Eric: On today's podcast, we have Kaitlin Asrow. She is the Executive Deputy
Superintendent of research and innovation at New York State's Department of Financial
Services. She's in charge of the bit License and Trusts program. Now, if you have a digital
asset business and you are in any way involved in transmitting funds, currency, anything
substituting as value as part of your business,
one of the first things you have to think about is getting a money services business license
across each of the states that you wanna operate in. Now, in some cases you may not need
to get that license. You may not even have to register but in other states you're gonna
have to file, and often as part of that filing process need to make an application, subject
your business, to examination and maintain certain controls.
Now, there is certain ways to apply across multiple states at once, which makes the process
easier than going to each and every single one of the 52 states. If you are a bank regulated
by a federal regulator OCC, you don't even have to register as a money services business in
any state. But again, if you're a state regulated entity, you might be registered as a bank, or
you might be registered as a trust.
And a lot of states will recognize this license as sufficient to meet their MSB licensing
requirements without requiring getting an additional state level license. In New York, even
with a state banking charter or trust in another state, you have to go through the whole
process. The virtual currency licensing regime in New York is the most rigorous of any
state.
If a digital asset business has an MSB license in any number less than 52 states and US
jurisdictions, then your first guess as to which one is missing should always be New York,
but it's not like the New York state department of financial services is simply delaying
applications for that reason. The difference is the rigor
of the application process and the ongoing supervision. Particularly these days, more
within the digital asset space are calling for regulation and also better tuned regulation.
Sometimes we walk a tight rope between encouraging innovation and protecting
investors. So on today's podcast, we have a pleasure of bringing Kaitlin Asrow on to talk
about this, and clearly with her, we have someone who appreciates the innovation in the
space and also offers some perspectives as to why she believes New York state's
department of financial services needs to maintain its rigor in its virtual currency licensing
processes. So I hope you enjoy this podcast. I think it'll be very informative.
I haven't seen many podcasts who cover it in the same way. So maybe it's first. Maybe
you're gonna send me other links to where it's not, but at any rate I'm really excited about
this podcast. I think you're gonna get a lot out of it and if you enjoy it, share it. Thanks so
much. And I'll bring you Kaitlin Asrow.

Welcome to The Encrypted Economy, a weekly podcast featuring discussions exploring the
business laws, regulation, security, and technologies relating to digital assets and data. I
am Eric Hess, founder of Hess Legal Counsel. I have spent decades representing regulated
exchanges, broker dealers, investment advisors, and all matter of FinTech companies for all
things, touching electronic trading with a focus on new and developing technologies.
Excited to have Kaitlin Asrow, the Executive Deputy Superintendent of research and
innovation division at the NYS DFS, or she's basically she's in charge of bit licensing and
limited purposes, purpose trust.
You can shape that a little bit if you want, but welcome. So excited to have you on the
podcast.
Kaitlin: Thank you, Eric. So happy to be here. I think it was serendipitous that we met the
other week at a conference.
Eric: Yeah. We it was so wonderful. I went to a conference, and I just happened to sit next
to Kaitlin, and we started talking and I'm like, oh my God.
It was like such a highlight of the conference. We were just like, so it was fantastic. And I'm
like, okay. We gotta have you on The Encrypted Economy. So really excited that we got this
to happen. So did, there's a few things going on in the market today. We record this on
June the 15th as a lot of the market has been down now, 75 basis points.
Market's doing well, Bitcoin and Ethereum, still a little struggling. That's not the focus out
of the podcast. Of course, question I have for you though, is we know Celsius is not
regulated by the NY S DFS. But when you see what happened with what's happening with
Celsius, what are your, some of your initial thoughts as to what might have gone wrong
and the role of a regulator such as yourself in mitigating or reducing the risk of those
situations.
Kaitlin: Yeah, I appreciate the question, Eric. And I think it's been interesting for me
coming into this role and just what a wild ride being a regulator in virtual currency was
going to be, but I'm excited for the process. I think as you said, we don't regulate Celsius,
but I think it highlights the importance of robust regulation and oversight in this space to
really think about how we ensure these participants in the market are stable and that
investors and, consumers can be confident in doing business with them.
And so I think that's something that as I've come into the bit license regime and the virtual
currency space in New York broadly, I've been really impressed by the rigor of the team
and our commitment to what research and innovation is doing as a participant in the
larger kind of digital asset, virtual currency ecosystem.

And so I hope I felt really positive about how much we were able to really insulate New
York from the Terra Luna situation, for example, and not have a lot of exposure to that.
And I think similarly why we are not allowing lending products in virtual currency right now
is because the risk is there and we're not comfortable allowing our entities to participate in
that right now.
That's something that can evolve over time. But I think this market, this winter is just
highlighting the importance of our participation in the ecosystem to create that stability. I'll
also say something that's a passion project of mine as well is really thinking about
disclosures and marketing in this space.
And how can we make these products really clear and transparent for consumers moving
forward? And I think Celsius is a, another example of that.
Eric: And arguably that's the one of the major selling points of digital assets is that instant
transparency. So when something is less than transparent like this certainly raises a lot of
questions.
Shifting gears a bit within the last couple of weeks the NY S DFS issued, some guidance.
I'm not talking about the limitation on the check cashing fee a week ago, I'm talking about
stablecoin issuers. The, basically the one to one ratio as it relates to short, dated treasury,
treasury bills for all their issuers, not necessarily all other issuers, not stable coins that may
be, marketed in United, in, in, in New York state but any NY S DFS regulated issuer
would have to meet that, that one to one ratio. Have a question or two, but did I stated
correctly or do you want to,
Kaitlin: yeah, so I will say maybe I can, I'll take a step back and give a little bit of an
overview on my role with regard to guidance and how we think about guidance at DFS
related to virtual currency, but really, for all of our different regulated products, across
banking and insurance, we see guidance as an opportunity to provide clarity to the market
and what our regulatory expectations are.
That's defined in regulation, but sometimes how it's implemented can be opaque or really
happens in that private, confidential supervisory relationship. And so as we've been
regulating virtual currency for many years now we've seen the market evolve. We've seen
new products come to us and.
For many time, for many cases, we had to take that on a bespoke case by case review. And
that was important because again, all different risks, new products evolving quickly, but as
the market has matured and now we've seen, consistent issues, consistent approaches,
we've been able to turn those supervisory expectations that are typically private and say,
okay, we're gonna create kind of ground rules, the baseline requirements, and we're gonna
make them public.

