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01 FUND SNAPSHOTS
PERFORMANCE

Net Asset Value ($)
IHF Total Supply

FUND COMPOSITION

PERFORMANCE

Fund Inception
31/5/18

Q3 2021

Q4 2021

$9,400,335

$57,423,389

$60,068,708

122,852,180

118,470,657

117,975,076

$0.077

$0.485

$0.5092

IHF/USD

FUND COMPOSITION

Since Inception

1 Month

3 Month

1 Year

C20

-16.56%

7.29%

334.98%

292.78%

Top 20 Equally
Weighted

-13.66%

16.73%

261.92%

304.89%

Bitcoin

-15.39%

12.36%

59.67%

431.13%

25/11/2017

Top 10 of 20 Cryptos

Equity
Investments (94.24%)

C20

Bitcoin

Top 20 Equally Weighted

Liquidity Pool (2.86%)
Listed Tokens (0.1%)
Locked SRM Tokens (2.8%)

PERFORMANCE

FUND COMPOSITION

PERFORMANCE

1 Month

3 Month

1 Year

Since
Inception
31/03/19

Average Cash
Position Since
Inception

C10

-7.69%

23.91%

233.03%

738.79%

44.24%

Benchmark

-8.27%

1.66%

136.52%

330.92%

50%

IBA Fund

FUND COMPOSITION

BTC Benchmark

1 Month

3 Month

Since Inception
13/08/20

-9.85%

14.56%

161.62%

-15.39%

12.36%

324.74%

IBA Fund

C10

BTC Benchmark

Benchmark

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

IML Fund

FUND COMPOSITION

Hurdle Rate

1 Month

3 Month

Since Inception
31/5/18

0.65%

2.48%

11.89%*

0.5%

1.48%

6.0%*

*Annualized rates

IML NAV

Hurdle NAV

USD (87.37%)
Tether (12.63%)
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02 COMPANY UPDATES
2.1 CEO’s foreword
Despite the gyrations experienced in the crypto markets over the last quarter, it has felt as if Invictus has
continued along an uninterrupted path of growth — and this seems to have been the case with a positive
return registered across all 5 of our funds! Furthermore, Invictus Capital is now on the cusp of a historic
migration into a fully-regulated fund structure that will place us at the forefront of innovation within the
asset management space. It should also bring our investors the peace of mind that comes with additional,
3rd-party oversight of our operations.
Our Yield Vault product has continued to grow at an incredible pace, and we’re excited to announce
that the minimum deposit size for 12- and 18-month loans has been reduced to $10,000 (from $50,000
initially), marking a 5-fold reduction in the minimum since the product launched. This should allow for a
far wider audience to access the exceptional rates offered. As we continue to automate the onboarding
process, we should continue to see these minimums reduced.

Daniel Schwartzkopff

Beyond our already established Fund and Yield Vault products, we’ve also dived headfirst into developing
an exciting NFT project through the Invictus NFT Lab that aims to apply blockchain technology for its
CEO, Co-Founder
practical benefits for the physical fine art industry. Our incubated DeFi project, SolStreet.finance, also made
great strides this quarter with a soft launch on Mainnet, with the STRT token launch on the horizon. SolStreet is an investment fund marketplace
on the blazingly fast Solana blockchain. Finally, we’ve also made great strides towards the release of our Android and iOS app, slated for imminent
release.
Read on to find a wealth of information, first relating to Invictus Capital as a company — updating investors on various aspects of the business
(including our roadmap and the upcoming regulatory migration) — and then delving into global market commentary (both general macro and
crypto-specific analysis) where our analysts detail the events of the 4th quarter and prime you with the information you need to understand marketmoving events as they unfold over the coming months. The report wraps up with fund-specific commentary.
Our team of analysts must also love writing, because these reports continue to get more and more comprehensive, and for those who take a more
active role in managing their investment portfolio, I’d highly recommend taking the time to read and digest their analysis, as we’re moving through
largely uncharted territory for the global economy.
5

2.2 High level fund performance
The Invictus suite of funds offered commendable performance in
a quarter marked by heightened volatility in the Bitcoin and broader
cryptoasset market. All five of the Invictus funds registered positive
returns for the quarter, with the vast majority outperforming their
benchmarks. The simple average return across our suite of funds was
10.7% for the quarter, which is equivalent to an annualized return of 50%.
The Crypto10 Hedged (C10) fund offered the greatest returns over the
quarter at 23.91%, far outstripping its benchmark of 1.66% and Bitcoin
at 12.36%. This shows the ability of C10 to preserve capital during
drawdown events through its dynamic cash hedge, and subsequently
capitalize off upward trends by reallocating into crypto exposure. The
severe downside deviation witnessed in the markets at the start of
December was largely hedged by the fund, allowing investors peace of
mind through the market turmoil.
Crypto20, the flagship and original fund from Invictus Capital, had a
stellar year. Registering a return of 334.98%, it significantly outperformed
its Top 20 equally weighted benchmark of 261.92%. The alpha generated
by the fund is in large part due to the 10% asset capping and weekly
rebalancing methodology. Coupled with the Invictus Team’s yield
generation tactics on the underlying assets, this resulted in a highly
favorable passive fund for investors to gain exposure to the crypto bull
market.
The Invictus Bitcoin Alpha (IBA) fund had its options strategy come to
the fore, allowing the fund to limit drawdown to less than 10% during
December when its Bitcoin benchmark registered a 15.39% retrace. IBA
managed to outperform Bitcoin throughout the fourth quarter, marking
an total return of 14.56%, and significantly less volatility.
The Hyperion venture capital fund continued on its stellar run,

appreciating a further 5.05% off the back of a Quantfury dividend and
Syntropy revaluation. The strength of the portfolio certainly exudes
confidence for 2022. Lastly, the Invictus Margin Lending (IML) Fund
registered a 2.48% net return (10.29% APY) for the quarter against
its 1.48% benchmark hurdle. Market neutral rates remain suppressed
against their long term averages, however, we have confidence they
will mean revert over the coming months.

2.3 The Invictus roadmap
2022 is shaping up to be an exciting year as Invictus finally realizes
its lofty ambitions of breaking into the regulated fund management
space — offering investors all of the protections and peace of mind
that you would expect with a traditional equity investment. As part
of this regulatory migration, we will also be relaunching the smart
contracts that make our platform tick on the Polygon sidechain
— enabling near-zero transaction fees when interacting with the
Invictus Capital ecosystem of products, and furthering our ethos of
democratizing access to the best investment products.
Other exciting developments expected over the coming months
include the launch of the much-anticipated DeFi fund, the release of
the Invictus iOS and Android apps, integration of the Invictus Wallet
with WalletConnect — enabling you to interact with Ethereum (and
soon Polygon) Web3 applications, including the soon-to-launch ICAP
governance on Snapshot (see the ICAP section for more details).
To read a detailed overview of the Invictus roadmap, including the
crucial information you need to know before the token migration,
please read the Medium article published by Matthew Finlayson,
Head of Product.
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2.4 Invictus Yield Vault update

exposure to a US Dollar eroded by inflation by converting USD to EUR
and lending EURt to the Yield Vault for an enhanced passive return.

The Invictus Yield Vault has continued to expand with significant
quarter-on-quarter Total Value Locked (TVL) growth on the back of
new institutional and retail client interest.
Amid declining Bitcoin and Altcoin prices following November’s peak,
yield-generative products like the Invictus Yield Vault have provided
investors with much sought-after passive returns on their long-term
crypto-asset positions.
The last quarter cemented the Yield Vault’s place as a significant
component of the Invictus Group’s product suite. We continue to be
delighted with the support received by our existing community and
new clients alike. The Yield Vault’s TVL increased by a stunning 41%
from Q3 to Q4.

We are also thrilled to announce that the minimum loan amount will
be reduced to $10,000 for 12- and 18-month loans!

Invictus Alpha uses loaned crypto as collateral to fund market-neutral,
yield-generative arbitrage trading strategies. The arbitrage strategies
eliminate capital drawdown risks by perfectly hedging against crypto
price movements. One of the unique selling points of the Yield Vault is
its vertical integration, with all yield being generated internally within the
Invictus Group. Many of our competitors farm out their yield generative
strategies to third parties, significantly compounding counterparty
and credit risk and reducing investors’ yield with “middle-men” taking
their cut. Invictus Alpha’s vertical integration allows investors to take
comfort in knowing exactly how and where their loaned crypto is
deployed. By contrast, when agreeing to many of our competitors’
Terms and Conditions, you consent to lend your crypto to third parties
compounding the risks mentioned above.

The recent introduction of EURt loans is especially significant for our
Euro-based clientele. Qualifying lenders can lend EURt at 90% of our
published USD Stablecoin lending rates. In light of the US inflation
soaring to 7% year-on-year, a prudent investor may seek to reduce

We continue to see growing interest from institutional investors looking
to lend crypto to a trusted counterparty. Q4 saw the Invictus Yield
Vault receive its first inflows from established international institutional
investors, and we are delighted to be selected as a priority counterparty

The Invictus Yield Vault offers qualifying lenders the opportunity to
lend Invictus Alpha, the trading arm of the Invictus Group, a minimum
of $25,000 of their Coins for a predetermined fixed period of 3- to
18-months in return for fixed interest which is compounded monthly
and paid in-kind. The Invictus Yield Vault accepts BTC, ETH, TUSD,
USDT, BUSD, DAI, USDC, and now EURt. Notably, Invictus Alpha
continues to boast a stellar credit record and has repaid all loans fully
and on time.
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for their sophisticated investors. With the institutional adoption of
crypto gaining significant momentum, we anticipate that institutional
asset managers will soon form a considerable part of our TVL.
Finally, two notable features are on the horizon — increased
automation on the Invictus Portal and the ability to accrue interest in
ICAP tokens rather than in-kind.
Invictus’ goal is to automate the entire Yield Vault process fully. In the
future, the lending process as a whole will be exclusively completed
on the Invictus Portal, and the increased automation is likely to
further reduce the minimum loan amount and increase the number of
crypto assets accepted.
Furthermore, the introduction of ICAP interest is set to be included
shortly. Instead of receiving their interest paid in-kind (i.e. a BTC loan
receives BTC interest), lenders may opt to receive their interest paid
in ICAP, Invictus Capital’s community token, which has value and
secondary market liquidity.

2.5 The Invictus NFT Lab’s Out of Africa collection
Over the 4th quarter, the newly-established NFT Lab has moved
from ideation, to the imminent launch of the inaugural Out of
Africa collection which includes 118 Original Artwork NFTs, backed
by physical artworks that you as the owner can take delivery of.
Alongside this, a free-to-enter lottery for 1,770 deflationary Poster
NFTs (15 per artwork), whose value is derived from 10% of all project
revenues (initial sale and ongoing royalties), will go live this month,
followed by auctions for the Original Artwork NFT in February.
You can read about the project on the newly-launched website
(expect further functionality to be implemented over the next weeks).
Follow the newsletter and stay informed of project developments.
You can also interact with the team directly viaDiscord.

2.6 SolStreet.finance

We look forward to another exciting quarter with ongoing retail and
institutional interest in the Yield Vault. We will continue to update our
clients with progress in our product offering and automation.

Since the conclusion of Q3 2021, the SolStreet.finance team has
made a number of updates and changes to the protocol; which grew
and improved in its scale, functionality, and user support.

Please visit the Yield Vault website for more information and to view
our current rates. Should you be interested in transacting with the
Invictus Yield Vault, please complete this Form to get in contact with
our Yield Vault Team.

