FDIC Records—Additional Correspondence Related to
Crypto-Related Activities

March 14, 2025

This release includes two records consisting of additional FDIC correspondence and
other records involving the crypto-related activities of regulated institutions.






Federal Deposit Insurance Corporation
g b8 ; Division of Risk Management Supervision

February 7, 2023

TO: The Files

b4,b8

FROM: b8
Case Manager

SUBJECT: b4,b8

In November 2021, ! b4,b8 notified the FDIC of a changes in their
involvement with! b4,b8 [see memo to filein RADD). The bank had a long standing
relationship with bibi " iwhich offered ab4,b8 currency that was used only with{b4,b8!
_______ b4,b8 ito promote ! b4,b8 iManagement

explained they plaqneél to participate in a digifal Torm of the currency that was being introduced
byl b4,b8 : using block chain technology.

Subsequent to this call, FIL-16-2022 “Notification of Engaging in Crypto-Related

........................................................

Activities”, was issued, and . b4,b8 inotified the FDIC of their
1nvolvement with b4,b8 | The Washington Office (WO) asked the b8
Y i personnel to rev1ew‘ b4, b8 linvolvement With' b4,b8 However, since a

Safety and Soundness examination of | b4,b8 i was in process,; b8 land WO staff

determined that the examiners could gather information during the ong'é'fﬁé examination of
, b8 ifirst before a formal request letter was sent. A list of questlons was developed by
. b8 and WO staff (see Exhibit A). The questions were provided toi b4,b8 and
“answers were received (see Exhibit B).. Since the answers were not in the same format as the
questions, Case Manager b8 developed a document with the questions and answers

(see Exhibit C).

Based upon the answers, FDIC personnel identified concerns with the bank’s statement
that; b4, b8 Was not a money serv1ce business (MSB). A list of tall\mo pomts was

convey the MSB related concerns to the bank. Additionally, concerns were identified related to
pass through insurance. However, the FDIC did not have an opportunity to further vet the
concerns and develop a list of questions.singe the bank notified the FDIC that b4,b8
was ceasing operation of the digital b4,b8
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Case Manager b8 irafted a letter to send to the bank acknowledging the cessation of
digital activity with| b4,b8 i and requesting notification of any future digital related
activity in accordance with FIL-16-2022. The letter was edited and approved by WO personnel
and sent to; b4,b8 ion January 17, 2023. See RADD for the letter and documentation of
approval to send by the WO.
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EXHIBIT A

b4,b8

b4,b8 ‘Review Questions

A. Corporate Governance/Organization

1. Describe the due diligence and/or risk assessments performed by b4,b8 irelated to Dlgltal
. b4,b8 including for any critical third parties (i.e.i b4,b8 ;
i b4,b8 . Please provide all copies.

......................

4. What was!b4,b8 ] s role in selecting cntlcal Vendors and selecting the ib498! netwark? Does

{ba,b8 have any role in the governance and the operations (e.g., node) of theb4,b8 network?
o If selections and due diligence was not performed by the bank, explaiii Which
entities are responsible for those functions.
5. Can the value, availability or usability of a; p4,b8 :change due to the nature of the
open source projects,
Who completed the Regulatory Overview that was provided?

Provide any related policies and procedures.

N

B. Pass Through Insurance
1. Explam 'EZ'B§"understand1ng of how FDIC deposit insurance works.

2. Describe any analysis tha b4 b8 ; performed to determine whether the Digital | Pbib8

insurance.

3. Provide copies of any documents reflecting where pass-through insurance is
disclosed/advertised.

4. Will there be any expectations of accounts_exceeding insurance limits (this could pertain
to a customer at the bank that also hasi 4,8 |, and if so, how will be managed (i.e.
sweep accounts)?

C b4bd8 :
1. For the:  b4,b8  iwasba,b8 considered an issuer since the b4,b8 ! ‘would provide
customers with | bd,b8 -
2. Provide the | b4,b8 lagreement with; b4,b8
3. The history ot B4bE 5 md1cate an__thcx._Qf $O 95 to obtain $1 in
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D. Functlonallty ......................... ,

1.

2.

3.

4.

7.

reserves) .........................

Who is the issuer of thei b4,b8 itokens (ie. bank involvement or only through

and!
Hasl b4,b8 engaged an 1ndependent Smart Contract audltor? If so, provide audit
results.
The system use multiple smart contracts for processing. Please provide any due
diligence done on the smart contracts. If there was an independent audit of the smart
contracts nleasenravide the audit results.
Is Digital; 04,08 : still infb4psitesting or live/fully functioning for any interested
customer?
o If fully functioning, provide the final/executed Digital b4,b8
___Agreement. ,
Wwill b4,b8 ibe the only banks involved in the DigitalEL b4,b8 !

E. Funding the b4 b8 Wallett

1.

(¥'S]

W

What is the process of setting up a “ b4,b8 ?” (b4,bs!) through the
b4,b8 APP”
'"""""6"'_:’_}2_&{_[;3‘;__9ames are involved? (consumer/merchant/bank/third party/; b4,b8
b4,b8
DescﬁB_e'%Hemfrans_f_e_r__gf funds process through a sample transaction (i.e. beginning with
funding from theib4,b8!through mmtmg and redemption). Spec1f cally:
o
o)
o)
agent issuing a separate security or is it the 1mmed1 ate purchase of a token which
is a prepaid purchase.
o Upon transfer from the | Ef}__l_a_ﬁ_lhow and when do the funds gotoi  b4,b8
; b4,b8 ipooled account?
o How is determined what funds will be at which bank?
o Whois the ODFI initiating transfers?
o How does the pooling of deposits work? ~ poommemomeee
o _What is the process to redeem/cash out Digital b4b8 ito USD for both
. b4,b8 isersand | b4,b8 | 'What are the redemption
"l'i'fnmifs"?'a'ﬁa"fransactlon fees? And how is the process ‘recorded on a general
ledget?.eeee,
Can Digital b4,b8 iholders __r_e_deem b4,b8  at the bank or are they redeemed
solely via AUH ¢iedit fo theb4,b8) 7777777
What does pre-funding your Wallét mean and how is that process performed?
What are the counterparty risks of the exchange wallet?
Explain how the limitations in the Wallet were derived.
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7. What controls are in place to ensure a customer can only have one wallet?

b4,b8:Role and Role of Custodian/Agent

I.

2.
3.

o

8.

9.

What type of deposit account(s) were set up at b4,b8 and what is the ownership of the
account(s)? Provide the titling of the account(s).
Who is the custodian/agent of the holding account?
Which party maintains_the records that evidence ownership of the deposits?
o How does;b4,b8 now the names and identities of persons on whose behalf each

custodlan/agent is act1ng° ............

Prov1de account statements for June and July 3022.
Which entity is the custodian/agent of the token?
o What type of custody? (i.e. self-custody through the app, Smart contract wallet,
hot storage, cold storage, etc.)
o Does the custodian hold the private key on behalf of the asset holder‘7

D1g1ta1 b4,b8 iusers, and any other parties).

Are any disciosures made to customers? If so, how do customers receive them? Please
provide a copy.

10. Can the customer dismiss the agent/custodian and go directly to the Bank?

G. ib4,b8 Dversight

I

2.

3.

Explain the Compliance Portal (what it does and how it will be used) and what phase the
Compliance Portal testing is.in
Provide a copy. of the b4,b8 | Agreement referenced in the draft

Digital! b4,b8 Bank Agreement as being attached.
Will Dig;1tali b4,b8 beincluded in the internal audit program?

H. General Questions (Safety and Soundness, Due Diligence, Oversight)

1.

Describe what happens if'; b4,b8 ior any other party involved in this
product cease to exist.

2. Provide the marketing materials for the b4,b8 iprogram‘

I. BSA
1.
2.

3.

4 i

Explain whyib4,b8believes Digital b4,b8 are considered ai b4,b8
Explam what BSA exemptionsi iba,bg! teels are applicabletd  b4,b8 and reference

verification process’?

b4,b8 i notes in their terms and conditions that they are not a money transmitter

and do not perform money transmission or money transfer or payment of services. What
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analysis did {bapsiperform of the services provided by: b4,b8 i to ensure they are

not a money service business (MSB)?
5. Based upon FinCEN’s 2011 rule on prepaid access cards, has ba,b8 determmed if

b4,b8 is considered a MSB? What is the basis for the determination?

WHG'Ts resanSLble for monitoring of Digital | b4,b8 Hollar limits and usage?

7. Can Digital i b4 ,08 | be transferred to other individuals? For example, if one person

@

purchased the ______ b 4b8 ______ but then gave the! b4,b8 ito someone else to use in the! {b4,b8!
b4,b8

Who and how are ACH transactions and block chain transactions.monitared?

9. Explain how process of monitoring for suspicious activity. Does: b4b8 i flowinto
the b4,b8 isystem?

10. Do automated monitoring systems have the ability to establish parameters for monitoring
these transactions?

11. How is OFAC applied and who is responsible?

12. Does the customer or third party vendor have any suspicious activity monitoring
processes that it uses on their end with the bank?

