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QOctober 31, 2018

Office of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549

Office of Chief Counsel

Division of Markets and Trading
Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549

Re: Dash Virtual Currency
Dear Sir or Madam:

On October 4, 2018, representatives of our client Dash Core Group, Inc. (“DCG") and we met with
members of the Staff of the Division of Corporation Finance and the Division of Markets and Trading to
discuss our draft letter dated August 30, 2018 requesting no action relief (the “Draft Request’) in respact
of Dash, a virtual currency, on the basis outlined therein. At such meeting, the Staff requested that we
provide a supplemental memorandum analyzing Dash within the rubric of the factors outlined by William
Hinman, Director of the Division of Corporation Finance, in his speech titled “Digital Asset Transactions:
When Howey Met Gary (Plastic),” dated June 14, 2018. This letter sets forth our analysis.

For ease of reference, each of the factors identified in Director Hinman'’s speech is reproduced below in
bold text with our responses immediately following.

1. Is there a person or group that has sponsored or promoted the creation and sale of the digital
asset, the efforts of whom play a significant role in the development and maintenance of the
asset and its potential increase in value?

The Dash network (the “Network”) is decentralized and has been since inception. Dash and the
Network initially were developed by a small group of individuals led by Evan Duffield, but these
individuals’ efforts were relatively quickly replaced by efforts of a much larger decentralized
community of persons interested in promoting Dash as a superior virtual currency. DCG is not aware
of any of the initial developers continuing to play a significant role in further development or
maintenance of the Network.

As explained in greater detail in the Draft Request, the Network consists of thousands of nodes that
validate transactions which are processed by “miners.” Certain nodes known as “masternodes’
perform specialized functions on the Network, including processing InstantSend transactions (which
allow users to receive confirmation of their transaction within seconds) and PrivateSend transactions
(which provide enhanced privacy). In exchange for their contributions to the Network, miners and
masternodes share “block rewards,” which are sums of newly created Dash, and transaction fees. All
Dash in existence has been created via the issuance of block rewards and Dash Treasury Funds
(discussed below) after the Network was operational. The Network has never sold Dash.
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In addition to performing specialized functions for the Network, masternodes also serve a governance
function in the Network by voting on Network proposals. Each month, 10% of the amount of
aggregate block rewards is allocated to “Dash Treasury Funds,” which are used to fund projects and
activities that serve the needs of the Network, including supporting further development of the
Network and promoting the use of Dash. Anyone can submit a proposal for such a project for a fee of
five Dash (Dash paid as proposal submission fees are deslroyed). The decision Lo approve a specific
proposal is determined by a vote of the masternode operators. Assuming there are sufficient Dash
Treasury Funds to fund a particular proposal, if the number of votes in favor of such proposal
exceeds the number of votes against a proposal by a margin of at least 10% of the total number of
masternodes, the Network automatically creates and allocates the requested amount of Dash
Treasury Funds contemplated by the proposal.1

Numerous organizations, groups and individuals, including DCG, regularly submit proposals for Dash
Treasury Funds to fund their activities in support of the Network. DCG provides software
development, marketing, advocacy and business development services to advance the interests of
the Network. However, there are other organizations, groups and individuals who regularly submit
proposals for and receive Dash Treasury Funds to provide these types of services to the Network.
Masternode operators determine which proposals to fund.

2. Has this person or group retained a stake or other interest in the digital asset such that it
would be motivated to expend efforts to cause an increase in value in the digital asset? Would
purchasers reasonably believe such efforts will be undertaken and may result in a return on
their investment in the digital asset?

As architected, there never was a “developers’ fund” or other reserve of Dash that was allocated to
the developers of the Network. Any Dash possessed by early developers of the Network was
acquired through mining (in which case, their mining activities competed with those of other miners)
or as Dash Treasury Funds or purchased on the secondary market.

Similarly, organizations, groups and individuals who “support” the Network today do so by processing
transactions (and are rewarded with block rewards) or performing services to benefit the Network
pursuant to proposals submitted to and approved by the masternode operators. For example, DCG
submits proposals to cover its operating expenses, including compensation to employees, contractors
and other service providers, rent and other overhead expenses. DCG spends nearly all of the Dash it
receives on a monthly basis; any balance is maintained for working capital purposes (e.g., to pay
operating expenses in months during which such expenses exceed the Dash Treasury Funds
received by DCG).

