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THIS IS A COMMISSIONED RESEARCH REPORT.

The research process includes the following protocols to ensure independence is maintained at all times:

1) The research process has complete editorial independence from the company and this included in the contract with the company;

2) Our analyst has independence from the firm’s management, as in, management/ sales team cannot influence the research in any way;

3) Our research does not provide a recommendation, in that, we do not provide a “Buy, Sell or Hold” on any stocks.  This is left to the Adviser who knows their client and the individual portfolio of the client.

4) Our research process for valuation is usually more conservative than what is adopted in Broking firms in general sense.  Our firm has a conservative bias on assumptions provided by management as 
compared to Broking firms.

5)  All research mandates are settled upfront so as to remove any influence on ultimate report conclusion;

6) All staff are not allowed to trade in any stock or accept stock options before, during and after (for a period of 6 weeks) the research process.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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Note: This report is based on 
information provided by Merkle Tree 
Capital as at April 2022. This report is 
for Wholesale Investors only. 
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Key Investment Information

Name of Fund MTC Digital Asset Fund

Trustee Boutique Capital Pty Ltd

Investment Manager Merkle Tree Capital Pty Ltd

Investment Type Unlisted Unit Trust

Investor Type Wholesale

Minimum Initial 
Investment $50,000

Fund Inception 18 August 2021

NAV per unit as at 30 
April 2022 $0.7534

Applications & 
Redemptions Monthly

Distribution Policy Annual

Target Distribution 
Yield 4%-6%p.a.

FX Exposure Unhedged

Buy/Sell Spread na

Management Fee 
(p.a.)

2.0%

Performance Fee 
(p.a)

20.0%

Performance Fee 
Hurdle

Bitcoin AUD, subject to 
High Water Mark

Fee Commentary

The fees are high, however are in line with peers 
with a key differentiator of the Fund being the 
performance fee is subject to the outperformance 
of Bitcoin (AUD). This compares favourably to its 
peers in which the High Water Mark serves as the 
performance fee hurdle. The Fund’s performance 
fee is also subject to a High Water Mark, which 
means investors will not incur performance fees 
in the event the value of the Fund declines, even 
if the Fund outperforms the benchmark. 
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FUND SUMMARY
The MTC Digital Asset Fund (“the Fund”) provides exposure to an actively managed portfolio 
of crypto assets with the Manager seeking to invest in the best of class crypto assets 
that it believes will form the basis of the ecosystem in the next 5-10 years. The Fund was 
established in August 2021 and is available to wholesale investors only. The Fund is managed 
by Merkle Tree Capital Pty Ltd (“MTC” or the “Manager”), a specialist cryptocurrency 
investment manager established in June 2021 by the two Directors, Dean Serroni and 
Ryan McMillin. The Fund seeks to achieve superior returns to that of Bitcoin by diversifying 
across a variety of cryptocurrencies that provide access to a range of crypto assets/sectors 
including Blockchains and Smart Contract Platforms, Decentralised Finance protocols, Web 
3 applications and Gaming/Metaverse applications as well as other emerging sectors (for 
more information on the crypto sectors see Appendix A). The Fund will typically have a 
bias towards established and market leading cryptocurrencies with a smaller allocation to 
emerging protocols. The portfolio will comprise 15-25 positions with the portfolio heavily 
concentrated to the top holdings and will be weighted to blockchain infrastructure (Layer 
1) assets. Application and redemption requests are provided on a monthly basis. The Fund 
will seek to deliver a return in excess of Bitcoin (AUD) as well as provide a distribution yield 
of 4%-6%p.a. The Manager has a long-term investment horizon and does not seek to be a 
trader of cryptocurrencies. As such, the portfolio is expected to have low levels of turnover. 
The Manager will receive a management fee of 2%p.a. of the NAV calculated and payable on 
a monthly basis and is eligible for a performance fee of 20% of the outperformance of Bitcoin 
(AUD), after management fees and expenses, subject to a High Water Mark, calculated and 
payable at the end of each financial year.            

INVESTOR SUITABILITY 
The Fund provides investors exposure to a professionally managed portfolio of 
cryptocurrencies. The Manager has access to a range of data and information that can be 
difficult for regular market participants to obtain and decipher. This information is used to 
assess the over 10,000 crypto coins/tokens on issue to make asset allocation decisions. The 
Fund also provides investors the potential for an annual distribution, with the Fund receiving 
the equivalent of an income stream from the “staking” of crypto assets (see Fund Overview 
section below for an explanation on staking). This is the first fund issued and managed by 
the Manager and the first cryptocurrency fund managed by the investment team. As such, 
investors should be comfortable with the additional risks associated with new and first 
time investment strategies. The Fund is considered high risk with the potential for extreme 
volatility and as such we view an investment in the Fund to be most appropriate as a small 
allocation as part of a broader investment portfolio. Further to this, the Manager has a long-
term investment horizon and does not intend to trade cryptocurrencies. As such, investors 
should have a long-term investment horizon.            

RECOMMENDATION
Independent Investment Research (IIR) has assigned the MTC Digital Asset Fund an 
Investment Grade rating. While we have assigned an Investment Grade rating investors 
should note that cryptocurrency is an emerging asset class and an investment in 
cryptocurrency is considered a speculative investment. There is substantial risk associated 
with an investment in cryptocurrency and there is no guarantee as to the future returns. The 
Fund provides investors seeking exposure to the crypto asset class a professionally managed 
fund that provides exposure to a portfolio of cryptocurrencies, filtering through the extensive 
cryptocurrency universe to invest in what the Manager believes are the best long-term 
investment opportunities. The Fund is targeting a distribution yield of 4%-6%p.a, which if 
achieved will offset the capital volatility to some extent, however the Fund may not achieve 
the target distribution yield. Given the emerging nature of the asset class, all professionally 
managed portfolios have a limited track record. This is no different for the Fund, which has a 
track record of less than one year. As such investors take on the risks associated with a new 
fund. There is significant key man risk associated with the two co-founders of the Manager. 

The  investment opinion in this report is current as 
at the date of publication. Investors and advisers 
should be aware that over time the circumstances 
of the issuer and/or product may change which 
may affect our investment opinion.
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SWOT
Strengths

 � The Fund provides access to a portfolio of crypto assets though a single investment. 
Given the extreme volatility associated with crypto assets, portfolio diversification 
reduces the risk associated with a single cryptocurrency.

 � Cryptocurrencies and associated assets are growing at a rapid pace with new coins/
tokens and associated assets being released regularly. Through its investment process, 
the Manager will continue to monitor the investment universe and allocate to those 
assets that they believe will deliver the best long-term prospects for investors.

 � The Funds assets will be held with Coinbase Custody Inc, the worlds leading crypto 
asset custody provider.  

 � The use of staking provides the ability for the Fund to pay an annual distribution. The 
Fund is targeting a distribution yield of 4%-6%p.a. The ability to generate an income 
stream offsets the capital volatility associated with the underlying assets to some 
degree. We note, the Fund may not achieve the distribution yield target. 

 � While fees are high relative to traditional asset classes, we view the performance fee 
hurdle of Bitcoin (AUD) to be a positive and compares favourably to the Fund’s peers who 
have absolute return hurdles for their performance fees. Further to this, performance 
fees are only paid during periods of positive performance.    

 � The investment team have complementary skills across technology and funds 
management and the team is supported by a team of advisors who also have a range of 
experience across funds management and technology.

Weaknesses        

 � The Fund has a short track record with the Fund only established in August 2021 and 
this is the first fund issued by the Manager. As such, investors are exposed to the risks 
associated with a new and first time investment strategy for the Manager.

 � Liquidity is provided on a monthly basis, however liquidity is limited to no more 25% of 
the NAV for a single investor in any given redemption period.  

