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July 25, 2022
 

 

SEC Charges Former Coinbase Manager and Associates
with Crypto/Digital Assets Insider Trading and Securities
Fraud 
 
 
On July 21, 2022, the U.S. Securities and Exchange Commission
("SEC") charged a former manager of publicly traded cryptocurrency
exchange platform Coinbase Global (NASDAQ: COIN) and two
associates with securities fraud and insider trading trading of
blockchain-minted digital tokens and other crypto/digital assets.
Coinbase itself was not charged.  A copy of the civil complaint filed in
the U.S. District Court for the Western District of Washington can be
found Here.  Simultaneously, the U.S. Attorney for the Southern
District of New York announced criminal charges.
 
According to the civil complaint, which seeks money damages of $1.1
million, including disgorgement of profits, prejudgment interest and
other civil penalties, as well as injunctive and other relief, the
Coinbase manager-defendant was a "Covered Person" for purposes
of its insider trading policy because he had access to material non-

https://www.sec.gov/litigation/complaints/2022/comp-pr2022-127.pdf
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public information, including what crypto/digital assets Coinbase
planned to list on its trading platform.  Although on notice of the
Coinbase policies and need to maintain confidentiality, the manager
repeatedly provided non-public information to his brother and a friend,
the other two defendants, concerning future Coinbase listings,
including the listings' timing and content, allowing them to purchase
the crypto/digital assets prior to listing and profit after listing (it is
common in insider trading schemes for there to be conspiracy
between an "insider" who has access to the non-public information
and one or more "outsiders" who can purchase the securities based
on the inside information without tripping any alarms).
 
There are a couple of important takeaways. First, while legislation and
reports pursuant to the President's Executive Order are pending (see,
"Bipartisan Senate Bill on Crypto/Digital Assets Introduced," "U.S.
Executive Order Issued to Develop Crypto/Digital Asset Regulatory
Framework," both available at Kurtin PLLC Whitepapers and
Advisories), the SEC continues to treat cryptocurrency and digital
assets, including blockchain-enabled initial coin offerings, or "ICOs,"
that pass the Securities Act of 1933, Securities Exchange Act of 1934
and "Howey" tests of an investment contract (investment of money in
a common enterprise, with a reasonable expectation of profit derived
from the efforts of others) as securities, and therefore subject to the
securities laws and regulations like any other security. 
 
Second, while we have reported on SEC enforcement actions in
larger as well as smaller crypto/digital asset schemes, the complaint
in this case, for disgorgement of little more than $1 million, suggests
that assumptions of "flying under the SEC radar screen," especially
when allegations of securities fraud and insider trading are
concerned, are misplaced. Promoters, issuers, brokers, traders and
underwriters of "digital asset securities" or "crypto asset securities,"
as the SEC currently calls them, need to as compliant with the
securities laws and regulations as their counterparts for any more
conventional security.  There is nothing inherently risky about offering
or trading in digital asset securities, as long principals and
intermediaries don't assume that their digital character renders them
exempt from securities laws and regulations in a way that would not
be the case for more conventional securities.

https://kurtinlaw.com/articles-whitepapers/
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Owen D. Kurtin
 
Notice:   Except for breaking information that our clients and friends
should be apprised of immediately, we will take our August pause
from publication of our Whitepapers and Advisories, while remaining
available to you otherwise. We wish you a good remaining summer,
and will be back after the U.S. Labor Day holiday on September 5.
 

For additional information on our professional services, please visit
our website at the link below and contact us at info@kurtinlaw.com or
+.1.212.554.3373.

 

Kurtin PLLC, a New York City-based law firm, focuses on corporate, commercial and
regulatory representation in the Biotechnology & Life Sciences, Communications & Media,
Information Technologies & Internet, Satellites & Space and Venture Capital & Private
Equity sectors. Since our founding in 2008, we have represented clients in over forty
countries on six continents and across the United States on transactional and dispute
resolution matters. Among our key values, none rank higher than creative and
individualized solutions to business issues, absolute client discretion and unsurpassed
responsiveness.

 

Kurtin PLLC Website

 

 The materials contained in this message and website pages, whitepapers, advisories and other items
directly linked to it have been prepared for general informational purposes only and should not be
construed or relied upon as legal advice or a legal opinion on any specific facts and circumstances. The
publication and dissemination, including on-line, of these materials and receipt, review, response to or
other use of them does not create or constitute an attorney-client relationship.
 
To ensure compliance with requirements imposed by the Internal Revenue Service, we inform you that
any tax advice contained in this communication (including any attachments) was not intended or written
to be used, and cannot be used, for the purpose of (i) avoiding tax-related penalties under the Internal
Revenue Code or (ii) promoting, marketing or recommending to another party any tax-related matter(s)
addressed herein.
 
These materials may contain attorney advertising. Prior results do not guarantee a similar outcome.
 
Copyright © Kurtin PLLC 2022. All Rights Reserved.
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