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HCCH-UNIDROIT Digital Assets and Tokens Joint Project: Report

Introduction

This Preliminary Document (Prel. Doc.) is a report of the joint project undertaken by the Permanent
Bureau (PB) and the Secretariat of the International Institute for the Unification of Private Law
(UNIDROIT) on the HCCH-UNIDROIT Digital Assets and Tokens Project (DAT Joint Project).

The DAT Joint Project intended, broadly, to “build on and expand the work that has been carried
out by the [UNIDROIT Digital Assets and Private Law Working Group], focusing on Principle 5 of the
draft UNIDROIT Principles [on Digital Assets and Private Law and...] examine the desirability of
developing coordinated guidance and the feasibility of a normative framework on the law applicable
to cross-border holdings and transfers of digital assets and tokens, covering relevant private law
aspects.”?

In its Conclusion and Decision (C&D) No 18 of March 2023, the Council on General Affairs and
Policy (CGAP) “welcomed the cooperation between the PB and the UNIDROIT Secretariat on matters
relating to digital assets. CGAP mandated the PB to examine, jointly with the UNIDROIT Secretariat
and in light of work already completed at UNIDROIT as well as decisions that may be taken by the
UNIDROIT Governing Council, the desirability of developing coordinated guidance and the feasibility
of a normative framework on the law applicable to cross-border holdings and transfers of digital
assets and tokens, covering relevant private law aspects, through the HCCH-UNIDROIT Digital
Assets and Tokens Project. The PB will report on the results of the Project to CGAP at its 2024
meeting, including suggestions on the desirability and feasibility of continuing work on this topic
through the establishment of a joint Experts’ Group.”2

Accordingly, given the novel and technical character of this work, on 28 March 2023, the PB
circulated an invitation to HCCH Members to identify subject-matter experts who may be consulted
under the DAT Joint Project on technical matters, domestic developments, and scope of the study,
among other issues.3

In its meeting from 10 to 12 May 2023, the Governing Council of UNIDROIT approved the UNIDROIT
Principles on Digjtal Assets and Private Law (UNIDROIT DAPL Principles) and “welcomed the
proposal to conduct joint work with the Hague Conference on Private International Law (HCCH) on
a project related to the Law Applicable to Cross-Border Holdings and Transfers of Digital Assets and
Tokens. The Council approved the commencement of joint preparatory and exploratory work in this
area, in the form that is necessary to present - if determined as feasible and desirable - a full
proposal at the next session of the Governing Council.”4

In line with its working methods, the UNIDROIT Secretariat identified subject-matter experts to the
DAT Joint Project from UNIDROIT’s part.

“Proposal for Joint Work: HCCH-UNIDROIT Project on Law Applicable to Cross-Border Holdings and Transfers of Digital
Assets and Tokens”, Prel. Doc. No 3C of January 2023 for CGAP 2023, para. 17, available on the HCCH website at
www.hcch.net under “Governance” then “Council on General Affairs and Policy” and “Archive (2000-2023)".

C&D of CGAP 2023, available on the HCCH website at www.hcch.net (see path indicated in note 1).

Focused Circular No 22(23) of 28 March 2033.

Summary Conclusions, Governing Council, UNIDROIT, C.D.(102) Misc. 2, May 2023, para. 13.
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Meetings of the DAT Joint Project

A. Kick-Off Meeting, 12 June 2023

On 12 June 2023, subject-matter experts identified by HCCH Members and the UNIDROIT
Secretariat met for the kick-off meeting at the premises of the PB in The Hague, the Netherlands,
with the possibility of remote participation.

Prior to the meeting, the PB and the UNIDROIT Secretariat jointly circulated a draft Scope Paper,
setting out a list of possible questions that may be relevant to the exploratory study phase of the
DAT Joint Project. This draft Scope Paper formed the basis of discussion at the kick-off meeting,
with the intention of incorporating the outcomes of the discussion at the meeting in an iteration of
the draft Scope Paper. The meeting agenda also included discussion of the mandates and working
methods of both the HCCH and UNIDROIT, as well as a presentation by UNIDROIT of the background
of the UNIDROIT Digital Assets and Private Law Project and the UNIDROIT DAPL Principles, in
particular Principle 5 (titled “Applicable Law”).

Based on the discussions at the kick-off meeting, the PB and the UNIDROIT Secretariat proceeded
to revise and circulate an iterated Scope Paper. Experts identified to the DAT Joint Project were
invited to develop responses to one or more questions of the iterated Scope Paper, bearing in mind
that the answers should be directed at clarifying the scope of potential future normative guidance
concerning digital assets and tokens, by 25 August 2023. The answers to the iterated Scope Paper
were compiled jointly by the PB and the UNIDROIT Secretariat and circulated to the experts
identified to the DAT Joint Project ahead of the second meeting in October 2023.

The report and the list of participants of the kick-off meeting is provided as Annex |. The iterated
Scope Paper is provided as Annex Il.

B. Second Meeting, 2-4 October 2023

From 2 to 4 October 2023, subject-matter experts identified by HCCH Members and the UNIDROIT
Secretariat, as well as members of the UNIDROIT Digital Assets and Private Law Working Group
(DAPL WG5) invited by the UNIDROIT Secretariat, met at the premises of the UNIDROIT Secretariat
in Rome, Italy, with the possibility of remote participation.

Experts discussed the responses to the iterated Scope Paper, with a view to identifying the most
pertinent topics for continued study under the DAT Joint Project. On the basis of the discussions at
the second meeting, the Chair proposed the circulation, after the conclusion of the second meeting,
of suggested summary conclusions for possible future work as the output of the exploratory study
mandated by both Organisations’ governing bodies within the framework of the DAT Joint Project.
The report of the kick-off meeting was also adopted at the second meeting.

The report and the list of participants of the second meeting is provided as Annex Ill.

Output of the Exploratory Study: Suggested Conclusions for Possible Future
Work

On 16 October 2023, the PB and the UNIDROIT Secretariat jointly circulated summary Conclusions
for possible future work, on the basis of discussions that occurred during the second meeting.

The DAPL WG completed its work on the UNIDROIT DAPL Principles with the adoption of the UNIDROIT DAPL Principles by
the Governing Council of UNIDROIT in May 2023.
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The summary Conclusions noted:

a. “Linked assets” were identified as the main area of work, with consensus on the desirability
to conduct work on “linked assets”, which were not defined or considered in Principles 4
and 5 of the UNIDROIT DAPL Principles. The necessity of working on appropriate connecting
factors to identify the law applicable to the determination whether a valid link exists between
the digital asset and the asset to which it purports to be linked, and the legal nature of the
link, if any, was identified.

b. Work on “contractual aspects” could be considered, although many contractual aspects
would be covered by existing national legislation and ordinary choice of law rules. Therefore,
any future work should clearly identify the borders between proprietary and contractual
issues and identify areas for work resorting to a “transactions-based examination”.

C. There seemed to be strong support for considering whether the custody rules as provided for
in Principle 5(3) of the UNIDROIT DAPL Principles could apply to non-custody situations.

d. Limited consideration of work on applicable law to proprietary torts and torts subject to a
contractual action would seem warranted. However, work on torts more generally, as well as
on general liability or personal damage issues, should be excluded from such work.

e. Work on additional connecting factors for digital assets should be considered, including a
mapping exercise with the aim of assessing the applicability of different elements and
factors, such as the location of control, including in a public permissionless environment
(i.e., complete decentralisation).

f. Experts discussed different possibilities regarding the form of the output of the Project,
including the desirability and feasibility of the output being a soft law as opposed to a hard
law instrument.

g. Any future instrument would relate only to private law issues and not regulatory law, and any
future instrument could not displace the mandatory norms of the forum State.

h. More granular definitions of “digital assets” should be articulated, providing key features and
examples so as to encompass different types of objects that may arise in future work, as well
as considering the necessity of revisiting definitions if future work progresses towards the
consideration of objects that would not fall under the general definition of “digital assets” as
provided by the UNIDROIT DAPL Principles.

Correspondence and Consultations after the Second Meeting

A. Position Paper Submitted by France

On 8 November 2023, France submitted a position paper to the Secretaries General of the HCCH
and of UNIDROIT, expressing the agreed position of experts from the French Ministry of Justice, the
French Ministry of Finance, and the Autorité des marchés financiers.6 France noted that its position
paper is consistent with the points made in the second meeting by the delegation of all subject-
matter experts from France, which consisted of experts identified by France to the PB, as well as
experts invited by UNIDROIT (incl. members of the UNIDROIT DAPL WG). The position paper
submitted by France followed on an earlier letter from the Legal Committee of Paris Europlace,

Letter from Catherine Raynouard (Directrice adjointe, Direction des affaires civiles et du sceau, Ministére de la Justice),
Armel Castets (Direction Générale du Trésor, Service du Financement de I’économie, Sous-direction Financement des
entreprises et marché financier, Ministére de I’Economie, des Finances et de la Souveraineté industrielle et numérique),
Maxence Delorme (Directeur des affaires juridiques, Autorité des marches financiers), addressed to the Secretary
General of the HCCH and the Secretary-General of UNIDROIT, dated 8 November 2023, on file with the PB (“position
paper”).
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dated 20 October 2023 and addressed to the Secretary-General of UNIDROIT,” which raised
concerns relating to the UNIDROIT DAPL Principles. The PB was in copy of this letter.

The position paper submitted by France, while noting that an “international conflict of law rule on
digital assets could be potential relevant at first sight”, goes on to state that “introducing now such
a conflict of law rule seems premature. At this stage, we are not aware of a pressing need for a
uniform conflict of laws rule as foreseen by the UNIDROIT Principle 5.” The position paper laid out
various substantive issues that France sees in the rule as encapsulated by Principle 5 of the
UNIDROIT DAPL Principles. Among these issues are that France consider there to be

a. “a major risk in a conflict rule which could result in to the primacy of the law of a State which
does not provide any dedicated regulatory framework governing digital assets...[including] a
situation where issuers of digital asses or intermediaries holding digital assets for clients
would be able to choose such a law to the detriment of investors (regulatory arbitrage),
especially in cases where such laws might directly conflict with local regulatory
requirements”;

b. “[t]he excessively extensive definition of ‘digital assets’ used in the UNIDROIT Principles as
an ‘electronic record which is capable of being subject to control’, leads to a uniform
treatment of a wide variety of assets ignoring their intrinsic different characteristics.
According to the UNIDROIT principles, digital assets include, among other things, crypto-
assets, wholesale CBDCs and securities held on a blockchain...[which] is seen by us as
contrary to the approach retained within the European legislation”;

C. “the possibility offered by the UNIDROIT principles of a legal treatment of digital assets that
is autonomous from the current legal treatment of the underlying asset by national law is
likely to introduce elements of incoherence and entropy within an existing legal system, in
breach of the principle of technological neutrality”;

d. “[t]he party autonomy rule of Principle 5 would not be in line with the standard approach of
European law on these subjects and we have a substantial objection against party autonomy
applied to the field of property rights.”

The position paper goes on to note that France “understood that neither the definitions set out in
the UNIDROIT Principles nor the solution adopted in Principle 5 of those Principles can be called
into question at this stage of the project. As a result, the HCCH-UNIDROIT project appears to provide
little room for further negotiation and for substantive comments.”8

The position paper offers that, “[a]ssuming that there is still room for negotiation though, we
consider that the following rules should be contemplated: 1) to adopt more granular definitions of
digital assets; 2) to limit the scope of the conflict of laws rule to digital assets that cannot clearly
be linked to traditional and well-known legal categories, for which conflict of laws rule are already
available; 3) to rely on objective connecting factors that exclude the party autonomy in order to
ensure the application of laws and regulations from a State where digital assets are clearly defined
and framed, and 4) to rely on specific factors in order to take into account the heterogeneity of the
category of digital assets.”

The position paper submitted by France was circulated to all subject-matter experts identified to
the DAT Joint Project, as well as to the experts invited by UNIDROIT to participate in the second
meeting.

Letter from Michel Prada (Chairman of the Legal Committee, Paris Europlace), addressed to the Secretary-General of
UNIDROIT, dated 20 October 2023, on file with the PB.
See infra, para. 24; in light of the position paper, the PB consulted with the UNIDROIT Secretariat.
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B. Consultations Following on the Submission of the Position Paper

In light of the position paper submitted by France, the PB held consultations with HCCH Members,
including France, and other relevant Observers.

On the basis of consultations with France, the PB understands that France considers that
exploratory work on certain private international law issues relating to digitalised or tokenised
assets may be desirable and feasible, including the law applicable to the link between digital tokens
and real-world objects, as well as a more in-depth and application-based study of connecting
factors, under the caveat that any private international law considerations would fall under
overriding mandatory regulations of domestic law. However, France considers it necessary and non-
negotiable that, if such work were to take place within the framework of the DAT Joint Project and
build upon the UNIDROIT DAPL Principles, the definitions, and in particular Principle 5 of the
UNIDROIT DAPL Principles, should be reopened for discussion and possible revision.

In consultations with other HCCH Members, the PB finds support for exploratory work on private
international law issues in the tokenised economy, in particular the law applicable to digital tokens
in decentralised finance and the tokenisation of real-world objects in the global value supply chain,
as well as the law applicable to links created between digital tokens and real-world objects. There
was also indication that an exploratory study of connecting factors, based on the applications and
use cases in the tokenised economy, may be timely and desirable.