 � The underlying investments are prone to extreme volatility when compared to traditional 
asset classes. We note that with the extreme levels of risk comes the potential to 
generate heightened returns.    

Opportunities
 � There are limited professionally managed cryptocurrency investment offerings available 

to domestic investors and a number of existing investment offerings provide exposure 
to a sole asset/cryptocurrency. The Fund provides investors the opportunity to gain 
exposure to a portfolio of crypto assets providing an alternative risk/return profile to a 
number of funds which provide exposure to a single asset.       

 � The Fund provides an opportunity for investors who are seeking access to crypto assets 
yet don’t know where to start or have concerns with direct holding and self custody.  

Threats
 � Key person risk is high with the Manager having a small team of just the two co-

founders. Given both team members provide complimentary skills for the management 
of the portfolio, in the event something was to happen to a member of the investment 
team or if a team member was to leave, this will likely adversely impact the performance 
of the fund from both an operational and return standpoint.         

 � A key positive of the custody arrangement with Coinbase is they offer a level of 
insurance on the assets. There have been no hacking incidents that have resulted in a 
loss of assets at Coinbase to date, however there is the potential for the Fund to be 
underinsured in the event of a loss of assets.  

 � There is currently limited regulation in the cryptocurrency market with a number of 
governments potentially seeking to introduce new regulations for the market and its 
operators. While we view this as a positive as it will seek to provide additional layers of 
protection for investors, the impact of new regulations on the market are unknown.

 � The portfolio is highly concentrated to the top 5 holdings. As such, the performance of 
the Fund will be driven by the performance of the top holdings. 

 � The FX exposure will be unhedged and as such movements in the relevant currencies 
compared to the Australian dollar will impact the NAV of the Fund.
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FUND OVERVIEW
The MTC Digital Asset Fund (the “Fund”) provides exposure to a portfolio of crypto assets 
with the Manager seeking to invest in the best of class crypto assets that it believes will 
form the basis of the ecosystem in the next 5-10 years. The Fund invests across three types 
of crypto assets: (1) Currency/Stablecoins; (2) Layer 1 assets; and (3) Layer 2 assets, as 
detailed in the below chart. For a high level overview of cryptocurrency and its key concepts, 
see Appendix A.   

1) Currency - refers to Bitcoin (BTC) and Stablecoins. The Manager has categorised BTC as 
Currency as the Manager considers this to be a less risky asset given it is the largest and one 
of the most traded coins on the market. Stablecoins are coins in which the value is pegged 
to another currency, typically the US dollar (USD). Stablecoins aim to provide an alternative 
to the highly volatile cryptocurrencies. There are three types of Stablecoins based on the 
mechanism used to stabilise their value: 

 � Fiat-collateralised Stablecoins: maintain a reserve of a fiat currency or currencies, such 
as USD, as collateral to assure the coins value. Other forms of collateral can include 
precious metals and commodities. Such reserves are maintained by independent 
custodians and are regularly audited. The Fund only invests in fiat-backed Stablecoins.  

 � Crypto-collateralised Stablecoins: backed by other cryptocurrencies. The reserve 
cryptocurrency may also be prone to volatility. These coins are often over-collateralised to 
insure against volatility in the reserve cryptocurrency. 

 � Algorithmic Stable Coins: these coins may or may not hold reserve assets. The coins 
seeks to keep the value stable by controlling its supply through an algorithm.   

While Stablecoins are intended to alleviate the extreme volatility in cryptocurrencies there 
have been a number of issues with Stablecoins with a number of the coins collapsing. The 
most recent collapse was Terra which was an algorithmic Stablecoin and the largest of its 
class. It is important for investors in Stablecoins to understand the mechanics of individual 
coins and the backing of the coins to fully appreciate the risks involved.       

2) Layer 1 - Layer 1 assets are blockchain networks that can validate and finalise transactions 
without the need for another network. All Layer 1 networks have a native token that provides 
access to the network’s resources. Layer 1 cryptocurrencies include Bitcoin, Ethereum, 
Solana, Polkadot and Avalanche. Layer 1 assets typically allow for staking, an explanation of 
which is provided below.   

3) Layer 2 - Layer 2 refers to a secondary framework or application that is built on top of 
a Layer 1 network. The main goal of a Layer 2 application is to solve the transaction speed 
and scaling difficulties that are being faced by the major Layer 1 networks. Layer 2 assets 
are considered higher risk given they are an emerging asset class and they do not have the 
benefits of being native to the underlying blockchain technology. Layer 2 applications include 
Metaverse and gaming tokens, Web 3 coins/tokens and Decentralised and Centralised 
Finance coins/tokens.   

Crypto Asset Type Exposure

Stab le coin  (USD) + Bit coin  (BTC)

Layer 1 
Blockchain  In frast ructu re

+ Staking  yield

Layer 2
Applicat ions

Currency

Grow th  + 
Incom e

High 
Grow th

The Fund is managed by Merkle Tree Capital Pty Ltd (“MTC” or the “Manager”), a specialist 
cryptocurrency investment manager established in June 2021 by the two Directors, Dean 
Serroni and Ryan McMillin.
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The Fund will seek to hold 15-25 assets with a maximum weighting of 10% to Stablecoins 
and a maximum of 25% to BTC. Although during periods of market volatility, the maximum 
exposure to BTC can expand to 50%. While the portfolio will have 15-25 positions we note 
that the portfolio is concentrated to the top 5 holdings. 

The Manager will focus on the top 100 coins/tokens, with the portfolio having a maximum 
allocation of 5% to coins/tokens outside of the top 100 by market cap. This is to reduce the 
already high levels of risk in the portfolio.    

The Fund has a target distribution of 4%-6%p.a, with distributions to be paid annually, within 
60 days of the end of the financial year. Distribution income is expected to be generated 
through staking activity. 

What is Staking? Staking is the process through which a blockchain network investor 
‘stakes’ or locks their cryptocurrency assets on a network as part of the consensus 
mechanism, thus ensuring the security and functionality of the chain. Staked assets are 
usually held in a validator node or crypto wallet, and in order to encourage staking most 
projects reward the holders of staked tokens with financial returns. which are typically paid 
out on a regular basis. Staking is a core feature of Proof-of-Stake (PoS) blockchain protocols 
and each blockchain project which incorporates a staking feature has its own policies for 
staking requirements and withdrawal restrictions. You can think of staking as interest earned 
for taking the assets off the exchange for trade. The platforms provide staking as a way to 
secure the network, with staking providing a level of stability by reducing the amount of 
coins/tokens that are available for trade on any given day. As at 30 April 2022, the Fund had 
36% of its assets staked with a lock-in period of 30 to 90 days. The staked cryptocurrency 
can be redeemed prior to the maturity of the lock-in period, however investors forego the 
full interest rate if redeemed prior to maturity. The Manager seeks to stake as much of the 
portfolio as it can at any given time. Staking provides the Fund the ability to offset the capital 
volatility of the assets to some degree through income generation.   

Application and redemption requests will be processed on a monthly basis. A redemption 
request must be received by the Trustee no later than 5pm (Sydney time), three days before 
the last business day of the month. Requests received will be processed in the following 
month and generally be paid within 7 business days of the end of the month. There is 
a minimum redemption request amount of $50,000. Unitholders are required to have a 
minimum balance of $50,000. If a redemption request will result in a unitholder having less 
than the minimum balance, the Trustee may treat the redemption request as applicable to 
all units held by the unitholder. Redemptions will be capped at 25% of the NAV for a single 
investor (or otherwise determined by the Trustee) in a Redemption Period. In the event the 
Trustee receives a redemption requests in excess of 25% for a single unitholder, the Trustee 
reserves the right to defer redemptions on a pro-rata basis. The Trustee may at any time 
suspend the redemption of units in the Fund or refuse to meet a redemption request.

