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Staking explained

Introduction

Investment strategies constantly evolve as investors
seek avenues to maximize returns from their assets.
Traditional finance has long relied on various
instruments like bonds, stocks, and money market
funds to generate income.

The amount of income depends on how risky

or safe the instrument is perceived by the market.
The emergence of crypto and digital assets has
introduced novel approaches to leveraging digital
assets for income generation, one of which is staking.

Staking can be seen as similar to equity
dividends, however only those who vote
and engage in the company’s governance
have the right to earn a share of the profits.

Unlike securities lending, staking doesn't
involve counterparty risk, as the staked
assets remain in the blockchain
ecosystem, but it can tie up investor crypto
for a short period when staking starts

or stops (often referred to as bonding

and unbonding period).
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29 This crypto staking guide

delves into the fundamentals
of crypto staking, exploring
its principles, advantages

for ETP investors,

associated risks, and how
ETC Group can offer support
in navigating this terrain.

Staking involves investors pledging their
crypto assets as collateral to validate
transactions on a blockchain network,
thereby contributing to its security.

In return, they receive additional tokens
as rewards.

Given the unique driving factors, staking
may offer a source of yield which

is uncorrelated to traditional asset yields
potentially enhancing overall income
stability for investors.
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Ethereum Yield vs Other Yields
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What is Staking?

Proof of work and proof of stake are two different
ways of achieving consensus on a blockchain network.
Consensus means that all the nodes (computers)

on the network agree on the validity and order

of transactions. This is important to prevent fraud,
such as double-spending or altering the history

of transactions.

Proof of work is the original consensus mechanism
used by Bitcoin and some other cryptocurrencies.

It involves solving complex mathematical problems

that require a lot of computing power and energy.

The nodes that solve these problems are called miners,
and they are rewarded with newly created coins

and transaction fees.

Proof of stake is an alternative consensus mechanism,
used by Ethereum and other blockchains, that aims

to address some of the issues of proof of work. It does
not require solving difficult puzzles, but rather selecting
validators based on how many coins they stake
(deposit) on the network.

9% Staking is a mechanism
that allows investors
to participate in the validation
process of a blockchain
network and earn a return
on their staked assets.
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Blockchain technology enables peer-to-peer
transactions without the need for a trusted
intermediary such as a bank or a financial institution.

Peer-to-peer transactions require a consensus
mechanism to ensure that the transactions are valid
and consistent. For instance, if one party makes

a payment to another, there needs to be a way

to verify that the payer has sufficient funds in his

or her account to make the payment.

In traditional finance, a bank often acts
as the intermediary that verifies and settles
the transactions.

A blockchain network has different consensus
mechanisms to replace the role of the intermediary.
Staking is a prominent consensus mechanism that
supports the validation and confirmation of new
transactions. To stake, investors allocate (“stake”)
their crypto assets to a blockchain network. These
crypto assets are then used to validate network
transactions.

Staked assets represent the minimum holdings
required by the network to enable the validation
and confirmation of new transactions. These
holdings are denominated in the native currency
of the network.

As an incentive for allocating their assets, investors
receive a return which is known as a staking reward
(in addition to potential market returns). The amount
of staking rewards varies for each network.

Networks that use staking to confirm transactions
consume far less energy than alternative
mechanisms and are therefore considered more
environmentally friendly.
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Benefits to the Blockchain Ecosystem

‘ Investor deposits (stakes)
v token on Blockhain

Making Blockchain
more secure

Staking significantly enhances the
security of blockchain networks, which
in turn fosters increased activity and fees
within the ecosystem.

o

Driving more
activity and fees

Investor receives yield
(rewards) in native token

The Key benefits of staking
using ETC Group ETPs:

Staking with ETPs

High operational efficiency

Low cost

Higher rewards potential vs other ETPs

and staking options

Rewards automatically compounded

Liquidity, no lock up periods — investors can sell
at any time on exchange

Transparent, benchmarked performance
Secure, no lending

When it comes to staking, investors have many
options. Utilising an ETP wrapper stands out as one
of the most efficient, secure, and reliable methods
to earn staking rewards.

Staking Liquid Staking Institutional Staking Solo
ETP Derivative Derivative Staking

Liquid

Trading on regulated exchange

Slashing risk

Minimum investment

Execution layer rewards potential

Staking fee

Benchmarked

Operational complexity to set up

Yes

Yes

Low

Low

Higher

10%

Yes

Very Low

G

No

Low

Low

Higher

10%—25%
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Low

Very High

Lower
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No

No

High
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How ETC Group
Staking works

ETC Group Staked ETPs

Custodian

Staking Platform

Native Blockchain Network

Flow of Flow of
Underlying Crypto Rewards (in native Crypto)

Investors Guide to Crypto Staking ETC Group Research

© ETC Group, 2024 — All Rights Reserved

etc-group.com

1

ETC Group securely “stakes” the underlying assets
of specific ETPs on a robust platform managed by

a professional, institutional-grade staking service
provider, such as Blockdaemon. These assets

remain segregated and held securely pledged within
Ethereum’s native protocol. Unlike securities lending
there is no third-party counterparty risk, assets never
leave the Ethereum network.

