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WHITEPAPER

January 27th, 2018



This White Paper forms part of, and should be read together, with the

O ering Memorandum, dated December 18, 2017 (as amended and

supplemented from time to time, the “Memorandum”), including, without

limitation, the important information included in the Memorandum under

the headings “Risk Factors” and “Notice to Purchasers.”
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Background

which first achieved broad market attention in 2016 and 2017, introduced an entirely new model for

capital formation. ICOs allow companies of any size to raise money directly from individual market

participants through the global sale and distribution of digital tokens or coins (tokens). The majority of

the tokens issued in ICOs are issued using Ethereum’s “ERC-20” protocol, which allows for a streamlined token creation process. Token purchasers are able to directly purchase tokens utilizing Ether or

other cryptocurrencies as well as fiat currency.

ICOs provide purchasers with a means to invest in companies while bypassing traditional financing

methods and counterparties. Fiscal year 2017 yielded the creation of 235 ICOs and approximately $3.7

[1]

[2]

ings and approximately $36 billion.

The increased access to capital for entrepreneurs that is provided by ICOs is exciting and praiseworthy.

However, ICOs are still nascent and raise many issues that need to be resolved before blockchain-tradable security tokens may expand to reach their market potential. Recent increases in demand for liquidity in security tokens issued pursuant to ICOs have highlighted the lack of a credible, scalable

security token trading platform that we believe is necessary to support widespread global acceptance

of security tokens as a means of capital raising.

Additionally, the number of ICOs in the past year has raised significant challenges for potential investors. Inundated with a huge number of ICO opportunities, many investors do not have the necessary

future ICO funding comes from large institutional investors or retail investors, we believe that there

is an urgent need for appropriate and coordinated global regulation of ICOs, a roll-out of reputable,

enterprise-grade technology to support liquidity in security tokens, and general improvements to the

cryptocurrency and digital securities ecosystems.

In fact, the recent explosion of ICOs has drawn close scrutiny from global securities regulators, including the U.S. Securities and Exchange Commission (SEC). In response to ICOs of purported “utility”

tokens conducted without regard for U.S. securities laws, the SEC issued its “Report of Investigation

Pursuant to Section 21(a) of the Securities Exchange Act of 1934: The DAO” (the DAO Report) on July

25, 2017.
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Source: www.coinschedule.com/stats.html.

Source: Renaissance Capital’s 2017 Annual Review of the U.S. IPO Market dated December 15, 2017.
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Among the key issues addressed in the DAO Report was whether tokens issued in ICOs constituted

“securities” subject to U.S. federal and state securities laws. The SEC stated that “whether a particular

in the transaction—depends on the facts and circumstances” of the particular transaction. In the DAO

Report, the SEC applied the “Howey Test” articulated by the U.S. Supreme Court in SEC v. W.J. Howey

Co., 328 U.S. 293 (1946). The Howey Test analysis turns on the presence of a few specific features: an

investment of money in a common enterprise and with the expectation of profits that are expected

Test and determined that the token under consideration was, in fact, a security, subject to the U.S.

security must be registered under the Securities Act of 1933, as amended (the Securities Act), or be

The SEC’s recent actions and statements suggest that many tokens will be considered securities by

the SEC. We believe that the SEC’s actions with respect to ICOs pave the way for regulatory bodies and

governments globally to apply securities laws and regulations to the majority of ICOs. This would result in a regulatory framework for all aspects of an ICO and its issuer, including issuance requirements,

disclosure requirements, secondary trading market requirements and the application of general compliance standards to security tokens.

tZERO understands that regulation in the crypto-world is inevitable and we are working to develop

a scalable and stable securities token trading platform that, when operational, will be fully compliant

with applicable legal and regulatory requirements.

The launch of tZERO’s own token is intended to capitalize tZERO to, among other things, develop a

crypto-solution for security token liquidity that complies with applicable legal and regulatory require[3]

ments and to build the necessary infrastructure to support global adoption of this platform. We

believe that the tZERO trading platform, once operational, has the potential to democratize, expand

and strengthen capital markets.
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uses set forth in the Memorandum in its sole discretion.
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tZERO token

ken (TZRO).