Dash Treasury Funds can fund proposals that promote Dash or improve the functionality of the
Network, which may lead to an increase in Dash’s value due to demand and other market factors.
However, there is no assurance that any proposal for Dash Treasury Funds will be approved or that
parties who provide services to the Network will continue to do so.

! From time to time, proposals are submitted that seek input from the masternode operators regarding significant
strategic decisions relating to the Network rather than requesting allocation of Dash Treasury Funds. The subject
matter of past ‘decision proposals’ has included increasing the transaction block size, changing the Dash logo, and
reducing the proposal submission fee.
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3. Has the promoter raised an amount of funds in excess of what may be needed to establish a
functional network, and, if so, has it indicated how those funds may be used to support the
value of the tokens or to increase the value of the enterprise? Does the promoter continue to
expend funds from proceeds or operations to enhance the functionality and/or value of the
system within which the tokens operate?

The Network did not conduct an “ICO” or any other form of token sale. No Dash were ever sold by
the Network or any founder to fund development of the Network. All Dash in circulation were created
after the Netwerk became operational in January 2014 as a result of mining, in the form of block
rewards and Dash Treasury Funds.

4. Are purchasers “investing,” that is seeking a return? In that regard, is the instrument
marketed and sold to the general public instead of to potential users of the network for a price
that reasonably correlates with the market value of the good or service in the network?

Dash generally is promoted as a superior form of virtual currency and not for its investment potential.
When used in commercial transactions, Dash functions as a medium of exchange. Dash is accepted
by over 3,900 merchants around the world.? It can be used to pay for food, clothing, utilities, mobile
service, travel and many other goods and services.’ Dash users completed around 979,000
transactions using Dash in the second quarter of 2018.4

We note that, due to the decentralized nature of the Network, no particular person or entity controls
the marketing of Dash. From time to time, the Network approves proposals submitted by third parties,
including DCG, to promote the benefits of Dash. DCG has tended to focus on Dash’s utility and
unique features in its own marketing efforts and has discouraged other marketers of Dash from
characterizing Dash as an investment opportunity or emphasizing the potential for profit.

Dash can only be acquired through mining, operating a masternode, through an approved proposal
for Dash Treasury Funds or in the secondary market. When acquired on the secondary market, the
parties to the transaction determine the price at which Dash is sold.

5. Does application of the Securities Act protections make sense? Is there a person or entity
others are relying on that plays a key role in the profit-making of the enterprise such that
disclosure of their activities and plans would be important to investors? Do informational
asymmetries exist between the promoters and potential purchasers/investors in the digital
asset?

Characterization of Dash as a “security” under the Securities Act makes no sense and would be a
substantial impediment to Dash achieving widespread use as a virtual currency. In no way does a
holder, in receiving Dash through mining or Dash Treasury Funds cr in purchasing Dash in the
secondary market, invest in any profit-making enterprise managed by any identified dedicated group
of individuals or entities.

i See Welcome To Discover Dash Online Business Directory, hitps://discoverdash.com (last visited Oct. 29, 2018).
Id.

4 See Dash Transactions hist. chart, BitinfoCharts, https://bitinfocharts.com/comparison/dash-transactions.html (last
visited Oct. 30, 2018).
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The Network as the creator of Dash does not generate revenues or prdfits that are paid as financial
return to holders of Dash. Moreover, there are no managers or promoters of Dash who solicit funds
from purchasers or upon whose performance the value of Dash is dependent. As described in detail
in the Draft Request, the Network relies on many third parties to perform functions that might typically
be carried out by promoters or managers. In exchange for Dash paid from the Network (in the form of
block rewards and Dash Treasury Funds), these third parties provide services lhal enhance the
Network, such as transaction processing (provided by miners), Network security and functionality
(supported by masternodes), and software development and marketing (provided by third parties like
DCG). However, these services are funded only as a result of mining and only if proposals for such
services are approved by the masternodes. Ultimately, the masternodes (of which there are currently
approximately 4, 900° ) collectively choose how to allocate Dash Treasury Funds.

