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Digital Assets and SEC Regulation

In recent years, financial innovatiordapital marketfiasfosterech newassetlas s—digital
assets-andintroducechew forms of fundraisingndtrading Digital assetsvhich include Eva Su
cryptocurrenciescryptoassetsordigital tokensamong othes; are digital representations of  analyst in Financial
value Regardless ahe terms usedto describe these agdefendig on their characteristics,  Economics

some digital assets asabject tasecurities laws and regulations.

June 23, 2021

Securities regulation generally applies to all securitidsgthethey are digitabr tradition& The

Securities and Exchange Commission (SEC) is the primary regulator overseeing securities

offerings, sales, andinvestmentacied&T h ¢ S EC’ s mnatectinvestars; maintairt fair, orderly, and efficient
markets; and facilitate capital foation The existng securities regulatoryregime, includibge S EC’ s di gi t al
regulationgenerallyaligns with the missiomhe SEChas use@xsting authoritieto evaluate new productapproval,

provide individuategulatory reliefandsolicit public inputfopolicy solutions more tailored to digia$ setdt has also

asked Congress for more authorities pertaining to digital assets.

Digital assethaveagrowing presenda the financial services industifheir increasing usein cagl marketgaises policy
guestions regardinghetheichanges to existing laws and regulationsraeantednd,if so,whensuchchanges should
happen, what fortiey should takeand which agenciehould take the lea@he currentinnovativenvironmat isnotthe
regulatory ountenitmehangingéchnolegisince its inceptionin the 193@ometechnological
advancements led tegulatorychangesvhereadthersveredealt withthrough the existing regime

The generalconsensus is that regulatory overslghildbe balanced with the need to foster financial innovahotithe

basic objectivesfregulatiors hould applto ensure market integrity and investor protectomebelieve thatertain

digital as efactivitiesthatmay appeaimilar to traditionahctivitiesnonethelessequire adjustecegulatory approaches to
account for particular operating models that may amplify risks differdntljeneral, plicymakerscontending withmajor
financialinnosations have historicalfipcused on addressing risk concerns while tailoring a regulatory framework thatwas
flexible enoughto accommodate evolvieghnologyCurrent évelopmentshat raisgolicy issues includghe following

Di gi tal as s’ 8ameifidustreohsenegsparceive digital asset trading platforms as functional equivalents tothe

SEGregulated securities exchanges in buying and selling digital assets. But these platforms are not subject to the same level

of regulationsuggesting tét they may bé&ess transparent and more susceptible to manipulation and fraud.

Digital asset custodyCustodians provide safekeeping of financial assets and are important building blocks for the financial
services industry. Digital assets present custethted conpliance challenges because custodaes difficultiesin

recordng ownership, recovaerglost assets, and prowngjaudits, among other considerations. The SEC is aware of the
challenges anid engagingtakeholderto discuss potential issuasd solutions.

Digital assetexchang#radedfunds (ETFs) ETFs are pooled investment vehicles that gaheinvesimoneyfroma
variety of investorsETF shares can trade sacuritieexchanges like a stodRurrently, digital assethemselvesre
generallynot sold on SE€egulated national exchange®wever, i portfolios of digital assets wemsadeavailable as
ETFs they maybe sold omationakexchangesThe SEC ha not yet approved any digital asE&Fsbecause of market
manipulation and fraudoncerns

Stablecoins in securities marketsStablecoin is digital asset designed to maiita stable value by linkinigs value to
another asset or a basketederveassetdn policydiscussions, sonsuggesapplyingETF regulatory framewogkto
certain stablecoinsthers argue fanoredisclosure of reserve asset breakdoterespose potential deceptive activities

Initial coin offerings (ICOs).ICOs as a digitalasset fundraising method can be offereakiy forms using existing public
and private securities offerings channélshough ICOs may be useful fundraising tools, some of themraise regulatory
oversight and investgurotection concerns.

Non-fungible Tokens (NFTs).NFTs are digital assets linking to certificates of authenticity using blockchain technology.

NFTs afangndde,” meaning each token andUndareertamanolve nt i c a |

circumstances, NFTs could be subject tousiges regulation.
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WhaAre Digital Assets?

Di g iatsasherties siests ued and tr ans ferorre dlwsikecghmdiilnotgryi b u t
Theyodten r edyeprérsesderty pt a soudrirgeintcayl amokenot her

t er mi ADil goigtya | assets camprbe ewmrd dceosmAal dtihtoivegshr r e n ¢
mar ket participants use different ter-ms to desc
regardless of fhianntthay acd ivaltlied, services, a
adhere to applicable loafwsdiagnd arle gawlsaettiso,n sd.e plenn dti
characteristics, this ¢ an?30nmkcelyu ddei bs€cecwuerriatei es 1 a
digital a n dsistamasdidetinoenraslh iaps saentd ex.Whaeamgas of o wne
traditiangeelnygrsaddtrsded in privadentlreadlgeirmst emamend iaa
digitadwmesrssechisp a ngde neexrcahdabnygdee da roen da gliledgart.r al i ze
Digital Asset Securities

The Securities and Exchange Commissdeonr { SE€y 1is
of fer sa,nids wd eascmeiavdi,t includidggt hoBocwa memwy ving
digas¢ atnesteacrued int igean esreacl¥ rhiiet we s t ment of money 1in
enterprise with a reasonable expsodtethensof pro
Whean digital assdcaf imeientg af hseewowrl ibeegpwrais tuibggse c t t o
regul]apeonexisdi aHa kG ajmprlie , most offl Gthse) initia
are secBrictoen, ibmmophtpaveadoest natl Wdwetda centr
common ehterprise

Market intermediamiveesst ment adviserisn,votlvadi nwg tmhl
digital asset investmentbewbgdrngtoanedleabfiakesp
regulSecwuant iess croeugludf hiatpitppdny me ddei alrecegsa g ad t h e

s ecubraistleydgi t at aas e fiwddeiyp it ail n @als v dedt esg ubnadsteyd
digitaloafassceitclsittmtt ies § ctions

1U.S. Securities and Exchange Commission (SEQ),a mewor k f or *“ | AnalgsisbibigitaltAss§o nt ract ”

April 3,2019, athttps://mww.sec.goviles/dit-framework.pdf For more information on blockchain technology, see
CRS Report R4511@®lockchain: Background and Policy Issubg Chris Jaikaran
2 Board of the International Organization of Securities Commissiseses, Risks and Regulatory Considerations

Relating to CrypteAsset Tradindlatforms May 2019, ahttps://mww.iosco.ordibrary/pubdocgdf/
IOSCOPD627.pdf

3S E C Leadeérs of CFTC, FINCEN, and SEC Issue Joint Statement on Activities Involving Bigitetls ” publ i c
statement, October 11, 2019}wtps://mww.sec.gowewspublic-statementftc-fincen
secjointstatementdigitalassets#_ftn4

4For more details, see SEE,r amewor k for “lnvestment GCamit3r2ai®tat’ Analysis of
https://mww.sec.goViles/dIt-framework. pdf

5 SEC Division of Corporate FinanceDie ¢t or Wi lliam Hinman, “Digital Asset Tran:
(Plastic),” speech delivered at Yahoo Finance All Mar ket s S

https://mwww.sec.goviiewsspeechgpeechhinman061418

6 For example, a digital asset securities trading platform could be subject to securities regulation. Bitcoin is not a
security, but the Bitcoin exchangeaded fund share & securityand would be sigbct to securities regulation. In

addition, asformerSEC Chair Jay Clayton statédegulated financial entities that allowfor payment in

cryptocurrencies, allow customers to purchase cryptocurrencies on margin or otherwise use cryptocurrenciesto
facilitate securities transactions should exercise caution, including ensuring that their cryptocurrency activities are not
undermining their antmoney launderingand kneywour-c us t o me r 0oSEQ Chgitmani Jay iClaytoh,
Chairman’ s Test irendes:yhedRoles¥fithre SEGahd CE®Ebruary 6, 2018, at
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This repomrdt gf o aalnsde sasctethisvioi rtaimmssyp by @ e c utra t i e s
regulationt.hel tobdiescctuisvsess and policy rationale of
init itatdidweess s specific regulatumridughahlengsstar:i

f eattuhmetd s e questionguaccdyhaoefexiing itnlge redganldt ory f
policy i1issues for congré¢scelendk dianaaleuwdsidmg t c piao
of ferings, stablectdoradegddfgntdal adsgetabxzhaatgec

t rmagi

C

igital Assets as a New Asset

igitalavwae seeniesr ged asl as sg rfoowi atgovzastskaetdosf,e wi t h

ore t hanfo$r2 ctrryipftilaodMaye 202ds compared with ar o
efomrd ar obund i$ 0 i'fTheaslygyel2@ft Ttemheiesymaoket is
ignificant bugivenllktheesazevefytsmdllional as s

=N Cw o3 g
95]

. . fixed income mar,amtd itshew®n tshh dalbRadaith dRD>® rt r i1
ndex including t08dtdreompwBrepubbdboaty $35 tril
023 o0ome investors Vdiiegw ttarduyeg to dod assosneet so fa st heir ¢ ha
he size of the cryptoc uer rveanl miee so fmagrok elt hiesl dc dbmp
nvestors, which is e%timated to be around $3 t