13. Explain the SAR filing responsibility ifiba,bsiis made aware of suspicious activity by a
third party, if applicable? ~ ——

14. Explain how reputational risk is minimized 1f b4, b85 associated withi b4,b8 iand
something goes wrong?

o

J. Information Technology and Vendor Due Diligence
1. Provide clarity on whether application programming interfaces (APIs) are being used.
The * b4,b8 " highlights that there is no need fo; integ ation or the
use ofAP]s however the *| b4,b8 " indicates the
use of AP]S wth bankmg par lners
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EXHIBIT B

Response to FDIC Questions

I. Background

b4,b8 | sincgP4b8! has onened checking accounts held by a.  b4,b8

organization calledl b4,b8 | whose mission is to keep money circulating in the! :b4,b8!
? bah8 currency.i b4,b8 |is
the name of the {b4b8} currency program that! b4,b8 | started to promote patronage of
Lb4,b8 | businesses in b4,b8 and to keep_.@?l?.9§.1!.§.Wlth_____,__l?.f_l_;_?_@ ........

States.

b4,b8 are issued 1:1 against U.S. dollars and used only within ai 1b4,b8 ' network of

.............................

geographically bound b4.b8! businesses. The initial rendition of. b4,b8 has been in the form

...........................

of b4 b8 :that tellers at partlmpatlnt7 banks provide to customers who exchanée an

deposited into a checklng account held by! b4 b8  ionbehalf of thd b4 b8 iprogram

até b4,b8 aswellasa! b4,b8 bank b4,b8 | With the advent of COVID

........................................

.......................

Digital b4 b8 preserve the same fundamental structure as thei b4b8pro ram. Instead of a

b4 b8 exchange of U.S. dollars for b4,b8 notes users can download the b4 b8 app,

b4,b8 tokens upon settlement of an ACH. transaction that moved funds from the user’s

bank account to the holding account at b4 b8 Subsequent transactions of, 04,08

............................

The b4,b8 :tokens are bespoke b4,b8 | that reflect the program design and are not
wrappers around existing stablecoins in the market such as USD Coin (USDC). A:  b4,b8
token can only be minted upon receipt of equivalent funds in the holding account, and can only
be retired upon a merchant requesting a cash out, Whereby an ACH transfer is sent from the

holdmg account to the merchant’s linked bank account b4,b8 tokens can only be spentin a

. b4,b8 i b4,b8
token issuances and redemptions can be reconciled against the ACH transfers to and from the
holding account; consequently, in the unlikely event of a catastrophic scenario, b4,b8

tokens can be paused and correct balances subsequently redeployed. In the event of a wind down
of the program itself, there would be account records showing: 04,08 itoken balances of
each user, which is equivalent to the amount of US dollars that the user could claim in a refund.

1
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The bank’s role with digital 4,b8 :is essentially the same as its role w1th b4,b8

b4,b8 iwhich is simply to establish a checking account with an FDIC- 1nsured bank to hold

the underlying dollar deposits on behalf of the b4,b8 iholders. We opened a new checking
account for b4 b8 ito hold dollar reserves Just for d1g1tal b4, b8 : The checking

notes/token holders and are not operauonal accounts of b4,b8

Digital b4,b8 was recently introduced to the b4,b8 area 1nrl-o':t;5mmode on b4,b8

ibabs} and previous to that in! b4,b8 twe disclosed to our FDIC examiners our intent to

participate in the digital. b4,b8 |program.

II. b4,b8 { funds flow and parties involved

Regarding the roles of all parties involved in Digita b4,b8 (questlon 5, bab8 s

.............................

the legal entity that established the checking accounts to hold the underlying] b4,b8  Hollar

deposits and manages the day-to-day operations of the program. Dollar deposits backing each

ba,b8  !are held in checking accounts at! b4,b8 f in the name of

b4 b8 Hfor the beneht of thei b4,b8 holders The mle of i b4,b8 :

. b4,b8 . for the purpose of itg b4,b8 ; program.; b4,b8 isa
technology service provider that works Wlth! b4,b8  !indesigning, implementing and

opcratin0 the i b4 b8 program | b4,b8 iis a payments platform that provides ACH

lwallets aﬁdmlodd;nptions as wcll asi b4 b8

Below is_ a diagram of the flow of a wallet loading transaction with the relevant parties involved:

b4,b38

REL0000042363



In order for a user to llnk a bank account and to initiate ACH transactlons auser in the

service! and privacy policy.? This provides permission for b4,b8 and its related organlzatlons
such as b4,b8 ACH ODFI, b4,b8 {to initiate ACH transactions.

.....................

: b4,b8 provides its own white-label bank account linking service through b4,b8 ias a default

option, but b4,b8 | is also compatible with other popular bank account linking services.such.as
Plaid (ownEd'B-j_f'-Visa), Finicity (owned by Mastercard) or MX. None of: b4,b8

5 b4,b8 i directly interact with the bank account linking
service. Per standard industry security practlces for b4,b8 iservices, the user
connects to het b4,b8  through encrypted data to authenticate bank account
information that is not stored on the servers of any of the parties involved in b4,b8

...........................

fund (N SF) returnst Upon that sati sfactlon, the ODFI Would initiate an ACH credit transaction of
$50 to the b4,b8 account aﬁ: b4,b8 : Upon successful completion of the ACH

transaction toi b4,b8 i sends a confirmation to thél b4,b8  software program

through its API, upon which the! b4,b8 ;smart contract would mint (i.e., create) 50

b4,b8 itokens to Alice’s wallet.

1mmmmmmmm ...........

ACH credit to thei b4,b8 {program account at b4,b8 _ at which point the;  b4,b8

software program would create the corresponding tokens. In the rare event that there is a
subsequent reversal of the ACH transaction after b4,b8 tokens have been minted,

b4,b8 émakes clear in the user terms and conditions, mirroring language that the user
has agreed to also in the b4,b8 terms and conditions ( b4,b8
‘ b4,b8 3 b4,b8
b4,b8 :
'b4,b8

payment account. Users must agree to b4, b8 iuserterms and conditions upon signing

b4,b8
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up for an account, and a copy is always available at the b4, b8 website. The user terms
and conditions also contain risk disclosures.

The b4, b8 wallet cannot hold any USD itself, only b4,b8 :iokens. The b4,b8
tokens can only be created upon a successful ACH transaction of an equivalent dollar amount

same day ACH or other instant payment rails, which are effectively all working capital solutions
offered by an ODFI to bear the risk of NSFs. Irrespective of these underlying mechanisms, the
core principle is thatt b4,b8 itokens b4,b8

5 b4,b8 | Once in the

also consistent Wlﬂ‘b4,b80DFI rules. Businesses are accepting 04,08 ifor bona fide
goods and services. On the other hand, users who are not vendors can only redeem for U.S.
dollars if their balance is equivalent td b4,b8 b4,b8
| b4,b8 ;
b4,b8 . This rule is consistent

“with many gift card programs (including multi-vendor programs), closed loop prepaid

exemptions (see below), and state gift card de minimis rules.

To facilitate a redemption, the merchant would initiate a cash out request in the app, indicating
the amount of the withdrawal. Merchants may link a separate bank account to their business
profile (if they also maintain a personal profile). The! b4,b8 iprogram charges a 1.5% fee to
withdraw in order to cover backend ACH costs, with a minimum fee of $0.50. The fees are

from the; b4,b8 checking account at. b4,b8 ! which is held by the ODFI for a
number of days to account for any NSF returns, and then sent as an ACH credit to Alice’s linked

circulation in order to prevent customers from spending b4,b8 %whose underlying dollar
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values are in the process of withdrawal from thg b4, b8 checking account. This keeps
b4,b8 :backed 1:1 against the underlying dollar deposits.

Theb4,b8 _____ software program will try to split deposits and redemptions as evenly as possible

redemptions from the bank with the higher balance. For example, deposits will go to Bank A
until Bank A has a higher balance than Bank B and redemptions will be drawn from Bank A
until Bank B has the higher balance. Over time, this should average out that both banks hold
roughly the same balance.

b4,b8 through the, ~ b4,b8  iteam has created a prototype of the compliance

transactions and on-chain transactions according to user. The team is currently commencing the
coding and testing phase of the compliance portal.

