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01 FUND SNAPSHOTS
PERFORMANCE

Net Asset Value ($)
IHF Total Supply

FUND COMPOSITION

PERFORMANCE

Fund Inception
31/5/18

Q2 2021

Q3 2021

$9,400,335

$56,301,042

$57,423,389

122,852,180

119,662,263

118,470,657

$0.077

$0.471

$0.485

IHF/USD

3 Month

1 Year

-10.33%

38.85%

558.68%

268.39%

Top 20 Equally
Weighted

-7.48%

35.63%

405.43%

271.03%

Bitcoin

-7.16%

24.97%

306.05%

327.91%

C20

FUND COMPOSITION
Top 10 of 20 Cryptos

Equity
Investments (92.95%)

Since Inception

1 Month

25/11/2017

Top20 Equally Weighted

Liquidity Pool (0.46%)
Listed Tokens (0.06%)
Locked SRM Tokens (6.52%)

PERFORMANCE

FUND COMPOSITION

PERFORMANCE

1 Month

3 Month

1 Year

Since
Inception
31/03/19

Average Cash
Position Since
Inception

C10

-9.5%

16.97%

403.97%

576.95%

45.92%

Benchmark

-6.1%

22.47%

197.48%

305.32%

50%

Benchmark

C10

IBA Fund

FUND COMPOSITION

BTC Benchmark

1 Month

3 Month

Since Inception
13/08/20

-11.85%

18.51%

128.38%

-9.57%

23.91%

278.01%

Bitcoin (98.50%)
Options Value (1.50%)
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PERFORMANCE

FUND COMPOSITION

PERFORMANCE

1 Month

3 Month

Since Inception
31/5/18

IML Fund

0.66%

1.62%

12.08%*

Hurdle Rate

0.48%

1.48%

6.0%*

*Annualized rates

FUND COMPOSITION

1 Month

3 Month

Since Inception
31/5/18

IGP Fund

-0.64%

0.02%

9.52%

GLD Benchmark

-0.77%

-0.50%

3.58%

Gold Plus Fund

USD (88.06%)

Gold (99.67%)

Tether (11.87%)

USD (0.33%)

GLD Benchmark

PERFORMANCE

FUND COMPOSITION

1 Month

3 Month

Since Inception
31/5/18

EMS Fund

1.33%

0.83%

29.18%

ZAR/USD

0.64%

3.60%

-1.23%

IML Fund

1.17%

3.60%

24.27%

IML Fund (54.82%)
Solar Investment (8.89%)
USD (36.29%)
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02 COMPANY UPDATES
2.1 CEO’s foreword
After a rocky period for cryptoassets over the second quarter, it was a pleasure to see the crypto markets
perk up over the third, with not one of our suite of funds registering a decline and Bitcoin tracking
towards its all-time high. While the market is still rife with volatility, not least that generated by regulatory
announcements (particularly out of the US and China), it is pleasing to see regulatory bodies in some
regions embracing the responsibility to provide clarity as to the path forward. In other areas, it appears
as if the opposite is the case. While regulatory moves often result in short-lived sell-offs, it is obvious that
having well defined rules in place, even in the case when they are not ideal, is preferable to operating a
crypto company in a permanent state of regulatory flux — where regulators’ constantly-changing proposals
create a constant threat that hangs over a business’s operations.

Daniel Schwartzkopff
CEO, Co-Founder

With this in mind, it’s clear that Invictus is headed down the right path. By embarking on (and being the first
to do so) the difficult path of working with well-intentioned regulators to try and walk the tightrope between
operating fully-regulated investment funds (with the peace of mind and investor protections that implies)
whilst still offering customers many of the benefits inherent to blockchain-based fund management, we
hope to lead a revolution in an industry ripe for an overhaul. Once the process has been wrapped up,
Invictus Capital will be the operator of the world’s first tokenized mutual funds.

In light of this path, our Emerging Markets Solar and Gold Plus funds fell by the wayside this quarter, with the costs of regulatory compliance
not warranting the continuation of these relatively small funds. To take up their place, we plan the launch of a fund focused on the exciting
Decentralized Finance (DeFi) market. This is planned to go live sometime early in 2022.
Other highlights over the quarter include the partial integration of our market-leading Yield Vault product into the Investor Platform, enabling a
greater level of automation to be applied to the process. This has allowed us to halve the minimum loan amount to $25,000. In line with our ethos,
as more aspects of the offering are automated and streamlined, investors can expect minimums on this offering to eventually fall away.
Read on to learn more about the exciting developments over the third quarter, including company and fund updates, as well as comprehensive
market commentary, spanning cryptoassets and the global macroeconomy. Enjoy, and hang on tight, because the fourth quarter is bound to be a
big one, for crypto and Invictus alike!
5

2.2 High level fund performance

2.3 Defi Fund Launch

The Invictus funds continued their record of strong performance. In a
quarter marked by increasing regulatory pressure in the industry, this
is an excellent outcome. While increasing regulation may cause shortterm price headwinds, it is certainly bullish for the sector in the long
term. With no fund experiencing a negative return over the quarter, the
simple average return across our suite of four open-ended funds was an
incredible 18.99% for the quarter, which is equivalent to an annualized
return of 100.45%.

On account of growing community and institutional demand, Invictus
Capital announced plans to launch a DeFi Fund in early 2022. This
exciting development augments the recent fund closures of both
EMS and IGP, and aligns with the strategic goal of Invictus Capital
to focus their attention on their core competencies within the digital
asset class. The DeFi Fund will utilize a Core-Satellite structure, with
70% of assets allocated towards a semi-passive index core, and the
remaining 30% allocated to three actively-managed satellites. Fund
investors will gain broad exposure to the DeFi sub-sector, a sector
that is projected to expand rapidly as crypto breaks further into the
mainstream, and continues to cannibalize the multi-trillion-dollar
financial industry.

As expected, the Invictus crypto funds drove performance with Crypto20
(C20), Bitcoin Alpha (IBA), and Crypto10 Hedged (C10) respectively,
delivering performance of 38.85%, 18.51%, and 16.97%. The Invictus
Margin Lending fund (IML) registered performance of 1.62% (6.64%
annualized) over the quarter in the face of significantly subdued lending
rates.
The Invictus Hyperion Fund (IHF) continued to demonstrate the quality
of its portfolio companies, with a return of 3.02% in the third quarter, and
162.26% over the past year. The return for IHF holders over the quarter
was largely driven by the appreciation of the Locked-SRM tokens that the
Hyperion fund currently holds.
The third quarter also saw the closure of Emerging Markets Solar (EMS)
and the Invictus Gold Plus (IGP) funds. EMS closed with a final token
NAV price of $1.2918, resulting in a commendable return since inception
of 29.18%. IGP closed with a final NAV price of $1.0952, outperforming
its GLD ETF benchmark by 5.73% since fund inception. For more
information relating to the closure of these funds, please see the EMS
and IGP fund sections in the report.

The Core of the new DeFi fund is designed to broadly track the top
DeFi cryptoassets across a range of sub-sectors, and avoid the
overweighting of currently-dominant sub-sectors. This aligns the
majority of the fund with investor expectations and lowers manager
risk in this fast-paced asset class. The Core will be made up of
15 DeFi assets and rebalanced on a weekly basis back to its 70%
overall fund allocation. The actively managed Satellites will have
the objective to generate alpha through rigorous market insight and
asset allocation. For more information on the upcoming launch,
and to express your interest in the fund, please see the official
announcement here.
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2.4 Invictus Yield Vault
We are elated with the support that the Invictus Yield Vault received
over the past quarter! The Vault has been instrumental in providing
lenders with financial growth, and propelling the explosive growth of
Invictus Alpha — the innovative trading division of Invictus Capital.
The progress of Invictus Alpha will be a key driver of the Yield Vault’s
ongoing growth and ultimate success.
The prevalent practice of HODLing crypto, means many investors
unwittingly forgo the opportunity to earn additional yield by, for
example, lending out their crypto. The Yield Vault breaches that gap
and offers qualifying lenders the opportunity to loan Invictus Alpha
a minimum of $25,000 of their Coins for a fixed yield. A typical loan
period varies from 3 to 18-months, and in return, lenders will earn
fixed interest, compounded monthly, and paid in-kind. The Invictus
Yield Vault accepts BTC, ETH, TUSD, USDT, BUSD, DAI, and/or USDC
— other Coins may be accepted at Invictus Alpha’s discretion.

Loaned Coins are used as collateral by Invictus Alpha to fund their
market-neutral, yield-generative arbitrage trading strategies. These
strategies eliminate capital drawdown risks by hedging against any
crypto price movements.
During the past quarter, the Invictus Yield Vault has been optimized and
improved with a necessary face-lift. The most notable improvement
was its integration into the Invictus Capital website. Interested lenders
can find additional information on the rates offered or easily reach out
to our Yield Vault Team via the Invictus Capital website. Confirmed
lenders can now view their loans on their Invictus Dashboards. The
dashboard displays the interest accrued, days until maturity, and live US
Dollar value!
The goal of the Invictus Yield Vault is to provide crypto holders and
HODLers the opportunity to reap the benefits of fixed returns. With this
in mind, the minimum lending amount has been halved from $50,000
to $25,000. As the Vault undergoes further automation, this minimum
requirement is set to progressively decrease and will accordingly
become more widely available. Automation is crucial to the Yield Vault’s
success. We will accordingly continue to focus on this priority and
we anticipate the integration of full automation by the end of the First
Quarter of 2022.
We have lofty goals for the Vault, and are confident that it will be a
major player in the yield-generation market. A major selling point of
the Vault - and a point which we believe may be decisive - is Invictus
Alpha’s vertical integration and transparency. Many of our competitors
delegate yield generation activities to third-parties, compounding
counterparty risk within their system. Further, “middle-men” take a cut,
drastically reducing the yield offered. Invictus Alpha has no middleman. It maintains clear oversight over loaned capital and deploys
your Coins in accordance with predefined market neutral strategies.
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Furthermore, competitors regularly refer to your interest as a ‘reward’
but embedded in their Terms and Conditions, you agree to give them
the ability to use your assets in any way they deem fit — to sell, loan,
rehypothecate, use as collateral, offer to third-parties, and so on. This
is a significant risk not shared by the Yield Vault. It is inconsistent
with the Invictus ethos of transparency, and constitutes a key point of
differentiation from our competitors.
As automation increases — with a concomitant reduction of the loan
minimum - the Yield Vault will be set to gain more traction from a
wider community. In doing so, the Vault is well-positioned to be a key
driver of growth to the Invictus Group. We are extremely bullish on the
Yield Vault’s performance for Q4, and are incredibly excited to share
future results.
Please visit the Yield Vault website for more information or to view
our current rates. Complete this Form to get in contact with our Yield
Vault Team.

SolStreet’s two new starters are Nabeel Abrahams and Patrick
Pretorius, with respective backgrounds in engineering and the social
sciences. They have been assisting with managing the growing
community of investors and fund managers that have taken an
interest in the Protocol’s ongoing development. They will replace
AmaZix, the service providers initially engaged to assist in the content
generation and social media marketing of the (still growing) SolStreet
team — helping free up the team’s resources to build out our product.
Additionally, the positions of Product Manager and Marketing
Manager are also currently being advertised.
The SolStreet team also concluded two of the three trading Devnet
trading competitions as part of the Money Never Sleeps series. These
competitions are aimed at developing a grassroots community that
will offer the SolStreet team several practical benefits such as stress
testing and user feedback. This will, in turn, help improve future
iterations of the Protocol by prioritizing community preferences.
Some highlights from the first two challenges:

2.5 SolStreet.finance
The SolStreet team has implemented and rolled out a number of
upgrades and improvements to their DeFi offering over the course of
the last quarter, with the Protocol still only live on the Solana Devnet.
The steps taken include:
1. Growing and developing the venture’s core team;
2. Launching the Money Never Sleeps series of trading competitions,
3. Incorporating the community’s feedback and suggestions in their
efforts to better-develop all aspects of the platform (such as a
completely new UI almost ready for unveiling).

The Wolf of SolStreet
2 — 16 Aug 2021
•

Over 50,000 valid entries and 35,000 swap transactions. The
efficiency of the Solana blockchain meant that these transactions
were processed for around $30. On Ethereum the costs could
have exceeded $2.5 million.

•

The competition saw the prize pool of 200,000 STRT tokens
distributed amongst 1,500 winning entrants, with the top
performers in each category also set to receive an exclusive Wolf
of SolStreet NFT.
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Good Fill Hunting
30 Aug — 13 Sept 2021
•

Over 26,000 valid entries and 20,000 transactions - incurring a
total transaction cost of around $18.00.

•

Similarly to the first, the second competition drew a large number
of entrants competing for their share of 300 000 STRT prize pool
and an exclusive NFT.

•

The competition saw the addition of leverage and the ability to
take a short position, using FTX’s leveraged tokens. The topperforming fund managed an impressive 186% return over the
two-week period.

