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Disclaimer

• The presenters, singularly and jointly, must disclose that we are not providing legal advice, 
are not your attorney nor your accountant, and therefore, this presentation and discussion is 
for informational purposes only and not for the purpose of providing legal and/or accounting 
advice. The information contained in this presentation should not be relied upon as such. 

• You should contact your own legal counsel and/or accountant to obtain advice with respect 
to any particular issue or problem raised in this presentation and discussion.  

• Furthermore, all services providers acknowledged or highlighted in this presentation and 
discussion are there for discussion purposes only and should not be construed as an explicit 
endorsement of their services.  Any service provider should be engaged solely after you have 
performed and resolved adequate due diligence and have agreed to contracted services.

• Except as otherwise specified, this Report speaks only as of the date of this presentation, 
and the presenters disclaim all (if any) responsibility to update or supplement this 
presentation after such release.
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Speakers

Susan Joseph is the Managing Partner of SusanJosephLLC. She is a JD/MBA 
and former General Counsel who has been advising and consulting in law, 
blockchain and fintech for the past five years on digital assets, cryptocurrencies, 
enterprise distributed ledgers, smart contracts, insurance, consortia, regulatory 
matters, identity and privacy, banking, open source strategies, and other issues 
as they occur across financial services, insurance and humanitarian concerns. 
She currently runs the RiskStream Civics Program, was formerly the B3i North 
America Representative (Insurance Blockchain Consortia) and has built and run 
blockchain Working Groups for global insurers. She is often consulted about 
issues that intersect regulation and technology. She advises many companies at 
their early stages, publishes regularly, and frequently travels around the world to 
guest lecture at universities and conferences alike. She was the first Executive 
Director of ID2020 and is a co-founder and Executive Director of Diversity in 
Blockchain, Inc. Susan is a Core Leader for the World Economic Forum on both 
their Consortia and Supply Chain Projects and is a member of their Expert 
Network. Susan has  Bachelor of Science from Cornell University, an MBA from 
Tulane University, and a JD from Pace University.

Barry Seeman is the Managing Partner of Bear Run Partners, LLC, a specialized 
consultancy firm, working with both buy-side and sell-side financial services 
industry firms, in the critical analysis and/or development of: Crypto-Currencies, 
Blockchain, and Capital Markets solutions. Previously, Barry was the Head of 
Global Derivatives and Hedging for AEGON / Transamerica.  He has over 30 
years experience running major Sell-Side and Buy-Side divisions.  Barry has a 
Bachelor of Science and Masters in Electrical Engineering and a MBA from 
Cornell University, in Ithaca New York.
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CLE Materials
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Doc 1 - Being Secure about your Security Token Offering / Barry Seeman & 
Susan Joseph

https://medium.com/altcoin-magazine/https-medium-com-barry-seeman-
being-secure-about-your-security-token-offering-cd1ae6aa7be0

Doc 2 - Being Smart about your Smart Contract / Barry Seeman & Susan 
Joseph

https://medium.com/altcoin-magazine/being-smart-about-your-smart-contract-
follow-up-to-being-secure-about-your-security-token-9d9ae19b2b30

Doc 3 - SEC.gov | Framework for “Investment Contract” Analysis of Digital 
Assets

https://www.sec.gov/corpfin/framework-investment-contract-analysis-digital-
assets

Doc 4 - SECURITIES AND EXCHANGE COMMISSION v. W. J. HOWEY CO. et 
al. | US Law | LII / Legal Information Institute

https://www.law.cornell.edu/supremecourt/text/328/293

Doc 5 - Blockstack PBC offering-circular-20190711 https://stackstoken.com/static/offering-circular-20190711.pdf

Doc 6 - SEC.gov | Joint Staff Statement on Broker-Dealer Custody of Digital 
Asset Securities

https://www.sec.gov/news/public-statement/joint-staff-statement-broker-
dealer-custody-digital-asset-securities

Doc 7 - TurnKey Jet, Inc./ No Action, Interpretive and/or Exemptive Letter of 
April 3, 2019

https://www.sec.gov/divisions/corpfin/cf-noaction/2019/turnkey-jet-040219-
2a1.htm

Doc 8 - SEC.gov | Pocketful of Quarters, Inc. https://www.sec.gov/corpfin/pocketful-quarters-inc-072519-2a1

Doc 9 - Letter from the Financial Stability Board 13Oct19 https://www.fsb.org/wp-content/uploads/P131019.pdf

Doc 10 - Diversity in Blockchain’s Initial Review of Facebook’s Project Libra 
24Jun19

https://diversityinblockchain.com/news/2019/7/17/project-libra-and-diversity-
in-blockchain

Doc 11 - SEC.gov | Leaders of CFTC, FinCEN, and SEC Issue Joint Statement 
on Activities Involving Digital Assets

https://www.sec.gov/news/public-statement/cftc-fincen-
secjointstatementdigitalassets

Doc 12 - 2016-10567 Dept of Treasury - FINCEN - Customer Due Diligence 
Requirements for Financial Institutions

https://www.govinfo.gov/content/pkg/FR-2016-05-11/pdf/2016-10567.pdf

Doc 13 - IRS Notice 2014-21 n-14-21 https://www.irs.gov/pub/irs-drop/n-14-21.pdf

Doc 14 - FAFT - VIRTUAL ASSETS AND VIRTUAL ASSET SERVICE 
PROVIDERS

https://www.fatf-gafi.org/media/fatf/documents/recommendations/RBA-VA-
VASPs.pdf

Doc 15 - The Care and Feeding of the Crypto Ecosystem/ New State 
Licensing Is a Win - TabbFORUM

https://medium.com/@SusanJoseph1786/the-care-and-feeding-of-the-crypto-
ecosystem-new-state-licensing-is-a-win-30441c8197a8

Doc 16 - Privacy Rights and Self-Sovereign Identity in a Data-Driven World 
Dec 2019

https://medium.com/@SusanJoseph1786/paradise-is-not-lost-the-win-win-of-
privacy-rights-and-self-sovereign-identity-in-a-data-driven-dc01d400201d

https://medium.com/altcoin-magazine/https-medium-com-barry-seeman-being-secure-about-your-security-token-offering-cd1ae6aa7be0
https://medium.com/altcoin-magazine/being-smart-about-your-smart-contract-follow-up-to-being-secure-about-your-security-token-9d9ae19b2b30
https://www.sec.gov/corpfin/framework-investment-contract-analysis-digital-assets
https://www.law.cornell.edu/supremecourt/text/328/293
https://stackstoken.com/static/offering-circular-20190711.pdf
https://www.sec.gov/news/public-statement/joint-staff-statement-broker-dealer-custody-digital-asset-securities
https://www.sec.gov/divisions/corpfin/cf-noaction/2019/turnkey-jet-040219-2a1.htm
https://www.sec.gov/corpfin/pocketful-quarters-inc-072519-2a1
https://www.fsb.org/wp-content/uploads/P131019.pdf
https://diversityinblockchain.com/news/2019/7/17/project-libra-and-diversity-in-blockchain
https://www.sec.gov/news/public-statement/cftc-fincen-secjointstatementdigitalassets
https://www.govinfo.gov/content/pkg/FR-2016-05-11/pdf/2016-10567.pdf
https://www.irs.gov/pub/irs-drop/n-14-21.pdf
https://www.fatf-gafi.org/media/fatf/documents/recommendations/RBA-VA-VASPs.pdf
https://medium.com/@SusanJoseph1786/the-care-and-feeding-of-the-crypto-ecosystem-new-state-licensing-is-a-win-30441c8197a8
https://medium.com/@SusanJoseph1786/paradise-is-not-lost-the-win-win-of-privacy-rights-and-self-sovereign-identity-in-a-data-driven-dc01d400201d
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Embarking Upon the Security Token Journey

• We are witness to the rise of digital, tokenized assets attempting to break out of the confines 
of stock exchanges and illiquid private investments, and creating the potential for a more 
flexible investment environment.

• Security Tokens, the focus of this presentation, are a third category of tokenization, each 
of which carry their own regulatory concerns: 
• Crypto-Currencies (Bitcoin, Ethereum, etc.)
• Utility Tokens (certain gaming and reward tokens or tokens that stay within a closed 

network). 
• Security Tokens are digital assets which represent fractional ownership in a potentially 

broad range of financial investments or hard assets. 
• Imagine the ability to create digital investments with programmable transparency, 

reporting, liquidity and risk control. 

• The technological enablement of these digital investments must be respectful of the 
overall regulatory regime. While a coder might technically be able to engineer non-
compliant investment products, regulators will not look past deficiencies in the product 
for the sake of technology.

• If you are a lawyer working with a client on a Security Token Offering, there are regulations 
and risks that fall outside of the technology realm that we will discuss in this presentation.
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Quote(s) of the Month(s)!

• “A Security Token does not need to follow any regulatory rules, because it is not a security.”
• “We are raising money through crowd funding, Therefore token holders will know what they 

are buying from the website.”
• “The technology takes care of KFC, oops KYC and AML.”
• “Can I advertise the token offering?”
• “Fractionalization and Democratization mean I can sell these tokens to any type of investor, 

as long as they have a wallet.”
• Voicemail:  “Hi Barry, this is xxxx xxxxxx.  I’m calling from (Insert Blockchain Developer).  We 

have a real estate tokenized offering, known as a Security Token Offering, that we wanted to 
discuss with you.  If you could give me a call back, when you get a chance at…. “

• “Why do I need a Broker Dealer to sell a Token?”
• “I am funding operations with my Token Offering, so it is not a security.”
• “I am creating a token for an existing music platform and business, and will sell it to 

customers and in bulk to others who are not interested in supporting the platform but are 
contributing to gain the token appreciation.”

• “The technology offers a transparent look at the investment, so regulations are complied with 
by that alone.”

6
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Question 1:  What are you SELLING?

• The “Nature of the Investment” defines the Legal Construct of the Security Token Offering.
• “Sound” legal structuring takes into account various aspects of jurisdictional regulations and 

compliance, taxes and other attributes of the offering.
• Regulatory Burdens do not disappear because of the “Token”, they actually become more 

onerous! 
• The technology and coding of the Token must be consistent with the offering and any 

applicable regulations.

• Security Tokens can reflect an investment in any of the following possibilities (and numerous 
other assets):
• Equity ownership in a company
• Limited partnership interest in a private equity fund
• Shares of a Cayman Feeder into a REIT for U.S.-domiciled real estate holdings
• Portfolio of bonds
• Equity ownership in hard assets, such as mineral rights
• Equity ownership in other types of income streams.

7
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Why do Digital Assets Attract the Attention of the SEC?

• The SEC uses a principles-based method to determine regulation, and has, from time to time, 
issued guidance as to how to apply those principles.

• On April 3, 2019, the Securities and Exchange Commission’s Strategic Hub for Innovation 
and Financial Technology, known as the FinHub, published a digital assets framework to help 
entities determine whether a digital asset is offered and sold as an investment contract, and, 
therefore, must follow the regulatory landscape as a security.

• While the framework does not have the binding effect of law and is not legal advice, it is 
significant because it contains staff views and guidance and signals how the SEC will approach 
these types of analyses.

• Whether or not the offering requires Registration, other activities may implicate regulations and 
include: 
• offering, selling, or distributing the digital asset
• marketing or promoting the offering
• buying, selling, or trading
• facilitating exchanges
• holding or storing
• offering financial services such as management or advice
• other professional services

• All should undertake their own evaluation, engage their own professional advice and specifically 
review all the materials published on SEC’s FinHub. The SEC further offers an open door and to 
reach out to Staff if there are questions after applying the framework to the potential offering. 

8

https://www.sec.gov/finhub


Confidential & For Informational Use Only

The Howey Test and the Investment Contract

• Does the digital asset offering have the characteristics of an investment contract?

• The leading case from which many progeny have followed that refine that ruling is SEC v. Howey Co., 
328 U.S. 293 (1946).  In that case and case law following, the law set out has been to look to whether 
an investment contract exists – using a four-pronged approach to analyze the facts and circumstances 
of each proposed offering, The four prongs commonly known as the Howey Test include: 
• A. whether there is an investment of money;
• B. whether there is a common enterprise that the investment of money is applied to;
• C. whether there is an expectation of money from the investment; 
• D. whether that person is led to expect profits which come from the efforts of a promoter or third 

party.

• All four prongs of this test do not need to be satisfied for an offering to be considered as a security and 
fall within the purview of the SEC. 

• In analyzing the potential offering in a principles-based environment, the investment underlying the 
offering should be evaluated in addition to the surrounding facts and circumstances of the proposed 
transaction. This leads to an individual approach when looking and advising on any particular 
transaction or investment. 

9
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The Howey Test and the Investment Contract (cont.)

• The Howey case looked at contracts for the purchase of orange groves, associated service contracts, 
and whether these contracts constituted investment contracts. While the underlying groves are not 
securities themselves, (and at some level, might be viewed as a commodity), the contracts surrounding 
them were determined to be a security. 

• The case derived the Howey Test. which asks whether the value of a transaction for one of its 
participants is dependent upon the other's work. Specifically, the Howey Test determines that a 
transaction represents an investment contract if "a person invests his money in a common enterprise 
and is led to expect profits solely from the efforts of the promoter or a third party,"

This same test can be applied today in connection with digital tokens. 

• Some practitioners have attempted to circumvent Securities Regulations, by believing that the token is 
a digital token, and therefore is not a security.  The SEC does not care what you call the offering but 
will view the Howey Test as the determining factor on their oversight. Failure to do so may result in an 
enforcement action that may include among other things a fine, disgorgement, or a ”cease and desist” 
action.

• Those engaged in all aspects of the marketing, offer, sale, resale, or distribution of any digital asset will 
need to determine if they fall within the federal securities law regime (‘33 and ‘34 Acts).

• Securities can either be registered or qualify for an exemption from registration (i.e. Reg D). Regardless 
of the registration status, disclosures of terms and conditions, risks, conflicts of interest, tax 
treatments, etc. are still required for review by potential investors through offering documentations.

10
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The Howey Test as Applied to Digital Assets

A. The Investment of Money
• Is there an offer and sale of a digital asset? 
• Was the digital asset purchased or otherwise acquired in exchange for value, whether in the 

form of fiat, digital currency, another digital asset, or other type of consideration?
• Does the purchaser have a reasonable expectation that it will receive a security or security 

interest?

B. Common Enterprise
• Fluctuation in the value of the common asset owned does not by itself equate to a “common 

enterprise” under Howey, but it might be a contributing fact in combination with other 
analyses.

• The SEC does not per se view the "common enterprise" prong of Howey as a distinct 
element of an investment contract. It is, however, a factor. Since judicial decisions have not 
trended to ask whether this prong is relevant or necessary, it is prudent to include this type 
of analysis. 

C. Reasonable Expectation of Profits 
• This prong of the Howey test focuses directly on the underlying transaction and asks, “does 

the purchaser reasonably expect to gain a return on their invested capital?” 
• Gains may be in the form of distributions, appreciation realization, (i.e. sell at a gain on a 

secondary market) or gains resulting from a third party’s efforts.,

11
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The Howey Test as Applied to Digital Assets continued

D. Efforts of Others
• Are efforts of others necessary to the generation of the return on the investment?”
• Types of activities might be management related or when a promoter, sponsor, or other third 

party provides essential managerial efforts that affect the endeavor’s success and investors 
reasonably expect a resulting profit.

• Who are the Active Participants? The SEC views them as the “promoters, sponsors or other 
third parties or affiliates. Are these parties driving the expectation of return? It is significant to 
point out that in this SEC Guidance, the concept of the Active Participant is directly applied 
to a digital asset context. And, it is equally significant to point out that this is a subjective 
determination that is going to depend on the individual circumstances of a potential 
investment.

• The SEC focus on the “efforts of others” analyses would point to a broader view of this 
aspect of the Howey test going forward as applied to digital assets. This is noteworthy in the 
context of digital assets that may purport or intend to be decentralized in nature. Is the 
platform itself an enterprise subject to regulation? Is the token only subject to regulation? 
The analyses of who those “others” are and whether their responsibilities might fall under the 
purview of the SEC, if any, are critical to undertake and there are no bright lines. This is an 
evolving area of the law.

• Always key to the analysis is the question of whether the efforts are “active and deliberate” 
as opposed to “passive” in nature.

12
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The SEC Speaks

• This past year, the In addition to the SEC Digital Asset Guidance, the SEC approved the first 
crypto token Reg D offering and issued two no-action letters that applied to tokens in 
different projects.

• Blockstack:  Reg D Offering is approved.
• On July 11 and 12, 2019. the SEC qualified the Regulation A token offerings of Blockstack 

PBC. Blockstack, an enterprise building a decentralized network was authorized to offer 
28mm worth of crypto tokens.  Blockstack’s goal was to give all potential investors, not just 
the accredited class, the opportunity to participate. This offering aligns with Blockstack’s
philosophy of creating an open, fair, un-siloed, user-controlled internet.  

