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i SOV: The First Fiat Digital Currency 
& How It Will Be the World’s Most Secure Fiat Currency

By Guidepost Solutions LLC1

April 2019

1. EXECUTIVE SUMMARY

On February 26,2018, the Republic of the Marshall Islands (RMI) passed the Sovereign Currency 
Act, establishing a new, blockchain-based currency called the Sovereign (SOV) as “legal tender 
of the Marshall Islands for all debts, public charges, taxes and dues.” While first generation 
blockchain-based digital currencies are open to all and anonymous in nature, SOV is designed to 

pioneer next-generation blockchain technology through use of a closed, permissioned blockchain, 
built around the pillar of users’ real verified identities, as well as built-in OFAC sanctions 
controls.2 In a sharp contrast from an open, anonymous blockchain, the combined power of a 

persistent open ledger of all transactions with real identities in a permissioned environment 
delivers an increasingly effective system to fight and deter illicit activity and financing of terror. 

When launched, SOV will become the world’s first decentralized national currency.

In pioneering a sovereign fiat digital currency, RMI has equipped SOV with state-of-the-art 

compliance controls, making it more traceable and more secure than any other digital or fiat 
currency. These controls align with the framework contemplated by International Monetary Fund 
Managing Director Christine Lagarde in her November 14, 2018 speech, “Winds of Change: The 
Case for New Digital Currency.” In that speech, Managing Director Lagarde urged digital 
currencies to be designed “so that users’ identities would be authenticated through customer due 
diligence procedures and transactions recorded” and “[a]nti-money laundering and terrorist 

financing controls would [ ] run in the background.” RMI has done just this.

1 Guidepost Solutions LLC was engaged to advise on compliance matters related to the adoption by the 
Republic of the Marshall Islands of the Sovereign, a fiat digital currency. These materials are distributed 
by Guidepost Solutions LlC on behalf of the Republic of the Marshall Islands, and Guidepost Solutions 
LLC is registered as a foreign agent of the Republic of the Marshall Islands pursuant to the Foreign 
Agents Registration Act. More information is available on file with the United States Department of 
Justice,
2 In a December 3,2018 speech to the ABA/ABA Financial Crimes Conference, Sigal Mandelker (the 
U.S. Department of the Treasury Under Secretary for Terrorism and Financial Intelligence) urged 
cryptocurrency service providers to combat illicit activity and the risks of assisting bad actors: “The 
digital currency industry must harden its networks and undertake the steps necessary to prevent illicit 
actors from exploiting its services.” As will be explained in more detail throughout this paper, SOV’s 
built-in OFAC screenings and controls are just one of many steps taken by RMI to prevent illicit actors 
from abusing dr exploiting SOV’s services.
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SOV will be the world’s only digital asset and sovereign currency for which every user is 
onboarded through Know-Your-Customer (KYC) protocols, and transfers may only be made by 
onboarded, identified, approved users. Transaction monitoring will be performed on all SOV 

transactions, sanctions screening will be performed continually, and identity re-verification will 
be required on a regular basis.

This white paper contextualizes the development of SOV and describes its special compliance 
features. Separate papers provide additional detail on the reasons for RMI’s adoption of a digital 

currency, the technology underlying SOV, and privacy considerations.

The brief introduction below will outline the advent of digital currency and the innovation of using 
it as a sovereign nation’s fiat currency. We will also describe the history, inspiration, issuance, and 

unique features of SOV. The compliance section then describes the three levels of security 

measures that make SOV so robustly regulated: oversight of Exchanges; oversight of users through 
an innovative whitelisting mid blacklisting system; and oversight of transactions. We then further 
break down transaction monitoring into: SOV currency conversions; SOV coin withdrawals and 
deposits from Exchanges; and peer-to-peer transactions. We suggest an alternative system using 

third-party compliance providers for compliance functions rather than Exchanges. Finally, we 
present four case examples to demonstrate how the oversight procedures work.

In conclusion, we will summarize how SOV represents the most attractive features of blockchain 

technology - such as speed and ease of transactions, privacy, and decentralization - with 

compliance features that surpass those associated with traditional money mid digital asset 
transactions. RMI’s ihultileveled oversight procedures will allow SOV not just to be the world’s 

first fiat digital Currency: it will also be the most securely regulated currency.

2. INTRODUCTION

2.1. Digital Currency

Digital currency is a decentralized digital asset that, like traditional currency, can be used as a 
medium of exchange. Unlike traditional currency, digital currency uses strong cryptography to 
secure financial transactions, to restrict the creation of additional units, and to verify the transfer 

of assets^

Although there were earlier iterations of digital currency, the first widely established digital 

currency was Bitcoin, created anonymously in 2009. Bitcoin works through distributed ledger 

technology, generally a blockchain, that serves as a public financial transaction database, where 

various members of the public, instead of a centralized authority, validate transactions. Almost a

2
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decade after Bitcoin’s inception, there are reportedly over 4,000 digital currencies now in 
circulation.

One of the greatest advantages of digital currency is that it does not rely on any centralized servers, 
and it allows users to engage in a peer-to-peer, electronic payment system. Trust is integral to how 

the blockchain-based digital assets operate. The code is rules-based and difficult to alter, and all 
changes to the blockchain are recorded and confirmed in a decentralized way, democratizing 
access and removing the need for a single recordkeeper. Unlike traditional transactions, which are 

facilitated by a trusted intermediary, the blockchain itself serves as the trusted, consensus-driven 

protocol.

2.2. The Innovation of Digital Currency as Sovereign Currency

Fiat currency is legal tender - money that can be used in payment - that has Value because a 
government declares it to be valid currency. The United States Dollar, for example, has been a fiat 
currency since it ceased to be pegged to a gold standard in 1971. To date, no blockchain-based 

currency, such as Bitcoin, has been issued or acknowledged as a fiat currency issued by a sovereign 
nation.3

As described in more detail below, issuing SOV as a digital fiat currency will create the first true 

decentralized money because the supply of the currency will be predetermined by an algorithm 

built into the currency. And as the legal tender of a sovereign nation, SOV is designed to operate 
with the same regulatory clarity as other national currencies.