The team is currently preparing for the last of the challenges, The
Great Gainsby, which will take place in Q4 (late-October 2021). In
preparation for this finale, the SolStreet team has been working hard
on completely overhauling the Protocol’s look and feel — to upgrade
the experience and deliver the same quality and ease of use of a
centralized exchange. This includes reworking the fund manager and
investor profile pages, as well as integrating live asset pricing graphs
from TradingView.
Following the competition, the SolStreet team will make use of
community feedback to finish final preparations for the Mainnet
launch (tentatively set for December 2021).
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03 INVICTUS CAPITAL.COM TOKEN
ICAP is a community token to reward investors and incentivize
responsible, long term investments in Invictus Capital products. ICAP
is distributed to Fund investors that lock (or stake) their Invictus
Capital Fund tokens for a fixed period. ICAP derives its value from a
share of all fees earned by Invictus being used to buy-and-burn ICAP
tokens from the open market. This fee share is a function of the overall
assets under management, with the proportion rising as our funds
grow in size — helping align the incentives of our community with our
own. Learn more in the Litepaper.
ICAP prices*

over the third quarter. ICAP prices trended firmly upwards over the
quarter, driven in part by the remarkable IHF revaluation last quarter.
Prices peaked in excess of $15, coinciding with listings for the token
on CoinGecko and CoinMarketCap.
On the back of that strong rebound (and recent price stabilization),
we are excited to announce that we now have in the full
consideration from the Ovex exit. The resultant performance fee
revenues will contribute a substantial $399,898 to ICAP buying
pressure over the following nine months. In addition, the IHF
performance fee earned in the third quarter will contribute $25,245
to buy-and-burns over the subsequent 3-months. This bodes well
for ICAP, and will certainly provide significant price support.

3.1 Buy-and-burns

3rd quarter buy-and-burn contributions

*Dollar prices derived from the ICAP-ETH Uniswap V2 pool, currently the most liquid market
for the token.

While last quarter’s report detailed a disappointing slide in the
ICAP price — mirroring broader crypto market weakness — it was
fortunately clear at the time that the lows were unlikely to be revisited

Source: Invictus Capital
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4,839.61 tokens were burnt at an average price of $8.789, with
lower buy-and-burn spend and higher prices both contributing to a
slowdown in deflationary pressure relative to the second quarter. IHF
again remained the largest contributor to buy-and-burn, however, with
the completion of our regulatory process, expected later in the year,
the potential for a flood of new investors joining the Invictus family
and expanding AUM offers some hope that Hyperion’s dominance will
be under threat; with ICAP holders the ultimate beneficiaries.

ICAP prices and Invictus AUM

Fees and tokens burnt

Source: Invictus Capital

3.2 ICAP treasury and governance

Source: Invictus Capital

Even so, net ICAP issuance over the quarter continued to fall to
53,454.6, as the deflationary supply schedule helped overcome a
slight decline in tokens burnt.

To date, total assets held by the treasury continued to rise to around
$88,000.The treasury is relatively well diversified in its exposure to
Invictus fund products. Progress has thus far been relatively slow
on integrating governance into the ICAP ecosystem, however, a fully
functional governance module hosted on the Invictus Capital website
is currently under development.
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ICAP treasury makeup

$88K

*Includes IHF valuation of $0.4819

With the liquidity mining program for ICAP-ETH — thus far fully funded
by Invictus — scheduled to end 30 November, the decision has been
made to make use of the ICAP treasury to fund the continuation of this
program until end-2021, at the same rates ($10,000 per month). This
will be facilitated, without treasury assets being sold, by having Invictus
provide the capital for the program, and then having a claim on the
Treasury’s assets, to be recouped at a later date following the launch of
the governance module. We are excited to put the parameterization of the
liquidity mining program to the community as part of an initial series of
governance votes.

This period has been chosen with the intention of maximizing the
number of ICAP tokens burnt, and to help provide some price stability
and support over an extended timeframe. The first burn including a
portion of these fees has taken place this week and incorporated a
third of the month’s $44,433 contribution from this source. This will
be supplemented by the third quarter’s Hyperion management fees,
as well as further fees earned over the quarter. For October, in which
the burn amounts are already known, A record total of $59,709 will
be spent on buying and burning ICAP in October. Due to liquidity
concerns, the IHF performance fee earned in the third quarter will
contribute to buy-and-burn pressure starting in July 2022, after the 9
months of payments from the second quarter have been completed.
Whilst the numbers of ICAP being issued over coming months will
continue to decline, a notable pickup in prices would easily improve
the yields on offer via staking — helping to drive AUM and fee revenue
growth as part of a virtuous cycle.

Invictus Capital growth of AUM and fee revenues*

3.3 Outlook
Upwards price pressure emanating from buy-and-burns is expected to
accelerate significantly this quarter — even if no further fee revenues
are earned. This is on account of the large performance fee earned
by Hyperion in the second quarter. As the receipt of a similarly sized
Hyperion performance fee may take some time, we have chosen to
spread the contribution from this source over a 9-month period, starting
October.

*After October 2021, buy-and-burn revenue only reflects the burn revenue from the IHF performance
fee in the 2nd quarter, payment of which is now possible following receipt of the proceeds of the Ovex
sale. Buy-and-burn revenue before January 2021 is theoretical, as ICAP was yet to launch.
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04 GLOBAL MARKET COMMENTARY
4.1 Global macroeconomic commentary
4.1.1 The third quarter in review
Global market moves

Source: TradingView.com

While the third quarter moves in global markets were nothing
extraordinary, the numbers mask the rumblings of numerous stories
and narratives competing for the market’s attention. Many times
during the quarter, market chatter and price action in a given week
would clearly reflect the ongoing development of a single story, such
as the Evergrande debt crisis in later weeks, only for this driver to
seemingly be forgotten days later as another story took the spotlight.

The looming US government debt crisis (as Federal spending soon
approaches the self-imposed debt limit), inflation worries and acute
commodity shortages, signs of distress in the Chinese construction
market and decelerating economic recoveries all played their part
over the quarter. The pandemic was a constant in the background,
providing a setting for the financial theater, though markets have
come to discount any further surprises on this front.
Little clarity can be gleaned from the quarter’s developments
regarding the ultimate likelihood of a strong, inflationary recovery,
a period of stagflation, or a looming deflationary recession. While
growth forecasts have seen some downward revisions on the back
of rapidly-slowing recoveries, these could just as quickly be upwardly
revised following some positive data readings.
It is not at all clear if the market has a good handle on the path
forward, evidenced by the curious case in bond markets, where
rising yields and steepening yield curves are signaling bullish growth
outcomes to come, whilst at the same time most analysts and
think tanks are downgrading near-term global growth forecasts and
simultaneously expecting a near-term hawkish shift from central
banks around the world, as mounting inflationary pressures come
to bear. In the US, where inflation expectations are relatively steady,
rising yields can more easily be framed as positive, though this has
not been the case in other regions, such as Europe, where inflation
expectations have steadily risen alongside bond yields.
This has combined to support the dollar through foreign investment
flows into the US, as US Treasury yields are still a cut above the
rest, with Europe still offering negative returns on government debt.
Even so, bond markets struggled over the quarter under growing
expectations for monetary policy tightening sooner rather than later
and concerns for corporate debt sustainability.
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Bond market moves

Stocks initially rallied over the first half of the quarter, with the S&P 500
breaching all time highs yet again as sell-offs after shocking June and
July inflation readings were quickly soothed by hopes for a blockbuster
US infrastructure stimulus bill, with some support from a dovish
J Powell at the US Fed. September, however, saw markets begin to
slide as the US debt ceiling and the Evergrande crisis came to the fore.
As could be expected, China’s troubles have seen the regional market
suffer more than most.
Equity market moves

Source: TradingView.com

In particular, markets seem unable to digest the far-reaching, and
largely negative implications of slowing growth in China. While these
are due in part to both longer-term dynamics already in play prepandemic, the surfacing of the Evergrande solvency crisis in the
construction sector, acute energy shortages, and bubbling geopolitical
tensions with Taiwan and Hong Kong are all sowing doubts that the
country can still do the heavy lifting in driving global growth.
Commodity market moves
Source: TradingView.com

4.1.2 Global growth and inflation outlook
Another quarterly report that we cannot escape at least a brief
discussion on current dynamics around global growth, inflation,
and interest rates. Global growth has certainly moderated over the
quarter — as indicated by PMI readings across all major economies. A
continued pandemic drag, supply chain bottlenecks, and slowing fiscal
Source: TradingView.com
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support from governments can be viewed as the key drivers. Short
term growth estimates, notably from the IMF, the US Fed, and the
OECD, have been moderated, though market watchers are generally
still optimistic about growth prospects in the longer run.

US inflation - running hot

Global Purchasing Managers’ Index readings

Source: Bloomberg.com

At the same time, supply chain bottlenecks and other transitory
factors have driven above-expectation inflation readings in a host of
economies. Previously, unflattering year-on-year comparisons from
the depth of the pandemic were a key argument used by inflation
sceptics, but this line of reasoning no longer holds up. Much of the
high inflation can be linked to reopenings after lockdowns, as well
as high shipping and energy costs — these can be expected to ease
in time. However, hard-to-gauge underlying inflationary pressures,
which may be more persistent, could be building and there are strong
reasons to believe they will.

Source: TradingView.com

In spite of this, inflation expectations in the US have kept fairly
steady over the last few months, with bond yields first dipping
before rebounding firmly over the remainder of the quarter, signalling
markets expect inflation to be combatted via monetary tightening.
Curiously, longer term yields have risen substantially more than those
on the near-end of the curve — either a sign of strong future growth
bets, or alternatively, a greater risk premium being demanded by
investors.

15

US inflation expectations

Source: TradingView.com

US treasury yields

or a deflationary outcome brought on by a policy mistake
from government or central banks. Outside of the US, inflation
expectations have been rising alongside bond yields, signalling the
growing potential that these central banks may be facing a growing
inflation threat.
Energy and shipping costs
While many regions are currently experiencing some form of energy
crisis, the ability for these conditions to be sustained is unlikely. High
energy costs may spur thoughts of the stagflationary environment
of the 1970s during which growth was anemic during a sustained
period of elevated inflation; something considered impossible at the
time by most Keynesian economists. However, the situation is quite
different now, with most major economies meaningfully less reliant
on energy for their output (owing partly to ongoing deindustrialization
and improving energy efficiency). China has also made strides in
this direction, but is a standout as an economy still susceptible to an
energy shock.
Energy intensity of GDP
Ratio of energy consumptions (Mtoe) to real GDP(2010US$ trillions)

Source: TradingView.com

While it remains unclear what we are in for, cogent arguments can
still be made for outcomes of strong growth coupled with elevated
levels of inflation, slow growth and elevated inflation (stagflation)

Sources: IEA (energy consumption), World Bank (China, world GDP), Organisation for
Economic Co-operation and Development (OECD GDP, rebased to 2010 USD)
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In many regions, including the UK, Europe, and China the current
difficulties are largely self-inflicted. The Brexit in the UK, failure from
the EU to manage Russia’s natural gas ambitions effectively, and
policy flaws in China are all examples. The latter is most interesting
and meaningful in the global context, owing to the aforementioned
Chinese reliance on cheap energy for their industrial might.
Recent electricity shortages have indirectly been driven by a boom
in industrial productivity — as the government has done their best
to juice pandemic growth. A confluence of factors are to blame,
notably: accelerated closure of domestic coal mines as part of
decarbonization efforts, state-mandated electricity pricing which
has seen demand (including record steelmaking demand) outpace
procurement of new, unprofitable coal, global shipping bottlenecks,
and a geopolitical dispute with Australia that has scuppered chances
of near-term relief.
Many industries, largely those dominated by state-owned entities
(like steel), have curtailed production to help ease the situation, with
overheated iron ore markets finally getting a chance to breathe. This
should help ease price pressures, but at the cost of a hit to global
growth. The recent reiteration of China’s apparent ban on crypto can
also be partially linked to these dynamics.
In the shipping sector where prices are generally dictated by fuel
prices, major price pressures over-and-above the impact of rising
fuel prices are manifesting — partly as a result of governments
scrambling to secure the necessary energy resources for their
economies to function. The untimely (or timely, depending on your
perspective) introduction of stringent international shipping fuel
regulations in 2020 has not helped the inflation situation.

Baltic Dry index

Note: The Baltic Dry Index is a maritime shipping index that measures charter rates for shipping dry bulk
commodities such as coal, grain and iron ore.
Source: Baltic Exchange, Bloomberg

However, despite an expected deterioration in growth as factories
and businesses delay needed deliveries due to high prices, these
price pressures can be expected to abate over the medium term. This
is not to say that the situation presents no risk.China is well known
as an industrial export powerhouse and a key driver of muted global
inflation outcomes since their introduction into the World Trade
Organization. Should production be restrained for an extended period
it can be expected to drive elevated inflation in the rest of the world
through shortages of important manufacturing inputs.
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Evergrande
Piling on to the risks that China poses to the global economy is the
ongoing challenge the Chinese government faces in resolving the
Evergrande solvency crisis. As the country’s second largest property
developer, Evergrande is a massive player in the economy. It currently
has around $300 billion in distressed debt and is at risk of imminent
default. The world is familiar with the risks that excess in the housing
market can result in after the Global Financial Crisis, and conditions in
the region’s corporate debt market are flashing warning signs that other
defaults may be on the horizon.

On the bright side, China’s technocratic government is relatively
well placed to handle the situation, and has experience successfully
resolving similar cases. In reality, they likely saw it coming after
imposing more stringent leverage requirements on companies in
the construction sector. One risk for foreign investors is that this
resolution involves concentrating the damage outwardly. Another is
that the debacle causes a longer-lasting scar on China’s productive
capacity as the economy enters a potential deleveraging phase after
the economic boom in recent decades. As argued earlier, this is likely
to prove inflationary to economies reliant on Chinese exports.

