MEMORANDUM

To: Crypto Task Force Meeting Log
From: Crypto Task Force Staff
Re: Meeting with Representatives of the Decentralization Research Center and BGR Group

On September 16, 2025, Crypto Task Force Staff met with representatives from the Decentralization
Research Center and BGR Group.

The topic discussed was approaches to addressing issues related to regulation of crypto assets. The
Decentralization Research Center and BGR Group representatives provided the attached documents,
which were discussed during the meeting.



Decentralization
Research Center

BY ELECTRONIC SUBMISSION

SEC Crypto Task Force

U.S. Securities and Exchange Commission
100 F. Street NE

Washington, DC 20549

RE: Crypto Task Force Meeting Request and Proposed Agenda

On behalf of the Decentralization Research Center (DRC), | am writing to respectfully request a
meeting with the SEC Crypto Task Force.

The DRC is a 501(c)(4) social welfare non-profit dedicated to advancing decentralization as a
fundamental characteristic of emerging technologies, including blockchain protocols and
applications that are immutable, censorship-resistant, transparent, secure, and enable data
self-sovereignty.

We would like the opportunity to:

Share how our research and coalition feedback may be useful to your work.

Hear feedback on our safe harbor proposal and control test framework (attached).
Walk through recommendations and concerns informed by legislative processes.
Discuss implementation considerations and potential next steps.

The proposed attendees representing the DRC are as follows:

Connor Spelliscy — Executive Director, Decentralization Research Center

Tony Douglas — Director of Strategy, Decentralization Research Center

Kyle Bligen — Head of Policy and Public Affairs, Decentralization Research Center
Sarah Brennan — Senior Advisor, Decentralization Research Center

Keaghan Ames — Vice President, BGR Group

Thank you for your consideration and for your continued engagement on these important
issues. We look forward to a constructive discussion.

Respectfully,

b

Kyle Bligen
Head of Policy and Public Affairs
Decentralization Research Center
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l. Introduction

In response to some of the questions posed in Commissioner Peirce’s There Must Be Some
Way Out of Here and The Journey Begins posts, we propose an interim relief framework that (1)
solves ‘go to market’ for token projects while more permanent guidance is developed and (2) is
aligned with current legislative efforts.

We are part of a working group that includes representatives from 20+ crypto foundations, labs
teams, venture capital firms, staking providers, advocacy organizations, and law firms, who
share the position that incentivizing decentralization in policy will be critical to building a
flourishing and sustainable blockchain industry. The majority of this group will be in attendance
at the 2025 Decentralized Tech Summit.

We are submitting the attached 2025 Safe Harbor Framework as a discussion draft to
begin the conversation, and hopefully receive your feedback, so that we can present you
with a final work product endorsed by a wide range of industry stakeholders. To that end,
the attached updated safe harbor includes a number of changes in the text of our
recommendations as well as some alternatives and additional information in footnotes. We hope
this is useful for the purposes of your team evaluating a number of different options and
viewpoints.

We know this subject matter is novel and nebulous at times, and different organizations within
the industry have vastly different recommendations. So we hope to help by herding the cats and


https://www.sec.gov/newsroom/speeches-statements/peirce-statement-rfi-022125
https://www.sec.gov/newsroom/speeches-statements/peirce-statement-rfi-022125
https://www.sec.gov/newsroom/speeches-statements/peirce-journey-begins-020425

ultimately providing you with a clear set of recommendations that has achieved some amount of
consensus.

Our updated version of the safe harbor, which we refer to as the “2025 Safe Harbor
Framework”, is based on Commissioner Peirce’s Safe Harbor 2.0, provides prospective and
retroactive relief for token projects, and consists of: (1) Rule 195 - Prospective Relief and (2)
Rule 195T Retroactive and Transitional Relief. We designed the 2025 Safe Harbor Framework
to:

e Provide different paths for a broad range of different types of crypto projects to opt-in to
a regulatory framework and signal good faith intent to comply;

e Provide the SEC with disclosure that enables it to harness data, learn about the market,
and inform rulemaking;

e Be used as a sandbox to iterate on rulemaking, develop a comprehensive taxonomy for
the industry, and create positive feedback loops that provide guidance for how the SEC
should refine and/or expand the relief offered and harmonize other guidance;

e Be easily administered with paths for both retroactive and proactive relief sharing a
unified test with discrete requirements to exit the reporting framework;

e Be synergistic with exemptive offering frameworks that can be used for pre-token
offerings, token distributions that are not eligible for the safe harbor; and,

e Scopes Network Maturity such that, once achieved, the Initial Development Group lacks
the control to alter the fundamental characteristics of the Network and Token.

Terms appearing below in bold have the definitions set forth in the 2025 Safe Harbor

Framework, which we have attached as a separate document. We have updated some defined
terms and concepts to align those in FIT21."

Il. Safe Harbor Relief Types

1. Rule 195 - Prospective Relief

This safe harbor provides prospective relief for new distributions of Tokens on a
transaction-by-transaction basis. Eligibility is measured at the time of the proposed distribution,
contingent on the project meeting the requirements for a Qualifying Distribution.

These requirements include having an eligible Token with a use case on a Functional Network
and not being subject to disqualification from using the safe harbor under paragraph (k), which
deals with the composition of the Initial Development Group.

Our eligibility criteria ensure the safe harbor is being applied to Tokens? that need network
effects and to be in the hands of end users, instead of disguised fundraising and/or exclusively
speculative use cases, by (i) limiting eligible Tokens to those which have a use case within a

' Available at https://www.congress.gov/118/bills/hr4763/BILLS-118hr4763rfs.pdf

2 NTD: The working group discussed whether both ‘network’ and ‘app’ tokens should be eligible for the
safe harbor and decided to provide a wide funnel to ‘opt-in’ to the safe harbor while having appropriate
thresholds in the exit test to reflect risk. We imagine the exit test will be subject to further refinement and
guidance once the safe harbor is live.



Network (which is intended to encompass a broader swath of concepts in line with FIT21’s
‘Blockchain System’); and (ii) ensuring there is live functionality for the Token within the
Network at the time of the distribution. We think further limits on eligibility are warranted to
ensure the Tokens are intrinsically linked to, and are designed to primarily derive their value
from, the programmatic functioning of a Functional Network; rendering company-backed Tokens
ineligible.