• The SEC Reg A qualification was heralded as a step forward and potential path to finance 
the development of blockchain networks and the distribution of digital assets. However,, 
there is a lengthy timeline and hefty expense with this type of offering. Blockstack disclosed 
it undertook an expense of 2.8mm with a 10-month timeline to approval. It should be noted 
that there will also be ongoing reporting obligations.

• Further, Blockstack pointed out that there may be no market to trade these tokens. The SEC 
and the Financial Industry Regulatory Authority (FINRA) released a joint statement on July 8, 
2019, identifying issues such as custody of digital assets by broker-dealers operating a 
registered exchange or ATS and intermediation of digital asset transactions. This statement 
was a summary rather than guidance, and the industry is awaiting true guidance on these 
issues. Until then, it will be a difficult and uncertain environment for FINRA broker-dealer 
applicants and ATS platforms to launch and begin to support trading in digital securities.

13
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The SEC Speaks continued

• Two specific no-action letters issued this year are of interest as they are the first to address 
cryptocurrencies/digital assets directly:  TurnKey Jet, a private jet charter company in existence since 2012 in 
a regulated industry and Quarters, a start-up headed by a twelve-year old CEO and his father aiming to 
create a universal gaming token to be used across video game platforms.

• TurnKey Jet’s Token:
• TurnKeyJet was cleared to create and sell a custom cryptocurrency to raise money. Per the No-action letter, 

the tokens will be immediately useful, they will remain at a fixed price of one U.S. dollar, can only be used for 
air charter services, and repurchases will only be made at a discount to the token. Importantly, TurnKey Jet 
will not represent the tokens as having profit potential.

• The token is anticipated to be used to sell to to to help them book travel on private jets which enables the 
company to be more flexible and accommodate spur of the moment plans not subject to banking hours as 
traditional banking rails can take too long.

• Many have commented that this type of token interior to a platform looks very similar to a laundromat token.
• Quarters Token:
• The Quarters token cannot be resold or transferred outside of the closed platform and cannot be traded 

between players. It is a separate from the additionally issued platform token which is a security and may 
entitle holders to platform profits. The tokens will be available to gamers in unlimited quantities at a fixed 
price, with price appreciation unlikely. Additionally, the token will be immediately available for use on 30 or 
more games.

• Quarters, goes further and is more permissive than TurnKey Jet because the token is transferable to third-
party developers who build on the Quarters platform. This characteristic provides an incentive for developers 
to create a robust economy for the platform. As such, it might have some interesting applications for 
networks in the enterprise world. Developers still need to undergo know-your-customer and anti-money 
laundering checks before onboarding.

• This type of crypto-network economy for enterprise has not yet been explored, but one could easily see 
loyalty and other similar applications develop and further cement a platform’s prominence..

14
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Example: Tokenization of Real Estate

• Fractional Ownership Vehicles already exist and include Real Estate Investment Trusts 
(REITs), Real Estate Cooperatives, Limited Partnerships, Limited Corporations and Time 
Shares. 

• So what does Tokenization give the investor?
• Liquidity?
• Broader Market Appeal and Distribution?
• Distributed Ledger Technology?
• Easy, Efficient and Fast Execution?
• Transparency?

• Why can’t we Tokenize a Single Apartment?
• How many fractional owners can you put in the Title Registry?
• Who makes any decisions regarding the leasing, upkeep, accounting, tax payments and 

eventual sale of the properties?
• What happens if any one of the fractional owners/token holders disappears or cannot be 

reached regarding decisions involving the property? Does this impact the quality and 
transferability of property title?

• Who decide when to sell and for how much?

15
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Question 2:  Who are the Target Purchasers?

• “Where’s the Money?!?”
• Are you selling an Investment or a Token?

• The Security Token is the “whip cream on the dessert”
• Where are the Purchasers located?  What markets are available for money raising?
• Are the Token Purchasers interested in the Income Distribution?
• How is Income Accrued within the Token?  
• Is it interest, dividend, sale proceeds, or capital gains/losses?
• Are there tax issues (i.e. Withholding Taxes) pertaining to the Underlying Investment for the 

Purchaser?

16
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Example: Tokenization of Real Estate

• Simplistic Real Estate Investment Trust (REIT) Example

17
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Question 3:  How do you intend to raise the funds?

• Know the Regulations / Domiciliation:
• SEC (https://www.sec.gov/ICO),
• FCA (https://www.fca.org.uk/firms/cryptoassets),
• AMF (https://www.amf-france.org/en_US/Reglementation/Dossiers-

thematiques/Fintech/Vers-un-nouveau-regime-pour-les-crypto-actifs-en-France )
• Various State Regulatory Bodies (i.e. NYDFS and similar entities across other states)

• Is your money raise is going to be solely targeting Token investors, or accepting investments 
from non-token investors, as well?

• How is your platform (enterprise) that issues the tokens set up? Decentralized? Centralized? 
Foundation? Some other form?

• Can I just list all the great attributes on a web site?
• Do I really need offering documents?
• What size minimum investment?  What size net worth of investor?
• Is this a retail or private placement?
• What is Rule 144A?
• Can I use a placement agent?
• Do I really need to “Know My Customer”, since we met online?

18

https://www.dfs.ny.gov/


Confidential & For Informational Use Only

Question 4:  Who are the other Service Providers you should consider?

• Legal Counsel
• Fund Administrator, Transfer Agent and Custodian 
• Audit Firm
• Governance Firm (Independent Directors)
• Accounting Firm/Tax Advisor
• Alternative Trading System (ATS)
• Placement Agents / Broker Dealers
• PR Agencies
• Will the Service Provider be scared off by the Security Token?

Challenges:
• Will the Service Provider be scared off by the Security Token?
• Does the Service Provider have experience with these types of offerings?
• Is the Service Provider’s experience Proof of Concept oriented or Marketplace Product 

Proven?

19
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Other Crypto-Observations

• Statement 1: “Potential financial stability issues from global stablecoins.” - FSB Chair’s 
letter to G20 Finance Ministers and Central Bank Governors - October 13, 2019

• On October 13th, 2019, the Chairman of the Financial Stability Board (FSB) sent an alarming 
letter to G20 Finance Ministers and Central Bank Governors discussing Stablecoins.  

• It states: “the introduction of “global stablecoins” could pose a host of challenges to the 
regulatory community, not least because they have the potential to become systemically 
important, including through the substitution of domestic currencies. These include 
challenges for financial stability; consumer and investor protection; data privacy and 
protection; financial integrity including AML/CFT and know-your-customer 
compliance; mitigation of tax evasion; fair competition and anti-trust policy; market 
integrity; sound and efficient governance; cyber security and operational risks; and an 
appropriate legal basis.”

• “Stablecoin projects of potentially global reach and magnitude must meet the highest 
regulatory standards and be subject to prudential supervision and oversight. Possible 
regulatory gaps should be assessed and addressed as a matter of priority… The FSB is 
assessing how the existing regulatory framework applies to “global stablecoins” and whether 
any regulatory gaps need to be filled. In any case, it is essential to apply the principle of 
‘same activity – same rules’, independent of the underlying technology.”

20
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Other Crypto-Observations

• Statement 2: Leaders of CFTC, FinCEN, and SEC Issue Joint Statement on Activities 
Involving Digital Assets 

• This joint statement of major U.S. Regulators was released from Heath Tarbert, Chairman, 
U.S. Commodity Futures Trading Commission (CFTC); Kenneth A. Blanco, Director, Financial 
Crimes Enforcement Network (FinCEN); and Jay Clayton, Chairman, U.S. Securities and 
Exchange Commission (SEC) on October 11, 2019.  

• It states: “to remind persons engaged in activities involving digital assets of their anti-money 
laundering and countering the financing of terrorism (AML/CFT) obligations under the 
Bank Secrecy Act (BSA).”

• This statement calls out the fact that “that market participants refer to digital assets using 
many different labels.  The label or terminology used to describe a digital asset or a person 
engaging in or providing financial activities or services involving a digital asset, however, may 
not necessarily align with how that asset, activity or service is defined under the BSA, or 
under the laws and rules administered by the CFTC and the SEC.”
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Other Crypto-Observations

• Statement 3: IRS issues additional guidance on tax treatment and reminds taxpayers of 
reporting obligations

• On October 9th, 2019, the U.S. Internal Revenue Service (IRS) announced “As part of a wider 
effort to assist taxpayers and to enforce the tax laws in a rapidly changing area, the Internal 
Revenue Service today issued two new pieces of guidance for taxpayers who engage in 
transactions involving virtual currency.”

• They also gave clarification on hard fork events, when a “crypto-currency undergoes a 
protocol change resulting in a permanent diversion from the legacy distributed ledger. This 
may result in the creation of a new crypto-currency on a new distributed ledger in addition to 
the legacy crypto-currency on the legacy distributed ledger. If your crypto-currency went 
through a hard fork, but you did not receive any new crypto-currency, whether through an 
airdrop (a distribution of crypto-currency to multiple taxpayers’ distributed ledger addresses) 
or some other kind of transfer, you don’t have taxable income.” Whew!

• Most importantly, the IRS left us with a message to ponder, regarding the reporting of the 
above mentioned activities: “The IRS is aware that some taxpayers with virtual currency 
transactions may have failed to report income and pay the resulting tax or did not 
report their transactions properly. The IRS is actively addressing potential non-
compliance in this area through a variety of efforts, ranging from taxpayer education to 
audits to criminal investigations.” We believe the IRS adding crypto disclosure to its tax 
form shows the inroads crypto and digital assets have made to the general public. 
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Other Cypto Observations

• Statement 4:  FATF Virtual Asset Guidance was issued to globally coordinate a risk-
based approach to working with Digital Assets and Virtual Asset Service Providers 
(“VASP”).

• “In June 2019, the FATF adopted an Interpretive Note to Recommendation 15 to further 
clarify how the FATF requirements should apply in relation to VAs and VASPs, in particular 
with regard to the application of the risk-based approach (RBA) to VA activities or operations 
and VASPs; supervision or monitoring of VASPs for AML/CFT purposes; licensing or 
registration; preventive measures, such as customer due diligence, recordkeeping, and 
suspicious transaction reporting, among others; sanctions and other enforcement measures; 
and international co-operation.”

• This is colloquially known as “the Travel Rule.” This rule require regulators and Virtual Asset 
Service Providers (VASPs) — which include exchanges from various countries worldwide —
to collect and share personal data during transactions. The identity follows the transaction, 
and the recommendation imposes banking grade standards on the cryptocurrency sector.

• Currently, many digital wallet providers and exchanges already ask for customer information 
to verify identity. But some do not. There have been no real standards or uniformity in the 
information gathering. 

http://www.fatf-gafi.org/media/fatf/documents/recommendations/RBA-VA-VASPs.pdf
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Other Cypto Observations

• Statement 4:  FATF Virtual Asset Guidance was issued to globally coordinate a risk-
based approach to working with Digital Assets and Virtual Asset Service Providers 
(“VASP”).

• Further, those using specific privacy or anonymous currencies do not reveal personal data in 
the course of their transactions. It is uncertain how these privacy cryptocurrencies will fare 
under the Travel Rule, but we already see some exchanges de-listing these types of coins. 
Some argue the privacy features make the coins fully fungible and able to mimic cash as a 
true bearer instrument with no identity attached. 

• Though these guidelines are not “binding”, participants have one year to comply or they risk 
being shut out of valuable trading markets. As a result, most exchanges are working to put 
rules in place that comply.

• FATF guidelines could bring about a more standardized approach to compliance among 
exchanges and help the industry become further adopted by mainstream participants.

http://www.fatf-gafi.org/media/fatf/documents/recommendations/RBA-VA-VASPs.pdf


Confidential & For Informational Use Only

Q&A

Thank You.
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Being SecXUe AboXW YoXU SecXUiW\ Token OffeUing

MaQ\ e[SeUWV haYe decOaUed
WhaW Whe SecXUiW\ TRNeQ OffeUiQg
iV OeVV RQeURXV aQd OeVV
e[SeQViYe WhaQ WUadiWiRQaO
caSiWaO UaiViQg. BXW iVVXiQg a
STO UeTXiUeV PRUe WhaQ ZUiWiQg
VPaUW cRQWUacW cRde. FRU
iVVXeUV cRQWePSOaWiQg a
SecXUiW\ TRNeQ OffeUiQg, WheUe
aUe UiVNV WhaW faOO RXWVide Rf Whe
WechQRORg\ UeaOP. AV gORbaO
UegXOaWRU\ VcUXWiQ\ iQWeQVifieV,
SRWeQWiaO iVVXeUV Qeed WR
XQdeUVWaQd Whe bXViQeVV/OegaO
fUaPeZRUN WR fRUPXOaWe a VRXQd gaPe SOaQ. HeUe aUe fRXU TXeVWiRQV eYeU\ SRWeQWiaO iVVXeU
VhRXOd aVN befRUe jXPSiQg iQWR Whe STO aUeQa.

PUeSaUiQg fRU Whe EYROYiQg WRUOd Rf DigiWaO AVVeWV

OYeU Whe paVW VeYeUal \eaUV, Ze haYe ZiWneVVed Whe UiVe of digiWal, Wokeni]ed aVVeWV aWWempWing Wo
bUeak oXW of Whe confineV of VWock e[changeV and illiqXid pUiYaWe inYeVWmenWV.

SecXUiW\ TokenV aUe a WhiUd caWegoU\ of Wokeni]aWion, diffeUenW Whan CU\pWo-CXUUencieV (BiWcoin,
EWheUeXm, eWc.) and UWiliW\ TokenV, in Zhich Whe WokenV UepUeVenW fUacWional oZneUVhip in a poWenWiall\
bUoad Uange of financial inYeVWmenWV oU haUd aVVeWV. The maUkeWplace haV been VloZ Wo fXll\
embUace WhiV neZ paUadigm in inYeVWing, bXW Whe WideV aUe changing. MoUe fUeqXenW annoXncemenWV
of aVVeW Wokeni]aWion aUe being UeleaVed, Zhile Vi]able poolV of inYeVWoUV become edXcaWed and
embUace Whe poWenWial of WheVe digiWal inYeVWmenWV.

BaUU\ SHHPaQ

SXVaQ JRVHSK
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Imagine Whe abiliW\ Wo cUeaWe digiWal inYeVWmenWV ZiWh pUogUammable WUanVpaUenc\, UepoUWing, liqXidiW\
and UiVk conWUol. TheVe pUomiVeV, WhaW blockchain Wechnolog\ offeUV, aUe being Ueali]ed aV Whe
impUoYemenWV aboYe aUe noZ becoming VWandaUdi]ed pUoWocolV. Blockchain bUingV foUWh Whe XVe of
deWeUminaWiYe code (knoZn aV ³VmaUW conWUacWV´) in oUdeU Wo cUeaWe pUogUammable VWUXcWXUing and
UiVk conWUol, XniqXe meWhodV of e[change, and VecXUiW\ iVVXance WhaW can be moUe aXWomaWed Whan
cXUUenWl\ e[iVW. IW iV foU WheVe UeaVonV WhaW SecXUiW\ TokenV haYe aWWUacWed Whe aWWenWion fUom
indiYidXalV Wo inVWiWXWional inYeVWoUV, all Veeking Whe beneficial aWWUibXWeV Wied Wo aWWUacWiYe inYeVWmenW
oppoUWXniWieV.

[ReOaWed: ³WLOO LLbUa CaWaO\]e a TRNeQ ReYROXWLRQ LQ FLQaQce?
(KWWSV://WabbfRUXP.cRP/RSLQLRQV/ZLOO-OLbUa-caWaO\]e-a-WRNeQ-UeYROXWLRQ-LQ-fLQaQce/)´]

If \oX aUe an iVVXeU conWemplaWing a SecXUiW\ Token OffeUing (STO), WheUe aUe UiVkV WhaW fall oXWVide
of Whe Wechnolog\ Uealm WhaW Ze ZanW Wo diVcXVV in WhiV aUWicle. ThiV Uapidl\ eYolYing Wechnolog\ and
inYeVWmenW ecoV\VWem iV being VcUXWini]ed b\ UegXlaWoUV acUoVV Whe globe, along ZiWh highl\
Vpeciali]ed aWWoUne\V, conVXlWanWV, and inYeVWmenW pUofeVVionalV. IW iV againVW WhiV backdUop WhaW iW iV
ZoUWh looking aW SecXUiW\ TokenV, a paUWicXlaU W\pe of offeUing made poVVible WhUoXgh Whe adopWion of
ceUWain blockchain Wechnolog\.

TKLV aUWLcOH LV baVHd XSRQ WKH H[SHULHQcHV aQd RbVHUYaWLRQV RI aQ H[SHULHQcHd ILQaQcLaO
SURIHVVLRQaO, BaUU\ SHHPaQ, aQd a cU\SWR-VHaVRQHd aWWRUQH\, SXVaQ JRVHSK. BRWK cRQWacW dHWaLOV
aUH IRXQd aW WKH HQd RI WKH aUWLcOH.

