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Following the approval of ten US Spot Bitcoin (BTC) ETFs on January 10th this year, the next big
deadline for crypto exchange traded products in the United States will be May 23rd. This is the

last date by which the Securities and Exchange Commission (SEC) must consider Ethereum (ETH)

ETF applications from VanEck and ARK 21Shares, while decisions on Hashdex and Grayscale’s
applications are due less than a week later. Moreover, later in the summer rulings on five further
funds will also be due, as shown in Figure 1 below.

ey WG] Py ,Iﬁg|:<;4 ]FJi;zEJIIine SD:‘;glr;ge Bziargline ]FJi::cllline
VanEck Ethereum ETF N/A VanEck 09.06.23 1110.23 12.25.23 03.24.24 05.23.24
ARK 21Shares Ethereum ETF N/A 21Shares 09.26.23 11.11.23 12.26.23 03.25.24 05.24.24
Hashdex Nasdaq Ethereum ETF N/A Hashdex 09.20.23 11.17.23 01.01.24 03.31.24 05.30.24
Grayscale Ethereum Futures Trust ETH Grayscale 09.19.23 11.17.23 01.01.24 03.31.24 05.30.24
Grayscale Ethereum Trust ETHE Grayscale 10.02.23 12.06.23 01.20.24 04.19.24 06.18.24

Invesco Galaxy Ethereum ETF N/A Invesco & Galaxy 10.20.23 12.23.23 02.06.24 05.05.24 07.05.24

iShares Ethereum Trust N/A BlackRock 11.21.23 01.25.24 03.10.24 06.08.24 08.07.24

Fidelity Ethereum Fund N/A Fidelity 1117.23 01.21.24 03.10.24 06.03.24 08.02.24
Franklin Ethereum Trust* N/A Franklin Templeton 02.12.24 04.11.24 05.23.24 08.22.24 10.24.24

Note: Dates are estimates and are subject to change. Red Dates have already been delayed / denied.

Source: Bloomberg Intelligence, SEC.gov

*Dates are estimated

Figure 1 - ETH ETF applications to the SEC and their respective Final Deadlines

However, it would be short-sighted to isolate this well-documented American ETF story as a
standalone narrative. It is part of a much broader, global trend in crypto fund launches, which
incorporates multiple different product structures. For example, Crypto Exchange Traded Notes
and Products have long existed in Europe, while new issuers are also emerging in APAC, in
particular Hong Kong, now that greater regulatory clarity exists. Moreover, Private Funds and
Alternative Investment Funds (AlFs) also have the optionality of adding digital assets to their

portfolio and, while less widely publicized, are starting to increase their allocations accordingly.
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https://coingape.com/hashkey-leads-as-licensed-custodian-for-hong-kong-spot-etf-initiative/
https://www.cssf.lu/en/2024/02/communique-regarding-the-cssfs-position-on-eligible-investors-for-ucis-investing-in-virtual-assets/

Yes? So what? What does this have to do with staking? Well, it is pertinent to note that certain ETF
applications (namely, ARK 21Shares, Fidelity and Franklin Templeton) have included language
related to staking as part of their filings. To quote from Franklin Templeton’s filing:

“The Sponsor may, from time to time, stake a portion of the Fund’s assets through one or more
trusted Staking Providers, which may include an affiliate of the Sponsor. In consideration for any
staking activity in which the Fund may engage, the Fund would receive certain staking rewards of
ether tokens, which may be treated as income to the Fund”.

Franklin Templeton filing, 12th February, 2024

At the time of writing the combined Assets Under Management (AUM) of the Spot BTC ETFs
stands at $59.2bn, and is virtually increasing every day. To that end, while it must be
acknowledged that there are important regulatory processes to complete, it is not inconceivable to
envisage a scenario where these new ETH ETFs also attract billions of dollars. Using the market
share percentages of the existing BTC ETFs, while leveraging the Grayscale Ethereum Trust’s
current AUM, Blockdaemon estimates the ETH ETF launches could generate between $19.1 BN and
$31.7 BN in AUM after the first three months of their launch, dependent on prevailing market
conditions (Figure 2). This ETH, or at least a portion of it, could in theory be staked. Indeed, one
could argue the European landscape provides a potential roadmap for what to expect in APAC and
the US, where certain issuers are already offering Staked-ETH products, namely 21Shares, ETC

Group and Coinshares.

Issuer BTC AUM BTC Market Share ST AUM i A
Grayscale $22,957 39.6% $10,278 $12,847 $7,708
BlackRock $17,635 30.4% $7,889 $9,862 $5,917
Fidelity $10,085 17.4% $4,512 $5,640 $3,384
ARK/21Shares $3,096 5.3% $1,385 $1,731 $1,039
Bitwise $2,198 3.8% N/A N/A N/A
VanEck $2,198 1.0% $983 $1,229 $737
Valkyrie $579 0.9% N/A N/A N/A
Invesco/Galaxy $80 0.9% $231 $288 $173
Franklin Templeton $336 0.6% $150 $188 $113
WisdomTree $80 0.1% N/A N/A N/A
Total $59,242 100.0% $25,428 $31,784 $19,071

©BLOCKDAEMON 2024 ETH REPORT BY BARNS HODGKINS


https://www.sec.gov/Archives/edgar/data/2011535/000113743924000573/fets1022024.htm
https://www.theblock.co/data/crypto-markets/bitcoin-etf

Predicting the potential AUM of upcoming ETH ETFs
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Figure 2 - Predicting the potential AUM of upcoming ETH ETFs

With that understood, it is crucial that issuers and investors alike receive a thorough and
transparent education into what staking is, why token holders partake, and what the key
operational and risk considerations are. This guide seeks to do that - we hope you find it valuable

and welcome any questions.
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THE WHAT

Most digital asset investors have heard of crypto “mining”, the process whereby high-powered
computers solve mathematical problems in order to produce blocks on a proof-of-work (PoW)
blockchain. BTC being the principal example.

