20N
NT NN
255N
AN Q"

Digital Asset Income & Growth Fund (DAIG)
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Market Review

2020 was a year of big expectations for digital assets. In anticipation of major
systemic events such as the Bitcoin halvening and the launch of Ethereum
2, investors in the asset class were finally hoping to see a light at the end of
the tunnel following two years of a dire crypto winter. In the end, 2020 did not
disappoint, however the road to redemption was far from a smooth one. The
markets started the year well with Bitcoin managing to breach the psycholog-
ically important $10,000 level and Ethereum doubling over the course of the
first month and a half. The gains were however short lived as in early March
global investors finally started to realize that the pandemic will be a major
fundamental shock for the global economy and markets. A sharp sell-off en-
sued with Bitcoin briefly going to levels below $4,000 to register a bottom
for the year around mid-March. It seemed at that time that luck would once
again evade the crypto bulls as the global economy was flung into turmoil
and would drag the digital asset market down with it. However, it would prove
to be a great and maybe last opportunity to enter the space at such deflated
price levels. As politicians with the help of central bankers globally enacted
a policy of printing money to support the struggling economies the traditional
markets started to recover quickly, surprisingly avoiding a double dip and
taking digital assets along with them.

BITCOIN IN USD
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By the time of the halvening in May Bitcoin was advancing on the $10,000
mark once again. The next four months would see relatively range bound
trading in an around these levels for most large cap digital assets. There
was however an unexpected craze that took the space by storm — Decen-
tralized Finance and “Yield Farming”. While DeFi has long been touted as
one of the more promising themes in digital assets, few will admit to an-
ticipating the events that took place over the summer. As demand in the
hunt for yield grew exponentially with limited supply DeFi tokens grew in
price by hundreds and in some cases thousands of percentage points over
the course of a couple of weeks. As is often the case, the space got more
crowded the rewards declined and by September many assets in question
had corrected significantly.

The last quarter of 2020 proved to be pivotal for crypto markets. Since
mid-summer we had been witnessing rising interest for digital assets from
institutional and corporate players. Key events to highlight were PayPal an-
nouncing and launching a crypto offering and MacroStrategy moving part of
its treasury into Bitcoin. In Q4 institutional adoption started to materialize at a
whirl-wind pace with new fund managers and banks coming out in support of
a digital asset allocation on a weekly basis. The old narrative of Bitcoin being
a poor medium of payment, something that had been frequently highlighted
by representatives of the old economy, was quickly forgotten and a new nar-
rative, namely that of Bitcoin being an alternative to gold in terms of asset
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allocation, took centre stage. All these factors contributed to a frantic year-

end. For most active in the space, the big marker of success was taking the
$20,000 level for BTC before year-end and holding it. However, we witnessed
this level brushed aside with ease as the BTC price galloped further to finish
the year in the $28-29,000 range. Returning circa 400% since the start of the
year and 700% since its March lows led to Bitcoin cementing its position as
one of the best performing assets in 2020. Those who for a long time believed
that the halvening event in May would forever change the dynamics of the
digital assets market as a result were richly rewarded.

DEFI MARKET CAPITALIZATION IN BILLION USD
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Strategy Review

With the launch of the fund in the last few days of May we initially adopted a
cautious approach. We wanted to closely monitor Bitcoin as the leading asset
in the space and how its price action would develop following the halvening.
On top of this, our firm-wide macroeconomic view at the time was also cau-
tious. Going into the summer, typically a period of lower trading volumes and
2008 fresh in our memory we still at that stage could not rule out a double dip
scenario. We therefore decided to monitor the market and use any potential
dips as opportunistic entry points. Having said that, some assets in the port-
folio that were going to act as the core yield generators were purchased right
away and put to work. Another key aspect that we had to keep in mind when
making allocations was our operational structure. Designed to significantly
lower counterparty risk, the downside at times was that certain actions/trades
took longer than anticipated.

The first three months were spent by us in this mode. One development worth
highlighting over the period was our more than anticipated deployment of
options strategies on Bitcoin to both initiate new positions as well as generate
passive income on our existing holdings.

Having verified the soundness of our operational setup and put to bed fears
of a further dip in traditional markets in September we held our first Investment
Committee (IC) since the launch of the fund. Strategically the key decisions
approved were initiation of positions in both Ethereum and Polkadot, closure of
our NEXO position and ramp up of capital allocations going into year-end as
the fund was still 35% in cash. The basis behind position initiation in Ethereum
was the anticipated launch of ETH 2 before year end and the alluring opportu-
nities available in the ETH options space. With volatility higher than that of the
BTC options the opportunity for yield generation was too tempting. In terms
of Polkadot we favoured it as the main Layer 1 blockchain competitor to ETH
with higher adoption relative to other blockchains. NEXO was the only security
token in our portfolio to date however having paid a dividend in August the IC
felt that funds could be put to better use elsewhere and eventually decided to
reallocate these funds to increase our exposure to Cardano.
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SHARE OF TOTAL MARKET CAPITALIZATION
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October was the month that Bitcoin’s move really started to gain traction,
closing the month at a year high of circa $13,500. In classic crypto market
nature this move temporarily drained the liquidity out of other areas of the
market as alternative assets were left lagging behind leading to a month of
muted performance for the fund. Due to risk management concentration
limits in place our fund BTC exposure is capped at 25%. As a result, we
were punished for this in both October and November as Bitcoin rallied.
Longer-term however we continue to see our core strengths as stringent
risk management and fundamental valuation capability and thus our belief
in the importance of portfolio diversification was not undermined by these
short-term developments. An event worth highlighting was our participation
in Ethereum history by contributing a small part of our holdings for staking
on the new generation Ethereum 2 network.