We propose that a Qualifying Distribution include all manner of offering Tokens or making®
Tokens available for public sale to users in a broad distribution, provided that proceeds from the
sale be in line with Reg A caps [$25M-$75M].*

Key compliance obligations for projects that have opted into, but not yet exited from, the safe
harbor include:

e Maintaining a US nexus, but which can contractually fulfill token issuance obligations
through tax efficient vehicles;®

e Providing required disclosures prior to commencement of sales;

Complying with disclosed offering terms and conditions;

e Implementing certain lockups and restrictions on sales consistent with the conditions of
the safe harbor; and

e Continuing to report and comply until Network Maturity is met.®

Projects that have met the Network Maturity test and exit the safe harbor must continue to meet
certain ongoing compliance conditions.

2. Rule 195T - Retroactive & Transitional Relief

This safe harbor provides retroactive and transitional relief for historical distributions of Tokens.
For historical distributions, there are two potential paths:

3 NTD: Intended to include all CEX listings here but more thinking should be done whether US or Non-US
(this belongs in the context of the offshore vs ‘regulated’ exchange discussion)

4 NTD: We would like the Commission to consider lower requirements where no monetary compensation
is exchanged (such as End User Distributions and for certain Eligible Airdrops that are defined as “the
distribution” of Eligible Digital Assets to a broad set of recipients without monetary consideration based on
uniform eligibility criteria to bootstrap user adoption, incentivize experimentation, or retroactively reward
certain behaviors.” [Designed such that airdrops can have multiple prongs in a campaign and
vesting/other conditions. You just can’t prime the market to work for free by announcing eligibility criteria
before it closes; a well designed program can reward participants in line with lift (linearly related to
activity)].

5 NTD: We think there should be greater leniency around the issuer for the types of airdrops described in
FN 4 above. In other words, where we draw the line for US nexus should be the inverse of the meme that
has applied historically — US users should have access to the broadest swath of opportunities to
participate while being a little more cautious of how non-US teams access US markets/users when they
are required to expend capital or there is capital at risk.

6 NTD: The working group had significant discussion around the scope of the safe harbor as a vehicle for
regulatory relief — there are mixed views on whether the safe harbor should offer prospective relief for
projects that never intend to reach Network Maturity but there is the potential that a project could enter to
signal good faith and opt-in to the disclosure regime while seeking exit through Expansive Relief...for
purposes of this discussion draft, we have limited the availability of the prospective relief to tokens
seeking Network Maturity while making transitional relief available for a broader sub-set of projects.



e |[f the Initial Development Group intends to meet Qualifying Distribution requirements
on a go-forward basis, they can use the transitional safe harbor to elect into Transitional
Relief until the [third]” anniversary of the effective date of the safe harbor framework,
upon which time they must meet the Qualifying Distribution requirements; or

e |[f the Initial Development Group does not intend for Tokens to be eligible for use within
a Functional Network, the Initial Development Group can elect for “Post-Hoc Relief”
and meet the below requirements while seeking Expansive Relief from the SEC to
conduct further distributions. Specifically, the Initial Development Group must:

o Opt-in within 6 months of publication;

o Be available to a broad set of issuers, including non-US teams;

o Submit a report describing the distribution for which relief is sought (transitional
or post-hoc) and whether it would otherwise constitute a Qualifying
Distribution?®;

o Keep current with Reporting Framework until Exit Reporting Criteria met®;

o Ensure go-forward distributions are done in accordance with Rule 195 unless exit
criteria are met or able to transition out via Expansive Relief.

m  Non-US teams can opt in until Exit Reporting Criteria met or reciprocity
conditions are otherwise developed.

3. Exit Test and Implications

Once a project meets the Network Maturity test, the team can file an exit report and exit the
safe harbor. That exit report consists of updated disclosures as at the time of filing, certifies
compliance with the conditions for exit, gives an attestation on why each of the elements of
Network Maturity were met and affirms the SEC'’s jurisdiction for fraud.

Once the project has exited the safe harbor successfully, the non-securities designation applies
broadly to the Tokens, provided that the project continues to meet certain conditions on an
ongoing basis.

Both Rule 195 and Rule 195T contemplate the possibility of failing to meet Network Maturity at
exit, in which case the Initial Development Group agrees to comply with any conditions

applicable to their exit, including without limitation, registration under 12(g) or otherwise
transitioning into a form of relief that is developed at a later date.

lll. Material Changed from Safe Harbor 2.0

1. Definitions

" NTD: There was discussion that the three year window was too permissive and this should be shortened
but for purposes of this discussion draft, we have left the time periods the same as in Safe Harbor 2.0 but
have bracketed for further discussion.

8 NTD: In which case, the transition to Rule 195 could take place sooner rather than later, but a 12 month

period might be required to ensure adherence to the requirements in Rule 195(c ).

® NTD: One comment we received noted the need for hardship relief if the project stops operating (wind
down) which we feel is appropriate with safeguards for preventing the team from exiting off of token
proceeds and shutting down after distributing proceeds.



We used existing defined terms where possible while expanding and updating their respective
definitions in line with concepts from FIT21, given these definitions have received significant
vetting and represent an updated starting point that reflects developments in the market.°

2. Eligibility for Safe Harbor

As discussed above, we reconfigured the safe harbor such that Rule 195T fulfills the original
purpose of Safe Harbor 2.0 and Rule 195 has slightly higher functionality and eligibility
requirements. We tried to set an obtainable bar for the functionality requirement at the outset, as
we are optimizing for a wide funnel and to encourage as broad an array of projects to optin to
this disclosure framework as possible.

We kept the mechanics of Safe Harbor 2.0 in place with respect to when teams file notices of
reliance, but we have introduced holding requirements that reduce the risk of teams selling
Tokens to those who otherwise have little structural protection. Outside of transition relief, we
intend for projects to continue to comply with the disclosure framework until an exit report
pathway is available."

