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BTCM: It Keeps Coming Back

Now It's Trying the Crypto-Hoax Space

Anne Stevenson-Yang
anne®@jcapitalresearch.com

+1 860 391 6094

BTCM has been losing money since 2015, a year after its IPO. We think that’s intentional.

We’ll show that the crypto mining plan is end-to-end hype.

We found that BTCM overstated by 650% the revenue of the offshore lottery business it bought then
falsely blamed a regulatory change for plummeting income.

The company has been through five lines of business and three auditors since its core business was
banned in 2015. Crypto mining is the latest promote.

BTCM is known in China for running low-level scams and Ponzis. Unfortunately, a lot of U.S. investors
have not yet caught on to the grift.
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ou may remember BIT Mining Limited (BTCM,

formerly WBAI) as that lottery scam from Chi-
na. Now it’s back looking very much like a crypto
scam. The company's core business keeps changing.
Crypto currency is the latest promote.

BTCM directors are already gleefully selling based
on a pump a scant five months old. The company
brought founder Vincent Man San Law back as
executive director in December and sold him mas-
sively discounted shares and later upped their vot-
ing power.! He dumped $17 min in shares almost
immediately. Other insiders have sold around $6
mln in shares in Q1.

We believe the ASIC designer BTCM bought for $100
mln in stock is a channel for enriching the CEO of
BTCM'’s 54.2% subsidiary, Loto Interactive (8198
HK). Then there’s a mining pool in decline. There
are out-of-date miners. And in acquiring a mon-
ey-losing data center, BTCM could not resist pass-
ing some money to friends.

The Chinese government is attacking the whole
value chain in crypto, and we think it will eventu-
ally ban crypto mining on environmental grounds.

BTCM appears to be scrambling to get out of Chi-
na--right after it spent a load of money on Chinese
data centers. BTCM is investing in a mining center
in Texas and another some place in Kazakhstan.

Until late February, when BTCM launched its crypto
mining business, the majority of revenue came from
an online lottery company based in Malta called The
Multi Group. We will show that BTCM overreported
this group’s revenue by 650% on acquisition and that
Multi is still as fraudulent as ever.

BTCM is strapped for cash and has pledged its bit-
coin for three-month debt. Despite reporting cash in
the bank, BTCM is paying 6% for short-term loans.

The last auditor refused to sign off on the accounts
because of a bribery case that has sent Japanese
lawmakers to jail for accepting money from BTCM.
BTCM conducted its own investigation and, shock-
ingly, declared itself innocent.

In the hiatus between promotes, BTCM scams a
few million here and there from investors. We will
detail eight such transactions in which they have
taken money out of the business.

The bankrupt crypto plan

BTCM'’s crypto currency plan is one big grift. The company is trying to sell the following narrative:

1. We can build miners.

2. And if we can’t, we can source the machines.

3. We've acquired a big mining pool.
4. We have a huge data center in Sichuan.

Every piece of this narrative is an exaggeration. Here’s why.

The rigs—self dealing and overpaying

1 A8 £4MC Name
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Bee Computing (HK) Limited

& 6y Shares

RAHFHAR L1 L 13
Current Transferred * Remarks
Holding

t%/ %M Mk
Name Address

®A am

Number Date

BESTCHAIN
HOLDING INC.

Le Sanalele Complex, 2,000,000 Issuance of
Ground Floor, Vaea Street, 2,000,000
Saleufi, PO Box 1868, shares on
Apia, 25-Oct-2019
Samoa.

Source: Hong Kong corporate registry

» Bee Computing: enriching related parties:
BTCM reported on April 5, 2021 that it had
agreed to spend $100 mln to buy an ASIC design-
er called Bee Computing. ASICs are the semi-
conductor “brains” for mining machines. Bee
appears to be little more than a pass-through to
enrich Yan Hao, CEO and executive director of
BTCM'’s controlled subsidiary Loto Interactive
(8198 HK). Bee has no miners on the market, and
no one in the industry—including executives at

1 https://www.nasdag.com/press-release/500.com-limited-announces-private-placement-and-appointment-of-new-

officers-2020-12
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market leaders Bitmain and MicroBT—has heard , Bee purchased “supercomputing devices”—appar-
of the company. It is ultimately owned by a mys- = ently ASICs for miners--from a Taiwanese company
terious Samoan company with the crypto-sound- | controlled by Yan called Whalechip. Loto later said
ing name Bestchain. that Whalechip refunded the money.

On 15 May 2020, Happy Technology Limited ("Happy Technology”), an indirect non wholly-owned
subsidiary of the Company, entered into the framework purchase agreement with Whalechip Co., Ltd.
(“Whalechip”) whereby Happy Technology shall purchase the supercomputing devices or other similar
products from Whalechip. The framework purchase agreement has a term of one year commencing
from 15 May 2020, during which, the purchase cap will be US$2,000,000 (equivalent to approximately
HK$15,502,900). Whalechip is owned by Mr. Yan as to 36%. Mr. Yan is a director of Happy Technology,
a non wholly-owned subsidiary of the Company, and therefore a connected person at the subsidiary level
as defined in the GEM Listing Rules. Mr. Yan is the beneficial owner of 36% equity interest in Whalechip.
Hence, Whalechip is an associate of Mr. Yan and therefore also a connected person at the subsidiary level
as defined under the GEM Listing Rules.

Whalechip does not seem to be an operating company. There is no LinkedIn page or website. The regis-
tered office address is in a small shopping mall.

EREAE ZFNT AR BN/ AN

o Ee

Whalechip’s registered address at No. 148, Sec. 4, Zhongxiao E. RD., Da-an District, Taipei City 10627. Photo from Google Maps March 2020
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The real ASIC company is called Whalechain, owned by Yan Hao’s brother, Kyle Yan, a relationship Loto
discloses. The Whalechain COO on LinkedIn says the two companies are interchangeable

m Q Search
" Alex Yang
WHALECHAIN COO

Ccoo
. WHALECHAIN

Aug 2017 - Present - 3 yrs 9 mos
Taiwan

# gy

Home My Netwc

Qo's or
A)‘oi/‘per Ky/ Yo

Founded in 2017, Whalechain/ Whalechip is a fabless semiconductor and system solutions

provider dedicated to technological innovation as Blockchain/ HPC ASIC/ hardware solutions

and custom IC design/ systems development.

N
About

Company

WHALECHAIN is a Taiwan-based fabless

Technology ~ Service  News  Contact ) EN

semiconductor and system solution provider
dedicated to Blockchain technologies. Our team has
years of practical experiences in ASIC, FPGA and

Hardware System solutions. The main focus is on

| <

hashing power ICs and Blockchain hardware to

implement DAIOT ecosystem. We are striving to

meet users expectations and provide the most

suitable Blockchain IC and hardware products.

If Bee Computing makes miners, why does it need
to purchase “supercomputing devices” from a direc-
tor? And who got that $100 mln from BTCM? Sa-
moa does not disclose corporate ownership.

Bee Computing itself has no technology we

can identify. Bee is clearly just a pass-through

for Whalechain/Whalechip. BTCM claims Bee
“launched a Bitcoin mining machine incorporating
7-nanometer ASICs” in 2019.” But an executive of
Bee whom we interviewed by phone confirmed that
Bee did not have 7 nm ASICs in 2019. The compa-

2 BTCM 6K April 5, 2021

m Q search
Kyle (Yi-Wei Yan) Yan - 3rd > WHALECHAIN
WHALECHAIN Chief Executive Officer National Cheng Kung
& University

Taipei City, Taipei City, Taiwan - 69 connections - Contact info

About
1. ASIC Chip for Bitcoin Miner/Blockchain XiR§§

2. Display Panel Module
3. Digital IC Design

ny that did show a 7 nm machine at the CES show
in the U.S. in 2019 was Whalechain, the company
owned by a brother of Loto Director Yan Hao. *

In April 2021, BTCM reported that it purchased “Bee
Computing's bitcoin mining machines incorporat-
ing 7-nanometer ASICs on February 2, 2021.” In
fact, we believe Bee simply buys chips and arranges
for contractors to put them into machines.

3 https://www.lifepulsehealth.com/pr/whalechain-technology-will-introduce-its-first-7-nanometer-sha2 56-asic-in-

ces-2019/195440/
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We visited Bee Computing’s registered addresses
in Hangzhou and Beijing, and both were empty. In
Hangzhou, Bee rents space in a government-owned
shared office that was dark on the Monday
mid-morning that we visited.

E

Bee Computing Beijing. Photo by ) Capital April 2021

In Beijing, the door to the shared office space was
locked, and a sign told visitors to “telephone Man-
ager XXXX at 1591100XXXX.”

We spoke with a former Bee employee who claimed
the company had a “Taiwan office.” But we could not
find a company called Bee in Taiwanese registries.

Bee Computing Hangzhou. Photo by J Capital April 2021

» BTCM grossly overpaid for miners it acquired
externally: If BTCM'’s disclosures are true, the
company bought five-year-old miners and over-
paid. On a like-for-like basis, BTCM paid 40%
more than Riot Blockchain (RIOT) for the same
computing power.

