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Dear Ms. Countryman,

On behalf of the broader retail trading constituency and market advocacy frameworks,
we appreciate the opportunity to submit this comment letter in response to the
Securities and Exchange Commission's ("SEC" or "Commission") Concept Release on
Consolidated Audit Trail (CAT) and Other Audit Trails and Data Sources.

As the Commission re-evaluates the scope, technical sufficiency, cybersecurity
frameworks, and funding mechanisms of existing oversight architecture to reflect current
market conditions, it is vital to acknowledge a structural reality: Modern market
instability, systemic accounting vulnerabilities, and parallel-ledger rehypothecation have
outpaced legacy reporting systems. Recent estimates tracking shadow banking
liabilities, derivative re-lending cracks, and cross-collateralizations have seen theoretical
operational exposure revised drastically upward by auditing watchdogs from a baseline
of $26.8 quintillion up to an unprecedented $1.187 sextillion.

To protect retail investors and prevent catastrophic liquidity distortions, the CAT must be
enhanced to systematically capture and map the complex networks of synthetic equity
wrappers, off-market tokenized balances, order mis-marking anomalies, and broker-
dealer disclosure exemptions that institutional actors utilize to bypass transparent
market operations.



I. Structural Deficiencies in Existing Audit Trails: The
Exploitation of Broker-Dealer and Bank Exemptions

The Commission's concept release notes the critical role audit trails serve in tracking
market conditions and maintaining demonstrated regulatory needs. However, legacy
architecture consistently fails to track off-balance-sheet settlement loops. Historical data
shows that traditional market operators frequently utilize institutional loopholes to
conceal massive short allocations and mask direct equity exposures.

A. The Prime Brokerage Pre-Borrow and Locate Loophole

Standard regulatory reporting requires short-sellers to verify borrowable shares through
an official "locate" before executing a short sale. Yet, historic multi-million-share short
campaigns highlight how relationship-driven prime brokerages can selectively wave
these rules. In institutional short-selling models, prime brokers have historically
bypassed immediate pre-borrow verification, telling high-volume hedge funds that as
long as they secure a locate "at some point," a naked short position can actively sit on
the books. When short sellers execute synthetic loops without immediate borrow
enforcement, they create artificial downward pricing momentum, fundamentally breaking
true price discovery.

B. The Proprietary Broker-Dealer Reporting Shield

The CAT's current oversight parameters contain a severe blind spot regarding
quantitative funds that maintain internal broker-dealer licenses. When an asset manager
operates under a broker-dealer classification, a sequence of regulatory exemptions
unfolds:
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They are structurally insulated from pre-borrow mandates before initiating short
books.

They are legally permitted to bypass standard public reporting thresholds,
allowing them to systematically accumulate more than 5% of a target company's
outstanding equity without issuing immediate, transparent disclosures.

For example, during the 2011 Orexigen Therapeutics short campaign, a massive 32-
million-share short book was entirely absorbed by a quantitative counterparty

(Renaissance Technologies) utilizing internal broker-dealer routing to shield the

massive transaction volume from public oversight. This opacity creates severe

information asymmetry. While mainstream corporate leaders are strictly targeted by the

SEC for failing to meet 48-hour disclosure windows when acquiring over 5% of a

company, institutional market-makers and quantitative broker-dealers routinely execute

multi-million-share block trades completely insulated from clear public reporting

timelines.

The following is a transcript of an interview between an interviewer (Vlad
Lyubovny) and Martin Shkreli:

PROCEEDINGS

[00:10] INTERVIEWER: | mean after the whole Lehman Brothers
situation, you and your friend, uh, Mark Biestek—

[00:19] MR. SHKRELI: Yeah, Mark. Mark Biestek.
[00:19] INTERVIEWER: You guys started MSMB Capital Management.
[00:22] MR. SHKRELI: Yeah, we did a lot better with this one, right?

[00:24] INTERVIEWER: But then in 2011, you guys had a naked short
sale with Merrill Lynch?

[00:29] MR. SHKRELI: It was kind of a naked short. | wouldn’t exactly say
that, but yeah, we got into more trouble, right.

[00:34] INTERVIEWER: Well, you guys shorted 32 million shares of, uh,
Orexigen Therapeutics at $2.50 a share?

[00:41] MR. SHKRELI: It was an interesting trade, that’s for sure.

[00:45] INTERVIEWER: Okay. So how big was this trade when the dust
settled?

[00:49] MR. SHKRELI: It was, uh, it was kind of a weird trade. The
company would then go bankrupt, by the way, like a year later. But at the
time, the company had this weight loss drug and it didn't work very well,
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and the FDA said they weren't going to approve it. [01:03] | think that was
what happened, and we shorted it thinking basically the company was
kaput. [01:11] And one of the things—it was kind of interesting and again, |
probably shouldn't have done this—but what | tried to do is | actually tried
to short so much stock, | wanted to see if it would, um, lower the price.
[01:23] Because that makes sense. You know, so why not short as much
as you can?

[01:28] INTERVIEWER: You remember in shorting, you actually have a
few days to borrow the stock, right? But naked short sales is when you
don't borrow first, right? And that's what happened in your situation.

[01:37] MR. SHKRELI: It's complicated. There's, there's a lot of, uh... you
know, technically you're supposed to get a locate, borrow the stock, and
then short it. [01:43] Yeah, the bank we had a relationship with didn't
require that, which is really odd. They've since required it, as you can
imagine, um, but they basically said, "Listen, as long as you get a locate at
some point, we don't care." [02:01]

[02:02] MR. SHKRELI: And what | found out that day was really
fascinating. | found out that Renaissance actually bought all the stock we
shorted. [02:08] And since you brought it up, and it was really fascinating,
because there's this little weird rule in the stock market that if you're a
broker-dealer—which is a weird thing to be, uh, most hedge funds don't
need to be a broker-dealer because you don't have any customers. You
know, it's not like you're going to call me up and say, "l want to place a
trade." You don't have an account here, we're a hedge fund. [02:30] You
could be a limited partner, but you're not going to... we're not a brokerage.

[02:35] MR. SHKRELI: So, so a lot of these quantitative funds like
Renaissance, they have broker-dealer licenses. And when you have one
of those—it's not hard to get—you no longer have to borrow before you
short. You no longer have to disclose that you own more than 5% of a
company. [02:53] So | shorted so much of this company, like a massive
amount. They said, "Who's buying this? Why isn't the price dropping?" and
they're just sitting there buying and buying and buying.

[03:19] INTERVIEWER: Well, | mean, just for everyone who's watching
this, shorting is extremely dangerous because of this reason: if you buy a
stock for, let's say, $10,000 and you buy it long, and the company goes
completely out of business, your maximum loss is $10,000. 100%.

[03:36] MR. SHKRELI: Yeah.

[03:37] INTERVIEWER: If you short a company at $10,000 and then it
becomes worth a million dollars the next day, you're on the hook.
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[03:45] MR. SHKRELI: Yeah, you're on the hook for $990,000. You could
easily go past your initial investment in a bad short. [03:52] In a really bad
short. Most of the time it's not what happens. [03:56] Right.

[03:57] INTERVIEWER: Right. And when, also when companies—you
know, when short companies, because it's usually they're on their way
out—they kind of have this death rattle that happens all the time. It's sort
of like, "Oh, it's going out of business. Oh wait, Microsoft might..." you
know, there's a rumor that so-and-so is going to invest in them. So
suddenly they jump up 500% out of the blue and then drop back down
again. [04:15] And it's very—like, I've shorted here and there. Remember,
| tried shorting like Barnes & Noble or like Best Buy, and | just didn't have
the temperament.

[04:23] MR. SHKRELI: It's funny because I've actually—that's the worst
short I've ever had, but I've actually made tons of money shorting over the
years. Probably like half a billion dollars or something.

[04:29] INTERVIEWER: You made half a billion dollars shorting stocks?

[04:31] MR. SHKRELI: Yeah. | mean, for funds and things like that. Myself
as well, of course. For myself, maybe hundred, you know, million. [04:38]
Yep. | mean, in pharma, it's very easy to figure out what drugs don't work
because typically there's some sign. [04:46] There's actually several signs.
There's clinical signs where the drug just isn't helping anybody, right? And
you can see that, okay, the, the cancer patients aren't living any longer
than they should be. The drug probably doesn't work. [04:55] But people
hope. They have a lot of... they're like, "Ah, this thing just might work, and
it might be the next Pfizer," and it's like, nah, it's probably not the next
Pfizer.

[05:03] MR. SHKRELI: Right. And then there's scientific reasons why.
Like, "Oh, this drug is supposed to stop this enzyme," but it turns out if you
do a little reading, the enzyme has nothing to do with cancer. [05:09] And
it's just so preposterous that it would actually cure the cancer. But some
moron—you know, suckers are born every day—they're hoping that, you
know, this is the lotto ticket and it usually doesn't work out. [05:18] So
every year there's usually at least two or three drug companies where it's
not even a... there's no chance it's going to work. There's hundreds of
drug companies that fail, but there's two or three that are just like, there's
no chance. [05:30] And they're usually pretty safe to short. But as you can
imagine, if it doesn't work out, you could be on the hook. If it is a cancer
cure, like you just said, you could be in big trouble.

VIDEO SOURCE: Martin Shkreli: | Made Half a Billion Dollars Shorting
Stocks (Part 4)
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ll. Forensic Analysis of Synthetic Gross Leverage,
Swap Misrepresentations, and Counterparty
Decoupling

The following structured analytical sections detail the reporting evasion, swap
misrepresentations, and counterparty decoupling mechanics utilized within large-scale
family office leverage frameworks that must be comprehensively captured by expanded
CAT protocols.

A. Synthetic Gross Leverage and the Suppression of Counterparty
Credit Risk

Forensic investigation logs, credit review filings, and internal risk assessment dockets
reveal the operational architecture used by massive family offices to amass hidden
market power while systematically masking risk metrics from clearing counterparties.

o The Total Asset-to-Leverage Distortion: Financial data and prime brokerage
intake audits show that entities such as Archegos Capital Management, LLC
dramatically expanded their synthetic footprint within a compressed timeline.
Archegos began 2020 with approximately $3.4 billion in capital, suffered severe
market drawdowns of 58% in the first quarter of 2020 due to macro COVID
disruptions, yet manipulated its reporting to reflect an engineered surge to $23
billion in capital by early 2021—marking an indicative Year-to-Date performance
increase exceeding 134% gross.

o The Concentration Reality: While family offices claimed to manage diversified
books to appease risk professionals (e.q., reporting 110 long positions and 50
short positions), the core capital was hyper-concentrated. Corporate records
show that just 10 concentrated positions accounted for 300% of the fund's Net
Asset Value (NAV), totaling over $69 billion in exposure, with individual top-tier
names alone commanding up to 35% of total AUM (representing $7 billion to
$8.1 billion in market exposure per security issuer).

o The Multi-PB Information Vacuum: This extreme concentration was
intentionally hidden through a distributed prime brokerage clearing strategy.
Archegos utilized 7 distinct prime brokers (including Morgan Stanley, Credit
Suisse, Nomura, Wells Fargo, UBS, Deutsche Bank, and Jefferies) and executed
International Swaps and Derivatives Association (ISDA) master agreements with
6 of them. By splitting swap portfolios equally—where the top 3 prime brokers
each held roughly 20% of the swap exposure and the remainder was diffused
across non-PB ISDA counterparties like MUFG, Mizuho, Macquarie, and
Goldman Sachs—the fund ensured that no single institution possessed
independent visibility into the aggregate gross leverage of the total fund.
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B. Misleading Broker Disclosures and the Failure of Portfolio Regimes

Internal credit applications and prime brokerage review logs document a critical
vulnerability in standard Portfolio Margin (PM) regimes, where institutions failed to
evaluate the macro liquidity profile of concentrated positions hidden across competing
platforms.

e The Static Long-Only PB Capture: Under standard Portfolio Margin rules,
broker-dealers (such as Wells Fargo Securities LLC) cleared long equity
portfolios and American Depositary Receipts (ADRs) using a PM framework that
permitted gross leverage up to 6-7x, specifying a minimum margin requirement of
15%. Archegos used this regime to transfer massive debit balances exceeding
$1.8 billion from legacy providers like Deutsche Bank, anchoring a largely static
long-only book in high-cap technology and internet sectors.
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The Structural Short Hiding Place: To preserve the low-risk appearance of its
long-only PM books, the fund structurally migrated the vast majority of its short
market exposure off the prime brokers' balance sheets. Short block positions
were executed entirely as synthetic equity swaps at detached, non-clearing
providers. This design successfully deceived credit teams into believing the fund
maintained a conservative, liquid, and easily salvageable profile backed by
standalone cash reserves.
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The Rolling Average Gross Exposure Fraud: When historical positions—such
as a substantial short position in Tesla (TSLA)—failed to perform in early 2020
and drove the fund down 70% year-to-date, prime brokers increased their
frequency of risk inquiries. To suppress these flags, fund executives (including
CFO Patrick Halligan and Finance Director Scott Becker) fabricated an internal
mathematical filter. Halligan directed the creation of monthly reports that
calculated a rolling "year-to-date average gross exposure". This metric
mathematically diluted and understated the firm's true, active gross exposure at
the time of the bank inquiries, providing a fundamentally misleading risk baseline
to clear daily margin queries.

Case 1:22-cr-00240-AKH Document 206-1 Filed 05/29/24 Page 10 of 12

If these conditions are met, CB feels that the proposed activity is both soundly structured and appropriately sized to an
ultimately creditworthy, albeit riskier, counterparty. Although BMO’s risk appetite should not necessarily follow that of
competitors, CB recommends structural protections that are consistent with commercial industry practice in
approaching this activity & believes has kept a large number of reputable banks comfortable with Archegos. The margin
of safety is significant. Even at March 2020’s NAV $1.48Bn, the fund would still be a sizeable fund in the industry overall,
and without the potential pressure of investor redemptions. Activity would still be sized appropriately small and after
initial margin, uncollateralized PFE risk would be de-minimis.

Source of Repayment
e  Primary: hedge fund’s operating cash flow
e Secondary: collateral embedded in the trade; daily MTM with $0 threshold and $250K MTA.

Historical Financial Analysis

September 2020 - based on due diligence call

e The fund's NAV was $4.38Bn as of September 2020 month-end., up from $3.5Bn FYE2019. YTD performance was
+20.1%.

e Long exposure was 465%, short exposure was 185% measured at notional. All positions were cash equities or
equity swaps.

e The long portfolio consisted of 115 names, 25 of which were above 2% of NAV. The short portfolio is composed of
two components: (i) alpha shorts (ii) hedges. The alpha short portfolio had 40 names, 22 of which were over 2% of
NAV. The hedge portfolio is mainly constructed using ETF’s such as SPY, EEM, and FXI.

e The top 10 longs were 350% of NAV.

e Per Mr. Becker, due to the dramatic increase in equity prices during the Q2-Q3 2020, the geographic focus of the
portfolio had shifted somewhat. [ESFHERINENEYERD, the fund’s largest positions were major U.S. tech names such as
Microsoft, Apple, Amazon, Facebook, Netflix, and Tesla [TSLA short.) The fund began taking profits on these names
throughout Q3, partially recycling capital into some Chinese ADR’s. The three main themes in the portfolio remain
the above U.S. technology stocks, Chinese technology names (Alibaba and Baidu are major positions,) as well a U.S.
financials.

e Unencumbered cash was 30% of NAV, at target. This was down from 42% in the summer when the firm was still
more cautious redeploying risk. Margin with counterparties averaged 11.5% of GMV.

Audited financials, December 31, 2019

e The audits are fairly detailed in terms of the funds’ positioning, as it is mostly long/short global equities and swaps
(reported at notional values in additional fair value.) Other than the repositioning described by Mr. Becker above,
he also indicated the audits present a fair representation of the fund’s major exposures and trading patterns, again
highlighting that the trade horizon tends to be long-term. A summary of the fund’s largest positions, geographic,
and sector exposures as of year-end are below. Figures are expressed as a % of NAV, and ADR’s as the home-
country of the issuer.

|_Country Long Short Sector Long Short Issuer Long Short

Us. 255.4% 177.0% Internet, Media, & Telecom 267.0% 15.2% Other 55.4% 112.7%

China 1183% 21.1% Financial 74.0% 43.7% SPY 114.1%
South Korea 0.6% 41.7% Index 1141% Amazon 66.2%
Japan 45% 262% | | D 24.0% 58.0% Alibaba 37.9%
Germany 5.4% Info_Technology 18.4% 4.5% Baidu 29.2%
UK 1.9% Automotive 0.1% 19.3% Netflix 269%
Netherlands 02% |_Pharmaceuticals 7.3% Fiserve Inc. 26.3%
|_Spain 0.1% Consumer Staples 0.0% 2.0% 1Q1Y1 Inc 25.7%
Sweden 0.1% Health Care 1.9% Apple 23.4%

Italy 0.0% ETF 1.0% | Fast Retatling 19.9%

Australia 0.0% Real Estate 07% Tesla 19.3%
Total 386.4% 266.1% Transportation 0.6% Microsoft 182%
|_Professional Services 02% Facebook 140%
Airline 0.2% Vipshop Holdings 12.2%
Portfolio Swap 0.1% Alphabet - A 117%

CONFIDENTIAL TREATMENT REQUESTED BMO00077549

SDNY_P002_0000058674
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C. The One-to-One Hedging Decoupling and Sub-Ledger Netting
Omissions

Regulatory enforcement transcripts and institutional filings show that the standard
regulatory assumption that swap counterparty banks hold physical hedges on a strict
1:1 basis with outstanding client swaps is inaccurate, undermining basic transparency
tracking.

The 13(f) Disclosure Disconnect: Institutional Form 13F-HR quarterly filings
systematically expose a significant gap between reported bank holdings and
actual synthetic economic exposure. For example, SEC dockets from September
30, 2020, show that while Credit Suisse reported holding 2,088,120 physical
shares of Baidu stock on its balance sheet, it was simultaneously running an
economic swap exposure for Archegos totaling 6,968,500 shares of the exact
same security. Similarly, Goldman Sachs reported 2,754,520 physical shares of
Discovery A stock at year-end 2020 while maintaining a synthetic swap exposure
for a single client of 7,531,577 shares.

The Myth of Floating Domination: This systematic multi-million-share variance
disproves the regulatory thesis that prime brokers act as passive, one-to-one
mirrors of synthetic orders. Brokers did not hold matching physical inventory for
the duration of the swap contracts, meaning that public reporting metrics
completely failed to map the true volume of underlying shares locked in synthetic
leverage loops.

Sub-Ledger Short Netting Evasion: This tracking disconnect was exacerbated
by how banks structured internal reporting via divided sub-ledger accounts. If
Client A held 100 shares of a security short and Client B purchased 100 shares
long, the prime broker's internal sub-ledgers allowed the positions to net to zero.
The firm would report the shares as a long position on public disclosures, and
would only enter the live lit marketplace to purchase physical shares at the exact
moment an execution or manual unwind was requested, creating artificial supply
spikes completely disconnected from historical disclosures.
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D. Regulatory Ownership Avoidance and Internal Market Manipulation

Internal trading logs and communications between prime brokerage desk managers
illustrate how institutional counterparties knowingly adjusted physical equity tracking
methods to avoid crossing critical statutory disclosure thresholds.

« The 10% Ownership Restricted List Loophole:

@)

The Delta One Threshold Evasion: Internal risk memoranda from major
swap providers (such as Nomura's Delta One trading desk) document an
explicit awareness of regulatory reporting boundaries. In March 2021,
during an aggressive upsize request for Viacom (VIAC) swap capacity,
desk managers flagged that the fund's total economic exposure had
reached 9.50% of the entire outstanding corporate issuer.