Evergrande share price

In a contagion scenario there are outsized risks to the cryptoasset
markets — should rumors prove true that Tether’s asset backing is
exposed to the Chinese corporate debt market. While the company
has denied claims that it holds Evergrande bonds, a lack of denial of
significant exposure to the broader Chinese market sows doubts as
to the health of the asset’s backing. Again, some solace can be drawn
from the fact that the Chinese Communist Party is unlikely to be
willing to allow their debt markets to spiral into chaos.

Source: TradingView.com

Average price of dollar bonds in Bloomberg Asia High Yield index

US debt
The United States, the world’s largest economy, is an example of a
country whose reliance on Chinese trade has been well documented.
Any Chinese slowdown can be expected to manifest in greater
inflationary pressure. Adding to this, diminished export demand
would also hamper growth outcomes. The stagflationary argument
gets stronger when you consider the US government debt position —
a current focus of debate in the halls of Congress.

Source: Bloomberg
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US goverment interest payments and debt

ideal hedges due to the current and likely transitory bottlenecks
supporting prices, and the weak demand that can be expected under
stagflationary growth. The risk of rapid increases to real interest rates
also rules out gold as an attractive option.
This leaves us with equities and cryptoassets. Equities, which are
backed by real companies with real cashflows and business models,
should theoretically offer ideal hedges. Although during the 1970s
equities performed relatively poorly, this can in part be seen as an
overreaction to the risks of total financial collapse. More recently,
equities have worked as relatively effective inflation hedges in
countries that have experienced hyperinflation — such as Zimbabwe.

Source: ??

1970s stagflation: stocks kept pace

Although debt has ballooned during the pandemic, interest payments
have actually come down thanks to large interest rate cuts from the
Federal Reserve. Rising interest rates, however, would saddle the
government with a significant debt burden. Out of control inflation
can be expected to prompt such an increase and could place the
economy in a bind — with government left with few avenues to
circumvent a recession and potential dire consequences for the
dollar’s position as the global reserve currency.
4.1.3 No alternative to equities (and crypto)?
This discussion leads us to consider what we can expect to do
well should the seemingly likely outcome of either stagflation
or inflationary growth (which the market seems positioned for)
materialize. In either of these scenarios bonds can be expected to
struggle heavily. Similarly commodity investments may not provide

Source: Ibbotson Associates; Hulbert Ratings
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Returns of Layer-1s Q3 2021

Cryptoassets also offer a strong bet in both of these scenarios, as the
sector presents one of the few clear examples of an industry primed for
major growth, and one which could help support economic growth in
the years to come. In the dire but rather unlikely situation in which the
incumbent financial system collapses in the next few years, cryptoassets
can also be expected to outperform most other asset classes.
While a deflationary recession scenario is unlikely, major policy mistakes
from governments could prompt this outcome, the worst of the three.
One potential trigger is the looming US government shutdown recently
pushed back to December. Should it take place, the US would default
on debt obligations — with catastrophic implications for the short term
stability of the financial system and with the potential to stunt long-term
growth.

4.2 Cryptoasset market commentary
The crypto market had a turbulent start to the quarter as the dark
cloud of global regulatory uncertainty continued to weigh heavily on
the market. As fear, uncertainty and doubt (FUD) continued to circulate,
the total crypto market capitalization slumped to $1.2 trillion, the
lowest since February, while Bitcoin fell to 29k in mid-July. The bearish
sentiment was short-lived and the market rebounded well, led by
layer-1s, with LUNA (484%), AVAX (453%) and SOL (296%) generating
phenomenal returns over the quarter as high gas fees forced people
to look for alternatives to Ethereum. Despite September continuing its
historical trend of being a poor month for Bitcoin, the largest cryptoasset
recovered from its early dip and finished the quarter at 44k, up by 25%.

Source: TradingView

One of the most highly anticipated events in the crypto space was
Ethereum’s London hard fork (EIP-1559 upgrade) that went live in
August. The latest update to the Ethereum network aimed to make
transaction fees more predictable by changing the gas fee mechanic.
The hope was this would help rein in the wild volatility in gas fees,
leading to greater adoption of the blockchain. The market received
the update well, and ETH’s price rallied, reaching 4k before returning
to 3k by the end of the quarter, still up 35%. The latest update is just
one of many that are set to run until 2022 as Ethereum looks to move
to the proof of stake consensus mechanism, which is another step
closer towards the final vision of ending the excessive gas fees which
have been the Achilles’ heel of the network for some time.
High gas fees, however, continue to plague Ethereum, especially
for complex transactions like minting NFTs or using decentralized
applications (Dapps), which makes the blockchain inaccessible for
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most crypto users and forcing them to find alternatives. The demand
for a solution has fueled the rapid growth of decentralized finance
(DeFi) on alternative blockchains. The multi-chain narrative has
finally come to life, and layer-1 smart contract protocols like Solana,
Avalanche and Terra look poised to capture meaningful market share
within DeFi.

Fear and Greed index

ETH Still dominates the Non-BTC cryptocurrency market

Source: Alternative.me

Source: Coindesk

Regulatory evolution
Regulation news characterized the early stages of Q3 as China
doubled down on its previous crypto ‘bans’ and some of the biggest
centralized exchanges faced serious regulatory woes as Binance and
Coinbase faced off with regulators. In the US new crypto tax laws were
proposed as part of a potential infrastructure bill and were met with
severe opposition from crypto investors. Furthermore, the uncertainty
surrounding Tether’s transparency left sceptics feeling the crypto
market’s largest stablecoin remained a systemic risk to the overall
market. The terror in the market was apparent as the fear and greed
index reached a low of 10 in July, indicating extreme fear.

The Chinese Central Bank once again reiterated its stance on
cryptoassets by declaring all crypto transactions illegal. The
announcement did cause a slight dip in the market, with Bitcoin
and Ethereum dropping roughly 10%, but prices quickly stabilized.
The direct impact of the latest ban is expected to be limited as
China’s influence on cryptoasset markets continues to diminish. This
announcement comes off the back of a ban on mining cryptoassets
earlier in the year, which saw the Bitcoin hash rate drop significantly as
miners were forced to relocate. Cryptoassets are widely used to avoid
China’s strict currency controls and regulators have used the latest ban
to try to close these loopholes. The clampdown on cryptoassets comes
as a preamble to the nationwide rollout of the digital Yuan, China’s very
own central bank digital currency (CBDC), which is expected soon.
The negative sentiment began to ease up as the quarter progressed.
The market rebounded as the direct impact of the Chinese clampdown
on the crypto market began to dissipate. The sentiment shift was
further fueled by the US Securities and Exchange Commission (SEC)
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Chair Gary Gensler confirming his support for a Bitcoin ETF that gets
its exposure through futures contracts rather than the spot market. So
far, the SEC has rejected every application for a Bitcoin ETF, but this
announcement has reinvigorated hopes that an ETF could be approved
shortly. The approval of an ETF in the US is expected to be a significant
driver of further price appreciation, as it unlocks demand from a range of
investment vehicles that are prohibited from crypto exposure via more
conventional means.
El Salvador
In a historic moment for the mass adoption of cryptoassets, El Salvador
became the world’s first sovereign nation to adopt Bitcoin as legal tender.
This makes the impoverished Central American country the first in history
to adopt a decentralized digital asset as an official currency, allowing
El Salvador to break away from its dependence on the US for monetary
and fiscal policy. The adoption of Bitcoin has the potential to increase
financial inclusion in a country where 70% of the population is unbanked.
President Nayib Bukele and his administration plan to spend $225 million
on integrating Bitcoin into the country’s financial system, including $30 in
BTC to citizens who download the government-run mobile wallet, which
makes use of the Lightning Network.

Global adoption
Global crypto adoption has surged by 881% over the last year,
according to data from blockchain analysis firm Chainalysis and
has been fuelled primarily by emerging markets. Vietnam, India,
and Pakistan took the top three spots in Chainalysis’ recent Global
Crypto Adoption Index. The benefits of cryptoassets have been
widely recognized as an instrument to drive growth in countries with
underdeveloped financial systems. With the explosive growth of
DeFi and P2P platforms in emerging markets, cryptoassets can offer
billions of people access to financial services for the first time.
Elsewhere, the Cuban Central Bank announced that they would
recognize and regulate cryptoassets such as Bitcoin, rather than
attempting a ban. This uncharacteristic move by the Communist
government is likely aimed at helping the island nation circumvent
crippling US sanctions. Cuba is a one-party state that has historically
censored access to the internet, so the government embracing the
potential of a technology that embodies libertarian ideals is hugely
significant. This extraordinary situation illustrates the power that
cryptoassets have to offer everyone an opportunity for financial
freedom.

The El Salvadoran government has faced teething problems with
technical glitches, internal opposition, and pressure from the IMF, leading
to a rocky rollout. Despite this, the government has continued to buy the
dip and now holds 700 BTC. If this novel experiment is successful, it could
lead to a massive increase in demand for cryptoassets in developing
countries in South America and Africa that have faced severe economic
uncertainty. If other countries adopt a similar approach to cryptoassets
as El Salvador, or even if other central banks simply began to hold Bitcoin
alongside gold and foreign exchange on their balance sheets, it could be a
major catalyst for the crypto market.

Global adoption

Source: Chainalysis
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Growth of DeFi
It was a record-breaking quarter in the Decentralized Finance (DeFi)
space as the total value locked (TVL) within the DeFi ecosystem
grew by 57% and reached an all-time high at $194 billion, according
to DefiLlama. DeFi is a broad term that refers to projects that aim to
decentralize traditional financial activities, such as trading, lending,
payments, and asset management, the majority of which have
historically been enabled through the Ethereum blockchain.
DeFi takes components of traditional finance and decentralizes them
by removing intermediaries and replacing them with smart contracts.
DeFi is the key driver of disruption in the digital asset space. It presents
an opportunity to create better alternatives to traditional financial
services and create a more inclusive financial system. Decentralized
applications (Dapps) use open-source protocols and smart contracts
to create a borderless and permissionless financial system where
anyone with an internet connection can participate. DeFi projects are
offering innovative solutions that could attract the 1.7 billion unbanked
population around the world, alongside a large portion of those
currently making use of the traditional banking industry.

The growing demand for DeFi surfaces on Ethereum’s layer-1
blockchain have clearly exposed the network’s problems scaling and
the excessive gas fees have sent consumers looking for alternatives;
standalone blockchains such as theBinance Smart Chain (9.05%),
Solana (5.09%), Terra (4.69%) or Ethereum layer-2 or sidechains
like Polygon (2.34%) now make up a significant portion of DeFi’s
TVL. Growth has been further catalyzed by massive incentives from
these blockchain teams, aiming to incentivise users to ‘bridge’ their
cryptoassets to a specific chain, or to fund developers looking to
build out a fledgling ecosystem. Flagship DeFi protocols such as
SushiSwap, Uniswap and Aave have all embraced this multi-chain
future. These chains have all started to generate considerable traction
thanks to their lower fees and improved efficiency.
Total value locked within DeFi

Total DeFi users

Source: Coindesk

Source: Dune Analytics
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OpenSea NFT activity explodes

Despite its exponential growth, DeFi’s size still pales compared to
the over $100 trillion managed by the global asset management
industry. With the growth of financial services as the world continues
to urbanize, the opportunity within DeFi is astronomic. To get exposure
to this exciting sector within digital assets, read about the new Invictus
DeFi fund that is launching next year.
Non-Fungible Tokens (NFTs)
Another major theme that emerged in Q3 — and one that added to
Ethereum’s congestion last quarter — was the explosion of NFTs.
Monthly trading volumes on Opensea, the largest NFT marketplace,
eclipsed all-time highs reaching a peak of $3.4 billion in August.
The surge in sales and hefty prices on NFTs have baffled many
traditional investors, but the extreme gains have thrust the industry
into the spotlight. NFTs have even captured the attention of a more
mainstream audience, with many celebrities entering the space
publicly, and Visa even purchasing a $150,000 CryptoPunk for
their Corporate Collection, giving the industry some much-needed
legitimacy.
The launch of a number of new NFT projects has driven network
congestion on the Ethereum blockchain to worrying levels — however,
this could be the start of a bullish narrative for Ethereum, with massive
amounts of Ether burnt by these transactions since the introduction
of EIP-1599. While many analysts contend there are clear signs of
a prevailing bubble, the NFT space is still in its infancy, with plenty
of room to grow. The NFT boom hasn’t been restricted to Ethereum
projects, and Solana-based projects have also gained serious traction.