L b4, b8 transaction data

The transactions f@r? b4,b8 are as follows:

Period: 02/10/2022 to 08/10/2022

Total number of Customer created accounts : 516

Customers created

138

131

67

33

kel

May 1 Sugt

TR DUSTOMERS CREATED

5§16
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Total,_b4,b8 Emipted: $95,418 (35,418 from user deposits through; b4,b8 ACH + 60,000

treasury to fund usef b4,b8 :for account sign-ups)
b4,b8 funded for] b4,b8 i(can be used for b4,b8 etc.):
_Amount Received: $50,000 +$10,000 ( b4,b8

Below is a graph of user Deposits through{ b4,b8 {ACH and converted to b4,b8 $35,418

Tranafers received

i
02/10/2092- 08/ 10/2022 i b4 ’ b8

Transfers sent

& e
800

Average volume of transactions:
1,696 total on-chain transactions YTD
Average transactions per month =212

IV.  FinCEN Prepaid Closed Loop Rule of 2011
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b4,b8 b4,b8 believe that thd b4,b8 prooram fits the

requirements of the FinCEN Prepaid Closed Loop Rule of 201 i.3 which is an exemption from
the Bank Secrecy Act (BSA) and, therefore, registration as a money services business (MSB).

b4 b8 _____________________________ iis not dependent on the access mechanism (e.g. digital
wallet), but turns oni.__b4b8 | core purpose and economic substance b4,b8 By
_its very definition and purpose as a b4,b8 currency:m'b_ZB_é ''''''' iis not meant to be used
b4,b8 with heavy
__representation of! b4,b8
b4,b8 There are currently about?msisucii b4,b8 ibusinesses registered to
accep| b4,b8 | The b4,b8 team is based____ | b4,b8 ' and works closely
withiba,b8ibusinesses to onboard them and train them to accept di gitalé b4,b8

According to FinCEN, “the term ‘defined merchant’ in the definition of closed loop prepaid
access 1s not limited to a single merchant and its affiliates and may include additional
unaffiliated partner merchants joined for the limited purpose of providing a closed loop prepaid
access program.” See Question 3: Defined Merchant in the context of closed loop prepaid access

in FinCEN FAQs.® Accordingly,§ b4,b8 merchants, which are | b4,b8

businesses, need not be legally affiliated with each other in order for__b4,b8 ias ai b4,b8 i

currency and payment rails, to qualify as closed loop.

Furthermore, FinCEN notes that 31 CFR 1010.100(kkk) defines closed loop prepaid access as
“Ip]repaid access to funds or the value of funds that can be used only for goods or services in
transactions involving a defined merchant or location (or set of locations), such as a specific
retailer or retail chain, a college campus, or a subway system.” (Emphasis added by FinCEN). /d.
“As long as the universe of merchants is identifiable and articulated to the purchasing public, and
the partner merchants are joined for the limited purpose of providing a closed loop prepaid
access program, such an arrangement falls within the term ‘defined merchant.”” /d. Participating
merchants are readily identifiable through the! b4,b8 iapp undet b4,b8

___________________________

As described above.. b4,b8 are 11 backed by federal dollars held by b4,b8

banks, b4,b8 Each, b4,b8 |isa digital token representing one pre-
funded US dollar; b4,b8 cannot be created until there is conﬁrmation from the ACH

program checking account ati b4,b8 i Conversely, when a participating

3 https://www fincen.gov/sites/default/files/shared/20110726b . pdf
4 https: /hwww law comell.edu/cfi/text/31/1010.100
Séiﬁ “sx Awwow Bincen.sov/resources/siatutes-reculations/ouidance Trequentlyv-asked-guestionsregarding -

7
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b4,b8 merchant wishes to redeem b4 b8 :back to USD, the b4 b8 will be retired

__from one of twa b4, b8| ireserve banks to the merchant’s business bank account. Accordingly,

b4,b8

One key condition for the applicability of the prepaid closed-loop exemption to apply is that load
amounts are limited to $2,000 per day per device “[Als long as the program adhered to the

standard of a ‘defined merchant’ has been met.” /d. The b4,b8 ”software program enforces

------------------------------------- !_._._._._._._._.

this limitation in the; b4,b8 :app under; b4,b8

FinCEN also removed additional proposed restrictions for the closed loop rule. Per the federal
register explaining the final FinCEN prepaid rule based on public comments, the only restriction
for closed loop prepaid is the $2,000 daily limit. The other restrictions {(international use, peer to
peer transfer, non-depository reloads) were removed based on public feedback and only apply to
open loop:

"As discussed above, the exemption for closed loop prepaid access has been
changed in response to comments. The exemption now applies to closed loop
prepaid access of less than $2,000 maximum value. Unlike the NPRM, it exempts
such closed loop prepaid access even if it allows international use, transfers within
the prepaid program, or loading from nondepository sources. We believe these
changes more accurately reflect the risks associated with closed loop prepaid
access."®

Accordingly, peer-to-peer transfers are allowed within the{ 104,08 iapp, but only registered

merchants are allowed to redeem b4 b8 {for U.S. dollars (non-merchants are subject to the

b4, b8 does collect some user identifying information as part of the account opening

process (see below under the FDIC pass-through insurance recordkeeping discussion).

8 Littps fwww eovindo.sovicontent/nke/FR-201 1-07-29%/pdf/201 1-191 16 pdf

8
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Finally, b4: b8 does not need to register as a money services business with the

b4,b8

b4,b8

b4,b8

V. KYC, AML and OFAC

b4,b8 is responsible for KYC, AML and OFAC screening of b4,b8 as it

would for any other client of the bank. for b4,b8
b4!b8| ODFI, b4,b8 1s similarly responsible for KYC, AML and OFAC
screening for its customers, including! b4,b8

V1. FDIC Insurance and marketing

No marketing has been done to date apart from b4,b8 has placed in i b4,b8 |

b4.b8 (See copy attached).
’

The! b4,b8 éteam has carefully draftedi b4,b8 fthe user terms and conditions under

whichi b4,b8 iendeavors to ensure that the underlying dollar deposits, but not the
b4,b8 tokens themselves, are protected by FDIC insurance in the event; b4,b8 ithe

underlying banks were to become insolvent.

Below is the relevant language in the user terms and conditions:

i

b4,b38

b4,b8
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b4,b38

b4,b8  irefers to the published opinion letter from the FDIC General Counsel® office

which broadly defines what constitutes a "deposit” for purposes of FDIC insurance, including
pass through insurance and deposits as related to stored value and gon-traditional access
mechanisms (such as electronic access mechanisms), Ultimatelv.a 4,08 |token isa user
claim against a corresponding dollar deposited with b4.b8 | As noted in the user
terms and conditions, ! b4,b8

b4,b8

b4,b8

Per the FDIC General Counsel letter; b4,b8 ibelieves the three requirements for pass
through insurance are met:

8! b4,b8
® https://www.fdic.gov/regulations/laws/rules/5500-500 html

10
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1) Agency or custodial relationship must be disclosed in account records of the insured

depository institution.

This is why the bank agreement between

b4,b8

bank notes the account is for the benefit of!

irequires that the

2) Identities and interests of the actual owners must be disclosed in the records of the
depository institution or records maintained by the custodian or other party.

Records are maintained by b4,b8 through its service provider,

b4,b8 i

discussion with counsel, the! b4,b8 :team believes one benefit of using a blockchain ledger
is having a real-time recordkeeping tool. At any time; b4,b8

i can query the real time

account holdings of underlying 104,08 iaccount holders, compared against the records of the

registered names of each account holder. Non-bug

iness_users gre required to input their full legal

name, ematil address and home address to setup a

b4,b8 account. Business users are

While 1t is possible for a user to create multiple b4,b8

addresses, thé b4,b8 rogram does not believe this tp-be.ama

limitations per the FinCEN Prepaid Closed Loop rule and b4,b8

can be loaded onto a wallet per dav ($2,000) and per week ($5,000). The average

wallet holds a balance betweeribsv8i50-100.

wallets using different email

erial issue. There are

ODFI rules on how much

b4,b8

3) The deposits must be owned (under the contract between the parties or any applicable
law) by the named owners and not by the custodian.

As noted above, per the b4,b8 terms and conditions:

gt
18 i
i

b4,b8

b4,

b8

b4,b8

deposits ati b4,b8 E{currenﬂy about $45,000), thei b4,b8 Eprogram could direct all

Jemaining denosits 1o ba.h8 . ichartered bank. is.eligible forthe_
b4,b8

b4,b8

11
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VII. Additional technology related questions

1. What are the protocols if théb4,b8 blockcham experiences backlogs, higher than

normal transaction fees, changes to the network, failure, or a fork in the protocol?

If there is a failure and transactions don’t execute at all, the user would simply pay for his or her
purchase in an alternative form of payment. If the transactions are subject to delayed processing
due to a backlog, it may be possible that the user abandons the transaction at the point of sale and

pays with an alternative form of payment, and later the b4,b8 Itransactlon goes through,
meaning that the vendor has received double the payment‘ In this case, the user will have a
transaction confirmation in the:  b4,b8 :app as well as a store receipt from the purchase using

the alternative payment form and may ask the store for a refund. The store can return the amount

of: B4,b8 back to the user tl}_{ggﬁ_fhggpp Theb4b8 ----- app also has a b4,b8
b4,b8 ifunction available in the b4,b8 transacti'é-ﬁ'-féééffi-t'_in the app to make this process
e B e

b4,b8 currently subsidizes thel b4, b8! transactmn fees. Typlcally the transaction fees arei b4,b8

b4,b8 By design, the ba,bs!blockchain has ai b4,b8

b4 bsi lower transaction fees, as it was d651 gned for payment usage in mind. This is different from a
Proof-of-Work blockchain like Bitcoin or Ethereum with unbounded gas (transaction) fees.

If there is a fork of thejb4,b8 é'blockchain, there are two possibilities. Unless the b4,b8

validator on the legacy blockchaln. ‘thrWI se.to.move transaction processing to the fork (or to
any other blockchain for that matter), b4,b8 iokens on the legacy chain would be

2. If selection and due diligence for theb4.b8 network and b4,b8 \were not performed
by the Bank, explain which entities were responsible for those functions.