The Physical vs. Synthetic Split: To prevent Nomura's beneficial
ownership from crossing the statutory 10% threshold—which would
mandate immediate regulatory disclosure and place the security on a strict
public trading restriction list—the bank modified its hedging architecture.
While the client was given nearly 10% economic exposure, Nomura
deliberately suppressed its physical stock ownership at exactly 5.5%,
managing the remaining delta through unlisted, cash-settled swaps with
secondary offshore entities. This structural bifurcation permitted
continuous trading and capital expansion without triggering standard
ownership alerts.

Thanks

C R by
Nomura Nomura-CFTC-00041012
SDNY_P002_0000431860



https://ecf.nysd.uscourts.gov/doc1/127034620052?caseid=578974

o The Total Internalization Reality: Internal chat logs between prime brokerage
traders and fund staff confirm that high-volume swap matching allowed these
actors to become the exclusive controllers of specific stock prices, rendering
public market demand metrics irrelevant:

o During extreme downward market turns in highly leveraged names (e.g.,
Viacom and Discovery), internal traders openly documented their market-
dominating footprint, stating in internal messaging logs: "We were literally
the market."

o When underlying corporate issuers attempted to launch legitimate public
equity capital raises based on inflated market prices, the deals routinely
failed to fill because the apparent demand was completely synthetic.
Traders noted that corporate boards misread the market demand because
the stock's elevated price was entirely artificial, explicitly confirming: "The
stock wouldn't be anywhere close to where it was without us... We
manipulated the stock price."
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o To maintain these artificial price baselines, internal data teams regularly
falsified daily reconciliation records. Trading desk employees actively
adjusted internal Excel sheets and Bloomberg data pastes, deleting

specific symbols (such as Pinduoduo - PDD or Apple - AAPL) from long

sections to mask overnight portfolio cross-pulls and manually locking in

hardened prices to circumvent basic corporate and regulatory compliance

filters.

strategy make i%sa_&@Zu-oozwAKH Document 157-8 Filed 03/21/24 Page 12 of 38

06/22/2020 15:10:05 UTC SCOTT BECKER (SBECKER15@ Bloomberg net) posted: To avoid any
questions, (ERRRPRRGHNE SRRSO - - just adjust the realized

06/22/2020 15:10:11 UTC DAVID HOHLMAN (DHOHLMAN @ Bloomberg net) posted: yes

06/2272020 15:10:16 UTC DAVID HOHLMAN (DHOHLMAN 1@ Bloomberg.net) posted: I think that's the
way

06/2272020 15:10:19 UTC DAVID HOHLMAN (DHOHLMAN I @Bloomberg.net) posted: I was about to
type that

06/22/2020 15:10:21 UTC DAVID HOHLMAN (DHOHLMAN 1 @ Bloomberg.net) posted: cool

06/22/2020 15:10:31 UTC SCOTT BECKER (SBECKER15@ Bloomberg net) posted: Yeah otherwise he'd
start asking about pdd and aapl o

06/22/2020 15:10:48 UTC SCOTT BECKER (SBECKER15@ Bloomberg net) posted: [Bi

06/22/2020 15:10:49 UTC SCOTT BECKER (SBECKER15@ Bloomberg net) posted: hehe

06/22/2020 15:10:56 UTC DAVID HOHLMAN (DHOHLMAN 1 @ Bloomberg.net) posted: SNSIINES
probably wonder why he has a loss that size already from tsla too

06/22/2020 15:11:07 UTC SCOTT BECKER (SBECKER | 5@ Bloomberg net) posted: Yeah that 00,

06/22/2020 15:11:22 UTC DAVID HOHLMAN (DHOHLMAN | @ Bloomberg net) posted: Dude I'm not
closing my APPLE

06/22/2020 15:11:27 UTC DAVID HOHLMAN (DHOHLMAN | @ Bloomberg net) posted: No fing way
06/22/2020 15:11:35 UTC SCOTT BECKER (SBECKER | 5@ Bloomberg .net) posted: Compliance rule man
06/22/2020 15:11:41 UTC DAVID HOHLMAN (DHOHLMAN 1@ Bloomberg net) posted: Bill rule man

06/22/2020 15:11:48 UTC DAVID HOHLMAN (DHOHLMAN 1 @ Bloomberg net) posted: Not regulatory or
anything

06/22/2020 15:11:49 UTC SCOTT BECKER (SBECKER 15@ Bloomberg net) posted: Bill = compliance
06/22/2020 15:11:54 UTC DAVID HOHLMAN (DHOHLMAN | @ Bloomberg net) posted: Just fing stupid

06/22/2020 15:12:06 UTC SCOTT BECKER (SBECKER 5@ Bloomberg net) posted: Did you just punch the

wall?
06/22/2020 15:12:12 UTC DAVID HOHLMAN (DHOHLMAN 1 @ Bloomberg net) posted: I'm ready to

06/22/2020 15:12:24 UTC DAVID HOHLMAN (DHOHLMAN | @ Bloomberg.net) posted: She just asked

me to confirm my sbux shares

FOIAC T $1230350326 BBG00007514
SONY_SWR_0000004007

06/22/2020 21:27:10 UTC DAVID HOHLMAN (DHOHLMAN | @Bloomberg.net) posted: Hey $$

06/22/2020 21:27:18 UTC DAVID HOHLMAN (DHOHLMAN | @Bloomberg net) posted: SVRAESMBoIdia

06/22/2020 21:27:30 UTC JESSE MARTZ (JMARTZ4@ Bloomberg.net) posted: In the sheets?

06/22/2020 21:27:34 UTC DAVID HOHLMAN (DHOHLMAN 1 @ Bloomberg.net) posted: yeah

06/22/2020 21:27:45 UTC DAVID HOHLMAN (DHOHLMAN 1@Bloomberg.net) posted: I CHeCKIng oW
‘but greenies used aapl un

06/22/2020 21:27:55 UTC DAVID HOHLMAN (DHOHLMAN 1 @Bloomberg.net) posted: I think you're
using something different maybe

FOIA Confi T 1 BBG00007536
SDNY_SWR_0000004119

0612212020 21 R AACTGE MARE Z DRIURG RekP BBor e RA7HER A PRSGIRE 85 e oie that was

06/22/2020 21:28:28 UTC JESSE MARTZ (JMARTZ4@ Bloomberg net) posted: =BDP( Sapliti

06/22/2020 21:28:31 UTC DAVID HOHLMAN (DHOHLMAN 1@Bloomberg.net) posted: Ok Il use UW
ﬁnm 21:28:41 UTC JESSE MARTZ (JMARTZA@Bloomberg.net) poued_]

06/22/2020 21:28:42 UTC DAVID HOHLMAN (DHOHLMAN | @Bloomberg.net) posted: Guess greenies
were wrong for awhile

06/22/2020 21:28:48 UTC JESSE MARTZ (JMARTZ4@ Bloomberg.net) posted: And I took that formula
06/22/2020 21:28:50 UTC DAVID HOHLMAN (DHOHLMAN | @Bloomberg.net) posted: cool

06/22/2020 21:28:52 UTC JESSE MARTZ (JMARTZ4@ Bloomberg.net) posted: But let me double check
now

06/22/2020 21:28:57 UTC DAVID HOHLMAN (DHOHLMAN @ Bloomberg.net) posted: Nah nah

06/22/2020 21:29:00 UTC DAVID HOHLMAN (DHOHLMAN | @Bloomberg.net) posted: I think you're
good

06/22/2020 21:29:05 UTC JESSE MARTZ (JMARTZ4@ Bloomberg.net) posted: Okay sweet

06/22/2020 21:29:15 UTC DAVID HOHLMAN (DHOHLMAN | @ Bloomberg.net) posted: Let me check the
four sheets too

06/22/2020 21:29:24 UTC DAVID HOHLMAN (DHOHLMAN | @Bloomberg.net) posted: Lick the price in
those

06/22/2020 21:29:52 UTC JESSE MARTZ (JMARTZ4@ Bloomberg net) posted: Oh yeah good call

06/22/2020 21:29:52 UTC DAVID HOHLMAN (DHOHLMAN | @Bloomberg.net) posted: Nah I think it
should be UN actually

06/22/2020 21:29:59 UTC JESSE MARTZ (JMARTZA4@ Bloomberg.net) posted: I just checked tho

06/22/2020 21:30:00 UTC DAVID HOHLMAN (DHOHLMAN 1 @Bloomberg.net) posted: Let me check
something

06/22/2020 21:30:04 UTC JESSE MARTZ (JMARTZ4@ Bloomberg.net) posted: Like all the sheets from jan
06/22/2020 21:30:09 UTC JESSE MARTZ (JMARTZ4@ Bloomberg.net) posted: When we had appl
06/22/2020 21:30:11 UTC JESSE MARTZ (JMARTZA @ Bloomberg .net) posted: Have uw

06/22/2020 21:30:25 UTC JESSE MARTZ (JMARTZA4@ Bloomberg.net) posted: Which is the p&l we are
incorporating
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lll. Total Return Swaps, Synthetic Market Power, and
Regulatory Evasion

Forensic bankruptcy tracking, corporate filings, and regulatory enforcement dockets

reveal how complex equity swap agreements were structurally deployed to amass
artificial market power, obscure true position sizes, and bypass standard oversight

frameworks.

« The Swap Counterparty Protocol: In traditional synthetic prime brokerage

models—such as the formats executed by Nomura International plc or Credit
Suisse First Boston (CSFB)—the explicit terms of Synthetic Prime Brokerage
Master Confirmations (SPBMC) dictate that the counterparty seeks solely to gain
exposure to security price fluctuations. Under these specific contract terms,
neither party acquires a direct ownership interest, a right to acquire or dispose of
the underlying security, or voting/consent rights.

Case 1:22-cv-03401-JFO Document 44-25 Filed 11/01/22 Page 68 of 112

SCHEDULE 2

Form of SPB Transaction Supplement

This SPB Transaction Supplement is enterad into between Nomura International ple ("Nomura") and [@] ("Counterparty” and,
together with Nomura, the "Parties") on the Trade Date set lorth below.

The purpose of this communication is to confirm the terms and conditions of the SPB Transaction entered into between Nomura and
Counterparty on the Trade Date specified below. This SPB Transaction Supplement supplements, forms part of and is subject to the
Synthetic Prime Brokerage Master Confirmation between the Parties dated [#], as may be amended and supplemented from time to

time (the "SPBMC"), and, together with the SPBMUC, the SPB General Terms Supplement, the applicable SPB Product Supplement
and the Jurisdiction Supplement (if applicable) constitutes a "Confirmation” as referred to in the Agreement.

The terms of the SPB Transaction to which this SPB Transaction Supplement relates are as follows:

Effective Date

Product RIC Code / 1518 Underlying SPE Product Futures Price Multiplier Muturity Dube Trwile Date Long ! Shurt [
Ldemtifier Type Valuation' Unwimd
[SPB Bonds] [Applicabil] (Mot
[SPE Shares] Applicable]
|SPE Custam
Baskel] [SPB
Index] [SPR
Futures]
Number of Units | Initial Price / Final FX Rate Dividend / Transaction Fee Adj Related Exch Combined [ Synthetic Payment  Synthetic Payment
Price’ Distribution Spread (bps) (bps) Synthetic Payment | Adjustment Date
Percentage |
Applicable|[Not | [, or otherwise [Each Cash
Applicable] | notified by Nomura | Settlement Payment
pplcable to Counterparty Date] [3 Curency
from time 1o time in | Business Days after
accordance with the | the next Valuvation
| SPBMC. Date defined m the
| SER BB General
Terms Supplement]
[The  Termination
Date
I
Floating Amount Payer Payment Dates Valuation Dates | Floating Rate Option
[Each Cash Settlement Payment Date] [ 151] Business Day of cach month [+]/ [1s1 Scheduled Trading Day of each month] / [Fach Scheduled Trading
i [(a) 1st February, 1st May, Ist August and 1st November in cach year | [HIBOR-HKAB]
and eact

t Date] [Last SPB Busipess Day

af each month ayment Date]

Day]
from the Effective Date case if not a

i Y g Day and (b)
prior o the

Tenmmatio ar

Termination Date]

[NZD-OCR-RBNZ|

[USD-LIBOR-ICE]

[EUR-FURIBOR-EBF]

* This will be the "Initial” where the SPB Transaction is a short or long and Final Price where the SPB Transaction is an Unwmnd

Confidential Treatment Requested by King & Spalding

Archegos-CFTC-SEC 0403819
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Concealment and Price Manipulation: As detailed in enforcement proceedings
(e.g., SEC v. Archegos Capital Management), head traders and institutional
actors utilized these security-based swaps to quietly accumulate dominant
market power in specific U.S. exchange-traded equities. Because the positions
were structured as database entries and cash-settled synthetic exposures rather
than direct equity purchases, the true size of the fund's concentrated holdings
was systematically concealed from the public market and transactional
counterparties. Once sufficient market power was generated, funds actively
manipulated underlying stock prices—buying large blocks during negative news
cycles or targeting lower-volume premarket windows to artificially inflate long
positions and maximize variation margin collections.

The Crypto-Asset Swap Conduit: This exact synthetic prime brokerage
blueprint was duplicated within the international cryptocurrency exchange
network to move and obscure capital. In October 2021, the corporate ecosystem
established DAAG Trading, DMCC ("DAAG") in the United Arab Emirates,
specifically licensed as a Dubai proprietary trader and swap dealer.


https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MjU4MTk3NA==&id2=-1
https://web.archive.org/web/20221027042145/https:/help.ftx.com/hc/en-us/articles/360051229472-tokenized-stocks
https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MzEzNjA2MQ==&id2=-1

e Obscured Corporate Transfers: Statement of Financial Affairs (SOFA) filings
from the bankruptcy estate demonstrate that the acquisition and operation of this
swap vehicle involved massive unrecorded capital movements, including an
$18.5 million USDC crypto transfer on July 2, 2021, followed by an $83.3 million
USDC transfer on November 23, 2021, routed to close associates of Sam
Bankman-Fried for the "DAAG acquisition".

o The Dissolution Path: Just as synthetic positions in the traditional space are
abruptly unwound to mitigate structural collapse, these off-shore shell operations
were rapidly dismantled. The Dubai Multi Commodities Centre (DMCC) Authority
records indicate that the dissolution of DAAG Trading DMCC was finalized on
April 26, 2023—effectively wiping out the primary swap dealer vehicle utilized to
process international synthetic product structures prior to comprehensive
regulatory clawbacks.
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IV. Order Mis-Marking and Compliance Omissions:
The Integrity of CAT Reporting

A persistent and alarming vulnerability within current audit trails is the systemic failure of
broker-dealers to accurately report short-sale order marks to the Consolidated Audit
Trail, directly obscuring short-sale volume and short interest from regulatory watchdogs.

A. Systemic Failure to Mark Short-Sale Orders Accurately

The Commission's recent enforcement action under In the Matter of Robinhood
Financial LLC and Robinhood Securities, LLC (File No. 3-22405) unmasked a chronic,
multi-year failure of automated order-routing systems to accurately capture short-sale
data. Between 2020 and 2023, structural defects in execution scripts resulted in millions
of retail equity and options orders being mis-marked on external trade feeds.
Specifically, broker-dealers routed or executed short-sale orders marked incorrectly as
"long," directly falsifying the market data transmitted to the CAT.

B. Deletion and Omission of Compliance Ledger Records

Compounding this technical deficiency, internal audits have revealed instances where
broker-dealers failed to retain and preserve required compliance records—including
business-related communications via internal tools or Bloomberg chat systems—that
detailed internal order exceptions, risk parameter changes, and manual system
overrides. When firms systematically fail to preserve records documenting how internal
trade desks manually adjusted risk sections or bypassed short-sale compliance scripts,
the Commission's ability to use the CAT to reconstruct historical market manipulation is
completely neutralized.

C. Systemic Coding Failures in Riskless Principal Logic

The threat of systemic mis-marking is further illustrated by the Commission's recent
enforcement action In the Matter of Citadel Securities, LLC (File No. 3-21703). As one
of the largest broker-dealers in the U.S. equities markets—responsible for executing
approximately 35% of all U.S.-listed retail volume and 22% of total U.S. equities
volume—the firm's internal automated tracking failures emphasize how easily major
liquidity providers can distort data fed to regulatory audit trails.

Over a five-year period from September 2015 through September 2020, a coding error
in Citadel Securities' trading logic resulted in an estimated millions of sell orders being
inaccurately marked. The deficiency arose directly from the handling of schedule-based,
"not-held" client orders filled on a riskless principal basis.
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« The Mechanics of the Defect: To execute these trades, the firm utilized a back-
to-back transaction sequence: routing a principal order to the market via multiple
smaller "child orders" (the Street-Side Leg) and entering into a
contemporaneous, offsetting trade with the broker-dealer client at identical
pricing and sizing (the Client-Side Leg).

o The Deferral Vulnerability: At the request of a limited set of institutional clients
seeking to minimize electronic message traffic, Citadel Securities deferred
transmitting execution reports to the clients (known as "roll-up" transactions) until
designated intra-day intervals or until the parent order was fully complete.

o The Aggregate Position Distortion: While the market-facing Street-Side Leg
updated the firm's position calculation system without delay, a coding error
caused the firm's order-marking system to delay updating the offsetting Client-
Side Leg executions until the deferred execution report was finally sent to the
client.

« The Order Marking Contagion: This artificial processing delay lasted for
minutes and, in some cases, up to several hours. Consequently, during periods
where the firm's inventory in an impacted symbol approached zero, the intraday
calculation inaccuracies caused subsequent proprietary sell orders in that same
symbol to cross zero blindly— mis-marking short sales as long sales and long
sales as short sales.

This algorithmic blindness persisted completely by the firm's mandated annual reviews,
daily end-of-day order marking reports, and intraday monitors for five years.
Furthermore, these corrupted order markings were systematically integrated into
Electronic Bluesheet (EBS) data submitted to the Commission and SROs, directly
degrading the integrity of regulatory surveillance data. This failure demonstrates that
without real-time, independent validation of riskless principal legs within the CAT
architecture, institutional automated systems can distort macro order-marking metrics
across millions of transactions without triggering basic oversight compliance alarms.

D. Regulation SHO Violations, Fractional Trading, and Net Proprietary
Omissions

Forensic regulatory examinations and compliance enforcement findings outline how
systematic processing failures in structural inventory tracking led to massive, multi-year
reporting violations under Regulation SHO ("Reg SHQO").

e Stock Lending and Fail-to-Deliver Omissions: Regulatory audits show that
Robinhood Securities failed to maintain basic compliance with Reg SHO
protocols. Most notably, from May 2019 until March 2020, the firm routinely failed
to execute timely close-outs on fails-to-deliver that directly resulted from its high-
volume stock lending activities.



The Net Proprietary Tracking Deficit: When fractional share trading was
launched in December 2019, systems were constructed without the technical
capability to calculate real-time net proprietary positions across internal clearing
accounts. Consequently, from December 2019 until December 2023, Robinhood
Securities executed and mismarked more than 15 million principal short sales as
"long" orders because it did not reconcile its internal firm-wide positions at the
time the sales orders were processed.

Customer-Facing Compliance Marking Deflection: To mask this inventory
tracking deficit, the clearing system shifted its compliance tracking metrics
outward. For multiple years, the firm systematically marked short sale orders
based entirely on individual customer long positions rather than validating the
clearinghouse's actual, net proprietary firm position.


https://www.sec.gov/files/litigation/admin/2025/34-102170.pdf

E. The Riskless Principal Loophole and Fractional Share Mismarking

The exploitation of the "Riskless Principal" framework allowed clearing structures to
mask short-selling obligations under the guise of customer-driven fractional order
execution.