The PB also held consultations with the UNIDROIT Secretariat, confirming that, from the part of
UNIDROIT, no reopening or revision of the definitions and Principle 5 of the UNIDROIT DAPL
Principles were envisaged as part of the work of the DAT Joint Project.

C. Letter from UNIDROIT and Subsequent Consultations

On 12 December 2023, the Secretary-General of UNIDROIT sent a letter in response to the 8
November position paper submitted by France.

Following on the letter from UNIDROIT, the PB held consultations with HCCH Members participating
in the DAT Joint Project to discuss the points raised by both the 8 November 2023 position paper
and the 12 December 2023 letter from the Secretary-General of UNIDROIT. The PB understands
that several other HCCH Members agree with the concerns raised by France. It is thus unlikely that
a mandate for further work to be undertaken in the framework of the DAT Joint Project will find with
consensus among HCCH Members.

On the basis of these consultations, the PB recommends that the DAT Joint Project be concluded
with the Report as provided in this Prel. Doc. and its Annexes.

Proposal for CGAP
Based on the above report, the PB proposes the following Conclusion and Decision:

CGAP took note of the report of the HCCH-UNIDROIT Digital Assets and Tokens Project, including
the summary conclusions of possible future work on issues on private international law relating to
digital assets, and decided that the work of the Project was concluded. CGAP thanked the subject-
matter experts who contributed to the Project, and the UNIDROIT Secretariat for its continued
cooperation and coordination with the PB.
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Annex I: Report and List of Participants of the Kick-off Meeting
(The Hague, the Netherlands, 12 June 2023)
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Report of the Kick-off Meeting (The Hague, 12 June 2023)

Organisation

On 12 June 2023, the Kick-off Meeting for the HCCH-UNIDROIT Digital Assets and Tokens Joint
Project (DAT Joint Project) was held at the premises of the Permanent Bureau (PB) in The Hague,
from 10.00 a.m. to 4.45 p.m. (CEST). The meeting was held in a hybrid format and included subject-
matter Experts identified by the HCCH Member States as well as Experts identified by UNIDROIT.

Prior to the meeting, the PB and the UNIDROIT Secretariat jointly circulated a draft Scope Paper on
6 June 2023, setting out a list of possible questions that may be relevant to the exploratory study
phase of the DAT Joint Project. This draft Scope Paper formed the basis of discussion at the Kick-
off Meeting, with the intention of incorporating the outcomes of the discussion at the meeting in an
iteration of the draft Scope Paper. The meeting agenda also included discussion of the mandates
and working methods of both the HCCH and UNIDROIT, as well as a presentation by UNIDROIT of
the background of the Digjtal Assets and Private Law Project and the Principles on Digital Assets
and Private Law (DAPL Principles), in particular Principle 5 (titled “Applicable Law”).

This document summarises the discussions that took place during the Kick-off Meeting. Using this
feedback, the secretariats of the HCCH and UNIDROIT proceeded to revise and circulate an iterated
Scope Paper, provided as Annex | to this Report. The Experts were requested to provide their
responses to questions in that iterated Scope Paper by Friday 25 August 2023, 5.00 p.m. (CEST).
The responses to be provided by the Experts will be jointly compiled by the PB and the UNIDROIT
Secretariat. This compilation will be discussed at the second meeting of the DAT Joint Project, which
will be held at the premises of UNIDROIT in Rome, from 2-4 October 2023.

Questions and Discussion

1. Question 1: What definitions, terms and other considerations may be relevant when
considering the scope of the study as relating to “the cross-border holdings and transfer of
digital assets and tokens”?

a. What “digital assets and tokens” does this study apply to?

b. Should a more elaborated definition of assets and tokens be considered? For example,
can a list of features, such as was used in the HCCH 1985 Trusts Convention, be helpful?

C. What (other) terms may need to be defined for the purposes of this study?
d. What existing instruments and other sources may be helpful for the purposes of this
study?

Experts discussed the definitional foundations of digital assets using a functional approach, and
also cautioned that work on definitions could easily consume time that should be spent on
applicable law and other matters in the Scope Paper. There was a suggestion that it may be useful
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to conduct a mapping exercise to set out the possible situations involving electronic registers that
may raise questions of applicable law.

Experts discussed the relevance of national regulatory law, and concluded that work under the DAT
Joint Project should be consistent with regulatory law. Some Experts suggested that international
guidance may fill gaps where national regulation does not yet exist, and that both sources together
could serve a common purpose to protect consumers. Experts also noted that private law, private
international law, and regulatory law may be driven by different policy considerations, leading to
diverging frameworks in each context. Experts noted that there are also possible overlaps, such as
when digital assets outside of a regulatory framework are linked to an object that falls within a
regulatory framework.

2. Question 2: What questions arise in relation to the determination of the law applicable in
respect of a digital asset?

a. What matters (e.g. proprietary, contractual, tortious etc) arise in respect of digital assets?

b. Are there rules, principles and guidelines existing that are relevant to the determination of
the law applicable to the matters listed in Question 2(a)?

C. What other questions may arise?

According to the Experts, the UNIDROIT DAPL Principles are specifically designed to cover
proprietary issues and do not seek to directly address other matters such as contracts or torts.
Thus, the Experts expressed interest that the DAT Joint Project could include work relating to
contractual aspects and tortious aspects in respect of digital assets. This could include examining
other instruments to determine whether they provide satisfactory guidance on the applicable law.

3. Question 3: How can the principle of party autonomy be expressed?

Experts noted that, in the UNIDROIT DAPL Principles, party autonomy was designed to be the
foundation of Principle 5. Expressing a rule for party autonomy at the “top” of the waterfall of rules
was intended to motivate market participants to make an explicit choice of law, as there is difficulty
in applying other connecting factors to digital assets. A rule designed around party autonomy is also
beneficial when there is no choice of law in the digital asset itself, as it may be possible to look to
an intermediary business holding the digital asset for the client to determine the applicable law.

Experts considered ways in which the expression of party autonomy may not be apparent or
possible. For example, depending on the nature and degree of decentralisation of a system,
multiple parties may be involved in decision-making, and their collective choice, or their consent to
a choice, may be difficult to discern. More generally, Experts raised questions about how the choice
of law in an asset or system could be read or discerned by a user or interested party.

On the matter of weaker party protection, some Experts noted that certain businesses may be
considered “gatekeeper” platforms due to their particular role and ability to steer behaviour of
users; these Experts moreover noted that in such cases, both individuals and businesses may lack
the power to bargain for a choice of law when dealing with such platforms.

4. Question 4: Is further work on the matter of characterisation necessary?

Experts noted that further work on characterisation is important because the matter is closely
linked to, and must precede, the determination of applicable law. Experts noted that
characterisation may be a matter that is often left to the relevant court, but that further clarity could
come from international guidance.
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5. Question 5: Should the HCCH-UNIDROIT Digital Assets and Tokens Joint Project also
include considerations related to the applicable law rules in contractual aspects in the
transaction of digital assets?

The Experts agreed that these considerations should be explored in the project, noting that
guidance on contractual aspects would provide legal certainty and predictability in the unique
environment of digital assets and tokens. The Experts noted that these matters are not within the
scope of Principle 5 of the DAPL Principles and that the DAT Joint Project would be a good forum to
explore contractual aspects in the transaction of digital assets.

6. Question 6: Rules of transfer and / or acquisition: If the answer to the above Question 5 is
yes,

a. How would the choice of law rule apply?

b. What considerations arise in situations without a valid choice of law? Should further
consideration in relation to private international law rules in such situations be developed?

C. Should the HCCH-UNIDROIT Digital Assets and Tokens Joint Project consider distinguishing
B2B from B2C dealings? Should the HCCH-UNIDROIT Digital Assets and Tokens Joint
Project cover B2C dealings? And if so, how can it provide protection to consumers?

The Experts noted that the nature of transfer, control and acquisition should be further explored in
the DAT Joint Project, as some aspects were addressed in the DAPL Principles and other matters
were intended for determination by the applicable law of the jurisdiction. For example, matters for
possible further consideration in the DAT Joint Project include: whether digital assets were
accessible by third parties and therefore transferable for purposes of insolvency; the innocent
acquisition rule; and fungibility of the digital asset in comparison to fungibility of traditional assets.

Regarding situations without a valid choice of law, the Experts noted that work could be done to
identify and develop objective connecting factors, as the choice of law is not apparent in situations
without a registered issuer of an underlying asset. Experts noted that the identification of relevant
connecting factors could also be helpful in tort matters, which typically rely on the place where the
damage is caused or where the damage occurs.

Some Experts also pointed out the benefits of studying other existing instruments or work being
carried out in other fora, such as the work of UNCITRAL regarding data transfer contracts and the
EU Market in Crypto Assets Regulation.

Experts advised that some consideration of the position of consumers should be included within
the scope of the DAT Joint Project. While consumer law is likely outside the scope of the DAT Joint
Project as a matter of public and substantive law, there are nonetheless inherent questions
surrounding consumers as agents and clients within the digital asset economy. Factual links to
consumers would also be relevant to the connecting factors analysis.

The PB noted that the DAT Joint Project does include a mandate to consider the issue of weaker
party protection. Some Experts noted that the term “weaker party” could encompass more than
individual consumers and include other situations of power asymmetry, such as in dealings of small
enterprises with significantly larger ones. The interaction of party autonomy and weaker party
protection would also be relevant. As an illustration, some Experts noted that there may be a well-
defined choice of law in a system, but there are possible situations where some parties in a
transaction or series of transactions may be weaker than others.
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7. Question 7: Would the addition of a rebuttable presumption of internationality be
desirable?

Experts noted that there is no requirement of internationality in the DAPL Principles. Experts
clarified that the goal of this inquiry was not to re-assess the internationality decisions taken in the
DAPL Principles, but to consider whether such a requirement may be needed for other assets and
tokens that the DAT Joint Project may address in the future.

Experts provided examples from other international legal sources, and discussed the option of
exploring a rebuttable presumption for cases where more information may be known about the
geographic distribution of nodes in a DLT system. For instance, the presumption may be overcome
when particular transactions may require only involvement of nodes in a single jurisdiction. Some
Experts noted that, on the other hand, even a rebuttable presumption may only serve limited
purposes, as the goal of an international instrument would be to address gaps in domestic law.

8. Question 8: Should more connecting factors be explored in determining the applicable
law? If yes, which ones could be considered?

Some Experts noted that the matter of the identification of connecting factors was relevant to
several questions in the Scope Paper, and agreed that there was room for continued consideration
of connecting factors in determining the applicable law, likely outside of the framework of Principle
5 of the DAPL Principles.

The PB clarified that the DAT Joint Project refers specifically to “digital assets and tokens” rather
than merely “digital assets” so as to allow consideration of other categories of items that may not
necessarily fall under the DAPL Principles’ definition of an “asset”. With this in mind, work within
the scope of the DAT Joint Project may include consideration of connecting factors for various other
types of items, including linked assets.

. Question 9: Linked Assets

a. In relation to linked assets, are (more traditional) connecting factors relevant? If so, which,
and how?

b. Are there other assets that may involve considerations similar to those for linked assets?

Linked assets were highlighted for further consideration in the discussion of connecting factors and
applicable law under Question 8. In addition to points discussed under Question 8, Experts clarified
that the essential questions of linked assets relate to the process of tokenisation and the possible
law applicable to the link, digital asset, and represented asset. Some Experts suggested that
consideration of concrete examples would help to illustrate the effects of links and claims.

Experts noted that the DAPL Principles did not prohibit the operation of linked assets, as linked
assets would simply be qualified under Principle 5 as digital assets. Some Experts however
cautioned that the matter of linkages may differ across jurisdictions and be difficult to harmonise
as a matter of substantive law, though it would be possible to discuss and harmonise the law
applicable to the existence of the linkage and the legal effects of the linkage.
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10. Question 10: Digital Twins:
a. What characteristics may distinguish digital twins from linked assets?

b. Do such characteristics have relevance to connecting factors?

Experts discussed the possible differences between linked assets and digital twins. A digital twin
purports to be an exact representation of its physical counterpart, and the transfer of the digital
twin should follow the same rules of transfer of the physical asset. With a digijtal twin, it is also not
necessarily the case that the digital and physical assets are linked. Experts noted that this
discussion may overlap with matters of characterisation and taxonomies.

11. Question 11: Soulbound Tokens (SBTs) / "Social, Community and Reputation Tokens"
(SCRTs)

a. Can SBTs be used to apply connecting factors related to identity, location?
b. What considerations arising from SBTs / SCRTs may be relevant?

C. Should more traditional connecting factors be considered in the context of the HCCH-
UNIDROIT Digital Assets and Tokens Joint Project?

Experts suggested that it may be relevant to consider SBTs for the purpose of the identification of
relevant connecting factors because SBTs provide information related to location and identification.
Some Experts also suggested that an SBT may be simplified as a non-transferable NFT, and that
matters of privacy law related to identity aspects of SBTs would not be within the scope of the
project. There appeared to be a consensus among the Experts to monitor developments in SBTs,
as practical deployments of SBTs had not reached maturity. One Expert suggested that under the
DAPL definition, SBTs would not be considered digital assets, so further consideration must be in
the context of the DAT Joint Project’s exploratory work that extends beyond Principle 5.

