
Dear Investors,

In this newsletter I tackle the topic of Non-Fungible Tokens (NFTs). The above images are just three

examples of a number of NFT collections. On the left we have the ‘Bored Ape Yacht Club’ in the middle

we have ‘Nouns’ and on the right we have ‘Cryptopunks’. Recently a collection of 100 Bored Apes sold at

Sothebys for USD 24m, the collection of 9 crypto punks shown above sold at Christies for USD 16.5m.

I shared this information with my wife (Anne), and far from being impressed she advised me that it is the

height of stupidity to spend that sort of money on what is nothing more than a jpeg file and she wished

that the money would be spent on something benefiting humanity instead. She makes a good point! So I

have decided to get under the bonnet of what is going on. What's the bigger picture of this NFT craze

that we are experiencing and where is it heading?

Thankfully NFTs are not just quirky digital originals being sold at off-the-chart prices. There is much more

going on here, they will for all of us become part of our everyday lives (just as QR codes now have!) and

for some businesses they will be transformative. I hope my explanation below helps with our

understanding, at the very least I hope I can address Anne’s concerns about benefiting humanity.

But first - The Cryptomarkets Summary

The Fund finished the quarter at AUD 4.9905 up 44.47% for the quarter and 428.15% for the 12 months

ended 30 September 2021. There has been the normal amount of Fear Uncertainty and Doubt (FUD) in
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the markets, most particularly on the regulatory front generally and China in particular, but none of this

has impacted the direction of the bull market we are experiencing. Short term pull backs have been

short lived as support has consistently come into the market and pushed it higher. Looking through to

the end of the year I expect to see the NFT excitement to continue to build as we see more and more

real word use cases develop. In particular I am watching NFTs in the sports and gaming (computer

games) worlds.

Fund Assets and Key Metrics
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How to think about Non-Fungible

Tokens

To be clear. Our Fund does not and very likely

will never own any of the NFTs mentioned in

the first paragraph of this newsletter. Our

interest is purely in the protocols that facilitate

the creation, transfer and ownership of such

tokens as well as new business models that

emerge along the way, such as ‘Play-to-Earn’

gaming, Axie Infinity being one such example.

Background - The Big Picture - Digital Scarcity

To fully appreciate what is going on with NFT

mania we have to go back to the Bitcoin

whitepaper and consider the significance of the

computer science breakthrough that is set out

in that paper. In short, the breakthrough was

the creation of ‘digital scarcity’. We have

scarcity in the analogue world but up until

Bitcoin everything in the digital world could be

copied and shared. Photographs being a great

example. The Bitcoin whitepaper illustrated how

digital assets could be limited in supply, in the

case of Bitcoin the supply being 21 million. This

is why Bitcoin is considered the world’s first

digitally scarce asset.

Ethereum then came along with a more user

friendly programming language and ‘smart

contracts’. This led to a cambrian explosion of

projects all issuing their own tokens, this was

the ICO mania of 2016/17. The tokens of each

project had (or appeared to have) distinct

characteristics that supported the development

of the project. However the tokens within each

project were fungible (one token looked the

same as the other (like a bucket of 20c pieces)).

I had to look up the word fungible when it

started to pop-up in crypto space, it’s not a

word we use often and I had previously only

heard it used when taking an economics class at

Uni in the context of money, one banknote

being fungible with other banknotes. Most

things in the world are non-fungible. Even each

grain of beach sand is distinguishable from

another. In fact it is hard to think of anything in

the world that is truly fungible, although we

could agree to treat, say Cowrie shells, as

fungible if we lived on an island where they

were scarce and we had no better form of

money.

Cowrie Shells and Bitcoin - Both Fungible
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Ethereum Requests for Comments (ERC)

ERCs are application-level standards for

Ethereum and can include token standards,

name registries, library/package formats, and

more. There are two standards that are of

interest to our discussion.

ERC-20 - Is the token standard that facilitates

the creation of fungible tokens, such as those

issued during the ICO craze of 2016/17 and still

widely used today. Many of the projects we

have investments in are ERC-20 tokens, such as

Basic Attention Token, Decentraland (Mana), 0x

and Synthetix.

