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About Bitcoin Cash

Summary

e On August 01, 2017 a new blockchain asset called Bitcoin
Cash (BCH) was created through launching a new,
modified version of the Bitcoin (BTC) code

» Holders of Bitcoin on August 01, 2017, received one

Creating new Crypto Assets

One of the features of the current era of a digital revolution in
financial services is the constant creation of new blockchain as-
sets. There are currently over one thousand blockchain assets,
including cryptocurrencies used as payment mechanisms or
as storage of value, and digital investment tokens designed to
fund new ventures. As the world of decentralised finance finds
ever more potential uses for the blockchain technology, many
more new blockchain assets are expected to be created. All of
these assets are designed to serve a specific economic purpose.

The main categories of use are:

» storage of value

e payment mechanism

» commoditised computing power

o entitlement to certain rights (much like a stock or a bond)

Some offer these features in combination, and each has sub-
categories that certain blockchain assets have been specifi-
cally created for.

Sometimes a new blockchain asset is created to compete with the
existing one, serving a similar purpose by taking a new approach
to constructing the code (often intended to improve a perceived
deficiency of the existing offering). Sometimes a new use is found
for an existing blockchain asset by slightly modifying the code.
The creation of Bitcoin Cash falls into the latter category.

Currently, Bitcoin is used primarily for storage of value - an
investment. As its popularity and adoption have grown, there
has been a growing agreement across the Bitcoin community
to address the limitations of the code with regard to the vol-
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Bitcoin Cash for each Bitcoin held, much like as in the
case of a share spin off

« As with all new blockchain assets, it remains to be seen
whether Bitcoin Cash will be successful

ume of transactions it is able to handle. Upgrades to the code
have already been approved by the majority of the Bitcoin
community. However, some felt that these changes would sim-
ply allow the network to handle a greater number of invest-
ment transactions as the popularity and market capitalisation
of Bitcoin grows, but the changes are not sufficient to support
the volume of transactions that would allow Bitcoin to become
a widely used payment mechanism. From this disagreement on
the direction that the Bitcoin project should take, Bitcoin Cash
was born - a new cryptocurrency built to be able to handle a
large volume of small transactions, making it suitable for ordi-
nary day-to-day use as a tool for payments.

What is Bitcoin Cash and how does it differ from Bitcoin?

Some of the Bitcoin community believed that the objective
of making the code much more transaction friendly can be
achieved through significantly increasing the maximum size of
a block (from 1Mb to 8Mb). Bitcoin Cash was created to imple-
ment this technological change.

As Bitcoin itself has been seeking to solve the problem of limi-
tations on the volume of transactions, the consensus view of a
majority of the Bitcoin community has been to take a different
approach: to segregate parts of the transaction data from the
block and thus enable more transactions to be placed on a
single block. This makes Bitcoin transactions faster without
having to increase the block size. (In blockchain terminology,
this is referred to as a Segregated Witness, or SegWit, solu-
tion.) In addition, an agreement was reached to increase the
block sizes slightly in November 2017, from 1Mb to 2Mb (this
latter solution is referred to as SegWit2x.)
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Bitcoin Cash developers believe that these proposals for im-
provements to the Bitcoin code do not go far enough and fast
enough to achieve their objective of Bitcoin becoming a wide-
ly accepted payment method.

Has value been created?

The creation of Bitcoin Cash through awarding each holder of
Bitcoin a new Bitcoin Cash token resulted in a greater com-
bined market capitalisation of the two crypto assets than Bit-
coin’s capitalisation the day before Bitcoin Cash launched.

Market capitalisation of Bitcoin and Bitcoin Cash

= Bitcoin mBitcoin Cash

50 USD 8.5 bn

USD 47.3 bn

USD 44.6 bn

August 1, 2017 August 2, 2017

Source: www.coinmarketcap.com. As per August 02, 2017.

This is not surprising. First of all, a +12% daily move is not
unprecedented in the still relatively illiquid blockchain asset
market.

