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Total Market Cap of ICO and STO tokens
(the graph shows the total market cap for outstanding ICO and STO tokens for the period of JanuarP/ 2017 to January 2019)
lue graph represents ICO total market cap and black graph represents STO total market cap)
Total Market Capitalization
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Registered vs. Exempt STOs (Security Token Offerings)

Generally, any offering made to U.S.
residents must either be:

(1) Registered with the SEC (Securities
and Exchange Commission), or

(2) Exempt under the Securities Act of
1933.

(3) Therefore, an issuer must either
create a public offering by filing for
registration with the SEC -- which
can be a lengthy and costly process,
or seek a Private Placement
Exemption, which is usually a cost-
effective and time-efficient process.
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Registered STO (Security Token Offering) — Benefits of Registration

1. Diverse Investor Pool—
Investors/purchasers of tokens may include
Accredited and Unaccredited investors

2. General Solicitation—Token issuer may
publicly advertise their offerings

3. Freely Transferable—Tokens can be
traded immediately, so high liquidity

4. Unlimited Capital Raise—Issuers are not
subject to a regulatory limit on the amount
they may raise
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Registered STO — Drawbacks of Registration

1. Cost—the cost of a typical registered public
offering ranges anywhere from $2 million to
$6 million.

2. Time —the preparation of the SEC
registration filing can take several months,
and the review by the SEC is expected to be
longer for STOs than traditional securities
filings (expect about a 12 month process)

3. Disclosure—as part of the filing, companies
must include Audited Financial Statements

4. Periodic Reporting—expect to publicly
report detailed information about the
company on a quarterly basis, at least.
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Exempt STO (exempt from SEC registration) — In General

Due to the drawbacks mentioned,
Companies generally take advantage
of some exemptions to SEC's
registration requirements to issue
their security tokens in a more

manageable and cost-effective way.

2lol YAIE SASE HAo| 02 Bl ST} £HY
20, STOS St S LW Stk sHe O
2 FASL 2R 52 U ZYES 591 S
20|12 BIH S wot BlIY Ke H|g 48 BA




VAVA

D'LIGHT#

B 2HI CI2to|E

Reg. D Private Placement ICO & STO Offerings
(from April 17, 2017 to March 19, 2018)

Crypto-Security Registrations
SEC Form D filings for tokens or token convertibles, Apr17-Mar18
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Private Placements (Offerings exempt from SEC Registration)

1.

Private Placement is a -

A capital raising event that involves
« the sale of securities
« to a small number of select investors.

Investors involved in private placements usually
includes wealthy individuals, various financial
institutions (such as investment companies and
mutual funds), pension funds, and insurance
companies. Unlike SEC registered public sale in
which securities are made available for sale on the
open market to any type of investor, it is restricted
to select investors.

Regulation D (“Reg. D") of the Securities Act of 1933
provides a registration exemption for private
placement offerings.
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Regulation D Private Placement

1. Reg. D of the Securities Act of 1933
provides registration exemption for
private placement offerings.

2. Reg. D allows an issuer to sell securities
to a targeted group of Accredited

Investors that meet various requirements.

3. Instead of a Prospectus (which is the
document used in a public stock or
bond offering), private placements are
issued using Private Placement
Memorandum (“PPM") and cannot be
marketed to the general public.
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Reg. D — Accredited Investors

For an individual to qualify as an MAEXIKI= ?

Accredited Investor, the individual

must have --

1. An annual income exceeding 1. X[ 2E37F AZEAS0] =[4 208
$200,000 for an individual, or Et2| O|AFO|O{OF B, 7| =K} QI
$300,000 for joint income with AL 229 AZIAEO| XA 30
spouse, for the past two years O &hej ol EXFXF

with the expectation of earning
the same or higher income in the

current year;  OR 2. =XtAH 1008 22 0|4 28 (F

2. A net worth exceeding $1 million 2 AFX| H L)
(excluding primary residence).

10




Private Placement Memorandum (PPM) is a
document that an issuing company prepares for
investors in a private placement (also known as
a private or non-public offering). As mentioned,
PPM is to a private placement what a Prospectus
is to a SEC registered public offering.

PPM is where the company tells its story, paints
a picture for the potential investors about what
the company does so the investors can
determine if they want to purchase the STO
tokens.

In the PPM, the company also needs to disclose
“Risk Factors” — the potential pitfalls to its
business that the investors should be aware of.

11
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Reg. D - Private Placement Memorandum (PPM)
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Reg. D - Private Placement Memorandum (PPM)

1.  Financial Summary - at a minimum, the issuer needs
to provide information regarding (a) the size of the
offering (ie., how much money the issuer wants to
raise from the private placement), and (b) how and
where the money raised from the offering will be
used (e.g., to purchase assets, pay back loans,
investment targets, etc.).

2. Investment Objectives - You have to be careful when
drafting this section of PPM because this is where
the potential investor may file a lawsuit against the
issuer/company for not being honest or if it fails to
disclose important information (known as “material
information’) in securities laws.