Compliance with the safe harbor is assessed on a transaction-by-transaction basis while
encouraging good disclosure in distributing functional Tokens to users. It is designed to be used
by early stage and later stage teams while not putting new projects at a disadvantage or
providing incentives to continue offshoring. It is instead designed to be competitive with foreign
regulatory frameworks until: (i) reciprocity regimes and the limits of US nexus over an offering or
listing are developed and (ii) firmer standards for resales of Tokens by insiders or those issued
in private placements or compensatory issuances are implemented.

Given the existence of liquid markets and the need to construct listing standards in parallel,
opting into the framework could also serve as a de minimis threshold for the permissibility of an
initial listing on a US exchange going forward, and be the basis for any framework to permit
trading to continue in the asset (while in compliance with the safe harbor) until more standards
are established.

3. Transition Relief

We believe that the original time-bound Safe Harbor 2.0 should be repositioned as a transition
relief framework for past distributions. In designing transition relief, there is a delicate balance
between being sufficiently permissive to allow a wide range of projects to opt in for purposes of
encouraging reporting, facilitating enforcement, and signaling good faith — all while ensuring the
safe harbor does not simply become a tool for regulatory arbitrage and scams.

While we debated whether to have broad eligibility going forward, we think a reciprocity regime
would have the best anti-fraud protection with enforcement in a home jurisdiction for non-US
teams seeking US users. We feel this is the most appropriate avenue to expand the safe harbor
for offshore teams where they are required to comply with the laws in their home jurisdiction,
and even a fraud opt-in has jurisdictional hurdles to enforce. The Commission will need to issue
additional guidance for the measures teams must take to not ‘offer/issue’ into the US as well.

1 Revised Definitions pulled from FIT21. See Definitions for Blockchain, Blockchain Protocol, Blockchain
System.

" NTD: This is an open question given the number of routes this could take - all we know for certain is
that this needs to be interim relief while a more sustainable path is formed, which is likely years in the
making.



4,

Commitments

Generally speaking, we have increased the commitments required to be made by the Initial
Development Group, conditioned on meeting the specific requirements for the Qualifying
Distribution, as well as the following commitments:

5.

Acceptance of SEC Fraud Jurisdiction:'> We wanted to create a stronger hook here,
given the expansion of relief where the relief only applies to the distributions explicitly
covered and fraud jurisdiction continues after the exit report.

Disclosure Requirements: Commitment to continuous public availability of information,
including source code, transaction history, and governance mechanisms largely in line
with the Safe Harbor 2.0 reporting requirements but with expanded coverage and
stronger commitments to update for material changes.

Caps on Sales and Lock-Ups: We impose caps on proceeds from the safe harbor, limit
the safe harbor for particular disclosed public distribution transaction(s) (to limit use of
low float, high FDV models but allow airdrops and other transactions to be included in
the plan of distribution for a Qualifying Distribution to receive cover) and also impose
lockups and other restrictions on Tokens held by Related Parties and those issued
pursuant to capital raising activities such that they are subject to at least a 12-month
transfer restriction following the Qualifying Distribution.

Exit Test

The exit test uses an updated Network Maturity definition as the means for projects to exit the
safe harbor reporting (absent additional Expansive Relief), which would be used to establish
the outer limit of the securities laws application to a broader portion of supply (which could
extend to full supply if holding conditions are met). While we believe the particular test is a
matter in need of further discussion, we do believe that:

Network Maturity should occur when the Network is no longer ‘controlled’ by the Initial
Development Group.

The factors for when this occurs should be readily ascertainable (i.e., a bright line) but
can include a catch-all or the ability to expand the test to soften the rigidity of the bright
line test.

The test should align with the test for CFTC jurisdiction in FIT21.

We have included an example for discussion of such a test for Network Maturity which has four
components modeled off of the test for a decentralized system in FIT21 as well as, where noted,
criteria from a recent Decentralization Research Center (DRC) paper evaluating elements of

2 NTD: We are pivoting from requirements around marketing to accepting jurisdiction for fraud as the
restraints are too subjective and restrictive given the need to describe ongoing efforts. See additional
color below.



control™, all of which must be met for Network Maturity:'* The end goal is to ensure that, once
Network Maturity has been achieved, the fundamental characteristics of the Network and
Token cannot be arbitrarily changed by the Initial Development Group.

e The first prong (i) evaluates ownership concentration™ to measure the Token holdings
by the Initial Development Group and Related Persons to ensure no more than [20]%
of the Total Token Supply is beneficially owned by such persons.'®

e The second prong (ii) confirms through a design test whether the Network is otherwise
autonomous or able to be fundamentally changed by the Initial Development Team,
and, if applicable for the model, measures the ownership concentration for the means of
consensus along similar lines (we kept this concept from Safe Harbor 2.0).""

e The third prong (iii) evaluates whether any part of the Network integral to the Token’s
functionality or monetary value accrual remains manual or off-chain (i.e., functionality is
not dependent on the ongoing efforts of the Initial Development Team), whether the
team controls the Token supply model or if the Token supply model operates
autonomously and, as of exiting the safe harbor, any ongoing End User Distributions
are programmatic.'8'?

e The fourth prong (iv) evaluates the degree of retained control the Initial Development
Group has built into the Network through hard and soft permissioning.?’ The proposed
scope seeks to ensure that the Network does not entrench control in the Initial
Development Group and its Related Persons by preventing or prohibiting unaffiliated
persons from using, earning, or transmitting the Tokens, deploying software that uses,

3 NTD: These tests are articulated by DRC in the Designing Policy for a Flourishing Blockchain Industry
paper (the “DRC Paper”). We feel that the tests articulated in the DRC paper should also strongly be
considered within this framework available at
https://thedrcenter.org/wp-content/uploads/2025/02/DRC-Designing-Policy-Final.pdf ~ (detailing  eight
criteria for decentralization blockchain networks, centered around control; the criteria are: open,
functional, autonomous, permissionless, non-custodial, distributed, credibly neutral, and economically
independent).

* NTD: See definition of Network Maturity in Rule 195 proposal.

5 NTD: The intent is to mirror the requirements in FIT21 but to narrow the group captured. There were
discussions as to what degree investors are or should be included but to possibly limit to those with with
equity governance rights. In the discussion draft, we treat investors separately and to apply lockups
to/safeguards on holding periods but not aggregated in this test for ownership.