Secondly, from an investor’s point of view the creation of Bit-
coin Cash can be viewed much like an equity spinoff. A rise
in the combined price of the two shares is common after a
spinoff, as it is perceived that the spun off business will be
able to operate better independently, improving its prospects
and its valuation. There is a parallel here, as by using the
original Bitcoin code, the project can be leveraged to create
two ecosystems, one that might be more suited for capital
preservation and investment uses, and the other more suited
for payments.

Outlook for Bitcoin Cash

After only a few days of the new blockchain asset’s life, it is
too early to predict whether Bitcoin Cash will be met with
wide adoption, and whether it will become a well accepted,
broadly used payment method.

Opportunities

o Bitcoin Cash is built on the well established, well tested
Bitcoin code - an advantage relative to completely new
cryptocurrencies

« Asitis able to handle a greater volume of transactions with
higher speed, it may succeed in achieving broad adoption
as a payment mechanism. The promised lower fees, relia-
ble confirmations, massive scalability may attract a wide
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ecosystem

« There are many reasons why it makes sense for market par-
ticipants to support this new blockchain asset - it is a posi-
tive attempt at finding new and better applications for the
revolutionary blockchain technology

« By giving a new token to the holders of each Bitcoin, Bitcoin
Cash instantly achieved a wide distribution

e Although many recipients of the new coin are likely to be
initially skeptical or agnostic, and thus likely sellers, the
price rallied significantly in the early days - although this is
on low volume, it is nonetheless an encouraging sign

« Bitcoin Cash has had the third or fourth largest market cap-
italisation amongst cryptocurrencies soon after its launch.
If it stays on such a level, it is a candidate for inclusion in
cryptocurrency tracker funds and indices, which might pro-
vide significant flow of funds support

Risks

e There has been a lack of support from some of the ma-
jor exchanges. This is sometimes ideologically motivated,
sometimes a ‘wait and see’ approach

« Some have not been able to access their Bitcoin Cash hold-
ings yet (including some exchanges delaying access until as
late as January 2018), resulting in potential selling pressure
from unwilling holders for still some time

« Trading has been very illiquid so far, which also means that
the traded prices are not a strong indication of how well
the new asset has been received

« There are not many Bitcoin Cash wallets as yet

« There is some concern that the change in protocol has not
gone through sufficient review and testing, creating poten-
tial technological risks for the first few months at least

o The community maintaining the Bitcoin Cash blockchain
and developing its software is relatively small, making Bit-
coin Cash dependent on fewer key players than the wider
Bitcoin system. This may of course change in future, but
until it does, it limits the prospects

« There is an ideological resistance to Bitcoin Cash amongst
many members in the Bitcoin community

« There are other cryptocurrencies already in existence that
were designed specifically to process large payment vol-
umes at a high speed. It remains to be seen how Bitcoin
Cash will compete against these in the future

Ultimately, if a few major market participants embrace Bit-
coin Cash, it can quickly create a virtuous cycle and a strong
uptrend in the price. It is worth considering that the prospect
of Bitcoin Cash overtaking Bitcoin at some point in the future
is also a possibility, although there is no indication of this hap-
pening as yet.
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DISCLAIMER This document was published by the CIO Office of Falcon Private Bank Ltd., Zurich. This document has been prepared solely for information purposes and for the use of the recip-
ient. The distribution of this document as well as certain services and products are subject to legal restrictions and cannot be provided worldwide on an unrestricted basis. All information
and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but we make no representations or warranties, expressed or implied, as to its
completeness and accuracy. Opinions do not imply a recommendation by Falcon Private Bank Ltd. Certain information may contain forecasts, prognosis and other future statements; they do
not represent any actual result and are mainly based on theoretical assumptions, which are retroactively applied on historical financial information. Forecasts and estimates are current only
as of the date of this publication and may change without notice. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different
results. Any transaction should be considered only if you are fully aware of the risks involved and are in a position to bear any financial losses. Before making any investment decisions, you
should consult your own financial, legal, business, tax and other advisors. The development of the values mentioned in this document originates in the past. Past performance is no reliable
indicator or guarantee for future performance. The information used in this document has been provided as a general market commentary only and does not constitute an offer of or an
invitation to any person to buy or sell any product, or make any kind of investment. © 2017 Falcon Private Bank Ltd. All rights reserved.
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