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INTRODUCTION

lockchain technologies are of the biggest innovations of the 21st century given the
B ripple effect it is having on multiple sectors and creating breakthrough use cases in

finance innovative applications for a range of business functions. Cryptocurrencies as
a new, indigenous digital asset class with no central authority and their underlying blockchain
technology, are the next-big-thing in digital transformation. The financial sector is the first
disruptor to fully embrace distributed ledger networks and transform established financial
institutions by making operations more transparent, less vulnerable to fraud, and more cost-
effective for end users. Decentralized technology is one of the leading innovations in the field
and mitigates risk within the interconnected global financial system by applying advanced

cryptography that is truly resistant to hacking.

But where do cryptocurrencies come from? All crypto assets are software
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?_?\ developed by code that determines absolutely every function associated with
o= l the cryptocurrency, from storing data and recording transactions to distributing

oS rewards. In almost all cases, the code is public and transparent to the nodes
of the network, hosted on individual computers around the world rather than on a central
server. Transactions are stored in a special type of secure database, the blockchain, which
acts as the ledger of all coded transactions.

Once a new block is entered into the blockchain, no one can change it in the database without
meeting certain requirements, and everyone can see the public record of all transactions
without losing their anonymity. Cryptocurrencies are generated by algorithms based on
cryptography and written to issue tokens to computers that add transactions to the blockchain.
This process is also known as ‘'mining’. Miners use specialized hardware and the decentralized
software to add transactions to the entire network. In exchange for maintaining the system
fully operational miners are paid with new cryptocurrency tokens, while most digital coins are
created this way.
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In other cases, cryptocurrencies can be produced by a deviation in a blockchain called a 'hard
fork’. These occur when blockchain protocols change so a new, unique branch is appears
on the chain that is incompatible with the old chain. Bitcoin Cash, for example, was made
through a hard fork on the original Bitcoin blockchain.’

There are numerous ways to leverage blockchain capabilities, beyond record keeping
activities and trading. As the corporate world is more interconnected with the advent of digital
transformation, investors deal with new challenges that require a deeper understanding of how
new emerging technologies can reshape businesses and how to obtain and regulate financial
exposures. Below is what stakeholders should know about the growing role of blockchains in
the financial industry, from tech-savvy unicorns to traditional institutions:

* What is the blockchain and its relationship to cryptocurrencies?

* What are the most profound benéfits for financial services?

* Are there any potential risks that banks and financial firms could face?
* What are the best investment areas to bet on??

The value of crypto assets today is tied to speculative purchases rather than actual use cases.
The acquisition of digital assets without a central authority to regulate it, poses a threat to
traditional banks and has a direct impact on national currencies, especially in countries with
troubled central banks. In Venezuela, for example, people who stored their savings in crypto
had greater protection against rapid currency devaluation.

Of course, digital coins have their own risks and fluctuations, but since they are not managed
by a central bank, more and more players are turning to this solution for financial stability
and transparency. Businesses are expected to implement private blockchains to improve the
traceability of their supply chains and internal operations and introduce clearer standards for
some high-profile projects, while research and development will focus on investing in more
scalable public ledgers.

m Any financial operation with low transparency
o o

R\ and limited traceability is vulnerable to
6 Yo disruption from blockchain applications.?
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Legal Notice

The opinion, analysis, and research results presented are drawn from research and analysis conducted and
published by APU Research, unless otherwise noted.

The facts and data set out in this publication are obtained from sources which we believe to be reliable.

This publication has been written in general terms and therefore cannot be relied on to cover specific
situations; application of the principles set out will depend upon the particular circumstances involved and
we recommend that you obtain professional advice before acting or refraining from acting on any of the
contents of this publication. APU would be pleased to advise readers on how to apply the principles set out
in this publication to their specific circumstances.

Note: While care has been taken in gathering the data and preparing the report we do not make any
representations or warranties as to its accuracy or completeness and expressly excludes to the maximum
extent permitted by law all those that might otherwise be implied, and we accept no legal liability of any
kind for the publication contents, nor any responsibility for the consequences of any actions resulting from
the information contained therein nor conclusions drawn from it by any party. We accept no responsibility
or liability for any loss or damage of any nature occasioned to any person as a result of acting or refraining
from acting as a result of, or in reliance on, any statement, fact, figure or expression of opinion or belief
contained in this report. The views expressed in this publication are those of the author(s) and do not
necessarily represent the views of the APU or its network partners. Publications are submitted to as research
contributions to its insight areas and interactions, and APU makes the final decision on the publication. This
report does not constitute advice of any kind.

This document makes descriptive reference to trademarks that may be owned by others. The use of such
trademarks herein is not an assertion of ownership of such trademarks by APU and is not intended to
represent or imply the existence of an association between APU and the lawful owners of such trademarks.
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No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means,
electronic, mechanical, photocopying, recording, or otherwise, without the prior permission of the publishers. Material content
is used in accordance to Access Programs/Subscriptions licenses.
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