Comments regarding the OCC Proposal:

Exploring Special Purpose National Bank Charters for Fintech Companies

Background and context

| am Dr. Douglas Jackson, founder of two companies that were the pioneers for two of the industries
being contemplated as possible candidate domains for national bank charter. In 1996 | founded e-gold®,
which was the first successful privately issued electronic money and direct P2P payment system,
described by the Financial Times in 1999 as "the only electronic currency that has achieved critical mass
on the web...".

Then, beginning in 2000, | and the other e-gold founders launched and then fostered a (second) new
global industry — independent businesses competing to provide Currency exchange services between
privately issued alternative Currencies and conventional (government-issued) brands of money.

Originally bootstrapped with total capital investment under $4 million, by late 2000 e-gold was settling a
larger volume and value of payments every month than Digicash, Beenz, Flooz and Cybercash's
Cybercoin processed combined and cumulatively, despite their combined equity investment exceeding
$300 million.

At its peak in 2006, e-gold was backed by gold reserves exceeding 3.6 metric tonnes - more than the
official gold reserves (then) backing the Canadian Dollar. The system was routinely processing over
75,000 Spends per day settling an annualized payment volume of nearly $3 billion, USD-equivalent.

Along with e-gold Ltd. and Gold & Silver Reserve Inc., | was also a pioneer in another respect. Despite
proactively approaching the US government in 2005 seeking regulatory clarity and providing vital
assistance to law enforcement agencies around the world in hundreds of investigations from 1999
through 2008, e-gold was singled out by the USSS for criminal indictment in 2007 as an unlicensed
money transmitting business.

The government action against e-gold was a case of first impression. As noted by the prosecutor:

“Digital currencies are on the forefront of international fund transfers. e-gold is the
most prominent digital currency out there. It has the attention of the entire digital
currency world. That world is a bit of a wild west right now. People are looking for what
are the rules and what are the consequences.”

The case was resolved by a Plea Agreement that laid out a blueprint for such rules, detailing a novel
template for a compliance model consisting of a bespoke hybrid of requirements blending relevant
elements of existing regimes for Money Services Businesses and Depository Institutions.

Commenting on her substantial deviation from Federal Sentencing Guidelines (which mandated a
"sentence between 108 and 135 months") the presiding judge, having already noted “no doubt that Dr.
Jackson has respect for law” and that “the intent was not there to engage in illegal conduct”, stated in
her sentencing memorandum:



“Now that legal issues are resolved, he [Douglas Jackson] has committed e-gold and
G&SR to a vigorous compliance and oversight program which could only succeed if he
were there to head the companies. Since there is no reason to shut down e-gold and
G&SR, and every reason to have them come into legal compliance, a sentence of
incarceration for Dr. Jackson would be counterproductive.”

An apparently unanticipated side effect of the guilty plea, however, despite explicit statements by DOJ
prosecutors denying intent to shut down the business, was that it effectively disqualified the companies
for the licenses required by state laws.

In 2009, due to inability to obtain required licenses, e-gold suspended the ability for customers to
initiate Spends. e-gold customers received compensation for their e-gold holdings via a Value Access
Plan (VAP), initiated by the companies, which was completed in 2013. VAP claimants received from two
to five times the value that had been held in their accounts (at time of last access) on a USD cost basis.

Beginning in 2010, | and my team at Fulcrum IP Corporation (“Fulcrum”) have developed a next
generation system that merges the monetary and transactional principles of e-gold with
unprecedentedly sophisticated AML and other compliance elements. Informed by nearly two decades
continuous immersion as industry pioneer, refined by insightful analysis of developments in central
banking and advances involving central counterparty services, the system that has been developed
affords significant low risk, fee-based revenue opportunities for financial institutions that matriculate to
the system.

1. What are the public policy benefits of approving fintech companies to operate under a national
bank charter? What are the risks?

The principal benefit to be achieved is that a national charter would enable a more suitable and
coherent regulatory regime for some companies currently faced with square peg / round hole
mismatches with respect to existing regulatory provisions. This is especially important in the case of
companies that may currently be classified as, or at risk of being deemed, Money Transmitting
Businesses despite innovative business models that bear virtually no resemblance to the logic of 18 USC
1960 as originally conceived by those who framed it. Owing to their traditional business models—which
always involved over-the-counter cash transactions at facilities physically located in various states—
Money Transmitting Businesses were/are classified as a subset of Money Services Businesses (“MSBs”),
a category for which responsibility and authority for licensing and regulation primarily lies with the
individual states. As things stand, the only practical way for a firm offering any sort of payment services
to US-based customers to know if it is a Money Transmitting Business is to seek a determination from
every state in which potential customers may reside. Moreover, each state that indicates licensing is
required may differ in regard to a wide range of requirements including but not limited to bonding,
reporting, language of disclosures and provisions for customers with complaints.

