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When evaluating layer 1 (L1) blockchains, many fundamental investors focus on metrics such
as price-to-earnings and price-to-sales. While these metrics are important, they ignore

the programmable aspect of a blockchain’s token supply. Because a blockchain’s emissions
schedule (i.e. when new tokens will enter circulation due to staking rewards and token
unlocks) is known, its cost structure into the future is essentially known too.

Years-to-profitability (YTP) is a useful new metric for analyzing layer 1 blockchain profitability
as it incorporates the blockchain’s forward supply curve. It applies the TradFi concepts

of break-even analysis and payback periods to crypto. The analysis views an L1 blockchain
through the lens of a business that sells secured blockspace. Revenues are the fees that
users pay to record transactions on the chain and expenses are the costs needed to

secure the network. YTP calculates a blockchain’s profitability timeline by factoring in the
protocol’s current revenue and cost structure, a projected growth rate (CAGR), and future
supply dynamics.

We find YTP compelling because it provides a comprehensive framework for evaluating an
individual blockchain or comparing multiple blockchains.

We start our calculation with Token Terminal’s definition of L1 profitability:

Transaction Fees
(=) Supply Side Fees

Revenue (Burned Fees)
(-) Token Incentives (Unlocks, Staking Rewards, etc)

Net Profit

It is important to note that all revenues and costs are in the L1's native token. And, while
unlocks and staking rewards both increase the number of tokens in circulation, the
difference between transaction fees and the portion of those fees paid to proof-of-stake

1. Token Terminal is a platform that aggregates financial data on blockchains and decentralized applications.
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validators is what is used to burn or reduce the number of tokens in circulation. In this sense,
YTP measures the point at which an L1's circulating supply stabilizes at 0% inflation. Some
broad assumptions we make are (i) the percentage of the transaction fee burned remains
constant, (i) the foundation takes 10 years to sell all its tokens, and (iii) for revenues, we start
with the L1's last quarter’s revenues annualized (LQA).

In comparing YTP across blockchains, it’s helpful to group the Lls by whether they have
an inflationary tokenomic model or a max supply model, because with the latter, an L1
might “break even” simply because the chain’s fixed supply was reached (as modeled for
SUl or ADA).
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Sources: The Tie, Token Terminal, Artemis, Franklin Templeton Estimates.
Two notable L1 exclusions from our analysis are Ethereum and Binance Smart Chain because they are already profitable.

*On the Cardano blockchain, 20% of ADA fees are paid to the Cardano Foundation. Note, the foundation uses these funds to grow and develop the
Cardano ecosystem but could burn the ADA if they wanted.

Then, by using the same set of growth rate assumptions for each chain (we calculated future
CAGRs of 30%, 40% and 50%), we can start to make comparisons across chains and

explore more deeply what drives YTP. For example, while APT has a high YTP, this is partially
because the chain is relatively new and therefore its LQA revenues are smaller than other
more established chains. SOL has modest inflationary schedules compared to a blockchain
like NEAR or ICP. In all examples, a blockchain’s ability to burn tokens (and provide some
kind of offset to new emissions) is helpful for managing YTP.

In conclusion, YTP serves as a crucial metric in evaluating the profitability and sustainability
of L1 blockchains. By carefully designing tokenomics (inflationary or max supply), balancing
supply dynamics, and incorporating burn mechanics, L1 blockchains can aim to reduce
YTP and build a more sustainable blockchain economy.
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WHAT ARE THE RISKS?

All investments involve risks, including possible loss of principal. The value of investments can go down as well as up, and investors may
not get back the full amount invested.

Stock prices fluctuate, sometimes rapidly and dramatically, due to factors affecting individual companies, particular industries or sectors, or
general market conditions.

Investments in fast-growing industries like the technology sector (which historically has been volatile) could result in increased price fluctuation,
especially over the short term, due to the rapid pace of product change and development and changes in government regulation of companies
emphasizing scientific or technological advancement or regulatory approval for new drugs and medical instruments.

