





FTX Crypto Currency Collapse and Irresponsible Financial Management

Crypto Currency Value Vanishes
As 2022 came to a close, the crypto currency company FTX, once valued at $32bn, collapsed into a financial black hole leaving millions of investors without a way to get their money. Sam Bankman-Fried stepped down as CEO after the November 11th collapse. The banking executive, John Ray III, who helped to sort through the Enron disaster, was brought in to evaluate. He indicated the corporate structure, the lines of ownership, the unconventional leadership, lacking governance, and muddy interpersonal relations all contributed to the downfall. 
“From compromised systems integrity and faulty regulatory oversight abroad, to the concentration of control in the hands of a very small group of inexperienced, unsophisticated and potentially compromised individuals, this situation is unprecedented,” Ray stated. 
While Bankman-Fried acknowledged $8bn owed to investors, he insisted the FTX assets were worth at least $5.5bn. Conversely, Ray’s analysis valued the assets at $659,000 including “stablecoins” and available cash. Many assets appear to be stolen or missing.
FTX Faces 1 Million Customers
FTX is said to owe its 50 biggest creditors nearly #3.1bn and its top ten creditors $1.45bn. The approximately one million other customers will likely have losses in the billions. Complicating matters is the lack of reliable financial statements and unclear personnel lists making it difficult to know who even worked for the company. Meanwhile, Bankman-Fried, currently living in the Bahamas, has continued to make irresponsible and misleading public statements while claiming a lack of in depth knowledge about the business. “Each individual decision seemed fine, and I didn’t realize how big their sum was until the end,” Bankman-Fried claimed. He also used funds from FTX to fund his other business interests in the hedge fund, Alameda, while claiming he didn’t realize what he was doing. “Look, I screwed up,” he said. His personal wealth is estimated to have fallen from $26bn to $100K.
Fraud Charges Ahead
Senate leaders have called for a criminal investigation of clear fraudulent tactics in the FTX scandal. Individual investors are also stepping forward with questions about why Bankman-Fried had no CFO or internal accountant for an organization of that size as no trained accountants from outside the company had ever audited FTX finances to ensure truthful information was being provided to investors. Bankman-Fried has made a number of public statements claiming ignorance and good intentions, though those statements may be used as evidence against him in fraud proceedings.
Others are claiming Bankman-Fried set out to intentionally shift funds in fraudulent ways to increase his wealth and that of his closest associates. An example is Bankman-Fried regularly communicated and made company decisions using apps that delete messages after a short period of time. Complicating the matter more, the company is also the target for ongoing cyber attacks and danger to customers still exists as the security of the customer database is in question. The secondary and long term effects are likely to have ongoing consequences as lawyers and accountants work to sort through the remains of the company. Stricter federal regulations for crypto currency will likely follow. 

(This story has been and will continue to be updated as new information is available.)

Discussion Questions:
1. What are the ethical implications business leaders need to consider when potentially planning a company reorganization or even bankruptcy?

2. Discuss the best ways to maintain trust with employees who survive the company instability.

3. What is the most effective and ethical way to notify employees that major company changes are happening? 

4. How do you conduct a company reorganization while preserving the organization’s strong culture? 

5. How do you conduct a company reorganization and still maintain trust with your key external stakeholders?

6. Based on the facts presented, assess FTX’s current culture. Be sure to identify values and underlying assumptions within leadership and within the workforce.

7. Are drastic business decisions regarding personnel ethical, especially when those decisions devalue people with proven records?

8. Based on the facts presented, assess how those associated with FTX, including celebrities and public figures, will be able to regain public trust and reshape their personal brand.

9. Are business decisions made in isolation by a single individual likely to be successful? Why or why not?

10. Discuss how a dysfunctional culture gets perpetuated in an organization.

11. Create a recommendation for those involved with the FTX scandal to step forward to model strong ethics and motivate the organization into high performance.