. b4,b8 s ultimately responsible as the counterparty on the user agreements and the
account holder of the! b4,b8 bank account.

3. Can the value, availability or usability of b4,b8 change due to the nature of
the open source projects?

Open source is a software copyright and licensing regime, which generally means that users may
reuse the code (subject to specific terms in various open source software licenses). So that alone,

12
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you have created a new asset (i.e. a new instance of the code) with the same software attributes.

The value of b4,b8 is tied to its 1:1 backing by dollar reserves andé b4, b8
| b4,b8 |

The languagei b4,b3 ?:regarding potential risks with open source
protocols referred to general risks with blockchains. Forking, for example, is possible with open
source software by replicating the code (see above), making changes and deploying a new

blockchain forking.

4. The system uses multiple smart contracts for processing. Please provide any due
diligence done on thei b4,b8 iIf there was an independent audit of the
smart contracts, please provide the audit results.

Thei b4,b8 smart contract was subject to internal quality assurance testing prior to launch.
b4,b8 is currently evaluating third party smart contract auditors.

S. Are application programming interfaces (API) being used, and if so is the Bank
involved with this?

None of the APIs the software program uses integrate with any of the underlyin b4! b8

b4,b8 . The ACH processor,ir b4,b8 Euses APIs to access ACH rails,

............................

6. Which entity is the custodian/agent of the token?

b4,b8 provides custody of the Digital b4,b8 wallets on its encrypted servers. The

(username and password), which are securely stored through encrypted servers using the industry
standard, AWS Secrets Manager.'” AWS Secrets Manager enables security industry best
practices such as rotating access credentials to the applications, multi-factor authentication,
secrets credential auditing, etc.

10 https://aws.amazon .com/secrets-manager/

13
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e

Per thd b4,b8 iuser terms and conditions (as well as b4,b8; yser terms and conditions),

users are liable for unauthorized transactions and_must_safeguard their login credentials. This is

no different than any other application, including§ b4,b8 | wn application.

7. Will b4,b8 be the only banks involved in the b4, b8

o

There are no plans to add additional banks at the moment.

8. Describe what happens i b4,b8 or any other party involved in
this product cease to exist.

If b4,b8 i were to cease to exist, as stated previously in the user terms and conditions,

b4,b38

b4,b8 could be replaced by another payment_service provider and transactions from | b4,b8

i
< e e - o T -

could be moved to a different blockchain ifiP4P8!were to degrade (same process as mentioned

above if there were a fork of! b4,b8 iwere moved to the new fork i.e. a forked
chain is a separate and distinct blockchain).

14
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EXHIBIT C

b4,b8

b4,b8 Review Questions and Answers

Note:!  b4,b8
“FDIC Response August 12, 2022”.

provided answers to the questions below in the document titled

I took the comments in that document and put them
under the questions that we asked below.

BACKGROUND INFO PROVIDED

b4,b8

: smce b4,b8] i has opened checking accounts held by a b4.b8

organization called b4 b8

i whose mission is to keep money b4,b8

b4 b8

States.

deposited into a checkrno account held by

b4,b8 istarted to promote patronage of”

ai  b4,b8

b4, b8 are issued 1:1 againstU S. dollars and used only 7thin

...................................................

b4,b8 hetwork of

b4 b8

tas well as a §

b4,b8

..........................

|08 has been in the form

bank b4,b8 W1th the advent of C OVID

accelerating the decline in the use of cash while increasing the use of credit cards and other
forms of electronic payments

b4,b8

bank account to the holding account at'

The b4,b8

tokens are bespoke

b4,b8

b4 b8

that reflect the program desi gn and are not

b4,b8 iokens upon settlement of an ACH transaction that moved funds from the user’s

isaw a need to provide a digital complement to its

' Subsequent transactions of; _ b4,b8

wrappers around existing stablecoins in the market such as USD Coin (USDC). Al b4,b8
token can only be minted upon recerpt of equivalent funds in the holding account and can only

‘tokens can only be spent in a

closed network in a limited geograph1c area and are not tradeable on any exchange.; b4,b8
token issuances and redemptions can be reconciled against the ACH transfers to and from the

REL0000042363



holding account; consequently, in the unlikely event of a catastrophic scenario, b4 b8
tokens can be paused and correct balances subsequently redeploved. In the event of a wind down

of the program itself, there would be account records showing: 4,08 token balances of

the underlymg dollar deposns on behalf of thes b4, b8 holders We opened a new checking

account for; b4,b8  itohold dollar reserves just for digital b4,b8 The checking

accounts for bothi b4,b8 and digital: __b4,b8 excluswely hold deposits on behalf of the

notes/token holders and are not operational accounts of b4,b8

A. Corporate Governance/Organization

Dlgltal b4b8 __including for any critical third parties (i.e. | bd, b8
- b4,b8 i Please

b8 _____ Comment We received a copy of a risk assessment. It covers the digital and b4,b8
b4,b8 None were provided for critical third parties. I spoke to the EIC who stated that

management completed the risk assessment. b4,b8 . and their legal counsel prepared
the presentation/regulatory overview which bank management reviewed. Bank management has
worked with thei b4,b8 i, management team for a number of years so they are a known
entity. Bank management views this primarily as a deposit relationship withi______| b4,b8 |
being ultimately responsible for the review of the third parties that they engaged, e.¢ b4,b8
! b4,b8  ietc... The bank does not consider these third parties as bank vendors so they

did not go through the normal vendor due diligence process.

normal transaction fees, changes to the network, failure, or a fork in the protocol?

Bank Response: If there is a failure and transactions don’t execute at all, the user would simply
pay for his or her purchase in an alternative form of payment. If the transactions are subject to

delayed processing due to a backlog, it may be possible that the user abandons the fransagtion at
the point of sale and pays with an alternative form of payment, and later the: b4 ,b8
transaction goes through, meaning that the vendor has received double the payment. In this case,
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also has a “} b4,b8 " function available in the} 4,08 } transaction receipt in
the app to make this process easier.

for lower transaction fees, as it was des1 gned for payment usage in mind. This is different from a
Proof-of-Work blockchain like Bitcoin or Ethereum with unbounded gas (transaction) fees.

If there is a fork of thejbd b8|blockcha1n there are two possrbrlmes Unless the b4, b8

any other blockchain for that matter),, b4,b8 :tokens on the legacy chain would be

permanently paused, creating a snaps hot of the state of thei b4,b8 accounts on the legacy

network?
o If selections and due diligence was not performed by the bank, explain which
entities are responsible for those functions.

Bank Response: | b4,b8 iis ultimately responsible as the counterparty on the user

agreements and the account holder of the b4,b8 Ibank account.

5. Can the value, availability or usability of a| 'b4,b8 ichange due to the nature of
the open source projects?

Bank Response: Open source is a software copyright and licensing regime, which generally
means that users may reuse the code (subject to specific terms ln various open source software

The value of ______ b 4b8 _____ 1s tied to its 1:1 backing by dollar reserves and b r1s not
BBy b
The language in the b4,b8 iregarding potential risks with open source

protocols referred to general risks with blockchains. Forking, for example, is possible with open
source software by replicating the code (see above), making changes and deploying a new
instance, which would require the creation of new digital tokens on the new chain should
participants prefer the characteristics of a new chain. See above for our response to the | b4,b8
blockchain forking.
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6. Who completed the Regulatory Overview (see Exhibit 1) that was provided?

_.__._.-._,-.-..L-..’\' """"""""""

the document we sent you Friday.

7. Provide any related policies and procedures.

b8 Comment: None provided.

B. Pass Through Insurance

b4,b8 tokem thembelves are protected by FDIC insurance in the evem b4,b8 Ethe

underlying banks were to become insolvent.

Below is the relevant language in the user terms and conditions: (see Exhibit 2)

b4,b8
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b4,b38

b4,b8 refers to the published opinion letter from the FDIC General Counsel? office

whmh broadly defines what constitutes a "deposit" for purposes of FDIC insurance, including
pass through insurance and deposits as related to stored value and nonwtradltmnal access

mechanisms (such as electronic access mechanisms). Ultimately, ai____b4b8 _ loken is a user

claim against a corresponding dollar deposited with b4,b8 banks. As noted in the user

terms and conditions, “] b4,b8

b4,b8
. b4,b8
b4;b8 7
Per the FDIC General Counsel letter, | b4,b8 ibelieves the three requirements for pass

through insurance are met:

1) Agency or custodial relationship must be disclosed in account records of the insured
depository institution.

This is why the bank agreement (see Exhibit 3) between | b4,b8 i

:__uuwes that the bank notes the account is for the benefit of b4,b8 [Tioiders. (Ses attachad

b4,b8

2 https://www fdic.gov/regulations/laws/rules/5500-500 html
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2} Identities and interests of the actual owners must be disclosed in the records of the
depository institution or records maintained by the custodian or other party.

