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Yield Generation in Digital Assets

The value proposition of crypto has evolved meaningfully over time. While the original idea in Satoshi Nakamoto's white paper
Bitcoin: A Peer-to-Peer Electronic Cash System was deeply rooted in libertarian ideals, the emergence of smart contract
platforms such as Ethereum reshaped the narrative — turning crypto into a technology-driven asset class. Digital assets have
become a natural sandbox for experimentation, spanning NFTs, gaming, Al, and even memes. Still, one of the most impactful
innovations has been the rise of Decentralised Finance (DeFi). Although DeFi has not yet achieved full mainstream status,
with the right operational and compliance setup, it already offers ample opportunities to generate yield on crypto assets in a
systematic, secure, and sustainable manner.

From Nakamoto to DeFl — A Short Stroll Down Memory Lane

It all began with Nakamoto’s white paper. Though technical in tone, it embedded key libertarian ideals: decentralization as
power redistribution, fixed supply as a counter to inflation, permissionless access, and borderless finance. Bitcoin became a
tool for financial self-sovereignty — transferable without banks, identity checks, or centralized control. Nakamoto not only
sparked a cultural and financial movement, he laid the foundation for an entire asset class now valued in the trillions.

Roughly five years later, Vitalik Buterin published a similarly influential white paper that introduced Ethereum — a general-
purpose blockchain designed to support smart contracts and decentralized applications (dApps). In contrast to Bitcoin’s fixed
monetary ethos, Ethereum was created as a decentralized world computer, where Ether served as a native currency to pay
for computational power. While Bitcoin is often described as digital gold, Ethereum is better understood as a universal tech
platform. Although the two currencies share price correlation, they pursue fundamentally different goals.

The next major innovation — DeFi — emerged five years later, although whitepapers like the one from MakerDAO were
published as early as 2015. In 2020 DeFi reached critical market adoption. Built on platforms like Ethereum, DeFi aimed to
reconstruct the financial system without intermediaries — eliminating banks, brokers, and clearinghouses. In a way, DeFi is a
culmination of Bitcoin’s libertarian philosophy with some of the technical architecture introduced by Ethereum.

Central ideas incorporated into DeFi are:

¢/> Shift from institutional intermediaries to code- = Interoperability and composability between
based execution protocols
2 Open, permissionless access for all users I® User control and self-custody of assets

- ¥

Transparent, auditable systems

Users generally connect their digital wallets anonymously to access services such as lending, trading, and liquidity provision
— executed entirely through open-source smart contracts. At no point in the process do they relinquish control over their
digital assets.
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DeFi — The Good, the Bad, and the Ugly

DeFi has proven revolutionary. Total Value Locked (TVL) — the primary metric for measuring asset deposits in DeFi — grew
from just $421,000 in 2018 to $174 billion at the peak of the 2021 bull market (DefiLlama). The idea that you can lend, borrow,
or trade without relinquishing custody of your assets is compelling. But like any transformative innovation, widespread
adoption takes time.

To date, DeFi has largely been adopted by a younger, tech-savvy demographic. Despite its disruptive potential, DeFi remains
underutilized in traditional finance. That's partly because DeFi's disintermediation model would undermine many revenue

streams in the current system. Relying on automated smart contracts reduces the need for high fees in trading, lending,
clearing, or brokerage — making widespread institutional adoption counterintuitive.

It would be easy to claim that DeFi has simply not had its big breakthrough because of a monopolistic tendency for traditional
financial institutions to hang on to the status quo. Still, the story is more nuanced. Even if the technology is sound and has
been battle-tested for over five years, real concerns persist:

Regulatory and Compliance Risks

Lack of KYC/AML: DeFi protocols rarely verify user identities, complicating compliance
= No centralized accountability: Many are governed by DAOs, making enforcement difficult

©@ Jurisdictional uncertainty: Borderless platforms challenge traditional regulatory frameworks

Technical and Protocol Risks

Smart contract vulnerabilities: Poorly written or Misuse of overcollateralization: Though designed

" Unaudited code can be exploited ©) for safety, they can trigger liquidation spirals
o, Oracle manipulation: DeFi protocols rely on external .o Centralized governance: Many DAOs are controlled
data feeds that can be gamed ~® by a small group of large token holders
e Composability risks: Protocols often stack on each " Bridge exploits: Cross-chain bridges have been a
| other — if one fails, others may cascade repeated attack vector

The Ronin Bridge hack, in which ~$620 million was stolen by attackers who compromised validator keys, stands as one of the
largest hacks in crypto history.