12. Question 12: Other Novel Assets

a. Are there examples of other novel assets that fall outside the categories mentioned
above?

b. What features / characteristics can be used for connecting factors?

C. How can the HCCH-UNIDROIT Digital Assets and Tokens Joint Project address technology
neutrality?

The Experts reiterated the necessity of the work within the DAT Joint Project remaining technology-
neutral, but noted that the demands for specific guidance may produce results that are less future-
proof. Some Experts noted that a safer approach might be to base definitions on a functional
approach, focused on the most common applications and use cases.
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13. Question 13

a. What questions of jurisdiction, and recognition and enforcement, arise in relation to the
cross-border holdings and transfers of digital assets and tokens?

b. Is further work in relation to these issues feasible and desirable?

The PB noted that the output of the DAT Joint Project may benefit from Experts also considering
questions of jurisdiction, and recognition and enforcement, in relation to the cross-border holdings
and transfers of digital assets and tokens. While reiterating that these questions were outside the
current mandate of the DAT Joint Project, Experts were invited to consider the impact of questions
related to jurisdiction, and recognition and enforcement, on the output of the exploratory study
being undertaken within the scope of the DAT Joint Project, as well as the possibility of further work
on these matters.



List of participants HCCH-UNIDROIT Digital Assets and Tokens
Joint Project

>\‘( HCCH

Connecter Protéger Coopéver Depuis 1803
Connecting  Protecting Cooperating  Since 1843

UNIDROIT

INTERNATIONAL INSTITUTE FOR THE UNIFICATION OF PRIVATE LAW
INSTITUT INTERNATIONAL POUR UUNIFICATION DU DROIT PRIVE

Kick-off meeting - 12 June 2023

Family name(s)

Name(s)

States

Position and organisation

Attendance

Alvarez-Rendén Martha Angélica Mexico Director of International Law II, Ministry of Foreign Affairs Attending online
. i i First Secretary / Head of the Division for International Juridical o
Alves Pinto Juliano Brazil X . . R X Attending in person
Cooperation at the Ministry of Foreign Affairs of Brazil
X European Central . .
Athanassiou Phoebus European Central Bank Attending online

Bank (ECB)

China (incl. Hong

Senior Counsel, Office of the General Counsel, Hong Kong Monetary

Barreira Teresa (Maria) Kong SAR) Authority Attending online
Beaves Antony United Kingdom Senior Legal Counsel in the Financial Stability Division, Bank of England Attending online
Bernasconi Christiophe Secretary-General of the HCCH Attending in person
Chapot Philippine HCCH intern Attending in person
Cheng Harry Legal Officer Attending in person
Cohen Neil United States Professor of Law at Brooklyn Law School Attending online
Coudin Gabrielle France Iéi\:v::;‘,asizawrtment of Mutual Assistance, Private International and Attending online
de Franceschi Alberto Italy z:ltthrTJf:;z:;\f/ :;i\;a;:ial;aaw, Digital Law and Environmental Sustainability Attending in person
Dubovec Marek United States Director of Law Reform Programs, International Law Institute Attending online

Eishied Chang Rosales Erick Mauricio El Salvador Technical expert Attending online
Direct f Fi ial R lati D t t of E ic L Minist

Frankel-Schroeder Yaira Israel rec ?r or Financfal Regulation, Lepartment of Economic taw, Ministry Attending online
of Justice

Goh Escolar Gérardine Deputy Secretary-General of the HCCH Attending in person

Qreen (deputised by Ms Sarah United Kingdom Commissioner for Commercial and Common Law, Law Commission of Attending online

Siona Molony) England and Wales
Rouse Ball Professor of English Law, University of Cambridge / Chair of

Gullif Loui United Kingd: Attending i

uiirer ouise EELE] L the UNIDROIT DAPL WG Drafting Committee e I [Pl

Professor of Private Law and Director of the Hazelhoff Centre for

Haentjens Matthias Netherlands Financial Law at Leiden University, and Deputy Judge in the Court of Attending in person
Amsterdam

Hameed Hamza Legal Consultant, UNIDROIT Attending online

Heinze Christian Germany Professor at the University of Heidelberg Attending online

Henriquez Olano Roberto Alejandro El Salvador Technical expert Attending online
Chief Specialist of the Expert Group on the Development of New

lhor Cheban Ukraine Technologies and Digital Innovations, Directorate of Digital Economy, Attending online

Ministry of Digital Transformation of Ukraine



mailto:phoebus.athanassiou@ecb.europa.eu

Kanda Hideki Japan Emeritus Professor, University of Tokyo / Chair of the UNIDROIT DAPL EG |Attending online
Kern Christoph Germany Professor at the University of Heidelberg Attending online
Professor of Private Law, Private International Law and Comparative Law,
Lehmann Matthias Austria o ) ! P " |Attending in person
University of Vienna
Lemberger-Kenar Yaara Israel Acting Senior Director, Department of Civil Law, Ministry of Justice Attending online
Liévano Paz Josué Roberto El Salvador Minister Counsellor Attending in person
Liber Klaus ESMA Chair of the CCP‘ Supervisory Committee at European Securities and Attending online
Markets Authority (ESMA)
Malaguti Maria Chiara President, UNIDROIT Attending online
. Senior legal adviser, Federal Office of Justice FOJ, Private International i .
Mayer Thomas Switzerland R Attending online
Law Unit
Merlos Narvaez Ariel José El Salvador Technical expert Attending online
. i i Research assistant, Commercial and Common Law, Law i .
Molony Siona United Kingdom . Attending online
Commission of England and Wales
Mooney Charles United States Professor of Law, University of Pennsylvania Law School Attending in person
Morishita Tetsuo Japan Professor, Sophia University Attending online
Director of the Central Bank of Mongolia, Legal Department, Banking and i .
Munkh-Undraga Undraga Mongolia R X . E E P E Attending online
Financial Law Division
X . Lawyer of the Project Office on Development of Virtual Assets’ Market, . .
Nikolayevskyy Dmytro Ukraine . - . R R Attending online
under the auspice of the Ministry of Digital Transformation of Ukraine
Odinet Christopher United States Professor of Law at University of lowa College of Law Attending in person
i Professor of Civil Law, Commercial and Business Law, Banking Law, and i .
Omlor Sebastian Germany . " K o Attending online
Comparative Law at the Philipps-Universitat Marburg
Paech Philipp United Kingdom Professor, London School of Economics Attending in person
Palma Rocco Lawyer-diplomat, UNIDROIT Attending online
Rocks Sandra United States Counsel Emeritus at Cleary Gottlieb Steen & Hamilton LLP Attending online
Rodriguez de las Heras European Law
g Teresa K P Co-Reporter of the ELI Access to Digital Assets project Attending online
Ballell Institute
. Professor of Civil Law, Civil Procedure and Business Law at the Fulda L
Skauradszun Dominik Germany . . . . Attending in person
University of Applied Sciences
Smith Edwin United States Partner at Morgan, Lewis & Bockius LLP Attending online
Soh Elisa Singapore Assistant General Counsel, Monetary Authority of Singapore Attending online
Starr Daniel El Salvador Counsellor Attending in person
Tapper Michelle Ann International relationships intern at ROLAC Attending online
Tirado Ignacio Secretary-General of UNIDROIT Attending in person




Veneziano Anna Deputy Secretary-General of UNIDROIT Attending online
E

Vondracek Ondrej uropgan‘ DG Justice and Consumers, Civil Justice Unit Attending online
Commission

Zhao Ning Principal Legal Officer Attending in person




Annex ll: Iterated Scope Paper



DIGITAL ASSETS AND TOKENS A HCCH
JOINT PROJECT UNIDROIT

INTERNATIONAL INSTITUTE FOR THE UNIFICATION OF PRIVATE LAW Connecter Protéger Coopérer Depuis 1893

11 JULY 2023 INSTITUT INTERNATIONAL POUR LUNIFICATION DU DROIT PRIVE Connecting Protecting Cooperating  Since 1953

HCCH-UNIDROIT Digital Assets and Tokens Joint Project:
Iterated Scope Paper



VII.

DefinitionS.....cccvvveeee.

Table of Contents

BLC=Te] el aTo] (e =3V AN =0 (= | 17 TSR

Party Autonomy .......

Characterisation, Connecting Factors and Internationality .......cccccceveciieiecieecccciee e

Contractual Aspects: General Rules Governing Digital ASSEtS ......ccccvveverrieirreerereee e

Applicable Law: SUDSIANTIVE MatterS.......uiiii ittt ne s

Other PIL Questions



HCCH-UNIDROIT Digital Assets and Tokens Joint Project:
Iterated Scope Paper

The iterated Scope Paper sets out the questions that were discussed at the Kick-Off meeting on
12 June 2023 at the premises of the Permanent Bureau (PB) of the HCCH in The Hague, the
Netherlands, with some experts participating online via the Microsoft Teams platform. The objective
of the Kick-Off meeting was to identify all questions that may be relevant to the HCCH-UNIDROIT
Digital Assets and Tokens Joint Project (DAT Joint Project).

UNIDROIT’s Working Group on Digital Assets and Private Law (DAPL WG) concluded that clear rules
on digital assets and tokens, including on private international law (PIL), will have several benefits
to States, including increased efficiencies and cost reductions.t As work was being completed on
the UNIDROIT Principles on Digital Assets and Private Law (UNIDROIT DAPL Principles), the PB and
the UNIDROIT Secretariat discussed continued cooperative work on a joint project focused on
digital assets and tokens. The scope of this proposed joint project would, broadly, build on and
expand the work that has been carried out by the DAPL WG, focusing on Principle 5 of the UNIDROIT
DAPL Principles.

The DAT Joint Project is intended to examine “the desirability of developing coordinated guidance
and the feasibility of a normative framework on the law applicable to cross-border holdings and
transfers of digital assets and tokens, covering relevant private law aspects”,2 and aims to produce
a “report on the results of the Project to [the respective governing body] at its 2024 meeting,
including suggestions on the desirability and feasibility of continuing work on this topic through the
establishment of a joint Experts’ Group”.3 The iterated Scope Paper sets out as many relevant
questions as possible, with the aim of providing experts with a broad list for discussion that guides
the scoping of this Joint Project. The questions listed here do not preclude others that the experts
may wish to discuss in the framework of this Joint Project.

UNIDROIT Principles on Digital Assets and Private Law, April 2023, as submitted to and approved by the Governing
Council, UNIDROIT Doc. C.D. (102) 6, at para. 20.

Conclusion and Decision No. 18 (HCCH CGAP 2023); see also HCCH Prel. Doc. 3C of January 2023, “Proposal for Joint
Work: HCCH-UNIDROIT Project on Law Applicable to Cross-Border Holdings and Transfers of Digital Assets and Tokens”,
and UNIDROIT Doc. C.D. (102) 12, “Proposal for Joint Work: HCCH-UNIDROIT Project on Law Applicable to Cross-Border
Holdings and Transfers of Digital Assets and Tokens”.

Conclusion and Decision No. 18 (HCCH CGAP 2023).
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Definitions

1. General Definitions: What definitions, terms and other considerations may be relevant when
considering the scope of the study as relating to “the cross-border holdings and transfer of
digital assets and tokens”?

a) What “digital assets and tokens” (the term used for this exploratory study, which is broader
than the term “digital assets” used in the UNIDROIT DAPL Principles) does this study apply
to? What considerations in relation to proprietary matters in respect of “digital assets and
tokens” may arise?

b) Should a more elaborated definition of assets and tokens be considered? Is providing a
negative definition helpful? Can a list of features, such as was used in the HCCH 1985 Trusts
Convention, be helpful?

c) What (other) terms may need to be defined for the purposes of this study? Would an
expanded scope of assets and tokens necessitate further elaboration of platforms, systems
or other terminology concerning infrastructures?

One of the outcomes of the inaugural HCCH Conference on Commercial, Digital and Financial Law
Across Borders (CODIFI Conference) was the conclusion by several experts that work on PIL relating
to digital assets, specifically the determination of applicable law, is both timely and desirable. This
general question intends to approach the study from a bird’s eye view so as to map the applicable
law issues that arise in relation to digital assets. This question also aims to allow consideration of
terms that may benefit from definition, for the purposes of this study, as well as to ensure that
existing instruments and other sources that may be helpful are considered in the context of this
exploratory study.

Considerations relating to regulatory law include: What is the relevance of national regulatory law?
What can be done to ensure that the outcomes of this Project are consistent with and do not infringe
on regulatory law? Would international guidance fill gaps where national regulation does not exist
yet? Would regulatory law, together with the outcomes of this Project, serve a common purpose to
protect consumers?

Bearing in mind terms already defined in work undertaken prior to the start of this Joint Project, in
particular work by the UNIDROIT DAPL Working Group that led to the adoption of the UNIDROIT
DAPL Principles, and keeping in mind that some terms used for the purposes of the exploratory
study are more widely framed, how can the Project guard against definitional work that could
consume time and efforts when matters of applicable law should be the priority?