~¢ords are maintained by' h4._bh !thmugh its service provider, b4 b8 =«
cussion with counsel, the b4 b8 stcam believes one benefit of usmg a BIockchain Tedger
is having a real-time recordkeepin g_ggg_!___g}_g any time; b4,b8 ican query the real time

account holdings of underlyingi __b4,b8 _ iaccount holders, campared against the records of the
registered names of each account holder. Non-business_ users are required to input their full legal

name, email address and home address to set up a b4 b8 accoum Busine‘;s users are

3) The deposits must be owned (under the contract between the parties or any applicable
law} by the named owners and not by the custodian.

As noted above, per the! b4,b8 iterms and conditions: b4,b8

b4, b8

In the event that passwthrough insurance would not apply, and there is at least $250,000 of

deposits ati_b4,b8 Bank ( cuxrcnﬁ}, about $45,000), the b4,b8 program could direct all

remaining deposits to__b4,b8 | which, as ai b4,b8 t, 1s eligible for the

b4,b8

2._._._._.!?_'.4_!?_5.‘_ _______ iand any related thlrd party’s account agreements are accurate as it

3. Provide copies of any documents reflecting where pass-through insurance is
disclosed/advertised.

b8 Comment: See Exhibit 2 - terms and conditions.
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4. Will there be any expectations of accounts exceeding insurance limits (this could

pertain to a customer at the bank that also has! b4,b8 3, and if so, how will be
managed (i.e. sweep accounts)? T

| b8 Comment: Thisis addressed in the terms and conditions - b4,b8

b4,b38

C.! b4,b8
1. For the ba,b8 iversion, was b4,b8 ronsidered an issuer since the tellers would provide
customers with. b4,b8 1?

Response: The initial rendition of b4,b8 has been in the form of} b4,b8 Ethat tellers

held by b4,b8 pn behalf of the! b4,b8 ‘programat{  b4b8 | aswellasa
second | b4,b8 ibank, _b4bs

don’t think the question was directly answered, but it does not appear they were “issuers”.

2. Provide theé b4,b8 i agreement with b4,b8

Response: See Exhibit 6.

3. The history of b4,b8 indicate an offer of $0.95 to obtain $1 in

b4,b8 | When the merchant redeemed the, b4,b8 'did they only get $0.95?

b8 Comment: They are exchanged 1:1.

D. Functionality
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1. Explain how:P4P8\views their role in the Digital b4, b8 (ie. are they just a
holder of reserves)

Response: The bank’s role with digital b4 b8 i1s essentially the same as its role with

b4,b8 , which is simply to establish a checklng account with an FDIC-insured bank

to hold the underlymg dollar deposits on behalf of the; __b4,b8 _iholders. We.onened a new

checking account for b4.b8 ' to hold dollar reserves just for digital | b4,08 | The

checking accounts for both|  babs . idigital, b4,b8 lexclusively hold deposits on behalf

........................................................

of the notes/token holders and are not operational accounts of b4,b8

The role of] b4,b8 is limited to maintaining the checking account
established by its business client b4,b8 tor the purpose of its b4,b8
program.

Bank Response: Upon successful completion of the ACH transaction toi b4,b8

i b4,b8 isends a confirmation to the b4,b8 software rogram.thro gh its API, upon which
thei___b4,b8 _ ismart contract wouIH"r'h"i'r'if"('i"ém create) 500 b4,b8 itokens to Alice’s wallet.

3. Describe the roles of all parties of Digita b4,b8 including, but not limited to,
| b4,b8 |

Bank Response:

e Therole 01‘ b4,b8 is limited to maintaining the checking account
established by its business client; b4,b8 for the purpose of its Digital

| b4,b8 program.
i b4,b8 is a technology service provider that waorks.withi b4,b8 Hin

de%z gnmg, 1mpiementmU and operatmg the Dlgnal b4 b8 program.
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wallets and rcdemptmns as weil as b4 bs through its service provider,

___________________

o b4b8 13a publxc blockchain network upon which b4,b8 -ransactmm are settled, and
itriimctions as a ledger for all on- cha;,ni b4,b8 itransactions.

4. Has b4,b8 engaged an independent Smart Contract auditor? If so,
provide audit results.

S. The system use multiple smart contracts for processing. Please provide any due
diligence done on the smart contracts. If there was an independent audit of the
smart contracts, please provide the audit results.
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Bank Response: Thef b4,b8 | was subject to internal quality assurance testing
prior to faunch. | b4,b8  is currently evaluating third party smart contract auditors.

6. Is Digital b4,b8 stlll 1n.-t;:'4m;;£';mtestlng or live/fully functlomng for any interested

customer? 7T ey
o If fully functioning, provide the final/executed Dlgltal b4 b8 Bank
Agreement ............................

Bank Response: Digital b4, b8 iwas recently introduced to the} )4, 8 iinipabsimode
on b4,b8 ’

7. Will b4,b8 be the only banks involved in the Digital b4! b8

Bank Response: There are no plans to add additional banks at the moment.

Funding thé b4,b8  Wallett

1. What is the process of setting up a “ b4,b8 > (b4 b8) through the
babs iApp? 0 T
o __Whgt parties are involved? (consumer/merchant/bank/third partyf b4,b8
b4,b8}

b4 b8 provides its own white-label bank account linking service throug} b4,b8 ;s a default

option, buﬁb4b8ls also compatible with other popular bank account linking services.such as____.
_Plaid (owned by Visa), Finicity (owned by Mastercard) or MX. None of b4,b8 '

; b4,b8 d1rectly interact with the bank account linking
service. Per standard industry security practices fori b4,b8 i services, the user
connects to her: b4,b8 through encrypted data to authenticate bank account

information that is not stored on the servers of any of the parties involved in b4,b8

2. Describe the transfer of funds process through a sample transaction (i.e. beginning

.............

with funding from the!b4,bsthrough minting and redemptlon) Specifically:

b4,b8
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o Can the;E b4.b8 Wallet be used to store USD without the conversion to

Digital | b4,b8 or does the customer upload $ to the Wallet and

the agent issuing a separate security or is lt the immediate purchase of a
token which is a prepaid. mlrchase
o Upon transfer from theba,bs:; how and when do the funds go to b4,b8

i b4,b8 ipooled account"
¢ What does pre-funding your wallet mean and how is that process

b4,b38

Response: Once a bank account.is linked. the user may then choose to load her, b4,b3
wallet. The only way to fund a b4,b8 wallet is by transfemng an equivalent amount of U.S.

are no non-sufficient fund (N SF) returns Upon that sat1sfact1on the ODFI would initiate an
ACH credit transaction of $50 to the b4,b8 laccountat! b4,b8  iUpon

successful completion of the ACH transaction ta b4,b8 isends a confirmation to

thei_b4,b8 _isoftware program through its API upon which thé b4,b8 ismart contract

would mint (i.e., create) 50; b4,b8 iokensto Alice’s wallet.

Thé b4!b8 wallet cannot hold any USD itself, only; b45 b8 tokens. Theé b4,b8
tokens can only be created upon a successful ACH transaction of an equivalent dollar amount

same day ACH or other instant payment rails, which are effectively all working capital solutions
offered by an ODFI to bear the risk of NSFs. Irrespective of these underlying mechanisms, the
core principle is that b4,b8 5
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b4,b8 b4,b8  Once in the

user’s wallet, there is no expiration date for; b4,b8 tokens.

o Who is the ODFI initiating transfers?
Bank Response: The response notes that{ b4,b8 ODFI is b4,b8

o What is the process to redeem/cash out Digital b4,b8 :to USD for both

b4,b8 users and merchants paid in:___b4,b8 7 What are the

redemption limits and transaction fees? And how is the process recorded on
a general ledeer? ______
o Can Digital | b4,b8 holders redeem! _b4,b8 !at the bank or are they

redeemed solely via ACH credit to theb4,b83 !

,.n._._.‘ B —

only redeem for U.S. dollars if their balance is equivalent to b4,b8

b4,b8

; b4,b8 This rule is
consistent with many gift card programs (including multi-vendor programs), closed loop prepaid
exemptions (see below), and state gift card de minimis rules.

To facilitate a redemption the merchant would initiate a cash out request in the app, indicating

profile (if they also maintain a personal profile). The| b4b8. program charges a 1.5% fee to

Upon Alice conﬁrmrng her redemption 0{P4p8100, the fee of baoo l 0.is.sent 10 a wallet owned by

thd _b4,b8 iprogram to hold the transact1on rees in the form of! b4, b8 These may be

user’s wallet. At the same time, an ACH transaction request is sent to: b4,b8 ! to debit $98.50
from the b4,b8 checking account at b4,b8 twhich is held by the ODFI for a
number of days to account for any NSF returns, and then sent as an ACH credit to Alice’s linked
business bank account. In the redemption process, the tokens.must he immediately retired from
circulation in order to prevent customers from spending b4, b8 whose underlying dollar

values are in the process of withdrawal from thg b4,b8 checklng account. This keeps

b4,b8 :backed 1:1 against the underlying dollar deposits.

o How is determined what funds will be at which bank?
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o How does the pooling of deposits work?

k Response: The! b4 b8 software program will try to split deposits and redemptions as

evenly as possible between b4,b8 i The general rule is the; b4,b8 'software

program will direci P4,b8 1o send user deposits to the bank with the lower balance and to
withdraw user redemptions from the bank with the higher balance. For example, deposits will go
to Bank A until Bank A has a higher balance than Bank B and redemptions will be drawn from
Bank A until Bank B has the higher balance. Over time, this should average out that both banks

hold roughly the same balance.

b4,b8 Ethrough the b4,b8 Eteam has created a prototype of the compliance

portal, which organizes transaction data in a more_human-reagdable way by: a) reconciling dollar
deposits with on-chain minting of corresponding___P4,08  tokens, b) reconciling doll

withdrawals with on-chain burning of corresponding! _ b4,b8  ‘tokens, c) orgamzmg

transactions and on-chain transactions according to user. The team is currently commencing the
coding and testing phase of the compliance portal.