The absence of a unified national regime does not necessarily mean that compliance is currently unduly
burdensome. After the court determined that e-gold Ltd. and G&SR Inc. were engaged in money
transmitting, | and my team refined the institutional arrangements and developed suitable technologies
achieving or exceeding compliance requirements and other safeguards in both letter and spirit. The
successor system |/Fulcrum developed and was permitted to subsidize (but not control) received
licenses (or determination letters that license was not required) from 36 states.



Nevertheless, a national system for charter and regulation would be vastly superior. Other countries
such as EU nations and the UK have promulgated uniform regulations (e.g. EU Payment Services
Directive and the Electronic Money Directive) that enable considerable efficiencies for systems that are
inherently designed to support cross-border transactions.

A substantial additional potential benefit of the current OCC Proposal, at least with respect to the
innovative system Fulcrum has developed, stems from the requirement and privilege of a national bank
to join the Federal Reserve System. As will be further detailed below in response to question 2, Fulcrum
has developed a category of Base Money!—directly accessible to end users as a store of value, medium
of indirect exchange and (optionally) a unit of specification for invoicing/pricing—that can only be
backed by a 100% reserve of central bank money. For this money to be anchored on USD the Issuer
would require the ability to hold Deposits directly with a Federal Reserve Bank.

An innovative fintech company that qualifies for national bank charter realizes another benefit. A
national bank charter would denote legitimacy. This would facilitate its emergence by counteracting the
natural prejudices that tend to perpetuate even highly dysfunctional aspects of an existing status quo by
evoking instinctive resistance to new ideas regardless of their merit. This facilitation would be a highly
positive effect, provided the products and services under consideration are well-conceived and sound.

This ascription of legitimacy, however, is a two-edged sword and also constitutes the dominant risk in
the OCC proposal. An implied stamp of approval for ill-conceived schemes would potentially amplify the
harm of their dissemination and, in turn, damage the reputation—to some extent the perceived
legitimacy—of the OCC itself. | will address this in some detail below in my comments regarding digital
currencies. It is especially relevant in regard to “unbacked” digital currencies such as cryptocurrencies
that are ascribed value strictly on the basis of (allegedly) strong technical measures to limit the number
of digital units created — a category that could well be described by the term “monopoly money” or,
more to the point (and avoiding genericization of Hasbro’s trademark), “play money”.

2. What elements should the OCC consider in establishing the capital and liquidity requirements for an
uninsured special purpose national bank that limits the type of assets it holds?

With very specific exceptions, the Basel 3 guidelines prescribed for a standardized approach to capital
and liquidity requirements are as suitable for a special purpose national bank as for a more traditional
institution.

The initial exceptions | recommend are limited to the domain of privately issued money. In evaluating an
entity issuing money a critical element is the nature of the Monetary Liability and the provisions
established to assure performance of the obligations attendant to the specified liability. There is a
spectrum of such arrangements ranging from extreme low risk to risks that are not only high but
indeterminate in magnitude. | will address only the extremes since all areas in the middle are well
addressed by the Basel guidelines.

Extreme low risk
The institution | have designed is built on an orthodox currency board model in the sense that Monetary
Liabilities issued and circulating via the system are hard pegged at a fixed exchange rate to a designated

1 Certain terms of art, indicated by capitalization, are treated as defined terms to afford greater precision in the
context of this document. A Definitions page is attached below.



outside money and backed by assets assuring that the entire amount issued and oustanding can be
redeemed without discount. | have additionally designed safeguards that go far beyond the safety,
soundness and security provisions of any existing national bank, government currency board or central
bank.

Common practice for a government Monetary Authority, whether currency board or central bank, is for
at least a portion of the assets held against Monetary Liabilities to be remunerative instruments:
primarily interest-bearing securities in addition to time Deposits at, or collateralized loans to, another
bank. While typically these are very high quality liquid assets they are nonetheless subject to a modicum
of credit, liquidity and market risks. Current best practice for a government currency board is to
accumulate an additional reserve of retained earnings to compensate for risks such as a sharp rise in
interest rates or adverse fluctuation in currency exchange rates in the case of cross-currency exposures.
Portfolio losses on the part of a central bank may require an infusion of capital from the associated
Treasury.

The Base Moneys to be issued and circulated via the system | have developed eliminate these risks
altogether by means of a continuous 100% reserve underlying any/all Base Money issued and
outstanding, held in trust (i.e. titled to a purpose trust, without encumbrance or lien other than its
function as a reserve), making it immune to default even in the event of failure of (or legal action
against) an Issuer, the System Provider or any customer. There are two categories of Base Money in this
system, each linked to and 100% reserved with a specified single:

1. Physical commodity, or
2. Existing national Currency.

Each Base Money is defined by an Issuer’s Declaration of Liability detailing and binding the Issuer to
explicit provisions including specification of reserve requirements and delineation of redemption
provisions.