What existing instruments and other sources may be helpful for the purposes of this study?



a)

b)

c)

d)

a)

b)

c)

a)

b)

Digital Assets: With regard to the definition of “digital assets”, given that the laws
concerning ownership and transfer would also depend on the nature of the asset, would it
be useful to provide a more elaborate or granular definition of the following types of digital
assets:

tokenised representations of real-world assets (e.g. tokenised fractional ownership of land)
or traditional financial instruments (e.g. tokenised bond or share);

tokens that represent an economic exposure to the underlying real-world asset or financial
instrument without creating any proprietary rights in that instrument;

security or other native tokens which are issued on DLT (e.g. bitcoin);

digital payment tokens that are used for settlement of DLT-based transactions (e.g. CBDC,
tokenised deposits)?

Transactions: With regard to transactions, would it be useful to provide for other scenarios
in addition to the scenario concerning an issuer? For example, would it be useful to provide
for scenarios that concern:

the trading/transfer of digital assets;

in the context of tokenised financial instruments, the clearing and settlement of digital
assets; and

the maintenance and holding of the asset during the life cycle of the asset?

Control and Custody: Would it be useful to also elaborate on how applicable law rules would
operate in various situations around the concept of “control” and “custody”?

For example, would it be possible for two parties in two different jurisdictions to assert
“control” or “custody” over a digital asset, and if so, how would that be reconciled?

How would the concepts of “control” and “custody” apply in the context of the different types
of digital assets or systems mentioned above?

Technology Neutrality

5.

Technology Neutrality: In order to future-proof the deliverable that arises out of the DAT Joint
Project, how can technology neutrality be considered in the context of digital assets and
tokens?

What are the challenges of remaining technology-neutral within the scope of this Joint Project? How
can the output of this exploratory phase, and the Joint Project, find a balance between generality
and specificity? Is an approach that bases definitions on a functional approach, or a functional
equivalent approach, helpful? Are there limitations to such an approach?
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Party Autonomy
6. Party Autonomy: How can the principle of party autonomy be expressed?

a) How would / should party autonomy be expressed in a: (1) private-permissioned network;
(2) public-permissioned network; or (3) public-permissionless network?

In practice do the parties substantially have an input on assets or platforms that have already
designated an applicable law? How can the principle of party autonomy be expressed, and how can
the expression of autonomy be discerned in a particular system? Should this study include
considerations relating to weaker party protection in transactions relating to digital assets and
tokens and, if so, how?

The principle of party autonomy was considered by the UNIDROIT DAPL Working Group throughout
their work on the UNIDROIT DAPL Principles and forms the basis of the top of the waterfall structure
of Principle 5: the explicit choice of law. The certainty created by Principle 5 could motivate more
exercises of autonomy / explicit choice of law, although more work may be helpful to elaborate
rules in the absence of an explicit choice. A related question is how a “choice” may be expressed
or discerned from the asset or the system, given the challenge of fully identifying parties to the
transaction. Another matter is how to determine if the principle of party autonomy is presumed to
be satisfied through the consent in using such a system, in particular where consent was not
explicitly given.

Characterisation, Connecting Factors and Internationality

7. Characterisation: Is work on the matter of characterisation necessary?

a) What matters (e.g. proprietary, contractual, tortious etc) arise in respect of digital assets?
b) What domains are available for consideration?

c) What purposes would guidance on each characterisation serve?

For the purposes of determining the applicable law, is further work on the characterisation of digital
assets and tokens necessary? Can rules or guidelines relating to the determination of the
applicable law be drafted without further work on characterisation? Should matters of
characterisation, including the rights and obligations that may result from any such
characterisation, be left to each jurisdiction to specify?

In relation to jurisdictions that seek to characterise matters brought before them, in order to
improve legal certainty, should work be performed on characterisation matters (assets or tokens)
that involve the law of contracts or torts?

8. Connecting Factors: Should more connecting factors be explored in determining the
applicable law, with respect to each legal characterisation? If so, which ones could be
considered?

Even though digital assets have a virtual nature, due to the wide range of existing digital assets,
more connecting factors could be relevant, including traditional ones, in the context of further work
on digital assets and tokens. For instance, methodologies taking into account the different factual
nature of the assets, linkages between physical and digital assets, or the method of storage could
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be considered. What difficulties or challenges may arise in taking these other methodologies into
account?

For proprietary matters, if more connecting factors are explored, how would this work supplement
or build upon Principle 5 of the UNIDROIT DAPL Principles, particularly in the absence of an explicit
choice of law? How can the encouragement in Principle 5 of the UNIDROIT DAPL Principles for
greater compliance and disclosure (and which gives weight to the top of its waterfall structure) be
properly included in these considerations?

In the context of more general guidance, which connecting factors may be considered, particularly
in relation to linked assets? (See Question 12 below)

o. Internationality: Would the consideration of a rebuttable presumption of internationality be
nhecessary or desirable?

There was no obvious need for an internationality presumption to be added into Principle 5 of the
UNIDROIT DAPL Principles, but a rebuttable presumption of internationality may still be considered
with respect to other digital assets and tokens that could become included in the DAT Joint Project.
In order to ensure a universal scope of application due to the nature of the digital assets, it may be
important to consider whether an element of internationality is required to activate the application
of a conflict of law rule, in particular in the determination of the applicable law.

Contractual Aspects: General Rules Governing Digital Assets

10. Contractual Aspects: Should the DAT Joint Project also include considerations related to the
applicable law rules in contractual aspects in the transaction of digital assets?

The UNIDROIT DAPL Principles provide guidelines concerning proprietary matters in respect of
digital assets. Are there other matters, such as contractual or tortious matters, that may benefit
from consideration in this study? If so, are there existing rules, principles or guidelines that may be
relevant to these other matters?

Beyond the application to proprietary issues, should the project seek to provide applicable law rules
for contractual aspects of transactions of digital assets?

Here, the HCCH 2015 Principles on Choice of Law in International Commercial Contracts (HCCH
Principles) may be relevant. The HCCH Principles do not deal with proprietary aspects of assets,
including digital assets. The HCCH Principles cover only choice of law agreed by the parties in B2B
cases. Are there other instruments that may be relevant?

11. Rules of transfer and / or acquisition: If the answer to the above Question 10 on Contractual
Aspects is yes,

a) How would the choice of law rule apply?

The UNIDROIT DAPL Principles allow the parties to choose the applicable law in relation to
proprietary matters in respect of the digital asset, but such choices are limited to the domestic law
of the State expressly specified in the digital asset or system / platform. Would an analogous
framework be workable in relation to the contractual aspects of the transaction of digital assets?
For example, what unique considerations, if any, would arise in the consideration of contractual
dealings concerning digital assets? Do the HCCH Principles, which do not limit the parties' choice
to a particular law or laws of a particular State in B2B contractual dealings, have any application in
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this regard? How else can parties indicate their agreement in relation to the choice of law? Does
the choice of law rule depend upon the characterisation of the holding and / transfer of the digital
asset or token? Is the fungibility of the digital asset or token a possible relevant factor to consider?

Do the matters of custody, transfer, and / or acquisition concern aspects of both contract and
property law and, if so, should there be guidance on these actions?

b) What considerations arise in situations without a valid choice of law? Should further
consideration in relation to PIL rules in such situations be developed?

The UNIDROIT DAPL Principles refer back to general rules if the parties do not choose the applicable
law in proprietary matters in respect of digital assets. For both proprietary and contractual issues,
should this exploratory study include more detailed considerations for what such general rules
should entail in the situation where the parties do not choose the applicable law in transactions
relating to digital assets and tokens or in the situation where the chosen law in transactions relating
to digital assets and tokens is not valid? Would these considerations also include matters relating
to torts, or other issues?

c) On matters of consumer protection in the choice of applicable law, should the DAT Joint
Project consider distinguishing B2B from B2C dealings?

Other areas of private law will also apply to digital assets and tokens, including consumer law.
Consumer protection law is a matter excluded from the UNIDROIT DAPL Principles, although it can
be said that the legal certainty provided by the UNIDROIT DAPL Principles protects consumers. One
additional consideration is that the definition of a consumer could vary by jurisdiction. However,
would linkages to consumers potentially provide other connecting factors to explore (see
Question 8 above)? It may be important to note that the term “weaker party” may not necessarily
indicate an individual consumer—small enterprises compared to large ones may also qualify.
Should the Joint Project address the power imbalance present where a business is able to dictate
the same terms for all of its clients?

What other areas should be considered? How would PIL considerations work in tandem with these
other areas of private law?

Applicable Law: Substantive Matters

12. Linked Assets: In relation to linked assets, are (more traditional) connecting factors
relevant? If so, which, and how? Is further guidance on the applicable law to the links,
tokens, and claims created by the linkage possible to provide?

What considerations arise in relation to the issue of linked tangible or intangible assets? Do such
linked assets give rise to considerations that may be relevant for PIL?

The UNIDROIT DAPL Principles provided commentary on linked assets within Principle 4, and on
these bases apply Principle 5 to address general questions of linked assets. Further detail on linked
assets may be a possible objective for this Joint Project, as relevant law currently does not exist in
most jurisdictions. The essence of linked assets is the connection between the possible law
applicable to the original thing, the links, and the digital representation. The factual creation of a
link is a separate matter. Work within this Joint Project may address the proprietary issues in
relation to the assets that comprise a linked asset, as well as the legal nature of the link between
them. Harmonisation of rules pertaining to the assets and the links may also be another issue to
explore, as actions or claims in respect of one aspect of the linked asset may not necessarily have
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a corresponding effect on another aspect. It may however be helpful to consider if it may be seen
as overly intrusive into national frameworks for the Joint Project to provide such guidance.

13. Digital Twins: What characteristics may distinguish digital twins from linked assets? Is there
a sufficiently clear distinction to warrant treatment of the two as different assets or tokens
for the purposes of applicable law? Do such characteristics have relevance to connecting
factors?

The difference between linked assets and digital twins is that, for a digital twin, the digital thing is
an exact representation of the physical thing, and the transfer of the digital twin follows the same
rule as the transfer of the physical asset. In this case, the particularities of the system / platform
and method of transfer could become more relevant. Do considerations arising from digital twins
overlap, or are there significant differences as compared to those raised by linked assets?

14. Other Novel Assets and Tokens: What general classes of other novel assets and / or tokens
could be considered within the scope of the DAT Joint Project?

Are there examples of other novel assets that fall outside the categories mentioned above (e.g.,
Soul-bound tokens)? Will these novel assets (in particular those that include significant locational
or identification data) require the Joint Project to consider a definition of “digital tokens” separate
from “digital assets” and beyond the scope currently covered by Principle 5 of the UNIDROIT DAPL
Principles? What general classes of novel assets and / or tokens could be considered?

Other PIL Questions

15. Jurisdiction, and Recognition and Enforcement

a) What questions of jurisdiction, and recognition and enforcement, arise in relation to the
cross-border holdings and transfers of digital assets and tokens?

b) Is further work in relation to these issues feasible and desirable?

As digital assets and the systems on which they are recorded may have no physical situs and the
people who control them may be in many different jurisdictions, proceedings or execution
processes are likely to be cross-border and involve courts or public authorities in many different
jurisdictions. While the mandate for this exploratory study leaves the questions of jurisdiction
(competence of the court), and recognition and enforcement of foreign judgments, outside of its
scope, do any of these questions arise in the context of digital assets and tokens? Is further work
in relation to these issues feasible and desirable?
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HCCH-UNIDROIT Joint Project on UNIDROIT 2023
Applicable Law to Cross-Border Study LXXXIIA - P.M.2 - Doc. 3
Holdings and Transfers of Digital English-only
Assets and Tokens November 2023
Second Preparatory Meeting (hybrid)
Rome, 2-4 October 2023
SUMMARY REPORT
1. From 2 to 4 October 2023, a second preparatory meeting of the HCCH-UNIDROIT Joint

Project on Applicable Law to Cross-Border Holdings and Transfers of Digital Assets and Tokens
(hereinafter “the Joint Project” or “the Project”) was held at the seat of UNIDROIT and via
videoconference. Forty-one members of the group, six members of the UNIDROIT Secretariat, and six
members of the HCCH Secretariat participated (a list of participants can be found in Annexe II).

2. The session was chaired by the UniproIiT Secretary-General Mr Ignacio Tirado (hereinafter
“the Chair”), with the close cooperation of the HCCH Deputy Secretary General, Ms Gerardine Goh
Escolar.

Item 1 on the Agenda: Opening of the meeting and welcoming remarks by the
UNIDROIT Secretary-General and the HCCH Deputy
Secretary General

3. The President of UnIDRrRoIT, Ms Maria Chiara Malaguti, opened the session at 11:00 CEST and
welcomed all participants. The HCCH Deputy Secretary General and the Chair also thanked the
participants for their involvement in the project.

Item 2 on the Agenda: Adoption of the agenda and organisation of the sessions

4. The Draft Agenda was adopted as proposed (the Agenda can be found in Annexe I).

Item 3 on the Agenda: Consideration of substantive issues (Study LXXXIIA -
P.M.2 - Doc. 2)

5. The Chair referred to P.M.2 Doc. 2 and called for comments on the Scope Paper, starting
from “definitions” and “technology neutrality”.