3. What are the counterparty risks of the exchange wallet?

before processin
which point the
event that there is a subsequent reversal of the ACH transaction aftex‘ b4 b8 tokens have

been minted, ! b4,b8  makes clear in the user terms and condmom mirroring language
that the user has agreed to alsoin. thei b4.b8 terms and conditions. (the b4,b8 :
’ b4,b8 b4,b8 b4,b8
b4,b8
b4,b8 | Users must agree to. ~ b4,b8  'user terms and conditions upon
signing up for an account, and a copy is always available at theé b4,b8 iwebsite. The user

terms and conditions also contain risk disclosures.

4. Explain how the limitations in the Wallet were derived.

b8 Comment: See below for FinCEN discussion

5. What controls are in place to ensure a customer can only have one wallet?
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b8 Comment Not specifically addressed but T&C state “ b4,b8 |
b4,b8 |
b4,b8 | "We are waiting for
the account stateements. '

2. Who is the custodian/agent of the holding account?

b8 Comment: Not specifically addressed, but terms and conditions state “ b4,b8

b4,b8

each custodlan/agent is acting?

b8 Comment: It appears they do not have this information at this time. The EIC started the
bank can’t tell by looking at the deposit account. They only see debits and credits as the shares
are purchased and redeemed The compliance portal, which they don’t have access to at this

4. What is the current outstanding balance of the holding account(s) ai_‘?j_.b_f_’_;" And
what is expected volume?

S. Does. ba,b8:know the total transaction volume for b4,b8 through 7/30/22?

(number of b4,b8 !issues and number off.  b4,b8  iredeemed). If so, provide
details.

Bank Response: The transactions forEL b4,b8 are as follows:

REL0000042363



Pertod: 02/10/2022 1o 08/ H/2022

Total number of Customer created accounts - 516

Customers created

125

131

THTAL RUSTORMERS CREATED

516

Tota] b4,b8 jmi ted: $95.418 (354

freasury to fund user b4,b8

18 from user deposits throughi b4,b8 ACH + 60,000
for account sign-ups}

_Pﬁ',_'l?_s_jfuﬁded for: p4,b8 } treasury (can be used for ¢ b4,b8 Letc )
Amount Recetved: $50.000 + $10,0001 b4,b8 E"B-émé{.‘@mmﬁm: As part of the

faunch $10 in

b4,b8 ire given to each user that signs up and activates a wallet.
b4,b8 ined: s60.000

Below 1s a graph of user Deposits throug

b4,b8 535418
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Transfers received

b4,b8 Eredeemed/retired from user withdrawals: $6,831

Q27102007 - B8/1072002

Transfers sent

Average volume of transactions:
1,696 total on-chain transactions YTD

Average transactions per month =212
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6. Provide account statements for June and July 2022.

b8 Comment: See attached Exhibits 5 and 7.

7. Which entity is the custodian/agent of the token?
o What type of custody? (i.e. self-custody through the app, Smart contract
wallet, hot storage, cold storage, etc.)
o Does the custodian hold the private key on behalf of the asset holder?

Bank Response:! b4,b8 i provides custody of the Digital b4,b8 wailets onits

login credentials (username and password), which are securely stored through encrypted servers
using the industry standard, AWS Secrets Manager.” AWS Secrets Manager enables security
industry best practices such as rotating access credentials to the applications, multi-factor
authentication, secrets credential auditing, etc.

8. Provide copies of any agreements and disclosures involving the bank (with
: bd,bs ‘users, and any other parties).

b8 Comment: See Exhibit 3 for the agreement and Exhibit 2 terms and conditions.

9. Are any disclosures made to customers? If so, how do customers receive them?
Please provide a copy.

Bank Response: The only disclosure referenced is the terms and conditions that they receive
when they open an account on the app. The bank response also states the user terms and
conditions also contain risk disclosures.

10. Can the customer dismiss the agent/custodian and go directly to the Bank?

F. b4, b8!Oversight
1. Explain the Compliance Portal (what it does and how it will be used) and what
phase the Compliance Portal testing is in.

> https://aws.amazon.com/secrets-managet/
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Bank Response: The bank does not have access to the Compliance Portal as of today.
b4 b8 ’through thei b4, b8 ’“team has created a prototvpe of the compliance

depos1ts with on- cham minting of corresponding] b4 b8 tokens b) reconcﬂmg dollar
withdrawals with on-chain burning of corresponding! . b4,b8 :tokens, ¢) organizing! h4,b8

transactions and on-chain transactions according to user. The team is currently commencing the
coding and testing phase of the compliance portal.

2. Provide a copy_of the b4a b3 Agreement referenced in the
draft Digital. b4,b8 iBank Agreement as being attached.

b8 Comment: No comment, but it is not finalized.

3. Will Digital b4,b8 be included in the internal audit program?

b8 ‘Comment: Not addressed.

G. General Questions (Safety and Soundness, Due Diligence, Oversight)
1. Describe what happens if | b4,b8 L or any other party involved in
this product cease to exist.

Bank Respome If: b4 b8 wele to cease to exist, as stated prewously in the user terms

b4,b8 escheatment laws and it is noted in the ___baps___ 7 bank agreement that an

account may be required to remain open for a period of time to comply with escheatment rules.

above if there were a fork of! b4 b8 twere moved to the new fork i.e. a forked
chain is a separate and distinct blockchain).

2. Provide the marketing materials for the Digital b4 b8 iprogram.

Bank Response: No marketine has heen done to date avart from: b4,b8:  b4.b8 ‘has
placed ini, b4,b8 3 b4,b8 ’ ;

H.BSA
1. Fxplam whv b4,b8! belleves Digital b4 b8 are consndered d b4 b8

b4,b8 Is considered a MSB? What is the basis for the determmatlon"
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3. Explain what BSA exemptions

b4,b8

feels are applicable to

reference material was used for the determination.

b4,b8

believe that the

b4,b8

and

b4,b8

program fits the

requirements of the FinCEN Prepaid Closed Loop Rule of 201 1.° which is an exemption from

the Bank Secrecy Act (BSA) and, therefore, registration as a money services business (MSB).

; b4,b8 is not dependent on the access mechanism (e.g. digital
wallet), but turns oni____P4b8 __core purpose and economic substance! b4,b3 | By
its very definition and purpose as a; b4,b8 iis not meant to be used
b4,b3 with heavy
representation of! b4,b8 .
b4,b8 There are currently aboutjf"‘vbﬂi such b4,b8 businesses registered to

accepti _b4,b8 iThei b4,b8

| team is based:!

b4,b8

and works closely

b4,b8

According to FinCEN, “the term ‘defined merchant’ in the definition of closed loop prepaid

access is not limited to a single merchant and its affiliates and may include additional

unaffiliated partner merchants joined for the limited purpose of providing a closed loop prepaid

b4,b8

businesses, need not be legally affiliated with each other in order for;
currency and payment rails, to qualify as closed loop.

b4,b8

Furthermore, FinCEN notes that 31 CFR 1010.100(kkk) defines closed loop prepaid access as
“Iplrepaid access to funds or the value of funds that can be used only for goods or services in
transactions involving a defined merchant or location (or set of locations), such as a specific
retailer or retail chain, a college campus, or a subway system.” (Emphasis added by FinCEN). /d.
“As long as the universe of merchants is identifiable and articulated to the purchasing public, and
the partner merchants are joined for the limited purpose of providing a closed loop prepaid

As described above,g b4,b8 . 1:1 backed by federal dollars held by

banks, b4,b8

® https://www fincen.gov/sites/default/files/shared/20110726b.pdf

7 https://www law.cornell edu/cfr/text/31/1010.100

29

Id. Participating

8 hitps fwww fncensov/resources/stamies-rovulatons/sutdance/ frequentbv-asked-guestions-rezarding-
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processor that the corresponding amount of U.S. dollars has been deposited to the b4,b8
program checking account ati __._, b4,b8 i Conyersely, when a participating
'b4,b8imerchant wishes to redeemi.._P4.P8 _ iback to USD, the; b4,b8 iwill be retired

immediately, and a transfer will be initiated to move a corresponding number of federal dollars

from one of twoib4,b8 reserve banks to the merchant’s business bank account. Accordingly,

b4,b8

One key condition for the applicability of the prepaid closed-loop exemption to apply is that load
amounts are limited to $2,000 per day per device. “[A]s long as the program adhered to the
$2,000 maximum value established by FinCEN’s prepaid access regulation for exclusion, the
standard of a ‘defined merchant’ has been met.” /d. The b4,b'8 isoftware program enforces

this limitation in the b4,b8 !app undei b4,b8

Limemimemimem e e meme e ]

FinCEN also removed additional proposed restrictions for the closed loop rule. Per the federal
register explaining the final FinCEN prepaid rule based on public comments, the only restriction
for closed loop prepaid 1s the $2,000 daily limit. The other restrictions (international use, peer to
peer transfer, non-depository reloads) were removed based on public feedback and only apply to
open loop:

"As discussed above, the exemption for closed loop prepaid access has been
changed in response to comments. The exemption now applies to closed loop
prepaid access of less than $2,000 maximum value. Unlike the NPRM, it exempts
such closed loop prepaid access even if it allows international use, transfers within
the prepaid program, or loading from nondepository sources. We believe these
changes more accurately reflect the risks associated with closed loop prepaid

access."’

