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Blockchain vs. Cryptocurrency

* A shared, immutable ledger that facilitates the process of recording
transactions and tracking assets in a network

* How can it be used in banking? Blockchain is a permanent, transparent,
unalterable record, which gives rise to applications other than as a means of
payment

* For example, digitizing real estate assets, placing deed, title, valuation, and operating
metrics on chain and increasing the transparency and accessibility of that data to
investors

* Executing mortgage transactions, including transfer of ownership on chain

* Loan securitization: securitization involves a level of detailed and accurate information
about underlying assets that blockchain technology is well suited to provide
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Cryptocurrency Observations

1. Genie is out of the bottle,
2. Intermediaries are critical,
3. Serious questions remain,
4. Banks see opportunity and risk.
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What’s happening today?

 Cryptocurrencies have lost over 2/3™ of their value since peaking in
November 2021, falling from about S3T to less than $1T today

 Terra/Luna an algorithmic stablecoin pair crashed causing a cascade of losses
and leading to Chapter 11 bankruptcy filings for at least two crypto lenders
(Voyager Digital and Celsius) and one hedge fund (Three Arrows Capital)

* The overall value lost and revelations of highly leveraged, risky structures has
further spotlighted the need for regulation in the market
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“Traditional” Cryptocurrency

Thousands of coins, but market cap is Highly price volatile
highly concentrated

Tue 06 Sep 2022, 20:00:00

BTC: 36.34% BTC price is down ~70%
ETH: 18.96% from Nov 2021 high

USDT: 6.81%
USDC: 5.2% S50

® BUSD: 1.99%
XRP: 1.61%

@ ADA: 1.58%

® SOL: 1.09%
DOGE: 0.79% usp sop ‘ 2001 et
Others: 21.29%
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Potential Bank Activities

* Business banking

e Custody (holding)

* Trading (buying & selling)

* Crypto rewards

* Lending against crypto collateral
* Issuing stablecoin

* Transacting in stablecoin
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Fintechs Enabling Crypto for Banks
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NYDIG facilitates crypto custody

* Enables user-friendly access to
buy/sell/hold bitcoin through banks  wecomebsc. g/
* Regulatory posture
* Finder authority S i
* Direct agreements with end user Sains snsoiea
* Bank never touches bitcoin
.. . B IntrolducingtheBitcoin
* Core and digital front-end integrated EESSEEI—_—
* No channel conflict

Why ABA invested in NYDIG

Bitcoin accounts and services provided by NYDIG. See Terms.

Screens are for illustrative purposes only and ¢

Future Bank

MARKET VALUE OF 1BITCOIN: $56,842.31 (7)

BITCOIN ACCOUNT VALUE (§)

*621.50

0.01093376 BTC

Buy Bitcoin Sell Bitcoin

See All

Recent Transactions

+0.00173286 BTC
$100.00

(D Bought Bitcoin Pl
02/02/202108:32pm ET

+0.00346573 BTC
$200.00

o Bought Bitcoin
02/01/202110:17am ET

+0.00554517 BTC
$320.00

° Bought Bitcoin
01/30/2021 08:19pm ET

Documents

o not reflect information for any specific transaction

Future Bank

Welcome back,
Kiara
Bank Accounts

Checking
**+13081

Savings
++*14650

Bitcoin Account

Bitcoin

fo\ o}

$9,749.23

Available Balance

$12,301.43

Available Balance

$621.50 (O

0.01093376 BTC

Bitcoin Account
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https://bankingjournal.aba.com/2022/01/why-aba-invested-in-nydig-supporting-banks-as-they-help-customers-access-cryptocurrency/

Vast Bank custodies crypto assets directly

e Vastisthe
custodian of the

Vast Cl'ypto — | customer’s crypto

[ ]
assets
Banking |
Tuesday, August 24, 2021 ° Pa r‘tnered W|th
We've taken the complexity and anxiety Goad afternaon, Joshl Coinbase and SAP

out of owning crypto. Checking Account

* Separate from
Vast Bank is the first nationally chartered U.S. bank that allows you . | b k
5,823.22
to buy, sell, and hold cryptocumrency assets through your mobile ega Cy ankin g
banki :
R e Pending Deposits $250.00 a p p

