The Art Club — Democratizing Blue-Chip Art
Ownership through Fractional NFT's

Abstract

The Art Club is a Web3 platform that fractionalizes ownership of high-
end (“blue-chip”) artworks, making them accessible to a broader commu-
nity of investors and enthusiasts. By leveraging blockchain technology,
the platform tokenizes one masterpiece each month as a set of ERC-721
tokens representing fractional ownership of that artwork. A native ERC-
20 token, $ART, underpins platform governance and rewards. Holders of
$ART participate in a Decentralized Autonomous Organization (DAO) to
vote on new acquisitions and platform parameters, and can stake $ART
to earn a share of marketplace fees and art sale profits. The Art Club’s
model offers dramatically lower transaction fees than traditional art mar-
kets — a 2.5% marketplace fee versus 25—-80% commissions typical at
auctions — and aligns incentives with the community by redistributing a
portion of profits to token holders. <This whitepaper outlines the plat-
form’s architecture, tokenomics, governance framework, revenue model,
roadmap, and key considerations. It also provides context on the fine art
investment  market and draws on best practices from comparable projects
(Masterworks, Particle; Artrade, Arkive, etc.) to propose a robust token
distribution and vesting schedule for $SART. This document is for infor-
mational purposes only and not an offering or investment advice.

1 Introduction

The global fine art market has long been an exclusive domain, with renowned
artworks by Picasso, Monet, Warhol and others often selling for tens of millions
of dollars at major auction houses. Historically, only wealthy collectors and
institutions could invest in these “blue-chip” art pieces. High barriers to entry,
steep auction fees, and illiquid holdings have made art investment inaccessible
to most individuals. Even when art funds or galleries offered fractional owner-
ship, they operated through opaque structures with high management fees. For
example, the art investment platform Masterworks registers each painting as an
SEC-qualified offering and charges extensive fees — an 11% upfront markup,
1.5% annual management fee, and 20% of any profits on sale — in ex-
change for managing the artwork and a private secondary market. These costs
and gatekeepers have constrained broader participation in art as an asset class.



Web3 and fractional NFTs have emerged as a transformative solution to
democratize art investment. By tokenizing artwork ownership on blockchains,
it becomes possible to split a single expensive piece into many tradable units,
lowering the cost of entry for each participant. Projects like Particle Collec-
tion and DAOs such as Arkive have pioneered community-driven art ownership.
Particle, for instance, acquired Banksy’s “Love is in the Air” and divided the
painting into 10,000 unique NFT fractions (“Particles”) so that anyone could
own part of the iconic work. These NFT holders collectively decide on certain
matters (e.g. exhibition locations) and enjoy a personal connection to the art.
Meanwhile, traditional platforms like Masterworks have proven the demand for
fractional art investing by offering shares in blue-chip artworks regularly (a new
painting every 4-5 days) to tens of thousands of users. The convergence of these
trends — the popularity of NFTs and the desire for alternative investments — sets
the stage for The Art Club.

The Art Club’s mission is to combine the best of both worlds: the credi-
bility and curation of traditional art investment with the openness and commu-
nity governance of Web3. By fractionalizing one high-value artwork each month
via ERC-721 tokens and empowering $ART token holders to guide the platform’s
direction, The Art Club aims to create a decentralized, community-owned
art gallery. Participants can collectively decide which masterpieces to acquire
next, share in the financial upside when a piece appreciates and is sold, and gain
VIP access to art experiences traditionally reserved for elite collectors. The fol-
lowing sections provide a detailed overview of how The Art Club works, the
market context it operates in, and the design of its token-based ecosystem.

2 Market Context

High-end art as an asset has attracted investors due to its historical price
appreciation and diversification benefits. Blue-chip artworks (pieces by artists
like Monet, Picasso, Warhol, etc.) have sometimes outperformed stock indices
over multi-year periods, and art is often seen as a hedge against inflation or eq-
uity market swings. However, investing in fine art also comes with significant
challenges: valuations are subjective, the market is illiquid, transaction costs
are high, and holding a physical painting entails insurance and storage consid-
erations. Traditional auction houses charge buyers premiums up to 25-30% of
the sale price (plus seller commissions), meaning an artwork must appreciate
substantially just to break even on fees. Private gallery sales and art dealers
likewise take sizable cuts (often 10-20%). Moreover, a single painting might be
held for years before finding the right buyer, tying up capital for long durations.

These barriers have begun to erode with the advent of fractional art in-
vestment platforms. Masterworks, one of the largest fractional art companies,
securitizes paintings as shares and reports that it has sold 204 artworks with
an average annualized net return around 20% (some yielding 75%, others
under 5%). This illustrates both the potential upside and variability of art in-



vestments — while select pieces can produce strong profits, others may barely
beat inflation, and there is always the risk of loss. Importantly, Masterworks’
model confirmed robust interest from retail investors: by 2022 the company
was valued over $1 billion and acquiring up to $1 billion in art annually. At the
same time, purely crypto-native experiments have shown the power of commu-
nity. ConstitutionDAO (which crowdfunded $47 million in an attempt to buy
a U.S. Constitution copy) and Particle DAO (fractionalizing a Banksy paint-
ing) demonstrated that distributed groups of enthusiasts can coordinate millions
of dollars of capital for art and collectibles. These efforts were not motivated
purely by profit — often the cultural value and shared experience were key —
but they pointed to a new paradigm where ownership is more inclusive and
decision-making is decentralized.

In 2024, several projects emerged bridging real-world art and Web3. For
example, Artrade launched “Fragments,” a feature to tokenize physical mas-
terpieces (starting with a $200k Picasso drawing) into Solana-based fungible
tokens. Fragment holders receive perks like airdrop rewards, community
access, and event invitations, on top of having a liquid token tied to the
art’s value. This underscores a trend: fractional art platforms aren’t just sell-
ing shares, they are building member communities with added utilities
(exclusive events, a voice in curation, etc.). The Art Club operates at this in-
tersection of investment and community. It recognizes that collectors often
value the social and experiential aspects — seeing the art in person, networking
with fellow collectors, participating in curation — as well as financial returns.
By structuring itself as-a- DAO with a governance token, The Art Club goes
beyond a simple investment platform, towards a community-driven club for art
lovers.

Finally, the broader context includes regulatory and legal considerations.
Fractional ownership of physical assets can be deemed a securities offering in
many jurisdictions, as it often involves an expectation of profit from a common
enterprise. Masterworks addresses this by registering offerings with the SEC
and using qualified investor exemptions. Some crypto projects have tried to
avoid security implications by never selling the underlying art — for in-
stance, Particle placed the Banksy painting in a nonprofit foundation that will
never sell it, thus framing the NFTs more as collector items than profit-seeking
shares. The Art-Club will need to navigate these issues, potentially through
legal wrappers (such as special purpose vehicles or trusts for each artwork) and
clear documentation that balances member rights with regulatory com-
pliance. In the following sections, we describe the platform’s design with these
market dynamics in mind.



3 Platform Architecture

3.1 Overview

The Art Club platform consists of a blockchain-based system for tokenizing
artworks, a web marketplace for trading those tokens, and a governance portal
for community decision-making. Each month, the platform’s acquisitions team
sources a blue-chip artwork (from auctions, galleries, or private collections) and
proposes it to the community. After approval, the artwork is fractionalized into
a series of NFTs and offered for sale to participants. A custom smart contract
handles the minting of tokens, escrow of funds, and distribution of ownership.
Meanwhile, the physical artwork is secured through trusted custodianship to
ensure authenticity and protect investors’ interests.

3.2 Artwork Tokenization

The Art Club uses the ERC-721 non-fungible token standard for fractional own-
ership tokens of each artwork. In practice, this means when an artwork is
tokenized, it is divided into a fixed number of unique NFT fractions. For ex-
ample, a $1 million painting might be divided into 1,000 NFT fractions, each
representing 0.1% ownership (or alternatively, 10,000 fractions at 0.01% each,
depending on the price target per token). This approach is similar to Particle’s
“particalization” process, where a painting was divided into a 100x100 grid of
10,000 unique pieces, each minted as an NFT. Each fractional token is unique
but fungible in value — no matter which specific fraction a person holds, it
confers equal proportional ownership and rights in that artwork. The fractional
NFTs are given a unique token symbol corresponding to the artwork
(for instance, a token for a‘Monet piece might be symbolized as $MONET, while
a Warhol piece might be $WARHOL). These symbols help brand each series and
make them easily identifiable. The ERC-721 standard ensures compatibility
with NFT marketplaces and wallets, though trading will primarily occur on
The Art Club’s own marketplace to enforce low fees and royalty rules.