A UeadeU VhoXld YieZ WhiV aUWicle aV a good WhoXghW-pUoceVV oXWline Wo folloZ, if \oX aUe
conWemplaWing a STO. AV \oX ma\ conVideU Vome of Whe iVVXeV UaiVed ZiWhin, \oX can foUmXlaWe a
VoXnd game plan foU \oXU STO, keeping deYelopmenWV on Wime and ZiWhin bXdgeW. AddiWionall\, WhiV
aUWicle Zill noW dZell Xpon Whe Wechnolog\ XndeUl\ing YaUioXV Vpecific diVWUibXWed ledgeUV WhaW VXppoUW
SecXUiW\ TokenV bXW Zill focXV Xpon a bXVineVV/legal fUameZoUk in oUdeU Wo keep \oX ³SHcXUH AbRXW
YRXU SHcXULW\ TRNHQ OIIHULQJ.´

The SecXUiW\ TRNeQ ReYROXWiRQ IV aQ EYROXWiRQ

The UeYolXWionaU\ goal of SecXUiW\ TokenV, VecXUed digiWal aVVeWV iVVXed and managed in Whe foUm of
WokenV WhUoXgh diVWUibXWed ledgeUV, iV Wo cUeaWe a global maUkeWplace of oYeUZhelming inYeVWmenW
oppoUWXniWieV, Zhile VignificanWl\ impUoYing Whe manneU in Zhich VecXUiW\ inYeVWmenWV aUe offeUed.
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TeUmV like ³democUaWi]aWion,´ ³digiWal VhaUeV´ and ³liqXidiW\´ aUe ofWen aWWUibXWed Wo WheVe offeUingV and
pUomoWed ZiWhin Whe offeUingV¶ ZhiWe papeUV. While on WheiU oZn, WheVe concepWV do noW offeU diUecW
UeYolXWionaU\ impacW, collecWiYel\ Whe\ do UeflecW an eYolXWionaU\ impUoYemenW oYeU oXU cXUUenW
aUcane inYeVWmenW enYiUonmenW b\ pUoYiding pUogUammable logic embedded ZiWhin Whe VecXUiW\ and
adding in addiWional compliance and WUanVpaUenc\ capabiliWieV WhUoXgh blockchain-baVed UecoUd and
meVVage WUanVfeU V\VWemV. If \oX aUe cXUUenWl\ ZoUking on oU conVideUing a SecXUiW\ Token OffeUing
(³STO´), When WhiV aUWicle Zill giYe \oX moUe fXndamenWal backgUoXnd concepWV, obVeUYaWionV and
conceUnV Wo conVideU and addUeVV in Whe laXnch of \oXU offeUing.

AV ZLWK aOO aUWLcOHV OLNH WKLV RQH, ZH PXVW dLVcORVH WKaW ZH aUH QRW SURYLdLQJ OHJaO adYLcH, aUH QRW \RXU
aWWRUQH\ QRU \RXU accRXQWaQW, aQd WKHUHIRUH, WKLV aUWLcOH LV IRU LQIRUPaWLRQaO SXUSRVHV RQO\ aQd QRW IRU
WKH SXUSRVH RI SURYLdLQJ OHJaO aQd/RU accRXQWLQJ adYLcH. YRX VKRXOd cRQWacW \RXU RZQ OHJaO cRXQVHO
aQd/RU accRXQWaQW WR RbWaLQ adYLcH ZLWK UHVSHcW WR aQ\ SaUWLcXOaU LVVXH RU SURbOHP UaLVHd LQ WKLV
SaSHU. FXUWKHUPRUH, aOO VHUYLcHV SURYLdHUV acNQRZOHdJHd RU KLJKOLJKWHd LQ WKLV SaSHU aUH WKHUH IRU
dLVcXVVLRQ SXUSRVHV aQd VKRXOd QRW bH cRQVWUXHd aV aQ H[SOLcLW HQdRUVHPHQW RI WKHLU VHUYLcHV. AQ\
VHUYLcH SURYLdHU VKRXOd bH HQJaJHd VROHO\ aIWHU \RX KaYH SHUIRUPHd aQd UHVROYHd adHTXaWH dXH
dLOLJHQcH aQd KaYH aJUHHd WR cRQWUacWHd VHUYLcHV.

EYen WhoXgh man\ SecXUiW\ Token adYocaWeV haYe declaUed Whe STO Wo be a leVV oneUoXV and leVV
e[penViYe pUoceVV Wo a pUiYaWe fXnd oU coUpoUaWe offeUing, Ze find WhiV iV noW e[acWl\ Whe caVe Woda\.
IVVXing a STO UeqXiUeV moUe Whan ZUiWing VmaUW conWUacW code. While ceUWain UeconciliaWion and
adminiVWUaWion VWepV in Whe life of an inYeVWmenW aUe anWicipaWed Wo be leVV oneUoXV if Whe\ aUe
mainWained b\ Zell-fXncWioning VmaUW conWUacW compXWeU code, man\ of Whe VWepV Wo iVVXe a STO aUe
VWill VimilaU Wo a WUadiWional pUiYaWe offeUing.

We ofWen VXggeVW Waking a ³belW and VXVpendeUV´ appUoach Wo all aVpecWV of Whe offeUing, Vince STOV
aUe VWill UelaWiYel\ neZ WeUUiWoU\ foU inYeVWoUV, UegXlaWoUV, e[changeV, and iVVXeUV. AV Whe eYolXWion of
digiWal inYeVWmenWV pUoceedV and moUe STOV become commonplace aV capiWal UaiVing inYeVWmenW
YehicleV, WheUe Zill be a compUeVVion of laXnch Wime and coVWV compaUed Wo Whe enYiUonmenW Woda\.
ThoVe Zho haYe maVWeUed Whe STO pUoceVV eaUl\ on Zill be Zell poViWioned Wo moYe moUe qXickl\
and efficienWl\ aV Whe maUkeWplace adYanceV.

WheQ JXPSiQg iQWR Whe STO AUeQa, FRXU QXeVWiRQV YRX ShRXOd AVN:

QXeVWLRQ 1: WKaW LV WKe QaWXUe Rf WKe LQYeVWPeQW WKaW LV beLQg VROd WKURXgK WKe SURSRVed
SecXULW\ TRNeQ?



11/4/2020 BeLQg SecXUe AbRXW YRXU SecXULW\ TRNeQ OffeULQg - TabbFORUM

hWWSV://WabbfRUXP.cRP/RSLQLRQV/beLQg-VecXUe-abRXW-\RXU-VecXULW\-WRNeQ-RffeULQg/ 4/12

We need Wo fiUVW diVcXVV Whe naWXUe of Whe inYeVWmenW and Whe legal conVWUXcW of Whe SecXUiW\ Token
OffeUing. If a SecXUiW\ Token iV Vimpl\ a digiWal VecXUiW\, When Ze mXVW acW Wo enVXUe WhaW Whe
XndeUl\ing legal VWUXcWXUe pUoYideV a VoXnd Yehicle foU inYeVWoUV. The deWeUminaWion of a ³VoXnd´
legal VWUXcWXUe WakeV inWo accoXnW YaUioXV aVpecWV of jXUiVdicWional UegXlaWionV and compliance, Wa[eV
and oWheU aWWUibXWeV of Whe offeUing. DigiWal AVVeW UegXlaWoU\ bXUdenV do noW diVappeaU meUel\
becaXVe Whe inYeVWmenW iV noZ cUeaWed aV a digiWal VecXUiW\. ThiV UemainV one of Whe ke\
miVconcepWionV of Whe cU\pWo-inYeVWmenW Vpace ± WhaW \oX can aYoid UegXlaWoU\ compliance becaXVe
\oX iVVXe a ³Woken.´

A ³W\pical´ SecXUiW\ Token (qXoWed becaXVe Ze aUe noW ceUWain WheUe aUe an\ W\pical VecXUiW\ WokenV)
UeflecWV an inYeVWmenW in an\ of Whe folloZing poVVibiliWieV:

EqXiW\ oZneUVhip in a compan\
LimiWed paUWneUVhip inWeUeVW in a pUiYaWe eqXiW\ fXnd
ShaUeV of a Ca\man FeedeU inWo a REIT foU U.S.-domiciled Ueal eVWaWe holdingV
PoUWfolio of bondV
EqXiW\ oZneUVhip in haUd aVVeWV, VXch aV mineUal UighWV
EqXiW\ oZneUVhip in oWheU W\peV of income VWUeamV

An\Whing ZiWh a legal oZneUVhip VWUXcWXUe iV poVVible aV Whe XndeUl\ing aVVeW of a SecXUiW\ Token. IW
iV foU WhiV cUiWical UeaVon WhaW Whe Woken doeV noW ciUcXmYenW UXleV and UegXlaWionV of Whe hoVW
coXnWU\¶V UegXlaWoU\ and Wa[ enYiUonmenW. YoX mXVW VWUongl\ conVideU Whe inYeVWmenW Yehicle
VWUXcWXUing and look Wo ZoUk ZiWh aVWXWe legal coXnVel along ZiWh Wa[ coXnVel, Wo addUeVV boWh
UegXlaWoU\ UXleV foU aVVeW oZneUVhip and man\ of Whe inYeVWmenW objecWiYeV of \oXU Woken holdeUV.

A gUeaW e[ample of a STO iV Whe concepW of Wokeni]aWion of Ueal eVWaWe. OYeU Whe paVW VeYeUal \eaUV,
WheUe haYe been a nXmbeU of highl\ WoXWed aUWicleV deVcUibing Whe XVe of VecXUiW\ WokenV in oUdeU Wo
alloZ foU fUacWional oZneUVhip of pUopeUW\. TheUe haYe been a nXmbeU of STOV WhaW haYe appUoached
YaUioXV foUmV of Ueal eVWaWe. In WheoU\, STOV make peUfecW VenVe and aUe Vimpl\ an e[WenVion of
YehicleV WhaW alUead\ e[iVW in oUdeU Wo pUomoWe fUacWional oZneUVhip of Ueal eVWaWe.

SXch e[iVWing YehicleV inclXde Real EVWaWe InYeVWmenW TUXVWV (REITV), Real EVWaWe CoopeUaWiYeV,
LimiWed PaUWneUVhipV, LimiWed CoUpoUaWionV and Time ShaUeV. Each one of WheVe legal VWUXcWXUeV can
hold Ueal eVWaWe aV Whe XndeUl\ing aVVeW and offeU fUacWional oZneUVhip XniWV, bXW each e[iVWV Wo VeUYe
diffeUenW pXUpoVeV Wo Whe end inYeVWoU. TheVe W\peV of YehicleV aUe candidaWeV foU SecXUiW\ Token
OffeUingV WhaW, once implemenWed, VhoXld be eaVieU Wo WUack, WUade, and Ueconcile aV compaUed Wo Whe
cXUUenW papeU oU legac\ Wechnolog\-boXnd V\VWemV. IW iV impoUWanW Wo noWe WhaW ³VhoXld´ iV a UelaWiYe
ZoUd, aV STOV aUe VWill neZ W\peV of offeUingV WhaW aUe being WeVWed boWh aV pUodXcWV WhemVelYeV and
aV poZeUed b\ emeUging blockchain WechnologieV.
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MoUe impoUWanW, financial UegXlaWoU\ aXWhoUiWieV acUoVV Whe globe aUe beginning Wo paVV UXleV
peUWaining Wo Whe iVVXance and Vale of SecXUiW\ TokenV. TheVe UXleV Zill eYolYe oYeU Wime aV Whe
digiWal VhaUeV become moUe accepWed. BXW \oX mXVW be conVcioXV of ZhaW VecXUiW\ laZV and Wa[
laZV aUe applicable Wo \oXU inYeVWmenW and \oXU inYeVWoUV and Veek Whe appUopUiaWe adYice fUom
engaged coXnVel. HeUe aUe Vome impoUWanW UeVoXUceV:

SEC (hWWpV://ZZZ.Vec.goY/ICO (hWWpV://ZZZ.Vec.goY/ICO))
FCA (hWWpV://ZZZ.fca.oUg.Xk/fiUmV/cU\pWoaVVeWV (hWWpV://ZZZ.fca.oUg.Xk/fiUmV/cU\pWoaVVeWV))
AMF (hWWpV://ZZZ.amf-fUance.oUg/en_US/ReglemenWaWion/DoVVieUV-WhemaWiqXeV/FinWech/VeUV-
Xn-noXYeaX-Uegime-poXU-leV-cU\pWo-acWifV-en-FUance (hWWpV://ZZZ.amf-
fUance.oUg/en_US/ReglemenWaWion/DoVVieUV-WhemaWiqXeV/FinWech/VeUV-Xn-noXYeaX-Uegime-
poXU-leV-cU\pWo-acWifV-en-FUance) )

ThiV highlighWV Whe impoUWanW poinW, WhaW a SHcXULW\ TRNHQ UHSUHVHQWV aQ LQYHVWPHQW PadH b\ aQ
LQYHVWRU, ZKR KaV WKH H[SHcWaWLRQ RI aQ LQcUHaVH LQ WKH YaOXH RI VaLd LQYHVWPHQW. TheUefoUe, moVW
VecXUiWieV UegXlaWoUV conVideU SecXUiW\ TokenV Wo fall XndeU WheiU pXUYieZ and Zill UeqXiUe iVVXeUV Wo
adheUe Wo Whe UegXlaWoU\ UXleVeW WhaW applieV Wo ZhaWeYeU XndeUlieV Whe SecXUiW\ Token and hoZ iW iV
being Vold.

WKLcK OHadV XV WR WKH QH[W TXHVWLRQ «

QXeVWLRQ 2: WKR aUe WKe WaUgeW SXUcKaVeUV Rf WKe SURSRVed SecXULW\ TRNeQV?

ThiV iV Whe nice Za\ of Va\ing: ³WheUe iV Whe mone\?!?´ AUe \oX inWeUeVWed in UaiVing mone\ in Whe
UniWed SWaWeV? Can \oX VoXUce inYeVWoUV in AVia? Can \oX offeU WhiV SecXUiW\ Token in EXUope?
TheUe iV a liWan\ of iVVXeV WhaW come Wo lighW, once \oX deWeUmine ZheUe \oXU poWenWial inYeVWoUV
UeVide and hoZ \oX inWend Wo condXcW \oXU mone\ UaiVe.

OYeU Whe paVW VeYeUal \eaUV, WheUe haV been a big pXVh Wo offeU SecXUiW\ TokenV giYing inYeVWoUV
acceVV Wo man\ diffeUenW oppoUWXniWieV. While iW iV e[ciWing Wo Vee cXWWing-edge pUodXcWV on Whe
maUkeW, WheVe eaUl\ cUoZdfXnding mone\ UaiVeV focXVed on Whe noWoUieW\ of Whe Token, Zhile
diminiVhing Whe meVVage VXUUoXnding Whe WUXe naWXUe of Whe inYeVWmenW. Some of WheVe eaUlieU
iVVXed TokenV ma\ haYe been SecXUiW\ TokenV ZhoVe iVVXeUV did noW folloZ inYeVWmenW UXleV and
compliance. AV a UeVXlW, Woda\ UegXlaWoUV aUe in Whe midVW of VoUWing oXW paVW offeUingV WhUoXgh
YaUioXV enfoUcemenW acWionV.

WhaW can Ze leaUn fUom WhiV? If \oX aUe offeUing an inYeVWmenW, geW pUopeU pUofeVVional adYice! We
mXVW Wake Whe appUoach WhaW Whe XndeUl\ing inYeVWmenW iV Whe moVW impoUWanW componenW of Whe
offeUing, and Whe SecXUiW\ Token iV Whe ³Zhip cUeam on Whe deVVeUW.´ We cannoW emphaVi]e enoXgh
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WhaW Whe XndeUl\ing inYeVWmenW iV Whe main aWWUacWion and Whe digiWal VecXUiW\ iV an enhancemenW
componenW WhaW bUingV oWheU aWWUibXWeV Wo Whe offeUing.

IW VhoXld be noWed WhaW eYen if STOV eYolYe paVW digiWal VecXUiWieV aV enhancemenWV Wo become
bUand-neZ W\peV of digiWall\ naWiYe inYeVWmenWV, STOV Zill VWill fXndamenWall\ be inYeVWmenWV WhaW Zill
haYe Wo fiW ZiWhin UegXlaWoU\ UegimeV, and appUopUiaWe compliance mXVW be obVeUYed.