So then any entity that wants to come and be regulated by us knows the initial rules of the
road. We then have authority to overlay that in the supervisory context with, specific
mitigations for risk that one type of company might present. But then again we're creating
that base level of some of it is transparent and open.
So we did that with regard to blockchain analytics earlier this year on how we expect
transaction monitoring to go what good looks like in your BSA and AML program and the
technologies that we expect though, if you have a different approach you can come to us,
and we can have that conversation.
And stablecoin guidance is similar. So it is just, this was just about U S D one to one
backed stablecoin issued by our regulated entities and we tried to keep it quite narrow.
This is, really just about the reserve mix. So what are those assets that you have to have on
hand to meet that kind of one to one threshold?
What does redemption mean? Is it within two days of the request, is it when the funds
leave your account or is it when the funds hit your consumer's account? And then what are
the attestations and kind of audit requirements to hold that up? So it was intended to be
narrow.
And I think, we are conscious of where our perimeter is. So we have our entities that are
regulated. So we have four stable coins that are currently regulated entities issue. These
parameters will apply to them in addition to others in. Kind of supervisory relationship. But
we also have coin listing, policies and we require our entities to come to us if they want to
list other coins.
So for example, we don't regulate tether, but we're very conscious of its stability or Insta
potential instability. And so we are, limiting how much our, residents of New York
consumers in New York are exposed to that because we also have that lever with regard
to, okay, if you want to list a coin, even if you don't issue it and you're regulated by us, we
need to go through that process and you need to tell us how you got comfortable listing
that coin, even if you didn't issue it.
Eric: And listing in what context?
Kaitlin: In an exchange context, like you can, available to purchase in an, in another
context that you didn't necessarily issue the coin directly.
Eric: Okay. Interesting. And what about like the, what are the implications of this for U S D
C?
Kaitlin: So that's something that we are in active conversations with them about I think
again, we will continue to work with them and that's our basic parameter for issuance of
the stable coin by our regulated entities.

Eric: Okay. Great. So shifting gears an again to something else that's been a topic of
conversation lately obviously I think everything on this podcast is gonna be a topic of
conversation but I, before the podcast I was talking to Caly.
I'm like, yeah, there's three things. I wanna talk about that. Wasn't on my outline from
before that I'm just gonna add now. cause there does so she's been gracious in saying,
okay I'll go through it. Even though you threw him in this curve ball we had the long talk at
the conference, so she knows she, she knows I'm all over the place.
It's staff accounting bulletin 1 21. And I think it's come up now as potentially a greater
concern because there's rumor that and probably there's some basis to the rumor. I don't
know, but I know there's rumors that the OCC is gonna adopt it with regards to bank.
So now it wouldn't just apply to public companies, but also to banks. And that would
obviously have a great impact Maybe I'll let you summarize it unless you, you want me to,
but summarize it, why it's an issue and how, you look at it from the Y S DFS, even though
that's not specifically something that you're enforcing.
Kaitlin: Yeah. I think the accounting bulletin had ripples in many areas, obviously virtual
currency being the foremost one, but relating directly to banks that, that custody assets as
well. So I. I can't speak to what other regulators may or may not do. I think we are looking
carefully at it and thinking about what the implication for our entities is.
I'll try to summarize it, Eric corrects me if I'm misstating, cuz I have the great privilege of
having staff and financial experts who go deeper on this than I have to go on a day to day
basis. But the bulletin, as I understand it is changing the accounting treatment for virtual
currency assets that are held on behalf of customers by entities.
And those assets are being traded as liabilities on the books of the companies, even
though they're the customers assets. And so the implication of this if it be becoming
adopted or understood more broadly is that entities may need to retain much more capital
on hand to mitigate the risks of those liabilities.
And so this has changed the potential approach of how much capitalization is required
from Prudential regulators. And DFS is looking at it carefully and thinking about, what
implications do we think it has for our entities? I would say, before the bulletin, we were
thinking really deeply about capitalization in this space.
I think, as virtual currency assets and the value of those change how do we consistently
have an approach to, to what is the cash on hand? What is the capital requirement that we
think our entities should maintain to keep that safety, soundness stability that we expect?
So I think you'll see more from us on capitalization generally.
And I think the S E C bulletin is part of that conversation, right?

