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Goal

The goal of this course is to improve your understanding of
Blockchain and Cryptocurrency concepts to enable and
empower you to have better conversations with your clients
and stakeholders.

We are not:

* Promoting or recommending specific Blockchain
solutions

« Offering investment recommendations for Digital Assets
* Providing investment advice

» Associated or affiliated with or receive any sponsorship
from any mutual fund, ETF, or ICO
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Why Cryptocurrency and
Blockchain Matter to

Financial Professionals




Evolution of the Internet

Web 1.0 Web 2.0 Web 3.0

Internet of Internet of Things Internet of Value
Information 2-way, Decentralized
Mostly 1-way other Interconnected networks

than forms and Apps and Devices Peer to Peer

email Social Media,

Streaming

Fewer
Intermediaries
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What do you notice
about the fees?

Transter

Note From
1873




Why Crypto
Is Important
to Financial

Professionals

The number of Americans with
$1MM or more in investable assets
was 14.6 million in 2021; up from
13.3 million in 2020; largely
attributed to the recent
cryptocurrency bull market.”

* Source: Spectrem Group April 28, 2022



Why Crypto

Is Important 20% of adults in the U.S. have
to Financial invested, held, traded, or used

Professionals cryptocurrency.*

* Source: CNBC March 31, 2022



Why Crypto
80% of advisors report clients
Is Im.porta.nt iInquiring about advice and
to Financial exposure to crypto/digital assets.
Protfessionals Only 7% of advisors are using
digital assets.”

*Source; Cerulli Associates 2022



Why Crypto
Is Important Staking rewards are like
to Financial compounding dividends and deliver

higher returns than traditional
financial products.

Professionals




Maintaining Trust

\ 4

Integrity Competence Compassion

© 2022, Cannon Financial Institute, Inc. All Rights Reserved



Market Cap

I I T

Total Crypto Market Cap of Market Cap of

Market Cap - the “Top 107 - the “Top 207-

$924 Billion $757,745,348,504 $812,029,320,008
(76%) (81%)

Data as of October 19, 2022
At the peak of the last bull cycle, total Crypto Market Cap was more than $3 trillion dollars.

By comparison: Bond Market is $100 trillion, and Gold is around $11 trillion
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What Are the Crypto Cranes?




Institutional Infrastructure Investments
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The
Cranes 1n

Crypto
Winter

Coinbase trading volumes in billions of dollars

Reta% 11 18 32 120 145 93 177 74 46
Institutional 17 27 57 215 317 234 371 235 171
Total 28 45 89 335 462 327 547 309 217

S cointelegraph.com source: Coinbase




Underste ndmg

e'r"r"'i‘"'ystifying Blockchain and Cryptocurrency
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Blockchain

Blockchain is a distributed,
immutable ledger that enables
recording of transactions,
tracking of assets, and/or
exchange of records in a peer-
to-peer manner without the use
of intermediaries.




Distributed: Across a network of
computers; not a single entity

Immutable: Unable to be altered or

, changed; Unhackable
Blockchain

Core Concepts Intermediaries: Governments, banks, or
third parties

Peer-to-Peer: Directly between
individuals or businesses



Evolution of Blockchain

o Gen 3 - Cardano, Polkadot,

» Original Distributed Ledger * Platform * Platform
* Method of Exchange Only * Programable * Programable
» Store of Value * Smart Contracts* * Smart Contracts®
* Proof of Work » Ecosystem » Ecosystem/dApps

» Decentralized Applications * Proof of Stake

(dApps) - Energy Efficient
» Transaction and Gas Fees « Web 3
* Post Merge: Proof of « Reduced Transaction Fees

Stake*



Working of a Distributed Ledger

A —
WWW mm= 7
= J

T E—— ?I

Users_ In|t|ate_ One or More Nodes Nodes Broadcast B“I ock Reflecjlng
Transactions Using . e True State” Is
e - Begin Validating Each Blocks to Each . .
Their Digital . Chained to Prior
) Transaction Other
Signatures Block
® o o o
Users Broadcast Nodes Aggregate Consensus
Their Transactions to Validated Transactions Protocol Used
Nodes Into Blocks