3.3 Custody and Legal Structure

To protect token holders, each artwork acquired is held by a legal entity or trust
independent of The Art Club’s operating company. This entity (for example,
an LLC or foundation) has the sole purpose of holding title to the artwork on
behalf of the fractional owners. The smart contract linking to the NFT fractions
can reference this entity, effectively meaning the NFT's represent a claim on the
entity (and thus the art). This structure is analogous to Masterworks’ approach
of using an LLC per painting, or Konvi’s method of holding assets in a third-
party company so that investor ownership is secure even if the platform goes
bankrupt. In The Art Club’s case, if the platform were to dissolve, the artwork
would still be owned by the independent entity and could be managed or sold
for the benefit of NFT holders. Additionally, The Art Club will implement



NFC-based provenance where possible (inspired by Artrade’s REAL protocol
linking NFC chips on physical art to their digital tokens), providing verification
that each tokenized artwork is authentic and catalogued on-chain.

3.4 Acquisition Process and Escrow

A key innovation of The Art Club is involving the community before an artwork
is purchased. Each month, $ART token holders vote on which artwork to acquire
next (the governance process is detailed in the next section). The platform’s
team, in parallel, negotiates a binding option agreement with the artwork’s
seller (be it a dealer, auction house, or collector). This agreement locks in the
purchase price for a limited time, subject to The Art Club raising the required
funds. Once the community approves an acquisition and terms are set, the
platform launches a fractional offering for that artwork: essentially an Initial
Coin Offering (ICO) of the NFT fractions. Participants can commit funds (ETH,
stablecoins, or potentially fiat) to mint the new artwork tokens (e.g., minting
$WARHOL NFTs at a set price). During this subscription period, all funds are
held in escrow by the smart contract. Only if the offering meets its target
(i.e. all fractions are sold, or a minimum threshold is reached) will the escrow
release funds to complete the purchase from the seller. If the offering does
not fully mint (i.e., it fails to reach the funding target in the allotted
time), all committed funds are automatically returned to the would-
be buyers. This safeguard ensures the community does not end up partially
funding an artwork without full ownership or leaving the platform to cover a
shortfall. A similar principle is observed in traditional art crowdfunding — for
instance, Masterworks keeps investor funds in escrow until an offering is fully
subscribed and can close. By architecting the sale as an all-or-nothing event,
The Art Club guarantees that either the artwork is entirely community-funded
or no one’s money is locked in.

3.5 Marketplace and Trading

Once an artwork is successfully fractionalized and the tokens distributed to
the buyers, those NET fractions can be traded on The Art Club’s secondary
marketplace. The marketplace is a web interface where users can list their
fractional tokens for sale or place bids to buy fractions from others. Transactions
are executed via smart contracts in a peer-to-peer manner. The marketplace is
designed for low friction and low fees — a flat 2.5% commission on trades
(paid by the seller on a successful sale) is charged, which is markedly lower than
fees in the traditional art world and competitive with major NFT platforms
(OpenSea, for example, takes 2.5% per transaction). There are no monthly
management fees for holding an artwork token; costs like insurance or storage
of the physical art are covered by The Art Club’s operations (partly funded by
the initial offering price and secondary fees). This means an investor can hold
a fraction indefinitely at no cost, a contrast to traditional fractional funds that
might levy yearly fees regardless of performance.



To ensure liquidity, The Art Club may integrate with other NFT market-
places or DeF'i protocols over time, but initially a custom marketplace allows
curation and the enforcement of royalties or profit-sharing rules (discussed un-
der Tokenomics). The marketplace smart contract will automatically deduct
the platform fee on each trade and route it to a fee pool for distribution to
$ART stakers (see Revenue Model). It will also enforce any royalty on artwork
tokens if applicable — for example, The Art Club might encode a small royalty
so that if an artwork token is resold, a percentage goes back to a communal
fund or the original offering pool. However, given the low 2.5% fee, additional
royalties may be minimal or reserved for the artists if the pieceis contemporary
and the artist is involved.

3.6 Art Storage and Exhibition

Physical artworks acquired are stored securely in professional art storage facil-
ities or exhibited in partner galleries. The Art Club will insure each piece and
handle logistics, with costs covered by the platform’s commission. Fractional
owners will periodically have opportunities to see the art in person during special
viewing events. The platform will partner with museums and galleries to ex-
hibit the tokenized pieces, promoting the concept of shared ownership. Notably,
community governance can influence exhibition decisions — similar to
how Particle’s NF'T holders voted on where to display their Banksy piece — by
proposing to loan the artwork to certain exhibitions or host private showings
for members. This blends the digital ownership experience with real-world art
appreciation.

In summary, The Art Club’s architecture marries blockchain’s trans-
parency and automation with the practical needs of art ownership. Smart
contracts handle equity splits, escrow, and trading, ensuring trustless execution,
while legal structures and insurance provide real-world asset security. The result
is an_end-to-end platform where the community can discover, fund, trade,
and enjoy fractionalized masterpieces in a seamless manner.

4 Tokenomics

The Art Club ecosystem operates with two primary token types: (1) the
platform-wide $ART token (ERC-20) and (2) the individual Artwork Tokens
for each fractionalized piece (ERC-721 NFTs, as described above). This dual-
token model separates platform governance and incentive flows (via $ART) from
the ownership of specific artworks (via the NFT fractions). Below we detail the
characteristics and roles of each:

4.1 $ART (ERC-20 Governance & Utility Token)

$ART is the native ERC-20 token of The Art Club, serving as both a gover-
nance token and a rewards/currency token within the platform. A fixed



supply of $ART will be created (e.g., 100 million tokens — final supply to be de-
termined in token generation events). Holding $ART confers several key benefits
and uses:

e Governance Voting: $ART holders govern the platform through a DAO
framework. They can vote on proposals such as which artwork to acquire
next, changes to fee parameters, partnerships, or other strategic decisions.
Voting power is typically proportional to the amount of $ART held (or
staked) by a member. To keep voting accessible and gas-free, The Art
Club plans to use Snapshot (or a similar off-chain voting service) for
governance. Snapshot allows token-weighted votes to be cast by signing
messages, with results secured off-chain but verifiable against a snapshot
of on-chain balances. This approach is widely adopted by DAOs because
it avoids high transaction fees on Ethereum while maintaining security
and flexibility. In governance, $ART holders essentially act as the “share-
holders” of The Art Club, shaping its curation and economic model.

e Staking for Rewards: $ART can be staked (locked in a staking con-
tract) to earn a share of the platform’s revenue streams. Specifically, 2.5%
marketplace trading fees and 10% of net profits from art sales are
allocated to a rewards pool for SART stakers. Whenever an artwork is
successfully sold (for example, The Art Club brokered a sale of a frac-
tionalized painting at a higher price than it was purchased), 10% of the
profit is taken and added to the staking pool for distribution. This mech-
anism aligns the interests of token holders with the platform’s success:
if the community curates wisely and artworks appreciate, both fractional
owners and $ART stakers benefit. The concept is somewhat analogous to
Masterworks’ profit-sharing, except instead of a company taking 20% of
profits as a fee, The Art Club takes a smaller cut (10%) and gives it back
to the community. Marketplace trading fees from peer-to-peer sales are
continuously funneled into the same pool. Stakers receive rewards pro-
rata to their stake — for instance, if a user holds 1% of all staked $ART,
they receive 1% of the distributed rewards. Initially, these rewards may
be paid in the form of the platform’s base currency (ETH or stablecoin,
accumulated from fees), or potentially in $ART that is bought back from
the market using those fees (creating buy pressure). The exact mechanics
(fee distribution versus buy-and-distribute) will be governed by the DAO,
but the core idea is that active participants (stakers) earn income
from platform growth.

e Tiered Membership Benefits: Beyond financial incentives, $ART to-
ken holdings grant tiered access to various perks. The more $ART a
member holds (and/or stakes), the higher their membership tier. Tiered
benefits include: early access or guaranteed allocations in new artwork of-
ferings, invitations to exclusive art showcase events, meet-and-greets with
artists or experts, and possibly merchandise or art airdrops. For example,



holding 0.1% of the supply might confer “Gold” membership — with invita-
tions to private viewings — while holding 1% might confer “Platinum” sta-
tus — including a curated art tour or co-sponsorship opportunities. These
tiers create a social and utility dimension to $ART ownership, similar to
how Artrade rewarded fragment investors with community membership
and event access. The specifics of the tier thresholds and perks will be
outlined in a separate membership policy and will evolve via community
input.

e Medium of Exchange (Conditional): $ART may also be.used as a
currency within the platform’s marketplace for those who wish to trade
artwork fractions using the token. While not required (trading will likely
support ETH or stablecoins for convenience), using $ART for transactions
could come with trading fee discounts or cashback incentives. For
instance, buyers or sellers transacting in $ART might get a portion of the
2.5% fee rebated, analogous to Artrade’s model of offering a 2.5% cashback
to buyers/sellers who use their ATR token. This encourages adoption of
$ART and adds utility beyond governance. It effectively integrates the
token into the art trading economy while still allowing flexibility of other
currencies.

