O RN SR RN TETSR:
NAVAVAVANAVAVAVAVAVAVAVAVAVANAVAVAVANAVAVAVANAVAVAVAVAVANA
ORI
‘..............‘.
S S IS OIS I 0E B S BN S
[ INCONCONCONCONCONC NN NN ONC NN N

0”””””””’

X R A A B B B
X KA Ay B B B R e
O ELULNLR
LN
LN
LN
A 3

X AT A K R B
RS E S B BB NENENE NN S
RS S S B BB BTN S
TN

=X
~
=l
-
-
)
-
-~

-
-

o

INTRODUCTION TO CRYPTOASSETS

ConNOR DIGREGORIO



Abstract:

This is a complementary introduction report on the world of cryptoassets. It contains a brief
overview of some of the most important aspects in the crypto space. It covers the basics of
blockchain technology, explains a few compelling uses cases, and highlights some of the most
important tools and resources for new users to get aquainted with.

For more in-depth explaination and analysis of particular cryptoassets or industries, be sure to
check out our library of research products at tokenscope.io




CONTENTS

// Blockchain Technology //

<
o

// Bitcoin //

06

/] Other Cryptoassets //

07

/] Custody & Wallets //

08

// References //

09

/] Dictionary //

10




4//

Blockchain
Technology

What is blockchain technology?

A blockchain is a history of transactions parsed out into segments, or blocks, that are held on a distributed database
that is shared by all parties on the network. Every transaction is recorded and stored to create an unchangeable and
auditable transaction log. Blockchain can be considered a superior database where data is encrypted. Additionally, data is
append-only, meaning once something is recorded on a blockchain, it cannot be erased or tampered with. Additionally,
because data is simultaneously shared across a multitude of servers, it is considered more secure and more transparent
than traditional data storage systems.

The reason it is called a blockchain is because data, usually in the form of transactions, are organized into batches, or blocks,
that are then strung together linearly with each block containing a timestamp and information linking it to the previous
block. Thus, a chain of blocks is formed over time. A blockchain is often times used interchangeably with “distributed
ledger” or “distributed ledger technology”, often shortened to DLT.

Of the many unique features of blockchain, one of the most notable is its decentralized nature. Rather than trusting a
single, third party to record transactions and securely hold data, a blockchain allows a network of many different users
to come to a consensus on the proper history of the ledger. The innovation here is that this can be done securely among a
massive number of users without any users having to know or trust one another. This provides the foundation for digital,
trustless, peer-to-peer transactions, which can be done instantly between any two strangers on the globe. Until blockchain
technology, that was not possible.
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Advantages of Blockchain

o Less Reliance on Trusted Third Parties « Time and Cost Savings
o Increased Security » Globally Accessible
e More Autonomy « Transparency and Privacy

Nuances of Blockchains

There are many iterations of blockchain technology. What was described on the previous page is the backbone of the
technology, however it may come in several different forms. For instance, there are notable distinctions between public
blockchains and private blockchains.

A public blockchain is one that has a ledger that is openly viewable by anyone. The history of a public blockchain has
a complete, transparent history of transactions available for viewing in real time. A private blockchain is the opposite,
containing a private ledger and is only viewable to a select group of individuals or entities.

Though there can be exceptions, a public blockchain is typically permissionless, meaning that anyone can participate fre-
ely in it. No gatekeeper or group of gatekeepers can prevent an actor from interacting with other actors on the network.
A private blockchains is typically also a permissioned blockchain where authorization is required for participation.

It should be noted that development for most applications of blockchain technology is still in its infancy. However, when
these projects get fully fledged out, they have the potential to completely upend entire industries. The common thread
across the variety of different sectors is blockchain as a disintermediator. Blockchain’s real technological leap forward is
its ability to cut out the middleman for all types of transactions. In the following sections, we breifly highlight some real
use cases of different blockchains.

Model 1 Model 2 Model 3
Current system Public blockchain (permissionless) Private blockchain (permissioned)

el

All banks check with central electronic ledger An open network that anybody can access, The preferred option of most banks. It is a
like the bitcoin model. The digital ledger of closed system checking all details and
transactions is shared, transparent and run controlling access via invitation

by all participants

Source: Financial Times
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Bitcoin: a cryptocurrency

Bitcoin was the first project to implement blockchain technology and was designed as an electronic peer-to-peer cash
system. As such, it provides a way for two people to move money around without having to rely on a third party, which,
in our current system, would typically be a bank. In many cases now, when paying over the internet, it relies on multiple
third parties, such as Paypal, Venmo, or other payment processors. Bitcoin cuts out any and all middleman, allowing
users to directly engage in commerce. Users can have full custody over their money and no singular clearinghouse exists.
Rather, the distributed network of miners and other users verify and record all transactions on the network, in effect
decentralizing the functions of the traditional banking system.