Eric: So when I first heard about this and started to contemplate its implications, I said to
myself, God, it's crazy that now, if you're custodying a virtual currency, that then you would
have to take a liability and then have an offsetting asset.
From somewhere else. So in other words, like to be in my first simplistic understanding, I'm
like, if I do, let's say a hundred Bitcoin, then I have to take a liability for a hundred Bitcoin.
Then I have to find some other asset to offset against a hundred Bitcoin. It's like, why
would I even be a custodian?
But then I realized that it's, that's actually not the case. And I'm struggling with this one
still. So you book a liability, so you have an asset, you book a liability, but then you book
something called a related asset. But oddly, the related asset, isn't an actually an asset that
you have
that's separate from the Bitcoin. And I'm trying to like I think, probably there's a need to
have some sort of a 1 21 accounting expert on the podcast, cuz it, I feel like the story gets
more confusing, but there's this guidance out there ASC 8 0 5 and they refer to something
called an indemnification asset.
So the notion is that if you are indemnifying somebody for something, you then book this
indemnification asset, which actually isn't really a different asset at all. So I'm still so from
what I understand, , it's you're you have a CU have custody of an asset, then you book a
liability, but then you book a related asset, but it's not actually, it's not something entirely
new.
So it's this created quasi, not really sort of asset. And that's what we're going with for our
accounting standards. So hopefully that's clear to everybody glad to clear that up. Yeah, ,
Kaitlin: I will say I have the privilege of not having to be an accountant in my day today,
job , which is which was a decision that, that was a conscious career decision along my
trajectory.
So I will say, I, I have great staff who are, accounting experts who are working on this. And I
think will continue to explore. We've had some great conversations with. Kind of the
association for CPAs to talk to them about the implications in a number of the consulting
firms.
So definitely, if you have that expert on your podcast send me the link because I'll listening
to it to understand what are the different treatments that, that are possible here to offset
that large capital requirement
Eric: I'll use this podcast as bait

I'll give you this podcast, if you come online and explain it anyway. Yeah. My podcasts are
public, so it doesn't actually work that way. So anyway so now we're back to the, now we
return to our plan programming. So in New York what is the pathway for a digital assets
business to become licensed
as a money services business in New York state, there's a limited purpose trust company.
There's the bit license. There's a distinction between the two. Maybe we'll just start off
basic little bit of intro on this. And before you start cutting into some of the other things.
Yeah,
Kaitlin: absolutely.
So I think the first kind of groundwork to lay is we do not feel that virtual currency is
money services. Full, money, transmission services in particular. So one thing that we did in
particular in New York is to create the bit license, which is very distinct from money
transmission.
So in a lot of other states, I think in most other states, virtual currency is licensed under the
money transmission regime. We don't feel like that regime, a lot of those laws were written
a long time ago. When we're talking about laws that were covering telegraphs and now
they would be expected to cover virtual currency, we just don't think that's fit for the
purpose that it's being used for.
And it doesn't allow for kind of the holistic review of risks that we think virtual currency
deserves because, it's a robust market and it has risks that come along with it. We're
respecting the virtual currency market by regulating it in a rigorous kind of holistic regime
and that's bit.
And bit license if you want to basically engage in the transmission, storing holding
custody, buying, selling exchange of virtual currency itself, then you need a bit license. If
you wanna touch Fiat and move Fiat money, you also need a money transmission license,
but that's, those are two distinct regimes for the bit license, in the actual licensing process
and in this ongoing monitoring and exam process, we go through the entire suite of risks.
So operational risks, cyber BSA, AML, financial risk, consumer compliance. And so we
uphold, the same rigor that we would see in banking oversight for our virtual currency
business activity. Those are we have money transmission, if you're moving Fiat, we have bit
license for all of your virtual currency business activity.
And then the final kind of framework that we have is our limited purpose trust companies.
And so limited purpose trust. That's a chartering regime and that allows for fiduciary
activity and custodying of Fiat assets. And so then also if you hold the limited purpose
trust, you don't need the money transmission because that kind of Fiat piece is covered in
the limited purpose trust.

And we have a lot of different entities who hold one of these kind of frameworks, a license
of charter or they hold multiple or all of them. And it's different kind of subsidiaries who do
different functions for the business that are licensed under these different regimes,
basically.
Eric: Excellent. So I learned something with that.
So there are 31 regulated entities is that under they have a virtual currency license, Or I
guess, limited purpose trust. I don't know if that list also includes money transmitter
licenses. I think it's 30 one's the, there must be more on the money transmitter licenses
now.
Kaitlin: Yeah. So we have 31 currently that we would call falling under the virtual currency
business activity umbrella.
So it's 31 companies that are engaged in this ecosystem in this environment of virtual
currency activity. We have other and so some of those also hold money, transmission
licenses, as well as either the bit or the limited purpose trust. I think what comes under my
remit in particular, what I count is limited purpose, trust, and bit licenses.
And then money transmission actually falls within banking, the, a different division in DFS,
but we work closely and coordinate with banking on those licenses and oversight. We also
have other trust companies that aren't engaged in virtual currency business activities that
aren't in this.
Count. And we have, as you said, other kind of traditional money, transmission licensees
who aren't engaged in virtual currency business activity. And I will note something that,
that we're proud of is I think in this period we've approved a number of licenses this year.
So we're committed to increasing that number, improving our efficiencies in our overall
licensing regime.
And we just had a recent conversion of our first conditional bit license to full bit license. So
we granted PayPal this month the transition from conditional to full. So we had
implemented what we call a conditional licensing program in order to facilitate the
opportunity to be licensed
from co four companies who might not have all of their systems ready. So there's like a
partnership opportunity where they can lean on other already licensed entities for some of
their compliance. And then we do another fulsome review to transition into that full
license. So we just proved out that case and that process for conditional being an on ramp
that then can convert to full.
Eric: So when advising, cuz I'm an attorney as well, which when advising clients is when it
relates to money services, businesses there's a few buckets that, that we advise, like one is

