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[ Abstract ]

Legal Issues on Blockchain Consensus Algorithms and
Cryptocurrency

Kwon, O-Hoon'

Since Bitcoin, the first cryptocurrency, was issued, countries have generally regulated
cryptocurrency through financial authorities. In other words, should certain characteristics of
cryptocurrency conform to the definition of securities, various regulations on securities would
be imposed, even if they are categorized as cryptocurrency.

Given such interpretations, there have been discussions on whether cryptocurrency are
securities in general. However, discussion on whether various types of blockchain consensus
algorithm changes the status of securities appears insufficient. It should be noted that, in
addition to the overall review of cryptocurrency, the different blockchain consensus algorithms
differ in how new cryptocurrency is issued to the participants.

It should be noted that the U.S. Securities and Exchange Commission(SEC) has decided
to impose fines on ICO tokens but has remained silent on cryptocurrency issued on a fully
decentralized blockchain. A developed blockchain after an ICO shall often transform to a
decentralized blockchain. The requirements of SEC v. Howey, traditionally used to determine
securities in the United States, have led to more complex interpretations when it comes to
cryptocurrency.

This paper first defines the typical blockchain consensus algorithms such as PoW(Proof
of Work), Proof of Stake(PoS), and Dedicated Proof of Stake(DPoS), and how each algorithm
is applied to the Howey test under U.S. Securities Act. Furthermore, the paper will discuss
how cryptocurrency issued under the Korean Capital Market Act will be interpreted, whether
cryptocurrency shall be regarded as Financial Investment Product.

By examining the strong regulations of the Capital Market Act and its relationship with
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the cryptocurrency, participants in the blockchain and cryptocurrency markets shall have a
better prediction on the regulations. The Korean government is also advised to implement
guidelines to minimize confusion in the market by referring to the SEC’s guidelines and

examples of securities judgment in cryptocurrency.

[Key Words] Virtual assets, virtual currency, cryptocurrency, blockchain, consensus algorithm,
Bitcoin, SEC, U.S. securities law, Financial Services Commission, Financial

Supervisory Service, Capital Market Act, Financial Investment Products, Howey
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