OWheU conceUnV VhoXld be addUeVVed in connecWion ZiWh an\ offeUing. YoX VhoXld alVo deWeUmine Whe
poWenWial VenViWiYiWieV WhaW \oXU inYeVWoUV ma\ haYe. AUe Whe\ indiYidXalV Zho ma\ be VenViWiYe Wo
ceUWain Wa[ WUiggeUV in Whe inYeVWmenW, oU aUe Whe\ inVWiWXWional inYeVWoUV looking foU a Vpecific \ield in
Whe pa\oXWV? TheVe anVZeUV Zill help \oX XndeUVWand an\ nXanceV WhaW VhoXld be inWUodXced inWo
Whe VWUXcWXUing. Once \oX haYe anVZeUed Whe mone\ UaiVing qXeVWionV, \oX haYe Whe baVic
infoUmaWion Wo begin diVcXVVionV ZiWh \oXU legal coXnVel.

LHW¶V LRRN aW a PUacWLcaO E[aPSOH:

We Zill UeWXUn Wo Whe Ueal eVWaWe e[ample Wo e[plain Zh\ XndeUVWanding and UeVpecWing Whe
XndeUl\ing aVVeW iV cUiWical. Imagine Ze haYe VeYeUal Vingle-famil\ homeV in Whe UniWed SWaWeV WhaW
Ze ZanW Wo Wokeni]e aV a package foU inYeVWoUV. On a baVe leYel, can Ze Vell fUacWional oZneUVhip in
WheVe homeV? The anVZeU iV ³of coXUVe.´ BXW ZhaW aboXW Whe folloZing:

HoZ do \oX handle Whe WiWle UegiVWU\ of facWional oZneUV on indiYidXal pUopeUWieV?
Who makeV an\ deciVionV UegaUding Whe leaVing, Xpkeep, accoXnWing, Wa[ pa\menWV and
eYenWXal Vale of Whe pUopeUWieV?
HoZ do \oX decide ZhaW Wo do if \oX do noW haYe XnanimoXV agUeemenW among Woken holdeUV
± i.e., in Whe Vale of a pUopeUW\?
WhaW happenV if an\ one of Whe fUacWional oZneUV/Woken holdeUV diVappeaUV oU cannoW be
Ueached UegaUding deciVionV inYolYing Whe pUopeUW\? DoeV WhiV impacW Whe qXaliW\ and
WUanVfeUabiliW\ of pUopeUW\ WiWle?
WhaW iV Whe baViV foU diVWUibXWion of an\ eaUningV?
HoZ do \oX handle Whe fUacWional UeVponVibiliW\ foU pUopeUW\ Wa[eV?
TheVe qXeVWionV bUing aboXW oWheU qXeVWionV and Ze Ueali]e WhiV liVW iV b\ no meanV
e[haXVWiYe.

SXddenl\, Ze begin Wo Ueali]e WhaW WheUe aUe a nXmbeU of VWUXcWXUal and legal hXUdleV Wo oYeUcome
Zhen Wokeni]ing aVVeWV. Toda\, WheVe W\peV of hXUdleV can be moUe eaVil\ addUeVVed in WUadiWional
inYeVWmenW YehicleV Weamed Xp ZiWh WokenV WhaW UepUeVenW Whe VhaUeholdeU XniWV. And, Vo, WheVe
hXUdleV W\picall\ foUce Whe iVVXeU Wo UeYeUW back Wo VWandaUd fXnd and coUpoUaWe enWiW\ iVVXanceV, aV
\oX ZoXld Vee in non-Wokeni]ed dealV, ZiWh Whe anWicipaWion of maUginal gainV Wo be made WhUoXgh
Wokeni]aWion on Wop.
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In WhiV Vame Ueal eVWaWe Wokeni]aWion pUopoVal, conVideU Whe folloZing:

We WUanVfeU Whe Vingle-famil\ homeV inWo an inYeVWmenW Yehicle knoZn aV a Real EVWaWe
InYeVWmenW TUXVW, oU ³REIT.´ We chooVe WhiV VWUXcWXUe becaXVe Whe pUopeUWieV haYe Whe
poWenWial Wo geneUaWe UenWal income, and Ze ZanW Wo minimi]e Whe Wa[ impacW aW Whe Yehicle
leYel.
BecaXVe iW iV a REIT, Ze mXVW diVWUibXWe aW leaVW 90% of Whe neW Wa[able income Wo Whe XniW
holdeUV, ZiWh ceUWain Wa[ benefiWV alVo paVVed onWo Whe XniW holdeUV (diVWUibXWion of 100% of Whe
neW Wa[able income Zill eliminaWe an enWiW\-leYel C-CoUp. Wa[).
We mXVW haYe a deVignaWed InYeVWmenW ManageU, Zhich Zill be paid a managemenW fee fUom
Whe REIT¶V acWiYiWieV foU iWV Uole in managing Whe inYeVWmenWV.
We Zill alVo need Wo addUeVV Whe nXmbeU of VhaUeholdeUV UXle foU REITV.
If Ze haYe non-US XniW holdeUV, When Whe\ aUe VXbjecW Wo ZiWhholding Wa[ on boWh Whe neW
income and Whe pUoceedV fUom Whe Vale of XndeUl\ing pUopeUWieV (FIRPTA ZiWhholding). ThiV iV
becaXVe Whe Vingle-famil\ homeV aUe US domiciled.
In oUdeU Wo Vimplif\ and minimi]e ceUWain Wa[ impacWV Wo non-US XniW holdeUV, Ze cUeaWe a
Ca\man-IVland feedeU, aVVociaWed ZiWh ³Wa[-blockeUV.´ TheVe blockeUV do noW eliminaWe Whe Wa[,
bXW UaWheU minimi]e Vome of Whe impacW and Vimplif\ Whe Wa[ filing.
We mXVW engage Whe VeUYiceV of a fXnd adminiVWUaWoU, aXdiW fiUm and oWheU VeUYice pUoYideUV in
Whe managemenW of Whe inYeVWmenW YehicleV.

ThiV iV noW Whe compleWe VWUXcWXUe, noU Whe compleWe picWXUe. We VWill haYe noW eYen menWioned Whe
addiWion of Whe Woken oYeUla\ on Wop, Zhich Zill add anoWheU leYel of comple[iW\. YoX can Vee fUom Whe
VWUXcWXUe aboYe WhaW Ze aUe aWWempWing Wo deal ZiWh diffeUenW Wa[ iVVXeV faced b\ US and non-US
inYeVWoUV in Whe Vame XndeUl\ing aVVeWV.

Once \oX add in Whe pUoVpecW of offeUing WokenV, \oX alVo need Wo decide if \oX Zill offeU VepaUaWe
WokenV foU US inYeVWoUV and non-US inYeVWoUV, and ZheWheU haYing WZo WokenV confXVeV oU dilXWeV
\oXU mone\-UaiVing effoUWV.

If \oX do chooVe Whe WZo-Woken appUoach, When Whe US Woken can UepUeVenW diUecW oZneUVhip inWeUeVW
inWo Whe REIT, Zhile Whe non-US Woken ZoXld UepUeVenW oZneUVhip inWeUeVW inWo Whe Ca\man FeedeU.
YoXU mone\-UaiVing acWiYiWieV ZoXld need Wo enVXUe WhaW Whe appUopUiaWe inYeVWoUV ZoXld pXUchaVe
Whe appUopUiaWe WokenV, and WhaW \oX diVcloVe Whe poWenWial foU diffeUenW UeWXUnV in Whe WZo diffeUenW
WokenV.

ThiV e[ample iV meanW Wo highlighW Vome of Whe comple[iWieV faced in Whe foUmaWion of one W\pe of
STO, a REIT SecXUiW\ Token OffeUing. OWheU STOV haYe WheiU oZn qXiUkV Vpecific Wo Whe W\pe of
XndeUl\ing inYeVWmenW conWemplaWed. IW iV cUiWical Wo haYe Whe legal and inYeVWmenW VWUXcWXUe ZoUked



11/4/2020 BeLQg SecXUe AbRXW YRXU SecXULW\ TRNeQ OffeULQg - TabbFORUM

hWWSV://WabbfRUXP.cRP/RSLQLRQV/beLQg-VecXUe-abRXW-\RXU-VecXULW\-WRNeQ-RffeULQg/ 8/12

oXW befoUe coding Whe Woken beginV. WhaW iV coded in Whe conWUacW mXVW be a Wechnological maWch Wo
Whe offeUing docXmenWV. FoU WhiV UeaVon, Ze VWUongl\ VWUeVV Whe engagemenW of Volid and Zell-
UeVpecWed legal and Wa[ coXnVel.

BeVideV adYiVing on Whe geneUal legal VWUXcWXUe foU Whe offeUing, \oX alVo Uel\ Xpon \oXU coXnVel foU
dUafWing Whe offeUing docXmenWV, UegiVWeUing Whe appUopUiaWe enWiWieV ZiWh UegXlaWoU\ bodieV, and
dUafWing all Whe aVVociaWed VeUYice agUeemenWV ZiWhin Whe VWUXcWXUe. The\ Zill giYe \oX adYice on Whe
AnWi-Mone\ LaXndeUing (AML) and KnoZ YoXU CXVWomeU (KYC) pUoWocolV \oX need Wo folloZ in \oXU
offeUing. YoX Zill XVe Whem Wo UeYieZ \oXU maUkeWing maWeUialV and ZhiWe papeUV, Vo WhaW \oX do noW
cUoVV Whe UegXlaWoU\ line inWo dangeUoXV WeUUiWoU\. YoX ma\ ZanW Wo aVk foU a UeYieZ of Whe VmaUW
conWUacW pUoWocolV bXilW inWo Whe Wechnolog\ of Whe WokenV, in oUdeU Wo Ueconcile Whe offeUing
docXmenWaWion ZiWh Whe ZoUkingV of Whe SecXUiW\ Token.

Man\ laZ fiUmV haYe bXilW oXW e[peUWiVe in CU\pWocXUUencieV, Tokeni]aWion and Blockchain. When
conVideUing a laZ fiUm and/oU a conVXlWanW, Wake inWo accoXnW WhaW \oX Zill need e[peUWiVe in Whe
XndeUl\ing aVVeW iVVXeV, Whe VecXUiW\ and/oU fXnd VWUXcWXUing, and Whe Wechnolog\ and Wokeni]aWion
iWVelf. SmaUW conWUacW Wechnolog\ aXdiWV aUe neZeU VeUYiceV being offeUed b\ laZ fiUmV, WechnologiVWV
and oWheU pUacWiWioneUV. SecXUiW\ Token OffeUingV aUe qXickl\ becoming a cXWWing-edge pUacWice. Be
VXUe Wo aVk ZheWheU \oXU engaged e[peUW pUacWiWioneUV haYe Vpecific e[peUWiVe in WheVe aUeaV of
cU\pWocXUUencieV, Wokeni]aWion and blockchain WechnologieV. In addiWion Wo Whe VWUXcWXUing and
iVVXance of SecXUiW\ TokenV, \oXU legal coXnVel Zill be able Wo aVViVW in Whe pUoWecWion of inWellecWXal
pUopeUW\ aVVociaWed ZiWh Whe WokenV.

MXlWi-naWional fiUmV VXch aV CliffoUd Chance (ZZZ.cliffoUdchance.com
(hWWp://ZZZ.cliffoUdchance.com)), BakeU & McKen]ie (ZZZ.bakeUmcken]ie.com
(hWWp://ZZZ.bakeUmcken]ie.com)), SheaUman & SWeUling (ZZZ.VheaUman.com
(hWWp://ZZZ.VheaUman.com)), KaWWen MXchin RoVenman (ZZZ.kaWWen.com (hWWp://ZZZ.kaWWen.com))
and Skadden, AUpV, SlaWe, MeagheU & Flom (ZZZ.Vkadden.com (hWWp://ZZZ.Vkadden.com)) aUe all
incUeaVing WheiU capabiliWieV in Whe blockchain and cU\pWocXUUenc\ Vpace.

OWheU, VmalleU fiUmV, VXch aV Dl[LaZ (ZZZ.dl[laZ.com (hWWp://ZZZ.dl[laZ.com)), foUmed b\ pUioU big-
laZ paUWneUV ZiWh e[peUience in blockchain and cU\pWocXUUenc\, e[hibiW deep bench VWUengWh and
capabiliWieV WhaW can be beneficial in a STO. All in all, VeYeUal hXndUed aWWoUne\V liVW blockchain oU
cU\pWocXUUenc\ aV paUW of WheiU e[peUWiVe, and Whe nXmbeU of aWWoUne\V pUacWicing in WhiV aUea iV
Uapidl\ incUeaVing. POHaVH QRWH, WKLV LV QRW aQ H[KaXVWLYH OLVW RI OaZ ILUPV HQJaJLQJ LQ WKLV W\SH RI
SUacWLcH.

WKLcK OHadV WR WKH WKLUd TXHVWLRQ «



11/4/2020 BeLQg SecXUe AbRXW YRXU SecXULW\ TRNeQ OffeULQg - TabbFORUM

hWWSV://WabbfRUXP.cRP/RSLQLRQV/beLQg-VecXUe-abRXW-\RXU-VecXULW\-WRNeQ-RffeULQg/ 9/12

QXeVWLRQ 3: HRZ dR \RX LQWeQd WR UaLVe WKe fXQdV fRU WKe SecXULW\ TRNeQ OffeULQg?

TheUe ZaV a Wime YeU\ UecenWl\, like in man\ ³hoW´ maUkeWV, Zhen \oX coXld Vimpl\ annoXnce Whe
laXnch of a neZ Woken and e[pecW a gUoXndVZell of inWeUeVW and Whe foUmaWion of nXmeUoXV ZalleWV
foU inYeVWmenWV. We belieYe Ze haYe eYolYed fUom WhaW eXphoUic VWaWe Wo come back Wo eaUWh foU a
moUe WUadiWional and UaWional appUoach Wo mone\ UaiVing. InYeVWoUV mXVW be compelled Wo inYeVW
becaXVe of Whe economic poWenWial of Whe XndeUl\ing bXVineVV oU aVVeWV.

The SecXUiW\ Token addV boWh comple[iW\ and noWoUieW\ Wo \oXU offeUing, and \oX mXVW decide if \oXU
mone\ UaiVe iV going Wo be Volel\ WaUgeWing Woken inYeVWoUV, oU accepWing inYeVWmenWV fUom non-Woken
inYeVWoUV, aV Zell. In eiWheU caVe, \oX mXVW e[amine \oXU appUoach Wo UaiVing mone\ and folloZ Whe
pUopeU UXleV and UegXlaWionV of Whe domiciliaWion of Whe inYeVWoU VoXUce. SecXUiW\ UegXlaWoUV Wake WhiV
YeU\ VeUioXVl\ and, aV menWioned eaUlieU, Whe\ aUe beginning Wo VcUXWini]e Whe maUkeWing and mone\-
UaiVing appUoacheV of UecenW cU\pWo-coinV and SecXUiW\ TokenV.

In Whe UniWed SWaWeV, UegaUdleVV of Whe naWXUe of Whe inYeVWmenW offeUing, if an\ minXWia of Whe
inYeVWmenW iV offeUed oU Vold Wo US inYeVWoUV, all acWiYiWieV aVVociaWed ZiWh Whe mone\ UaiVe mXVW
compl\ ZiWh Whe SecXUiWieV AcW of 1933 and oWheU FedeUal and SWaWe UXleV UegaUding Whe Vale of
VecXUiW\ inWeUeVWV. FoU WhiV UeaVon, man\ SecXUiW\ Token OffeUingV aUe VWUXcWXUed and diVWUibXWed aV
pUiYaWe placemenW offeUingV, WhXV aYoiding man\ of Whe UXleV and UeqXiUemenWV foU a pXblic/UeWail
offeUing.

AV mXch aV Ze ma\ belieYe a ZebViWe and cUoZdfXnding appUoach Zill UaiVe ample fXndV, \oX mXVW
be caUefXl noW Wo cUoVV Whe line inWo a pXblic offeUing ZiWhoXW Whe VXppoUWing compliance in Whe
maUkeWing maWeUialV and offeUing Wo all of Whe UegXlaWoU\ UeqXiUemenWV. AddiWionall\, Vome
cU\pWocXUUencieV ma\ alVo fall ZiWhin mone\ WUanVmiWWeU UegXlaWionV. MoUe Whan one UegXlaWoU\
Vcheme ma\ impacW a paUWicXlaU inYeVWmenW. Again, adYice of coXnVel iV Uecommended.

HoZ \oX inWend Wo UaiVe Whe fXndV foU Whe SecXUiW\ Token OffeUing Zill deWeUmine a nXmbeU of ne[W
VWepV. YoXU legal coXnVel Zill noW onl\ docXmenW Whe offeUing Wo UeflecW Whe appUoach bXW Zill alVo giYe
\oX gXidance on VelecWion of bUokeUV and/oU placemenW agenWV WhaW Zill enVXUe compliance ZiWh Whe
UegXlaWionV.