Information about Dash and the Network is publlcly available to anyone with internet access. The
Network’s code can be viewed on github. com.® All proposals for Dash Treasury Funds and the
results of voting on such proposals are publicly viewable.” Many of the organizations, groups and
individuals who receive Dash Treasury Funds share periodic updates con their activities and the
progress of specific projects funded by Dash Treasury Funds with the Dash community in public
online forums.

6. Do persons or entities other than the promoter exercise governance rights or meaningful
influence?

Because there is no central authority or single or core group of promoters of Dash, governance and
influence over Dash and the Network resides with users that contribute resources 1o the Network.
Miners influence the Network in a similar fashion to Bitcoin, in which a critical mass of users must
support a new Network version or feature for such version or feature to be implemented successfully.
Masternodes participate in Network governance in the same way as miners and also by voting on
proposals, thereby determining who receives Dash Treasury Funds from the Network.

7. s token creation commensurate with meeting the needs of users or, rather, with feeding
speculation?

All Dash in circulation were created after the Network became operational in January 2014, as a
result of mining in the form of block rewards and Dash Treasury Funds. No Dash have ever been sold
by the Network.

8. Arc independent actors setting the price or is the promoter supporting the secondary market
for the asset or otherwise influencing trading?

Home Dash Central, htips://www.dashcentral.org/ (last visited Oct. 30, 2018).

See dashpay/dash, GitHub, https://github.com/dashpay/dash (last visited Oct. 30, 2018).

See Budget, Dash Central, https//www.dashcentral.org/budget (last visited Oct. 30, 2018).

8 See Welcome to the Dash Forum, https:/iwww.dash.org/forum/ (last visited Oct. 30, 2018). For example, DCG holds
quarterly webcasts to update the Dash community on progress of projects it has undertaken and provide
transparency regarding its activities.
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The price of Dash is solely determined by buyers and sellers in the secondary market. DCG does not
engage in trading Dash and simply sells a portion of the Dash it receives pursuant to approved
proposals for Dash Treasury Funds when and as needed to support its ongoing operations.’

9. Is it clear that the primary motivation for purchasing the digital asset is for personal use or
consumption, as compared to investment? Have purchasers made representations as to their
consumptive, as opposed to their investment, intent? Are the tokens available in increments
that correlate with a consumptive versus investment intent?

As noted above, users acquire Dash through mining, operating a masternode, through an approved
proposal for Dash Treasury Funds or in the secondary market. Because users do not acquire Dash
from the Network in a purchase transaction, they do not make representations to the Network
regarding their intent. Whi'e it is impossible to know the subjective mofivations of purchasers of
Dash, it is evident from the adoption of Dash as an alternative form of payment that many users
purchase Dash for personal use as a medium of exchange. Dash has become a leading
cryptocurrency, accepted by over 3,900 merchants around the world and can be used to pay for a
multitude of goods and services. Dash can be held and transferred in amounts as small as eight (8)
decimal places, or 1/1 00.0()0,000th of one unit. At current prices, this is less than 1/’5,000lh of one U.S.
cent."® Together with Dash’s InstantSend feature, this makes Dash suitable for use in everyday
transactions like buying a cup of coffee.

10. Are the tokens distributed in ways to meet users’ needs? For example, can the tokens be held
or transferred only in amounts that correspond to a purchaser's expected use? Are there
built-in incentives that compel using the tokens promptly on the network, such as having the
tokens degrade in value over time, or can the tokens be held for extended periods for
investment?

As noted above, Dash can be held and transferred in amounts that make it suitable for everyday use
and even micro-payments.

The value of Dash fluctuates over time with market supply and demand, but there is nothing inherent
in the Dash prctocol that incentivizes either its prompt or later use. Similar to Bitcoin or fiat currencies,
Dash can and does act as a store of value, though the value remains volatile at its current scale.

The supply of Dash increases over time as new Dash are created through mining. The amount of
Dash created annually has declined as a result of lower block rewards, and is expected to continue to
do so0.'" The total amount of Dash that can be created is not expected to exceed 18.9 million. "

? DCG endeavors to pay its vendors and contractors in Dash however, it has to exchange some of its Dash into fiat
gurrency in order fo pay those vendors and contractors who do not accept Dash.

