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|| PARTI. INTRODUCTION TO DIGITAL
ASSET RISK AND THE INSURANCE GAP.

1.1 The Rise of Blockchain and Its Risk
Realities
Over the last decade, blockchain technology has



reshaped how value is created, stored, and
transferred. From tokenized real estate and
digital art to decentralized finance protocols
and permissionless custody systems, this
industry has redefined the mechanics of trust
and ownership.

However, the decentralized ethos of the
blockchain comes at a cost. the absence of
traditional risk fail-safes. Unlike conventional
financial systems that rely on institutional
guarantees, the blockchain ecosystem is exposed
to a series of compounded risks:.

*Cybersecurity threats (exchange hacks,
protocol breaches)

*Custodial failure (key mismanagement, theft)
*Regulatory noncompliance (AML/KYC lapses,
token classification issues)

*Smart contract bugs and validator slashing
events

*Reputational damage from rug pulls or DAO



misgovernance

These risks have caused billions in losses—
many of which were uninsured.

1.2 The Traditional Insurance Industry's
Hesitation

Insurance carriers are generally cautious about
underwriting risks in markets they do not fully
understand. Digital assets challenge legacy
actuarial models, valuation methods, and
regulatory consistency. As a result:

*There are few standardized policy wordings for
crypto activities.

*Most underwriters demand rigorous due
diligence before offering capacity.

‘Premiums are either prohibitively expensive or
coverage is extremely limited.

1.3 Why BLOCKCERTFX Took Action
As an institutional custodian and technical



infrastructure provider in the digital asset
space, BLOCKCERTFX TECHNICAL
SOLUTIONS recognized the urgent need to
bridge the insurance gap for its clients. Our
partnership with AON, the world's foremost
risk advisory and insurance brokerage firm,
brings clarity, capacity, and compliance to a
sector in need of formal safeguards.

|\ PART IT: ABOUT THE AON-
BLOCKCERTFX PARTNERSHIP

2.1 The Strategic Rationale

BLOCKCERTEFX s institutional mandate is to
provide secure, scalable, and regulator-ready
services for clients operating in digital finance.
AON complements this mission by offering risk
identification, modeling, and placement services
backed by decades of experience and thousands
of insurance syndicates globally.



2.2 Mutual Objectives

*Develop a custom insurance ecosystem
designed specifically for the digital asset lifecycle
‘Ensure regulatory harmonization across U.S.,
EU, UK, and offshore jurisdictions

*Deliver cyber, crime, and management liability
protection to mitigate business disruption
Elevate trust by integrating insurance-backed
infrastructure into staking, custody, and DelF'i

2.3 AON's Digital Asset Team

Led by cross-border professionals in North
America, Bermuda, and the United Kingdom,
AON's blockchain-focused practice includes:
*Cybersecurity and cloud infrastructure

auditors
‘Crypto-focused actuarial modeling teams

*Legal professionals for D&O/E&O coverage

construction
*Captive solution architects licensed to manage

crypto-holding captives.



|| PART IIT: STRUCTURAL CHALLENGES
IN INSURING DIGITAL ASSETS

“Understanding the Friction Between
Blockchain Innovation and Traditional
Insurance Capacity”

3.1 The Historical Disconnect Between
Innovation and Risk Coverage

The global insurance industry—particularly its
commercial lines—has historically evolved to
support businesses operating within regulated,
centralized, and standardized frameworks.
From maritime shipping to industrial
manufacturing, insurers have relied on
historical loss data, predictable regulatory
environments, and third-party oversight to price
risk accurately.

Blockchain technology, however, upends this



paradigm entirely.

Decentralized networks operate without
intermediaries. Asset custodians may not have
physical vaults but instead control
cryptographic keys. Value can shift through
autonomous code and smart contracts. A single
code exploit or governance failure can cause
financial loss faster than any insurer can
intervene or investigate.

As such, the core underwriting fundamentals
used in traditional finance—such as centralized
control, capital adequacy, and clear legal
jurisdiction—become blurred in blockchain
ecosystems.

3.2 Market Friction: Why Many Insurers Avoid
Digital Asset Risk

Despite the increasing institutional adoption of



digital assets, many global insurance carriers
remain reluctant to underwrite risk in the
space. Key reasons include:

@ Lack of Historical Loss Data

Traditional underwriting models rely on
decades of claim history. Blockchain-related
risks—especially smart contract exploits,
validator slashing, and bridge protocol breaches
—lack sufficient time-series data to generate
accurate premium indexes.

@ Unclear Regulatory Environment

Jurisdictional fragmentation makes
compliance verification difficult.

Is a DAO governed by the laws of its token
holders?

*Does staking yield constitute a security or
interest-bearing product?

*Should hot wallet custodians be licensed



financial institutions?

Insurers hesitate when the legal environment is
uncertain—especially when indemnity may be
disputed post-loss.

® Complexity of Technical Review

Smart contracts, multi-sig wallets, zero-
knowledge proofs, validator consensus
mechanisms—all of these require deep technical
fluency. Few insurance companies have in-
house expertise to analyze blockchain
infrastructure or DeF'i mechanics adequately.

@ Fraud Concerns and Reputation Risk

Crypto scams, rug pulls, and unsanctioned
token offerings continue to dominate
mainstream news. Insurers are highly sensitive
to reputational risk. Many prefer to avoid the



entire sector rather than risk association with
potential misconduct.