Source: DappRadar

Institutional involvement
Cryptoassets continue to gain legitimacy as the biggest names
in traditional finance (TradFi) continue to enter the crypto space
in various ways. Bitcoin is now widely considered a necessary
constituent in a modern portfolio due to its portfolio diversification,
inflation hedging, and significant return enhancing abilities.
Under the leadership of CEO Michael Saylor, Microstrategy has led
the way and has now accumulated 108,992 BTC, more than any
other publicly-traded company. Even the most illustrious investment
banks have followed suit, and Morgan Stanley bought $240M
worth of Grayscale Bitcoin shares to get direct exposure to Bitcoin.
Institutional investors now hold over 7% of Bitcoin’s circulating supply,
with the institutionalization of crypto assets still in its infancy, this
figure has the potential to increase significantly. When institutions
accumulate significant amounts of Bitcoin, these coins are removed
from circulation, drastically decreasing the circulating supply. With
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Bitcoin’s deflationary properties, this increase in scarcity could lead to
unprecedented upward pressure on Bitcoin’s price in the long term.
Fund flows into institutional crypto products have dried up in recent
months, institutions are looking at alternative, less risky ways of
getting crypto exposure. The most prestigious asset managers in the
world Blackrock, Fidelity and Vanguard, have all invested in Bitcoin
mining operations as the investment merits of this growing industry
continue to become more apparent.
As the narrative surrounding crytpoassets continues to shift, the public
demand has become too big to ignore. This demand has forced some
of the most influential institutions like JPMorgan, led by a famous
crypto skeptic Jamie Dimon, and Wells Fargo, to launch in-house
Bitcoin funds for wealthy clients. Traditional institutional investors
have unique approaches to moving into the digital asset space —
however, those who fail to recognize the opportunity that digital assets
present are likely to miss out.
Flows to institutional crypto products

Source: Delphi Digital

Ethereum upgrades, again
Ethereum runs on something called ’gas’, which is a unit used to
measure the computational power required in order to execute certain
operations. These operations are processed by miners and completed
on the Ethereum blockchain. Consider the everyday activity of driving a
car for example, with the desired operation to drive it to a destination,
the fuel used to fill the car is the gas (with the amount of fuel
determined by how far you want to drive, and the amount of gas used
by a transaction determined by how complex it is). Miners represent
fuel retailers, in this analogy. Much like fuel, gas isn’t a currency on
its own and is therefore given a value — the gas price or the price per
unit of gas prices are expressed in Ether, the Ethereum blockchain’s
underlying currency.
As Ethereum is a proof-of-work (PoW) peer-to-peer system, the
blockchain’s security is heavily dependent on the hashrate of
their miners. The more miners, the greater the hashrate, the more
secure the system is. Miners earn money by mining blocks and
getting block rewards and gas fees for their service. Miners dictate
which transactions make it into their blocks, generally prioritising
transactions paying a high price per unit of gas in a system that
resembles a first price auction. This first price auction mechanic
makes getting your transaction included into the blockchain a
competitive process, and helps keep miners’ rewards at a level that
ensures the security of the system.
It works in that each sender submits a bid (the gas price)) for how
much they are willing to pay for the miner to include their transaction
in the next block. Transactions with too low of a gas price may never
be executed, unless transaction demand slumps sufficiently for it to be
worth it for miners to include it in their mined blocks. Similarly, senders
can pay higher prices to prioritize their transaction’s inclusion in the
25

next block. This auction dynamic introduces persistence in pricing, and
typically keeps gas prices elevated long after demand has begun to
decline, hurting the Ethereum user experience.
In August, the Ethereum blockchain, in a bid to fix arguably its biggest
challenge, activated its latest hard fork, London (including the muchanticipated EIP-1559 upgrade), which aims to change the way in which
gas (transaction) fees are estimated. With EIP-1559, gas fees are now
split into two parts, a base fee and a tip fee. The base fee is controlled
by an automated bidding system that has a set fee that fluctuates
based on network congestion. The idea behind it is that the base fee is
burned on each transaction, and helps eliminate the auction process
for determining gas fees, with the added benefit of making Ethereum
a productive asset by having the value of the base fee accrue to all
Ethereum holders via the burn. The tip fee allows individuals who value
better block times to pay more, is then kept by the miner.
Gas price stabilizes after EIP 1559

While the London hard fork was introduced as a solution to improve
block elasticity and decrease gas price volatility, it is Eth 2.0 that is
said to be the long-term solution to Ethereum’s long-term issues of
scalability, security, and sustainability. Eth 2.0, which will shift the
blockchain from a consensus mechanism that uses PoW to one that
uses Proof of Stake (PoS), is drawing closer with Ethereum developers
recently confirming the first mainnet upgrade to the Beacon Chain
(PoS), Altair, is scheduled for the end of October. The upgrade is
one of a few improvement proposals that will take place prior to the
blockchain completing its full transition to PoS.
Together, both EIP-1559 and Eth 2.0, have the potential to dramatically
improve performance while changing where value accrues within
the Ethereum ecosystem. However, without the full benefits of EIP1559 having come to fruition and Eth 2.0 yet to have launched, the
opportunity for Etheruem to lose market share remains.
“Ethereum killers” and the number one prospect
With Ethereum’s much anticipated London hard fork now activated, the
market’s second-largest asset by market capitalization has taken yet
another step towards competing with Bitcoin for market dominance.
However, while Ethereum targets Bitcoin, other layer-1 solutions
are challenging Ethereum’s dominance. These layer-1 solutions or
“Ethereum killers” are emerging blockchains that are seeking to take
a larger share of the NFT, smart contract and DeFi market. While
many Ethereum alternatives exist (Algorand, Avalanche and Cosmos,
to name a few), it is Solana that is among the most promising of
candidates.

Source: Coindesk
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Like any business, blockchains require users (customers) to be
successful. Solana therefore needs to be able to attract developers
(suppliers) to build on Solana who in turn need to attract users to use
the Solana blockchain (product). A fast and cheap blockchain is of
no use to anyone without developers building on it and without users
interacting with it. It is for this reason why CEO and Founder of Solana
Labs, Anatoly Yakovenko, has said that now that the technology behind
the blockchain is up and running, the next phase of Solana is about
“onboarding the next billion users”.
Source: Rareliquid

Capable of 65,000 transactions per second (TPS) at an average cost
per transaction of <$0.01, compared to Ethereum’s current 30 TPS at
a cost of ~$10-$65 (depending on network congestion), Solana is one
of the fastest and cheapest layer-1 blockchains and has arguably the
fastest growing ecosystem in crypto, with over 400 projects spanning
NFTs, Web3, DeFi and more. Solana solves many of Ethereum’s
weaknesses, notably its (in)ability to scale and high transaction costs,
with only minor tradeoffs to centralization — at least in the longer-term.
Despite its upgrade to EIP 1559 and its impending Eth 2.0 upgrade,
Ethereum continues to fall short in scalability, with network congestion
often leading to exorbitant gas prices, an issue Solana has yet to face.
Many of Solana’s competitors struggle to achieve high transaction
throughput due to validators needing to communicate with each
other to figure out how to appropriately order blocks. Solana uses
a mechanism called Proof of History, an innovative approach to
timekeeping, in addition to POS. This cryptographic timestamp (Proof
of History) ensures that transactions on the Solana blockchain are
verifiably ordered without all nodes needing to agree simultaneously,
which thereby dramatically increases speed and block finality.

As blockchains improve, new possibilities emerge. More performant
blockchains, sidechains or layer-2 solutions enable support for a more
diverse range of Dapps; as evidenced by VC interest in Solana-based
blockchain gaming.
Solana is forthright in its mission of building an ecosystem of
developers building on Solana and ensuring they have the right tools
and resources to succeed. It is well known that what makes Solana
unique is the Foundation’s ability to help new companies get off the
ground and grow. While Solana often invests in projects built on the
protocol and makes introductions to those that might be of help, they
also offer smart contract audits and a Solana program library which
acts as an open source library building tool for developers.
To help put into perspective how successful the Solana team has been
in pushing their ecosystem forward, the below is a snapshot of what
their ecosystem looked like in March 2021, when at the time there
were 78 projects with three stated as coming soon. While the second
snapshot is what their ecosystem looks like just six months later in
September. The September snapshot shows that serious momentum
is building behind Solana.
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Even so, die-hard decentralised blockchain enthusiasts debate
Solana’s centralisation, pointing out that Solana is more centralized
than Ethereum and further pointing to the heavy involvement from the
Solana Foundation team in the blockchain’s growth. However, while
some level of centralization relative to projects like Ethereum have
been introduced, this tradeoff has unlocked a wealth of possibilities at
a minor cost.

Source: Solanians

Source: Solanians

Source: Solanians

This ultrafast, high performance and low-latency blockchain with
smart contract functionality is uniquely positioned to gain further
market share from existing smart contract blockchains (like
Ethereum), as well as attract new users and projects to the space
(many of which can only work on a blockchain like Solana). It is
therefore no surprise that total value locked (TVL) in smart contract
platforms on Solana is increasing fast. The programmable blockchain
is third in TVL behind only Binance Smart Chain and Ethereum.
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interoperability accelerating, it makes sense that dominant blockchains
for specific uses may emerge. To decentralize traditional financial
markets, a blockchain with high throughput and low costs is required;
Solana comes close to meeting traditional finance’s needs (Nasdaq
processes about 500k transactions per second).
It is thus in our view a mistake to view Solana as an Ethereum
killer and we believe that both ecosystems are complementary and
necessary, each with their own niches to which they are best suited.
The same goes for most blockchains.

4.3 Blockchain venture capital market commentary
Source: Solanians

Many believe that Solana has the potential to not only take on
Ethereum but to also decentralise the world’s financial markets as a
result of what it is building and the names backing it. After presenting
the Solana to Sam Bankman Fried (SBF), Founder and CEO of FTX and
somewhat of a god in crypto, SBF declared it the “most performant
blockchain” and promptly decided to build his own decentralized
exchange, Serum, on Solana. SBF’s stamp of approval and involvement
has undoubtedly helped attract other developers and helped take
the blockchain to where it is today. And while SBF helped build early
momentum on Solana with his burgeoning influential community, it
was a16z, who led a funding round in Solana in June, that helped add
legitimacy to the blockchain to ensure it remains a key player in the
crypto space well into the future.
Interestingly, for Solana’s founder Anatoly, Solana was built to be
the execution layer of finance, to compete with traditional stock
exchanges, like the New York Stock Exchange and not necessarily
to compete with Ethereum. With trends towards blockchain

With the largest Venture Capital firms in the world having their eyes
fixated on the blockchain industry over the past year, we can be
sure that the already flourishing sector will continue on its growth
trajectory throughout the coming decade. Venture Capital and Private
Equity financing provides the much needed ammo for entrepreneurs
to realize their vision and tackle the various inefficiencies that this
technology is able to conquer. A driving force behind the sheer speed
at which development is taking place in the tech sector rests in
the fundamental shift in both the ease and cost of going to market
for startups. Before the tech industry really began to proliferate
throughout the 2000s, getting a startup company to launch a product
and hit the mass market would require financing in the region of $10
million. This has been vastly reduced due to the digital shift over
the past two decades. Services such as AWS open-source, cloud
computing, social marketing, and the globalization of the workforce
meant that entrepreneurs were able to get a product to market with as
little as $500k runway and a skilled engineer.
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The significantly reduced cost of starting a business and allowing
it to bootstrap into further, larger funding rounds, has allowed for
not only an incredibly vibrant startup ecosystem, but it has also
reduced the barriers to entry for the entire venture capital industry.
In the early 2000’s there were very few venture capitalists that were
operating within the seed stage of financing, largely because a small
seed investment of less than $1 million would not get a company
very far and therefore poses too much of a risk for most managers
to stomach. The venture industry during this time was dominated by
the heavy weights that would commit the multiple millions of dollars
required to push a startup to market.
Stages of venture capital funding

State of the VC market
One of the easiest ways to determine whether an emerging sector
is on the verge of explosive growth is to gauge the level of Venture
Capital interest. These injections of capital into the foundational level
of an industry are imperative to build out infrastructure required to
make a cohesive network of supporting services within the field. The
more a sector grows, the more capital it attracts to achieve outsized
returns. This creates a positive reinforcement loop that ultimately
results in the maturation of an industry. This notion could not be truer
in the blockchain industry. 2021 has proven to be an incredible year in
terms of funding, far outpacing all others to date and we are not even
through the year.
Venture capital investment in crypto industry

Source: Cointelgraph.com

Today the venture industry is far more fragmented and almost
represents a barbell structure, where on the far right you have the
titans of industry such as Sequoia and Andreessen Horowitz, and on
the left side a burgeoning number of seed funds specializing in the
early stages of company development. For the blockchain industry in
particular, this has allowed for an explosive number of new ideas and
protocols to come to fruition and really allowed for an industry on the
bleeding edge of tech to blossom into what we are seeing today.

Source: Bloomberg

Investment in blockchain and digital assets ramped up in the first half
of 2021, eclipsing the previous funding records set during the 2018
ICO boom. Crypto financial service companies and infrastructurefocused companies garnered the lion’s share of capital from some
of the largest VC firms in the world contributing over $4 billion.
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Andreesen Horowitz, one of the Silicon Valley heavyweights, took a
bold commitment and launched a $2.2 billion crypto fund focussed on
leading investment rounds in a number of blockchain companies and
protocols. Overall, 17 of the 20 largest VC firms in the world have made
investments within the blockchain sector. Receiving capital from one
of these big name VCs generally results in success for many of these
startups as the deep liquidity and networking benefits help propel
them into profitability.
Despite most of the largest VC firms in the world giving blockchain the
stamp of approval, private equity in the space still only accounts for
less than 1% of the total venture capital market. This may be in part
due to the relative risk associated with an emerging tech sector such
as this, however, the figure still shows just how early we are in the
space. For comparative purposes, internet-specific VC commitments
were at a similar stage in the early 90’s and rose exponentially
throughout the decade to peak at 45% of all VC funding in the year
2000. This is not to say that blockchain will dominate the venture
landscape over the next decade, but it certainly shows the significant
growth potential still to come.
Numerous blockchain companies raised $100 million+ funding rounds,
including BlockFi ($350 million), Bitmain ($422 million), Blockchain.
com ($300 million) and Circle ($440 million). The single largest
funding round conducted thus far in 2021 however goes to FTX,
amassing $900m to reach a total valuation of $18 billion. FTX, led by
Sam Bankman-Fried, is the fastest growing exchange in the world
with operations spanning across the U.S and the rest of the world.
FTX, owned by Alameda Research, were also the initial backers of
the prominent blockchain Solana (SOL) which has seen momentous
growth this year due to its ability to host decentralized applications
and protocols in a fast and cost-effective manner relative to its main
competitor Ethereum.