2.3. SOV: History, Inspiration, Issuance, & Unique Features

2,3.1. The Marshall Islands

RMI is a small, democratic island nation in the Pacific Ocean. RMI has been independent since 
1979 and a member of the United Nations since 1991. It is (appropriately) a decentralized country, 

with a population of approximately 53,167 living on 1,100 islands scattered across 750,000 square 

miles of ocean - an area roughly the size of Mexico. These islands were settled thousands of years 
ago by oceangoing explorers from Micronesia.

The Marshall Islands were colonized first by Spain, then Germany, then Japan. During World War 

II, the United States took control of the Marshall Islands from the Japanese and in the following

3 Venezuela issued a digital currency called Petro in early 2018. While the Petro was issued by a 
sovereign nation, it was a digital asset backed by oil, gas, gold, and diamonds, and was not fiat currency. 
The Petro has other substantial differences from SOV, including .an unclear compliance policy.

3
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decades administered the region as part of the Pacific Trust Territory. From 1946 to 1958, the US 

used atolls in the Marshall Islands to perform tests of nuclear explosives.

RMI remains a close ally of the US thanks to the Compact of Free Association, established between 

the two countries in 1986. The treaty allows RMI to retain its sovereignty, but the US has agreed 

to provide defense, social services, and other benefits to Marshall Islanders, including the ability 
to travel and work in the US without visas.

Sources: https://media.defense.gOv/2013/May/10/2000051240/-l/-l/0/130510-F-OG799-001.JPG 

https ://www. worldatlas. com/webimage/countrys/oceania/mh. htm
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2.3,2. Why SOV

RMI currently uses the US Dollar as its sole currency. SOV will complement rather than replace 

the US Dollar and become a second, alternative currency of RMI. Among other advantages, the 

launch of SOV will ensure that the Marshall Islands will continue to have access to the 
international financial system. It is intended as a backstop in case the erosion of correspondent 
banking relationships in small developing nations should affect RMI directly. RMI is committed 
to effective financial crimes compliance programs and effective oversight; however, the broader 
de-risking of correspondent relationships means that RMI is at risk despite its best efforts. The 
RMI correspondent banking relationship may be withdrawn4 even with a proven track record of 

intra-country financial crime controls, as it has demonstrated consistently. In particular, RMI 
currently has only one correspondent bank, and this bank has recently threatened to end its 

correspondent banking relationship with RMI.

4 See, e.g., Wernau, Julie, “Unbanked: What Happens When a Country is Financially Cut Off?” The Wall 
Street Journal, June 25,2018, https://www.wsi.com/articles/unbanked-marshali-islands-gets-further-cut- 
off-from-the-worlds-monev-1529665201.

4
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SOV will appeal to international users because it offers the best advantages of fiat and digital 
currencies. SOV is expected to have the same legal status as most foreign currencies, making it 
easy to exchange and spend. It provides fast, secure, and inexpensive transactions worldwide and 

can connect to existing payment systems. It has a stable, tamper-proof money supply. As an official 

national currency, it offers regulatory clarity and therefore provides ease of use in purchases. And 
with its built-in safeguards against money laundering and terrorist financing, it provides pioneering 
ways to ensure that it will be used only for legitimate purposes.5

RMI’s motivation to innovate to a digital national currency further stems from its unique 
challenges. The nation still suffers from the aftereffects of US nuclear weapons testing, as well as 
from climate change, which threatens the Marshall Islands in particular because of its low average 
elevation.

2.3.3. Launch/Issuance

The RMI legislature passed the Sovereign Currency Act on February 26,2018, creating a path for
SOV to become the world’s first true decentralized currency. When SOV launches, 24 million

\units will be issued, and this supply will increase by 4% annually: a rate chosen because it is in 
line with the growth of the global economy. Upon launch, all Marshallese residents-citizens, above 
the age of 18, will receive equal shares of 10% of the new currency (a total of 2.4 million SO Vs), 

distributed over a five-year period that begins with the launch of SOV. This means that SOV will 
immediately be available for use within the Marshall Islands for trade and commerce, circulating 

freely alongside the US dollars already in use there.

2.3.4. Robust Compliance Measures Superior to Other Digital Currencies

SOV will be the first national currency designed with Know Your Customer (KYC), Anti-Money 

Laundering (AML) and Counter-Financing of Terrorism (CFT) features built-in at the token level. 

And while traditional fiat currency can include similar anti-counterfeiting measures, once the 

currency is issued, there are no means to ensure its responsible use. In contrast, SOV has been 
designed from the beginning with built-in protections allowing SOV to avoid many of the security 
risks and abuses from which traditional money and blockchain currencies suffer. These compliance 
features, which are central to RMI’s adoption of SOV, are consistent with measures recommended 
by US regulators as well as by the Financial Action Task Force.

5 The Bank of England, Bank of Canada, and Bank of Singapore recently released a report that assesses 

alternate models for enhancing cross-border payments and settlements. One of the promoted models 
involves issuing a wholesale central bank digital currency, similar in many ways to SOV. The report 
found that in time this digital currency system could result in improvements in speed, cost and 
transparency for users.

5
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2.3.5. Avoiding Issues Associated with Other Blockchain-Based Currencies

A prevailing concern with blockchain-based currencies is that criminals can exploit the new 
technology to engage in fraud, money laundering, terrorist financing, or other bad acts. However, 

because SOV will be issued as the legal tender of RMI, it is expected to meet internationally 
recognized definitions of money. The SOV token is integrated with an on-blockchain services 

layer to facilitate compliance measures. Specifically, the on-chain layer includes the following 
services built on top of the SOV token:

• Compliance Service: determine whether a transaction can proceed in accordance with the 
regulatory requirements of the currency issuer

e Whitelist Service: stores an on-chain whitelist of public addresses that are allowed to send 

SOV tokens
e Verifier Service: manages who is authorized by the RMI to control compliance services, 

and in particular who can add and remove addresses from the on-chain whitelist

• Reward Service: manages the distribution of money supply growth
• Service Registry: enables the services built on top of the SOV token to be upgraded

• Token Controller: manages the minting of new SOV tokens

Unlike other blockchain-based currencies, Such as Bitcoin, SOV is designed to have the same legal 

status as most foreign currencies, making it easy to exchange and spend.

