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ABSTRACT

Sparrow Protocol is a peer-to-peer bond issuance and investment platform built on Base. It
enables any company — from early-stage startups to established enterprises — to raise debt
capital by issuing tokenized loan agreements. It enables any investor — retail or institutional — to
earn fixed yield on those agreements with full on-chain transparency. Sparrow addresses two
simultaneous market failures: the exclusion of small and mid-sized companies from debt capital
markets, and the exclusion of retail investors from direct bond investment. Every loan agreement
on Sparrow is digitally signed, hashed on-chain, and cryptographically linked to the bond token it
backs — making the relationship between investor and borrower auditable by anyone at any time.
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1. The Problem

1.1 Companies Can't Access Debt Markets

Traditional bond markets are closed to most companies. Sovereign governments and large
corporations can issue bonds because they have the credit history, legal infrastructure, and
underwriting relationships required to navigate the process. A startup or a growth-stage SME has
none of these. When they need capital, their options narrow quickly: equity dilution or bank
rejection.

The bank rejection problem is well-documented informally but rarely addressed structurally. Banks
apply rigid credit scoring frameworks to companies that are, by design, pre-revenue or asset-light.
A SaaS startup with strong MRR growth and a clear path to profitability may still fail every box on a
traditional loan application. The result is that founders either give away equity at valuations that will
look painful in hindsight, or they stall while waiting for organic growth to fund the next phase.

The irony is that many of these companies would willingly pay above-market interest rates — 15%,
18%, even 20% — for the right to keep their cap table clean. They are not bad credit risks. They
are simply not compatible with the formats banks know how to evaluate. Debt at a premium is, for
many founders, a better deal than equity at any price.

Sparrow's premise is simple: if there is a borrower willing to pay a high rate and an investor willing
to accept the associated risk in exchange for that rate, the market should be able to clear. The
infrastructure to facilitate that transaction, transparently and at scale, is what has been missing.

1.2 Retail Investors Can't Access Bonds Directly

On the investor side, the problem is a mirror image. Fixed-income instruments — bonds, notes,
debentures — represent one of the largest and most important asset classes in global finance. Yet
retail investors have almost no direct access to them.

Individual government bonds can be purchased in some jurisdictions with effort. Corporate bonds,
however, are predominantly traded in over-the-counter markets between institutions, in minimum
denominations that price out most individuals. The way retail investors get bond exposure is
through funds — mutual funds, bond ETFs, or structured products like collateralized debt
obligations (CDOs).

CDOs were the financial instrument at the center of the 2008 financial crisis. The core problem
was opacity: CDOs packaged hundreds or thousands of individual loans into tranches, and the
people buying and selling those tranches often had no visibility into the underlying loans. Rating
agencies assigned top-tier grades to instruments that contained systematically mispriced
subprime mortgages. When the underlying assets began to fail, the tranches failed in ways the
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models hadn't predicted, because the models were fed data that didn't reflect reality.

The retail investor sitting in a pension fund or a structured product had essentially no way to know
what they were invested in. They trusted the package. The package was wrong.

Sparrow does not attempt to eliminate packaging — the idea of combining multiple bonds into a
portfolio is legitimate and useful. What Sparrow changes is transparency. Every bond in a Sparrow
portfolio is backed by a publicly auditable on-chain record. There are no hidden tranches, no
off-book obligations, no opaque ratings. An investor can inspect the loan agreement, the
borrower's submitted financials, and the full transaction history for any bond in their portfolio at any
time.

2. The Solution

2.1 P2P Loan Agreements as the Legal Foundation

Sparrow does not issue securities. It facilitates peer-to-peer loan agreements between two parties:
a borrower (a company seeking capital) and a lender (an investor providing it). This distinction is
not cosmetic — it is the structural basis of the platform's legal approach.

Bilateral loan agreements have existed in common law for centuries. A company has always been
able to borrow money from a private individual under a written contract. The borrower can, in many
jurisdictions, also assign or transfer their debt obligations, and a lender can similarly sell or transfer
their receivables. Secondary market trading of P2P loans is a known activity in peer-to-peer
lending platforms that predate blockchain.

Sparrow takes this existing legal structure and adds two layers: tokenization and on-chain
commitment. When a borrower and lender enter an agreement on Sparrow, the loan agreement
document is hashed using SHA-256, and that hash is stored immutably on Base. The bond token
issued to the lender represents their interest in that loan agreement. The token is cryptographically
linked to the document it backs. This creates a system where the token cannot be separated from
its legal basis — if the underlying agreement is ever disputed, the on-chain hash serves as
irrefutable evidence of the document's contents at the time of signing.

This approach also means that Sparrow itself is not the lender, borrower, or guarantor. It is the
infrastructure layer — the marketplace, the smart contract executor, and the record keeper. The
economic relationship is always directly between the two parties.