These examples are reminders that DeFi is still a nascent technology. Like all early technologies, it must overcome technical,
regulatory, and social hurdles to reach full maturity.

The Largest Digital Asset Hacks
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"If You Don’t Understand Where the Yield In theory, governance tokens grant voting rights to users

Is Coming From, You Are the Yield" — akin to a share in a company. In practice however,
control is often concentrated among early investors and
insiders.

Apart from security and compliance concerns, much of
today’s DeFi activity remains speculative. Many protocols
generate volume not through genuine economic use, but
through leveraged trading and token incentives — often
within a self-perpetuating microcosm. There’s a fine line
between financial innovation and financial alchemy — and
depending on the project and use case, DeFi often
straddles both sides of that line.

These tokens are frequently used to pay yields, attract
users, and boost TVL — whether or not there’s a
sustainable business model underneath. This creates the
illusion of value and growth, but without real economic
backing users often bear hidden risks. While there is
nothing inherently wrong with this, it is always important
for a user to fully understand where the yield is coming
from and how sustainable it is. VC-backed protocols
compete aggressively to attract capital. High yields often
mask poor design or centralization. Retail users, lured by
exorbitant APYs, are frequently exposed to low-liquidity
pools and untested contracts.

Uniswap, for instance, launched without a token. It was
only when competitors like SushiSwap introduced token
incentives that governance tokens became the norm.

Can DeFl Inefficiencies Be Systematically Harnessed in a Safe Way?

With all the irrational exuberance and speculative fervour happening in DekFi, it is worthwhile asking if yield opportunities can
be systematically exploited in a safe and compliant manner. Despite the risks, the answer is “yes” — DeFi inefficiencies can
be harnessed methodically. There are robust strategies that can generate low-volatility, sustainable yield when implemented
with proper risk controls.

Some of the strategies that are popularin the space include:

gs  Yield farming (including looping strategies) 4] Volatility harvesting (e.g., via options)
,, Interest rate arbitrage (e.g., lending on Aave, _Liquidation arbitrage (e.g., buying collateral
76 . [ : : L
borrowing on Compound) during undercollateralized liquidations)
.~ Funding rate arbitrage s Liquidity mining (e.g., receiving incentive

tokens for new DeFi protocols)

As investors are usually interested in a base currency denominated yield, whether it is in USD, BTC or ETH, it is important that
all unpegged DeFi pool risks are continuously delta-hedged in order to not take any price risk of the underlying tokens. This
requires a fairly sophisticated setup including automation and often involves automated, smart contract-based vaults,
rebalancing bots, and multi-protocol execution (e.g., deposit collateral on Maker, borrow DAI, provide liquidity on Curve, stake
LP tokens, etc.).

Risk management is an essential part of any successful DeFi strategy. This includes among others the following
elements:

« Real-time collateral tracking with automated triggers

Diversification across chains and protocols

Code audits and TVL analysis

Oracle dependency and counterparty mapping

Monitoring treasury and insurance coverage of each protocol as a percentage of overall TVL

3/5



F LIONSOUL [ ]
/4 GLOBAL LHINAV
NAV Fund Services View: Wrapping DeFi into a Regulated Fund

DeFi yield becomes investable at scale only when it can reside within a regulated fund structure, which requires
translating crypto-native activity into the language of auditors, boards, and limited partners without diluting the
strategy’s characteristics. NAV Fund Services operates in that translation layer. Working across both traditional
and digital asset funds, NAV’s role is to convert on-chain complexity into investor-grade valuation, books and
records, clear ownership evidence, and reporting that withstands diligence.

Consider a manager rotating among staked assets, liquidity pool receipts, and intermittent synthetic exposures.
On chain, value may accrue through rebasing and auto-compounding. Off chain, investors expect a single Net
Asset Value per share and a clear attribution of returns. NAV looks through wrappers to the underlying
economics, recognizes income as it accrues, and records events — airdrops, forks, funding — at fair value when
observable (or at zero cost until a reliable price is available). Pricing hierarchies reference crypto-native sources
such as CoinMarketCap, CoinGecko, and DeBank; and where NFTs are involved, NAV also considers Zapper and
OpenSea. For rebasing or auto-compounding instruments (for example, stETH), day-over-day balance variances
are booked as staking or interest income so compounding is captured as yield rather than price noise. The
objective is straightforward — performance reflects the strategy, not accounting artifacts.