' NTD: Proposing an additional carve out for Ecosystem Development Arrangements such that
foundations and tokens carved out for community governed public goods are not aggregated with the
initial development team while controlling for gaming & conflicts of interest. Ecosystem Development
Arrangements may need additional safe guards to limit gaming of the carveout, including potential
disclosures (reporting as Large Holders to the extent allocated a material portion of the Total Digital Asset
Supply) and must disclose Related Party transactions; (ii) any distributions by the Ecosystem
Development Arrangement will be subject to the reporting (and compliance) requirements of the Safe
Harbor unless the Issuer Group meets the Autonomy Test.

"7 NTD: The language testing this element mirrors the “Autonomous Network” criteria in the DRC Paper.

8 NTD: This builds off of a more permissive v1 functionality gate at the outset of the relief and for the safe
harbor and at exit vis a vis the FIT21 test.

9 NTD: This mirrors language included to test eligibility of a Qualifying Distribution - that you expect this
to be the case as of Network Maturity.

20 NTD: This element uses the second component of the FIT21 control test, but we believe the first part of
the FIT21 control test is too onerous at this stage.



https://thedrcenter.org/wp-content/uploads/2025/02/DRC-Designing-Policy-Final.pdf

modifies, distributes, or integrates with the Network, participating in governance or
consensus/providing infrastructure services for the Network.

6. Network Maturity Exit Criteria

In Safe Harbor 2.0, projects could exit the safe harbor if they were either ‘functional’ or
‘decentralized’; however, to meet the ‘decentralized’ criteria many projects would also be
required to meet the functionality criteria AND a set of requirements that created poor incentives
to these teams (such as committing to not continue to work on the network or not having access
to MNPI, while no similar imposition was made for ‘functional’ networks). We feel it is more
appropriate to start eligibility at functionality for a safe harbor while offering other avenues for
teams to pre-sell tokens through investment contracts and to exit safe harbor participants
through a uniform test that contains bright line requirements for ease of evaluation and audit.

Further, in line with a functionality test that measures maturity as an exit, we have created a
tailored exit test for Network Maturity that measures the level of control retained over the
Network and Tokens to ensure there are minimal trust dependencies and therefore minimal
information asymmetry, such that the risk of permitting additional ongoing efforts is greatly
reduced. These are required to be disclosed, but the test does not preclude that all efforts with
respect to a protocol or network would cease. Many of these factors are intentionally designed
to match those in FIT21 while also accommodating early stage projects.

7. Removal of Marketing Analysis

We removed the marketing analysis because the safe harbor is intended to also be a sandbox,
available on an interim basis and free of securities law limitations around the Tokens. The
Commission’s jurisdiction for fraud remains, and lifting the requirement on the initial effort could
be reversed as the Commission observes the results of the safe harbor and iterates. Removal of
this analysis reduces complexity and helps projects better understand whether they are
complying with the safe harbor criteria for exit reporting.

8. Topics for Further Discussion.

We have included a number of bracketed provisions and footnotes for further discussion in the
2025 Safe Harbor Framework, including expanding the role of exchanges in disseminating
disclosure, the role of ecosystem development arrangements and other vehicles to house
treasuries, how to better organize, update and disseminate disclosure, among many other
topics. We believe a safe harbor framework is crucial for facilitating the near-term transition of
the existing market. In addition, any rulemaking efforts aimed at Tokens that accrue value within
decentralized models should draw from this effort and include a safe harbor mechanism to
ensure an orderly, compliant evolution of such models to Network Maturity.

We look forward to additional discussion.

IV. Paths for Ineligible Distributions

For distributions that are ineligible for the Rule 195 safe harbor, you must meet applicable
conditions of sale. Examples of these include:



1. Token Pre-Sales

We chose to make the distinction between pre-sales of investment contracts under Rule 195, as
these can fall under a crowdfunding exemptive issuance construct going forward with minimal
modifications.

Once the Tokens are live, the SEC can choose to allow such projects, where eligible, to
transition under Rule 195T whereby the Commission would choose to provide securities relief
for the Tokens that are the subject of the offering while maintaining adequate safeguards
around other distributions and insider Tokens.

2. Other Ineligible Tokens

We believe that the path for collectibles and other Tokens without onchain functions can be
developed in parallel through no-action relief and other interpretive guidance (such as the recent
memecoin guidance). We provide a path from Rule 195T to opting into Expansive Relief so
that projects can signal their good faith and willingness to comply in the interim.

3. Distributions Outside Qualifying Distributions.

Digital Assets with use cases or distribution methodologies beyond those contemplated by the
2025 Safe Harbor Framework can be dealt with via Expansive Relief.

Within the 2025 Safe Harbor Framework, we include conditions pursuant to which insider sales
and private placements may occur within the safe harbor and eventually flow to Trading
Platforms while limiting direct unrestricted sales into liquid secondary markets.

4. Additional Categories of Issuers.

The Commission will need to examine what additional procedural hurdles should be required for
public company issuers/foreign issuers - for now, the relief in Rule 195 is largely limited to those
categories of issuers who are eligible to use Jobs Act style crowdfunding (with some loosening
of the US nexus requirements). Rule 195T is broadly available to issuers for post-hoc relief but
limits future Qualifying Distributions absent Expansive Relief.
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Introduction

Introduction to the Revised Edition

This updated edition of Designing Policy for a Flourishing Blockchain
Industry reflects over a month of dialogue, collaboration, and feedback
from a wide range of organizations, researchers, developers, policy
advocates, and policymakers. It includes structural refinements and
clarifications to our original decentralization framework, along with
a reframing that better aligns with how the principles are likely to be
implemented across the policy landscape. The revisions reaffirm core
values of the crypto ecosystem while preserving the flexibility needed
to foster innovation and adapt to ongoing change.

Foundational Values Behind the Decentralization
Principles

It is important to note that the decentralization principles in this report
are not new constructs. They are a deliberate implementation of long-
standing principles advanced by the cypherpunk and open-source
communities — values that have shaped the blockchain ecosystem
from its inception. As recently articulated here, these include: open
participation, distributed control for system resilience, censorship
resistance, auditability, credible neutrality, and a focus on collaborative
tool building over empire building. These values are fundamentally
about building trustless systems that empower users without reliance
on coercive authority.