6. One expert sought preliminary clarification around the purpose of the meeting. This expert’s
understanding was that it was a meeting to decide whether the future project could build on Principle
5 of the UNibroiT Principles on Digital Assets and Private Law (PDAPL) with respect to private
international law issues. If so, then the question would be whether there should be a broader
definition of “digital asset” (DA) for the purposes of private international law issues. Another expert
sought more guidance around (i) whether experts were supposed to generate a “map of gaps”
concerning Principle 5 and areas where useful work could be done, and (ii) whether substance should
be discussed, given that the comments in the expert responses also touched upon material
substance.
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7. The Chair and the HCCH Deputy Secretary General confirmed that the Project should build
on Principle 5, completing its part on applicable law, and that there was no intention to revise the
PDAPL, which had recently been approved (May 2023) by the UniDroiT Governing Council. Both
organisations had specific instructions from their governing bodies to consider private international
law issues, and what was now being discussed at this stage was whether the experts recommended
that more needed to be done in relation to applicable law matters. As to mapping the gaps, the key
question was whether the experts had elements to add to Principle 5. The HCCH Deputy Secretary
General added that the focus of the exploratory study was on the feasibility and desirability of the
Project, and its scope. Following the meeting, a proposal would be submitted to the HCCH Council
on General Affairs and Policy (CGAP), indicating whether it was desirable to continue the work on the
Project.

8. Former members of the Working Group on Digital Assets and Private Law (*"DAPL Working
Group”) clarified that the definition of DA in the PDAPL was closely linked with the principle
prescribing that “a digital asset is capable of being the subject of proprietary rights”; thus, the idea
of expanding the kinds of assets to which a certain law would apply, with respect to issues other than
proprietary issues, was clearly open. Also, at the bottom of the waterfall in Principle 5, the role of
the private international law of the forum opened the discussion on other connecting factors.

9. Some experts expressed concerns on the accuracy and reach of the definition of DA in the
PDAPL. Experts from France expressed concerns around the very broad definition of digital assets in
relation to applicable law issues and noted that it might potentially have an impact on regulatory law
and the protection of investors. Financial instruments, such as digital securities, could be excluded
from the DA definition in the context of the French regulatory framework according to how they
classified control and proprietary rights. The concern expressed by the experts was that Principle 5
might leave to the parties the possibility of evading mandatory domestic rules on proprietary issues.
One expert noted that further discussion on Principle 5 could be needed to make it feasible to non-
common law countries. It was also queried what kind of instrument would be finally adopted, and if
the final instrument could be a convention, i.e. hard law. A mandatory HCCH instrument with overly
broad definitions may have an impact on the legal systems of HCCH Members. Experts took the floor
to note their opinion that, given their concerns, unless the Joint Project would involve a reopening
and revision of Principle 5 in relation to the concerns they had raised about regulatory matters and
the party autonomy rule at the top of the waterfall, they would not be in the position to recommend
the continuation of work under the Joint Project. Several experts from other jurisdictions expressed
their disagreement with the statements made by the experts from France, [noting that Principle 5
had no impact on overriding domestic regulatory frameworks, and] stating their preference instead
for work under the Joint Project to continue.

10. The Chair and the HCCH Deputy Secretary General highlighted that concerns on regulatory
law should be discussed in this forum only in the context of applicable law questions, and not in
connection with PDAPL definitions. The discussion should not turn on whether experts agreed with
the definitions in the PDAPL or not, but rather on whether there were areas that needed to be
completed for the exclusive purpose of applicable law. The Chair also clarified that the PDAPL were
a soft-law instrument, and thus not mandatory in any case. They were available for legislators who
wanted to adapt it into their legal frameworks. The experts could explore the possibility of enhancing
the framework in Principle 5 covering parts uncovered or adding extra elements to the waterfall
criteria there provided. The Chair and the HCCH Deputy Secretary General also clarified that what
was being discussed was not a HCCH instrument but rather a joint instrument, and that the format
of the instrument, whether hard- or soft-law, was still open to discussion.

11. One former member of the DAPL Working Group emphasised that the PDAPL were only about
private law and did not cover rules enforced by public authorities (regulatory law). Other former
members clarified that a DA in the PDAPL was simply an electronic record to which a tangible or
intangible asset could be linked (claims, rights, including securities). The link could be factual, but,
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as a matter of law, whether a link was valid and effective was dictated by the applicable law, which
would indeed be one of the issues the Project aimed at examining. The experts should thus discuss
the extent to which a State might dictate under its law that the electronic record itself embodied a
financial asset for regulatory and policy purposes, and not leave the digital asset to dictate the law
governing the link.

12. Many experts agreed that nothing in the PDAPL suggested that a State could not put
regulatory limits on the applicable law of financial assets traded on its markets, and that there was
no contradiction between regulatory law in a certain State (including under EU law, e.g. the Markets
in Crypto-Assets Regulation) and Principle 5. If a State passed a statute prescribing when there was
an effective link between a security and a digital asset, provided that such was the applicable law,
that statute would be of special relevance to that specific type of asset over general law and would
apply as a matter of substantive law. This regarded not only the field of digital securities, but also
company law (voting rights in a general meeting, corporate actions relating to bond issuing). It was
remarked that it was part of the work under the Project to establish the most suitable rules for
markets and clarify what the applicable law would be in each context. In terms of methodology, the
Joint Project should treat each country's national law as if it were in a black box and identify the
principles on applicable law from the perspective of courts. Courts that wished (or were bound) to
apply a certain mandatory law (such as French law) would certainly consider that law and apply
regulatory rules that covered proprietary aspects.

13. One expert from France recalled that, in France, as in many other civil law jurisdictions, the
civil code established rights of possession or ownership on securities, but numerous commercial and
financial laws applied to give effect to those rights with much more detailed prescriptions (including
regulatory law prescribing that custody recognise ownership rights in the securities). In French law,
many “proprietary issues” of Principle 5 would fall under regulatory law. Principle 5 would cover
proprietary issues in respect of DA and, from a French law standpoint, if the final instrument resulting
from the Project were mandatory, it would override French regulation.

14. The Chair welcomed the explanations and posited that a lack of separation between the digital
asset and the security itself might be a specificity of the French system that needed to be discussed,
but it was not necessarily linked with other civil law countries. Hard law would override French law
only if France approved such an instrument. The Chair added that a French regulation that identified
a specific conflict-of-law rule which safeguarded the French system would be perfectly applicable in
the context of the PDAPL and would not contradict any of their content, including Principle 5. The
Chair emphasised that the PDAPL had received significant endorsements from many countries of the
world and that they had been discussed following a standard methodology which included the
formation of a working group with experts from all legal families, plus the input of dozens of observer
institutional organisations and even a greater public consultation over several months. The HCCH
Deputy Secretary General underscored that the Joint Project was an international collaboration that
should build on Principle 5 of the PDAPL while remaining entirely consistent with it, and that feasibility
was indeed the basic question put forward.

15. In this regard, one expert proffered the question as to whether the purpose of the Project
was to augment Principle 5 (in which case the resulting instrument, including definitions, would apply
only in States that had enacted legislation based on the PDAPL) or rather to produce free-standing
choice-of-law rules entirely consistent with Principle 5, but which could also apply in States that had
not enacted legislation based on the PDAPL (thus possibly expanding the reach of the local instrument
by indicating to other States’ courts that they should apply the law of a PDAPL-enacting State).

16. The Chair and the HCCH Deputy Secretary General confirmed that the aim was to elaborate
free-standing choice-of-law rules entirely consistent with Principle 5, as the other option would entail
the risk of fragmentation and uncertainty.
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17. One expert asked for clarification concerning the extent of the expressions “enhancing” or
“adding extra elements” to Principle 5, as the difference between those expressions as opposed to
the term “revising” is not easy to discern.

18. The Chair reminded the experts that, while the definition of DA was broad and designed to
encompass all electronic records, Principle 5 was rather limited in scope and did not cover many
aspects that needed to be enhanced by identifying the applicable law, such as contractual aspects or
linked assets (even though this might be less relevant for the French legal system in light of its law
on securities). The collaboration with HCCH was an opportunity to cover these aspects. A former
member of the DAPL Working Group added that it had been decided not to adopt any substantive
law principle on linked assets, as a DA might or might not be linked to another asset, and it was up
to the applicable law to define the existence and the nature of that link. As Principle 5 did not include
any parameters to identify the law applicable to linked assets, it effectively left room to discuss on
how to enhance it.

19. The HCCH Deputy Secretary General suggested to look at the debated issues, including
definitions, from the angle of the areas of work that the Joint Project might develop. Reference to
the term “tokens” in the title of the Joint Project had been intended to open up avenues to discuss
other definitions and possibly enlarge the scope.

20. The Chair specified that the PDAPL had a definition in the interest of the Principles
themselves, being a soft-law instrument to guide legislation in a country, and if a country was willing
to implement the Principles and exclude certain types of digital assets, this was not against the
Principles. The PDAPL were not a treaty but rather offered guidance for legislators.

21. A certain preference was expressed by several experts for the Project to proceed, and
perhaps to conclude with a soft-law instrument. This solution would allegedly be more flexible and
therefore more susceptible to embracing different legal traditions and domestic laws, but also to
adapting to the moving target of the digital world. A hard-law instrument, on the other hand would,
according to these experts, have its content frozen at the moment of conclusion.

22. Some experts highlighted the need to maintain a comprehensive approach and strict
coordination between the definitions in the two instruments, so as not to create two disconnected
instruments.

On definitions

23. The Chair suggested to move ahead in the discussion and look into the possible subject
matter of future work, such as applicable law rules on linked assets, or the meaning to be attributed
to the word “token”, particularly if a more granular definition of aspects concerning tokens would be
necessary.

24. Some experts suggested to continue the discussion on definitions from the angle of the scope
of the project, i.e. look into what would be useful to cover, drawing a line between what was already
covered in the PDAPL, and what remained outside. Only then would it be possible to label further
elements. Other experts suggested a functional approach that could look at key features that would
clearly mark the entity. The definition of token should also be abstract and technologically neutral,
to provide certainty to market participants and jurisdictions.

25. Many experts agreed that there was a need for more granular definitions — not only of the
term “token”, but of all the terminology used in the “crypto space”. However, the need for granularity
should be balanced with the principle of technology neutrality, as at a certain moment the need for
granularity would generate consideration of specific technological contexts or solutions. The concern
was also expressed that granularity should be conjugated with the normal rate of evolution of the
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markets for tokens and crypto assets, as opposed to securities, which still appeared immature. A
functional approach to definitions might be internally contradictory with the quest for more
granularity. A detailed analysis of uses, cases and situations that might fall under the definition might
be useful to discuss the rules on conflicts of law and determine what connecting factors would be
most appropriate.

26. One expert noted that, when defining digital tokens, there was the need to consider the
interplay between tokens and the types of transactions that the Project should cover. If the group
decided to deal with situations such as holdings or transfers, the definition of DA could be too narrow
and there could be a need to connect the kind of transaction with the types of tokens that were
involved in that transaction. In this sense, there was a need to identify in a more granular manner
what kinds of tokens might be covered.

27. The Chair noted that the PDAPL deliberately had chosen a definition which would comply with
the most widely used commercial types of digital assets. A former member of the DAPL Working
Group noted that “token” in the Scope Paper was interchangeable with DA in the PDAPL, whether or
not linked to any other entity. DA would cover, for example, bitcoin, but also tokenised applications
of real-world assets, with possible economic exposure, and any other element to which it could be
linked. The PDAPL definition was functional and regarded the form and not the substance. The expert
explained that a DA, within the definition, could either not be linked to another asset or could be
linked (as a matter of applicable law) to another asset. The DA was thus like a piece of paper, which
could be linked to an obligation or a claim by law: this hybrid asset (paper plus obligation) is a
documentary intangible (such as a negotiable instrument, a bearer debt security, a share certificate).
The obligation to which the paper (or the DA) is linked could be the subject of specific legal regulation
(such as the law regulating securities), and that specific law would then govern the hybrid asset. In
the same way that the private law governing a piece of paper continues to apply to a documentary
intangible, the private law governing DAs would continue to apply to the hybrid asset, but the specific
law governing the asset to which the DA is linked (eg the security) would be likely to be more
important. From a conflict-of law angle, there are already rules governing the determination of the
law applicable to the asset to which the DA is linked (eg the security). The determination of the
applicable law to the hybrid asset (the ‘linked asset’) is within the scope of the Joint Project, and,
while when considering the DA on its own, its function should not determine the applicable law, when
that DA is linked to another asset, different considerations apply. For these reasons, the term “token”
would still be embraced by the definition of DA.

28. Some experts also clarified that the notion of control in the PDAPL definition of DA was never
meant as a reference to any specific legal term from common law jurisdictions. The notion of control
in the PDAPL was meant to be functional and jurisdiction-neutral, as a transnational substitute for
possession, as the most common ground among all civil and common law lawyers. Control in the
PDAPL is a factual concept, that can have legal consequences, but it is different from the notion of
control in any other legal system in particular. “Proprietary issues” being the primary concern, the
idea was to achieve a definition that would clarify which entities could be the subject of proprietary
rights.

Economic value

29. The HCCH Deputy Secretary General queried if, as raised by one of the experts, the issue
whether economic value should be included in the definition of DA deserved discussion.

30. Most of the experts expressed the opinion that whether the DA had a stable or fluctuating
value was a matter that fell outside the scope of the Project and should be left to the market. A
former member of the DAPL Working Group recalled how this issue had been thoroughly discussed,
with the policy decision not to add value as part of the definition, as a digital item might have no
value at some point in time, but still it would not cease to be a digital asset in the sense of the PDAPL
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(i.e., an item susceptible to being the subject of proprietary rights that can be linked to other entities,
such as claims or rights). Another expert noted that many transactions were related to assets with
no economic value, but might have a different value, such as a sentimental or other value.

