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Bringing tokenized assets to cryptographic rails is a game-changer — the first step on a road to financial
automation and efficiency. Project Diamond is our vehicle for upgrading traditional financial assets.
RWA? The future is DNA (Digitally Native Assets).

market notes: RWA? Try DNA
10/6/23 — Shaun Martinak & Marcel Kasumovich, Coinbase Asset Management

1. Real World Assets — RWAs — have become the beacon of warmth in a long crypto winter. They provide
the opportunity to expand blockchain efficiency beyond native crypto assets and upgrade traditional
finance. How? Take current assets, put them in a custodial lock-box, and print a token with a legal
connection to property rights. Then ride the rails.

2. How can market participants benefit from mass tokenization of assets on a blockchain? Unlike the
transitional system, you don’t need to move assets to move ownership, just the tokens. It enables
fractional ownership, near-instant global settlement for asset transfer, and, with enough activity, the
liquidity to run programmable portfolios even in private markets. Impressive.

3. But tokenization has a cost, too. Rolling out token-based infrastructure to financial institutions takes
education, infrastructure, and time. The industry needs time to build a practical, safe experience for its
users. And while it does, old costs remain, and new ones are added. Transitions demand a high level of
investment with conviction that the returns will be worth it.

4. We need a bridge from old to new infrastructure. It’ll be clunky to start. Proof-of-concept is never
profitable. But it’s a necessary step, laying groundwork that unlocks efficiency. The end state where
most assets ride on digital financial rails offers vast improvements to financing, liquidity, and portfolio
management. There’s too much potential to ignore.

5. Proof? Bitcoin and Ethereum will do — native digital assets that derive their efficiency from the
blockchain. Property rights are enforced by math, transfer and settlement are bundled as a single
service. They can be split, sold, and managed programmatically. So, how do we accelerate those
benefits for traditional markets and eliminate the frictions from our outdated operating model?

6. Payments are the natural starting point. It is a use-case that takes the transaction cost from 50-75
basis points to near-zero. And its working — USD stablecoin volumes are now equivalent to Visa’'s
network. Next stop, ACH. PayPal, Venmo, Visa, and Mastercard are all committed. The natural
advantages of blockchain infrastructure are taking market share for the world’s most used asset.
Properties of instant settlement and programmability will be the benchmark.

Next step?

7. Produce digitally-native assets (“DNAs”). This creates an automated financial life-cycle that leverages
onchain technologies. DNAs are issued, managed, and retired on the blockchain. But to serve traditional
markets beyond payments, enforceable legal status, regulatory clarity, and investor comfort are also
required.
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https://niccarter.info/wp-content/uploads/token2049_niccarter_090923.pdf
https://www.paypal.com/us/digital-wallet/manage-money/crypto/pyusd#:~:text=PayPal%20USD%20is%20a%20stablecoin,for%20example%2C%20the%20U.S.%20dollar.
https://venmo.com/about/crypto/
https://usa.visa.com/solutions/crypto.html
https://www.mastercard.us/en-us/business/issuers/grow-your-business/crypto.html
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8. Again, patience is required. All of this will take time. Assets like private credit or real estate that have
long life-cycles must live on both systems as they migrate safely to new infrastructure. Turnover is slow.
But there is a way to accelerate the transition — follow the flows. Today, it is all about short-term yield —
rapid money-market tokenization being an unintended benefit of the Fed tightening cycle.

9. Short duration assets are also a perfect place to start. Their life-cycle is short, allowing for a faster
migration to digital rails. Like fruit flies used to experiment with evolution, their short lives offer
iteration, experience. They speed up time. As we integrate short-term credit onchain, the infrastructure
for more complex financial operations will be laid, and leveraged. Bit by bit.

This is our focus.

10. Project Diamond.! It’s our smart contract platform for institutional capital markets. We begin with
short-term debt for strategic partners, proving the advantages of regulated, onchain finance. We will
quickly expand to other use cases in automated capital structures that solve market problems. It’s a
digitally-native approach that makes finance scale like software.

11. Tokenization is a leap forward from today’s fragmented ownership. But it does very little to address
the complexity of operations. Programmability of financial instruments is the efficiency unlock. It allows
for the entire lifecycle of an asset — from investor identification to legal covenants —to live in
programmable form. That’s the value proposition of digitally-native assets. It is tokenization v2.0.