Di gat aleatvse reporteadhypidxpampeinrcsetdi t ut i onal adopt
institutional ghyeditmwmact lay disisveetgste iaosrg mi mo wWiidgiint g i
digital assetGrmysagdes wucbmpany t hsatto rpsr otva de s
gain exposausrsee ttso wliitgh ¢ wmtl @Grraeycstclayl eo’sw msli antrglg et shwveonr. 1 d
digital assaebomani4g@rbhbilwliitchn in asset®d under ma
Relative to aewsneng tlheedigdiyt ald isgeirtvaitc eass 8 ¢ t n gn,a n a
storing, and safehkmepigng?dhegitahlingssets
Insonabtinvent oradsisgentt @lrar kets to seek invest men:
assets to achieve perceived diversification ben
this investing include uncertaintypofigthé futur
assets, and r c'BAsl amtoorrey immcadrttudaiimmua.l investors (
pension funds, endowments, and insurance compan
large financialr ecilnastteid ustheirevsiacsetsslg d(tsaubh S f @ody and
safekeeping) have begun to expand their infrast

https://mmww.sec.gowewstestimonytestimonyvirtual-currerciesoversightrole-us-securitiesandexchange
commission

“Co i n Ma r kGlobalGryptpcurfency Charts” https://coinmarketcap.cooitarts

8ST F MA, “Fixed I n chttpsd/wiisitma.orgesodréestgearttixaedtincomechart

9 Bernstein An Early Spring for Cryptoassetépril 14, 2021, ahttps:/Aww.alliancebernstein.colibfary/An-Early-
SpringFor-Cryptoassets.htm

®Kate Rooney, “Crypto Investment Firm Grayscarenzy Sees 900 % J
CNBC January 14, 201, athttps://mww.cnbc.con202101/13/grayscalesees900percenjump-in-inflows-aswall-
streetflocks-to-bitcoin.html

UGayscale, “ Ab ohitps//Gayscale.combbut , > a't

12 GrayscaleGrayscale Investor Deglbecember 2020, &ittps:/grayscale.cap-contentiiploads?202012/Grayscale
InvestorDeck-December2020-P roductsClosed.pdf

13 Bernstein Cryptoassets: Discretion of the Better Part of Valathttps:/Aww.bernstein.corbérnsteingmail/
cryptoassetsvalor.pdf
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example, the large financial institutions Fidel
all set up didiecathdivnsesieasedochnant demand th
to three montliTheidewvemeofasrgagement with reput
and thes iadaeatwyudpirgofdaarld ser vice infrthatructur e,
the acceptamoses eaf mahe edi ghiatsa la ¢ hai ecvreidt ioda li smasesar
which adsisgeitt ailnvesting becomes generally acceptat

SecuritiesBRekgtettndn

Securities rygapptien gadetklbtedwhattlheme di ar i e s
are digitaThiosr stercatdiiotni obnraddg ¢yt pdibssa minxlreas] et hbee hi n
seculrawsrcagud.ation

Congress eSE@bdmdhmddtrmaene wor k afnodr sceacpuirtiatli ensar k e
regultaot irces t or e mafrtkéeg stomcfk danddehtegud shory
frameskoeryk obj e cptriovedosts at es toe o fr eilmaptoerdt ainmntf omramrakteit
maint aihi nfga,i randdapr d%Asc & mngauhst fheudxisting s
regfmeuses omasgddedcdwbsas,e anruhds fgawudr miergg megc a
mar ket pertggiexphanges] ebsokeaend ilhTvhees iSnEeCnt advi s
mis s i @moitse ctto investor s ; maintain fair, orderly,
for madé i on.

For exmmpd€,the cornerstonbese SdcndidBBss i Ast refu
often ref &trrruwtdhu riod as®ast htehe phtassedssmggosures al
investors to make informed judgmenbtys eanbsouurti nwgh e t
thegceive financial and other signilThec8KEC infor
does nbdbnvensrkeaceanmme wilchtei adnshabedure gulatory philo
consistent with Supremse fComous Jehisd i icgnh tLbmud ss Bir d
be the best of disinfectpaonltisc@ mealne.ctric 1light th
The current developments in di gfiitraslg eacsusmeett itersa d i
r e gar @ thhaada et oo mmmelw ttee c hnol ogy. Caphaal markets
expercomd¢ ¢idnunoouvsat i on sigaoatatheyséEtcamewoaegk was
the 19Bé6s example, scewmperimamjcierdardd ngl ptliad f oirnmst
1960s and early 1970s, when tr-bdsad maouakses s
settliemeinsts]l at edeamtarkeites phatofi promeapgreovheswvshidnag a
and communicattibata |Hienokhm &k BdC®inggso ge s heesponded t o
“Gary Silverman, “State Street t o SeFinancip Tindeslgietl®2021Unit t o Ca

athttps://mww.ft.coméontentb2b1b8a92322496cac16a847c658d186

15The framework was establishedtime Securities Act of 193%(L. 7322) andthe Securities Exchange Act of 1934
(P.L.73291). The termgapital marketandsecurities marketare used interchangeably in this CRS report.

165 E C WhatWe Dg > https:/Amww.sec.gowrticle/whatwedo.html

17 SEC Chairman Jay ClaytofiRemarks at thEconomic Club of New York,New York, NY, July 12, 2017,
athttps://mww.sec.gowewsspeechremarkseconomieclub-newyork.

BSEC, “ Abo ut httpsi/femwSées @oaboutshtml
1915 U.S.C. §877a et seq.
20 SEC, Registration Wderthe Securities Act of 193& https://mmv.sec.govast-answersinswersegis33htm.html

2lLouis Brandeis, “ Whaartp ePru hsDedamimikiD,1Qk3nFormore &n securities disclosure,
seeCRS In Focus IF1125GEC Securities Disclosure: Background and Polgsyiesby Eva Su

2Z2Excerpt from Wyatt Wel]l sTheReénGkingof WalliSueet; 1967 talf7Bushessnp ut er s :
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Securities Exc han
ctives were to enc
he public interest

advancemmenhSekry i
mar keeent3Thet congr
orderly markets

The SE€rrRemgul atory Approach

Al t h diuggiht a l apd e b bin mawv aiteicdguei cthkel yIBCldag enot

been apnaomel gatimg ssoepetewer idflGemset arlat i onale for t his
t hhatbecause it 1s uncertain how the hcilghtddlacterist
prescragptilicvouledc omes ol et e, and potentially ineffi

= I

The 'ScECrregulatory framework t hsaetc wronveeirendse ttrhaed i
Securities’tAet SeLur933es ZFtxltch alngwe sActme otf CO&Bpan
1944 nd the Investmenil hAdsbvdi sed se Ac st ofg 19e¢tdl s an
initiatives badddes sr 8 lpema Kauneigsritenggu lfiantoogruye e r t a i n
digitdlaansTdtts SaFp(proaches imclude the following
T I'mnovatilhme ®fE€ itcheed St rategic Hub for Innovatio
Technology (FonHulpgiemc2@lBitrkdabiogli dat e
and clarify communicrase¢oensh. ahd 2f98r mFpoHub yc
outreach meetings 1in multiple cities and publ:i
whet her a digitFlinkHabebedama aesmandyl one offi

Decembe3 2020.

T Enforc.élflme nXEC haesn forece@gidesigta s@ctuiri ties token
issand git atlr aadsesrestma ma,g aasmoentg hdt RECEC s

History Reviewvol. 74, no. 2 (Summer 2000), p. 193hatps://hbswk.hbs.eda¥chivethe-remakingof-wall-street
1967-t0-1977 Testimony of former SEC Chairman Arthur Levitt, in U.S. Congress, Senate Committee on Banking,
Housing, and Urban Affair®reserving and Strengthening the National Market System for Securities in the United
Stateshearings, 108Cong., 29sess., May 8, 2000, https:/iw.sec.gowenstestimonyfs082000.htmand Bob

P i s aMam \/s. Machine: How Stock Trading Got So CompleBNBC, September 13,2010, at
https://Amwww.cnbc.conid/38978686

2815U.S.C.§78k-1andP.L. 9429.

24 The Securities Acts Amendments of 19F5l(. 9429) s t a tltésin the publia intérest and appropriate for the
protection of investors and the maintenance of fair and orderly markassuceeconomically efficient execution of
transactions; fair competition among broidemalers, among exchanges, and betweeha&xges and other markets;
ready availability of quotation and transaction information to bradealers and investors; the ability of brold=alers
to execute orders in the best market; and an opportunity, consistent with the other goals, for invegemge orders
without the participation of a deal&r.

25 For example, statements by Jay Baris, PartnShatrman & Sterling LLPSee page 46 of SEC FinHub Forum
transcript at Bloomber&ecurities and Exchange Commission Fintech Forum: Distribuéedier Technology and
Digital AssetsJune 3, 2019, dtttps://www.bgov.com/core/news/#!/articles/P SICX08IJMDCO

6p.L.7322.

2TP.L.73291.

28p.L.76-768.