4.1.1 $ART Supply and Distribution

To ensure a fair and sustainable ecosystem, $ART will be distributed among
various stakeholders with appropriate vesting. Drawing on best practices from
token launches in this sector, The Art Club proposes the following tentative
allocation (assuming a 100 million total supply for illustration):

e Community Token Sale (ICO): 20% — A public sale will distribute
roughly 20% of $ART to initial community participants, providing broad
access. This community ICO is planned for 6 weeks from launch,
giving time for outreach and whitelisting. The ICO price will be set such
that the platform raises sufficient seed capital for operations and initial
acquisitions (for example, pricing that values the project at a reasonable
market cap relative to peers). Tokens sold in the ICO may be unlocked im-
mediately to holders or with a very short lock (to encourage commitment
without overly suppressing liquidity).

e Team and Advisors: 15% — Allocation for The Art Club’s core team,
founders, and key advisors. These tokens are subject to a strict vest-
ing schedule to align with long-term success. A standard vesting
arrangement will be used, e.g. a l-year cliff (no tokens released in the
first year), then linear vesting monthly over the next 3 years. This means
team members fully earn their tokens over 4 years, incentivizing them to
continue building the platform post-launch. Such vesting schedules (with
cliffs and gradual unlocks) are crucial to prevent large token dumps and



to reassure the community that the team is committed. Any advisor al-
locations would likewise have appropriate lockups (perhaps shorter than
core team, but still several years).

Private Sale / Seed Investors: 5% — If the project involves early in-
vestors or a strategic private funding round (e.g., with art industry part-
ners or Web3 funds), a small percentage is reserved here. These tokens
reward the initial risk capital that helped start The Art Club. Private
sale tokens would typically also have vesting (for example, a 6-month to
1-year lock, then vesting over the next year or two) to prevent immediate
flips. (If no private sale is conducted, this portion can be reallocated to
community or treasury.)

Staking & Rewards Pool: 20% - A significant portion of $ART is
set aside to bootstrap the staking and reward mechanisms. While in the
long term staking rewards come from real fees (as described), in the early
platform stages the trading volume and profits. might be low. To make
staking attractive from day one, The Art Club will use this pool to pay
an initial APY to stakers. For example, an amount of $ART could
be released as rewards over the first 2-3 years according to a schedule.
This mirrors Artrade’s approach of initially incentivizing stakers from a
reserve and later switching to fee-derived rewards. Any unused tokens in
this pool after a certain period could be burned or reallocated by DAO
vote. Importantly, this allocation does not mean inflationary release of all
20% at once — it would be linearly distributed as staking incentives (which
effectively disperses tokens to active community members).

Treasury and Community Fund: 25% — This allocation is held by
The Art Club DAO treasury for long-term ecosystem growth. It can fund
future acquisitions, marketing, partnerships, development grants, or artist
support programs, as decided by governance. Having a robust community
fund follows the example of Artrade, which allocated over half of its tokens
to a DAO for artist support and growth, and PleasrDAQO’s approach of re-
serving a portion for community programs. In The Art Club, this treasury
ensures the DAO has resources to seize opportunities (like co-investing in
an artwork, covering exhibition costs, etc.) without needing external fund-
ing. Tokens in the treasury are ideally vested or time-locked under DAO
control; for instance, they might unlock gradually over several years and
require community votes to deploy, preventing sudden oversupply.

Marketing, Partnerships, Ecosystem: 10% — A portion dedicated
to ecosystem development: referral rewards, exchange liquidity provision,
partnerships with galleries or brands, and community airdrops. For ex-
ample, some $ART might be used to provide liquidity on decentralized
exchanges (if $ART will be tradable on DEXS), ensuring a stable trading
environment. Other amounts could reward early users (airdrop to ini-
tial artwork NFT buyers or contest winners), or be granted to strategic



partners who integrate The Art Club into their platforms. These tokens
would typically be vested or released in tranches as well, to avoid excessive
market impact.

e Liquidity Reserve / Burn: 5% — A small buffer of tokens that the
platform can use as needed for unforeseen expenses, or gradually burn
to reduce supply if certain conditions are met. For example, The Art
Club might decide to implement a periodic token burn based on platform
revenues (similar to how some exchanges burn tokens), in which case these
reserved tokens could be removed from circulation over time to enhance
token value. Alternatively, they might remain as an emergency fund under
DAO oversight.

(The above percentages are a proposed framework and may be adjusted. The
final tokenomics will be transparently published prior to any sale, with commu-
nity input.) Each category of tokens will have its own vesting smart contract or
lock-up conditions encoded, ensuring trustless enforcement of these schedules.

Vesting Schedule Best Practices: By structuring token release over time,
The Art Club aims to maintain a healthy token economy. Team and insiders
cannot immediately liquidate holdings, which prevents “pump-and-dump”
scenarios and builds investor confidence. Community participants are
rewarded continuously for engagement (through staking and other programs)
rather than only at launch. All unlock events and circulating supply projections
will be communicated well in advance, so participants know when larger cliffs
(e.g., team tokens after 12 months) occur. This open approach follows industry
best practices for vesting transparency.

4.2 Artwork Tokens (ERC-721 Fractional NFTs)

These tokens (e.g., $MONET, $WARHOL series) represent direct fractional ownership
of specific artworks. Their supply and value are tied to the underlying piece.
Key points about artwork tokens:

e Fraction Ownership Rights: Holding an artwork NFT fraction gives
the owner an economic interest in that artwork. If the artwork is ever
sold as a whole (through a DAO decision), the fraction owner is entitled
to a proportional share of the proceeds. For instance, if you own 10 out of
1,000 fractions (1%) of a painting that later sells for $1,000,000, you would
receive $10,000 (1% of the sale minus any platform profit fee). Until a sale,
fraction owners also have rights to non-financial benefits: they can view
the art in person at arranged events, possibly vote on artwork-specific
decisions (like exhibition locations or whether to entertain purchase of-
fers), and display their ownership (each NFT can be associated with a
digital image of the art, possibly with a unique section or angle).

e Tradable & Liquid: Artwork NFTs can be traded freely on the plat-
form’s marketplace (and potentially on external NFT markets supporting
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our standard). Because each fraction is non-fungible and unique, the mar-
ketplace will show individual listings/bids. However, since fractions are
identical in ownership stake, we expect prices to converge — essentially,
each fraction of the same series should trade at roughly the same price in
an efficient market. The platform could also implement a bulk trading
interface for convenience (to buy/sell multiple fractions at once). One
advantage of NFTs over traditional shares is global 24/7 liquidity; anyone
with a crypto wallet can potentially join the market, and settlement is
near-instant without brokers. This significantly improves liquidity com-
pared to legacy art funds that might have quarterly redemption windows
or very limited secondary markets.

Low Fees & Royalties: Trades of artwork tokens incur only the 2.5%
platform fee, which is much smaller than auction house commissions.
There is no buyer’s premium beyond the sale price on the marketplace.
Additionally, if the original artwork’s artist is still alive or the piece is
newly fractionalized, The Art Club might consider a small royalty (e.g.,
1%) on secondary sales that goes to the artist or their estate as a way to
support creators (this would align with the NFT art ethos of artists ben-
efiting from resales). But given we are dealing with blue-chip art, many
works are by deceased artists or the resale rights are handled separately,
so this would be case-by-case.