In Whe US, a pUiYaWe placemenW offeUing Zill UeVWUicW inYeVWoUV Wo onl\ WhoVe WhaW meeW Whe SEC¶V
³AccUediWed InYeVWoU´ WhUeVholdV. ThiV appUoach impacWV Whe d\namicV of eYeU\ VWep of Whe mone\
UaiVing pUoceVV. ObYioXVl\, iW impacWV Whe W\pe of inYeVWoU \oX aUe WaUgeWing, bXW a VXbVcUipWion inWo
Whe pUiYaWe placemenW VhoXld onl\ occXU afWeU a ³KnoZ YoXU CXVWomeU´ dXe diligence pUoceVV, Zhich
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Zill inclXde Whe diVcloVXUe and papeU WUail of Whe inYeVWoU¶V peUVonal infoUmaWion, a cUoVV check b\ a
UepXWable VhaUeholdeU VeUYice oU fXnd adminiVWUaWoU, and laVWl\ WhaW Whe VoXUce of fXndV aUe alVo
knoZn Wo coYeU \oXU UeqXiUemenWV XndeU AnWi-Mone\ LaXndeUing (AML) UXleV and VoXnd pUoWocolV.

FXUWheUmoUe, WheVe inYeVWoUV Zill be VXbjecW Wo RXle 144 and Zill be UeqXiUed Wo hold Whe inYeVWmenW
foU a peUiod of one \eaU. So, acWXal Woken liqXidiW\ cannoW be achieYed XnWil a \eaU afWeU iVVXance.
ThiV VhoXld be emphaVi]ed, aV ofWen Ze heaU claimV WhaW Whe iVVXance of VecXUiW\ WokenV Zill
aXWomaWicall\ make Whe maUkeW moUe liqXid. While WhiV XlWimaWel\ ma\ become Whe caVe, Whe iniWial
holding peUiod applieV Wo WokenV, and aXWomaWic liqXidiW\ iV noW e[pecWed.

LeW¶V UeWXUn Wo Whe enYiUonmenW of incUeaVed VcUXWin\ WhaW Whe SEC haV placed Xpon Whe Vale of
SecXUiW\ TokenV Wo inYeVWoUV. IW iV cUiWical WhaW \oX Wake a conVeUYaWiYe appUoach, meaning WhaW if \oX
hiUe placemenW agenWV oU bUokeU dealeUV, WheVe enWiWieV mXVW be UegiVWeUed aV a bUokeU-dealeU, ZiWh
Whe FoUm BD cUedenWialV Wo Vell pUiYaWe placemenWV. TheiU agenWV mXVW be UegiVWeUed UepUeVenWaWiYeV
ZiWh Whe bUokeU-dealeU oU an affiliaWed one. FXUWheUmoUe, BlXe Sk\ LaZV in Whe US W\picall\ UeqXiUe
Whe bUokeU-dealeU Wo be UegiVWeUed in Whe VWaWeV ZheUe iW iV UaiVing inYeVWmenW capiWal. YoX can
condXcW mXch of \oXU oZn dXe diligence on FINRA¶V bUokeU check ZebViWe:
hWWpV://bUokeUcheck.finUa.oUg/ (hWWpV://bUokeUcheck.finUa.oUg/).

Some bUokeU-dealeUV Wo conVideU WhaW haYe embUaced Whe SecXUiW\ Token OffeUing maUkeW aUe US
CapiWal Global (ZZZ.XVcapglobal.com (hWWp://ZZZ.XVcapglobal.com)), EnWoUo CapiWal
(ZZZ.enWoUo.com (hWWp://ZZZ.enWoUo.com)), BoXVWead SecXUiWieV (ZZZ.boXVWead1828.com
(hWWp://ZZZ.boXVWead1828.com)), HaUboU PlaWfoUm (ZZZ.haUboU.com (hWWp://ZZZ.haUboU.com)), and
AmeU[ (ZZZ.ameU[.com (hWWp://ZZZ.ameU[.com)). TheUe aUe man\ bUokeU-dealeUV moYing inWo WhiV
Vpace, Vo condXcW \oXU oZn dXe diligence, and ceUWain cU\pWo-e[changeV VXch aV Gemini
(ZZZ.gemini.com (hWWp://ZZZ.gemini.com)) haYe applied foU an ATS licenVe. SXffice Wo Va\ WhiV iV a
Uapidl\ eYolYing aUena.

WKLcK OHadV XV WR RXU ILQaO TXHVWLRQ «

QXeVWLRQ 4: WKR aUe WKe RWKeU SeUYLce PURYLdeUV \RX VKRXOd cRQVLdeU LQ WKLV SecXULW\ TRNeQ
OffeULQg?

ThiV VecWion iV going Wo dUop Vome nameV, bXW iW doeV noW impl\ WhaW WheVe aUe Whe beVW oU onl\
VeUYice pUoYideUV in Whe maUkeWplace. YoX Zill need Wo XndeUVWand, in e[cUXciaWing deWail, Whe e[WenW
of Whe VeUYiceV offeUed, and Whe coVWV foU Vaid VeUYiceV.
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Since aVpecWV of SecXUiW\ Token OffeUingV aUe VWill neZ, Vome VeUYice pUoYideUV Zill UeqXiUe a biW
moUe hand holding in XndeUVWanding Whe nXanceV of Whe offeUing. CeUWain VeUYice pUoYideUV aUe noW
inWeUeVWed in paUWicipaWing in SecXUiW\ Token OffeUingV XnWil moUe UXleV and UegXlaWionV aUe in place,
giYing Whem moUe comfoUW aboXW WheiU liabiliW\ UiVkV aVVociaWed ZiWh Whe pUoYiVion of VeUYiceV.

YoX ma\ UeqXiUe Whe VeUYiceV of a FXnd AdminiVWUaWoU oU a TUanVfeU AgenW and CXVWodian. Man\ of
WheVe VeUYice pUoYideUV, VXch aV SS&C GlobeOp (ZZZ.VVcWech.com (hWWp://ZZZ.VVcWech.com)) and
MG SWoYeU (ZZZ.mgVWoYeU.com (hWWp://ZZZ.mgVWoYeU.com)), pUoYide a bUoad Uange of VeUYiceV.
Some fiUmV, VXch aV PUimeTUXVW (ZZZ.pUimeWUXVW.com (hWWp://ZZZ.pUimeWUXVW.com)), pUoYide
compliance/WUanVfeU agenW/cXVWodial VeUYiceV VWUicWl\ affiliaWed ZiWh Woken iVVXanceV. TheVe fiUmV ma\
alVo inViVW WhaW all inYeVWoUV aUe VXbjecW Wo WheiU oZn inWeUnal KYC/AML checkV, eYen if \oXU Wech
Weam haV bXilW all Whe pUoWocolV inWo Whe Woken blockchain VWUXcWXUe. The fiUmV Zill be UeVponVible foU
accepWing inYeVWmenW fXndV, calcXlaWing NeW AVVeW ValXeV (NAVV), calcXlaWing and ZiUing diYidend
pa\menWV, and cooUdinaWing annXal aXdiWV.

In pUoYiding good goYeUnance and oYeUVighW foU \oXU inYeVWoUV, conVideU a VWUong UepUeVenWaWion
fUom a boaUd of diUecWoUV, of Zhich aW leaVW half aUe independenW in naWXUe. TheUe aUe e[cellenW fiUmV,
VXch aV DMS GoYeUnance (ZZZ.dmVgoYeUnance.com (hWWp://ZZZ.dmVgoYeUnance.com)), WhaW
VXppl\ diUecWoUV Wo fXndV and oWheU coUpoUaWe VWUXcWXUeV.

YoXU SecXUiW\ Token inYeVWoU Zill alVo be looking foU a VWUong aXdiW fiUm Wo condXcW annXal aXdiWV.
YoXU inYeVWoU ma\ eYen aVk foU aVVXUance opinionV. MajoU fiUmV, VXch aV PWC (ZZZ.pZc.com
(hWWp://ZZZ.pZc.com)), DeloiWWe (ZZZ2.deloiWWe.com (hWWp://ZZZ2.deloiWWe.com)), EY (ZZZ.e\.com
(hWWp://ZZZ.e\.com)) and KPMG (ZZZ.kpmg.com (hWWp://ZZZ.kpmg.com)), haYe all been incUeaVing
WheiU abiliWieV Wo handle SecXUiW\ Token OffeUingV. GiYen Whe Vi]e of man\ Woken offeUingV, \oX mighW
conVideU a mid-Wo-laUge Vi]e fiUm, aV an alWeUnaWiYe Wo a majoU fiUm, foU iWV leYel of VeUYice and a
poWenWiall\ loZeU coVW VWUXcWXUe, VXch aV EiVneUAmpeU (ZZZ.eiVneUampeU.com
(hWWp://ZZZ.eiVneUampeU.com)), Riche\ Ma\ & Co. (ZZZ.Uiche\ma\.com
(hWWp://ZZZ.Uiche\ma\.com)), BDO (ZZZ.bdo.com (hWWp://ZZZ.bdo.com)), MaUcXm
(ZZZ.maUcXmllp.com (hWWp://ZZZ.maUcXmllp.com)) and FUiedman LLP (ZZZ.fUiedmanllp.com
(hWWp://ZZZ.fUiedmanllp.com)).

LaVWl\ (aW leaVW foU WhiV aUWicle), Ze bUiefl\ diVcXVV Whe Wechnolog\ bXild and plaWfoUm VXppoUW foU Whe
SecXUiW\ Token iWVelf. Man\ of Whe Xp-and-coming AlWeUnaWiYe TUading S\VWem (ATS) plaWfoUmV aUe
alVo inWeUeVWed in cUeaWing Whe coding foU Whe Woken, VXch aV Openfinance (ZZZ.openfinance.io
(hWWp://ZZZ.openfinance.io)), WZERO (ZZZ.W]eUo.com (hWWp://ZZZ.W]eUo.com)) and, moVW UecenWl\,
HaUboU PlaWfoUm, menWioned aboYe. NeZ plaWfoUmV ZiWh e[peUienced codeUV aUe alVo being appUoYed
on an ongoing baViV, and WhiV iV an aUea ZiWh a loW of acWiYiW\. LeaVeXm SeUYiceV
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(ZZZ.leaVeXmVeUYiceV.com (hWWp://ZZZ.leaVeXmVeUYiceV.com)), a plaWfoUm Wo Zhich Whe aXWhoU iV
affiliaWed, iV bXilding oXW WoolV and pUoceVVeV Wo aVViVW companieV in acceVVing inYeVWmenW VolXWionV
on Whe blockchain.

CeUWain non-plaWfoUm VmaUW conWUacW pUoYideUV aUe looking aW cUeaWing VWandaUd offeUing docXmenWV.
YoX need Wo deWeUmine Whe beVW appUoach heUe, becaXVe WheUe aUe a nXmbeU of fiUmV WhaW ViW oXWVide
of Whe ATS plaWfoUmV WhaW can bXild Whe Woken. And, Vince WheVe VmaUW conWUacWV VhoXld be aXdiWed,
WheUe aUe a Vmall nXmbeU of fiUmV WhaW Vpeciali]e in WhaW VeUYice.

We leaYe \oX ZiWh WhiV: SecXUiW\ TokenV, aV a Zidel\ accepWed inYeVWmenW Yehicle, Zill eYolYe and
gUoZ in Whe coming \eaUV. We ma\ be on Whe pUecipice of an e[ploVion of offeUingV. TheUe aUe man\
companieV, aVVeW manageUV and inYeVWmenW pUodXcW pUoYideUV looking aW WhiV Vpace and iWV gUoZWh
poWenWial. When conWemplaWing an offeUing, do conVideU man\ of Whe facWoUV, iVVXeV and poWenWial
VolXWionV diVcXVVed heUein. Do \oXU homeZoUk! ChooVe e[cellenW coXnVel and VeUYice pUoYideUV.
Make Whe SecXUiW\ Token all aboXW Whe inYeVWmenW and noW aboXW Whe SecXUiW\ Token, and \oX Zill be
on Whe paWh Wo a VXcceVVfXl laXnch.

TKLV aUWLcOH aSSHaUHd RQ MHdLXP.cRP (KWWSV://PHdLXP.cRP/@baUU\.VHHPaQ/KWWSV-PHdLXP-cRP-
baUU\-VHHPaQ-bHLQJ-VHcXUH-abRXW-\RXU-VHcXULW\-WRNHQ-RIIHULQJ-cd1aH6aa7bH0), RQ OcW. 2, 2019. FRU
PRUH LQIRUPaWLRQ RQ WKHVH VXbMHcWV, SOHaVH cRQWacW:

AXWhoU: BaUU\ Seeman aW Veeman@beaUUXnpaUWneUV.com
(hWWp://baUU\.Veeman@beaUUXnpaUWneUV.com) / ZZZ.beaUUXnpaUWneUV.com
(hWWp://ZZZ.beaUUXnpaUWneUV.com)
EdiWoU: SXVan JoVeph aW joVeph1786@gmail.com (hWWp://VXVan.joVeph1786@gmail.com) /
ZZZ.linkedin.com/in/VXVangjoVeph (hWWpV://ZZZ.linkedin.com/in/VXVangjoVeph/)

� 2009-2019 b\ TKH TABB GURXS, LLC aQG cRQWULbXWRUV
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OFWRbHU 22, 2019

Being SmarW AboXW YoXr SmarW ConWracW

NoZ is the time for the digital asset and cr\ptocurrenc\ space to Zork Zith global regulators to
Zidel\ adopt this emerging technolog\ and ecos\stem. We need onl\ look at the regulator\
actiYit\ to see that a robust digital asset and cr\ptocurrenc\ Zorld is being established; it is far
better to Zork Zith than against the regulators so that innoYation can be reali]ed.

Work With, Not Against, Your Regulators!

Timing iV eYeU\Whing! And noZ iV Whe Wime foU Whe digiWal aVVeW and cU\pWocXUUenc\ Vpace Wo ZoUk ZiWh
global UegXlaWoUV Wo Zidel\ adopW WhiV emeUging Wechnolog\ and ecoV\VWem. RegXlaWoUV haYe iVVXed a
nXmbeU of neZ VWaWemenWV and caXWionV, and Waken acWionV, Vince Ze pXbliVhed oXU aUWicle on OcW. 2,
2019, ³Being SecXUe AboXW YoXU SecXUiW\ Token OffeUing (hWWpV://WabbfoUXm.com/opinionV/being-VecXUe-aboXW-\oXU-VecXUiW\-Woken-offeUing/).´

In WhiV aUWicle, Ze aUe bUinging foUZaUd Vome addiWional infoUmaWion, obVeUYaWionV and VXggeVWionV Wo Whe digiWal aVVeW Vpace, focXVing on Vome of Whe
UecenW VWaWemenWV and acWionV Waken b\ U.S. and global UegXlaWoUV. In paUWicXlaU, Ze Zill diVcXVV aVpecWV of peUceiYed financial maUkeWV VWabiliW\, KnoZ
YoXU CXVWomeU (KYC) pUoWocolV, AnWi-Mone\ LaXndeUing (AML) and CoXnWeUing Whe Financing of TeUUoUiVm (CFT) pUoWocolV, and Ta[ RepoUWing. TheVe
iVVXeV aUe cUiWical Wo XndeUVWand and acW Xpon, ZheWheU deVigning \oXU fiUVW SecXUiW\ Token oU opening \oXU fiUVW cU\pWo ZalleW.

This article is based upon the experiences and observations of an experienced financial professional, Barry Seeman, and a crypto-seasoned attorney,
Susan Joseph. Contact details for both are found at the end of the article.

As with all articles like this one, we must disclose that we are not providing legal advice, we are not your attorneys, nor your accountants, and therefore,
this article is for informational purposes only and not for the purpose of providing legal and/or accounting advice. You should contact your own legal
counsel and/or accountant to obtain advice with respect to any particular issue or problem raised in this paper. Furthermore, all service providers
acknowledged or highlighted in this paper are there for discussion purposes and should not be construed as an explicit endorsement of their services.
Any service provider should be engaged solely after you have performed and resolved adequate due diligence and have agreed to contracted services.

Regulating the KnoZn and the UnknoZn

Since Whe beginning of OcWobeU 2019, WheUe haYe been a nXmbeU of gXidance VWaWemenWV fUom global UegXlaWoUV WhaW VhoXld giYe cU\pWopUeneXUV,
inYeVWoUV, laZ\eUV, enWeUpUiVe manageUV, e[ecXWiYeV and blockchain pUogUammeUV paXVe. Some indXVWU\ paUWicipanWV haYe aUgXed WhaW UegXlaWoUV haYe
been VloZ Wo e[hibiW a deep XndeUVWanding of digiWal oU cU\pWo aVVeWV, and aV VXch, haYe cUeaWed an XnceUWain UegXlaWoU\ enYiUonmenW WhaW leaYeV
innoYaWoUV ZiWh no cleaU paWh foUZaUd. BXW Ze ZoXld aUgXe WhaW WhoVe WimeV aUe behind XV.