2P.L.76768.Formoredet ai ls on the SEC’s exi s fThehaws That@averatheor y fr a me wo r
Securities Industryathttps://mww.sec.gowdnswersiboutlawsshtml.html

OSEC,Fr amewor k nfeonrt “Clomvtersatct ” A n aathytsi/vew.se€.goBbirpfjnifranaeivorkA s s e t s
investmenicontractanalysisdigital-assets

315 E C SEC“Announces OffieFocused on Innovation and Financial Technolody press release, Decembe
athttps://mww.sec.gowewspressreleaseZ020-303.
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established a new Cyber Unit and increased it :
actions acgyabbearsterdaidd acttons.

T Neacti omTH& ECE ewsaecst imn lettersditgasgmptovide relie
relbtednes s esitasn dr et gou Isaittgonracyla p intf%Elo tmaomk e t s .
xample, the-a8SEGCoins dee¢decdbasotmdasvsalKesyt drettup,

t at hiatigs stuckle ns ar eX¥Tbwatshe $SrEGi-# s 1 mmw

etter for an 1ICO. The letterppopteggentldya wav:
eaprecedent fora€tuiurtweidd gital asset

olicitationTHS8ECpubléasstdpatletter to the 1nc
019 to solicitdpgbtitat a%%Thet mmehgtledpdiyng
he
s

==
TN e —®n o

SEC understand the challempgos etchd oinndustr:
r ks .

T New produc.The ppb@ipdplr ove or reject new digital
For exampler,e vtihBewteSddoG nh aEsi h preacpmsta lyssar s and ha
consisjtemttdd swch propPosals as of May 2021

Policyihsdhes Securities Regul

Digital aasisstehaipnr t asla racagrkewi ngt pfeiensaenrccieaa li m er vice
indus tdeyve ITchprmeeinste.q p ® d,i Tiym eowlhuedtnhaegri g-d ¢ s detl at e d
practices have outrgrobWwyetmheaexisuifdg hwevg tt lhaet or y
regulatorygc afnr aamehhiewkl playing field where the s
w

c oulsdu thjee csta mep g t Boatnidoth;ow to protect investors
innovihtion.
Afundament al umaeo msar teannddshaemgn ddoofpir miatt hreeolfp © Edc y

actaorws also dmgpiotrdlandg sldhe tra nrael ggwliantgi otne c hnol ogical
commens$ agghstt tscostde oy erae o teicmatbelsbg yt he s hort r urt
and undeirtefsfseiomtatthee 3Thmng ©hhustrat dbsettwweaeendal i cat e
pressurcafidaphph atpigmfiastie pekbkipoms ehe face of innov

This ea&ptkaeoyn se xafhipd e bd avwsleotpme nt s€ o c aosne s g
polii < syaundde g i splraotpiovhchsbesc ur it i eo ntlehxkat I mdsitons alient
assreetlated policy issues include regulatory over

32 No-action letters are official communications stating a regulator does not expect to take enforcement actions against
particular companiesin certain situations.

BSEC, “Response of the Divisi on htipd/mwawsecgodivisionstorgfii/chance, ” Apr i
noaction2019turnkey-jet-0402192al.htm
$¥SEC, “Enga¢iViPg Cas t Naln al Practices an dhttbs//emwisec.iov/As set s, ” Mar

investmenthondvp-andcustodydigital-asset)31219206
35 For more on ETFs, se@RS Report R4531&xchangeTraded Funds (ETFs): Issues for Congress Eva Su

%Sabine Lautenslidger, “Digital Na(t)ive? Fintechs and the F
Fintech Workshop, Frankfurt, Germany, March 27, 201 htts://mww.bankingsupervision.europam@ssspeeches/
date2017html/se170327_1.en.html

37 somebelieve that reduced regulation could fodieancial innoation. For examplehe Token Taxonomy Act of
2021(H.R. 1629 proposdthe exemption of digital tokens from securities regulation.

BForexamplet he t heor e m OxfordRaetesrenceQxford Essential Quotation®016, at
https:/mmw.oxfordreference.comiéw/10.10934cref780191826719.001.00@t6ro-ed4-00018679
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Regul ODvrorgDghitt al asset mafsarcce sa asntde eim vleesatronrisn g
comprehending the regulatory landscape and dete
t heéht may not always be clear whethertiomndigital
Multiple agencies apply different regulatory ap
l e vehles .SECs d me adisga $salc vafsit ate€oammodity Futures Tr
Commi § SCiFoltnG )esaotnse d i gai Sfc mlmmaosdsaentdse ¢ he I nternal Reve
Ser vicseomea ehitga $palo paddSstatt e regulators oversee di
state money trRBapdretrmdlatwasfubtyhlenbeal Crimes Enf
Net wok ikn)ghEM it or se tds g fimboanleayn slsa undering pur poses

I nvestor IPirgoitteaclt iaosmw.kt c h n me y tsoarpshl iusdtei cla@tsesd r et ai
investors, who may not be pos i—tmaoyn ebde teos pcecocmparl d ly
vulnerable to new types of fraud and manipulat:i
First, there appferaasucdatma db d ubii mitAnba Wdalus ya f€ s o0 m
Satis,albrgutpal assftoundvibhbotrwd & %s onfd m§ COd anot he:
f &idlor oper at*3Scencaoln drdei agsiadneysh mp sonfefeesge c ud o t n o &
compl S E¥Xietgh stration and disclosure ’eblligayibas,
under st amndptokélidrd rrdi,s kt he high vVwalauwathindwys of di gi
potentialdygeegailmpnstilmem dr il ols soefs which may not be
sophisticatéddstdyestdogstal assets operate outsi
thus may not offer common types omhktavaenshetion
option to halt or rawndr ae sowsd pWictilbensa nsnehsoasio
identbuatidisgital asset transacstsuahmtier mpednamalelsy 1
Anot her e x asmpglneipfoisctathditmd 6 @€t s are inaccessible b
forgottAcemukd y20% of all Bitcoins wetTehirseportedl
highlights the importance of financial inter med
usually ohelrppsrteosret passwords to gain access to t
s er vaircee smuc h | es s acsosmentosn, fwhri cdhi gairtealdes i gned t o
without going through a financial intermediary
Ini tdiad @f ferings

Businesses raise funding from capital markets t
and digiltG@ds mnasrfewlmrasa i s ing mechroajeaet $s ns whili cthheir

tokens in exchange fo)y diac¢creopBioteatddiye gy gal dol

39 SeeCRS In Focus IF11004&inancial Innovation: Digital Assets and Initial Coin Offerindsy Eva Su

“For example, Bitcoin is not a securit y-fraudandmanipuatiomo di t y ,
oversight and enforcement authority. CFIGDstomer Advisory: Understand the Risks of Virtual Currency Tradihg
https://immw.cftc.gowsitestlefaultfiles/idc/groupspublic/@customerprotectiodbcumentdile/
customeradvisory_urvct121517.pdf

41 Kellie Mejdrich, “Cryptocurrency Scams Skyrocketing, FT C Saylitico, May 17, 2021, at
https://subscriber.politicopro.coarticle202105/cryptocurrencyscamsskyrocketingftc-says2055917

42 satis GroupCrypto-asset Market Coverage Initiation: Network Creatjaluly 11,2018, at
https://researchlbomberg.compubtest28giW28tf6 G7T_Wr77aU0gDgFQ

43 Financial Industry Regulatory Authoritinitial Coin Offerings (ICOs}-What to Know Now and TirnBested Tips
for Investors Investor Alert, August 16, 2018, attp:/mww.finra.orginvestorsalertsinitial-coin-offeringswhat-to-
know

““Nat haniel Popper, “Lost Passwords L oNewYorMTimdsanvatyaléd,r es Ou't
2021, athttps://mww.nytimes.con202101/12 kechnologybitcoin-passwordsvalletsfortunes.html
B®SEC, “Investor Bulletin: I athttps/miwsetgaviealmdstdralerisang s , ” Jul y
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Figure 1.Initial Coin Offering Monthly Numbers and Dollar Funding Volumes
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bulletinsib_coinofferings
SEC Chairman

“Stat ement

o

n

Cryptocurrencies

a

Jay

Clayton,

https://www.sec.gowewspublic-statemenstatemerdclayton-201712-11

“TRo ger AAfterk € n yspMinter, ICOs Growing Less But Maturing With Shift To ST,O8orbes March 8,
2019, athttps://mmw.forbes.consitesfogeraitken201903/08/aftercryptoswinter-icosgrowinglessbut-maturing
with-shift-to-stos#3e666a687 bcf

48 Terminologies change or evolve relatively rapidly in the digital assets industry. Other illustrative examples include
Initial Exchange Offerings (IEOs), which are ICOs launched exclusively on digital trading platforms. SEC Division of

Corporate FinancePie ct or Wi lliam Hinman, “Digital Asset
delivered at Yahoo Finance All Markets Summit: Crypto, San Francisco, CA, June 14, 20ttt gs:&tww.sec.gov/
newsspeectgpeechhinman061418

49 SEC, Federal Securities Lawsthttps://www.sec.goyagefederalsecuritieslawsauHash=

B8gdT zu6 DrpJINvsGISTY1LnXDZQqSJgJAgaSXimg

50 For more details on public and private securities offeringsCR® Report R4522 Gapital Markets, Securities
Offerings, and Related Policy Issyubeg Eva Su

