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MEMORANDUM 

Prospective SOV Exchange Partners 
Julie Myers Wood, Daniel M. Burstein, and Allison Spagnolo, Guidepost Solutions LLC 
October 3, 2018 
SOV: Plan for Partnership with Digital Currency Exchanges 

Neema, Ltd, has been engaged to create a digital currency called° the Sovereign ("SOV"), which has 
been approved by the Republic of the Marshall Islands ("RMI") as an official legal tender of the RMI 
(alongside the U.S. dollar). Neema has engaged Guidepost Solutions LLC to advise on compliance
related matters in connection with the design and issuance of SOV. Guidepost has registered with 
the U.S. Department of Justice ilS an agent of RMI in connection with this work, and these materials 
are distributed by Guidepost on behalf of the RMI. Additional information is on file with the 
Department of Justice. 

Neema is supporting the new currency's deployment by working to identify potential digital currency 
Exchange partners with existing mature compliance functions. Neema may partner for the launch of 
SOV with one. or a few Exchange partners. At the outer limits, the number of Exchanges will be 
limited to a semi-exclusive arrangement in order to provide benefits to the Exchanges that agree to 
carry SOV, in that they will be one of very few to do so and that exclusivity is attractive. This 
approach will be balanced with providing various venues for users to transact with SOV. 

Because SOV will be an actual sovereign currency, it wil.1 be built with substantial compliance features 
· not found in other coins. RMI will provide some oversight of the exchanges. Only whitelisted users 
will be able to transact in SOV, and whitelisting will occur following observance of KYC/AML protocols. 
The whitelist will be blockchain-based, and every peer-to-peer transaction will check the whitelist to 
confirm that the sender of funds is whitelisted. These compliance features are discussed further 
below. 

As envisioned, the launch of SOV as a digital currency will requite these compliance functions to be 
provided by the Exctlange partners; This Memorandum sets forth how that partnership could work. 
Neema intends to collaborate with the Exchange partners in order to determine the best method of 
implementation and welcomes feedback from the Exchanges on the contours of a potential 
partnership. 
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This Memorandum is preliminary, and there are still a number of details to be worked out. We RW!Rl9,4330 
forward to partnering with Exchanges as we work through those details. 

I. DUE DILIGENCE 

Exchanges will need to apply to RMI for a license to become an official SOV exchange. RMI will then 
conduct due diligence on the Exchanges' compliance programs. Due diligence efforts may include 
gathering information on Exchanges' compliance programs, operational capacity, capital sufficiency; 
information security and physical security protocols, and disaster recovery planning. The diligence will 
likely be of the same quality and nature as that conducted by state regulators. RMI may outsource 
this work to an investigative or due diligence firm. 

II. WHITELIST MAINTENANCE 

As currently contemplated, a prospective SOV user will be onboarded with an Exchange through the 
Exchange's KYC/AML procedures and will then be able to hold SOV on the Exchange's platform. To 
use SOV off of the Exchange's platform, a user will need to provide to the Exchange the user's 
Ethereum wallets address, and the Exchange will then need to whitelist that address to demonstrate 
that the customer was successfully onboarded. Only whitelisted addresses will be approved to 
transact in SOV. Once the wallet address has been whitelisted, users can send SOV to other white
listed wallet addresses. 

The whitelist will be blockchain-based and will be maintained jointly by RMI and the Exchanges. RMI 
will have the ultimate authority to add and remove addresses from the whitelist, and to grant or 
revoke Exchanges' authority to write to the whitelist. 

III. WHITEI-ISTING URENEWAL,, 

As envisioned, Exchanges will be responsible for urenewals" of users' whitelisted status, perhaps once 
per year. Such renewals will likely consist of identity re-verification, sanctions checks, and transaction 
monitoring on the user's SOV activity during the preceding year (or other relevant time period). Users 
th.at are not renewed and re-whitelisted at the appropriate interval will be prohibited from transacting 
further in SOV. 

In addition, Exchanges will likely be responsible for regular sanctions screening (including between 
renewal periods) based on changes to relevant sanctions lists. 
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SOV will be programmed to feature real-time sender verification as a control on peer-to-peer 
transactions, where the sender of funds is confirmed to have been whitelisted, and that whitelisting 
has been renewed as appropriate. Such sender verification will occur through an automatic check 
against the whiteUst a.nd sh.ould not require any action by the Exchanges. 

V. TRANSACTION MONITORING 

Exchanges will be responsible for after-the fact transaction monitoring on all transactions. This 
monitoring should occur at a set time period after the transaction has been completed, e.g. within a 
few days or every month, and should evaluate the transaction for potential blacklisting, SAR filing, 
etc. Exchanges have the flexibility to set more aggressive transaction monitoring parameters if 
needed to be consistent with other activity on the Exchange or regulator requirements. 