However, these values are not easy to uphold. Many systems today that
claim to be decentralized fall short, as the ease of adopting centralized
shortcuts has prevailed in the absence of regulatory incentives.
Falling prey to the temptation of centralization or worse, legislatively
incentivizing centralization and reintermediation, puts us in danger of
recreating existing systems but with extra costs and inefliciencies.

The result — blockchain implementations of legacy systems — poses
a net negative for society, introducing additional security risks, novel
systemic risks, and, remarkably, becoming more extractive than the
very systems they aim to replace.

Designing Policy for a Flourishing Blockchain Industry 1
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This makes it all the more urgent to design regulatory frameworks that
actively incentivize these values rather than reward their erosion. As
such, the goal of this effort is to translate these values into administrable
legal criteria and advocate for their inclusion in policy that shapes the
future of public infrastructure.

The Task Ahead on Blockchain Policy

Blockchain technology can provide users with unprecedented levels of
transparency, reliability, and security — as long as policy frameworks
allow it to flourish.

If properly regulated, blockchain technology facilitates
decentralization, giving users greater control over their finances and

digital assets, reducing reliance on overreaching institutions. Beyond
financial use cases, decentralized blockchain networks function as
infrastructure for a variety of applications that provide users with
more autonomy over their lives, including, for example: social media
platforms that allow users to own and control their data, community-

owned platforms that leverage decentralized governance to compete
with Big Tech, and digital identity protocols necessary for users to

protect their identity online from sophisticated Al-enabled bots.

The policy decisions made in the next two years will shape the
trajectory of this technology for decades to come. If policy conflates
decentralized and centralized blockchain technology, it will remove
the incentives needed for decentralization — an inherently more
complex and resource-intensive path — making centralization the
default and negating the benefits and risk mitigation that blockchains
enable. Without clear regulatory distinctions, builders will have strong
incentives to develop centralized blockchains, as they are cheaper to
run, easier to control, and allow the founders to build a walled garden
to capture and extract value from users. These systems offer little
meaningful improvement over legacy systems, continuing the cycle
of gatekeeping and limiting user autonomy rather than fostering the
open, permissionless innovation that decentralization enables.

The best-case scenario for blockchain policy is one that enables
a flourishing ecosystem of digital infrastructure, applications,
and businesses that provide significant autonomy and economic
opportunity to users. The worst-case scenario is a policy framework
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that fails to incentivize decentralization and innovation, instead
creating loopholes that enable opportunists to bypass securities laws
and exploit retail investors.

Defining Decentralization Under Law

A key challenge for policymakers is that there is no universally
accepted definition for a decentralized blockchain or digital asset.
However, over the past several years, academic research and industry
experience have helped us to better understand how to implement a
decentralization test under law, including where to draw the lines at
the legislative and regulatory levels.

Based on our review of relevant literature and work in the industry, we
believe that focusing on control is the most effective framing option
for defining decentralization under law. SEC Commissioner Peirce
referenced control in the context of blockchain decentralization in her
2019 Framework, and articulated it in more detail in a 2020 speech.

Meeting a test for control would significantly reduce information
asymmetries stemming from the control of a blockchain’s token,
justifying lower regulatory burdens or exemptions under securities
laws. Further, based on our many conversations with industry
stakeholders, there is a strong and growing consensus that anchoring
legislative and regulatory tests to points of control provides a cohesive,
coherent, and actionable means of aligning regulatory incentives to
build trustless systems while allowing regulators to address risks posed
by retained points of control.

From an implementation standpoint, it is essential to align the control
principles with the specific regulatory context. At the legislative level,
these principles should be expressed at a high level, while granting
implementing agencies the authority to issue detailed guidance and
establish rules-based exemptions. This includes the use of safe harbors
and other regulatory mechanisms designed to provide targeted and
comprehensive relief consistent with the overarching principles.

The first implementation of the principles could be featured in
a forthcoming token classification framework, whether through
market structure legislation currently being developed in Congress or
through an SEC-issued safe harbor. Both approaches aim to address
the securities status of tokens and determine how they may be legally
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traded. Notably, a decentralization test was included in H.R. 4763, the
Financial Innovation and Technology for the 21st Century Act. While

that version of the test marked an important and commendable step
forward, which informed some of our work below, it followed a rules-
based approach with several distinct criteria that were not clearly
unified under a principle like “control” This structure, while a great
start, made the test comparatively challenging to apply consistently
across a broad range of projects.

We believe Congress should instead ground the decentralization test in
the principle of “control” by adopting a hybrid approach: a principles-
based framework supplemented by rules-based safe harbors and other
exemptive relief. At the SEC level, we have already recommend the
introduction of two safe harbors: Rule 195, which would provide
prospective regulatory clarity for new token distributions, and Rule
195T, which would offer transitional and retroactive relief for past
issuances. We outlined these proposed safe harbors in detail in our

recent submission to the SEC.

Below we propose seven principles to be applied in control-based
decentralization tests. Outside of the context of trading tokens, we believe
that it is not necessary to weigh these principles equally or even use all
of these principles in all cases, as there should be a path to compliance
for all types of blockchain projects. However, these principles would
be particularly relevant when considering the securities treatment
of layer-one blockchains, which provide foundational infrastructure
upon which applications and businesses are built.

The principles are technology-neutral across distributed ledger
technologies and are evergreen, meaning any current or future
blockchain network can meet the standard. The principles were
designed such that verification would rely primarily on the network’s
source code, with additional transparency provided through
mandatory disclosures when necessary.

Carveouts to the principles should also be implemented to balance
competing policy interests, such as user safety. For instance, where a
security council retains narrowly constructed special powers in case
of incident. These sorts of exceptions should be limited and apply only
when necessary.
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Control Principles for
Decentralization

In this revised version, we have included a simple articulation of
each principle, the policy rationale for its inclusion, an example
implementation, and a section that summarizes key considerations
and potential carveouts identified through continued dialogue with
industry stakeholders.

1. Open Blockchain Network

Principle: Source code is publicly available and open source.

Infrastructure must operate in a way that is provably fair to all
participants, such that anyone can verify that the system does not
embed favoritism or hidden influence. Moreover, open networks
rely on network effects to operate effectively, with the token serving
as the primary value accrual mechanism that incentivizes broad and
sustained participation.