The potential for Bitcoin becomes most noticeable when transacting across borders. For instance, if an American
business is buying a large order of shirts from a textile manufacturer in Mexico. Typically, that payment would invol-
ve several different entities, such as a US Bank, a clearinghouse, SWIFT, a correspondent bank, and a Mexican Bank.
The process could take over a week and would incur fees along the way. If that same transaction were to take place in
Bitcoin, it could be completed within minutes and only cost a few cents in transaction fees. Additionally, the American
business and the Mexican business would be the only two parties to ever have handled the money, completely elimina-
ting third-party custodial risk. There are many other instances where using Bitcoin, or other similar cryptocurrencies,

E1-N

Miners create Bitcoins by using
computers and specializing mining
hardware to solve mathematical
functions. The same process also
verifies previous transactions. WORLDWIDE, DECENTRALIZED
PEER-TO-PEER (P2P) NETWORK
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Bitcoin exchanges will trade between
convential currencies and Bitcoin,
offering a way into the market for
non-miners, as well as a way to cash out.

Businesses create a wallet

Users download a Bitcoin “wallet” in the same way as an ;;;cg%;g
that works a little like an individual user, typically

email address, providing a way using a website button

to store and receive currency. to enable a Bitcoin

Bitcoins can be transferred from payment. For face to

one wallet to another using a face retail businesses,

web browser or phone app. QR codes can be used

to let customers pay
quickly and easily.

Source: sercuracoin.com
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Other Types of Cryptoassets

While Bitcoin functions as a pure currency, there are other cryptoasset that go beyond that. They provide functionality
for a variety of scenarios while utilizing the same underlying blockchain technology. Examples of other subclasses of
cryptoassets include utility tokens, security tokens, and other tokenized assets.

Utility Tokens

Ether: The native token used on Ethereum, which is a permissionless platform for decentralized applications to run on
top of. Sometimes referred to as a decentralized world computer, it enables thousands of other cryptoassets to exists,
much in the same manner Windows OS enabled thousands of new apps to function.

Other platforms: EOS, Cardano, NEO, Dfinity, Waves

Binance Coin: A token used on the cryptoasset exchange, Binance. Using this token to trade holds advantages such as
cheaper trading fees. Additionally, it will be the main token used in the new decentralized exchange that Binance is
building.

Basic Attention Token: A token used in an internet browser called Brave that exchanges value between advertisers, web-
sites and users in a peer-to-peer fashion. Users can earn money paid directly from advertisers for not blocking ads and
websites can earn money directly from users’ activity on their pages.

4

e T h ereum Basic Attention
Token (BAT)

Other Tokenized Assets

In theory, there are many assets that can be tokenized. While this is still relatively unexplored in the space, many projects
attempting to create these new types of cryptoassets exist. Here are a few examples:

Security Tokens: Tokens that function as a claim to ownership in a company in the same manner as a traditionally re-
gulated security. These tokens follow all compliance by regulatory bodies, such as the SEC, and provide benefits such as
dividends and voting rights. The main difference from a tradiotional security is that the token is registered and traded on
a blockchain. This is a new type of asset with 2018 being the first year any such type existed.

Tokenized Real Estate: This can come in the form of a simple tokenized deed that is registered and exchanged on a block-
chain. Or, this can mean creating fractional ownership with tokens representing minority shares to a property, which can
then be traded digitally online.

Tokenized Intellectual Property: This includes assets such as patents, songs, movie scripts, and many other forms of IP.
Basically, any idea that holds real value and can be bought and sold can be turned into a token.

Tokenizing these types of assets brings advantages such as greater liquidity, immutable history of ownership, fractional
ownership, automated payouts (i.e. rent, royalties), and cutting out expensive middlemen. Of course, there are challenges
that come with tokenization, but these are the possibilities that will soon be realities.
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Custody & Wallets

One of the innovations of cryptoassets, particularly cryptocurrencies, is the ability to easily self-custody assets. In traditional
banking and investment, rarely do you hold your own assets. Typically, a bank will custody your cash and large investment
instutions will custody assets like stock, bonds, etc. However, with cryptoassets, there is the option to completely control
all the assets that you own. This is done in the form of private wallets. Private wallets are extremely secure and only the
person with the unique cryptographic key (i.e. secret password), can access these assets.