Governance Role: While $ART s the main governance token, The
Art Club may allow artwork-specific governance by fractional owners on
certain matters. For example, if an unsolicited purchase offer is made for
an artwork (someone offers to buy the whole painting from the DAO), the
fractional NFT holders of that artwork could vote on whether to accept
the offer. This ensures decisions about a particular piece involve those
with direct stake in it. Technically, this could be achieved by having an
NFT snapshot voting (similar to ERC-721 voting strategies that Snapshot
supports) limited to holders of that collection. Another scenario: deciding
where to exhibit the piece — fractional holders might vote to send it to a
particular museum for 3 months. However, broader platform-wide issues
(like what next artwork to tokenize, or changes to fee distribution) would
be voted on by $ART holders platform-wide. In this way, governance has
layers: $ART for general governance, NFT fractions for asset-
specific decisions. This approach was foreshadowed by Particle, where
NFT holders had say in display locations and conceptually by DAOs like
Arkive that allow members to curate collection items. The Art Club will
clarify in its governance docs which decisions fall to which group.

Physical Artwork Sale Mechanism: Eventually, the DAO may decide
to sell an artwork if it has significantly increased in value or for strategic
reasons. This would typically require a governance proposal. One likely
process is: if a sale is approved, The Art Club (or a delegated committee)
will carry out the sale through an auction house or private sale. Once sold,
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the smart contract distributes the proceeds to all fractional NFT holders
in proportion. This can be done trustlessly by having the sale proceeds
deposited into a contract and letting fraction owners redeem their share
(or automatically airdropping to their wallet addresses). Before sale, the
platform would also take the 10% profit fee — for example, if a painting
bought for $1M sells for $1.5M, profit = $500k, fee = $50k to the staking
pool, remaining $450k plus original $1M principal = $1.45M distributed to
holders. The fractional NFTs would then essentially be “retired” or could
be repurposed as mere collectibles (perhaps stamped with  “redeemed”).
This process mirrors how Masterworks distributes profits to shares upon
a sale, but implemented via smart contracts for transparency. If a sale is
not approved, fractional owners simply continue holding their tokens and
the art remains in the collection.

e Representation and Display: Each artwork token may come with a
high-resolution digital image of the artwork or a unique generative segment
of it. For instance, Particle gave each NE'T a unique section of the Banksy
image for personal display. The Art Club could do something similar: if
the art is a painting, each NFT could correspond to a small section of
the painting (though all owners have equal rights, this “personalizes” the
experience). Alternatively, each NFT could just link to an identical image
of the whole artwork (simpler, as each fraction is equal). This detail is
more of a user-experience choice; it doesn’t affect the core financial rights.
But it can add a fun element for collectors who want to “collect all pieces”
or trade specific segments.

In summary, artwork tokens are the granular pieces of each masterpiece,
providing liquidity and shared ownership. They complement $ART’s role by
focusing on the economic participation in individual assets, whereas $ART
focuses on platform-wide governance and value capture.

5 Governance Framework

The Art Club is governed as a Decentralized Autonomous Organization
(DAO), where $ART token holders collectively make decisions. The governance
framework is designed to be inclusive, transparent, and effective in guiding
both high-level strategy and specific operational matters like acquisitions.

5.1 Governance Structure

The DAO does not have a traditional management hierarchy; instead, proposals
are submitted and voted on by token holders. In practice, a governance com-
mittee or core contributor team (initially the founding team) will likely
lead by making proposals (especially in the early stages when the community is
small). However, any $ART holder above a certain threshold (for example 1%
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of supply, or a group of holders via delegation) can submit proposals. Off-chain
discussion forums and Discord/Telegram channels will be used to debate ideas
before they are formally proposed on Snapshot or an equivalent system.

5.2 Voting Mechanism

The platform plans to utilize Snapshot for off-chain voting because it allows
gas-free votes and flexible voting strategies. Each proposal will have a specified
voting period (e.g., 5-7 days for ordinary proposals, perhaps shorter for urgent
matters related to deals). Voting power is determined by the user’s $ART
balance at a “snapshot” block height when the proposal is created — this prevents
last-minute token movements from influencing outcomes unfairly. If a user has
staked their $ART, the staked amount still counts toward voting (Snapshot can
be configured to read from staking contracts, or we may use a proxy voting
system). Additionally, delegate voting may be encouraged: token holderscan
delegate their voting power to trusted community representatives if they prefer,
as is common in many DAOs to achieve higher participation rates.

5.3 Quorum and Proposal Thresholds

To ensure that decisions have sufficient community backing, a minimum quorum
(a percentage of total $ART supply) is required for a vote to be valid. For
example, at least 10% of tokens might need to participate for an important
vote (this parameter can be tuned). Likewise, certain critical proposals (like
changing core fees or modifying token supply mechanics) might require a higher
threshold or a supermajority (e.g., 60% yes votes) to pass. The governance
smart contracts-or Snapshot strategies will enforce these rules. In early stages,
if voter turnout is low, the thresholds might be lowered or the core team might
hold multi-sig power as a fail-safe, but the goal is to transition to full on-chain
binding governance.

5.4 Types of Proposals

o Art Acquisition Proposals: These are regular proposals (likely monthly)
where the community votes on acquiring a specific artwork. The team
will present a detailed profile of the artwork under consideration — artist
reputation, recent sale prices, why it’s a good addition, the negotiated
price and number of fractions to be offered. The vote could be a simple
Yes/No to proceed with the purchase and offering. Alternatively, if multi-
ple options are available in a given month, a ranked-choice vote or a vote
among alternatives might occur (e.g., choose whether to pursue a Monet
vs. a Warhol piece). For simplicity, The Art Club might do one artwork
at a time; the DAO either approves it or not. If not, the team can propose
a different piece.

e Platform Parameter Changes: This includes adjusting the marketplace
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fee (though initially 2.5% is promised, the DAO could change it in future
within reason), adjusting the profit fee percentage or its distribution split,
altering staking reward policies, etc. For example, a proposal could suggest
redirecting a portion of fees to a buyback-and-burn program instead of
staking rewards, and token holders would vote on that.

e Treasury Expenditures: With a community treasury of $ART and possibly
accrued funds, proposals can be made to utilize those for various purposes:
marketing campaigns, development of new features, hiring staff, partner-
ing with museums, or even funding artist grants. A clear budget and plan
should accompany any such proposal. The DAO might implement a sys-
tem of DAO committees (subDAOs) for specialized areas — e.g., an Art
Advisory Committee (experts who suggest which pieces to consider), or
a Curation Committee for organizing exhibitions — and allocate budget
to them. These committees can operate under charters approved by the
broader DAO.

o Art Sale Proposals: If an opportunity arises to sell an artwork from the
collection (perhaps at a strong profit), a proposal can authorize the sale.
As noted, ideally the fractional owners of that artwork have a direct say,
S0 the governance process might involve a preliminary vote by $ART hold-
ers to consider a sale, and a final approval vote by the specific artwork’s
fraction holders. The exact workflow will be crafted to ensure fairness; one
approach is two-tier: first, $ART holders approve the concept of selling a
piece (ensuring alignment with platform strategy), then if that passes, a
binding vote by the NET holders of that piece confirms the sale. Alterna-
tively, it could be mandated that any sale must return at least X% profit
to prevent fire-sales.

o Tokenomic Adjustments: The DAO could also vote on token-related mat-
ters like additional token issuance (if ever needed, though ideally $ART is
fixed supply), token burns, changes to vesting if something needs exten-
sion, etc. These would likely be major votes requiring high approval.

5.5 Smnapshot vs. On-chain

In the early phase, Snapshot voting would be signaling — i.e., the results are re-
spected by the team, which then enacts the outcome (for example, triggering the
art purchase or adjusting a parameter in the contract via a multi-sig). As the
project matures, the goal is to migrate to more automated on-chain gover-
nance where feasible. This could involve using a framework like OpenZeppelin
Governor contracts or Aragon/Compound-style governance where $ART votes
directly execute changes to smart contracts. However, full on-chain governance
for complex actions (like buying a physical painting) is tricky (since off-chain
actions are involved). Thus, a hybrid approach is likely to persist: on-chain
votes for purely smart contract changes; off-chain votes (Snapshot) for decisions
that the core team then carries out in the real world, under the DAO’s mandate.
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5.6 Governance Security

To prevent governance attacks, certain safeguards are considered. For instance,
during the initial period, the core team multi-sig may have veto power or emer-
gency brake capability if a malicious proposal somehow passed (e.g., one that
tries to send all treasury funds to a single address). This would only be used
if absolutely necessary and would be relinquished once the DAO community is
robust enough. Another measure is timelocks on execution of critical propos-
als — once a proposal passes, there might be a 48-hour delay before execution,
allowing time for community review or intervention if something is amiss. This
is standard in many DeFi governance systems to add a layer of protection.