10 biggest funding round in crypto/blockchain

Source: Blockdata

Most of these large funding rounds have been conducted by the
biggest names in the VC space, on the far right hand side of the barbell
structure mentioned previously. These funding rounds are generally
characterized by later stage financing rounds beyond the seed stage
and are typically equity based investments. As previously mentioned,
there has been an emergence of seed round managers looking to
participate in the early stage growth of the blockchain industry that do
not give ticket sizes in the hundreds of millions.
At the seed round stage of financing, VC firms are currently faced with
two options when taking a stake in a blockchain startup. The first is
by taking the traditional route through equity ownership in a company
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that aims to provide a particular product or service to the digital asset
market. The second route, and one that is becoming increasingly
popular, is investing in a new decentralized protocol and receiving the
digital token instead of outright equity ownership. A key benefit of the
latter route is that the VC firm will have secondary market liquidity far
quicker than the private equity route. Digital assets tied to a particular
protocol have value accrued to them as soon as a working product is
released to market and (global) community engagement starts to take
place. This is a completely unique attribute and one that can only be
found in the blockchain VC space. It is for this reason that we see so
many seed round investors providing much needed capital to founders
seeking to build out the application layer of the industry.

base level blockchain infrastructure already built, VC focus has seen
a shift to higher levels of the technology stack. In particular, layers
incorporating the functionality and application layers. For comparative
purposes, if TC/IP and HTTP are the foundational protocols of the
internet, Solana and other platforms incorporating smart contracts
are becoming the foundational infrastructure layer on top of which
various blockchain applications are built. As each layer develops,
it becomes the foundation for the next one. The currently thriving
world of decentralized finance is a perfect example, with many of
these protocols accruing value directly to the token tied to its microecosystem.
Comparative technology stack

The 2017 crypto bull market saw the emergence of the ICO model
to raise capital for a host of blockchain startups. This capital raise
mechanism came to an abrupt end as many of these companies
were purely riding on the retail hype cycle with very little fundamental
substance backing their investment thesis. The reputational damage
caused by this ICO flurry resulted in many of the VC firms turning
to the traditional equity style of investing which provides far more
transparency and legal ownership rights. Recently, top projects such
as OpenSea, Uniswap, and others cemented the thesis that crypto
companies could be successful without a token.
Seed round investment by VC firms in exchange for the underlying
token has however seen a resurgence in the past year. With the

Source:#Hashed VC

DeFi protocols are a rapidly growing sub category of the crypto asset
market. Traditional financial services such as lending and borrowing
is a colossal market which is currently being overhauled by fully
decentralized applications catering to an entirely global customer
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base. The low barriers to entry that permit building and releasing these
valuable services has resulted in an exceptionally fast evolution of a
very old traditional banking structure. Unlike the traditional world, there
is very little in the way of regulations and licensing halting progress.
Developers are free to code, test and release products to market in a
few months as opposed to years.
A highly attractive attribute, especially to VC firms, is that these
applications are able to start generating revenue immediately, and lots
of it. Uniswap has recently surpassed over $1 billion in fee revenues
to date. Given the decentralized nature of these services, the target
market is a global audience which is a further attraction to VCs looking
to seed the next protocol to hit mainstream. Over the past year there
have been numerous developments in DeFi ranging from yield farming
to NFTs. Developers are able to operate in small teams in a system
with sound infrastructure whereby innovation can be prioritized
away from the old traditional system, with revenue realization able to
constantly be realized and evolved as the product matures. This is why
development in the decentralized application layer will not slow down.

Over the past few years since blockchain truly hit the mainstream
in 2017, we have seen the market mature across the board from
both developers and investors. In the first half of 2021 we witnessed
an influx of institutional money flow into the blockchain industry,
highlighting the broadening of the investor base. As regulatory
frameworks are built out across various jurisdictions across the
world, we will see further involvement from the institutional market
as there will no longer be any doubt as to their adherence to the
law. Investor awareness and knowledge of the sector is growing
exponentially, with individuals now having a far better understanding
not only about digital assets, but also the operational and functional
aspects of blockchain technology, allowing for greater interaction
with decentralized applications. The growth of this market is truly
remarkable to witness and we at Invictus Capital are excited to be a
part of this revolutionary space.

DeFi VC deal activity

Source: Pitchbook
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The Hyperion Fund is renowned as the world’s first tokenized venture
capital fund. The team at Invictus Capital has democratized an asset
class that was previously only accessible to qualified investors or
institutions. Through fractional tokenization, fund participants are able
to gain custom exposure to early-stage investments in the field of
blockchain technology. Launched in June 2018, the fund has proven
to be a huge success over the years, providing investors with a sound
return profile and secondary market liquidity.
As Hyperion enters its fourth year of operation we can reflect on a
number of significant milestones and learnings. Although the initial
launch of Hyperion in 2018 caught the tail-end of an explosive crypto
rally that started in 2017, the fund successfully weathered a severe
bear market during the following two years. A number of investments
Hyperion made during the initial stages of the fund were unable to
scale their businesses through the suppressed market and ultimately
had to be impaired from the portfolio. This is the nature of Venture
Capital, especially seed stage funds, where only ~10% of investments
can expect to realize returns for the fund. Despite the number of
impairments made since inception, we have had three portfolio
companies make it through the bear market and prosper beyond our
expectations.
Quantfury, Syntropy and Ovex are the portfolio companies that have
contributed immensely to the appreciation of the Net Asset Value
(NAV) of the Hyperion fund over the past 18 months. With a total
of eleven investments made since the start of the Hyperion Fund,
this equates to just under a 30% success rate for the venture capital
fund, a number any seed stage manager would be proud of. With
the successful exit of Ovex finalized during the past quarter, only
Quantfury and Syntropy remain in the equity portion of the portfolio.
Both companies have continued to do exceptionally well and are
constantly growing and evolving into disruptors of their respective
industries. The future looks good for Hyperion.

5.1.1 Ovex exit
In the previous quarterly report, Invictus Capital announced the
Hyperion Fund’s imminent exit from Ovex.This exit is now final and
this represents a significant milestone for the Fund. The Ovex exit
is the first exit deal signed by the Fund since its inception in 2018.
Consideration for Ovex exit is a combination of USD cash and locked
Serum (SRM) tokens. The Ovex team requested that the total deal
size and valuation remain confidential, but all proceeds have been
accounted for in the NAV. The revaluation of Ovex (determined by the
Invictus team in the Q4 2020 report), is the exit valuation achieved
by the Hyperion fund in the prior quarter. The deal was negotiated
and signed during Q2 2021, however, due to Ovex being domiciled in
South Africa, local exchange control laws protracted the exit.
The Locked SRM portion of the exit consideration will vest and
unlock linearly over a period of 6 years. A total of 539,063 Locked
SRM tokens make up this portion of the consideration owed to the
Fund, and Hyperion will therefore have exposure to the fluctuations
of the token price during the linear vesting period (Locked Serum
unlocks at a ratio of 1/2190 per day). SRM tokens are the native
digital asset tied to the Serum DEX. The Serum DEX was launched
by FTX, Alameda Research and a consortium of other partners,
and it will act as the Solana blockchain’s high-speed, non-custodial
decentralized exchange. The growth of Solana has been nothing
short of spectacular, and we have full confidence in the long-term
value accrual of the SRM tokens in the Hyperion Fund. On a monthly
basis, the vested SRM tokens will be sold and used to fund both
outstanding fee accruals on the NAV, and IHF token buy-and-burns in
an equal split 50/50. Once all buy-and-burns for the IHF token holders
have been satisfied, the fund will then seek to make new investments
with new liquidity in the fund.
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5.1.2 Secondary market trading
IHF tokens currently have their primary centralized exchange listing
on HitBTC, with total trade volumes in excess of $7 million over the
past year. This excludes the liquidity located on the decentralized
exchange, Uniswap, which provides an alternative mechanism for
trading IHF. The token price is generally bound to the Net Asset Value
(NAV) price per token that Invictus Capital calculates on a quarterly
basis (made available on our website). The IHF token may however
trade at a discount or premium to the NAV price, based on supply and
demand dynamics. For most of 2021, the IHF token traded within a
relatively tight band around the fund NAV price. This bodes well for
token holders who have held their tokens since fund inception, as
they have the opportunity to realize a fair return on their investment.
In some cases, the token has traded at a premium to NAV, which
indicates that prospective investors are generally bullish on the
underlying portfolio and its longer-term prospects. It is interesting
to note that the IHF secondary market performance has vastly
exceeded the performance of the Hyperion NAV appreciation since
the start of the year. The IHF token has appreciated 182% on the
secondary market, while the NAV as per the website has appreciated
103% since the start of 2021. This indicates that IHF token investors
who manage to purchase IHF while it trades at a large discount
to NAV, are able to achieve superior returns relative to the NAV
performance.

IHF exchange price

Source: Invictus Capital

5.1.3 IHF staking
On the 1st of January 2021, the ICAP rewards programme was
launched by Invictus Capital. This allows for long-term IHF token
holders to put their tokens to use and earn an additional yield for
staking their fund tokens for predetermined amounts of time. It
has been a pleasure to see that most of the Hyperion investor
community has taken part in this initiative, with over 60% of all
IHF tokens (76 million) being staked for periods of up to one year.
Venture capital should be considered a long-term investment by
traditional standards, generating value from its portfolio companies
as their visions come to fruition over the years. It may therefore be
worthwhile for token holders who have not already staked their IHF
tokens, to take a look at the ICAP rewards program and assess for
themselves as to whether it is a good fit for their long-term strategy.
For more information, please see the ICAP webpage.
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5.1.4 Performance

Hyperion fund asset value breakdown

Following the vintage NAV of the Hyperion fund in June 2018, IHF
had a difficult start during a heightened bear market throughout
the following year. Despite the initial underperformance associated
with the well-known J-curve in venture capital, the Hyperion fund
has managed to provide stellar performance year on year since.
The fund has managed to return a total of 533.6% since inception
to its IHF tokens holders, a figure we at Invictus Capital are
immensely proud of. The IHF token currently has a NAV of $0.4847,
representing an appreciation of 3.02% for the previous quarter, and
162.26% for the past year.
The performance this quarter is largely attributable to the
appreciation of the Locked-SRM tokens that the Hyperion fund
currently holds, as discussed in the Ovex Exit section above. No
company revaluations were done on Quantfury or Syntropy this
quarter.
Fund Inception
31/5/18
Net Asset Value ($)
IHF Total Supply*
IHF/USD

Q2 2021

Q3 2021

Equity
Investments (92.95%)
Liquidity Pool (0.46%)
Listed Tokens (0.06%)
Locked SRM Tokens (6.52%)

IHF performance

Change Since
Inception

$9,400,335

$56,301,042

$57,423,389

510.87%

122,852,180

119,662,263

118,470,657

-3.57%

$0.077

$0.471

$0.4847

533.60%
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5.1.5 Buy-and-burn
In the previous quarterly report it was announced that the Hyperion
Fund would be allocating a total of $1,085,392 towards buy-andburns over the next 12 months. $500,000 would be used to conduct
buy-and-burns throughout the third quarter, with the remaining
$585,392 used to provide consistent price support over the following
12 months. We are happy to say that the first tranche of buy-andburns has been concluded. A total of 1,191,605.75 IHF tokens were
purchased off the secondary market at a total cost of $500,000,
resulting in an average IHF purchase price of $0.4196. By purchasing
IHF tokens below the prevailing NAV price per token of IHF, and
subsequently removing them from supply, a total value of $60,650
was captured for remaining token holders in the Hyperion Fund. The
transaction for the burn can be seen here.
With the Locked-SRM tokens received from the sale consideration
for Ovex unlocking daily over a period of 6 years, there is a good
possibility that the current amount of $585,392 committed towards
buy-and-burns over the next 12 months will increase. Currently the
Fund holds $283,475 in liquid cash which is set aside for buy-andburns. 50% of all unlocked SRM tokens will be sold on a monthly
basis to add to this burn allocation, with the other 50% going towards
paying down the performance fee liability on the fund. Invictus Capital
has committed to a minimum burn amount of $585,392, however,
should the sale of SRM tokens result in cash realization beyond this
amount, then the burn proceeds will be increased in parallel.
Hyperion buy-and-burns first started to take place at the start of
2020. The purpose of the buy-and-burn is to distribute value back to
IHF token holders and allow Fund participants to realize a fair value
for their holding should they wish to exit their position.
This is conducted in the same manner as share buybacks which are

done in the traditional equity markets as an alternative to dividend
payouts. The buy-and-burn activity will inextricably tie the IHF token
value to the Net Asset Value per token that the Invictus Capital team
calculates on a quarterly basis. Since the start of 2020, a total of
$768,531 has been used to conduct buy-and-burns which resulted in
a total of 4,381,523 tokens being purchased and then burnt, reducing
the total circulating supply. Due to these tokens being purchased
below the prevailing token NAV, an additional $317,335 worth of value
was captured for long-term token holders. For further information on
the buy and burn mechanics, please see the Hyperion section of the
annexure.