3.3 High Premiums, Low Capacity: The
Current Reality

Where insurance for digital asset businesses is
available, it often comes at a cost that reflects
the perceived risk—not necessarily the actual
exposure.

*Crime insurance for custodians can demand
premiums as high as 2.5—4% of limits
requested.

*D&O policies for blockchain firms often carry
retentions of $1 million+ and limited payout
caps.

*Cyber coverage is frequently denied if the
applicant lacks proven disaster recovery, key
segregation, or multi-party control
infrastructure.



Moreover, underwriting syndicates are few.
Most capacity comes from a small group of
London-based underwriters at Lloyd's or a few
Bermuda-based reinsurers with specialized
exposure. This makes competition scarce and
terms inflexible—especially for emerging
companies or startups.

3.4 Regulatory Delays and Compliance
Bottlenecks

Even where a client has solid fundamentals—
secure wallets, audited smart contracts, and a
history of clean operations—regulatory
uncertainty remains a key bottleneck to
coverage.

Examples include:

@ Token Classification Uncertainty
Is the native token of a platform a commodity,



a utility, or a security”? This question affects not
only the platform's regulatory filing obligations
but also its insurability.

In the U.S., the SEC vs. Ripple case illustrates
how regulatory classification can determine the
risk profile and potential exposure of a firm.
*In the EU, the introduction of MiCA (Markets
in Crypto Assets Regulation) will soon provide
more clarity—but insurers may still take time to
adjust underwriting accordingly.

@ KYC/AML Implementation

Firms that lack robust identity verification
processes for users often face exclusions from
cyber and crime insurance. Carriers consider
these firms high risk, particularly when user
Junds can be anonymized, mixed, or routed
through privacy protocols.

@ Licensing and Regulatory Approvals
Some carriers will only issue policies to firms



with licenses from tier-one regulatory bodies—
such as the New York Department of Financial

Services (NYDFS), FINMA, or FCA.

BLOCKCERTEFX, in response, actively guides
its clients through regulatory alignment
consultations, ensuring they are structured in a
way that enhances their insurance eligibility.

3.5 The Capacity Gap: A Quantitative
Hlustration

Let's put the insurance shortfall in perspective.

In 2024, the total value locked (TVL) in DeFi
exceeded $120 billion USD, with over $2.3
trillion in total digital asset market
capitalization. Yet.

*Less than 2% of this market value is believed
to be backed by any form of commercial
insurance.



*Out of 400+ blockchain projects surveyed by
AON in 2023, only 38% had D&O coverage.
*Of those holding custody of third-party assets,
less than 25% had active Crime Insurance.

This discrepancy reveals a market failure—one
that BLOCKCERTFX and AON are now
positioned to address through education,
infrastructure, and underwriting innovation.

3.6 The BLOCKCERTFX-AON Commitment
to Remediation

To address the friction between innovation and
risk transfer, our partnership includes:

w4 Underwriter Education

*Technical onboarding sessions hosted
quarterly by AON's Digital Asset Team.
*Webinars involving security audits, custody
walkthroughs, and staking architecture
explanation.



*Model policy wordings developed jointly with
reinsurers.

w4 Market Capacity Expansion
*Development of blockchain-specific
underwriting pools in Bermuda and London.
*Strategic syndicate access via AON's Global
Broking Centre.

wd Risk Index Modeling

Use of proprietary risk scoring tools to present
clients in a favorable underwriting light.
*Threat landscape modeling for smart contract,
custody, and validator failure.

w4 Captive Integration Pathway

*Enabling clients to build self-insurance
Jrameworks for wallet custody or DeF'
protocols.

Legal templates for captive registration and
multi-jurisdictional filing.



3.7 Summary

The insurance market's current aversion to
blockchain risk is not rooted in hostility—but in
uncertainty. By bridging the gap between
blockchain operational realities and legacy risk
models, BLOCKCERTFX and AON are
creating the infrastructure necessary to.
*Unlock premium coverage for qualified
projects

Standardize risk representation in
underwriting processes

‘Scale capacity access for those buildings in
compliance with best practices

Together, we are reshaping how risk is
measured, shared, and transferred in the
decentralized economy.

|| PART IV - POLICY DESIGN &
PLACEMENT FOR CRYPTO-NATIVE RISKS



“Translating Complex Blockchain Exposures
into Insurable Events”

4.1 The Purpose of Purpose-Built Insurance in
Blockchain

Blockchain enterprises face highly unique
operational vulnerabilities. Unlike traditional
financial institutions, losses often occur without
human error—or due to automated processes
that are not recognized in legacy policy
frameworks. For example:

‘A staking validator may be slashed not for
wrongdoing, but for a misconfigured upgrade.
‘A smart contract might execute a liquidity
drain based on malicious arbitrage logic that
isn't technically “theft.”

‘A DAO governance vote may approve a flawed
contract merge, resulting in loss of protocol
funds.

These events are nuanced, sometimes



borderless, and often involve decentralized
parties. BLOCKCERTFX and AON respond to
this with tailored policy architecture—policies
that recognize the technical realities of Web3
operations and are underwritten based on
infrastructure, compliance, and control
sophistication.

