Whitepaper v. 2.0

Community-owned
Fundraising Platform

@ NEUFUND

Open innovation for good



http://neufund.org/

Whitepaper v. 2.0


http://neufund.org/

% Fsjit Jocptzna *
&et t{z +

" Sm{ 1oy fy Limi -

( Roptztijt{z %%
) Jo¢pezn c{voz Sm{z{vy,; %(
5.1 Investment Transaction 16
5.2 Neumark Token Value 17
5.3 Neumark Issuance Model 19
5.4 Neumark Distribution 21
5.5 Example Fee & Token Distribution 22

* Jocpezn Xztityw QJ Jtigv Pe¢tintzr \omsjzt vy &"
6.1 Ether & EURO Token ICBM Phases 26
6.2 Neumark Trading on Secondary Market 27
6.3 Important ICBM Terms 27
+1z£o jyozi_ujip{~y Ro m-t]it{z &-
7.1 Fundraising with Stable Coin (EURT) & Ether 29
7.1.1 EURT Lifecycle 30

7.2 Equity Tokens 31
7.2.1 Equity Token Value 31

7.2.2 On-chain Governance 32

7.3 Protocol Tokens 33
7.4 Investment Terms & Investment Agreement 33
7.5 Equity Token Offerings 34
7.6 Fees & Proceeds Distribution 35
7.7 Internal Token Converter 35
7.8 Investor Perspective 36

7.8.1 Investor Qualification & KYC Requirements 36


http://neufund.org/

7.8.2 Professional Investor Features
7.9 Company Perspective
7.9.1 Company Registration & Legal Due Diligence
7.9.2 Company Cap Table
7.9.3 The Fundraising Process described
7.10 Platform Security
7.10.1 Two Factor Authentication
7.10.2 Authentication using web3
7.10.3 Authentication using Neukey
7.10.4 Account Protection using Watched Wallet
7.11 Developer’s Perspective - Neufund Investment Protocol
7.11.1 Extensible Fund Governance
7.11.2 Tokenized Fund
7.11.3 Custom Company Governance
7.11.4 Alternative ETO Pricing Mechanisms
7.11.5 Custom Tokens & Token Offerings
, Jo¢pezn N~rjzt jit{zjubj~¢mj¢~0 'l [orjw Q{z tno-~jit{z
8.1 Neufund’s Approach to Legal Issues
8.2 Platform Governance & Organisational Structure
8.2.1 Fifth Force
8.2.2 Neumark Holders
8.2.3 Company Investors
8.2.4 Companies
8.2.5 Neumint
8.2.6 Transparent Trustee
8.3 Regulatory Considerations
8.3.1 No “Neufund ICO”
8.3.2 Neumarks

36
37
37
37
37
39
39
40
40
40

41
41
42
42
42
43

«
44

45
45
46
46
46
47
47
48
48
48


http://neufund.org/

8.3.3 Equity Token Offerings of Companies
8.3.4 Equity Tokens
-a{inyijl
9.1 Build Primary Market for Equity Token
9.2 Fifth Force (Platform Operator) Redundancy

%W ao | {~itzr 1 Q{yy¢zimjit{z
W cojy 1 On£t {-~
11.1 Team

11.2 Advisors

49
49
)
50
52
3"
) (
54
55


http://neufund.org/

%" Fsjpit Jocptzna!

Neufund is a community-owned fundraising platform. It acts as a bridge between the
investment world and the blockchain space. Using our legal and technical infrastructure,
startups and established companies alike can legally issue a new type of asset we call

tokenized equity. We achieve this by formally linking traditional contracts with Ethereum

smart contracts through mutual reference and code correspondence.

Once these shares are created, anyone can invest into the company issuing them and
verify the company’s claims by checking smart contracts and transaction data on the
public ledger. The result is a primary market for real world, technologically enhanced
equivalents to shares — “equity tokens” — that aim to be as liquid as cryptocurrency. By
joining the platform and bringing their fiat currency on-chain, users gain access to this
market. In this way, Neufund also functions as a powerful mechanism for onboarding
off-chain investors and companies to the crypto economy.