5.1.6 Hyperion portfolio company updates

Quantfury is Hyperion’s largest investment to date and greatest
contributor towards the overall Net Asset Value of the fund. The
Quantfury team created a trading app that guarantees zero fee
near-instant execution of user trades across a wide range of
traditional financial assets inclusive of crypto. These trades are
subject to the real-time market conditions on whichever platform
the underlying asset trades. The third quarter saw monthly trade
volumes consistently exceed the $10 billion mark and total user
adoption to date in excess of 260,000. The release of the web version
of the app has been a huge success with Quantfurians expressing
their appreciation throughout the quarter over the various social
channels. An update made in the third quarter now allows users to
simultaneously use their phone and web app to access the platform.
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QTF, the digital token tied to Quantfury, has seen remarkable growth
over the past quarter, appreciating 118% off the back of continued
growth in the trade revenues and user base. The QTF token is listed
on Bitfinex exchange and allows users to share in the spread revenue
of the app on a monthly basis. For more information about the QTF
token, visit the web page here.

validators, integrate the ERC-20 smart contracts, and move towards
the full release of their technology. No formal date has been set but
we anticipate a full launch early next year, something we are very
excited about. For the most up to date information for the Syntropy
team, please visit their medium site here.To find out more about
Syntropy and what they do, please see their official website here.

Lastly, Quantfury released their humorous Youtube series, Quantfury
Diary, which gives users insight into the working environment at the
Quantfury office. If you haven’t already, it is highly recommended
to take a look. The team is constantly pushing updates and
improvements to the app, available on both iOS and Android. To
experience straightforward, zero-fee trading and investing, visit your
relevant app store and download the Quantfury app for easy access
to global markets.

Syntropy has continued to grow their staff base and released a
number of tech stacks over the past quarter in preparation of
their official launch. An exciting development was the launch of
the Syntropy Amber Chain, working as an active development
environment towards the Syntropy Blockchain launch. This initial
network phase will support Syntropy with the resources and knowhow, working as an active development environment facilitating
the Syntropy Blockchain launch. Starting as a proof-of-authority
(POA) will enable the team to have a live, running chain to support
the release of their node software and the onboarding of validators.
Syntropy can then transition the blockchain to a nominated proofof-stake (NPoS) concept when those stages are complete, creating
a consensus-driven network. Once this takes place it will mark the
formal launch of the Syntropy blockchain, allowing them to onboard
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5.2.1 C20 in review

Crypto20 performance
Top20 Equally Weighted

C20 Fund

Top 20 (equally weighted)

40.46%

40.72%

Standard deviation:

0.96

0.98

Sharpe ratio:

0.84

0.84

93.23%

89.19%

Annualized returns (since inception)

Max drawdown:
Fund launch date:
Management fees:
Investment currencies:

25 November 2017
0.5% p.a.
BTC, ETH, USDT, TUSD, BUSD, DASH

C20 got off to a rocky start in Q3 as it continued on a steep
downward trend following the drastic selloff towards the end of June.
The fund opened the quarter at $3 per C20 token, already up 185.87%
YTD. Following the bearish market conditions due to global regulatory
uncertainty, the fund declined in unison with the broader market at
the start of the quarter, bottoming out at $2.17 in mid-July.
C20’s strategy allows investors to get diverse exposure to the crypto
market, which enabled the fund to rebound exceptionally well as
market sentiment began to shift. This turnaround was primarily
attributable to the layer-1s that outperformed the rest of the
market as investors began to speculate on which blockchain would
become the future of smart contract platforms. What followed was
a relentless period of growth with the fund’s NAV per token peaked
at $5.51 during the back half of the quarter. C20 did have a slight
correction in September, but the fund continues to show the longterm benefits of a rules-based indexing strategy as it closed out Q3 at
$4.168 up 38.85%.

Sources: Invictus Capital, CoinMarketCap (top 20, Bitcoin data)

Performance

Analyzing the fund’s relative performance, C20 continued on its
remarkable run over the last year, outperforming its comparative
benchmark of the top 20 equally weighted crypto assets by 153.25%,
and Bitcoin by 252.63%. The fund was able to generate such
exceptional returns due to the capital appreciation of its underlying
assets, but the outperformance can be attributed to the indexing
methodology that has been expertly curated through data science
techniques.
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By capping each asset at 10%, the weekly rebalancing allows profits
to be taken and redistributed to the remainder of constituents in the
portfolio. This profit-taking mechanism allows for outperforming
assets to be sold at higher relative prices, maximizing returns in a
bull market. The fund has the same Sharpe ratio and lower standard
deviation (0.96 vs 0.98) relative to its comparative benchmark,
indicating that an algorithmic index strategy effectively optimizes its
risk-return profile.

into the Polygon Network to drastically decrease gas fees, its native
token MATIC definitely has underlying utility.
C20 individual asset performance

5.2.2 Individual asset performance
The latest darling of the crypto space Solana (296%) had a
tremendous quarter as it launched up the rankings thanks to
its “Ethereum Killer” narrative. Solana presents a solution to
the scalability issues that have hampered most smart contract
blockchains. LUNA (484%) was the best-performing asset generating
exponential returns for the fund as the utility of its algorithmic
stablecoin model becomes more apparent. The LUNA ecosystem
has seen incredible growth, reaching $8 billion in TVL. With the latest
Columbus-5 update that introduced deflationary pressure on the
supply of LUNA, it seems that it will carry on this momentum moving
forward. ADA (52.53%) and DOT (74.51%) also had impressive
performances to round off an excellent quarter for layer-1s.
DOGE (-21.63%) was one of the worst-performing assets as it
struggled to keep pace with the rest of the market. The fading hype
around the famous meme-coin and with the market recognizing
assets with tangible utility created an environment where DOGE
underperformed. MATIC (-5.98%) also couldn’t replicate its
performance after exploding in Q2 as it seems to be consolidating.
However, with the long-term plan to integrate the Invictus Platform

Sources: Invictus Capital, CoinMarketCap (top 20, Bitcoin data)

With a wide variety of assets in Crypto20, there are numerous
strategies to generate additional yield for the fund. Optimizing these
strategies is a key way to create value and in Q3 alone lending and
staking activities generated $305,472 (1.75% annualized) in revenue
for investors, more than 3x the management fees. Through the use
of perpetual and dated futures contracts, the fund can post a portion
of its assets as collateral to gain the full crypto exposure it requires.
This frees up capital that can be lent out to generate additional yield.
These strategies are especially valuable for assets that can’t be
staked and helps ensure that most of the assets in the portfolio are
earning additional yield. With favorable market conditions continuing
in Q3, some of the assets in the portfolio futures contracts were in
backwardation (trading at a discount to spot). This makes scaling
into futures positions advantageous as the fund can lock in a
discount
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5.2.3 Portfolio movements
As the crypto market grows, there is ever-increasing competition to
be in the top 20 assets by market capitalization. In Q3, C20 saw the
inclusion of exciting new assets like AVAX, ATOM and ALGO, while
FTT also returned to the fund.
AVAX (453%) was one of the best-performing assets in Q3 with its
fast and scalable smart contract platform that is highly customizable
and makes it a truly unique project. With the significant growth of the
number of decentralized applications (Dapps) launching in the AVAX
ecosystem, it’s one to watch for the future.
With the fluidity of a rules-based index fund EOS, THETA, VET and
ETC all fell out of the fund this quarter. The following table is a
breakdown of the composition of the portfolio at the end of Q3.

Rank (Q3
Movement)

Amount

$ Equivalent as at
30/09/2021

%

BTC

1(-)

176.05

7,745,311

9.92

ETH

2(-)

3,049.79

9,197,556

11.78

Asset

ADA

3(

1)

3,443,619.83

7,284,652

9.33

BNB

4(

1)

21,861.52

8,455,818

10.83

SOL

5(

4)

55,402.60

7,823,388

10.02

6(-)

205,306.05

5,863,637

7.51

2)

27,318,389.29

5,582,557

7.15

DOT
DOGE

7(

LUNA

8(

24)

83,281.85

3,169,956

4.06

AVAX

9(

37)

45,821.01

3,052,839

3.91

UNI

10(

3)

127,324.83

2,974,761

3.81

11(-)

94,713.89

2,256,446

2.89

2)

13,872.14

2,131,522

2.73

20)

1,226,101.75

1,983,174

2.54

6)

3,921.63

1,967,559

2.52

20)

46,169.85

1,663,056

2.13

LINK
LTC
ALGO
BCH
ATOM

12(
13(
14(
15(

MATIC

16(

4)

1,389,272.16

1,569,362

2.01

XLM

17(

2)

4,939,203.11

1,374,168

1.76

FIL

18(

1)

22,767.99

1,358,552

1.74

TRX

19(

1)

14,902,132.00

1,335,129

1.71

18)

25,079.83

1,296,090

1.66

$78,077,727

100

FTT
TOTAL

20(
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5.2.4 Outlook
It is undoubtedly an exciting time in the crypto space. With the
newfound bullish sentiment gaining momentum and the first
approval of a Bitcoin ETF in the US on the horizon. The approval of an
ETF is expected to put significant upward pressure on the BTC price
and these gains will most likely trickle down to the rest of the crypto
market.
Ethereum’s successful implementation of the London Hard Fork
and with the network slowly transitioning proof of stake to alleviate
high gas fees. There are numerous potential bullish catalysts for
the broader crypto market in the medium term. The fund will also
continue to have significant holdings in the next generation of layer1s like AVAX, SOL and LUNA giving investors exposure to the future of
smart contract platforms.
Short-term volatility in the crypto market is inevitable and a fund with
C20’s composition is certainly not exempt from drawdowns. Despite
this, if investors can take a long-term view and see through the shortterm volatility, C20 is a fantastic way to get broad exposure to the
crypto market.
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5.3.1 C10 in review

Annualized returns (since inception)

C10 Fund

Benchmark

114.44%

74.76%

0.6

0.45

1.57

1.46

43.15%

38.28%

Standard deviation:
Sharpe ratio:
Max drawdown:
Fund launch date:

31 March 2019

Management fees:

1.7% p.a.

Investment currencies:

BTC, ETH, USDT, TUSD, BUSD, DASH

Performance

Crypto 10 cash position

The final month of the third quarter showed once more the
September effect, a notoriously poor month for Bitcoin, with the bulk
of the larger cryptoassets in the red for the month, with a notable
exception of Solana, which ended the month up ~30%. Despite the
lacklustre month of September, it has been a net positive quarter for
Bitcoin, up 30% along with other layer 1s like Solana, Avalanche and
Terra leading the charge, the last two of which are new entrants into
the C10 fund. As a reminder, the fund’s 10 constituents include the
largest and most successful cryptoassets by market capitalization.
Many of these, including exchange tokens, are key value drivers in the
sector who are considered most likely to remain long-term players.
Notably, The Crypto10 Hedged fund continues to serve as an
excellent diversification tool for any investor wanting exposure to
cryptoassets, as it provides exposure to the large-cap assets while
protecting capital with the dynamic cash hedging mechanism. The
C10 cash hedge algorithm has been optimized to provide drawdown
protection during times of market stress while allowing for efficient
allocation into cryptoassets during upward trends.
The market began the quarter with a price rally that saw a recovery
from the May sell-offs. C10 was able to protect against downside
deviation through the use of its dynamic cash hedge, however, this
also meant that it could not fully partake in the upside recovery rally.
It is important to note that C10 is a long term fund with a strategy
that aims to take advantage of longer term trends in the market.
The cash hedging mechanism may result in short term periods
of underperformance if the market rebounds while the fund has a
significant cash position. Superior risk-adjusted returns relative to a
pure long-only strategy is what the funds primary objective is, which
is what the fund has consistently been delivering since its inception in
2019.

Source: Invictus Capital
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Crypto10 performance
Benchmark

C10

Source: Invictus Capital

The C10 token value increased by 22.0% for the period, closing out
Q3 at $6.77 per token, in line with the increase in crypto markets for
the quarter. The fund is up 576.95% since fund inception in March
2019, far outpeforming its benchmark which achieved a return since
inception of 305.32%. The fund earned an additional $48,542 from
lending and staking activities during the quarter which covered 64%
of the quarter’s management fees.
Crypto10 log scale

Source: Invictus Capital

For comparative purposes, investors should please note that the
fund is now benchmarked against a custom benchmark consisting
of 50% cash (yielding 6% p.a), and 50% Top 10 cryptoassets (equally
weighted). This allocation is aligned with the average asset allocation
of Crypto10 Hedged since inception.
Mixed sentiment throughout the quarter caused an oscillating, rangebound market from which C10 investors were largely protected. The
fund’s design is optimally suited to capture value throughout the full
market cycle — short-term performance is not always guaranteed,
but the fund has proven to be favorably positioned for larger trends.
Therefore it is advised that investors have a long-term horizon when
investing in a fund such as Crypto10 Hedged.