In summary, the team:
1. Hosted a closed beta with key community members and
concluded the Money Never Sleeps series of paper-trading
competitions,
2. Grew and better engaged the broader SolStreet.finance
community,
3. Implemented new content updates and engagement initiatives
and, most importantly,
4. Deployed the protocol to the Solana mainnet.
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October and November saw SolStreet.finance grow the core team
by two. Geoffrey Forbes, a seasoned generalist and growth hacker,
joins us as the Head of Growth, and Heinrich Meiring, a veteran
legal practitioner and long-time crypto-evangelist, as Executive Vice
President. The duo has been tasked with putting their wealth of
experience to use in further developing and executing the project’s
goals and milestones — which include a private fundraising round,
establishment of the SolStreet.finance foundation, the minting of
the STRT token, and ensuring that SolStreet.finance sails smoothly
towards being one of Solana’s top DeFi offerings.
A key activity undertaken in the final quarter of 2021 was the
conclusion of the Money Never Sleeps paper-trading series. In
preparation for the final challenge, the team overhauled the platform
thanks to the contributions of the SolStreet.finance community, with
select members from the protocol’s Discord invited to take part in a
closed beta (running from the 15th and 29th of October). The result
of this was the updated protocol that appeared in The Great Gainsby
competition.
Similar to the first and second challenges, this final entry in the
series drew a large number of participants, who battled it out for the
500,000 STRT token prize. At a glance;
•
•

The challenge featured over 12,000 eligible funds and facilitated
60,000 transactions
The top fund ROI was 277%

Despite the unexpected issues which adversely affected the Solana
testnet in the earliest stages of The Great Gainsby, competition
remained intense — with the categories of Best Return On Investment
and Best STRT Score being won by the same 3 traders.

These winners will receive a unique NFT following the upcoming
‘limitless’ mainnet deployment [Q1 2022].
All in all, over 100,000 registrations were recorded across the three
competitions, with an average of 60,000 transactions successfully
handled in each. Marketing efforts — as well as the interest generated
by the challenges themselves - resulted in an incredible growth of
SolStreet.finance’s social media and project following; with their
respective Twitter and Discord communities increasing to over
110,000 followers and 15,500 members respectively. The SolStreet.
finance team set out to produce new content for its community in the
final quarter; these efforts included a new monthly Roundup of what
had been undertaken by the team (‘behind the scenes’), as well as
frequent updates on movements and new projects coming out of the
Solana ecosystem.
Most importantly, the SolStreet.finance protocol enjoyed a beta
launch to the Solana mainnet, and is seeing growth in real investors,
fund managers and assets under management. This represents
a major step in the evolution of the protocol and the execution of
SolStreet.finance’s overall vision. For now, the team has placed
a maximum allowable investment cap per fund whilst the team
submits the protocol for a smart contract security audit.
Soon to be released is the integration of Mango Markets, a perpetual
and margin trading protocol, which will bring a host of exciting
features including leveraged tokens and the ability to short. Once the
preliminary steps are complete, the protocol will have its “limitless”
launch where the fund caps are removed. In Q1 2022, the SolStreet.
finance team will also have all hands on deck in taking the final steps
necessary to mint the STRT token.
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2.7 Invictus Capital App Launch

2.8 Defi Fund Launch

Since the relaunch of the Invictus Capital investor portal one year ago
in January 2021, 64% of our users have accessed the portal via their
mobile devices. To better serve this large portion of our community,
as well as to advance access to our innovative investment funds,
Invictus Capital is proud to announce the beta release of the Invictus
Capital app for both Android and iOS!

In the previous quarterly report we announced the intention of
launching the Invictus Defi Fund. Defi, or Decentralized Finance,
is a sub-category within the crypto asset class that has grown
immensely over the past 18 months and has garnered significant
interest amongst our burgeoning investor community. The proposed
fund has been designed with a Core-Satellite structure whereby the
majority of the fund will be allocated towards a passively managed
core index of the top assets within various sub-sectors of Defi. This
Core will further have a dynamic cash hedging mechanism similar to
that of the successful Invictus C10 Fund. The unique aspect of the
fund, and one that Invictus has not introduced in other funds to date,
is an active component. These actively managed Satellites will seek
to generate alpha and will be monitored by Invictus Alpha, the trading
division of Invictus Capital. The passive Core, along with the active
Satellites, were seeded with internal capital and has been in testing
since 11 November. To date the fund has outperformed its Defipulse
Index benchmark by 28% at the time of writing. The fund will seek
to officially launch to the public once the regulatory migration has
taken place with the other Invictus Funds. Until then, if you would like
to find out more information, please reach out to our sales desk at
fundsolutions@invictuscapital.com

The Invictus Capital app brings the management of Invictus
investments to the palm of an investor’s hand. As an extension of
our web platform, the Invictus Capital app provides the same core
innovative investment opportunities to our investors such as the
managing of their investments as well as sending and receiving
various cryptocurrencies.
As we continue to innovate and grow the mobile app, we will be
releasing exciting new features that will provide an enhanced and
personalized investor experience. Some of the key features to look
forward to in our mobile app roadmap include:
• Seamless portal access using fingerprint
scanning and facial recognition.
• Support for the Polygon Network that
will drastically reduce transaction fees.
• Performance dashboard to track
investor’s portfolios in real-time.
To download the Invictus Capital app
for Android devices, open the Google
Play Store and search for Invictus Capital.
At the release of this report, the iOS Invictus
Capital app is still in review with the App
Store and will be available for download soon.
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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.

The 4th quarter was characterized by an ICAP price moving with
the broader crypto market — rising early, and sinking later as the
Fed began to tilt hawkish — ending down 20% . This was despite a
blockbuster buy-and-burn lineup (see more under Outlook — it got
even better!) and the most significant realized buy-and-burn pressure
over a quarter yet.
ICAP prices and Invictus AUM

ICAP recently turned 1 year old, capping an amazing first year in
which the token appreciated from a starting price of $2.30 to end
the year up 262% at $8.33 — with a stop along the way to over $20 in
February. As of the end of January, ICAP supply (ICAP rewards less
burnt tokens) stood at 260,596 tokens for a market capitalization of
$2,170,764.
ICAP prices*
Source: Invictus Capital

Evidently, the 16,551 tokens burnt were not sufficient to offset the
impact of close to 42,000 ICAP tokens being emitted as staking
rewards over the quarter. Significant offloading by whales also had a
detrimental effect on prices. The buy-and-burn contribution was once
again dominated by IHF, and this is unlikely to change. (see Outlook
below for more).
*Dollar prices derived from the ICAP-ETH Uniswap V2 pool, currently the most liquid market
for the token.
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4th quarter buy-and-burn contributions

Fees and tokens burnt
IHF Performance Fee Allocation*

Source: Invictus Capital

3.2 Outlook

*Future burns reflect the guaranteed future contribution from accrued IHF fees and will be
supplemented by additional fees earned over the coming months.

ICAP treasury makeup

While token prices have suffered across the board as of late,
the outlook for ICAP is bright with our Polygon migration on the
horizon, and slated for early Q2. This is further bolstered by an
additional performance fee being realized from IHF, from which the
burn contribution is earmarked for Q4 of this year — extending the
guaranteed price support for the future to December and a total
of $351,345, which will of course be supplemented further by any
additional fees earned across our suite of 4 open-ended funds.

$117K

*Includes IHF valuation of $0.5092
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3.3 ICAP treasury and governance
The treasury is now valued at a total of $117,000 at the time
of writing. We are excited to announce that with the latest
WalletConnect integration scheduled for release this quarter, and the
switch of our fund tokens to the Polygon network, ICAP Governance
is finally coming to the Invictus Platform — powered by Snapshot.org,
used by a number of prominent DAOs.

We will share more details with you regarding exactly how the voting
strategies will work closer to the time but we hope you are just as
excited as we are for this new venture. The first vote is expected on
the 29th of April 2021 and we are very excited to see what you, our
amazing community members, come up with.

This is a feature that our community has been wanting since the
launch of our community token and we are thrilled to begin this
journey together. Our goal with the initial release is to set up the
voting infrastructure so that any ICAP holder can vote on features
within the Invictus Platform, and also on the trajectory of the ICAP
protocol itself.
The planned WalletConnect integration will allow our investors to
vote with their Invictus Wallet on the most popular 3rd-party DeFi
governance platform, Snapshot. The switch to issuing our fund
tokens on the Polygon network also means that users will be able to
claim their ICAP with minimal transaction fees — previously a major
constraint to participation in the ecosystem.
The plan for the first round of voting is to allocate a budget and
then put it to our community to come up with their own proposals
as to what the budget should be spent on. Following this, voting will
commence on a curated list of proposals, the most popular of which
will be implemented.
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04 GLOBAL MARKET COMMENTARY
4.1 Global macroeconomic commentary
4.1.1 Introduction
2021 has come and gone with the year characterized by massive
uncertainty for the global economy’s path that persists to this day.
One question that has finally been put to bed, however, is whether
inflationary pressures would be transitory. Following a 21 month
period that saw the most rapid expansion of the global money
supply in history, it seems peculiar that this outcome was ever in
doubt. Perhaps after more than a decade in which deflation has
been the thorn in central bankers’ sides, complacency has crept
in amongst many market watchers. And with the unprecedented
nature of the economic shock that the pandemic has wrought
there were compelling arguments for short-term inflationary
pressures to ease (many of which have played out or are still
credible).
However, it has become apparent that without further intervention
from monetary authorities, underlying inflationary pressures are at
risk of becoming more persistent — or even spiraling out of control.
This suggests significant risk to equity and risk asset valuations,
currently propped up by low real yields, and the expectation that
this will remain the case for the foreseeable future.

over the fourth quarter of 2021. Next, we shift to cover inflation
and the Fed, the de facto central bank to the world. In our view,
this is the key macro area worthy of focus from investors in all
asset classes as the current quarter continues to unfold. To
keep this already long section manageable, China’s ongoing woes,
growing tensions in Europe, and the pandemic are each touched on
in passing, but only in reference to inflation.

If Prices Could Rise, They Rose

Source: Bloomberg

This global macroeconomic commentary will first focus on
summarizing the key events and factors driving market outcomes
14

4.1.2 The fourth quarter in review
Global market moves 2021

Source: TradingView.com

Global market moves 2021 Q4

Source: TradingView.com

The past quarter started with rallying markets across the board (and tech stocks outperforming), with no catalyst to break the trend after the Fed’s
dovish September showing — with Jerome Powell still clinging to the transitory narrative at the time. Late in October, high inflation readings
coupled with slowing improvement in unemployment globally forced global central bankers’ to begin conceding one by one that inflation would
not be a short-term phenomenon.
Despite this, most continued to assert that they would not need to raise rates too aggressively — with quantitative easing still ongoing to this day in
the US, albeit at a slowing pace. Around the same time, jitters and uncertainty caused by a meltdown at giant, embattled Chinese property developer
Evergrande were driving elevated fear in the market. These events marked the time that equities began to stall, though crypto continued upwards
unabated for a few weeks longer — setting all-time highs for market capitalization along the way.
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Global equities 2021

Source: TradingView.com

Global equities 2021 Q4

Source: TradingView.com

As equity prices began to stall, central banks continued to forecast easing inflationary pressures. But markets began to call their bluff in earnest
in November after the shocking 6.2% year-on-year October inflation reading dropped. The 6.8% reading for November, and December’s 7% figure
have further shaken the market’s faith that drastic tightening won’t be necessary. Shorter-term inflation expectations have picked up, and rate hike
expectations have risen sharply from a September expectation of around 1 hike by end-2022 now priced for around 4 at the time of writing (just
above the 3 priced in by the Fed themselves in December).
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US bond yields

On the plus side, the recovery in global economic activity has
continued despite this hawkish shift, and even the discovery of the
omicron variant has done little to derail bullish growth forecasts.
When examining global PMI readings, a useful leading indicator, it
appears this less-deadly variant is having little effect on economic
activity. This remains true even in China, where the construction
sector, the engine of the economy, has slowed dramatically on the
back of a government crackdown on leverage (with Asian corporate
bonds collapsing over the quarter).
Growth continues...