Companies can thus raise funds from investors in their existing network, as well as any
cryptocurrency holder, or via the capital pool on the Neufund platform dedicated for
funding. Once a company has successfully completed a campaign and issued their equity
tokens, Neufund provides an easy-to-use user interface for interacting with shareholders.
It is possible to hold votes for legally binding resolutions, issue updates and reports,
open further fundraising rounds, enable secondary trading of equity tokens, and perform
other functions necessary for responsible corporate governance.

In order for the described components to work and the system to sustain itself, Neufund
is designed to be a true token economy. Its value is reflected by a protocol token called
Neumark, which participants earn by committing capital to the platform. This essentially
allows people to economically own the ecosystem, a powerful incentive for investors to
bootstrap the platform and grow it with further investment. Neumarks are an attractive
asset: they entitle their holders to revenues from platform fees for ETOs (Equity Token
Offerings) taking place on Neufund, as well as economic benefit from a platform portfolio

pool holding a small amount of every ETO ever conducted (more in chapter 4).
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Our vision for Neufund is to {Joz!tzz{£jit{z!p{~! r{{n. Our goal is to provide creators
with the tools to fund their ventures by going directly to those who believe in their
success. That is why we have chosen the name of Jo¢ptzn: it is jso!zoa!aj!i{!p¢zn!
£ozjt~o . In building it, we seek to remove unnecessary barriers, including geographical
and jurisdictional constraints, that prevent the alliance of inventors and investors from
forming. While our networks have grown global and turned digital, our assets remain
highly immobile. Investing capital through traditional channels still is unnecessarily
difficult and expensive, requiring voluminous paperwork, long waits, high broker fees,
and a dependence on a variety of counterparties or intermediaries.

As a result of these limitations, the investment ecosystem and financial industry at large
rely on governmental intervention to curb the worst excesses of the system. Regulations
are designed to protect investors; however, with the vast scope and subtleties of these
financial regulations, novice investors find themselves entirely excluded from the most
attractive opportunities, thus depriving all of us of the impact that the entrepreneurs
supported by their capital might create.

Therefore, our mission is the following:

O«

reduce transaction costs between the two sides of the investment process

O«

open the investment space for private equity to everyone

O«

eliminate geographical constraints from venture creation

O¢

make real world private equity fully liquid by tokenizing it

O«

onboard off-chain companies to the crypto economy

O«

provide legally secure management functions for equity management

We are tremendously excited by the potential for net positive disruption and innovation
that distributed ledger technology offers. But we are neither utopians, nor do we have
illusions as to the hard and unexciting work it takes to achieve it. This is why our strategy
is designed to start off legally and technically secure, and then proceed to gradually

21

decentralize all functions of the platform. We aim to “tokenize the enterprise™, and melt

1

"Tokenize the Enterprise - The BigchainDB Blog." 6 Jun. 2017,
https://blog.bigchaindb.com/tokenize-the-enterprise-23d51bafb536. Accessed 4 Aug. 2017.
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all parts of the company into the community by distributing its ownership widely. To that
end, we have decided to pursue a plan with two parallel paths::

1. Build a primary market for equity tokens with four key components: sufficient
liquidity, a functioning investment platform, the Neumark token economy, and an
attractive portfolio of deals.

2. Make Neufund redundant by transforming all legal entities into fully token-holder
owned “public” companies.

As {piej-o!ojj !iso!a{~n? and as blockchain eats commerce®, the era of monolithic
companies controlling value flows is giving way to the era of fat protocols®. Neufund fuels
the transition from a traditional static, manual funding environment to a dynamic, more
fluid and open ecosystem for all participants.

2 "How software is eating the world - Breaking Smart." https://breakingsmart.com/en/season-1/. Accessed 4
Aug. 2017.

s "Blockchain: Powering the Internet of Value - EVRY."
https://www.evry.com/globalassets/insight/bank2020/bank-2020---blockchain-powering-the-internet-of-val
ue-—-whitepaper.pdf. Accessed 4 Aug. 2017.