2.2 Open Issuance

Any company can apply to issue a bond on Sparrow. The application process requires:
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» Business information and operational context
» Bond parameters: principal amount, coupon rate, payment schedule, maturity date

» Supporting financial documents (depending on raise size and jurisdiction)

A digitally signed loan agreement template, populated with the agreed terms

Once reviewed and approved, the bond contract is deployed on Base. The issuer does not need
investment banking relationships, legal counsel for a prospectus, or a listing on a regulated
exchange. The cost and complexity of accessing debt capital is reduced by an order of magnitude.

This openness extends to institutional companies as well. Larger enterprises looking for
blockchain-native debt instruments, transparent settlement, or USDC-denominated raises can use
the same infrastructure. Sparrow does not segment by company size — it segments by
documentation quality and compliance standing.

2.3 Open Investment

On the investor side, participation requires only a Web3 wallet and a KYC verification. Once
verified, an investor can browse the primary market, review bond terms and supporting
documents, and purchase bond tokens using USDC. Settlement is immediate — there is no T+2
clearing, no custodian, and no intermediary holding the funds. USDC flows directly to the issuer's
wallet at the time of purchase.

Yield payments are made by issuers depositing USDC into the bond contract according to the
agreed coupon schedule. Investors claim their proportional yield at any time with a single on-chain
transaction. There is no fund manager, no distribution agent, and no delay.

3. The Transparent Portfolio Layer

Sparrow introduces a portfolio construction feature that allows investors to assemble a basket of
bonds and hold them as a single position. This is, in structural terms, similar to a CDO — but with
a fundamental difference: every component is visible, auditable, and individually priced in real
time.

An investor might construct a portfolio containing:

* 20% in a high-growth Al startup bond yielding 22%
* 50% in a stable revenue-stage SaaS bond yielding 14%

» 30% in a tokenized U.S. Treasury instrument yielding 5%
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The blended yield, duration, and risk profile of this portfolio is transparent at all times. The investor
knows exactly what is inside. There is no tranche structure obscuring the underlying assets. If one
of the startup bonds underperforms, the investor can see which one it is and why.

The instant settlement mechanism is a meaningful structural advantage here. Traditional bond
funds operate on valuation dates — the NAV of a fund is calculated at specific intervals, and
buying or selling a fund unit involves a settlement delay that can be days. In Sparrow, the
portfolio's components are on-chain assets. Their prices are determined by real-time secondary
market activity, and transfers settle in the same block they're submitted. There is no stale pricing
and no redemption queue.

4. Secondary Market

Sparrow's secondary market operates as a decentralized peer-to-peer escrow system rather than
a centralized order book. This design choice is driven by both technical and regulatory
considerations.

When a bondholder wants to sell, they create a listing specifying the price and quantity. The bond
tokens are locked in a smart contract escrow at the time of listing. A buyer who agrees to the terms
sends USDC to the escrow. The contract simultaneously transfers the bond tokens to the buyer
and the USDC to the seller. There is no counterparty risk at any point — either the trade executes
atomically or it does not execute at all.

This P2P escrow model means that Sparrow does not operate as a centralized exchange. It
provides the interface and the smart contract infrastructure, but it is never the counterparty to a
trade and never holds customer funds. Users transact directly with each other through auditable,
deterministic code. This distinction matters for regulatory positioning: operating a centralized
exchange in financial instruments typically requires specific licenses and registration. A P2P
escrow marketplace for voluntary bilateral transactions between consenting parties has a different
legal profile, more analogous to classified listing platforms or P2P lending marketplaces.

5. Compliance Framework

Sparrow takes a compliance-first approach because the instruments on the platform carry real
economic consequences for real people. The framework is built on four pillars:

KYC / AML verification. All users — issuers and investors — must complete identity
verification before participating. This is integrated at the wallet level, so a verified wallet is
required to interact with any bond contract. Verification records are stored off-chain with
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appropriate data protection, and a verified status flag is maintained on-chain.

Issuer documentation. Companies applying to issue bonds must submit financial statements,
business registration documents, and any other materials required to substantiate their
creditworthiness and the accuracy of their stated terms. Document hashes are stored on-chain
and linked to the bond contract, so any post-hoc modification of submitted materials is
detectable.

Loan agreement binding. Every bond is tied to a legally signed loan agreement. The
borrower signs the document, the hash is committed on-chain at issuance, and the investor's
purchase of the bond token constitutes their acceptance of the loan terms. This creates a clear
paper trail connecting the on-chain token to a real-world legal obligation.

Jurisdictional awareness. The regulatory environment for tokenized debt instruments is
evolving. Sparrow's structure — P2P loan agreements, non-custodial settlement, decentralized
secondary market — is designed to operate in the most defensible legal position available. As
the regulatory landscape clarifies, particularly around frameworks like MICA in the EU or
potential SEC guidance in the US, Sparrow will adapt its compliance posture accordingly. For
institutional participants or higher-value raises, accredited investor verification will be available
as an optional layer.