Start building your crypto portfolio today! * 12 coins ava”a ble

Crypto Account

Available on the "
D App Store ®

Crypto Portfolio $4,357.22

Buying Power $250.00
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Quontic offers Bitcoin Rewards Checking

* On a daily basis, 1.5% of each Qualified Point of
Sale (POS) purchase with your Quontic debit
card will accrue in US dollars and then be used
to purchase Bitcoin on your behalf

* Each daily Bitcoin purchase will be added to
your balance in your NYDIG account until you

decide to redeem it \\
<=/ - \
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Accepting Crypto as Collateral

* BankProv offers deposit and lending

. . We're pushing our full-service offering for the
services to crypto businesses

community to the next level. We
believe crypto-related businesses should be
aofforded the same access and right to traditional
financing tools. At BankProv, we're working

alongside some of the most innovative companies

to deliver crypto backed loans to address the
market need for accessible USD for crypto-heavy
borrowers. Get access to secure

or Bitcoin to provide expansion on your
business’ operations through our specialty
lending solutions.
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Accepting Crypto as Collateral

"We recently extended a secured .

lending facility where we lent fiat CoinDesk ¢ -
collateralized on BTC; BTC hEINE e ——————
owned by the borrower," a

Business
Goldman spokeswoman told Goldman Sachs Makes Its First Bitcoin Backed Loan
CO i n D e S k i n a n e m a i I |lT h e The global investment bank allowed a borrower to use the cryptocurrency as collateral for a
. cash loan.

By Brandy Betz - (D Apr 28, 2022 at 4:41pm. EDT - Updated Apr 28, 2022 at 5:33 pm. EDT

interesting piece for us was the
structure and the 24-7-365 day
risk management."
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Funding solutions

coinbase

CIRCLE

wos03dA B

SILVERGATE
EXCHANGE NETWORK
(SEN)

S

MKraken

* The Silvergate Exchange Network (SEN)
enables digital currency and institutional
investor clients to send U.S. dollars and
euros 24/7/365 between their Silvergate
accounts and the accounts of other
Silvergate clients

* ~1,400 clients, including exchanges,
family offices, and crypto companies, are
now on the network

* Dollar-based volume on the network has
been rising steadily, hitting $790 billon
last year in total
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Stablecoin

Safest
Most Stable
Most Scalable

Algorithmic Stablecoin

Asset-backed Stablecoin

Tokenized Deposit /
Bank-issued Stablecoin

TerraUSD (UST)

Frax (FRAX)
Neutrino USD (USDN)

Magic Internet Money (MIM)

Tether’s USDT
Circle’s USDC
Binance’s BUSD
Paxos USDP
Gemini’s GUSD

USDF
JPMC Coin
Tokenized Deposits
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How stable?

TerraUSD to USD Tether and USDC

TerraUSD to USD Chart
o Prices of tether and usd coin
Price  Market Cap  TradingView i 7D 1M 3M 1Y YTD AL B LOG
May 11to May 12,2022
0.60

usd coin

19 22 25 Apr 3 6
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Bank-issued Stablecoins

News Industries v

CoinDesk 2 j T

Business Tech Policy Indices TV & Videos Podcasts Crypto Explainer+ Events Research About | Spons I n S I g h tS
Ethereum XRP Solana Terra
Business

Banking - News

US Banks Form Group to Offer USDF Stablecoin . .
Founding members of the USDF Consortium include New York Community Bank, FirstBank Ta- S Satpay ralses $4 0 m, unvells

and Sterling National Bank. blockchain Digital Interbank

By Jamie Crawley + (© Jan 12,2022 at 834 am.EST - Updated Jan 13, 2022 at 11:29 am. EST -
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Central Bank Digital Currencies (CBDC)

O
TS

I

* Digital token issued by and held as a liability of the Federal Reserve
* Fundamental change in a consumer’s relationship with the Fed
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CBDC Models

Direct Hybrid Wholesale

A

Bank ¢




No compelling case for CBDC in U.S.