5P aul Vigna, “SEC Clears
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t his

Table 1.Comparison of Selected

to I COs

maehoedi ous Ipyo Idiicsyc miksasteudagsgt 1tad or y
prot adsiocomppPy

ICO Securities Offerings Options

Type of Maximum
Offering Amount Key Filing Requirements Investor Access
Public Offering  No limit Full SEC registration requiremts; including, Full Access
but not limited to, Regulation-&
(nonfinancial disclosurez X (financial
disclosure), and-$ (electronic filing
regulations).
Initial Public No limit, but Scaleddown SEC registration, including tes Full Access
Offering (PO) subject to the-waters provisionstwo years rather than
On-Ramp emerging growth three years of audited financial statements,
companystatus  and certain reduced executive compensatic
eligibility disclosureprovisions, among others.
Regulation A $20 million Form 1-A (an offering circular that contains Full Access
Tier 1 within 12 information aboutthe offering and the
months related risks, use of proceeds, business
. - description and financial statements, amon: . .
Resten Samas” otnerthing) Fnancialstements dicosc \O1SCCed oo
IPO) months in a Tlt_ar 2 offerlngnl_Jstbe au<_:i|ted_ whereas
financihstatementsdisclosed in &ier 1
offering canbe unaudited.
Regulation $1,070,000 Form C (includeawo years of financial Does not specify
Crowdfunding  within 12 statementsthat are certified, reviewed, or  accredited investor status,
months audited, as required Scaled disclosure but subject to a range of

requirements for offerings of $1Q@00or
less, $107000-$535,00Q and more than
$535,000.

investor income, ne
worth, and investment
amount limitations

Regulation B $5 million within  Form D (a brief noticehatgenerally Full Access
Rule 504 12 months includes only the names and addresses of
key personnel and some details aboutthe
offering)
Regulation B No limit Form D No more than 35
Rule506 sophisticated but
nonaccredited investofs
506(b)
Source: Congressional Research ServiceRg,basedorSecur i ties and ExSE@ahge

reporting.

oversight a

Commi ssi o

Notes: The descriptions in thetable apply to general conditions only; they are not inclusive of all conditions and

exceptions.For more ondefiningaccredited investoseeCRS In Focus IF11278ccreditednvestor Definition and

Private Securities Markdtg Eva SUFor a more detailed listing of securities offerings, $eblel of CRS Report
R45221Capital Markets, Securities Offerings, and RelatetsBagdy Eva Su

https://Ammw.wsj.comdrticlestecclearsblockstackto-holdHfirst-regulateetokenoffering11562794848and Francine

Mc kenn a

and

K KCO afferingdway dowm, but spme“still using SEC back door to raise,funds

MarketWatch October 26, 2019, &ittps://mwww.marketwatch.corstforyico-offeringsway-down-but-somestill-using
sechack-door-to-raisefunds2019-10-22"mod=francinemckenna

52 For more on ICO legal background, €8BS Report R4530Becurities Regulation and Initial Coin Offerings: A
Legal Primer by Jay B. Sykes
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Many digital asarcet ofrfaedriinngg pd iageifft@amlgnsat shseants etl vae d i 1
afexchadAgpbat form that offersandadpangatasdagitaial
“e x c h'a(nagse def feddrnd & kneuurti trieegsi sltaewrs wit h t he S EC

securitieob¢wncehad’lemptveon manyoffierth tprladifmg msn

assets that Saormee npolaartefeocrungsi ¢ i-tew ands miss smioonne ys er vic
(MTSs ) 1insrteegaudl aotfe S EnCat i on?dMTSsecard tmese ¢ xtcthamsf
payment operations that are mainly shthhewghttohes
do haveert owirtehg iBitn CEN and face cer t®Benc awspor t in g
MTS regulations were not designed with digital

they are insufficient in Ylerg udnh,d iitnhige stmmes etrrvaincsefse
raise pmottsdtoron concerns bemauns cerdyp@myovmght nast
national seccUYThtSEE€ exchedgesftyatngmemtat the onl
for buying and «¢llqiumgd idygiatsalsea®igetseshcould b
These digital asset trading plat fAdt msheghctet prob
CFTC has authorities to regulaalt ec amgmadifiei ofsr aud

some thiSKkECa pplgyilnag i on would help, but others a
stifle finadhcial innovation.

igital'EXAck ®hVgeerss us National Securities Exch

l advanceedment s may
i

nol i
ding d tal assets appear

53 The SEC states h aft platform offerstrading of digital assetsthatere c ur i t i es and opasrates as a.l
defined by the federal securities laws, then the platform must register with the SEC as a national securities exchange or

be exempt fromregistratioh For mor e d Statemehton Potestially Bnwful Online Platforms for

Trading Digital As httpst/\ww3ec.gdwewspblic-tatentedghfércemant m-statement
potentially-unlawful-online-platformstrading

54 For more on money transmitters, €RS Report R4648@elegraphs, Steamships, andtWal Currency: An
Analysis of Money Transmitter Regulatjdry Andrew P. Scott

Marco Santori, “What Is Money TCoimGentepdpsld,2@lG,atand Why Does It
https://coincenter.orghtryfvhat-is-moneytransmissiorandwhy-doesit-matter

%pet er Van VhheNeedfdraRedetal Alternative to State Money Transmission Licen€ioip Center
Report January 2018, dtttps://coincenter.oriles/2018-01federalaltemativev1 .pdf.

57 A national securities exchanigea securities exchange that has registered with the SEC $61déthe Seurities
Exchange Act of 1934%4ee SEC Fast Answerlational Securities Exchangesgthttps://www.sec.govast-answers/
divisionsmarketregmrexchangesshtml.htmi

58The SEC st hatplatbormtoffiees tradifigiof digital assetsthatare c ur i t i es and opasrates as a-f
defined by the federal securities laws, then the platform must register with the SEC as a national securities exchange or

be exempt fromegistration? For mor e d Statemehton Potertially Unkawfyl Ontine Platforms for

Trading Digital A s Bttpst/amw.Bec.gdwawsp tblic-3tatene9ghfGrcemeant m-statement
potentially-unlawfulonline-platformstrading

®Because a cryptocurrency meets the definitionlof a commo d
93-463), the Commodities Futures Trading Commission has authority over themdterinformation, se€RS Legal

Sidebar LSB10227CFTC and Virtual Currencies: New Court Rulings and Implications for CongigsNicole

Vanatka

60 SEC Commissioner Hester Peireiyw We HoweyMay 9, 2019, ahttps:/mwwv.sec.gowewsspeechpeircehow
we-howey-050919
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Many digexehdmgaettgener ally alkowhatatadregnof di
ecurities,ulanddt hbpstehotetPb& g garthgtirngrol umes on a
outine basis to ©ltntweasctto rmso raer ¢ apretricceiipvaetdi otno. h a
rading volume and orimaesket heotibldmdramc.t iviti
requentdliygisttad d iaesds et %Bnie csotind yf osrh cewsa’mtpH &t 95 % o
rading volume displayed on digital asset price
ither feackoen oonra ¢fifokmeo.t her widely cited academic s

O et Ho®m

61 SEC, Statement on Digital Asset Securities Issuance and Trafliogember 16, 2018, &tttps:/Wwww.sec.gowews/
public-statementligital-assetsecuritesssuuanceandtrading and Board of the International Organization of
Securities CommissionsssuesRisks and Regulatory Considerations Relating to Crgisset Trading Platforms
May 2019, athttps://www.iosco.ordibrary/pubdocgddf/IOSCOP D627 .pdf

62 G7 Working Group on Stablecoinisivestigating The Impact of Global Stablecolctober 2019, at
https://www.bis.orgpmifpubl/d187.pdf

6317 CF.R. 88202, 240, 242and249 S ER@gulation of Exchanges and Alternativ Tr adi ng Syst ems, ” 70 8 4
70951, December 22, 199&thttps://mww.federalregister.goddcuments/99812/22/98-33299fegulatiorrof-
exchangesndalternativetradingsystems

64 For a more detailed list of prciples relating to trading, see International Organization of Securities Commissions,
Methodology for Assessing Implementation of the IOSCO Objectives and Princifleswities RegulatigiMay
2017, athttps://www.iosco.ordjbrary/pubdocgddfIOSCOP D562.pdf

01 ga Kharif, “On Crypto Exchan Bleamberglly?5 20d% ate s Don’t Al ways
https://mmw.bloomberg.coméwsarticles2019-07-25/on-crypto-exchangesghe-tradesdon-t-alwaysaddup.

