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About DECA

As the peak industry body for Australia’s blockchain, digital asset, Al, and Web3 sectors, the
Digital Economy Council of Australia (DECA) champions responsible innovation. We
collaborate closely with government bodies and regulators to establish frameworks that
ensure Australia remains a globally competitive leader in the digital economy. DECA
gratefully acknowledges the valuable insights provided by our members in shaping this
response.

For further inquiries please contact:

® Amy-Rose Goodey, CEO —amy-rose@deca.org.au

e Alec O’Sullivan, Head of Operations — alec@deca.org.au
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1. Lack of Transitional Rule for Counterparty Due Diligence (Section 66A)

Response

We strongly request that a transitional rule be included to delay the implementation
of counterparty due diligence under Section 66A. This obligation requires reporting
entities to determine on a per-transfer basis whether a receiving wallet is custodial or
self-hosted, and to verify if the controlling entity of a custodial wallet is licensed or
registered. Complying with this requirement by the upcoming deadline is
operationally infeasible because it necessitates linking wallets to specific legal entities
globally. Furthermore, this strict requirement exceeds FATF Recommendations 15 and
16.

Commentary

Without a transitional delay, attempting to comply with Section 66A would severely
fragment the industry by restricting customer transactions exclusively to entities that are
onboarded to a VASP’s specific travel rule provider. A delay is essential to prevent delegating
regulatory supervision to the industry itself, and it would provide the necessary time to
revisit the underlying principles and technical feasibility of this requirement over the next
three years.

2. Lack of Clarity on Ongoing Customer Due Diligence (CDD) Obligations
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Response

We seek explicit clarification within the transitional rules regarding expectations for
ongoing CDD. While the draft clearly defers initial CDD obligations for three years, it is
unclear whether an existing customer who is triggered for an ongoing CDD refresh
(e.g., a high-risk customer) must be uplifted to the new standard, even while the
reporting entity is permissibly relying on the existing initial Customer Due Diligence
rules.

Commentary

A pragmatic and sensible approach should explicitly permit businesses to use current
standards for ongoing CDD if they are relying on the existing rules for the three-year
transitional period. Providing this clarity, whether in the transitional rules themselves or the
associated explanatory memorandum or guidance from AUSTRAC, will resolve operational
ambiguity and ensure consistent compliance practices across the industry.

3. Transitional "Safe Harbour" for the Travel Rule (The Sunrise Issue)

Key Point

The current transitional framework and proposed exemptions (s66A) do not
adequately protect Australian VASPs from technical incompatibility when transacting
with foreign jurisdictions that have not yet implemented the Travel Rule.

Response

While we welcome the proposed exemptions in Sections 66A(9) and 66A(10) of the
Bill intended to address the 'Sunrise Issue," we note these sections are currently
framed strictly around a counterparty VASP's ability to receive or safeguard
information 'securely' and maintain 'confidentiality'.

We recommend broadening this statutory wording, or providing explicit Explanatory
Memorandum guidance, to clarify that these exemptions also apply when a foreign
counterparty lacks the technical interoperability or protocol infrastructure to receive
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Travel Rule data due to regulatory delays in their jurisdiction. During the transitional
period, Australian entities should be permitted to execute transactions with such
counterparties using a risk-based approach, restricting funds only if standard
AML/CFT risk indicators dictate it, rather than facing compliance breaches for purely
technical or regulatory incompatibilities.

Commentary

The Financial Action Task Force (FATF) explicitly acknowledges the "Sunrise Issue", the
staggered and uneven global implementation of the Travel Rule, as a primary barrier to
technical compliance.® While the proposed exemptions in s66A attempt to provide relief,
their narrow focus on data security does not address the practical reality: a foreign VASP
may be highly secure, but simply lack the specific software protocols required to receive a
Travel Rule payload because their local laws do not yet mandate it.

Strict enforcement of data transmission rules without broader transitional flexibility for
these technical discrepancies will force Australian VASPs to block transactions with a
significant portion of the global market. This friction risks driving Australian consumers to
unregulated, offshore platforms. By contrast, jurisdictions like the United Kingdom and
Singapore have implemented transitional guidance that broadly allows VASPs to transact
with non-Travel Rule compliant jurisdictions, provided that the VASP conducts a documented
risk assessment and applies broader AML/CFT mitigations.?

4. Proportionality and Thresholds for Unhosted (Self-Hosted) Wallet
Verification

" FATF (2024), Targeted Update on Implementation of the FATF Standards on Virtual Assets and Virtual Asset
Service Providers, highlighting the "Sunrise Issue" caused by uneven global implementation.

2 See UK Joint Money Laundering Steering Group (JMLSG) Sector 22 Guidance on Cryptoasset Transfers; and
the Monetary Authority of Singapore (MAS) Guidelines to Notice PSNO2 on AML/CFT.
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Response

While draft Rules 5-17(6)(c) and 5-18(3)(c) provide flexibility by requiring VASPs to
outline 'any' steps taken to verify self-hosted wallet controllers, this ambiguity is
likely to result in defensive over-compliance. Without clear, quantitative regulatory
boundaries, risk-averse VASPs may mandate stringent proof-of-control verification
(e.g., Satoshi tests) for all self-hosted wallet transactions, regardless of size, to avoid
regulatory scrutiny.

To provide genuine regulatory certainty and align with international peers, we urge
AUSTRAC and the Department of Home Affairs to introduce an explicit de minimis
threshold (e.g., $1,000 AUD) for unhosted wallet verification. Furthermore, the rules
should explicitly clarify that for transactions below this threshold, strict verification is
not expected, and a risk-based approach leveraging blockchain analytics is sufficient
during the transition period.

Commentary

Verifying the identity or control of an unhosted wallet on a per-transaction basis is
technically fraught and disproportionately burdensome. While the current drafting of the
rules technically allows VASPs to determine 'any' (or potentially no) verification steps, the
practical reality of AML/CTF compliance means reporting entities are highly unlikely to
accept the regulatory risk of zero verification without a codified, numerical safe harbor.

Other major jurisdictions have recognized this risk of over-compliance and adopted clear,
risk-sensitive approaches to this exact problem. For example, the European Union's Transfer
of Funds Regulation (TFR) provides regulatory certainty by generally requiring verification of
unhosted wallets only when a transaction exceeds €1,000.% Similarly, the UK's HM Treasury
concluded that unhosted wallets do not automatically present a disproportionate risk,
explicitly modifying initial proposals to mandate a risk-based approach rather than default
data collection for all unhosted wallet recipients.* Australia must adopt similar explicit
thresholds to allow reporting entities time to integrate blockchain risk-scoring tools without
halting low-value transfers.

3 Regulation (EU) 2023/1113 of the European Parliament and of the Council on information accompanying
transfers of funds and certain crypto-assets (Transfer of Funds Regulation).

4 HM Treasury (UK), Amendments to the Money Laundering, Terrorist Financing and Transfer of Funds
(Information on the Payer) Regulations 2017 Statutory Instrument 2022.
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