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Introduction

A Credit Default Swap (CDS) is a financial derivative that allows investors to hedge against or 
speculate on the credit risk of a borrower. When reimagined through the decentralized lens of Perpetual 
Digital Credit Notes (PDCNs) that are Company Asset-Backed, a CDS-type instrument called a 
SafeNote which serves as a non-speculative, protective function, designed to enhance credit risk 
mitigation without qualifying as a security. But to understand the SafeNote and the mechanics, you 
must first understand the history of credit default swaps.

History of Traditional Credit Default Swaps

The Origin of Credit Default Swaps: From JPMorgan to SafeNote

The Birth of CDS – Blythe Masters’ Innovation (1994–1997)

In the mid-1990s, a revolutionary financial instrument was quietly developed inside JPMorgan. Led by 
Blythe Masters, a young executive at the firm, a small team created what would become known as the 
Credit Default Swap (CDS), a new method to transfer credit risk off a bank’s balance sheet without 
selling the underlying loans.

The story began in 1994, when JPMorgan had a $4.8 billion credit exposure to Exxon, which was 
facing massive legal liabilities due to the Exxon Valdez oil spill. Rather than offloading the loans or 
raising capital, Masters and her team engineered a structure in which credit protection was purchased 
from the European Bank for Reconstruction and Development (EBRD). This effectively reduced 
JPMorgan’s regulatory capital requirements while preserving its relationship with Exxon.

This first-of-its-kind transaction became the blueprint for the CDS market, eventually growing into a 
multi-trillion-dollar segment of the global financial system.

The Next Evolution – BISTRO and Synthetic CDOs (1997)

By 1997, Masters' team had scaled this innovation with the creation of the first synthetic collateralized 



debt obligation (CDO), known as BISTRO (Broad Index Secured Trust Offering). Unlike traditional 
CDS which hedged exposure to a single borrower, BISTRO pooled multiple corporate loans and bonds 
into one structured instrument. JPMorgan then bought CDS protection on this diversified portfolio from 
various counterparties, including insurance companies and hedge funds.

The risk was tranched, with junior tranches absorbing losses first and senior tranches offering lower 
returns but higher perceived safety. This freed up capital under Basel regulatory rules without moving 
the underlying assets off JPMorgan’s books, it only shifted the credit risk, an innovation that 
revolutionized credit markets.

BISTRO didn’t just make risk transfer scalable, it pioneered modern structured finance, enabling the 
rise of credit correlation trading, synthetic securitizations, and the eventual creation of CDS indices. 
However, this unchecked innovation also laid the foundation for systemic risk, culminating in the 2008 
financial crisis, where complex derivatives magnified global financial fragility.

The Safer Evolution: Introducing SafeNote

Where CDS and synthetic CDOs sought to isolate and transfer risk through opaque contracts and 
centralized counterparties, SafeNote represents the next evolution, one grounded in transparency, 
decentralization, and controlled utility.

Developed by FGA Partners within the PDCN ecosystem, SafeNote is a decentralized credit protection 
layer that:

• Transfers credit risk via smart contracts, not third-party opaque derivatives.

• Eliminates speculative trading, being utility-focused and non-tradable on exchanges and only 
transferable on OTC desks or on a peer to peer transfer basis.

• Uses escrowed digital asset collateral and predefined payout mechanisms, removing ambiguity.

• Is transparent, traceable, and governed by automated code, not human discretion.

Where traditional CDS markets became murky and systemically dangerous, SafeNote is designed as a 
precision instrument for credit protection in a decentralized age, a true convergence of TradFi 
principles and DeFi technology.

Overview

This section outlines how a SafeNote, which is a Credit Default Swap (CDS)-type financial instrument 
can be integrated into the Perpetual Digital Credit Note (PDCN) ecosystem without qualifying as a 
security. The solution focuses on non-speculative, decentralized credit protection that supports 
institutional confidence and compliance.



Structure and Purpose

1. Non-Security Utility Token Mechanism

• The SafeNote is structured as a utility-based smart contract, offering credit risk coverage 
rather than functioning as a speculative derivative or investment product.

• SafeNotes would be purchased and held only in connection with a specific Company 
Asset-Backed PDCN, providing risk offset in the event of borrower default, without 
offering profit from unrelated price movements.

• The SafeNote is designed strictly as a risk-offset tool for lenders holding Company 
Asset-Backed PDCN's.