See Dash, hitps://coinmarketcap.com/currencies/dash/ (last visited Oct. 30, 2018).
Y As explained in more detail in the Draft Request, block rewards fluctuate based on how much processing power is
operating on the Network. Based on the level of processing power currently available to the Network, itis likely that
the block reward will remain at its minimum going forward.
2 The total amount of Dash that ultimately will be created depends on three variables: (i) the number of Dash created
as block rewards; (ii) the number of Dash created and allocated each month as Dash Treasury Funds and (iii)
decreases in Dash circulation restlting from the destruction of Dash paid as proposal submission fees. Because of
these factors, it is highly unlikely that the total number of Dash in circulation will ever exceed 18.9 million.
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11. Is the asset marketed and distributed to potential users or the general public?

Dash is created and distributed by the Network only in connection with mining, operation of a
masternode and approved proposals for Dash Treasury Funds. Dash also may be acquired on the
secondary market on digital currency exchanges or through direct transfers between users. Users
who acquire Dash through mining, operating a masterncde or as Dash Treasury Funds are likely
potential users of the Network, as are users who acquire Dash directly from other users.

As noted above, no particular person or entity controls the marketing of the benefits of Dash. Dash is
marketed by individual users as well as groups and organizations, some of whom are funded by
approved Network proposals; consequently, marketing techniques, messages and the audiences for
whom they are intended vary. Some parties who promote the use of Dash likely take the view that
because Dash is a virtual currency useable by anyone with access to the internet, the potential user
base of Dash extends to the general public at large.

12. Are the assets dispersed across a diverse user base or concentrated in the hands of a few
that can exert influence over the application?

DCG is not aware of any individuals or entities with concentrated holdings of Dash sufficient to control
the outcome of masternode voting or transaction processing on the Network.

While nobody can precisely determine concentration of ownership of Dash due to the fact that
ownershig) of wallets is not known, all anecdotal evidence, such as voting behavior and wallet
analysis"’, suggests that Dash is as diversely held as other similar virtual currencies. As of October
30, 2018, the top ten and 100 addresses holding the largest quantities of Dash held 5.36% and
13.99%, respectively, of toial Dash in circulation. By comparison, as of that same date, the top ten
and 100 addresses holdin% the largest quantities of Bitcoin held 5.38% and 18.94%, respectively, of
total Bitcoin in circulation.”

Similarly, based on information made available to DCG by dashcentral.org, a website that allows
masternode operators to register their masternodes and obtain access free monitoring and voting
tools, DCG believes there is little concentration of masternode ownership. According to such
information, as of July 27, 2018, 472 masternode owners had proven ownership of 1,990
masternodes, or approximately 42% of all masternodes as of such date. The most masternodes
owned by a single accountwas 197, which represents approximately 4% of all masternodes as of
such date. This data set represents almost half of the masternode population, and DCG believes it
offers valuable insight into masternode ownership distribution.

B Analysis of masternode voting supports certain assumptions about the ownership of masternodes. For example, if
a block of masternodes consistently votes the same way, it might suggest that they are owned by the same person.
Timing of voting is also a potential indicator of common ownership; for example, if a2 block of masternodes
consistently cast their votes at the same time, it might suggest that they are owned by the same person. There are
various types of analyses that can help link individual addresses to a single wallet or owner. The most commonly
used analysis, referred to as a “taint” analysis, makes the assumption that whenever a transaction involves two or
more inputs, those addresses most likely belong to the same user.

4 Dash (DASH) price stats and information, BitinfoCharts, https:/bitinfocharts.com/dash/ (last visited Oct. 30, 2018).
'3 Bitcoin (BTC) price stats and information, BitinfoCharts, https://bitinfocharts.com/bitcoin/ (last visited Oct. 30,
2018).
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13. Is the application fully functioning or in early stages of developmeant?
The Network has been fully operational since 2014. New features and enhancements are

continuously added to the Network to faciitate greater adaoption of Dash through improved
functionality and security.

1

DCG submits that application of the factors identified in Director Hinman's speech te Dash and the
Network further supports the no action position requested by DCG that Dash is not a security.

If you have any comments or questions, please do not hesitate to contact the undersigned.
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