6. Technical Architecture

6.1 Smart Contracts

Sparrow smart contracts are deployed on Base, an Ethereum L2 developed by Coinbase. Base
inherits Ethereum's security model while offering significantly lower transaction costs and faster
block times. All contracts are written in Solidity and verified on the Base explorer.

The core contract types are:
* Bond contract — holds bond parameters, tracks token balances, handles yield deposits
and claims, and enforces maturity redemption

* Primary market contract — manages issuance and public sale of bond tokens for USDC

e Secondary escrow contract — handles P2P listings, locks tokens, executes atomic swaps

6.2 Settlement

All settlement on Sparrow uses USDC (USD Coin), a fully reserved, regulated stablecoin issued
by Circle. Using a stablecoin rather than a volatile crypto asset eliminates currency risk from the
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yield calculation and allows borrowers to denominate their obligations in familiar terms (annual
percentage rates in dollar terms). Investors know exactly how much they're earning in real-world
value.

6.3 On-Chain Commitment

The SHA-256 hash of every loan agreement is stored on-chain at the moment of bond
deployment. This hash cannot be altered — it is written to an immutable ledger. If at any point
there is a dispute about the terms of a loan, the document that matches the on-chain hash is the
authoritative version. This is a stronger commitment mechanism than a traditional signature on a
PDF, because the existence and timing of the commitment are publicly verifiable by anyone
without relying on any central record keeper.

/. Use Cases

Startup raising pre-Series A bridge capital.

A SaaS company with $2M ARR needs $500K to accelerate hiring before closing a Series A in 12
months. A bank won't lend on a 2-year-old company without hard assets. A VC wants 20% equity.
Sparrow offers a third path: issue a $500K bond at 16% annual coupon, 12-month maturity,
backed by a signed loan agreement and a revenue summary. The bond is listed on Sparrow's
primary market. A pool of retail investors buys the tokens. The startup keeps its cap table intact.

Retail investor building a fixed-income portfolio.

An individual investor wants fixed-income exposure without paying fund management fees or
tolerating opaque packaging. They browse Sparrow's marketplace, read the loan agreements and
financials for several bonds, and construct a portfolio across different sectors and risk levels. They
see the blended yield in real time, can claim coupon payments whenever they want, and can sell
any position on the secondary market without waiting for a redemption window.

Institutional issuer seeking on-chain debt.

A mid-size enterprise wants to diversify its funding sources and has USDC-native treasury
management. It issues a 3-year bond on Sparrow, providing full financial disclosure. Institutional
investors and family offices participate. Settlement is instant, and the on-chain record provides a
cleaner audit trail than a traditional bond register.

8. Roadmap
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Phase 1 — Testnet (current)

Core smart contracts deployed on Base Sepolia. Primary market, secondary market, yield
distribution, and portfolio dashboard operational. KYC integration and document upload flow in
place.

Phase 2 — Mainnet Launch

Migration to Base mainnet. Integration with real KYC provider. First cohort of vetted issuers
onboarded. Audit of all smart contracts by a third-party security firm.

Phase 3 — Portfolio Layer

Launch of the transparent portfolio construction feature. Composable bond baskets. Integration
with tokenized Treasury instruments for the conservative tranche.

Phase 4 — Institutional Expansion

Larger raise sizes. Institutional investor onboarding with accredited verification. APl access for
programmatic participation. Potential integration with traditional legal enforcement mechanisms for
higher-value obligations.

Phase 5 — Regulatory Engagement

Active engagement with relevant regulators as the tokenized securities and P2P lending
landscapes clarify. Potential licensing as a lending marketplace or crowdfunding platform in
relevant jurisdictions.

9. Conclusion

The bond market is one of the largest pools of capital in the world. It is also one of the most
inaccessible — to companies below a certain size, to investors below a certain wealth threshold,
and to anyone who values transparency over opacity. The structural conditions that created the
2008 crisis — bundling, obscuring, and mispricing risk — were not an accident of bad actors
alone. They were the output of a system with no mechanism to maintain honesty at scale.

Blockchain does not solve all of finance's problems. But for the specific problem of linking a lender
and a borrower through a transparent, auditable, immutable record of their agreement — it is a
very good fit.

Sparrow is built on the belief that debt capital should be as accessible as equity crowdfunding, that
retail investors should be able to invest in the same instruments as institutions, and that every
financial product should be able to withstand the question: what is actually inside this?
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The answer, on Sparrow, is always visible on-chain.

Sparrow Protocol is currently operating on Base Sepolia testnet. Nothing in this document constitutes financial,
legal, or investment advice. This is an early-stage project and carries the risks associated with experimental
blockchain infrastructure.