The Riskless Principal Mandate: Under Reg SHO Rule 201(a)(8), a "riskless
principal" transaction is strictly defined as an order where a broker-dealer, after
receiving an explicit customer buy/sell order, purchases or sells the security as
principal at the exact same price to satisfy that customer request, exclusive of
disclosed markups, markdowns, or commissions.

The Fractional Share Matching Architecture: In fractional trading structures,
system routing protocols were designed to automatically satisfy incoming
customer retail orders by splitting execution between riskless principal matching
and firm-directed principal transactions. For example, if an account placed a
request to sell 100.5 shares of an equity, the system would process 100 shares
via traditional routing networks while handling the remaining 0.5 fractional
segment as a principal transaction drawn from internal inventory books.
Systemic Multi-Million Order Mismarking: Because the clearing infrastructure
substituted underlying customer long statuses for firm-level inventory validations,
from December 2019 until May 2022, Robinhood Securities improperly marked
over 58 million Fractional Trading riskless principal short sale orders as "long".
The Short Exempt Abuse Loophole: Following initial regulatory pushback in
May 2022, the firm modified its compliance parameters but continued to violate
Reg SHO rules. From May 2022 until December 2023, Robinhood Securities
mismarked an additional 4.5 million fractional riskless principal orders as "short
exempt," despite completely failing to satisfy the mandatory statutory conditions
required to claim the exempt status.

V. Technical Amendment: Data Integrity, Mis-Marking,
and Riskless Principal Order Capacity

Executive Summary of Data Concerns

While the Commission's proposal to prohibit volume-based transaction pricing for
agency-related volume is a critical step toward fostering fair competition among broker-
dealers, the structural integrity of this prohibition relies entirely on the accuracy of order
marking. Because high-volume members retain a significant financial incentive to
mischaracterize their order capacities to cross volume tier thresholds, the final rule must
explicitly address the temporal and volume-based dynamics of riskless principal
transactions.

The Consolidated Audit Trail (CAT) baseline sample from January 2023 highlights that
while Riskless Principal orders constitute a smaller overall slice of the market, they
represent a highly concentrated, vulnerable pool of order flow that could be weaponized
to evade volume-tier restrictions.



Analysis of Riskless Principal Volume & Timeframes

The intersection of volume requirements and monthly resetting timeframes creates an
environment ripe for order mischaracterization. We urge the Commission to consider
the structural vulnerabilities exposed by the January 2023 CAT data:

« The Monthly Reset Dynamic: Exchange volume tiers are calculated in arrears
and reset on a strictly monthly timeframe. Because a member's achieved tier
applies retroactively to all executions transacted earlier in that month, a marginal
increase in volume at the end of a monthly period exponentially increases the
financial payout across billions of previously executed shares.

e Volume Threshold Urgency: This monthly timeframe creates a mathematical
"cliff* toward the end of each calendar month. Members seeking to achieve
specific tier targets face an intense economic incentive to aggregate and route
order flow to a single venue to capture the highest possible rebate.


https://www.govinfo.gov/content/pkg/FR-2023-11-06/pdf/2023-23398.pdf

e The Incentive to Mis-Mark Small-Pool Capacities: According to Table 4 of the
Commission's baseline data, Riskless Principal orders accounted for
1,845,436,811 shares, representing just 0.77% of total trading volume across all
exchanges (241,150,472,186 total shares). Because the proposed rule strictly
prohibits counting agency-related volume toward proprietary volume tiers, a
structural firewall is created. However, lower-volume or sponsoring members
facing a month-end shortfall have an intense economic motivation to mis-mark
riskless principal orders as proprietary volume.

e Concentration Risks on Specific Venues: The temptation to mis-mark is
structurally amplified on exchanges where Riskless Principal capacity is heavily
concentrated. For instance, Cboe EDGX alone processed 677,345,568 Riskless
Principal shares, capturing a staggering 36.70% share of the entire market's
riskless principal volume. Nasdaq followed with 256,443,292 shares (13.90%
share), and MEMX handled 186,541,931 shares (10.11% share). If bad actors
are permitted to selectively mischaracterize these pools as proprietary volume
during month-end scrambles, they can artificially inflate their proprietary volume
metrics on these target exchanges to cross unfair rebate thresholds.

Statutory Scope of Riskless Principal Orders

To ensure the final rule effectively mitigates this evasion risk, the Commission must
maintain a precise framework regarding order pricing:

Proposed Rule 6b-1 Definition: A riskless principal transaction is broadly defined as a
transaction where a broker-dealer, after receiving a customer order, purchases or sells
a security from another person to offset a contemporaneous leg to the customer,
without retaining market risk.

Crucially, we support the Commission's deliberate omission of a "same price"
requirement within this specific definition. If the rule required both legs of a riskless
principal trade to execute at the exact same price, bad actors could easily evade the
volume ban by altering the customer leg by the smallest fraction of a penny (e.g., an
economically insignificant change) to artificially classify the trade as proprietary.

Recommendations for Anti-Evasion Rules and Post-Filing Transparency

To prevent the volume-based manipulation of riskless principal designations during
these monthly end-of-period scrambles, the final rule must aggressively enforce the
provisions of proposed Rule 6b-1(b) and (c):

1. Mandatory Distinct Port Sourcing: Exchanges must utilize their flexibility under
proposed Rule 6b-1(b)(1) to mandate that members route proprietary orders
through entirely separate, dedicated physical ports or sessions. Mixing
proprietary and riskless principal orders on a single session should be strictly
prohibited to eliminate automated billing mis-marking.



2. Auditable Machine-Readable Tally Disclosures: The 5-calendar-day monthly
deadline for Inline XBRL table submissions must be rigidly maintained. This
prompt timeframe is the only mechanism that allows the Commission and the
public to cross-reference data changes within the critical 60-day statutory
suspension window. If an exchange's monthly disclosure reveals an anomalous
spike in proprietary volume corresponding with a drop in riskless principal volume
at month-end, it provides an immediate data point to flag potential evasion or
mis-marking.

VI. Retail Broker-Dealer Clearing Structures and Sub-
Second Institutional Auctions

To demonstrate how internal retail clearing infrastructures interface with specialized
institutional order-routing mechanics, the following structural breakdown links internal
broker-dealer processing directly to sub-second institutional auction protocols and
execution networks.

A. The Structural Convergence of Retail Broker-Dealer Clearing and Sub-
Second Institutional Auctions

A precise investigation of the modern market structure reveals that retail-facing broker-
dealers do not operate as isolated, simplified customer interfaces. Instead, firms like
Embed Financial Technologies and Robinhood Securities function as intentional front-
end collection points that feed directly into a heavily integrated network of institutional
clearing mechanisms, off-shore shell platforms, and sub-second auction protocols
designed to circumvent public market lit exchanges.

B. The Retail-to-Institutional Routing Funnel

The mechanical path of a retail customer order exposes a deliberate separation
between the consumer interface and the underlying financial execution:

« The Internal Clearing Gatekeeper: Retail entities establish 100% owned
clearing subsidiaries—such as West Realm Shires Inc.’s acquisition of Embed
Financial Technologies or Robinhood Financial’s reliance on Robinhood
Securities to take legal and beneficial ownership of incoming customer order
flows.





https://youtu.be/pbjQHt73NKg?si=lz4phxOHItwHSzKg&t=572
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Bypassing Lit Exchanges: Rather than routing marketable orders directly to
public national securities exchanges (such as the NYSE or NASDAQ), the
internal clearing infrastructure handles volume through a combination of
proprietary principal matching and systemic diversion.

The Institutional Hand-Off: This structure serves as the primary mechanism to
transfer retail orders internationally or route them directly into specialized
institutional trading networks, matching retail volume against hidden institutional
inventory outside the view of public market quotations.

C. Interfacing with Sub-Second Institutional Auctions

Once retail order flow is internalized by the broker-dealer's clearing arm, it becomes
eligible to interface with highly advanced, sub-second institutional auction protocols that
actively operate parallel to the national market system:

Exploiting the Sub-Second Pause: Internal clearing systems can route
internalized block or fractional order segments into private micro-auction suites
(such as specialized institutional routing networks). These platforms utilize brief
execution pauses lasting between 1 and 20 milliseconds to generate non-public
alerts to an enclosed circle of subscribers.

Internal Order Book Matching: During this sub-second window, institutional
subscribers submit non-displayed, dark liquidity into an enclosed order book. The
matching engine resolves the auction using custom priority parameters (such as
price/time or first-responder matching), effectively crossing substantial volume
completely insulated from public lit books.


https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MTM1MzAxOQ==&id2=-1

The Off-Exchange Reporting Loop: Completed executions are systematically
reported to an off-exchange Trade Reporting Facility (TRF). Unmatched order
remnants are either cancelled or parked in non-displayed facilities, ensuring that
the broader public market remains unaware of the real-time institutional demand
curve.

D. Systematic NBBO Price Deviation via Automated Regressions

To safely execute these crossed retail and institutional sizes without triggering
catastrophic public order book imbalances, routing engines [i.e. Apex’s Coda Fuse]
deploy dynamic mathematical regressions to establish parameters for printing trades
outside of the National Best Bid or Offer (NBBO):

Dynamic Variance Calculation: Automated data platforms continually analyze
regular-way sequential trade data from the Securities Information Processor
(SIP). By running these numbers through a rolling 20-trading-day regression
curve, the system calculates median price variances across distinct notional
brackets.

Hardcoded Liquidity Protection Boundaries: The output of this regression
calculation—the Liquidity Protection Rule (LPR) threshold—acts as an
operational gatekeeper. It calculates the maximum basis points or cents that an
internal matching engine will permit a trade to print outside the prevailing public
NBBO based on order size.

Institutional Price Isolation: This mathematical architecture allows internal
broker-dealer clearing networks and institutional subscribers to routinely cross
massive volumes at prices that deviate directly from national public quotations,
depriving the public lit markets of transparent price-discovery data.


https://www.codafuse.com/
https://youtu.be/hIio_XzH6MY?si=tge1hOvSbSJuhoVw&t=85

VIl. The Synthetic Parallel Ecosystem: Tokenized
Stocks and Global Digital Networks

The most critical threat to the integrity of U.S. securities regulation is the emergence of
a synthetic parallel market through tokenized stocks. Between 2019 and 2022, offshore
crypto platforms (including FTX, Alameda Research, and Binance) partnered with
licensed European broker-dealers and custodians (such as CM-Equity AG) to pioneer
24/7 tokenized fractional representations of U.S. equities.


https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MzA5NTU5Ng==&id2=-1
https://x.com/sbf_ftx/status/1378823438639325184?s=61

A. Explanation of the Main Purpose of FTX.com and Related Exchanges

The primary exchange operated by FTX Trading Ltd. was FTX.com, an international
cryptocurrency exchange based outside the United States that served non-U.S.
customers. Founded in 2019 by Samuel Bankman-Fried and Gary Wang, the exchange
was specifically designed to bridge the gap between traditional financial markets and
the digital asset ecosystem by offering sophisticated, institutional-grade trading
functionalities that were largely unavailable on domestic, spot-only crypto platforms. To
fulfill this purpose, the platform was built around two core pillars:

A Cryptocurrency Futures and Derivatives Exchange: Unlike standard
domestic spot exchanges that only allowed users to buy or sell digital assets
dollar-for-dollar, FTX.com focused heavily on cryptocurrency derivatives. It
enabled users to trade complex financial instruments, such as futures contracts,
allowing market participants to short assets or hedge risks based on the future
price movements of underlying cryptocurrencies. Derivatives quickly became the
platform's most popular financial product, driving immense volume.

A Leveraged Finance Platform and Prime Broker: FTX.com functioned as a
comprehensive finance platform by integrating margin trading and lending
services. Through an innovative feature known as "cross-margining," retail
customers and institutional investors could use their entire portfolio of varied
assets and currencies on the exchange to secure and leverage their trading
positions. Roughly 80% of the assets on the exchange had this margin feature
enabled by customer election, effectively making FTX a global prime broker for
digital assets.
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To facilitate continuous liquidity, ensure confidence, and maintain orderly markets for
these highly leveraged products, FTX utilized large-scale crypto hedge funds—most
notably its related entity, Alameda Research LLC—to serve as primary market makers
and "backstop liquidity providers". Alameda's main purpose in this ecosystem was to act
as a counterparty of last resort, absorbing customer assets and liabilities during volatile
market movements to prevent systemic losses on the exchange.

B. Tokenized Stock Architecture and the Custodial Disconnect

A critical element of the structural deception within the cryptocurrency ecosystem
involved the offering of "Tokenized Stocks" (e.g., Tesla, Apple, Amazon) marketed by
Sam Bankman-Fried as being physically redeemable and backed 1:1 with real U.S.
equities.


https://x.com/sbf_ftx/status/1548292823799148544?s=61

o The Valuation Reality: Regulatory and forensic analysis conducted during
bankruptcy proceedings revealed that these tokenized stocks held a valuation of
$0 outside the specific debtor exchanges. They were functionally structured as
internal derivatives or financial contracts designed solely to mimic price
movements and were entirely untradeable on public equity infrastructure.


https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MjYxNDg5Nw==&id2=-1
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o The Custodial Disconnect: While FTX publicly claimed that these synthetic
assets were backed via a partnership with the licensed financial institution CM-
Equity AG (which acting as the custodian would allow physical redemption),
corporate ledger records and interviews showed that CM-Equity completely
severed its relationship with FTX in December 2021.

« Bypassing Reporting Thresholds: To obscure operational transparency and
coordinate corporate control, FTX Europe AG maintained a precise 9.9%
ownership stake in CM-Equity AG, leveraging this specific minority threshold to
bypass regulatory reporting requirements while failing to secure the underlying
equity backing the tokenized derivatives.


https://youtu.be/mHikzIr6Gq8?si=PXRUKtoREpg0jLqq&t=2080
https://youtu.be/mHikzIr6Gq8?si=PXRUKtoREpg0jLqq&t=2080
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C. Binance Control Covenants and the Laundering Mechanism

The operational framework of the global crypto exchanges was bound by intricate, non-
public corporate governance structures that systematically consolidated power and
facilitated the moving of equity values.

« The Restrictive Liquidation Covenants: Landmark agreements, such as the
November 2019 Voting Agreement executed between Samuel Bankman-Fried
(FTX Trading Ltd.) and Changpeng Zhao (Binance Capital Management Co.
Ltd.), revealed that Binance held Series A Preferred Shares carrying severe
corporate blockades. Under these covenants, FTX was strictly prohibited from
passing any resolution approving liquidation, dissolution, or the initiation of
bankruptcy proceedings without the explicit written consent of Binance.


https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MjYwNzg5Ng==&id2=-1



https://s.wsj.net/public/resources/documents/SBFwrittentestimonynotes12122022.pdf
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o The Arbitrated Cash Flows: Additional cross-border friction was highlighted by
the "Tokenized Stocks Agreement" entered into on April 1, 2021, between
Binance and CM-Equity. This arrangement ultimately resulted in a $65 million
German arbitration claim filed by Binance against CM-Equity regarding
unreturned collateral.

o The Shell Exchange Funnel: Legal billing records and corporate structure
diagrams indicate that these agreements were utilized as a conduit to transfer
capital through elaborate shell companies like FTX Europe AG and West Realm
Shires Inc.. This mechanism enabled the routing of digital assets globally while
obscuring the fact that corresponding physical U.S. equity positions were never
acquired or safely custodied.


https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MzA5NTU5Ng==&id2=-1

D. Synthetic Private Tokens, SPV Structures, and Corporate Equity
Disclaimers

Recent market Robinhood’s Vlad Tenev expansions into "Private Company Stock
Tokens" (e.g., OpenAl, SpaceX) demonstrate how the identical synthetic derivative
frameworks used to simulate public stocks are being deployed to capture private
venture markets without primary corporate authorization.

The Special Purpose Vehicle (SPV) Mirage: Robinhood statements and media
promotional streams detail the launch of unlisted private company stock tokens
marketed directly to retail investors. Robinhood’s CEO Vlad Tenev claim that
these tokens provide indirect exposure to highly restrictive private equity
markets, stating that the offerings are backed and enabled via an internal
ownership stake held by a specialized "special purpose vehicle" (SPV).

The Corporate Equity Repudiation: Elon Musks’ statements and direct
communications from the underlying private entities completely contradict these
tokenization claims. Official releases from the OpenAl’s Twitter explicitly confirm
that these tokenized instruments represent 0% actual equity in the underlying
company. Primary issuers have stated they never partnered with the platform,
held zero involvement in the product architecture, and maintain strict bylaws
requiring board-level approval for any transfer of equity—approvals that were
never granted.

The Synthetic Derivative Reality: Under direct media questioning regarding the
legitimacy of these "tokenized equities," executive leadership, including
Robinhood’s CEO Vlad Tenev, admitted that the underlying instruments are not
technically corporate equity but are instead cash-settled synthetic derivatives
structured to track isolated private valuations. International regulatory watchdogs,
including the Bank of Lithuania, have launched formal investigations demanding
clarification regarding the true asset backing of these tokens, while primary
technology founders have publicly stated that the tokenized equity is entirely
"fake" and functions without direct ledger correlation to physical private shares.


https://storage.courtlistener.com/recap/gov.uscourts.deb.188450/gov.uscourts.deb.188450.292.1.pdf
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VIIl. Professional Conflicts, Cross-Border Evasion,
and Banking Failures

A. Structural Interlocking of Counsel and Professional Conflicts of
Interest

Forensic bankruptcy applications, internal communications, and billing disclosures
expose a highly consolidated network of legal professionals concurrently advising
debtor entities, primary creditors, and sovereign regulators. This legal integration
facilitated the rapid reallocation of estate assets immediately prior to formal insolvency
filings.