The Manager will be paid a management fee of 2%p.a. (plus GST) of the NAV of the Fund, 
calculated and payable on the last business day of each calendar month, or as determined 
by the Trustee. The Manager is also eligible for a performance fee equal to 20% of the 
outperformance of the S&P Bitcoin Index (Benchmark), subject to a High Water Mark. In 
addition to the High Water Mark the Manager is only eligible for a performance fee where 
absolute performance for the period is positive. The performance fee is calculated and 
payable on the last business day of each financial year.        

Custody of Assets

There is limited regulation of crypto exchanges at present and as such the custodian of 
assets is of particular importance in the crypto market. There are currently hundreds of 
crypto exchanges, the number of which varies depending on the source. There have been a 
number of crypto exchanges that have failed in recent times, resulting in the loss of crypto 
assets and it is unlikely that these will be able to be recouped. Further to this, security is of 
upmost importance given the potential for hackers to steal assets and the difficulty in tracing 
the thieves. One of the most recent crypto exchanges that failed was Melbourne based 
MyCryptoWallet. 

The Manager has sought to reduce custody risk as much as possible through the use 
of Coinbase as the main asset custodian. Coinbase is one of the largest cryptocurrency 
exchanges in the world and is listed on the NASDAQ. Coinbase offers a custodian service, 
where all digital assets are segregated and held in trust for clients. Coinbase Custody Inc. 
operates as a standalone, independently capitalised business to Coinbase Inc. The custody 
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business has been operating since 2018 and has never lost customer funds. There is no 
guarantee that it will not be hacked in the future. To add a layer of protection, Coinbase offers 
insurance against its assets in custody with the company currently having an insurance 
coverage limit of US$320m per incident. We note that the insurance amount is across all 
clients affected by an incident and it is our understanding that if the incident resulted in a loss 
of greater the US$320m, the insurance would be provided on a pro rata basis.

Not all of the Fund’s assets are with Coinbase as Coinbase does not provide access to 
all digital coins/tokens. As such, some of the assets are held on the FTX and Binance 
exchanges, which are the two other largest exchanges in the world. The Manager and Trustee 
will seek to move the assets of the Fund where possible to Coinbase as it is considered to 
have the most secure exchange.      

INVESTMENT MANAGER
Merkle Tree Capital Pty Ltd (MTC) is the Manager of the portfolio. MTC is a recently 
established asset manager with the Manager established in June 2021. MTC is a specialist 
cryptocurrency investment manager, that was co-founded by the two Directors, Dean Serroni 
and Ryan McMillin.

The two Directors make up the Investment Committee with consensus required before an 
investment is acquired or exited. The Directors bring complementary experience with Dean 
having significant experience in the technology sector and able provide a deep understanding 
of the underlying blockchain technology and Ryan provides funds management experience. 
We do note that this is the first crypto fund that the two Directors have managed.

The investment team is supported by a team of advisors who as a group have a range of 
experience across funds management, technology and crypto investing.   

Investment Team

Name Position Experience 

Ryan 
McMillin

Director Ryan has 20 years of experience in asset management in both Australia and 
the U.K. Ryan is a specialist in product development, strategy, and governance, 
implementing leading product solutions at BlackRock, GAM, Coutts & Co., Sarasin 
& Partners and AMP Capital. Ryan has designed and successfully launched over 
100 funds in 10 jurisdictions which have raised billions and won multiple awards. 
Ryan is also a qualified accountant with experience in fund operations, risk and 
compliance.

Dean Serroni Director Dean is a technology leader with over 20 years of experience in technology 
transformations, consulting leadership and entrepreneurship. Dean spent the 
first part of his career delivering technology implementations, primarily in the 
financial services sector, before taking on leadership roles at a range of consulting 
firms. While building, and successfully exiting, a tech startup across the past 
decade, Dean became exposed to the cryptocurrency ecosystem and developed 
his skills as both an investor and industry contributor. Through his involvement 
in cryptocurrency Dean established a passion for this nascent space and felt 
compelled to become more deeply involved.

Investment Advisors

Gabriel Cary Investment Partner Gabriel is CEO and Dounder of Cadre Capital Partners Pty Ltd. Cadre Capital 
Partners is a private advisory service assisting high net wealth and sophisticated 
investors that was founded in 2009. Prior to founding Cadre Capital Partners, 
Gabriel had several roles including Sales Director at Instreet Investment Limited, 
State Manager and Distribution Manager at Macquarie and Distribution Manager 
at Rural Funds Management.  

Peter 
Cameron

Board Advisor Peter Cameron joined MTC as a Board Advisor in October 2021. Peter is a Venture 
Partner at Giant Leap - Fund 1, which is Australia’s first venture capital fund 100% 
dedicated to investing in impact businesses. Peter is also the CEO of Avalanche 
Technology Group, a group of companies that has developed, published and/or 
distributed a range of innovative technology solutions. Up until January 2022, 
Peter was a Non-Executive Director of Yellowfin International Pty Ltd, which 
creates business intelligence and analytics software company. Peter was also 
previously the Chair of Startup Victoria.  

Andrew Nicol Investment Partner Andrew has 15 years’ experience in the property sector. Andrew is currently a 
Senior Manager of Investments at ARA Australia an is responsible for ARA’s 
property acquisitions strategy and transaction delivery, new fund’s establishment, 
funds management and overseeing investment and asset management roles. 
Prior to joining ARA, Andrew worked as a Fund Manager at Arena Investment 
Management where he was responsible for the Arena Office Fund, Arena Property 
Fund and Chevron Renaissance Shopping Centre. Andrew has also held roles at 
Australian Unity and Knight Frank in London. 
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INVESTMENT PROCESS

Investment Philosophy

The Manager seeks to provide investors exposure to the digital revolution which they believe 
has just begun. Cryptocurrency is an emerging asset class that has grown to in excess of $2 
trillion since Bitcoin was founded in 2009.          

The Manager believes that information inefficiencies present strong alpha opportunities and 
that a diversified portfolio will provide for superior risk-adjusted returns.   

Investment Process

The Manager’s investment process can be broken down into five key stages, as detailed in 
the below graphic. We take a detailed look at each of the stages below.  

Investment Process

1) Idea Generation

The Manager uses a number of tools and resources to conduct its research, including 
Messari, Coinbase, Arcane Research, Delphi Digital, Bloomberg and social media. The 
Manager uses these tools to filter the investment universe, removing illiquid and micro-cap 
cryptocurrencies, meme coins, Stablecoins and undesirable sectors. The Manager focuses on 
proven coins and tokens whose scalability and security have been proven.       

The Investment Committee, which comprises the two MTC Directors, meet weekly to 
discuss the portfolio and new investment ideas.

2) Asset Selection

Additional research is undertaken on the investment ideas that pass the screening process. A 
research report is completed for each investment idea, which is presented to the Investment 
Committee.   

The research report includes the following:

 � Use Case - to what extent the coin/token is used and can disrupt an existing crypto asset 
and if there is a case for disruption, the barriers to the disruption or penetration of the 
coin/token.  

 � Adoption Rates - the level of takeup of a coin or token. The adoption rate is an important 
input into the Manager’s investment decision. 

 � Developer Activity - the level of developer activity can be a significant signal as to the 
potential success of a cryptocurrency. Given crypto projects are open source, the level of 
developer activity can be accessed publicly.   

 � Tokenomics - tokenomics refers to the economics of crypto assets. The structure of a 
cryptocurrency’s economy determines the incentives that encourage investors to buy 
and hold a specific coin or token. Before a cryptocurrency is released, its tokenomics 
are often outlined in a white paper that explains what the cryptocurrency will do as well 
as ho the underlying technology works. A project that has well designed incentives to 
buy and hold tokens for the long-term is more likely to outlast a project that hasn’t built 
an ecosystem around its token. For more information regarding the core features of 
Tokenomics see Appendix B.  