3. COMPLIANCE MEASURES

The heart of SOV’s state-of-the art compliance features will be the SOV ID: a digital passport 

demonstrating that a user has passed KYC and sanctions controls, has been onboarded, and 
remains an approved, whitelisted SOV user in good standing. SOV will be coded such that for 
every transmission of SOV, the sender’s and recipient’s wallet addresses will be checked against 
the whitelist and affirmatively confirmed to be SOV ID holders, thereby preventing any 
unauthorized user from ever transacting SOV.6

The whitelist, which will itself be stored On the blockchain, will be overseen by RMI’s 
administrative authority for the SOV, which will be established based on the recommendation of 
the Legal Tender Committee7 and will consist only of users who have undergone a robust KYC

6 This coding will be accomplished through a smart contract, a trackable and irreversible computer 
protocol designed to manage such third-party contracts, which will be coded such that only whitelisted 
wallet addresses (SOV ID holders) are able to transact SOV.
7 The Legal Tender Committee has been established by the RMI to advise the government on all aspects 
relating to the SOV currency arid its development, including its oversight. This oversight will include, but

6
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process, have been “renewed” on a regular basis, are regularly checked against sanctions lists, and 
are subject to transaction monitoring. We anticipate that established digital currency Exchanges 
with mature compliance functions will be the principal or exclusive on-ramps and off-ramps for 
SOV and will, under RMI’s oversight, perform these compliance functions.

This section describes in greater detail the compliance measures to be associated with SOV. These 

compliance measures will take place at three levels: Exchanges, users, and transactions.

3.1 Oversight of Exchanges

The RMI will be the source of all authority for SOV’s compliance program. The RMI will license 
and supervise financial institutions that will be the exclusive on-ramps for access to SOV. We 

anticipate at the outset that these RMl-approved financial institutions will be digital currency 

Exchange that have existing strong compliance functions and are already regulated in other 
jurisdictions. RMI licensing of Exchanges will include engaging in an initial due diligence process 
mid then performing ongoing oversight.

Exchanges will apply to RMI for a license to become an official SOV Exchange, which will entitle 

the Exchange to onboard SOV holders, grant SOV IDs and transact in SOV. Only Exchanges in 

good international standing that have mature compliance practices and are maintained in regulated 
jurisdictions, Such as Exchanges licensed or chartered by the New York State Department of 

Financial Services, will be eligible to apply to offer SOV to their customers. Further, the number 

of licensed Exchanges will be limited, at least at the outset, so that oversight can be effective and 
cost-efficient for a small country such as RMI.

RMI’s administrative authority will conduct an independent licensing process including in-depth 
due diligence. This may include gathering information on Exchanges’ compliance programs, 

operational capacity, capital sufficiency, information security and physical security protocols, 
cybersecurity measures, and disaster recovery planning.

The due diligence will be designed to be of the same quality and nature as that conducted by US 
federal and state regulators. We anticipate that RMI will request reciprocal reviews and/or 
information sharing from the Exchanges’ other regulators - e.g,, oversight reports from regulators 
about Exchanges and other audits or reviews. Consistent with other regulators, RMI may perform 
occasional risk-based exams in order to fully exercise oversight and be able to take advantage of 

reciprocity with other jurisdictions. RMI may choose to outsource this work to an investigative or 

due diligence firm, thereby adding another layer of third-party validation.

is not limited to: (i) licensing companies, exchanges, and other agents RMI may use for the functioning of 
the currency; (ii) introducing SGV; and (iii) ensuring appropriate regulations are in place in RMI.

7
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As a practical matter, it is in RMI’s best interests to make SOV as safe to use as possible, both at 
home and abroad, so that other governments and international financial institutions have 
confidence in accepting it.

3.2. Oversight of SOV Users: Whitelisting and Blacklisting

A rigorous, ongoing, and collaborative process of whitelisting and blacklisting SOV users will 
establish financial security controls analogous in stringency to those implemented by banks for 
paper currency.8

3.2.1. The Onboarding Process: Identity Verification & AML, CFT & Sanctions Screening

RMI will require all SOV users to initially prove their identities through a secure Rnow-Your- 

Customer (KYC) process, and we anticipate that this KYC will be performed by ah Exchange. 
Potential users’ identities will be screened against government watchlists, including the Office of 
Foreign Assets Control (OFAC).

During the onboarding process, individuals must provide at a minimum, their full legal names, 
dates of birth, proof of identity via government-issued ID or passport, and physical residence 

addresses. The user’s identity will be verified through existing technology that (a) compares the 
photo in the identification document to a selfie taken by the user, and (b) authenticates the form of 

identification as a valid government-issued ID.

Institutional users will be required to provide documentation including, at a minimum, their entity 
name, physical business address, mailing address, proof of registration or incorporation, type of 
business, and information on beneficial owners.

Users who plan to transact large amounts or are otherwise deemed to be high-risk (e.g., based on 

geography or business type) may also be required to undergo industry-standard enhanced due 
diligence. Every person who wants, to convert other digital currencies Or fiat money into SOV 
through Exchanges and banks will first have to undergo industry-standard source of funds and 

beneficial owner controls.

Once onboarded, a user will be whitelisted and able to transact SOV. Because it is anticipated 

that licensed Exchanges will be the principal or exclusive on-ramps and off-ramps for SOV, a
iuser who wants to acquire SOV will need to be onboarded by the Exchange and may then

8 In other words, as suggested by Managing Director Lagarde in her November 14,2018, “Winds of 
Change: The Case for New Digital Currency,” speech, it is important that SOV be designed so that 
“users’ identities would be authenticated through customer due diligence procedures and transactions 
recorded.” As explained throughout this section, SOV has prioritized this consideration.

8
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acquire SOV. The user can obtain SOV either directly through the Exchange, or through a peer- 

to-peer transaction.

3.2.2. Whitelisting Users to Transact SOV on an Exchange

A user who desires to transact SOV directly through an Exchange will need to be whitehsted 
through the Exchange’s protocols before sending or receiving SQV on the Exchange’s platform. 
Similarly, to use SOV off of an Exchange’s platform, a user will need to provide a blockchain 

wallet address to the Exchange, and the Exchange will whitelist that address via the blockchain. 