Source: Board of Governors of the Federal Reserve System

Markets begin to price in Fed hawkishness
Source: Bloomberg

...but bonds suffer

Source: Bloomberg

Source: TradingView.com
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This Chinese construction slowdown, combined with some respite for freight bottlenecks, has also helped bring commodity prices back to earth
after a massive surge early in the fourth quarter. This is an important observation to those forecasting slowing inflationary pressure, though energy
prices remain significantly elevated on a year-on-year basis. Precious metals, like gold, have also struggled to take a leg up despite rising inflation
expectations as real rates tick up and liquidity conditions begin to tighten.
Commodities 2021

Source: TradingView.com

Commodities 2021 Q4

Source: TradingView.com

With this said, even with bond yields rising faster than inflation expectations and real yields thereby picking up over the quarter, they remain deeply
negative across all maturities. The historical record shows that periods of inflation are rarely contained under a regime of negative real rates —
suggesting the market may have much further to go in adjusting rate hike expectations.
It’s no coincidence that the all-time high for the crypto market coincided with a bottoming in real yields, as a bottoming implies a subsequent
tightening of liquidity and a devaluation for risk assets as liquidity rushes into now higher-yielding bonds.

18

Crypto peaked with the bottom in long-term real yields

Source: Board of Governors of the Federal Reserve System (10-year real yield), TradingView
(cryptoasset market cap)

Since current high equity valuations are in large part explained by
an expectation of continued low real yields, there could be a major
capitulation on the cards if a surge into positive territory were to
materialize, and markets are not yet — in our view — well positioned for
this risk.
4.1.2 What’s to come?
As it’s clear that much over the coming months and years will continue
to hinge on the macroeconomic climate and monetary conditions, as
opposed to company, industry, or asset-class fundamentals, it remains
integral to examine the potential macro future in detail to provide a
holistic framework from which to analyze market developments. Again,
most analysis will focus on the US. This is due to the reality that US

monetary policy decisions and the dollar have a truly massive global
impact via the massive Eurodollar market anchoring global trade.
Simplifying matters is the state of politics in the United States, as
polarized as ever. The magnifying glass that Republicans are placing
on inflation — deeply unpopular and always an important election
issue — is cratering Biden and the Democrats’ chances for re-election,
making it unlikely that any major inflationary policy, such as a new
spending bill, will be passed. Thus, the focus remains on what
inflation and unemployment outcomes unfold and predicting how
the Fed would respond. Additionally, we are putting aside the issue of
omicron and the pandemic for the most part, under the assumption
that its impact continues to wane as more and more countries come
to terms with the milder disease as an endemic threat to be lived
with, much like the (less deadly) flu. This may be a mistake, as further
mutations are certainly possible, albeit highly unpredictable.
The Fed’s reaction function
Jerome Powell and the gang have a tough balancing act; go too
far in controlling inflation and risk bringing about a recession,
unemployment, and potential deflation; or don’t go far enough and
risk the dollar’s global reserve currency status, while seeing inflation
erode the wealth of the most vulnerable in society. And there’s no
guarantee that the cat isn’t already out of the bag — the Goldilocks
scenario of easing inflation and continued strong economic growth
may already be impossible, but with slowly unfolding data yet to
reflect the reality.
Three things are important to understand when thinking about how
the Fed is likely to respond over the coming quarters.
The Fed’s dual mandate
The United States Federal Reserve has a Congressional mandate to
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both ensure stable prices (i.e. to consistently meet their 2% inflation
target over some arbitrary time frame, with the flexibility to under or
overshoot at times) and to ensure maximum employment (i.e. some
arbitrary level of employment deemed to be neither deflationary or
inflationary). It is immediately clear that these two outcomes are
most often in conflict, as employment and inflation tend to move
together. Pushing to raise employment in an economy that cannot
sustain the level of activity should drive inflation, but it’s not easy to
know what level of employment constitutes maximum employment.
As such, the Fed has a more difficult job than other central banks,
where the primary goal of policy is to meet a stated inflation target,
and it is unclear which objective take pre-eminence in the Fed’s
thinking. Predicting Fed responses is further muddied by vagaries
over the time frames referenced in their mandate.

This means the Fed is unlikely to focus on trying to contain much
of the inflation currently coursing through the economy relating to
supply bottlenecks and shortages — unless these threaten to drive
an inflationary spiral, as may be the case with wages (more on this
below).
Will the Fed have to move faster?
So while the Fed may already be signaling for a significant monetary
policy regime change, could the market be underestimating what
needs to be done to bring the path for inflation back down to a 2%
rate over the next couple of years? It all hinges on the underlying
inflationary pressures and how they begin to manifest themselves
across a few key areas.
Is US inflation peaking?

In this early stage of the recovery, maximum employment seems
to be taking center stage. This makes sense when we consider
that after a massive pandemic-driven negative hit to employment,
the Fed has a much better idea about how close the economy is
to full employment, as opposed to the future path for inflation at
any moment in time. Furthermore, ensuring policy brings about no
major shocks to the labor market is complementary to their goals, as
shocks drive unpredictable volatility. The Fed’s priorities are, however,
likely to change if inflation does not begin to ease and we can
assume that inflation running over 4 or 5% is more than they would
tolerate for any sustained period of time (more on this below).
A focus on underlying inflationary pressures
The Fed tries to look through idiosyncratic inflationary pressures
to what is normally referred to as underlying inflationary pressure
(i.e. relating to monetary policy and macro growth outcomes, not
supply shocks and short-term spikes). Thus, the Fed typically targets
core inflation (which excludes volatile energy and food prices).

Source: Board of Governors of the Federal Reserve System

The December inflation reading, whilst the highest in recent memory,
was realized despite a slowdown in month-on-month increases
over the 4th quarter. This is key evidence to support arguments that
inflationary pressures are easing.
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Will the Fed try to return to trend?

Source: Board of Governors of the Federal Reserve System

However, recent readings of headline inflation have been outpaced by
core inflation — a measure taken more seriously than headline CPI by the
Fed — and on both measures, much slower month-on-month inflation is
required to bring the price level back to a 2% rate. Is that something that
can be realized without more drastic intervention? There are arguments
in support, and those in contradiction. It may also not be part of the Fed’s
plan to bring inflation back to trend — accepting a few years of elevated
inflation in return for supporting employment.

Decomposition of US inflation

Source: Bloomberg, using Bureau of Labor Statistics data

Supply bottlenecks and energy prices
Commodity prices and shipping costs are always intertwined — as
most industrial commodities are produced far from the location of
their processing and end-use, while oil prices are a key input into
shipping costs. In the early stages of the pandemic, a dearth of
Chinese demand cratered both commodity and shipping prices. Since
then, both have been on a relentless climb as backlogs and supply
constraints met with quickly rebounding demand.

Let’s dive into the underlying components of US inflation to get a better
idea of what’s to come.
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hoping for easing short-term inflation. While oil prices remain elevated,
and a major contributor towards inflation, it is likely a mistake for the
Fed to pay too much heed to this effect on inflation, as ultimately oil
prices are set by OPEC supply policy — and OPEC is likely to open the
taps if high prices hampers the growth and oil demand outlook.

Shanghai Shipping Exchange

Despite an easing of these pressures, on a year-on-year basis they
will continue to contribute towards a significantly elevated inflation
rate as they are coming from a relatively low 2021 base. Other supply
constraints, such as the ongoing chip shortage and supply constraints
in battery materials, where demand continues to boom, may be more
persistent. Another key risk is China’s omicron response — a zerotolerance policy spells further bottlenecks and inflation.
Real estate and rent
While rent makes up a significant portion of the inflation basket, its
measurement is subject to a significant lag. Even though new rental
agreements are being made at prices that reflect inflation exceeding
10% (see Zillow data below), the figure used to compute CPI is still
running at around 4%.
Rent: Supply is falling and prices are rising

Source: Wabtec Port Optimizer

Shipping costs have recently begun to plateau along with commodity
prices. Bottlenecks should ease with diminishing pandemic restrictions
(with port operations picking up in efficiency alongside a shift of
consumer patterns away from physical goods back towards services,
where demand has been subdued during the pandemic), whilst
commodity prices are likely to remain under sustained pressure from a
slowing Chinese construction sector in the wake of the (still unfolding)
Evergrande crisis. These factors should add a glimmer of hope to those

Source: Zillow (rent inflation), US Census Bureau (vacancy rate)
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Monetary policy has a profound impact on conditions in the housing
market — as evidenced by the 2008 Financial Crisis — and it is a major
worry that too-low rates have already set in motion major inflation in this
important category.

Has full employment already been reached?

Corporate profit margins and full employment
Corporate earnings since the early quarter’s of the pandemic have been
fantastic for many industries and a key component of rising equity
valuations over the last year. However, the strong margins currently
enjoyed by many companies are under threat from rising inflation —
particularly for labor.
Wage growth hottest since 2007

Source: Bloomberg

Source: Bloomberg

While not quite at pre-pandemic levels, the recent slowdown in
employment growth and the rise in wages (particularly for lowerwage earners) suggests that the US employment market is at
something close to full employment already. Companies can respond
to a tighter wage market and wage inflation by either raising prices
(inflationary and a company’s likely first choice), cutting costs (bad
for employment, deflationary), or by taking a hit to profit margins
(deflationary, but bad for equity valuations). The state of the US
market — where monopolistic competition is the name of the game —
supports a notion that these costs will in many cases be passed on to
the consumer.
A major risk, and one that the Fed will want to avoid at all costs, is that
this sets off a wage-price spiral. The logic is as follows: higher wages
drive higher prices for finished products. Rising prices drive consumers
to bring forward their purchases, placing even greater pressure on
prices and prompting further wage demands — perpetuating the cycle
and potentially cementing a higher level of inflation.
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If improvements to US employment numbers continue to slow
alongside high inflation, it will be strong evidence that further, drastic
tightening of policy is necessary.
4.1.3 Conclusion
After a breathtaking year for returns in equities and crypto, alongside
rising inflation, it should be clear by now that year-on-year inflation
figures are likely to remain high regardless of short-term inflation
outcomes. The Fed, however, is unlikely to respond firmly so long as
month-on-month inflation does not accelerate.
Overall, whilst markets have begun to account for a more hawkish Fed,
the risks seem tilted towards an underestimation of the tightening
necessary to quell the inflationary pressures in rent and wages already
built into the future. In our view, this is most clearly illustrated by the
deeply negative state of real yields — which would remain negative
even if inflation moderates and rates rise as per current market
expectations. For now, however, the full extent of underlying inflation in
rentals and wages has yet to be revealed, and it is unlikely that the Fed
will act until these pressures are firmly in sight. There is also hope that
these pressures will begin to ease, and this would be the most positive
outcome for valuations across the board. Even if these pressures
are greater than expected, there may be a final melt-up in risk-asset
valuations prior to the market reaching this realization.
Should the Fed need to move firmly, all risk assets, including crypto are
likely to suffer. Beyond the initial shock, however, it is highly uncertain
which asset classes will outperform; and both equities — with real
cash flows — and crypto — with massive growth potential — are likely
to hold their ground over the medium in such an environment. Crypto

may also be the beneficiary of a number of tailwinds. These include a
potentially improving regulatory climate (as governments increasingly
pressure regulators to allow growth-enhancing innovation), massive
strides in adoption owing to NFTs and the metaverse, the lack of other
assets offering growth prospects, and incipient risks to the broader
financial system and dollar dominance.

