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$30M in Bitcoin Ordered Returned in
Cryptocurrency Class Action
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August 1, 2017

A federal judge has ordered the return of 11,000 bitcoins worth about $30 million in a decision
considered the first of its kind.

The ruling by U.S. District Judge Kenneth Marra of the U.S. District Court for the Southern District of
Florida stems from a class action in which plaintiffs alleged that the defendant had stolen their money
and fled to China.

In today's cryptocurrency world, however, the legal victory might only be worth the paper it's printed
on.

"I'm unaware of any other federal court, in a federal court order, transferring the ownership of a bitcoin
from one person to another," said David Silver, one of the lawyers for the plaintiff class in Leidel v.
Project Investors Inc.

Marra issued a default judgment against Paul Vernon, former CEO of Project Investors Inc., which did
business as Cryptsy, an exchange for bitcoin and other cryptocurrencies. The court ruled that Vernon
is liable to the class plaintiffs for $8.2 million, plus pre- and post-judgment interest. The court declared
that just over 11,325 bitcoins—each worth more than $2,700 in today's market—were stolen from
Cryptsy customers in July 2014.

Vernon never answered the lawsuit and doesn't have a lawyer.

Silver said the judgment highlights a fatal flaw in using cryptocurrencies. He explained that the
decentralized nature of bitcoin, with no person or authority in charge, makes it nearly impossible for
the winning plaintiffs to get their stolen bitcoin back. The judgment listed the alphanumeric public keys
of 12 cryptocurrency wallets that are storing the stolen bitcoin. But the plaintiffs also need "private
keys" to transfer the bitcoin out of those wallets.

Normally, a winning plaintiff with a court order could go to a financial institution for the return of funds
or call upon law enforcement for the return of tangible property. There's no such central authority in
charge of bitcoin who can force the transfer of the stolen bitcoin back to Silver's clients.

"I have $30 million that has been stolen from my clients that they would very much like back, and if
you believe a bitcoin is real and can be a replacement for money, then someone has to be responsible
for it," he said. "I believe we are going to keep tracking down the users and trace the bitcoin through
the blockchain, and when someone tries to move some of it, we will hopefully locate the person."
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In the class action, the plaintiffs claimed they noticed intermittent problems with Cryptsy's website in
October 2015 and got a notice from the company the following month that software problems required
it to pause all electronic wallets. By December 2015, they claimed Vernon had ceased operations,
shut down Cryptsy's offices and stopped responding to inquiries after informing users of an alleged
phishing scam targeting the site.

The plaintiffs sued for conversion, negligence, unjust enrichment, civil conspiracy, fraudulent
conveyance and other charges. Cryptsy and Vernon didn't answer the lawsuit and a federal judge in
Florida certified the matter as a class action in August 2016. The court appointed a receiver for Project
Investors Inc. after Vernon allegedly shredded company files.

The receiver launched a forensic analysis of Cryptsy's digital records and reported that Vernon
liquidated company accounts in 2015 to purchase a $1.4 million mansion, a $100,000 diamond ring
and a luxury car. The receiver also tracked digital currency.

Patrick Rengstl, the lawyer for court-appointed receiver James Sallah, didn't return a call seeking
comment.

Silver said the stolen bitcoins will eventually get back to their rightful owners, even if it takes years.
The government is already scrutinizing the cryptocurrency world, and regulation is coming, he said.
Eventually, more courts will issue bigger and bigger judgments in cryptocurrency cases.

"I'm just a little guy and if I'm knocking at this door, someone eventually will knock louder and get more
results, and eventually we will reach a tipping point. A tipping point is coming—U.S. courts and federal
court judges believe they have power to enforce their orders, and in the United States of America,
that's a true fact," Silver said.

Follow Angela Morris on Twitter: @AMorrisReports
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