The blockchain will track whitehsted addresses to demonstrate that customers were successfully 
onboarded and passed all financial security compliance controls.9

Whitehsted users will receive a SOV ID Certificate, a digital ID maintained on the cloud. The 
SOV ID will identify the user’s wallet address and the identity of the Exchange that onboarded the 

user, but it will not identify the specific user. Law enforcement personnel or other authorized 
individuals will know that the user’s KYC information is available on file with the listed Exchange. 
As contemplated, the SOV ID can be used to unlock other financial services. In this way, the SOV 

KYC process could be a global standard applied by a variety of parties, but perhaps most 
compelling to developing nations with large unbanked populations. The SOV ID can be revoked 

in the event that the user is added to a sanctioned persons list, or is otherwise found to be a bad 

actor.

Once a wallet address has been whitehsted, users can only send SOV to other whitehsted wallet 
addresses, i.e. SOV ID holders. All whitehsted blockchain addresses will be listed on the 

blockchain, permitting real-time oversight for all peer-to-peer transactions as to whether an address 
has a current SOV ID and is therefore allowed to transact in SOV (as described below).

The identities associated with the address will be hidden from public view, under the oversight of 

the RME The whitelist will be Updated regularly (such as weekly or daily) in order to ensure, for 
instance, that the addresses of persons subject to international sanctions are removed from the 
whitelist.

9 The SOV whitelisting process itself acts as a control against bad actors. For example, consider the recent 
situation described by Sigal Mandelker (the U.S. Department of the Treasury Under Secretary for 
Terrorism and Financial Intelligence) in her December 3,2018 speech to the ABA/ABA Financial Crimes 
Conference. She described a scheme by “two Iranian cyber actors” who “hacked into victims’ computers 
by exploiting network vulnerabilities. Then, they forcibly encrypted the data on those computers and 
extorted victims by demanding ransom in bitcoin for the decryption keys to the encrypted data.” These 
hackers could never have demanded ransom in SOV because they Would not have passed Whitelisting 
controls and would have been prohibited from transacting in SOV.

9
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RMI will have the ultimate authority to add and remove addresses from the whitelist, to grant or 
revoke Exchanges’ authority to edit the whitelist^ and over any potential “freezing” of SOV.10 

RMI’s administrative authority will also act as the ultimate point of resolution in case of eventual 

disputes. RMI will maintain a process allowing people or entities that have been adversely affected 
by this process to “appeal” to RMI for whitelisting, removal from a blacklist (as described below), 

or relief from a seizure of SOV.

If an Exchange’s whitelisting privileges are revoked for some reason, or if an Exchange decides 
to no longer list SOV, users previously whitelisted by that entity may have to undergo the KYC 

process anew with another RMI-approved Exchange.

3.2.3. Whitelisting Users to Transact SOV Off of an Exchange

It will be possible for users to hold SOV tokens without an Exchange ever holding or managing 

the funds. To do this, a user must undergo the KYC process through a licensed verifier (e.g. an 
Exchange), select an address to whitelist and prove ownership of that address via a private-key- 

based signature. Then the user will be issued a SOV ID associated with that address and may 
have tokens transferred to that address, e.g., from the private address of some other user who 

holds SOV tokens.

Additionally, blockchain-based smart contracts can also transact with SOV currencies, a feature 

that is important to making SOV as functional and widely used as possible. In this situation, the 

public address in control of the smart contract would need to be whitelisted as a real-world user 
who has undergone the KYC process. Then, the smart contract can receive SOV from other 

addresses.

3.2.4. Whitelisted Wallets Will Be Regularly Renewed

Whitelisted users will need to be “renewed” on a regular basis in order to continue transacting in 
SOV. Exchanges will likely be responsible for these “renewals” of users’ whitelisted status. The 
minimum frequency and substance of this renewal process will be determined by rigorous 
standards established by the RMI, consistent with industry best practices and the Exchanges’ 

appropriate risk-based controls. Renewals will likely consist of identity re-verification, sanctions 
checks, and transaction monitoring on the user’s SOV activity during the time interval since on- 
boarding or since the last renewal.

10 Consistent with the most compliant digital assets, SOV will be coded to enable RMI, pursuant to 
appropriate legal process, to “freeze” SOV by removing the address holding such SOV from the whitelist, 
just as a bank can freeze other fiat currencies pursuant to legal process.

10
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Users that are not renewed and re-whitelisted as required will have their SOV IDs revoked and 
therefore will be prohibited from transacting further in SOV. From a technical standpoint, this Will 
be accomplished through a built-in smart contract function, which will determine whether a 

transaction can proceed. At the time of whitelisting, an Exchange will establish an expiration date 
for that whitelisted status. Using the timestamps for when each whitelisted address was registered 

in the blockchain, the smart contract function can confirm when the user’s public address most 

recently completed the KYC process and received approval to transact. If whitelisted status has 
expired without KYC renewal, the user will be required to re-validate his or her KYC information 

and renew the registration of the public address before sending or transacting with SOV. If those 
measures are not taken, the smart contract function will prohibit the transaction.

3.2.5. Blacklist

The blacklist will consist simply of wallet addresses that were previously whitelisted, but were 

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.

33. Oversight of Transactions

All transactions will undergo after-the-fact transaction monitoring, which we expect to be 

performed by an Exchange using appropriate transaction monitoring technology. Two types of 

transaction monitoring will be employed. First, the type of transaction monitoring employed by 
traditional banking institutions will monitor for and detect a variety of “scenarios” that might 
indicate structuring of transactions or other attempts to evade controls. Second, blockchain 

tracking through commercial blockchain monitoring compliance vendors can identify whether 
tokens being transacted can be traced back to potentially high-risk activity such as mixers or dark 
websites.

This monitoring will occur at a set time-period after the transaction has been completed, e.g., 

within a few days or weeks, and will evaluate each transaction for potential blacklisting, 
Suspicious Activity Report (SAR) filing, and other remedial action. At the direction of RMI, 
Exchanges may set more aggressive transaction monitoring parameters if needed to be consistent 
with other activity on the Exchange, risk-based controls, or regulatory requirements.