The tZERO token is the first preferred stock security token of which we are aware, and the tZERO to[4]

ken is being issued in accordance with applicable U.S. federal and state securities laws.

The terms of the tZERO token are described in the Memorandum. See “Annex B: Terms and Conditions

of the tZERO Preferred Equity Tokens” in the Memorandum for details regarding the terms of the

tZERO tokens, including dividends under the tokens, which, subject to the limitations described in the

Memorandum, will be based on tZERO’s consolidated adjusted gross revenue (i.e., revenue, net less

Cost of Sales).

This whitepaper will delve into tZERO’s products, business models, technology platforms, team, and

the company’s vision, including with respect to the development of the tZERO security token trading

platform.

We believe that the discussion of tZERO’s existing businesses will help investors understand the

source of existing revenues and potential sources of future revenue generation. We will also explain

how we plan on utilizing a portion of the funds raised

to develop markets that are more transparent, efficient and liquid through use of technology, with a

focus on blockchain technology.

from a traditional utility token ICO, which is typically

characterized by 3 W’s – a website, whitepaper, and

wallet address. Many of these traditional utility token ICOs have been launched by international foundations, which seek to rely on the utility of their token to avoid being deemed a security under relevant

securities laws. In some cases, the participants in

these utility token ICOs are considered “donors” and

may not receive any rights along with their token.



tration requirements of the Securities Act—particularly, Rule 506(c) of Regulation

D and Regulation S. See “Notice to Purchasers” in the Memorandum.
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In addition, because of the onerous requirements of the U.S. securities laws, some issuers of such

utility token ICOs exclude U.S. investors entirely. Also, larger institutional investors are not interested

in unregulated, highly speculative investments. In many of these utility token ICOs, the issuers of a token assert that securities laws are inapplicable and do not employ any investor protections, including

detailed disclosure. In this context, the proposed product is often outlined in a highly theoretical white

paper without an existing core technology platform or user base. Against this backdrop, the current

ICO market has experienced significant challenges recently, including regulatory hurdles and instances

of fraud and abuse carried out to take advantage of strong investor appetite for ICOs. However, at the

same time, a significant number of legitimate blockchain startups show tremendous potential and are

committed to advancing the digital revolution while rewarding early supporters.

The technology utilized to conduct ICOs is obviously valuable, and the amount of capital raised in ICOs

demonstrates that the demand for investing in blockchain technology is immense. We aim to satisfy

chain innovators to replicate and raise funds.

includes the future development of the tZERO security token and a security token trading system,

the development of certain functional utility benefits that, while not a part of the terms of the tZERO

changes, and general corporate purposes, including strategic transactions by tZERO and reducing tZERO’s debt burden. For more information on the contemplated use of proceeds of the tZERO security

token offering, see the section titled “Use of Proceeds” in the Memorandum.

As tZERO seeks to develop a security token trading system, we hope to provide entrepreneurs a regulated platform and structure for security tokens.
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addressing many shortcomings and regulatory concerns surrounding such ICOs. The tZERO token is

munity), while maintaining the flexibility to provide discretionary practical benefits (utility benefits) to

holders of tZERO tokens (uncommon for traditional securities). Such practical benefits for token holders create an opportunity for companies to reduce customer acquisition costs and increase customer

retention. While the ultimate goal for most investors is a return on their investment, we believe that

many firms in the future will want to explore providing practical benefits to token holders. Issuing security tokens, with a utility function (whether inherent to the terms of the token or provided on a disimplementing rewards programs, managing shareholder voting, and assisting or managing customer/



investors participate in accordance with SEC regulations designed for investor protection. In the case

of the tZERO security token, investors are screened as “accredited investors” and all investors are

subject to rigorous anti-money laundering (AML) and know-your-customer (KYC) verifications.