5.7 Community Involvement

The Art Club will encourage active participation through AMAs, forums, and
perhaps a governance rewards program (small $ART rewards for those who
vote consistently or contribute meaningfully; to incentivize engagement). Edu-
cation on how to vote, delegate, and create proposals will be provided, recog-
nizing that many art enthusiasts might be new to DAO processes. Over time,
as the community grows, we envision a diverse group of art lovers, collectors,
and crypto holders collaboratively steering The Art Club — fulfilling the ethos
of a “club” owned by its members.

In summary, governance in The Art Club'is about empowering $ART holders
to shape the platform’s future while ensuring practical execution of decisions.
Snapshot voting and DAO tools will be leveraged for a transparent, democratic
process. The goal is a self-sustaining community that can continue acquiring
and managing art assets indefinitely, guided by collective wisdom and aligned
incentives.

6 Revenue Model

The Art Club’s revenue model is designed to be simple, transparent, and mu-
tually beneficial for the platform and its community. The primary sources of
revenue are marketplace fees and profit share on artwork sales, supple-
mented by initial offering fees, if any. Unlike traditional art intermediaries that
charge exorbitant fees, The Art Club keeps fees low and redistributes a portion
back to participants, fostering a cooperative financial ecosystem.

6.1 Marketplace Trading Fees (2.5% per trade)

Each time a fractional artwork token is traded on the secondary marketplace,
the seller pays a 2.5% fee on the final sale price. This fee is collected by the
platform. The 2.5% level is markedly lower than fees in the legacy art market —
where buyers often pay a 25% premium at auctions — and is on par with leading
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NFT marketplaces (OpenSea also charges 2.5% on sales). The low fee encour-
ages higher trading volume and liquidity, as collectors know they won’t lose a
big portion of their investment when transacting. It also undercuts traditional
art dealers and auctioneers, highlighting The Art Club’s cost advantage.

Allocation of Trading Fees: The collected trading fees are split between
sustaining the platform and rewarding $ART stakers. A portion (e.g., 50%)
goes to the platform treasury to cover operational costs — such as insurance,
storage, legal, development, and marketing — ensuring the platform’s longevity
without needing to impose higher fees. The remaining portion (e.g., 50%) is
funneled into the staking rewards pool for $ART holders: This means that
active community members literally earn part of the platform’s revenue. For
example, if in a given month $1,000,000 worth of artwork tokens are traded,
the platform collects $25,000 in fees; $12,500 could go to the platform trea-
sury and $12,500 to stakers. Over time, the DAO can adjust the exact split
via governance, but the underlying philosophy-is to share revenue with the
community rather than extract it all as profit.

6.2 Profit Share on Artwork Sales (10% of profit)

The Art Club plans to occasionally sell fractionalized artworks when advanta-
geous (as determined by DAO governance). When an artwork from the collec-
tion is sold, the platform takes a 10% performance fee on the net profit of
that sale. Net profit is defined as the sale price minus the original acquisition
price and any direct expenses related to the sale. This is akin to a “carry” or
success fee. Notably, 10% is only half of what Masterworks charges (Master-
works takes 20% of the profit on a painting sale), reflecting The Art Club’s more
community-centric approach. Moreover, instead of this profit share going to a
central company, it is again used to reward token holders (after possibly a small
cut to the platform for facilitation).

Allocation of Profit Fees: The profit fee will be distributed to $ART
stakers as a special dividend or bonus reward. Because artwork sales are infre-
quent but large events, these distributions can be significant windfalls to loyal
community members. For instance, if a painting purchased for $2M is later sold
for $3M, the profit is $1M; the platform takes $100k (10%) as the fee. That
$100k could be immediately distributed among all stakers at that time, or per-
haps over a short period. This mechanism means stakers benefit directly
from successful sales, aligning their incentives with making prudent acquisi-
tion decisions. It essentially turns $ART into a token that captures the upside
of the art portfolio’s appreciation, similar to a dividend-paying stock. Impor-
tantly, because the underlying fractional NFT holders already get 90% of the
profit via the sale payout, the additional 10% to $ART stakers does not overly
dilute the return to the fractional owners — it’s a modest performance fee for the
service of curation and providing the platform, and it goes to the community,
not an external manager.
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6.3 Initial Offering Markup (if any)

The Art Club may include a small markup in the initial fractional offering price
of an artwork to generate immediate revenue. Traditional models often do this;
for example, Masterworks adds 11% on top of the purchase price when list-
ing shares. In The Art Club’s case, suppose the platform acquires an artwork
for $1,000,000. It might set the fractional sale valuation at $1,050,000 (a 5%
premium) so that if all fractions sell out, the platform earns $50,000. This
can help cover the costs of sourcing the deal, legal fees, and first-year insur-
ance/storage for that piece. However, since our goal is to maximize value to the
community, any markup will be kept modest and transparent. If the in-house
art dealership team is confident in the appreciation potential, they might even
opt for zero markup (i.e., offer fractions at cost) to give immediate paper gains
to participants. This decision can be case-by-case and subject to DAO review.
Regardless, any revenue from an initial sale markup would likely go directly to
the platform’s treasury to fund operations. The community benefits indirectly
as it reduces the need to fundraise elsewhere or charge other fees.

6.4 Ancillary Revenue

In the future, The Art Club might explore additional revenue channels: mer-
chandising (e.g., art prints or NFT collectibles of the fractionalized works),
sponsorships (e.g., a luxury brand sponsoring an exhibition in exchange for pro-
motion), or even event ticket sales (if hosting gallery events for members and
the public). These are not core to the model but can supplement income. For
instance, a special museum show of the collection could sell tickets, and pro-
ceeds go to the DAO. Or The Art Club might take on consulting for other
institutions to tokenize parts of their collection, earning fees. Any such rev-
enues would be relatively small compared to trading fees and art sales, but the
DAO treasury could grow from them or choose to distribute them.

6.5 Cost Structure

On the other side of the equation, The Art Club incurs costs to operate: main-
taining the platform (developers, infrastructure), marketing to grow the commu-
nity, due diligence and legal fees for acquisitions, insurance and storage for art,
event organizing, etc. The 2.5% marketplace fee and occasional initial markups
are intended to cover these ongoing costs. If the platform scales (imagine han-
dling dozens of artworks and a vibrant trading marketplace), these fees should
be sufficient for a sustainable business model. Additionally, because some tokens
(like team allocation) effectively compensate the team over time via token value,
the company’s need for cash is somewhat reduced relative to a traditional firm
— the team is incentivized to make the token succeed rather than draw large
salaries from revenue. In any case, the DAO will have full transparency on
the platform’s finances. Periodic reports may be published detailing revenue,
expenses, and treasury status. If needed, the DAO can vote to adjust fees or
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allocate treasury funds to ensure all costs are met.

6.6 Competitive Fee Advantage

It’s worth emphasizing how disruptive The Art Club’s fee model is relative
to the art status quo. In a typical high-end art sale, a seller might pay 5-15%
commission to a broker, and the buyer pays a 25% auction premium — altogether,
up to 30% or more of the artwork’s value goes to intermediaries. With The
Art Club, if someone buys fractions and later the artwork is sold, the total
fees taken (initial markup + profit fee + trading fees) are likely under 10%
cumulatively (and much of that goes back to token holders). For peer-to-peer
trades of fractions, 2.5% vs. 25% means investors can trade more frequently
without prohibitive costs, bringing stock-market-like liquidity to art. This
is a major selling point to draw in users: more of the art’s value stays with the
owners and community. We can illustrate this with a quick comparison example
in the whitepaper: “If an art investor flips a share of a painting for a 10% gain,
a traditional auction might wipe out that entire gain in fees, whereas on The
Art Club, the net gain would largely remain after just a 2.5% fee.”

6.7 Distribution of Value

Summarizing the flow:

e When artwork is first offered: The seller (dealer) gets the agreed price
(funded by the community), The Art Club might get a small margin, and
$ART holders get nothing directly at this point except the opportunity to
buy fractions.

e During secondary trading: Traders pay 2.5% to The Art Club; that
fee is split between operational treasury and $ART stakers.

e When artwork is sold: Fraction holders get 90% of profit + their prin-
cipal back, and $ART stakers get the 10% profit cut as a reward.

e Continuous staking: Stakers accumulate fees and occasional profit shares,
which likely drives demand for $ART, as the token has a claim on platform
cash flows.

This virtuous cycle means the more active the marketplace and the more
successful the art investments, the more valuable $ART becomes (due to higher
rewards), which in turn incentivizes people to hold and stake $ART, aligning
them with the platform’s growth. It creates a feedback loop of value accrual
to the community.