5.3.2 Portfolio movements
Two of the sectors most promising assets were included in the fund
over the quarter: Avalanche (AVAX), and Terra (LUNA) took the places
of Litecoin (LTC), Bitcoin Cash (BCH), and Chainlink (LINK) as layer
1 solutions took centre stage. These blockchains offer dramatically
faster speeds than Ethereum, lower transaction costs and greater
number of transactions per second, making them more desirable for
developers and users.
Avalanche is an open, programmable smart contract platform
for decentralized applications that is seen by many as crucial to
advancing the Ethereum Virtual Machine for both developers and
users. The Avalanche Foundation, which is behind the Avalanche
blockchain, recently announced a $230 million funding round led by
Three Arrows Capital and Polychain; the funds from the token sale
will predominantly be used to support and accelerate the growth of
DeFI and enterprise applications.
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Terra, developed by Terraform Labs, is a blockchain protocol that
uses fiat-pegged stablecoins to power price-stable global payments
systems. The base-layer blockchain similar to Ethereum combines
the price stability and wide adoption of fiat currencies with the
censorship-resistance of Bitcoin (BTC), offering fast and affordable
settlements. The network recently underwent an upgrade that has
altered the network’s token economics to help place deflationary
pressure on Luna, the native token behind Terra.
Among C10’s longer-standing assets, Binance Coin (BNB) was the
stand-out performer gaining over 12.84% for the quarter. The BNB
token fuels transactions on Binance’s Smart Chain and can be used
to pay discounted fees on the Binance exchange and is thus tightly
coupled with the exchange’s progress.
Asset

Rank (Q3
Movement)

USD

Amount

$ Equivalent as at
30/09/2021

%

3,629,543.34

3,629,543

23.35

BTC

1(-)

43.36

1,905,808

11.64

ETH

2(-)

561.74

1,692,960

10.34

ADA

3(

1)

852,324.59

1,805,934

11.03

BNB

4(

1)

5,421.75

2,102,284

12.84

SOL

5(

4)

10,593.37

1,498,123

9.15

6(-)

35,230.31

1,010,209

6.17

2)

4,681,033.84

956,179

5.84

DOT
DOGE

7(

LUNA

8(

24)

14,268.43

545,218

3.33

AVAX

9(

37)

7,841.18

520,659

3.18

UNI

10(

3)

21,751.56

510,835

3.12

$16,372,924

100

TOTAL

Performance of individual assets in C10

Source: Invictus Capital

5.3.3 C10 outlook
Cryptoassets continue to be recognized as once-in-a-life time
opportunities for those fortunate enough to have access to it.
Each quarter continues to pass in conjunction with the continued
maturation of the industry. It is clear that there are significant strides
being made to regulate and legitimize the industry. Never in history,
has the crypto market been more front of mind than it is now. The
overall positive technicals (both traditional technical analysis and
on-chain data) and bullish fundamentals such as greater regulatory
clarity, an impending Bitcoin / Ethereum ETF and the influx of
institutional investors present the makings of another major market
cycle. With the purchase of a single-token, investors in the C10 fund
gain immediate exposure to this incredible asset class.
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5.4.1 IBA in review

Annualized returns (since inception)
Standard deviation:
Sharpe ratio:
Max drawdown:
Fund launch date:
Management fees:
Investment currencies:

Month
IBA Fund

BTC Benchmark

107.48%

223.88%

0.81

0.78

1.3

1.9

45.92%

53.76%
13 August 2020
0%, performance fee only

Bitcoin Alpha Fund

Bitcoin benchmark

July

18.47%

20.40%

August

13.48%

13.31%

September

-11.85%

-9.57%

3 Months

18.51%

23.91%

128.38%

278.01%

Lifetime

BTC, ETH, TUSD, USDT, BUSD

Following Bitcoin’s capitulation from all-time highs in excess of
$60,000 earlier in the year, the second quarter was spent rebuilding,
with Bitcoin up over 20% in a relatively low-volume quarter filled with
volatility — particularly around Bitcoin options expiries, which are on
the last Friday of each month for monthly and quarterly contracts.
After the second quarter’s strong performance for the Bitcoin
Alpha Fund, where the downside protection shone through, the
rebound experienced in crypto markets over the third quarter
presented somewhat challenging conditions for the Fund as despite
bullish price action a large premium was being commanded for
put protection relative to the yield generated on the sale of calls.
Furthermore, opportunities to generate strong, safe yields were few
and far between over the quarter.

currently bullish, and have been since the Fund’s inception, investors
are reminded that as with all markets, the crypto markets are cyclical
in nature and further growth of the asset class is bound to continue
to be fraught with volatility and sharp downside deviations in which
downside protection can prove invaluable.
.
IBA performance

Whilst the fund underperformed the Bitcoin benchmark this quarter,
the unique fund structure continues to offer investors peace of
mind on their investment as they are not exposed to the full brunt of
downside moves, as exhibited by the fund’s superior max drawdown
and standard deviation relative to the benchmark. While markets are
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5.4.2 IBA outlook
Exciting catalysts are on the horizon for Bitcoin this quarter, the
most notable of which is the pending resolution to a number of ETF
applications in the US. Should an ETF be approved it would open
the floodgates to a host of institutional investors who are currently
without the mandate to invest into the currently-available forms of
crypto investment access. A negative decision, while likely to produce
a negative market reaction, is likely to be nothing more than an
additional delay of an eventual, inevitable approval.
Outside of this, short term risks to the crypto market largely emanate
from the precarious position in which the macroeconomy finds itself.
For more insights, see 4.1 Global macroeconomic commentary.
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5.5.1 IML in review
IML Fund
Annualized returns in Q3 2021

6.64%

Annualized returns (since inception)

12.08%

Highest monthly return (annualized)

23.6% (Jan 2021)

Lowest monthly return (annualized)

5.4% (Apr 2020)

Fund launch date:

13 November 2019

Management fees:
Investment currencies:

2%
USDT, TUSD

Performance

The Invictus Margin Lending Fund, which aims to maximize earnings
on USD and USD equivalents with minimal anticipated drawdown,
continues to be well received by our investor community with the
value of the fund averaging over $8 million with annualized returns
since inception of 12.08%. IML’s average fund value over the quarter
is to be commended, considering many utilize IML as a hedge against
volatile market conditions, with many investors divesting from IML to
invest in either C10 or C20 to take advantage and gain exposure to
improving market conditions within the crypto market. The Invictus
team has been pleased to see such organic growth in fund deposits
and looks forward to what Q4 holds for IML.

The fund generates uncapped upside performance as opposed to
limiting returns to a fixed rate, as is common among comparable
lending products, delivering returns in Q3 of 1.62%, representing an
annualized percentage yield (APY) of 6.64% in the face of a subdued
lending environment. IML’s token value increased by +1.59% during
Q3, ending the quarter at $1.276 per token. When looking at the
NAV per token value since inception, we can see that the fund has
retained its negligible drawdown expectancy and linear return profile,
consistently outperforming the 6% hurdle rate. The chosen hurdle
rate is roughly equivalent to the historic yield on American long term
investment grade corporate bonds.
IML performance

IML is able to still achieve relatively strong risk-adjusted returns due
in part to Invictus Capital’s proprietary trading software that deploys
funds aiming to maximize the rate and duration of loans, especially
during periods of volatile trading volume which see spikes in these
lending rates. The proprietary trading software ensures that all
lending activities on tier-1 exchanges are fully automated and that
funds are deployed 24/7 with the best rates achievable. Importantly,
the fund has maintained its near zero drawdown goal and continues
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to appreciate favourably compared to similar fixed-income funds and
interest bearing vehicles. The little drawdown that does appear is a
result of temporary fluctuations in minor stablecoin assets held by the
fund, which is equally pegged to USD value.
Daily annualized rates acheived

Q1 2021

Q2 2021

Q3 2021

% Change versus
previous quarter

Number of Loans
Provided

75,325

24,149

48,117

99.25%

Total Number of
Funding Offers

145,866

125,948

48,123

-61.79%

51.64%

19.17%

99.99%

421.48%

14.06 days

38.13 days

4.52 days

-88.15%

Asset

Percentage of Offers
Accepted
Average Loan
Duration (Days)

5.5.2 IML outlook

The daily annualized return gives a high-resolution overview of the
daily rate of return and a market snapshot into demand for USD
and USD equivalents. Fund returns began smoothing out near the
beginning of July with rates continuing to plateau as demand for
USD leverage decreased compared to previous quarters. Given the
continued subdued lending rate environment and the proliferation
of crypto lending and by extension the increased number of lending
strategies available, the Invictus Capital team continues to diversify
and implement alternative yield-generation trading strategies including
but not limited to private lending and market-neutral strategies to
improve fund returns.

Despite a relatively lacklustre third quarter in the cryptoasset
markets, the USD-based margin lending markets have maintained
a steady return profile over the quarter-end period, benefitting third
quarter returns for IML. Fund returns have to date both exhibited low
correlation to most traditional asset classes and remained steady over
Q3 2021, making it a powerful addition to an excellently diversified
portfolio.
The rapid growth and development of the crypto lending market
indicates strong interest and demand for these kinds of services in
the crypto economy. As new innovations and developments are made
to the DeFi ecosystem, we’re likely to see decentralised crypto credit
markets expand into new territories, an obvious boon for IML and its
investors.
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5.6 EMS and IGP fund closure
IGP Fund

GLD Benchmark

6.58%

1.54%

Standard deviation:

0.17

0.19

Sharpe ratio:

0.46

0.18

16.55%

18.77%

Annualized returns (since inception)

Max drawdown:
Fund launch date:

21 April 2020

Fund Closure Date:

23 September 2021

EMS fund
Annualized returns (since inception)

15.26%

Standard deviation:

0.06

Sharpe ratio:

2.37

Max drawdown:

quarter we unfortunately had to announce the closure of both the
EMS and the IGP Funds. This decision was taken in light of the
upcoming migration of the Invictus suite of funds into regulated
mutual funds. Given the size of the funds not meeting the minimum
AUM requirements, along with the illiquid nature of the underlying
assets, the EMS and IGP funds unfortunately needed to close.
The EMS Fund closed with a final token NAV price of $1.2918,
resulting in a respectable return since inception of 29.18% in under
two years of operation. The IGP Fund closed with a final NAV price
of $1.0952, outperforming its GLD benchmark by 5.94% since fund
launch date. This represents an annualized return since inception of
6.58%,; after considering potential ICAP staking earnings, this firmly
places IGP as the premier gold product on the crypto market during
its run. Subsequent to the fund closure, before the token swap to IML
at the end of October.

3.22%

Fund launch date:

13 November 2019

Fund Closure Date:

23 September 2021

5.6.1 EMS and IGP in review
The Emerging Markets Solar (EMS) and Invictus Gold Plus (IGP)
Funds were launched in November 2019 and April 2020 respectively.
EMS was launched with the intention of generating stable returns for
investors while creating a positive social and environmental impact
on the planet, while the IGP fund had the objective to outperform
one of the oldest investable assets of our time. Both funds delivered
on their strategy objectives and provided investors with sound
outperformance over their relatively short lifespan. During the third

Both EMS and IGP token holders received their equivalent dollar value
in Invictus Margin Lending (IML) Fund tokens to their respective
blockchain wallets, with an additional 1% as a complementary
appreciation from Invictus Capital. The IML fund price at the time of
transfer was $1.2761. If you were an investor in one of the funds at
the time of closure, and would like to verify the number of IML tokens
you received, the formula to do so is: 101% x Fund_tokens_held x
Final_fund_token_NAV / IML_token_NAV. All accrued ICAP tokens
from staked EMS and IGP tokens will remain intact and investors will
be able to claim these at their leisure.
We would like to thank all those who supported the EMS and
IGP Funds since inception, and look forward to bringing new and
innovative fund products to you in the near future.
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EMS performance

EMS

IGP performance

1M

3M

1Y

All-time

0.88%

0.83%

17.62%

29.18%

1M

3M

1Y

All-time

IGP

-0.23%

-0.64%

-3.20%

9.52%

GLD ETF

-0.77%

-0.92%

-7.41%

3.58%

Gold Plus Fund

EMS fund composition

GLD Benchmark

IGP fund composition

IML Fund (54.82%)
Solar Investment (8.89%)
USD (36.29%)

Gold (99.67%)
USD (0.33%)
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06 QUARTERLY REPORT TEAM

Andrew Knight
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Matt King
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View the full Invictus team here
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i.

