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July 9, 2025

VIA WEBSITE SUBMISSION

U.S. Securities and Exchange Commission
Crypto Task Force

100 F Street, NE

Washington, DC 20549

Re: Response to Crypto Task Force Request for Comment and Request for No Action
Relief

Dear Members of the Crypto Task Force,

Amalgamated Token Services, Inc. d/b/a CoinList and its affiliates (collectively,
“CoinList” or “we”) are pleased to submit these comments in response to the statement on
February 21, 2025 by Commissioner Hester M. Peirce entitled “There Must Be Some Way Out of
Here” (the “Statement”) requesting information from stakeholders on activity involving digital
assets. We commend the U.S. Securities and Exchange Commission (“SEC”) and its staff for their
thoughtful engagement with the novel and complex issues presented by digital assets.

This letter addresses the critical need for the SEC and the Crypto Task Force to clarify the
treatment of convertible digital instruments, specifically Simple Agreements for Future Tokens
(“SAFTs”) and token warrants as "qualifying investments" under Rule 203(1)-1 of the Investment
Advisers Act of 1940. Current regulatory definitions and interpretations create significant
operational and compliance burdens for U.S. venture capital funds, inadvertently hindering capital
formation and innovation within the burgeoning blockchain sector.

The central argument presented herein is that these assets are functionally and
economically similar to traditional venture investments, aligning directly with the core intent and
policy objectives of the venture capital fund exemption. Our analysis is supported by academic,
legal, financial, and regulatory perspectives, which all underline that a revised approach would
foster U.S. competitiveness, enhance investor protection by bringing more activity onshore, and
prevent the exodus of innovation. This memo outlines the compelling case for inclusion and
proposes actionable pathways for regulatory guidance.

Enhancing U.S. Innovation: A Proposal for Regulatory Clarity on Digital Assets as
Qualifying Investments Under the Investment Advisers Act

I Introduction: The Imperative for Regulatory Clarity in Digital Asset Venture
Investing

CoinList seeks to engage the Crypto Task Force in clarifying the application of Rule 203(1)-
1 to investments commonly made by venture capital funds in the blockchain technology and digital



asset sectors.! This includes a review of the venture capital fund exemption requirements, with
particular emphasis on "qualifying investments" and the 80-20 asset thresholds.

Rule 203(1)-1 provides an exemption from registration for investment advisers that solely
advise venture capital funds, requiring that at least 80% of a fund's assets be held in "qualifying
investments".2 This exemption was implemented following the Dodd-Frank Act, which rescinded
the broader "private adviser exemption" that many venture capital and private equity fund
managers historically relied upon.®> The legislative intent behind Rule 203(1)-1 was to define
"venture capital fund" to exempt advisers to such funds from registration, recognizing them as
typically unleveraged, long-term investors in early-stage or small privately held companies,
thereby limiting their contribution to systemic risk.*

A critical challenge arises from the current definitions within Rule 203(1)-1, which often
exclude commonly used digital asset structures, such as SAFTs and token warrants, despite their
integral role in venture fund investments within the blockchain sector. This exclusion creates
significant practical difficulties for venture fund managers, as digital asset investments in early-
stage token projects, often economically indistinguishable from traditional equity, cannot be
counted toward the 80% threshold of qualifying assets.

The current regulatory framework, by often excluding these convertible instruments due to
their touching digital assets rather than their economic substance, inadvertently undermines the
SEC's stated mission of facilitating capital formation and promoting innovation.> The SEC's
original objective for the venture capital fund exemption was to support capital formation for early-
stage, illiquid, long-term investments in private companies, acknowledging their limited systemic
risk.® SAFTs and token warrants, when utilized in the blockchain ecosystem, function precisely as
these types of early-stage investments. This creates an unfortunate contradiction: the spirit of the
law aims to foster venture capital, but its technical application, due to a lack of regulatory clarity
in adapting to new technology, inadvertently stifles the innovation the rule sought to promote.

Chilling early-stage investors unfairly constrains capital formation for startups innovating
in the blockchain space. This is not merely a theoretical concern; it has tangible consequences.
Reports indicate a significant decline in U.S. blockchain patent filings, with a 10x drop in 2023
compared to 2022, signaling a potential cooling off in U.S. blockchain innovation.” This
quantitative evidence, coupled with the general "frustrating lack of clarity for market participants"
8 suggests a causal link where regulatory ambiguity directly translates into reduced investment
and innovation within the U.S. This situation can lead to investment and innovation moving to
jurisdictions with more favorable regulatory environments.® The broader implication is that the
SEC's previous approach, while intended to protect investors, may inadvertently be driving
innovation and associated economic benefits offshore, thereby diminishing the U.S.'s competitive
edge in the global digital economy and undermining investor protection.

I1. Legal and Functional Equivalence of Convertible Digital Instruments to Traditional
Venture Investments

We contend that convertible digital instruments, specifically token warrants and SAFTs,
should be recognized as "qualifying investments" due to their strong legal and functional analogies
to traditional venture financing instruments.



