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The evolution of decentralized finance has ushered in a new era of computational economics, primarily driven by 

the process known as Bitcoin mining. While often simplified as the process of 'creating new coins,' mining is 

actually the backbone of the Bitcoin network's security and transaction verification system. However, the 

intersection of high-energy costs, hardware depreciation, and volatile market prices creates a complex risk 

environment. This risk was starkly illustrated by the 2018 bankruptcy of Koinz Trading , a prominent Dutch bitcoin

mining operation. This article provides a deep technical exploration of mining mechanics, economic viability, and

the legal implications of insolvency within the cryptocurrency sector.

The Core Technical Framework of Bitcoin Mining

To understand why companies like Koinz Trading succeed or fail, one must first grasp the technical requirements of 

the Proof of Work (PoW)consensus mechanism. Bitcoin mining is not a random process; it is a competitive,

cryptographic race that requires specific hardware and immense energy resources.

The SHA-256 Hashing Algorithm

Bitcoin utilizes the SHA-256 (Secure Hash Algorithm 256-bit). This is a one-way cryptographic hash function that

takes an input and produces a fixed-size 256-bit string. The fundamental characteristics of SHA-256 are:

•  Deterministic: The same input will always produce the same output.

•  Quick to Compute: It is computationally efficient to generate a hash for a given input.

•  Pre-image Resistance: It is nearly impossible to find the original input from its hash output.

•  Avalanche Effect: A tiny change in the input (even a single bit) results in a completely different hash output.

In the context of mining, the goal is to find a hash for a block header that is lower than or equal to a specific target 

value set by the network's difficulty. This is achieved by changing a variable called the nonce (number used once).

The Difficulty Adjustment Mechanism

Every 2,016 blocks (approximately every two weeks), the Bitcoin network automatically adjusts the difficulty of the

mining process. This ensures that the average time between blocks remains around 10 minutes, regardless of how

much total computational power (hash rate) is joined to the network. If the total hash rate increases, the difficulty

increases; if miners drop out, the difficulty decreases. This self-regulating mechanism is crucial for the network's

stability but poses a significant financial challenge for commercial mining farms during market downturns.

Hardware Evolution and the Rise of ASICs

The history of Bitcoin mining is defined by a rapid 'arms race' in hardware. In the early days, mining could be 

performed on standard CPUs (Central Processing Units). As the network grew, miners transitioned to GPUs 

(Graphics Processing Units), then FPGAs (Field Programmable Gate Arrays), and finally to ASICs(Application-

Specific Integrated Circuits).

The Case of the Antminer S9

The JSON data references the Antminer S9, a hardware model that was the industry standard during the period



Koinz Trading was operational. The S9 was one of the first highly efficient ASIC miners, but its dominance was

short-lived as newer, more efficient models like the S17 and S19 series entered the market. The rapid

obsolescence of hardware is a primary factor in the insolvency of mining firms. When the cost of electricity to run

an S9 exceeds the value of the Bitcoin it produces, the machine becomes a 'sunken cost.'



Hardware Generation Processor Type Approximate Hash Rate Efficiency (Joules per 
Terahash)

First Generation (2009) CPU &lt; 10 MH/s Extremely Low

Second Generation (2011) GPU 100-800 MH/s Low

Third Generation (2013) FPGA 10-20 GH/s Moderate

Modern ASIC (e.g., S9) ASIC (16nm) 13-14 TH/s 98 J/TH

Next-Gen ASIC (e.g., S19 
XP)

ASIC (5nm) 140+ TH/s 21.5 J/TH

Economic Viability and Profitability Modeling

Determining whether Bitcoin mining is profitable requires a rigorous mathematical approach. Commercial entities 

like Koinz Trading  must account for both CAPEX (Capital Expenditure) and OPEX (Operating Expenditure).

The Profitability Formula

A simplified model for daily mining profitability can be expressed as:

P = (R &times; H &times; 86400 / D &times; 2<sup>32</sup>) - (W &times; 24 &times; C)

Where:

•  P: Daily Profit

•  R: Block Reward + Transaction Fees

•  H: Miner's Hash Rate (hashes per second)

•  D: Network Difficulty

•  W: Power Consumption (kW)

•  C: Electricity Cost (per kWh)

When the variable C (Electricity) exceeds the value of the mined reward (adjusted for Difficulty D), the operation 

becomes unsustainable. Many Dutch investors in Koinz Trading were promised returns that did not account for the 

drastic fluctuations in D and the price of BTC in 2018.

The Fall of Koinz Trading: A Case Study in Insolvency

In early 2018, Koinz Trading B.V. , which marketed itself as the first Dutch 'Bitcoin factory,' was declared bankrupt

by a court in Midden-Nederland. This case serves as a landmark for understanding the legal and operational pitfalls

of the crypto-mining industry.

The Conflict of Obligations

One of the unique aspects of the Koinz Trading bankruptcy was the court order regarding payment. Prior to the 

formal declaration of bankruptcy, the court ordered the company to pay out mining proceeds in Bitcoinrather than

Euros. This highlights a critical legal evolution: the recognition of cryptocurrency as a valid medium for fulfilling

contractual payment obligations in a commercial context.

