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[J That15% APY on your liquidity pool? It's probably closer to 7%. That 4.5% yield on Aave? After adjusting for smart contract risk, it's around
3%.



SECTION1

The Problem: A Missing Risk Framework

After 2008, traditional finance developed XVA — a suite of valuation adjustments (CVA, DVA, FVA, KVA, MVA) that capture the real costs embedded in
derivatives: counterparty credit risk, funding costs, capital requirements. Today, every major bank has an XVA desk. These adjustments materially
impact pricing and P&L.

Crypto derivatives now exceed $1 trillion in monthly volume. Yet there is no equivalent framework for the risks unique to digital assets:

Smart Contract Exploits Oracle Manipulation

Code vulnerabilities and governance attacks leading to catastrophic Price feed manipulation, latency, and oracle provider concentration
loss events risk

Bridge Failures Liquidity Regime Shifts

Cross-chain infrastructure vulnerabilities with outsized notional Sudden, catastrophic liquidity evaporation with no TradFi equivalent
exposure

The result: institutions are flying blind on risk-adjusted returns.
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SECTION 2

Introducing Crypto XVA

The Crypto XVA framework extends XVA methodology to digital assets. It introduces novel adjustment categories across two tiers: protocol-level risks

and asset-level risks.

SCVA — Smart Contract Valuation Adjustment

The expected loss from code vulnerabilities, upgrade risks, and
governance attacks. Calibrated using historical exploit data and DeFi
insurance pricing.

e Ronin Network: $625M

e  Wormhole: $320M

e Euler Finance: $197M

These exploits demonstrate that SCVA represents a quantifiable,
historically documented source of loss.

OVA — Oracle Valuation Adjustment

The expected loss from price feed manipulation, latency, and oracle
provider concentration. The Mango Markets exploit ($117M) was
executed entirely through oracle price manipulation — a risk category
absent from all existing DeFi risk tools.

LRVA — Liquidity Regime Valuation Adjustment

The expected cost of venue fragmentation, 24/7 market dynamics, and
stress liquidity events. The Terra/LUNA collapse demonstrated that DeFi
liquidity can vanish within hours in ways that have no TradFi equivalent
for asset classes of comparable institutional footprint.



The Duration Bifurcation

The most important analytical insight in the framework is that DeFi instruments divide into two mathematically distinct classes based on their
relationship with time.

Class | — Duration-Bearing Class Il — Instantaneous

Treatment: time-integrated expected loss Treatment: probability-weighted expected loss at execution
e Perpetual swaps e DEX spot swaps

e LP positions (AMM) e Cross-chain bridge transfers

* DeFilending deposits e Atomic settlement transactions

Conflating these two categories produces analytically incoherent results. Separating them yields tractable mathematics and clean commercial
communication.
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SECTION 4

The Numbers: Crypto XVA Across Five Instrument Types

The following calculations apply the framework to five canonical DeFi instruments. Hazard rates are calibrated to DeFi insurance protocol pricing and

historical exploit data.

Position Notional Duration Crypto XVA
DEX Spot Swap $30,000 12 seconds $0.49
Perpetual Swap $500,000 30 days $1134

DeFi Lending (Aave) $1,000,000 90 days $3,699

LP Position $200,000 60 days $1,020
Bridge Transfer $5,000,000 7 days $4,562

Annual Impact

Negligible

~9.2% ann.

~1.5% ann.

~31% ann.

9.1 bps/transfer

Primary Driver

SCVA

SCVA + LRVA

SCVA

SCVA + LRVA

BRVA

[J The DeFilending example is instructive. A $1M deposit in Aave V3 for 90 days carries a headline APY of 4.5% - producing a 90-day yield of
$11,096. After deducting Crypto XVA of $3,699, the risk-adjusted yield falls to $7,397, an effective APY of 3.0%. Compared against a 3-month
US Treasury bill at 4.8% with near-zero XVA, the Aave deposit underperforms on a risk-adjusted basis despite the higher headline rate.



The Smart Contract XVA Paradox

A common claim in DeFi is that smart contracts eliminate counterparty risk through pre-funding and deterministic settlement. This argument is
technically correct but analytically incomplete in a way that is precarious for practitioners.

DeFi does not eliminate counterparty risk. It replaces human default risk with code execution risk and governance capture risk. Whether this
substitution is favorable depends on specific protocol characteristics, not on a general property of smart contracts.

Battle-Tested Protocols Newer or More Complex Protocols

Aave, Uniswap, Compound SCVA can substantially exceed the CVA it replaces.

SCVA may be lower than the CVA on an equivalent uncollateralized Smart contracts eliminate traditional CVA, but introduce SCVA, OVA,
bilateral exposure. and governance risk in its place. The net effect on total valuation

adjustment is an empirical question.
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SECTION 6

Risk-Adjusted Yield: Inverting the Rankings

The most direct commercial application of Crypto XVA for treasury managers is a risk-adjusted yield comparison. The table below demonstrates how

the framework transforms investment rankings.

Opportunity Headline APY
USDT (Tron chain) 5.20%

USDC (Aave V3) 4.85%
PYUSD (Solana) 510%
Uniswap LP ETH/USDC 15.00%

US T-Bill (3-month) 4.80%
Money Market Fund 4.60%

Total Crypto XVA Adjusted APY
1M1 bps (SVA + LCVA) 4.09%

—-67 bps (SCVA + SVA) 418%

-47 bps (SCVA + SVA) 4.63%

-310 bps (SCVA+LRVA+IL) 11.90%

-5 bps 4.75%

-5 bps (COLVA only) 4.55%

vs. T-Bill

-0.66%

-0.57%

-0.12%

+715%

benchmark

-0.20%

The inversion of apparent rankings is precisely what XVA was designed to produce. USDT's 5.20% headline yield, net of elevated SVA and LCVA
charges, underperforms the traditional money market fund. The Uniswap LP position's 15% headline yield, after SCVA, LRVA, and impermanent loss,
falls to approximately 11.9% - still attractive, but now comparable on a properly adjusted basis.
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What This Means for Institutions

Crypto XVA has immediate practical implications across three domains:

all]

For Trading Desks

Position-level P&L attribution that shows
the true economics of a book, not just
headline returns. XVA charges can be
allocated to individual positions, enabling
accurate comparison between DeFi and
TradFi exposures on a single risk-adjusted
basis.

)

For Treasury

A yield comparison framework that enables
genuine comparison between DeFi
opportunities and traditional alternatives.
The worked examples demonstrate that
adjustments are material at institutional
scales: the 90-day Aave deposit's risk-
adjusted yield of 3.0% versus a headline of
4.5% is not a rounding error.
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For Risk Committees

A framework that speaks the language
boards and regulators already understand.
Crypto XVA aligns directly with the exit-
price measurement and market-participant
assumption requirements of ASC 820 (US
GAAP) and IFRS 13, providing the technical
basis for compliant digital asset fair-value
disclosure.



Continuing the Work

| am developing this framework further, including:

01 02

Empirical Calibration Hedging Strategies

Using historical exploit data to sharpen hazard rate estimates across For crypto-specific XVA components, including DeFi insurance and
protocol categories structured overlays

03 04

Integration Approaches Regulatory Treatment

For firms running both TradFi and DeFi books on a unified risk-adjusted Under evolving Basel standards and digital asset disclosure requirements
basis

Getin Touch About the Author

If you are working on similar problems, or if your institution is grappling with David Martin Author, Crypto XVA™ Framework

how to price crypto risk properly, | would welcome the conversation.
March 2026

A full working paper with detailed methodology, mathematical foundations, and
implementation guidance is available on request.

Request the Working Paper
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