We need onl\ Wo look aW Whe UegXlaWoU\ acWiYiW\ Wo Vee WhaW a UobXVW digiWal aVVeW and cU\pWocXUUenc\ ZoUld iV being eVWabliVhed, and iW iV faU beWWeU Wo ZoUk
ZiWh Whan againVW Whe UegXlaWoUV Vo WhaW innoYaWion can be Ueali]ed. All VecXUiW\/banking/maUkeWV UegXlaWoUV aUe WaVked ZiWh XndeUVWanding Whe poWenWial
V\VWemic UiVkV aVVociaWed ZiWh an acWiYiW\ oU pUodXcW, and iVVXe UXleV WhaW can acW Wo UedXce oU eliminaWe WhoVe UiVkV Wo global maUkeWV. Global UegXlaWoUV
haYe been pUXdenW and diligenW in edXcaWion of WheiU VWaff and Whe conVWiWXenWV oU maUkeWplaceV WhaW Whe\ VeUYe. Some haYe VeW UXleV Vpecific Wo digiWal
aVVeWV and cU\pWocXUUenc\. Man\ haYe offeUed ³Vandbo[eV´ oU ³local office hoXUV´ aV oXWUeach and Wo encoXUage innoYaWion. TheVe VWaWemenWV, offeUingV,
and XlWimaWe UXleV aUe meanW Wo cUeaWe a leYel pla\ing field, Zhile alVo acWing Wo VeW Whe baU deVcUibing ceUWain illegal oU fUoZned Xpon acWiYiWieV.

In oXU laVW aUWicle (³Being SecXUe AboXW YoXU SecXUiW\ Token OffeUing (hWWpV://WabbfoUXm.com/opinionV/being-VecXUe-aboXW-\oXU-VecXUiW\-Woken-offeUing/)´),
Ze highlighWed foXndaWional conVideUaWionV Zhen iVVXing a neZ SecXUiW\ Token (a paUWicXlaU claVV of cU\pWo-aVVeW). Specificall\, Ze VWaWed:

³Financial regulatory authorities across the globe are beginning to pass rules pertaining to the issuance and sale of Security Tokens. These rules
will evolve over time as the digital shares become more accepted. But you must be conscious of what security laws and tax laws are applicable to
your investment and your investors and seek the appropriate advice from engaged counsel. … This highlights the important point that a Security

Barry Seeman

Susan Joseph
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Token represents an investment made by an investor, with the expectation of an increase in the value of said investment. Therefore, most
securities regulators consider Security Tokens to fall under their purview and will require issuers to adhere to the regulatory rule-set that applies to
whatever underlies the Security Token and how it is being sold.´

IW iV noZ coming Wo paVV WhaW UegXlaWoUV aUe iVVXing VWaWemenWV and UXlingV Wo cXUWail ceUWain acWiYiWieV WhaW cU\pWo-aVVeWV ma\ affoUd. We Uecommend, aV
Ze did in Whe pUeYioXV aUWicle, WhaW \oX become eqXall\ VophiVWicaWed in Whe e[pUeVVed conceUnV of UegXlaWoUV and acW Wo Uemed\ Whe VWUXcWXUe and
opeUaWionV of \oXU digiWal aVVeW, pUoWecW \oXU opeUaWion fUom UeVWUicWed inYeVWoUV and mone\ laXndeUing poVVibiliWieV, and Wake WhaW ³belW and VXVpendeUV´
appUoach of ³Being SmaUW AboXW YoXU SmaUW ConWUacW.´

STATEMENT 1: “Potential financial stability issues from global stablecoins,” FSB Chair¶s letter to G20 Finance Ministers and Central Bank
Governors (https://www.fsb.org/wp-content/uploads/P131019.pdf), Oct. 13, 2019.

OK, WhiV ZaVn¶W a We[W fUom \oXU kid bUoWheU, Welling \oX WhaW Mom and Dad aUe ZaWching Whe clock becaXVe \oXU aboXW Wo bUeak cXUfeZ.

On OcW. 13, 2019, Whe ChaiUman of Whe Financial SWabiliW\ BoaUd (FSB) VenW an alaUming leWWeU Wo G20 Finance MiniVWeUV and CenWUal Bank GoYeUnoUV
diVcXVVing VWablecoinV.

AV a UemindeU, Whe FSB ZaV foUmed WhUoXgh a mandaWe b\ Whe GUoXp of 20 in ApUil 2009, poVW-Financial CUiViV. IWV chaUWeU iV Wo pUopoVe and gXide ³Whe
deYelopmenW of cUiWical UefoUm iniWiaWiYeV in a nXmbeU of aUeaV´ and ZoUk ZiWh ³inWeUnaWional VWandaUd-VeWWing bodieV and inWeUnaWional oUgani]aWionV Wo
bXild a moUe UeVilienW financial V\VWem, addUeVVing Whe faXlW lineV WhaW caXVed Whe global financial cUiViV.´ (source: FSB ChaiU¶V LeWWeU Wo G20 Finance
MiniVWeUV and CenWUal Bank GoYeUnoUV). The Vole deciVion-making bod\ of Whe FSB iV Whe PlenaU\ conViVWing of UepUeVenWaWiYeV of all cenWUal bankV and
moneWaU\ aXWhoUiWieV of Whe MembeU CoXnWUieV. The cXUUenW PlenaU\ haV 59 UepUeVenWaWiYe membeUV fUom 25 jXUiVdicWionV, Vi[ UepUeVenWaWiYeV fUom foXU
inWeUnaWional financial inVWiWXWionV and eighW UepUeVenWaWiYeV fUom Vi[ inWeUnaWional VWandaUd-VeWWing, UegXlaWoU\, VXpeUYiVoU\ and cenWUal bank bodieV.
(hWWpV://ZZZ.fVb.oUg/oUganiVaWion-and-goYeUnance/ (hWWpV://ZZZ.fVb.oUg/oUganiVaWion-and-goYeUnance/) )

The ChaiUman¶V leWWeU did noW paVV jXdgemenW Xpon all cU\pWo-aVVeWV, bXW UaWheU Vingled oXW Whe poWenWial foU VWablecoinV Wo be a VoXUce of inVWabiliW\ Wo
global maUkeWV. IW VWaWeV:

³The introduction of µglobal stablecoins¶ could pose a host of challenges to the regulatory community, not least because they have the potential to
become systemically important, including through the substitution of domestic currencies. These include challenges for financial stability; consumer
and investor protection; data privacy and protection; financial integrity including AML/CFT and know-your-customer compliance; mitigation of tax
evasion; fair competition and anti-trust policy; market integrity; sound and efficient governance; cyber security and operational risks; and an
appropriate legal basis.´

On Whe VXUface, WhiV appeaUV Wo be a diUecW aVVaXlW on Whe poWenWial deYelopmenW and UeleaVe of Whe LibUa SWablecoin, Facebook¶V aWWempW Wo UeYolXWioni]e
global pa\menWV and mone\ accoXnWV. LibUa¶V miVVion iV (hWWpV://libUa.oUg/en-US/) Wo be ³A Vimple global cXUUenc\ and financial infUaVWUXcWXUe WhaW
empoZeUV billionV of people. ReinYenW mone\. TUanVfoUm Whe global econom\. So people eYeU\ZheUe can liYe beWWeU liYeV.´ ReVeUYe aVVeWV backing WhiV
VWablecoin Zill be Whe U.S. DollaU, EXUo, JapaneVe Yen, BUiWiVh PoXnd and SingapoUe DollaU.

IW ceUWainl\ VoXndV like an alWUXiVWic appUoach Wo cUeaWing YalXe foU Whe XndeUVeUYed, and \eW MaUk ZXckeUbeUg¶V planned Xpcoming WeVWimon\ in fUonW of
Whe U.S. HoXVe Financial SeUYiceV CommiWWee (on OcW. 23) ma\ fXUWheU VZa\ laZmakeUV and UegXlaWoUV aZa\ fUom e[pUeVVing VXppoUW foU WhiV endeaYoU.
Randal QXaUleV, FSB ChaiUman, VWaWeV in Whe leWWeU:

³Stablecoin projects of potentially global reach and magnitude must meet the highest regulatory standards and be subject to prudential supervision
and oversight. Possible regulatory gaps should be assessed and addressed as a matter of priority. … The FSB is assessing how the existing
regulatory framework applies to µglobal stablecoins¶ and whether any regulatory gaps need to be filled. In any case, it is essential to apply the
principle of µsame activity – same rules¶, independent of the underlying technology.´

We noWe WhaW LibUa pXblicl\ and conViVWenWl\ Va\V iW ZanWV Wo ZoUk ZiWh UegXlaWoUV and Zill noW laXnch pUioU Wo UeceiYing UegXlaWoU\ appUoYal in EXUope and
Whe USA. BoWh DaYid MaUcXV, Whe Facebook/CalibUa leadeU, and neZl\ elecWed LibUa boaUd membeU, and DanWe DiVpaUWe, head of polic\ and
commXnicaWionV aW LibUa, haYe Vpecificall\ and UepeaWedl\ VWaWed WhiV poViWion:

³Facebook admiWV digiWal cXUUenc\ doXbWV aV UegXlaWoU\ hXUdleV loom (hWWpV://ZZZ.fW.com/conWenW/be6a7756-eea2-11e9-ad1e-4367d8281195),´
Financial TimeV, OcW. 14, 2019
HeaUing BefoUe Whe UniWed SWaWeV SenaWe CommiWWee on Banking, HoXVing, And UUban AffaiUV
(hWWpV://ZZZ.banking.VenaWe.goY/imo/media/doc/MaUcXV%20TeVWimon\%207-16-19.pdf), JXl\ 16, 2019
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For an in-depth analysis of the Libra Stablecoin, please refer to a report, authored by Susan Joseph, Executive Director of Diversity in Blockchain, and
her co-founders, Anna Ashurov, Michelle Gitliz, Shawnna Hoffman, and Josh Klayman, which can be found at:
https://diversityinblockchain.com/news/2019/7/17/project-libra-and-diversity-in-blockchain (https://diversityinblockchain.com/news/2019/7/17/project-libra-
and-diversity-in-blockchain). This report is also available on the Congressional Record.

In eVVence, Whe gUoXnd UXleV haYe been laid, meaning WhaW LibUa, and an\ oWheU VWablecoin, Zill need Wo meeW and folloZ Whe Vame UegXlaWoU\ Uegime of
Whe US DollaU, EXUo, eWc. ThiV inclXdeV all aVpecWV of mone\ WUanVfeU UeVWUicWionV, UegXlaWoU\ UepoUWing, VancWion adheUenceV, anWi-mone\ laXndeUing
pUoWocolV, eWc. The phUaVe, ³SXbjecW Wo pUXdenWial VXpeUYiVion and oYeUVighW,´ VignifieV WhaW UegXlaWoU\ bodieV Zill need Wo moYe qXickl\ in oUdeU Wo inVWill
UXleV inWo Whe XVe and WUading of LibUa. And Whe phUaVe, ³Vame acWiYiW\ ± Vame UXleV,´ poinWV Wo Whe pUemiVe WhaW digiWal aVVeWV, coinV and WokenV mXVW
folloZ Whe Vame UXleVeW eVWabliVhed foU XndeUl\ing aVVeWV, cXUUencieV oU VeUYiceV Whe\ aUe aWWempWing Wo diVUXpW.

[Related: “Will Libra Catalyze a Token Revolution in Finance (https://tabbforum.com/opinions/will-libra-catalyze-a-token-revolution-in-
finance/)?”]

OYeU Whe paVW VeYeUal ZeekV, Ze haYe ZiWneVVed Whe depaUWXUeV of ke\ VXppoUWeUV fUom Whe LibUa AVVociaWion, VXch aV Pa\Pal, EBa\, SWUipe, MaVWeUcaUd
and ViVa. IW iV XncleaU if WhiV ZaV a moYe in conceUW, oU aV a UeVXlW of goYeUnmenWal pUeVVXUe on WheVe laUge coUpoUaWe pla\eUV in pa\menW WUanVfeU and
Wechnolog\. TheUe ZeUe leWWeUV of deep conceUn
(hWWpV://ZZZ.VchaW].VenaWe.goY/imo/media/doc/Signed%20LeWWeUV%20Ue%20LibUa%20Wo%20PaWUick%20ColliVon,%20Aja\pal%20Banga,%20and%20AlfUed
VenW b\ SenaWoUV SheUUod BUoZn and BUian SchaW] Wo SWUipe, MaVWeUcaUd and ViVa.

EiWheU Za\, WheUe iV a VXbVWanWial amoXnW of VcUXWin\ and oYeUVighW Zhich Zill XlWimaWel\ impacW Whe deYelopmenW of LibUa and oWheU poWenWial VWablecoinV.

STATEMENT 2: Leaders of CFTC, FinCEN, and SEC Issue Joint Statement
(https://www.cftc.gov/PressRoom/SpeechesTestimony/cftcfincensecjointstatement101119) on Activities Involving Digital Assets

ThiV joinW VWaWemenW of majoU U.S. RegXlaWoUV ZaV UeleaVed fUom HeaWh TaUbeUW, ChaiUman, U.S. CommodiW\ FXWXUeV TUading CommiVVion (CFTC);
KenneWh A. Blanco, DiUecWoU, Financial CUimeV EnfoUcemenW NeWZoUk (FinCEN); and Ja\ Cla\Won, ChaiUman, U.S. SecXUiWieV and E[change CommiVVion
(SEC), on OcW. 11.

Once again, WhiV ZaVn¶W a liWWle WZeeW oU a poVWcaUd in Whe mail. RegXlaWoUV aUe pa\ing aWWenWion Wo WhiV bXVineVV VecWoU and \oX VhoXld be pa\ing aWWenWion
Wo Whe UegXlaWoUV. We haYe UeceiYed a VignificanW ZaUning fUom ke\ U.S. UegXlaWoUV, Zho aUe conceUned and WogeWheU acWed ³Wo Uemind peUVonV engaged
in acWiYiWieV inYolYing digiWal aVVeWV of WheiU anWi-mone\ laXndeUing and coXnWeUing Whe financing of WeUUoUiVm (AML/CFT) obligaWionV XndeU Whe Bank
SecUec\ AcW (BSA).´

ConVideU Whe folloZing:

1. If \oX aUe ZoUking on, oU conVideUing an inYeVWmenW in cU\pWocXUUenc\, VXch aV BiWcoin, \oX likel\ fall XndeU Whe pXUYieZ of Whe CFTC, becaXVe of iWV
pUXdenWial oYeUVighW of maUkeW conWUacWV like fXWXUeV and ceUWain cXUUenc\ WUading;

2. If \oX aUe ZoUking on, oU conVideUing an inYeVWmenW in a SecXUiW\ Token, oU Vome oWheU cU\pWo-aVVeW, \oX likel\ fall XndeU Whe pXUYieZ of Whe SEC,
becaXVe of iWV pUXdenWial oYeUVighW of Whe VecXUiWieV and inYeVWmenWV maUkeWV; and,

3. RegaUdleVV of ZheWheU \oX aUe ZoUking on a cU\pWocXUUenc\ oU cU\pWo-aVVeW, \oX likel\ aUe XndeU Whe pXUYieZ of Whe FinCEN!
4. While Ze aUe noW Vpecificall\ Wackling VWaWe UegXlaWionV in WhiV aUWicle, VWaWe UegXlaWoU\ VchemeV ma\ be implicaWed aV Zell. YeV, \oX can be

goYeUned b\ moUe Whan one UegXlaWoU aW Whe Vame Wime.

TAKE HEED! The Financial CUimeV EnfoUcemenW NeWZoUk iV becoming a poZeUfXl Yoice in Whe UXlemaking and oYeUVighW of Whe digiWal aVVeW ZoUld. We
highlighW WhaW WhiV agenc\ haV noW been a W\pical Yoice WhaW iV ofWen qXoWed in Whe financial pUeVV, and Zhen pUeVenWed in Whe joinW VWaWemenW ZiWh Whe
CFTC and Whe SEC, iW mXVW be Waken ZiWh moUe emphaViV. So Ze Zill UeiWeUaWe: TAKE HEED! RegXlaWoU\ bodieV aUe UeVolYing mXch of Whe UXle ambigXiW\
coYeUing digiWal aVVeWV, and Whe feaU WhaW cU\pWo-aVVeWV aUe Uipe foU abXVeV of mone\ laXndeUing and oWheU nefaUioXV acWiYiWieV iV foUcing a Yocal focXV fUom
FinCEN.

