OCEAN Project
Legal & Regulatory Issues

1. Background: Outline of OCEAN Project & Organization
The OCEAN (Online Computational Exchange & Auctioning Network) Project is currently based in Dr. Michael Frank’s research group in the UF Computer & Information Sci. & Eng. Dept.  The goal of the project is to create and expand an automated market for the exchange of computing resources (and eventually other commodities) between individual and/or organizational buyers and sellers.

The OCEAN project requires a source of revenue in order to operate its services and promote its further growth and development, and there are several conceivable revenue models:

Possible Revenue Models:

1. Public.  Cover operating costs through donations, sponsorships, and/or government-funded grants and (eventually) ongoing budget allocations, while operating for free as a public service.

2. Self-sufficient.  Earn revenue directly through fees charged for services rendered.  This splits into several sub-categories of possible revenue:

a. Possible fees to obtain or license software levied on end-users.

b. Ongoing subscription fees charged to users of the service.

c. Transaction fees charged per transaction executed.

d. Licensing of technology and training materials to large customers.

e. Investment of funds held temporarily for users (bank model).
Somewhat independently of the particular revenue model that is used, it seems there are several possible organizational models for the OCEAN organization (the organization that is operating the OCEAN service).
Possible Organizational Models:

1. Independent non-profit organization.
2. Independent for-profit corporation.
3. Subsidiary of a larger organization:
a. Subsidiary of a university, such as UF
b. Subsidiary of a corporation
c. Government agency
Finally, since part of the possible services that OCEAN provides would be the processing of payments between buyers and sellers, there are several possible payment mechanisms with respect to OCEAN that may affect the legal/regulatory status of the OCEAN organization:

Possible OCEAN Roles in Payment Processing


1.  No real-money payments facilitated by OCEAN; fake-money payments only.

2.  Real money but no involvement (eBay model, it is up to the end users to pay each other)

3.
Provide software that facilitates users paying each other directly with real money from their own computers, using their own external accounts.

4.
Provide a service that transfers money between external accounts on user’s behalf.  

This has two sub-varieties: (a) we keep the user’s account information on our servers, (b) the account information is re-sent from the user’s computer each time.  In (a), we can aggregate payments from/to individual users to reduce the total number of transactions, holding the money in our own account temporarily.  (N buyers ==> our account ==> N sellers.)  In either (a) or (b) we can perform a service of transferring money between different types of external accounts (e.g. PayPal/eGold/OFX).
5.  Money converter – Accept real-money payments by various means, transform them to digital cash/digital checks with which users pay each other directly, convert these instruments back into real money on demand.
6.
Account holder – Allow users to create OCEAN “bank accounts,” transfer money into & out of them from external accounts, and pay each other via transfers between these accounts.
7.
Escrow service – Accept payments for transactions but defer release to seller until buyer confirms acceptance of goods.  The escrow service option can be used together with any of roles (4)-(6) above.
2. Legal/Regulatory Questions
Several aspects of OCEAN’s possible methods of operation and payment processing models raise a number of legal and regulatory questions:

1. Under what circumstances would money accepted from buyers for sellers be considered income to OCEAN, and be subject to corporate income taxes?
2. Under what circumstances would payments to sellers be considered payroll or contracting fees, and be subject to reporting (e.g. 1099s) and withholding on the part of OCEAN?

3. Under what circumstances would OCEAN and/or sellers be required to pay sales taxes on goods/services sold or rented?

4. Under what circumstances would OCEAN be considered a bank and fall under state/federal banking regulations? 

5. Under what circumstances would OCEAN be considered a money transmitter and fall under state/federal regulations on such? 

6. If OCEAN is eventually used to exchange financial instruments (stocks, etc.) what SEC regulations would it fall under?

7. How would operation as a subsidiary of the University of Florida (or other university) affect the answers to any of the above questions?

The key overarching questions raised in this document are:


1. What is the easiest and most convenient (for both us and users) way to operate the OCEAN organization & payment processing in light of all the legal/regulatory/policy issues?


2.  What is a summary of the regulations we must comply with even in the easiest possible option?