 � Early Investors - the investors or backers of a platform are a key consideration for the 
Manager. Confidence is increased when large players with deep pockets are backing the 
projects/platforms.

 � Competitor Analysis - there are over 10,000 coins/tokens on the market and as such 
there is significant competition. The Manager will seek to understand the drivers of the 
market and invest in the market leading assets. 
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3) Portfolio Construction

The Fund will comprise 15-25 positions in a portfolio of crypto assets. The Manager will have 
a bias towards proven protocols and the top 100 coins/tokens by market capitalisation with at 
least 90% of the portfolio invested in coins/tokens that have a market capitalisation greater 
than $1b.

The portfolio will be long only with the use of shorting and derivatives not permitted. No 
gearing will be permitted in the Fund.

The below tables the target asset allocation of the portfolio. The portfolio will be focused 
on coins that provide exposure to blockchain infrastructure with 40%-70% of the portfolio 
invested in those assets. Blockchain infrastructure is considered a lower risk asset and 
provides the ability to generate income as well as capital growth. For further information on 
the sectors tabled below, see Appendix A.

Target Asset Allocation

Sector Target Allocation Range

Currency 15% 5%-25%

Blockchain Infrastructure 55% 40%-70%

Metaverse/Gaming/NFT* 10% 0%-20%

Web 3 10% 0%-20%

DeFi/CeFi 10% 0%-20%

*NFT = Non-fungible tokens.

Risk Management 

The Fund will seek to maintain a diversified portfolio with 15-25 positions. In addition to 
diversification, to manage risk the Fund has some investment limitations. These include:

 � Maximum gross exposure of 100% with the Manager seeking to be fully invested across 
most market conditions. 

 � Up to 10% of the portfolio can be allocated to Stablecoins.

 � Maximum exposure of 5% of the portfolio to tokens outside the top 100.

 � For single positions:

 –  Maximum weighting of 25% to a single currency. In extreme market conditions the 
single currency allocation can increase to 50%;

 – Maximum 20% weighting to Smart Contract Platform; and 

 – Maximum 10% weighting to Layer 2 assets. This may increase in future in the event 
new Layer 2 sectors are added as blockchain are developed and become investable.  

In addition to the above, the Manager will seek to ensure there is sufficient liquidity in the 
underlying assets with a minimum daily traded liquidity above $50m per day for 90% of the 
assets.

4) Monitor & Review

The Investment Committee holds weekly meetings in which it monitors performance and the 
investment thesis and whether the position should be maintained. The Manager has a long-
term investment horizon, however the dynamics of crypto assets can change quickly and the 
Manager may seek to enter or exit a position as a result. 

PORTFOLIO
The portfolio is predominantly allocated to Smart Contract Platforms with 55% of the 
portfolio allocated to this sector as at 30 April 2022. This sector is considered lower risk than 
the Layer 2 sectors, being Meta/Gaming/NFT, Web 3 and Defi/Cefi. Further to this, the Smart 
Contract Platforms allow the Fund to earn an income through staking. Given Bitcoin is the 
inaugural and largest cryptocurrency on the market, we would expect the Fund to retain a 
position at the upper-end of the target allocation of 25%. We note the weighting will vary 
based on the prices of investments at any given time, which have historically been highly 
volatile.  
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Sector Weighting (as at 30 April 2022)

Sector Portfolio Allocation Target Allocation

Currency 25% 5-25%

Blockchain Infrastructure/Smart Contract Platform 55% 30-60%

Meta/Gaming/NFT 4% 0-20%

Web 3 7% 0-20%

Defi/Cefi 8% 0-20%

The Fund will seek to provide exposure to a diversified portfolio of crypto coins and tokens 
with the portfolio comprising 18 coins and tokens at 30 April 2022. This is in line with the 
target number of holdings of 15-25. While the portfolio seeks to be diversified, the portfolio 
is concentrated to the top five holdings, which accounted for 75.9% of the portfolio as at 30 
April 2022. As such, the portfolio performance will be highly influenced by the performance 
of the top holdings of the portfolio. To provide some additional information, we have provided 
the Manager’s investment case for its holdings in Bitcoin and Solana in Appendix C below.       

Top 5 Holdings (as at 30 April 2022)

Cryptocurrency Weighting Sector

Bitcoin 25.4% Currency

Ethereum 19.5% Smart Contract Platform

Solana 15.0% Smart Contract Platform

Avalanche 10.5% Smart Contract Platform

Polkadot 5.5% Smart Contract Platform

75.9%

The Manager has a long-term investment horizon and as such there is expected to be a 
low level of portfolio turnover. However, the Manager will exit positions in the event the 
investment thesis changes or the coin or token does not grow in the line with expectations. 
To 30 April 2022, the Manager had exited four investments.  

As at 30 April 2022, ~35%  of the portfolio was locked-up in staking positions with the lock-
up periods ranging from 30 days to 90 days. The percentage of the portfolio “staked” is 
expected to increase in the near-term as the Manager gains the ability to stake ETH, which 
they have been unable to do on Coinbase up until now. This will see ~51% of the portfolio 
staked. The interest on staked holdings ranges from 1%-17.5%p.a. There is typically a limited 
number of coins that can be staked at any given time and the interest rate will vary based 
on the platform and their desire to incentivise coin holders to lock-up their holdings and the 
period of time the coins are locked-up for. While the coins are locked-up for a short period, 
coin holders can unlock the position if required. Depending on the coin, this can take up to 28 
days.     

PERFORMANCE ANALYTICS
The below provides an analysis of the performance of the Fund to 30 April 2022. The Fund 
has a limited track record with the Fund being established in August 2021.          

The Fund commenced trading on 18 August 2021 and had a strong start, however, the 
NAV has been on the decline since 31 October 2021, with the NAV declining 33.0% since 
inception to 30 April 2022. Given the decline in cryptocurrencies in May, we anticipate that 
the NAV has fallen further since April-end.  

As is highlighted by the monthly NAV per unit change below, the Fund is volatile with the 
NAV per unit moving in excess of +/-15% in four of the nine months since inception.      
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Performance (Inception to 30 April 2022)
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The below chart shows the growth of a $50,000 investment (minimum investment amount) 
in the Fund, compared to the benchmark, Bitcoin (AUD) and the S&P Cryptocurrency Broad 
Digital Market Index (AUD) (“S&P Crypto BDM Index”). The S&P Crypto BDM Index was 
launched in 2021 and provides a performance snapshot of the broader digital asset market. 
The index includes cryptocurrencies that are recognised on digital exchanges that meet the 
minimum liquidity requirements and market cap criteria. At the launch of the index there 
were 240 coins represented. As such, we view the S&P Crypto BDM Index to be an indicator 
of the broader cryptocurrency market.  

In the early months, the Fund outperformed both the benchmark and the S&P Crypto BDM 
Index, however has experienced a stepper decline in CY’2022 to 30 April 2022 which has 
resulted in the Fund underperforming since inception to 30 April 2022. 

Growth of $50,000 in Fund vs. Benchmark & S&P Cryptocurrency Broad Digital Market Index, AUD
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Source: S&P Capital/Iress//IIR

Performance of MTC DAF vs. Benchmark & S&P Cryptocurrency Broad Digital Market Index, AUD              
(as at 30 April 2022)

MTC DAF Bitcoin, AUD S&P Crypto BDM Index, AUD

1 month -24.27% -12.20% -12.88%

3 month -16.98% -2.16% -2.2%

6 Month -48.34% -34.75% -35.73%

Since Inception -24.66% -14.23% -16.16%

Source: Merkle Tree Capital/S&P Capital/IIR

Given the limited track record of the Fund, we provide the longer-term performance the S&P 
Crypto BDM Index to provide a more complete picture of the risk/return profile of the broader 
cryptocurrency market. The S&P Crypto BDM Index has a start date of 28 February 2017. As 
is detailed below, the cryptocurrency market has experienced high levels of volatility. Given 
the continued emergence of the asset class we expect the market to continue to be highly 
volatile. This is a key reason for the long-term investment view of the Manager. While the 
short-term performance of the market has been poor, over the longer-term the market has 
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delivered strong absolute returns with a return of 93.3%p.a since inception to 30 April 2022. 
We note that past performance is not a forecast for future performance.  