The Causes of Failure



Analysis of the Koinz Trading collapse reveals three primary failure modes:

1.  Hardware Delivery Delays: The company promised clients Antminer S9 machines. Delays in global supply 

chains meant that by the time machines were operational, the mining difficulty had spiked, rendering the initial ROI 

calculations void.

2.  Energy Arbitrage Failure: While many mining operations moved to regions with cheap geothermal energy 

(like Iceland), Koinz Trading faced the relatively high energy costs associated with the Netherlands' power grid.

3.  Market Volatility: The 2018 'crypto winter' saw Bitcoin's price plummet from nearly $20,000 to under $6,000, 

while mining difficulty remained high. This crushed the margins of smaller, centralized operations.

Legal Actions and Investor Recourse

Dozens of victims reported losses totaling millions of Euros. The legal fallout involved investigating whether the 

company operated as a legitimate mining farm or if it displayed characteristics of a Ponzi scheme—using new

investor funds to pay out 'mining profits' to older investors. In the Netherlands, bankruptcy law (Faillissementswet)

dictates that the curator (trustee) must liquidate remaining assets to pay creditors. However, in the case of a 'Bitcoin

factory,' the primary assets—outdated ASIC miners—often have a resale value near zero.

Global Regulatory Perspectives on Mining

The legality and regulation of mining vary significantly by jurisdiction, adding another layer of complexity for global

investors.

Legal Status in India

The JSON data mentions the legal status of mining in India. As of the current regulatory environment, crypto

mining is not explicitly illegal in India, but it is subject to heavy taxation. The 30% tax on virtual digital assets and

the 1% TDS (Tax Deducted at Source) on transactions have made industrial-scale mining in India significantly less

attractive compared to regions like the United States or the UAE.

The European Framework

In Europe, the MiCA (Markets in Crypto-Assets)regulation aims to provide a comprehensive framework. While it

primarily targets exchanges and stablecoin issuers, it also touches upon the environmental impact disclosure of

mining operations, potentially forcing miners to adopt more sustainable energy sources.

Preventing Scams: A Technical Field Guide for Investors

As highlighted by the Fortinet and Bankrate data points, the 'mining factory' model is often exploited by bad actors.

Investors should utilize a technical checklist before committing capital to a mining venture.

Red Flags of Mining Scams

•  Guaranteed Fixed Returns: Mining difficulty is variable; any platform promising a fixed daily or monthly BTC 

return is mathematically deceptive.

•  Anonymous Infrastructure: Legitimate miners like ECOS provide transparency regarding their data centers 

(often located in Free Economic Zones with cheap energy).

•  Lack of Hash Rate Transparency: A legitimate mining service should allow users to track their assigned hash 

rate on public blockchain explorers.

Operational Comparison: Legitimate vs. Fraudulent Mining



Feature Legitimate Operation (e.g., ECOS) Potential Scam / Failed Model

Infrastructure Physical data centers with cooling 
and security.

Stock photos or generic 'office' 
locations.

Revenue Source Proportional share of real block 
rewards.

Funding from new participants (Ponzi).

Hardware Modern ASICs with documented 
maintenance.

Outdated hardware (S9) or non-
existent units.

Legal Standing Registered entity with clear 
T&amp;Cs.

Offshore registration with no legal 
recourse.

Technical Implementation: Starting a Legitimate Operation

For those looking to enter the mining space legitimately, a structured technical approach is required. This involves

more than just buying hardware; it requires a deep integration of networking and electrical engineering.

Step 1: Location and Power Infrastructure

A mining farm requires high-voltage power lines and industrial-grade transformers. Thermal management is equally 

important. ASIC miners generate significant heat; a single S9 unit produces approximately 1,300 to 1,400 Watts of 

heat. Large-scale farms use Immersion Cooling(submerging miners in non-conductive dielectric fluid) to

maximize efficiency and longevity.

Step 2: Pool Integration

Individual miners rarely mine 'solo' because the probability of finding a block is too low. Instead, they join a Mining 

Pool. The pool combines the hash rate of all members, and rewards are distributed based on the PPLNS (Pay-Per-

Last-N-Shares) or PPS+ (Pay-Per-Share Plus)systems. This provides a more consistent, albeit smaller, income

stream.

Step 3: Monitoring and Optimization

Mining software like Braiins OS+ or custom firmware allows for Autotuning. This process involves adjusting the

frequency and voltage of the ASIC chips to find the 'sweet spot' where the hash rate is maximized while power

consumption is minimized. This can improve efficiency by up to 15-20% compared to factory settings.

The Future of Bitcoin Mining: Strategic Implications

The collapse of Koinz Trading and the evolution of the mining sector indicate a shift toward Institutionalization.

The era of the 'garage miner' or the small-scale 'bitcoin factory' is largely over, replaced by publicly traded

companies with access to low-cost capital and gigawatt-scale energy contracts.

The upcoming Halvingevents (occurring every 4 years) will continue to cut the block reward in half, further

squeezing margins. For the network, this is a security feature, ensuring a capped supply of 21 million BTC. For the

miner, it is a call to efficiency. Only those who can maintain the lowest cost per terahash will survive. The legal

precedent set by the Dutch courts in the Koinz Trading case will remain a vital reference point for how judicial

systems treat digital assets during corporate liquidations. As Bitcoin matures, the distinction between a technical

innovation and a financial risk becomes clearer, necessitating a sophisticated understanding of both the code and



the commerce behind the hash.
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