• It functions via smart contracts on the Pecu Novus blockchain, triggered by predefined 
credit events.

• The instrument is not tradable or designed for profit through speculation, but only for 
credit protection.

2. Legal and Regulatory Position

• The SafeNote contract does not confer ownership, profit rights, or equity in the 
underlying company.

• It is tied to a utility purpose: risk management, which does not meet the Howey Test 
criteria for securities.

• Premiums paid are fixed and payouts are pre-defined and automated via Yield Tokens.

3. Mechanics of Execution

• Risk coverage is provided by a decentralized liquidity pool or Underwriter with a 
designated and publicly viewable PECU Coin Reserve for this specific SafeNote.

• Lenders pay a premium to acquire the SafeNote, depending on the level of risk it could 
be from 200 to 500 basis points upon issuance of the SafeNote and 200 to 300 basis 
points annually. This is the coverage contract for the Company Asset-Backed PDCN.

• If a default occurs, the smart contract for the SafeNote executes and systematic private 
liquidation of the PECU Coin Reserves commences to cover agreed terms.

Key Comparisons to Traditional CDS

Feature Traditional CDS PDCN + SafeNote
Underlying Instrument Bond/Loan PDCN (Tokenized Debt)
Protection Mechanism CDS (OTC contract) SafeNote (Smart Contract)
Tradability Usually tradable Not tradable (utility only)
Risk Transfer Centralized counterparty Decentralized credit pool
Yield Source Bond coupons Daily Yield Tokens



Feature Traditional CDS PDCN + SafeNote

Premium Fixed CDS premium
Fixed SafeNote premium 
(programmable)

Expiration Maturity or credit event PDCN buyback or default
Transparency Low (OTC) High (on-chain, audit trail)

Key Benefits

• Decentralized Credit Protection: Allows Lenders to obtain risk coverage without relying 
on centralized financial institutions or bond insurers.

• Regulatory-Friendly Design: Because it doesn’t involve speculation, equity participation, 
or promise of future profits from enterprise value, it does not meet the criteria for a security.

• Automated Payouts: Triggered by predefined events (e.g., non-payment of PDCN 
obligations), with smart contract-based enforcement of payouts from the PECU Coin 
Reserve designated for the specific SafeNote.

• Enhanced Institutional Confidence: Makes Company Asset-Backed PDCNs even more 
attractive for institutional lenders who require robust downside protection.

Strategic Value

This instrument, pioneered within the PDCN framework by FGA Partners via XMG Fintech, helps 
formalize a decentralized approach to credit risk. By allowing institutional-grade risk management 
features within a non-security tokenized environment, this bridges TradFi expectations with DeFi 
capabilities.

Example Scenario #1

A private company seeks $10 million in debt financing to restructure operations. To avoid traditional 
banking restrictions and to maintain flexibility, it enters into a private loan agreement with a lender and 
issues them Company Asset-Backed PDCN's.

Mechanics

Issuance of Loan Agreement & Company Asset-Backed PDCN Tokens

• The Issuer and Lender enter into a $10MM private loan agreement.

• The Issuer creates $10MM in Company Asset-Backed PDCN Tokens, they are solely backed by 
the assets of the company (e.g., real estate, machinery, or inventory) with no additional backing 
in place as with standard PDCN's.

• A Lender acquires these Company Asset-Backed PDCNs, receiving a fixed daily yield payout in 
Yield Tokens via a smart contract,  the economic equivalent of a coupon payment.



• These tokens are perpetual but can be bought back by the issuer at any time at face value plus 
accrued yield.

Issuance of SafeNote

• The lender, seeking protection against default, acquires a SafeNote that insures the principal of 
the specific $10M Company Asset-Backed PDCN. 

• This SafeNote is non-transferable, operates via smart contracts, and is triggered only in the 
event of a credit default.

• The SafeNote Spread (e.g., 200 basis points annually) is the premium paid by the lender to 
access this protection and is the price of transferring credit risk. 

• The SafeNote is underwritten by FGA Partners and PECU Coin Reserves are escrowed with 
sufficient digital reserves to cover the debt. The reserves are made publicly viewable to further 
transparency.

Credit Event Trigger

• If the issuer defaults or declares bankruptcy, the SafeNote smart contract commences execution:

• Systematic private liquidation of escrowed PECU Coin Reserves earmarked for this 
Company Asset-Backed PDCN.

• Lender receives payout of the principal as liquidations occur.