4.2 Overview of the Five Core Insurance
Categories

BLOCKCERTEFX offers its clients tailored
access to five high-priority digital asset

insurance products, designed and negotiated by
AON:'s Digital Asset Team:

A. Crime & Specie Insurance
Purpose:.

Protects against theft, loss, or unauthorized
access to digital assets—whether from internal



actors, external hackers, or system compromise.
Common Triggers:.

*Compromised private keys

*Malicious insider transfers

‘Sim-swaps, phishing, or malware leading to
wallet breach

*Custodial mismanagement (e.g., failure to
secure cold storage)

Key Features:

*Can apply to hot, warm, and cold wallet
systems

*Incorporates third-party custody (e.g.,
Fireblocks, BitGo)

‘Supports institutional multiparty computation
(MPC) setups

‘May require audited custody protocols or
proof of air-gapped storage

Insurable Limits & Conditions:.
*Common limits range from $1 million to $500



million

*Premiums between 2%—4% of limit, depending
on security layers

Often, it requires penetration testing and multi-
signature wallet evidence

B. Cyber Liability Insurance

Purpose:.

Covers costs associated with data breaches,
cyberattacks, and operational shutdowns
caused by malicious actors or accidental
exposures.

Common Triggers:.

*Ransomware deployment across exchange
Jfront-end

*DDoS attacks on smart contract hosting
services

*Data breaches involving KYC information of
exchange clients



*Unpatched APIs leading to unauthorized
system access

Key Features:.

*Includes coverage for third-party claims and
regulatory fines

‘Business interruption payouts for downtime
*Incident response team funding

*Identity protection & notification costs for
affected users

Insurable Limits & Conditions:

*Coverage from $5M—$250M depending on
revenue and region

*Discounts applied for ISO/NIST/SOC 2
compliance

Often excludes untested or unaudited
protocols.

Directors & Officers D&O Liability Insurance
Purpose:.



Protects executives, board members, and
advisors from lawsuits or regulatory claims

related to management decisions, token sales,
or investor disputes.

Common Triggers:

Shareholder lawsuits after a token's market
collapse

‘Misstatements in offering documentation
‘Regulatory enforcement (e 2., SEC
investigations)

*Personal exposure for governance missteps

Key Features:

‘Covers legal fees, settlements, judgments
*Can be extended to include DAO governance
leads or multisig signers

‘Reputation management provisions are
available

*Option for Side A/B/C limits



Insurable Limits & Conditions:
*Entry-level coverage from $1M—-$10M

‘Required for most institutional capital raises
*Premiums from $30,000—$120,000 annually

D. Errors & Omissions (E&O) / Professional
Indemnity Insurance

Purpose:.

Protects service providers from liability due to
coding errors, smart contract flaws, advisory
mistakes, or service delivery failure.

Common Triggers:

*Developer pushes flawed code, causing token
loss

*Oracle misconfiguration results in liquidation
cascade

‘Failure to meet uptime SLA for staking clients
DeFi aggregator provides incorrect APY data,
leading to loss



Key Features:

*Includes defense against class actions from
users

‘Often bundled with staking insurance for
validators

‘Applies to dev shops, protocol teams, auditors,
and consultants

*Tailored wordings for cross-chain and bridge
protocols

Insurable Limits & Conditions:

*Typically from $500K to $50M

‘Security audit reports and peer review are
often required

*May exclude unverified open-source forks
E. Validator & Staking Risk Insurance

Purpose:.

Specifically, it covers risks associated with
staking validator operations, delegated proof-of-



stake chains, or staking-as-a-service platforms.

Common Triggers:.

*Network slashing due to downtime or double
Signing

Software upgrade errors that cause penalties
‘Miscommunication between validator and
governance protocol

*Losses from compromised hot keys used in
staking systems

Key Features:

*Can include lost staking rewards

*Covers third-party clients delegating stake to
insured validator

Integrates with Cosmos, Polkadot, Solana,
Ethereum 2.0

*Captures governance and protocol-level
staking failures
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Insurable Limits & Conditions:

*Between $1M—$100M per client pool

*Often paired with business interruption cover
‘Requires validator uptime history and
governance participation logs

4.3 How Policies Are Placed: The
BLOCKCERTFX—AON Process

Each policy undergoes a multi-layer placement
cycle between BLOCKCERTFXs internal
compliance advisory team and AON's global
underwriting syndicates:.

|| Step 1: Underwriting Submission Pack
*Business model documentation

*Custody structure (hot/warm/cold wallet
overview)

*Smart contract audit reports

*Regulatory compliance filings (if available)
*Pen test or security audit outcomes



o Step 2. Market Engagement via AON
Global Broking Center (London)

*AON brokers present to top-tier underwriters
at Lloyd's, Munich Re, Hiscox, and others
‘Competitive term negotiation begins

Proprietary capacity pools are tapped if
available

wd Step 3: Policy Binding & Client Onboarding
*Policy is issued with digital copy and
endorsement schedules

‘BLOCKCERTEFX legal team reviews clauses
with client

*Incident response and claims contacts are
formalized

=4 Step 4: Biannual Risk Review

*Mandatory for clients with active staking,
bridge, or custody exposures

‘Adjustments to premiums, limits, or sublimits
made based on threat posture



4.4 Noteworthy Innovations in Policy Design
AON and BLOCKCERTEFX jointly introduced
several innovations to address gaps in legacy
policy frameworks:

*DAO Governance Endorsements — Extending
DR&O to multisig governance structures

‘NFT Warranty Protection — Ensuring
authentic metadata and ownership

*Custody Reinsurance Models — Spread large
custody risks across multiple carriers

*Bridge Protocol Policy Riders — Addressing
oracle and synthetic asset attack vectors.