The most important thing in mining is having ef-
ficient miners. The Antminer S19 Pro is the 2021
Porsche 911 Turbo S of the mining world—high
hash rate, power-efficient, cost-effective--and cur-
rently out of stock everywhere (as of April 2021).
Riot Blockchain recently bought 8,000 Antminer
S19 Pros for $17.7 million,” netting RIOT 1,446
petahash per second (PH/s).” BTCM, meanwhile,
spent approximately $14.4 million and $8.5 mil-
lion in two transactions to acquire S17, T17, M20,
and S9 miners for approximately 1,337 PH/s.’

In some cases, miners they purchased are coming
up on their five-year anniversary. Would you buy a
five-year old computer, and would you expect it to
run smoothly? Many of these miners were proba-
bly collecting dust until the recent surge in bitcoin
miners.” For example, S9s had been phased out
and weren'’t even turned on until the recent surge
in bitcoin price.” Maintenance will be quite a feat,
assuming there are actually real machines.

4 https://www.prnewswire.com/news-releases/riot-blockchain-announces-milestone-purchase-of-8-000-s19-pro-antminers-from-

bitmain-with-delivery-starting-january-2021--resulting-in-1-45-ehs-in-total-hash-rate-301113391.html

5 https://www.prnewswire.com/news-releases/riot-blockchain-announces-milestone-purchase-of-8-000-s19-pro-antminers-from-

bitmain-with-delivery-starting-january-2021--resulting-in-1-45-ehs-in-total-hash-rate-301113391.html

6 In the original press releases, BTCM refers to 918.5 PH/s and 113 PH/s (=1031.5 PH/s), but in a March 1, 2021 6K, BTCM said
"the Company expects to have Bitcoin mining machines with an aggregate computing power of 1,337 PH/s by the end of the first

half of 2021.”

7  https://www.theblockcrypto.com/post/90060/bitcoin-price-mining-hardware-renaissance

8 Ibid.
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Price of Miners: RIOT vs BTCM

Type Number
RIOT Antminer S19 Pro 8,000
BTCM Bitmain S17, T17, S9, and )
undisclosed

MicroBT M20
Premium paid by BTCM

BTCM Miners Launch Dates

Age (as of April

Model Launch Date 2021)
Antminer 59 June 1,2016 4 years 10 months
Antminer S17 Dec. 1,2019 1 year 5 months
Antminer T17 June 1, 2020 10 months

Whatsminer M20  August 1,2019 1 year 8 months

Source: Bitmain and MicroBT websites

One expert predicts that “the average lifetime of a
bitcoin mining machine is one and a half years.”” At
most, public miners depreciate the machines over
four years.

According to Hashrate Index, current capex re-
quirements per terahash/second (TH/s) are approx-
imately $116.47 when bitcoin was $53,000, near its
highest level." At that rate, a miner would break
even in 323 days." If BTCM wants to upgrade its
miners and maintain its current hash rate, we esti-
mate it would cost around $120 mIn', and it would
take nearly a year before BTCM would even start
making a return on the investment. To be compet-
itive, BTCM will need to do that in the next couple
of years.

» Sinking $30.2 min into dubious machines: In a
press release February 2021, BTCM stated that it
was buying 2,000 ETH (Ethereum) mining ma-
chines for $30.2 million, or $15,100 each, to be
delivered in three batches this year."” You might
wonder why BTCM was able to source new ETH
machines when the company had to buy used
bitcoin machines. Simple. The miners are about

PH/s Price (min USD) $ per PH/s
1,446 17.7 $12,241
1,337 22.9 $17,128

40%

Source: RIOT and BTCM disclosures

to become obsolete.

Ethereum is changing from a “proof of work”
model, where expensive mining equipment is
used to solve complex math problems, to a “proof
of stake” model. Essentially, miners will no
longer compete, being chosen instead at random
to mine blocks, and so they don't need elite hard-
ware to stand a chance of creating new blocks. A
change to proof-of-stake will completely under-
mine BTCM’s ROI on these expensive rigs. Nota-
bly, Whalechain specializes in ETH rigs."

BTCM announced in its Q1 2021 report that the
company now has 50,113 miners deployed, with

a total PH/s of 1,032, rising to 1,337 after the re-
maining machines that the company says it has
purchased are delivered and deployed. Compare that
with the British crypto company Argo Blockchain
(ARB LN), which has 18,000 machines deployed
with PH/s of 730—50% more the PH/s on average
per machine of BTCM.

9 https://bitcoinexchangeguide.com/analyst-over-98-of-bitcoin-mining-hardware-will-become-obsolete-after-btc-halving/

10  As of April 22, 2021. https://www.hashrateindex.com/machines/sha256-rig-index

11 As of April 22, 2021. https://www.hashrateindex.com/machines/sha256-rig-index

12 We are giving BTCM the benefit of the doubt by basing our calculation on 1,337 PH/s. 1337 PH/s, which is equivalent to 1.337

million TH/s.

13 https://www.prnewswire.com/news-releases/500com-limited-announces-agreement-with-bitdeer-subsidiary-to-purchase-

mining-machines-with-total-computing-power-of-113p-as-well-as-agreement-to-purchase-ethereum-mining-machines-with-total-

computing-power-of-4800g-301236344.html
14  https://www.whalechain.biz/en/service.php
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Mining pool—Ilying about computing power?

BTCM paid $116 mln to acquire the BTC.com min- site we think is independent, we saw that BTC.com
ing pool via its parent company, Bitdeer Technolo- had dropped significantly last fall.

gies. Industry experts think BTC.com may be hid-
ing the falloff in mining activity since last August The left-hand scale refers to the percentage of world
by extending the period of time it uses for reporting hashrate. BTC.com, on the bottom, has dwindled

on “average” computing power. BTC.com reports significantly since last summer.

that its hashpower is around ~11% of the total. But
when we checked this number on blockchain.com, a

Hashrate Distribution Over Time

An estimation of hashrate distribution over time amongst the largest mining pools
Bl etc.coMm [l 1THASH&58COIN [l ANTPOOL [l ViABTC POOLIN [l OTHERS [l F2PooL [l UNKNOWN | HUOBI.POOL
100%
80%
60%

40%

20%

Date
1 Year ears C Weekly

Source: blockchain.com
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In the last 30 days, according to Blockchain.com, BTC.com has disappeared from the rankings.

Hashrate Distribution Over Time

An estimation of hashrate distribution over time amongst the largest mining pools
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Source: https://www.blockchain.com/charts/pools-timeseries

BTC.com continues to report that it has around 11% of world hashing power.

Pool Distribution (calulate by blocks)

All 1Y M ™ Tw m 24H

SpiderPool: 0.3 %
ArkPool: 0.3% -

SBI Crypto: 06%
Rawpool: 0.9 %
unknown: 2.0 % 7

OKExPool: 2.0 %

F2Pool: 17.1 %

SlushPool: 3.4 %
srcrorsax
1THash: 3.7% | AntPool: 16.0 %

Foundry USA: 4.6 % *
Huobipook 6.0 %
Binance Pool: 6.9 %

ViaBTC: 9.1 %
Poalin: 14.6 %

BTC.com: 9.1 %

Hashrate 3locks Minec mpty Empty Block

Percentage

! NETWORK 100.00%  159.61 EH/s 350 1 029% 1,334,335 0.66214475 1059 %
1 F2Pool 17.04% 2736 EH/s 60 0 0.00% 1,348,587 0.65985949 10.56 %
2 AntPool 16.00 % 2554 EH/s 56 0 0.00 % 1335482 0.66863805 10.70%
3 Poolin 14.57 % 2326 EH/s 51 0 0.00% 1315726 0.70085073 1M21%
4 BTC.com 9.14% 14.59 EH/s 32 0 0.00% 1,336,998 0.67567233 1081 %
5 ViaBTC 9.14% 14.59 EH/s 32 0 0.00% 1,343,999 0.60847352 9.74%

Source: https://btc.com/stats/pool
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“BTC.com has declined,” a cryptocurrency expert
told us. “If you calculate the hashpower over a
longer period of time, the decline is smaller.” The
expert believes that BTC.com stopped marketing its
pool after the rift between its founder and his part-
ner. Since clients can easily switch pools by simply
changing the server address, marketing, and trust,
make all the difference in pool management.

Falsifying pool data is not without precedent. There
is evidence that BTC.com’s former parent pool, Bit-
main’s Antpool, fakes its mining activity."”

The BTC.com transaction was a vehicle for one of
the disgruntled founders of Chinese miner manu-
facturer Bitmain to cash out. Bitmain tried to IPO
in Hong Kong and then in the United States and
failed both times. Bitdeer represents assets hived
off from Bitmain to co-founder Wu Jihan in his rift
with Micree Zhan."® (“Bitdeer” in Chinese is a play

on the name Bitmain.)
Insiders are laughing at BTCM investors:

“The goal for Wu Jihan to sell BTC.com is to
cash out, not to join BTCM,” a former execu-
tive of Bitmain who knows Wu Jihan told us
on the phone. “We insiders know that these
assets are not so valuable, and the industry
is in a downturn. So [Wu] found a buyer who
didn’t understand the industry. BTCM was

a lottery company. It got into this industry
relatively late.”