S&P Cryptocurrency Broad Digital Market Index, AUD
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Performance of S&P Cryptocurrency Broad Digital Market Index, AUD                   
(as at 30 April 2022)

Return Standard Deviation

1 year -25.1% 70.7%

3 year (p.a.) 88.2% 70.3%

Since Inception (p.a.) 93.3% 77.6%

Source: S&P Capital/IIR

We also provide the longer-term performance of the top 3 holdings in the portfolio, Bitcoin 
(BTC), Ethereum (ETH) and Solana (SOL). BTC and ETH are the two largest coins in the 
market and have the longest rack records. As is highlighted by SOL, a number of digital 
currencies are relatively new and therefore have limited track records. 

Top 3 Position Inception Dates

Inception Date Digital Currency Code

January 2009 Bitcoin BTC

July 2015 Ethereum ETH

March 2020 Solana SOL

Bitcoin (BTC) was the first digital currency released to market with an inception date of 
3 January 2009. BTC is the largest digital currency on the market with a market cap of 
USD$563.97b at 15 May 2022. The price of BTC has declined over the 12-months to 15 May 
2022, however since 17 September 2014, BTC has increased 49.7%p.a. to 15 May 2022. As 
is highlighted below, a feature of cryptocurrencies is heightened levels of volatility.   

Bitcoin (AUD) - 17 September 2014 to 15 May 2022
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Total Return:

1 year -25.07%

3 year (p.a.) 35.96%

5 year (p.a.) 50.38%

Since 17 September 2014 (p.a.) 49.73%

Standard Deviation:

1 year 58.75%

3 year (p.a.) 63.38%

5 year (p.a.) 66.98%

Since 17 September 2014 (p.a.) 62.69%

Source: CoinMarketCap/IIR
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Ethereum (ETH) is the second largest digital currency on the market with a market cap of in 
excess of USD$245b. ETH has experienced a greater decline over the 12-months to 15 May 
2022 than BTC, declining 34%. Since inception ETH has returned 37.2%p.a. to 15 May 2022.     

Ethereum (AUD) to 15 May 2022
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Total Return:

1 year -33.99%

3 year (p.a.) 64.26%

Since Inception (p.a.) 37.21%

Standard Deviation:

1 year 78.54%

3 year (p.a.) 81.42%

Since Inception (p.a.) 83.50%

Source: CoinMarketCap/IIR

Solana (SOL) is significantly smaller than BTC and ETH with respect to market cap with a 
market cap of USD$19.0b at 15 May 2022, however is in the top 10 coins on the market. 
SOL has seen a significant decline in value in CY2022, however remains up 51.4% for the 
12-months to 15 May 2022. 

Solana (AUD) to 15 May 2022
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Total Return:

1 year 51.44%

3 year (p.a.) na

Since Inception (p.a.) 277.71%

Standard Deviation:

1 year 121.12%

3 year (p.a.) na

Since Inception (p.a.) 130.94%

Source: CoinMarketCap/IIR

When compared to equities markets, the broader crypto market has delivered extremely high 
returns over the five years to 30 April 2022, with extreme levels of volatility, as highlighted in 
the below table. On a risk/return basis, the returns per unit of risk over the five year period 
were actually below the MSCI World Index, AUD. The crypto market returns have had a 
low correlation to broader equity markets, suggesting that crypto could provide a level of 
diversification to an investors broader portfolio.         

S&P Cryptocurrency Broad Digital Market Index, AUD vs. Broader Equity Markets  (as at 30 April 2022)

S&P Crytpo BDM Index MSCI World Index, Net, 
AUD

ASX All Ords Acc. Index

Total Returns:

1 year -25.1% 4.9% 10.2%

2 year (p.a.) 121.1% 13.7% 21.5%

3 year (p.a.) 94.2% 10.1% 10.2%

5 year (p.a.) 91.7% 11.3% 9.5%

Standard Deviation:

1 year 69.4% 11.3% 11.1%

2 year (p.a.) 70.8% 10.5% 11.3%

3 year (p.a.) 77.7% 12.0% 18.0%

5 year (p.a.) 105.9% 11.1% 14.8%

Return per unit of risk:

1 year  (0.36)  0.43  0.92 

2 year (p.a.)  1.71  1.30  1.91 

3 year (p.a.)  1.21  0.83  0.57 

5 year (p.a.)  0.87  1.02  0.64 

Correlation:

5 year na 0.24 0.28

Source: S&P Capital/Iress/IIR
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PEER COMPARISON
There are currently limited professionally managed investment offerings of crypto assets in 
the Australian market, however this is a growing space and we expect more funds will be 
issued in the short-and-medium term, both listed and unlisted.

In the unlisted space there are four other crypto specialist asset managers that provide 
funds with exposure to crypto assets for wholesale investors in Australia: (1) DigitalX Asset 
Management Pty Ltd (DigitalX); and (2) Apollo Capital Management Pty Ltd (Apollo Capital); 
(3) Digital Asset Capital Management Inc.; and (4) Monochrome Asset Management. 
Monochrome Asset Management has a single fund that provides passive exposure to 
Bitcoin. DigitalX also have a Bitcoin specific fund as well as a diversified crypto asset fund. 
Apollo Capital and Digital Asset Capital Management provide funds with exposure to a 
portfolio of crypto assets.    

In the listed space, there are currently five ETFs available on domestic exchanges: (1) 
BetaShares Crypto Innovators ETF (ASX: CRYP); and (2) Cosmos Global Digital Miners 
Access ETF (CXA: DIGA); (3) ETFS 21Shares Bitcoin ETF (CXA: EBTC); (4) ETFS 21Shares 
Ethereum ETF (CXA: EETH); and (5) Cosmos Purpose Bitcoin Access ETF (CXA: CBTC). CRYP 
and DIGA provide exposure to a portfolio of listed companies that are active in the crypto 
asset space. The remaining three ETFs provide exposure to a single cryptocurrency.           

Below we focus on the unlisted funds available for wholesale investors. As discussed above, 
the most relevant comparative funds for the MTC Digital Asset Fund are the diversified 
funds, of which there are three. We note the DACM Global Digital Asset Fund is a feeder 
fund that invests in the BVI Master Fund, a fund incorporated in the British Virgin Islands that 
invests in a portfolio of digital assets.  

The fees of the funds are similar. The key differentiating factor for the MTC Digital Asset Fund 
is the performance fee has a hurdle of Bitcoin (AUD), while the other funds are all eligible for 
performance fees for performance in excess of the previous high NAV (High Water Mark). 
We view the performance fee structure for MTC Digital Asset Fund to be the preferred fee 
structure from an investor perspective.      

Crypto Asset Funds Available to Australian Wholesale Investors

Fund Manager Inception 
Date

Management 
Fee (p.a.)

Performance 
Fee

Performance 
Fee Hurdle

DigtialX Digital 
Asset Fund DigitalX Ltd 30 April 

2018 1.5% 15% High Water 
Mark

DACM Global 
Digital Asset Fund

DACM Australia 
Pty Ltd

1 December 
2021 2.0% 20% High Water 

Mark

Apollo Capital Fund Apollo Capital 
Management

1 February 
2018 2.0% 20% High Water 

Mark

MTC Digital Asset 
Fund

Merkle Tree 
Capital

18 August 
2021 2.0% 20% Bitcoin, AUD

The funds each have a different investment thesis and invest in different crypto assets, 
however all funds have core positions in blockchain infrastructure or Layer 1 investments 
coupled with exposure to Layer 2 assets. 