66 Bitcoin is a commodity rather thanasecurityandis d e r  t h e CF T-feaudandgnanipelatianlovessight i

and enforcement authority. CFTCustomer Advisory: Understand the Risks of Virtual Currency Tradihg
https://wwww.cftc.govéitestlefaultfilesfidc/groupspublic/@customerprotectiodbcumentdile/

customeradvisory_urvct121517.pdifhe SECgenerallyregulates securities transactions tmeirrelated

intermediariesThe SEC does not have direct oversight of transactiomgrirsecurity currencies or commaodities. SEC
Chairman Jay Claytoth ai r man’ s Testi mony on Virtual Chebruaey 8,c i e s : The R
2018, athttps://mww.sec.gowewstestimonyfestimonyvirtual-currenciesoversightrole-ussecuritiesandexchange

commission

67 Bitwise As®t ManagemenRresentation to The U.S. Securities and Exchange Commiiséash 19, 2019, at
https://wwmww.sec.gowwommentgr-nysearca2019-01/srnyseara2019015164833183434.pdf
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of potential damage that digital asset -market m
protection ¢hancdrgistBElle astswdy saraguaeasn itphualta tao rs i n |
likely fuel®wsd 2Wall7f pofi cBi tscuorigne t hat®Tphues hed its p
activities were reportedly caxchmdgethtatt Hriomegh
Bit fdmudsxe,d ablecoin Temherd fotbBotsdcaoitthe de

Ze ">"1 T—e 7650l S>"7e1l —Zes'E®'Z—E'Z0e

Unl nk¢ ional secfioitsdedicgiKecehdahndpegsequent ly face ne
congestions or tradingr daditmes grad dniasrgkrevtaptlasa cqeu.e s
For example, during a rapid digital asset sello
as seextchdmgpeperted technical issues, further intert
time of 1ind'Thsemarndk ¢uttpadiiioms. coul dp gemectaiten imnoves ¢
duei twe’smhabsgett yi ntoda ntdh eoiurt i nve s 4 mmameolgy s i t i on s
inve’simaibtiol ist Bpeecks t e K o ciuwrtr haedmefstceoommmon fehaumwres of a
a nedf f itcriaednitng s ystem

Givha ¢calies sopuesso mg h b 8 vwehoentehde r di git al as s et trad
regulatory safeguargsombtef moporcerntt miAbvkstsoopena
difficult to whiceaS$ibs@ e g vhlea teexd ednitg ittoa 1 asset natioc
have mitigated the marketr egadiap wlrat if o msme woorr ki fi s
addr e stshien g ingtibrttaad ied g6 Edcy concerns

68 JohnGriffin andAmin Shams,Is Bitcoin Really UnTethered?SSRN, October 28, 2019, fttps://ssrn.com/
abstract3195066

69 Phillip Rosenstein;$1.4T Bitcoin ManipulatiorCase Preposterous, Tether Sayaw36Q November 15, 2019, at
https:/mmww.law360.conarticlesl220333Ne w Yo r k At t oAttarreyGergeesahJaméarioynce$ Court

OrderAgainst‘ Cr y @utremcy Compan Under Investigation ForFradd, pr ess release April 25, 20
https://ag.ny.go\gressreleaseZ019attorng-generaljamesannouncegsourtorderagainstcrypto-currencycompany
andBi t finex, “Bitfinex Anticipates Meritless and Mercenary L
https://www.bitfinex.can/posts#23. The Department of Justice (DOJ), Commodity Futures Trading Commission

(CFTC), and New York Attorney General’s office are reported
Bitcoin’s price. Shiraz Jagast iL,a ws Ho w SAegvacirnes t 1 sT eRohcehre aFnrde eBd n
Cointelegraph October 11, 201&t https://cointelegraph.coméwshowsevereis-rochefreedmandawsuit-against

tetherandbitfinexa nd Mat t Robinson a n d-RifigngCrigind RrebaFRoeuseg onTietBi t c o i n

Tet her,” Bl oomber g, httpS#éwnwmebiobneberg.corbibwsaticles?®18-11a20Mitcoin-rigging-
criminakprobeis-saidto-focuson-tie-to-tether For more on t he SEC’s discussions of t
SEC, Release No. 387267File No. SRNYSEArca2019-01, October 9, 2019, dtttps://mwmw.sec.govilessro/

nysearcéZ01984-87267.pdf

®pDaniel TPapCryptoExchanges See Technical Issues Amid Matkash CoindeskMay 19,2021, at
https:/mmw.coindesk.cormdp-crypto-exchangeseetechnicalissuesamidmarketcrash and Robert Hart , “ Le:
CryptoEx changes Down As Bitcoin and E thtips:#iwwkforbescansitess  For bes, Ma
roberthart202105/19/eadingcryptoexchangeslown-ashitcoin-andetherplummet

"L For example, SEC Chairman Jay Clayton reportedly commentetifhatf i nvest ors] t hink there’s t
around that price discovery as there ison the Nasdaq or New York Stock Brch#mey are sorely mistaken ..ew

have to get to a place where we cdeflhe CoanfiSELt Chhat manad€fa
Doesn’t See Bitcoin Trading on a MNBGSeptémber B0220%a Unt i 1 It T s
https://Ammw.cnbc.con201909/19fay-clayton-deliveringalpha.html For more discussions on regulatory concerns, see

Office of the New York State Attorney GeneralG.Schneiderman Launes Inquiry Into Cryptocurrency

“Exchangeg April 17,2018, ahttps://ag.ny.gopressrelease?018ag schneidermataunche-inquiry-

cryptocurrencyexchanges
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Regulatory Fr ameAwdrnlommsand SEC

The SEC took its first enfor ce mémntc hdhicmtgieon a gain
2 0 1T8h.e S Edi hsatta tteh‘th apdl abtoft hr mhe user inter face and
ofin online national secur ttoi ascgdsdlkangdtand hwa S
an exethmtti ovm,s perceived?to have failed to do s o

Some of the 1 %rxgehsdth gdeisg idteaavleslyospteedmt t o rat e digit a
onet hrobability thagec¢th&EBheonttidbhgprddtdOpdbyd as
that by so doing t hbeays ecdo udlidg ietxacll vadses estesc ufrriotm etsh ¢
platforamso,nbgg¢ hmg sSubbG ercetgTuhloast iaoent.i on is part of t
indussterl ¥ guldd sicatrghs i 08 gainfFwg macxmenipfi®eenr national
fissmur vegdshhowt he vastetsmopnpdemntty dthotulgdht the 1ind
for mabtddgulamsdu b h batr esgeulltfot ir eypwleart§irg ht

Many digital asset trading platforms also repor
operate as alternafAVSs ‘danradi"phod ydo emast (pPATBD) i c 1
the size and pATSe Ddce hboerme wredjeugiwleament s t han n
exchanges, but thedvamass apvdimeEtnascbabhkkeB&Cs &

Regulatory Aythosgthyatbi JRedmghimnmarate¢ iamd filing
requinsesmemtas custorddys, baomdk sr agudl"dHewmy ce x a miniyat i
ATS that transactsadctong awyh hsmaned Poo Otfy ,t hwehi ch al s o
nat isoencaule x ¢t hasn g osul dt dafered st Fadndd pdra ¢°r ad e & s s

t hat eyf fienctteigwealt ¢ t hat ATS in fart into the nat:Hi

A number of theekehgbhetpdndiatsael, aGsesnami, Bitstam
have obt-hemeld se¢gu,bastwaBi dEiictlednemasNew Yor k State
Deapr t ment of Fi®thacliadeSseevieguirements include
mar ket fraud and manipulation pre®ention, and i

28 E C SEC‘Charges EtherDelta Founder With Operating an Unregistered Exchanggp r e s s rel ease, Novemb
2018at https://wwmw.sec.gowewspressreleasé2018258.

“Dave Michaels, “Cryptocurrency ExchatglleS¢reefJawenhludi ng Coinbas
September 30, 2019, https://mww.wsj.comdrticlestryptocurrencyexchangesncludingcoinbaseto-rate digital-

assetsl1569835801

74 The surveys are concied in March and April of 2018, 62 professionals completedthe survey. Most respondents
(61%) held executive titles or identified as investors or traders. Respondents were primarily based in the United States
and ranged in age from their 20sto 50 an@nlBoley & Lardner LLP2018 Cryptocurrency Survegt
https:/imwww.foley.confiles/uploadsFoley-CryptocurrencySurvey.pdf

ID Alois, “Here I s dTWHeEt kirmtatafv eSEHDWIiAdIpsiger APsil 23t 2018 sat
https://mmw.crowdfundinsider.cord01904/14672thereis-thelist-of-secapprovedalternativetradingsystems/

76 SEC, Alternative Trading Systems (ATS&)https://mww.investor.goadditionakresourcegfeneralresources/
glossaryélternativetradingsystemsatss

TSEC,Al ternative Tr adi,mthttpShwevisecrgovididocEasslis).htnl i st
7817 CF.R. §8202,240, 242and 249

79 Robert GutmannJonatharknehr, Phillip RapoportandRossStevensBuying Bitcoin February 1, 2019, at
https://ssrn.conabstract3346668

80 New York State Department of Financiar8ices,Virtual Currency Business Activity (BitLicensa}
https:/mwww.dfs.ny.go\dpps_and_licensingftual_currency_businesses
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SEC Chains Gaeasylhdsd Congress for clear aAtthority
congressional hearing in May 2021, Gensler voic

framewdr ki foxc halhHesetsath ®tdl a hk of over Sgiappht r epr e s
our s’yhaemdeniesntesntderd3@Gebmasslaeerh a 9 nzed t he 1impor:
bringing the foaime tprraodietcitoinoartlsd s gictulelk tahsasiegtma r k e t
Hea d dtekdmtoo wd t he exchanges trading crypto tokens

with the SEC. Alt oget her, t his has led to subst
traditional securities markets. and to correspo
mani puPbi gonal apsettedmives tiosrs ues Hsa vper iboerciotmee so.