there's certain states you can just file and you're good to go. Other states you have to
apply there's the national I guess the national framework where you can like, what's it
called NMLS or something where you can just file in across multiple at the same time.
Each state still has unique requirements. And then you start to work your way up the
ladder. The top of the ladder is the Bit license and the limited purpose trust. And the space
between the last step were rung on that ladder and bid license is a big reach, right? For a
lot.
It's Hey, I handled everything else. But then I come to New York, there's this huge gap.
You've talked a little bit about the different the way that NYS DFS views the bit license and
how you don't think that the money services business or the money transmitter licenses
that, that those standards are,
I don't know if appropriate is the right word, but are appropriate for the types of activities
that they engage in. How do you view the reconciliation between new York's perspective
on it and all the other states? The way that all the other states approach it, cuz it is a sort of
a, I think it's a, I'd call it a fairly big difference.
And maybe you could comment a little bit on that. Yeah.
Kaitlin: I feel money transmission has been around as I said for a long time, that licensing
program across the states. And I, I don't think, I think virtual currency was shoehorned into
this as an option for states to have some kind of oversight.
But I don't think it's robust, it's oversight in name only it's a license that confers some
amount of a legitimacy that I think is risky. If we're talking about this market that we've
seen a lot of instability in. So I think, it's our responsibility to say. We think that. Type of
activity deserves more rigorous oversight because of its maturity because of its potential.
Because of the amount of people who are engaged in it and need to be, have a safe and
stable place to, to put their money into invest in. And I think you, I don't think we need to
justify it. I think honestly the market itself justifies the rigor of the bit license and why it
truly doesn't fit into this box that I think was just convenient to have a across the 50 states.
And I think we've seen a lot of demand for the bit license. So even if it might be more
rigorous, we think the market is actually asking for that rigor in many cases. And we have a
pipeline of companies who want to come and have that, oversight because again, we're
looking at the bank level oversight.
Not at money transmission, we're saying, if you want to be a legitimate in industry, a stable
industry that you partners can have confidence in consumers can have confidence in come
to New York and will provide that rigor and partnership for you to get you to that level. I

think, just having a check mark from other states is not going to get the industry to where I
think it wants to be, which is a constant main player in financial services moving forward.
So I think, we're proud of what we're building. I think there's a lot of work that needs to be
done, and that's part of why I'm here on creating efficiency and transparency in New York
state for the bit license. So we've had a lot. Feedback for many years on the speed at which
the bit licenses are issued some of the operational challenges for companies to get
licensed.
And so what I'm committed to is maintaining that rigor, cuz I think it's what the industry
wants. I think it's, what's good for consumers. It's what's good for New York state, but
saying how can I make operational improvements? How can I make this efficient? And.
Parent for companies. And I think the superintendent announced her vault initiative, which
is really about maintaining New York as the financial capital of the world.
What I'm doing as part of that is, is the operational piece repeatability efficiency. And then,
I've had a career in at different points in banking oversight. And so adapting those
systems, but not necessarily repeating them, saying how can I use what I've learned from
bank oversight systems and rigor, but adapt them for the unique structures in need of
virtual currencies using technology we, bringing in more people, more leadership to really
run this well.
And we've put out. So I think the guidance that we spoke about earlier is part of that
transparency. If a company wants to come gets licensed what are the rules of the road? I
wanna. Stablecoin issuer like, okay, I know the basics that I need to comply with. That
conditional license. I mentioned again, we hope that's an on ramp.
We're committed to making these, the license available for smaller companies that don't
have, the large maybe compliance and legal staff to get up to speed quickly. We do use
NMLS, so that kind of platform is where entities can submit their forms to make it efficient,
but it is separate in terms of the bit license.
We also have guidance that I encourage folks to look at on our website. Under applications
and filings for virtual currency businesses on our licensing procedures. So I think that's a
first step where you can go and, see what we expect. I think speeding up the process. A lot
of that is on me making that more efficient and doing a better job of that.
But I will say, a lot of the backlog that New York has experienced was that we just weren't
give getting applications early on, especially that were ready for substantive review. They
were just missing core components that we expect, right? Like I need a cybersecurity plan
that like, that is basic.

If we're talking about financial services and so we've seen that really progress as the
market has progressed, honestly, where we're getting applications now that are really
ready for that substantive review. And I think that will also speed up the process.
Eric: great. And staying on reciprocity just for another moment when you look across all
the different state regimes do you think there are any regimes that are more likely to be
granted reciprocity when it comes to, you know, operating in New York state?
I, I have one in particular, but I'm asking more broadly.
Kaitlin: Yeah. I think what we're most interested in, and I will just say broadly, we are
constantly coordinating with other states with federal regulators, with international
regulators and you're.
Reciprocity passporting, like thinking about how entities really can leverage what they have
undergone in the bit license oversight process in other jurisdictions is important to us.
We're making those connections. We're also making those connections on the state,
federal and international level to make sure that kind of, we are having consistency in with
regard to our expectations and what we see from our counterparts around the world.
So we are committed to that kind of interagency coordination on this topic. I think one of
the challenges for us in terms of accepting any entities that are licensed in other P places is
what I spoke about earlier that, we do have a rigorous process that we don't. In other
states.
And so we need to see that and we're working right to educate other states to partner with
other states, to get them to a point at which we're all treating virtual currency with the,
honestly the respect and the oversight that it deserves, which is a rigorous and robust
supervision program.
We are working to make sure that those connections are there, and we do that to facilitate
the business activity of our companies as we can.
Eric: And as it relates to like SPDI in Wyoming you knew I was gonna bring this up. So
that's actually, I think by many viewed as a fairly rigorous process, because it is part of the
it is regulated, I think, as a banking entity by the banking department.
And they do have an element of rigor to it. Certainly more than other money transmitter
licenses. W, just what would you see as a pathway towards reciprocity and by reciprocity,
not even so much Hey, you did a great job in Wyoming. Take that same packet of material,
give it to us, add these different things into it, go through our process.
Hey, you got a head start, but reciprocity as in, oh, you have a SPDI that you were granted
in Wyoming. We recognize that in New York state you can operate in these, in this manner.