Unlike any other bank, which may (for example) treat short term government securities (such as
Treasury Bills) as a “reserve” asset, the reserves in this model are money (or gold) — directly
spendable/deliverable and not dependent on a market to exchange them into money. [There is no
mechanism to directly “spend” Treasury Bills; infrastructure for transferring them, whether for outright
sale or as collateral for a repo, is predicated on an accompanying conveyance of consideration in the
form of a money payment.]

The commodity-linked/backed Currency is referred to as AUG®. As with the predecessor e-gold system,
the Base Money of AUG is backed by Good Delivery gold bullion, in Allocated Storage, in certified
repositories.

For the type of Currency pegged to a national Currency, the “100% reserve” must be comprised of
central bank money of the corresponding anchor Currency.

Both eliminate cross-currency exposure and reliance on exchange markets.

Additional safeguards mitigate the risks arising from reliance on existing payment systems or financial
institutions. The System Provider is prohibited from engaging in Currency exchange or any other activity
that would entail receiving conventional money payments from customers. A Primary Dealer model



protects the Issuer from risks of payment failure or reversal that could arise from accepting payments
from end users.

It should be noted that Fulcrum has a patent pending for the specified combination of safeguards —
100% reserve of the corresponding outside money, reserve assets titled to a trust, and a Primary Dealer
model restricting the counterparties that can participate in (initiate) Open Market Operations.

These provisions for a 100% reserve are stronger than any deposit insurance or, arguably, government
guarantee (whether explicit or implied) to act as lender of last resort.

In the case that entails the 100% reserve of central bank money, the existing Basel guidelines are already
spot on. Central bank money qualifies as the epitome of an asset qualifying for a risk-weighting of zero
with respect to credit risk and Level 1 treatment in terms of liquidity risk.

The proposed divergence from Basel guidelines is for the 100% gold reserve. Currently, physical gold is
eligible for risk-weighting of zero with respect to credit risk but is classified as a Level 2 asset with
respect to Liquidity Coverage Ratio (“LCR”). This is based on an assumption that a bank holding gold as
an asset is subject to cross currency exchange rate risk. However, in the case of the described system,
there is no cross currency exposure. The Native Unit of Account for AUG is defined in terms of the
qguantity by weight of bullion held in reserve such that every 1.0 AUG must be backed by >= 1.0 gram of
gold (fine weight). Redemption is fulfilled by (intra-vault) delivery of gold bullion and there is no
obligatory liquidation of bullion for conventional money.

Accordingly, | would propose that the capital requirement for an Issuer conforming to these
requirements could safely be waived altogether regardless of the quantity of reserves/circulation. The
only capital buffer that would serve a meaningful prudential purpose would be one held pursuant to a
“living will” plan, adequately providing for operational costs to sustain the System Provider long enough
to wind up operations in the event the system were to shut down and needed to be liquidated and value
distributed to Holders.

Extreme high and indeterminate risk

At the other extreme, there are no safeguards that can be implemented to adequately mitigate the risk
that the market value of an unbacked cryptocurrency—“play money” as further detailed in response to
Question 10 below—might fall to zero. The problem with this is two-fold:

1. Participation of a regulated financial institution conveys a sense of legitimacy that could
influence the general public to regard such Currencies as acceptably safe stores of value,

2. Afinancial institution offering Currency exchange services between play money and Real Money
(as defined below) is exposed to exchange rate risks categorically more severe than those
limiting their exchange activities to one brand of Real Money vs. another.

A “run” on an unbacked cryptocurrency could cause an exchange service to be quickly overwhelmed
with exchange orders from customers seeking to sell quantities of a collapsing Currency, leading to rapid
excess accumulation of the unwanted money and depletion of trading balances of the desired
fulfillment Currencies.

An exchange provider could respond with a variety of self-protective countermeasures and even cease
to offer any bid for the unwanted money (exacerbating the decline and exposing less nimble services to



increased risk of default). But regardless of how quickly a provider widened spreads, lowered bids or
lowered limits on transaction size, it might still face an inability to resort to an external market to
dispose of unwanted balances in order to replenish depleted inventories. The likely outcome of such a
scenario would be repudiation (without refund) of already funded exchange transactions as was
observed in the Mt. Gox episode.

In the absence of an Issuer standing in readiness to buy back (redeem) its Base Money, no other entity
can take on the obligation to make an orderly market under all market conditions.

It seems inadvisable to legitimize play money that is at risk of collapse in the event of a panic.

What could trigger a panic?
The original premise of Bitcoin was that its decentralized nature made it immune to possible
government efforts to snuff it out. This has always been a fallacy in multiple respects.