However, proof-of-stake (PoS) protocols, and the act of staking, is the main alternative to this.
Rather than deploying energy intensive computers, staking involves committing the PoS token
back onto the chain in order to contribute to the block proposal process and help secure the
network. Different PoS protocols will deploy different staking criteria, but in the case of the
Ethereum network participants who want to become “validators” must commit 32 ETH at a time.
Just as BTC miners will earn rewards for validating blocks, stakers have the opportunity to
generate additional tokens as rewards when pledging their PoS assets. It is this impartial process
that allows distributed ledger technology (DLT) to facilitate peer-to-peer transactions without the
need for a central intermediary.

Despite often being misunderstood as the comparable activities, it is important to clarify from the
outset that crypto staking and crypto lending are not the same. As described above, staking is the
act of pledging your assets to a blockchain network in order to secure its transactions in exchange
for rewards for this support provided. Alternatively, lending involves the holder of a cryptocurrency
agreeing to loan their assets for a given period of time in return for interest payments to
compensate for the counterparty risk and temporary lack of access to their assets. Both staking
and lending can generate passive returns on your digital asset holdings, but their associated risks
and rewards can be markedly different.

THE WHY

Aside from helping to secure the network, staking offers token holders the ability to receive
rewards for helping to secure the protocol as an ongoing revenue stream, which includes
benefiting from any potential token appreciation. Potential token appreciation is part of the reward
incentive provided to help secure the protocol. To use an illustrative example, consider an ETH
fund that launched on the 1st January, 2021, holding 250,000 tokens. Without staking, the fund’s
value will have grown from $328M in 2021 to $912M today, an impressive 178% increase. However,
if the fund had staked its ETH throughout this time period it would now be worth north of $1BN, a
delta of $90M, or 10%, from its non-staking counterpart (Figure 3).
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Portfolio Value with no Staking == Portfolic Value with Staking Cumulative rewards

$1,200,000,000 $90,000,000

$1,100,000,000
$80,000,000
$1,000,000,000
$70,000,000
$900,000,000

$800,000,000 $60,000,000

$700,000,000
$50,000,000
$600,000,000

$40,000,000
$500,000,000

Portfolio Value (USD)

$400,000,000 $30,000,000

Cumulative rewards (USD)

$300,000,000

$20,000,000
$200.000,000
$10,000,000
$100,000,000
50 S0

January  April July  October January April July  October January April July  October January April
2021 2021 2021 2021 2022 2022 2022 2022 2023 2023 2023 2023 2024 2024

Date

January 2021 January 2022 January 2023 January 2024 Present Day

Portfolio Value

$328,747,5600 $672,070, 000 $396, 635,000 $§570, 545,000 $912,032, 500

without Staking

Portfolio Value

. . $330, 048,792 $708,362,167 $454,851,930 $653,041,743 $1,001,547,071
with Staking
Gross $ Difference $1,3101,292 $36,292,167 $58,216,930 $82,496,743 $89,514, 571
% Difference 0% 5% 15% 14% 10%

*Please note: Analysis assumes a historical APR of 5%, as well as a 5% commission rate paid to the staking provider.

Figure 3 - Staking scenario analysis for a 250,000 ETH fund

Experience from the European landscape, where certain ETH funds already stake a portion of their
AUM, has shown that fund managers use these additional returns in a variety of ways. Some pass
the rewards back to the underlying investors, while others have taken the opportunity to reduce
their management fees to 0% and attract inflows this way. Regardless, adding staking to a fund’s
prospectus provides managers a way to differentiate themselves from other offerings in what is
becoming a very competitive and commoditized market.
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» Validators are not added to the activation queue until the delegator deposits the minimum
stake.

« Validators are part of the blockchain Network, acting as shared infrastructure for batching
and validating transactions which form the next block in the chain. The Delegators stake or
delegate their tokens to the validators but never lose custody or control of their assets.

e The Staking Provider’s public address acts as an identity on the Network.

» Rewards are determined and distributed by the blockchain Network on a normal cadence
(usually once per epoch - or validation of a new block) to the Delegators directly from the
Network.

 How Rewards are determined varies per Network, however factors normally include:

» The Validator’s performance (block production, signing).
e Proportion of tokens staked compared to the entire Network.
» Proportion of tokens staked compared to total on specific Validator.

3. Off-chain actions:
» The Staking Provider invoices Delegators monthly for the Commission Fee as a percentage
of Rewards earned or a flat USD fee, for operating the validator.

4. Exit:

« The Staking Provider provides unsigned exit transactions to the Delegator to exit validators.
The Delegator exits their validator through a supported Ul or directly with the Network
through smart contracts and the exit transaction provided.

+ When this is done, the validators enter the withdrawal queue, queue length is determined
by the Network given only a certain number of Validators can exit per epoch.

* The principal stake and any earned rewards are made available to the Withdrawal address
set after the withdrawal sweep.

CUSTODIAL STAKING

Services Staking Widget Staking Integration API Reporting API
ETH Staker Click to “Stake” in Ul —‘ Sign transaction
L [&]
Qualified ETH in staker's Request delegation Display transaction in Request broadcast of Display rewards
Custodian custodial wallet to validator Ul for signing signed transation report

Blockdaemon
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Figure 5

: Custodial Staking Flow
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