To ensure fairness, all fee rates (2.5% trading fee, 10% profit fee) are hard-
coded initially but can be modified by DAO vote if needed. Any changes would
likely apply only prospectively (for example, the DAO could lower the mar-
ketplace fee further if revenue is more than covering costs, or adjust the profit
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share). However, there will probably be a cap in place that prevents raising fees
above certain thresholds without a very high quorum, to protect against any
hypothetical scenario where governance could be swayed to enrich a subset at
the expense of the broader user base.

In conclusion, The Art Club’s revenue model is community-first. By keep-
ing fees low and redistributing a significant portion to token holders, the plat-
form essentially functions as a collective, where members share in the success.
This not only differentiates it from traditional art investment vehicles but also
builds loyalty and long-term engagement from users who feel truly invested in
the platform’s outcome.

7 Roadmap

The Art Club has an ambitious but realistic roadmap to launch the platform,
build its community, and continually expand its offerings and features. The
following timeline outlines major milestones and development phases for the
next 124+ months:

e T-minus 6 Weeks — Community ICO & Token Launch: (Target:
1.5 months from now)

The initial focus is conducting the $ART token generation event (the com-
munity ICO). Leading up to this, The Art Club will release its whitepaper
(this document), hold community AMAs, and engage in marketing to at-
tract prospective members. Whitelisting or a fair launch mechanism will
ensure a wide distribution of $ART. The ICO will likely run for a short
window (e.g., one week) to reach the desired raise. Upon completion,
$ART tokens will be distributed to participants (with applicable vesting
for any early allocations). Listing $ART on a decentralized exchange (such
as Uniswap) for liquidity is planned around this time so that market-driven
price discovery can begin. This event marks the official “launch” of the
platform’s token and community governance capability.

e T-minus 4 Weeks — First Governance Vote: (Target: “1 month from
now, possibly overlapping with token sale prep)

Even before the ICO or by the time it concludes, The Art Club aims to
hold its‘first governance vote using Snapshot. This vote will likely
concern the first artwork acquisition to pursue. The core team, having
secured options on a high-quality artwork, will present the proposal to
$ART holders; for example: “Shall we acquire [Artwork X] by [Artist Y]
for $Z price, fractionalized into N tokens?” Token holders will cast votes
to approve or reject.

This inaugural vote serves a dual purpose: it engages the community early
in a meaningful decision, and it tests the governance systems (Snapshot
setup, vote tally, etc.) on a smaller scale. Assuming a positive outcome,
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the team will proceed with preparations for the artwork offering. If nega-
tive, the team may quickly pivot to an alternate artwork or address con-
cerns raised by the community.

Month 2 — Platform Beta Launch & First Artwork Offering:
(Target: 1-2 months post-1CO)

With $ART in circulation and an acquisition approved, The Art Club will
launch the platform in beta. This includes deploying the smart contracts
for fractionalizing the first artwork, setting up the web marketplace inter-
face, and opening the first artwork token offering. The first offering
(say, the $WARHOL token representing a Warhol painting) will be a defin-
ing moment. The community will be invited to contribute funds to mint
the limited supply of that artwork’s NFT fractions. Marketing efforts will
highlight the iconic nature of the piece and the opportunity to own a part
of it. The sale might use a model like a fixed price per fraction or a dutch
auction if demand is uncertain. During this phase, The Art Club will care-
fully manage escrow and ensure a smooth user experience for transactions.
Any oversubscription or undersubscription scenarios will be transparently
handled (e.g., if oversubscribed, a fair allocation or lottery might be used;
if under, extension or refund as planned). Once complete, the artwork
tokens are distributed to buyers and the physical purchase is finalized.

Month 3 — Secondary Marketplace Launch: (Target: within a month
after first offering)

Following the distribution of the first artwork tokens, the secondary
market functionality will be fully enabled. Users can list their fractions
or place bids. The Art Club will. monitor the initial trading to ensure ev-
erything functions (wallet integration, trade matching, fee collection into
staking pools, ete.). We anticipate early price discovery on the fractions:
they may trade at a premium if the artwork was highly sought, which
would validate the platform’s model. The first few weeks of trading will
also generate the first-batch of fee revenue, which will begin accruing for
$ART stakers. During this time, the staking smart contract will go live
as well, allowing $ART holders to lock tokens and start earning from fees
(and any initial staking rewards program).

Month 3-4 — Tiered Membership Rollout & First Community
Events:

As the platform stabilizes, The Art Club will roll out the tiered mem-
bership benefits tied to $ART holdings. This could involve issuing NFT
badges for different tiers, opening event sign-ups, and launching a com-
munity forum for members. Around this time, the platform will host its
first exclusive event — for example, a virtual gallery tour of the acquired
artwork or an in-person meetup at a gallery where the piece is displayed.
This is also when any promised airdrops or perks (like Artrade’s $ATR
airdrop to fragment buyers) would be delivered: e.g., the early adopters
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who participated in the first offering might receive a small $ART bonus
or other rewards. These community-building efforts aim to solidify a pas-
sionate user base that will advocate for the platform.

Month 4-6 — Second Artwork Acquisition and Ongoing Releases:

Sticking to the plan of “a new artwork every month,” The Art Club
will continuously repeat the cycle: propose an artwork — vote — execute
fractional offering — integrate into marketplace. By month 4 or 5, we ex-
pect the second artwork (say a Picasso or Monet piece) to be tokenized and
offered. Lessons from the first will be applied to streamline the process.
We also plan to broaden participation — if the first offering was primar-
ily $ART holders, the second might reach a wider audience (perhaps via
partnerships or advertising to art communities), bringing new users who
then become $ART holders themselves. At this stage, the platform’s tech
will move from beta to full production as any kinks are ironed out. We’ll
also add features to the marketplace like search filters for artworks, price
charts for fractions (if enough data), and maybe integration with external
NFT aggregators.

Month 6 — Expansion and Partnerships:

Roughly half a year in, The Art Club should have a few artworks in its
portfolio and a growing community. We will look to expand partnerships:
possibly collaborating with a major auction house to source inventory
(some auction houses might see us as competition, but others may part-
ner to reach new clients), or with museums to co-host exhibitions of frac-
tionalized works. A partnership with an insurance or art logistics provider
could yield better rates for our needs. On the tech side, we might integrate
support for hardware wallets and mobile app functionality to widen ac-
cessibility. Also, if not earlier, by this time we would pursue listing $ART
on major centralized exchanges (depending on demand and compliance)
to improve liquidity and profile.

Month 9-12 — First Major Artwork Sale (Exit) Consideration:

As we approach a year, it’s possible one of the fractionalized artworks
might have an offer or reason to sell (though typical hold times might
be longer, we stay open to opportunities). The DAO could entertain its
first art_sale proposal if, for example, a museum or collector offers to buy
out a piece at a hefty premium. Even if no sale occurs within the first
year (which is likely, since appreciation takes time), this period will be
used to refine the exit strategy playbook so that when the time comes,
the process is smooth for distributing proceeds to fraction holders and
rewarding stakers. We might also explore buyout mechanisms: some
fractional platforms allow an external buyer to propose buying all fractions
at a certain price, triggering a vote. The Art Club will likely incorporate
such a mechanism, and by this time the terms (e.g., needing 2/3 of fraction
owners to approve a buyout) will be set via governance.
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e Year 14+ Beyond — Scaling Up and New Features:

After the first year, the focus is on scaling: more artworks, possibly in-
creasing the frequency if demand is high (e.g., tokenizing two pieces per
month eventually), and potentially branching into different types of art
or collectibles. The Art Club could expand from paintings to also include
sculptures or other valuable artifacts, as long as they fit the “blue-chip”
criterion and can be stored and insured. Another future path is creating
an Art Club Metaverse Gallery where NFT fractions are displayed in
a virtual museum that anyone can visit — bringing the concept. of a decen-
tralized museum to life, similar to Arkive’s vision of a metaverse/physical
museum combo. On the technical side, future features could include frac-
tional token lending /borrowing (allowing people to borrow against their
art fractions as collateral, integrating DeF1i), or fractional buyback pro-
grams where the DAO might buy fractions on the open market if prices
dip below intrinsic value (to support the market). The roadmap will con-
tinuously be updated through DAO proposals to adapt to new epportu-
nities and challenges.