The principles for Open Blockchain Networks were originally

proposed in Defining Decentralization for Law in 2020 and have been
echoed in subsequent efforts like Regulation X.

Policy Rationale: Closed software systems can subject their users to
a number of risks, given that the source code is not made available to
users to audit. Securitizing ownership of such software should remain
subject to securities laws.

These risks can be reduced through open blockchain networks that
make their source code freely and publicly available so third parties
can audit the code. Open source requirements are an essential factor
in establishing a standard for reducing control and providing users
with the ability to verify how a protocol functions. Many open-source
licenses also enable participants to fork the underlying blockchain,
which, while not a panacea due to the practical implementation issues,
offers an escape hatch if a critical mass of users choose to exit to run
their own version of a protocol.
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Example Implementation:

The blockchain network is either: (a) a blockchain whose
source code is freely and publicly available open-source code;
or (b) a blockchain protocol whose source code is freely and
publicly available open-source code and is recorded for execu-
tion by clients on a blockchain of the kind described in clause

(a).

Discussion of Limits and Potential Carveouts: Industry stakeholders
held positions ranging from advocates for full transparency to those
who desired a materiality standard and some lenience for ancillary
functions. There are a number of gates market actors use to increase
their moats, the lowest hurdle is trademark protection, which is used
broadly in the industry. We also frequently discussed carveouts that
would assist in defending users against phishing attacks.

Stronger forms of IP protection and proprietary models, particularly
at the application layer, are increasingly used to establish competitive
moats. These range from source-available or BSL (Business Source
License) models to fully proprietary implementations, where the code
is non-public and its operation is a black box. We believe this trend
risks a slippery slope back toward a proprietary Web 2.0 paradigm,
especially if regulation is too permissive. However, the specific context
in which these restrictive IP measures are applied will be crucial in
assessing whether such licenses align with the principles. This issue
may warrant additional regulatory guidance and rulemaking as
agencies implement the broader legislative framework.

2. Autonomous Blockchain Network

Principle: The network operates without intervention using pre-
established rules encoded in the source code.

This principle operates as a check on resilience and incentivizes the
elimination of single points of control and failure. It does so by ensuring
systems are distributed and operate in a trustless environment with
smart contracts and mechanisms that enforce rules consistently and
predictably. This makes the network more resilient to attacks and
outages versus those that rely on, or can be arbitrarily altered by, a
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control group. This principle minimizes the risk of systemic failures
and, even if parts of a system are compromised, the overall network
can remain secure and operational.

Policy Rationale: By operating autonomously, a blockchain network
removes the need for a central authority, thereby eliminating single
points of control and failure with respect to both the network and its
token. For blockchains, if certain nodes or participants go offline or are
compromised, the system continues to function because the control is
distributed — autonomous functioning reduces the risk of systemic
failure or attack. Further, autonomous functioning ensures that the
systems operate based on rules that are transparent and enforced
through code, meaning that participants can trust the system without
the need to trust one another or any central authority. As a result,
control-related risks for all participants are substantially reduced.

Meeting this principle also ensures a network is “functional,” which is a
requirement that was previously included in the Financial Innovation
and Technology for the 21st Century Act in 2023, and can be traced
back to the SEC’s 2019 Framework for Digital Assets criteria, which
focused on systems being “fully developed and operational” and that

network tokens be usable in line with their “intended functionality”
Example Implementation:

The blockchain network operates, executes, and enforces its
operations and transactions, functioning on pre-established,
transparent rules encoded directly within the source code of the
blockchain network.

Discussion of Limits and Potential Carveouts: As a point of clarity,
this element is not intended to extend beyond the policy rationale for
its inclusion. It is intended to ensure the blockchain network operates
autonomously in the ordinary course but is not intended to limit
the ability for an initial developer team to continue to work on the
network or a prohibition on roadmaps with planned upgrades. It also
must have practical limits in its application. For instance, the ability
to operate without human intervention is not, itself, a prohibition on
human intervention if the potential for human intervention is limited
to the transparent rules encoded within the source code, transparent
rules disclosed to participants, and compliant with the other factors
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in this analysis, as well as other practical limitations stemming from
other areas of the law like informational reporting obligations.
Almost every organization we spoke with stressed the need for
carveouts to protect user safety. For instance, many networks utilize
a security council that retains a narrowly constructed set of special
powers in case of a critical security incident.

We discussed the need to match the materiality of offchain elements
that may exist in a given model with various stakeholders to the risks
this element is intended to address. We also discussed the operation
and various functions of decentralized governance and the limits of
each and every decision being able to be implemented onchain. Many
stakeholders feel that carveouts should be made where centralized
offchain points of control have been implemented on the basis of
decisions made by decentralized governance. We do not feel that
decentralized governance can be a cure-all, but regulatory agencies
implementing this legislative framework should give guidance as to
the appropriateness of potential delegations made by governance to
trusted parties (as well as standards for said parties and governance
overall).

3. Permissionless Blockchain Network

Principle: No person or group of persons under common control has
unilateral authority to restrict use of the network.

This principle tests the design of the network — specifically, whether
the technology is public infrastructure or a privatized tech platform.
Permissionlessness ensures users are less vulnerable to actions
that could compromise their property rights, be value extractive to
their participation, or fundamentally alter the rules of the game. It
is also a factor that supports the distribution of power required by
the ‘autonomous’ principle, diminishing the reliance on the original
developers and allowing control to be further distributed among active
participants.

Policy Rationale: If a user’s participation in a blockchain network can
be unilaterally restricted, then the user is subject to significant control-
related risks stemming from the lack of transparency, potential for
collusion, and censorship. Any third party with restricting authority
could utilize that power indiscriminately against an individual
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tokenholder or all tokenholders, to harm their property rights and
extract value. If no such control exists, then tokenholders are free
to use and participate in the blockchain network as they see fit and
may exit the system at any time, thereby insulating against risks of
information asymmetries, conflicts of interest, and value extraction.
Permissionlessnessis critical to achieving meaningful decentralization.
By enabling any third party to interact with and build on the system
without needing approval, trust dependencies on the original
development team are substantially reduced. As the system evolves,
those dependencies should continue to decline, helping mitigate risks
tied to information asymmetries.

