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Introduction

This whitepaper introduces Virtual USD (VUSD), a pioneering stablecoin
set to redefine the digital asset market. Our goal is to provide users with a
revolutionary financial tool that merges the stability of fully backed
reserves with the efficiency of sophisticated blockchain technology.
VUSD, as a fully collateralized digital asset, guarantees unparalleled
security, transparency, and reliability in transactions. This strategic blend
of traditional financial stability and innovative technology enables users
to confidently engage in the digital economy, unlocking numerous
opportunities while maintaining the highest level of trust in their financial
dealings.

Stablecoins are digital payment instruments engineered to maintain a
stable value relative to an external reference asset, typically a fiat
currency like the U.S. dollar. They serve as a bridge between the
traditional financial system and the cryptoeconomy, enabling fiat
currencies to circulate more freely and efficiently on blockchains. Unlike
traditional payment methods, stablecoin transactions do not require a
centralized intermediary. By maintaining a consistent price, stablecoins
help users avoid the risks associated with market volatility.

VUSD offers users a stable digital currency backed by onchain digital
asset reserves, helping to mitigate cryptocurrency market volatility. This
stability makes it attractive to both users and merchants concerned about
traditional cryptocurrency price fluctuations.

VUSD enhances financial transaction efficiency by lowering costs and
improving transaction speed and accuracy securely. It also supports
cross-border transactions, reducing fees and processing times compared
to traditional methods.

As the world’s first centralized stablecoin with fully onchain reserves,
VUSD allows users to verify that reserve assets exceed circulating VUSD.
This is achieved by ensuring that the value of the reserve assets matches
or surpasses the total amount of stablecoins issued, thereby
guaranteeing the issuer's commitment to redeem the stablecoin at its
nominal value.



Architecture

VUSD is issued on the Ethereum blockchain as an ERC-20
token. Ethereum, a decentralized blockchain with an
immutable and fraud-proof ledger, ensures transfers are
finalized upon block confirmations. It is a proven blockchain
with over $80 billion in stablecoins currently issued.

VUSD is also bridged to Base, a Layer-2 protocol built on
Ethereum. Users can bridge VUSD to Base by locking 1 VUSD
on Ethereum. Base, developed and incubated by Coinbase,
the world's leading digital asset exchange, offers enhanced
scalability.

Transaction fees for VUSD transfers are minimal, as low as
$0.002, with transfers available 24/7/365 to anyone with a
digital wallet or compatible application. VUSD includes
standard functionalities such as minting, burning, blacklisting,
freezing, and pausing/unpausing. The contract is
upgradeable, allowing for future features and improvements
without complex forks.

VUSD introduces a novel concept of a centralized stablecoin.
Unlike other centralized stablecoins like USDT and USDC,
which use fiat-backed reserves typically held in banks or
treasury bills, VUSD minimizes counterparty risks by keeping
its entire reserves onchain. Decentralized stablecoins like DA
use over-collateralized vaults with complex smart contracts
susceptible to hacks. VUSD offers the assurance of a
centralized issuer while maintaining the transparency of a
decentralized stablecoin, creating a highly transparent and
secure stablecoin.



Solutions

VUSD offers versatile use-cases and functionalities,
including:

s

Decentralized Finance

As an Ethereum ERC-20 token, VUSD can be used in decentralized
finance (DeFi) applications for trading, lending, and purchasing.

Cross-Border Transfers

VUSD facilitates global transfers, typically completing transactions
within 3 seconds to a few minutes, with minimal fees.

Transparent Reserves

The reserves backing VUSD are fully transparent, accessible through
verified onchain blockchain addresses, and viewable at any time via
public block explorers.

Payment Method

VUSD can be used for purchases and payments, ensuring fraud-proof
transactions that are irreversible upon block confirmation.

Financial Access

VUSD provides the unbanked with access to a stablecoin pegged to
the U.S. dollar, offering stability during times of volatility and foreign
currency inflation.

Lending & Collateral

Due to its transparent reserves, VUSD is ideal for lending protocols,
serving as a reliable source of liquidity or collateral.



Minting & Redeeming

To mint VUSD, approved institutional partners must transmit
digital assets as payment or collateral to the authorized issuer
within their designated region. This stringent process ensures
that only entities meeting specific criteria can directly create
new VUSD tokens. Retail clients and unapproved institutional
entities do not have direct access to the minting process;
instead, they must acquire VUSD through secondary markets
where the token is available for purchase or trade.

The redemption mechanism mirrors the minting process in its
exclusivity. Only approved institutional partners are
authorized to redeem VUSD at a fixed value of 1 VUSD per 1
U.S. dollar. This guarantees a stable exchange rate for these
entities. Retail clients and unapproved institutional entities, on
the other hand, must rely on secondary markets for
redemption, where the value of VUSD is determined by
market dynamics and may fluctuate based on supply and
demand conditions.

