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I
t’s a Silicon Valley trend that has become 
nearly cliche: If your startup is failing, piv-
ot to blockchain. And one the quickest ways 
to move into the field is through an Initial 
Coin Offering (ICO).

Also called a token sale or token offering, 
an ICO is a method of crowdsourcing invest-

ment into a crypto technology project through the 
public sale of digital cryptocurrency tokens or coins, 
comparable to a Kickstarter or GoFundMe.

ICOs surged with the skyrocketing value and pub-
lic interest in all things bitcoin and blockchain in the 
last 12 months, along with some advances in technol-
ogy that make them easier to do. From 2014 to 2016, 
these vehicles raised $295 million. In 2017 alone, they 
generated more than $6.6 billion, according to crypto 
research firm Smith + Crown. 

ICO issuers who are betting on the space include 
everyone from entrepreneurs seeking to build the first 
great crypto-company to fading stalwarts like Kodak 
hoping for a rebirth. 

The everybody-wins sales pitch almost writes 
itself. Founders can get a massive influx of seed capi-
tal without their equity being diluted, while the gen-
eral investing public gets an opportunity that is usual-
ly restricted to a select few on Sand Hill Road to get in 
on the ground floor of the next Facebook or Amazon.

But the reality has a darker, more complicat-
ed side, one that was increasingly noticeable even 
before bitcoin and other cryptocurrencies saw their 
values plunge this year. ICOs are largely unregulat-
ed, meaning that alongside legitimate offers are scam-
mers, hackers and pitches playing to investors’ fear of 
missing out. They have lured tens of millions of dollars 
into business models that are at best hare-brained and 
at worst outright fraud. 

That has raised fears that ICOs are poised to be 
this decade’s equivalent of internet stocks in the late 
1990s: a bubble inflated by vast inflows of funds from 
unsophisticated investors seeking outsized returns, 
which inevitably bursts and takes their money with 
it. Some of those fears are strongest among ICO issu-
ers and investors themselves.

“At the moment there seems to be a bit of an ‘all 
Dogecoins go to heaven’ type of mindset and that’s 
not a sustainable state for the economy,” said Miko 
Matsumura, a noted crypto entrepreneur, investor and 
adviser, referring to a parody cryptocurrency based 
on a 2010 internet meme. It recently rocketed to a $2 
billion market capitalization. 

‘Initial coin offerings’ were

T H E O F T H E

OTHER 
SIDE

Buyer beware
It’s no coincidence that the term ICO is reminis-
cent of IPO. However, there are many key differenc-
es between the two, especially on the investor side. 
Initial public offerings of stock are governed by secu-
rities laws. Gaining a listing on an exchange as a pub-
lic company comes with legally imposed fiduciary 
responsibilities and disclosures. 

Not so with regards to token sales. As opposed to 
public companies, the vast majority of startups pur-

suing ICOs are seed-stage, pre-product companies 
with big dreams and high failure rates. Coins that 
surge in value can fall just as quickly.

Case in point: Dentacoin, which bills itself as “the 
first blockchain solution for the global dental indus-
try.” Since its launch in October, the market capi-
talization for the token climbed as high as $2 bil-
lion before dropping to its current perch at around 
$350 million. 

In an attempt to avoid existing securities laws, 

the investment frenzy of 2017.
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“It’s reasonably clear what  
has to be done,” says Coinlist’s 
Andy Bromberg. “It’s  just that 
most people aren’t doing it.” 

C O I N

TODD JOHNSON

CONTINUED ON PAGE 6

many companies claim that that their coins are 
“utility tokens,” or have a functional use within 
their blockchain network outside speculative invest-
ment. However, an analysis from ICO database com-
pany Token Report found that only roughly one in 10 
tokens are used in this way. 

“A lot of these organizations are taking advantage 
of the gray area in the law. But if you look closely at 
them they’re almost identical to securities,” said Ben 
Jessel, managing principal at international financial 

services consultancy CAPCO. “If you look at the lit-
erature, they’re selling them as an investment asset.” 

Igor Shoifot, a venture capitalist with TMT Invest-
ments, which is launching its own $60 million block-
chain centered fund, recalled a conversation with “a 
blockchain guru” where he posited that roughly 90 
percent of these ICOs are “just B.S.”

“He looked at me and said ‘90 percent? No, it’s 98 
percent,’” Shoifot said with a chuckle. 

Who’s investing?
Some ICO issuers and investors consider regulation 
of this Wild West inevitable, so they are trying to be 
prepared.

Bart Stephens, co-founder and managing partner 
of San Francisco VC firm Blockchain Capital, said 
when the company performed its own $10 million 
ICO last April, they focused on creating an SEC-com-
pliant security for their token. 

“We figured after some soul-searching that if any-
one was going to use blockchain technology to dis-
rupt the venture capital industry it should be us,” 
Stephens said. “Many of these tokens will eventual-
ly be considered securities. We didn’t even pretend 
to not be one.”