The Sullivan & Cromwell / Quinn Emanuel Counsel Web

Sworn declarations and conflict disclosure tables filed by John J. Ray Ill and
restructuring professionals reveal that the exact same law firms handled the advisory
work for polarized, structurally adversarial market participants:

e Sullivan & Cromwell LLP (S&C): While serving as primary debtor counsel to
the FTX Estate, formal disclosures under penalty of perjury show that S&C
concurrently or historically maintained representation for critical counterparty
blocks, including massive short-swap family offices, claimant hedge funds, and
primary landing venues. S&C's client roster included SVB Financial Group
(Silicon Valley Bank), First Republic Bank, Genesis Global Capital, LLC, BlockFi
Lending LLC, Apollo Capital Opportunities Fund, and Deltec International Group.


https://cases.stretto.com/public/x193/11753/PLEADINGS/1175302012380000000038.pdf
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¢ Quinn Emanuel Urquhart & Sullivan, LLP: Retained as special counsel to FTX
Trading Ltd., Quinn Emanuel's conflict logs indicate simultaneous or prior
representation of foundational market actors, including top creditor Changpeng
Zhao (CEO of Binance), major venture funds like Sequoia Capital, and key
infrastructure networks like Ripple Labs, Inc. and Aptos.
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The Cross-Border Asset Funnel: This multi-layered representation enabled
platforms to shift unbacked naked short swap positions across international
borders. Specifically, Alameda Research routed immense capital through its
corporate accounts at Deltec Bank to systematically fund the creation of billions
of dollars in Tether (USDT), leveraging synthetic valuations to back unsecured
venture loan books.

o Example of Shadow Banks approving Venture Investment Loans
from Silvergate:

“From November 2022 to January 2023, Silvergate, Lane, and Fraher misled
investors in stating that Silvergate had an effective BSA/AML compliance
program and conducted ongoing monitoring of its high-risk crypto customers,
including FTX, in part to rebut public speculation that FTX had used its
accounts at Silvergate to facilitate FTX’'s misconduct. In reality, Silvergate’s
automated transaction monitoring system failed to monitor more than $1
trillion of transactions by its customers on the bank’s payments platform, the
Silvergate Exchange Network”

“Rather than coming clean to investors about serious deficiencies in its
compliance programs in the wake of the collapse of FTX, one of Silvergate’s
largest banking customers, they doubled down in a way that misled investors
about the soundness of the programs. In fact, because of those deficiencies,
Silvergate allegedly failed to detect nearly $9 billion in suspicious transfers
among FTX and its related entities. Silvergate’s stock eventually cratered,
wiping out billions in market value for investors.”

o Example TerraLuna used as further Collateral for Crypto Backed
Loans:

“Terraform blockchain to settle transactions and about the stability of their
crypto asset security, UST. The SEC also offered evidence at trial showing
that, in May 2022, after UST depegged from the U.S. dollar, the price of UST
and Terraform’s other tokens plummeted to close to zero. This wiped out $40
billion in market value nearly overnight and caused devastating losses to
countless investors, including numerous retail investors who believed
defendants’ lies and poured their life savings into Terraform’s ecosystem.”
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Internal Law Firm Infiltration and Pre-Petition Control

The transition of control from exchange founders to restructuring firms was managed
internally by former legal partners placed directly within corporate c-suites:

e The Ryne Miller Nexus: Ryne Miller, who served as General Counsel of FTX
US, was a literal partner at Sullivan & Cromwell immediately prior to his
employment at the exchange.
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Corporate Board Proliferation: Pre-petition records demonstrate that Miller
systematically consolidated legal and administrative power across 100% owned
subsidiaries, simultaneously holding equity or executive officer titles within West
Realm Shires Services Inc., West Realm Shires Inc., Alameda Research LLC,
FTX Lend Inc. (as Treasurer and Secretary), and the core tokenization vehicle
Cottonwood Grove Ltd..
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Regulatory Interventions and Misrepresentations: On August 10, 2022, Miller
and S&C partners jointly answered policy questions from the Commaodity Futures
Trading Commission (CFTC). They explicitly declared that Alameda Research
acted as a primary liquidity backstop providing over-the-counter "convert"
(crypto-to-fiat) functionality, while assuring the Commission that internal access
controls completely insulated sensitive data networks from affiliates.


https://storage.courtlistener.com/recap/gov.uscourts.nysd.590940/gov.uscourts.nysd.590940.407.39.pdf

The $4 Million SullCrom Transfer and the Executive Coup

Internal, time-stamped messaging logs extracted by federal investigators document that
the execution of the bankruptcy filings was characterized by an aggressive, non-
cooperative transfer of operational authority:

« The November 8th Mandate: At 10:23 PM on November 8, 2022, Ryne Miller
bypassed existing executive structures, messaging the small group chat: "I need
to wire SullCrom $4M to make sure we are all represented through this... From
FTX.com cash. Who can do it? I'm in charge now."” Subsequent testimony from
executive insiders like Ryan Salame confirmed that while inside lawyers like Dan
Friedberg and Can Sun structured prior loans, Miller took absolute operational
command on November 8th, issuing unilateral directives to wire millions out of
international customer cash pools.


https://storage.courtlistener.com/recap/gov.uscourts.nysd.590939/gov.uscourts.nysd.590939.407.34.pdf
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e The Coerced Signature Disconnect: On November 10, 2022, S&C partner
Andrew Dietderich pressured the founding team for signatures, emailing Sam
Bankman-Fried: "We have done the work we can without Sam's signature. If

Sam is not going to sign the instruction appointing Ray tonight, we will send
people home and regroup.”


https://storage.courtlistener.com/recap/gov.uscourts.nysd.590939/gov.uscourts.nysd.590939.407.34.pdf
https://www.ft.com/content/6e912f25-f1b7-4b19-b370-007fbc867246
https://storage.courtlistener.com/recap/gov.uscourts.nysd.590939/gov.uscourts.nysd.590939.407.34.pdf

The Forgery and Solvency Contradiction: While the restructuring team filed an
"Omnibus Corporate Authority" dated November 10th granting John J. Ray llI
plenary authority, contemporaneous Signal logs from November 11th reveal that
Miller was still actively trying to push unexecuted documents to Bankman-Fried.
Bankman-Fried publicly declared that the exchange's domestic arm, FTX US,
was entirely solvent with hundreds of millions in excess cash balances, stating in
recorded media interviews that he was "sort of coerced" into signing over
complete corporate control to S&C's designated management team under
intense legal duress.


https://youtu.be/6DezodR9hNI?si=MvRhKxjXIJ717mwn&t=604
https://storage.courtlistener.com/recap/gov.uscourts.nysd.590939/gov.uscourts.nysd.590939.247.2.pdf
https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MzA4ODMwOA==&id2=-1
https://www.ft.com/content/6e912f25-f1b7-4b19-b370-007fbc867246

The Sovereign Jurisdictional Conflict: This internal coup directly interfered
with international regulatory enforcement. When Christina Rolle of the Securities
Commission of The Bahamas (SCB) directed the immediate transfer of assets to
a protected sovereign custodian wallet to preserve creditor interests, Miller
aggressively intervened. He ordered a total halt on all data transfers and site
functionality, stating that no funds subject to the U.S. bankruptcy estate could be
transferred to Bahamian jurisdiction, effectively locking down Robinhood equity
shares and international customer assets within the S&C-controlled Chapter 11
framework.



B. Capital Control Evasion via "KYC Farming" and Chinese Exchange
Funnels

Extracted media testimony, insider communications, and regulatory disclosures reveal
that a primary mechanism for driving large-scale capital into the digital asset ecosystem
relied on the systematic circumvention of sovereign capital controls through illicit peer-
to-peer verification networks.

« The Sovereign Capital Flight: High-net-worth individuals seeking to extract
massive volumes of capital from strict control jurisdictions, such as mainland
China, were blocked from traditional interbank networks due to restrictive
domestic outbound limits. To bypass these barriers, actors engaged specialized
"KYC farmers" to construct dummy authentication profiles.

e The Mechanics of KYC Farming: "KYC farming" involves the collection and
utilization of third-party identities to open hundreds of secondary, straw-buyer
bank accounts and corresponding exchange profiles. In practice, a single
coordinator would manage 50 to 100 distinct bank accounts under falsified or
rented credentials.

o The Peer-to-Peer Funnel: Wealthy capital holders distributed large fiat sums
incrementally across these networks of surrogate accounts. The KYC farmers
then funneled the split cash tranches directly into international cryptocurrency
exchanges—specifically targeting specialized accounts operating in China under
Huobi (HBY) and OKX.

« The Institutional Liquidity Destination: These highly fragmented, peer-to-peer
cash flows were ultimately consolidated to provide the core trading liquidity
utilized by institutional market makers. Post-collapse testimonies from exchange
executives, such as Ryan Salame, explicitly document that the digital assets
driving Alameda Research's high-volume trading desks were predominantly
derived from funds borrowed directly against these exact Genesis trading
accounts and Chinese exchange deposit funnels.

C. Automated Stablecoin Default Conversions and Third-Party DCE
Deflection

Corporate service schedules and internal platform terms show that international crypto
exchanges utilized structural architecture to systematically deflect local banking
compliance obligations while automatically replacing customer fiat balances with
unbacked stablecoins.

« The Automated Conversion Default: As detailed in updated corporate user
agreements (such as the September 18, 2022, Service Schedule for Australian
Users), exchanges implemented an automated fiat-to-stablecoin default loop.
When a retail customer deposited local fiat currency into the platform, the funds
were routed away from standard deposit accounts and automatically converted
into stablecoins by default.



The Balance Sheet Ledger Disconnect: Under this structure, international
entities like FTX Trading did not hold actual cash or E-Money balances for
standard accounts. Any account balances displayed to users on the application
interface in traditional fiat denominations were completely synthetic ledger entries
provided strictly for "convenience". The actual underlying value was entirely held
in stablecoins, such as Circle's USDC.

The Third-Party DCE Provider Shield: To shield the primary exchange entities
from regional licensing liabilities, corporate covenants dictated that all fiat-to-
digital asset conversions were legally processed by detached, third-party Digital
Currency Exchange (DCE) providers. Users were forced to explicitly agree that
they were not placing conversion orders with the primary exchange (e.g., FTX
Trading or FTX Australia), effectively allowing the platform to operate macro-
scale fiat clearing rails while denying any direct involvement in money
transmission or domestic banking activities.

D. Internal Structuring, Legal Licensing Omissions, and Fee Tier Manipulation

Internal law firm invoices and corporate organization agreements establish that the
structuring of foreign futures entities and the omission of money transmitting licenses
were actively directed by internal and external legal teams.

The Deliberate Money Transmitter Omission: Retrospective legal analysis and
interview records indicate that exchange executives were explicitly instructed by
senior legal officers, including compliance attorney Daniel Friedberg, that the
corporate ecosystem did not require standard Money Transmitting Licenses
(MTLs) to process user transactions. Executives relied on multiple overlapping
sets of internal and external law firms to validate these operational omissions.
Forensic Legal Billing Proofs: ltemized general corporate invoices from April
and May 2019 outline the precise development of this regulatory avoidance
strategy. Billing logs show that Friedberg, alongside specialized tax partners like
David L. Forst and corporate associates like Chad Richman, structured the
offshore Antigua and Seychelles entities specifically to isolate the futures
exchange and leveraged token models from U.S. regulatory reach. Legal teams
hounded regional counsel to draft cross-border "user agreements" and "liquidity
provider agreements" designed to embed AML checklists and stablecoin
transaction definitions directly into the code before compliance flags could be
raised.

The Multi-Jurisdictional Token Loop: By January 2021, legal teams were
actively coordinating massive token sales and researching multi-jurisdictional
loopholes, including structural drafts for Silvergate bank submissions, Bittrex
regulatory carve-outs, and Special Purpose Acquisition Company (SPAC)
precedents. This legal architecture allowed the platform to launch predatory
volume incentives—such as the July 2022 "VIP Fee Tier" promotion—which
coerced massive retail and market-maker deposits up to $10 million per account
to achieve artificial volume expansion while shielding the core capital transfers
behind unbacked synthetic collateral agreements with offshore entities like
Binance and CM-Equity.





https://youtu.be/5dByHyrEO0U?si=NjQsx-8zdhWjLHDv&t=2007



https://youtu.be/5dByHyrEO0U?si=BfFg3Lcmi6ZPPOT8&t=613
https://youtu.be/5dByHyrEO0U?si=BfFg3Lcmi6ZPPOT8&t=613
https://youtu.be/z-n3vlWxlys?si=Y__wpWp2_2wJaNKb&t=2253
https://youtu.be/z-n3vlWxlys?si=Y__wpWp2_2wJaNKb&t=2253



https://x.com/rsalame7926/status/1840969309834920265?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/applearegreen/status/1816172603339342155?s=61&t=zvpE_UYDJ4UAq7dTHOVYdQ
https://x.com/applearegreen/status/1816172603339342155?s=61&t=zvpE_UYDJ4UAq7dTHOVYdQ
https://storage.courtlistener.com/recap/gov.uscourts.nysd.590939/gov.uscourts.nysd.590939.407.34.pdf
https://storage.courtlistener.com/recap/gov.uscourts.ca2.9d455c17-4ee8-40a0-bafd-1eeeb19acafb/gov.uscourts.ca2.9d455c17-4ee8-40a0-bafd-1eeeb19acafb.31.0.pdf

E. The Venture Loan Avoidance Strategy and California Bank Failures

Forensic accounting invoices and internal communications suggest a coordinated effort
by major venture capital entities and digital asset platforms to systematically use
traditional banking vulnerabilities to isolate their "Venture Books" from market collapses.

« Rehypothecated Collateral in Traditional Banks: Digital platforms—working
alongside specialized legal experts across concurrent bankruptcies (Voyager,
BlockFi, Celsius, and FTX)—regularly utilized cryptocurrency assets and
unbacked tokenized stocks as collateral to secure massive venture loans from
California-based financial institutions, most notably Silicon Valley Bank (SVB)
and Silvergate Bank.





https://cases.stretto.com/public/x193/11753/PLEADINGS/1175302012380000000038.pdf
https://cases.stretto.com/public/x193/11753/PLEADINGS/1175302012380000000038.pdf



https://cases.stretto.com/public/x193/11753/PLEADINGS/1175308012280000000084.pdf
https://cases.stretto.com/public/x193/11753/PLEADINGS/1175302012380000000038.pdf



https://storage.courtlistener.com/recap/gov.uscourts.nysb.312902/gov.uscourts.nysb.312902.1949.0_1.pdf

The "Pledge Agreement” Loophole: Legal firms executed sophisticated
"Pledge Agreements" (such as the November 9, 2022, agreements between
Alameda Research and BlockFi) that granted platforms the absolute right to
pledge, rehypothecate, assign, commingle, or otherwise dispose of customer
collateral at the depositing investor's sole risk. This architecture allowed the
same pools of digital and synthetic stock assets to be reused repeatedly across
multiple traditional banking entities.


https://storage.courtlistener.com/recap/gov.uscourts.njb.1094107/gov.uscourts.njb.1094107.2.4.pdf



https://storage.courtlistener.com/recap/gov.uscourts.njb.1094107/gov.uscourts.njb.1094107.2.4.pdf
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« Coordinated Bank Runs as Venture Deleveraging: Financial Stability
Oversight Council (FSOC) data and public bank records document that the
March 2023 bank stress was heavily accelerated by a flight of capital engineered
by top depositors. Venture capital firms and digital asset entities used Circle's
USDC stablecoin as a core transactional conduit to rapidly extract cash from U.S.
equity markets, funneling it through SVB. Circle Internet Financial emerged as
the single largest depositor at Silicon Valley Bank with a cash balance exceeding
$3.3 billion.

state securities law violations in relation to a firm'’s
staking rewards programs.™ Federal agencies,
specifically the SEC and CFTC, have continued

to bring enforcement actions due to fraud, ma-
nipulation, and failure to register with the appro-
priate agency, among other types of misconduct.
In fiscal year 2023, the CFTC brought 47 actions
charging a wide range of violations, including
fraud, manipulation, failure to register, failure

to supervise, and lack of adequate know your
customer and anti-money laundering controls.
The defendants in these actions included, among
others, digital asset trading platforms, the opera-
tors of DeFi protocols, and a digital asset lending
platform.™ The allegations in these cases exempli-
fy the consumer and investor risks that arise from
using unregistered platforms. The SEC brought
actions this year against companies for operating
as unregistered exchanges, broker-dealers, and
clearing agencies.” The SEC also charged entities
with the unregistered offer and sale of securi-
ties, including the offer and sale of securities in
connection with staking and lending programs.”
Both the SEC and the CFTC have brought charges
related to a firm's failure to comply with anti-
money laundering laws.”

Interconnections Between the Crypto-Asset Ecosys-
tem and Traditional Finance

The crypto-asset market experiences a higher
level of volatility than does the traditional fi-
nance system and is also prone to shocks that
may impact traditional financial institutions that
partner or otherwise interact with the crypto-as-
set market.™ Such shocks may include the col-
lapse of fraudulent schemes, cybersecurity issues,
technology-related disruptions, and governance
or decision-making breakdowns, among other
events.
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the perceived public association between Signa-
ture and the crypto-asset ecosystem, as well as the
timing of SVB's failure and Silvergate’s voluntary
liquidation, were factors in Signature's failure.®
Separately, the FDIC noted in its internal review
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To help ensure the safety and soundness of the
banking system as banks explore crypto-asset
related activities, the Federal Reserve announced
a novel-activities supervision program in August
2023. The program will be integrated into the
Federal Reserve's existing supervisory process

to help address risks of novel activities related

to crypto-assets, DLT, and complex technology-
driven partnerships with nonbanks.”

Stablecoins

‘The Council has previously noted that/{iilSieong
nd the
that are created by
stablecoins could serve as conduits for contagion

paper (CP).* The President’s Working Group on
Financial Markets (PWG), FDIC, and OCC have
also published an assessment of the risks related
to stablecol In the 2021
PWG Report, the PWG, FDIC, and OCC noted

that the failure of stablecoins to maintain a stable
value could expose stablecoin users to unexpect-
ed losses and lead to stablecoin runs that damage
financial stability.* The 2021 PWG Report also
flagged that disruptions to the payment chain that
allow stablecoins to be transferred among users
could lead to a loss of payments efficiency and,
depending on the extent to which stablecoins

are used, undermine functioning in the broad-

er economy.” Like the Council’s Digital Asset
Report, the 2021 PWG Report detailed systemic
concerns related to the potential risk of stablecoin
arrangements to rapidly scale.*

In addition to these issues, some stablecoin is-
suers do not provide adequate or accurate infor-
mation about their asset holdings and rights of
redemption.*” A lack of information about these
holdings and issuers’ reserve management prac-
tices may pose a challenge for accurate market
analysis of the impact of a stablecoin issuer’s
holdings, as well as a risk of fraud if the extent of
the stablecoin’s reserves is misrepresented. The
lack of information on reserves can contribute

to outsize market reactions to news about an
issuer, which can manifest in outsize volatility
and potential losses. Regulatory requirements

for reserves, capitalization, and reporting may
mitigate some of these risks.'® Like the traditional
payment system, stablecoins. if used as a payment
instrument, may pose credit risk, liquidity risk,
operational risk, risks arising from ineffective sys-
tem governance, and settlement risk."

Recent Developments
Tokenization
Tokenization, the process of digitally representing
an existing reference asset on a ledger, involves
linking a digital token’s price to the value of its

fi e asset. Tok that occurs on

to traditional financial Astablecoin’s
impact on the financial system depends on the
scale of the stablecoin. For example, if 2§l

blockchains, a type of DLT, aspires to introduce
DLT into clearing and settlement processes, as
well as payment systems."

% To date, the current uses of
tokenized traditional assets are limited in their
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size and impact.'® The overall value of tokenized
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The Loan Avoidance Objective: Internal corporate tracking records from
February 2023 reveal that investigative teams focused heavily on "Venture Book
Avoidance" strategies. By orchestrating a rapid run on California banks,
prominent venture capital figures—including Peter Thiel (whose linked fund Valar
Ventures controlled a massive 19% equity stake in BlockFi) alongside funds like
Coatue, USV, and Founder Collective—advised portfolio companies to
simultaneously pull funds from SVB. This deliberate liquidity drain successfully
triggered federal interventions and receiverships, effectively isolating and
protecting approximately $4.5 billion in funded assets across 438 highly illiquid
venture investments from bankruptcy estate clawbacks.


https://cointelegraph.com/news/circle-and-sequoia-top-depositors-silicon-valley-bank
https://www.bnnbloomberg.ca/peter-thiel-s-founders-fund-advises-companies-to-withdraw-money-from-svb-1.1893506
https://x.com/jason/status/1634792355294515200?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/davidsacks/status/1634292056821764099?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
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Thiel’s Founders FundjWithdrew Millions

Bank

Lizette Chapman

From Silicon Valley

FPEERTHEISFOURIEREEIR® had no money with SillcoRValley Banlts of Thursdaz mormné\s the bank descended into chaos,

according to a person familiar with the matter

Founders Fundiwithdrew millions from SVB, said the person, who asked not to be identified discussing private information. It
[SINEHStRERVERTUEIIRGS (hat took dramatic Stepsito limit exposure to the now-failed financial institution. Founders Fund also
advised its portfolio companies that there was [SONRSIHEIMOVIREREINMBREY away from SVB, even if the risk was low.