China hating on crypto

Authorities in China, which hosts 50% of the
world’s crypto mining activity and whose compa-
nies manufacture around 90% of the miners, are
starting to let their feelings show.

15 https://medium.com/®@salva.enkidu 89587/how-bitmain-indeed-mines-coins-in-secret-2eal79e7ab75

16 See Wu Jihan's explanation of the settlement posted on Weibo January 21, 2021: https://weibo.com/ttarticle/p/

show?id=2309404598708980547767
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Data center: more self-dealing

The only remotely real portion of the crypto acquisitions is a disaster. In January, when BTCM acquired
majority control of Loto Interactive, it got three data centers in Sichuan. But Loto—which recently discard-
ed all its other businesses, loses on the data centers. The company reported US$48.9 mln in 2020 revenue
and around US$5 mln in losses. These losses continued into Q1 2021, with Loto's data center service reve-
nue increasing by barely 2% compared to Q1 2020, not exactly high growth, given this was a period when
bitcoin prices were nearing record highs. With evolving tighter regulations in China, both revenue growth
and future creditworthiness of customers may struggle.

Loto’s Changhe Dam Mining Center. There are 10 buildings operating and one under construction. Until April 2021, this Loto data center
was headed by BTCM CEO Yang Xianfeng. | Photo by ) Capital researcher March 2021

A key motivation for the acquisition looks like it was to pass money to insiders. At the time of the transac-
tion, Loto held 20% ownership directly. Loto then spent ¥88.8 mln to acquire the equity shares of the three
other owners. At least two of those owners, who received ¥88.2 mln, are connected to BTCM, using the
same email address and phone number in Shenzhen and managed by a BTCM executive.

cryptocurrency mining business. Concurrently with the Company’s entering into the share
subscription agreement, Loto Interactive has entered into an acquisition agreement,
pursuant to which it has agreed to acquire the remaining equity interests in its indirectly
held subsidiary, Ganzi Changhe Hydropower Consumption Service Co., Ltd, or Ganzi
Changhe, from two sellers for a total consideration of approximately RMB88.2 million
(approximately US$13.6 million) in cash. Upon completion of the transactions

Source: BTCM 2020 20F page 59
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Ganzi Changhe Data Center Ownership

5 BiEE B RUES  AfEAD
Ganzi Changhe Hydropower Consumption

H M 7K B A0 A ~ Service Co. Ltd Shareholder List

HBMAKEHARSBRAT] o=

FE  AESH

Loto passes ¥88.8 min ($13.7 min) into the
hands of BTCM-related individuals by

Fai%E: 028-86038373 EZHAEAT (3) — buying their shares in Ganzi Changhe
#BF5: dengxiaogin@lotoie.com )

B EX

April 15,2021: New investors: BTCM

4 2021:04-15 BREANRNE SRUFHERHEERASHIA 70205 INTHEFREBEABRAS 17 55805 AR .. . .
B - - proxy Zhejiang Keying Huancai (¥55.8

REFRDET], ™

TREREESEAGRAS HAS FEDSERRAR (RY) HRAS HE 12420 min) and Loto Interactive (¥124.2 min)

58055 AR, % ARTEE]

S 48007 AR,

FEEREBRA CRYI) HRAS H

% 36005 ARMZE] January 27,2021: Investors are Loto
5 2021:0127 BREABANE  RYITHARIEERAS HA 70205 RYIMEARIEERAS B 70205 AR; Interactive (¥36 min) and three proxies

B AR, HHIMERARAEBRARBIRAS) W3 55800 AR for BTCM: Shenzhen Chengyou

IREAYSERARRAS HAS  HEE;

18055 ARTI[ZE]; S HE 180075 AR Technology Co., Ltd. (¥70.2 min),

BHE HF 18005 AR FEORER s Zhejiang Keying Huancai Information

AR Technology Co., Ltd (¥55.8 min), and
Guo Xiaoquan (¥18 min)

Source: Qixin database of Chinese government records

But BTCM did not even acquire the equity it claims. BTCM provides a “PRC LEGAL OPINION ON CRYP-
TOCURRENCY MINING AND RELATED BUSINESS OF BIT MINING LIMITED” in Exhibit 15.3 to its
2020 20-F. This contains multiple disclosures which conflict with statements made by BTCM.

For example, Loto Interactive controls the mining center contractually, not through equity ownership.

Exhibit 3 Shareholding structure showing Loto Interactive controls Ganzi Changhe, Sichuan Lecai
and Chengdu Yilaike through contractual arrangements
(Based on information provided by the Company)

BIT Mining Limited 542%| Loto Interactive Limited [00% Brighten Express
- =

LT
(Cayman) (Cayman) - ‘_‘d
. : {Hong Kong)
Offshore
3 100% Onshore

Loto Interactive
Information Technology
(Shenzhen) Limited

"
i VIE Coatrol
Zhejiang Keying
Huancai Information

Technology Co., Ltd

4 100% $31% L 0%
i Sichuan Lecai Yuatian Ganr Changhe Hy dropower
mtion Network Technology Coasempnion Serice Co,
Co., Ltd L

Chengdu Yilaike
Technology Co.. Lid

Opinion of JunZeJun Law Form, BTCM 2020 20F page 28

05/27/2021




Loto Interactive claims to have 51% interest in Gan-
zi Changhe and 100% equity interest in the entities
engaged in the big data center business."” This is
factually false. BTCM reiterates Loto’s claims in its
20F."® It is impossible for BTCM or Loto to not know
this, since BTCM’s newly appointed CEO, Xianfeng
Yang, is also the chairman of Ganzi Changhe."”

BTCM'’s own attorneys, the JunZeJun Law Firm--in-
cluding Loto CEO Yan Hao, who is a JunZeJun at-
torney--themselves state that Loto does not own
51% of Ganzi Changhe, 100% of Zhejiang Skying
(transliterated as Zhejiang Keying), or 100% of the
other three subsidiaries of Zhejiang Skying.***'

At best WBAI and Loto “control” them, with VIE
contractual agreements being the basis of control.
However, BTCM’s own attorneys separately explain
that Loto’s VIE control structure was never official-
ly registered.”

JunZeJun explains Loto’s VIE control structure was
never officially registered.”

C.Opinion

Without the registered VIE share pledges, this
statement undermines BTCM’s justification for
consolidating the big data center operations which
represent 99.1% of Loto’s 2020 revenues.* PRC reg-
ulatory tightening on the cryptocurrency business
raises the risk that related VIE contracts will be
unenforceable in a PRC court.

It may not matter much anymore. China’s hostility
to crypto mining is growing, and miners are on the
run. BTCM is hurrying to find a mining farm out-
side of China. On May 19, the company announced
it would restart Bitmain’s abandoned project to
build a mining farm in Rockdale, Texas. Bitmain
had planned to take over part of a plant abandoned
by Alcoa.

The announcement follows a notice®® issued May
18 by three quasi-governmental trade associations
in China informing financial institutions that they
could not speculate in crypto currency. The notice
also said that internet platforms may not advertise

Based on our review of the Documents and our understanding of the current PRC Laws, subject to the assumptions above
and the Qualifications (as defined below), we are of the opinion that, as of the date hereof, so far as PRC Laws are

concerned:

Each of the PRC Group Entities is validly existing with limited liability under the PRC Laws and has full power,
authority, legal right to enter into, execute, assume, deliver and perform its obligations under each of the Corporate
Structure Contracts to which it is a party and has duly executed and delivered each of the Corporate Structure

Contracts.

Each of the Corporate Structure Contracts is valid and legally binding under the PRC Laws, and the obligations
undertaken by and the rights granted to each party to the Corporate Structure Contracts are legally permissible
under PRC Laws. It's pertinent to note that the pledge on equity interest in Zhejiang Keying and Beijing Lewan,

ii. respectively, would not be deemed validly established until it is registered with the competent PRC Authorities.

However, there are substantial uncertainties with regard to the interpretation and application of PRC Laws and
future PRC laws and regulations, and there can be no assurance that the PRC Authorities will not take a view that
is contrary to or otherwise different from our opinion stated above.

To our best knowledge after a limited- scope search through the Internet (i.e. the website of China Judgments Online, the

iii

. website of Beijing Court, the website of Zhejiang Court and the website of Public Information of Enforcement in China),

“there was no legal proceeding which had challenged the legality, effectiveness or validity of the Corporate Structure

Contracts and/or the transactions contemplated thereby.