4 "Fat Protocols | Union Square Ventures." 8 Aug. 2016, http://www.usv.com/blog/fat-protocols. Accessed 4
Aug. 2017.
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With that explanation fresh in mind we can examine the ICBM terms in detail. All

parameters are also summarized in this handy table.

1.

During the ICBM investors get a Neumark reward by committing (putting aside)
funds to the Platform, before actually spending them on any specific investment.
An investor that commits funds after the ICBM has already concluded and then
invests in one or more ETOs, gets his Neumark reward only when he/she actually
invests.

During the ICBM, Investors get their Neumark reward at the highest possible rate

(lowest possible cost). The Neumark issuance mechanism offers higher rewards

for early adopters and decreasing rewards as committed (during ICBM) and
invested capital (after ICBM) on the Platform increases. The same logic applies to
the order of investors during the ICBM. It is the earliest opportunity to commit
capital to the Platform, thus the reward is highest for the first ICBM investor and
then slowly decreases with each further one.

During the ICBM, issued Neumarks are distributed as described in the Neumark
Distribution chapter. The split is Y2 investor and "2 Platform Operator.

The ICBM starts with a closed early phase for Neufund supporters and friends
whom we would like to have as our investors and as members of our ecosystem.
Those investors gain access to the ICBM before the general public.

Investors lock funds on their individual accounts which are Ethereum smart
contracts. From that account funds can still be accessed by the investor but used
only on companies ETOs (which is basically a list of Ethereum smart contracts
published by the Platform).

Neufund provides user interfaces which will make investment easy. Calling smart
contracts directly from other wallets will also be possible.

Investors are protected in case they cannot find interesting deals. After a certain
period of time ({zr i{]'njjo) all unspent locked funds can be released, subject
to the investor’'s decision. Such released funds may be withdrawn from the

Platform. Every investor is required to return an amount of Neumarks that equals

the amount of Neumarks issued to him/her as a reward for commitment. This

amount is further reduced in proportion to funds actually invested.! Example:
during an ICBM, our investor puts aside 1 000 000 EURT and receives 6 485 937
NEU. She later decides to invest in various ETOs, spending 600 000 EURT,
leaving 400 000 EURT still locked. After the longstop date passes she decides to
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withdraw all remaining funds. She is required to return

700 6 485 937 NEU = 2594 375 NEU pefore finally being able to withdraw

the remaining 400 OO0 EURT. Please also note that while one may simply hold all
tokens, investors that wish to withdraw their funds do not need to return the
originally acquired Neumarks to fulfil this requirement; Neumarks can also be
acquired on the secondary market (of course at market price) and are accepted
just the same. Neumarks are fully fungible.

8. Investors may use an 0 mj]o!sjims to release funds before the longstop date. In
that case they will pay a certain penalty which will be distributed to other Neumark
holders as compensation for decreasing the overall ecosystem value. As in the
case of a longstop date activation, an amount of Neumarks corresponding to the
amount of locked funds before the penalty is applied, must be returned. Please
see the example above.

9. Funds locked during the ICBM gain priority access to company ETOs, so
investment tickets acquired for those funds will be executed before tickets coming
from the general public (pt~ j i{{Vv ~trsj).

10. All investors participating in the ICBM are subject to the Neumark Token Holder
Agreement the terms of which correspond to ICBM smart contracts terms, a
construct identical to that launched with Neufund’s ESOP®™. A generic version of
agreement will be available for download on the ICBM commitment website and
distributed in personalized form after the ICBM ends.

1. cso~o!'t ! z{! £o jtzr! msoyo! j| |unton! i{! j~jntzr! {~!'~trsj !i{'poo X An ERC20
Transfer interface will be enabled when the Ether phase ends, and fee distribution

will start with the first successful Equity Token Offering of a company. On that
event we also distribute fees coming from the use of escape hatches, if any.
12. To participate in a company Equity Token Offering, investors need to provide

identification documents (tz£o j{~!'ZhQ). The platform user interface will provide

easy and secure ways to perform KYC well before the first ETO starts. Escape
hatch and longstop date mechanisms are available for investors that are not
willing or not able to perform KYC. There is no other unlock mechanism available

for such investors.