And then we would, and then Wyoming obviously would recognize bit license. I don't
know if Wyoming recognizes bit license today.
I imagine that they do, but I just wondering about your thoughts. Yeah.
Kaitlin: We haven't had those direct requests as of yet, but I think it's something that we
would talk closely and work closely with our Wyoming counterparts on, we have a good
relationship with Wyoming.
And we're lucky actually that Pete Martin who heads our virtual currency unit as the chief
of that did a lot of work on the original kind of speedy materials and exam procedures. So
he's quite familiar with that. I think we're open to considering how our framework fits with
other states, but at the bottom line, we're going to always have to say, what is our
standard?
And how are we making sure that is upheld no matter what. And then where there's
efficiencies that we can gain from information sharing, let's say with other states will
absolutely do that. So I think, at a. Basic level will always say, how are we coordinating with
other regulators to make sure that we're being as efficient as possible and not requiring a
recreation of the wheel?
But then, actually partnering and saying, we're going to have full reciprocity is a little bit
harder. And I think, I mean out the gate for me to say right now, but, and I think part of
that is because, as I'm very focused clearly on the rigor of New York state, the rigor of our
bit license, I think the value of us and us maintaining that line is partially because the
federal regulators are interested in this space clearly as well.
And they're not gonna go away anytime soon. We fundamentally believe that the virtual
currency space should evolve similar to the dual banking system, having opportunities for
states and for companies to be chartered and licensed in various ways, depending on the
jurisdictions that work for them and their business models.
And that might be, federal oversight in some capacities, and that might be state licensing
and chartering in other frameworks. And so what we feel is that if we don't maintain the
rigor that New York state has currently, and if we don't hold the line there then federal
preemption is around the corner and it might be a different framework that is less fit for
purpose for virtual currency? Honestly I come from the federal world I joined from the
federal reserve where I was in banking supervision there. And the federal regulatory
structure by design is very focused on specific kind of jurisdictions and types of products.
You have either commodity, or you have a security, you're at a bank holding company.
You're at a federally chartered bank, you're looking at consumer protection. So there are
these areas that the federal regulators have to focus on. We have a much broader view.
And so I think, even when we talk about reciprocity, like us holding a line is creating value, I

think for the larger opportunity for our businesses to really choose the path that works for
them and their model of
Eric: growth.
And so that's a, that's an interesting point, and I'm glad you circled into that, cuz I know
when we had talked, you had raised this notion, so I'm just gonna put a little point on that,
which is, so effectively if New York didn't have the high standards that it did, that would
mean an overall lower standard when you're looking at all the states.
Because you would cuz you're the highest standard. So now the standard for if you want to
operate nationally across all the states would be lowered. And for that reason, it's possible
that a federal regulator would say these standards aren't high enough, more need to be
done and impose a national regime on it.
And I thought that was really interesting when I'm glad you raised it, cuz it's it would be
interesting. If a national regime was imposed on it, it could have all kinds of knock on and
not getting it right effects. So the fact that it is left to the states today, there are
advantages.
Although a lot of people also, beyond the fact that there's, all these licenses that have to
be applied for. Although there are ways to apply for a bunch all at one, one shot, you just
have to break it into sort of three different buckets. Okay. Great. Now we're gonna get into
a little bit of the process for bit license and a limited purpose trust.
And thanks for tolerating my, my reciprocity comments. I had to ask it. So we, I think we
talked a little bit about the steps that an applicant can take that the, that DNY DFS is trying
to make it easier, trying to make more materials so that when they do come in with the
application, they're not coming in and saying, oh, I have to put together a cybersecurity
plan.
Oh, let me come back to you in a few weeks. And that can obviously extend the process.
What are some of the other and I don't know if you highlighted that one in particular as in
oh, Hey, I'm already for schools. Did you bring your lunch box? No, darn I'll go back home
and get my lunch box.
What are some of the primary stumbling blocks that you've seen, or the staff have seen?
When somebody is applying for either bit license or a limited purpose trust that you think
would just be good to touch on so that people have that top of mind when they're
contemplating applying.
Kaitlin: So I'll point back to the application kind of procedures that are on our website and
NMLS has some great resources there as well. As I mentioned earlier, just making sure
applicants are ready for substantive review so that the documents are in order that they're

in use, that it's not just a checkbox exercise with regard to what we're asking that these are
things that have been worked on and really developed in a thoughtful manner by the
teams.
And then one area that I would just highlight for entities to be really conscious of and
focused on is BSA, AML. So that's an area of concern, across the virtual currency space.
And I think it does again, the industry, a disservice with regard to not having these basic.
Kind of block and tackling, we call it ready to go. Just having that really as an area focus, I
think is good.
Eric: Yeah. I would imagine that if you come in to get your bit license and you say what on
the email, what is DSA email? Exactly. I guess that's not a great tell. It's I think I gotta ask
that one, a few more questions down the road.
So it's been seven years of managing the bit license. Of course you haven't been there for
seven years, , but what would, both the bit license and the limited purpose trust programs,
what do you think are some of the lessons that have learned reflected by the
superintendent or others on the team that, ways to improve or ways to be more effective
or efficient?
What do you think some of the major lessons learned have been?
Kaitlin: Yeah. I think the first lesson has just been a real validation of the bit license. We've
been able to protect New York and New York consumers from some of the volatility that
we're seeing in the market from some of the issues.
And when I came in, I think the first thing that I was very conscious of is just the rigor. That
we have here in terms of what the teams are doing. So I think that's a major lesson learned,
but we can get better, and we have a responsibility to get better on the operation side. So
going back to the vault initiative that's what we're committed to doing.
And the lesson learned there is, how do we, really build systems that are ready to adapt to
such a fast changing market and to not look at each case in a bespoke way anymore,
because we can now have some precedent and some history to go back to and say, okay,
we can have a procedure around this.
We can get this tightened up and do it more quickly. And I think for me, and I'm newer to
the broad virtual currency space. I think I come with the more operations and supervision
background from banking and more research and policy thinking, but. Something that I've
been really inspired by, getting to know and getting to grow this team honestly, is just how
passionate they are about virtual currency as well.