4.5 Summary

Each policy category offered through
BLOCKCERTFX and AON has been
engineered to serve the real conditions and
risks that decentralized and digital-native
enterprises face. Unlike legacy insurance
products that attempt to stretch old models



across new frontiers, these instruments are built
Jfrom the blockchain outward—incorporating
both the technological infrastructure and the
business logic of the crypto space.

|\ PARTV - REAL-WORLD CASE
STUDIES & CLAIMS SCENARIOS

“Where Theory Meets Impact. When Coverage
Makes the Difference”

In this section, we present a series of real-world
and hypothetical case studies that reflect the
practical application of insurance structures
designed and deployed through the
BLOCKCERTFX—-AON partnership. These
scenarios are drawn from anonymized datasets,
client incidents, and market-wide events that
shaped the underwriting philosophy now used
Jor digital asset risk transfer.



Each case reveals one of two outcomes:.
v Covered Scenario — Where insurance

played a direct role in mitigating financial,
legal, or operational loss.

* X Uncovered or Rejected — Where lack of
coverage or policy exclusions left the enterprise
exposed.

5.1 CASE STUDY 1: Theft from Cold Wallet
Custody

Client Type: Institutional digital asset custodian
Total AUM: $1.2 billion

Assets Impacted. Bitcoin, Ethereum, ERC-20
tokens

Region: North America

Q Incident Overview:

In early 2022, a custodian suffered a $14
million loss due to a rogue employee who
colluded with a third party to gain access to the



firm's cold storage key shards. Despite using
air-gapped devices and a multi-party
computation (MPC) custody model, an
overlooked flaw in internal controls allowed
this internal actor to reconstruct private key
access offsite.

wd Insurance Structure in Place:

Crime & Specie Insurance Limit. $25 million
‘Key Coverage Feature. Loss due to dishonest
employee conduct

*Retention: $1 million

*Payout Timeline: 87 days post-incident after
investigation and validation

Y Takeaway:.
Due to proactive coverage through
BLOCKCERTFX's onboarding program, the
client had declared the MPC structure in its
underwriting pack and underwent a prior
custody audit. This prequalification enabled



seamless claims adjustment and recovery of
93% of net loss.

5.2 CASE STUDY 2: Bridge Protocol Exploit
(Uninsured Loss)

Client Type. Layer-1 blockchain protocol
TVL at time of loss: $650 million
Incident Year: 2022

Region: Asia-Pacific

R Incident Overview:

The bridge protocol suffered a catastrophic
exploit via falsified validator signatures and
replay attacks. The attacker minted $200
million worth of synthetic assets and bridged
them back into Ethereum before collapsing the
entire liquidity stack.

X No Insurance Structure



The protocol.

*Did not have staking slashing or bridge fault
policies

‘Had never performed third-party penetration

testing
*Had no formal business entity (governed by

DAO)

iy Takeaway:
When approached after the loss for retroactive
coverage, the DAQO's governance structure made

it ineligible. The lack of a legal insurable entity
and the technical nature of the failure fell
outside any insurable framework.

BLOCKCERTFX now requires bridge protocols
to undergo claims mapping sessions as part of
pre-underwriting.

5.3 CASE STUDY 3: Smart Contract Bug in
Lending Protocol



Client Type: DeFi protocol offering flash loans
and yield farming

Assets Affected. USDC, ETH

Total Loss: $8.4 million

Region: Europe

R Incident Overview:
A smart contract bug in the liquidity
withdrawal function allowed a malicious actor

to repeatedly redeem the same LP tokens
through a flawed burn condition. The attacker
drained over $8 million before the pool was

frozen.

u Insurance Structure in Place:.
*E&O (Errors & Omissions) Limit: $10 million

‘Security Audit Coverage Endorsement. Yes
*Coverage for Developer Negligence: Yes
Exclusion Applied. None

Y Takeaway:



Because the incident stemmed from verifiable
developer error—not a protocol exploit—the
insurer acknowledged it under the E&QO policy.
The payout covered user restitution, and the
incident resulted in a net increase in TVL due
to public trust in the protocol's preparedness.

5.4 CASE STUDY 4. DAO Treasury
Misappropriation

Client Type: Decentralized Autonomous
Organization (DAO)

Governance. Multisig structure

Region: Global governance, legal wrapper in
Switzerland

Q Incident Overview:
A malicious proposal was passed through DAO
governance that redirected 20% of the treasury
to a third-party address disguised as an
ecosystem grant. While technically valid on-



chain, the action was later revealed to be a
social engineering attack exploiting a dormant
quorum threshold.