17 Loto Interactive 2020 AR, p.122-123
18 WBAI 2020 20-F, pp. 59, F-63

19 WBAI 2020 20-F, p. 113

20 WBAI 2020 20-F, Exhibit 15.3, p.7

21 WBAI 2020 20-F, Exhibit 15.3, p.28
22 WBAI 2020 20-F, Exhibit 15.3, p.3
23 WBAI 2020 20-F, Exhibit 15.3, p.3

Source: BTCM 2020 20F Exhibit 15-4 page 3

24 Loto Interactive 2020 AR, pp.102, 105 (379,658/382,925 = 91.4%)
25 https://m.21jingji.com/article/20210518/herald/3783a036099da2e0c756ff6e8b8e1498.html

05/27/2021


https://m.21jingji.com/article/20210518/herald/3783a036099da2e0c756ff6e8b8e1498.html

or promote crypto currencies. In March, Chinese
miners began transferring their rigs out of Inner
Mongolia® following news”” that the province, re-
sponsible for about 8% of the world’s hashing pow-
er, would shut down all crypto mining operations at
the end of April. These moves look like precursors
to a complete ban.

BTCM is finding new ways to pass money to Bit-
main co-founder Wu Jihan. BTCM has announced

it will spend $25.7 mln to develop a mining farm in
Texas through one of Wu'’s companies, called Dory
Creek. Dory Creek abandoned plans to build the
farm in 2020, a few months after announcing them,
when Bitmain was unable to IPO. Why should
BTCM carry out this investment through Wu'’s com-

pany rather than directly? Investors should worry
that the $25.7 mln will be diverted.

In summary, BTCM's pivot into crypto assets in
China was via clunker mining machines and mon-
ey-losing data centers bought at peak crypto prices
right in front of a tightening regulatory spiral in
the PRC that may make profitable operation of these
assets near impossible or eventually illegal. Regu-
lations are certain to devalue the assets and make
it very difficult for foreign shareholders to enforce
ownership or monetize the assets. We are begin-
ning to wonder whether BTCM intentionally courts
industries that are about to be banned. This hap-
pened with the company’s original lottery business
in China.

26  http://www.haimanews.com/%e7%9f%bf%e4%b8%9a/4263.html

27 https://forkast.news/inner-mongolia-shut-down-crypto-mining-china-bitcoin-miners/
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The great giveaway-diluting public
shareholders

BTCM has massively diluted shareholders to build this promote, keeping the moves as quiet as the law will
allow. BTCM has issued 79 mln new shares in two years, an 18% dilution, and has handed a 61.7% voting
share to Director Vincent Law for a consideration of merely $65,000 by issuing him preferred shares. Law’s
shares have 10,000 votes to just one for the common shareholder. Good luck ever getting rid of him.

i i

Plan of the Issuer. Each holder of Class A Ordinary Shares is entitled to one vote per share, each
holder of Class B Ordinary Shares is entitled to ten votes per share, and each holder of Class A
Preference Shares is entitled to 10,000 votes per share as at the date of this Schedule 13D on all
matters submitted to them for a vote.

Source: BTCM SC13D April 14, 2021

Vincent Man shares

12000000
10000000
8000000
6000000
4000000
2000000
0
Q12019 Q22019 Q32019 Q42019 Q12020 Q22020 Q32020 Q42020 Q12021 Latest
Common
Stock
Equivalent
Held

Source: Capital IQ

Vincent Law Share Sales

Insider Relationship Trade Date Type Shares Mkt Val
Law Man San Vincent Executive Director 4/14/2021 Ben. Ownership (13D/G) = -
Delite Limited Law company 3/30/2021 144 Sale (600,883) $12,888,940
Law Man San Vincent Executive Director 3/30/2021 144 Sale (66,000) $1,509,420
Smart Mega Holdings Ltd Law's wife's company 3/19/2021 144 Sale (100,000) $2,550,000
Law Man San Vincent >5% Own 3/15/2021 Ben. Ownership (13D/G) - -
Law Man San Vincent Chairman 1/21/2021 Ben. Ownership (13D/G) - -
Law Man San Vincent Chairman  12/30/2020 Ben. Ownership (13D/G) - -
Law Man San Vincent Chairman  12/30/2020 Ben. Ownership (13D/G) - -
Law Man San Vincent >5% Own 2/14/2020 Ben. Ownership (13D/G) - -
Total Law sales Q1 $16,948,360

Source: EZ Insider
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With the recent pivot to crypto mining, the announcements alone have been enough to support share
sales. Law is top among the sellers, but there are more::

Insider Relationship Traded Type Shares Price Value
Wong Yan Ki Angel Director 3/30/2021 144 Sale 70,000 $26.70 $1,869,000
Wu Shengwu Chairman 3/30/2021 144 Sale 50,000 $20.28 $1,014,000
Yu Bo CO0 3/30/2021 144 Sale 65,000 $26.09 $1,695,850
Yuan Qiang CFO 3/30/2021 144 Sale 70,000 $24.31 $1,701,700
Total $6,280,550

Source: RIOT and BTCM disclosures

The company issued a breathless panegyric to Law These achievements would not have been
even as he cashed out: possible without the assistance of the Com-
pany's original founder, Mr. Man San Vin-

In just three months, the Company has com- cent Law.
pleted a radical transformation of its busi-
ness to become a cryptocurrency mining Meanwhile, BTCM is handing out a crazy number
enterprise. By diversifying the Company's of shares to employees, or so it says. Share compen-
revenue streams, it has largely expanded its sation in 2020 was an amazing TWO AND A HALF
potential, business longevity, and ultimately TIMES revenue, even as losses mount.

the value proposition to its shareholders.

BTCM Stock Compensation and Revenue (,000 RMB)
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Source: BTCM 2020 20F
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BTCM Revenue and Losses (,000 RMB)
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Source: BTCM 2020 20F

Directors’ shares are separately reported. These giveaways are for rank-and-file employees, almost all in
G&A:

15. SHARE-BASED PAYMENT (continued)

Restricted shares granted ro employees and direcrors (continued)

For the year ended December 31, 2019

Employees Directors Total Total

RMB RMB RMB Us$

Cost of services 14 — 14 2
Sales and marketing 7,410 — 7,410 1.064
General and administrative 57,666 506 58,172 8,356
Service development expenses 13,679 —_ 13,679 1,965
78,769 506 79,275 11,387

For the vear ended December 31, 2020

Employees Directors Total Total

RMB RMB RMB Uss

Sales and marketing 4,779 — 4,779 732
General and administrative 31,462 9,331 40,793 6,252
Service development expenses 9,852 — 9,852 1,510
46,093 9,331 55,424 8,494

Source: BTCM 2020 20F page F-53: BTCM 2020 20F
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The number of employees, including their respective departments, is also shown in the company filings:

n. Emplovees

Emplovees

Our ability w maintain a wained management wam and other employees is critical o the success of our business. We had a wotal of 282, 171 and 138 employees as of
December 31, 2018, 2019 and 2020, respectively. The 1able below sets forth the number of employvees categorized by function as of December 31, 2020,

Functian

Number of emplovess

Management and Administration

Sales, Marketing and Website Operation
Service and User Support

Technology and Product Development
Administrative Support

Total

=l
28
G1
15
138

Source: BTCM 2020 20F page 120

The share compensation is in addition to salary and benefits. The majority appears to be paid to non-direc-

tor staff:

General and administrative expenses. General and administrative expenses decreased by 31.9% from EMB223.8 million in 2019 1o RMB152.5 million in 2020. The decrease

was mainly due to cost reduction measures implemented by management, including:

# a decrease in share-based compensation expenses associated with share options granted to our directors and employees from RMBS8.2 million in 2019 to RMB40.8 million in
2020, which was primarily related to restricted share units granted in 2018 and 2019, which are expensed mainly in 2019;

® a decrease in salary and benelit expenses for employees from RMBS57.6 million in 2019 to RMB34.1 million in 2020, which was primarily caused by a decreased number of

employees;

B. Compensation

Compensation of Directors and Executive Officers

In 2020, the aggregate cash compensation o all our directors and our executive officers was RMB4.7 million (US$0.7 million). For share-based compensation, see “Ttem 6,
Directors, Senior Management and Employees—B. Compensation—=Share Incentive Plans.” We did not have any amount accrued in 2020 for pension, retirement or other similar

benefits o our directors and our executive officers.

Source: BTCM 2020 20F page 101

Options, Restricted Shares, and G&A Cash Compensation per Individual

Y/E No of Employees

General and administrative

G&A average cash compensation

In other words, the company claims it paid each ad-
ministrative employee, AFTER directors’ compensa-
tion, ¥3 mln in cash and share comp in 2020.

We called a half dozen former BTCM employees,
including at managerial levels, and none had re-
ceived share grants or options. Salaries ranged

43

2019 Y/E No of Employees 2020
¥1,341,070 35 ¥ 2,120,771
¥ 1,339,535 ¥ 974,286

Source: BTCM 2020 20F

from ¥84,000 to ¥480,000 per year—a far cry from
the average annual cash compensation reported for
G&A employees--¥1.3 mln in 2019 and ¥974,286 in
2020.