Reportedly, China is home to 90% of bitcoin trades and 70% of mining. To enumerate just one
potentially imminent risk, a major recent source of demand driving up the exchange rate of Bitcoin has
been Chinese usage as a vehicle to circumvent currency controls implemented to impede capital flight
and prop up the Renminbi. Were the decision made by the Chinese authorities to destroy Bitcoin it
would not be a difficult task. The sophistication of the “great firewall of China” is such that Bitcoin-
related packets could be selectively blocked, effectively isolating internal messages from the rest of the
world and resulting in a de facto “hard fork”. Such an action could trigger a self-feeding cascade of panic
sales. Additionally, with the well documented concentration of mining power in China, arbitrary actions
taken against a few or all high profile Chinese mining operations would lead to immediate suspension of
mining activity throughout the country.

Categorizing an innovative business model

Currently, most institutions that hold unbacked cryptocurrencies on account do so in order to facilitate
timely execution and fulfillment of exchange orders. They more or less hold balances in escrow, a
prefunding of exchanges. Clever technical processes such as multi-sig protocols may aid in securing the
cryptocurrency assets. What is often overlooked, however, is that these providers also hold prefunded
sums of conventional money on account. What capital and liquidity requirements should be applied
with respect to those assets?

| propose that the question of how to regulate an exchange service is straightforward. If the provider of
exchange services is an existing bank, it already has an applicable set of rules. If it is not a bank, it should
be classified as a Money Services Business providing currency exchange services. As such it is subject to
state regulations governing permissible investments. If it is a newly organized Fintech company, but its
function, properly abstracted, is limited to provision of currency exchange services, it does not need a
new category.

3. What information should a special purpose national bank provide to the OCC to demonstrate its
commitment to financial inclusion to individuals, businesses and communities? For instance, what
new or alternative means (e.g., products, services) might a special purpose national bank establish in
furtherance of its support for financial inclusion? How could an uninsured special purpose bank that
uses innovative methods to develop or deliver financial products or services in a virtual or physical
community demonstrate its commitment to financial inclusion?



Again, addressing only the domain of digital currencies, a well-conceived system enables improved
access for the un- and under-banked to efficient, low cost remote payments capabilities. Legacy bank-
administered payment systems are riddled with credit at every level from settlement platforms that
allow daylight overdrafts to retail payments that, due to their repudiability, are treated as if a loan to a
merchant recipient.

Participation in the system | have devised entails no element of credit. The ramifications of this are
further elaborated in response to Question 5.

4. Should the OCC seek a financial inclusion commitment from an uninsured special purpose national
bank that would not engage in lending, and if so, how could such a bank demonstrate a commitment
to financial inclusion?

This seems like a political question. If the OCC seeks a financial inclusion commitment, every applicant
will conjure one up, just as legacy banks craft boilerplate and PR campaigns to seemingly comply with
any and all requisite mandates. An institution demonstrates a commitment only if its business model
actually entails services that advance financial inclusion, as per Question 5.

5. How could a special purpose national bank that is not engaged in providing banking services to the
public support financial inclusion?

A special purpose bank can support financial inclusion by providing valuable services to those
underserved or poorly served by existing financial institutions. It should be noted that the primary
reason many people use banks is to gain access to remote payments capabilities such as use of an
ATM/debit card. Even something as simple as direct deposit, a form of remote payment, enables people
to avoid the costs and inconveniences of check cashing services.

Legacy banks, of course, must view potential customers from the standpoint of maximizing revenue and
minimizing administrative costs. Banks are focused on credit creation and gauge the desirability of
prospective customers in accordance with the potential magnitude of deposit balances and borrowing
activity. People who are living paycheck to paycheck are seen as expensive to service relative to the
revenue they will generate in terms of interest and fees. Exorbitant and abusive overdraft fees may be
assessed against unsophisticated bank account holders.

A digital currency system, such as the one | have developed, advances financial inclusion by providing
access to an efficient, low cost remote payments system. Credit plays no role and a poor credit rating or
lack of established credit is not a bar to entry. The system | have developed also has no overdraft fees
(and no overdrafts).

Financial inclusion may also be fostered at the international level with remittances.

The advantages to third world countries that receive remittances are extraordinary. Today a significant
proportion of these remittances are processed through informal systems at variable cost. Even with the
transactions processed through known intermediaries the cost structure can be very high. Additionally,
the lack of transparency and formal records of informal systems affords opportunity for the movement
of illegal funds to be masked by legitimate transactions. The low fee structure of the system | have
developed may allow more money to flow into developing nations thereby stimulating those economies.
Compared against legacy remittance systems, this system could permit savings of 5% or more per



transaction. The World Bank has estimated that a 5% fee reduction would grow new remittances by 3%.
These two effects combined yield an increased inflow of 8% or higher. Where remittances are a
significant part of GDP, the benefits to developing economies are great. The non-credit features of the
system make it accessible to anyone including the vast majority of the world population who are unable
to access traditional credit facilities or banks.