The below table compares the top 5 holdings of the MTC Digital Asset Fund with the 
DigitalX Digital Asset Fund and the DACM Global Digital Asset Fund using the latest available 
information provided by the funds. DACM Global Digital Asset Fund has a higher exposure to 
Layer 2 coins/tokens in its top 5 holdings compared to the other two funds. The MTC Digital 
Asset Fund and the DigitalX Digital Asset Fund’s portfolios are heavily weighted to Layer 1 
assets.    

Top 5 Holdings

MTC Digital Asset Fund         
(as at 30 April 2022)

DigitalX Digital Asset Fund                
(as at 15 May 2021)

DACM Global Digital Asset 
Fund (as at March 2022)

Bitcoin 25.4% Bitcoin 33% Cosmos Not Provided

Ethereum 19.5% Ethereum 22% Ethereum Not Provided

Solana 15.0% Cardano 11% Synapse Not Provided

Avalanche 10.5% Binance 9% Terra Not Provided

Polkadot 5.5% Polkadot 8% The Graph Not Provided

Total 75.9% 83% 67%

Source: Fund websites
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The Apollo Capital Fund doesn’t provide its top five holdings, however provides a breakdown 
of its sector exposure. We provide a comparison of the sector exposure of the Apollo 
Capital Fund with the MTC Digital Asset Fund below. The Apollo Capital Fund has a much 
higher exposure to Layer 2 assets than the MTC Digital Asset Fund, which are considered 
riskier investments. The Apollo Capital Fund also provides exposure to market neutral crypto 
strategies through an investment in the Apollo Capital Opportunities Fund, which is designed 
to capture trading opportunities while limiting price risk. The Apollo Capital Fund has a much 
more opportunistic based strategy than MTC Digital Asset Fund which is a long-term investor.  

Sector Weighting Comparison

Sector MTC Digital Asset 
Fund1 Apollo Capital Fund2

Currency/Store of Value 25% 14.1%

Blockchain Infrastructure/Smart Contract Platform 55% 43.1%

Meta/Gaming/NFT 4% 4.6%

Web 3 7% na

Defi/Cefi 8% 22.8%

Market Neutral Strategies na 12.6%

Source: Fund websites/Merkle Tree Capital
1. As at 30 April 2022
2. As at 31 March 2022

Crypto assets are an emerging asset class and as such all funds in the peer group have a 
limited track record. The Apollo Capital Fund has the longest track record with an inception 
date of 1 February 2018. 

Total Returns of Peer Group (as at 30 April 2022)

1 month 3 month 6 month 1 year 3 year

DigtialX Digital Asset 
Fund -12.6% 3.0% -33.3% -56.9% 39.1%

DACM Global Digital 
Asset Fund -16.1% -9.3% na na na

Apollo Capital Fund -16.0% 0.4% -26.9% -7.3% 111.7%

MTC Digital Asset Fund -24.3% -17.0% -48.3% na na

Source: Morningstar

APPENDIX A - WHAT IS CRYPTO?
Below we seek to provide a high level overview of cryptocurrency and the key concepts, as 
well as provide some further detail regarding the sectors that the MTC Digital Asset Fund will 
be investing in, as detailed in the Portfolio section in the above report.

Cryptocurrency (Crypto) is a broad based term that refers to digital tokens or digital 
currencies. Crypto is typically decentralised and operates on a peer-to-peer basis, meaning 
crypto holders can transfer value online without the need for an intermediary such as a bank 
or payment processor. A transfer of crypto can be made directly from one person to another. 

The decentralised nature of crypto is one of the key features of crypto and one of the 
key reasons many people get excited about crypto. Cryptocurrencies are managed 
by peer-to-peer networks of computers, running free, open-source software, in which 
anyone can participate. The peer-to-peer network technology infrastructure that allows for 
cryptocurrencies to be transferred/exchanged is know as Blockchain. Blockchain acts as the 
ledger to keep track of and verify cryptocurrency transactions. All blockchains have a native 
coin or token. The native coin for the Bitcoin blockchain is Bitcoin. The native coin for the 
Ethereum blockchain is Ether.
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How a Blockchain Works

Source: PWC

The key concepts underlying crypto include:

 � Transferability – people can make seamless transactions 24/7.

 � Privacy – when paying with crypto you don’t need to provide personal information to the 
merchant.

 � Security – almost all cryptocurrencies are secured using Blockchain technology which is 
constantly checked and verified by a large amount of computing power.

 � Portability – cryptocurrencies aren’t tied to a financial institution or government. They 
are available no matter where you are in the world or what happens to the global finance 
systems major intermediaries.

 � Transparency – every transaction is published publicly meaning there can be no 
manipulation of transactions.

 � Irreversible – crypto payments cannot be reversed, this has benefits for both consumers 
and merchants, however can also be a drawback if someone mistakenly sends crypto to 
the wrong person. 

 � Safety – blockchains seek to be secure with the belief that the open source nature of 
cryptocurrencies provide additional levels of safety.

While the underlying key concepts regarding cryptocurrencies provide for a great deal 
optimism and offer an alternative to the traditional banking system, cryptocurrencies are a 
relatively new way to transact and while the concepts behind them are sound, the reality is 
that some of these concepts are not yet real world experience. 

A key drawback in the industry to date has been a lack of regulation. As a result of inadequate 
legislation, there has been little to no oversight of crypto exchanges. There are hundreds of 
crypto exchanges and while blockchains are considered highly secure, crypto exchanges 
are not and this has resulted in exchanges being hacked and crypto assets lost for ever. The 
security of exchanges in improving, however the level of security differs greatly.

While blockchain technology offers security and privacy, in the event someone loses their 
private key to their crypto wallet, there is no way of retrieving the assets. This could be as 
simple as losing one’s phone, resulting the loss of their crypto assets. 

How are Cryptocurrencies Created?

Cryptocurrencies are typically created through “mining”. Mining is the process by 
which cryptocurrency transactions are verified and new units are created. Each time a 
cryptocurrency transaction takes place, a cryptocurrency miner, who also serves as a 
node on the blockchain on which these transactions are taking place, tries to decrypt the 
block containing the transaction information. Decrypting the block not only authenticates 
the transaction, but also provides the information about who sent how many Bitcoins 
to whom and at what time and date. Once the block has been decrypted and has been 
accepted by most of the nodes on the blockchain as being authentic, the block is added 
to the blockchain. The mining process involves large amounts of computer hardware and 
software. Cryptocurrencies typically have a limited amount of coins available and therefore 
as coins are mined, it becomes more and more difficult to mine coins and the rate of coin 
release slows. The resource intensive nature has seen individuals pool their computing 
power and companies created solely to mine cryptocurrencies with some companies listed 
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on global stock exchanges. The reason miners participate in the market is because of the 
reward mechanisms. In return for their services, the miner is rewarded with new units of the 
cryptocurrency that is being mined. 

What Drives Crypto Value?

Most cryptocurrencies have a limited supply and as a result the value of a cryptocurrency 
is driven by the dynamics of supply and demand. The supply and demand for individual 
cryptocurrencies is primarily driven by the tokenomics of a coin or token. The main rationale 
for investment in cryptocurrency more generally at this stage is the belief that there will 
be wide spread adoption of cryptocurrency as a payment method, which will result in the 
continued increase in demand. There has been an increased level of adoption of some of 
the larger cryptocurrencies, namely Bitcoin, with some merchants allowing for payment 
via Bitcoin or other cryptocurrencies. We have also seen countries such as Venezuela make 
Bitcoin legal tender. 