13

"Tokenizing startup equity, Part 1 — Employee Stock Options Plan .." 17 May. 2017,
https://blog.neufund.org/tokenizing-startup-equity-part-1-employee-incentive-options-plan-esop-on-ethereu
m-blockchain-dce2416f4505. Accessed 31 Aug. 2017.
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13. The platform KYC process supports both individuals and organizations of virtually
any type (natural and legal persons).

14. Right now, and until it changes, US citizens are not allowed to participate in the
ICBM. US investors will also not be able to complete KYC with all the
consequences stated above.

6.1 Ether & EURO Token ICBM Phases

PHASES
ETH PHASE EUR-T PHASE DIRECT INVESTMENTS IN THE COMPANIES
- = 2 = 2 (= Q
i, Sy e, K1 i, o]

ETH EUR-T EUR/EUR-T

Figure 5, kztitju QJ |tiv P¢tntzr \omsjzt y _sj o !

We plan Initial Capital Building in two phases. cso! pt~ j! |sj o!'t! jnn~o on! j{!
tzntEtnCjn jzn!{~rjzt jit{z 'isji's{in!Sijso~ or other cryptocurrencies and are able to
manage their wallets properly. This means that they control their private keys and are
able to execute smart contract methods by sending transaction data, the same as with
any other modern ICO. c¢so om{zn! |sj o!'t! jnn~o on! j{! tzntEtin¢ju ! jzn!
{~rjzt’jit{z lisji'j-olatwtzr!i{'tzfo j'tz!ijsop{~y{p'Sdal{-!{ijso-Iptjj!m¢~~ozmto X Thus
it is catered to blockchain newcomers or organisations (like most classical VC funds) that
have legal restrictions placed upon them regarding the currencies they may invest with.
Below we summarize both ICBM phases and how they relate.

1. All terms enumerated in the previous chapter are identical for Ether and EURT
phases.

2. P{is!|sj o !j~o! o]j-~jion;!mj]Jon but the EURT phase comes after the Ether
phase. This means that Ether investors are rewarded with a better Neumark ratio
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per amount of committed funds than EURT investors. This functions as a reward

for taking greater risk by committing their funds earlier.

Sdac!|sj o!tzfo i{~ 'y]i'tnozitp;!isoy oifo 'EZhQZ!'lop{~o!iso;!'m{yVytilptzn !
(KYC is required before the funds are actually invested). This removes the risk of
not being able to do KYC and being forced to use the escape hatch on locked
funds.

As mentioned, the Ether phase of the ICBM works like a typical Ethereum ICO: you
participate by executing a transaction to the ICBM smart contract. If your wallet is
able to inject the web3,js library into the ICBM commitment page, you may even
participate directly from the browser.

The EURT phase is designed for individuals not familiar with blockchain and
Ethereum (like off-chain business angels) or organizations (like classical VCs).

Read more on the EURT investment process in the EURT Lifecycle chapter.

For more information on Euro Token and how it circulates on Neufund platform, please

read here.

6.2 Neumark Trading on Secondary Market

Here we provide a short recap on the terms of secondary trading of Neumark.

1.

There is an ERC20" transfer interface and hence trading is enabled when Ether
phase of ICBM ends, specifically when the cap or end date are reached.

There is no vesting or other limitations on Neumark trading. All Neumarks issued
during the ICBM process are transferable.

It is the Platform Operator’s intention to facilitate trade by listing Neumark at major

exchanges, both centralized and decentralized ones.

For further details on legal and regulatory aspects of Neumarks, we ask the reader to
consult Chapter 8.3.2.

6.3 Important ICBM Terms

Jo¢yj~vt C¢jzmo |j-jyojo-~ !