Data is the next constraint. DeFi does not provide monthly statements. NAV ingests from custodians, exchanges,
chain explorers, and protocol interfaces, then reconciles wallets and venues on an agreed cadence (often daily).
When a manager adds a protocol or shifts to a different L2, connectivity is typically extended within 1-2 weeks
SO reporting keeps pace. This automation reduces spreadsheet risk and shortens the distance between on-chain
events and the general ledger.

In practice, this means:

@ Valuation frameworks that understand LP tokens, staking receipts, and rebasing mechanics

& Daily income recognition so compounding yield appears as yield — not noise

& Evidence of ownership (e.g., Signature and/or Satoshi Tests) and cross-source reconciliations suitable for audit
+ In cases in which centralized exchanges limit transparency, NAV encourages institutional custodians to strengthen evidencing

Single-currency reporting that converts multi-token activity into clear, investor-facing statements

Governance and compliance are designed into the workflow rather than deferred to year-end. As a regulated
fund administrator and transfer agent, NAV aligns crypto onboarding with fund-grade KYC/AML, sanctions
screening, wallet whitelisting, and ongoing monitoring. NAV is not a Virtual Asset Service Provider (VASP) and
therefore does not follow the Travel Rule that would require us to collect and transmit identifying information of
the originator and beneficiary for cryptocurrency transfers above a certain threshold; nonetheless, investor and
fund wallets are screened (e.g., OFAC, World-Check), risk-scored, and monitored to mitigate taint and sanctions
exposure.

The instruments themselves require consistency. Wrapped and synthetic assets are booked to reflect economic
exposure and client policy. Conversions may be recorded at cost (no realized P&L) or with realized P&L
recognition at the point of conversion, as elected by the client. Vesting schedules and SAFTs are tracked so
releases are captured accurately. Liquidity timing and bridge selection remain manager decisions; NAV's remit is
to reflect those decisions faithfully in the Net Asset Value with appropriate disclosures.
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Managers and investors receive deliverables that are practical and audit-ready:

« Reconciliations with exception resolution and a < Full journals and financial statements that map
complete evidence tralil crypto events to familiar ledgers

e Per-lot cost basis and realized P&L under the < A tax-ready register of taxable events —
elected tax-lot methodology (FIFO/LIFO/HIFO/ including trades, staking rewards, airdrops, and
Best Tax) LP activity — linked to source data

In summary, NAV provides the operational spine that allows yield strategies to operate within institutional wrappers.
Managers can focus on risk-controlled alpha, investors receive clarity and comparability, and auditors obtain evidence. That is
how DeFi yield becomes not only interesting, but investable.

Summary

DeFi is one of the most transformative innovations in modern finance. While it brings regulatory, technical, and operational
challenges, it also opens the door to programmable, transparent, and efficient financial systems. Sophisticated investors can
extract value by systematically navigating its inefficiencies. Packaging these strategies into regulated investment vehicles
requires deep operational, technical, and compliance know-how — and NAV has taken the lead in developing institutional-
grade standards for DeFi fund administration.
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Legal Disclaimer

This material is for educational purposes only and does not constitute investment advice or a recommendation. Readers should conduct their own research and
consult independent advisors before making financial decisions.

Investment advisory and asset management services are provided only to non-US clients by Lionsoul Global Advisors LLC, a U.S. investment adviser registered
with the Texas State Securities Board (CRD #: 324883) and Lionsoul Global Advisors Ltd., an Approved Manager, regulated by the British Virgin Islands Financial
Services Commission.

NAV Fund Services, a U.S. based company, along with its affiliates in the Cayman Islands, Singapore, Australia, Ireland, India, and Mauritius, provides fund
administration services to funds across various jurisdictions. The information provided herein is for informational purposes only and should not be interpreted as
investment, legal, or tax advice, nor as an offer or solicitation to invest. It is not intended to recommend or encourage the purchase or holding of any specific
investments.
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