2

The staking provider stakes the assets
on behalf of the ETP.

3

The staked assets are used to secure the network
and generate returns.

4

Staking rewards are reinvested into the ETP, adding
to the ETP’s performance.

5

The staked assets can be withdrawn at any time,
there is typically a waiting period before assets

are returned. This period can range from O days

to as long as 6 months depending on the protocol
(though typically it is one month or less). To solve
this problem, ETC Group has developed proprietary
liquidity bridging processes to manage the liquidity
needs of an ETP considering these lock-up periods.
Meaning investors can not only trade un-impacted
in the secondary market and redeem in the primary
market on a normal T+1 to 2 settlement cycles,
without facing any counterparty risk. The above-
mentioned liquidity bridging process is provided by
conventional financial market players, not through
so-called decentralized autonomous organization
also known as staking platforms.
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Investors advantages

Staking ETPs by ETC Group make staking

efficient and reliable for investors allowing for both
caputuring the spot performance of the underlying
asset as well as enhanced ETP performance thanks
to staking. 90% of total staking rewards generated
by the ETP are passed on to investors by being
reinvested in the ETP.

Investors in ETC Group Staking ETPs enjoy
daily liquidity on the stock exchange and are

I not limited by lock-up periods or other
I technical challenges of digital asset staking.

ETPs are an efficient way for investors

to gain digital asset exposure while trading
on traditional financial market infrastructure,
with all the benefits of regulated products.
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Risks associated with Staking

Unstaking and Utilization Rate Limitation

Most blockchain networks impose a waiting period before staked assets are eligible to be returned (unbonding
period). The ETP wrapper enables investors to sell on exchange at any time without waiting for unbonding.
Furthermore, in order to meet redemption requests in the primary market, ETC Group ETPs employ

a proprietary liquidity bridging process where e. g. ETC Group borrows ETH to meet redemptions. This means
redemption requests can be processed on a normal T+1 settlement basis without incurring any additional risks
and maintaining a high staking utilization compared to other ETPs. This is a significant benefit to investors when
compared to staking crypto directly and is a unique feature of ETC Group’s staking ETPs.

Slashing Risk

An error in confirming a transaction or violating protocol rules can result in a penalty called “slashing,” which
means some of the staking rewards are lost.

Despite staking platforms’ efforts to avoid errors and incurring slashing penalties, such issues can occur
because of operational aspects of the staking process.

Staking ETPs by ETC Group reduce the risk of slashing by employing professional institutional staking
platforms whose sole purpose is to stake assets and be able to cope with those operational challenges.

Staking Platform Risk

An investor can either stake assets on a blockchain network directly (which requires significant operational
setup and oversight) or rely on a platform to provide this service.

Relying on a platform allows investors to benefit from the platform’s expertise and can be an efficient way
to access the benefits of staking.

ETC Group ETPs use established staking providers. ETC Group currently works with Blockdaemon which
has third-party slashing insurance that covers 100% of any slashing penalties. Furthermore, Blockdaemon
validators have never been slashed.
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Staking vs Lending

What are the differences?

Staking and lending, while both yield-earning methods
utilizing cryptocurrency, represent distinct approaches
to generating income. Staking aligns with the native
principles of crypto, whereas lending is a familiar
concept in traditional finance.

Staking involves users committing cryptocurrency
to a blockchain network to support transaction
validation. Staking helps secure the network and,

in turn, compensates those who stake with rewards.

On the other hand, lending is where users agree to loan
their cryptocurrency in return for interest payments,
which compensate lenders for giving up their assets
for a period of time, as well as for the risk that they
might not get them back.

ETC Group does not utilize lending in any of its
ETP products.

Staking

Purpose Help secure the network by validating
the transactions

Mechanics Lock up or “stake” crypto assets
on a Blockchain

Rewards Staking rewards

Risks Slashing Risk, Liquidity Risk (though daily

liquidity is ensured through ETC Group
products)
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9% Both concepts allow
users to earn passive
income, but the purpose,
risks and rewards
diverge significantly.