4.2 Crypto Market Review
4.2.1 Market Performance
2021 was undoubtedly a breakthrough year for cryptoassets and Q4
continued much in the same vein. This section aims to provide an
overview of the market growth over 2021, before delving deeper into
four important themes that dominated headlines this year.
The crypto ecosystem saw unprecedented levels of adoption as the
space garnered interest from institutional and retail investors alike.
This saw the total market cap surpass the $2.9 trillion mark for the first
time. Bitcoin (+60%) outperformed both the S&P 500 (+28%) and gold
(+4%) for the third year in a row while remaining largely uncorrelated to
traditional assets. With the Federal Reserve’s dovish monetary policy,
inflation was at record highs in the US throughout 2021, and overall
Bitcoin has proven an effective inflation hedge. Further emphasizing
its value proposition in a modern portfolio, public companies Tesla,
Microstrategy, and Square all purchased Bitcoin to bolster their
balance sheets. Cryptoassets were also thrust into the mainstream,
helped by massive marketing campaigns from exchanges FTX and
Crypto.com.
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Total crypto market capitalization

Source: Tradingview

Bitcoin and Ethereum both reached all-time highs, but 2021 was a
year for altcoins. One of the main trends throughout the year was
the growth of smart contract platforms that can rival Ethereum.
Layer-1 protocols Solana, Avalanche, Luna, and Fantom were the
outstanding performers as their ecosystems flourished. The year was
also permeated with “memecoin” pumps as Shiba Inu and Dogecoin
exploded into relevance. As is normally the case, the hype surrounding
“memecoins” did eventually subside — for now. The metaverse and
GameFi also surprised many to become the new hot topics, causing
tokens Axie Infinity (AXS) and The Sandbox (SAND) to go parabolic,
generating staggering returns for the year. The overall market peaked
in November and cooled off as the year wound to a close, with most
assets failing to consolidate at their newfound highs.

Return of Top 10 Cryptoassets in 2021

Source: Tradingview

Bitcoin
Bitcoin had an eventful 2021. Three Bitcoin ETFs were approved in
the US, El Salvador became the first sovereign nation to adopt BTC
as legal tender, and various listed companies bought BTC to hold in
their treasuries. There were so many highlights it’s easy to forget the
Chinese government’s crypto clampdown at the start of the year that
caused the great mining migration. Arguably the biggest news of the
year was the approval of the first ETF that sent Bitcoin surging to an
all-time high, later reaching a peak of $69,000 in early November with
a market cap of $1.2 trillion. Bitcoin also had its first major protocol
upgrade since the controversial SegWit back in 2017. With the Taproot
upgrade, Bitcoin can run smart contracts, potentially paving the way
for the network to host similar DeFi applications to Ethereum. With
the overall market outperforming Bitcoin, its dominance trended
downwards and it finished the year at 40%, down from 70% at the start
of the year.
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Bitcoin Dominace

of the implementation of Ethereum 2.0 slated for launch in 2022.
Promising scaling tech, such as ZKSync or StarkNet’s zero-knowledge
approach to rollups, or the production-ready optimistic approach
employed by Optimism or Arbitrum, also offer hope that Ethereum
scaling can support network demand, even if ETH 2.0 is delayed.

Source: Arcane Research

Ethereum
In a year dominated by the “Ethereum killers” narrative, ETH still soared
to an all-time high of $4,800 in November in the wake of the London
hard fork that introduced fee burning. This saw its growth outpace
Bitcoin by 6x and the ETH/BTC ratio reaching its highest level since
2018. Ethereum maintained its long-term dominance as the most
widely used smart contract platform and no single asset looks primed
to flip ETH in market cap in the near future. With the NFT frenzy, the
question remains whether Ethereum can scale effectively given the
surge in on-chain activity and network congestion. Ethereum is at
a pivotal stage in its roadmap with Ethereum 2.0 and other robust
scaling solutions being on the horizon, but with transaction fees at
record highs, there is a window of opportunity for competitors to gain
market share.
The shortcomings of Ethereum are no secret. The network moved
one step closer to a Proof of Stake (PoS) consensus mechanism that
is expected to pave the way to sharding and an eventual alleviation
of the high transaction fees that have plagued the network. The Altair
upgrade that went live in October is the first upgrade to the Beacon
Chain that introduced ETH staking last year. The Beacon Chain is set
to run alongside the current Ethereum chain until they merge as part

Source: Coinmarketcap

4.2.2 Institutional Adoption and Regulations
2021 will go down as a turning point for cryptoassets in the US as
it was the first time regulators began to embrace and recognize the
astronomic value inherent in controlling crypto innovation. After
months of speculation, the Securities and Exchange Commission
(SEC) tentatively approved 3 Bitcoin futures ETFs over the 4th quarter.
The approval of an ETF in the US was a significant driver of price
appreciation, as it unlocked demand from a range of investment
vehicles that had been prohibited from crypto exposure via traditional
means. The launch of the first Bitcoin ETF (Ticker: BITO) by ProShares
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in October saw massive inflows to the fund and was one of the
primary catalysts that sent Bitcoin surging to an all-time high. The
BITO trading volumes eclipsed $1 billion on the first trading day, the
second-highest first-day volume for an ETF launch ever.
Weekly Crypto Asset Flow by Assets(US$m)

asset via futures instead of holding a spot asset (in the region of 8%
per annum for CME Bitcoin futures).
Regardless of the structure, the approval of the Bitcoin ETF in the
US is a landmark moment as it enables legitimate corporations and
institutions to gain access to the crypto market through regulated
and transparent channels. Bitcoin is now no longer viewed as a fringe
digital asset and the likelihood of it fading into obscurity decreases as
more institutions enter the market.
Despite growing regulatory scrutiny, stablecoins appear to have gained
broader institutional acceptance. In 2021, the total market cap of
stablecoins increased by 500% compared to the overall market’s 192%.
The primary driver of this growth was the high yields and innovative
lending products offered on DeFi protocols. The fastest-growing
stablecoin of 2021 was Terra’s decentralized algorithmic stablecoin
UST, its circulating supply increased dramatically by 277% in Q4 alone
(alongside a surging Luna price) and is now at over $10 billion. Tether
(USDT) has retained its title as the most popular stablecoin with 54%
of the total stablecoin supply and 62% of stablecoin trading volumes
across the major exchanges.

Source: Coinshares

Controversially, all the ETF applications approved by the SEC gain their
exposure by using CME Bitcoin Futures. A futures ETF is considered
the safest choice for institutional BTC exposure as the CME is
regulated by the Commodity Futures Trading Commission (CFTC). The
futures are cash-settled, so the funds don’t need to hold any Bitcoin
(though almost anyone taking the short side of speculative long
interest will be holding spot Bitcoin as a hedge). The futures-based
Bitcoin ETF model remains a contentious issue among investors.
There are costs inherent in obtaining even unleveraged exposure to an

Stablecoins: Total Market Cap

Source: Arcane Research

With the rapid growth of stablecoins in circulation, these instruments
are on the cusp of being systemically important to broader financial
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markets. With all the past controversy surrounding Tether (USDT)
and its reserves’ transparency, stablecoins have become a major
focal point for regulators. This increase in scrutiny culminated with
a US Congressional hearing on stablecoin regulation in December.
The hearing featured representatives from important ecosystem
participants, including Coinbase, FTX, Paxos, and Circle. The
participants largely agreed that more transparent and stringent crypto
regulation is needed but cautioned against a heavy-handed approach
that would stifle innovation. This stance seemed to invoke bipartisan
support from those in attendance. Cryptoassets have become the
primary focus for regulators around the world. It is abundantly clear
that market leaders and regulators will have to work together to
effectively incorporate cryptoassets into their existing frameworks.

L1 Price Performance

Source: Block Research

4.2.5 Overview of Layer-1 and Layer-2 Platforms
Alternative smart contract networks have had an extraordinary year.
Unlike previous years these platforms have grown from projects
with potential to thriving ecosystems driving billions of dollars of
economic activity. The market has recognized this utility, as LUNA,
AVAX and FTM were the outstanding performers in Q4 — outpacing
ETH with returns of 120%, 64% and 87%, respectively. Each is now
represented in C20 after FTM’s mid-January inclusion. While there was
volatile price action for L1s, Ethereum has remained far ahead of the
competition in terms of market share and still accounts for 63% of the
total value locked (TVL) across all chains.

Amidst the general increase in network demand, the main topic of
discussion surrounding Layer-1s has been scalability. The drastic
growth of NFTs has compounded Ethereum’s exorbitant transaction
fees, making the network unusable for many. With average transaction
fees soaring, alternative blockchains have a window of opportunity
to lure in new users. With the promises of improved scalability, UX
improvements, and monetary incentives, investors have piled into
alternative platforms and their native tokens as Ethereum’s long-term
dominance is called into question. Incentive campaigns have become
a key driver of adoption for networks including Avalanche, Polygon and
Fantom. The most notable was the “Avalanche Rush” program which
was designed to promote adoption by distributing 10 million AVAX
tokens to liquidity providers on Avalanche protocols.
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Total Locked Value (TVL) of Layer-1s in 2021

Layer-2 scaling solutions such as Optimism and Arbitrum and
sidechains like Polygon have also grown in popularity as a way to
evade high network fees. Polygon has the fastest-growing DeFi user
base and it even overtook Ethereum in active wallet addresses when it
reached 2.3 million active monthly users in October. Polygon also had
a major role in processing NFT transactions over the last few months
showing how crucial scaling has become and limiting the migration
of DeFi users to lower-cost chains. The Bitcoin Lightning network also
increased its capacity in 2021 by 212% to 3,300 BTC. As we’ve said
before, it’s looking more likely that the future of crypto is going to be
multi-chain.

Source Defillama

On the first of January 2021, Ethereum accounted for 97% of the
TVL in the DeFi ecosystem. Given Ethereum’s network congestion
issues, there has been a drastic shift as users migrate to alternative
blockchains, and by the end of the year, Ethereum’s market share
had shrunk to 63%. The Terra blockchain (LUNA) is now Ethereum’s
biggest competitor, with 7.5% of the TVL. The impressive growth of the
Terra ecosystem is mainly attributable to the success of Anchor. The
protocol has amassed $8.65 billion thanks to a deposit rate of nearly
20% APY supported in large part by proof-of-stake rewards. While the
Binance Smart Chain (BSC) is still the third largest L1 in terms of TVL,
its technical weakness is beginning to show as it steadily loses market
share to other chains, albeit remaining incredibly popular for retail.
Avalanche, Solana and Fantom have cannibalized much of this share,
growing to 4.74%, 4.6% and 2% of the TVL from relative obscurity
12-months ago.