CoinbBsasPrublic Listing

Coinbase, tdhieg iltadelg ecahstismefie § . public on Apr il 14, 2 (
listing offer cidn dCexepobta seei hveshersrypto industr
majority of treevemampdanyder i-vtehde frmmoorne tcrraynpstaocctuirorn
trading that could take place on the Coinbase p

could be. By going public, Coinbase subjects 1its

for public sé&Howevees offhr S$HE€scompliance requi
securities issuers 1s dif ferlenste ctuhraint ireesg uelxact hoar ny;
Coinbase ag aaepu lvloinpplagnvyi diisn gn omwo rteh idsi sdcoleoss unroet, mnbe

t htat e hSaEsC been oveilss ddigng aCommsbsacshe ohsr swndiylnagr t o
its ovang isgdncdaul oifhtainegse e x ¢

Digital Asset Custody

Custodians provi aT heekye eaprien gf ionfa nfciinaaln ciinaslt iatsust

de s
have legal ownership of assets but are tasked w
administratThe S§H@to06dypynsules impose requirement
client assets from the possibility of being 1os
building blocks for the financial services indu
largeonadntrated. In the past 90 years; financ.i
custody to one in which tmadjy rf ocru sctloideinath sanclcsoouvnitd:

81Gens 1 er srighinowtte exchanges, tdingthesecryptoasselsm t have a regulatory frame:y
[R]ight now there is not a market regulator around these crypto exchanges, and tHusdhkyanot protection against

fraud or manipulation ” Bl o o mbe r g t rimancilServicest Corfimoittee Heari@gme StBpped? Who

Wins and Loses When Short Sellers, Social Media, and Retail Investors Collide, Pdeyib, 2021, at
https://mmww.bgov.corftore/news/#!/articles/QSQU5G8JIMDCO

82St even Dennis a€dypdsose MWihidl Rbde Leaves WBbdmbergt on Gr aspi
May 19, 2021, ahttps://mww.bloomberg.comewsarticles2021-05-19/crypto-s-wild-ride-leaveswashington

graspingat-howto-respond

83 SEC Chair Gary Genslefestimony Before the Subcommittee on Financial Services and G&uaminment, U.S.

House Appropriations Committeday 26, 2021, ghttps://www.sec.gowewstestimonygiensler2021-05-26.

84 For more on SEC disclosure requirements,@BS In Focus 1E1256,SEC Securities Disclosure: Background and
Policy Issuesby Eva Su

85 817(f) of the Investment Company Act and 17 C.F.R. §§27011270.17§7; 17 CF.R. §275.206(4) and the SEC
Customer Protdion Rule or Rule 1563 under the Securities Exchange Act of 1934 (P.1-293).
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( BNY Mellon, J.P. Morgan, St aStlel 4S ttrreieltl,i omn & f Cigtl
assets unffler custody.

Dig-asasakt custody has recently attracted regulat
could pose unique challenges for custodians of
for trasdsigatiopmawhich are easier than digital ass.
physical existence or records. Digital assets g
by intermediaries, a sa ss egeonl di mocrd wbaadnskt i €ammon s prd
the digital asset industry sanfiguef ooambdbes somssaf
mat hematically to digital as s#€lthitsr porsaadticenyg ati @
question of hawrpdsoéd¢saidngotabtoasset should be
The challenges include btuhtedtngiet alotad s mitedutd,h
privatde hheysnghe private key does intoatl eaxsisdt As
custody definition should go beyond the verific
vieds

Regulatwanbuareng whether custody requirements s
assensque oper at i.o nTahle cShEaCr arcetl ermissetdi as l et ter t o
to solicit public inp&TheeEEC€Cdsnpmpmdrgizeadl aansmb
1ssues., including the use of distributed ledger
publand private cryptographic key pairings to t
recover digital assets once lost, the generally
challenges posed to auditofs in examining DLT a
On July 8, 201 NRAshedmBEC satnadt ement to outline c ¢
asset s e ¢ u¥Tihteiye sa cckunsotwd ¢ yd.ged t he challenges of a
digital assets and statded tshhdtictiiednapate firmim ima
participants that could “hed pedevadhopr degntwalylsa st
secufities

86 Fidelity Digital AssetsCustody in the Age of Digital Assectober 2018, dittps://mww.fidelitydigitalassets.com/
bin-public/060_www_fidelity_comdocumentd?DAS/custodyin-the-age of-digital-assets.pdf

87 Some financial institutions offer digital asset custody services. Tdeegize providers also consider the control of
the private keys as the control of the digital assets. European Financial Reporting AdvisoryEERe; Research
Project on CrypteAssets Analysis of Scopénitial Coin Offerings and Custodial Serviceday 22, 2019, at
https://mww.efrag.orgkssetsDownloadassetUrl=
%2Fsites%2Fwebpublishing%2FMeeting%20Documents%2F1904050854507 6 1 3%P%26

%20T EG%20Issues%20paper%200n%20scope%200f%20eagstis.pdfFor more on the general background of
private keys and custody requirements, see Debevoise & PlimptBnQustody of Digital Assets: Centralized
Safekeeping of Decentralized Assets underthe Investment Advisdbeéamnber 17, 201 &t
https://mmww.debevoise.comimediafilesfinsightspublications201812/20181217_custody_of_digital_assets;zdfd
Fidelity Digital AssetsCustody in the Age of Digital AssetSctober 2018, dittps://www.fidelitydigitalassets.com/
bin-public/060_www_fidelity_comdocument$fDASlcustodyin-the-age of-digital-assets.pdf

8Swen Werner, Managing Director, GlboacCusPtrooddyu cotf Mdhingaigtearl aAs :
Global Custodianathttps://mww.globalcustodian.oa/bloglcustodydigital-assets/

89S E C, “Enga®PiViPrg Cus t Nadn al Practices an dhttps//gvwisec.dov/As set s, ” Mar
investmenthondvp-andcustodydigital-asset)31219206

0SEC, “EngagiViPg Cas t Nan a l Practices and Digital Assets.”

91 SEC Division of Tradingand Markets and FINRA Office of General Coudséht Staff Statement on Broker
Dealer Custody of Digital Asset Secigg July 8, 2019, albttps://www.sec.goviewspublic-statemenfbint-staff-
statementbrokerdealercustodydigital-assetsecuities.

92 SEC Division of Tradingand Markets and FINRA Office of General Coudséht Staff Statement on Broker
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On Decembehe23EGCX®HM0,a tstatement and request for
asset <wacuidihtyitechse r equest, the SEC asked about ¢

procesisseéks disclosure., and ridAkmendhmeindg 8t it on & h ea ma
rules have beens i2@2A drewl e%a kihneg SELe nd a .

Di gi t atl EAxscsilBamgled Funds

ETFs are pooled 1inveasntdmeimmutwessythfircd m sa tvh¥arti egtayt hoefr
ETFs c¢combine niutau aulr efsu nodfsc hdomtdhdset omkmadnadnal e xc |
Some industry practsittriwmmtewrse hooopul d hi¥ntc o rhpeo rEd[tFe
I ndividual investors typically buy digital ass e
hrough digital asset tradimglipliadtufadr mavesndooth

t
cannot dicrthactel WdiguyBiatlc oaisnsse)t af a(@aeml gt theed SnkaCti it oi re as |

e x ¢ hafSgoense. have proposed allowing retail investo
regulated excEdFg a uewhuerreeu,g hi ntshtee a d iotfa ld iarsescettlsy,
the imoaddobmy or sell publicly traded ETF shar
digitaThis sscetcst.poh cRlittscaobispsoelsifdy i mplications for
asset industry.

Bitcoin ETF Proposals

As menprnownieadusly, some digital assets are secur
regulations. But digital assets could also be s
underlying assets are not securitiets .exTahmp lpr.opo
Alt hough Bitc o¥Ri ticsoinno tE TaF ss ewouwlid ybe securities
to the underlying Bitcoins and are subject to s
Company Aandoflinv24Q@ ment 0OREwiosretresd l c, t aa fo ulndd4
cryptoEdfrapeowee &t aovmd t i nags SoEfC M¥Bmrt2o00w2alle S E C
has mnot yet approved any cryptocurrency ETFs be

Dealer Custody of Digital Asset Securitidsly 8, 2019.

98§ E C SEC‘ssues Statement and Requests Comment Regarding the Custody oPBigitaBecurities by Special
Purpose BrokeDealers ” pr ess r el e as e httpP/ivevesactgeviewsfiréssreleasaz20-340. a t

94 Office of Management and BudgeAgency Rule Lis—Spring 2021 athttps://wmwv.reginfo.gowgublic/do/
eAgendaMain

9 For more on ETFs, sé@RS Report R4531&xchangeTraded Funds (ETFs)ssues for Congresdy Eva Su
®¥David Weisberger, “ T hCoindéskNovembes 23, 2019Bhittpsd/vamiv.coindedk. Eorife-
casefor-a-bitcoin-etf.

"Kevin Vowgto Fmvest in Bihttpsdwwnerdwallet.aologindestingh@wtod , a t
investin-bitcoin/.