In.addition.to.the $2,000 daily loading limitation under the FinCEN prepaid closed loop rule,

b4,b8 follows, b4,b8 \ODFI rule limiting deposits from non-K YC accounts to

$5,000 per week. This rule is enforced byi b4,b8 :ODFI.

b4,b8 joes collect some user identifying information as part of the account opening

process (see below under the FDIC pass-through insurance recordkeeping discussion).

___________________________________________________________________________________________________________________________________________________________________________________________________________________________

b4,b8

? hitps/www sovinto govicontent/pke/FR-201 1-07-29/pd /201 119116 pdf
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b4,b8

4. What is required to open up a 04,08 Wallet and obtain aj “b4,p8 } account?

Are there any KYC/AML/CIP requirements and which entity performs the KYC
and verification process?

_Bank Response: b4, b8 is responsible for KYC, AML and OFAC screening of

! b4,b8 as 1t would for any other client of the bank. fori b4,b8
b4,b8J ODFI,; b4,b8 s similarly responsible for KYC, AML and OFAC
screening for its customers, including; b4,b8 i

Non-business users_are required to input their full legal name, email address and home address to
set up ai b4,b8 uccount.

b8 Comment: Due tathe perceived exemptions, there does not appear to be any KYC for
someone purchasing a: b4,b8

5. | b4,b8 'notes in their terms and conditions that they are not a money
transmitter and do not perform money transmission or money transfer or payment

of services. What analysis did; ba,bs perform of the services provided by b4,b8

b8 Comment: The following questions were not answered. I believe that is due to the
bank’s answers above related to exemptions.

6. Who is responsible for monitoring of Digita b4a b8 dollar limits and usage?
7. Do automated monitoring systems have the ability to establish parameters for

monitoring these transactions? | )@ {Comment: The bank will not see this
information. e i

How is OFAC applied and who is responsible?

9. Does the customer or third party vendor have any suspicious activity monitoring
processes that it uses on their end with the bank?

10. Who and how are ACH transactions and block chain transactions monitored?

Rl

11. Explain how process of monitoring for suspicious activity. Doesé b4.b8 flow

* b4,b8
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12. Can Digital b45b8______|;!_§_t_l:§_l}§f§!‘red to other individuals? _For example, if one
person purchased the: b4 b8 but then gave the b4,b8 to someone else to
use | b4 b8 -

the b4,b8 ‘any but only reglstered merchants are allowed to redeem{___ b4b8__ifor U.S.

dollars (non-merchants are subject to the de minimis rule), which is also an additional safeguard
in the system. Furthermore, the FinCEN prepaid closed loop rule was written in the context of

cash dep031ts Whereas w1th the dlgltall b4,b8 Iprogram all funding sources are depository

accordance to p011c1es and procedures. Since! b4, b8 lis a customer we also have oversight
and account monitoring.

I. Information Technology and Vendor Due Diligence
1. Provide clarity on whether application programming interfaces (APIs) are being
used. The b4,b8 hlghlights that there is no need for
integration or the use of APIs, however the: b4,b8

{__.b4b8 _lindicates the use of APIs with bankmg partners.

Bank Response None of the APIs the software program uses integrate with any of the

.............................................

underlymg b4,b8 tholding banks b4,b8 ' The ACH processor; b4.b8 | uses

APIs to access ACH rails, but these do not require 1ntegrat10n with any of the! b4 ,b8 banks.

2. How does {P*®8plan to risk rate| b4,b8  for the new digital program?

b8 Comment: No response
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EXHIBIT D

b8

To:
Subject: REi b4,b8 |Exam

Date: Wednesday, October 05, 2022 7:57:00 AM

Thankst

b8
Case Manager

b8
Office: | b8

From:é b3 i
Sent: Wednesday, October 05, 2022 7:36 AM

To: b8
Cc: b8

From:E b8
Sent: Tuesday, October 4, 2022 7:09 PM
To:! b8

Ck. P misunderstood. | thought we would bring to their attention and then exit since we typically
don’t bring anything new up af an exit meeting. But since thers will be nothing in the RCE relsted to
it, that seems fine also.

b8
(Case Manager
b8
Officert b8 i
Mobilel b6,b8

From:é b8
Sent: Tuesday, October 04, 2022 3:58 PM
To:i b8 ;
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Subject: RE:

.................. -4

b8

From:

o let the bank kKnow that

31 als

Sent: Tuesday, October 04, 2022 3:11 PM

To:g

b8

S0, is it correct that! p8 kzan call, go over these talking points, and schedule the meeting 2t the
i i

same time?

Should he ask for the bank o follow up with us with thelr findings

with FinlEN?

b8
Case Manager

b8 i

Office:!
Mobile:l  b6,b8

Ty

From:! b8

inchuding resuls

of any contact

Sent: Tuesday, October 04, 2022 3:00 PM
To:!

b8

b8

From b8

Sent: Tuesday, October 04, 2022 1:41 PM

b4,b8

and allow the
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exit meeting to be scheduled as soon as we discuss them. She will send the as soon as she can.

b8

Case Manager
i b8

| Office: . b8
Mobile::  b6,b8
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EXHIBITE

Talking Points for b4,b8 EMSB Discussion

e The bank’s response to our initial questions notes that | b4,b8 ipelieves that the

that b4,b8 does not need to be registered as a MSB since operators of prepaid
programs are exempt from the definition of money transmitters.

e However, the March 18, 2013 FinCEN Guidance titled Application of FinCEN’s Regulations to
Persons Administering, Exchanging, or Using Virtual Currencies, states that “a person’s
acceptance and/or transmission of convertible virtual currency cannot be characterized as
providing or selling prepaid access because prepaid access is limited to real currencies.”

e Based upon the 2013 FinCEN Guidance, it appears that b4,b8 i needs to register with
FinCEN as a MSB unless additional information can be provided to support otherwise. Was the
bank aware of this guidance? If so..do.vou have any additional information to support your
determination? If not, the bank b4,b8 should consult with FinCEN for a
determination.
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b4,b8

From: Muraywid, Sumaya A,

To: i b8 7 R

Cc: i i 3 i b8 i b8 i Co!l_a_do, Larisa M.; Macias, Sandra

Subject: RE:i b4,b8 '_p_4__b_8___;

Date: Thu'rsday, January 12, 2023 4:50:41 PM

Attachments: Response to Crypto Related Activity Notification! ___________ b4,b8 i clean.docx
Response to Crypto Related Activity Notiﬁcation'_________9_5_9_@ _________ _'i_d_g_c__)g

orior chain I’L‘?&Idlhh b4 b8 ]k only addi tloml len geis to thi,.b4 bs- GHCL reéated to the state law

citation — flagged in a comr FRERT box. Thanks,

From; b8 ;

Sent: Friday, January 6, 2023 2:56 PM

To: Muraywid, Sumaya A. <SMuraywid@FDIC.gov>; i b8 i

Ceif b8 b8 i
b8 b8 i Collado, Larisa M. <LCollado@FDIC.gov>;
b8 i Macias, Sandra <SMacias@FDIC.gov>

Subject: RE:E b4,b8 b4,b8 |

Pro notsure s necassary 1o i that information in the letter
.. b8 |

From: Muraywid, Sumaya A. <SMuraywid@FDIC gov>
Sent: Friday, January 06, 2023 2:48 PM

To:é b8 | . . b8

Cc: | b8 Pk bs i
b8 i b8 i Collado, Larisa M. <LCollado@FDIC.gov>;
b8 i Macias, Sandra <SMar|a°@FDIC gov>

Subject: RE: b4,b8 i b4,b8 !

Ok, thank you,! D8 i 1 may suggest some language reflecting that backeround. we'li circle hack.
Thanks.

From:é b8

Sent: Friday, January 6, 2023 2:33 PM
To: Muraywid, Sumaya A. <SMuravwid@FDIC.gov>;

b8

cd b8 : b8
b8 b8 i Collado, Larisa M. <LCollado@FDIC.gov>;
i . b8 “ - ' Macias, Sandra <Sf\/lacias(&)FDlC._Ef_c_)_y_>_ _______________

Subject: RE b4,b8 i b4,b8 |

Hi,

b4 b8 'axtuall, calied the Field Officer Sunervisor and | participated on a call in November 2021, well

Qefore the guidance came out,
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b8

Case Manager
b8
Office: i b8

dMobiled b6,b8

From: Muraywid, Sumaya A. <SMuraywid @FDIC.gov>
Sent: Friday, January 06, 2023 2:31 PM

To:
_ Cc: b8 b8

g b8 b8 i b8 i

Collado, Larisa M. <LCollado@FDIC.gov>; b8 Macias, Sandra

<SMacias@EDIC.gov> : '
Subject: RE:; b4,b8 i b4,b8

activity through the 7/5/22 S&S exam process? Thanks.