31. As to the issue of technology neutrality, the experts agreed that any reference to a specific
technology should be avoided to the maximum extent possible, including concerning the
infrastructures on which DA work, such as platforms and distributed ledger technologies (DLTs).
Some experts supported the view that a more specific approach might be needed and particularly a
more granular definition of digital assets and tokens by reference to key features in connection with
the types of transactions or legal situations that the final instrument would cover. One expert drew
attention to whether the future instrument intended to cover the ecosystem that was being built in
the “crypto space” (crypto-assets, cryptocurrency) and on the blockchain, especially on Ethereum
(environmental, social and governance (ESG) and sustainability companies), or rather just the legal
issues regarding digital securities. Thanks to blockchain technologies, proprietary rights — and thus
markets - were also being developed in environments such as online gaming, which were previously
consistently claiming that there was no property in the digital environment. Experts noted that
striving for technology neutrality in the Project should not be taken to a point that would make the
Project meaningless.!

General discussion on applicable law and transactions

32. The Chair recalled the need to move beyond the proprietary aspects of digital assets and
discuss issues of law applicable to contractual aspects.

33. The experts mainly expressed the opinion that work on contractual aspects might be
considered, as the crypto space was very dynamic in terms of transactions or transfers, but also cast
some doubts on whether a digital asset transfer would truly imply special needs compared to an
ordinary sale. As a general approach, what is new should be defined, and then the focus should
exclusively be on that. There was no need to reinvent choice-of-law rules or any other rule just for
the sake of it, but rather to focus on the new elements, specific to digital assets, that needed legal
adaptation, without cutting across existing rules and existing principles, including the HCCH Principles
on Choice of Law in International Commercial Contracts.

34. Some experts noted that useful work might be done on transactions in crypto-assets and in
the area of smart contracts that might move digital assets, implying a transfer of property. In this
case, there could be a need to know which law applied to that transfer or in case of wrongful
appropriation by a smart contract. Some experts pointed to the specificity of platforms, i.e. when a
party voluntarily joined a platform or took an action/made a transaction within a platform which was
subject to certain protocols, or to smart contracts, and to what extent the choice of law that governed
the initial transaction or was embedded in the system was valid and the chosen law might govern
further transactions on the platform, since this deviated somewhat from ordinary behaviour in the
non-digital world. The distinction was made regarding the transfer of DA in centralised and
decentralised models. As to centralised models, the main issues were (i) whether there was a valid
choice of law at the moment of joining the platform, and (ii) what the extent of the choice of law was
in relation to transactions not concluded between the same parties (the user and the operators of
the platforms) but rather between the user and other users within the platform. With regard to
decentralised models (DLT), there would be merit in discussing the possibility that joining a DLT

1 In an email dated 8th December 2023, experts from France that participated in the meeting stated their
disagreement with the group’s view that any reference to a specific technology should be avoided. In their
view: “(T)he excessively extensive definition of “digital assets” used in the UNIDROIT principles as an
electronic record which is capable of being subject to control”, leads to a uniform treatment of a wide
variety of assets ignoring their intrinsic different characteristics.”
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model implied joining a multilateral agreement that would in turn regulate any kind of transaction
within the system.

Digital vulnerability

35. The experts’ views seemed to converge in that consumer protection was usually outside the
mandate of an international uniform law instrument. However, transactions did change significantly
when they occurred in the digital environment, and it might be reasonable to refer to the asymmetries
that occurred in a digital environment when parties might be weaker because of the position they
hold in the digital infrastructure itself. Traditional categories blurred in a digital environment, where
it was not an issue of a business-to-business or business-to-consumer relationship, but rather of
platforms versus users, and contracts were mainly non-negotiable. The assumption was that, in
transactions concerning digital assets on large platforms, there could be an imbalance that might
require specific attention. Several experts agreed that this imbalance might be captured by the
reference to “digital vulnerability”, while references to consumer protection might result inadequate.
This was also reflected in the language of most recent EU law on platforms (“Digital Services Act”).
Caution was expressed on the need to be up-to-date on the continuous changes occurring in the law
of platforms around the world, especially as regards regulatory law.

36. The HCCH Deputy Secretary General recalled the relevance of original input from a group of
experts from the United States, giving very concrete examples on how to go forward in relation to
applicable law and transactions. The experts who conducted the research referred to the
“transactions-based” methodology they used to test Principle 5 against the background of different
types of transactions. They concluded that most proprietary issues were addressed within the scope
of Principle 5, but some proprietary issues remained unanswered and might be augmented.

Linked assets

37. As to linked assets, some experts raised the issue whether, given the distinction between the
electronic record (to be treated as an envelope) and linked assets, there could be the risk that the
application of different laws to envelopes and real-world assets might bring about “digital inflation”
(i.e., a critical situation with multiple digital assets linked to a single underlying asset).

38. Experts agreed that it would be ideal if, in many situations, choice-of-law rules resulted in
applying the same rules to both the envelope and the content in the envelope. However, there were
cases, more often than one might think, where the envelope could be governed by a different law
than the content thereof. One expert referred to the examples of (i) a stable coin that represented
a portfolio of different currencies, each currency governed by different laws, or (ii) a token
representing a number of claims governed by different laws. In these cases, it would make sense to
submit a token to a different law (as provided, e.g., by article 145A of the Swiss code of private
international law). Many experts pointed out that it was not possible to harmonise the rule as to what
law governed proprietary interests in movables, immovables, intellectual property, rights to
payment, tangibles and intangibles, or different types of property, and that having one choice-of-law
rule for all types of linked assets would be an endeavour doomed to fail. Instead, it would be
reasonable to examine different types of “linked asset transactions”, such as when the linked asset
was an intellectual property right, a receivable, a physical commodity such as gold, or immovable
property such as land. The group might try to identify a framework of principles on choice of law for
each of those types of property, taking their specificities into account.

39. Experts, including former members of the DAPL Working Group, agreed that this was a key
point that the Project could address: the designation of the law that identified the digital asset
(envelope) and the linked asset (the content of the envelope), whether the envelope really existed,
and the nature of the link itself. It was clarified in this regard that the PDAPL had not covered the
very existence and nature of the link. One expert also expressed the opinion that it was beyond the
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scope of the Project to define whether links were strong or ineffective, or if the NFT and the linked
entity circulated together or not; rather, the aim was to decide the law prescribing the nature and
strength of the link.

40. Some experts pointed out that in French law there was no notion of a second asset, but only
the one under the linked asset - the French judicial system only looked at it as one single asset.
While the distinction between a DA and a linked asset was clear when an asset was issued on a
blockchain, it would be less clear when it regarded assets such as cryptocurrencies, bitcoins, stable
coins, and NFTs, and the distinction between the security and the right in the security, particularly
in the case where a security was entitled to an account and the registration or entitlement to that
account might be subject to a different law than that for the underlying security.

41. One expert clarified that, in this case, the registered ownership would depend on the law
governing the issuer, but the security entitlement between the depository and the broker would
depend on the choice of law in such an agreement, and the entitlement between the broker and the
investor would depend on the law chosen on that account. More generally, different bodies of law
might govern the DA and the linked asset, and this was the reason why the PDAPL considered one
simple set of rules for the DA and then referred to other law. With regard to securities, if the national
law prescribed that the security was one single unified asset (or not), it did not really functionally
matter because once the law governing the security provided that it was embodied in that digital
asset, the result was the same.

42. It was also explained that, with reference to tokens and tokenisation, there was a need to
distinguish between a token and an asset (or any reference falling between the two); thus, by
implication, the asset could not be a token. A token that represented real estate could be governed
by the law of the country where the immovable was located; in other cases, the two might be
dissociated. The proprietary law that governed a certain asset should allow this, as tokenisation
needed to be open to the possibility of linking tokens to further entities which were conceived under
other law.

43. With regard to the risk of “digital inflation”, one expert expressed the opinion that property
or commercial law would never be able to avoid the duplication of assets, as once that the asset was
issued and circulated between countries, it would be impossible to say which legal order would have
the last say with the ultimate person holding the asset. It was a regulatory problem and not a private
law issue. Property law was only one means to prevent digital inflation, but it would not work insofar
as there could be conflicting properties. Therefore, the answer was to opt for strict standards of
regulatory law, and if regulation also failed, then to refer to courts to find a solution and/or distribute
the losses.

44, One expert pointed out that, in France, there was a solution as to linking digital assets to
securities, while in England there was still debate on whether a share or an equity security could be
successfully linked with a digital asset. This was why there was a need to know what law applied to
the link (and know whether it was effective). This should be done for a large humber of different
situations outside the securities context. An example to clarify could be an NFT that purported to be
linked to the Mona Lisa in France. The link would evidently not be effective, but in order to arrive at
that conclusion, it would be necessary to assess it under the relevant applicable law.

45, The Chair recalled that linked assets still needed discussion and adjourned the session for
the day.

Contractual aspects

46. Since the Joint Project commenced as a continuation of the PDAPL, which provided guidelines
on proprietary matters related to digital assets, a discussion was held on the desirability of expanding
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the scope of the Joint Project and including work on contractual matters. Experts discussed whether
the Project should: (i) include considerations related to the applicable law rules in contractual aspects
in transactions of digital assets; (ii) cover other matters, such as transfer of ownership, succession
and tortious issues; and (iii) include issues related to consumers.

47. Experts noted that the content of the discussion would depend on the nature of the future
instrument of the Joint Project. Some experts supported the expansion of the discussion to cover
contracts other than the custody agreement. The Chair clarified that if a soft-law instrument were to
be undertaken, the content of the analysis might need to be substantially increased, since, amongst
other objectives, soft-law instruments sought to provide guidance, and this could be achieved not
only by stating what was relevant and why, but also by explaining why a specific topic did not need
to be covered, or how the existing rules would apply. For instance, it would be necessary to provide
guidance on why ordinary contract principles would or would not apply to contracts, such as smart
contracts, related to digital assets. Experts noted that a hard-law instrument would require more
political support and would probably not consider all the contractual aspects.

48. Regarding consumer protection, experts outlined the difficulties in distinguishing between
business-to-business cases and transactions that were traditionally covered by consumer
transaction. Experts noted that the exercise of delineating what was a consumer transaction and who
was a consumer would be challenging. It was pointed out that covering consumer transactions would
also require reaching consensus on consumer rules, especially in the case of a hard-law instrument.
Some experts recalled that other international instruments, such as the Hague Principles on Choice
of Law in International Commercial Contracts, chose not to cover consumer transactions because of
those difficulties. Some experts also suggested that the discussion not immediately be limited to
business-to-business situations, as some systems enabled peer-to-peer transactions and directly
involved consumers. Many experts agreed that there was no need for separate rules for consumers
and suggested to apply the rules to both business-to-business and consumer transactions, in order
to provide more certainty and achieve a uniform approach.

49, The discussion then shifted to the transfer of ownership and the applicable law.

50. One expert pointed out the necessity of distinguishing between substantive law and choice
of law. It was noted that substantive law, referred to as “other law” in the PDAPL, covered issues of
transfer of proprietary rights (Principle 3(3)), while choice of law was discussed in Principle 5, which
covered proprietary issues.

51. One expert noted the importance of addressing the close relationship, and difference
between, a contract and the question of whether there had been a transfer. Experts noted that
whether a contract was transferring property or not would be a proprietary issue rather than a
contractual one, despite the strong dependence upon the contract.

52. Some experts supported the inclusion of transfer with proprietary effects, such as transfer of
ownership, noting the importance of not affecting or touching upon the proprietary effect itself.

53. In relation to transfers, one expert noted that including succession (or not) would depend on
the type of transactions to be covered in the Joint Project. Focusing on transfers naturally led to
having to include considerations relating to succession; in contrast, if the focus were on economic
activities and commercial transactions, succession would be excluded, in line with the traditional
distinction between commercial and other types of transactions that were more related to family law
or succession. It was further noted that commercial transactions were mostly related to purpose and
it was possible to sell an asset which had no value or had a fluctuating value, such that the final
value of the asset would not be known either before or after the transaction. In light of this, it was
noted that the earlier discussion at the present meeting had come to the conclusion that the element
of economic value did not need to be added to the definition of digital assets.
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54. The discussion moved on to tortious issues. Linked with the issues on contractual aspects,
many experts agreed on the relevance of work on applicable law to proprietary and contractual torts.
Experts highlighted the importance of including the proprietary aspect, as it would cover cases of
claiming property in torts, and the contractual aspect because of the difficulties in distinguishing
between proprietary and contractual aspects.

55. Experts pointed out the challenges related to characterisation, noting that contractual issues
in one jurisdiction could be considered tortious issues in another jurisdiction; for instance, hacking
accounts to steal assets might be classified as a tort in some jurisdictions. It was accordingly
proposed to adopt a functional delineation and exclude tortious issues relating to injuries to person
or property, similar to the text of the UN Convention on Contracts for the International Sale of Goods
(CISG).