Now, self-custody is not always the preferred option for investors. There are more tradition models of custody available,
too. Trading on centralized exchanges, such as Coinbase or Bittrex, means that those platforms have complete custody of
the assets. Trading on platforms like these may be a better fit for some investors, but it is important they understand the
difference between those and private wallets.

Another important concept to understand is the difference between a hot wallet and a cold wallet. Both differ in the type
of security and liquidity that they offer. We'll talk in terms of bitcoin for simplicity’s sake.

Hot Wallet:

A wallet that is constantly connected to the Bitcoin network. It is Wa”et PrOViderS

connected to the internet and bitcoin can instantly be traded in and out

of the wallet. Hot wallets can be both privately controlled, such as My L. Jaxx
Ether Wallet, or controlled by a third party, such as Coinbase. 5 MY Ether Wallet
3. Metamask
Cold Wallet:
4. Trezor
A wallet that is not connected to the internet. While bitcoin cannot be 5. Ledger Nano S
sent out of it, it can still receive bitcoin to its address. Cold wallets are
6. Exodus

used for offline storage. Common examples include hardware wallets,
such as a Ledger Nano S, and a paper wallet, which is a piece of paper
with the bitcoin address printed on it. Cold wallets are considered the
most secure way to store bitcoin.

NOW Avg\;_'_g‘_e

Sent bitcoin -0.042808

1o Brian Armstrong

Sent bitcoin -0.0028445

I/E.\I Bought bitcoin +0.28004
\E2/ with Charles Schwab - Bank "+

(=) Sent bitcoin -0.001
\FJ 1o onexternal accoun PENDING

Personal Cold Wallet
with Ledger

Third-Party Hot Wallet
on Coinbase
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Dictionary

Blockchain: a history of transactions parsed out into segments, or blocks, that are held on distributed database that is shared by all

parties on the network. Every transaction is recorded and stored to create an unchangeable and auditable transaction log.

Consensus Mechanism: The process in place in distributed systems that allows every node to come to a single conclusion about its
shared data. Every blockchain system has consensus mechanism, though there are various models that exist. The most common two
are Proof-of-Work and Proof-of-Stake.

Cryptoasset: any digital property that is built on top of blockchain technology. This commonly refers to cryptocurrencies but may also
refer to other types of blockchain-based assets. Other examples are tokenized real estate, tokenized intellectual property, unique digital

collectibles (i.e. CryptoKitties) and many other forms.

Distributed Ledger: a type of database architecture whereby all nodes within a system cooperate to reach a consensus on the accurate

state of a shared data resource, sometimes used interchangeably with the word blockchain.

Initial Coin Offering: a process in which blockchain projects raise funds, usually in the form of cryptocurrency, in exchange for a newly

created cryptocurrency that will be native to the blockchain system they are creating.

Miners: The individuals or entities that engage in the processing of using computing power to verify new transactions on the distributed

ledger in return for newly “minted” or mined cryptocurrency. Miners are a primary feature in a Proof-of-Work model.

Permissioned Blockchain: a type of blockchain that is limited to a set of approved entities that are able to restrict access from outside

parties.

Permissionless Blockchain: a type of blockchain where any party is free to view, transact and wholly participate in without approval

or censorship.

Proof of Work: A type of consensus mechanism wherein miners use computing power to solve a complex algorithm and get a mining
reward for doing so. In the process of solving the algorithm, the transactions of the distributed system are confirmed, thus creating a

single ledger for the network.

Proof of Stake: A type of consensus mechanism that does not require miners to confirm transactions, but rather has nodes that buy
into the network with its native currency. The nodes who have put up a “stake” in the network confirm the transactions in this model.

Nodes who try to falsely confirm transactions are punished by losing their coins that they put up, thus disincentivizing falsifying data.

Smart Contract: a computer protocol intended to digitally facilitate, verify, or enforce the negotiation or performance of a contract

without the need for any third-party involvement. Smart contracts were first proposed by Nick Szabo in 1994.




Disclaimer

The information provided in this report and accompanying material is for information and illustrative purposes only. It is not, and
should not be regarded as “investment advice” or as a “recommendation” regarding a course of action, including without limitation
as those terms are used in any applicable law or regulation. You should consult with a financial advisor or other professional to
determine what may be best for your individual needs. Tokenscope shall not have any liability for any damages of any kind whatsoe-
ver relating to this material. No part of this document may be reproduced in any manner, in whole or in part, without the written
permission of Tokenscope except for your internal use purposes. In the event that the purchaser uses or quotes from the material in
this publication - in papers, reports, or opinions prepared for any other person - it is agreed that it will be sourced

to: Tokenscope.
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