From:é b8

Sent: Friday, January 6, 2023 12:51 PM

To: Muraywid, Sumaya A. <SMuraywid@FDIC.gov>; | b8

Ceil b8 b8
b8 5 b8 b b8 ;

Collado, Larisa M. <LCollado@FDIC.gov>

Subject:% b4,b8 . b4,b8

From: Muraywid, Sumaya A. <SMuraywid @FDIC.gov>
Sent: Wednesdav. December21.2022.1:12.PM
To b8 b8 i
68
Ce: b8 iCollado, Larisa M. <LCollado@FDIC.gov>;i b8
b8 b8 ETopping, Catherine
<CTopping@FDIC.gov>; Calkins, Mary <macalkins@fdic.gov>; Gaertner, Lisa A. <LGaertner@FDIC.gov>;
Macias, Sandra.<SMacias@FDIC.gov>:t b8
Subject: b4,b8 ' b4,b8 |
- bsfharak you for the update. Since they no longer hold the funds, can the case managers update

the “Activity Status” to “Ceased” in the tracking system? | think we should alse consider sending the
banks a letter acknowiedging the status change and asking them to let us know if things change again.
See example letter attached. Thanks.
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From:E b8
Sent: Tuesday, December 20, 2022 7:42 PM

To: Muraywid, Sumaya A. <SMuraywid @FDIC.gov>;i b8 ! b8
i b8
S b8 t: Collado, Larisa M. <LCollado@FDIC.gov>;i b8
b8 i b8 s Topping, Catherine T J

!
i

<CTopping@FDIC gov>; Calkins, Mary <macalkins@fdic.gov>; Gaertner, Lisa A. <LGaertner@FDIC.gov>;
Macias, Sandra <SMaclas@FEDIC.gov> ,

Subjectii . b4,b8 b4,b8

Sumaya and b8

We asked the following questions tqb4.b8 and b4b8Bank regarding b4, b8 Below
are the combined answers. 77777 T

1. What is the wind down timeline for thei b4,b8

b4,b8 ireported that they were notified on 11/23/22 by representatives from' _b4,b8 -that all
payments out of the business and individual wallgts was complete and there would be no new
loading of wallets or payments form wallets. Thegb4,b8 version of the app is closed.

resn0n51b111tv and executlon was w1th. b4 b8 The banks’ only role was ACH debits to
b4,b8 who reimbursed the customers.

3. Will the bank’s relationship/agreement related to b4,b8 ; stay in place in
anticipation of the bank continuing to play a role in the app’s next iteration?

1terat10n but updates to the agreement and related risk assessments would be complg@g(_j_.tg_.r_qﬂ_cct

changes in the new iteration. : 94,8 ireports that this will be re-evaluated wheri  b4,b8 s
ready to move forward.

dtion but haven'thad e chance to do so vel.

etters to each ing

From: Muraywid, Sumaya A. <SMuraywid@FDIC gov>
Sent: Wednesday, December 07, 2022 12:01 PM

To b8 b8 »

b8

o g b8 iCollado, Larisa M. <LCollado@FDIC.gov>; i p8 i
b8 ; b8 i Topping, Catherine

<CTopping@FDIC.gov>; Calkins, Mary <macalkins@fdic.gov>; Gaertner, Lisa A. <LGaertner@FDIC.gov>;
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Macias, Sandra.<SMacias@FEDRIC.gov>

Subject: b4,b8 b4,b8

Hiall— just following up on this. Any updates? Thanks

From: Muraywid, Sumaya A.
Sent: Friday, November 18, 2022 4:43 PM

To:i b8 b8 |

b8
Ce: i b8 { Collado, Larisa M. <LCollado@FDIC.gov>; Ahrenholtz,
Jason P. <jahrenholtz @FDIC.gov>} b8 b8 5

< b8 -Toppmg, Catherine <CTopping @EDIC. gov>; Calkms Mary <W1agalk|ns@fd|r gov>;
Gaertner, Lisa A. <LGaertner@FDIC.gov> .

Subject: b4,b8 | "babps

Thanks, b8 and thanks, b8

From: b8

Sent Friday, November 18, 2022 4:24 PI\/I

To:; b8 i Muraywid, Sumaya A. <SMuraywid @FDIC, EOV>- ''''''''''' b8 |
Cc:é b8 , Collado, Larisa M. < Collado@FDIC.gov>; Ahrenholtz,
Jason P. <jahrenholtz@FDIC.gov>;i b8 E b8

s b8 : Topping, Catherine <CTopping@FDIC.gov>; Calkms Mary <maca|k|ns@fd|c gov>;
Gaertner Lisa A. <L(3aertner@FDIC gov> .

Subject b4,b8 . b4,b8

Yes, we can ask our FIC of our compliance exam if she can obtain any answers to any guesticns,

fam going to be off of ne«t weak d b6 :

b6 - suti b8 (our assigned RE) can coordinate \fmh b8 iand/or n\/n‘e b8 ito a call to

discuss.

Thank vou and hope you all have a nice Thanksgiving.

b8

Assistant Regional Director — Compliance and CRA

b8

b8 |

From: b8

Sent: Friday, November 18, 2022 4:19 PM
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To: Muraywid, Sumaya A. <SMuraywid@FDIC.gov>; b8

: b8 i
Cc b8 ! Collado, Larisa M. < pg{l_gQg@FDlC gov>; Ahrenholtz, .
Jason P. <jahrenholtz@FDIC.gov>;i b8 ; b8 .

b8 i Topping, Catherine <CTopping@FDIC.gov>; Calkins, Mary <macalkins@fdic.gov>;

Gaertner, Lisa. A<l Gaertner@EDIC. gov>

Subject: RE: b4,b8 b4,b8

Have a nice weekend.

From: Muraywid, Sumaya A. <SMuraywid@FDIC.gov>
Sent: Friday, November 18, 2022 4:04 PM
Tod b8 T — :
68
Cc:! b8 iCollado, Larisa M. <LCollado@FDIC.gov>; Ahrenholtz,
Jason P. <jahrenholtz@FDIC.gov>;: i b8 : b8 5

b8 -Toppmg, Catherine <CTopping@FDIC.gov>; Calkms Mary <maca|kms@fd|c gov>;
Gaertner, Lisa A. <LGaertner@FDIC.g_m>

Subject: RE b4,b8 b4, b8

Foliowing up, we thought it wouid be worthwhiie to check in with the banks on a few things fike:

¢ The winddown timeline
&  The bank’s role in winddown and return of customer funds

e  ‘Whether the bank’s relationshin/agreement related tni b4,b8 bwill stay in place in

aniicipation of the bank continuing to play a role ntln”" pE's next teration”

Thoughts? Additions?

Thanks!
From: b8
Sent: Thursday, November 17, 2022 2:05 PM oo,
To: Muraywid, SumayaA <SMuraywid @FDIC.gov >* b8 r, b8
L d b8 i b8 i b8 E

b8 ' '
Cci b8 ECoIIado, Larisa M. < Collado@FDIC.gov>; Ahrenholtz,
Jason P. <jahrenholtz@FDIC.gov>;i b8 ‘Topping, Catherine
<CTopping@EDIC goy>; Calkins, Mary <macalkins@fdic.gov>; Gaertner, Lisa A. <LGaertner@FDIC.gov>
Subject b4,b8 b4,b8
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Thank you [b8ifar this timely notification.

[

From: Muraywid, Sumaya A. <SMuraywid @FDIC.gov>
Sent: Thursday, November 17, 2022 1:39 PM

To:! b8 s bd S b8 ...
b8 b8
b8

Cc:E b8 ECollado, Larisa M. < Collado@FDIC.gov>; Ahrenholtz,
Jason P. <jahrenholtz@® FDIC.QOV>;§ b8 : Topping, Catherine
<CTopping@FDIC.gov>; Calkins, Mary <macalkins@fdic.gov>; Gaertner, Lisa A. <LGaertner@FDIC.gov>
Subject; b4,b8 b8

From: b8

Sent: Thursday, November 17, 2022 12:59 PM

To: Boyd, Annmarie H. <ABovd@FDIC.gov>; Topping, Catherine <CToooinE@FDIC,E‘ov>j b8
b8 | ' '
Cc: Muraywid, Sumaya A, <SMuraywid@FDIC.gov>; i b8

Subject: b4,b8 b4,b8
b4,b8dis discontinuing current b4,b8 b4,b8 i reimbursing ali users with a balance.
forthe! b4,b8 inrogram.
b4,b8 inrogram continues unaffected.

From b4,b8
Date: Thu-Nowv.17.2022 at.12:05 PM !

Subjecti b4,b8 | :

o 56,08
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b4,b38
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b4,b38
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