We are participants in the ecosystem and are in it too and want to see it succeed. We just
feel like we're building something that sits alongside businesses and investors and
consumers to create that robust and stable market. And so I think thinking of us as some
kind of person on the other side of the table isn't what we want.
We are just a different type of entity participating in virtual currency. That's providing again
that oversight layer and something that. I saw in my previous roles that I really wanted to
do differently here is for example, allowing our staff to hold virtual currency.
So that has been limited in many other regulatory systems, because there was obviously
concern with regard to how staff would treat their oversight responsibilities. But especially
we do have a limited set of coins that, that staff are able to invest in, but the coins that
have enough in circulation, enough large cap in circulation that we felt like this is an
investment that they have a right to make, just like anyone has a right to make.
And we have specific potential, disclosure and recusal rules about that. But that's
something that I just wanted to do to attract people to come and participate in the virtual
currency space, but just in a different type of entity, which is, DFS.
Eric: Yeah. Certainly if you're regulating it, you wanna be like, so do you ever use you hold
Bitcoin?
No. You ever use anything? No. Do you do anything with it? No, but I regulate it right.
Gimme a piece of paper yep. You might actually change the policy and say you have to
own no, just kidding. Yeah. You talked a little bit about vault maybe to, you could develop
a little bit on what volt is and the measures that the N Y DFS is taking to execute on.
Kaitlin: Yeah, absolutely. So both stands for vision operations, leadership, and technology,
and we think those are the four pillars that really are in place and we're putting in place to
make sure that we stay as the financial capital of the world and as the innovation capital of
the world here in New York state.
So I think the first is vision. So the superintendent brings a very strong kind of pro
innovation and pro-consumer vision to DFS and virtual currency as a whole. I think
something one of the reasons that I came to DFS is to, work under her leadership, cuz I
hold the same, fundamental truth, which is that you can have.
Rigorous regulation innovative products and companies starting up and growing and
really robust consumer protection and consumer opportunity all in the same space. Like
these are not actually things that are intention. They can actually, they're quite harmonious
if you do them right.
And you do them efficiently in terms of operation that's really where the rubber hits the
road and what I'm involved in. So again, building out systems, processes policies in place

to treat, like risks and like ways to get things done more quickly and efficiently without
sacrificing any of that rigor and being as transparent as we can, as we go along in that
process.
I want KPIs set against things. I want timelines. And that's where we're going with that.
Leadership is really about staffing up. So we cannot compete unfortunately with the
salaries of the virtual currency space. That might be changing. I know I was gonna say we
are hiring we are not laying people off.
We are still in, in a major hiring sprint right now. It's really about bringing those talented
people in who want to contribute to public service, contribute to the virtual currency space,
just from a different perspective. And then technology. We're using blockchain analytics
tools ourselves.
I come with a background in, as I mentioned, kind of research and data analytics. So I'm
passionate about the use of information and how we process it and decide what's
appropriate to, to overlay onto our supervision to make decisions. And so I think that's
where you'll see us putting our energy as well.
Eric: So for a small company, which is looking to operate in New York. And within the
scope of the bit license, we'll put the limited purpose trust on the side, cuz smaller
companies probably wouldn't be as inclined to go directly for that. What are the options?
If you're small and resource constrained, and you want to engage in this business?
Is there a pathway, is there an easier pathway? Is there a, like a small firm's guide to getting
through bit license?
Kaitlin: So we don't have a small firm's guide yet, but I will say in this push that I've been
talking about with regard to transparency and openness and communication, we're open
to ideas.
So something that I'm implementing is advisory boards moving forward. And not with our
licensed entities probably, but, we'll see how it evolves, but really with the community and
with different experts in the area to bring ideas like that, a guide for small entities.
And we are conscious, and we want to make New York a good place to start and grow
businesses. And so that was part of the impetus for our conditional license program, which
I mentioned, which we now have, conversion A successful conversion to the full license. So
that allows smaller entities to, to partner it
Eric: PayPal's a small company, so oh yeah, exactly.

Kaitlin: If they needed to do it, see, it could work for, it could work for anybody. I think
that the other piece is just we're here, right? We're not trying to be a black box. So I'll point
folks to also two resources. So we do have a DFS exchange program it's called.
So there's an intake form it's on our innovation webpage that allows companies who just
wanna ask questions about how is DFS structured? What do you do? What do we do? How
do we make decisions about what the right program or licensing is for us? We can get you
connected in. We can start having those initial conversations.
If you know that you want to pursue a bit license that's the path you wanna take. We also
have a virtual currency email inbox, that's on our website on virtual currency, in the
applications and licensing section. And we monitor that and respond to that. And so I
would just say, we want to be open and accessible to those small companies and, help
them along.
And so those are two quick avenues they can do, but we're open to ideas to make this
equitable for all.
Eric: Yeah. I know the S E C has like their small firms program. So they, they have the same
standards, but also they try to rightsized it like, with their small firm, like whenever they
come out with a rule, they'll give the small firm guidance.
So Hey, if you're a small firm, Don't get scared. , take a deep breath. This is how it applies
to you. This is what you have to do. We know you're not JP Morgan. So yeah.
Kaitlin: And I will just say on that, we have and something that I'm focused on is right. Risk
focused approaches.
So you, we're going to, when, once we, this is once you get in the door, once you get a
license and you're going under supervision we're going to examine you based on the risks
that you present. We're going to do that monitoring based on the business activity that
you're engaged in. And I think that does have some natural right sizing, if it's a smaller
entity that is engaged in kind of a, it's not touching as many consumers, it's not holding as
many.
We can right size that a bit in, in just our natural processes. I will say in the kind of initial
intake, one of the challenges that companies will just have to work through is part of the
strength of our bit license program is once you get licensed, you, we have a material
change to business requirements.
So part 200. Says that as you have any material changes to your business, so you wanna
issue a new coin. You wanna introduce a new product, you have a new partnership on your
roadmap. You have to come to us for approval. So that's a long process as well, depending