%8 However, two commodities trading platform€hicagoBoard Options Exchange (Cboe) and CME Gréugfer
Bitcoin futures trading.

®SEC Division of Corporate Finance Director William Hinman,

(Plastic),” speech delivered ato,Sahdrdancisco, CA dunenld 2018, latl Mar ket s S
https://mwww.sec.gowewsspeechdpeechhinman061418

10 Katheaine GreifeldandClaire Ballenting Bitcoin ETF Approval Odds Grow Longer After Gensler Critigué
Bloomberg May 10, 2021, afttps://mww.bloomberg.comewsarticles2021-05-10hitcoin-etf-approvaloddsgrow
longerafter-genslercritique.
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concerns. While U.S. reguwl £ftammdabawmalbaeopd emdEt & e
Bitcoin ETFs have received regul™tory approval

The SEC repeatedly stated in its rejections tha
governing mnation a%S pseecciufriictailelsy ,heaxttchhtahfegdpsr sotpaotsead s
not met the requirements in Section 6(b)(5) of
bédesigned to prevent fraudul@%t and manipulatiy

The agency aanalceuliant ead 2@ k8 rattaff letter that 11
ETF. In addition to market manipulatdion concern
valuation and prichigr exsmpldeg, ahld ET{Hwi cautsy. f
portfolio assets. The valuation process deter mi
and how the ETWwWasytpheartf oorthm. BSomowin ETFs would not
information necessary to adbdgudbighyvvdhuaelihygy da
fragmentation of the markets

Bitcoin ETFs also have supporters. One institaut
and convenient way for investors to invest in d
asset trading and partake in the potential fina
despite theofpfost emittilmlr ¢ srmedcd®]l hoaipwbbitoors patoe¢ me
dissenonng WdoBappobdowe 8T Commaisasli,on®BE Hester Pe
that certain Bitcoin ETF proposals do satisfy t
the disapproval may dampen inhovation and inhib

Stablecoins in Securities Mar kets

Stabkeaoitnype of digital assetbyelsiingkniendg tiot smav al
anot her asset or ac oblalsakteetr aolfi zacsdsfebtysi b ytay p iccharlrleyn
al gorT hlmesk h owxma mpslteatwlfecoins a¢eedetthecuandobie
bel olvh)e s e s thabgleenccamannpyodl i ¢y ,cmsnmiersvods s i d € opations
compausadlead dper ifaragduebsl d csta mfdueedli s c s B ti gdho b al
stabbsecoin

WINat e DiCamillo, “Canada APmro DeoindedkApride 20Rt,dtereum ETFs 1in
https://mmw.coindesk.comurposeinvestmentggetsapprovailto-launchfirst-etheretf-in-canada

102 For example, see SERelease No. 387267 SeltRegulatory Organizations; NYSE Arca, Inc.; Order
Disapproving a Proposed Rule Change, as Modified by Amendment No. 1, Relating to the Listing and Trading of
Shares of the Bitwise Bitcoin ETF Trust Under EY&ca Rule 8.20E, October 9, 2019, dittps://mww.sec.gov/
rulessrohysearca201984-87267.pdf

10315 U.S.C.§78f(0)(5).

104 gEC staff letterEngaging on Fund Innovation and @p-currency Related HoldingSanuary 18, 2018, at
https://mmww.sec.gowdivisionsinvestmentioaction2018tryptocurrency011818.htmFor more informatioon

cust o dbBigitalAssetCustody sect ion of the report. Liquidity refers to
without affectingthe price.
15y ordan Clifford, “T MediuRAugust 14,2018, dtips:f/mediumcongdlakcapitalthe

roadto-a-bitcoin-etf-4364b07a7e15

106SEC Commiss o n e r He s Dissant oPGommissiengr Heéster M. Peirce to Release N833£23; File No.
SRBatsBZX-201630, ” Jul y htps://wenmisdc yaowewsfiublic-staementpeircedissent34-83723

107 Financial Stability BoardRegulatory Issues of Stablecaoi@xtober 18, 2019, 4ittps://mww.fsb.orgip-content/
uploadsP181019.pdf
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Astablecoins airmdaihvgiedmanaproen enp {1 slxc a d i ©rgo sttsoicnngga n y
poldicsycuufhktiomahc$tabjlanyiBbaerdational financial
c har acat esrtiazbel® mmaments as the following:

Entities/structures involved in issuing stableco@stities/structures that manage assets
linked to the coins; infrastructure for transferring coins; market participants/structures
facing users (e.gplatforms/exchanges, wallet providers) and the governance structure for
thearrangement, including thelecand responsibilities of a possible governance body and
the underlying stabilisation mechanismused for the stabl&oin.
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FacebbowudkkiRide mFor mallanBHtPderalkived ETF Struct u:

ThRacebhack ¢dbl ec oiwnwididsiibtrear r e A'%hmestd t Pae me d

congressionalc ea tittesn tamonfouunmec ElmBe,n P2 @ m9 As s ociation,
nonprofit thatdeveltepmentDjiemeportedly planned t
stablecoinAti loeclomtga®B8 231 amalR OFQareibrogosk received
questions regarding whether Lib¥Rhdse aqu ESTFi amd

108 Financial Stability BoardRegulatory Issues of Stablecaixtober 18, 2019, #ittps://mw.fsb.orgip-content/
uploadsP181019.pdf

109G7 Working Group on Stablecoinisyvestigating Tle Impact of Global Stablecoi®ctober 2019, at
https:/Mmww.bis.orgpmipubl/d187.pdf

MW0Andr e w A c EaeebomkBacked Digital Currency Project Revamps to Address U.S. Regulaorerns ”

Wall Street JournalMay 12, 2021, alhttps://mww.wsj.condrticlesfacebookbackeddigital-currencyproject
revampsto-addresarsregulatorsconcernsl 1620854340

1Ry an Br kasehookBacked Diem Aims to Launch Digital Currency Pilot Later This Ye&NBG April 20,

2021, athttps://mww.cnbc.con®02104/20facebookbackeddiem-aimsto-launchdigital-currencypilot-in-2021.html

112y.S. Congress, House Committee on Financial Servitesa mi ni ng Facebook’'s Proposed Cryp
Impacton Consumetrsnvestors, and the American Financial Systéearing, 116‘Cong., Flsess., July 17,2019, at
https://financialservices.house.gogalendarventsingle.aspX>ventID=40400% and U.S. Congress, Senate Committee
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arose because to cwaowmltbea & kheed sbtya brleesceoriwme, alsisba tas ,
deposit st ecarnnd gohnvoter rtsn ¢8Nierwi tLiiebsrraubd kemsatted or des

onby authorized sellers. Somés imrdap dsreyd porpaecrtaittiic
structure 1is similar to the ¢ t4%Fatri ode taand sr e@cde A
structure anf€RSpReporExREAIAB@dgded Funds (ETFs) : | s

Cong,retsy .Eva Su

Facebook ac khoouwslee dhgeecadr iantg at hat hnbsamsus$ bhatopeera:
s ilmir twutET¥Ftsated its view that it is ¥t ill a pa
Diésmme swagmased bntLibrcor poDriatmeodr eu psdtactrneest 61 a g a
reser e ratafnadletisol ghaa i mngsst pus omewhaher EITEmblte uctu
in previ o #8l fa rddeueammen E ¥TnfFu, < tdmp Int hwi’sSHErCe gul at or y
regime geweurrnitng s , i naamsdtemet mie natSl BoGosmoprapsn ioevsa .l
would bet or elqauuinrcehd hteh 8 BfCrrowgap et t. e 'l y sswahuating wh
structure mdkes it an ETF.

Tet BReser ve Ass:€pbular Mhomldiand ory Dislosures 1

The largest stablecoin, Tet htebre, fwualsl yc rbeaactkeedd ibny
currdTetyhepr os pecteuascls ttagdtelsent hiasts ued into circul
onttone ratio with the equivalent amount of corr
Hong Kong bas ¢"#°BTigt he nitioprohio i dodniccer ns because

investigations 1ffeuddaylachda atkfeddit i iMite ww ¥ e r hkodt t orney
of fcilcaerTgeet ch e ra fafnidl iiattse d Bifr @med $n 8 . 51 anti flodaisolen t o s et
2021cl dadihmitags tombeltedctaciers e r v e se dapn dl &&bsvéedre r an d

Bitfinex deniddtappidr ohgdbding andd sacglroeseudr etso opfr
reserve as’sefdsirssctol stfuersek eovfe s ,12birnevacksdtoowrns |1 ear ned f

on Banking, Housing, and Urban Affaisx a mi ni ng Facebook’'s Proposed Digital Curr
Considerations116" Cong., Flsess., July 16, 2019, S. Hrg.1-Fd (Washington: GPO, 2019), at
https://mmw.banking.senate.gdwaringstxaminingfacebods-proposeeigital-currencyanddataprivacy-

considerations

WLibra Association, < IhipsAHibraowganiUSwhitelbapere r , » 2019, at
Wpave Nagid, “Most I nlkiel ERFtcimuyne 2512019 Fhitpsi/mwgy.etEconseactions/
blogimostinterestingetf-filing-everlibra;andl z abel 1 a Kaminska, “ Tr FimandiahTgmeSt abl ec oi ns