Peter Thiel
Case 22-11068-JTD Doc 450-1 Filed 01/09/23 Paqe 17 of 65
EXHIBITB
FTX Trading Equity Holders List
Case 22-11068-JTD Doc 450-1 Filed 01/09/23 Page 18 of 65
Holder Security Class Share Type Number of Securities
2021-015 Investments LLC
investments@nvendelltrust com. jmichels@thieicapital com Cawion (Commean {73) 45754
2021-015 Investments LLC
investments@nvendelltrust com, jmichels@thielcapital com Preferred Series B-1 Preferved (PB1) 11449
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EXHIBIT A

WRS Equity Holders List
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Holder

Security Class

Share Type

Number of Securities

Name on File
Address on File

Common

Class A Common (CA)

85,0004

1885 Private Opportunities Fund, L. P. (2021 Series)
1 University Square Drive

5th Floor

Princeton, NJ 08540

samir. menon@blackrock com

Preferred

Series A Preferred (PA)

50,557

2021-015 Investments LLC

investments@rivendelitrust com; jmichels@}hieicapital com

Common

Class A Common (CA)

245,000
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1. The Institutional Venture Loan Reciprocity
Framework and Capital Circularity

Sworn criminal trial transcripts and admissions from corporate insiders expose a highly
integrated financial network where customer fiat and digital asset pools were
systematically deployed to inflate corporate valuations, generate artificial bank deposits,
and isolate venture capital books from free-market losses.

The Circular Banking Loop: Forensic analysis of the trial record details a
circular loan fraud mechanism spanning digital asset exchanges, venture capital
funds, and specialized regional banks. Under this structure, client assets
deposited on cryptocurrency exchanges were secretly extracted to fund high-risk
corporate venture investments. The venture capital entities then required their
newly funded portfolio start-ups to deposit their financing checks directly back
into the identical California financial institutions that were issuing the senior credit
lines.

The Insider-Creditor Duplicity: This architecture created a closed-loop
ecosystem where prominent venture capital figures functioned simultaneously as
the majority creditors, primary debtors, dominant depositors, and lead lenders
across the banking network and the underlying venture start-ups. Customer
asset pools were systematically diverted to serve as the unbacked collateral and
loan payment rails driving this multi-billion-dollar circular balance sheet illusion.
The Executive Looting Scheme: Internal financial records and testimonies
confirm that while customer balances faced severe shortfalls, executive insiders
weaponized the exchange's lending arms to extract massive personal capital
under the guise of unmonitored "open term" venture loans. Chief Technology
Officer Gary Wang received over $200 million in loans from Alameda Research
to fund personal real estate acquisitions and private venture investments,
executed via internal promissory notes drafted by general counsel under the
direction of Senior Legal Officer Daniel Friedberg. Simultaneously, Chief
Engineering Officer Nishad Singh extracted a $477 million loan from the
exchange to purchase direct equity tranches within the corporate structure, while
adding $1 million to $2 million cash bonuses to his personal ledger.

2. Criminal Admission of Systematic Customer
Misappropriation and Balance Sheet Falsification

Cross-examinations and direct testimonies from the executive leadership of the debtor
entities provide irrefutable proof of intentional asset commingling, the creation of
fraudulent financial disclosures, and the active deception of institutional lenders.

The $10 Billion Customer Deficit: In explicit trial admissions, Alameda
Research CEO Caroline Ellison confirmed that the trading desk was entirely
dependent on the structural misappropriation of exchange deposits. Under direct
questioning by the Assistant United States Attorney (AUSA), Ellison stated that



Alameda had covertly borrowed over $10 billion directly from FTX customer
accounts to fund private investments, settle external debt liabilities, and fuel
directional cryptocurrency trading desks controlled 90% by Sam Bankman-Fried.
The False Financial Mandate: As macro market pressures accelerated in mid-
2022, external institutional lenders began recalling open-term credit lines. To
prevent a systemic unwind, exchange leadership explicitly directed the creation
of fraudulent corporate financial statements. Ellison testified that Bankman-Fried
ordered her to actively withhold the true balance sheets from institutional lenders
like Genesis Capital. This was done to deliberately conceal that the trading desk
had misappropriated $10 billion in customer funds while maintaining over $5
billion in unbacked, illiquid loans granted directly to its own executive officers and
affiliated shell entities.

The 30% Probability Insolvency Protocol: Internal statistical modeling
conducted by the fund's management team calculated a definitive 30%
mathematical probability that Alameda would be completely unable to repay its
outstanding debt obligations, even when factoring in the continuous, unapproved
injection of stolen customer assets. Despite explicit internal confirmation that the
firm lacked the capacity to cover its liabilities, executives continued to
misappropriate retail deposits to repay senior institutional lenders.

The November 6th Public Deception: On November 6, 2022, as public market
anxiety heightened, fund leadership published public statements and digital
communications claiming that Alameda had successfully returned the vast
majority of its outstanding third-party loans. Trial testimony confirms this public
assurance was entirely false. The firm had only succeeded in settling its external
institutional debt by aggressively pulling billions of dollars more out of internal
FTX customer asset pools, effectively replacing third-party liabilities with an
unbacked, concealed deficit against retail depositors.

3. Institutional Contagion, Credit Extensions, and
Inter-Debtor Loan Arbitrage

The trial record documents how the concealment of inter-debtor liabilities and the
manipulation of native exchange tokens deliberately corrupted the credit risk models of
competing digital asset platforms, accelerating systemic institutional collapse.

The BlockFi Insolvency Contagion: Testimonies from competing platform
executives, including BlockFi CEO Zac Prince, establish that institutional credit
extensions were granted based entirely on the fraudulent misrepresentation of
the exchange's asset backing. Between July and early November 2022, BlockFi
extended over $850 million in active credit lines to Alameda Research. Prince
testified under oath that had the firm been notified that Alameda's trading
operations were funded via the unauthorized borrowing of exchange customer
deposits, or that billions were routed to corporate insiders, BlockFi would have
immediately halted all credit extensions, as the disclosure would have instantly
exposed Alameda as fundamentally insolvent.

The FTT Liquidity Trap: When the exchange’s native utility token (FTT)
experienced sudden price drops, the interlinked credit agreements collapsed.



Although BlockFi attempted to aggressively recall its outstanding loans, it was left
with over $650 million in unrecoverable, toxic exposure due to the underlying
asset commingling and the unbacked nature of the tokenized collateral.

The "On-Paper" Corporate Authority lllusion: To further mask structural
capital holes, internal engineering teams and executives coordinated artificial,
non-executed corporate maneuvers. Chief Security Officer Nishad Singh testified
that in September 2022, executive leadership directed himself, Sam Bankman-
Fried, and Gary Wang to execute purely "on-paper" loan agreements. Under
these arrangements, insiders signed documents stating they were personally
taking out massive loans to inject capital directly into the domestic entity, FTX
US, creating a false ledger illusion of capital sufficiency to mislead regulators
while no physical cash or digital asset units were ever moved or deposited.

4. General Counsel Omissions and the Failure of
Internal Segregation Mandates

The breakdown of compliance infrastructure was characterized by a deliberate
disregard for formal legal boundaries and the systematic bypass of internal controls by
executive management.

The Total Segregation Falsehood: External promotional campaigns and
regulatory compliance filings repeatedly assured the Commission that customer
asset pools were strictly segregated from proprietary trading desks to guarantee
protection against misappropriation. However, internal legal evaluations
completely contradict these claims. Former General Counsel Can Sun testified
under oath that while he structured international legal parameters under the
explicit mandate that customer deposits must remain locked and unencumbered,
executive leadership routinely bypassed the legal department to authorize billions
in secret transfers without the knowledge or approval of compliance officers.

The Concealed Straw-Buyer Loan Funnel: To route funds into highly sensitive
or legally restricted entities without triggering audit flags, executives used straw-
buyer arrangements. Ellison testified that she was directed to assume a personal
$3.5 million loan in her own name to acquire a gambling company that platform
engineers wanted to integrate. This structure was intentionally deployed because
Ellison was not listed on the official corporate books of the exchange entity,
allowing the firm to execute high-value corporate acquisitions and massive
political contributions while completely insulating the transactions from regulatory
oversight and standard disclosure dockets.

The Ephemeral Messaging Evidentiary Gap: Internal compliance workflows
and legal department communications were systematically migrated onto
encrypted, ephemeral messaging platforms like Signal and Slack. Executive
management maintained hundreds of distinct, auto-deleting communication
channels to coordinate day-to-day operations and balance sheet modifications.
This operational architecture was intentionally maintained to erase the daily
decision-making trail, disrupt internal audit capabilities, and prevent the post-
petition recovery of definitive cross-corporate routing instructions.



5. Appendix: Comprehensive Criminal Trial Transcript
Registry

To support the statutory enforcement arguments detailed across this submission, the
following formal evidentiary matrix compiles the specific Government Exhibits (GX) and
time-stamped chat logs establishing the mechanical execution of the balance sheet
fraud:

Evidentiary Communications and Ledger Admissions Matrix

« Exhibit 9: The Pre-Collapse Loan Recall Protocol

o Source: Federal Criminal Trial Record, United States v. Samuel Bankman-
Fried, Case No. 22-cr-00673-LAK, Government Exhibit 410B.

o Transaction Content: Active Signal log tracking data from November 2022
establishing a direct coordination between Sam Bankman-Fried and
Caroline Ellison regarding the selective return of institutional capital. The
text documents Bankman-Fried explicitly directing the platform to prioritize
returning capital to smaller lenders, while explicitly stating: "would prefer
not to do it for blockfi yet," exposing a calculated corporate preference to
leave specific institutional counterparty books exposed while hiding the
massive underlying debt levels from primary lenders like Genesis Capital.

o Source: Sworn Trial Testimony of Corporate Insiders (Yedidia, Wang,
Singh, Sun), Southern District of New York Enforcement Docket.

o Regulatory Focus: Compiles the formal trial admissions of senior software
engineers and legal officers operating under federal immunity orders. This
docket mathematically outlines how the platform's automated engine was
coded to allow a multi-billion-dollar negative balance sheet exemption for
a single proprietary trading participant, directly undermining the public
exchange's automated liquidation safeguards and verifying the absolute
absence of physical asset segregation.



o Source: Caroline Ellison Nov 9, 2022; “All Hands Meeting” vast amounts of
“Open Terms” “Venture Loans” [TimeStamp 0:40].

AUSA Roos: The defendant WAS Alameda. 90% owner. It took out
loans to do crypto trading. Then the defendant started FTX and
started getting customer money. He thought this was a new source
of money for Alameda. Caroline Ellison told you so

AUSA Rehn: He gave stolen money to a non-profit his brother
controlled. But then Alameda was losing money. The defendant
doubled down. He pulled more customer money out of FTX to pay off
Alameda's loans. He directed creation of false financial statement

AUSA Sassoon: When the defendant said FTX had enough to cover
all customer holdings, that was a lie. That was taking into account
illiquid investments not on the exchange. He said privately they had
one-third...

SBF's Cohen: Sam worked at Jane Street, a highly regarded trading
firm. He wanted to create a Jane Street for crypto. From Jane Street
he learned you could fund it with third party loans. Then they created
the futures exchange, FTX, unsurprisingly called that.

AUSA: What was his involvement in the crimes?

Ellison: He was the head of Alameda then FTX. He directed me to commit
these crimes.

AUSA: What makes you guilty?

Ellison: Alameda took several billions of dollars from FTX customers

and used it for investments.

Ellison: We were discussing having borrowed $10 billion

AUSA: From where?

Ellison: FTX customers. Sam was screaming that it was my fault
AUSA: How did you feel?

Ellison: | was crying. But it was Sam who made all these investments
that put us in this situation

AUSA: What was the volume of Alameda's loans at the time?
Ellison: Over $9 billion.

AUSA: When you wrote "FTX borrows" what did you mean?
Ellison: The money on the FTX exchange that Alameda could make
use of: $7 billion. We had done it before.
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AUSA: Did you get any loans from Alameda?

Ellison: One loan of $3.5 million for a gambling company people at FTX
wanted to put in my name since | wasn't on the books of FTX. Money
also went to political contributions. Ryan Salame got a $35 million loan

AUSA: What did the defendant tell you to do?
Ellison: To continue repaying Alameda's loans.
AUSA: How did you?

Ellison: Taking money from FTX customer funds.

AUSA: At this time, what was FTX's equity value?

Ellison: $20 billion.

AUSA: Did you share your conclusions on possible impacts on Alameda
with the defendant?

Ellison: Yes. He suggested we shift our loans to fixed term...

AUSA: Did he dispute the risk?

Ellison: No

AUSA: Please read this. What is a USD return?

Ellison: Return of our US Dollar loans, to this crypto currency address.
AUSA: What is an OT loans?

Ellison: An open term loan. Genesis wanted $400 million back. | was
very stressed out. We would have to take from FTX

Ellison: Alameda by Sept 2022 was borrowing $13 billion from FTX
customers.

AUSA: How did it go up?

Ellison: We used it to repay loans, and as collateral for other investments.

AUSA: What did you do?

Ellison: Sam said don't sent the balance sheet to Genesis. We were
borrowing $10 billion from FTX and we had $5 billion in loans to our own
executives and affiliated entities. We thought Genesis might share the info

Ellison: | withdrew $10 million for an investment in a start up. $100,000 for a
loan to my parents. And $2 million for my own donor-advised fund.

AUSA: Did you have equity in Alameda?

Ellison: No. And 0.5% of FTX.
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AUSA: You calculated a 30% chance Alameda could not repay its loans -
was that of concern?

Ellison: Yes.

AUSA: Even if you used FTX customer funds?

SBF's lawyer: Objection!

Judge Kaplan: Overruled

AUSA: And vou still wouldn't be able to repay

Ellison: That's right

AUSA: Did Alameda still have lenders?

Ellison: Yes. They were recalling the loans. | wasn't sure how to balance
with responsibilities to FTX customers.

AUSA: GX 410. Mr. Arora, an agent of the defendant.

SBF's lawyer: Not in the scope of the agency

Judge: Denied

AUSA: Were you able to convert over to fixed term loans?

Ellison: Not much.

AUSA: Did you tell the defendant?

Ellison: Yes, | reqularly updated him. He wanted to expand investments.
AUSA: And if Genesis recalled the loans?

Ellison: We'd borrow from FTX

AUSA: You were assuming that FTX customer money would be available to
Alameda?

Ellison: That's right.

AUSA: What does this mean, "Genesis freaks out immediately?"

Ellison: That Genesis would call in all our loans.

SBF's Cohen: You discussed them with Mr. Bankman-Fried?

Ellison: Some.

Cohen: What was your concern with the third party loans?

Ellison: It might look like Alameda was funneling money to FTX executives.

SBF's Cohen: What is this?

Ellison: Loan agreement with Voyager. | signed it.

Cohen: Did you know Ramnik Arora?

Ellison: Yes. | heard him making a lot of calls to investors. FTX was selling
shares. Cohen: You didn't prepare materials to investors?

A: 1 did not



https://x.com/innercitypress/status/1711835953784828361?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835953784828361?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835953784828361?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835953784828361?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835953784828361?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835953784828361?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835953784828361?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835953784828361?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712183602870419917?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712183602870419917?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712183602870419917?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712183602870419917?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712183602870419917?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712183602870419917?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711837312428961926?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711837312428961926?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711837312428961926?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711837312428961926?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711837312428961926?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711837312428961926?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835371779109098?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835371779109098?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835371779109098?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835371779109098?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1711835371779109098?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712529845878460556?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712529845878460556?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712529845878460556?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712529845878460556?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712476020526502148?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712476020526502148?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712476020526502148?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712476020526502148?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712476020526502148?s=46&t=hwjyFGafbqnCz7cW8lm9Jg
https://x.com/innercitypress/status/1712476020526502148?s=46&t=hwjyFGafbqnCz7cW8lm9Jg

SBF's Cohen: Let's move forward to November 6. You put up a tweet, that
Alameda had returned most of its loans - as that true?

Ellison: Not really. We'd returned 3rd party loans, by taking out more loans
from FTX.

AUSA: What did the defendant say in this tweet?

Ellison: That FTX was starting a venture fund. This was part of Sam's
general push to do more investments.

AUSA: If the money was coming from Alameda, why was it called FTX?
Ellison: The brand.

Cohen: How many Signal channels were you on?

SBF: A few hundred, | think.

Cohen: Did the growth of FTX impact your relationship with Alameda?

SBF: | had to stop being CEO. But | was still involved in ventures. | turned it
over to Caroline Ellison and Sam Trabucco

SBF's Cohen: The Robin Hood shares you mentioned, did you know who
owned them?

BlockFi's Prince: It turns out | wasn't aware of the nuances.

Cohen: Why did BlockFi seek a loan from FTX in the summer of 20227
AUSA Roos: Objection! Cumulative!

Judge Kaplan: Itis

AUSA Roos: If you'd known Alameda was using FTX customer money,
would you have lent?

BlockFi's Prince: No. That is not appropriate.

AUSA: And when FTT dropped what did BlockFi do?

Prince: We called some of the loans. But there were still $650 million

outstanding

AUSA Roos: Were you extending loans to Alameda because of your deal
with FTX?

SBF's lawyer Cohen: Objection! Leading!

Judge Kaplan: Sustained.

AUSA: Did BlockFi lend to Alameda in 20227

BlockFi's Prince: Yes, from July to early November, $850 million of loans

AUSA: If you'd known of FTX - Alameda loans would BlockFi have still
extended credit?

BlockFi's Prince: No. They would have been insolvent.

AUSA: & if you'd known of Alameda's loans to Sam Bankman-Fried?
Prince: That's not generally done, we'd have been concerned
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BlockFi's Prince: It also provided for FTX being able to acquire BlockFi
in July 2023. We thought that would happen

AUSA: Did that happen?

Prince: No.

AUSA: But did your arrangement with FTX influence loans to Alameda?
Prince: It was a data point

AUSA: What about his, Skybridge Capital?

Singh: That's Anthony Scaramucci's firm.

AUSA: And this was in September, after your talk?

Singh: Yes... In this one, Sam, Gary and me were supposed to take loans
and then give it to FTX US, this was just on-paper

SBF's Cohen: You got cash bonuses of 1 to 2 million?

Singh: | think that's right.

SBF's Cohen: And loans from FTX - let me give you the foundation. You
borrowed $477 million from FTX?

Singh: In a sense.

SBF's Cohen: To buy equity in FTX?

Singh: My first

Everdell: You got over $200 million in loans from Alameda?

Gary Wang: Yes.

Everdell: To make venture investments, and to buy a house, right?
Wang: | used $200,000 for a house.

Everdell: What lawyers worked on the promissory notes?

Wang: General counsel, under Dan

AUSA Sassoon: What if anything did you approve about lending to
Alameda?

SBF's lawyer Cohen: Same objection.

Judge: Overruled

Sun: | never approved loans of FTX customer funds to Alameda. It was
segregated.

AUSA: What was the purpose?

Sun: So not misappropriated
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SBF's Cohen: Have you heard of Signal and Slack?

Can Sun: Yes.

Cohen: Were they used by the FTX legal dep't?

Sun: Yes.

Cohen: You said Nishad Singh told you he was concerned about this loans?
Sun: He was worried about repaying

Cohen: Understood

Cohen: After you took the $2.3 million loans, you got a $2.3 million bonus
from FTX?

Can Sun: Actually | think it was $3.5 million.

SBF's Cohen: And they were connected?

Can Sun: Well they were both about my employment.

Yedidia: | learned that Alameda used FTX depositors money to pay back
Almeda’s loans.

AUSA: Were you subpoenaed to be here today?

Yedidia: No.

AUSA: Do you have an immunity order?

Yedidia: Yes.
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Malvern, PA @ Sam Bankman-Fried @ [

Sam Bankman-Fried
]

Member of Stripe Issue - FTX Internal

Senator Toomey, and 8 additional groups
l' . . % | GOOBAL ADVISORY
COUNCIL Hey | EGEGIN

F’ﬂ" T4 '
T FTXFOUNDERBAN

KMAN_FRIED’S TRIAL BEGINS | know it's been a while since we've

talked. And | know things have ended
up on the wrong foot.