Source: CoinGecko 2021 Report

4.2.6 DeFi
Decentralized Finance (DeFi) as a sector has continued to mature
in Q4 and the total value locked (+36%), trading volume (+63%) and
revenue (+35%) across the major chains have shown impressive
growth despite weakness across many protocol token prices. To get
exposure to this exciting sector of crypto, watch out for the launch of
the Invictus DeFi Index in early 2022.
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Under the current market conditions, the landscape of DeFi has
become more diverse and alternative chains are making DeFi services
more accessible to a broader user base. DeFi applications now provide
millions of users with permissionless and borderless access to various
financial services. The world of DeFi is now over 2.5% of the size of
the US Financial Sector and it is in the early stages of creating a more
inclusive financial system that can offer financial services to the 1.7
unbanked adults globally. Over the last year, the TVL on DeFi protocols
has skyrocketed from around $20 billion to $245 billion. While a
significant proportion of this growth of TVL is attributable to the price
appreciation of cryptoassets, growing numbers of actual DeFi users
and a growing awareness of the sector’s potential have also helped
foster outperformance.

protocol layer’s native token is more likely to create and capture value
than the applications built upon them, has continued to play out.
Blue-chip DeFi tokens Aave, UNI, Maker and Compound have
consistently been growing revenues and TVL but have struggled to
keep pace in terms of price appreciation compared to L1s.
This may also be due to risk-off sentiment driven by Fed policy driving
capital towards the safer bet — a protocol, even a dominant one, is less
likely to survive a crypto winter than a blockchain. With DeFi having
a resurgent Q4 with the explosion of so-called DeFi 2.0 protocols like
OlympusDAO, don’t count the DeFi dinosaurs with their all-star teams
out of the race yet if markets flip decidedly bullish.

Total Value Locked in Defi 2021

Monthly DeFi Revenue

Source: The Block Research

4.2.7 Metaverse and NFTs
Source Defillama

Even so, while L1s and their native tokens have flourished, bluechip DeFi tokens (like Aave, Uniswap, Maker, and Compound) have
struggled to keep pace. The “Fat Protocol Thesis”, which argues that a

2021 was a monumental year for NFTs as the industry exploded into
the mainstream going from a relative unknown to a multi-billion dollar
industry. News of celebrities buying blue-chip NFTs for hundreds of
thousands of dollars further compounded the excitement as everyone
wanted to get in on the action. The astronomical valuations of projects
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like the Bored Ape Yacht Club and CryptoPunks have made early
adopters millionaires. The explosion of NFTs in 2021 can be quantified
by the growth of trading volumes on OpenSea, the most popular NFT
trading platform. At the start of 2021, monthly trading volumes were
only $10 million. By December, volumes had skyrocketed to $2.66
billion, a 26,500% increase. Crypto exchanges have recognized the
opportunity that NFTs offer, with FTX launching its own centralized
NFT marketplace and Coinbase announcing plans to launch its own
peer-to-peer (P2P) NFT marketplace to its 73 million users in early
2022.
NFT Marketplace Revenue

are truly groundbreaking and offer us a glimpse into what the future of
the internet might hold. While Axie might not last forever, the play-toearn gaming trend that it started is here to stay.
Other exciting metaverse tokens that went parabolic this year were
The Sandbox (10,000%) and Decentraland (2,800%). These openworld projects use virtual reality to allow players to explore player-built
environments and interact with other players. With their own in-game
economy, you can use SAND and MANA tokens to buy goods and
services or even go to a music festival — all in the metaverse. The
metaverse has the potential to change how we use the internet as
we know it and become a multi-billion dollar industry. The upside of
metaverse tokens is immense and it’s definitely a sector of crypto
to keep an eye on over 2022 as more and more brands position
themselves for a seemingly inevitable future.
Returns of metaverse tokens in 2021

Source: The Block Research

No sector of the crypto market has captured the world’s imagination
quite like metaverse tokens. Facebook changing its name to Meta
was the first catalyst that brought the concept of the metaverse into
the mainstream. It appears it’s only a matter of time before other tech
giants start exploring the opportunities that the metaverse presents.
Axie Infinity was the first project to revolutionize in-game economies to
create a token-powered play-to-earn game with over 2 million monthly
active players. The game is the first of its kind to offer a living wage (in
many countries) through playing an online game; albeit with ‘wages’
supported by massive speculative interest. Even so, projects like these
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4.3 Blockchain venture capital market commentary
4.3.1 Overview
In 2021 we witnessed the explosive growth of Venture Capital deals
and investment in the blockchain and cryptocurrency sectors. With the
year closing out on a record-shattering $30 billion invested, more than
quadruple previous highs. This nascent sector has quickly grown into
a more mature industry consisting of multiple mid to later-stage firms
with well-established revenue streams. This unprecedented influx of
capital, partnered with a wealth of business and technical knowledge
entering the ecosystem, has proven instrumental in fuelling the rapid
development and expansion of the industry. Culminating in the now
almost daily emergence of new ideas, technologies, and platforms
dedicated to making revolutionary blockchain-powered solutions more
accessible and relevant in both the commercial and retail sectors.
Venture Capital Investment in Crypto Industry

Combining this injection of resources with the development of
regulatory frameworks across various jurisdictions, that is providing
global institutions with more assurance as to the legal adherence of
the various blockchain-driven services and platforms they intend on
using, the industry has been able to flourish and rapidly scale ideas
from a basic concept to revenue-generating platforms at breakneck
speed.
Cryptocurrencies and blockchain-based solutions have also
experienced immense growth in their adoption levels and overall
positive sentiment expressed by both retail and institutional players
over the past year. Institutional adoption has been a particularly
important development in the space. Throughout the year multiple
large institutions adopted cryptocurrencies or blockchain-based
solutions as part of their business strategy. With publicly-traded
companies such as MicroStrategy (MSTR), Tesla (TSLA), and Square
(SQ) adding Bitcoin to their balance sheets, as well as renowned asset
managers such as Blackrock, Goldman Sachs, and Morgan Stanley
has added to or expanded their offerings related to the asset class.
Major banks have also entered the fray, HSBC and Wells Fargo have
begun using a blockchain-based platform to settle bilateral foreign
currency trades. All of these developments are very positive signs of
how blockchain technology, which underpins crypto assets, is quickly
expanding to more mainstream activities and is now ideally positioned
to fundamentally disrupt multiple well-established traditional
industries.
4.3.2 State of the VC Market

Source PitchBook

2021 could truly be called “the year of the Unicorn’’. FTX, NYDIG,
and Celsius topped the year’s funding rounds as crypto unicorns,
companies valued at more than $1 billion, became a new norm. While
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FTX’s largest initial funding round in July raised $900 million at an
$18 billion valuation, the exchange was able to subsequently raise an
additional $400 million in October at a new valuation of $25 billion.
NYDIG and Celsius were able to raise $1 billion and $750 million
respectively over the last quarter. Placing their respective valuations
at $7 billion for NYDIG and around $10 billion for Celsius. The year
ended on a very positive note with multiple funding rounds in excess
of $400 million taking place in the last quarter, with November alone
accounting for more than $3 billion.
Top 10 Biggest Blockchain/Crypto Funding Rounds

The immense amount of capital raised for funding in the crypto
and blockchain sectors has resulted in a total number of at least
65 unicorns existing in the space by the end of the year, with
approximately 40 unicorns created in 2021 alone. These companies
were spread across various sectors such as Trading/Brokerage,
Infrastructure, Data & Analytics, Crypto Financial Services, NFTs, and
Gaming. The most encouraging development emerging from these
mega investments in the ecosystem has been the demonstrated
effective deployment of the capital raised, resulting in startups
investing in and developing the much-needed infrastructure required
to enable a global blockchain-driven environment to effectively operate
and scale. Another very attractive aspect to Venture Capital investors
has been the ability of many of these companies to quickly generate
revenue and scale with the minimal additional investment required
afterward.
The Block Unicorn Index

Source: The Block Research

4.3.3 Decentralized Finance
Source: The BlockData

Decentralized Finance (DeFi) was one of the top emerging themes of
2020 and this narrative continued its momentum throughout the first
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half of 2021. Since the emergence of smart contract capabilities on
platforms like Ethereum and other Layer-1 blockchain networks, such
as Solana and Cardano, companies and applications have been able
to develop and scale newer and more complex services at breakneck
speeds. The idea of a world with totally transparent and decentralized
financial services or having the ability to prove ownership of digital
assets has captured our imaginations and investors have taken note.
Investment in the DeFi sector has been a particularly popular theme
over the past year, with the sector accounting for approximately 25%
of all funding rounds. This narrative has however slowly started to
shift during the latter half of the year as investors continued to switch
their focus to the potentially more lucrative NFT and gaming sectors.
This resulted in the number of DeFi deals dropping from Q2 to Q3 and
continuing the trend in Q4. Overall DeFi deals declined roughly 38%
from Q2 to Q3 and a further 10% from Q3 to Q4. With NFTs/Gaming
deals experiencing continuous growth throughout the year.
Number of deals: DeFi vs NFTs/Gaming

* Source : Crunchbase, Dove Metrics, Pitchbook, The Block Research

4.3.4 NFTs and Gaming
This report would certainly not be complete without including an
overview of the emergence of Non-fungible tokens (NFTs) and
blockchain-based gaming as two key new use cases for blockchain
technology in 2021. The NFT mania truly kicked off in March 2021
after Mike Winkleman, also known as Beeple, sold his “Everydays:
The First 5000 Days” for a historic $69.3 million via the famous
Christie’s auction house.
This NFT watershed moment opened the proverbial floodgates,
with new online NFT marketplaces and thousands of NFT projects
popping up overnight. The year closed out with approximately
$23 billion in NFT trading volume and the floor market cap of the
top 100 NFT collections sitting at $16.7 billion. The standout NFT
marketplace of 2021 was certainly OpenSea, accounting for $14
billion or 60% of the total trading volume. This represents a 646 fold
increase when compared to its 2020 volume of $21.7 million. The
platform also took 2.5% fees on every sale transaction, resulting
in total protocol revenue generated in 2021 of $351.6 million. After
initially raising $100 million in Series B financing led by Andreessen
Horowitz (a16z), valuing the company at $1.5 billion a further Series
C funding round led by investment firms Coatue Management
and Paradigm raised $300 million in January 2022, giving it a new
valuation of $13.3 billion.
The concept of play-to-earn, which was pioneered by Axie Infinity,
has been a revolutionary blockchain use case development in 2021.
Play-to-earn games reward participants with cryptocurrency or NFTs
simply for participating in the game, with the game developers able
to share in the proceeds of secondary NFT sales or appreciation of
the underlying tokens issued. Although Axie’s growth has cooled off
towards the latter part of the year, various investors have already set
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their sights on a piece of the $175 billion global gaming revenue pie.
A16z invested $150 million into Mythical games and FTX, Solana
Ventures and Lightspeed Venture Partners joined forces to launch
a $100 million gaming fund called GameFi in November 2021. With
global gaming revenues projected to reach $240 billion by 2026 the
potential for growth in this sector is extraordinary and blockchain
gaming is ideally poised to capture a considerable share of the
market.
Top 5 blockchain use cases by funding

Source: Blockdata

stage deals and companies that are now opting for growth capital as
a funding option to accelerate expansion.
The past year has seen a total of 38 later-stage deals (Series C to
E), 78 Series B rounds, and an additional 10 deals involving growth
capital for expansion. These later-stage deals accounted for $6.35
billion in funding and averaged around $176.4 million per deal,
series B rounds accounted for $7.3 billion in funding with an average
deal size of around $97.4 million per deal. The valuations for these
round types have continued to increase dramatically throughout the
year and by the third quarter, the average size of a Series B funding
round has soared from $40.7 million to $133 million. This past year
generated newly invigorated interest in the sector from various
investment groups including asset managers, finance firms, family
offices, and hedge funds which resulted in the increased occurrence
of oversubscribed funding rounds. With investors seemingly
finding mid to later-stage companies that have already established
consistent revenue streams particularly attractive.
In 2020, there were a total of 4 deals that were in excess of $100
million in size, however, that number exploded to 48 deals in 2021,
representing a 2,300% increase year-on-year. When comparing
these numbers to those of the previous year, the exponential growth
that these larger later-stage funding rounds have experienced is
abundantly clear.