Opportunity Risks
. Financial Inclusion . Deposit Substitution
. International Competitiveness * Financial Stability

. Big Tech’s Role
. Fed Balance Sheet

. Cross Border

. Privacy
. Enforcement of AML/KYC/
Sanctions

American
Bankers
Association.



- =
What about the Regulators?

* The OCC, FDIC, and Federal Reserve have each weighed in with a
notify, and we’ll let you know approach

* The FDIC is focused on misrepresentation of FDIC insurance
* The SEC and CFTC are in a battle for jurisdiction

* The SEC issued an accounting bulletin that indicates how
safeguarded cryptoassets should be recorded
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What about the Administration?

Executive Order on Digital Assets President’s Working Group on Stablecoins

e (Calls for 14 distinct reports onthe ¢ Stablecoin issuers should be insured

crypto market depository institutions,

e Largest impact on CBDC, * Custodial wallet providers should be
including tasking the AG to assess subject to appropriate federal oversight,
whether legislation is required and

and draft it, if so
* Stablecoin issuers should comply with
e Strong nexus to national security activities restrictions that limit affiliation
with commercial entities.
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https://www.whitehouse.gov/briefing-room/presidential-actions/2022/03/09/executive-order-on-ensuring-responsible-development-of-digital-assets/
chrome-extension://efaidnbmnnnibpcajpcglclefindmkaj/viewer.html?pdfurl=https%3A%2F%2Fhome.treasury.gov%2Fsystem%2Ffiles%2F136%2FStableCoinReport_Nov1_508.pdf&clen=7676366&chunk=true

What about Congress?

* Digital Commodities Consumer Protection Act — Sens. Stabenow and Boozman
* Responsible Financial Innovation Act — Sens. Lummis and Gillibrand
 Stablecoin TRUST Act — Sen Toomey

 Potential bipartisan House stablecoin bill
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Questions?
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Innovation @ ABA

P bl H Engage policymakers to ensure banks have
UDIIC .
regulatory clarity to adopt new technology and
1 business models, while ensuring that an unlevel
PO I ICy playing field doesn’t develop.

Help banks explore opportunities and

St rategy define an innovation strategy by tracking
market trends and identify promising
potential partners.

Direct entrepreneurs toward building
Ve nt ure startups that solve our industry’s toughest
problems, not compete with it.
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ABA Resources and Policy Statements

e Understanding Cryptocurrency

* Comment on Fed CBDC Discussion Paper
e SEC SAB 121 Request for Delay

* FDIC RFl on Digital Assets

* SFR on Crypto

Understanding Cryptocurrency
* SFR on Stablecoins

* SFR on CBDC
e Letter to BCBS on Capital Treatment
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https://www.aba.com/news-research/research-analysis/understanding-cryptocurrency
https://www.aba.com/advocacy/policy-analysis/aba-comments-on-fed-discussion-paper-money-and-payments
https://www.aba.com/advocacy/policy-analysis/joint-letter-to-sec-on-sab-121
https://www.aba.com/advocacy/policy-analysis/aba-comment-letter-on-fdic-rfi-on-digital-assets
https://www.aba.com/advocacy/policy-analysis/aba-statement-for-the-record-digital-assets-and-the-future-of-finance?utm_source=eloqua&utm_medium=email&utm_campaign=newsbytes&utm_content=NEWSBYTES-20211209
https://www.aba.com/advocacy/policy-analysis/aba-statement-for-the-record-stablecoins-how-do-they-work
https://www.aba.com/advocacy/policy-analysis/statement-for-the-record-hfsc-subcommittee-hearing-central-bank-digital-currencies
https://www.aba.com/advocacy/policy-analysis/aba-letter-to-bcbs-re-crypto-consultation
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