Lending

Provide liquidity to borrowers

Lend crypto assets to an
nstitutional lending partner, can
be on a collateralized or uncollateralized basis

Lending fee

Counterparty Risk, Collateral Shortfall Risk
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Frequently Asked Questions

Given the lock-up/unbonding periods often
required for staking, do ETC Group ETPs
that offer staking still provide daily liquidity
on the stock exchange?

Yes, all ETC Group ETPs — including the staking
products — can be bought or sold on exchange
daily. This means investors can buy and sell

on the stock exchange during conventional
exchange trading hours. Additionally, to ensure
ETC Group can meet daily redemption requests
on the primary market, a liquidity bridging process
is employed where ETC Group borrows crypto
in the market to meet redemptions. This process
does not expose holders of the ETP to any kind
of counterparty risk.

How do investors in ETC Group’s Staking ETPs
receive staking rewards?

Staking rewards, net of fees, are added
to the Crypto Entitlement (CE) of an ETP
at the end of each trading day.

ETC Group’s Crypto ETPs are 100% backed
and assets are held in cold storage custody.
Does this apply to Staking ETPs as well?

Yes. The staking provider ETC Group uses for its
Staking ETPs has the ability to stake directly from
the ETP’s custody wallet. This means the crypto
assets’ private keys never leave custody during
staking and remain in cold storage.

Investors Guide to Crypto Staking ETC Group Research

© ETC Group, 2024 — All Rights Reserved

What is the typical return generated by staking
rewards in ETC Group ETPs?

The level of staking rewards depends

on the underlying cryptocurrency protocol.
Generally, staking yield depends on the amount
of staked assets on a blockchain network.

The more staked, the lower the staking yield. But
other factors also play a part, such as transaction
volumes and overall demand for block space

on the underlying blockchain network.

Do holders of Staking ETPs receive all staking
rewards earned?

Yes. ETP holders receive all rewards less net

of relevant service provider fees and staking fees
charged by ETC Group. The fees vary depending
on the product and are visible on the relevant
product page on our website.

Can | stake crypto on my own?

Yes, investors certainly can (and do) directly stake
their own crypto but it requires substantial time
and complexity to setup and a relatively high level
of expertise. In addition, significant daily oversight
is required to manage slashing risk. This can also
be quite expensive given the fees on community
validators. By choosing ETC Group Staking ETPs,
an investor can enjoy the benefits of staking
through a professionally managed institutional
staking platform, without the need for specialized
expertise in staking (or crypto).
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Contacts

etc-group.com

@ investors@etc-group.com

@ linkedin.com/company/
etcgroup-crypto

Product materials, analysis as well as due
diligence collateral including SFDR information
are available upon request.

Be the first
to get expert insights
on the latest in crypto

Subscribe to our industry-leading
newsletter and research content
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Head office

ETC Management Ltd

3rd Floor Quality House,

5-9 Quality Court Chancery Lane,
WC2A 1HP, London, United Kingdom

Issuer

ETC Issuance GmbH
Thurn- und Taxis Platz 6,
60313 Frankfurt am Main
Deutschland

© ETC Group, 2024 — All Rights Reserved Page 11 of 12


https://etc-group.com/?utm_source=investors-guide-to-crypto-staking-en&utm_medium=brochure&utm_campaign=conference
https://etc-group.com/?utm_source=investors-guide-to-crypto-staking-en&utm_medium=brochure&utm_campaign=conference
https://etc-group.com/subscribe/?utm_source=crypto-etp-en&utm_medium=brochure&utm_campaign=conference
https://etc-group.com/?utm_source=investors-guide-to-crypto-staking-en&utm_medium=brochure&utm_campaign=conference
mailto:investors%40etc-group.com?subject=Investors%20Guide%20to%20Crypto%20Staking
https://www.linkedin.com/company/etcgroup-crypto/
https://www.linkedin.com/company/etcgroup-crypto/
https://etc-group.com/subscribe/?utm_source=crypto-etp-en&utm_medium=brochure&utm_campaign=conference

ETC Group etc-group.com

Important Information

The information provided in this advertising material is for informative purposes only and does not constitute investment advice, a recommendation or
solicitation to conclude a transaction. This document (which may be in the form of a marketing brochure, press release, social media post, blog post,
broadcast communication or similar instrument — we refer to this category of communications generally as a “document” for purposes of this disclaimer)
isissued by ETC Issuance GmbH (the “issuer”), a limited company incorporated under the laws of Germany, having its corporate domicile in Frankfurt,
Germany. This document has been prepared in accordance with applicable laws and regulations (including those relating to financial promotions). If you
are considering investing in any securities issued by ETC Group, including any securities described in this document, you should check with your broker
or bank that securities issued by ETC Group are available in your jurisdiction and suitable for your investment profile.