4.3.5 Encouraging maturation of the industry
Balancing out the phenomenon of an explosion of fledgling
companies, each with their own unique problems they are trying to
solve, is the continued maturation and growth of multiple, now wellestablished, crypto/blockchain companies. The maturation of the
industry is well illustrated by the increasing number of mid to later35
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eagerly anticipated metaverse are all on the cusp of breaking through
into our everyday lives and becoming our go-to platforms for social
interactions and performing routine transactions. We at Invictus
Capital are incredibly excited about everything this revolutionary
technology holds in store for us in the years to come.

Source: The Block Research

This healthy balance between seed funding and later-stage funding
rounds has been an exceptionally encouraging development for
the blockchain/crypto VC market. It is a clear indication that the
value generated through these investments in the blockchain and
cryptocurrency sectors is being recognized by investors. Finally, the
ample room for growth in a very young industry and potential for
outsized returns should continue to attract new funding well into
2022 and beyond.
The cryptocurrency and blockchain industry has developed very
quickly and moved beyond just digital gold as initially conceptualized.
Multiple decentralized financial services have been created and proof
of ownership of digital assets is now possible, allowing artists and
creators to effectively monetize their content in this digital era whilst
also creating brand new avenues for commercial application. The
world of Web 3.0, gaming with play-to-earn functionality, and the
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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 closes out its fourth calendar year, we can reflect on a
number of important milestones over the lifespan of the fund. The
Hyperion fund was launched during the tail-end of a vigorous bull
market that initiated in 2017 and subsequently weathered a prolonged
bearish trend. Given the quality of the Hyperion portfolio companies,
the Fund managed to endure this period of market uncertainty and has
begun to blossom over the most recent market resurgence.
Hyperion managed to close out its first equity-based exit deal in 2021
with the sale of OVEX, a South African-based crypto OTC brokerage.
This deal amounted to an exit multiple of over 70x from the smallest
investment in the fund to date. Proceeds from the sale, in the form
of both USD cash and Locked-SRM tokens, have been contributing
towards the IHF buy-and-burns over the past quarter. Details of which
are shared in a dedicated section below.
The remaining portfolio companies, namely Syntropy and Quantfury,
have been nothing short of spectacular over 2021. Quantfury has
settled their third consecutive dividend, and Syntropy has built out
their technology stack which is now being used by Fortune 500
companies. Both of these companies have moved out of their earlystage status which generally carries the highest level of risk for seedstage investment funds. Hyperion is now in a position to benefit from
the continued growth trajectory of both of these companies, with high
growth prospects over the coming year.

Given the healthy level of liquidity in the fund dedicated towards
IHF token buy-and-burns throughout 2022, fund participants can
seek solace in the fact that there should be a decent amount of
secondary market liquidity should they wish to enter or exit their
investment. Venture Capital by nature is a long-term investment
and we at Invictus Capital will always encourage token holders to
view it as such. A key benefit with Hyperion, however, is that through
fractional tokenization, fund participants are able to freely trade their
position at will, a feature that no other Venture Capital fund in the
world offers. The ability to have 24/7 secondary market liquidity in a
Venture Capital fund is certainly the defining feature of this product
by Invictus Capital.

5.1.1 Secondary Market Trading
IHF tokens currently have their primary centralized exchange listing
on HitBTC, with total trade volumes exceeding $8 million throughout
the course of 2021. 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 a good part 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. There was, however, a dislocation between
the IHF market price and NAV price that occurred during Q4 2021
which was the result of Hyperion’s largest investor, holding over 10
million IHF tokens at the time, needing to liquidate their position.
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This caused immense selling pressure on the secondary market and
caused the price to rapidly decline, with much of the bid side of the
orderbook being taken up. Invictus Capital arranged for an OTC deal
for Quantfury to purchase the remaining 9 million IHF tokens from
the investor and alleviate the selling pressure. We have some exciting
developments for the IHF token utility coming up, which should
create a very healthy secondary market order book over the coming
months. Stay tuned.

IHF exchange price

fund tokens for predetermined amounts of time. Over the past year,
it has been a pleasure to see that most of the Hyperion investor
community has taken part in this initiative, with over 50% of all
IHF tokens (61 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.

5.1.3 Performance

Source: Invictus Capital

Since the Hyperion Fund’s inception in June 2018, the Fund has
returned over 6x for its token holders, an achievement that we at
Invictus Capital are incredibly proud of. This quarter saw some
major events happen across our portfolio companies, including a
dividend payment, the final settlement of OVEX sale consideration,
and a revaluation. The portfolio companies are in an incredibly strong
position moving forward and we have the utmost confidence that
there will be significant growth still to come in the future. Total IHF
return since inception equates to 566%. The IHF token currently has
a NAV of $0.5092, representing an appreciation of 5.05% for the
quarter.
Fund Inception
31/5/18

5.1.2 IHF Staking
Net Asset Value ($)

On the 1st of January 2021, the ICAP rewards program 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

IHF Total Supply*
IHF/USD

Q3 2021

Q4 2021

Change Since
Inception

$9,400,335

$57,423,389

$60,068,708

539.01%

122,852,180

118,470,657

117,975,076

-3.97%

$0.077

$0.4847

$0.5092

565.57%
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Hyperion fund asset value breakdown

Equity
Investments (94.24%)
Liquidity Pool (0.46%)
Listed Tokens (0.1%)
Locked SRM Tokens (2.8%)

IHF performance

dividend to see the year through. This is the third dividend distribution
made to the Hyperion Fund, and given the continued success of the
app and future developments in the pipeline, we can be confident
that the future’s looking good for this revolutionary company. A total
dividend payment of $3,460,626 was received into the fund, causing
the Net Asset Value to increase by the same amount. As discussed
in previous reports, all realized proceeds into the fund at this stage
will be split 50/50, with half going towards IHF buy-and-burns, and
the other half going towards paying down the fee liability on the fund
that has accrued from both unpaid management and performance
fees. Therefore, a total of $1,730,313 will be used to conduct buyand-burns over the following 6-12 months, depending on secondary
market conditions. On a quarterly basis, Invictus Capital will burn
the accumulated IHF tokens and report on the value captured to the
remaining holders.

Locked-SRM

Quantfury Dividend
Quantfury has once again proven the success of their business
model and accumulated enough profits to distribute a sizable

In the previous quarterly report, Invictus Capital announced the
Hyperion Fund’s first successful exit from a portfolio company since
its 2018 vintage year. Consideration for the deal consisted of a
combination of USD cash and locked Serum (SRM) tokens, details of
which can be found in the previous report. On 15 October, the 539,063
Locked SRM tokens settled into the Hyperion Fund’s account and
have subsequently been staked to earn additional yield for the fund
at a rate of 4% p.a. The locked SRM vest over a period of 6 years at
a rate of 1/2190 per day. As the SRM tokens become available, the
fund will seek to liquidate them on the secondary market at strategic
levels and use the proceeds to contribute towards further buy-andburns and pay off fee liabilities owed to the fund in a 50/50 ratio.
From 15 October 2021 to quarter-end, the fund has received a further
4498.5 SRM tokens in staking payouts which have been reinvested
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into the Hyperion Fund. Since the SRM tokens settled in the Hyperion
Fund’s account, a total of 12,162 vested SRM have been sold for a
total of $78,545, equating to an average sale price of $6.46. In the
previous report, the Locked-SRM tokens were already accrued for
and therefore formed part of the overall Net Asset Value (NAV). Due
to the price of SRM dropping from 30 September to 31 December
by 54%, this negatively impacted on the Hyperion NAV performance
by ~$2million. We do however have full confidence in the longterm value of SRM and should hopefully see some renewed price
appreciation during 2022.

Syntropy Revaluation
Syntropy has grown immensely as a business over the past few years
and we would like to congratulate them for their outstanding success.
The team has built out a business that spans multiple continents and
a team of over 80 employees. With a solid treasury backing them
and a board that has mission-critical experience across a number
of fields, Syntropy is in a position for substantial growth over the
next year. There are some exciting developments taking place in the
business which we will announce as soon as they become publicly
available. For now, we are confident that Syntropy has moved on
from a high-risk startup classification. For this reason, we have edged
the valuation of the business higher to be further in line with market
expectations.

5.1.4 Buy-and-Burn
In the previous quarterly report, the details of the buy-and-burn
proceeds stemming from the Ovex sale were discussed. To give a
brief recap, $1,085,392 was allocated to buy-and-burns from the

sale proceeds, with $500,00 being burnt in Q3 resulting in $60,650
in additional value captured for remaining IHF token holders. The
remaining $585,392 was allocated to the following 12 months to
provide consistent price support on the orderbook.
In the fourth quarter, a further $157,020 was used to purchase
495,581 IHF tokens off the secondary market at an average price
of $0.317. These IHF tokens have subsequently been burnt and
removed from circulating supply. The transaction for this can be
seen here. Purchasing these IHF tokens at a market price below
the prevailing NAV price, resulted in an additional $83,191 in value
for remaining token holders. 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.
Further to the above allocation, Invictus Capital has committed to
50% of all realized returns going towards buy-and-burns. With the
latest dividend from Quantfury settling as $3,460,626, a further
$1,730,313 will therefore be set aside for secondary market
purchases of IHF tokens over the next 6-12 months, depending on
market conditions. This will allow for consistent buying pressure
until the next liquidity event. Each quarter the team will disclose all
purchases made, and provide the transaction details of the burn that
takes place.
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
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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
$925,551 has been used to conduct buy-and-burns which resulted in
a total of 4,877,104 tokens being purchased and then burnt, reducing
the total circulating supply. Due to these tokens being purchased
below the prevailing token NAV, an additional $400,526 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.

5.1.5 Hyperion Portfolio Company Updates

The Hyperion Fund made its investment in Quantfury within the
first few months following the initial capital raise in May 2018.
The company has since grown to be the jewel within the Hyperion
portfolio and has amassed a cult-like following amongst its users,
now formally renowned as Quantfurians. The growth trajectory of
the company has been nothing short of spectacular, with the team
announcing their third dividend payment in only 3 years of operation,
and the Hyperion fund receiving a further $3.46 million that will go
towards buy-and-burns of the IHF tokens, and fee accrual payments
(as discussed above in the report).
After launching at the very end of 2018, in two and a half years, the
team has managed to scale their business into a highly profitable
entity, facilitating in excess of $10 billion in trade volumes on a
monthly basis. 2021 saw some impressive app developments, with
a number of features added to improve the trading experience of its
users. The web version of Quantfury was also released, which allows

users to have all the same functionality from their desktop.
The native Quantfury QTF token, listed on Bitfinex, also saw some
impressive growth throughout the quarter, topping out at an
impressive $31 after its lows earlier in the year at $4. Through the
QTF tokens, users are able to directly share in the success story of
Quantfury. For more information on the QTF token, please see the
token website, or visit the QTF Token Telegram chat.
Finally, we can say with utmost confidence that there are some
exciting developments taking place at the company that will result in
significant growth through 2022. Look forward to an announcement
in a few weeks that will get our Hyperion investors intrigued. In the
meantime, if you haven’t already, please watch the latest Podcast that
Invictus held with Lev, the founder of Quantfury, or visit their website
here.