56. Experts questioned whether the scope of the Joint Project should include liability and
damages as a consequence of a transaction with or without an economic component. The example
provided was the transfer of digital assets such as NFTs and avatars which contained malware and
caused damages. Most experts agreed on adopting a narrow approach by limiting tort coverage to
proprietary and contractual matters and excluding personal liability and personal damage issues.
One expert noted that tortious issues, including damages, which resulted in economic loss would
merit consideration, as it would not be covered under the general issues of tort. The example given
was negligence in the code of smart contracts, as happened in the DAO incident in 2016. Participants
agreed on excluding cybersecurity and criminal issues, which were excluded from the HCCH's
mandate and would fall outside of the scope of the Joint Project.

57. In closing the discussion on contractual aspects, the Chair outlined that there was support to
include work on contractual issues, as well as on tortious matters which were adjacent to contractual
and proprietary matters. The Chair remarked that there were concerns on the delineation of tortious
issues, in particular on whether to cover general liability and personal damages, and noted that the
example of damages caused by malware in a digital asset would be useful to establish clear
boundaries.

Applicable law: substantive matters (linked assets, digital twins, novel assets)

58. With reference to applicable law and substantive matters, experts were invited to consider
issues related to linked assets, digital twins and connecting factors. The HCCH Deputy Secretary
General queried whether the contractual, proprietary, and tortious issues would refer specifically to
digital assets as a whole, to linked assets, or to a subset of linked assets. The responses varied for
the different categories of issues. Some experts commented that linked assets were discrete as they
required determining the law applicable to the link. On the contrary, contractual or tortious matters
would apply equally to both linked and unlinked assets.

59. Clarification was sought as to the difference between a digital twin and a linked asset. Many
experts noted that the difference between digital twins and linked assets lay in representation of the
asset and the different rights embedded. While linked assets embedded an interest or a right and
represented a value or an asset, digital twins were mimicking and equivalent representations of
assets in a virtual world. It was further noted that the type of representation had certain implications,
especially in the context of transfer; in particular, whether a transfer in the virtual world would follow
the same rules of transfer that were used in the physical world. The importance of transferability was
pointed out, noting that non-transferability in the virtual world would not disqualify the asset from
being a digital twin.

60. Some experts remarked that the same question would arise, and the same rules would apply
to both linked assets and digital twins. Issues related to digital twins and triplets could be explained
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with existing concepts. One noted that “replicas” did not consist of novel elements which merited a
new approach to legal solutions; the existing rules would suffice.

61. Regarding the definition of digital twins, one expert noted that digital versions could not be
called digital twins because modifying the digital version did not instantaneously change the real
asset. Some experts remarked that the term “digital twin” was not a legal concept and did not
correspond to definitions accepted in the blockchain context but rather was used in the immersive
online world. Examples were made of the metaverse creating replicas of real-world assets and of the
blockchain version of a university degree. Some experts also noted that linked assets differed in that
they referred to real-world assets; an example of linked asset was a digital asset linked to a painting
and giving rights to it.

62. One expert remarked that the discussion was on choice of law and choice of law in relation
to whether a link existed — and whether it was effective or not. It was noted that the link could take
different forms; it could be a transfer of the real-world asset, or it could be another (ineffective) type
of link - for example, a stablecoin linked to the reserve, held without embedding any property rights
in it. It would therefore be necessary to look at the question of choice of law in order to decide both
the existence and the nature of that link, as what needed to be decided was whether the Project
would limit its investigation of the choice-of-law rule to the location of a digital asset.

63. In the context of digital twins, it was queried whether it was desirable to extend the scope
of the choice of law for the link to non-digital assets. Regarding the scope, many experts suggested
removing the concept of digital twins from the scope of the Project, while some experts suggested
to include it only to the extent that the assets were digital assets or linked assets.

64. The HCCH Deputy Secretary General noted that eliminating digital twins from the scope of
the Project could be done, if the experts agreed that it was necessary. She noted that digital twins
were digital replicas of real-world assets but were not necessarily linked to real-world assets. She
queried whether “digital triplets”, as the real-world data stream in relation to both the real-world
asset and the digital twin, would merit consideration in the Joint Project. She added that, in the
context of digital twins and triplets, there were already several instances of arbitration claims dealing
with contractual aspects, such as contractual fraud, as well as with the issues of when a link between
the two virtual assets existed and what would be the applicable law.

65. The discussion highlighted the differences in definitions and characterisation. To facilitate
characterisation of, among other things, linked assets, digital twins and digital triplets, it was agreed
that more definitional work should be undertaken. It was further supported not to limit the
discussions to external definitions and labels but rather examine the issues carefully and openly and
consider providing new or different definitions.

66. Regarding linked assets, it was suggested to be agnostic as to the kind of linked asset. Some
experts supported the view of excluding transfer of real-world assets that conferred interests in
digital assets.

67. The Chair pointed out the importance of limiting the scope to digital issues, as this was in
line with the material scope of the PDAPL but explored issues beyond proprietary aspects. He further
noted that the mere fact that existing laws would already cover the issues did not justify an exclusion.
He added that the Joint Project should consider providing guidance as to how digital assets fit into
existing legal rules and why a specific rule was not required.

68. The discussion moved to the connecting factors, and experts were invited to express their
views by distinguishing between linked assets and non-linked assets. Experts noted that the relevant
question was why the digital environment required different treatment and different applicable law
as opposed to the non-digital environment. It was suggested to start with basic scenarios and explore
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whether and why the current PDAPL would not apply to situations involving linked assets, and then
to explore whether more connecting factors were needed and identify the connecting factors based
on the type of assets and the link.

69. The HCCH Deputy Secretary General queried as to what the connecting factors would have
been in relation to the link between two virtual assets. Experts stressed the importance of addressing
the question of applicable law to determine (i) whether a legal - rather than factual - link existed
between the digital asset and the asset to which it purported to be linked, and (ii) how strong or
weak the link was in terms of whether the purportedly linked asset would follow the primary asset,
for example in case of transfer. It was added that, in relation to linked assets, it was necessary to
first focus on what the applicable law would govern and, in particular, on whether the transfer of
control of the underlying digital asset would “carry” or otherwise affect the proprietary rights of the
linked asset.

70. Some experts observed that Principle 5 could constitute a good starting point for the
consideration of the connecting factors but pointed out the necessity of adding more connecting
factors to the fallback rule to better reflect the digital reality. One expert proposed to consider five
possible connecting factors: (i) type and function of the digital asset; (ii) existence and type of link;
(iii) “subjective” scope (parties involved, including business-to-business and consumers); (iv) the
location where control over the digital asset was asserted; and (v) where the digital asset was stored.

71. One expert suggested to distinguish connecting factors based on whether they applied to
consumers, considering that many jurisdictions adopted a different approach between business-to-
business and business-to-consumer transactions and often did not allow for a choice of law where
consumers were involved. It was noted that, for policy reasons, it was important to explore to what
extent it would be possible to allow for a choice of law, especially in relation to the link. The expert
added that this would have the following matrix structure: (i) the quality of the parties, first focusing
on business-to-business situations and then considering policy issues and situations of consumer
protection where weaker parties were involved, and (ii) the connecting factors based on the different
scenarios and types of assets. This proposition was supported by some other experts.

72. To the contrary, another expert suggested to distinguish based on the condition of the assets
themselves, specifically on the underlying assets, rather than on the condition of the parties.

73. Many experts further suggested to address the different levels of party autonomy and the
connecting factors by dividing linked assets into subcategories. This was reflected in the response
submitted from a U.S. perspective to the iterated Scope Paper, which identified land, goods,
intellectual property and receivables as four different types of linked assets requiring special
considerations. It was noted that especially for land, overriding mandatory rules would limit party
autonomy. This analysis found support, and it was further suggested to add more assets to that list.
One expert remarked the importance of also considering the /ex situs, which would not always allow
a transfer of real-world assets, such as land, by merely transferring the digital asset.

74. Experts noted that consumer law was a policy issue protected by legislators. The Chair noted
that, despite the fact that, as a regulatory matter, it would fall outside the scope of this Project, it
was still necessary to determine applicable law in related matters.

75. One expert expressed the view that the law applicable to the link would benefit from a hard-
law convention, which would provide legal certainty to third parties involved. The HCCH Deputy
Secretary General noted that, based on historical experience at the HCCH, a hard-law instrument
would be effective but noted that the form of the future instrument of this Joint Project was undecided
at this stage. The Chair added that hard-law instruments required strong political support. One expert
suggested to consider providing an analysis on the advantages and disadvantages of hard-law and
soft-law instruments for this specific Project.
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76. The Chair noted that there seemed to be consensus on the desirability of conducting
extensive work on “linked assets”, which were not defined in the PDAPL or considered in Principle 5,
and that the consideration of this topic would need to be granular, divided into different parts
depending on the list of factors described above.

77. The discussion then moved on to consider connecting factors for digital assets as a whole,
focusing on Principle 5. It was highlighted that Principle 5 offered certainty in two ways: (i) it provided
ex-ante certainty to parties involved, in that the parties would know what rule or law would apply in
relation to proprietary issues; and (ii) it offered certainty in disputes, as it provided courts with a
reference tool. It was further noted that the PDAPL Commentary recognised that a conflict-of-law
rule would always be imperfect.

78. With regard to the “waterfall” approach in Principle 5, experts from Brazil expressed their
reservations. They noted that, although Principle 5 was a good starting point, its incorporation by
legislators and application by courts might pose challenges. They outlined that most civil law
countries and private international law instruments, such as the Rome Convention and the Rome I
Regulation on the law applicable to contractual obligations, adopted cumulative rather than cascade
approaches for connecting factors. They further noted that the cascade approach did not contain
stable connecting factors and therefore would not lead to predictable results and legal certainty in
complex cross-border situations involving digital assets, as it rendered it difficult to understand how
one rule would step in for another rule. Concerns were expressed particularly as to whether the
absence of stable objective connecting factors would be conflicting and overlapping with the
overriding mandatory rules of the forum. They referenced the Brazilian regulatory framework which,
although limiting party autonomy in choosing the applicable law related to transactions that involve
securities, was not applicable to cross-border transactions. Instead, it was limited to transactions
involving Brazilian securities markets or parties located in Brazil. Therefore, party autonomy would
not be harmful. In light of this, they pointed out the necessity of conducting more work on this
matter, possibly in a hard-law instrument which would establish overriding mandatory rules of the
forum and would clearly provide for a hierarchy of rules in a legal system.

79. Many experts responded by stressing that cascade approaches were adopted in different
private international law instruments, including the Rome Convention and the Hague Securities
Convention, and did not seem to raise issues in their application in civil law countries other than
Brazil. The Chair added that the drafting and consultation of the PDAPL had not received any negative
comments as to the methodology using a waterfall structure, to the extent that the different steps
were clear, and there was a precise hierarchy. He further noted that the PDAPL were conceived to
be incorporated as law within a State and therefore would not contradict other laws of the State.

80. Turning to the connecting factors, the participants expressed their views on the possibility of
adding connecting factors and the format that this would take.

81. With regard to Principle 5, concerns were raised with regard to regulatory aspects, especially
in case the outcome of the future instrument of the Joint Project was intended to be hard law.

82. Some experts expressed concerns on the first two connecting factors of Principle 5 on the
basis that they left a margin to the actors to obviate the regulatory law. Using the FTX case as an
illustration, it was stressed that concerns arose not when an entity provided services related to digital
assets to residents in the same country where it was regulated, but mainly in cases an unregulated
entity operated in another country without any authorisation. It was clarified that the main concern
from the French perspective regarded forum shopping and the fact that some issuers or other
intermediaries could choose the applicable law. The example of an entity incorporated in State A,
operating in State B and choosing the applicable law of State C, was presented to support this view.
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83. Many experts highlighted that the PDAPL, and in particular Principle 5, were limited to private
law, in particular to proprietary issues, such as issues of ownership and transfer of ownership of the
digital asset, and did not interfere with regulatory law. However, experts from France stressed that
the term “proprietary” was perceived under French law as encompassing public aspects, touching
upon regulatory issues. Although the conflict-of-law rule applied to proprietary issues, it produced
effects upon third parties and could raise issues of regulatory arbitrage. In addition, some experts
had concerns as to what would be the law applicable to contractual issues between investors from
different countries who transferred digital assets through a custodian. It was noted that the order of
the connecting factors of the waterfall would still be followed. It was further suggested to elaborate
on the concept of “proprietary issues” and clarify what counted as proprietary issues, to avoid
interpretations that could undermine a state’s ability to regulate in protection of certain weaker
parties.

84. In relation to the regulatory concerns, some experts debated the level of protection of
investors/clients in comparison to other assets such as shares of stock purchased from a seller
located in one country through an intermediary (such as a securities brokerage firm) based in another
country. The experts who expressed regulatory concerns commented that the digital asset market
was new compared to other businesses, such as in the banking sector or e-commerce. They added
that, in light of the technology, lack of experience and lack of regulation, the risk and the propensity
for harm were higher. One expert took a different view and explained that the situation was similar
to e-commerce with consumer goods, or to the banking industry, which became more regulated over
time.

85. One expert pointed out that these regulatory concerns regarded regulatory arbitrage, not
forum shopping. He confirmed that choice of law in a contractual relationship might pose issues for
consumer protection in certain jurisdictions. Some experts added that the best way of addressing
such issues was to place them under control by creating levels of protection similar to the Uniproit
Convention on Substantive Rules for Intermediated Securities (“"Geneva Convention”) or EU
harmonisation practices. The example of the U.S. perspective was referenced, in that it focuses on
strong, protective good-faith purchase and take-free protection for the purchaser, leading to a race
to the top to choose a law with the highest protective levels for investors. It was noted that this
approach would benefit issuers: higher levels of protection of investors’ proprietary rights would
mean more incentives for investors to acquire.