Long-Term Vision: Ultimately, The Art Club aims to have a robust col-
lection curated by its members — perhaps dozens of artworks across genres
— effectively a decentralized, tokenized museum. We envision an autonomous
platform where art enthusiasts globally can come together to collect, trade,
and experience art in a way never done before. Success would be mea-
sured by a thriving secondary market, satisfied members who feel a sense of
ownership and community, and financial outcomes where both art lovers and
investors feel rewarded. Key long-term milestones might include: reaching a
certain total AUM (assets under management in art), achieving mainstream
recognition (e.g., a piece from The Art Club’s collection being loaned to the
MoMA or Louvre for exhibition), and demonstrating strong returns that rival
other alternative investments.

Fach step of this roadmap will be undertaken with careful attention to se-
curity (smart contract audits before launch), regulatory compliance (ensuring
offerings are legally sound in relevant jurisdictions), and, most importantly, com-
munity feedback. The roadmap is a living plan — as a DAO-driven project, $ART
holders will have a'say in prioritizing features or changing course if needed. For
example, the community might decide to slow down acquisitions to focus on
adding a new functionality, or vice versa. This flexibility is a strength of the
model.

In conclusion, the path forward for The Art Club is clearly charted: from
token launch to the first fractionalized masterpiece and beyond, we are focused
on delivering tangible value to our members at each milestone. The excitement
of our early timeline — with governance votes and art drops in quick succession
— is balanced with a sustainable growth plan for the years ahead.
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8 Risk Factors

While The Art Club presents an innovative model for art investment and com-
munity ownership, participants should be aware of various risks and challenges
inherent in the project. This section outlines key risk factors, categorized into
different areas:

8.1

Market and Investment Risks

e Art Market Volatility: The value of art can be volatile and unpre-

8.2

dictable. Even blue-chip artworks do not guarantee appreciation; they
can stagnate or decline in value due to changing tastes, economic down-
turns, or revelations affecting an artist’s reputation. Investors in fractional
art tokens risk losses if an artwork’s value falls.- Past performance is not in-
dicative of future results — e.g., while some Masterworks paintings achieved
20%+ annual returns, at least one yielded under 5%, and art overall can
be illiquid and risky. There is no guarantee any given artwork on'The Art
Club will appreciate or find a buyer at a higher price.

Liquidity Risk: Although The Art Club provides a secondary market-
place, there is a risk of low liquidity for certain artwork tokens. If few
buyers or sellers exist for a particular fraction, token holders might not be
able to exit their positions at a desired price or timing. In extreme cases,
an artwork token could trade at significant discounts to its proportional
share of the underlying’s appraised value due to illiquidity. Market-making
efforts will be considered, but cannot ensure active trading in all condi-
tions.

Speculative Demand for $ART: The $ART governance token’s value
could be highly volatile. Its price in the market will depend on platform
adoption and speculation. If the platform underperforms or falls out of
favor, $ART could lose significant value, affecting those staking it for
rewards. Conversely, hype could inflate $ART beyond fundamental value,
potentially leading to sharp corrections. Participants should understand
that $ART is not a stable asset; it’s tied to platform success and crypto
market sentiment.

Platform and Smart Contract Risks

Smart Contract Bugs: The Art Club’s functionality relies on complex
smart contracts for tokenization, escrow, marketplace, and staking. De-
spite thorough audits and testing, bugs or vulnerabilities may exist. A
bug could potentially be exploited by attackers, leading to loss of funds
(e.g., theft of escrowed funds or incorrect distribution of sale proceeds).
The platform will engage reputable auditors and possibly offer bug boun-
ties, but the risk cannot be entirely eliminated. Users interacting with the
contracts should be aware of this technical risk.

23



e Hacks and Security Breaches: Apart from smart contract logic bugs,

8.3

other security breaches are possible. Wallet hacks (user-side), exchange
hacks (if $ART is listed externally), or an attack on The Art Club’s website
(phishing or interface manipulation) could all harm users. The platform
will implement robust security practices, 2FA for accounts, and educate
users, but the risk of hacking is inherent in the crypto space. Users must
practice good security hygiene (safeguard private keys, verify site URLs,
etc.).

Operational Failures: There’s a risk of downtime or system failures on
the platform. For instance, high demand during a token offering might
overload the system, causing user frustration or transaction errors. While
blockchain transactions themselves are robust, the user interface or API
layers could experience outages. The Art Club team will strive for high
uptime and redundancy, but unexpected technical issues or maintenance
needs may interrupt services.

Regulatory and Legal Risks

Securities Law and Compliance: Fractionalized art tokens could be
considered securities by regulators (since they represent an investment in
a common enterprise with expectation of profit). If regulators deem $ART
or the artwork NFTs as unregistered securities, The Art Club and its par-
ticipants could face legal consequences or be forced to halt operations.
The platform is exploring compliance pathways (such as offering fractions
under regulatory exemptions where needed), but laws vary by jurisdiction
and are evolving. There is a risk that U.S. or other authorities may impose
restrictions or penalties. For example, regulators might argue fractional
tokens meet the Howey test (investment contract), especially if profits rely
on the efforts of The Art Club’s management. This could necessitate lim-
iting participation to accredited investors in some countries or conducting
costly registrations.

KYC/AML Requirements: Relatedly, to comply with Anti-Money
Laundering laws, The Art Club might need to implement KYC (Know
Your Customer) identity verification for participants, especially for large
transactions or payouts. Users who value privacy may find this cumber-
some, but it may be legally required. Failure to implement adequate AML
measures could result in regulatory actions that affect the platform’s op-
erations or the freezing of assets.

Legal Ownership Structure: The Art Club uses legal entities to hold
the physical artworks. There is risk in those arrangements — for instance,
if a custodial entity faces legal disputes, or if The Art Club’s holding struc-
ture is challenged in court (e.g., in the event of a platform bankruptcy).
While the aim is to isolate assets (like Konvi does with an independent
trust so investor ownership is protected), there could be complex legal
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8.4

proceedings where fractional owners’ claims are tested. Any ambiguity in
the legal agreements might lead to litigation or difficulty for token holders
to enforce their ownership rights.

Jurisdictional Restrictions: It’s possible that certain countries might
ban or restrict the sale of fractional asset tokens. If you are based in a
jurisdiction that disallows such investments, you might be legally barred
from participating, or later your government could impose restrictions re-
quiring you to divest. Regulatory changes in any key market (like the U.S.,
EU, China, etc.) could impact The Art Club’s user base and operations
— for example, if a country classifies the tokens as securities and demands
they be traded only on licensed platforms.

Governance and DAO Risks

Governance Attacks: The DAO structure means decisions are decen-
tralized, which introduces risk of governance attacks or poor decisions. A
malicious actor could accumulate a large amount of $ART (especially if
the token price is low early on) and attempt to push proposals that benefit
them at the expense of the community (for instance, transferring treasury
funds to an address they control). There’s also the 55% attack scenario
— if an entity gains majority voting power, they could theoretically control
the DAO. While vesting and distribution strategies aim to decentralize
holdings, this risk remains if token supply concentrates over time. The
team’s initial safeguards (like multi-sig oversight) reduce this in the short
term, but eventually the goal is full decentralization which must trust the
token holder distribution.

Voter Apathy: On the flip side, if too few people participate in gov-
ernance, proposals could pass without sufficient scrutiny, or the platform
could stagnate because quorums aren’t met. There’s a risk that gover-
nance becomes plutocratic (only a small group of large holders bother
voting and effectively control outcomes). The Art Club will mitigate this
by lowering quorum if needed and encouraging participation, but the risk
of suboptimal governance due to human factors is real.

Disagreements and Forks: The community might face contentious de-
cisions (e.g., whether to sell a beloved artwork for profit or hold it). Strong
disagreements can create factions within the DAO. In extreme cases, it
could lead to a “fork” — perhaps one group splits off to form a separate
platform or the token community becomes fractured. Such scenarios could
diminish the platform’s unity and value. Managing community sentiment
and finding consensus solutions is more of a social challenge than a tech-
nical one, but it is a risk the project must continuously manage.
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8.5

Art-Specific and Custodial Risks

e Physical Asset Risk: The underlying artworks are physical objects

8.6

that face risks like damage, theft, deterioration, or force majeure events.
While The Art Club will insure each piece, insurance might not cover
full market value or all situations (for instance, some insurers won’t cover
war/terrorism or inherent vice in artworks). If a painting is destroyed
or badly damaged, its value could plummet to zero, and thus the frac-
tional tokens would lose their value too (insurance claims might pay out
something, but there is no guarantee of full compensation especially of
appreciation value). Proper storage and handling mitigate this, but acci-
dents or disasters (fire, flood, etc.) remain possible.