Where are the shares really going? Hard to say, but
not to employees.
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Willemstad, the capital of Curacao

The Multi Group: Faked revenue

BTCM claims that 68% of its revenue comes from
an online lottery company domiciled in Malta
called The Multi Group (TMG). We believe substan-
tially all TMG revenue is faked.

Our research shows that, at acquisition, BTCM over-
stated TMG’s revenue by more than 6x. Since then,
the company has created the appearance of reve-
nue by circulating money round-robin style money
among its TMG subsidiaries.

BTCM acquired 93% of TMG for $56 mln in May
2017. TMG’s platform lets users make bets on the
outcome of European lotteries.

This was a scam from the very start. In the press
release announcing its acquisition, BTCM stated
that TMGon a consolidated basis had €4 mln in rev-
enue and net profit of €1.2 mln in 2015.

But we looked at financial reports for the company
from Malta. The consolidated financial report of
TMG registered with the Malta Business Registry
showed total revenue of €502,296 and net profit of
€285,255—BTCM overstated by more than 6x.”*

28 https://registry.mbr.mt/ROC/index.jsp#/ROC/documentslist.do?action=companyDetails&companyld=C%2071212 and download.
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“Multi Group has grown rapidly since it began operating in 2015. In 2015 and 2016, Multi Group
generated unaudited net revenues of €4.0 million (approximately US54.5 million) and €10.0 million
{approximately US$11.2 million), respectively; unaudited net profits of £1.2 million (approximately
US51.4 million) and €5.4 million (approximately. US$6.1 million), respectively; and EBITDA of €1.2 million
{approximately US51.4 million), and €5.7 million {approximately US56.4 million), respectively. “

BTCM Press Release May 26, 2017

The Mulll Group Led.

Irdeperndent Auditors’ Reporl [continued)
T the members of The Multi Group Lid

The Multi Group Ltd.
. Raport om Oifeer [ el R LT o the ended 31 Decembsr
Statement of Comprehensive Income S IS MRS AN o e 3 o
Wi i hares rEsDnSatA S USSAT e Mitisss L paros Act, 1905 B rapor o you i, i oo epreen
For the Year Ended 31 December 2016
ACSQUS SCEANENG reCerEs hawe Not Deon Kepl of Dl (ST SONGUES fOf Our S hewe not Deen receved
[yt ———————r——

Parent Group - Thue ezl SEemOnes 30w N0t iN Jgroemen wih P BEEuning o nd retums
01012016 26/06/2015 01012016 26/0872015 - Wee v ot rocerved i Hha inkormaton neg axplanaons we recuse for 0w audd
to 31A2016 o 11212015 o 1122016 . to 31/112(2015 ot
. 1 dackomnen of du o n e fin parg
€ € € € wumu‘;—;:::-ﬂr:-.m%wm_ﬂmm M noll made N P feancal SEETENS. Qg The
Revenue 3 = = 10,021,497 502,296 Wie hare Actheng 10 report 0 ye i respect of Fuse nesconsibil b
Cost of sales - - (2.954,317) (166,222)
Gross profit . - 7.067.1680 336,074 = A
Administrative expenses (8.343) [1.400) (1,206,586) (25.F|5)L{_"f‘£-(--'- = —
Marketing and adverbsing . - (877,357) (22,640) S e
CAMNLER GALEA LTD

Tt e ACtountanis

Other income (] - - 12,482 -
- (2.464)

Finance costs
{Loss)Profit before tax (8.343) {1,400) 4,995,725 2852554 oo Summesn Contr
Taxation [+ - . Bl?as - i Flcsat
Tatbusg TG W1
(Loss)Profit for the year/period/ Total 23 e 2007
comprehansive (loss)lincome 343} {1,400} 5.004 450 285,255

Source: Multilotto UK Ltd Annual Report 2018

In the 2017 and 2018 BTCM annual reports, the
company reports U.K. gross gaming revenue. BTCM
says that revenue is €47,000 and €116,000 monthly,
or annually as €564,000 and €1,392,000 in each of
those years. The financial report registered with
the Malta Business Registry for Multilotto UK Ltd,,
the company that held the UK. license”, had gross
gaming revenue of €76,755 and €185,497.*° The
financial report below for Multilotto UK filed in
Malta contradicts the above statement.

BTCM vs Government-reported UK Gross Gaming Revenues 2017-18 (Euro, units)

2017 2018
BTCM-Reported UK Revenue
UK - Total Annual Gross Gaming Revenue 564,000 1,392,000
Multilotto UK Ltd Reported Revenue € 76,755 185,497
Overstatement 487,245 1,206,503
Overstatement % 635% 650%

Source: BTCM 2018 20F and Malta Business Registry 31

29 https://beta.gamblingcommission.gov.uk/public-register/business/detail/47707

30 https://registry.mbr.mt/ROC/index.jsp#/ROC/documentslist.do?action=companyDetails&companyld=C%2077101 and download.
31 The BTCM reports provide monthly GGR, and Malta reports on the UK company are in annual sums. We have multiplied the
BTCM numbers by 12 for comparison’s sake.
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Multilotto UK Ltd
Statement of Comprehensive Income

For the Year Ended 31 December 2018

01/01/z018 01/08/2016
to I1H212018 to 311272017

Note € €
Revenue 4. 185,497 76,755
Cost of sales (486,511) (104 250)
Gross loss (281,014) (28,204)
Administrativa expenses (47.060) (42,942)
Loss from operations (328,074) (71,145)
Loss before tax 5 (328,074) (71,145)
Taxation 5 112,885 20,945
Loss for the yeariperiod (215 180 (50.200)
Total comprehensive loss for the year/pariod (215,189) (50,200)
Aftributable ta:

Equity holders of the company (215,188) (50.200)

Source: Multilotto UK Ltd Annual Report 2018

This group has supposedly accounted for over 80%
of BTCM revenue since H2 2017, a cumulative €25
mln.

Until Sweden tightened up its market in 2019, TMG
was saying its money came from gambling in Swe-
den and was booked in Curacao--a Caribbean island
belonging to the Netherlands that is famous for
money laundering.*” Actually, we think that is a lie.
We think TMG has just been pushing cash back and
forth among subsidiaries.

Shortly before BTCM acquired TMG, TMG estab-
lished four subsidiary companies. These subsidiar-
ies’ revenues were entirely from sister companies
within the group. All of the subsidiaries are empty
shells with virtually no balance sheet assets or
liabilities with the exception of items owed to other
subsidiaries.*® The company reports that the costs
are from related-party transactions. For that reason,
we suspect that TMG is simply shipping money
from one subsidiary to another.

32 https://www.state.gov/wp-content/uploads/2019/03/INCSR-Vol-INCSR-Vol.-2-pdf.pdf
33 Company docs can be downloaded here.
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The Multi Group Related-Party Transactions

TMG Malta and Cyprus related party revenue €

| 2017 2018
|Wasp Media Revenue * 3,101,000 5,690,000

Cost of Sales ** (3,128,382 (5,609,758)
Multi Warehouse Revenue * 2,911,160 3,925,834

Cash In

Cost of Sales ** (2,053,615), (2,995,311}
Lotto Warehouse Revenue * 163,187 1,731,031

Cost of Sales ** (47,742) (1,565,051)
Round Spot Services Revenue * 1,675,669 2,347,869
*All revenue of these Malta and Cyprus companies is from a related party
**Cost of sales match or roughly match revenue

A
TMG Subsidiaries in Cash transferred to Malta Multi Pay N.V.
Malta and Cyprus As “Related party revenue” (Curacao)

Cash paid out to\ “suppliers” as cost of goods sold

|
Suppliers

Wasp Media Ltd Multi Warehouse Ltd.

Notes to the Financial Statements (continued) Notes to the Financial Statemaents

For the Year Ended 31 Decembaer 2018 For the Year ended 31 December 2018

14, Capital risk management
1T, Related parties continued
Rt is the policy of the Board of Directors of the Group 1o maintain an adequate capital base in order 10 sustain the future
devalopment of the business and safeguard the ability of the Company to continue a5 @ going CONCEM in order lo
provide retums for shansholders and benefits for other stakeholders, and to maintain an optimal capital structure 1o
reduce the cost of capital. In order to maintain or adjust the capital structure, the Company may issue new shares,
return capital to shaneholders or adjust the amount of dividends paid 1o shareholders. Durng the course of e year, the Company entered into Irnsactions with a lellaw subsiciary o8 sel out below.

Rslatod party iransactions were made on terms equivalent 1o (hose with non-related COMPANS on &N arm's
gt Bass

b Ralated party transactions and balances

The Company's equly, as disclosed in the stalement of financial posiion, constitutes its capital The Company
maintains the level of capital by reference 1o its financial i and commitments arising from
requiraments. In view of the nature of the Company's activities and the exent of borrowings or debt, the capial level
as &l the end of the reporting period is deemed adequate by the director.