A. Token Warrants: Structural and Economic Parallels to Equity Warrants

Token warrants provide the holder with the right, but not the obligation, to purchase digital
asset tokens at a predetermined price within a specified timeframe.!® These instruments often
include an exercise price, a vesting schedule, and an expiration date.

Token warrants are analogous to traditional equity warrants in their structure and purpose.
Both allow investors to participate in the potential upside of a nascent enterprise by providing
exposure to the future value of an emerging network or protocol, much like equity warrants provide
exposure to the future value of a company. The flexibility and digital-first nature of token warrants,
often enforced via smart contracts, distinguish them from traditional equity warrants, but their core
economic function remains aligned.'!

Token warrants are used prior to network functionality and prior to a specific token design.
As with traditional equity warrants, a token warrant is used at the earliest stages where capital
formation is needed most for a fledgling project or team.

The current exclusion of token warrants from "qualifying investments" appears to prioritize
the digital form of the underlying asset over its economic substance and functional purpose in
venture financing. The legal principle of "economic substance over form",!> a long-standing
doctrine in tax law, dictates that the underlying economic reality of a transaction should govern its
legal treatment, rather than its mere legal form. Applying this principle would mean recognizing
that a token warrant, when used in a bona fide venture financing context, serves the same capital
formation function as an equity warrant, irrespective of its digital nature. This perspective indicates
that the SEC could, through interpretive guidance, align the application of Rule 203(I)-1 more

closely with its underlying policy goals.
B. SAFTs: Functional Analogies to Convertible Notes and SAFEs

Simple Agreements for Future Tokens (SAFTs)!? are specifically designed for early-stage
venture financings, utilized by blockchain startups to raise capital from accredited investors with
the promise of delivering future tokens upon the launch of a functional network. This mechanism
directly mirrors the use of convertible notes or SAFEs (Simple Agreements for Future Equity) in
traditional venture capital, where investors provide upfront capital in exchange for a future equity
stake. SAFTs, therefore, serve the same capital formation function, enabling venture funds to
invest in the foundational development of promising blockchain projects.

SAFTs may specify a price per token or a discount, offering early investors a favorable
price in exchange for their early commitment while the token is still in development.!# The primary
advantage of convertible securities like SAFEs and convertible notes is their ability to allow
founders to raise capital without a set valuation for very early-stage startups, offering speed, cost-
effectiveness, and flexibility compared to a priced equity round.!> SAFTs extend these crucial
benefits to the digital asset space.

SAFTs are described as "pre-purchase agreements for tokens", analogous to SAFEs. This
highlights that venture financing often operates on a spectrum between pure debt and pure equity,
with instruments like SAFEs and convertible notes designed to defer valuation and provide
flexibility in early, uncertain stages. The SEC's definition of "equity security" is broad,



encompassing "common or preferred stock, warrants, convertible securities, or interests in a
limited partnership".!¢ The fact that "bridge financing" convertible into qualifying portfolio
company (QPC) stock is permitted'” establishes a precedent for including instruments that are
agreements for future equity. SAFTs, as agreements for future tokens that represent a future stake
in a network's value, should logically fall within this interpretation, particularly given their
functional equivalence to SAFEs. The challenge has been the SEC's historical reluctance to
classify digital assets as "equity securities" directly, often defaulting to an "investment contract"
analysis.” The argument here is that for the specific purpose of Rule 203(1)-1, the functional
equivalence should be paramount.

C. Alignment with the Investor Protection and Capital Formation Mandates of
the Advisers Act

The inclusion of convertible digital instruments issued in bona fide venture financings is
entirely consistent with the investor protection and capital formation goals underlying the Venture
Capital Fund exemption. '* These instruments are typically offered to sophisticated investors who
are capable of understanding and bearing the risks associated with early-stage, illiquid
investments. Venture capital investments inherently involve long-term horizons, often requiring
five to eight years or longer to reach maturity, and typically involve investments in companies with
little to no liquidity. '

Recognizing these instruments as qualifying investments would facilitate capital formation
in the rapidly evolving blockchain industry, fostering innovation and economic growth in the U.S.
without compromising investor safeguards. By providing such clarity, the SEC can help bring deals
back to the U.S. within the ambit and oversight of U.S. financial regulators, thereby enhancing
investor protection.

A paradox emerges: while the SEC's existing approach aims to protect investors?’, the
resulting regulatory uncertainty?! can inadvertently push legitimate digital asset innovation and
investment offshore or into less regulated environments. This creates a situation where U.S.
investors, particularly sophisticated ones who are the target of venture funds, might still access
these assets but without the benefit of U.S. regulatory oversight. Therefore, a proactive, clear
regulatory framework that enhances and reinforces the purpose of the Venture Capital Fund
exemption would enhance investor protection by bringing these activities onshore and under SEC
purview.

III.  The Detrimental Impact of Current Regulatory Ambiguity on U.S. Competitiveness

The current classification gaps for digital assets create significant operational and
compliance concerns for U.S. fund managers, directly impacting fund structuring, investor
reporting, and U.S.-based compliance efforts.