Looking from a transaction standpoint, a traditional money transmission transaction starts with a payer

paying an agent and ends with another agent paying a recipient. In between these two intermediaries is
the actual transfer mechanism, using clearing and settlement facilities inaccessible and virtually invisible
to the end users. Bundling these components together requires imposition of minimum transaction fees
that preclude cost-effective support for small remittances. The fee for sending 20 USD of value to some

parts of the world may exceed the amount of the remittance.

With a sound and well-conceived digital currency system, this transaction can be unbundled, enabling
the end user payer and recipient direct access to the most critical component — the transfer/settlement
process whereby ownership of value is conveyed from payer to recipient. The payer and recipient may
or may not require exchange services to, respectively, obtain digital currency or to exchange it for local
currency. For example, for a payer who receives wages in/via digital currency the only cost to acquire
the digital Currency (in the case of the system | have developed) is the Spend Fee (<1%). The recipient
who disburses some or all of the received money via Spends of digital currency pays no fee. If exchange
is required, the same agents/systems who currently handle the traditional, inflexible bundled end-to-
end money transmission could augment and extend their revenue model by providing such exchange
services.

To summarize:
Traditional remittance model
* Actual transfer of value sandwiched between two obligatory exchanges
* Recipient receives entire sum in local currency
Digital currency system (with AUG as example)
* Unbundles actual transfer from exchange(s)
* Exchange may not be required for sender and/or recipient
*  Recipient has multiple options...
Instead of receiving entire transferred amount in local currency, recipient may:
* Hold some or all value received as AUG balance, divvying it out as needed over time
* Transfer portions of AUG balance to other recipients (who then have full range of options)
* Spend directly to local merchants that accept AUG

* Deposit with local banks offering AUG-denominated deposit facilities



6. Should the OCC use its chartering authority as an opportunity to address the gaps in protections
afforded individuals versus small business borrowers, and if so, how?

With my focus on digital currency systems, lending and borrowing is not my business. As an industry
pioneer, however, | have acquired extensive disillusioning but illuminating experience observing and
battling the propensity of people to send money to Ponzi schemes. It may therefore be worthwhile to
offer some observations relating to businesses purporting to facilitate a “democratization of credit”.

High profile poster child examples of microcredit initiatives emphasize worthy recipients of credit who
successfully bootstrap such access to build flourishing businesses providing employment in a developing
economy. There are several problems though in extrapolating these success stories to the sort of larger
scale initiatives that might seek national bank charter.

Previous attempts to replicate microcredit success stories such as Grameen Bank have discovered that
servicing loans, particularly with respect to measures to prevent delinquency is costly and ineffective.
The distributed and local character of successful microlending entails highly localized servicing
mechanisms, conducted by persons in close enough contact with loan recipients as to facilitate the
beneficial deterrent effects of reputation. Advocates of larger scale initiatives may claim that automated
reputation systems, drawing (for example) from social media can be similarly effective. Given the
capability of online criminal groups to circumvent safeguards against click fraud (and every other flavor
on online fraud) such claims should be viewed with skepticism.

If/as innovative mechanisms for extending credit to small businesses scale, an additional unfortunate
element may become increasingly evident. For every person moved to supply funding for an artisan
guild in Guinea, there are likely a hundred avidly seeking to fund a business promising to pay them 1%
per day.

7. What are potential challenges in executing or adapting a fintech business model to meet regulatory
expectations, and what specific conditions governing the activities of special purpose national banks
should the OCC consider?

Nothing prevents a fintech business from complying with existing regulatory expectations as noted in
Question 1. But the proposed national regulatory rubric proposed would be vastly more efficient for a
digital currency of international scope.

8. What actions should the OCC take to ensure special purpose national banks operate in a safe and
sound manner and in the public interest?

There is a lot to said for existing safeguards such as independent audit requirements.

Auditing the digital currencies issued via the system | have developed—each backed by a continuous
100% reserve of a single asset type which entails no element of credit, liquidity or market risk—is orders
of magnitude easier and more reliable than auditing the complex instruments populating the balance
sheet of any existing financial institution.

Supplementing this with the requirement for periodic independent cybersecurity (information security
generally) audit would probably be in order. OCC’s current proposed rulemaking regarding enhanced
cyber risk management standards (enhanced standards) for large and interconnected entities under



their supervision and those entities' service providers is likely to result in standards equally suited to the
innovative fintech companies envisioned by this RFC.

9. Would a fintech special purpose national bank have any competitive advantages over fullservice
banks the OCC should address? Are there risks to full-service banks from fintech companies that do
not have bank charters?

A digital currency organized in accordance with the principles laid out in the pending patent SYSTEMS
AND METHODS FOR A PRIVATE SECTOR MONETARY AUTHORITY filed August 28, 2013 enables a better
demarcation between money and credit, laying the groundwork for eventual market-based non-coercive
resolution of the internal contradictions that have destabilized banking for hundreds of years.

The certainty that such an enterprise would never require government bailout could conceivably afford
a competitive advantage. In particular, the ability to hold money 100% backed by central bank money or
gold may be an attractive alternative when renewed financial disruption inevitably occurs.