XK No Coverage (At Time of Incident)

The DAO:

*Had no D&O insurance or treasury protection
*Did not list proposal review mechanisms in
risk controls

*Had no formal jurisdictional enforcement
route

Y Takeaway:
BLOCKCERTFX now mandates that DAOs
seeking treasury coverage have:

Legal wrappers in insurance-recognized
jurisdictions

Clear governance review triggers

*Opt-in executive coverage for protocol
delegates



5.5 CASE STUDY 5. Ransomware Attack on
CeFi Exchange

Client Type: Centralized exchange
Active Users: 4.7 million

Incident Year: 2023

Region: UAE

R Incident Overview:

The exchange's customer database and cold
wallet rotation systems were encrypted by a
sophisticated ransomware group. Attackers
demanded $12 million in Bitcoin for
decryption keys. The company immediately
activated its business continuity and
compliance response team.

wd Insurance Structure in Place:

*Cyber Liability Policy: $30 million

*Business Interruption Coverage: Included
*Incident Response Support. Activated through



AON's global cyber crisis response team
*Payout Timeline. Advanced payment made

within 14 days for legal costs

Y Takeaway:
Having completed SOC 2 Type II and NIST-
CSF compliance under BLOCKCERTFX's
advisory prior to coverage, the exchange not
only received full reimbursement for losses but
also gained new partnerships from institutional
users citing “insurance maturity” as a reason

for onboarding.

5.6 Observed Patterns in Covered vs.
Uncovered Claims

Incident TypeCoverage AvailabilityPayout
Trigger Conditions

Custody theft (internal) g Crime PolicyProof
of controls + insider designation

Protocol bug (developer error),4
E&ODocumented audit trail + governance



record

Governance abuse via proposal ¥ None (DAO
unmanaged)No legal entity to underwrite
Bridge replay attack ¥ NoneProtocol was
unaudited + unverifiable parties

Exchange ransomwarel 4 Cyber LiabilityPre-
cleared vendor list + KYC rollout + ISO/NIST

5.7 Future-Proofing Claims. BLOCKCERTFX
Strategy

BLOCKCERTFX, in collaboration with AON,
continuously refines its “Claims Optimization
Blueprint”, which includes:

‘bl Mandatory pen test results for high-risk
categories

w4 Policy trigger simulation workshops

*od Custody walkthroughs with reinsurers
‘wd DAO claim pre-mapping

*wd Proof-of-loss playbooks for validators and
oracles



These practices ensure that clients not only
hold policies—but that those policies will
perform under pressure.

5.8 Summary

Claims are the crucible of insurance. The
moment of truth.

BLOCKCERTEFX's goal is not merely to sell
policies—but to engineer recoverable pathways.
Through custom architecture, prequalification,
and proactive defense modeling, clients are
equipped to face the realities of Web3 risk with
the financial backing, legal support, and
reputational resilience that only insurance can
provide.




|| PART VI - JURISDICTIONAL
COMPLIANCE & REGULATORY
ALIGNMENT

“Bridging Policy Enforcement with Cross-
Border Digital Asset Regulation”

6.1 The New Regulatory Landscape for Digital
Assets

As digital asset innovation evolves, so too does
the response from global regulators. From
decentralized finance protocols to centralized
custodians and NFT marketplaces, a new
regulatory layer is emerging across every
jurisdiction—each one with unique demands,
enforcement attitudes, and insurance
implications.

BLOCKCERTFX, in partnership with AON,
ensures that all clients—not only understand—



but comply with relevant regulatory
frameworks. Why? Because insurability is
deeply dependent on compliance. A non-
compliant platform is often considered
uninsurable due to the legal uncertainty it
presents in claims adjudication.

6.2 Global Regulatory Jurisdictions:
Comparative Overview

RegionRegulatory FrameworkKey Insurance
Implications

United StatesSEC, FinCEN, OFAC,
NYDFSRequires KYC/AML adherence, token
classification clarity, executive liability cover
European UnionMiCA (Markets in Crypto
Assets)Licensing needed for issuers, custodians,
exchanges; insurer must understand MiCA risk
class

United KingdomF CA Digital Asset
SandboxRisk classification and registration



under FCA standards; may trigger cyber &
compliance cover

SwitzerlandFINMA Guidance on Crypto
CustodyDAO wrappers must meet code-of-
conduct; insurance on staking and validator
activity encouraged

UAE / DIFCVARA, ADGM, DFSARequires
cyber liability for exchanges; customer asset
segregation is mandatory for underwriting
SingaporeMAS Payment Services ActLicense
required for custody and token facilitation,
E&O cover highly recommended
Cayman/Bermudalnsurance & Virtual Asset
ActsCaptive formation legal, must comply with
asset segregation, solvency, and crypto holding
laws

6.3 Regulatory Triggers That Affect
Insurability

From underwriting perspectives, several



compliance gaps disqualify firms from
insurance:

X No Legal Entity / DAO-only Governance

Many protocols attempt to operate as
decentralized collectives without formal legal
presence. Without a registered entity in a
recognized jurisdiction, they become
uninsurable due to:

*No jurisdiction for claims enforcement

*No regulatory accountability

*No executive signatory to negotiate coverage

BLOCKCERTFX helps DAO-governed
platforms register appropriate legal wrappers
(e.g., Swiss Verein, Cayman Foundation
Company) to access compliant coverage.

X Unclassified or Improperly Disclosed
Tokens



A token classified as a utility in one region may
be seen as a security in another. If a protocol
markets its token incorrectly, it creates policy
voids because:

*D&O and E&O cover may not apply if
issuance was misrepresented

*Insurers may not honor claims involving
illegal sales

*Retrospective regulatory action may trigger
exclusions

BLOCKCERTEFX requires token structure
review and whitepaper compliance checks
before policy application.

XK Lack of AML/KYC Infrastructure

Even for DeFi protocols, insurer appetite
increases significantly when:.