* The two most common validation protocols Proof of Work and Proof of Stake




Types of Blockchains |

(No Public Mining or Staking)

Consortium Semi-Private

Private Public

Private/Anonymous Public/Community

Decentralized
(PUb“C M|n|ng or Stakin@))zozz, Cannon Financial Institute, Inc. All Rights Reserved



Blockchain and
Distributed Ledger
Technology

Blockchain transactions are
Immediately validated and
cleared, then settled shortly
thereafter, automatically without
a Central Authority.

In the financial world, only cash
transactions are cleared and
settled automatically without a
Central Authority.




What’s the Settlement
Process When You Send a
$100 Check to Someone?



What Is the Incentive?

Q: Why would anyone connect their
computers to this distributed network to
participate in this process? What is the
incentive for participating in the validation
process?

A: Cryptocurrency




% Store of Value

Currency E Unit of Account

Means of Exchange
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What Is Cryptocurrency?

“A digital representation of value built upon a decentralized computer network in
which transactions are verified and maintained using cryptography to avoid forfeiture
and consensus mechanisms in place of centralized authorities.”

Christopher Giancarlo

Former Head of the
Commodities Futures
Trading Commission



What Problems
Does

Cryptocurrency
Solve?

Localism

Exclusivity

Latency

Cost



Blockchain and
Cryptocurrency

Blockchain: A shared network
on which digital assets are
exchanged.

Cryptocurrency: Assets that are
transmitted and transferred via
Blockchain networks.
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Types of Digital Assets

* Cryptocurrencies

 Stablecoins

» Central Bank Digital Currencies
* Governance Tokens

 Utility Tokens

* Non-Fungible Tokens (NFTs)

» Security Tokens

* Meme Coins

* Wrapped



* Full
* Fractional

Real Estate and Titles

NFT US e Access/Tickets

Collectibles
C&SQS Contracts and Loans
Coupons

Memberships

Gaming (Play to Earn)
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A coin is a digital currency A token is a digital asset issued

([ ]
similar to physical currency on a particular project
Colns vs.
' I I k Coins can operate on their own Tokens don’t necessarily operate
O e I I S blockchain with their own protocol on their own blockchain

Coins can be used as a Tokens can be used for payments and
source of payments signing digital agreements

i.e. Bitcoin and Ethereum i.e. Utility and DAO Tokens

Source: Binance, 2021




How Are
Digital Assets
Stored?

Digital Assets
are stored in
electronic
“‘wallets.”




Online Wallets

Offline Wallets




More Functionality

Smart Contracts = Larger-scale of applications of

) ) N non cryptocurrency-related

= More financial functionality than Distributed Ledger Technology
simply being a cryptocurrency (DLT)
transactions processor

) o = |mproved performance with more
Cryptocurrency = Decentralized applications scalability and interoperability
e o _ o - (DApps) based on programmable
ReV].Sltlng the The foundation of blockchain language = Proof-of-stake (PoS) protocol
technologies )
- = Autonomously executing

Evolution of
' Peer-to-peer decentralised = Proof-of-work (PoW) protocol
Blockchain P topoc decenraliood

i Cryptocurrency blockchains algoritims B LOC KC H Al N 3.0

Proof-of-work (PoW) protocol




Market Drivers



Market Risks



Paradox: Currency, Security, or Property




Paradox: Currency, Security, or Property

Examples:

» IRS considers the sale of crypto assets to be taxable, but what about people now receiving compensation
in crypto?

» Staking rewards are taxed upon receipt of the asset and when it is sold. Yet artists are not taxed when a
painting is created, only when sold. Farmers are not taxed when corn grows and is harvested, only when
sold.