Regulators are moving, if slowly, toward the same 
conclusion (see accompanying story). Meanwhile, 
investment opportunities in crypto technologies 
continue to mushroom.

“Security tokens in particular are an area where 
it’s actually reasonably clear what has to be done. 
It’s just that most people aren’t doing it,” said Andy 
Bromberg the CEO of ICO financial services startup 
Coinlist. “There’s certainly still some out there that 
are not the best shining examples of doing this in 
a really high-quality way, but we’re seeing less and 
less.”

Parallel to the rise of ICOs has been an evolution in 
the cryptocurrency investing ecosystem. More than 
140 so-called crypto hedge funds have been creat-
ed since 2014 and many have seen annual returns of 
over 1,000 percent. Now, crypto funds of funds like 
San Francisco-based BitBull Capital are launching, 
aiming to hold a portfolio of crypto investments rep-
resenting a range of strategies.

“Right now, you can throw a dart and get a lot of 
value because there’s so much new value being cre-
ated, but there will be a shakeout in terms of ICOs,” 
said BitBull CEO Joe DiPasquale. 

“It’s very similar to venture capital investing, 
where you look for that one in 100 that will have an 
outsized value. You look for Amazon and you need to 

make sure you’re not choosing Pets.com (a legendary 
dot-com flameout).”

DiPasquale referenced a historical market bub-
ble that often seems to come up when talking about 
the recent record-high activity in ICO and crypto 

markets. 
“The value of crypto assets right now are about 

$700 billion. So the $700 billion question is: Where 
are we in this cycle? Are we in 1994 or 1999?” he said. 
As of press time, the total value of crypto assets sits 
at around $400 billion.

The limits of blockchain
Enterprising entrepreneurs looking to cash in have 
written white papers applying blockchain to every-
thing from pornography to bananas. To finance 
their ventures, they’ve raised millions on hype, the 
promise of “changing the world” and in some cases 
a celebrity endorsement or two.

“Blockchains are great for some things, but terri-
ble for others. Generally speaking they are inefficient 
and costly because instead of one database you’re 
replicating a dataset over hundreds of thousands of 
nodes worldwide,” Stephens said. “You have to ask 
if this is a company that’s just slapping blockchain 
on their presentation because they think it will be 

‘It’s very similar to venture capital 
investing, where you look for 
that one in 100 that will have 
an outsized value. You look for 
Amazon and need to make sure 
you’re not choosing Pets.com.’ 
JOE DIPASQUALE, CEO, Bitbull Capital

Now, as bitcoin plunges and regulators circle,
some hear echoes of the dot-com collapse.
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easier to raise money.” 
Don’t blame it all on the companies 

though. The drive for quick cash means 
that consumers invested $250,000 in a 
spoof pyramid scheme literally called 
PonziCoin before the creator shut it down. 

“This is brand new stuff, a year-and-
a-half ago people weren’t talking at all 
about ICOs,” Stephens said. “It’s import-
ant to keep in mind we’re not even in the 
first inning. This is arguably still like bat-
ting practice.”

In these early days, however, fraudsters 
and hackers are actively at work to grift 
investors motivated by easy money. 

An Ernst & Young report found that 
more than 10 percent of all funds raised 
though ICOs have been lost or stolen 
through hacker attacks like creating a 
fake phishing page for purchasing tokens 
or changing the address where payments 
are made. 

Making easy ICO money is already get-
ting harder. According to E&Y, while 90 
percent of ICOs reached their target in 
June, less than 25 percent of offerings met 
the same milestone in November. Mean-
while, money is increasingly flowing to 
more established ventures.

Those economic forces are also merging 
with increased regulatory scrutiny – espe-
cially on exchanges where ICO tokens are 
traded like securities – leading to some 
experts foreseeing a possible liquidity cri-
sis and wide market contraction.

“What that will create is a flight to quali-
ty,” said Matsumura, who is also co-found-
er of cryptocurrency exchange Evercoin. “It’s my thesis that 
it will produce less of a casino atmosphere and more of a VC 
atmosphere.”

Right on the money
The industry itself is adapting. A crop of companies and research 
firms have emerged in recent months that perform detailed due 
diligence and technical analysis of ICO projects, in some cases 
adopting structures reminiscent of the traditional venture cap-
ital industry. 

Coinlist, an independent startup spun out of AngelList last year, 
has turned shepherding companies through what it deems to be 
legitimate ICOs into a business model. The San Francisco startup 
offers customer verification and anti-money laundering compli-
ance services and lists vetted blockchain investments on its site. 

One of its clients was Blockstack, which held an ICO that 
eschewed pre-sale discounts and set development milestones 
that control its ability to spend proceeds from the sale. Vitalik 
Buterin, creator of the ethereum cryptocurrency, has proposed 
an ICO structure where token holders would be the ultimate 
arbiters of when and whether sellers can access funds.   

