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Disclaimer: This commentary is provided as general information only and is in no way intended as investment advice, investment research, a research report or a recommendation.
Any decision to invest or take any other action with respect to the securities discussed in this commentary may involve risks not discussed herein and such decisions should not be
based solely on the information contained in this document.

Statements in this communication may include forward-looking information and/or may be based on various assumptions. The forward-looking statements and other views or
opinions expressed herein are made as of the date of this publication. Actual future results or occurrences may differ significantly from those anticipated and there is no guarantee
that any particular outcome will come to pass. The statements made herein are subject to change at any time. Arca Funds disclaims any obligation to update or revise any
statements or views expressed herein.

In considering any performance information included in this commentary, it should be noted that past performance is not a guarantee of future results and there can be no assurance
that future results will be realized. Some or all of the information provided herein may be or be based on statements of opinion. In addition, certain information provided herein may be
based on third-party sources, which information, although believed to be accurate, has not been independently verified. Arca Funds and/or certain of its affiliates and/or clients hold
and may, in the future, hold a financial interest in securities that are the same as or substantially similar to the securities discussed in this commentary. No claims are made as to the
profitability of such financial interests, now, in the past or in the future and Arca Funds and/or its clients may sell such financial interests at any time. The information provided herein is
not intended to be, nor should it be construed as an offer to sell or a solicitation of any offer to buy any securities. This commentary has not been reviewed or approved by any
regulatory authority and has been prepared without regard to the individual financial circumstances or objectives of persons who may receive it. The appropriateness of a particular
investment or strategy will depend on an investor’s individual circumstances and objectives.
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Exploring the Digital Asset Ecosystem

Blockchain will underpin all assets in the future.

Digital Asset Features: Governance Structures

o Store of value % %
o  Medium of exchange % %
o  Pass through values

Centralized Decentralized

Governing Bodies:

S
(5
N
0 A
Government Organizations Individuals  Decentralized Autonomous Protocols/Platforms/
Organizations DAPPs
a0 2 ‘
%92 Ex. Central Bank Ex. Exchange tokens, D Ex.NBA player Ex. Nexus Mutual (NXM) @ Ex. Ethereum (ETH)
Digital Currencies Binance (BNB) Spencer Dinwiddie
(cBDCs) tokenized his Brooklyn

Nets contract
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Defining Digital Assets

Going beyond crypto.
Digital Asset Types:

s

CURRENCY PASS THROUGH ASSET-BACKED
A medium of exchange A digital asset that grants revenues, A token backed by a hard
valued solely by supply and rewards, and network benefits to asset like equity, debt, or
demand. token holders. physical assets.
EXAMPLE EXAMPLE EXAMPLE
O
Bitcoin (BTC) Sushiswap (SUSHI) 0. ~0) Nexus Mutual (NXM)
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Applying Traditional Valuation Methods
to Digital Assets

The opportunity for investor and customer

. Traditional Frameworks:
alignment.

o  Graham and Dodd'’s Security Analysis
Investment o The Handbook of Fixed Income Securities,

Vehicles .
I authored by Frank Fabozzi

Digital Digital Asset Considerations:

Assets

o  Supply sinks
o Amortizations / inflation

o  Utility functions

o Metcalf’s law
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Bitcoin is the Anomaly Rather than the Standard

Cryptocurrencies are mediums of exchange.

No universally /‘
accepted method Relative value, ex. FX
for valuation

<

/ Valuation
Lacks intrinsic experiments include:

value, ex. Gold / Market Value to Realized Value (MRVR)
' Spent Output Profit Ratio (SOPR)
4

Stock-to-Flow
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Value

Distribution

Core Value

BUSINESS

Target Customers

Definable cash flows
Product-market fit
Business models

Value vs. Growth

Understanding Layer 1 blockchains from different angles.

Growth

3 Month Change in Total Value Locked (TVL)
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Total Value Locked (TVL)
Active addresses
Gas fees
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Valuation
Comparison:
Ethereum Vs.
Avalanche

The influence of growth
over value for Layer 1
tokens.