Syntropy, formally known as NOIA Network, was the first investment
made by the Hyperion fund in June 2018. The company has
built a data routing network that rests above the current internet
infrastructure that greatly improves the efficiency, reliability, and
security of the data we send and receive over the internet. A
formidable task that the team has successfully built out over the past
few years and one that we can certainly be excited about over the
coming year as they aim to focus on their sales and marketing efforts
heading into 2022.
The biggest focus in 2021 was to build out the technology platform to
handle large production environments to support enterprise growth
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and developer adoption. One of Syntropy’s biggest long-term goals
was to make the Syntropy network as easy as possible to use. They
have delivered on this goal through the launch and refinement of
Syntropy Stack. Hundreds of individual developers and several large
organizations (including FTSE 100 and Fortune 500 companies) are
now regularly using Syntropy Stack to manage networks, giving them
a plug-and-play ability to route traffic over their network.
Invictus Capital will be hosting a podcast with Syntropy in January
where we will discuss the growth of the company since its inception,
all the way through to the new blockchain they will be launching that
will firmly place the business within the web3 narrative. Along with
Quantfury, there are some very exciting developments that are in the
pipeline that we are unable to make public just yet, but we will be sure
to announce them to the Hyperion community as soon as we can. In
the meantime, please read the yearly update from the Syntropy CEO
in Medium here, and visit the Syntropy website here.
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5.2.1 C20 in review

Performance

C20 Fund

Top 20 (equally weighted)

39.78%

40.82%

Standard deviation:

0.95

0.96

Sharpe ratio:

0.84

0.84

93.23%

89.19%

Annualized returns (since inception)

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

5.2.1.2 Fund Performance

01 December 2017
0.5% p.a.
ETH, USDT, TUSD, BTC, BUSD

5.2.1.1 Introduction
Crypto20 got off to a terrific start in Q4, starting at $4.15 after the
slight correction towards the end of the third quarter. The fund
rebounded exceptionally well and started a steep upward trend from
the outset of Q4 reaching its all-time high of $6.13 in mid-November.
The primary catalyst for this spike in price was the approval of a
Bitcoin ETF in the US that sent the crypto market surging to all-time
highs.
From its peak, C20 generated a return of 47% in just the first half
of Q4. However, these phenomenal returns did not last as fears
surrounding interest rate hikes by the Fed began to spread and the
fund’s NAV per token dipped from its highs, closing out the quarter
at $4.47. Overall, C20 had a solid quarter in crypto terms generating
a 7.29% (31% annualized) return. The fund continues to show
the benefits of a rules-based crypto index fund as it built on the
outstanding annualized return of 39.78% since the fund’s inception.

It was a remarkable year in the crypto space with unprecedented
mass adoption and institutions piling into cryptoassets which caused
valuations to skyrocket. With C20’s broad market exposure, the fund
benefited from the surge in asset prices across the board. In 2021
C20 generated a phenomenal return of 334.98% while outperforming
Bitcoin by a staggering 275% and its benchmark by 73%. The superior
performance also didn’t come with clear additional risk as C20 had
the same Sharpe ratio and a slightly lower standard deviation (0.95
vs 0.96) and max drawdown (93.23% vs 89.19%) compared to its
benchmark. These risk metrics indicate how successful the algorithmic
indexing strategy is at optimizing the fund’s risk-return profile.
Even though the fund had a solid Q4, it couldn’t replicate its
outperformance, and it marginally underperformed its benchmark
and Bitcoin; expected from a methodology that overweights exposure
to high-beta altcoins through the 10% cap on individual constituents.
Furthermore, the weekly rebalances can act as a profit-taking
mechanism as assets that have outperformed between rebalances can
be sold at relatively higher prices, essentially buying the dip on assets
that underperformed.

46

Crypto20 performance
C20

Bitcoin

Top 20 Equally Weighted

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

One of the most enticing aspects of the crypto market is the variety
of strategies that investors can use to generate additional yield on
their assets. With C20’s diverse structure, optimizing yield farming
strategies is crucial to create value for the fund. In Q4 favorable
market conditions continued, and the fund generated $587,562
(2.53%% annualized) in additional yield strategies. This is more than
5x the annual management fee of 0.5%.

The year’s trend continued as L1s outperformed the rest of the
market, with LUNA and AVAX among the top performers. LUNA
(+125%) was the standout performer for the second consecutive
quarter as the Terra ecosystem continues to mount a credible
threat to Ethereum’s dominance. While Crypto.com (+68%) coin also
rocketed following major marketing deals that saw the exchange’s
branding become a feature at most global sporting events. With the
demand growing for scaling solutions on Ethereum, Polygon’s MATIC
(124%) token had a resurgence in Q4.
On the other end of the spectrum, ADA (-38%), UNI (-26%) and LINK
(-17%) all struggled and made the largest negative contributions to
the fund over the quarter.
C20 individual asset performance*

5.2.2 Individual asset performance
Throughout the quarter, Bitcoin and Ethereum led from the front
reaching all-time highs, which caused a trickle-down effect on the rest
of the market. This was so impactful that 11 of the 20 constituents
at the end of the quarter hit all-time highs during Q4. The outstanding
performers in Q4 came from various sectors within the crypto market
with an exchange token, sidechain scaling solution and Layer-1s all
featuring.

*Reflects performance for the period that each asset was a fund constituent.
Sources: Invictus Capital, CoinMarketCap (top 20, Bitcoin data)
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5.2.3 Portfolio movements
With so many altcoins soaring to all-time highs, competition
increased for positions in the top 20 cryptoassets by market cap.
With the volatile price action and the fluidity of a rules-based index
fund, there was a high turnover, and C20 had 28 different constituents
over the quarter.

Rank (Q3
Movement)

Amount

$ Equivalent as at
30/09/2021

%

BTC

1(-)

179.15

8,310,755

9.90

ETH

2(-)

2,662.27

9,821,801

11.70

Asset

BNB

3(

1)

16,052.76

8,235,203

9.81

SOL

4(

1)

45,981.50

7,857,441

9.36

There were short-lived first-time inclusions for Tezos (XTZ) and
Elrond (EGLD), but they fell out of the fund because they failed to
consolidate at their new highs. Axie Infinity (AXS) and Decentraland
(MANA) also had cameos for a few months giving the fund exposure
to the explosive growth of metaverse tokens.

ADA

5(

2)

6,050,148.72

7,941,388

9.46

LUNA

6(

2)

65,827.73

5,641,240

6.72

AVAX

7(

2)

44,136.17

4,835,348

5.76

DOT

8(

2)

179,306.53

4,810,164

5.73

The exciting Near Protocol (NEAR) and satirical meme-coin Shiba
Inu (SHIB) had first-time inclusions while Crypto.com (CRO) returned
to the portfolio. This drove ATOM, FTT and FIL out of the fund. The
following table is a breakdown of the composition of the portfolio at
the end of Q4.

DOGE

9(

2)

24,049,866.91

4,105,009

4.89

SHIB

10(

37)

99,423,582,859.10

3,332,697

3.97

MATIC

11(

10)

1,298,984.25

3,290,723

3.92

CRO

12(

26)

4,579,608.45

2,568,779

3.06

UNI

13(

3)

114,129.39

1,955,966

2.33

ALGO

14(

1)

1,155,040.26

1,930,781

2.30

LTC

15(

3)

12,582.79

1,846,834

2.20

LINK

16(

5)

84,758.89

1,662,151

1.98

26)

108,638.10

1,603,388

1.91

4)

3,434.22

1,477,468

1.76

19(-)

18,500,285.02

1,393,521

1.66

4,480,384.35

1,200,442

1.43

$83,947,019

100

NEAR
BCH
TRX
XLM
TOTAL

17(
18(

20(

3)
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5.2.4 Outlook
2021 was a breakthrough year for cryptoassets, so it’s unlikely that
next year will be able to replicate similar levels of excitement and
adoption. With that being said, there are still numerous potential
catalysts that could cause further price appreciation in the short
term. The most obvious appears to be the inevitable approval of a
spot Bitcoin ETF in the US. The long-anticipated launch of Ethereum
2.0 is also slated for early 2022, helping deliver a more scalable
network. Both these events could reinvigorate positive market
sentiment.
Looking ahead, there is still uncertainty surrounding the global
regulatory environment that could cause potential drawdowns.
However, an increase in regulatory clarity could also give the
investors on the sidelines an incentive to invest in the crypto space.
There has also been a massive surge in institutional investment
into blockchain infrastructure and the crypto market itself. So there
is likely to be more innovation in the space in 2022. The public
perception of cryptoassets has drastically changed and as a result,
the crypto markets are a different beast compared to 12-months ago.
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Crypto 10 cash position

5.3.1 C10 in review
C10 Fund

Benchmark*

116.17%

69.8%

0.59

0.45

1.6

1.42

Max drawdown:

43.15%

38.28%

Avg. Cash Position Since Inception

44.24%

50%

Annualized returns (since inception)
Standard deviation:
Sharpe ratio:

Fund launch date:

31 March 2019

Management fees:

1.7% p.a.

Investment currencies:

ETH, USDT, TUSD, DASH, BTC, BUSD

*C10 uses a custom benchmark consisting of 50% cash (yielding 6% p.a) and 50% top 10
cryptoassets (equally weighted).

Performance

Crypto10 performance
C10

Benchmark

Source: Invictus Capital

C10 capped a stellar 2022 off by rallying 23.9% to $8.39 — the best
performing fund across our suite. This performance meant the fund
was up a stellar 233% for the year, an impressive result considering
C10’s risk profile. Returns, as well as measures of risk-adjusted
returns such as the Sharpe ratio continue to show dominance of C10
over the benchmark (consisting of 50% cash yielding 6% per annum,
and 50% allocated to an equally weighted portfolio mirroring C10’s
asset selection).
The fourth quarter was characterized by high levels of crypto price
volatility and the outperformance of Layer-1 blockchains that aim
to take market share from Ethereum. The market’s mood over this
period can quite easily be divided into two parts of roughly equal
length — the first spent hurtling towards all-time highs in November
after the first US Bitcoin ETF was approved, and the second spent in
freefall driven by tightening financial conditions, as markets came to
expect a firm interest rate hike cycle. C10 managed to capitalize on
these difficult market conditions, entering the quarter fully exposed to
crypto prices, before successfully increasing cash exposure to lock in
gains and avoid the worst of the downturn.
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Over the quarter, yield generating activities accelerated to add
$123,502 in value to the fund — outweighing the $94,565 paid in
management fees over the same period.

