Why Crypto XVA Is Even More Critical for
Tokenized Assets

While stablecoins require robust XVA frameworks to manage depeg risk and issuer credit exposure, tokenized assets introduce
exponentially greater complexity. The multi-dimensional risk architecture, path-dependent valuation challenges, and
compositional uncertainty inherent in tokenized assets elevate XVA from a useful risk tool to an essential foundation for proper

pricing and risk management in decentralized finance.
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Stablecoins vs. Tokenized Assets: Risk Surface
Complexity

Stablecoins Tokenized Assets

Stablecoins present a concentrated risk profile focused on a Tokenized assets inherit a cascading hierarchy of

single objective: maintaining the peg to fiat currency. The risk independent yet interconnected risk layers, each requiring
vectors are well-defined and measurable. distinct valuation adjustments.

e |ssuer creditworthiness and reserve transparency e Underlying asset market and credit risk

e Reserve asset quality and composition e Tokenization wrapper smart contract risk

e On-chain liquidity depth across venues e Settlement rail infrastructure dependencies

e Depeg probability under stress scenarios e Cross-chain bridge security and latency

e Redemption mechanism efficiency and constraints e Oracle feed accuracy and manipulation resistance

This constitutes one unified risk surface centered on peg 2 DEL COILEIEL 05/ EXECULEN Ml

stability. e Fragmented liquidity across heterogeneous venues

This demands compositional XVA — not singular valuation
adjustments.



Basis Risk: The Stochastic Gap Stablecoins
Don't Face

Stablecoins operate under a 1:1 redemption assumption with minimal basis risk. Tokenized assets, however, introduce persistent
and dynamic basis risk that requires sophisticated stochastic modeling. This basis manifests across multiple dimensions
simultaneously, creating non-linear path dependencies that traditional risk models fail to capture.

On-Chain Representation

Token state and smart contract valuation lag

Off-Chain Underlying

Real-world asset market price and settlement

Liquidity Venues

Cross-venue price discovery and execution spread

Settlement Timing

T+0 on-chain vs. T+2 traditional settlement

Oracle Updates

Frequency, latency, and data source divergence

Each basis component exhibits stochastic behavior with unique volatility profiles and correlation structures. XVA frameworks
quantify these gaps with precision, enabling accurate fair-value determination under FASB and IFRS standards.
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Multi-Rail Infrastructure Creates Rail-Specific
Valuation

Single settlement chain (§> Q%o Multiple chains
AN

tablecoin Tokenize
S Assets

_%_ Bridges, custodians,
oracles

Uniform settlement rules
K

Stablecoins predominantly operate on a limited set of primary chains with relatively uniform settlement characteristics.
Tokenized assets, by contrast, exist across a heterogeneous infrastructure landscape where each rail introduces distinct
operational and valuation parameters. This fragmentation necessitates rail-specific XVA calculations that account for latency
differentials, failure mode probabilities, liquidity depth variations, gas cost dynamics, and oracle reliability metrics unique to each
pathway.
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Non-Fungible Liquidity and Compositional
Valuation Adjustments

Unlike stablecoins, which maintain relative fungibility across decentralized exchanges and lending protocols, tokenized assets
exhibit profound non-fungibility that compounds valuation complexity. A tokenized Treasury bill on Ethereum is fundamentally
distinct from the same security on Polygon or Avalanche, even when issued by identical custodians.

4 N
Liquidity Fragmentation VA Bridge Risk VA
Venue-specific depth and spread adjustments accounting Security vulnerabilities, lock-up periods, and capital
for isolated liquidity pools and cross-chain arbitrage efficiency costs associated with cross-chain asset transfer
barriers mechanisms
. J
s D
Oracle Divergence VA Execution Slippage VA
Price feed discrepancies arising from different data Market impact and timing risk specific to thin order books
sources, update frequencies, and aggregation and fragmented liquidity across multiple venues
methodologies
(U D2 )

Stablecoins rarely exhibit this degree of valuation complexity, as their fungibility assumption generally holds across venues and
chains.
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Fair-Value Accounting Requirements and

Reflexive Tail Risk
Regulatory Compliance Through XVA

Stablecoins often qualify as cash equivalents on institutional balance sheets, avoiding mark-to-market requirements. Tokenized
assets demand rigorous fair-value accounting under ASC 820 and IFRS 13, making XVA a compliance necessity.
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Mark-to-Market Valuation Fair-Value Hierarchy Methodology Disclosure

Daily fair value determination using Classification Transparent documentation of valuation
observable inputs Level 1, 2, or 3 designation based on techniques and assumptions

input observability
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Risk-Adjusted Pricing Multi-Layer Contagion Dynamics

Incorporation of credit, liquidity, and operational risk premiums  Tokenized assets amplify reflexive feedback loops beyond
stablecoin depeg scenarios. Oracle latency triggers mispricing
events, which attract arbitrageurs who drain fragmented
liquidity pools. This liquidity stress creates redemption
pressure on custodians, potentially impacting the underlying
asset market itself.

Oracle Lag @;@ Mispricing
7
Market Impact Arbitrage
%
O
Redemption Stress == Liquidity Drain

XVA frameworks uniquely quantify these multi-layer contagion pathways, enabling proactive risk mitigation and capital

allocation.
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o~ CRITICAL INSIGHT

The Definitive Statement

"Stablecoins nheed XVA because of peg risk. Tokenized
assets need XVA because they introduce multi-layer,
path-dependent, compositional risk across the
underlying, the wrapper, the rail, the oracle, and the
liquidity venues."

The risk surface for tokenized assets is an order of magnitude larger than stablecoins. While stablecoins require XVA to manage
concentrated peg stability concerns, tokenized assets demand comprehensive valuation adjustment frameworks to navigate
their inherently complex, multi-dimensional risk architecture. This fundamental difference transforms XVA from a risk
management enhancement into an indispensable foundation for accurate pricing, regulatory compliance, and institutional
adoption of tokenized financial instruments.

7+ 10X 100%

Risk Dimensions Complexity Magnitude Compliance Necessity
Independent valuation adjustment layers Order of magnitude increase in risk Fair-value accounting mandates make
for tokenized assets versus single surface area requiring sophisticated XVA XVA essential for tokenized asset

surface for stablecoins frameworks valuation and reporting
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Tokenized Assets Introduce Multi-Layer
Dependency Chains

Ol

They have layered risk surfaces

List the risk layers:

Underlying asset
Tokenization wrapper
Settlement rail

Bridge

Oracle

Liquidity venues
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They introduce basis risk

The on-chain representation can diverge from:
o the off-chain asset

e other chains

e other wrappers

e oOther custodians

Basis risk is a hallmark of derivatives.

This is structurally similar to how a derivative's value depends

on multiple risk factors.
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They require valuation adjustments

04

They exhibit path-dependence

Just like derivatives need CVA, FVA, KVA, etc., tokenized Reflexive dynamics — oracle lag - mispricing - arbitrage -
assets need:

Bridge Risk VA

Oracle Divergence VA
Execution Slippage VA
Liquidity Fragmentation VA
Wrapper Credit VA

liquidity drain — are classic derivative-style tail risks.
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