December 9, 2019, attps://mww.ft.coméontent2dd03db367c44ccec8a9c1439alb24fae

115y.s. Congress, House Committee on Financial Servieesminingliceb ook’ s Proposed Cryptocurr
Impact on Consumerkvestors, and the American Financial Systémaring, 118 Cong., F'sess., at
https:/ffinancialsrvices.house.govalendardventsingle.asp@ventID=404001

116 Diem, White Paper 2.pathttps://imww.diem.conen-usivhite-paper

WpDave Michaels and Lalita Clozel, “ S E CWalWstreeg Journafly e t her t o Re
13, 2019, ahttps://mww.wsj.comdrticlesisecweighswhetherto-regulatefacebookdibra-11563015601

18For size of Tether, see CoinMarketCaghttps://coinmarketcap.com

119 Tether,Tether Fiat Currencies on the Bitcoin Blockchaiathttps://tether.todp-contentiploads201606/
TetherWhitePaper.pdf

120New York Attorney General Letitia Jamdsttorney General James Ends Virtual Currency Trading Platform
Bi t f illagabActistieslin New Yorkebruary 23, 202t https://ag.ny.govgressreleaseZ02 1 Attorneygeneral
jamesendsvirtualcurrencytradingplatform-bitfinexsillegal, a n d O1 BifineK Bettles Néw,York Prokiato
Tether, Hiding Losses Bloomberg February 23, 2021, attps://www.bloomberg.combewshArticles2021-02-23/
crypto-exchangebitfinex-settleswith-newyork-to-endprobe

121 Tether, Reserve Breakdown at March 31, 2Qathttps://tether.tadp-contentiiploads202 105 tethekmarch31-
2021%-reservesreakdown.pdf
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firsme that a 1 asrgees epraovsatsiwoms pdc iTfeitéhd rc o mmer ci al
s hetretr m deb t?2Wintdl t’ln enmavtaklewta ¢ h oavomgd $60 billion
June 2s,0med 20lbs et hmed ts ednetecircardyt i vma » ¢ dwiiwdaetseperse a d

har mntve §23Thres us efulsedssofofatrkenf 1t ewhreh asse-
helped investordedoptidedtadtyidpiottiaenss i ehs about w

disclosurershbuonbddby manda Bretd ewdronrtygh etrh astt aabdldeict oi
disclosures may increase compliance costs and h
As of May 2021, the SEC has not publicly acknow
a Pres iWegnkGmoup on Financial Mdekendi mg admre meensti
and other factors, a s tt?4Crlietciocisn onfa yT ect ohnesrt ihtauvtee s
the SEC could see® enforcement actions

No#H ungi bl a( NB)Ke n

NFTs daghd sleitnsk ¢ wigftisand t @ ut h s tbtl wociktcyh a i nNFtTesc hnol ogy
are dif f‘fumrgttdbleanssmch asEtBietrclbammhmiachhdunit being t
same as anNFDs mowmangmebmacep @aoakemhdenticated
object i1itumicdplhee.olb@ghaotoefa tdiiognitthaalta masdseentdtnidc a t
havgr aoofr i,ogfiNnF Ts cophdcpgaseratnne¢etracunbvblgqguer new u
“stanigegdit al®™Masts eNETs ar e heblads eodh 1t chtew &4 lo ¢ Kktchheari en’

NF Tdsat e B® dBButthheyarted to gaifnolpl oopwuilnagr itthye iimn t2rQOo
of a noefw NEiwptttoiebaftfiadi vi dua(lbhgmdgdibgiatpal
ca¥Public awWFrlhsenicgshitneonledti2edny ¢ toifdhBE art wpoksedl y
fetamhédions®of dollars

NFS coehtdohhe rparbmeoff hatgdg guategpstr o.F oDt s e xNaFmpsl e ,
could rdeipgrid saidnn taas weitmbthde @ le t h eo mtsrsoeltlise dans@sy ct h e
These of such assets by ot her pmdtancrigphenntess r(teu agl
worddulndvol ve tpahyemeiNthsEs & bmdtd ed b o tolremrs o f

22y e mi ma Kelly, ¢&sTeertviBacked\iyGashtotheTsn R..8.9% Financial TimesMay 14,

2021, athttps://mww.ft.coméontentb29eb4e6796a4e81-8064596 7bbe3b4d9

2Z7acob Silver man, “ IngchBiteotn neestorg? NewRepubliSanuany 13, 2021E at
https://newrepublic.corafticle/160905ethercryptocurrencyscamenrichbitcoirrinvestors

24president>s Working GStatempnton Key Ragulatony arid Supenksary I&sees Relevant to

Certain Stablecoindecember 23, 2021, https://home.treasury.gasy/stemfiles/136/P WG StablecoinStatementl 2

23-2020-CLEAN.pdf.

125¢i mon Chandler, “Will Tether Be ClCGryptoVafitageldnuarysl2,a Secur ity a
2021, athttps://mmw.cryptovantage.comwsiiill -tetherbe-classifiedasa-securityandsuedby-the-sec

126 Josie Thaddeus o h What Are NFTs, Anyway? OnesluSold for $69 Million’? New York Timedarch 11,

2021, athttps://mmw.nytimes.con202103/11/artsbesignivhat-is-an-nft.html.

2"Nonfungible.com an dNobhFuAgibte TakesieailNRBpoP292athttps:d/nonfungible.com/
subscribeift-report 2020

28Nonfungible.com an dNohFuAgibte TakensYe®I)}NRepdt2020 ba s ,

129 gee CryptoKitties abttps://mww.cryptokitties.co

107y ames Tarmy and Olga Kharif, “These CrBlopmbergMrids Want t o B«
2021, athttps://mww.bloomberg.comewsfeatures2021-04-15hft-collectorsthis-is-who-s-buyingbeeplepak-mad
dogjonesmicahjohnson

BlEor more exampl esThe€uous WotldofNEThRed Estatetand DesigiNew York Times
May 25, 2021, ahttps://mww.nytimes.con202105/25Fashionsellingvirtual-realestate.html
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propertnw thghtfeoal ewNaFnmlpsd eccould help enable the 1d
t ranofr eomfdrolbdj ecmakingi®vhdaéchrezaetdi on process trans
Some charatyspai ap pdldhlk mith ctom nkgi nadd iogfi t’a o t wi n
anything existing in the real world and enablin
possessions withi¥ digital marketplaces.

Could BN&SEEgsurities?

The regulation of the NFTumaprakienkienidsg sndostitey et c 1l e
genenall yetcdiNFiTsi ¢ shat hees h mb hceotnevreinsttiioensado far t wo r
l e sesl 9l itke s e csuurbijteicets taonds ec Buhtet ie¢ mer e guhatti sm ¢ 1
complicated oNiFsTt hecaoMiEl®ls tdr aw i nc ame aslttyse pmsy me md h
or disv,i dtehnedyp @ tl stwa dhimadvme dt isfetsc.utrhii s point , however .
has not public NV Tsskanowilttidgse damdysubject to SEC

>SELSe'E£701 e

Fractionalizationhabbkbowsponve sNIFToabp farma cptxipoenn soifv ea

large NFTBwtl lfcddononalsiezceudr iNtFiTess caonudl dt hbues s u b j
regulSRBCoanmi s sioner Hester Peirce waummeidt ,fractio
statihpetwhole coscepmppof efdnn gfiFbMeeiimjogn t hat
geneisall,esist 11 kel”puitfo ibses uac“sseelcluertirtdyes Ttitisio nNFITsi,nt er
“vyou better bér ec anroetf uclr etahtadn gymwsuo me & b ¢ fing ntt h ptr @
secu®ity.

I n Apr il 2021, an industry participant filed a
t hcemmission ingtedte udmNEfgagition recommends t
publish a daneept noelieaes ®odn atdlvanceglu raitlieanm ka fn gV
propose ryulwhen oNRTsarare securities. As of May Z
guidankEEs on N

Aut hor Information

Eva Su
Analystin Financial Economics

132|n addition to Etherum network, NFTs could be held on other blockchains, such as Matic, Flow, and Wax.
13p r o s k MNRiTs Are Intéresting but Fractionalized Néuingible Tokens (INFTs) May Present Even More
Challenging JLSupaApril 23s 2021cathttps://mww.jdsupra.conégalnewsifts-areinterestingbut-
fractionalized9904209

B¥BSamuel Haig, “SEC’s “Crypt o Mo GouldB¥eak thesaw S@oinTelegraph Fr act i onal i
March 26, 2021, dittps://cointelegraph.coméwssecs-crypto-mom-warnssellingfractionalizednfts-couldbreak
thelawand Martin Young, “Going to Pi cteamsCoinTelegraphMarchnl8,1 i zed NFT

2021, athttps://cointelegraph.coméwsfoingto-piecesfractionalizednft-projectsgathersteam

135 gystainable HoldingsRulemaking Regarding Nefungible TokengsApril 12, 2021, ahttps://Aw.sec.gowules/
petitions2021petn4771.pdf and National Law ReviewRulemaking Petition Seeks SEC Guidance on NMBy 6,
2021, athttps://mww.natlaneview.comarticlefulemakingpetition-seekssecguidancenfts.
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