10. Are there particular products or services offered by fintech companies, such as digital currencies,
that may require different approaches to supervision to mitigate risk for both the institution and the
broader financial system?

As noted above, the most salient concerns with digital currencies are the risks associated with unbacked
cryptocurrencies. These problems fall into three general categories:

e Potential collapse of market value,

e Anonymity and the inability to meaningfully impede criminal activity,

e Lack of a responsible central authority for addressing customer issues or accepting/responding
to service of process.

The difficulty in mitigating these risks argues against extending a national bank charter to a Fintech
company organized expressly to provide products or services relating to unbacked cryptocurrencies. It
may even warrant consideration of restrictions on existing banks inclined to dabble with these media.

Play money and the risk of collapse

Advocates of unbacked cryptocurrencies refer to national currencies as “fiat” currencies, a somewhat
pejorative term to highlight their discretionary nature, playing to the popular oversimplification that
depicts government issued money as conjured “out of thin air”.

Bitcoin, which was the first digital cash to attract widespread attention, is cast as non-discretionary due
to the protocol by which new money supply is created on a fixed schedule by means of “mining” activity.
This is characterized as a safeguard to prevent “inflation”, implying that inflation means expansion of a
money supply in excess of whatever would be the proper rate of expansion. The underlying premise is
that scarcity of a medium, combined with significant costs to produce additional quantities of that
medium, constitutes an adequate basis of value. The lack of centralized control, particularly the lack of a
responsible issuer (any issuer at all) is regarded as a feature — the basis of Bitcoin’s claimed ability to
withstand possible government attacks intended to suppress it.

The metric that attracts the most attention and which is widely viewed as validation of Bitcoin’s
monetary logic is its exchange rate relative to other Currencies. This exchange rate is entirely a function
of demand for Bitcoin, a significant component of which stems from speculative trading by participants
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seeking capital gains. The appeal of Bitcoin as a speculative trading vehicle is enhanced by the lack of
any general mechanism for detection of unreported gains such as a central counterparty obliged to file
IRS Form 1099. It is likely that the trading experience of the vast bulk of speculators does not predate
the aberrant conditions that have prevailed for the past decade during which time “buying the dip” has
been the key to profitable trading for every class of tradable security.

In contrast, XRP, the native Currency of Ripple is effectively a fiat Currency. At its inception, Ripple Labs
created 100 billion units of XRP, 20 billion of which were retained by the creators, who were also the
founders of Ripple Labs. The creators gave the remaining 80% of the total to Ripple Labs, with the XRP
intended to fund operations. The monetary policy of Ripple Labs has been stated as "we will engage in
distribution strategies that we expect will result in a stable or strengthening XRP exchange rate against
other currencies." In other words, only the forebearance of the people sitting on this vast pool of play
money prevents release that would kill the golden goose. Unlike government issued “fiat money” no
entity has the ability or responsibility to buy in XRP in sufficient quantity to quell a full-on panic
situation. The best that can be done is to slow or halt further release of additional money.

Risk of collapse

Every brand of Real Money, as defined per the attached Definitions, entails an Issuer that carries all Base
Money issued and outstanding as balance sheet liabilities, offset by earmarked assets affording it the
wherewithal to buy back and extinguish any or all of the money.? A reduction in demand for a particular
Currency can (eventually) be offset by a reduction in the quantity in circulation. In the case of a currency
board model, any deviation in exchange value from that of the designated outside money creates self-
correcting arbitrage opportunities.

With an unbacked cryptocurrency, however, there is no mechanism for reduction of the quantity in
circulation. A decrease in overall demand for such play money leads directly to a decrease in its
exchange rate relative to Real Money.

The privately issued moneys described as “extreme low risk” in response to Question 2 above are
designed to enable an orderly market for exchange. In a setting of decreased overall demand, this is
achieved by Primary Dealers credentialed and enabled to access the Issuer’s redemption facility, which
serves as the buyer of last resort. A retail provider of Currency exchange services is always able to resort
to an external market to offset exchange rate risk. Excesses or deficiencies of trading balances can be
adjusted via trades placed with Primary Dealers who are obliged to and capable of making a market at
all times. The Primary Dealer, in turn, is always able to offset trading imbalances by resort to Open
Market Operations to acquire or dispose of balances as needed to bring trading balances back into trim.

For this reason, a loss of confidence in AUG that leads to a "run" of Members seeking to dump their AUG
in exchange for USD or other conventional money would not cause the exchange rate of AUG to diverge
significantly from the gold price. Similarly, a Currency pegged in this fashion to USD could not drop
below par (or trade at a significant premium) without creating opportunity for Primary Dealers to
capture arbitrage profits.