018 T
€ €
Related Party Transactions
15. Related parties Renderingof services ~________________.
ACTereSiratve SupDoT Services | 3925834 2911160}
The Company's immediate parent company is The Multi Group Lid.. a company incorporated and domiciied under the
laws of Malta which owns 100% of the Company's shares. The ultimate parent company is S00.com Limited which
is registered in Cayman Islands. The ultimate controlling pary cannot be identified as there is no major controling
interest held by one individual.
The Company forms part of The Muli Group of Companies. The individual financial statements of the Company are O‘F‘
incorporaied in the Group financial staternants of 500.com Limited, the registered address of which is P.O. Box 309,
Ugland House, Grand Cayman KY1-1104 Cayman islands. 500.com Limiled produces financial stalements available l \O
for public use 'J ar 's from
a  Detailed table re\/enue ! tn &6
)
During the course of the perod, the Comgpany enlered inlo transactions with related partes &s sel oul below. ed Par
Related party transactions were made on lerms and condiions equivalent 10 Similar IrENsactons with re [7X
nonrelated companias on an arm's kength basis

2018 2017
€ €

Related Party Transactions
Rendering of services: Fmmmmmmmmmicaaan,
Marketing services to fellow subsidiary 5,690,000 3,101,000 |

Source: Company financial reports filed in Malta and Cyprus available here.

We are skeptical that Multi Lotto has any business
in Sweden. Reports by the Swedish online industry
association about sites, regulated and unregulated,
that Swedish consumers use make no mention of
Multilotto or TMG.** We have found few reviews or
discussion of Multi Lotto in Europe.

34  https://www.bos.nu/wp-content/uploads/2020/04/Final en BOS 28april-1.pdf
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As of December 31, 2020, we had Renminbi denominated cash and cash equivalents and restricted cash of RMB191.9 million, EUR denominated cash and cash equivalents
and restricted cash of EUR0.9 million, and U.S. dollar denominated cash and cash equivalents of US$16.8 million. Assuming we had converted RMB191.9 million into U.S. dollars at
the exchange rate of RMBG.5250 for US$1.00 and EUR0.9 million into U.S. dollars at the exchange rate of EUR0.8177 for US$1.00 as of the end of 2020, our total U.S. dollar cash
balance would have been US$47.4 million. If the Renminbi and EUR had depreciated by 10% against the U.S. dollar, our U.S. dollar cash balance would have been US$44.6 million].

The company reported a massive foreign exchange
translation loss in 2020, ¥55.8 mln ($8.6 mln), 255%
of revenue, while it had only €0.9 mIn in Euro.

Total revenue now is just 14.1% of what it was in 2018,
before Sweden started requiring a license. Less than
three years after its acquisition, BTCM wrote down
TMG's remaining assets to ZERO by end 2019, wiping
out the original ¥387 mln cash purchase price.

“Impairment of goodwill increased by 100%,
from nil in 2018 to ¥129.8 mln (US$18.6
mln) in 2019, and impairment of acquired
intangible assets increased by 100%, from
nil in 2018 to ¥181.8 mIn (US$26.1 mln) in
2019. The increase was primarily related to
the Company’s acquisition of TMG, which
were triggered by TMG’s temporary suspen-
sion of its operations in Sweden since Janu-
ary 2020."

"As of December 31, 2019, the fair value of
the equity value including goodwill and

ROUND SPOT SERVICES LIMITED

the acquired intangible assets of the Multi
Group that was assessed by the third-party
appraiser are estimated to be nil."

A typical TMG subsidiary, Round Spot Services Ltd.,
incorporated in Cyprus, claims to be an insurance
services company. But it has virtually no assets or
liabilities. The costs of this company almost exactly
match the revenue. Round Spot simply enables the
fiction that TMG is making lottery payouts.

TMG produced a cumulative loss of €5 mln in 2017-
19—quite a feat for online gambling, which has
virtually no cost of goods sold. BTCM wrote down
the TMG assets in 2019 by €40 mln—86% of the
purchase price.

In the case of clients who want to cash out any
bitcoin held in China—where bitcoin exchanges
have been outlawed--there are “winnings,” helpfully
insured by TMQG itself. TMG claims it has made €375
mln ($448 mln) in payouts:

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

31 December 2018

Revenue
Cost of sales

Gross profit
Administration expenses

Operating (loss) [ profit

ROUND SPOT SERVICES LIMITED

NOTES TO THE FINANCTAL STATEMENTS

31 December 2018
1. Incorporation and principal activities

Country of incorporation

OUND SPOT SERVICES LIMITED |

Principal activity

The principal activity of the Company, which is unchs

company under the pravisions of the
vadhioti Building No. 5, Office 107,

anged from

2018 2017
MNote € f
5 2.347.869 675 .669
(2.343.669) (] 666667
4.200 ©.002
{5.650) (2704)
(1.450) 3.298
mpany™) | ir IS5 Ol | a5 a
yor al Its L ffice
17, 6023
ast year, is the provision of insuranice services

05/27/2021




Excluding the massive losses from write-downs,
TMG produced a cumulative loss of €6 mln in 2017-
19—quite a feat for online gambling, which has
virtually no cost of goods sold. BTCM wrote down
the TMG assets in 2019 by €40 mIln—86% of the
purchase price.

MULT) mal_ ' Download APP

Mega Millions

Eurojackpot

In the case of clients who want to cash out any
bitcoin held in China—where bitcoin exchanges
have been outlawed--there are “winnings,” helpfully
insured by TMQG itself. TMG claims it has made €375
mln ($448 mln) in payouts:

& Passw = @ signUp ) | v EN &% | v Eur

More lotteries Results & Info Scratchecards

Total winnings paid out by Multilotto

€ 375,

o077,

3 8 7

2021/03/08 14:51 E** |** has recently registered
2021/03/08 14:38 A** R** has recently registered

The investment heist

In the hiatus between hype cycles, BTCM finds
other ways to boost cash. Cumulatively, since 2015,
we have found 18 such dubious investments. BTCM
reported a cumulative impairment of ¥206.5 min
($31.9 mln) on these investments and a ¥32.99 min
($5.1 min) share in their losses. The company nev-
er explains its basis for the impairment of private
companies.

Qufan: The Qufan scam in 2016-18 is a case in
point. BTCM used its “investment” in Qufan to tun-
nel roughly ¥52 mln out of the company.

In November 2016, BTCM bought 51% of two compa-
nies collectively called Qufan® that operated “mobile
and social poker games.” At the time, BTCM reported

Source: Screenshot from Multilotto.com

that Qufan had just ¥0.439 mln in cash. Then, in Feb-
ruary 2018, BTCM disposed of Qufan for about ¥10
mln more but with Qufan now containing ¥41.7 mln
in cash and ¥20 mln in short-term investments. Lia-
bilities were about the same on acquisition/disposal.
In other words, there was a ¥52 mln transfer of cash
and equivalents out of the company via Qufan.

Qufan was bought 51% for cash and contingent con-
sideration of ¥110.5 mln and sold for a "cash consid-
eration” of ¥122 mln. Yet the 2018 cash-flow state-
ment shows total disposal cash proceeds of only
¥23.7 mln after netting out the cash included in the
sale of Qufan and the unpaid contingent consider-
ation from its original purchase.

35 The corporate names given were Qufan Internet Technology Inc. and Shenzhen Qufan Internet Technology Co., Ltd.
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» Hzone: In March 2015, BTCM acquired 10% of the share capital of Hzone Holding Company for $2 mln.

In 2019, BTCM wrote off ¥12.4 mln ($1.9 mln).

ERCAMERFTEERRAT o#nmr

72 AR IERCAVEREER

#IRERE

#HERRAM X #ERE #EN

Beijing Huizhong

Majority shareholder. Name

60.34%

REZ@A

2 B 11.37%

LEE105
f%ﬁ\(ﬁ%l‘lk?@%ﬁﬂfﬁﬂﬁ’/;ﬂ\

311.1281 2033-03-25

appears related to former
CEO Yu Bo

58.6266 2033-03-25

500.com

10.00%

TERAERENRERO (BREN)
4 10.00%

! )
ERFIFHIR E RS
5 8.29%

51.5625 2033-03-25

51.5625 2033-03-25

42.7453 2033-03-25

Source: Government records via Qichacha

» Cheerful Interactive: BTCM made $1.25 million disappear in an investment in 2017. In March 2017,
BTCM bought 5% of the share capital of Cheerful Interactive Limited, a non-listed company, for $1.25
mln in cash. On July 17, 2017, Cheerful applied to the Hong Kong government for deregistration. Cheer-
ful Interactive had been incorporated six months before BTCM made its “investment.”