Case 22-11068-JTD Doc 45.0-1 Fvleﬂ.lllm Page 17 of 65
EXmiBIr g
FIX Trading Equity Holders List
Case 22-11068-JTD Doc 450-1 Filed 0L/09/23 Page 22 of 65

| would really love to reconnect and
clo: The Corporation Trust Company see if there's a way for us to have a
1209 Orange Street Preferred Series B Preferred (PB) i . . .
Wilmington, DE 19801 constructive relationship, use each
ventures legal@coinbase.com, brandon myint@coinbase.com, =
dan Kiawitter@coinbase.com other as resources when possible, or

Case 22-11068-JTD Doc 450-1 Filed 01/09/23 Page 1 of 65
EXHIBIT A

WRS Equity Holders List
Case 22-11068-JTD Doc 4501 Fied 010923 Page 50 65

at least vet things with each other.

I'd love to get on a phone call

c/o: The Corporation Trust Company

1200 Orange Street

Wilmington, DE 19801

ventures legal@coinbase com; brandon myint@coinbase.com.
dan klawitter@coinbase.com; ventures legal@coinbase com Sam

sometime soon and chat.

Common Class A Common (CA)

/0. The Corporation Trust Company

1200 Orange Street

Wilmington, DE 19801

ventures legal@coinbase com; brandon myint@coinbase.com. +
dan klawitter@coinbase.com; ventures. legal@coinbase .com

Preferred Series A Preferred (PA)
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IX. Public Backlash and the Weaponization of
Unhedged Short Positions

The complete absence of a unified audit trail tracking order mis-marking, tokenized
rehypothecation, and hidden institutional short interests has led to a complete
breakdown of trust in market fairness. This opacity has catalyzed two dangerous
phenomena:

1.

Vocal on Short Selling: Elon Musk have repeatedly called out naked short
selling on public channels, what he terms the "Shortseller Enrichment
Commission", utilizing social media to openly mock regulatory bodies (such as
releasing promotional merchandise like "radiant red satin short shorts") to
highlight criminal institutional short books.

Catastrophic Sovereign Losses: Major institutional actors and global tech
founders [i.e. Jim Chanos (Kynikos Associates); John Hempton (Bronte
Capital Management Pty Ltd); George Nobles; Chase Coleman (Tiger Global
Management); Phillippe Laffont (Coatue Management); Peter Thiel (Valar
Ventures); Robert Citrone (Discovery Capital Management, LLC); David
Saunders (K2 Advisors); Marc Andreessen, Ben Horowitz (a16z); Ravi
Mhatre, Peter Nieh, Barry Eggers, Christopher Schaepe (Lightspeed Venture
Partners); Micky Malka (Ribbit Capital); Paul Graham, Jessica

Livingston, Robert Tappan Morris, Trevor Blackwell (Y Combinator); Scott
Goodwin and Jonathan Lewinsohn (Diameter Capital Partners LP, Anchorage
Capital Group, Apollo); Brad Gerstner (Altimeter Capital); Daniel Sundheim
(D1 Capital Partners); Alfred Lin (Sequoia Capital); Teo Chee Hean (Temasek
Holdings); Patrick Soon-Shiong (NantWorks & Nant Capital); Ken Giriffin
(Citadel LLC); Steve Cohen (Point72); Matt Huang, Fred Ehrsam (Paradigm);
& Bill Gates] have suffered massive financial consequences from constructing
unhedged short positions without transparent market visibility. Unhedged short
exposure targeting 1% of Tesla's outstanding shares (initially valued as a $500
million bet by entities associated with Bill Gates) ballooned into cumulative
unrealized losses exceeding $10 billion as the underlying equity surged past
$495 per share.



IN THE MATTER OF: TESLA STOCK SHORTING INQUIRY
WITNESS: Bill Gates

FORUM: Wall Street Journal Interview

DATE OF RECORDING: May 4, 2022

VIDEO SOURCE: WSJ Interview via YouTube

EXAMINER INQUIRY & WITNESS RESPONSE SUMMARY
[02:54] — Topic: Personal Conflict & Shorting Tesla Stock

Inquiry: The examiner brings up Musk's recent critical public tweets
directed at Gates, asking if they bother him, and directly confronts him
with the underlying concern: "Are you shorting Tesla?"

Gates Response: Gates states that the social media comments do not
bother him. Regarding the short position, Gates pivots by stating it is
simply a market reality that if a stock goes down, anyone shorting it makes
money. He claims he has not closely followed whether the stock fell in the
preceding month.
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Gates Position on Climate: Gates explicitly rejects the premise that
holding a short or long position in Tesla functions as a benchmark or
statement regarding an individual's seriousness about climate change. He
notes that he personally dedicates billions of dollars to climate change
innovation and commends Tesla’s historic role in the green transition,
stating he has only positive things to say about Musk’s industrial
contributions.

WITNESS: Elon Musk (Chief Executive Officer, Tesla, Inc.)
INTERVIEWER: Chris Anderson (Head of TED)
DATE OF VIDEO PROCEEDING: April 14, 2022

VIDEO SOURCE: Elon Musk live at TED2022

EXCERPT TRANSCRIPT

MR. CHRIS ANDERSON: Let me ask this... how can | say is... funding
secured?

MR. ELON MUSK: [28:18] At the time, Tesla was in a precarious financial
situation, and | was told by the banks that if | did not agree to settle with
the SEC, that they would... the banks would cease providing working
capital, and Tesla would go bankrupt immediately. So that's like having a
gun to your child's head. So | was forced to concede to the SEC
unlawfully, those bastards. [28:48] And and and now that they... they say it
makes it look like | lied, when | did not in fact lie. | was... | was forced to
admit that | lied for... to save Tesla's life, and that's the only reason.

MR. CHRIS ANDERSON: Given what's actually happened... given what's
actually happened to Tesla since then, though, aren't you glad that you
didn't take it private?

MR. ELON MUSK: [29:01] Yeah, | mean it's difficult to put yourself in the
position at the time. Tesla was under the most relentless short seller
attack in the history of the stock market. Uh, there's something called
"short and distort," um, where the barrage of negativity that Tesla was
experiencing from short sales on Wall Street was beyond or belief. Tesla
was the most shorted stock in the history of stock markets. [29:33] This is
saying something.

So, you know, this was affecting our ability to hire people. It was affecting
our ability to sell cars. It was... uh, they were... yeah, it was terrible. Um,
yeah, they wanted Tesla to die so bad they could taste it.
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MR. CHRIS ANDERSON: Well, most of them have paid the price.

MR. ELON MUSK: [29:49] Yes, where are they now?
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SUBJECT: SHORTING TESLA STOCK / ENVIRONMENTAL
INCONSISTENCY CLAIMS

INTERVIEW TRANSCRIPT

WITNESS: BILL GATES

DATE OF INTERVIEW: June 2, 2022
INTERVIEWER: Hugo Travers (HugoDécrypte)

[13:46] MR. TRAVERS: So this is a telephone emoji, so let's discover
basically what's, uh, what's behind. So it's a text message discussion
between you and Elon Musk, so the owner of Tesla, and recently, uh,
Twitter. The screenshots were leaked, leaked on Twitter, and Elon Musk a
few days ago, as you know, confirmed this discussion happened.

[14:07] In this chat, Elon Musk said that he can't work with you on financial
philanthropic projects because you were shorting on Tesla, basically trying
to make profit with a fall of Tesla's stock price. And Elon Musk sees this as
contradictory to the desire to fight, uh, climate change, as you say you
should support Tesla as an electric development. First of all, do you think
he's right? And then, most importantly, how do you handle the fact, as, as
a billionaire, you might want to fight for causes, whatever they are, like
climate change, but at the same time, you might want to make your money
grow through investments?

[14:36] MR. GATES: Well, Tesla's not short of capital, and Tesla's done a
fantastic job. The cars are great. Uh, | give, give a lot more money to
climate change than, uh, Elon or, or anyone else.

[14:52] Uh, | give lots of philanthropic dollars, | back companies. You
know, electric car, cars are about 16% of emissions, so we also need to
solve that other 84%. But, you know, he's done a great job, but
somebody's shorting his stock doesn't slow him down or hurt him in any
way.

Transcription of the relevant segment of the audio/visual recording
provided via YouTube Link: Bill Gates - L'interview face cachée, extracted
specifically at the requested timestamp location of [13:46] through
[15:15].
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Short-selling is fundamentally defined by an extreme, asymmetrical risk curve: while a
long investor's maximum loss is strictly capped at 100% of their initial capital, an
unhedged short position faces theoretically infinite upside liability. When retail platforms
like Gemini Earn concurrently lock up nearly a billion dollars in customer funds due to
unsecured institutional lending failures by entities like Genesis, it becomes clear that the
systemic cost of unmapped short exposure is invariably offloaded onto the public.

X. Explicit Recommendations for Enhanced Data
Standards under File No. $S7-2026-12

To address these vulnerabilities and protect the integrity of the U.S. financial system,
the SEC must update the Consolidated Audit Trail rules to include the following
mandates:

o Stricter Algorithmic Audits on Short-Sale Marking and Riskless Principal
Processing: The Commission must mandate daily automated verification
routines within the CAT system to programmatically cross-check firm execution
records against actual clearing settlements. Broker-dealers processing client
orders on a riskless principal basis must be restricted from using internal logic
that delays aggregate inventory updates. All "child order" execution legs must
report and update position engines in real time, regardless of whether
institutional underlying clients request deferred or "roll-up" data reporting.

« Mandatory Integration of Tokenized Securities and Cross-Chain
Swaps: The CAT must systematically capture all digital assets, stablecoin pairs,
and tokenized stock certificates tracking national market system (NMS)
securities. Any offshore or onshore entity utilizing "riskless principal" routing to
issue asset-backed tokens must be subjected to real-time transaction reporting.

« Elimination of the Broker-Dealer Reporting Shield: Quantitative investment
vehicles and market-makers utilizing internal broker-dealer licenses must be
stripped of reporting exemptions. They must face identical 48-hour disclosure
windows when accumulating significant stakes, and all short positions must
require clear pre-borrow verification before execution.

« Transition to Open-Source, Non-Proprietary Identifiers: In alignment with
current retail advocacy filings submitted under the Financial Data Transparency
Act (FDTA) (File Number S7-2024-05), the Commission must replace restrictive,
copyrighted CUSIP identification systems with an open-source, non-proprietary
data architecture. Proprietary identification networks allow institutions to mask
synthetic rehypothecation loops across alternative trading systems; a public,
uniform tracking framework is required to bring total clarity to short accounting.



Conclusion

The SEC cannot safely regulate modern markets while ignoring a shadow derivative
and tokenized ecosystem that creates systemic liability risks. If the Commission wishes
to maintain fair, orderly, and efficient markets, the Consolidated Audit Trail must expand
to cast a clear light on every synthetic asset, off-market swap, mis-marked trade order,
and naked short loop across the financial system.

Respectfully submitted,

Conan Mak (Former Domino’s Pizza Franchisee)

The Unified Retail Trading Constituency & Market Advocacy Frameworks "Apes
Together Strong"
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Comprehensive Master Chronological Timeline

Phase 1: Traditional Banking Infrastructure & Early Shorting Strategies
(2003—-2013)

e October 8, 2003: JP Morgan Private Bank issues an internal briefing outlining
financial advising services for Jeffrey Epstein, focusing on utilizing leveraged
structures like options and total return swaps (TRS) to optimize yield and mask
direct market exposure.
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August 17, 2009: Literary agent John Brockman emails Epstein regarding Peter
Thiel's core operational philosophy, writing that Thiel professes an absolute
inability to engage in "unacceptable compromise" or "politics."

To: Jeffrey Epstein[jeevacation@gmail.com)
From: John Brockman
Sent: Mon 8/17/2009 10:20:09 PM
Subject: Re: Thiel
Fastover Farm
—

I'm on the case re: Thiel. Let's talk tomomow. P'm at the farm

But why Thicl (another libertanan type) and not Elon Musk, a truly bnilliant physicist who you would benefit from knowing

*Peter Thiel professes that he is unable to engage in what he terms “unacceptable compromise, politics”, considers democracy a failed expenment

drawing mto doubt "the wisdom of granting women and the poor” voting nghts. This postion recerved hard enticism

JB

-h‘h"L

John Brockman

EFTA_R1_01515792

Edge Foundation, Inc EFTA02441366

o Source: Department of Justice USVI v. JPMorgan Chase Bank, Case No.
1:22-cv-10904 (S.D.N.Y.).

August 24, 2010: Paul S. Barrett (JP Morgan Private Bank Managing Director)
advises Epstein to immediately unwind his remaining 30-year swap exposure
due to high economic hard-landing risks. Later that evening, Epstein emails
Barrett and Jes Staley sharply criticizing the firm's guidance: "Yen?,, So Far JPM
Recommendations. Are A Disaster”.

From: Jeffrey Epstein [mailto:|

Sent: Tuesday, August 24, 2010 4:25 PM
To: Paul S Barrett

Cc: Jes Staley

Subject: Re: 30yr swaps

yen? , so far jpm recomendations. are a disater

On Tue, Aug 24, 2010 at 4:19 PM, Jeffrey Epstein <jeevacation@gmail.com> wrote:
ok

On Tue, Aug 24, 2010 at 3:44 PM, Paul S Barrett <|| | - o tc:
Jeffrey
Left you a message

We should unwind the remainder of our 30yr swap exposure. Between the jobless claims and housing data the risk has
substantially grown for a hard landing which would drive interest rates lower.

We have 10MM of an outright swap and 10MM of a receiver swaption (4.35% strike)
Let me know.,

Paul

Paul Barrett, CFA

Managing Director

Global Investment Opportunities Group
JPMorgan Private Bank

o Source: Department of Justice USVI v. JPMorgan Chase Bank, Case No.
1:22-cv-10904 (S.D.N.Y.).
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e August 2010 (Full Month): Internal monthly banking statements track Epstein's
major losses on a Long Total Return Swap managed by JP Morgan on Goldman
Sachs Group Inc. equity, utilizing a USD Notional value of $4,775,970.

o Source: Department of Justice USVI v. JPMorgan Chase Bank, Case No.
1:22-cv-10904 (S.D.N.Y.), Monthly Ledger Statements.

« Post-2008 Lehman Brothers Collapse: Following the systemic fallout of the
Lehman Brothers collapse, Martin Shkreli and his partner, Mark Biestek, co-
found the hedge fund MSMB Capital Management.

o Source: Martin Shkreli Interview with Vlad Lyubovny, Part 4.

e 2011 (The Orexigen Naked Short Campaign): Shkreli and MSMB Capital
Management execute a massive short position targeting 32 million shares of
Orexigen Therapeutics at $2.50 per share.

o Mechanics of the Short: MSMB initiates the trade after identifying that
Orexigen's core weight-loss drug did not perform effectively in trials,
prompting an FDA non-approval signal. Believing the company is
completely terminal, Shkreli attempts to aggressively over-short the equity
to test if the sheer volume of selling pressure will artificially force the stock
price downward.

o The "Naked Short" / Bank Loophole: Standard regulatory frameworks
dictate that a short-seller must secure a "locate" (verify borrowable



https://www.justice.gov/epstein/files/DataSet%2010/EFTA01491404.pdf
https://www.justice.gov/epstein/files/DataSet%2010/EFTA01491404.pdf
http://www.youtube.com/watch?v=foKqsf31360
https://www.justice.gov/epstein/files/DataSet%2010/EFTA01491404.pdf

o

shares) and officially borrow the stock before selling it. However, MSMB's
prime brokerage bank operates under a relaxed relational allowance,
advising Shkreli that as long as he obtains a locate "at some point," they
do not require a pre-borrow. This omission effectively facilitates a naked
short sale.

The Broker-Dealer Loophole (The Renaissance

Counterparty): Despite MSMB's massive selling volume, Orexigen's
stock price fails to drop because Renaissance Technologies aggressively
buys up the entirety of Shkreli's short book. Shkreli highlights a critical
institutional loophole: quantitative funds like Renaissance frequently
maintain formal broker-dealer licenses. Because they operate as broker-
dealers rather than standard hedge funds, they are legally exempt from
pre-borrowing rules before shorting and are not mandated to publicly
disclose when their ownership stake eclipses 5% of a company. (Orexigen
would ultimately collapse into bankruptcy approximately one year later).
Source: Martin Shkreli Interview with Vlad Lyubovny, Part 4.

December 28, 2012: AdFin Solutions, Inc. enters into a Series A Preferred Stock
Purchase Agreement with purchasers David J. Mitchell and Jonathan Leitersdorf.
Mitchell commits to an initial investment of 685,714 shares for $299,999.88, and
Leitersdorf invests $1,499,999.81 for 3,428,571 shares, at a purchase price of
$0.4375 per share.

@)

Source: Department of Justice AdFin Solutions, Inc., Series A Preferred
Stock Purchase Agreement, Schedule of Purchasers.

April 10, 2013: AdFin Solutions, Inc. executes a subsequent closing of Series A
Preferred Stock, raising $2,649,999.63 across 6,057,142 shares. Investors and
their respective investments include:

o

O O O O

Southern Trust Company, Inc. (Jeffrey Epstein): 1,142,857 shares for
$499,999.94

David J. Mitchell: 457,143 shares for $200,000.06

Tom Glocer: 228,571 shares for $99,999.81

Richard Kirshenbaum: 114,286 shares for $50,000.13

Source: Department of Justice AdFin Solutions, Inc., Series A Preferred
Stock Purchase Agreement, Exhibit A Ledger.
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o July 18, 2013: Deposition documents Epstein leveraging private information
regarding Bill Gates' personal meetings and associates (specifically Boris Nikolic)
to force an ongoing financial advisory relationship.

o Source: Government of the United States Virgin Islands v. JPMorgan
Chase Bank, N.A.(1:22-cv-10904)
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July 23, 2013: AdFin Solutions, Inc. executes a final subsequent Series A
Preferred Stock closing, issuing 7,940,935 shares for an aggregate amount of
$3,474,158.50. Venture fund CVAFH | LLC (associated with Howard Lutnick's
Cantor Fitzgerald) participates under specific custom purpose clauses. Investors

and their investments include:

CVAFH | LLC: 800,000 shares for $350,000.00

David J. Mitchell: 285,714 shares for $124,999.87

Jonathan Leitersdorf: 285,714 shares for $124,999.87

Southern Trust Company, Inc. (Jeffrey Epstein): 285,714 shares for
$124,999.87

Dani llani: 169,508 shares for $74,159.75

Gil Mandelzis: 57,142 shares for $24,999.63

Source: Department of Justice AdFin Solutions, Inc., Series A Preferred
Stock Purchase Agreement, Closing Exhibits & Letter Agreements.