The exact mechanisms for monitoring may differ depending on the type of transaction that is 
performed- Below are the three main categories of transactions.
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3.3.1. SOV Currency Conversions

First, transactions converting SOV to another currency or vice versa will likely be on-Exchange 

transactions where the licensed Exchange is essentially the counterparty. 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 on behalf of Individual A, 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 account with a fiat or other digital currency.

In either case, an Exchange will employ both traditional transaction monitoring and blockchain 
monitoring (where applicable) to detect potential high-risk or illicit activity.

3.3.2. Off-Ramping/On-Ramping SOV: Coin Withdrawals & Deposits from Exchanges

Second, transactions could involve off-ramping SOV from the Exchange (coin withdrawals) or 
on-ramping SOV to the Exchange (coin deposits). In these cases, Individual A has Exchange E 

transfer the SOV from an on-platform custodial address to a blockchain wallet address, or 
Individual A transfers SOV from a blockchain wallet address to Exchange E’s on-platform 

custodial address.

In this second scenario, assuming the customer has passed KYC and any necessary enhanced due 
diligence, the Exchange will approve, or “whitelist,” the blockchain address associated with 

Individual A and will then transfer SOV to that address.

3.3.3. Peer-to-Peer Transactions

Finally, SOV transactions may be peer-to-peer, Whereby Individual A maintains SOV in a 

privately controlled blockchain wallet address and sends that SOV to another privately controlled 
blockchain wallet address held by Individual B. In this scenario, the sender’s arid recipient’s 
blockchain wallet addresses are automatically checked against the whitelist for each peer-to-peer 

transaction, and the transaction processes automatically upon confirmation that both addresses are 
on the whitelist. Transaction monitoring of these transactions occurs after-the-fact and is 
conducted by the Exchange that onboarded the sender.11

11 Even though the transaction will be made between two whitelisted addresses, there is still a risk that 
SOV can be used for money laundering, fraud or other nefarious purposes. In other words, the 
whitelisting will ensure that an individual user’s identity is known and verified, but like a traditional bank 
with paper currency, a “good guy” who does not appear on a sanctions list may still use his bank account 
for illegitimate purposes (e.g., laundering money). The after-the-fact transaction monitoring will identify 
those transactions, and the user can be blacklisted.

12
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In the event that the after-the-fact monitoring reveals an issue, the Exchange may revoke the user’s 
SOV ID and blacklist the User’s address for the future (subject to RMI review), but will not block 
those who subsequently received the funds, unless otherwise required by law to block those 

addresses. The reason that such recipients will not be blocked is that such recipients would have 
been relying on the whitelisting records at the time of the transaction to validate the source of 

funds.

Effectively, SOV peer-to-peer transaction monitoring consists of confirming that the SOV has not 
passed through blacklisted addresses.

3.3. Example Cases

3. 3.1. Purchase of Goods from RMI

Jane Smith, a United States citizen, purchases handcrafted woven baskets via eBay from Ben 

Howard, a Marshallese citizen and resident. The two individuals agree that payment will be made 
in SOV. Jane and Ben already have blockchain wallets to manage their SOV funds, and they use 
these wallets to execute the transfer. Blockchain-based tokens use smart contracts to execute the 

transaction. When the transfer begins, the SOV smart contract will check that both Jane and Ben 

have SOV IDs, meaning that they successfully registered the public address tied to their blockchain 
SOV wallets. Successful registration requires Jane and Ben to have been onboarded after 

completing KYC and sanctions checks and being whitelisted. Since they successfully registered 

their public addresses through RMI-licensed Exchanges, the transaction proceeds. (If Jane or Ben 

had not registered her or his address, an error code would be returned, which the wallet provider 

can display to Jane or Ben with directions on how to register it.)

3.3.2. Arms Smuggling Financing A ttempt

James Marlin is a known aims dealer who has been officially sanctioned by the US. He would like 
to purchase SOV in the secondary market from other users’ whitelisted wallets. Mr. Marlin 
attempts to download a wallet from a licensed, RMI-based Exchange called SwitehTrade. 

However, SwitchTrade’s rigorous KYC due diligence identifies Mr, Marlin as a sanctioned 
individual. His wallet address is immediately blacklisted, and he is unable to purchase SOV funds 

from other wallets. He then is also unable to purchase SOV from the Exchange directly.

3.3.3. Terror Financing Attempt
\

In this example, Marylou Jenkins is a known lieutenant in a US-designated terrorist organization 

called The Orchid Liberation Front. She is based in Morocco and wants to use SOV to receive 

funds from Caroline Doberman, a would-be Orchid Liberation Front supporter who is based in 

Mexico. Ms. Doberman, who is not a known affiliate of The Orchid Liberation Front, already has
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a SOV blockchain wallet address that was approved by EuroTransfer, a European digital Exchange 
that is licensed by RMI to trade SOV.

r

Ms. Jenkins has a blockchain wallet address, and Ms. Doberman attempts to send her SOV from 

her own privately controlled blockchain wallet address via a peer-to-peer transaction. Because Ms. 

Jenkins’ wallet address has not been whitelisted, the transaction automatically fails.

Ms. Jenkins applies to EuroTransfer for onboarding in an effort to receive funds from Ms. 

Doberman, but she is denied due to her association with the Orchid Liberation Front. EuroTransfer 
reports the suspicious activity as to both the attempted transfer to Ms. Jenkins and Ms. Jenkins’ 

attempt to be onboarded and whitelisted. EuroTransfer also blacklists Ms. Jenkins’ address.

3.3.4. Money Laundering Attempt

In this example, John Smith, a washing machine salesman in Minnesota, has $100,000 he received 
through illegal betting, and he wants to launder it. He decides he will perform an on-exchange 

transaction to purchase SOV on an Exchange and hold these funds on its platform.

Mr. Smith picks an Exchange called SecureChange that has passed RMI’s rigorous licensing 

process. In order to transact on SecureChange, Mr. Smith is put through the extensive KYC process 
that all licensed SOV Exchanges demand of new users.