2 The current situation for national central banks in the Eurosystem may be an exception due to peculiarities of the
TARGET2 mechanism, a clearing house that never clears. For example, 55% of the assets on the balance sheet of
the Bundesbank consist of claims on the TARGET2 system. These are assets for which no market exists or could
exist.
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Anonymity
Anonymity is written into the DNA of Bitcoin in keeping with the premises of its creators.

It is an article of faith among the Bitcoin community that e-gold was “shut down by the government”
because the United States was not willing to countenance private sector competition with the US dollar.
This (incorrect) belief became the foundation for Bitcoin’s peculiar take on the well established concept
(for the rest of the world, that is) of what “distributed” means in relation to computing and network
architectures.

Craig Wright, almost certainly the principal author of the Nakamoto paper, published a telling indication
of this belief as cited by the Sydney Morning herald

“Also of note is an old blog post of Dr Wright's — published hours before the initial
launch of bitcoin in 2009 — which has since been scrubbed from the internet.

‘Well.. e-gold is down the toilet. Good idea, but again central authority’, the blog reads.
‘The Beta of bitcoin is live tomorrow. This is decentralized... We try until it works.”"

This theme is echoed in countless polemics arguing the virtue and necessity of Bitcoin’s provision for
strong anonymity protected by the existence of a volunteer army of “honest nodes”, too dispersed and
numerous for any government to suppress. For example, in a Forbes editorial October 2012, “Bitcoin
Prevents Monetary Tyranny”, Jon Matonis, (then Chairman of the Bitcoin Foundation) argued,

“The timing of Bitcoin’s appearance, and subsequent growth, is no accident
either...Essentially, bitcoin is a reaction to three separate and ongoing developments:
centralized monetary authority, diminishing financial privacy, and the entrenched
legacy financial infrastructure. An alternative money provider that was centralized
would probably not survive long in any jurisdiction. The emergence of Bitcoin was
baked into the cake already.

We can see from the case against digital money provider e-gold that an efficient
challenger to the provision of a stable monetary unit will not be permitted... really. ”

Continuing on to justify Bitcoin’s (similarly “baked into the cake”) anonymity, Matonis argues “money in
a free society should not be used for the purposes of identity and asset tracking. Banks and
governments may be concerned with that goal, but it is not the role of our money.”

Bitcoin’s anonymity, by design (per the Bitcoin wiki), rests on Bitcoin’s “officially encouraged practice of
using a new [wallet] address for every transaction”, minimizing the risk that “any of the addresses in a
transaction's past or future can be tied to an actual identity”. Elsewhere (in the FAQ), the
documentation again emphasizes “Bitcoin addresses are designed to be used exactly once only, for a
single transaction.” and goes on to describe reuse of a wallet address for more than one transaction,
(which would detract from anonymity) as bad practice that “harms both yourself and other unrelated
third parties”.

This rhetoric eulogizing anonymity is toned down of course when interacting with regulators who on
their part turn a blind eye in hopes of garnering cred with these new “cool kids” in order to demonstrate
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to their policy-making superiors that they are at the cutting edge of this exciting technological
development, and perhaps also to attract venture capital-supported startups to their jurisdiction.

When talking to banks or regulators, Bitcoin apologists seeking approval of exchange services emphasize
measures taken by such services to verify the identity of their customers. But this has no bearing on the
ability of criminals to anonymously use Bitcoin for criminal endeavors. There are limits as to how many
hops in the provenance of a sum of Bitcoin an exchange service will analyze to determine whether
upstream addresses are bound to known identities. Most currently make no effort to look even one hop
upstream. A thief, having already sent stolen Bitcoin through tumbler facilities, could in all likelihood
transfer the stolen money into his/her own known wallet and present it to an exchange. More likely,
however, again especially if/as Bitcoin gains traction, the thief would not need to ever exchange the
stolen stream of money but would spend it for goods and services. As with stolen credit cards, the
criminal ring could arrange for goods purchased with stolen money to be shipped to third parties who
had been recruited to “work from home”, receiving shipments of goods and selling them on eBay or re-
shipping them to a further layer of obfuscatory intermediaries.

Lack of responsible central authority

As newer entrants to the Bitcoin community are less likely to use the Bitcoin Core and Bitcoin Knots
wallets favored by purists, more are inclined to prefer web-based wallet options. These users have an
identified responsible entity to turn to for customer support or assistance if something goes wrong. This
does not however mean that opportunities for illicit use are diminishing. If anything, this expansion
beyond the more technologically savvy earliest adopters provides a larger cohort of less sophisticated
users to target.

Bad actors are more motivated to put up with the inconveniences of installing and initializing the less
user friendly but powerful wallets and there is virtually no prospect that wallets capable of generating a
new address for every transaction will be disabled.

In contrast with a centralized system, there is therefore no effective way to expel or banish bad actors.

11. How can the OCC enhance its coordination and communication with other regulators that have
jurisdiction over a proposed special purpose national bank, its parent company, or its activities?

No comment.