Hyperion

Investment philosophy:
The Hyperion Fund is renowned as the world’s first tokenized venture capital fund. The team at Invictus Capital has democratized an asset class
that was previously only accessible to qualified investors or institutions. Through fractional tokenization, fund participants are able to gain custom
exposure to early stage investments in the field of blockchain technology.
The Fund aims to take equity positions during seed or series A financing rounds, and partners with underlying investments through their growth
phase. The Hyperion Fund portfolio is currently composed of 92.95% equity positions, with the remainder being a combination of liquid assets.
Hyperion token dynamics:
Venture capital, by nature, is a long-term investment. We foresee most IHF token holders to therefore adopt a buy-and-hold strategy with their
tokens, in order to ride through the valuation cycles of the portfolio. Due to this, the IHF token will not be traded as a high-frequency asset like
many of the other tokens or coins in the market. The token may trade on exchange at a discount to its Net Asset Value (NAV) during periods of low
volume. The trading price, however, should be bound to the NAV of the fund due to market forces and the buy-and-burn related stimulus.
Value distribution from the fund will be tied to the token as follows:
Each IHF token represents a proportional share in the Hyperion Fund. In the case of the Hyperion Fund, the underlying assets are not liquid, and
thus, the fund cannot offer an on-demand redemption function synonymous with an open-ended mutual fund. In order for the listed trading price
of IHF (price on exchange) to track the NAV price per token (the price determined by the Fund’s managers), there needs to be some form of value
distribution to token holders that ties directly to the intrinsic value of the Fund. This is done by implementing the token buy-and-burn protocol. Much
like a share repurchase in traditional markets, the Hyperion fund will place buy orders on exchange below, and up to, the prevailing NAV price per
token. This method distributes fair value back to token holders wishing to liquidate their holdings. The accumulated tokens are then removed from
the supply, resulting in a realizable NAV price per token.
In the scenario where the IHF token is trading at a discount to NAV at the time the buy-and-burn is implemented, a number of IHF tokens in the
order book will be purchased below NAV until the prevailing spot price reaches the NAV price per token. In this case, the buy-and-burn will result in
an increased NAV price per token for remaining token holders, subsequent to the purchased tokens being removed from the supply. This strategy
has been effectively implemented across asset classes - from Berkshire-Hathaway to Binance’s BNB. Therefore, should a discount occur on
exchange it may present a good buying opportunity for those looking to hold over the longer term.
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Buy-and-burn:
The original fund mandate states that the IHF token buy-and-burn protocol will only be implemented once the net asset value of the fund reaches
$30 million. Now that this milestone has been reached, 50% of all realized returns will be allocated towards buy-and-burns. Realized returns are
defined as the sale of assets in the fund that settle in liquid assets that are able to be sold for cash or cash equivalents. Only once all outstanding
liabilities on the fund have been settled, and the buy-and-burn portion has been allocated to the market, will the Hyperion fund then be in a position
to start accumulating more cash for investments.The Hyperion fund will reserve the right to first settle liabilities on the fund before allocating
realized returns to buy-and-burns. As it stands, however, realized returns are split 50/50 between buy-and-burns and the settlement of liabilities,
until such time as the liabilities, predominantly in the form of fees, are paid off.
The purpose of the buy-and-burn is to distribute value back to token holders and allow fund participants to realize a fair value for their holding
should they wish to exit their position. For more information on how the overall value distribution to IHF token holders is conducted, please refer to
the Medium article released here.
Fund performance:
We do not publish specific ownership details of equity holdings in Hyperion as these details may allow for sensitive information to be reverse
engineered. Generally, however, it is accepted that ‘venture capital’ is defined as an equity stake of between 10 and 30% and is often paired with an
exit horizon of three to seven years.
Venture capital funds invest in private companies which are not required to publish financial reports (unlike public companies which are required to
do so) and tend to keep critical information like valuation and performance data private for competitive business reasons. We will, however, always
strive to be as transparent as possible with IHF token holders.
This report reflects the NAV per token as assessed by the Hyperion management team and fund managers as of 30 September 2021. Note that this
report has not been audited or reviewed by auditors and that the NAV calculation is determined internally using industry accepted standards. Equity
positions are held at cost, unless further equity rounds or a change in the company financials justify a revaluation.
Conservative valuation methods are always applied with discounts for lack of marketability of minority stakes. It is important to remember that
these calculations are used only as a guideline to determine the underlying value of the IHF token at the date calculated. The market value of the
token may trade at a discount or premium on exchanges subject to relative supply and demand forces.

62

Hyperion fund fees:
By comparative standards, the Hyperion venture capital fund charges significantly lower fees than traditional VC funds. The global industry
standard for private equity and venture capital fees usually follow the standard 2/20 (or even 3/30) model. That is, 2% management fees and
20% performance fees. The ongoing management fees charged by the Hyperion Fund are 1.5% per annum, accrued on a monthly basis. The
performance fee is 12.5% on the token NAV outperformance over its high-water mark on a quarterly basis. For a detailed example of how these
fees are calculated, please refer to the Hyperion Litepaper. Fees for Q3 2021 are as follows:

ii.

Management Fee

$216,484

Performance Fee

$240,428

Crypto20

Management fees:
Management fees of 0.5% per annum are charged to the fund, and accrued for on a daily basis. Fund values are recorded daily at 12PM UTC. Average fund values are then recorded for each month. Management fees paid by the fund for the quarter are as follows:
Management fee breakdown
Average fund Value

Management Fee

(USD)

(USD)

July

50,884,015

21,382

August

74,360,792

31,172

September

86,092,209

35,872

Q3 2021

70,445,672

88,426

Month
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Execution of fund rules:
The fund was rebalanced on a weekly basis throughout the quarter in adherence with the fund rules. As stipulated in the fund’s whitepaper,
management decisions listed below were made to exclude a cryptoasset from the index. Where a cryptoasset is excluded, the next inline coin in
terms of market capitalization is included in the index.

Exclusions from the C20 index for the quarter
Coin/Token

Context

Tether (USDT), USD Coin
(USDC), Binance USD (BUSD)

This is a stablecoin and due to the nature of the project, this was never
included in the C20 portfolio.

Wrapped Bitcoin (WBTC)

This is a tokenized version of Bitcoin (BTC) that runs on the Ethereum
blockchain.

Ripple (XRP)

Ripple was excluded due to an ongoing SEC lawsuit that risks a liquidity
crisis on reputable exchanges.

Internet Computer Protocol
(ICP)

Excluded due to circulating supply ambiguity.

We manage to minimize slippage in the weekly rebalancing by employing the following strategies:
•
•
•

Rebalancing automatically across all exchanges with best prices being executed first.
Executing trades across multiple exchanges in order to minimize our impact on market prices.
Preventing front running by reporting the rebalance portfolio after the completion of rebalancing trades.
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Q3 2021 Statistical Summary
Operational Statistic
Rebalances performed
New coins included
Coins falling out of the index

Best performing coins (change in market capitalization rank)

Worst performing coins (change in market capitalization rank)
Total trade volume (USD) for C20
Average daily volume (USD) for C20
Number of assets in index capped
by 10% weighting rule.
USD proceeds of staking and lending operations attributable
to the Fund.

13
AVAX, ALGO, ATOM, FTT
THETA, ETC, VET, EOS

LUNA(24), AVAX(37), ALGO(20), ATOM(20), FTT(18)

BCH(-6), MATIC(-4)
$4,977,843
$54,107
5 (ETH, BTC, BNB, ADA, DOGE) at the beginning of the quarter
5 (ETH, BTC, BNB, ADA, SOL) at the end of the quarter

$305,472
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iii. Crypto10 Hedged
Management fees:
Management fees of 1.7% are charged to the fund per annum and accrued on a daily basis. Fund values are recorded daily at 12PM UTC. Average
fund values are then recorded for each month. Management fees paid by the fund for the quarter are as follows:
Fee breakdown for Q3 2021
Month

Average fund Value (USD)

Management Fee(USD)

July

12,593,570

19,062

August

15,443,419

24,545

September

17,380,572

24,234

Q3 2021

15,139,187

67,841

Asset lending earnings:
The fund aims to generate additional returns for investors, over and above the capital appreciation of the underlying assets. Through asset lending,
Invictus Capital aims to cover a portion of the management fees, to minimize portfolio drag for investors. Invictus Capital continues to optimise this
process and expects to consistently achieve some of the best returns going forward.
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Asset lending returns for Q3 2021
Month

Net asset lending earnings (USD)

Average Fund AUM (USD)

7,040

$12,593,570

August

14,096

$15,443,419

September

27,406

$17,380,572

Q3 2021

48,542

$15,139,187

July

During periods of extreme volatility, the rebalance is triggered by a market cap change of 25% within a week. Due to the extreme upside seen over
the past quarter, the fund’s assets were not lent out midweek due to the risk of them being lent out and hindering the rebalance procedure. The
double-digit returns are significant enough to justify foregoing lending returns under these temporary circumstances.

EXECUTION OF FUND RULES
The fund was rebalanced weekly throughout the quarter in adherence with the fund rules. As mentioned in the litepaper, management decisions
listed below exclude certain cryptoassets from the index where need be. When a cryptoasset is excluded, the next in line cryptoasset in terms of
market capitalization is included in the index.
Tokens Excluded from the index for Q3 2021
Coin/Token

Context

Tether (USDT), Binance (BUSD), Wrapped Binance
USD (WBUSD), Binance Tether (BUSD-T)

This is a stablecoin hence it does not form part of C10’s crypto holdings. However,
from time to time it is held as part of the cash portion of the fund.

Ripple (XRP)

Ripple was excluded due to an ongoing SEC lawsuit that risks a liquidity crisis on
reputable exchanges.

Internet Computer Protocol (ICP)

Excluded due to circulating supply ambiguity. Has since dropped out of the top 10.
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We manage to minimize slippage in the weekly rebalancing by employing the following strategies:
•
•
•

Rebalancing automatically across all exchanges with best prices being executed first.
Executing trades across multiple exchanges in order to minimize our impact on market prices.
Preventing front running by reporting the rebalance portfolio after the completion of rebalancing trades.
Q3 2021 Statistical Summary
Operational Statistic
Rebalances performed
New coins included
Coins falling out of the index
Best performing coins (change in market capitalization rank)

Worst performing coins (change in market capitalization rank)
Number of C10 tokens issued during quarter
Number of C10 tokens redeemed during quarter

Number of C10’s assets capped by 15%
weighting rule.

Data
13
LUNA, AVAX
BCH, LTC
AVAX (37), LUNA (24)

UNI( -3), DOGE(-2
505,800
295,863
4 (BTC, ETH, BNB, ADA) at the
beginning of the quarter
4 (BTC, ETH, BNB, ADA) at the
end of the quarter
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iv. Invictus Margin Lending
Fee breakdown for Q3 2021

Loan Statistics for Q3 2021
Month
Number of Loans
Provided

Q1 2021

Q2 2021

Q3 2021

% Change versus
previous quarter

75,325

24,149

48,117

99.25%

Total Number of
Funding Offers

145,866

125,948

48,123

-61.79%

Percentage of
Offers Accepted

51.64%

19.17%

99.99%

421.48%

14.06 days

38.13 days

4.52 days

-88.15%

Average Loan
Duration (Days)

EXECUTION OF FUND RULES
Fee Structure
As per the fund’s litepaper, a 2% annual management fee on
the fund’s Net Asset Value is accrued daily to ensure equitable
treatment of investors. An incentivizing performance fee is set on
returns in excess of the fund’s annualized hurdle rate of 6%, should
it overcome the high-water mark. IML’s high-water mark is the peak
value the fund has achieved, measured as the highest IML token
price. The application of the high-water mark to the hurdle rate
means that the hurdle rate over an accrual period is calculated not
from the token price at the beginning of the period, but the highest
ever token price up to that point (though the two aren’t necessarily

Average fund Value
(USD)

Management Fee
(USD)

Performance Fee
(USD)

Total Fees
(USD)

July

$8,073,885

$13,710

$14,129

$27,839

August

$8,146,583

$13,829

$0

$13,829

September

$7,962,812

$13,083

$2,413

$15,496

Q3 2021

$8,061,093

$40,622

$16,542

$57,164

Month

mutually exclusive). This increases the burden on the fund needed to
accrue performance fees by requiring the token price to reach an all-time
high. This favourable fee structure to investors demonstrates IML’s sincere
efforts to ensure constant appreciation of capital.
The Edge of Automation
The execution of IML’s lending is automated via Invictus Capital’s
proprietary lending software. Automation is paramount to the
fund’s exceptional performance as it allows 24/7 deployment, nearinstantaneous execution and monitoring of the entire search space
for optimal lending rates. Nevertheless, no automated deployment is
complete without manual intervention in the form of close monitoring
and gradual improvement of the software, which is conducted by
Invictus Capital’s talented team of analysts and technicians.
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v.

Invictus Gold Plus

Management fees:
Management fees of 0.75% per annum are charged to the fund. Fund values are recorded daily at 12PM UTC. Fees are accrued in the net asset
value of the fund on a daily basis and paid monthly. Management fees paid by the fund for the quarter are as follows:
Performance fee:
A 20% performance fee is charged on fund performance over and above the benchmark returns. The IGP benchmark is currently the SPDR GLD ETF,
listed on the New York Stock Exchange. The GLD is one of the largest and most cost-effective means of obtaining gold exposure in the world.
Fee breakdown for Q3 2021

Month

Average fund Value (USD)

Management fee (USD)

Performance Fee (USD)

Total Fees(USD)

July

$358,574

$229.95

$0.00

$229.95

August

$336,046

$208.84

$0.00

$208.84

September

$262,071

$0.00

$0.00

$0.00

$318,897.00

$438.79

$0.00

$438.79

Q3 2021
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Disclaimer
This report does not constitute investment, legal, tax or other advice and is supplied for information purposes only. The information, data,
analyses, and opinions presented herein are provided as of the date written and are subject to change without notice. Every effort has been made
to ensure the accuracy of the information provided, but Invictus Capital makes no warranty, express or implied, regarding such information. No
third party data provider (‘Provider’) makes any warranty, express or implied, as to the accuracy, completeness or timeliness of the data contained
herewith nor as to the results to be obtained by recipients of the data. The Company does not make or purport to make, and hereby disclaims, any
representation, warranty or undertaking in any form whatsoever to any entity or person, including any representation, warranty or undertaking in
relation to the truth, accuracy, and completeness of any of the information from third party data providers set out in this report. No Provider has
any obligation to update, modify or amend the data or to otherwise notify a recipient thereof in the event that any matter stated herein changes
or subsequently becomes inaccurate. The information presented herein will be deemed to be superseded by any subsequent versions of this
commentary. Except as otherwise required by law, Invictus Capital shall not be responsible for any trading decisions, damages or losses resulting
from, or related to, the information, data, analyses or opinions or their use. Past performance is not a guide to future returns. The value of assets
within Invictus Capital funds, as well as the fund tokens, may go down as well as up and token holders may not get back their value purchased.
Reference to any specific security or token is not a recommendation to buy or sell that security or token. This document contains certain forwardlooking statements. We use words such as “expects”, “anticipates”, “believes”, “estimates”, “forecasts”, and similar expressions to identify forwardlooking statements. Such forward-looking statements involve known and unknown risks, uncertainties and other factors which may cause the
actual results to differ materially and/or substantially from any future results, performance or achievements expressed or implied by those
projected in the forward-looking statements for any reason.
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