Types of Crypto Assets

There are varying types or sub-sectors of crypto assets. With regards to cryptocurrencies 
there are Layer 1 and Layer 2 assets. Layer 1 assets refer to the native coins of blockchains 
such as Bitcoin and Ether. Layer 2 assets are coins or tokens that use a blockchain network 
but are not native to the network. Layer 2 refers to a secondary framework or protocol that is 
built on top of an existing blockchain system. The main goal of these protocols is to solve the 
transaction speed and scaling difficulties that are being faced by the major cryptocurrency 
networks. 

Below we provide an explanation of the crypto assets that the MTC Digital Asset Fund 
invests in. Note, that each of the sectors is accessed via a coin or token.

1) Blockchain Infrastructure/Smart Contract Platform: 

As mentioned above, blockchain infrastructure is the peer-to-peer network powering 
cryptocurrencies. Smart Contracts are simply programs stored on a blockchain that run 
when predetermined conditions are met. Blockchain infrastructure is the infrastructure that 
cryptocurrencies are built on and is being used as the basis for Web 3 and other product 
developments.   

2) Metaverse/Gaming/Non-Fungible Token (NFT):

 � The Metaverse is a concept of an online, 3D, virtual space connecting users in all aspects 
of their lives. It would connect multiple platforms, similar to the internet containing 
different websites accessible through a single browser. The Metaverse remains a 
concept today, however is expected to become a reality based on technological 
advancements. The metaverse will be driven by augmented reality, with each user 
controlling a character or avatar. Besides supporting gaming or social media, the 
metaverse will combine economies, digital identity, decentralised governance, and other 
applications. Even today, user creation and ownership of valuable items and currencies 
help develop a single, united metaverse. Blockchain is expected to power this future 
technology. Cryptocurrency is expected to play a big part in the Metaverse with crypto 
expected to be the manner in which users of the Metaverse will transact. 

 � Games have coins or tokens that are required to be used to upgrade, upskill or move 
further in a game. The game will require a specific coin or token therefore the value of 
the coin or token is dependent on the take up of a game. 

 � NFT’s are digital assets that represent real-world objects like art, music, in-game items 
and videos. NFTs are bought and sold online and exist on a blockchain. Instead of buying 
a physical object such as a piece of art, the buyer gets exclusive ownership to a digital 
file. NFTs have been around since 2014 and in 2021, the NFT market was worth $44b. 
The Fund will not likely participate to any meaningful degree in NFT’s.   

3) Web 3:

Web 3 is considered the next “iteration” of the internet. At the most basic level, Web 3 
refers to a decentralised online ecosystem based on the blockchain. Platforms and apps 
built on Web 3 won’t be owned by a central gatekeeper, but rather by users, who will earn 
their ownership stake by helping to develop and maintain those services, similar to how 
cryptocurrencies work. Web 3 is still in its infancy and for supporters they believe Web 3 
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provides the opportunity to take the internet back from the few companies who are viewed 
to control the internet at present. There are also a number of opponents to Web 3, with 
opponents citing the potential for low moderation and the proliferation of harmful content, 
the centralisation of wealth to a small group of investors and individuals, or a loss of privacy 
due to more expansive data collection. In the world of Web 3, cryptocurrencies are expected 
to be widely used. With Web 3 users will need cryptocurrencies and a wallet to transact. This 
differs from Web 2 (the current internet) in which you simply need a browser.     

4) Decentralised Finance (DeFi)/Centralised Finance (CeFi):

Decentralised Finance (DeFi) is an emerging financial technology and refers to the 
decentralisation of financial products and transactions. DeFi uses blockchain technology 
to remove third parties from financial transactions. This compares to Centralised Finance 
(CeFi), which refers to the current financial system in which money is held and transactions 
facilitated by third parties, such as banks. While using the same concepts and underlying 
technology, individual cryptocurrencies are not DeFi, however they will be a part of DeFi. 
Tokens and coins provide exposure to DeFi applications. For example, FTT is the token for the 
FTX ecosystem, which is a cryptocurrency derivatives exchange. FTT will serve as collateral 
for futures positions, getting discounts on trading fees, receiving OTC rebates and more. The 
value of the FTT token is directly proportional to the future expansion and upgrades of the 
FTX platform. 

APPENDIX B - CORE FEATURES OF TOKENOMICS
The below provides detailed information about tokenomics and is sourced from CoinDesk 
(www.coindesk.com).

Tokenomics determines two things about a crypto economy: (1) the incentives that set out 
how the token will be distributed; and (2) the utility of the tokens that influence its demand. 
Supply and demand has a huge impact on price, and projects that get the incentives right can 
surge in value.

The main variables that developers change that affect tokenomics include:

 � Mining and staking – For base layer blockchains, like Ethereum and Bitcoin, mining is 
the core incentive for a decentralised network of computers to validate transactions. 
New coins are given to those who devote their computing power to discovering new 
blocks, filling them with data and adding them to the blockchain. Staking rewards those 
who fulfil a similar role but by locking away a number of coins in a smart contract instead.

 � Yields – Decentralised finance platforms offer high yields to incentivise people to buy 
and stake tokens. Tokens are staked in liquidity pools (pools of cryptocurrencies that 
power things like decentralised exchanges and lending platforms). These yields are paid 
out in the form of new tokens.

 � Token burns – Some blockchains or protocols “burn” tokens (permanently remove them 
from circulation) to reduce the supply of coins in circulation. According to the laws of 
supply and demand, reducing a token’s supply should help to support its price as the 
remaining tokens in circulation become more scarce. In August 2021, Ethereum started 
to burn a portion of tokens sent as transaction fees instead of sending them to miners.

 � Limited vs unlimited supplies – Tokenomics determines a token’s maximum supply. 
Bitcoin’s tokenomics, for instance, dictates that no more than 21 million coins can 
ever be mined, with the last coin expected to enter circulation around the year 2140. 
Ethereum, by contrast, has no maximum limit, although its issuance each year is capped. 
NFT (non-fungible token) projects take scarcity to the extreme; some collections might 
mint only a single NFT for a piece of art.

 � Token allocations and vesting periods – Some crypto projects account for a detailed 
distribution of tokens. Often, a certain number of tokens are reserved for venture 
capitalists or developers, but the catch is that they can sell those tokens only after a 
certain time. That naturally has an effect on the circulating supply of the coin over time. 
Ideally, a project’s team will have implemented a system where tokens are distributed 
in such a way that it reduces the impact to the circulating supply and a token’s price as 
much as possible.
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Governance is an important consideration in tokenomics. Many tokens function as 
“governance tokens”, in which holders are granted voting rights to influence the rules and 
decisions of a project. This reflects the decentralised nature of cryptocurrencies, instead of a 
centralised group of developers deciding what happens, coin/token holders can vote on how 
the platform is run.

APPENDIX C - INVESTMENT CASE FOR BITCOIN & SOLANA
Below we provide MTC’s investment case for Bitcoin and Solana, two of the largest holdings 
in the portfolio. The below has been extracted from the research reports compiled by MTC as 
part of the investment process and as such reflects only the views of MTC.  

Bitcoin (BTC)

The Manager believes there are a number of factors will drive the increased use of Bitcoin 
including:

 � Medium of Exchange - Bitcoin makes an excellent currency on the basis of its durability, 
divisibility, fungibility, portability, can be held in self custody, transferred without the use 
of third parties and counterfeit resistance. However to date its price stability, or rather 
lack of, has negatively impacted this use case. It is a clear evolutionary step in currency 
much better than fiat and the gold backed currencies that preceded fiat and which were 
an improvement on the gold and commodities that preceded that.

 � Store Of Value - Bitcoin can preserve value due to its scarcity, similar to a commodity like 
gold. BTC has a limited supply of 21 million, and a known and decreasing annual supply 
(i.e. not subject to manipulation by a central authority or central bank).

 � Network - Applications can be built on top of the network, much like the internet which 
will add value to the bitcoin network.

