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Supply Chain Finance on Provenance Blockchain

Supply chain finance on blockchain can benefit suppliers, lenders and the end
manufacturer (the entity originating the first purchase order). Suppliers improve
access to credit through reduced fraud risk and visibility of linked purchase orders
throughout the supply chain. Lenders keep more capital working throughout the
chain and can tap secondary markets to access liquidity and manage risk. The end
manufacturer can see the health of the supply chain ecosystem, including status of
orders and availability of capital. Provenance, the largest production blockchain in

financial services, is uniquely positioned to deliver these benefits.

About Provenance

Provenance is a production blockchain for the financial ecosystem. Provenance
combines the distributed, trustless and immutable characteristics of blockchain with
the function of a ledger, registry and exchange. Introduced in late 2018, Provenance
has been used by firms such as Jefferies, Figure and Caliber Loans to reduce costs and
improve execution in the loan origination, financing and securitization space. Over $1
billion of assets have been originated, financed and sold on Provenance, with industry

participation and business use cases growing each month.

Reducing Risk

In considering supply chain finance on Provenance, we'll make a simplifying
assumption of three tiers of suppliers, with one supplier in each tier. The initial
purchase order will come from the end manufacturer X (“X"), and we'll refer to each

supplier by their respective tier (e.g., T1, T2, and T3). We'll assume one lender (“Lender”).

Assume X places an order with T1, and as a result of that order, Tl places an order with
T2, and T2 with T3. We'll break each purchase order into two components: the intrinsic
and the dependent. The intrinsic value is the dollar amount of the purchase order that
is value-add from the supplier. The dependent cost is the dollar amount of the
purchase order that comes from the downstream supplier. For example, assume X's
purchase order is for $100. T1 needs inputs worth $75 from T2. The intrinsic value is
$25, and the dependent cost is $75. The last supplier's dollar value — in this case T3 - is

entirely intrinsic value.
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When X places the purchase order, it is done on Provenance. That order is
authenticated, immutable and distributed and cannot be copied (similar to how
Provenance guarantees authenticity for loan documents). As each supplier in the
chain passes orders on, they are booked on the blockchain and linked back to their
predecessor order. This information is available to the supplier and to the lender,

providing two important features to the latter.

First, the lender has certainty as to the authenticity and status of the purchase order
between two suppliers. When a lender finances a purchase order, that order becomes
encumbered by that loan. When a purchase order is delivered, it is designated as
such on Provenance. There is minimal risk that a supplier is financing the same

purchase order across more than one lender or financing an expired purchase order.

Second, a lender can see the entire chain of purchase orders, knowing that there are
payments that will make their way to any individual supplier no matter how far deep
they are in the supply chain. The lender can also see how much of the purchase order
is intrinsic versus dependent. This shifts a portion of the credit risk from the supplier
to the upstream chain, ultimately ending with the end manufacturer, who likely is the

strongest credit in the chain.
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Financing the Chain
Having visibility of the entire chain not only reduces risk, it also allows for the lender to
deploy more capital. Consider the following scenario, where X issues a purchase order

of $100 to T

Period Intrinsic Dependent
X $100

TI $25 $75

T2 $25 $50

T3 $50

Each supplier will need to finance both its intrinsic production and its dependent
costs. If we assume there is $5 of profit before interest and $1 of interest from T3 to T2

to T1to X, the financing looks as follows:

Period 1 2 3 4
Intrinsic 20 21 22 23
m Dependent 75 76
Paid -100
20 21 97 -1
Intrinsic 20 21 22
T2 Dependent 50 51
Paid -75
20 71 -2
Intrinsic 45 46
T3 Dependent
Paid -50
45 -4
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Working backwards, in period 1 T3 needs an advance against its $50 intrinsic value
from the purchase order, and T1 and T2 need $20 each to finance their intrinsic
production. When T3 delivers its order to T2, the lender pays T3 the net of $50 due
from T2 and $46 due to the lender, or $4. The lender then rolls that financing into the
$21 ($20 loan plus $1 interest) already extended to T2. This process repeats each period
until X receives its goods and T1 covers its final loan and captures its net profit — in this

case, $1.

The lender has visibility into (and controls a portion of) use of proceeds for each loan
and has visibility into the original credit (X). The lender is also keeping more capital

working than it would lending to a single supplier.