EaUl\ adopWeUV and inYeVWoUV in digiWal aVVeWV ma\ haYe XnZiWWingl\ belieYed WhaW WheVe inYeVWable oU WUadable WokenV ZeUe noW VXbjecW Wo UXleV of
UegXlaWoUV, becaXVe of Whe alWeUed WeUminolog\ enjoined Wo Whe chaUacWeUiVWicV and opeUaWionV of Whe WokenV. ThiV VWaWemenW callV oXW Whe facW WhaW:

³Market participants refer to digital assets using many different labels. The label or terminology used to describe a digital asset or a person
engaging in or providing financial activities or services involving a digital asset, however, may not necessarily align with how that asset, activity or
service is defined under the BSA, or under the laws and rules administered by the CFTC and the SEC.´
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Do noW be miVled ZiWh a falVe XndeUVWanding WhaW UegXlaWoUV Zill giYe \oX a paVV on acWiYiWieV and pUodXcWV VXch aV ³cUoZdfXnding´ and ³XWiliW\ WokenV.´
The CFTC, FinCEN and SEC jXVW gaYe Whe ZoUld Whe oYeUW ³if iW qXackV like a dXck´ ZaUning. CU\pWo-aVVeWV, U\pWocXUUencieV and VWablecoinV Zill all fall
XndeU Vome UXleV and UegXlaWionV of WheVe and oWheU goYeUnmenWal bodieV acUoVV Whe globe. We emphaVi]e WhaW deYelopeUV, iVVXeUV, laZ\eUV, enWeUpUiVe
manageUV, e[ecXWiYeV, and inYeVWoUV mXVW be aZaUe of Whe UegXlaWionV peUWaining Wo WheiU acWiYiWieV in WheiU domiciliaWion.

LeW¶V UeWXUn Wo Whe meVVage of Whe VWaWemenW, Ueminding paUWicipanWV WhaW Whe\ aUe VXbjecW Wo ³anWi-mone\ laXndeUing and coXnWeUing Whe financing of
WeUUoUiVm (AML/CFT) obligaWionV XndeU Whe Bank SecUec\ AcW (BSA).´ The BSA ZaV enacWed (hWWpV://occ.WUeaV.goY/WopicV/VXpeUYiVion-and-
e[aminaWion/bVa/inde[-bVa.hWml) Wo deWeU and deWecW mone\ laXndeUing, WeUUoUiVW financing, oWheU cUiminal acWiYiWieV, and Whe miVXVe of U.S. financial
inVWiWXWionV. ThiV iV a Zide-Uanging mandaWe Zhich giYeV FinCEN Whe abiliW\ Wo VcUXWini]e Whe fXll bUeadWh of cU\pWo acWiYiWieV.

CU\pWo-aVVeWV ma\ pUeVenW VXbVWanWial innoYaWion oppoUWXniWieV and UepUeVenW Whe gUeaW democUaWi]eU of financial and VecXUiW\ acWiYiWieV, alloZing foU
inVWanWaneoXV and WUXVWed WUanVacWionV, fUacWional oZneUVhip and YaUioXV oWheU blockchain miUacleV. The\ ma\ alloZ foU moUe WUanVpaUenc\! All WUXe. We
Zelcome, VXppoUW and aUe encoXUaged b\ Whe innoYaWion WhaW iV boWh aW Whe dooU and on Whe hoUi]on. BXW Ze Uecogni]e WhaW blockchain Wechnolog\ cUeaWeV
an enYiUonmenW Zhich can ciUcXmYenW all Whe VafegXaUdV legiVlaWed foU KYC/AML/CFT obligaWionV. To VXcceVVfXll\ mainVWUeam innoYaWion and encoXUage
digiWal aVVeW VecWoU gUoZWh, all acWiYiWieV mXVW Uemain complianW. And Vo, Ze VXppoUW complianW innoYaWion. LeW¶V diVcXVV YaUioXV aVpecWV of WheVe
obligaWionV.

UndeU KnoZ YoXU CXVWomeU, oU KYC, U.S. financial inVWiWXWionV mXVW adheUe Wo UXleV VeW foUWh b\ FinCEN, enWiWled ³CXVWomeU DXe Diligence
ReqXiUemenWV foU Financial InVWiWXWionV (hWWpV://ZZZ.goYinfo.goY/conWenW/pkg/FR-2016-05-11/pdf/2016-10567.pdf),´ oU Whe CDD RXle. LeW¶V bUeak doZn
Whe UXle inWo foXU mXVWV:

1. IdenWif\ and YeUif\ Whe idenWiW\ of an\ cXVWomeU oU inYeVWoU;
2. If Whe cXVWomeU oU inYeVWoU iV a compan\, When idenWif\ and YeUif\ Whe idenWiW\ of Whe beneficial oZneU of Whe compan\;
3. UndeUVWand Whe naWXUe of Whe cXVWomeU oU inYeVWoU UelaWionVhip in oUdeU Wo deYelop a cXVWomeU UiVk pUofile; and
4. ConWinXoXVl\ moniWoU cXVWomeUV foU VXVpicioXV acWiYiWieV and/oU WUanVacWionV.

Man\ VmaUW conWUacWV Woda\ haYe bXilW inWo Whe coding Whe capabiliWieV Wo capWXUe Whe UeqXiUed infoUmaWion fUom Whe conWUacW holdeU oU inYeVWoU. ThiV
inclXdeV obYioXV fieldV VXch aV name, addUeVV, Social SecXUiW\ nXmbeU, and oWheU aWWUibXWeV UeqXiUed XndeU Whe CDD RXle. BXW capWXUing Whe infoUmaWion
iV onl\ one aVpecW of Whe pUoWocol, and man\ conWUacWV Veem Wo fall VhoUW of Whe YeUificaWion VWep, aV Zell aV Whe conVWanW moniWoUing. If all aVpecWV coXld
be capWXUed and implemenWed, VXch aXWomaWion ma\ make compliance eaVieU and leVV coVWl\, Zhich ZoXld ceUWainl\ be an impUoYemenW oYeU Vome of
Woda\¶V pUoceVVeV.

The iUon\ iV WhaW Whe majoUiW\ of Woken neWZoUkV aUe bXilW Xpon ³WUXVWed´ blockchain neWZoUkV; hoZeYeU, Whe neWZoUk haV noW neceVVaUil\ been popXlaWed
ZiWh WUXVWed infoUmaWion. TheUefoUe, VmaUW conWUacWV mXVW YeUif\ collecWed oZneU oU inYeVWoU daWa ZiWh e[WeUnal YendoUV WhaW Vpeciali]e in KYC-complianW
backgUoXnd checkV, VXch aV Le[iVNe[iV RiVk SolXWionV (hWWp://ZZZ.UiVk.le[iVne[iV.com/) and VeUYice pUoYideU in Whe cU\pWo-Vpace, PUimeTUXVW
(hWWp://ZZZ.pUimeWUXVW.com/).

RegXlaWoUV haYe feaUed fUom Whe incepWion of blockchain Woken Wechnolog\ WhaW WheVe neWZoUkV ZoXld be a gaWheUing place foU XndeViUable paUWicipanWV ±
i.e., cUiminalV, WeUUoUiVWV and Wa[ eYadeUV. TheUefoUe, adheUence Wo Whe KYC pUoWocolV Zill UeqXiUe moUe Whan jXVW Vafekeeping of ke\ daWa. IW Zill alVo
UeqXiUe Whe belW-and-VXVpendeUV appUoach Wo XWili]ing e[WeUnal VeUYice pUoYideUV Wo pUoceVV and YeUif\ Whe infoUmaWion, pUoYide YeUificaWion of idenWif\, flag
and UeVWUicW pUoblemaWic paUWicipanWV, and conWinXoXVl\ moniWoU WheVe componenWV.

FXUWheU, Whe VWaWemenW alVo emphaVi]ed Whe need Wo be diligenW againVW mone\ laXndeUing and Whe financing of WeUUoUiVm. Indeed, mXch of WhiV appUoach
VWaUWV ZiWh Whe KYC pUoWocolV, bXW \oX mXVW Ueali]e WhaW Whe fle[ibiliW\ and aXWomaWion of VmaUW conWUacWV can alVo be a VoXUce of WainWed fXndV oU fXndV Wo
be XVed foU nefaUioXV pXUpoVeV.

The benefiWV of cU\pWocXUUencieV can alVo UepUeVenW Whe gUeaWeVW WhUeaWV Wo WheiU XVe. ThiV iV ofWen Whe caVe ZiWh innoYaWiYe pUodXcWV and pUoceVVeV.
ThXV, innoYaWion WhaW complieV ZiWh UegXlaWion offeUV Whe beVW chance of Waking UooW and floXUiVhing. FoU e[ample, iW iV poVVible Wo eVWabliVh an anon\moXV
ZalleW foU holding cU\pWocXUUencieV and STOV. GeneUall\, moVW ZalleWV aUe noW conVideUed compleWel\ anon\moXV becaXVe Whe\ conWain a pUiYaWe and a
pXblic ke\; a pXblic ke\ can W\picall\ be WUaced back Wo a Vpecific VeUYeU, Zhich coXld idenWif\ Whe XVeU. HoZeYeU, Whe pUoblem iV WhaW iW iV enWiUel\ poVVible
Wo VeW Xp an enWiUel\ anon\moXV ZalleW b\ Waking Vome loZ-Wech VWepV: 1) XVe a TOR bUoZVeU (bUoZVeU foU mainWaining anon\miW\) in oUdeU Wo VeW Xp a
VofWZaUe ZalleW, and 2) XVe a bXUneU email (WempoUaU\ and fake email accoXnW) in oUdeU Wo finali]e Whe ZalleW VeWXp. YoX noZ haYe a pXblic ke\ Zhich iV
noW affiliaWed ZiWh an idenWifiable email oU VeUYeU. HoZ doeV WhaW enWiUel\ anon\moXV ZalleW VqXaUe ZiWh Whe UegXlaWoU\ enYiUonmenW? And hoZ doeV WhaW
cU\pWocXUUenc\ capabiliW\ encoXUage adopWion Zhen iW acWV aV iWV oZn ZoUVW UegXlaWoU\ enem\?

YoX can alVo WUanVacW in a clandeVWine faVhion b\ aYoiding Whe popXlaU coin e[changeV and pXUchaVing cU\pWocXUUencieV diUecWl\ fUom a holdeU in a
pUiYaWe WUanVacWion, oU eYen WhUoXgh biWcoin ATMV! If \oX haYe VeW Xp VeYeUal anon\moXV ZalleWV, \oX can pUoceed Wo mi[ coinV acUoVV VeYeUal accoXnWV,
Zhich Zill bUeak Whe infoUmaWional capWXUe of VendeU and UeceiYeU of Whe coinV deVpiWe Whe FATF ³WUaYel UXle´ UecommendaWionV (hWWpV://ZZZ.faWf-
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gafi.oUg/pXblicaWionV/faWfUecommendaWionV/docXmenWV/gXidance-Uba-YiUWXal-aVVeWV.hWml) eaUlieU WhiV \eaU, Zhich UeqXiUeV e[changeV Wo collecW, VhaUe, and
VWoUe peUVonal infoUmaWion aboXW WUanVacWionV. CeUWain aVpecWV of Whe Wechnolog\ aV applied can noZ make Whe acWXal WUanVacWion haUdeU and haUdeU Wo
WUace.

WiWh WhiV UealiW\, AnWi-Mone\ LaXndeUing pUoWocolV become difficXlW Wo e[ecXWe. WalleWV can be mainWained aZa\ fUom Whe VcUXWin\ of compliance VWaff aW
financial inVWiWXWionV. Mone\/coin WUanVfeUV can happen ZiWh liWWle WUaceabiliW\. All of a VXdden, \oX do noW knoZ Whe WUXe VoXUce of Whe cU\pWocXUUenc\ WhaW
\oX haYe in \oXU ZalleW.

IW begV a VenVible ne[W qXeVWion WhaW VhoXld be conVideUed if \oX¶Ue inYolYed in an\ SecXUiW\ Token OffeUing oU oWheU WUanVacWion ZheUe \oX aUe pUepaUing
Wo accepW cU\pWocXUUencieV: ShoXld \oX accepW an inYeVWmenW/VXbVcUipWion pa\menW in BiWcoin oU EWheU, and/oU pa\ diYidendV in Whe Vame? We ZoXld
aUgXe WhaW heViWaWion in WhiV Vpace iV ZaUUanWed. We haYe W\picall\ adYiVed SecXUiW\ TokenV Wo be offeUed in U.S. DollaUV, and foU diYidendV/diVWUibXWionV Wo
be paid in U.S. DollaUV, WhXV aYoiding Whe poVVibiliW\ of WUanVacWing in WainWed cU\pWocXUUencieV. The VWaWemenW fUom Whe WhUee UegXlaWoUV pXWV Whe onXV foU
enacWing and mainWaining AML VafegXaUdV on Whe STO iVVXeUV and aVVociaWed VeUYice pUoYideUV. BelW and VXVpendeUV again!

[Related video: “Cryptocurrencies¶ Messy Legal Framework Might Surprise You: Katherine Cooper, Murphy & McGonigle
(https://tabbforum.com/videos/cryptocurrencies-messy-legal-framework-might-surprise-you-katherine-cooper-murphy-mcgonigle/)”]

STATEMENT 3: IRS issues additional guidance (https://www.irs.gov/newsroom/virtual-currency-irs-issues-additional-guidance-on-tax-
treatment-and-reminds-taxpayers-of-reporting-obligations) on tax treatment and reminds taxpayers of reporting obligations

If Ze WUade in YiUWXal cXUUencieV, do Ze need Wo UepoUW and pa\ YiUWXal Wa[eV? We¶Ue jXVW aVking «

On OcW. 9, 2019, Whe U.S. InWeUnal ReYenXe SeUYice (IRS) annoXnced: ³As part of a wider effort to assist taxpayers and to enforce the tax laws in a
rapidly changing area, the Internal Revenue Service today issued two new pieces of guidance for taxpayers who engage in transactions involving virtual
currency.´

In paUWicXlaU, Whe IRS VWaWed WhaW cU\pWocXUUencieV aUe WUeaWed aV pUopeUW\, and WheUefoUe, geneUal Wa[ pUincipleV applicable Wo pUopeUW\ WUanVacWionV appl\
accoUdingl\. Well, WhiV VeemV Wo make VenVe, and iW inYolYeV Whe Wa[ impacW Xpon Ueali]aWion of gainV and/oU loVVeV, ZiWh a conYeUVion back inWo U.S.
DollaUV.

FXUWheUmoUe, Whe\ Vpecif\ WhaW if \oX aUe paid in cU\pWocXUUencieV, When income iV income. And iW iV a bXUden of Whe UecipienW Wo calcXlaWe Whe faiU maUkeW
YalXe of cU\pWocXUUenc\ paid aV ZageV, meaVXUed in U.S. dollaUV aW Whe daWe of UeceipW.

The\ alVo gaYe claUificaWion on haUd foUk eYenWV, Zhen a:

³crypto-currency undergoes a protocol change resulting in a permanent diversion from the legacy distributed ledger. This may result in the creation
of a new crypto-currency on a new distributed ledger in addition to the legacy crypto-currency on the legacy distributed ledger. If your crypto-
currency went through a hard fork, but you did not receive any new crypto-currency, whether through an airdrop (a distribution of crypto-currency to
multiple taxpayers¶ distributed ledger addresses) or some other kind of transfer, you don¶t have taxable income.´

WheZ!

If \oX do UeceiYe neZ cU\pWo-cXUUencieV aV a UeVXlW of a haUd foUk (UegaUdleVV of an aiUdUop oU noW), When Whe IRS conVideUV WhaW \oX haYe WZo diVWincW
aVVeWV, Zhich UeqXiUeV \oX Wo Uecogni]e a cloVing WUanVacWion on Whe fiUVW cU\pWocXUUenc\, WhXV geneUaWing a gain oU a loVV.

MoVW impoUWanW, Whe IRS lefW XV ZiWh a meVVage Wo pondeU, UegaUding Whe UepoUWing of Whe aboYe menWioned acWiYiWieV:

³The IRS is aware that some taxpayers with virtual currency transactions may have failed to report income and pay the resulting tax or did not
report their transactions properly. The IRS is actively addressing potential non-compliance in this area through a variety of efforts, ranging from
taxpayer education to audits to criminal investigations.´

We belieYe Whe IRS adding cU\pWo diVcloVXUe Wo iWV Wa[ foUm VhoZV Whe inUoadV cU\pWo and digiWal aVVeWV haYe made Wo Whe geneUal pXblic.