While some projects may launch with permissionless architectures,
for many, introducing permissionlessness too early can pose
significant security risks. In such cases, it is more prudent to phase
in permissionlessness as the system matures. Accordingly, it may be
inappropriate to mandate permissionlessness at launch, but reasonable
— and arguably necessary — to require it before insiders are permitted
to sell.

This principle was proposed in the Financial Innovation and
Technology for the 21st Century Act in 2023.

Example Implementation:

The blockchain network does not empower any person or group
of persons under common control with unilateral authority to
restrict or prohibit use of the blockchain network, including,
without limitation: (a) deploying software that uses or inte-
grates with the blockchain network; (b) operating any client,
node, validator, or other form of computational infrastructure
with respect to the blockchain network; or (c) participating

in any decentralized governance system. Notwithstanding the
foregoing, it will not be deemed a barrier to open use and par-
ticipation should a Network implement mechanisms to restrict
access provided they are non-discriminatory and designed
solely to preserve the security and stability of the Network,

such as to mitigate spam or malicious activity, provided further
that these mechanisms are transparent, equitable, and do not
impose unreasonable barriers to participation.
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Discussion of Limits and Potential Carveouts: It has long been
understood that certain carveouts would be necessary for this principle,
a view consistently echoed in our discussions with stakeholders. As a
result, we included a basic carveout to clarify that this principle should
not be interpreted as prohibiting consensus mechanisms that enable
open but economically rational participation, the use of transaction
fees to incentivize network engagement, or user safety measures such
as rate limiting.

During discussions with industry it became clear that there should
also be carveouts in (c) for the operation of transparent onchain
decentralized voting systems which may impose voting standards
(i.e., a staking requirement to vote) or other mechanisms to ensure
fairness and the alignment of incentives or to discourage gaming and
self-dealing.

Questions were also raised about the scope of (b) as it relates
to computational infrastructure, particularly given its potential
implications for various application-layer technologies and L2
solutions. We believe materiality plays an important role in this
analysis. The context in which more restrictive, permissioned elements
are applied, both in terms of timing and function, will be critical in
assessing whether they align with this principle. These issues may
warrant further regulatory guidance and rulemaking during the
implementation of the legislative framework.

There are also a variety of mechanisms employed that amount to soft-
permissioning that will test the outer limits of this element, whereby
regulators will likely be tasked with providing guidance as to whether
the spirit of this principle is met.

4, Non-Custodial Blockchain Network

Principle: Participants can maintain total independent control of
their digital assets, governed solely by their private keys.

Policy Rationale: Total independent control is alongstanding concept
in regulations relating primarily to money transmission. For example,
the FinCEN 2019 guidance includes a “total independent control” test

with respect to multiple signature wallet providers, but the test is also
applicable on a broader basis for assessing non-custodial networks
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for purposes of market structure regulation. With respect to a non-
custodial network, the factors should be: (a) the value belongs to the
owner; (b) the owner interacts with software or other technology to
initiate a transaction, supplying the necessary credentials required
to access the value; and (c) any other person or group that provides
software tools, additional validation, or other non-essential services
in a transaction at the request of the user never has total independent
control over the value.

Non-custodial technologies ensure that only the user has the authority
to make decisions or take actions, such as transferring or moving their
crypto assets. This principle is supported by existing guidance and is
codified in 31 CFR § 1010.100(ff), which clarifies that providers of
“delivery, communication, or network access services” used to support

auser’s activity are not financial intermediaries. Instead, such providers
— whether offering communications tools, hardware, or software —
are considered engaged in trade. Because these technologies do not
maintain an account relationship with users or have access to their
crypto assets, they are excluded from Bank Secrecy Act obligations.
This same logic underpins decentralization goals: the control test
offers objective, measurable criteria for assessing the extent to which
third parties provide essential network services.

Example Implementation:

The source code of the blockchain network enables participants
in the blockchain network to maintain total independent con-
trol of network tokens and other digital assets owned by them,
with access and management governed solely by their private
keys.

Discussion of Limits and Potential Carveouts: One question we
received was around the scope of the application of this principle to
L2 bridges. L2s are still mostly early in the decentralization journey

but they, along with other protocols, should benefit from transition
relief once we set legislative and regulatory targets to work toward.
We generally believe that Stage 2 1.2s should receive some measure
of regulatory accommodation. Ultimately regulatory agencies should
provide more guidance and ruling making with respect to how this
principle should be applied in the L2 context.
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5. Distributed Blockchain Network

Principle: No person or group has unilateral authority to alter the
network or control a large percentage of network tokens.

This principle adjudges the practical concentration of power of the
initial development team and other market participants. Such actors
may retain or accumulate power by controlling consensus mechanisms
— for example, through large-scale mining operations or, in proof-
of-stake systems, by holding a significant portion of staked tokens.
Similarly, governance token holders with controlling stakes can
disproportionately influence the outcome of governance votes.

Policy Rationale: If a network can be unilaterally altered by a person
or group under common control, the potential for information
asymmetries, conflicts of interest, insufficient disaffiliation, and
value extraction is significant. Beyond ensuring that no person can
unilaterally change the functionality or operation of a network,
decentralized blockchain networks should seek to incentivize
participants to contribute value to the ecosystem and correspondingly
distribute that value more equitably among system stakeholders
according to their contributions.

To achieve this, blockchain networks need to vest meaningful power,
control, and ownership with system stakeholders. As a consequence,
the value of the ecosystem as a whole accrues to a broader array of
participants rather than one central entity and its shareholders. This
helps to transform networks from proprietary technologies to public
infrastructure, thereby reducing control-related risks to tokenholders.

The broadly distributed threshold of 20% is meant to drive the
distribution of tokens among stakeholders (i.e., developers,
contributors, and consumers) to incentivize contributions to the
network for the benefit of all. In other words: facilitating the benefits
of modern network effects, without the pitfalls of centralized control

and captive economies. We believe that this principle should also be
reflected in regulations that address secondary market actors because,
as pointed out by various critics, equality of access in principle means

being susceptible to capture in practice.
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This principle, as it relates to an initial issuer group, was proposed in
the Financial Innovation and Technology for the 21st Century Act in
2023, which specified a threshold of 20%, and can be traced back to
the 2019 Framework’s criteria and Hester Peirce’s Token Safe Harbour

Proposal 2.0. The paper Reframing How We Look at a Crypto Legislative

Solution engages in a broader discussion of how market actors can

amass power over the means of consensus and network infrastructure
and pose a risk to network resiliency.

