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Timeline of Key Industry Events

Jul '22: 3AC defaults on Mar ‘23: Voyager Plan is
loans and files Ch. 15 Confirmed. District
bankruptcy in SDNY Court grants DOJs
I motion to stay the
Nov "21: Crypto Jun ‘22: Crypto market Jul '22: Voyager halts Nov ‘22: FTX and BlockFi confirmation order
market cap peaks at cap falls to $822B from operations and files Ch. files for Chapter 11 pending the
$2.97 its all time high 11, citing exposure to government’s
3AC confirmation appeal

¢ * ¢ ¢

May ‘22: Terra/Luna collapse Jun - Jul ‘22: Finblox, Babel Jul ‘22: Celsius hallts Jan ‘23: Genesis Global files
triggers crypto meltdown, with Finance, Zipmex, CoinFlex and operations and files Ch. 11, for Chapter 11

DeFi apps losing $28B from other platforms halt operations citing a liquidity crunch,

protocols mounting losses and

exposure to 3AC



engage & evolve

AMERICAN
BANKRUPTCY
INSTITUTE

Operation Chokepoint 2.0

= Following the collapse of FTX, the U.S. government has placed increased scrutfiny on crypto in what appears to be a sophisticated and
coordinated crackdown on the cryptfo industry

= Industry observers have termed this apparent government campaign “Operation Chokepoint 2.0"

= Since December 2022, there have been over 20 actions from the U.S. government against crypto companies ranging across several state and
federal agencies, suggesting potential coordination across departments

= Departments / agencies engaged in actions against crypto companies include the White House, SEC, DOJ, FDIC, Federal Reserve,
Treasury Department and the United States Congress, as well as state regulators

= Regulatory crackdowns has spanned the crypto ecosystem, impacting trading, lending, staking, custody, mining, crypto banking partners and NFTs

= During the Voyager Chapter 11 Plan (the "Plan™) confirmation process, there were numerous objections from the federal government and several
state governments, including certain disclosure objections and objections related to customers in unsupported jurisdictions

= On March 27, the U.S. District Court granted the U.S. government’s motion o stay the Voyager confirmation order pending the government’s
confirmation appeadl
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Blockchain Technology

SYMMETRIC-KEY CRYPTOGRAPHY One of the key atiributes of blockchain technology is that it

enables a frustless, decentralized peer-to-peer system with no

“ 9 e o e centfral authority.

Plain Text Encryption Cipher Text Decryption Plain Text = A blockchainis a distributed, digital database on which
fransactions are recorded and copied in real-time fo the
| The same key is used for both encryption and decryption | blockchain's network of participants.

» Transactions on a blockchain are packaged info a “block” of
data where participants must validate. This is done through an
agreed-upon consensus mechanism, which replaces the
tfrusted third party on a centralized network.

‘ o Blockchain protocols use a ledger maintained through

- consensus.

o Instead of requiring real-world identities and admin-
based permissions, blockchain protocols allow for
Each person who joins a blockchain network is issued a public key, which is a long string of lefters and numbers—sort of like an Ononymlfy ThrOUgh key cryp’rogrophy fo assign

email address—and a private key, which is equivalent to a password. Anyone can send tokens to you via your public key, but ownership to fokens on the |edger~
only the private key holder can access it in the “virfual vaulf” (or wallet) once it's been sent.

22C961680
SEE23E158

‘ Transaction 4434CCES Transaction
! } = = 132527883 = =)
Data Data

Sender Recipient



\ /Il engage & evolve
MERICAN y |

BANKRUPTCY
INSTITUTE

DEFl vs. CEF

= Decentiralized Finance (DeFi) promotes using shared blockchain-powered digital infrastructure to create peer-to-peer (p2p) financial products and

services

= DeFi projects rely on smart confract infrastructure primarily provided in the Ethereum and Solana blockchain networks.
= Centralized Finance (CeFi) involves centralized institutions storing funds (custody) and providing services primarily such as exchange, trading, and

lending
= CefFiserves as the primary on/off ramp for exchanging fiat currency to crypto-currency;
Governance Custody Pros/Cons
= Companies specialize in broad p2p = Always self - or hybrid custody Pros: Open, fast, flexible and

ecosystem

= Includes infrastructure, payments,
compliance, tokenization, lending,
etc.

= Single exchanges or other institutions offer = Sometimes hybrid but often third-party
a suite of financial products and solutions custody
to account holders

fransparent

Cons: Lack of regulatory
clarity, risk of smart confract
exploits

Pros: Intuitive and efficient with a
clear method to move from fiat
to crypto.

Cons: Limited (but growing)
capabilities, risk of asset loss
from CefFi failure, uncertain
regulatory environment
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Wallet Overview

= Self Custody is when users store the private keys for their crypto in a private wallet not associated with an exchange or third party

= Hybrid Custody lies between self-custody and third-party management, allowing user flexibility while a custodian maintains key security
= Hot Wallets (desktop, mobile or web) are always connected to the blockchain; free and easy to use but has risks

= Cold Wallets (paper or hardware) have no internet connectivity; more secure option and easy to carry around

Hot Wallets U.S. Crypto Wallet Market
Online Mobile size, by wallet type, 2020-2030 (USD Billions)
Wallet Wallet
O
Cold Wallets
Desktop Paper Hardware
Wallet Wallet Wallet

—
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
B Cold Wallets M Hot Wallets 9
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Crypto Pricing Movement

BTC +81% YTD Performance ETH +60% YTD Performance
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= Maijor crypto assets (e.g., BTC, ETH) pricing rallied in 2023
= Mar-23 stablecoin de-pegging:

Disruption in the stablecoin segment was temporarily disrtupted in Mar-23

The market soon restabilized and risk of currency de-pegging was mitigated within 24 hours

Implications for coverage for crypto lending platforms in bankruptcy:

Mismatched coins (i.e., majors vs. alt coins) on balance sheet could have significant impact on asset coverage
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Section ll: Collateral & Valuation

Valuation Issues:
= Custody Accounts & Wallets

o Custody of customer crypto and loan collateral is controlled by the service provider

o Cryptois deposited intfo custodian providers that offer private key security for a fee on deposits and withdrawals
(hot and cold wallet storage)

o Recent market events have resulted in increased counter party risk. If a custodian fails, there can be delays in
withdrawals and risk of losses.

. FBO Accounts

. Loan Collateral
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Section ll: Collateral & Valuation

Rehypothecation:

o Rehypothecation is a way of generating credit from assets and allowing multiple financial fransactions to be
collateralized by the same asset

o Benefits: It helps to create liquidity for individual market participants and across the market and increases access to
capital for businesses

o Criticisms: Destabilization of the crypto space, suppression of prices and reduction in the efficacy of blockchain
security by taking claims to ownership off-chain that have not materialized

o Typical of assets that can be rehypothecated (subject to the terms of customer agreements) include collateral
pledged against loans and crypto in yield / margin accounts

o Wallet agreements may restrict renypothecation
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Section lll; Valuation
Section IV: Distribution Issues

Avoidance Actions and Preferences
Setoff

Ill. Valuation

Collateral setoff reduces unsecured claim

Contestant movement in pricing impacts value of collateral
IV. Distribution Issues

Cash vs. In-Kind
Rebalancing portfolios

Logistical issues

Tax and Tax Basis
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Section VI: Communications

VL.

V. Transaction Issues

Taxable event
In-kind recovery
Regulatory oversight

Creditor Communications — these cases have much more fluid communications and more prolific use of social media
and virtual town halls

Social Media
Town Halls

Pro Se creditors / motions
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