A. Operational and Compliance Burdens for U.S. Venture Funds

When digital asset convertibles, even those economically similar to traditional equity
instruments, cannot be counted toward the 80% qualifying asset threshold, it forces fund managers
to either limit their exposure, potentially missing out on significant investment opportunities, or
navigate complex and often inefficient workarounds to maintain their exempt status. This situation



creates an uneven playing field and can disincentivize U.S.-based venture funds from fully
participating in the digital asset space. The uncertainty plaguing the U.S. operating landscape acts
as a headwind to experimentation and investment. These operational and compliance concerns are
consistent across venture funds operating in the digital asset space.

The complex and often inefficient workarounds that fund managers must employ to
maintain exempt status represent a "regulatory drag" that increases operational costs and reduces
efficiency for U.S. funds. These compliance challenges and legal ambiguities" divert resources
from core investment activities and innovation. The lack of clarity acts as a hidden tax on U.S.
digital asset venture funds, making them less competitive globally and potentially leading to a
"race to the bottom" where innovation moves to less regulated, and potentially less secure,
jurisdictions.

B. Evidence of Capital Flight and Decline in U.S. Blockchain Innovation

As mentioned, the U.S. has seen a significant reduction in blockchain patent filings, with
a 10x drop in 2023 compared to 2022, while China accounts for 90% of all blockchain patent
applications in 2023.22 The lack of clear, comprehensive regulatory guidelines from the SEC for
cryptocurrency projects has created an "unpredictable, volatile environment fraught with risk and

uncertainty for market participants".?’

While foreign lawmakers and regulators are working to develop fit for purpose regulation,
the U.S. crypto regulatory landscape remains unclear, leaving financial institutions uncertain about
how to proceed with digital asset integration.?* In contrast, jurisdictions like Singapore are issuing
detailed guidance on crypto wealth due diligence,? which is expected to be observed and adopted
by other major financial centers, demonstrating a more pragmatic regulatory approach.?® Other
countries are proactively creating frameworks that attract digital asset innovation and investment.

U.S. venture funds want to invest and operate here, and fear an "innovation exodus" where
blockchain development and associated capital are moving away from the U.S. Research on
"Crypto as a Marketplace for Capital Flight"?” provides a theoretical and empirical basis for how
crypto can facilitate capital flight from countries with restrictive policies. If the U.S. does not
provide regulatory clarity, it risks losing its competitive edge in a foundational technology,
impacting future job creation, economic growth, and national security. The long-term implication
is a diminished role for the U.S. in the global digital economy, which contradicts the SEC's
mandate to facilitate capital formation and promote efficient markets.

The broader venture capital market is already facing significant challenges, with slow
fundraising and limited partners (LPs) being "unable or unwilling to reinvest in VC" due to a "lack
of liquidity" and insufficient return-generating exits.?® The aggregate total for exits of $500 million
and higher in the last three years is nearly half of the total from 2021 alone.?” The exclusion of
digital assets from "qualifying investments" further limits the investment universe for venture
funds, potentially exacerbating these fundraising difficulties. If a significant portion of early-stage
innovation is occurring in the digital asset space, and U.S. VCs are constrained from investing in
it, it reduces their ability to generate strong returns and recycle capital, creating a negative feedback
loop for the entire U.S. venture ecosystem. Addressing the digital asset classification issue is not



just about crypto, but about the health and competitiveness of the entire U.S. venture capital
industry.

IV.  Pathways for Regulatory Clarity and Guidance

The SEC's recent approach is markedly more collaborative than in prior years," shifting
away from "enforcement-first" strategies in favor of rulemaking and interpretive guidance.’* SEC
Chair Atkins has emphasized a "new day at the SEC," focusing on clarity, capital formation, and
crypto reform, actively welcoming input from industry participants.>! The SEC has already issued
new interpretive guidance on securities disclosures in the digital asset space,’? which has been
perceived as an "open invitation to discuss, troubleshoot and consider requests for interpretive
guidance or no-action relief".*

We believe tailored no-action letter relief could address specific factual scenarios involving
convertible digital instruments, providing certainty to market participants. Further staff-level
interpretation could promote consistent application of the rule across the industry, reducing
ambiguity for venture fund managers.>*

Providing clarity through these mechanisms is not just a response to industry demands but
aligns with the SEC's own evolving strategy to "facilitate capital formation" and "promote
innovation".>> This proactive engagement can prevent further capital flight and re-establish U.S.
leadership in the digital asset space.*¢

V. Conclusion

The economic substance and functional equivalence of SAFTs and token warrants to
traditional venture investments, coupled with the demonstrable detrimental impact of current
regulatory ambiguity on U.S. innovation and capital formation, present a compelling case for their
inclusion as "qualifying investments" under Rule 203(1)-1. The current framework inadvertently
stifles legitimate venture capital activity in a critical emerging technology sector, driving
innovation and investment away from U.S. shores.?”3%

We appreciate the Crypto Task Force’s desire to engage openly and honestly on issues
relating to digital assets, and in particular, the matters discussed above.*

Respectfully,

Sebastian Evans
General Counsel, CoinList

cc: Scott Keto, President, CoinList
Tom Howard, CoinList
Mike Katz, Esq., Partner, Manatt, Phelps and Phillips
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