This bifurcated approach to minting and redemption ensures
a high level of control and security within the VUSD
ecosystem. By restricting direct minting and redemption to
approved partners, the system mitigates risks associated with
market volatility and unauthorized transactions. It also
upholds the stability and integrity of VUSD by ensuring that
only vetted institutions handle the direct creation and
exchange of these stablecoins, while broader access for retail
and other institutional clients is facilitated through
established secondary market channels.
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Reserves

VUSD is backed by 1:1 onchain digital asset reserves that
typically will be at excess of the circulating supply.

All of the reserves backing VUSD will be fully onchain and
viewable 24/7 on public blockchain explorers on verified
addresses.

Reserves are only accessed and liquidated in the event that
an approved institutional client defaults on a VUSD issued
loan or if redemptions are required. It's important to note
that reserves will always be in excess of the circulating
VUSD. In times of downturn volatility, reserves will be utilized
and sold to preserve the circulating supply of VUSD and
temporarily converted to fiat-backed stablecoins such as
USDC.




Ecosystem

VUSD is available throughout the
blockchain ecosystem. The ecosystem
Includes:

— Exchanges

— Wallets

— Decentralized Finance
— Payment Processors
— Merchants

— Multi-chain



Risk Disclosure

Issuers of collateralized stablecoins must manage
reserve assets meticulously to maintain confidence,
ensure peg stability, and prevent a run on the coin that
could impact the broader financial sector. Similar to
money market funds (MMFs), the reserve assets of
stablecoins need to be highly liquid, enabling users to
redeem their stablecoins for fiat currency. Effective
reserve management is essential for instilling user
confidence. If confidence is lost, large-scale
redemption requests could force the liquidation of
reserve assets, with potentially negative repercussions
for the financial system.

Risk Factors and Stabilization
Mechanisms

Stablecoins, like other financial products, come with inherent risks for
investors and users, influenced by the design and application of the
stablecoin arrangement. Stablecoins fully backed by high-quality liquid
assets carry significantly lower risks compared to others, particularly
algorithmic stablecoins. A key aspect of stablecoin issuance is the
stabilization mechanism, designed to reduce volatility and ensure that
stablecoins are redeemable at par value on demand. Most stablecoins
achieve this through a peg to a fiat currency, sustained by their
reserves.



Redemption and Liquidity

Issuers and network administrators of stablecoins face pressure from
users to redeem their holdings at or near par value, even if there is no
formal obligation to do so. The ability to meet redemption requests relies
heavily on the safety and liquidity of the reserve assets.

VUSD's Unique Approach

VUSD stands out by being backed exclusively by onchain digital asset
reserves. The primary risk to users is the potential failure of the issuer to
uphold the stablecoin’s structural characteristics, such as its nominal
value, the investment mandate of the reserves, and the redemption
commitment. The reserves for VUSD include various onchain digital
assets like Ethereum, Bitcoin, Liquid Staked Tokens, Yield-Bearing
Stablecoins, and Real World Assets (RWASs). These reserves are
transparent and can be viewed at any time through public blockchain
explorers at verified addresses. Subject to any suspension or other
rights specified in the VUSD Terms, VUSD can be bought and redeemed
from the authorized issuer on a one-for-one basis with U.S. dollars,
regardless of its secondary market value.

Operational Risks and
Security Measures

Stablecoins and other crypto assets are vulnerable to operational risks,
including fraud and cyber threats. These risks are exacerbated by the
complexity of the cryptocurrency ecosystem, reliance on third-party
service providers such as exchanges and custody services, and the lack
of effective recourse for the loss or theft of crypto assets. To address
these challenges, VUSD employs advanced security measures to guard
against cyber threats and rigorous due diligence processes when
selecting third-party service providers.



Regulatory Compliance

VUSD is committed to strong collaboration with regulatory authorities.
Recognizing the importance of compliance, VUSD actively engages with
regulators to ensure a thorough understanding and adherence to the
evolving regulatory landscape. This commitment to cooperation is
fundamental to delivering innovative stablecoin solutions while
maintaining the highest standards of compliance.

Involvement of Financial
Intermediaries

The use of financial intermediaries in the custody and redemption
processes can introduce additional risks, such as delays in redemptions
and increased costs. In some scenarios, stablecoin issuers may depend
on crypto asset exchanges, market makers, commercial bank/ATM
operators, or other money transmitters to handle redemption requests
and distribute cash to token holders. This reliance on third parties can
heighten run risks, necessitating careful risk management to ensure
efficient and smooth redemption processes while minimizing negative
impacts on token holders.



Conclusion

VUSD offers an extensive array of benefits that
significantly elevate the user experience. It
Integrates redeemable properties, advanced
programmability, stringent regulatory
compliance, broad accessibility, minimal
transaction fees, bankruptcy-remote
functionality, decentralization, and seamless
trading capabilities. These features collectively
forge a digital currency that is secure, efficient,
and convenient, ensuring reliability and stability
In financial transactions.

Whether for cross-border payments, smart
contract executions, or everyday transactions,
VUSD's exceptional attributes position it as a
compelling option for users seeking a
trustworthy and dependable solution within the
cryptocurrency ecosystem.