" https://github.com/ethereum/eips/issues/20
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Maximum Neumark Supply

1500 000 000 Neumarks

Initial reward (steepness)

6.5 Neumark / EURT

Initial cost (reward inverse)

~0.15385 EURT / Neumark

Initial distribution

2 Investor, %2 Platform Operator

Neumark Symbol

NEU

Neumark Precision

18 decimals

XQP\ Sjso~_sj o

Start date

Autumn 2017. Exact date to be announced
https://commit.neufund.org

on

Length in Days

30

Maximum ticket size

No maximum ticket size

Minimum ticket size

1ETH

Neumark cap

869 474 423 (see equation)

Safety (max) cap

200 min EURT(Y

Neumark reward

Along the curve, first come better deal

KYC required to participate
in the ICBM?

No

(*) Constant Ether to EUR rate will be applied during ICBM phase. Rate will be announced
together with ICBM smart contracts deployment and cannot be changed later.

QA{yytiyozi Omm{¢zj _j-~jyojo-

Longstop (unlock) date

18 months (of 30 days length)

Escape Hatch available
from

End of ICBM

Escape Hatch Penalty

10% of not invested funds

Unlock requirements

Must burn Neumarks corresponding to not invested funds
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KYC required to invest in
equity tokens?

Yes, read more

Are organization KYC
supported?

Yes, read more
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/7.1 Fundraising with Stable Coin (EURT) & Ether

The Price volatility of “cryptocurrencies” with regard to well established fiat currencies
and the off-chain costs of running a business are a problem for long term investment in
equity tokens on which Neufund is initially focused. It may be acceptable for pure
blockchain businesses to risk such volatility but for off-chain companies to keep funds in
Ether may be shortsighted, since it is subject to substantial drops or surges in value over
the course of a few days. Investors, in particular professional ones, face similar problems.
Calculating a ROI is virtually impossible when changes in value depend much more on
the performance of the base “currency” instead of investment performance. Neufund’s
solution to this problem is to noz{ytzjio! jm'tz£o jyoz;j !tz!S¢~{ilastms! o~£o !j !iso!
1j om¢~~ozm; {piso |vjip{~VY. In particular, it means that:

0 investment amounts on the Investment Agreement are stated in Euro,

the price of an equity token during its Token Offering is calculated in Euro,

O«

0 the Neumark reward is calculated based on the investment amount in Euro,

no matter in which currency investment actually happens.

As has been stated before, the investment transaction itself may happen both in
Euro-Tokens and Ether, and at the end of its ETO the company will receive funds in both

tokens (unless the terms of the ETO specified otherwise):

0 Izfo jyozi'i~jz jmit{z 'yji'sj|loz!tz! S¢-{yc{voz!ESdaclii! j! ijlio'tzjo~zjw
i{voz! Jorron!uh!i{!S¢~{ (as explained here). The price of a given equity token is
denominated in Euro so that the number of equity tokens acquired by an investor
can be directly calculated.

Investment transactions with Ether are slightly more complex. The investment

O¢

amount is recalculated in Euro (via a rate from an Oracle) at the moment the
transaction is mined. That amount is then used to calculate the amount of equity
tokens acquired in that transactions. Ether is kept by the ETO smart contract until
the offering concludes and then released to the company. ¥z!jso!mj o!{p!Sjso-!
tz£o jyozj lisom{y|jz! loj~ £{ujitti! ~t v n¢-~tzr jso Sc”™ |o-t{n.
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As stated above, Ether investments bring a short term volatility risk to a company. When
the funds are released, they may be immediately converted via Neufund’s internal token

converter. W{mofo-I! j{! oitytzjjo! £{ujititj}! ~t v! m{y Jwojouti! j! m{y |jz}! mjz! nomtno!
astms m¢~~ozmto tj Sc™ C||{-i .

~

0 In Sdac! {zi}! Sc™ volatility risk is eliminated, but also investors that invest
exclusively with cryptocurrencies are discouraged.

0 In Sdac!jzn!ScW!Sc”, a company addresses the largest possible capital pool but

with a short term Ether volatility risk.

7.1.1 EURT Lifecycle

EUR-TOKEN LIFECYCLE
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