Example Implementation:

No person or group of persons under common control: (a) have
the unilateral authority, directly or indirectly, to alter the func-
tionality, operation, or rules of consensus or agreement of the
blockchain network; or (b) beneficially own, in the aggregate,
20% or more of the total amount of units of a network token or
had the unilateral authority to direct the voting, in the aggre-
gate, of 20% or more of the outstanding voting power of such
network token.

Discussion of Limits and Potential Carveouts: During discussions
with industry, many suggested that “common control” should be
interpreted consistently with its meaning under securities law,
particularly in light of concerns that tokenholder governance models
could be construed as de facto general partnerships. In this context,
we noted that token voting alone — absent collusion or a formal
relationship — should not, by itself, trigger a finding of common
control.

This principle should draw rational lines between the initial developer
group and large passive holders in assessing concentration.

It should not disincentivize the sustainability or continued
development of a network, and related, it should recognize the need to
create carveouts for independent treasuries and practical guidance for
token supply models with inflationary mechanics.

6. Credibly Neutral Blockchain Network

Principle: The source code does not empower specific persons with
private permissions over others.
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Policy Rationale: Credible neutrality is one of the core advantages of

open blockchain networks over closed systems. Because blockchain
networks can offer transparent, enforceable guarantees about how they
operate, they minimize the risk of discrimination against specific users
or use cases. This ensures the network remains open and accessible to
all. In contrast, the absence of credible neutrality inherently creates a
dynamic where certain users or applications are favored over others,
fostering information asymmetries and enabling value extraction.
By establishing a level playing field, credible neutrality promotes
fair competition, broad participation, and ultimately maximizes the
network’s value for all users.

Example Implementation:

The source code of the blockchain network does not empower
specific persons with private permissions, hard-coded privileges,
or similar rights over other similarly situated persons.

Discussion of Limits and Potential Carveouts: Consistent with a
few other principles, the concerns industry stakeholders raised on
credible neutrality were mostly limited to the need for safety carveouts
and for the practical implementation of this principle being easiest at
the infrastructure level and more nuanced at the application level.

7.EconomicallyIndependent Blockchain Network

Principle: Mechanisms that facilitate value accrual to network tokens
should be functional.

Policy Rationale: Given that network tokens derive their value from
the operation of an underlying blockchain network, it is critical that
such value-driving mechanisms be deployed to reduce control-related
risks to network tokenholders.

A blockchain enabling the redemption of network tokens for digital
products or services (e.g., paying for gas fees on a layer-one blockchain)
is the simplest example of economic independence. Though simple, its
impact is exceedingly effective — this step alone can embed supply
and demand drivers into the system’s network token.

While providing an economic model may make it easier to demonstrate

that tokenholders have a “reasonable expectation of profits” when they
acquire a network token, an economic model reduces risks associated
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with such expectations — where a centralized team with control of the
system has yet to deploy such mechanisms, the economic functioning
of the system will be entirely speculative, and the network token’s value
will be much more susceptible to information asymmetries, market
manipulation, and value extraction driven by incentive misalignment
among network participants. Where an economic model has been
deployed, such control-related risks are greatly reduced.

Ultimately, implementing a token economic model is a critical step
in aligning profit expectations with the functioning of the blockchain
network rather than with a centralized company. This helps establish
the network token’s economic independence from any operating
entity, thereby mitigating control-related risks such as information
asymmetries. Moreover, economic independence can reduce the
likelihood that the token will be classified as a “convertible virtual

currency” or that its issuer will be deemed a money transmitter.
Example Implementation:

The primary programmatic mechanisms of the blockchain
network that are intended to facilitate substantial value accrual
to its network tokens through the functioning of such system

are functional, including, without limitation, mechanisms

that: (a) enable the use, consumption or redemption of such
network tokens for the digital products or services offered via
the blockchain network; (b) automatically adjust the supply of
the network token; or (c) programmatically distribute proceeds
from the functioning of the blockchain network.

Discussion of Limits and Potential Carveouts: Industry stakeholders
frequently brought up the role of decentralized governance in the
ability to update or alter the value accrual mechanisms.

Additional Considerations and Carveouts

1. Application of the Principles Above the Base Layer

We think the above principles should be most stringently applied to the
base layer of blockchain networks. However, for L2s and decentralized
applications, which derive their fundamental security and integrity

from the underlying base layer, different weights should be assigned
to the principles depending on context — for example, one could place
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greater emphasis on trustlessness, permissionlessness, and autonomy,
and a more flexible approach to distribution and credible neutrality.

Practical realities — including operational needs, distinct threat
models, and the specific functions served by higher layers — should
inform a tailored but coherent application of these principles.
Materiality should also guide flexibility: centralized features should
be evaluated based on whether they materially affect the system’s core
functioning, or whether they relate to ancillary services that do not
alter fundamental trust assumptions.

Accordingly, carveouts and accommodations should include
narrowly tailored security and emergency mechanisms, structured
transition periods for existing networks, and frameworks should be
created for regulators to recognize and support credible progressive
decentralization paths for emerging systems.

2. Decentralized Governance Carveout

As a more general matter, nothing in the framework is intended
to freeze or ossify the technology, particularly when upgrades are
necessary to enhance user safety or improve the user experience. The
legislative framework should: (i) affirm that governance mechanisms
and, where appropriate, delegations to trusted parties for user safety,
are permissible; and (ii) direct regulatory agencies to provide guidance
on governance standards, including the circumstances under which
governance may delegate authority to trusted parties, and the criteria
such parties must meet.

With respect to point (ii), an example implementation for such a
carveout could be: A Network shall be deemed to have achieved [the
foregoing control test] notwithstanding any delegation of authority
with respect to the functioning of such Network to a [decentralized
governance system] so long as any such delegation is limited in scope
and purpose to protect users and in line with general market practices,
including, without limitation, delegation of special powers to a security
council in the event of an emergency incident.
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