12. The lineup of strategic partners for Project Diamond is growing. Early movers will build the
capabilities necessary to take market share from lagging competitors. Innovation in capital markets has
been slowed by incumbency and regulatory complexity for decades. But we are at a turning point —one
that enhances regulatory compliance and unlocks institutional capital.

'Recently rebranded from its former name, “Onebridge.”
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Figure 1 — Annual Volume of Stablecoins vs. Other Financial Systems (through 22)
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Source: Castle Island Ventures — “Regime Change in Stablecoins”.
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Figure 2 — H1 ‘23 Weekly Volume for Stablecoin. (Annualized total ~$10.5T USD.)
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Source: Brevan Howard Digital — “The Relentless Rise of Stablecoins”
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Disclaimer:

This communication, including any attachments, is intended
only for the use of the addressee and may contain information
that is confidential or otherwise protected from disclosure. Any
unauthorized use, distribution, modification, forwarding,
copying or disclosure is strictly prohibited. If you have received
this communication in error, please delete this message,
including any attachments, and notify the sender immediately.
The information and any disclosures provided herein do not
constitute a solicitation or offer to purchase any security or
other financial product or investment and is not intended as
investment, tax, or legal advice. Unless otherwise noted, all
information is estimated, unaudited and may be subject to
revision without notice. Past results are not indicative of future
results.

Project Diamond is a smart contract platform developed by
Coinbase Asset Management, LLC (“Coinbase AM”), and is for
institutional application only. Features described within this
communication may be conceptual in nature or under
development, and are subject to change. The issuance of on-
chain instruments may be considered securities activity and may
subject the issuer to regulatory registration or other compliance
obligations. The preceding presentation should not be
construed as any tax, accounting, legal or regulatory advice to
you and you should satisfy yourself in this regard and ensure
that you consult with appropriate advisors to assist in
understanding the transactions contemplated by this
communication.

This communication may contain statements of opinion, including
but not limited to, the author’s analysis and views with respect to:
digital assets, projected inflation, macroeconomic policy, and the
market in general. Statements of opinion herein have been
formulated using the author’s experience, research, and/or analysis,
however, such statements also contain elements of subjectivity and
are often subjective in nature. In addition, when conducting the
analyses on which it bases statements of opinion, the author(s) will
incorporate assumptions, which in some cases may be shown to be
inaccurate in the future, including in certain material respects.
Nothing in this presentation represents a guarantee of any future
outcome. The author(s) are under no obligation to update this
document, notify any recipients, or re-publish the content contained
herein in the event that any factual assertions, assumptions,
forward-looking statements, or opinions are subsequently shown to
be inaccurate.

Certain information contained in this Communication constitutes
"forward-looking statements," which can be identified by the use of
forward-looking terminology such as "may", "will", "should",
"expect", "anticipate", "target", "project", "estimate", "intend",
"continue" or "believe" or the negatives thereof or other variations
thereon or comparable terminology. Forward-looking statements
made in this communication are based on current expectations,
speak only as of the date of this communication, as the case may be,
and are susceptible to a number of risks, uncertainties and other
factors. Assumptions relating to the foregoing involve judgments
with respect to, among other things, projected inflation, the
regulation of digital assets and macroeconomic policy, all of which
are difficult or impossible to predict accurately and many of which
are beyond our control. In light of the significant uncertainties
inherent in the forward-looking statements included herein, the
inclusion of such information should not be regarded as a
representation to future results or that the objectives and plans
expressed or implied by such forward-looking statements will be
achieved.
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Certain information contained herein may have been obtained from
third party sources and such information has not been
independently verified by the author(s). References herein to third
parties are for illustrative purposes and are not an endorsement or
recommendation for products or services. No representation,
warranty, or undertaking, expressed or implied, is given to the
accuracy or completeness of such information. While such sources
are believed to be reliable, the author(s) do not assume any
responsibility for the accuracy or completeness of such information.

The information and any disclosures provided herein do not
constitute a solicitation or offer to purchase any security or
other financial product or investment and is not intended as
investment, tax, or legal advice. Unless otherwise noted, all
information is estimated, unaudited and may be subject to
revision without notice. Past results are not indicative of future
results.
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