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Although the FTX/Sam Bankman-Fried trial comes with the glossy veneer of
cryptocurrencies, hedge funds, and market-making, the actual alleged crimes are pretty
straightforward. If you are a bank or a brokerage, you have some ability to utilize customer
deposits as more than a custodian'. If you are just an exchange, you cannot. And if you are
an exchange, your biggest liquidity provider being a hedge fund that you have a stake in is
a severe conflict of interest. Without strict compliance, accounting, and separation of
information (known as a Chinese Wall?), bad actors can do what they want. This is what
leads us to the alleged conduct — that Sam Bankman-Fried directed the use of customer
deposits to cover trading losses at the Alameda hedge fund that he also owned, buy real
estate and other luxury items, and illegally fund political campaigns, all with money he
should never have been able to touch in the first place.’

Note that Coinbase, an example of a competitor for trading volume, does not utilize
customer deposits for anything, as they’re essentially a custodian.* If you want to buy
Bitcoin with dollars, they will take a fee to do so, and if you sell those Bitcoins for dollars,
they will take another fee and leave those dollars attached to your account.

White collar prosecutions are a bit of a skewed dice roll compared to your standard
trial. After all, white collar defendants are hardly sympathetic figures — it is not hard to
see why a jury might not sympathize with a hedge funder arguing against insider trading
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charges, a dynamic that former U.S. Attorney Preet Bharara used to land 80+ guilty pleas
and convictions.’ On the other hand, it is very easy to lose the jury in the dryness and length
of the proceedings, as evidenced by Elon Musk’s “funding secured” trial, where the jury
acquitted Musk of using Twitter posts to manipulate TSLLA shares in just two hours after a
three-week trial due to the “disorganization”® of the prosecution. Reading between the
lines, the jury clearly got bored and wondered why they were there in the first place.

However, Bankman-Fried has to deal with the fact that three of the closest members
of his inner circle have testified for the prosecution and have confirmed the veracity of
evidence that showed backdoors being written into the FTX exchange code to allow the
aforementioned Alameda hedge fund to run a negative balance of up to $65 billion on the
exchange while taking customer deposits and stating that this was done under Bankman-
Fried’s instructions.” Particularly amusing is that, in the cryptocurrency space, there is a
popular (3,3) meme (in the context of holding a coin) where the idea arose that, in a
prisoner’s dilemma, if the participants cooperated, the standard result of adverse outcomes
when coordination expectedly broke between the prisoners wouldn’t occur.® As high-fliers
in that industry, surely every FTX insider would have known this in-joke. And yet, when
actual prison time reared its head, everyone else immediately cut a deal to avoid as much
prison time as possible, perhaps showing that the prospect of jail is a more powerful
motivator of actions than the allure of profit in holding a coin.

From my own purview, the charitable explanation is that a bunch of 20-somethings
got in way over their heads, lost a bunch of money trading, and saw a massive revenue
machine that they could use to cover the holes while they tried to recover. And as someone
who knows the space pretty well and has followed the trial live, I am generally
understanding of this viewpoint towards the co-conspirators who pled out. But Bankman-
Fried’s alleged conduct goes far, far beyond the realm of charitability. To have zero
accounting protocols in place is one thing — to have eight balance sheets prepared to send
out to deceive specific lenders is criminal, fraudulent conduct.’ It is particularly amusing
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that a leaked fraudulent balance sheet that was better than their actual financials is what
led to the run that ended FTX."

Certainly, things look bleak for Bankman-Fried, but a jury trial is a jury trial, and
you only need to convince one juror that things might not be as the prosecution and
witnesses claim. After all, this is a guy who supposedly wowed partners from the high-
profile VC firm, Sequoia Capital, by talking about how you could buy a banana on FTX,
all while playing League of Legends''. If there is one thing that is obvious about Sam
Bankman-Fried’s character, it is that he loves variance. The variance of a plea deal is zero
— you get what the government gives you. But there is always some variance in a trial,
and perhaps he would not have it any other way.
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