Since this is Mr. Smith’s first criminal act and he is using his real identity, he does not appear on 
any blacklists, and SecureChange is able to verify his identity. He is approved by the Exchange, 
and is able to turn his illegally-obtained $100,000 USD into SOV. However, pursuant to 
SecureChange’s after-the-fact transaction monitoring protocol, SecureChange evaluates the 
transfer for potential blacklisting, SAR filing, and other remedial action. Mr. Smith’s transaction 

is flagged as a suspicious transaction and an investigation is conducted analogous to the process 
at a traditional bank. Because his identity is anonymous to other users but hot to SecureChange, 
Mr. Smith is investigated, blacklisted, and a SAR is filed on him.

3.4. Alternative Compliance Model: Service Providers

Another potential oversight system would involve using compliance service providers to perform 
the functions performed by Exchanges described above. A third-party compliance service provider 

could manage the oversight of Exchanges, users, and transactions while maintaining the 

relationships and procedures set forth above.
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4. CONCLUSION

This paper has outlined the innovation of using digital currency as fiat sovereign currency and 
described the history, inspiration, issuance and unique features of SOV. Although technological 

change can sometimes appear daunting, many of our greatest advancements have come when 
technology has progressed. Thus, operating in the digital currency space - as SOV does - offers 

unlimited opportunities for new ideas and new ways of envisioning our financial systems. RMI 

has pioneered SOV, the first sovereign fiat digital currency, and equipped it with state-of-the-art 
compliance controls, making it more traceable and more secure than any other digital currency - 
or any other fiat currency. SOV is truly the first of its kind: a next-generation blockchain system 

built around the pillar of users’ real verified identities, as well as built-in OFAC sanctions controls.

SOV represents die most attractive features of blockchain technology - such as speed and ease of 

transactions, anonymity, and decentralization - with compliance features that surpass those 
associated with traditional money and transactions. Specifically, there are three levels of security 
measures that make SOV so robustly regulated: oversight of Exchanges; oversight of users through 
an innovative whitelisting and blacklisting system; and oversight of transactions. RMI’s 
multileveled oversight procedures will allow SOV not just to be the world’s first fiat sovereign 

currency: it will be the most securely regulated currency, as well.

15
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The SOV in the Marshall Islands
Notes on macroeconomic stability 

by Dr. Peter Dittus

Introduction

The introduction of the digital currency SOV as official currency in the Marshall Islands has 
raised concerns of its impact on the economy. A major issue that has been noted is whether it 
Could become a source of macroeconomic and financial instability. These issues arise from the 
fact that the SOV will not be pegged to another currency or commodity, and therefore fluctuate 
in value, determined by the laws of supply and demand.

Three main questions have been raised in this context:
1. What happens if after issuance of the SOV all citizens pay their taxes in SOV, and all 

buyers of fishing licences pay their fees in SOV? Will this not bring down the value of 

SOV quickly to the zero lower bound, thereby making the SOV issuance a failure and 
depriving the government of much needed revenue, as it will be left to hold rapidly 
depreciating SOVs?

2. If the SOV can surmount the difficulties of this initial phase, will not SOV become a 
source of volatile balance sheets, making economic planning difficult, and exposing 
citizens and the governments to fluctuations in wealth which may be difficult to manage?

3. Would the SOV imply a de-dollarization of the Marshall Islands economy?

This note provides a summary of responses to these questions, drawing on the analysis 
Undertaken by the Legal Tender Committee.

Establishing an initial value for the SOV

It is to be expected that a new currency without a track record will initially be treated with 
appropriate and sound caution. If the currency was to be introduced in the Marshall Islands 
overnight, without any guideposts and accompanying measures, the cautious approach would 

be for many to convert their SOVs into dollars, a well-known and trusted currency.

In order to avoid such an initial cliff effect, it will be important to establish the value of the SOV in 

a highly visible way before the circulation in the Marshall Islands is initiated. And this is indeed 

the intention.
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The plan is to sell half of the total SOV amount during an 18 month period through a Timed 
Release Monetary Issuance (TRMI). During this introduction time, the units sold will be tokens 
that give the right of conversion one-to-one into SOVs once the SOV is officially launched. The 
tokens will be released continuously in equal daily allotments via auctions. The units will be sold 

for US Dollar, US Dollar Stable coins, and Bitcoin.

Neither the country nor the facilitator of the issuance will set the price of these units. Instead, 
each day the price of units will be discovered via the auction. Additionally, once sold, the units 

will be tradeable within the exchange and/or blockchain in which the units were sold. There will 
be active trading alongside the government’s ongoing public sale of units1.

The point to highlight is that through the TRMI and the subsequent trading on the exchanges, 
the value of the SOV becomes established through the demand of international investors. The 
value of the SOV will be highly visible and will be actively communicated within the Marshall 

Islands. At the end of the TRMI, its value will reflect the interaction of a supply of 12 million 
token units, and the demand of international investors. At that point, the SOV will be officially 
issued, and the tokens converted 1:1 into SOVs.

It is Only at this point of time that the airdrop to the Marshallese citizens will take place. The size 

of this airdrop in the first year will be 0.48 million units. Marshallese citizens will thus own 4% of 
the total circulation in the first year. After having seen the value of the SOV established on the 

exchanges, it is rather unlikely that they would want to liquidate their holding in One single step - 

in particular if the SOV issuance has been successful and a tendency towards appreciation has 
manifested itself.

Additional safeguards are built into the process to ensure a gradual Start of using the SOV. 
SOVs distributed to the citizens will vest during a five year period, and also the SOVs distributed 
in the first year will be phased in, putting a brake on any tendency to reduce SOV holding 

quickly.

SOV and balance sheets
Assuming that the SOV has been successfully introduced, and has achieved a reasonable value 

on international exchanges, the government needs to consider how to manage the volatility in 
balance sheets that will arise from the lack of a stable value of the SOV.