• Ownership or control of the staked collateral transfers to the SafeNote underwriter.

Expiration

• If the issuer buys back the Company Asset-Backed PDCNs (fully retiring the debt), the 
corresponding SafeNote automatically expires, and the obligation terminates.

Third-Party Risk Pools

• Risk coverage would be underwritten by decentralized liquidity pools or designated 
private institutional or high-net worth backers, where coverage terms are programmed 
and executed via smart contracts on the Pecu Novus blockchain.

• These pools are designed to absorb potential losses in the case of borrower default, in 
exchange for fixed risk premiums paid by the lender, Yield Tokens are issued daily and 
then redeemed quarterly by the Lender for fiat currency or USXM stablecoins.

No Transfer of Ownership or Equity Interest

• At no time does the SafeNote represent ownership, equity, or participation in the issuing 



entity’s future earnings, helping maintain regulatory clarity that it is not a security.

Example Scenario 2: Basket of PDCNs Covered by a SafeNote

Context

An institutional investor holds a diversified basket of 10 Company Asset-Backed PDCNs, each issued 
by a different mid-market company across sectors like energy, healthcare, and logistics, totaling $50 
million.

Mechanics

Basket Construction

• Each PDCN in the basket is:

• Individually Company Asset-Backed and yield-generating.

• Tracked via token identifiers and aggregated under a multi-issuer SafeNote portfolio, 
which is publicly viewable 24/7/365.

Issuance of Portfolio SafeNote

• The Lender acquires a single SafeNote contract to cover all 10 Company Asset-Backed PDCNs.

• The SafeNote Spread is calculated based on:

• The average risk profile of the issuers (e.g., debt coverage ratio).

• Sector volatility and historical default data of the company and industry.

• Collateral strength backing each Company Asset-Backed PDCN.

Example: Weighted average spread = 3.2% annually.

• Premiums are paid in Yield Tokens daily to the Underwriter or Pool and redeemed quarterly by 
the Lender.

Event Resolution

• If one or more issuers in the basket defaults:

• The SafeNote contract executes proportionally for the affected amount and systematic 
private liquidation of PECU Coin Reserves designated for this SafeNote commences.

• Collateral of those Company Asset-Backed PDCNs (company and its assets pledged for 
the loan) is transferred to the SafeNote Underwriter (FGA Partners) or decentralized 
pool .

• If the default rate surpasses a defined threshold (e.g., 40%), the entire SafeNote may be 
dissolved, returning collateral and ceasing coverage.



Expiration

• As each Company Asset-Backed PDCN in the basket is redeemed by the original issuers 
(through buyback or debt settlement):

• The SafeNote's exposure gradually reduces.

• Once all Company Asset-Backed PDCNs in the basket are retired, the SafeNote expires 
fully.

Summary of Yield and Pricing

• SafeNote Spread = f(Risk, Duration, Collateral Quality)
Pricing is algorithmically determined and can be adjusted via governance models or predefined 
market oracles.

• Yield Source = Yield Tokens issued by Company Asset-Backed PDCN Tokens Daily
Yield Tokens are distributed daily to PDCN holders and provide consistent income flow, similar 
to bond coupon payments but programmable and tokenized. Yield Tokens are redeemed 
quarterly by the Lender for fiat currency or USXM stablecoins.

• SafeNote Premium becomes an additional layer of monetization for underwriters or pools who 
assume risk.

Final Thoughts

The development of the SafeNote as a CDS-type protection layer for Comapny Asset-Backed PDCN 
Tokens represents a major milestone in bringing structured debt financing into the decentralized 
economy. Its utility-based nature, automated smart contract execution, and non-security design provide 
a compliant and scalable solution for institutional and private lenders alike.

Legal Disclaimer

This whitepaper is provided for informational purposes only and does not constitute legal, financial, 
investment, or tax advice. The information contained herein is intended solely to present a conceptual 
framework for digital asset backed tokenized financial instruments on the Pecu Novus Blockchain 
Network. It is not a solicitation to buy or sell any securities, financial products, or digital assets, nor 
does it represent an offer or commitment to any transaction. PECU Coin is not intended to be a 
security, and its use as collateral is based on voluntary commercial arrangements between parties. By 
reading this document, you acknowledge and agree that neither the authors, contributors, affiliated 
entities, nor any party involved in the creation or distribution of this whitepaper shall be held liable for 
any direct or indirect loss or damage resulting from its use or reliance. 