O O O O
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Phase 2: Venture Capital & Crypto Banking Gateways (2014—-2018)

« December 1, 2014: Brock Pierce (Co-Founder of Tether) contacts Epstein
regarding Coinbase's ongoing $60 million Series C financing round, securing a
dedicated investment allocation ahead of the round's finalization.

o Source: Department of Justice Estate of Jeffrey Epstein v. Coinbase, Inc.,

Ledger Logs and Electronic Mail Correspondence [Public Records /
Delaware Chancery Court].
« December 3, 2014: Brock Pierce emails corporate and subscription documents
to Epstein for "Crypto Currency Partners Il, LLC" to systematically funnel private
bank funds directly into the emerging crypto ecosystem.
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o Source: Department of Justice In re Crypto Currency Partners Il, LLC,
Subscription Records [Public Disclosure Archivel.
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e January 27, 2015: Wealth advisor Vahe Stepanian emails Epstein a banking
trade recap showing heavy losses. Epstein's entity, Southern Financial, is long
100,000 Twitter (TWTR) shares on a Total Return Swap while being short TWTR

calls; the strategy backfires as Twitter reports earnings and the stock drops
13.8%.

o Source: Department of Justice USVI v. JPMorgan Chase Bank, Case No.
1:22-cv-10904 (S.D.N.Y.), Brokerage Trade Recaps.
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February 11, 2015: Venture capital fund Valar Global Fund Il LP (a Peter Thiel-
linked entity) issues an official capital call notice to investor Southern Trust
Company, Inc. (Jeffrey Epstein) requesting a contribution of $900,000.00. This
represents 6% of an overall $15,000,000.00 total institutional commitment,
bringing total contributions up to $1,050,000.00 and leaving an unfunded
commitment balance of $13,950,000.00. The capital injection is directed to be
wired by February 25, 2015, using Silicon Valley Bank as the processing bank
repository.

o Source: Department of Justice Valar Ventures, Valar Global Fund Il LP

Capital Call Records.

January 2015 — December 2016: Epstein's Southern Trust Company
systematically deploys capital across eight distinct capital calls into Peter Thiel's
Valar Global Fund Il & IIl LP ($150k on 1/21/15; $900k on 2/12/15; $2.7M on
3/20/15; $600k on 7/24/15; $1.95M on 9/24/15; $250k on 6/23/16; $1.25M on
8/18/16; and $3.75M on 12/12/16).
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https://www.justice.gov/epstein/files/DataSet%209/EFTA01128556.pdf

o Source: Department of Justice Southern Trust Company LLC, Case No. ST-
2020-CV-00003, Financial Wire Transfer Schedules [Public Records].
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e« March 23 & 26, 2016: Crypto developer Jeremy Rubin introduces Epstein to
Zach Dexter at LedgerX. Epstein interrogates the structural viability of the pitch
deck, demanding precise regulatory timelines and monetization paths.

From: Jeremy Rubin ~'-'.—'>
To: "jeffrey E." <jeevacation(@gmail.com>
Subject: Re: [Potential Investment] Fwd: LedgerX deck
Date: Wed, 23 Mar 2016 22:43:42 +0000

I'm getting the term sheet, will fwd when | get it.

Re: the above, I'm indifferent, biased to having it in your name as it seems odd for me to come across that money - unless we
were to form some fund that I'm running that you invested in for example which seems more plausible. | guess | would be
moreso at their preference, but | think they would be worried about the same issue | raised, so in either case it would be good
to talk to them once | get a term sheet.

Best,

Jeremy

o Late 2017 — Early 2018: Microsoft co-founder Bill Gates opens a massive short
position against Tesla (TSLA) targeting roughly 1% of Tesla's outstanding shares
(an initial bet of $500 million).

o Source: CNBC Elon Musk Confronts Bill Gates About Shorting Tesla
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o January 29, 2018: Darren K. Indyke communicates an OTC offer to sell 50% of
Epstein's private Coinbase position for $11 million, noting that the fiat gateway's
overall ecosystem valuation has already scaled past $3 billion.

o Source: Department of Justice Estate of Jeffrey Epstein, Inventory Asset
List [Public Ledger Filings].
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Phase 3: Riskless Principal Abuses, Synthetic Equities, and Short
Backlash (2018-2022)

o July 24, 2018: BlockFi Lending LLC issues a corporate follow-up to California
regulators claiming that restrictions preventing finance lenders from holding
customer collateral cause "substantial harm" relative to unregulated offshore
competitors.

o Source: California Department of Financial Protection and Innovation
(DFPI) Archive, BlockFi Interpretive Opinion Request Logs.
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September 28, 2018: The SEC issues a major cease-and-desist order against
Credit Suisse (USA) LLC for widespread abuse of the "Riskless Principal"
transaction classification to execute-match transactions internally across
proprietary books, altering standard stock pricing feeds and actively concealing
institutional selling programs.
o Source: In the Matter of Credit Suisse Securities (USA) LLC, SEC
Investment Advisers Act Release No. IA-5051 / Administrative Proceeding
File No. 3-18848.
October 4, 2018 (4:16 PM): Tesla CEO Elon Musk publishes a highly public
social media post on X targeting regulatory oversight. He sarcastically
remarks, "Just want to that the Shortseller Enrichment Commission is doing
incredible work. And the name change is so on point!" Shkreli later notes that this
is a prime example of the extreme regulatory and operational friction generated
when short sellers build concentrated positions against a mega-cap tech
executive.
o Source: Elon Musk Official X Account Post [@elonmusk / Status
Link: x.com/elonmusk/status/1047943670350020608].
March 28, 2019: General corporate billing records begin tracking extensive legal
and structuring work handled by attorneys Daniel Friedberg and Chad Richman
specifically for Alameda Research LLC, establishing the operational framework
for Sam Bankman-Fried's crypto-equity empire

SBF_GOOGLE_SW_00192156
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o Source: Inre FTX Trading Ltd., et al., Case No. 22-11068 (Bankr. D. Del.),
Fee Application Exhibits.

December 20, 2019: Binance announces a major strategic investment in FTX.
This equity partnership leverages the native FTX Token (FTT) and initiates the
multi-asset architectural development needed to anchor a global tokenized stock
infrastructure using a unified, multi-asset crypto/fiat collateral wallet.

o Source: Binance Corporate Press Reqistry / Strategic Investment Log.
June 22, 2020: Internal Bloomberg chat leaks capture market trading desks
actively coordinating the hardcoding and deletion of specific stock ticker symbols
from short/long risk sections to artificially manipulate short books overnight and
dodge compliance alarms.

o Source: Bloomberg DOJ Probe Looks at Almost 30 Short-Selling Firms.
July 2, 2020: Elon Musk continues his public criticism of short positions via X.

o At 2:50 PM, he posts a follow-up stating: "Will send some to the
Shortseller Enrichment Commission to comfort them through these difficult
times”.

o At4:00 PM, he posts: "Tesla will make fabulous short shorts in radiant red
satin with gold trim", aiming directly at institutional actors holding short
positions against Tesla.

o Source: Elon Musk Official X Account Posts [@elonmusk / Status
Links: x.com/elonmusk/status/1278762916326649863].

October 2020: FTX officially partners with German licensed broker-dealer and
custodian CM-Equity to pioneer synthetic tokenized U.S. stocks. This relies on a
digital optimization of the Riskless Principal framework: the exchange takes
stablecoins or crypto from users, matches the order offshore via CM-Equity, and
issues fractionally backed tokens tracking real-time spot prices of U.S. equities
24]/7.
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o Source: BaFin (Federal Financial Supervisory Authority) Corporate
Reqistry, CM-Equity AG Permitted Product Offerings.

November 2, 2020: Sam Bankman-Fried publicly tweets: "Tokenized Stocks are
now on FTX!", officially launching synthetic digital trackers of major U.S.
corporate equities. The initial suite of FTX tokenized stock products officially
rolled out to market protocols includes:

o Tesla (TSLA)
Apple (AAPL)
Amazon (AMZN)
Netflix (NFLX)
Alphabet / Google (GOOGL)
Source: Sam Bankman-Fried Official X Account Archive [@SBF _FTX/
Public Announcement Record].
November 12, 2020: Sam Bankman-Fried hosts an Ask-Me-Anything livestream
actively promoting FTX tokenized stocks, asserting that the tokens are
completely safe because they can be "physically redeemed" for real shares
through European custodian CM-Equity.

o O O O O

o Source: FTX Official AMA Broadcast Archive, Crypto-Equity Settlement
Protocols.
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December 2020: Genesis (a Digital Currency Group subsidiary) enters into a
formal institutional agreement with Gemini to launch the "Gemini Earn" interest-
bearing crypto loan program, bypassing traditional banking protections to funnel
retail assets into high-yield, unsecured institutional lending.

o Source: SEC v. Gemini Trust Company, LLC & Genesis Global Capital,

LLC, Case No. 1:23-cv-00287 (S.D.N.Y.), Formal Complaint Filing.

2021: Venture entity "2021-015 Investments LLC" (associated with email
endpoints investments@rivendelltrust.com and jmichels@thielcapital.com)
secures a private equity placement under Class A Common (CA) stock, tracking
an allocation block of 45,784; 11,446; 245,000 shares within the FTX master
corporate registers.

o Source: Inre FTX Trading Ltd., Case No. 22-11068-JTD, Exhibit A WRS
Equity Holders List & Exhibit B FTX Trading Equity Holders List.
February 24, 2021: Bill Gates evades direct confirmation of his short position on
Bloomberg TV, stating, "/ wish I'd owned or been more on the long side... | don't
talk about my investments."

o Source: Bloomberg Technology Broadcast, Live Interview with Bill Gates.
February 2021: The Gemini Earn program officially opens to retail users. Internal
data reveals that Gemini structures the system to pocket massive undisclosed
banking agent fees, taking cut-outs as high as 4.29% before passing residual
yield to users.

o Source: New York State Department of Financial Services (NYDFS)

Enforcement Action, In re Gemini Trust Company.
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April 2021: Following FTX's multi-asset infrastructure expansion, Binance
launches its alternative "Stock Tokens" program, using zero-commission
stablecoin pairs (USDT/BUSD) routed through compliance coverage from CM-
Equity. The specific asset list tracking this secondary deployment includes:

o Tesla (TSLA)
Apple (AAPL)
Microsoft (MSFT)
Coinbase (COIN)
GameStop (GME) (Whose broader equity trading freeze at Interactive
Brokers under CEQ Thomas Peterffy is logged as capping price
momentum from running into thousands of dollars per share).

O O O O

o Source: Binance Exchange Product Guide / Automated Share Token
Terms, Supported Instruments Registry.
July 16, 2021: Binance abruptly terminates its tokenized stock trading service
after facing intense regulatory warnings from European and Asian banking
watchdogs (including Germany and Hong Kong). While CM-Equity elects to
cease compliance coverage for Binance, FTX and Bittrex Global keep their
tokenized equity structures running actively.
o Source: CNBC Crypto Exchange Binance Stops Selling Digital Versions
Of Stocks Like Tesla And Apple As Regqulators Circle.
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« Late 2021: FTX buys back Binance's early equity stake in the company for $2.1
billion paid out in a mix of corporate stablecoins (BUSD) and FTX native utility
tokens (FTT), leaving Binance holding a massive treasury block of FTT.

o Source: Inre FTX Trading Ltd., Case No. 22-11068 (Bankr. D. Del.),
Schedules of Assets and Liabilities.
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o April 2022: Leaked text messages confirm Elon Musk confronting Bill Gates over
his ongoing $500 million short position against Tesla, which has swollen to over
$1.5 billion in unrealized losses due to Tesla's market surge.


https://x.com/elonmusk/status/1517702987359133696?s=46

e March 31, 2022: A documented multi-quintillion dollar valuation benchmark is
established under the "Caroline 3/31/2022" tokenized stock loan structures,
utilized by FTX/Alameda to loop real equity value through offshore margin

accounting cracks.

OwculanEkeNtoNtalkIEboutNelEiNS® I1f our asset

recovery effort is on the verge of being a qualified success
ASEdSE2eFINIRBITAK Doc 2886t U 15-ledlB2 0220/ PagPB5dld 65134
the next equally immense challenge is claim management. When
I asked Mr. Coverick of A&M this morning to remind me the
@amountioficlaimsmfiled by our bar dates he told me it was

T had to ask him how many zeros in

GunEIETIIENGNEEHENENSWEEISI8N I then asked him to run

recoveries if we allowed all of those claims and everyone

$23.6 quintillion.

would get a millionth of a percent. So, we have a job to do.
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24

A I'm sure I could == I'm sure I have that in files

‘somewhere, but I do not have it committed to memory. . [
said, there's two million claims, @EFO0ONEIledNclEimsyND
don't have them committed to memory. I'm
Q Did you hear debtors' counsel tell the Court that the
debtors have $26 quintillion in claims filed against them?

but 20 -- over 20

sorry.

A I think that number is a little off,
quintillion, yes.

Q And is it fair to say that the claims of creditors that
hold OXY and MAPS tokens are a very small portion of that 20-
plus quintillion dollars in claims?

A eSO TSSOl NEOENSNAE 1 mean, it's
very objective what you're asking and I've told you a couple

times that I don't remember. @NdidnitucOmMitNthEmItOIMENORYS
1 don't know what the -- to do that math, I'd have to know

what their amount is and divide it by 20 quintillion, which

is a big number.

o Source: Inre FTX Trading Ltd., Case No. 22-11068 (Bankr. D. Del.).

e June 21, 2022: Alameda Ventures Ltd. enters into a major revolving cash and
Bitcoin Master Loan Agreement facility to artificially prop up Voyager Digital

Holdings following systemic liquidity failures.

LOAN AGREEMENT

This LOAN AGREEMENT (this “Agreement™) is entered into as of June 21. 2022 (the “Effective Date™)
by and among ALAMEDA VENTURES LTD (“Lender”), VOYAGER DIGITAL HOLDINGS, INC.
(“Borrower”) and VOYAGER DIGITAL LTD (“Guarantor™). Capitalized terms used but not otherwise defined
herein shall have the meanings given them on Schedule B. The partics agree as follows:

SCHEDULE A
LOAN TERMS

BORROWER:

Cash Revolving Loan Amount:
Amount”).

BTC Revolving Loan Amount:

Guarantor:

Voyager Digital LTD.

VOYAGER DIGITAL HOLDINGS, INC.

Two Hundred Million Dollars ($200,000,000.00) (the “Cash Revolving Loan

Fifteen Thousand (15,000) BTC (the “BTC Revolving Loan Amount™).

o Source: In re Voyager Digital Holdings, Inc., Case No. 22-10943 (Bankr.

S.D.N.Y.), Debt-in-Possession Loan Exhibits.



https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MzA4ODMwOA==&id2=-1
https://cases.stretto.com/public/x193/11753/PLEADINGS/1175301312380000000025.pdf
https://cases.stretto.com/public/x193/11753/PLEADINGS/1175301312380000000025.pdf
https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MzA4ODMwOA==&id2=-1
https://cases.stretto.com/public/x193/11753/PLEADINGS/1175301312380000000025.pdf

Phase 4: Insolvency, De-Pegs, and the Crypto-Banking Collapse (Late
2022-2024)

May 2022: The TerraLuna ecosystem completely collapses as its algorithmic
UST token completely de-pegs from the U.S. dollar, wiping out $40 billion in
market value overnight and triggering a systemic margin call across the crypto
lending sector.

o Source: SEC v. Terraform Labs Pte Ltd and Do He Hyeong Kwon, Case

No. 1:23-cv-01346 (S.D.N.Y.), Litigation Release.

November 6, 2022: Binance CEO Changpeng Zhao (CZ) announces that due to
"recent revelations that came to light," Binance is liquidating its entire remaining
$530 million holding of FTT tokens received from the 2021 equity buyback. The
announcement sparks a severe confidence crisis and a massive run on FTX's

ledger.

o Source: Changpeng Zhao Official X Account Post [@cz_binance].
November 6, 2022 (Internal Platform Small Group Chat Logs): Internal
platform records preserve a high-level message exchange between Nishad
Singh, Sam Bankman-Fried, and Caroline Ellison outlining real-time platform
degradation. Singh flags an aggressive backlog, stating, "lots of withdrawals on
ftx are queueing up -- net changes: -1.25b in the last day, -230m in the last 3hrs,
-120m in the last hr... continuing so far at about 120m/hr". SBF laments the
diagnostic with an "oof". Singh details that "FTX's processing isn't fast enough
even if it did have the funds for some wallets" and prompts Ellison for useful
steps, to which she queries, "is there more cash we could withdraw via SEN?"

o Escalation and Strategic Truce Proposals: Later that evening, as
processing drops to roughly 70 million/hour, Singh proposes a tactical de-
escalation: "my guess is that it's time to reach out to cz privately and ask
for a truce | think | dont see them de-escalating". SBF expresses doubt,
noting, "would that actually lead to them de-escalating? | kinda think it
wouldn't". Singh counters, "im not sure what our other options are... | kind
of think that we need CZ's endorsement to stem the bleed". SBF directly
queries if Singh believes an unreleased public draft tweet is net bad;
Singh objects to a specific clause, stating, "#2 points fingers at all... I'm
assuming that we're going to have to block withdrawals starting in a few
hrs, at least til monday when we can start processing some more," while
SBF concludes that an endorsement from CZ remains "fairly unlikely".



https://www.sec.gov/files/terraform-labs-pte-ltd-amended-complaint.pdf
https://www.sec.gov/files/terraform-labs-pte-ltd-amended-complaint.pdf
https://x.com/cz_binance/status/1589283421704290306?s=20
https://x.com/cz_binance/status/1589283421704290306?s=20

o Source: NYT United States v. Samuel Bankman-Fried, Case No. 1:22-cr-
00673 (S.D.N.Y.), Government Exhibit 1621.



https://int.nyt.com/data/documenttools/gx-1621/2f23924fe8dea549/full.pdf
https://int.nyt.com/data/documenttools/gx-1621/2f23924fe8dea549/full.pdf
https://int.nyt.com/data/documenttools/gx-1621/2f23924fe8dea549/full.pdf
https://www.sec.gov/Archives/edgar/data/1312109/000131210921000017/silvergatecapitalinvesto.htm

November 7, 2022: Alameda's Caroline Ellison offers to buy Binance's FTT
block at a fixed rate of $22 to protect a critical loan liquidation threshold. FTT
breaks support, plunging drastically below $15.

o

Source: Caroline Ellison Official X Account Post [@carolinecapital].