*A KYT (Know Your Transaction) protocol is in
place



*Risk scoring and behavioral analysis tools are
deployed

*Custody providers use identity-based
withdrawal controls

Insurers reward transparency with favorable
premiums and broader coverage.

X Hosting or Participation in Sanctioned

Territories

OFAC, EU Sanctions Directives, and FATF
travel rule guidance prohibit engagement with
blacklisted jurisdictions. Any user, validator, or
contract tied to these locations may:.

Invalidate cyber and crime coverage

‘Expose firm to criminal liability

*Make claim payment legally impossible

BLOCKCERTFX performs automated
screening to ensure geofencing compliance is in



place at the smart contract and API level.

6.4 The BLOCKCERTFX Compliance
Alignment Framework

We help clients navigate regulatory compliance
with a tailored multi-step system.

&) Step 1: Jurisdiction Mapping

*Determine location of core operations,
developers, nodes, and users

*Identify applicable laws and required licenses

% Step 2. Legal & Token Review

‘Audit token mechanics, whitepaper language,
and governance distribution

‘Align staking rewards with financial
instrument disclosures

Q Step 3: Data & Access Control Audit
*Confirm identity protocols for user onboarding



‘Evaluate logging, wallet rotation, and access
segregation

w4 Step 4: Readiness Checklist for Insurance
Onboarding

*AML /CTF declaration

*Entity and domain verification

Security audit history

*Contractual terms of service and disclaimers

6.5 Insurance as a Tool for Regulatory
Favorability

Regulators are increasingly recognizing
insurance as a proxy for good governance.
Holding coverage with AON through
BLOCKCERTFX.

Signals readiness for licensing and registration
‘Shows investor-grade operational integrity
*Provides contingency planning for insolvency,
hacks, or error



Is often required by venture capital and
institutional investors

Example:

In 2023, a BLOCKCERTEFX client received
conditional approval for a MiCA license in

Luxembourg. One requirement?

wd Crime insurance proof of €5M

wd Cyber liability policy endorsed for third-
party breach

wd E&O policy for developer services

The insurer's backing gave the regulator
confidence in operational risk readiness.

6.6 Offshore Structures and Captive Eligibility

BLOCKCERTFX offers clients the ability to
create regulated insurance captives in
Jurisdictions like:



*Cayman Islands
‘Bermuda
‘Labuan

‘Guernsey
*Hawaii (U.S.)

Each jurisdiction has:

-Established crypto asset legislation

*Legal support for segregated portfolio
structures

Regulator tolerance for crypto asset holding in
premium reserves

Clients must meet.

*Minimum capital requirements
*Solvency ratios

*Licensed local director participation

Captives are particularly useful for:
*Custody firms holding >$50M AUM
*Protocols with DAO-based treasury structures



Firms unable to get cost-effective commercial
coverage

6.7 Regulatory Evolution and Adaptive
Coverage

As laws shift, coverage must follow.

BLOCKCERTFX ensures dynamic policy
refresh by:

‘Engaging directly with SEC, FINMA, MAS,
and MiCA committees via AON's legal desk
*Updating policy wordings quarterly based on
enforcement trends

*Maintaining a live compliance risk register for

all onboarded clients

6.8 Summary

Regulatory alignment is no longer optional—it
is the cornerstone of insurability, reputation,



and long-term operability in the blockchain
economy.

Through BLOCKCERTFX's embedded
regulatory intelligence and AON's risk
underwriting discipline, clients are equipped to
operate cross-border, scale with compliance,
and insure with confidence.

Q\ Coming Next. PART VII — Captive
Insurance Structures. Building Internal Risk
Infrastructure

In this section, we'll explore how clients can
design and operate their own self-insurance
vehicles—underwriting validator risk, wallet
theft, treasury losses, and more with
jurisdictional protection and reinsurance
support.




|| PART VII - CAPTIVE INSURANCE
STRUCTURES: BUILDING INTERNAL
RISK INFRASTRUCTURE

“Institutional Self-Insurance for Blockchain
Enterprises”

7.1 What is a Captive Insurance Structure?

A captive insurance company is a licensed
entity formed by a parent organization to
insure its own or its affiliated risks. In essence,
it allows an enterprise to self-insure—to assume
risks internally and manage claims, premiums,
and surplus capital according to specific
business goals.

While traditional insurers pool third-party risk,
captives focus on a single company or a defined
ecosystem. In the digital asset world—where
conventional insurance capacity is limited,



premiums are high, and claims are uncertain—
captives offer flexibility, transparency, and
operational control.

BLOCKCERTFX, in partnership with AON,
provides clients with full access to end-to-end
captive strategy formation, regulatory setup,
and operational support.

7.2 Why Captives Make Sense for Digital Asset
Enterprises

Captives are ideal for:

Use CaseRationale

High-volume custody platformsCoverage limits
in the commercial market are often insufficient
Blockchain protocols with large
treasuriesDAQOs want internal loss control
mechanisms that remain on-chain

DeF'i platforms with recurring risk



eventsRepeat coverage (e 2., smart contract
insurance) becomes prohibitively expensive
Validator networks or node operatorsExposure
is dynamic and requires tailored underwriting
NFT marketplaces & IP issuersLicensing,
authenticity, and metadata risk cannot be
generically insured

7.3 The BLOCKCERTFX—-AON Captive
Formation Process

BLOCKCERTEFX clients can form a captive
insurance company in as little as 120 days,
with full governance, reinsurance linkage, and
regulatory compliance.