Exchange-traded commodities/cryptocurrencies, or ETPs, are a highly volatile asset and performance is unpredictable. Past performance is not a reliable
indicator of future performance. The market price of ETPs will vary and they do not offer a fixed income. The value of any investment in ETPs may be
affected by exchange rate and underlying price movements. This document may contain forward looking statements including statements regarding ETC
Group’s belief or current expectations with regards to the performance of certain asset classes. Forward looking statements are subject to certain risks,
uncertainties and assumptions, and there can be no assurance that such statements will be accurate and actual results could differ materially. Therefore,
you must not place undue reliance on forward-looking statements. This document does not constitute investment advice nor an offer for sale nor a
solicitation of an offer to buy any product or make any investment. An investment in an ETC that is linked to cryptocurrency, such as those offered by ETC
Group, is dependent on the performance of the underlying cryptocurrency, less costs, but it is not expected to match that performance precisely. ETPs
involve numerous risks including among others, general market risks relating to underlying adverse price movements and currency, liquidity, operational,
legal and regulatory risks.

ETC Issuance GmbH, incorporated under the laws of Germany, is the issuer of any securities described in this document, under the base prospectus
dated 21 November 2022, supplemented from time to time, and approved by BaFin.

Any decision to invest in securities offered by ETC Group (including products and amounts) should take into consideration your specific circumstances
after seeking independent investment, tax and legal advice. You should also read the latest version of the prospectus and/or base prospectus before
investing and in particular, refer to the section entitled ‘Risk Factors’ for further details of risks associated with an investment. These prospectuses

and other documents are available under the “Resources” section at etcgroup.com. When visiting this website, you will need to self-certify as to your
jurisdiction and investor type in order to access these documents, and in so doing you may be subject to other disclaimers and important information.

IF YOU ARE IN THE UK, US, OR CANADA

Information contained in this document is not, and under no circumstances is to be construed as, an advertisement or any other step in furtherance of a
public offering in the United States or Canada, or www.etc-group.com any state, province or territory thereof, where neither the issuer nor its products are
authorised or registered for distribution or sale and where no prospectus of the issuer has been filed with any securities regulator. Neither this document
nor information in it should be taken, transmitted or distributed (directly or indirectly) into the United States.

This document does not constitute an invitation or inducement to engage in investment activity. In the UK, this document is provided for information
purposes and directed only at investment professionals (as defined under the Financial Services and Markets Act 200 (Financial Promotion) Order 2005
as amended from time to time). It is not intended for use by, or directed at, retail customers or any person who does not have professional experience in
matters relating to investments. Neither the Issuer nor its products are authorised or regulated by the Financial Conduct Authority.

PUBLICATIONS & SOCIAL MEDIA DISCLOSURE

Social media posts (including, but not limited to, LinkedIn and Twitter) of ETC Group and its subsidiaries (“Social Media”) are not, and should not be
considered to be recommendations, solicitations or offers by ETC Group or its affiliates to buy or sell any securities, futures, options or other financial
instruments or other assets or provide any investment advice or service. ETC Group makes all reasonable efforts to ensure that the information contained
on Social Media is accurate and reliable; however, errors sometimes occur. You should note that the materials on Social Media are provided “as is” without
any express or implied warranties. ETC Group does not warrant or represent that the materials on Social Media are accurate, valid, timely or complete.

RISKS OF CRYPTOCURRENCIES

Cryptocurrencies are highly volatile assets and are known for their extreme fluctuations in prices. While there is potential for significant gains, you

are at risk of losing parts or your entire capital invested. The value of the ETCs is affected by the price of its underlying cryptocurrency. The price of
cryptocurrencies can fluctuate widely and, for example, may be impacted by global and regional political, economic or financial events, regulatory

events or statements by regulators, investment trading, hedging or other activities by a wide range of market participants, forks in underlying protocols,
disruptions to the infrastructure or means by which crypto assets are produced, distributed, stored and traded. The price of cryptocurrencies may

also change due to shifting investor confidence in future outlook of the asset class. Characteristics of cryptocurrencies and divergence of applicable
regulatory standards create the potential for market abuse and could lead to high price volatility. Amounts received by Bondholders (i) upon redemption of
the Bonds in USD, in cases where Bondholders are prevented from receiving cryptocurrency for legal or regulatory reasons; or (i) upon sale on the stock
exchange depend on the price performance of the relevant cryptocurrency and available liquidity.

For a detailed overview of risks associated with cryptocurrencies and specifically associated with the ETCs, please refer to the prospectus and base
prospectus available at the issuer’s website at www.etc-group.com.
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