on the complexity of what you're asking for and how much of the kind of road roadmap
has changed over time.
And that you have basically the risks mitigated and ready to go for that new material
change. And so one of the things that companies can be aware of, right? They could start
coming into the licensor licensing program with a very simple product, which might get
them a faster license, because there's not a lot of risk involved, but if they wanna grow into
these other areas, they're still going to have to go through that rigor at some point.
That there's just, there's no short cutting. If you wanna engage in AC riskier activity,
regardless of your size, you're gonna have that oversight either. If you're gonna do it now,
or you're planning on doing it later we're gonna do the reviews. And you just have to work
with us in that process and we're here to do that.
Eric: Yeah. Similar in the broker dealer arena, it's like sometimes you just ask for more and
say, Hey, this is what we're planning on doing. This is the business that we intend to
engage in. You get the approvals then, when you're I guess listing coins into it, you're, it's
that much quicker or you can say, we intend to list these coins, which is best, and they get
approved all at once.
So shifting gears a bit the custodial relationships under bit license versus the limited
purpose trust could you give examples of which custodial relationships would be more apt
to fall under.
Kaitlin: so I think, a lot of it is really the businesses decision on how they're going to
structure.
I think, again, the key distinction here is fiduciary role. So the trust gives that opportunity
for custodial relationships that are fiduciary in nature. And give more opportunities for Fiat
custody and for kind of holding and working in Fiat on the trust side. But in terms of, how
you wanna structure your custody arrangements that really is, we've seen a lot of different
approaches, and I think that's really an entity decision on the bit license versus trust of let's
say custodying virtual currency assets,
Eric: but are there any scenarios where somebody would come into you with a bit license
custodial or for a bit license propose a custodial relationship and on your side you would
say I think that'd probably be more be beneficial for limited purpose trust. You talked
about how Fiat you wouldn't be able to do that under the bit license. You wouldn't be able
to custody it. What might another example be of a place where it'd be more compelling to
just go for a limited purpose trust?
Kaitlin: Yeah. Honestly we don't, we tend to not advise to that depth on, this is the right
regime for you or not because right.

We know the resources that go into the different kind of compliance program. So we don't
think it's our role to dictate, broadly what business structure, what, relationship custodial
relationship is right for your business. So again, it really comes down to, are, do you want
to have the fiduciary capacity?
Do you wanna touch the Fiat then? If it's only in money transmission and you don't want
the fiduciary piece, then you have the money transmission potentially in the bit license. The
trust gives that expanded fiduciary potential that I think is attractive to various companies
depending on their business model.
But It's hard because like I said, we really see that as the role of the business though. We
have, our legal teams here, ready to talk through the implications. And I do think, it's not
an unfounded question. I think a lot of businesses are struggling with that decision of
which framework is fit for the business that I wanna engage in now and into the future.
And so we're open to engaging in those conversations, but we're not in the advisory game
of which, for which path the entities should
take.
Eric: Cuz a limited purpose trust, you are forming your entity as a trust first and foremost,
as opposed to bit license where you might not.
And then there are also obviously if your business is to be a trustee like that, you're
positioning yourself as a custodian. Then you probably should do a limited purpose trust. If
it's more incidental, then you should probably do a bit license if you're somewhere in
between. This is why you say, I don't wanna give you an answer, Eric, because this is not my
place.
Right. But also there's probably also a notable distinction while we're passing on. This is
just the impact in the bankruptcy. The generally I think most people from a bankruptcy
analysis or an insolvency analysis or title analysis, you probably weight. The limited
purpose trust is maybe slightly more beneficial, for its ability to insulate the assets in the
event of a bankruptcy than potentially in a bit license type scenario.
Historically I think the courts, including in New York state of, again, I'm not, this is not legal
advice. This was not legal advice. See a competent attorney. Hopefully I'm a competent
attorney, but it's still not giving you legal advice. But I think generally trusts have
historically done a better job.
Certainly it's a tried and true structure for protecting or insulating assets that are held in
custody in a trust. And certainly that's one of the benefits I think of doing a trust.