Monitoring Health of the Chain

Using Provenance blockchain, the end manufacturer (X), other suppliers and lenders
have the ability to constantly monitor the health of the overall supply chain
ecosystem. They can see what contracts are outstanding and their status and who

has gotten funding and who needs it, and react accordingly.

Marketplace

Provenance has an established marketplace for the trading of digital assets. Should a
lender wish, they could put their funded or pre-funded obligations on the
marketplace for other investors to purchase. For example, a lender might do this as
goods flow up the supply chain and the risk of lending changes. The lender may
intermediate to the supplier or allow the buyer to displace the lender for servicing

and collection.

Similarly, suppliers have the ability to put their contracts out for bid. A supplier could
entertain financing offers for more than one lender, choosing the most advantageous

terms.
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More Complicated Chains
The process described here scales easily to larger tiers and a greater number of
suppliers per tier. It can also scale to multiple original orders (more than one X) and

work across currencies, even between suppliers.

Risk

The risk in this system is that a supplier breaks the continuity of the chain; they have a
downstream supplier, but they don't represent that purchase order on Provenance.
There are two ways to mitigate this. First, X can dictate that all purchase orders must
be represented on blockchain. X will often have visibility into the reasonableness of a
supplier having or not having a downstream source. Second, banks can limit their
purchase order financing purely to entities on Provenance, where such entities either
show the matching upstream and downstream purchase orders or demonstrate that

they are the end of the chain.
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Contact Info

Provenance Blockchain, Inc.
237 Kearny St. #122

San Francisco, CA 94018

tel: 628-246-1288

For guestions related to the whitepaper or digital equity offering, please contact Jennifer

Mitrenga, Head of Americas, Provenance.io
email: info@provenance.io

tel: 628-236-5830
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Disclaimer

This document and the material provided herein (the “Document”), current as of the date hereof, have been prepared
by Figure Technologies, Inc. and its affiliates (collectively, the “Company”) solely for informational purposes to the
recipient (the “Recipient”). The Document does not constitute an offer to sell or a solicitation of an offer to buy or sell or

a solicitation of an offer to buy or sell any security or to participate in any trading strategy.

THE TRANSACTIONS AND FUNCTIONALITY SET FORTH HEREIN ARE IN THE INITIAL STRUCTURING PHASE AND
THERE MAY BE MATERIAL CHANGES TO THE STRUCTURE AND FUNCTIONALITY PRESENTED.

This Document is not and should not be assumed to be complete and is not intended to be relied upon as the basis
for an investment decision or in its determination to enter into the transactions and structures described. In making
its decision to work with the Company, Recipient must rely on their own examination of the merits and risks involved.
The contents herein are not to be construed as legal, financial, business, or tax advice, and each Recipient should
consult its own attorney, business advisor, and tax advisor in order to make an independent determination of the
suitability and legal, financial, business, and tax consequences of participation in any of the transactions and

structures described.

The Company makes no representation or warranty as to the accuracy or completeness of this information and shall
not have any liability for any representations (expressed or implied) regarding information contained in, or for any
omissions from, this document or any other written or oral commmunications transmitted to the recipient in the course
of its determination to participate in any of the transactions or structures described. In addition, this Document may
contain statements that are not historical facts, referred to as “forward looking statements” which are subject to
uncertainty and contingencies outside the Company's control. The actual future results of the Company and the

functionally presented by the Company may differ materially from those suggested by such statements.

All parties should be aware of increasing scrutiny by governmental authorities and regulatory bodies and the potential
for enforcement proceedings against sellers of digital equity, blockchain companies and providers of financial services,

which may affect the structure and functionality presented.

This Document is intended solely for the Recipient hereof. Its content is legally privileged, proprietary and/or
confidential. By accessing or accepting possession of any information in this Document, the recipient agrees that it
will (i) not copy, reproduce, or distribute this Document, in whole or in part, to any person or party (including any
employee of the recipient, other than on a confidential basis and subject to this sentence without the prior written
consent of the Company and (ii) keep permanently confidential all information contained herein that is not already
public. Additionally, by accessing or accepting possession of any information in this Document, the recipient further
agrees that such access or possession is not prohibited or restricted by any applicable laws, regulations or rules in any
applicable jurisdiction, and where any restrictions in relation to possession are applicable, the recipient represents,
warrants and covenants that it will have observed and complied with all such restrictions at its own expense and

without liability to Company.
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