By the time of the final IC meeting for the year in December the fund held
less than 20% in cash. Having witnessed the influx of institutional money into
the space throughout the year, a strategic decision was made to introduce a
new core strategy dedicated to the DeFi theme. We did not feel comfortable
adding it to the portfolio during the summer hype but felt that at this stage an
allocation was justified. It would be replacing the security token core strategy
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we previously had in our mandate. The logic behind the decision was that
DeFi is easier for traditional financiers to understand relative to some more
technical themes and after a hollowing out of the bull run in BTC, DeFi may
be the next logical theme these investors would feel comfortable making an
allocation to. The latest two DeFi projects that were approved by our IC either
already offer a fee-based income for token holders or have tokens backed by
assets in their corporate treasury. Thanks to these parameters, more tradi-
tional methods of valuation can be employed, making these projects a more
attractive investment, in our view.

PERFORMANCE SINCE INCEPTION
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In summary 2020 was a challenging but good year for the fund. We believe
that we have achieved proof-of-concept as one of the only euro-denominated
and income-distributing funds in the space. The fund finished the year up
30% in absolute terms and in January our first dividend distribution will be
complete. This will result in an annualized yield of 5.7% In euro terms for our
existing LPs. The value of this dividend was 40% derived from our on-chain
income generating activities (staking/masternodes) and 60% from our option
writing strategies on both BTC and ETH. Having been underinvested over
our first few operational months, we are confident the yield of our fund will
increase over the next six months.
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Disclaimer

This document is for information and advertising purposes only provided
by St. Gotthard Fund Management AG (“STGFM”). For further information,
please consult the documents which are available at www.stgfm.com or
contact STGFM. STGFM is domiciled and regulated in Switzerland. The
above figures refer to a simulated past performance and simulated past
performance is not a reliable indicator of future performance. A gain in val-
ue in the past provides no guarantee of positive performance in the future.
The above figures are presented gross of fees. Before investing in a product
please read the latest product documents (e.qg. this teaser, factsheets and
prospectus) carefully and thoroughly. The documentation is available free
of charge in English and, where relevant, in one of the local language(s)
where the product is registered. The information and opinions contained in
this document have been compiled or arrived at based upon information
obtained from sources believed to be reliable and in good faith, but is not
guaranteed as being accurate, nor is it a complete statement or summa-
ry of the securities, markets or developments referred to in the document.
Members of STGFM may have a position in and may make a purchase and/
or sale of any of the securities or other financial instruments mentioned in
this document. The product mentioned herein may not be eligible for sale in
all jurisdictions or to certain categories of investors and may not be offered,
sold or delivered in the United States and other countries. Please contact
your tax and legal advisor. The information mentioned herein is not intended
to be construed as a solicitation or an offer to buy or sell any securities or
related financial instruments. The risk of price and foreign currency loss-
es and of fluctuations in return as a result of unfavourable exchange rate
movements cannot be ruled out. There is a possibility that investors will
not recover the full amount they initially invested. The performance data do
not take account of the commissions and costs incurred on the issue and
redemption of the product.

CONTACT US

Gotthardstrasse 14
6300 Zug
Switzerland

+41 (0) 41544 91 20
info@stgfm.com
www.stgfm.com

Commissions and costs have a negative impact on performance. The in-
formation in this publication is intended for information purposes only and
does not represent an offer, solicitation of an offer, public advertisement or
recommendation to buy or sell any investment or other specific product.
It is recommended that advice be obtained from a qualified expert. If the
currency of a financial product or financial service is different from your ref-
erence currency, the return can increase or decrease as a result of currency
fluctuations. This information pays no regard to the specific or future invest-
ment objectives, financial or tax situation or particular needs of any specific
recipient. The details and opinions contained in this document are provided
by STGFM without any guarantee or warranty and are for the recipient’s per-
sonal use and information purposes only. This document may not be repro-
duced, redistributed or republished for any purpose without the written per-
mission of STGFM. SIX Swiss Exchange AG (“SIX Swiss Exchange”) is the
source of SMI Total Return Index and the data comprised therein. SIX Swiss
Exchange has not been involved in any way in the creation of any reported
information and does not give any warranty and excludes any liability what-
soever (whether in negligence or otherwise) — including without limitation for
the accuracy, adequateness, correctness, completeness, timeliness, and
fitness for any purpose — with respect to any reported information or in re-
lation to any errors, omissions or interruptions in the SMI Total Return Index
or its data. Any dissemination or further distribution of any such information
pertaining to SIX Swiss Exchange is prohibited. Source for all data and
charts (if not indicated otherwise): St. Gotthard Fund Management AG. The
place of performance and jurisdiction is at the registered office of STGFM.
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