“The market is so young so it’s unlikely the perfect model 
has been found already,” Coinlist CEO Bromberg said. “It really 

comes down to this grassroots movement of people demanding 
more diligence and more thoughtful execution on behalf of the 
companies and the companies themselves responding in formal 
structure change, or more informally being more careful stew-
ards of the money.”

FOUR BAY AREA ICOS
1. CashBet Coin (CBC): 
Besides payments and financial 
services, the sector seeing the 
most amount ICO activity is the 
gambling and gaming space. 
It makes sense: Gamblers are 
already used to exchanging 
currency for gaming chips and 
traditional routes of financing 
are difficult for the industry. 
Oakland-based CashBet is 
looking to raise $50 million to 
$65 million through a token sale 
that launched last month with a 
pre-sale period. As opposed to 
many early ICOs, the company 
has a functional platform, 
currently turns a profit and has 
signed on English Soccer Club 
Arsenal as a partner. 

2. Mun Coin (MUN): San 
Francisco-based startup 
Munchee hoped to raise $15 
million from its token sale to 
fund the development of a 
blockchain network centered 
around restaurant reviews. The 
idea would be to reward users 
with tokens for writing reviews 
and selling advertising and 
“in-app” purchases in exchange 
for tokens. But based on the 
fact that the startup’s marketing 
materials touted the tokens 
value as an investment instead of 
utility to the blockchain, the SEC 
shut down the ICO before the 
company issued any tokens and 
forced Munchee to return funds 
to investors. 

3. 22X Fund (22X): A group 
of 30 companies from the 500 
Startups’ accelerator program 
have banded together in attempt 
to raise $35 million through an 
ICO that launched last month. 
Investors have the opportunity to 
purchase tokens to gain equity in 
the coalition of companies which 
include ShortPoint, Judolaunch 
and Fincheck. The fund has 
enlisted ICO platform startup 
Securitize to do the required 
compliance and regulatory 
checks for a security token sale. 

4. Blockchain Capital Token 
(BCAP): San Francisco-based 
VC firm Blockchain Capital 
conducted an ICO last April to 
raise money for a $10 million 
venture fund. Open to accredited 
investors, the tokens sold out 
in six hours. The firm’s token 
sale also took pains to comply 
with U.S. securities regulation 
including the filing of a Form D. 

The explosion in ICOs has left 
regulators— namely the SEC — largely 
taking a “wait-and-see” approach. 
Legal experts, however, are afraid that 
a major instance of fraud or scandal 
publicized by a growing press spotlight 
on blockchain may force regulators’ 
hands.

“The industry needs to grow up. We 
want regulation which is reasonable. 
The challenge here is in the near term 
we may see some bad implosions and if 
that happens then regulators may bring 
the hammer down,” said Louis Lehot, a 
partner with DLA Piper. 

In July, the SEC put out its first 

major guidance on ICOs in a landmark 
report on tokens offered by a “virtual” 
organization known as “the DAO,” 
concluding they were securities and 
subject to the federal securities laws. 

“(The regulatory environment is) 
considerably less gray than it was a year 
ago,” said Veronica McGregor, a partner 
with the law firm Goodwin Procter. “If it 
walks like a security, and quacks like a 
security, it’s a security.”

Though a series of advisory reports 
and enforcement actions, regulators 
have attempted to push the industry in 
a more responsible direction.

 In November, the SEC put out an 

advisory warning on the celebrity 
endorsements that have spurred 
interest and investment into tokens.

Those figures include boxer Floyd 
Mayweather, who promoted Singapore-
based Hubii Network’s ICO, which 
raised nearly $7 million. Hotel heiress 
Paris Hilton tweeted out support for 
LydianCoin.

Then in December, the SEC took two 
major enforcement actions, shutting 
down Munchee’s ICO for a violation of 
securities laws and freezing the assets 
of the company behind the PlexCoin 
ICO that promised a 13-fold profit in 
less than a month.

Figures within the industry foresee 
2018 as the year when regulators start 
stepping up enforcement. In January, 
the SEC obtained a court order to 
freeze the assets of AriseBank for false 
advertising and securities law violations 
in their $600 million ICO, one of the 
largest ever.

“We’re no longer in this sort of super 
innocent stage anymore. This is when 
regulators start to take a stronger 
interest in protecting grandma, and 
rightfully so,” said Miko Matsumura, a 
cryptocurrency entrepreneur. 

SHOULD INVESTORS BUY INTO AN ICO ON THE SAY-SO OF FLOYD MAYWEATHER OR PARIS HILTON?

ALL RISE: THE ICO INVESTMENT 
FRENZY OF 2017
Includes all sales that raised over $25,000 and 
did not return funds raised to sale participants. 
Amounts raised are valued according to average 
daily exchange rates on the date the sale closed.

Number of ICOs

Amount raised in 
million dollars

DATA SOURCE: SMITH + CROWN
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Blockchain Capital 
co-founders and 
Managing Partners 
Bart Stephens, left, 
and Brad Stephens.
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