Price Price $3,121.40 $80.05
Fees Generated Sales Revenue $10,041,468,342 $ 257,881,286

Cost of Blockspace Sold Cost of Goods Sold $ (1,338,903,562)
e N s e
Protocol Revenue Margin Gross Profit Margin 86.7% 100.0%
Security Rewards SG&A Expenses $17,381,993,999 $ 7,821,403,140

Net Burn (Issuance) Net Profit (Loss) $ (8,679,429,219) $ (7,563,521,854)
Net Burn per Token Free Cash Flow per Share -$73.06 -$28.23

Market Cap to Fees Price to Sales 37.4x 83.2x
Market Cap to Protocol Fees Price to Gross Profit 43.2x 83.2x
Market Cap to Net Supply Burn Price to FCF -43.3x -2.8x
Net Burn as a % of Market Cap FCF to Price -2.3% -35.3%
YoY Change in Price YoY Change in Price 27.73% 121.09%
YoY Change in Active Addresses YoY Change in Customers -13.65% 4299.62%
YoY Change in Fees YoY Change in Revenues 1.97% 3400.60%
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Considering the Emerging World of Web 3

A focus on infrastructure.

e Network effect, ex. Chiliz (CHZ) @

e Large total addressable market (TAM)
points to high rewards, ex. Arweave (AR) @

e Areas of disruption:
o Cloud computing, ex. Akash Token (AKT) .
o Telecommunications, ex. Helium (HNT) @

o Data, ex. The Graph (GRT) e
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Measuring Future Growth Instead of Present Value

Combining revenues and network statistics to measure potential growth.

e Arweave is AWS of Web 3 e  Total revenue just over $1 million e YoY transaction growth averaging 67%

Areweave Monthly Transactions

60,000,000

40,000,000 /

20,000,000 N

Transactions

0 —

1/1/20 7/1/20 1/1/21 711/21 1/1/22
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Why DeFi, NFTs, and Gaming Have Similar Valuation
Approaches to Traditional Companies

e Revenues and user growth are the two main metrics to e  Traditional valuation techniques that can be used:
evaluate blockchain applications o Earnings models
o Relative valuations
o DCFs
$2.4b Source: Token Terminal
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Top dapps based on cumulative protocol revenue in the past 365 days
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An Axie Case Study: How it Works

Axie Infinity is the digital asset project that made Play-to-Earn (P2E) popular.

Key Valuation Drivers

Quarter ($, mm unless

specified) 1Q22 2Q22 3Q22 4Q22
DAUs (#) 10,000 80,770 1,164,782 2,411,045 1,963,443 1,865,271 1,781,334 1,709,189 1,164,782 1,781,334
Axie Floor Price ($) $181.85 $341.32 $164.02 $58.75 $35.00 $35.00 $35.00 $164.02 $35.00
Marketplace Rev $0.85 $7 $87 $64 $9 $7 $7 $7 $158 $31
Breeding Rev $8 $1,104

180,806.9 6,939,060.6
Number of Breeds (#) 3,722.55 115,683.69 2415,611.52 4,404,142.84  278,517.81 224,405.78 4 145,678.74 0 829,409.27

$100.38 $196.76 $671.06 $192.40 $14.05 $9.23 $8.42 $7.71 $290.15

Breeder Margin ($) nla $104.7 $53.68 $73.16 ($7.43) ($850) ($850)  ($850) $77.18 ($8.23)
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An Axie Case Study: What Went Wrong

The impact of SLP price decline on users, breeders, and Axie Infinity.

Users earn less from
game playing,

leading to a decline in
&

| Axie tries to keep SLP from going to 0
/ by raising the cost of breeding SLP

Cost to breed
declines, leading to
over inflation of Axie

Users continue to
decline as SLP did not

- ay Y
o o

Axie sees a decline in breeding

revenue from SLP decline and a decline Axie breeding revenue (its largest

Axie Infinity in marketplace revenue from falling source of revenue) falls 95% QoQ
DAU

increase
supply
Axie floor price Breeding margin goes
3 Breeders declines, leading to a negative, leading to

fall in breeding margin further decrease in
and less breeding breeding

SLP fell from a high of $0.39 to $0.016 from 3Q21 to 2Q22 o
arca
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Valuation: An Art More than a Science

Inputs and sensitivity analysis are
significantly more important than price
target

Understanding key inputs enable the
projection of forward revenues and earnings,
and the application of an expected multiple
Sensitivity analysis of how the revenue
flywheel collapses captures price
appreciation from growth and removes risk

when key red flags emerge
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Digital

Assets

Comparing digital asset nuances with traditional financial services

TradFi Analogies
events can generote your Aha! moment.

Staking = Dividend yield
DeFirewards = Customer bonus
Token burn = Stock buy-back
Supply schedules = Shelf registrations
Real-time blockchain explorers = 8-Ks
Protocol Revenue = Gross margin

TVL = Deposits

Traditional
Financial

Services
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Join Us in Building the Future
of Financial Services

Questions?
@ O ®© O
arca info@arca @arca arcafinance arcafinance
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https://www.ar.ca/
https://twitter.com/arca
https://www.linkedin.com/company/arcafinance/
https://www.youtube.com/c/Arcafinance