November 7, 2022 (Internal Platform Small Group Chat Logs): Internal
platform records preserve a small group chat involving core leadership figures,
including Caroline Ellison, Sam Bankman-Fried, Joe Bankman, Ramnik Arora,
Zach Dexter, Ryne Miller, Can Sun, Ryan Salame, Nishad Singh, and Gary
Wang. In this discussion, SBF frames a localized diagnostic of remaining
platform liquid reserves, stating, "so right now, I'm guessing we have something
like: 1) $300m BTC 2) $200m in banks 3) $500m that we can get from ibkr, $1b-
$1.5b longer term 4) maybe $500m from HOOD, but | don't fully trust that that's
true 5) is the $200m from circle still out there? so that's roughly $1-2b left". SBF
indicates that the team has "processed about $3.6b so far, not including the
pending withdrawals".

o

Platform Reserves Realignment Analysis: Caroline Ellison responds to
SBF's estimates, stating, "l think Alameda can get more than that by
scraping stuff together and closing our remaining positions? ... maybe 1b
from crypto exchanges? Plus there's our EDF collateral, and $400m of
GBTC/ETHE/BITW (though that one's dubious)". Ellison notes that they
are "also checking if we can get our investment back from ledger prime,
that's $200m they apparently have invested in treasuries rn". SBF
compiles a final weekly database structure tracking standard valuation
buckets: Interactive Brokers (IBKR) at $1.5 billion, BTC at $0.3 billion,
Exchanges at $1.0 billion, Modulo at $0.3 billion, GBTC at $0.3 billion,
Robinhood (HOOD) conditionally at $0.3 billion, and traditional banks at
$0.2 billion, for an aggregate of $3.9 billion. SBF contrasts this against
customer asset liabilities recorded at $12 billion, defining a core platform
deficit gap of $8.1 billion, to which Ellison replies that the calculated
framework "seems ballpark reasonable".


https://x.com/carolinecapital/status/1589287457975304193?s=61
https://x.com/carolinecapital/status/1589287457975304193?s=61

o Source: NYT United States v. Samuel Bankman-Fried, Case No. 22-Cr-
673 (LAK), Government Exhibit 406.



https://int.nyt.com/data/documenttools/20SBF-COLLAPSE%20-gx-406/f72012b089131df5/full.pdf
https://int.nyt.com/data/documenttools/20SBF-COLLAPSE%20-gx-406/f72012b089131df5/full.pdf
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November 8, 2022: FTX experiences a crushing $6 billion liquidity crunch and
halts withdrawals. Binance enters into a non-binding Letter of Intent (LOI) to fully
acquire FTX to stabilize the market. Simultaneously, CZ publicly issues a
warning to the banking and crypto industries that crypto exchanges should never
use their on native tokens as collateral.

o Source: CNBC Binance Offers To Buy FTX’s Non-U.S. Operations To Fix
‘Liquidity Crunch’.



https://www.cnbc.com/2022/11/08/binance-offers-to-buy-ftxs-non-us-operations-to-fix-liquidity-crunch.html
https://www.cnbc.com/2022/11/08/binance-offers-to-buy-ftxs-non-us-operations-to-fix-liquidity-crunch.html
https://www.cnbc.com/2022/11/08/binance-offers-to-buy-ftxs-non-us-operations-to-fix-liquidity-crunch.html

November 8, 2022 (10:23 PM): As FTX implodes behind closed doors, Ryne
Miller (Sullivan & Cromwell Partner and FTX US Counsel) sends an urgent
message to leadership stating: "I need to wire SullCrom $4M to make sure we
are all represented through this... Tomorrow. From FTX.com cash. Who can do
it? I'm in charge now."

o Source: Financial Times ‘Sam? Are You There?! The Bizarre And Brutal
Final Hours Of FTX.



https://www.ft.com/content/6e912f25-f1b7-4b19-b370-007fbc867246?syn-25a6b1a6=1
https://www.ft.com/content/6e912f25-f1b7-4b19-b370-007fbc867246?syn-25a6b1a6=1
https://www.ft.com/content/6e912f25-f1b7-4b19-b370-007fbc867246?syn-25a6b1a6=1

November 8, 2022 (Internal Ledger Communications): Internal platform chats
capture an executive-level exchange between Sam Bankman-Fried and Caroline
Ellison regarding immediate institutional exposure paths. SBF queries "which
lenders?" can absorb targeted asset adjustments, stating he "can certainly do it
for all the smaller ones" but "would prefer not to do it for blockfi yet". SBF then
inquires "what would the total be to return?" and adds "l guess Genesis is also
substantial?" to which Ellison confirms "yeah not blockfi yet".

o Source: United States v. Samuel Bankman-Fried, Case No. 22-Cr-673
(LAK), Government Exhibit 410B.

November 8, 2022 (Venture Book Realignment & Banking Risk
Exposures): Accompanying text logs highlight deep macroscopic ties tracing
how major Venture Capital and related firms systematically reloaned, repledged,
rehypothecated, and commingled primary assets across overlapping networks.
Context logs track that BlockFi's single largest institutional creditor is Ankura
Trust (representing creditors in stressed situations) holding an outstanding debt
of $729 million. Peter Thiel-linked fund Valar Ventures holds a 19% equity
position within BlockFi shares, concurrently maintaining an FTX Equity Stake
prior to systemic asset book avoidance ("Venture Book Avoidance") executed
ahead of the cascading banking failures of Silicon Valley Bank and other
California banking institutions after obtaining strategic Venture Loans.





https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MTQ5MDY0NA==&id2=-1



https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MTQ5MDY0NA==&id2=-1

o Source:Inre FTX Trading Ltd., et al., Case No. 22-11068 (Bankr. D. Del.),

Fee Application Exhibits.
November 9, 2022: Following a rapid review of internal books and corporate
structures, Binance officially pulls out of the acquisition deal, citing FTX's severe
mishandling of customer funds and pending regulatory and banking
investigations.
o Source: Binance Global PR Wire / Regulatory Communications Division.



https://restructuring.ra.kroll.com/ftx/Home-DocketInfo
https://restructuring.ra.kroll.com/ftx/Home-DocketInfo
https://www.binance.com/en/square/post/51123
https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MTQ5MDY0NA==&id2=-1

November 11, 2022: FTX files for Chapter 11 bankruptcy in Delaware after
identifying an astronomical $8 billion customer deficit. Ryne Miller aggressively
forces a U.S. bankruptcy filing for the solvent FTX.US entity over fierce internal
executive objections, ensuring Sullivan & Cromwell (S&C) can secure massive
multi-million dollar cash retainers.
o Source: WSJ FTX Files for Bankruptcy, CEO Sam Bankman-Fried
Resigns.
November 2022: Genesis officially halts all retail user withdrawals from the
Gemini Earn program due to an absolute lack of liquid assets on its balance
sheet, locking up $900 million in customer funds belonging to 340,000 retail
investors.
o Source: In re Genesis Global Holdco, LLC, et al., Case No. 23-10063
(Bankr. S.D.N.Y.), Chapter 11 First Day Motions.
November 2022 - January 2023: Silvergate Bank executives actively mislead
the public, banking regulators, and investors regarding their automated
compliance soundness, failing to log over $1 trillion in transactions or flag $9
billion in highly suspicious transfers moving seamlessly between FTX and
Alameda accounts.
o Source: SEC v. Silvergate Capital Corporation, Alan J. Lane, and John M.
Bonino, Case No. 3:24-cv-01145 (S. Cal.), Litigation Release.
January 2023: Silvergate Bank's stock craters entirely after it experiences a
massive bank run, forcing it to dump assets at a steep loss to pay back an
emergency $4.3 billion advance from the Federal Home Loan Bank of San
Francisco.
o Source: Federal Reserve Board & FDIC Joint Investigation Report into the
Collapse of Silvergate Bank.
March 9, 2023: Peter Thiel's Founders Fund actively advises its portfolio
companies to immediately withdraw their capital from Silicon Valley Bank (SVB)
following revelations of the bank's deep duration mismatches and realized bond
portfolio losses. This directive triggers widespread institutional panic in the
venture capital space, culminating in an unprecedented $42 billion digital bank
run in a single day, effectively breaking SVB's remaining liquidity cushions.
o Source: Bloomberg, Founders Fund Advises Companies to Withdraw
Money From SVB.
March 10, 2023 (3:36 PM): High-profile tech investor David Sacks takes to X to
sound an emergency system alarm as SVB is officially seized by the California
DFPI and placed under FDIC receivership. Sacks asserts that the federal
government must step in immediately to safeguard all deposits, warning that
without a complete backstop of uninsured startup payroll cash, a catastrophic
chain reaction will sweep across the tech ecosystem: "Where is the Fed? Where
is Yellen? They need to announce that all depositors will be safe... This is an
administrative crisis." Sacks stresses that a failure to act will cause a widespread
regional bank run across the entire mid-tier banking system on Monday morning.
o Source: David Sacks Official X Account Post [@DavidSacks].
March 10, 2023 (8:09 PM): Sacks releases a secondary public statement
explicitly untangling the structural difference between a corporate bailout and a
depositor backstop, noting that the bank's equity and bond holders should be
wiped out entirely, while regular depositors who parked cash for operational



https://www.wsj.com/articles/ftx-files-for-chapter-11-bankruptcy-11668176869
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https://www.google.com/url?sa=t&source=web&rct=j&opi=89978449&url=https://www.bloomberg.com/news/articles/2023-03-09/founders-fund-advises-companies-to-withdraw-money-from-svb&ved=2ahUKEwjjzK79_OOUAxWmKVkFHfSxIAcQFnoECBkQAQ&usg=AOvVaw2uDl_buogtJGx5X5QoEfNw
https://x.com/davidsacks/status/1634292056821764099?s=61

payroll must be insulated to stop systemic contagion from freezing the broader
economy. Sacks warns that if depositors face a "haircut" on cash over the
standard $250,000 FDIC limit, it will drive immediate capital concentration into
the top four systemically important financial institutions (SIFls), permanently
starving regional economies of business credit.

o Source: David Sacks Official X Account Post [@DavidSacks].
March 12, 2023 (8:30 AM): Tech personality Jason Calacanis amplifies the
market panic on X, publishing a highly volatile warning designed to force
immediate regulatory intervention from the executive branch: "YOU SHOULD BE
ABSOLUTELY TERRIFIED RIGHT NOW — THAT IS THE PROPER REACTION
TO A BANK RUN & CONTAGION. @POTUS & @SecYellen MUST GET ON TV
TOMORROW AND GUARANTEE ALL DEPOSITS UP TO $10M OR THIS WILL
SPIRAL INTO CHAOS." Critics sharply target the commentary as the modern
financial equivalent of shouting "fire" in a crowded theater, highlighting how
localized venture capital panic can synthetically weaponize social media
algorithms to accelerate macro-banking fragility. Later that evening, the Treasury,
Federal Reserve, and FDIC jointly invoke a systemic risk exception to guarantee
100% of all SVB depositor balances.

o Source: Jason Calacanis Official X Account Post [@Jason].
March 14, 2023 (7:58 AM): An online retail community development surfaces on
X under the tag "#CHECKMATE," wherein accounts "Y" and prominent financial
journalist Erin Arvedlund interact with historical commentary directed at media
endpoint @SusanLiTV, @SecYellen, @POTUS. The systemic narrative identifies
that a core structural problem occurred where Silicon Valley Bank provided
specialized "Lines of Credit for Equity" extending across institutional networks to
encompass corporate personnel and employees. The public dialogue notes that
with the leverage generated from these custom pledge structures and loan
agreements, an operational loop emerges linking the bank's credit facilities
directly to downstream entities now exposed as "Ponzi Businesses," explicitly
citing Sam Bankman-Fried's collapsed crypto-equity setup (@SBF_FTX).

o Source: X Platform Interaction Log Record, Dragon Breathe

[@Elon55447675].



https://x.com/davidsacks/status/1634360878236831746?s=61
https://x.com/Jason/status/1634792355294515200?s=20
https://x.com/erinarvedlund/status/1645899174095863808?s=61
https://x.com/erinarvedlund/status/1645899174095863808?s=61
https://x.com/erinarvedlund/status/1606284791128543234?s=61
https://x.com/erinarvedlund/status/1645899174095863808?s=61
https://x.com/erinarvedlund/status/1776247552255340959?s=61
https://x.com/erinarvedlund/status/2005607472762110441?s=61
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December 8-11, 2023: Forensic accounting firm AlixPartners tracks complex
blockchain data across the Solana network to reconstruct historical financial
statements and explicitly pin down the manipulative internal pricing scripts of the

Debtors' compromised liquidity pools.
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o Source: Inre FTX Trading Ltd., Case No. 22-11068 (Bankr. D. Del.).
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May 15, 2024: Former FTX executive Daniel Friedberg files an Amended First
Set of Requests for Production in Delaware Bankruptcy Court against the
Chapter 11 debtors, demanding Documents sufficient to identify by name of
stock, number of shares, the initial value of shares, and the date of purchase(s)
and/or sale(s) of the stocks purchased by Binance in connection with the
Tokenized Stock a Collateral Agreement. All Documents and Communications
exchanged between you and any potential purchasers of FTX Europe, including,
without limitation, Coinbase and Trek Labs. The Chapter 11 filing of FTX Europe
indicates that Mr. John Ray Ill was its Chief Executive Officer at the time of the
filing. Please produce all Documents and Communications showing Mr. Ray’s
asserted appointment to this position in accordance with applicable law, including
all minutes of board meetings, names of board directors, and board consents.
Provide the valuation report that was conducted by accounting firm BDO
following FTX’s acquisition of Digital Assets DA AG (DAAG).

o Source: Inre FTX Trading Ltd., Case No. 22-11068 (Bankr. D. Del.),

Discovery Request Index.

December 10, 2024: As Tesla stock surges past $400, Elon Musk issues a
public warning targeting unhedged shorts, noting that the uncovered position
could bankrupt actors like Bill Gates.

o Source: Elon Musk Official X Account Post [@elonmusk].

Phase 5: The Post-Settlement Ledger & Systemic Liability Revisions
(2025-2026)

March 5, 2025: Regulatory estimates regarding the massive hidden liabilities
created by tokenized stocks, asset rehypothecation, and venture capital loan
agreements are officially revised upward by auditing bodies from a baseline of
"$27.3 Quintillion" up to an unprecedented, systemic-risk level of "$1.187
Sextillion".
o Source: Sullivan Cromwell & John Ray lll, In re FTX Trading Ltd., Case
No. 22-11068 (Bankr. D. Del.).



https://restructuring.ra.kroll.com/FTX/Home-DownloadPDF?id1=MzEwNzUzNA==&id2=-1
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May 2025: Delaware Bankruptcy Court proceedings confirm that Binance is
granted an allowed general unsecured claim against FTX Trading in the amount
of $50,000,000 (The "Binance Allowed Claim") under the terms of the Collateral
Claim Settlement Agreement. FTX Trading is further ordered to pay CM-Equity
$1,000,000 in cash to settle outstanding tokenized stock infrastructure claims.

o Source: Inre FTX Trading Ltd., Case No. 22-11068 (Bankr. D. Del.),
Order Granting Motion to Approve Settlement Agreement between
Debtors, Binance, and CM-Equity.

December 17, 2025: Following Tesla shares touching an all-time high of $495,
Musk publicly notes that Bill Gates' unhedged short position has yielded
cumulative losses exceeding $10 billion.

o Source: Elon Musk Official X Account Post [@elonmusk].

March 27, 2026: Retail advocacy group "APEs" submits an official electronic
policy filing to SEC Secretary Vanessa A. Countryman. The letter challenges File
Number S7-2024-05 regarding joint data standards under the Financial Data
Transparency Act (FDTA).

o The Intertwined Macro Narrative: The group demands an open-source,
non-proprietary identification infrastructure to replace copyrighted CUSIP
numbers. They explicitly cite how proprietary identifiers, "riskless principal"
routing exemptions, broker-dealer reporting loopholes (as detailed by
Shkreli's Renaissance observations), and unmapped tokenized stock
collateral agreements have allowed institutional actors to establish a
parallel, untraceable system of asset rehypothecation, hidden short
interest accumulation, and artificial liquidity generation completely
shielded from public oversight registries.

o Source: SEC Rulemaking Comment Index, Letter from APEs Re: File
Number S7-2024-05 (Financial Data Transparency Act Joint Data

Standards).
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https://www.sec.gov/comments/s7-2024-05/s7202405-typea.pdf



https://corpgov.law.harvard.edu/2021/06/12/remarks-by-sec-chair-gensler-at-the-meeting-of-sec-investor-advisory-committee/
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Dark Pool Not Required, Market Markers can Control Pricing w/out Orders Reported, "Riskless" Princip...

2.7k upvotes - 166 comments
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This description suggests that riskless principle is primarily used to avoid double-counting
trades, it cannot be used to avoid reporting them. | asked a friend who knows more than |
do about this and he said riskless principle hasn't been used for a decade.
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PR Power to the Players @
With great desperation comes great deceit. Hasn't been used and Can’t be used are two
different things. My question: is it possible?
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let's accept the fact that he might not know if it's possible
a R ¢
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Laura Tuttle Senior Financial Economist at SEC did an study on “riskless” on exchange.
https://www.sec.gov/files/marketstructure/research/otc_trading_march_2014.pdf
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Right, so that paper confirms what | said in the first part, that riskless principle is used
to avoid double-reporting trades, because they are trades executed at the same price,
and | think there's a timing requirement too - it has to happen quickly, aka riskless.
Looks like it's used more than my friend thinks though this data is 9 years old (2012
dataset).
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The “riskless” principle classification was recently issued a cease and desist order
by the SEC to Credit Suisse Sept 28, 2018. https://www.sec.gov/litigation/admin/
2018/33-10565.pdf in the SEC filing explains what Credit Suisse was doing.
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Yes, | remember this case well, it was a big deal at the time. But as | read this, RES
was not abusing riskless principle trades, per se. It was using them to impact the
stock price and then capture that impact on a principle basis. This is shady af, and
deserved the enforcement. But I'm not sure how it bolsters what you're trying to
show. Maybe I'm missing something here?
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Aug. 21, 2018 SEC https://www.sec.gov/comments/
265-30/26530-4268151-173129.pdf

We also are concerned that delayed dissemination of block trade reports can
mislead the market about supply and demand conditions when dealers
distribute the block in smaller trades whose reports are immediately
disseminated. For example, if a dealer crosses $20 million in bonds from one
seller to four buyers each buying $5 million on a riskless-principal basis,
under the recommended proposal, FINRA would delay dissemination of the
$20 million dealer buy report but would immediately disseminate reports
each of the $5M dealer sales. The immediately disseminated reports would
give the appearance of surplus buying demand and the possibility that one or
more dealers have been left short facilitating this customer demand. The
response to such reports could artificially push the price of the bonds
higher, at least until FINRA disseminates the “$10MM+" dealer buy trade two
days later.
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This is a comment from the Fixed Income Advisory Committee pushing for
faster block trade dissemination times in the fixed income market. It's an
issue I'm very familiar with, but it has nothing to do with stocks/equities.
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The “riskless” principle is not only still being used, but 14 days ago the SEC is
selling the information including short volume data. https://www.sec.gov/rules/
sro/cboebyx/2021/34-92149.pdf “The Exchange proposes to offer Short Sale
Volume data on an end-of-day and intraday basis which will be available for
purchase by Members and non-Members. Specifically, the Exchange proposes
to offer an end-of-day short sale volume report that includes the date, session
(i.e., Pre-Opening Session,4 Regular Trading Hours,5 or After Hours Trading
Session6),7 symbol, trade count, buy and sell volume, type of sale (i.e., sell, sell
short, or sell short exempt), capacity (i.e., principal, agent, or riskless
principal), and retail order indicator. The end-of-day Short Sale Volume data
would include same day corrections to short sale volume.” Guess we can buy
tax payer paid for information on methods of manipulation.
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So this isn't the SEC selling data, it's CBOE BYX, which is a stock exchange.
And they are a private, for-profit entity who sells data.

All this comment says to me is that someone is selling data reporting the
amount of riskless principal trading. Again, I'm really not seeing how any of
this bolsters the point you're trying to make. In fact, riskless principal trading
is good to know about because it's generally inconsequential - it's not a real
trade, it's simply a facilitation of a trade. It looks like a real trade, and so it
needs to be flagged as a riskless facilitation transaction. But that doesn't
eliminate the reporting of the ACTUAL real trade.

a Q ¢

idLogger OP - 3y
e PR Power to the Players @

The examples were mainly from your comment regarding a friend with
inside knowledge that “riskless” principles have not been used in a while.
Mainly for the fact that CBOE BYX a private exchange 14 days ago petition
SEC to gather short interest as well as “riskless” principal transactions for
sale for profit only bolster the value of Short Interest Data in conjunction
with “Riskless” Principal Data. Yes, | agree “riskless" principle is an ACTUAL
trade. The trade in itself is not in question. The “10 second"” reporting
requirement when MM utilize “riskless” principal which can cause a non-
tape reporting event. Or with the “riskless” principle can delay in reporting
after-market hours at 6:30pm Eastern and not “10 second” after trade
during market hours. This classification can facilitate supply and demand
volume distortions as well as pricing issues.

In regards to the Fixed income Market example, be it stock/equity, bonds,
or fixed income. The use of the “riskless” principal anything sold/brought
classification can lead to a known “block trade reports can mislead the
market about supply and demand” and “reports could artificially push the
price” with SEC/FINRA knowledge.
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Sorry | thought | was clear that | initially agreed with you that my friend
was wrong about it not being used. But while | agree it's used, | don't see
it being abused in the way you're describing. Even when it's used, the
actual trade is still printed to the tape in real-time, it's only later that you
find out that a certain portion of the day's trading might have been
facilitated with riskless principal.

The Fixed Income example doesn't apply to equities because equity
reporting requirements aren't the same. So | don't see the connection.
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