12. Certain risks may be increased in a special purpose national bank because of its concentration in a
limited number of business activities. How can the OCC ensure that a special purpose national bank
sufficiently mitigates these risks?

In the case | have been describing, concentration on a single business activity — providing for the
Issuance, distribution, circulation, redemption and de-issuance of money (and eventually securities) —
avoids the most daunting risks that pertain to the financial system, i.e. those that stem from the ebbs
and flows of credit and debt.

Moreover, in terms of the risks arising from attempts to use a system for illicit purposes, a closed and
centralized system has pronounced advantages over any system in which a financial institution is a node
in a broader, open ended network (e.g. Bitcoin, SWIFT, or a credit card network)
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13. What additional information, materials, and technical assistance from the OCC would a
prospective fintech applicant find useful in the application process?

No comment.
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Definitions (a subset of definitions provided at blog.bettermoney.com/definitions.html
Allocated Storage means vaulting of precious metals in a repository where the stored material is
physically segregated from material belonging to other parties and labeled or otherwise specifically
designated and identifiable as belonging to its actual owner as opposed to constituting an asset
belonging to the owner or operator of the repository. Material held in Allocated Storage is not Fungible
in the sense that its owner retains title to the specific physical items Bailed into the vault.

To Back (also Backed or Backing) means to maintain a reserve of otherwise unencumbered assets
specifically designated to offset specified liabilities.

Base Money means Monetary Liabilities of an Issuer serving as the medium in which like-denominated
Broad Money is payable.

Broad Money means Monetary Liabilities of an institution other than an Issuer.
Currency means a distinct brand of money.

A Deposit (noun) means a liability of a Person (e.g. a bank) payable on demand or at maturity, offered
without legal requirement of prospectus and used as a means of funding an asset portfolio which may
include remunerative assets, gains or losses from which inure to the benefit or detriment of the Person
for whom/which the deposit constitutes a liability. A Deposit also means the corresponding asset of the
depositor.

Fungible means characterized by properties that can be objectively and readily determined and
quantified such that different objects or aggregations of objects may serve as a fully acceptable
substitute or replacement for particular objects. For example liabilities reckoned in an accounting
system are Fungible (and inherently divisible) since they are represented as numeric constructs.

Good Delivery means precious metal bullion that certifiably meets all Good Delivery standards as
published by a standard-setting authority that is regarded in the wholesale gold banking industry as
exemplifying best practices.

Holder means any Member who/that elects to acquire, accept, or otherwise receive or own a quantity
of Base Money in circulation within the System.

Issuer means a Member:

e liable for performance of obligations declared in the Issuer's Declaration of Liability for a
particular Currency, and,
e assigned and bearing responsibility for the Roles of Mint and Comptroller for that Currency.

Issuer's Declaration of Liability means a contractual declaration of liability defining a particular Base
Money proffered by the Issuer of that Base Money and accepted by a prospective Holder.

Member means a Person who/that has been granted Permissions by the System Provider enabling
participation in the System.
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Mint means a Role requiring performance of operations as the Account User of a Mint Account for the
Issuance and De-Issuance of the Base Money of a particular Currency.

Mint Account means a special account on the Settlement Platform, belonging to an Issuer, the absolute
value of each SubAccount balance of which:

* equals the combined sum of the Settled Balances of all like-denominated SubAccounts in the
System, and,
* constitutes Monetary Liabilities as defined in that Issuer's Declaration of Liability.

Monetary Authority means one or more Persons acting in the Roles of Issuer and System Provider for
the Base Money of a Currency.

Monetary Liabilities means liabilities denominated in the unit of account particular to a Currency and
created to serve as a medium of exchange.

Real Money means a Currency, of which:

e Some or all Monetary Liabilities denominated in it are suitable for general use as a medium of
exchange,
o No Monetary Liabilities denominated in it can be construed as Broad Money of another
Currency,
e The Base Money is suitable to be held by financial institutions as a reserve against like-
denominated Broad Money obligations such as bank Deposits,
e The Base Money:
o is backed at all times by liquid assets held in readiness and in sufficient quantity as to
assure its Issuer's ability to buy back all that has been spent into circulation, or,
o physically embodies that which gives it value.

A Security means an instrument serving as a vehicle of investment, the initial sale of which is to raise
money for the general use of, or to finance substantial investments of, the common enterprise of the
seller. The purchaser of a Security, in turn, does so primarily in pursuit of profit and/or capital gain
ultimately derived from the efforts of that common enterprise resulting respectively in earnings or
appreciation.

System Provider means the Role, and the Person incumbent in that Role, responsible for assuring all
aspects of the integrity of the System other than liabilities and other responsibilities assigned by
contract to Persons designated to fulfill other Roles. The System Provider provides for operation and
administration of the Settlement Platform, and is responsible for assigning and/or granting all
Permissions that enable other Persons to act in designated Roles.
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