Kaitlin: Yeah, and I will just flag, as we think about, as I think about policy and the major
issues.
Facing virtual currency that I want my teams, my policy team integrated with my virtual
currency team. So I have a, a, an innovation policy team that sits under research and
innovation in addition. And it's right next to my supervision and licensing function for
virtual currency. Bankruptcy is absolutely something that we're focused on and how do we
have clear expectations and legal interpretations from our side as well.
Eric: Yeah. Which kind of ties into the way we started this podcast, right? Yeah, exactly. But
I'm, but I'll circle back to the beginning of the podcast, but not to not on that point. So we
talked that you touched on the April 28th advisory regarding blockchain analytics. And I
guess I have a question for that even in the stablecoin as well.
It, both of those struck me. As a best practice that you observed in your existing regulated
or one of your existing regulated entities that you wanted to carry into guidance that
would shape the balance is, would you say that's I, it did, neither of those struck me as in
again, you tell me if I'm going too far out, but neither of those struck me as somebody
sitting in an ivory tower, scratching their chin and saying, oh, I think we could do this.
Or I think we could do that, but not with the benefit of what the ramification, how it was
actually implemented. At even, in an existing use case that you directly regulated is that
accurate? Or you could say Eric, you're totally off the mark and maybe you should cut this
part out of the podcast.
I don't know. You tell me
Kaitlin: no, I appreciate the question cuz you know, for me, like I said, my, my background
originally was in research and in policy and how we think about developing good policy
and also measuring the impact of the policies that we implement. I would say that We are
not sitting in an ivory tower and scratching our chins and thinking about the best way to
do things.
I, I think policy development really is first of all for blockchain analytics for stable point,
right? That is our history of regulating virtual currency and seeing what are the practices?
What are our expectations that we have with regard to risk that happen in those
supervisory relationships and the supervisory agreements that we execute with our
entities?
And as we've seen like I said, like risks, and then we've had like approaches to those risks
over time. What we wanted to say is, okay, now we've reached a point where we can clearly
come out and say, this is how you comply with our guidance, or this is how you apply with
our comply with our regulations.

So that's what guidance is, right? Guidance. Isn't a new set of expectations. It's a roadmap,
truly a guide. So this is how, when we say you need to uphold transaction monitor. This is
the best practice that we're going to look for and that you can expect us to look for. So
that there's no surprises.
Now, if an entity comes to us and say, says, we have a new fancy widget, or we're gonna
do it in a better way we're not necessarily gonna say no, you have to go and do it this way
that we said we wanna leave ourselves open to again, innovative approaches to, to, specific
tailored risk mitigation strategies.
But this is our goal to be transparent and to say, okay, this is how our expectations are in
black and white in a more detailed laid out way. But, and we also, when we develop
guidance, we work closely with our regulated entities. So we're not doing this in a vacuum,
we're talking to experts, we're talking to regulated entities.
When I say experts, academics, partners consumer advocate groups All of the stakeholders
that are going to be impacted by this to make sure that we can get it as close to right as
possible. But we also have the authority right. To do things to make different requirements
in those supervisory agreements, in that confidential relationship, in addition to the public
guidance, and we can change the public guidance if it doesn't align with how the market
evolves into the future.
So I think for me, that's another piece in addition to operational focus that I came to DFS
to provide with my background, which is how do you make good policy that really
engages all of the stakeholders in a holistic way. And the blockchain analytics guidance
was the first guidance that DFS had released in, I think, two years on virtual currency.
So I think this also just marks our commitment to. Transparency to laying out, how you do
comply with part 200 with the bit license regulation in New York state. And I think, like I
said, things that are on our roadmap are the things that are top of mind for the virtual
currency space, capitalization, bankruptcy, disclosure, marketing how do these issues get
treated so that we can have this safe and sound market?
Yeah.
I
thought it was good guidance, honestly. I think particularly in light of the role that the NY
DFS plays in its regulation, oftentimes you look at these more prescriptive guidance,
somebody will say, oh, very prescriptive, but by the same token, they, they do provide a
pathway for managing risk.
Sometimes I say, if you're trying to do self-regulations, start pulling pages out of what the
regulators, the prescriptive regulators, listen their guidance. There's so much, there's so

much observance out there by the regulators of good practices so that if you're trying to
figure it out, you actually can look across jurisdictions and start, pulling pages from there.
Cuz there's actually in, in many cases there's a lot of guidance that can help you shape
your program and come up with the best
result. Yeah, absolutely. And I've thought many times about the theoretical question of
principles versus prescriptive rules and what is the right role for each of them, and I think
there's arguments on both sides.
I think one of the things that, that we talked about earlier that we think the more
prescriptive guidance can be helpful with is for those small entities and creating, more
guides and resources for them to understand what compliance looks like in this space for,
from a regulatory and oversight perspective.
But that being said, I don't necessarily want to limit entities opportunity to do innovative
things that are also compliant. And so that's where I think. As virtual currency evolves,
maybe it will shift into more of a principles based approach where it says, you need to
manage these risks.
And then we go in and say, how are you doing that? You prove to me that whatever
system you have in place appropriately manages the risk. And then that's a supervisory
conversation. I think where the virtual currency kind of space is honestly in its evolution. I
hope that it's helpful for us to create some of those publicly in terms of what we expect to
see as the industry grows.
And then I think as it reaches a more mature state, like we see in, in banking where we
have more principles based where it's had a model governance program we're not gonna
tell you how to run your model governance program, but you should have one. And then
you tell us how you run it.
I think that's where we would get to at later stages.
Eric: Excellent. So I've asked you a lot of questions and thank you. Are there any questions
that I didn't ask you that maybe I should have, or you'd like to develop on a little bit
more?
Kaitlin: Nothing in particular. I would say the one question that you didn't ask is, where
can you come and look at our careers page for any of you who are, oh yeah, let's do that.
Who are weathering the crypto winter? Like I said we're hiring we are committed to
allowing staff to be passionate hold cryptocurrency in, in, with these designated coins that
we have. So we have a DFS careers page come early, come often would love to engage.

Eric: Awesome. Kaitlin, thanks so much for coming on the podcast. This was incredible. I'm
sure everybody learned a lot and it's just great to talk to you. Thanks so much.
Kaitlin: Thank you so much, Eric. Great to be here.