» Going to a Bitcoin ATM at a gas station to withdraw money would mean someone is being charged
Capital Gains Taxes for withdrawals to pay for fuel and food?




Executive
Order: Ensure
Responsible

Development
of Digital
Assets

Authorizes exploration of a U.S. CBDC

Consumer and Investor Protection

Financial Stability

lllicit Finance

U.S. Leadership

Financial Inclusion

Responsible Innovation



How Does IRS
Consider
Cryptocurrency?

“Virtual currency is treated as
property and general tax
principles applicable to property
transactions apply to
transactions using virtual
currency. "

Source: Internal Revenue Service Notice 2014-21




What
About
Taxes?

Cryptocurrency is not viewed as a
currency, it is considered property

Crypto is considered to be an asset
(thus it is also an asset class)

Two taxes can apply; Income Tax
and Capital Gains Tax

Since Capital Gains can apply, so
do Capital Losses



Income Tax

Getting paid in crypto
Mining crypto - on a hobby level
Receiving an airdrop
Receiving new coins from a hard fork
Staking rewards™*
Referral bonuses
DeFi including:
« Earning interest through yield farming on lending protocol
« Earning new liquidity pool tokens, governance or reward tokens on protocols

* Lending your crypto to earn interest
» Earning crypto dividends

Source: Koinly.io



Area of Regulatory Focus: Current

 Defining what “brokerage™ means in a highly decentralized
market

* Reducing tax avoidance/evasion

* Ensuring crypto markets are following U.S. Securities laws
« Scrutiny on “Initial Coin Offerings” (ICO) as securities

* Potential exemption for transactions under $50 from Capital
Gains Taxes
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Blockchain Use Cases in Financial Services

o O ®@0 6

CLEARING SETTLEMENT RECORDS AUDIT MORTGAGE WILLS
MANAGEMENT

TRUST



What Is Decentralized Finance?

DeFi is a peer-to-peer model of financial services that is based on
interactions through Blockchain. DeFi enables access to “trust-less”
financial solutions, without traditional financial intermediaries such as
banks or brokers.



DeF1 Changes the How,
Not.the What



Benefits to Users and Investors




Cryptocurrency
in Retirement

Plans

Some investors want access to Crypto in their
retirement account

At this time, investors can use a “crypto-compatible”
IRA
Funding:

« Make contributions

 Transferring funds from your existing account

 Rollover to a “crypto-compatible” IRA. Once your
account is funded, you can buy cryptocurrency
from the account.

All eyes are on a larger Retirement Plan provider,
which stated they will allow Bitcoin in 401(k)s and
guestions emerge.



Blockchain and Trusts

Blockchain Trusts

« Same approach applies, but:

* Trustee role could be a Smart
Contract

 Validation of information completed
via “Oracles” (e.g., country death
records, other public records)

 Triggers may also be built into the
Blockchain, which allow for the trust
to alter its structure upon the
occurrence of certain events

* Uses: Asset Protection, Asset
Transfer

TRUST |
STRUCTURE
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Blockchain Wills

“Blockchain wills would serve the true purpose of
wills’ formalities--which is to authenticate a document
as the one executed by the testator with the intention
of having it serve as the binding directive for the

distribution of property.”

Bridget J. Crawford, Blockchain Wills, 95 Ind. L.J. 735 (2020)



Final Thought: Bitcoin
and Inflation

Did Bitcoin actually work as a hedge against inflation?




Inflation: 2017- Today
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Bitcoin and Inflation I etainly Did

FredericBastiat published on TradingView.com, Jun 15, 2022 02:40 UTC

Bitcoin / U.S. Dollar, 1W, BITSTAMP 026538.63 H26845.63 L20816.35 C21903.85 -4681.25 (~17.61%) » e
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Questions

What Questions Do You Hawve About Cryptocurrency or
Blockchain?



CANNON

TINANCIAL INSTITUTE

Questions
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