The opinions are intended solely to provide insight into how securities are analyzed. The information provided is not a recommendation or
individual investment advice for any particular security, strategy, or investment product and is not an indication of the trading intent of any
Franklin Templeton managed portfolio. This is not a complete analysis of every material fact regarding any industry, security or investment and
should not be viewed as an investment recommendation. This is intended to provide insight into the portfolio selection and research process.
Factual statements are taken from sources considered reliable but have not been independently verified for completeness or accuracy. These
opinions may not be relied upon as investment advice or as an offer for any particular security.

Any companies and/or case studies referenced herein are used solely for illustrative purposes; any investment may or may not be currently held
by any portfolio advised by Franklin Templeton.

The information provided is not a recommendation or individual investment advice for any particular security, strategy, or investment product and
is not an indication of the trading intent of any Franklin Templeton managed portfolio.

Past performance does not guarantee future results.
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IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be
reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date
and may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions
and may differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete
analysis of every material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on

the economy, stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from
them can go down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative
nor a guarantee of future performance. All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in
that connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this
material and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained
from sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be
incomplete or condensed and may be subject to change at any time without notice. The mention of any individual securities should neither
constitute nor be construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such
individual securities (if any) is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss
arising from use of this information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for
further information on availability of products and services in your jurisdiction.

Issued in the U.S. by Franklin Distributors, LLC, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com—Franklin Distributors, LLC, member
FINRA/SIPC, is the principal distributor of Franklin Templeton U.S. registered products, which are not FDIC insured; may lose value; and are not bank guaranteed and are available only in jurisdictions
where an offer or solicitation of such products is permitted under applicable laws and regulation.

Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca.

Offshore Americas: In the U.S,, this publication is made available only to financial intermediaries by Franklin Distributors, LLC, member FINRA/SIPC, 100 Fountain Parkway, St. Petersburg, Florida
33716. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax: (727) 299-8736. Investments are not FDIC insured; may lose value; and are not bank guaranteed.
Distribution outside the U.S. may be made by Franklin Templeton International Services, S.a r.. (FTIS) or other sub-distributors, intermediaries, dealers or professional investors that have been
engaged by FTIS to distribute shares of Franklin Templeton funds in certain jurisdictions. This is not an offer to sell or a solicitation of an offer to purchase securities in any jurisdiction where

it would be illegal to do so.

Issued in Europe by: Franklin Templeton International Services S.a r.l.—Supervised by the Commission de Surveillance du Secteur Financier—8A, rue Albert Borschette, L-1246 Luxembourg.

Tel: +352-46 66 67-1, Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A; Rondo ONZ 1; 00-124 Warsaw. South Africa: Issued by Franklin Templeton Investments
SA (PTY) Ltd, which is an authorized Financial Services Provider. Tel: +27 (21) 8317400, Fax: +27 (21) 8317422. Switzerland: Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38,
CH-8002 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin
Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel: +9714-4284100, Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment
Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London ECAN 6HL. Tel: +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial
Conduct Authority.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47,120 Collins Street, Melbourne, Victoria 3000.
Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 17/F, Chater House, 8 Connaught Road Central, Hong Kong. Japan: Issued by Franklin Templeton Japan Co,, Ltd.,
Shin-Marunouchi Building, 1-5-1 Marunouchi Chiyoda-ku, Tokyo 100-6536, registered in Japan as a Financial Instruments Business Operator [Registered No. The Director of Kanto Local Finance
Bureau (Financial Instruments Business Operator), No. 417]. Korea: Issued by Franklin Templeton Investment Advisors Korea Co., Ltd. 3rd fl, CCMM Building, 101 Yeouigongwon-ro,
Yeongdeungpo-gu, Seoul Korea 07241. Malaysia: Issued by Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document
has not been reviewed by Securities Commission Malaysia. Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #38-03 Suntec
Tower One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or circumvent
any broker/dealer policies, procedures, rules, and guidelines.
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