Appendix A: Bankman-Fried’s Letter to Employees After Declaring Bankruptcy for FTX
“Hi all—
I feel deeply sorry about what happened. I regret what happened to all of you. And I regret what happened to customers. You gave everything you could for FTX, and stood by the company—and me.
I didn’t mean for any of this to happen, and I would give anything to be able to go back and do things over again. You were my family. I’ve lost that, and our old home is an empty warehouse of monitors. When I turn around, there’s no one left to talk to. I disappointed all of you, and when things broke down I failed to communicate. I froze up in the face of pressure and leaks and the Binance LOI and said nothing. I lost track of the most important things in the commotion of company growth. I care deeply about you all, and you were my family, and I’m sorry.
I was CEO, and so it was my duty to make sure that, ultimately, the right things happened at FTX. I wish that I had been more careful.
I want to give you a better description of what happened—one I should have written out as best I understood it much earlier.
Piecing things together recently, making approximations—I don’t have full data access right now to get precise answers—and marking everything to market, regardless of liquidity, I believe that the events that led to the breakdown this month included:
1) A crash in markets this spring that led to a roughly 50% reduction in the value of collateral;
a. ~$60b collateral, ~$2b liabilities -> ~$30b collateral, ~$2b liabilities
2) Most of the credit in the industry drying up at once;
a. ~$25b collateral, ~$8b liabilities
3) A concentrated, hyper-correlated crash in November that led to another roughly 50% reduction in the value of collateral over a very short period of time, during which there was very little market bid-side liquidity;
a. ~$17b collateral, ~8b liabilities
4) A run on the bank triggered by the same attacks in November;
a. ~$9b collateral
5) As we frantically put everything together, it became clear that the position was larger than its display on admin/users, because of old fiat deposits before FTX had bank accounts:
a. ~$9b collateral, ~$8b liabilities
I never intended this to happen. I did not realize the full extent of the margin position, nor did I realize the magnitude of the risk posed by a hyper-correlated crash. The loans and secondary sales were generally used to reinvest in the business—including buying out Binance—and not for large amounts of personal consumption.
I deeply regret my oversight failure. In retrospect, I wish that we had done many many things differently. To name a few:
a) being substantially more skeptical of large margin positions
b) examining stress test scenarios involving hyper-correlated crashes and simultaneous runs on the bank
c) being more careful about the fiat processes on FTX
d) having a continuous monitor of total deliverable assets, total customer positions, and other core risk metrics
e) Putting in more controls around margin management.
And none of this changes the fact that this all sucks for you guys, and it’s not your fault, and I’m really sorry about that. I’m going to do what I can to make it up to you guys—and to the customers—even if that takes the rest of my life. But I’m worried that even then I won’t be able to.
I also want to acknowledge those of you who gave me what I now believe to be the right advice about pathways forward for FTX following the crash. You were right, of course: I believe that a month earlier FTX had been a thriving, profitable, innovative business. Which means that FTX still had value, and that value could have gone towards helping to make everyone more whole. We likely could have raised significant funding; potential interest in billions of dollars of funding came in roughly eight minutes after I signed the Chapter 11 docs. Between those funds, the billions of dollars of collateral the company still held, and the interest we’d received from other parties, I think that we probably could have returned large value to customers and saved the business.
There would have had to be changes, of course: way more transparency, and way more controls in place, including oversight of myself. But FTX was something really special, and you all helped make it that. Nothing that happened was your fault. We had to make very hard calls very quickly. I have been in that position before, and should have known that when shitty things happen to us, we all tend to make irrational decisions. An extreme amount of coordinated pressure came, out of desperation, to file for bankruptcy for all of FTX—even entities that were solvent—and despite other jurisdictions’ claims. I understand that pressure and empathize with it; a lot of people had been thrust into challenging circumstances that generally were not their fault. I reluctantly gave in to that pressure, even though I should have known better; I wish I had listened to those of you who saw and still see value in the platform, which was and is my belief as well.
Maybe there still is a chance to save the company. I believe that there are billions of dollars of genuine interest from new investors that could go to making customers whole. But I can’t promise you that anything will happen, because it’s not my choice. In the meantime, I’m excited to see some positive steps being taken, like LedgerX being turned back on.
I’m incredibly thankful for all that you guys have done for FTX over the years, and I’ll never forget that.
—SBF”
Source: https://www.cnbc.com/2022/11/23/heres-the-apology-letter-sam-bankman-fried-sent-to-ftx-employees.html
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