Finall\ «
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We do noW belieYe WhaW Whe cU\pWo-aVVeW ZoUld iV finiVhed Veeing neZ UXleV and VWaWemenWV fUom UegXlaWoUV. IW iV cUiWical Wo VWa\ on Wop of WheVe
deYelopmenWV and become adapWiYe Wo Whe changing landVcape. WheWheU Ze aUe addUeVVing anWi-mone\ laXndeUing pUoWocolV oU addUeVVing Whe need foU
WighWeU conWUolV aUoXnd inYeVWoU VoliciWaWionV, Ze pUomoWe Whe ³belW and VXVpendeUV´ appUoach of ³Being SmaUW AboXW YoXU SmaUW ConWUacW.´

This article previously appeared on Medium.com (https://medium.com/altcoin-magazine/being-smart-about-your-smart-contract-follow-up-to-being-
secure-about-your-security-token-9d9ae19b2b30). For more information on these subjects, please contact:

Author: Barry Seeman at seeman@bearrunpartners.com (http://barry.seeman@bearrunpartners.com) / www.bearrunpartners.com
(http://www.bearrunpartners.com)
Co-Author: Susan Joseph at joseph1786@gmail.com (http://susan.joseph1786@gmail.com) / www.linkedin.com/in/susangjoseph/
(https://www.linkedin.com/in/susangjoseph/)

� 2009-2019 b\ TKH TABB GURXS, LLC aQG cRQWULbXWRUV
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NRYHPbHU 20, 2019

TKe CaUe aQd FeedLQJ Rf WKe CU\SWR EcRV\VWeP: NeZ SWaWe LLceQVLQJ IV a WLQ

MDQ\ EHOLHYH WKDW UHJXODWRUV KDYH VWRRG LQ WKH ZD\
RI EORFNFKDLQ DQG FU\SWRFXUUHQF\ LQGXVWU\
GHYHORSPHQW. :KLOH WKHUH LV IUXVWUDWLRQ WKDW WKH
LQGXVWU\ LV QRW GHYHORSLQJ DV TXLFNO\ DV PDQ\ KDG
DQWLFLSDWHG, KRZHYHU, EODPLQJ UHJXODWRUV IRU
LPSHGLQJ GHYHORSPHQW PDNHV OLWWOH VHQVH. BRWK
IHGHUDO DQG VWDWH UHJXODWRUV DUH VWULYLQJ WR
XQGHUVWDQG WKH LVVXHV VXUURXQGLQJ
FU\SWRFXUUHQFLHV DQG GLJLWDO DVVHWV DQG HQDFW UXOHV
DQG JXLGHOLQHV LQ RUGHU WR QXUWXUH LQQRYDWLRQ.

RHJXODWRUV AUH NXUWXULQJ IQQRYDWLRQ

Like man\ immatXre markets, the cr\pto marketplace Zitnessed a roller coaster of engagement for cr\ptocXrrencies and
digital assets. The\ haYe c\cled from red hot to a cr\pto-Zinter and are noZ fighting back for a legitimate place at the
inYestment table. As both a potential inhibitor to groZth and an enhancer to the strXctXre, cr\ptocXrrencies and digital
assets fall Xnder the pXrYieZ of nXmeroXs goYernment regXlators. Some of these regXlators are a part of Federal
oYersight, Zhile others are specific to acting on behalf of their states. The cXrrent oYerriding trXth is that both federal and
state regXlators are actiYel\ engaged, and most are striYing to Xnderstand the issXes sXrroXnding these assets and enact
rXles and gXidelines in order to nXrtXre innoYation.

Man\ belieYe that regXlators haYe stood in the Za\ of blockchain and cr\ptocXrrenc\ indXstr\ deYelopment, as the\ haYe
been sloZ, and sometimes obscXre, in their release of rXles pertaining to the formation and trading of these assets. This
is far from the trXth, and an Xnfair YieZ. The realit\ is, there is frXstration that the indXstr\ is not deYeloping as qXickl\ as
man\ had anticipated, and blaming regXlators for impeding deYelopment makes little sense. The technolog\ itself is
emerging, and it Zill take time for it to fXll\ deYelop. And Zith all emerging technologies, the regXlators need to be
edXcated on these deYelopments before making an\ assertiYe rXling in the space. Their engagement in the deYelopment
of markets is critical for the promotion of a soXnd marketplace. One need onl\ to look at the actiYities of the CFTC, SEC,
FinCEN, etc., on the federal leYel and certain states sXch as NeZ York and W\oming to see the leYel of engagement.

GroZth pains Zill aboXnd as the technolog\ matXres and finds its Za\. DXring this e[citing and Xncertain period of trial
and error, consXmers and indXstr\ alike need reasonable protections that can be enforced and eYolYe as the sector
deYelops. RegXlators recogni]e this and are meeting this challenge b\ crafting appropriate rXles that enable an innoYation
enYironment to best serYe its citi]ens. Let¶s look specificall\ at W\oming and NeZ York State to see hoZ regXlators haYe
addressed innoYation.

SXVaQ JRVHSK

BaUU\ SHHPaQ
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[Related: ³Regulating InnoYation Without Killing It (https://tabbforum.com/opinions/a-practical-guide-to-
regulating-innoYation-Zithout-killing-it/)´]

TKLV aUWLcOH GRHV QRW SURYLGH OHJaO aGYLcH RU cUHaWH aQ aWWRUQH\/cOLHQW UHOaWLRQVKLS. TKLV aUWLcOH LV IRU LQIRUPaWLRQaO SXUSRVHV
RQO\ aQG QRW IRU WKH SXUSRVH RI SURYLGLQJ OHJaO aGYLcH. YRX VKRXOG cRQWacW \RXU RZQ OHJaO cRXQVHO WR RbWaLQ aGYLcH ZLWK
UHVSHcW WR aQ\ SaUWLcXOaU LVVXH RU SURbOHP UaLVHG LQ WKLV SaSHU. FXUWKHUPRUH, aOO VHUYLcHV SURYLGHUV acNQRZOHGJHG RU
KLJKOLJKWHG LQ WKLV SaSHU aUH WKHUH IRU GLVcXVVLRQ SXUSRVHV aQG VKRXOG QRW bH cRQVWUXHG aV aQ H[SOLcLW HQGRUVHPHQW RI
WKHLU VHUYLcHV. AQ\ VHUYLcH SURYLGHU VKRXOG bH HQJaJHG VROHO\ aIWHU \RX KaYH SHUIRUPHG aQG UHVROYHG aGHTXaWH GXH
GLOLJHQcH aQG KaYH aJUHHG WR cRQWUacWHG VHUYLcHV.

TKLV aUWLcOH LV baVHG XSRQ WKH H[SHULHQcHV aQG RbVHUYaWLRQV RI a cU\SWR-VHaVRQHG aWWRUQH\, SXVaQ JRVHSK, aQG aQ
H[SHULHQcHG ILQaQcLaO SURIHVVLRQaO, BaUU\ SHHPaQ. BRWK cRQWacW GHWaLOV aUH IRXQG aW WKH HQG RI WKH aUWLcOH.

7KH :\RPLQJ 6PDI

Recentl\, W\oming annoXnced banking rXles effectiYe Oct. 1, 2019, that create a neZ banking categor\ called Special
PXrpose Depositor\ InstitXtions (³SPDI´) (http://Z\omingbankingdiYision.Z\o.goY/home/areas-of-regXlation/laZs-and-
regXlation/special-pXrpose-depositor\-institXtion). SPDIs are non-lending banks that can accept deposits, proYide
pa\ment serYices and cXstod\, and appl\ to become a member bank of the Federal ReserYe s\stem, among other things
(Chapter 12, 13-13-103(b) (i)-(f) (http://Z\omingbankingdiYision.Z\o.goY/home/areas-of-regXlation/laZs-and-
regXlation/special-pXrpose-depositor\-institXtion)). The SPDI Zas created Zith cr\pto/digital asset bXsinesses in mind.
Enhanced Digital CXstod\ regXlations that appl\ to the SPDIs Zere jXst released the Zeek of NoY. 4, 2019 (Chapter 19
(https://driYe.google.com/file/d/1U7gIrVZpWEl]3C10bC92-33]AKQnS-8E/YieZ)). These neZ regXlations are critical rXles
that can potentiall\ help the indXstr\ innoYate.

HRZ CDQ WKH :\RPLQJ 6PDI HHOS WKH CU\SWRFXUUHQF\ DQG DLJLWDO AVVHW IQGXVWU\?

VirtXal cXrrenc\ transmission bXsinesses are goYerned b\ both FinCEN and state mone\ transmitter or eqXiYalent laZ.
These t\pes of bXsinesses mXst register Xnder federal rXles and be licensed Xnder state mone\ transmitter laZs (if
applicable) in each state that the\ operate. States ma\ reqXire costs, bonding, minimXm net Zorth, and certain
disclosXres ranging from financial reporting and e[perience, aXdited financial statements, and litigation and bankrXptc\
proceedings, to backgroXnd checks and fingerprinting.

The practical resXlt is that YirtXal cXrrenc\ bXsinesses Zill need to obtain licenses Xnder a patchZork of different state
regimes. With 50 states, this can be a confXsing and complicated process. MoreoYer, sometimes the state licenses ma\
be difficXlt to obtain. Meeting regXlator\ reqXirements can be oneroXs, time consXming and e[pensiYe, and ma\ be
doZnright prohibitiYe. A more streamlined approach ZoXld be Yer\ helpfXl.

HoZ does a bXsiness ³scale´ in this regXlator\ enYironment? One solXtion ma\ be to create a W\oming SPDI that can be
recogni]ed across nearl\ all states. A W\oming SPDI is a state-chartered bank, Zhich relies on a long histor\ of legal
precedent pertaining to interstate banking laZs. In practical terms, it is anticipated that a bXsiness Zill be able to obtain an
SPDI license and then haYe that SPDI entit\ approYed in appro[imatel\ 42 states ZithoXt additional licensXre, and in the
remaining states it ma\ need to appl\ to the state regXlator to open a branch or obtain a mone\ transmitter license.
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DXe to banking parit\ rXles, it is belieYed that an institXtion Zith this t\pe of banking license is likel\ to be recogni]ed in
nearl\ all states. Each state still maintains its abilit\ to approYe and control Zhat comes into its borders, sXbject to
interstate banking rXles and mXlti-state compacts. It is important to point oXt that these institXtions mXst meet and
maintain certain capital reqXirements and bank-grade compliance practices. This t\pe of regXlation offers strong
consXmer and institXtion protection. As contemplated, it creates a streamlined approach and ma\ alloZ nearl\ national
footprints to be established, thXs potentiall\ offering a bXsiness the abilit\ to regXlatoril\ scale.

7KH 6PDI IV DQ IQQRYDWLRQ CUHDWHG E\ RHJXODWRUV

Reasonable innoYation is occXrring throXgh neZ laZs. It takes time to be thoXghtfXl and get it right. Let me sa\ this again
in all CAPS AND BOLD:

7HE 6PDI I6 A NE: 6OL87ION :I7H REA6ONABLE R8LE6 OF 7HE ROAD 7HA7 MIGH7 ENABLE 7HE
IND867R< 7O BE77ER OPERA7E BECA86E I7 ENABLE6 REG8LA7OR< 6CALE. 7HI6 6OL87ION :A6
IN9EN7ED B< REG8LA7OR6 :I7H 7ECHNOLOGI676 AND IND867R< INP87.

7KH N< BLWLLFHQVH

The NeZ York Department of Financial SerYices (³NYDFS´) took the bXll b\ the horns in 2015 and pioneered the
BitLicense (https://ZZZ.dfs.n\.goY/apps_and_licensing/YirtXal_cXrrenc\_bXsinesses) that alloZs cr\ptocXrrenc\
bXsinesses to operate Zithin NeZ York State or to engage Zith NeZ York residents. The application check list can be
foXnd here
(https://nationZidelicensings\stem.org/slr/PXblishedStateDocXments/NY_VirtXal_CXrrenc\_NeZ_Application_Checklist.pdf).
Before the BitLicense Zas implemented, mXch pXblic inpXt and debate Zas soXght. An article Zritten b\ DaYis Polk
(https://ZZZ.daYispolk.com/files/2015-06-05_NeZ_Yorks_Final_BitLicense_RXle.pdf) sXmmari]es some of this
discXssion.

N<DF6 IQQRYDWHG E\ CUHDWLQJ WKH BLWLLFHQVH

WKHWKHU \RX OLNH WKH BLWLLcHQVH RU QRW, NYDFS VWHSSHG XS WR WKH SOaWH WR SXW a IUaPHZRUN WRJHWKHU VR bXVLQHVVHV GHaOLQJ
LQ aQG ZLWK YLUWXaO cXUUHQcLHV cRXOG RSHUaWH ZLWK cHUWaLQW\ aQG cRQVXPHUV cRXOG bH SURWHcWHG. NY UHJXOaWRUV acWHG aW WKH
RXWVHW RI WKLV LQGXVWU\ WR KHOS PRYH LW IRUZaUG.

There haYe been plent\ of articles complaining (https://fortXne.com/2018/05/25/bitcoin-cr\ptocXrrenc\-neZ-\ork-
bitlicense/) aboXt the difficXlt\ of obtaining a BitLicense. Appro[imatel\ 18 bXsinesses haYe been licensed
(https://finance.\ahoo.com/neZs/\ork-financial-regXlator-reYieZing-controYersial-174532125.html) Xnder this regime to
date. BXsinesses haYe left NeZ York State, claiming the BitLicense process is too time consXming, reqXires too mXch
disclosXre and is oneroXs. Not all agree. Firms sXch as Gemini (https://gemini.com/) haYe chosen to operate in NeZ York.
The\ Xnderstand that meeting these toXgh regXlations might make them a clear Zinner for both consXmers and
institXtions in the battle of Zhich cr\pto e[change to choose. To that end, earlier this \ear, Gemini adYertised Zith slogans
on ta[is and NeZ York Cit\ sXbZa\s that said ³cr\pto needs rXles. (https://cointelegraph.com/neZs/cr\pto-needs-rXles-
sa\s-neZ-gemini-ad-campaign)´

N<DF6 CRQWLQXHV WR EYDOXDWH LWV ASSURDFK WR WKH BORFNFKDLQ 6HFWRU
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NeZ York State regXlators haYe actiYel\ listened to the cr\pto and blockchain indXstr\. Recentl\, NYDFS SXperintendent
Linda LaceZell said the agenc\ Zas looking into the BitLicense (https://finance.\ahoo.com/neZs/\ork-financial-regXlator-
reYieZing-controYersial-174532125.html). As proof of this, a neZ Research and InnoYation DiYision Zas created in JXl\
(https://ZZZ.dfs.n\.goY/reports_and_pXblications/press_releases/pr1907231) to oYersee internal transformation and
market innoYation. It Zill, among other things, hoXse the diYision for licensing and sXperYising YirtXal cXrrencies. FXrther,
a task force (https://ZZZ.coindesk.com/neZ-\ork-forms-blockchain-stXd\-task-force-hints-at-bitlicense-Xpdate) composed
of technologists, consXmers, institXtional and retail inYestors, representatiYes of enterprises, and academics Zas formed
that Zill eYalXate if/hoZ the laZ serYes NeZ York indiYidXals and bXsinesses located in the state. Reports Zill be issXed
b\ Dec. 15, 2020 (https://legislation.n\senate.goY/pdf/bills/2017/S9013), that Zill inclXde an indXstr\ oYerYieZ and
proposals on hoZ the state ma\ best regXlate, define or Xse cr\ptocXrrencies. It ma\ be that tZeaks Zill be made to the
process. The report Zill also look at mining costs and energ\ impact, ta[ation, and cr\ptocXrrenc\ trading actiYities.

Blockchain technolog\ in general has broad applications and it is good to see regXlators looking at it holisticall\. It is clear
that NeZ York State is taking this sector serioXsl\ and continXes to commit to serYe it.

:\RPLQJ DQG N< RHJXODWRUV 6XSSRUW 7KLV BXVLQHVV 6HFWRU

Comments haYe been made that the W\oming SPDI ma\ be a backdoor to operate in NeZ York State ZithoXt obtaining a
BitLicense, if the SPDI obtains NYDFS permission to open a branch in NeZ York. This ma\ be trXe. Some of these
articles are carefXl to point oXt that NYDFS still has the Xltimate aXthorit\ to approYe SPDI branches Zithin the state
(https://ZZZ.coindesk.com/Z\omings-neZ-cr\pto-banking-laZ-coXld-defang-neZ-\orks-bitlicense).

States are charged Zith and need to reasonabl\ protect their citi]ens Yia regXlations regarding cr\ptocXrrencies. TXssles
betZeen states seeking to entice bXsinesses to find a home Zithin their borders and protect their citi]ens is nothing neZ.
ConsXmers and bXsinesses Zin Zhen there is competition and choice in a market. There is no need to create a ³rock ¶em
sock ¶em robots´ atmosphere. Too often this sector is its oZn Zorst enem\. NeZ and creatiYe Za\s to accomplish goals to
fXrther the indXstr\ shoXld be applaXded.

CRQFOXVLRQ

Both NeZ York State and W\oming regXlators are actiYel\ engaged to help sXpport the blockchain indXstr\. Earl\ on NeZ
York State licensed this indXstr\ to protect consXmers and spXr responsible indXstr\ groZth. W\oming created a
frameZork that hopefXll\ Zill alloZ this sector to floXrish. The point of these regXlations is to make this sector safe for
consXmers, promote responsible innoYation, and create accoXntabilit\ and a frameZork from Zhich entities ma\ operate.
Recognition shoXld go to the regXlators for stepping Xp to innoYate Zhile protecting their constitXencies. With
ThanksgiYing coming, let Xs all sa\, ³thank \oX.´
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