
Crypto’s Evidentiary Debt Crisis
Problem Statement
Cryptocurrency markets face a unique evidentiary challenge. Investigations and enforcement actions 
often fail not because misconduct cannot be observed, but because the absence of misconduct cannot be 
proven. Regulators and exchanges alike are left with evidentiary debt—the unresolved burden of 
proving negatives.
Key regulatory blind spots include:
♦ Demonstrating that no wash trading artificially inflated reported volumes.
♦ Establishing that no front-running occurred before major transactions.
♦ Confirming that no unauthorized wallet access compromised investor assets.
♦ Verifying that no off-book trades manipulated prices behind the scenes.

Current State of Practice
Today, crypto exchanges provide audit logs and transaction records that document what occurred. 
These artifacts are inherently activity-focused; they cannot attest to what did not occur. As a result, 
when challenged, neither regulators nor market participants can produce definitive evidence of absence. 
This evidentiary gap undermines both enforcement and investor confidence.

Possible Solution: Cryptographic Receipts of Absence
Recent advances in compliance cryptography enable the generation of receipts that prove absence as 
well as presence. These receipts can function as tamper-evident mathematical attestations that a 
prohibited event did not take place within a defined scope and timeframe. In practice, they would allow 
exchanges to produce verifiable proof that:
♦ No wash trades were executed.
♦ No front-running transactions were admitted to the ledger.
♦ No unauthorized wallet access took place.
♦ No hidden order book was maintained.

Alignment with SEC Task Force Priorities
This evidentiary capability directly supports the Task Force’s stated priorities:
♦ Clear regulatory lines — Cryptographic receipts provide bright-line separation between compliant 
and non-compliant activity, moving beyond subjective policy interpretation.
♦ Tailored disclosure — Receipts of absence can be standardized as a disclosure framework, giving 
investors assurance in domains where traditional reporting falls short.
♦ Investor protection — By supplying mathematical evidence that no manipulation occurred, receipts 
strengthen confidence in market integrity and reduce litigation risk.

Case Example: Nevada Litigation
In a recent Nevada case, a trust alleged that $9 million in crypto trades never happened. Neither the 
exchange nor the plaintiffs could prove presence or absence conclusively. This evidentiary stalemate 
illustrates the systemic weakness: without cryptographic receipts of absence, disputes devolve into 
unverifiable claims, eroding confidence in both markets and oversight.



Conclusion
The SEC’s Crypto Task Force has the opportunity to close a structural evidentiary gap in digital asset 
regulation. By encouraging or requiring cryptographic proofs of absence as part of compliance and 
disclosure frameworks, the Task Force can transform crypto oversight from a trust-based regime into a 
verification-based one—reducing evidentiary debt, enhancing investor protection, and strengthening 
the integrity of U.S. markets.
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