If tZERO is successful in developing a security token trading system that complies with all applicable

securities laws and regulations, this will be ground-breaking in providing security token holders a liquidity platform to trade securities tokens in a regulated environment, subject to securities rules and

regulations.

and the plan. This whitepaper will outline our existing business operations, our plethora of proprietary

technology, as well as key problems in the market that we are perfectly positioned to address and have

already begun solving with our existing infrastructure and experienced team of innovators, entrepreneurs and technologists.
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The tZERO Team

The tZERO team is comprised of a dynamic mix of accomplished entrepreneurs, brokerage experts,

and expert technologists. Below is a series of descriptions of key high-level team members, as well

as some information pertaining to tZERO’s technology and brokerage teams.



Patrick M. Byrne CEO

In 1999, Patrick M. Byrne launched Overstock.com, and has grown it into

the grand online retailer that it is today. Patrick was one of the ﬁrst public

ﬁgures to vocally espouse the massive potential of cryptocurrencies and

blockchain technology. Patrick’s ﬁrst leap into the crypto-world occurred in

2014, when Overstock became the ﬁrst major online retailer to accept

bitcoin as payment for goods. In 2015, Byrne allocated some Overstock.

com resources to acquire ﬁntech entities, and used tZERO’s trading platform to purchase a digital bond that cleared and settled on a blockchain. In

2016 Overstock made history by becoming the ﬁrst company ever to issue

shared of a public company on a blockchain, rather than through the facilities of NSCC and DTCC. Not only has Byrne established himself as a blockchain visionary, he has taken great strides towards implementing his revolutionary vision.



Joe Cammarata PRESIDENT

Joe began his career at Datek, where he spearheaded the creation of an

internal order crossing engine that evolved into the Island ECN. He then

orchestrated and oversaw the incredible growth of Datek Online - which

was sold to Ameritrade for $1.4 billion. Joe later co-founded Sonic Trading

and piloted the company as CEO to a successful acquisition in 2004 by the

Bank of New York, where he served as Managing Director. In 2011, Joe purchased a defunct brokerage ﬁrm, which was resurrected as SpeedRoute.

Under Cammarata’s tutelage, the ﬁrm increased its business tenfold. He is

currently the CEO of SpeedRoute, and President of tZERO. Joe’s track

record of innovating trading markets through the implementation of technology is second to none. His expertise will be vital to the growth of tZERO.
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Ralph Daiuto COO &amp; General Counsel

Ralph Daiuto is an accomplished business leader and attorney with

over two decades of experience in the securities industry. Daiuto has

governed several broker-dealers and innovative technology companies

where he managed their daily operation, including legal, compliance, and

regulatory undertakings. Ralph is currently the COO and General Counsel of tZERO. He is admitted to practice law in the states of NY and NJ,

as well as the U.S. District Courts in the Southern and Eastern Districts

of NY and the District of NJ. Ralph’s experience in navigating highly regulated industries while applying innovative technology will be key to the

success of tZERO.



John Gilchrist CIO

Industry veteran John Gilchrist (“Gilly”) joined Herzog Heine and Geduld

in 1987, where he was responsible for monitoring and growing tradwere rapidly transforming through the use of technology, Gilly was instrumental in upgrading Herzog’s technology infrastructure while they

ascended to the position of the largest NASDAQ market maker. After

Herzog was acquired by Merrill Lynch, Gilly was responsible for Merrill’s

NASDAQ market making and DMA offerings. He has been employed by

SpeedRoute since its inception in 2011. Gilly has been crucial in overseeing the various tZERO projects, ensuring that resources are properly

managed, systems are designed for scalability, and technology rollouts

are deployed without error.
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The Technology Team

The tZERO technology team is comprised of experts in blockchain development, network engineering, low-latency systems development, systems integration, and large-scale data processing. tZERO’s blockchain development team is well-positioned to thrive and innovate, as

technology upgrades. The tZERO technology team is perfectly positioned to create meaningful



The Brokerage Team

The brokerage team is composed of industry veterans who are experts in monitoring and reducSince inception, tZERO has worked to ensure that our pursuits fall within regulatory guidelines.

In addition to operations and compliance personnel, the brokerage team has a strong business

the client base and product offerings. In total, there are currently 15 registered representatives

holding the following licenses: 4, 7, 24, 27 , 57, 62, 63, 66, and 99. The tZERO brokerage team

will be indispensable as tZERO navigates the regulatory framework of U.S. capital markets.
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