"X Step 1: Feasibility Study

‘Review operational losses, insurance gaps, and
insurability

*Determine ideal domicile (Cayman, Bermuda,
Guernsey, Labuan, Hawaii)



Forecast funding requirements and expected
loss ratios

m Step 2. Captive Design

*Determine coverage lines (e.g., crime, cyber,
DRO, validator loss)

Structure board composition and voting rights
(especially for DAOs)

Create risk transfer contracts and reinsurance
agreements

/ Step 3: Regulatory Filing & Licensure
*Draft and submit business plan, actuarial
model, and capital provisions
‘Secure approval from local insurance
commission
*Register directors, registered agent, and legal
counsel

# Step 4: Operationalization
*Issue policies



*Collect internal premiums from protocol
Ireasury or enterprise reserve

*Maintain books under GAAP or IFRS
standards

*Reinvest premium float into stable/regulated
digital assets where permitted

7.4 Example Captive Structures for Blockchain
Businesses

== Case A: Custodian-Owned Captive

A multi-asset digital custodian with $1.5B
AUM faces potential losses of $20M in hot
wallet theft, but no insurer will cover more than

$10M.

Solution:

*Captive issues internal $15M policy
*Reinsures $5M through a Bermuda syndicate
*Premiums are paid annually from operational
revenues



" Case B. DAO Treasury Captive

A decentralized autonomous organization
governs $200M in protocol funds. Governance
votes have previously misallocated treasury

funds.

Solution.

‘Cayman-based foundation forms a captive
Captive underwrites DAO treasury loss or
exploit response

‘Backed by reinsurance agreement tied to
coverage triggers such as proposal fraud or
multisig compromise

0 Case C: Validator Operator Captive
A validator collective operating 400 nodes

across Cosmos, Ethereum, and Solana wants
staking loss protection.



Solution:

‘Labuan captive created to cover slashing and
key compromise

‘Each participating validator pays a premium
*Claims are adjudicated based on uptime logs,
slashing history, and governance participation

7.5 Captive vs. Traditional Insurance: Strategic
Comparison

CriteriaTraditional InsuranceCaptive
Insurance

Premium ControlSet by external
underwriterSet internally based on forecasted
loss exposure

Claims ApprovalManaged externallyManaged
by board or DAO ratified process
Reinsurance AccessIndirectDirect (through
AON or reinsurer of record)

Governance Flexibility LimitedFully



programmable (can be DAO-linked or hybrid)
Asset UtilizationNo premium
reinvestmentCaptive may invest in treasury-
yielding instruments

Legal ComplexityLower upfrontHigher (but
customizable and sovereign)

7.6 Regulatory Considerations & Domicile
Options

BLOCKCERTFX supports captive formation in

the most crypto-forward, insurance-licensed
jurisdictions globally

JurisdictionAdvantages

Cayman IslandsPremier crypto-regulated
offshore zone, permits digital asset investment
BermudaAdvanced reinsurance market, direct
access to AON underwriting pools
GuernseyStrong data protection, EU-aligned
solvency standards



Labuan (Malaysia)Sharia-compliant
optionality, regional access to Asia-Pacific
clients

Hawaii (USA)U.S .-based compliance for

clients needing federal alignment

Each domicile offers specific regulatory
solvency requirements, typically including:
*Minimum capital (varies $100K to $1M)
*Local director requirement

‘Annual actuarial audit

*Reinsurance treaty documentation (optional
but encouraged)

7.7 Crypto-Backed Captives. The AON
Regulatory Milestone

AON is the only global broker to have secured
approval for a captive to hold cryptocurrency
on balance sheet as an investment class hedge.
This enables:



*Premium reserves in stablecoins or
treasurified crypto assets

*Token-denominated policies (e.g., ETH-
denominated staking insurance)
*DAO-operated surplus allocation (governance
treasury staking yields)

BLOCKCERTFX clients gain access to this
capability through our Cayman and Bermuda
compliant frameworks.

7.8 Beyond Captives. Structured Reinsurance &
Pools

For clients that:

*Cannot form their own capftive
‘Seek broader shared protections
‘Operate under DAQO-only structures

BLOCKCERTEFX enables structured access to:
*Mutual reinsurance pools for slashing risks



*NFT authenticity protection pools
underwritten collectively

*Protocol-wide business interruption covers
shared across DeFi ecosystems

These are governed by smart contract enforced
conditions, with AON administering the
traditional reinsurance mechanics on the

backend.

7.9 Summary
Captives represent the next evolution in self-
sovereign insurance for the digital age.

For blockchain firms with real risk, consistent
operations, and treasury capital, captives
enable:

*Cost-effective protection

Jurisdictional insulation

*DAQ-integrated governance

*Yield-bearing risk reserves



In partnership with AON, BLOCKCERTFX
provides the legal, actuarial, operational, and
strategic foundation necessary to make
enterprise-grade captives a reality in the crypto
space.

| PART IX - CLAIMS LIFECYCLE,
LEGAL SUPPORT & POST-BREACH
RECOVERY

“From Incident to Indemnification: Navigating
the Aftermath with BLOCKCERTFX & AON"

9.1 Introduction. The Reality of Blockchain
Incidents

Even with the most advanced technical and
security posture, no digital asset enterprise is
immune to risk. Smart contract exploits,
phishing attacks, governance manipulation,
and validator failure are not hypothetical—they



are recurring events in this industry.