Further to this point, we are envisioning three types of transfers of SOV 
1. Conversion from SOV to another currency or from another c_urrency to SOV. These will likely 

be on°Exchange transactions where the Exchange is essentially the counter-party. Either (i) 
Individual A would buy SOV (with fiat or other digital currency) on Exchange E, and Exchange 
E holds SOV on the Exchange E platform, or (ii) Individual A sells SOV on Exchange E, and 
Exchange E debits the SOV from Individual A's account on the Exchange E platform and 
credits Individual A's accc;iunt with the other currency (fiat or other digital currency). 

2. Off-ramping SOV from the Exchange (coin withdrawals) or on-ramping SOV to the Exchange 
(coin deposits). In this transfer, Individual A has Exchange E transfer the SOV from an on
platform custodial address to an Ethereum wallet address, or Individual A transfers SOV from 
an Ethereum wallet address to Exchange E's on-platform custodial address. 

3. Peer-to-peer transactions. Individual A has ·sov in a privately controlled Ethereum address and 
sends that SOV to another privately controlled Ethereum address held by Individual B. 

Under th.is vision, customers cannot engage in any of these transactions until they are on-boarded 
through an Exchange after passing KYC and any necessary EDD pursuant to the Exchange's 
protocols, 

Under scenario (1), the Exchange will utilize its existing compliance protocols for cross-currency 
exchanges, which may include transaction monitoring, particularly where SOV is being converted to 
another currency. 

Under scenario (2), assuming the customer has passed KYC and EDD if necessary, the Exchange will 
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white.Ii.st the Ethereum address associated with Individual A and will then transfer SOV to that 2112.499.4330 

address. The smart contract will be coded such that only whitelisted Ethereum addresses are able to 
send SOV. 

Under scenario (3), the sender's Ethereum wallet address is automatically checked against the 
whitelist for each peer-to-peer transaction, and the transaction processes automatically upon 
confirmation that the sender's address is on the whitelist. Transaction monitoring of these 
transactions occurs after-the-fact, and is conducted by the Exchange that on-boarded the sender. I.n 
the event that the after-the-fact monitoring reveals an issue, the Exchange may blacklist the sender 
address for the future (subject to RMI review as discussed below), but not block those who 
subsequently received the funds (since they were relying on the whitelisting), unless otherwise 

· required by law to block those addresses. 

Effectively, SOV transaction monitoring consists of confirming that the SOV has not passed through 
"blacklisted" addresses, as described below. We envision the blacklist as consisting simply of 
addresses that were previously whitelisted and were then removed from the whitelist for cause 
(e.g., because the user was added to a sanctions list). There should be no need for a more expansive 
blacklist because only users who have previously been Whitelisted can be in the SOV's transaction 
history. Addresses removed from the whitelist for non-substantive reasons (e.g. failure to "renew'') 
need not be added to the blacklist. 

The whitelist and blacklist will live oil the blockchain and therefore can be readily checked. RMI will . 
authorize licensed Exchanges to write to the whitelist and blacklist, and those Exchanges will be 
responsible for maintaining the whitelist and blacklist. Each Exchange will be responsible for its own 

· onboarded customers and whitelisted (or previously whitelisted) wallet addresses. 

VI. RMI CONTROLS 

The RMI will put in place some requirements for the Exchanges in order to demonstrate oversight of 
. sov. 

A. Licensing Reguirement for Exchanges 

As discussed above, to fully demonstrate that RMI is providing active oversight, the RMI will conduct 
a separate licensing registration process for SOV. 
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The RMI will likely need to conduct some kind of AML/Sanctions/KYC and Cybersecurity oversight on 
the Exchanges. It is anticipated that the RMI will request reciprocal reviews and/or information 
sharing from regulators, and a completely separate RMI oversight process is not necessary. For 
instance, RMI may be able to leverage oversight reports from regulators about Exchanges in order to 
ensure compliance by the Exchanges. Consistent with other regulators, RMI mc1y perform oc<:aSionc1I 
risk-based exams in order to fully exercise oversight and be able to take advantage of reciprocity with 
other jurisdictions. 

C. Whitelisting and Blacklisting Oversight 

Finally, RMI will exercise oversight of whitelisting, blacklisting, and potential "seizure" of SOV. RMI 
will establish a protocoHor the Exchanges to follow in making determinations about whitelisting, 
blacklisting, and under what circumstances SOV might need to be "seized," but where RMI maintains 
a process allowing people or entities who have been adversely affected by this process to "appeal" to 
the RMI for whitelisting, removal from a blacklist, or relief from a seizure of SOV. 
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