B L BARAT

HEERFUL INTERACTIVE LIMITED
Y] IT0T, T1/ NG CTR Z3-29

NIT ’ F KI
DUNDAS ST MONGKOK
KL

el

R (BUBsERGIY (3 12 2) 55 88B fi%
BRRBERRZHARE
BSATERERERE

BAE RSB 201746H8H
ok -

EEp eeman LAXPI@ZIn U ZUY. O

HAESES Application No.: DE0552253-0617

AF4E5 Company No. : 2394804

[HE S

Business Registration No. : 66340824

SHH - 2017587 H 78

Date of Issue : 07 juL 2017
Dear Sir/Madam,

Request under section 88B
of the Inland Revenue Crdinance (Cap. 112) for
a Notice of No Objection to a
Company being Deregistered

I refer to your above-mentioned application that wa
receivedon 08 JUN 2017

Source: Government records via Qichacha

05/27/2021




» Caiyu: In July 2016, BTCM bought Shenzhen Caiyu Hudong Technology Co., Ltd. and in November 2017
disposed of it via a share-transfer agreement. The company was co-located with a company owned by
then-CEO Yu Bo called Cub Computer Technology (Shenzhen) Co. Ltd.

etk R X A AT B B X 2 X K IE5003 S MBIRAE6#£602H
PR T 42 = —hE =] ST |
— ‘ AT RIRENBHERRAST) o #=E
ZEnE —MEEMER: KGR, BF e, BN~R. SWE. BREM. TENR
BmRR: ‘ ) BEAREL  ARBBA

BEGE: 2019-12:04  FF: ERERAEELARREA HEE  #SURER

| REANRE
Bi%: 0755-85211015 EZEZRAR (4)

BR%E: admin@qqgshidao.com
BT BRI

RENBRREE  RENERR INHE (SFURE)

HitigsE CUB DIGITAL TECHNOLOGY|CO.,LTD. - @

19 2019-05-20 HEUEWE(EFT  RUITRNERREEEET R R
ihtit, BEH

1B500351BIR KE6#604R
Fir. JFfEithhtsE

“

604R and 602H Xuyuan
Building, 5003 Longgang
Avenue, Longgang District,

Shenzhen 8 2015-08-26 BREBARE SSoi-R@ENRH); B (h: BRE BE[TH];
R(EB B #Ee 5K B M
Bo Yu, Director  <+— F. 28%) Rk B, BEE EEKR;
B &M EBXRE]; R BB
KR
Source: Government records via Qichacha
Although BTCM booked As of As of As of
a gain of ¥5.5 mln on December 31,  December 31,  December 31,
the disposal of Caiyu, 2019 2020 2020
the money had still not RMB RMB US$
been received three
ears later. "Receivables
%’or disposal of long- Receivables from third party
term irl:l)ves tments"gwere payment service providers 5,172 2,347 360
on the balance sheet Interest receivables' 1,255 466 71
2017-18. In 2019, there Deferred sponsorship and
were no "Proceeds from advertising expenses 139 175 27
term investments." The Deferred expense™® 2,332 2,513 385
2020 annual report Receivables for disposal of
shows the "Receivables long-term investments 8,901 8,901 1,364
for disposal of long- Deductible value-added input
term investments" for tax 11,602 11,648 1,785
2019 adjusted upwards Others 9,052 5,595 858
to ¥8.901 mlIn from Less: allowance for doubtful
¥0.51 mln for the same accounts (8,391) (8,901) (1,364)
year 2019 in the 2019 Prepayments and other
20F, with an addition- receivables, net 30,280 22,980 3,522

al entry of ¥8.391 mln
“allowance for doubtful
accounts.” None of the

Source: BTCM 2020 20F page F-38

other items in the "Prepayments and Other Receivables" section has been revised, so this write-off has
to be for "Receivables for disposal of long-term investments."

05/27/2021




» Techelix: In November 2016, BTCM purchased 2% of the share capital of a mysterious Cayman Islands
company called Techelix Co. Ltd. for $600,000. In November 2018, BTCM made an additional invest-
ment of $300,000. It did not report on how much equity that $300,000 purchased. In the 2018 20F, the
company then reported “In June 2018, the Group transferred the equity investment of US$50 to a third
party.” It is unclear whether BTCM still owns Techelix. What is clear is that BTCM simply handed
$50,000 of company money to “a third party” without explanation.

In November 2016, the Group acquired 2% of the share capital of Techelix
Co., Ltd, a non-listed company, for a cash consideration of US$600. In
February 2018, the Group made an additional investment of US$300 in
Techelix Co., Ltd. In June 2018, the Group transferred the equity
investment of US$50 to a third party. The equity interest was diluted to
1.98% 1n 2018 due to increase in shareholder of Techelix Co., Ltd.

Source: BTCM 2018 20F page F-49

» Topgame: In March 2015, BTCM paid $1.4 mln for just 1.29% of a BVI company called Topgame Global
and then declared an impairment on the equity in 2019.

In August 2015, the Group acquired 1.29% of the share capital of Topgame
Global Limited, a non-listed company, for a cash consideration of US$1,373.
The Group also acquired 1.29% of the share capital of its VIEs, Caicathudong
(Beijing) Technology Co., Ltd. and Youwang Technology (Shanghai) Co.,
Ltd., for cash consideration of RMB13 and RMB477, respectively.

Source: BTCM 2018 20F page F-49

December 31, 2017 and 2018. Impairment charges for the year ended
December 31, 2019 consisted of impairments on equity investment in Hzone
Holding Company of RMB12,400, impairments on equity investment in
Topgame Global Limited of RMB9,463, impairments on equity investment in
Caicaihudong (Beijing) Technology Co., Ltd. of RMB13 and impairments on
equity investment in Youwang Technology (Shanghai) Co., Ltd of RMB477.

Source: BTCM 2018 20F page F-49

» Panfeng: In 2018, BTCM established a “consolidated affiliated entity, Hainan Panfeng Network Technol-
ogy Co., Ltd. on July 18, 2018 and invested ¥10 mln. The company filed one annual report with the Chi-

nese government in June 2019, claiming no employees. BTCM “disposed of” the company on December
25, 2019 without further comment.

» Jinyingzaixian: In May 2018, BTCM spent ¥9 mln to acquire 45% of Shenzhen Jinyingzaixian, a com-
modities-trading company. The company was established only on May 11, 2018. The company’s web-

site®® claims that it is 100% owned by the Shenzhen Gold Investment Corp. and has no ownership by
BTCM.

36 https://www.gold-v.com/
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Source: Government records via Qichacha

In 2017 and 2018, BTCM recorded an impairment of ¥28,781 and ¥149,896 in Loto Interactive when its
holding was less than a controlling stake and the company was still classified as an equity investment.

These are just a few examples of how BTCM is taking money from investors. The “equity-method” invest-
ment book looks like nothing more than a way to skim.

Equity Method Investments (,000 RMB and ,000 Dollars last column)

2019 2020 2020

Equity Method Investments

Private company 9,000 9,000 1,379
Listed company 302,843 283,252 43,410
Limited partnership 14,385 12,380 1,897
Cost of equity method investments 326,228 304,632 46,686
Impairment on equity investment (187,412) (206,522) (31,651)
Loss from equity method investment (32,991) (42,182) (6,464)
Carrying amount of equity method investments 105,825 55,928 8,571

Source: BTCM 2020 20F Page F-36

BTCM the parentreports a negative value of -¥53 mln for "Investment in subsidiaries and VIEs." in 2020 Using
the equity method for U.S. GAAP, this is impossible—this is curious, because technically the lowest possible
value of an investment should be zero unless there is a further undisclosed obligation bundled within.
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Bribery case

In Japan, four legislators were convicted of accept-
ing bribes from BTCM. Yet BTCM declared itself
innocent. The company reported to Nasdaq that its
special investigation committee “did not find a suffi-
cient basis to establish a violation of the US Foreign
Corrupt Practices Act of 1977 in connection with
the company’s prior activities in Japan.”*’

In September 2020, Japanese member of Parliament
Tsukasa Akimoto was arrested for the fourth time
on charges tied to his dealings with BTCM. The
multiple arrests arose because, when it was discov-
ered Akimoto had taken bribes, he tried to pay off
witnesses to change their stories. Those witnesses
include BTCM advisors Katsunori Nakazato and

Masahiko Konno.*®

Partly as a consequence of these payments, BTCM’s
auditor, Friedman LLP, resigned in September 2020.
Friedman said the numbers could no longer be re-
lied on and said BTCM had weak internal controls.

BTCM has been the subject of at least three
class-action lawsuits by shareholders and had paid
out $2.5 mln to settle one such suit. The most re-
cent complaint basically alleges that BTCM has im-
properly dismissed the notion that it has no liability
under the U.S. Foreign Corrupt Practices Act for the
cases in Japan.

Friedman has elected to resign as the auditors of the Company because of the
disagreement with the management of the Company on the effectiveness of the
Company's internal control over financial reporting in light of certain alleged unlawful
payments ("Payments") by three former consultants while they were engaged by the
Company in connection with the potential development of an integrated casino resort
project in Japan. The Company is not involved in any legal proceeding in Japan but

BTCM 2018 20F page F-49

37 https://agbrief.com/headline/500-dot-com-declares-itself-innocent/

38 https://calvinayre.com/2020/09/09/casino/akimoto-continues-to-rack-up-arrests-in-japans-casino-bribery-saga/
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Fraud dream team

In the years following China’s ban on BTCM’s on-
line lottery business in 2015, the company has
changed its business five times. BTCM has been
through third-party payment services, commodities
trading, P2P lending and sale of financial products,
mobile games and European lotteries, writing much
of it off. And now there is blockchain.