Before considering this issue, it is worth remembering that in a very fundamental sense this is a 
rather good problem to have. It means that due to the intrinsic characteristics of the SOV, the

1 Only KYCed US accredited investors and KYC’d users outside the US will be eligible to purchase and trade the 
SOV units. Once KYC’d users will be added to a whitelist which will enable them to both purchase and trade units, 
and the trading will occur within the compliance guidelines set forth within the Guidepost paper.
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community of international investors has expressed their confidence in the value of the SOV - 
and that value is a positive windfall gain for the Marshall Islands and its citizens. In fact, it is 
similar to the discovery Of a natural resource.

In analyzing the impact on the fluctuating value of SOV on balance sheets, an important 
question is whether this volatility is likely to be a first order or a second order effect. That 
depends on the value of the SOV in balance sheets, compared to the other elements in the 
balance sheet. How valuable is the SOV likely to be?

Valuing SOV is difficult given the unprecedented nature of a sovereign digital currency. Here we 
consider the potential value of SOV as it derives from its global utility as legal tender digital 
currency. SOV’s value, especially in its early days, will derive from investor expectations about 
its future use and value. Over time, SOV’s value will likely increasingly be determined by actual 

usage and flows from real economic activity.

To assess investors’ expectations, one can look at comparable “money-coins” traded today on 
eryptoeurrency exchanges.2 Their average value is $3.5 billion. This is the central scenario that 

has been retained for the SOV. We expect that investors will have similar, if not better, 
expectations for SOV because of its advantages as genuine real currency. For example, SOV 
can be held by banks and can be traded in international FX markets.

Based on this scenario, the airdrop gift to the Marshallese citizens in the first year amounts to 
$70 million. This is about a third of GDP; or about $2,500 per adult citizen; and roughly $150 per 

SOV.

It is obvious from these figures that in the central scenario the SOV will become a major asset in 
the Marshall Islands, and for many Marshallese perhaps the main one, except for housing. A 
prudent portfolio approach implies that Marshallese citizens should consider diversification, 
based on the usual portfolio optimization models, taking into account expected rate of return, 
volatility, and assurance of a steady income stream. While at this stage these parameters 

cannot be known, it appears highly likely that a prudent approach will be to diversify out of SOV 
and into other assets, for example a mix between USD and international shares. Furthermore, 
given that most Marshallese will be overweight in SOV and perhaps in assets overall, a part of 
this SOV windfall gain is likely to find its way into spending on tax liabilities and imports. For the 
individual Marshallese, this windfall is to be welcomed; even if the SOV fluctuates in value, it is 
a net addition to the household worth.

What is the likely impact of the sudden introduction of additional wealth to the Marshallese 

Citizens? As noted in the previous paragraph, portfolio balance considerations can be expected 
to lead to part of this wealth being spent. One concern for the government is to which degree

2 Cryptocurrencies that are trying to function specifically as currencies. These include XRP, Monero, DASH, Zcash 

and others.

3
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this spending might lead to a Dutch disease type phenomenon, with the price of non-tradables 
increasing, which in turn could have a detrimental effect on exports and lead to a boom-bust 
cycle through the impact on land prices. As the analysis of the Legal Tender Committee argues, 

the Marshallese economy has some natural protection against this impact being very large. 
First, the production of the local economy is very modest and the price of key export products 
(tuna, copra) being determined on world markets. Fishery licences, the main export product, will 
not be affected by the additional wealth of the Marshallese at all. Secondly, the import 
propensity of the consumers is judged to be very high, as the local economy does not produce 

mgch of the goods that are sought after as incomes and wealth increase. Finally, the economy 

relies on a special way of managing land use and ownership, which makes it very difficult to sell 
and buy land, thus providing a natural safeguard against the real-estate transmitted boom-bust 
cycles seen elsewhere. The overall result of these factors suggests that increased wealth will 
mostly be felt through an increase in imports. These imports will not give rise to adverse balance 
of payments effects, as they are self-financing in the sense that the imports will be financed 
through the selling of SOV to the providers of these imports.

The government perspective has to be nuanced. To the degree that some payments for taxes 
and fishing licences will be made in SOV, it has to decide how to treat this SOV income. Simply 

keeping the SOV on the government balance sheet does not seem prudent. Initially at least, its 
expenditures and international liabilities will remain USD based. Holding SOV on its balance 

sheet would expose the government to a mismatch between its USD expenditures and its partial 

SOV income. Were the SOV to depreciate against the USD, the government deficit would 
increase, requiring adjustments3.

Much depends of course on the phasing of expenditures and revenues. If the stream of 

expenditures and revenues is roughly evenly phased, the government would not hold much of a 

cash position either in SOV or in USD. The issue in this case would be minor.

But regardless of the potential size of the mismatch, the government wants to take a prudent 
approach. During the first years of the SOV it aims to eliminate any downside risk due to 

fluctuations in SOV value. As its balance sheet it based on USD, and its expenditures also, the 
careful management approach calls for the government to lay off the SOV volatility risk. How 
best to do this will depend on the stage of development of the SOV market. Initially, at a 

minimum there will be an active trading of SOVs on the exchanges. This should permit the 
government, on a daily basis, to convert the SOV it receives into USD, and to do this at the 

same rate at which it accepts the SOV for USD denominated claims such as taxes or fishery 
licences.

3 A distinction needs to be made between the operational budget, which is addressed in this paragraph, 
and the trust funds. Post TRMI, the special trust funds will be holding half of their wealth in SOV, vesting 
over a five-year period, and half in USD. Thus, the introduction of the SOV will lead to a natural 
diversification of the trust funds.Obviously, for the trust funds the issuance of SOV represents a net 
wealth gain.

4
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How would such a policy impact the SOV value on the exchanges? Again, this is difficult to say 
before any information is available on turnover and liquidity. As a benchmark, it may again be 
useful to Consider current money coins (without bitcoin, which is an outlier). The annual trading 
volume of such coins is estimated at $126 billion. The SOV value in the hands of citizens in the 
first year is in this scenario $70 million. If part of this amount was to find its way through tax 

payments or portfolio diversification to the exchanges, the impact on the market value of the 
SOV is likely to be rather small. Even in the unlikely case that the citizens were to attempt to sell 

most of their SOV for USD, 0.05% of total trading volume can only have a marginal influence on 
the SOV value.