3. Liabilities for Violating Federal Anti-Fraud Provisions.
(leading to potential Securities Fraud Litigation)

« Section 10(b) of the Securities Exchange of Act of
1934 imposes liability on a person or entity that
misrepresents or omits a material fact in
connection with the sale of securities.

12
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Reg. D -- Rule 506(c)

Rule 506(c), frequently referred Ru/e 506(c) = STO O == AMO0|
to as the Accredited Investor = HYXgo 2 MAEXX CA
Crowdfunding exemption -- is O| et c oy xstogE 22|

currently the most commonly
used exemption for STOs.
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Reg. D -- Rule 506(c) -- Benefits of using Rule 506(c)
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Unlimited Capital Raise—as
registered offerings have become
more expensive and complex, raising a
large amount pursuant to exemptions
have gained popularity by issuers.

General Solicitation—a general
solicitation includes an offer to sell
securities with the use of an
unrestricted and publicly available
website (for marketing or advertising
purposes).

State Law Preemption—"covered
securities” are exempt from the state
laws, known as “Blue Sky Laws”
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Accredited Investors Only—Ilimiting the
pool of investors is less of a drawback than
many believe as past securities offerings
show that a significant majority of funds
are raised from Accredited Investors such
as mutual funds, insurance companies, and
pension funds.

Restricted Securities (Tokens)—with
limited exception, securities (tokens) sold
under Rule 506(c) cannot be transferred for
12 months.

Accredited Investor Verification—the

issuer must take reasonable steps to verify
each investor’s Accredited Investor status.
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Regulation S T

1. Reg. S is an exemption from 1. Reg. S = 0|2 Qo AZst=
registration for offers and sales of HIA| DI XA =& 222 gt
securities that occur to non-U.S. S A oA BpL O'qu o'c'sk = =
citizens outside of the U.S. — e

2. The exemption has been the focus 2. T2 ==X &AM L
of many issuing companies in the O=2 X5 m|ot7| ot g
blockchain space as a means of oz =Er|QoL} 2 HYX
avoiding U.S. laws and reqgulations, o2 IRE WSty Mzt

but it is not that easy. C} 21X ot

LS 0.
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Reg. S -- Potential Complications

1. Solicitation—Reg. S requires that the offer 1. S22 H[gt—Reg. S Of 2|5}
and sale of the securities occur in an HHEl 23 XISHA| 203 9O| CHAFZ
. — - O L- O (@ O -
"offshore trahsactlon” and .th..at there be no 0= 9E Q2 AN|sto| £/ O|=
"directed selling efforts” within the U.S. Lf RA mofjs 271s
1 H = — o.

2. Domestic Companies—An offer and sale =1 1L0| 74 © o
of securities by a U.S. issuing company 2. Ol= I_'I_H 2|A ;‘J OC;":Dl::'_:'L L 21
requires that additional steps be taken to AtLE 2| SEHES SESHALE T
comply with Reg. S and benefit from the 0jSt= 8% Reg. Se| HAE &7
exemption, QI8 F7pH o2 MAHE HIOLOF B

3. Failed Compliance—The failure to comply 3. A O =20 A _AH 0O =
will result in a failed exemption and the N == OFO =-1|O T
company will have sold unregistered T Al S=EA B SES T

SHCE mbC xS =
securities in violation of U.S. securities laws. g L j,_l' cf O'IO EﬂXﬂ) =22[2t S
B0l 2o M= B
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Private Placement
(General ROADMAP)

1.

Choose an Exemption — such as Rule 506(c)
of Reg. D; Reg. S; Reg. CF

Find Investors — depending on the type of
private placement, general advertising and
marketing may be allowed.

Qualifying Investors — Depending on the
type of private placement, all or some of

the investors must be “Accredited Investors”

Negotiate the Terms of the Offer —in
general, some of the terms to negotiate
include Price of Token, Conversion Rights,
etc.
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Private Placement
(General ROADMAP)

Prepare Private Placement (PPM) and Offering
Documents — If there will be Non-accredited
Investors, the PPM must include full, fair, and
complete disclosure of material facts about the
issuer, its Board of Directors & Key Officers, and its
finances, including audited financial statements.

Provide the prospective investors with Private
Placement Memorandum (PPM). In most cases, a
Subscription Agreement or Investment Agreement is
given to the prospective investor along with the
PPM.

Closing the Private Placement Offering — If the issuer
accepts the investor’s Subscription or Investment
Agreement, the offer is closed. Once offering is
closed, Form D must be filed with the SEC (federal
level) within 15 days.
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Capital Limit

Investor Limit
(1) Accredited
Investors ("Al")

(2)Non-Accredited
Investors (Non-Al)

SEC Approval
Required

Lock-up
Period

Public
Solicitation

Reg. 504

$5 million

No Limit

Reg. 506(b)

No Limit

Accredited
Investors: No
Limit
Non-Al :
35 max

X

Reg. 506(c)

No Limit

Al: No Limit

Non-Al;
Not available

6 months or 12 months

20

No Limit

Foreign
Investors
Available

Tier 1: $20
million
Tier 2: $50
million
Tier 1:
$6MM Max

Tier 2:
$15MM Max

Tier 1: 12
months

O

$1.07 million

Non-Al who
are at least
18 years old

12 months
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