BTCM has “fired” two audit firms and now uses
Malone Bailey’s notorious George Qin, auditor of
China Media Inc., which the SEC charged with
fraud,” Ebang Holdings, credibly accused of fraud
by Hindenburg,*® and Newater, a company we be-
lieve to be fraudulent but which has avoided expo-
sure simply due to a falling share price. We believe
this company has been scamming investors for a

Strapped for cash?

BTCM ‘s accounts are all but inscrutable. The com-
pany appears to have borrowed a chunk of cash

to complete its purchase of Loto Interactive. The
BTCM Q1 2021 balance sheet contains ¥309 mln in
restricted cash that the company briefly describes
as being for mortgage loans and for the Loto gen-
eral offer. This is about 43% of current assets that
appears out of nowhere. Some of the restricted cash
may be reserved for buying the remaining out-
standing equity in Loto at a time when the regu-
latory environment in China may severely restrict
Loto’s activities. The company had $26.5 mln in
restricted cash and equivalents by the end of Q1
2021 and negative operating cash flows in each of
the last four years. BTCM has pledged its Renmin-
bi cash and all of its reported bitcoin against loans

decade and will continue to do so.

Friedman is already a Tier 3 auditor, with cli-

ents such as Senmiao Technology, Farmmi, Inc.,
Wunong Net Technology, and Grayscale Ethereum.
But Friedman has its limit, and BTCM apparently is
it.

Previous to this, Ernst & Young Hua Ming, the E&Y
Chinese affiliate, was the auditor and resigned on
January 25, 2018.

On the legal side, BTCM is advised by Grandall Law
Firm, whose client include TKKS, GSMG, OCFT,
CEFC China, ZTX, NM, TME, NIO, and MOGU.

amounting to $25.97 mln.

"In March 2021, the Company, entered into
a loan agreement and a pledge agreement
for one year, pursuant to which the lender
agreed to lend to the Company funds equal
to 70% of the current fair market value (the
“Loan-to-Value Ratio”) of 350.00971804 bit-
coins, with a fixed interest rate of 3.25% per
annum and 2% service fee. As of the date of
this report, the loan principal obtained by
the Company is US$14.28 million."

Accrued expenses and other current liabilities, at
¥165.9 mln, up nearly 200% QoQ, are going through
the roof.

2 Restricted cash represents: (i) deposits in merchant banks for mortgage loans and with special purpose use for general offer for our acquisition of a
controlling stake in Loto Interactive, (ii) deposits in merchant banks yet to be withdrawn, and (iii) government grants received but pending final clearance.

Source: BTCM Q1 2021 announcement May 10, 2021

39 https://www.reuters.com/article/us-sec-chinamedia/sec-charges-china-mediaexpress-ceo-with-fraud-

idUSBRES5J131.20130620
40 https://hindenburgresearch.com/ebang/
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BIT Mining Limited
Condensed Consolidated Balance Sheets

(Amounts in thousands of Renminbi ("RMB") and U.S. dollars ("US$"), except for number of shares)

ASSETS

Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable
Amounts due from related parties
Prepayments and other current assets
Cryptocurrency assets

[otal current assets

Jon-current assets:
Property and equipment, net
Intangible assets, net
Deposits
Long-term investments
Right-of-use assets
Other non-cunrent assets
fblill non-current assets

[OTAL ASSETS

JABILITIES AND SHAREHOLDERS? EQUITY
Current liabilities:

Short term loans

Accounts pavable

Amounts due to related parties

Accrued payroll and welfare payable

Accrued expenses and other current liabilities
Income tax pavable

Operating lease liabilities - current

fotal current liabilities

von-current liabilities:

Long-term payables

Operating lease liabilities - non-current
[otal non-current liabilities

TOTAL LIABILITIES

December 21, March 31, March 31,
2020 2021 2021
RMB RMB Uss
Audited Unaudited Unaudited
308,676 173,376 26,462
3,829 309,753 47,278
- 20,057 3,061
368 821 125
22,980 93,694 14,300
- 134,641 20,550
335,853 732,342 111,776
19,77¢ 375,502 57,313
2,398 2,399 366
1,480 26,411 4,031
99,972 69,076 10,543
9327 12,673 1,934
1,664 86,303 13,172
134,620 572,364 87,359
470,473 1,304,706 199,135
- 170,208 25,979
- 21,318 3,254
- 2,503 382
13,401 2,510 383
55,960 165,945 25,324
549 6,785 1,036
3,710 6,354 970
73,620 375,623 57,328
526 457 70
5,807 7,009 1,070
6,333 7,466 1,140
79,953 383,089 58,468

Source: BTCM Q1 2021 announcement May 10, 2021
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Grifting

BTCM is well known for recruiting unsuspecting consumers as “part-time staff” and asking them to depos-
it money. Many of these part-timers complain about losing money and seek the advice of attorneys online.

A Not Secure | 110.com/ask/question-14469594.html
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. . . my instructor told me to. | already added
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Source: 110.com legal advice http://www.110.com/ask/question-14469594.html

Typically, bloggers say, 500.com assigns them a “coach” who instructs them to place money on accounts,
beginning with small amounts and moving up until they lose large amounts of cash. Here is a typical sto-
ry from someone who responded to an online ad for part-time work at 500.com.

E=REMERE A MARWED LRESETFRAFENEIZ=+ BUL T2 BRT S
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“....I contacted my coach, who said that this was peak time for withdrawals so it might
take some time. | went to lunch and came back, still no money. So | called the coach
again. The coach told me to contact customer service online. Customer service told me
my account was ‘abnormal’ and | needed to add triple the amount of cash in order to
make a withdrawal.”

The blogger contacted the police.
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Someone posting on Weibo in 2017 talked about a Ponzi scheme run by a BTCM sub.”!

AZRORR

2017-1-25 01:12 £ vivos g+t

M‘IWT%M*%H YERAT) BTAIRET, o8, BT 2EEMITTS
BNA, REARARM, RTRSAH, slEl! | | BRRNILRE
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July 25, 2017: Shenzhen Guangyi Network Technology Co. Ltd. (WFOE
sub disposed of in June 2018): “This company is a fraud. It does multi-
level marketing and has scammed a whole lot of people nationwide. |
hope everyone finds where they are physically. They have stolen a lot
of people’s money than run away!! Help those of us who have lost
money!! Many thanks”

Source: Weibo https://weibo.com/u/37601505127is_all=1# rnd1614580148821

41  https://weibo.com/u/37601505127is all=1# rnd1614580148821
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BTCM has a reputation as a small-time scammer in China, so much so that fly-by-night companies appear
to pose as BTCM to cadge money from unsuspecting consumers.
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These are a few of the many websites in China that are using BTCM’s
name (500.com) to recruit “part-time staff” who are asked to deposit
money.
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We wonder where BTCM gets revenue at all. The company singles out its Kaisheng subsidiary as offering
financial technology services.*” But we obtained basic financial statements for Kaisheng. In 2020, its total
revenue was ¥214,700—just $33,000.

Some companies slip into fraud as their business changes. Some companies are just scams from the start.
We believe BTCM is the latter type.

42 2020 AR: "Due to the voluntary suspension of our online sports lottery sales services and the uncertainty about when such
services can be resumed, we continue to strive for diversification across our business lines. We have offered several different lines
of services, including (i) online gaming services through our newly acquired subsidiary, TMG; and (ii) financial technology
services through our controlled subsidiary, Shenzhen Kaisheng."
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Disclaimer

This publication is prepared by ) Capital Research USA LLC (“) Capital”), a US registered company. ) Capital is
registered as an investment adviser with the U.S. SEC (CRD# 290086). This publication is distributed solely to
authorized recipients and clients of J Capital for their general use in accordance with the terms and conditions
of a Services Agreement and the ) Capital Authorized User Content Agreement available here. Unauthorized
copying or distribution is prohibited. If you are reading this publication without having entered into a Services
Agreement with ) Capital, or having received written authorization to do so, you hereby agree to be bound by the
J Capital Non-Authorized User Content Agreement that can be viewed here. ) Capital does not do business with
companies covered in its publications, and nothing in this publication should be construed as a solicitation to buy
or sell any security or product. In preparing this document, J Capital did not take into account the investment
objectives, financial situation and particular needs of the reader. This publication is intended by ) Capital only to
be used by investment professionals. Before making an investment decision, the reader needs to consider, with or
without the assistance of an adviser, whether the contents are appropriate in light of their particular investment
needs, objectives and financial circumstances. J Capital accepts no liability whatsoever for any direct, indirect,
consequential or other loss arising from any use of this publication and/or further communication in relation to
this document.
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