Of course, the SOV might be much less successful than in the central scenario just described. 
What would happen in such a case? A conservative, weak SOV selling would be a market cap 
of say $40 million. Based On this scenario, the airdrop gift to the Marshallese citizens in the first 

year amounts to $ 800,000. This is about 0.4% of GDP; or about $25 per adult citizen; and 
roughly $3 per SOV. It is readily seen that in this case the funds raised for the government 

would be very moderate. But also the questions of macroeconomic stability would fade into the 
background. The amounts would simply be too small to be Of any importance either for the 
citizens or for the government.

The SOV and the dollar
Sovereign countries that have introduced their own currencies against a backdrop of a largely 
dollarized economy, have typically done so in order to regain control over their economy- Often, 
dollarization of an economy occurs because of economic miSrnariagement, as high and rising 
inflation induces citizens to search for alternative, better means of store of value, unit of 

account, and means of payment.

The situation of the Marshall Islands is different. The dollar circulates as legal tender as the 

result of a government decision. While it has meant that the government has given up a degree 
of freedom in its economic management, it is arguable that the arrangement has suited the 
Marshall Islands well. As a small open economy that is a price taker on international markets it 
has benefited from predictable dollar prices for its goods and for its imports. The costs of paying 
seigniorage to the US have almost certainly been lower than the costs of running a central bank.

The Marshall Islands do not have the intention to de-dollarize its existing economy. Rather, the 

intention is to develop its economy further by creating opportunities and a welcoming 
environment for businesses that are Working in the areas of digital identities, currencies and 

other blockchain based services. The issuance of the SOV is the first step in this direction, and 
if successful, will lay the foundation for such a development to occur, while at the same time 

raising needed funds for the Marshall Islands.
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To the degree that the economy develops, and new businesses are attracted and grow, the 
currency Circulation between the USD and the SOV must be expected to change over time. If 
the SOV is successful, the proportion of the SOV is likely to grow compared to the USD based 

part of the economy. But this is likely to be a very gradual, years-long process.

The dollar can be expected to remain the mainstay for the Marshallese economy for many years 

to come. Major international trade flows and fisheries are likely to remain USD based. More 
importantly, the SOV is a currency that is hot pegged to either a basket of goods or another 

currency. Over time, it is likely that the SOV will stabilise, as its supply is rising in line with global 
GDP. As long as this stabilisation phase is not reached, however, the SOV will not be the unit of 

account of first choice, and the USD is likely to remain the foundation of the Marshallese 
economic accounts, and the government income and expenditure accounting.
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Subject: Marshall Islands/SOV: Materials for Upcoming Treasury Meeting

Date: Friday, April 5, 2019 at 7:36:15 PM Central Daylight Time

From: Wood, Julie Myers

To: Scott.Rembrandt@treasury.gov

CC: Shirlena.Mclntyre@treasury.gov, Burstein, Daniel, Spagnolo, Allison

Attachments: Marshall Islands SOV - US Treasury.pdf, SOV Compliance White Paper - US Treasury.pdf, 

MacroeconomicstabilityRMI.pdf

Scott,

In advance of our meeting at Treasury on April 11 at 3:00 pm, I am attaching three (3) documents that 

provide more information and context relevant to the purpose of the meeting. As you know, Guidepost is 

serving as ah advisor to the Marshall Islands regarding the SOV compliance controls and is registered as a 

foreign agent with the Department of Justice.

First, I have attached a short slide deck that presents background about the Republic of the Marshall Islands 

("RMI"), the development of the blockchain, and the motivations of RMI in developing a new digital currency. 

The deck also briefly describes compliance controls surrounding the currency, as well as economic impacts.

the second and third attachments describe these compliance controls (i.e., AML, KYC and CFT controls) and 

economic impacts (i.e., macroeconomic stability) in more detail. We will of course discuss these matters 

during the meeting and answer any questions you may have.

Please do not hesitate to reach out to me prior to the meeting if you have any questions, have difficulty 
opening the attachments, or have additional thoughts about topics you would like us to cover. We will be 

sending the clearance information for our team over to Shirlena this weekend.

Thank you very much for all of your assistance and I hope you have a great weekend.

Regards,

Julie

Julie Myers Wood, Chief Executive Officer 
T D.C.- 202.499.4330, N.Y. - 212.817.6700 M 202.431.6551
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Our Goals Today

D_)

Review plan, benefits,- 
and risk mitigations

Discuss feedback 

by our Partners
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1. RMI Motivations

2. SOV Overview

3. Compliance

4. Financing

5. Risk Mitigations

6. Development Timeline.

7. Q& A
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Principal: Zero burden on KM I s government budget

Short term Long term

Appointed Organiser, Apr Jenlik Foundation (RMI),

OS Delaware Corp,, is funds no maintenance and

funding the development operationil expenses

of the blockchain

Received By NSD/FARA Registration Unit 04/08/2019 6:24:00 PM



5, Risk Mitigations

1 6



i • I Received By NSD/FARA Registratkin UnitQ4/Q8/2CU9 6:24:00 PM

Potential Risks to tne MarsnallTslanas

AM L/C FT Corresponding 

ranking relations

Price Volatility iviaintainm 
lacro Stability
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cing

Mitigated by:

SOV will launch after reaching an agreement 

with existing hanks and/or establishing, 

additional CBR channels
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Mitigated by:

1. Gradual introduction
2. Continuer;] availability of USD as first legal tender

3. Instant conversion solutions of payments SOV—>JSD
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Price Volatility
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Maintaining Macro Stability
Gradual introduction

1

2

Establish Value via TRMI*
Demand from international, investors

Establish Liquidity
Traded in international, regulated exchanges

Gradual Introduction
Once value and liquidity are established, 
gradual introduction of SOV, 5 years vesting, 
no fixed exchange rate
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*Time Released 

Monetary Issuance 

(TRMI)

18 months long sale of 

tokens that give 1:1 

conversion .fights; to 

sov, once sov is 

officially launched





Development Timeline: 2018-2021

Q12018 Q3 2018 Q4 2018 Q3 2019 2020 2021

in§ FinalisingWhite list
Legislation blockeham specifications

Launch

TR'MI

Establishing

value a 
liqui

SOV

Gradual

Rollout
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