 � Banking Product - BTC will likely bank the unbanked, rather than bricks and motor banks 
rolling out to the 1.7 billion people who are unbanked a BTC backed system will be more 
efficiently rolled out to the 1.1 billion of these unbanked who currently own a phone.

 � Global Reserve Currency - the trend of de-dollarisation continues, this represent the 
opportunity for nations that don’t want to conduct trade in USD and might prefer not 
to choose EUR or CNH to use a decentralised alternative. The war in Ukraine has also 
highlighted the need for a censorship resistant, trustless global currency.

With respect to adoption metrics of Bitcoin, the Manager views the Lightening Network (LN) 
as the primary scaling solution for Bitcoin. First introduced in 2015, LN aimed to solve the 
scaling issues by using a Layer-2 payment channel network anchored to the base protocol. 
Midway through 2021, the LN had its debut on the world’s main stage when El Salvador 
announced its adoption of Bitcoin as legal tender and released their state-backed wallet, 
Chivo, built on the LN. Shortly after, Twitter included Lightning into their tipping feature. 
More recently the Central African Republic has also legalised BTC as legal tender, further 
developing nations are expected to join this year.

Following a period without any Bitcoin upgrades since SegWit in 2017, Taproot was activated 
in November 2021. Taproot allowed for signature aggregation which offered increased privacy 
and improved scalability for Lightning transactions, leading to cheaper fees when settling on 
the base layer.

In early 2022, Cash App integrated Lightning-enabled payments and transfers into their 
app. This major milestone helped increase the number of users with access to Lightning 
payments from 10 million in October 2021 to over 80 million in March 2022. Soon after, 
Kraken integrated LN deposits and withdrawals into their services, and within a month, their 
node had become the sixth largest on the LN. 

At the Bitcoin 2022 conference, Strike announced a major partnership with Shopify, NCR 
(the world’s largest point-of-sale supplier), and the payments firm Blackhawk. Strike is an 
application on the LN that separates bitcoin the asset from Bitcoin the network. Their goal 
is to disrupt global transactions and remittances by sending fiat-to-bitcoin-to-fiat payments, 
using the LN as a payment rail. Users could pay in bitcoin without being exposed to price 
volatility, tax liabilities, custodial challenges, and node/channel management. If these 
integrations become a reality, Strike could provide merchants with an experience superior to 
traditional card networks by offering globally instant-settled payments with near-zero fees.
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In conclusion, MTC views BTC as a buy. As the first crypto currency Bitcoin has more data 
than any other project. In addition to its many uses cases it is increasingly being added to 
corporate balance sheets and pension funds. BTC can also be used a currency and derisking 
position in the ecosystem as the most commonly quoted trading pair and the lowest volatility 
digital asset. BTC should form a core position in any diversified portfolio of digital assets. 
Institutional adoption entered the mainstream in 2021 as did nation state adoption. MTC 
expects these trends to continue in 2022.  

Solana (SOL)

Solana is a public base-layer blockchain protocol that optimises for scalability. Its goal 
is to provide a platform that enables developers to create decentralised applications 
(dApps) without needing to design around performance bottlenecks. Solana features a 
new timestamp system called Proof-of-History (PoH) that enables automatically ordered 
transactions. It also uses a Proof of Stake (PoS) consensus algorithm to help secure the 
network. Additional design goals include sub-second settlement times, low transaction costs, 
and support for all LLVM compatible smart contract languages.

SOLs have two primary use cases within the network:

(1) Staking: Users can stake their SOL either directly on the network or delegate their holding 
to an active validator to help secure the network. In return, stakers will receive inflation 
rewards. Solana has not enabled inflation rewards yet, but it intends to unlock inflation in late 
2020 or early 2021.

(2) Transaction Fees: Users can use SOL to pay for fees for sending transactions or running 
smart contracts (interacting with applications).

Developer activity is growing with events in Solana Lab’s Github repository continued to grow 
(34.2%) quarter over quarter. Though in a monthly downtrend, the quarterly number of events 
indicates that the network’s core is collectively stronger than in prior quarters.

Currently, the Layer-1 space is a competitive race between new and legacy protocols to be 
the fastest, cheapest, and most secure network. Each competitor has focused on maximising 
these activities while making a range of trade-offs regarding centralisation. The ideal 
blockchain would be fast, secure, widely used, and adequately decentralised. 

Technical advancements, core developer activity (Solana is leading its peer group), and 
ecosystem growth strategies may separate one L1 from another in terms of network usage 
and financial performance. 

Even though the network recorded new highs across several aspects, the ecosystem 
experienced an exploit of the Wormhole bridge in February and further instances of degraded 
network performance throughout the quarter. The core platform upgrades are expected to 
continue as mitigation strategies have been outlined. Once Solana is fully released, these 
network performance concerns should be addressed to a is fully released, these network 
performance concerns should be addressed to a great extent.

Ultimately, despite intermittent network congestion, the ecosystem continued to execute 
on growth strategies and showed signs of further adoption heading into Q2. The Solana 
ecosystem will likely proceed with its efforts to drive growth. With developments ranging 
from Solana Pay and OpenSea to the Neon EVM, expansion into various sectors and a fully 
Ethereum-compatible environment appear to be on the horizon for Solana.
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APPENDIX D – RATINGS PROCESS 

INDEPENDENT INVESTMENT RESEARCH PTY LTD “IIR” RATING SYSTEM. 

IIR has developed a framework for rating investment product offerings in Australia. Our 
review process gives consideration to a broad number of qualitative and quantitative factors. 
Essentially, the evaluation process includes the following key factors: product management 
and underlying portfolio construction; investment management, product structure, risk 
management, experience and performance; fees, risks and likely outcomes.
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This is the highest rating provided by IIR, indicating this is a best 
of breed product that has exceeded the requirements of our review 
process across a number of key evaluation parameters and achieved 
exceptionally high scores in a number of categories. The product 
provides a highly attractive risk/return trade-off. The Fund is likely 
effectively to apply industry best practice to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors.
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This rating indicates that IIR believes this is a superior grade product 
that has exceeded the requirements of our review process across a 
number of key evaluation parameters and achieved high scores in a 
number of categories. In addition, the product rates highly on one or 
two attributes in our key criteria. It has an above-average risk/return 
trade-off and should be able consistently to generate above average 
risk-adjusted returns in line with stated investment objectives. The 
Fund should be in a position effectively to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors. This 
should result in returns that reflect the expected level of risk. 
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This rating indicates that IIR believes this is an above-average grade 
product that has exceeded the minimum requirements of our review 
process across a number of key evaluation parameters. It has an 
above-average risk/return trade-off and should be able to consistently 
generate above-average risk adjusted returns in line with stated 
investment objectives. 
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This rating indicates that IIR believes this is an average grade product 
that has exceeded the minimum requirements of our review process 
across a number of key evaluation parameters. It has an average risk/
return trade-off and should be able to consistently generate average 
risk adjusted returns in line with stated investment objectives.
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This rating indicates that IIR believes that despite the product’s 
merits and attributes, it has failed to meet the minimum aggregate 
requirements of our review process across a number of key 
evaluation parameters. While this is a product below the minimum 
rating to be considered Investment Grade, this does not mean the 
product is without merit. Funds in this category are considered to be 
susceptible to high risks that are not reflected by the projected return. 
Performance volatility, particularly on the down-side, is likely.
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APPENDIX E – MANAGED INVESTMENTS COVERAGE 
The below graphic details the spread of ratings for managed investments rated by 
Independent Investment Research (IIR). The managed investments represented below 
include listed and unlisted managed funds, fund of funds, exchange traded funds and model 
portfolios.
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The below graphic details the spread of ratings for managed investments rated by 
Independent Investment Research (IIR). The managed investments represented below 
include listed and unlisted managed funds, fund of funds, exchange traded funds and model 
portfolios.
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