5.3.2 Portfolio movements
There was some churn within the fund’s portfolio over the quarter,
with Uniswap (UNI) falling out early in favor of Litecoin (LTC). The latter’s stay was short lived with Crypto.com token (CRO) breaking into
the fund after the exchange penned some major advertising deals;
CRO failed to consolidate after this rapid appreciation, falling out late
December as MATIC took its place.
Despite Shiba Inu (SHIBA) breaking into the top 10 for a period over
the 4th quarter, the Fund management team deemed the nature of
the token’s ascent to be unsustainable. Due to the nature of C10 —
where priority is given to cash preservation — the decision was taken
to exclude the token from the fund. Soon after this exclusion, the
memecoin regressed to fall out of the top 10, vindicating the decision.
Performance of individual assets in C10*

After last quarter’s inclusion of Avalanche (AVAX), Terra (LUNA) the
assets continued to lead the charge amongst C10 portfolio assets
with quarterly appreciation of 30% and 125%, respectively. Previous
top performer, Solana, continued on its run despite retracing from alltime highs of over $250 reached in early November, acting as a drag
on the fund thereafter, ending the quarter up around 20%.
.
Asset

Rank (Q3
Movement)

USD

Amount

$ Equivalent as at
30/09/2021

%

7,461,870.82

7,461,871

36.80

BTC

1(-)

43.12

2,003,148

9.58

ETH

2(-)

545.12

2,013,602

9.63

BNB

3(

1)

3,875.61

1,990,602

9.52

SOL

4(

1)

9,999.28

1,708,321

8.17

ADA

5(

2)

1,103,602.94

1,453,223

6.95

LUNA

6(

2)

65,827.73

1,005,756

4.81

AVAX

7(

2)

7,851.68

863,570

4.13

DOT

8(

2)

179,306.53

855,206

4.09

DOGE

9(

2)

4,282,030.11

731,839

3.50

11)

231,348.23

587,562

2.81

$20,909,683

100

MATIC
TOTAL

10(

*Reflects performance for the period that each asset was a fund constituent.
Source: Invictus Capital
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5.3.3 C10 outlook
Potential upside catalysts for crypto over the quarter include low
realized inflation, allowing central banks some room to maneuvre
without having to raise interest rates too quickly, the tabling of
positive (or any!) US crypto regulation (though it’s unlikely that any
bills will be passed over the 1st quarter). On the other side, should
these not materialize — and particularly if inflation proves stubborn
at these high levels — the market is likely to suffer under quicklyincreasing expectations for a rapid rate hike cycle from global central
banks, and particularly the US Fed.
Whilst financial markets of all types look poised
for a major spike in volatility — whether this propels
the crypto market to the proverbial moon or McDonald’s
is anybody’s guess. For those lacking conviction in the
market’s outlook, or for those who simply do not have
the time to do the research necessary for an actively-managed
portfolio, C10 provides the ideal Fund solution. The Fund’s
strategy is optimally suited to capture value throughout the full
market cycle — short-term performance is not always guaranteed,
however, the fund has proven to be favorably positioned for larger
trends.
Furthermore, ongoing improvements to yield generating strategies
bode well for the fund. Crypto market outlook is very uncertain under
these macro conditions, making C10 the perfect fund for those who
aren’t able to actively manage their own investments due to time
constraints or a lack of knowledge.
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CRYPTOCURRENCY
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5.4.1 IBA in review
IBA Fund

BTC Benchmark

100.39%

184.44%

Standard deviation:

0.78

0.77

Sharpe ratio:

1.28

1.75

45.92%

53.76%

Annualized returns (since inception)

Max drawdown:
Fund launch date:

13 August 2020

Management fees:

0%, performance fee only

Investment currencies:

BTC, ETH, TUSD, USDT, BUSD

Performance

IBA Fund

BTC Benchmark

The Invictus Bitcoin Alpha Fund aims to provide investors with
peace of mind that their Bitcoin investment will not be subject to
the severe market drawdown events that are synonymous with
the crypto market. By utilizing an options collar, the IBA fund
aims to hedge drawdown for investors through the purchase of
put options in the region of 10% under the prevailing spot price
of Bitcoin on the last Friday of each month. This put option that
hedges the drawdown of the Fund is subsidized through the sale of
a call option which caps the upside of the fund to roughly 30% per
month. Although the fund aims to have a 10% drawdown limit and
30% upside ceiling, ultimately the width of this collar is determined
by prevailing market conditions and options pricing at the time of
purchase.
Moving forward, the fund will seek to purchase 50% of the collar
with a full month expiry, and the other 50% of the fund being
covered by a rolling collar with a 2 week expiry. This will allow for
the fund to effectively take profits on put options expiring on a
more regular basis, or, allow IBA to increase its effective ceiling on
the Fund should Bitcoin have a volatile shoot towards the upside
over a short period of time, as seen in December 2020 and January
2021. For the first two weeks of the month, the IBA fund will
therefore have a single fixed floor and ceiling. After two weeks, half
the IBA Fund options will expire and be replaced with an adjusted
floor and ceiling based on the prevailing spot Bitcoin price at that
point, resulting in a staggered collar. This will allow the fund to
lock in profits on a more frequent basis, and should result in more
regular outperformance against its BTC benchmark.
The fourth quarter saw the IBA Fund strategy outperform its BTC
benchmark and stick to its drawdown floor of -10%. The Fund was
effectively hedged from -9.85% during December when Bitcoin saw
some severe downside deviation at the start of the month. Bitcoin
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did manage to recover somewhat throughout the month, however,
still managed to end 15.39% down from the start.
The IBA Fund continues to incur zero ongoing management fees
and only charges a performance fee when the fund outperforms
its Bitcoin benchmark. This perfectly aligns investor interests with
those of Invictus Capital and reflects the confidence we have that
the fund will grow your bitcoin over the longer term.
Both the long-term outlook and investment case for Bitcoin remain
incredibly strong. Investors should, however, always be prepared
for periods of volatility while Bitcoin is on the hunt for price
discovery. We are confident that the IBA Fund will provide investors
with a far more controlled ride to the top than weathering the
volatility of the asset itself.
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5.5.1 IML in review

IML performance
IML NAV

Hurdle NAV

IML Fund
Annualized returns in Q4 2021

10.38%

Annualized returns (since inception)

11.89%

Highest monthly return (annualized)

22.98%

Lowest monthly return (annualized)

5.37%

Fund launch date:

12 August 2019

Management fees:
Investment currencies:

2%
USDT, TUSD

Performance

Invictus Capital’s Margin Lending Fund (IML) has once again
positioned itself as an ideal option for investors seeking to diversify
their portfolios with a safe haven asset that aims to provide stable
long-term returns with minimal anticipated drawdown. The fund has
served as an excellent hedge against recently increased levels of
market volatility. Providing market-leading returns over the quarter
despite the rest of the crypto market losing significant value over
the same period, the annualized return of 10.38% over Q4 should be
commended.

The IML fund has continued its strong linear growth trend, despite
heightened levels of volatility and large drawdowns in the broader
crypto market during Q4, it was up 2.48% from Q3, increasing in
value from $1.276 to $1.308. The annualized return of the fund over
the quarter (10.38%) and since inception (11.89%) has continued
to outperform the fund’s hurdle rate of 6%, further enhancing its
reputation as a leader of risk-adjusted returns. The fund was also able
to maintain its near-zero drawdown goal and continues to appreciate
favorably compared to similar fixed-income funds and interestbearing vehicles.
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Daily annualized rates acheived
IML 7 Day MA Annualized

6% Hurdle Rate

Margin lending rates have remained relatively suppressed during the
second half of the year, except for a brief uptick in early November
as markets topped out and the subsequent bearish reversal and
resultant volatility drove up demand for USD. The heightened levels
of market volatility have also contributed to a slightly improved return
profile on the alternative yield-generation strategies. As demand for
USD and USD equivalents slowly returns to the market, the Invictus
Capital team will continue to diversify and implement alternative
yield-generation trading strategies including but not limited to private
lending and market-neutral strategies to improve fund returns.
Q2 2021

Q3 2021

Q4 2021

% Change versus
previous quarter

Number of Loans
Provided

24,149

48,117

27,782

-42.26%

Total Number of
Funding Offers

125,948

48,123

117,706

144.59%

19.17%

99.99%

23.60%

-76.39%

38.13 days

4.52 days

3.54 days

-21.68%

Asset

Percentage of Offers
Accepted
Average Loan
Duration (Days)

The suppressed lending environment has resulted in a significant
decline in the number of loans provided compared to the previous
quarter (-42.26%), despite the total number of funding offers
increasing dramatically (144.59%). This was offset by the percentage
of offers accepted reducing by a relatively larger proportion (-76.39%).
This was primarily driven by a combination of further refinement
to IML’s proprietary algorithmic lending platform, emphasizing a
preference to lock in at more attractive interest rates, and borrowers
expressing a preference for locking in loans for shorter periods.
Additionally, as rates were relatively subdued over the period, the fund
decided to hold back on deploying all capital to margin lending and
rather employed additional yield generation tactics to enhance fund
performance.

5.5.2 IML outlook
Against the backdrop of a global macroeconomic climate which
seems all but set for major bouts of volatility in the short and mediumterm, as reserve banks grapple with how best to approach growing
inflationary pressures, the IML fund will continue to focus on providing
stable long term returns with minimal expected drawdowns. The fund
is also uniquely positioned to earn enhanced returns during such
periods of increased volatility, whilst still employing low-risk strategies.
It should certainly be considered as a welcome addition when
constructing a well-diversified portfolio.
As crypto lending markets mature and more diverse offerings and
strategies become available, the IML fund will continue to innovate
and lean on the exceptional capabilities of proprietary trading
software and dedicated analysts at its disposal to capitalize on any
opportunities that might present themselves as viable yield-generation
strategies.
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Annexure
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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 31 December 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.
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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 Q4 2021 are as follows:

ii.

Management Fee

$217,687

Performance Fee

$412,219

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)

92,035,054

38,575

November

102,452,800

42,758

December

86,700,335

36,185

Q4 2021

93,729,396

117,519

Month
October
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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),
TerraUSD (UST)

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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Q4 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 from yield-generating operations

13
SHIB, CRO, NEAR
ATOM, FIL, FTT

SHIB(37), CRO(26), NEAR(26), MATIC(10)

LINK(-5), BCH(-4)
$8,050,399
$87,504
5 (ETH, BTC, BNB, ADA, SOL) at the beginning of the quarter
5 (ETH, BTC, BNB, ADA, SOL) at the end of the quarter

$587,562
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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 Q4 2021
Month

Average fund Value (USD)

Management Fee(USD)

October

18,954,463

29,541

November

22,258,140

34,244

December

21,321,032

30,781

Q4 2021

20,844,545

94,566

Additional Yield Generation:
The fund aims to generate additional returns for investors, over and above the capital appreciation of the underlying assets. Through lending,
staking and market-neutral activities, Invictus Capital aims to cover at least the management fees, to minimize portfolio drag for investors. Over
the quarter, additional yield generated comfortably exceeded fees. Invictus Capital continues to optimise this process and expects to consistently
achieve some of the best returns going forward.
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Margin lending returns for Q4 2021
Month

Net yield generated (USD)

Average Fund AUM (USD)

October

40,938

$18,954,463

November

39,994

$22,258,140

December

42,570

$21,321,032

123,502

$20,844,545

Q4 2021

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 Q4 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.

Shiba Inu (SHIBA)

Excluded due to extreme nature of the ascent into top 10 and associated capital
preservation risks. 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.
Q4 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
15
LTC, CRO, MATIC
UNI, LTC, CRO
MATIC(11)

ADA(-2), DOT(-2), DOGE(-2)
324,702
249,490
4 (BTC, ETH, BNB, ADA) at the
beginning of the quarter
Zero at the end of the quarter
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iv. Invictus Margin Lending
Fee breakdown for Q4 2021

Loan Statistics for Q4 2021
Month
Number of Loans
Provided

Q2 2021

Q3 2021

Q4 2021

% Change versus
previous quarter

24,149

48,117

27,782

-42.26%

Total Number of
Funding Offers

125,948

48,123

117,706

144.59%

Percentage of
Offers Accepted

19.17%

99.99%

23.60%

-76.39%

38.13 days

4.52 days

3.54 days

-21.68%

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)

October

$8,176,779

$13,882

$10,017

$23,899

November

$8,190,305

$13,235

$6,607

$19,842

December

$8,094,897

$13,740

$3,282

$17,022

Q4 2021

$8,153,994

$40,857

$19,906

$60,763

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 favorable 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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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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