86. Another expert reflected upon the differences between transfers of assets in regulated
markets and transfers in unregulated markets. By referencing the recent cases of Binance and
Coinbase and the proceedings brought against them by the U.S. Securities and Exchange
Commission, it was noted that whether or not a digital asset was regulated (for example, by way of
a financial regulation) was key in the discussion and could generate different results.

87. Some experts suggested to address the regulatory concerns in an expanded commentary,
clarifying the boundaries between regulatory and proprietary issues and pointing out that the
exercise of regulatory control and any overriding mandatory provisions would not be affected by the
text of the Principles. It was noted, though, that clear reference already existed in Principle 5. The
Chair specified that Principle 5(20) envisaged that, in case of a regulated custodian, the regulatory
authorities may wish to restrict a custodian’s choice of law for the custody agreement or other issues.

88. In light of the concerns raised on regulatory arbitrage and forum shopping, the Chair
confirmed such challenges in the realm of linked assets and financial instruments, especially in
relation to weak party protection issues which would be linked with regulatory arbitrage. He pointed
out that addressing them was one of the objectives of the Joint Project. He clarified that the PDAPL
were a soft-law instrument and served as a guide or proposal for adoption by legislators. Nothing
prevented regulatory laws from limiting the use of the Principles, or legislators from partially
incorporating the Principles with an exception for specific transactions or with a caveat for regulation.
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The commentary could be further developed by elaborating on regulatory protection in relation to
the interpretation of Principle 5.

89. The Chair and the HCCH Deputy Secretary General reiterated that the final outcome of this
Joint Project was not clear at this stage. The Chair noted that the initial objective was to work on
completing the existing framework, not necessarily making Principle 5 part of any future instrument.
The HCCH Deputy Secretary General added that the HCCH does not have the mandate to amend or
revise the PDAPL, including its Commentary, and noted that the discussion would instead entail an
augmentation building upon Principle 5.

90. One expert expressed reservations as to whether there was a necessity of augmenting the
list of factors in Principle 5. It was highlighted that legal certainty, predictability, and transparency
would be more effectively achieved through a small number of factors rather than by identifying and
including every conceptually relevant connecting factor.

91. However, most experts supported the view that the introduction of multiple connecting
factors would provide more guidance. As to the connecting factors, experts highlighted (i) the
difficulties in finding connecting factors that were sufficiently relevant and could be ascertained ex-
ante, and (ii) if there was a choice of law, who would decide what the choice of law was, and how it
would be consented to by the users. It was pointed out that these complexities were exacerbated in
decentralised systems.

92. The list of five possible connecting factors was discussed for digital assets as a whole. Some
experts queried whether the list envisaged an order of priority among the connecting factors. It was
stressed that it was not clear whether the location of control was the closest or most important
connecting factor, but it was suggested to consider an order by taking into account (i) the nature of
the digital asset, (ii) the existence and type of link, and (iii) the type of linked asset.

93. One expert noted that the location where the digital asset was stored might be of use,
especially when the asset was not based on a DLT system. Many experts expressed concerns for
fictionalised sites, such as the location of a digital asset, due to the difficulties in ascertaining
applicable law in cases of distributed ledgers across the globe. Specifically for the use of the storage
location, it was stressed that the connecting factor could easily be evaded by changing the storage
location and consequently the applicable law. It was noted that, in light of practical and legal
challenges, the practice of designing regulations and directives on electronic commerce in the
European Union had systematically rejected the idea of the technological devices used for storing the
information, including cloud-based systems.

94. Many experts recommended using the location of the person in control of the DA, despite the
inherent difficulties and nuances of the concept of location. Consistent with the system of digital
assets, control was considered to be a factual link and therefore the most coherent place to locate
the digital asset. Similar to assignments of receivables, the concept of “location” could include the
principal place of business, chief executive office, domicile, place of incorporation, real seat, etc. In
the case of multiple parties in control, it was suggested to resort to the bottom of the waterfall or to
the closest connection.

95. Some experts supported the view that, for the entities falling within a regulation, the location
of the regulated entity or the jurisdiction that imposed that regulation could constitute a connecting
factor. This could promote smooth interaction between the applicable commercial law and the
applicable regulatory law. It was pointed out that the place of establishment of regulated entities
would be consistent with the market structure and would increase certainty in relation to the parties
involved. The parties would be in a position to know in advance the person or entity participating in
the market, which would be held responsible. One expert noted that this suggestion could overlap
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with Principle 5(1)(c) in case of a regulated issuer. Another expert opposed this by noting that focus
on the parties would not be appropriate for proprietary issues.

96. The Chair queried whether expert envisaged an order of priority between the connecting
factors of the location of control and location of the regulated entity, in case there was an entity
involved but there was no applicable regulation. One expert stressed that these connecting factors
would apply in different cases. Another expert suggested that the ranking of the connecting factors
should not changeable at the will of the parties, in order to preserve predictability.

97. Some of the experts suggested that the Joint Project should continue in order to allow the
experts to reflect on how any additional factors would fit into Principle 5. One expert suggested to
introduce new connecting factors before or after Principle 5 (1)(c). Some expert emphasised that the
policy decisions made in the drafting of Principle 5 should not be changed. These experts therefore
suggested that further criteria and connecting factors be added only to the bottom of the waterfall,
which envisaged the private international law rules of the forum and thus were not drafted in the
light of a policy decision.

98. Other experts were in favour of either adding commentary to the existing PDAPL, or
potentially revising the existing Commentary in the future, should the technological developments
require so. Many experts recognised the advantages of hard-law instruments, especially their position
and hierarchy in a legal system, but others highlighted the high risks of failure.

99. The Chair clarified that the PDAPL were a UNIDROIT instrument recently approved by the
UNIDROIT Governing Council and were not intended to be amended. Besides, the instrument had
already received strong support from many countries. He clarified that, subject to the approval of
the UNIDROIT Governing Council, Principle 5 could only be enhanced, for example by further
developing the Commentary, or adding criteria to the bottom of the waterfall, while maintaining the
policy choices.

100. In light of quick technological developments, experts observed a gap in Principle 5 in relation
to decentralised finance (DeFi) issues and suggested to conduct work to supplement it. Specifically,
it was noted that the waterfall did not provide a solution in decentralised systems, such as those
built on Ethereum, because of the absence of a bilateral legal relationship between the operator and
the user. Experts addressed the example of MakerDAO issuing DAI stablecoins and noted that
MakerDAO had no legal entity and could not be considered a “legal” issuer for the purposes of the
connecting factors of Principle 5. It was noted that such cases would also create problems in the
application of Principle 5(1)(b) because if digital assets with no issuer were traded on an exchange,
the exchange could be considered a system under Principle 5(1)(b). In the same vein, it was stressed
that the connecting factors related to control and location, as listed earlier, might not be useful for
DeFi.

101. The HCCH Deputy Secretary General suggested to undertake a mapping exercise of all the
missing connecting factors that might be considered, including the location of regulatory authority,
which was proposed during the meeting. She added that this should not be specifically about DeFi
but should broadly include permissionless distributed systems in general. She then referred to
preliminary document that had been prepared by the Permanent Bureau of the HCCH in 2020, which
contained an overview of connecting factors and which could prove to be a useful tool in the exercise.

Jurisdiction, recognition and enforcement

102. Opening the discussion on jurisdiction, recognition and enforcement, the Chair and the HCCH
Deputy Secretary General clarified that the Joint Project should cover the issues only to the extent
necessary to complement issues of applicable law. It was further noted that any solution should be
coordinated with existing and parallel works of the HCCH, UNIDROIT and other organisations,



UNIDROIT 2023 Study LXXXIIA - P.M.2 - Doc. 3 17.

particularly UNCITRAL. Special reference was made to the UNIDROIT Project on Best Practices of
Effective Enforcement, the HCCH Jurisdiction Project and UNCITRAL’s work on asset-tracing and
applicable law matters for insolvency.

103. Regarding jurisdiction, one expert stressed that excluding it from the scope of the Joint
Project could result in the situation that courts would automatically apply the domestic law. The
HCCH Deputy Secretary General appreciated this comment and noted that jurisdiction was within the
mandate of the HCCH and that, if the experts of this Joint Project considered it important, and if it
did not fall within the scope of other existing projects, the Permanent Bureau of the HCCH would
take the matter forward and would seek approval for a mandate to include it in either this Joint
Project or a new one.

104. Some experts followed up on this and highlighted the importance of exploring issues related
to jurisdiction. In light of several proprietary issues which had emerged in cases of insolvency, fraud
or hacking of intermediaries, where the courts had doubts on the connecting factors for the
jurisdiction, further work on jurisdiction was considered necessary. It was suggested to achieve this
through commentary. The Chair supported this position and added that the HCCH could then go
beyond the commentary, and potentially and separately produce a hard-law instrument, if deemed
necessary.

105. Other experts observed that a disconnect might occur between jurisdiction and choice-of-law
issues, especially in relation to specific connecting factors such as the location of the person in control
against whom the claim would be brought. In the context of claiming ownership on a digital asset,
the idea of the person in control could lead to unpredictable results.

106. The discussion turned to the situation of public blockchains where no issuers existed, nor any
entities with legal personality. The Chair shared this concern and queried on how to deal with asset
tracing in those cases. Experts identified two main challenges in relation to jurisdiction and
enforcement: (i) identifying against whom to start legal proceedings and (ii) how to enforce against
unknown persons or entities, considering the difficulties in re-obtaining control. The HCCH Deputy
Secretary General referenced the HCCH 1965 Service Convention, which could be a useful tool in
considering the first issue. She noted that the matter of reaching the digital assets was considered
to be more challenging because of the regulatory mechanisms, as opposed to the distributed ledger
systems which are not intended to be interfered with. For policy reasons, she recommended putting
forward frameworks which could be enforced in a distributed system.

107. Regarding recognition issues, one expert noted the situation where a jurisdiction did not
recognise an order to re-possess a digital asset because that asset was not considered an asset in
another jurisdiction and therefore was not susceptible to being re-possessed.

Summary and additional discussion

108. The Chair drew some preliminary conclusions. While opinions varied as to the respective
advantages and disadvantages of soft-law instruments as opposed to a hard-law instruments, it was
clear that the form of the instrument would considerably impact on its content, with a need for much
more explanation in the case of a soft-law instrument. In any event, it was clearly stated that there
was no need for to reach consensus on the form of the output of the Joint Project at this stage. There
was consensus in the room about the desirability of doing work on applicable law and linked assets,
including by defining connectors to identify the law applicable to the link. Doubts were raised about
the desirability of doing work on contractual matters, except where they related to aspects that were
peculiar to DA and their use in the digital economy, in particular as regards issues of smart contracts,
automated contracts, expression of consent on digital platforms, and distributed ledgers.
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109. One expert pointed out that the Project should leave space for different speeds, depending
on the areas of work, as well as elaborate on the role of conflicts of law, but also consider that there
were moving targets that would not yet solidify in the next few years. Another expert reminded the
group that there was enough support among the experts to consider contractual aspects and assess
the application of existing rules when very specific aspects came into play that were connected to
digital asset transactions (decentralisation, difficulty to recognise the parties), connecting factors
(location of the DA or location of the person in control), choice of law and party autonomy (choice of
law coded into a smart contract, joining a platform and valid choice of law, effects on third parties).
The HCCH Deputy Secretary General noted, in this regard, that UNCITRAL was doing work on smart
contracts.

110. The point was made that the group should work in a first phase on business-to-business
transactions and, in a second phase, look at the consequences of a transaction occurring with
consumers or with SMEs, i.e. in a context of economic dependency or asymmetry. The concept of
“digital vulnerability” was recalled, as a subset of “weaker party protection”.

111. The Chair added that he found support to deal with tortious issues, limiting the attention to
property and contractual torts, as requested by the specificities of the DA context, and for seeking
more granularity in the definitions. As to the definition of tokens, some experts agreed that the
notion would fall within the definition of DA as possible objects of proprietary rights under the PDAPL,
and they could be defined as a subset of DA. It was proposed to examine a mechanism for the
constant updating of the definitions in the future instrument, in order to capture the evolving
technological landscape, even though this might result in being burdensome, based on the Institute’s
experience.

Item 4 on the Agenda: Organisation of future work

112. The Chair declared closed the discussion on the iterated Scope Paper and proposed to
discuss item 4 on the Agenda. He confirmed that, as a next step, the summary conclusions of the
meeting would be drafted based on the three days’ discussion, and later circulated for revision and
approval. The Chair also read a proposal by an expert to organise intersessional work of three or
four small working groups of two or three people that would undertake some preliminary work to
advance the project and provide feedback and input to the documents that had to be presented to
the organisations’ respective governing bodies. In the alternative, it was proposed to proceed with
individual written comments. After some discussion, the experts decided to postpone intersessional
work until the future mandate and scope of the Joint Project were clarified.

Item 5 on the Agenda: Any other business

113. No other issues were brought to the Chair’s attention.

Item 6 on the Agenda: Closing of the meeting

114. The Chair closed the meeting at 11.50 CEST on 4 October 2023.
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