The value of insurance is not only in obtaining
the policy but in the response when the worst
happens. BLOCKCERTFX and AON have
built a multijurisdictional claims system that
supports clients from the moment of breach
through full legal settlement, payout, and
restoration.

9.2 The Digital Asset Claims Lifecycle — Key
Stages

W Stage 1: Incident Detection

Trigger: A material event occurs (e.g., hack,
protocol loss, executive liability lawsuit).
BLOCKCERTFX guides the client to:

Lock down affected systems or assets

*Notify all stakeholders as required by law (e.g.,
GDPR, CCPA, MiCA)



*Initiate log collection and forensics

(> Time-sensitive: Most policies require
incident reporting within 24—72 hours.

% Stage 2. Claim Notification & Filing
*AON's Claims Practice Group prepares
official notice to insurer(s)

*Claim packet includes:.

Proof of loss

Logs and transaction hashes

‘Contract of insurance and relevant addenda
*Legal notice (if relevant)

*Regulatory communications (if issued)
Clients can file via:

*AON client dashboard (encrypted claim portal)
*Direct email to Claims Liaison Officer
*Legal counsel if pre-engaged

“D Stage 3: Legal & Technical Review



AON Legal Team:

Assesses whether claim is within scope
*Confirms jurisdiction, applicable exclusions,
and fiduciary implications

‘Advises client on whether to engage external
counsel or arbitration body

BLOCKCERTFX Technical Desk:

‘Supports forensic validation of event

*Helps reconstruct smart contract behavior (if
needed)

*Correlates exploit path with insured peril
definition

il Stage 4: Claims Adjustment and Negotiation
*AON negotiates directly with insurer and
reinsurer

For multi-policy or syndicated covers, the lead
underwriter is engaged first

*Partial advance payment may be issued if
financial continuity is at risk (especially in



hacks exceeding $5M)

Average timeframe:

Claim SizeTime to DecisionTime to Payment
<$250K —15 business days30 days
$250K—$2M15-30 business days45—60 days

>$2M or complexd5+ business days Variable

wd Stage 5: Resolution & Indemnification
Once claim is approved.

*Payment is made directly to client, in fiat or
designated stablecoin (per policy language)
*Policy is reviewed and amended if needed
‘Additional cover may be recommended if
exposure has increased

BLOCKCERTFX documents entire process for
internal governance or external audit purposes.
9.3 Smart Contract Claim Scenarios — Unique
Considerations

Insurance for smart contract environments



demands distinct handling:

ScenarioKey Claim Requirements
Reentrancy HackContract audit pre/post, tx
history, dev statements

Governance ExploitSnapshot logs, proposal
history, signer details

Token Bridge FailureChain of custody of
tokens, confirmation timestamps

Slashing Penalty (Staking)Validator logbook,
uptime records, slashing code

NFT Metadata BreachHosting logs, smart
contract URI validation

AON and BLOCKCERTFX maintain a web3-
native technical response desk to assist with
these submissions.

9.4 Legal Support & Dispute Management

Some claims may lead to.
‘Regulatory investigation



*Litigation (e.g., investor lawsuits)
*Denial of coverage or exclusion disputes

AON's integrated legal unit:

‘Supports pre-claim wording interpretation
*Negotiates with carriers when exclusions are
contested

*Provides arbitration and settlement guidance

under ICC, JAMS, or Bermuda Form clauses

BLOCKCERTFX ensures:.

*Client's interests remain aligned through every
layer

External counsel is crypto-competent and
jurisdictionally suitable

*Legal privilege is preserved throughout the
claim

9.5 Crisis Communications & Reputation
Management

After a breach, especially in a public



blockchain environment, reputational damage
can exceed financial loss.

As part of post-breach response:

‘AON offers PR crisis support
*‘BLOCKCERTFX can draft investor and user
updates

‘Optional. insurance for reputational fallout,
covering.

*Decline in token value

*User withdrawals

*Legal disclosure costs

9.6 Claim Denial Scenarios & Preventive
Structuring

X Common Reasons for Denied Claims:
*Undisclosed prior breach

“Ineligible jurisdiction

*Breach caused by excluded activity (e.g.,
insider fraud)



*Technical misclassification (e.g., DAO not
being a legal entity)

‘Inadequate logs or lack of third-party audit

wd Prevention Strategies:
*Maintain a “Claim-Ready Protocol Posture”

*Periodic review of all policy documents
*Use BLOCKCERTFX compliance templates
during onboarding

Log and timestamp all major decisions, votes,
and contract deployments

9.7 Restoration Services & Post-Breach
Architecture

After successful indemnification,
BLOCKCERTFX offers recovery support
including:

*Smart contract patching or upgrade

*Treasury rebalancing and governance
safeguards



*Migration planning (e.g., from vulnerable
bridge to LayerZero)

*Token relaunch advisory (with investor refund
mechanisms if needed)

9.8 Summary

The strength of a risk management partner is
not seen during good times, but in the hours
and days following a crisis. With
BLOCKCERTFX and AON, clients receive:.
Legal shielding

*Smart contract forensic support
*Regulatory-ready documentation

*Payout acceleration

Long-term resilience building

In the decentralized economy, response time
and clarity are everything—and our combined
framework ensures you re never facmg it alone.