Forgery or Authenticity Issues: Although the platform will conduct
thorough due diligence, the art world has seen instances of forgeries or
contested attributions. If an artwork turned out not to be by the claimed
artist (or its provenance is challenged); its value could drop significantly
and legal disputes could ensue. The Art Club relies on expert assessments,
but there is a residual risk of authenticity issues. Additionally, title defects
(e.g., a claim that a work was stolen or subject to an ownership dispute)
could impair the asset’s value or force a sale cancellation.

Lack of Control for Fractional Owners: As a fractional owner, users
entrust The Art Club (and the DAQO) with decisions like when to sell or
how to manage the art. Individual fraction holders can’t unilaterally with-
draw the physical artwork or influence decisions beyond voting. This lack
of direct control means one is exposed to the collective decision-making
quality. For example, the DAO. might reject a lucrative purchase offer
that some individuals would have taken, or vice versa. Investors must ac-
cept the majority’s will, which might not always align with their personal
preference.

Competitive Risks

Competition from Traditional and Crypto Players: The Art Club
competes with other fractional art platforms and potentially with tra-
ditional art funds or galleries offering similar products. Masterworks, for
instance; has a strong head start and brand in fractional art. Newer crypto
projects might also emerge (or existing ones like Particle could expand). If
a competitor offers lower fees, better user experience, or more attractive
assets, The Art Club could struggle to attract or retain users. Addi-
tionally, if big NFT marketplaces or companies like Sotheby’s decide to
directly enter this space (Sotheby’s has experimented with tokenization),
they have deep pockets and networks that could pose a threat. Compe-
tition could limit the platform’s growth or force less favorable economics
(e.g., reducing fees further, which could squeeze funding for operations if
volume doesn’t compensate).
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e Adoption Risk: More broadly, there’s a risk that the model doesn’t

8.7

8.8

achieve mass adoption. The concept of fractional ownership might remain
niche, or trust barriers might prevent mainstream art collectors from em-
bracing it. If user growth stalls, the liquidity and utility of the platform
suffer, creating a negative spiral (low activity — less incentive to join —
even lower activity). The project is somewhat ahead of the curve in meld-
ing traditional art and crypto; there’s always a risk that it might be too
early or that the market size is smaller than anticipated.

Macro-Economic Risks

Crypto Market Fluctuations: Since $ART and the fractional tokens
operate in the crypto ecosystem, broader crypto market downturns (a
“crypto winter”) could hurt participation and token prices regardless of
art performance. If Ethereum network fees spike or if a major crypto
crash happens, it might reduce user activity or cause panic selling. The
platform’s usage depends on a healthy blockchain environment.

Global Economic Conditions: The art market itself is tied to global
wealth and economic cycles. In a severe recession, luxury spending on
art might drop, affecting sale prices and demand for new acquisitions.
Geopolitical events or currency fluctuations can also have an impact (e.g.,
if the dollar strengthens massively, international demand might wane or
vice versa).

Others

Taxation Uncertainty: Participants may face complicated tax issues.
Buying and selling fractional tokens could trigger capital gains events; if
the platform sells an underlying asset, fractional owners might owe taxes
on their profit share. The tax treatment of crypto assets varies by country,
and the platform cannot give tax advice. There’s a risk users mis-handle
tax reporting, leading to penalties, or that new taxes (like specific NFT
taxes or higher capital gains rates on collectibles) reduce the net returns.

Legal Disclaimer Importance: Finally, it’s worth noting that this
whitepaper is not a legally binding prospectus. Plans can change as the
project evolves. The “Risk Factors” listed are not exhaustive but highlight
major areas of concern. Participants should do their own due diligence
and possibly consult financial or legal advisors before engaging with The
Art Club. By participating, one acknowledges these risks.

The Art Club team is committed to mitigating risks wherever possible:
through prudent management, insurance, security audits, regulatory consul-
tations, and community education. However, not all risks are controllable.
Participants should only invest funds they can afford to risk, and
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approach the platform with a balanced understanding of potential
downsides. Transparency will be maintained — if any risk materializes (for
example, a regulatory notice or a security incident), the team will promptly
inform the community and work on resolutions. This culture of openness and
caution is crucial to navigating the complex intersection of art and blockchain
successfully.

9 Legal Disclaimer

Not an Offer of Securities: This whitepaper is for informational purposes
and does not constitute an offer to sell, or the solicitation of an offer to buy,
any securities or financial instruments in any jurisdiction. The $ART tokens
and fractional artwork tokens discussed are intended as utility and governance
tokens for participation in The Art Club platform. “However, no regulatory
authority has evaluated these tokens, and the characterization of tokens under
various securities laws is evolving. Participation in the token offerings should be
done with understanding that regulatory treatment is uncertain, and purchasers
may be required to qualify as accredited investors or meet other requirements
depending on jurisdiction. The Art Club reserves the right to conduct necessary
KYC/AML checks and exclude persons from certain regions if required by law.

No Investment Advice: Nothing in this document should be construed as
investment, legal, or tax advice. The Art Club is a novel platform with inherent
risks (as outlined above), and prospective participants should consult with their
own professional advisors before making any decisions. The discussion of poten-
tial returns, fee savings, or market context is provided for illustrative purposes
based on past data and analogous projects; it is not a guarantee or promise of
future performance. Investing in art, fractional tokens, or cryptocurrencies is
speculative and could result in loss of your entire investment.

Forward-Looking Statements: Certain statements in this whitepaper,
including but not limited to roadmap milestones, future plans, and prospects of
the project, are forward-looking. These statements are based on current expec-
tations and assumptions by project management and are subject to uncertainties
and changes (due to technical challenges, market conditions, regulatory changes,
etc.). Actual results or events may differ materially from those projected. The
Art Club disclaims any obligation to update forward-looking statements should
circumstances or management’s estimates change, except as required by law.

No Guarantees: The Art Club platform and its tokens are provided on
an “as is” and “as available” basis. There is no guarantee that the platform
will launch as described, or that all features will be implemented. Timelines
in the roadmap are targets, not firm commitments, and may be delayed. The
success of The Art Club depends on many factors outside the control of the
team, including participant adoption and third-party services (like Ethereum
network reliability). By participating, users acknowledge these uncertainties.
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User Responsibilities: Participants in The Art Club must ensure they
comply with all relevant laws in their country of residence, including but not
limited to securities laws, tax laws, and exchange controls. Users are responsible
for the security of their own cryptocurrency wallets and accounts. The Art
Club is not liable for loss due to user negligence (e.g., losing private keys, falling
for phishing scams). Additionally, community governance means that certain
decisions are out of the core team’s hands; by using the platform, you accept
that future changes might be made by token holder vote that could affect token
attributes or platform policies.

Intellectual Property: This whitepaper may reference names or trade-
marks (e.g., names of artists or companies like Masterworks, Sotheby’s) for
explanatory purposes. All such references are the property of their respective
owners, and their inclusion does not imply any affiliation or endorsement. The
Art Club platform concept and code, where original, will' be intellectual prop-
erty of the developers or open-sourced; participants are granted no rights to
such IP beyond usage of the platform.

No Warranty: To the maximum extent permitted by applicable law, the
team disclaims all representations and warranties relating to The Art Club to-
kens and platform, whether express, implied, or statutory. There is no warranty
that the platform will be error-free or secure, or that token utility will meet
users’ expectations. All token holders and users of the platform do so at their
own risk.

Liability Limitations: In no event shall The Art Club or its founders, de-
velopers, or affiliates be liable for any indirect, special, incidental, consequential,
or exemplary damages arising out of or in connection with participation in the
token sale or use of the platform, nor shall their aggregate liability exceed the
amount the user has paid to acquire tokens. This limitation of liability applies
to the fullest extent permitted by law.

By participating in The Art Club in any capacity (token holder, fractional
owner, or platform user), you acknowledge that you have read and understood
this disclaimer and the risk factors, and you agree to the terms herein. The Art
Club team encourages responsible participation and will do its best to fulfill the
vision outlined while adhering to legal and ethical standards. However, ultimate
responsibility and decision to engage rest with the individual participant.

Sources: The concepts and comparative data presented draw from various
industry sources and examples for context. Notable references include: Art-
net News on auction fees, Masterworks’ fee structure and practices, Artrade’s
tokenomics approach, Particle’s fractionalization model, and insights on DAO
governance from Snapshot’s documentation, among others. These references
have been cited inline to provide transparency and credibility to the informa-
tion and rationale discussed. They serve as illustrative benchmarks and do not
indicate any partnership or direct comparison — The Art Club is an independent
initiative learning from prior art (pun intended) in the field.
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