ERC-721 - First proposed in January 2018 this

standard facilitates the creation of non-fungible

tokens like those mentioned in the first

paragraph of this newsletter.

So ERC-20 is digital scarcity whereas ERC-721

created digital rarity.

Bored Apes and Beyond

I will attempt to distill the NFT discussion into

three examples : Two NFT collectibles projects;

NFTs as boring but important documents; and

how NFT’s can expand an existing business or

create a new one.

Two NFT Collectibles Projects

Nouns

I have chosen the NFT ‘Nouns’ project as my

first collectibles example.

Nouns are algorithmically created icons which

are automatically generated using a smart

contract on the Ethereum blockchain. The

contract creates one Noun everyday in

perpetuity.

Nouns can be purchased via an auction process

(much like ebay) directly on the nouns.wtf

website. Noun #1 (pictured below) was sold for

613.37 ETH (circa AUD 2.4m at time of writing).

They will also available via secondary markets

for NFTs such as opensea.io

The sale proceeds for the sale of Nouns accrues

to a ‘Treasury’ account (can be seen here),

today the account is holding 7858 ETH valued at
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a USD 26m at the time of writing. The Treasury

and indeed the project is controlled by the

holders of the Nouns, one Noun is one vote.

Proposals can be submitted by Noun holders, so

for example there could be a proposal to stake

the Ethereum and return the yield to Noun

holders. So this is very much like a joint stock

company or unit trust. However the Noun itself

has multiple uses and will accrue in value

depending on how it is used.

For example, at this stage, just owning one of

the first Nouns’ in the first year will be

significant. Each Noun has a date, so one

idea is to buy the Noun on the day your

child is born, or the Noun on the date of

an important event. Each Noun has a

number, so there will be significant

numbers like Noun 88 for example, and

then there will be combinations of dates

and numbers that will become

meaningful.

At this stage the project is only 57 days old

and it is an operating thought experiment.

Who knows where it will go or if it will

have a long term future. We do not need to

answer those questions right now. The

important thing to appreciate here is the vast

number of initiatives and uses that could spring

from this project and others like it and that our

fund, in owning Ether, which is the base

currency for the NFT space, will accrue value as

these initiatives multiply and expand.

The Bored Ape Yacht Club (BAYC)

Unlike Nouns, Bored Apes were all minted

up-front and they are limited. A total of 10,000

Apes are in existence and ownership of such

Apes entitles the owner to join the Bored Ape

Yacht Club. That’s about it! So why then did a

collection of 100 Bored Apes sell at Sothebys for

USD 25m? Each Bored Ape has distinct

characteristics and there are sites which

calculate the Rarity Score, like this one below.

The cheapest Ape on Opensea.io is USD

113,000.

So this exclusive private yacht club, with a

membership of 10,000 but with no yachts or

physical premises, must be one of the most

expensive private clubs to join in the world, the
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minimum membership being USD 113,000. Why

would anyone want to join this club? Well clubs

are a place where members can mingle, share

ideas and have fun together and as a minimum

this is what the Bored Ape Yacht Club will be.

Thus far the BAYC has attracted a number of

high profile sports stars, including Stephen

Curry and Dez Bryant (I have no idea who they

are but they are big cheese in the NBL).

People are using the Bored Apes to ‘flex their

brand’, which is marketing speak for showing off

and trying to be cool. Being a member of this

club will in of itself bring a certain amount of

cachet for people who covet that type of thing.

Unique one off collectibles have been a thing in

the analogue world for centuries, now it is

available in the digital world and it has only just

started.

Why am I really excited about boring NFTs?

As interesting as Nouns and Bored Apes are, I

am more excited about boring NFTs, such as a

Driver’s Licence as an NFT. Most things in the

world are non-fungible and are in analogue

form, ERC-721 allows for anything and

everything to be converted to digital form.

The above Drivers Licence is a non-fungible

token in analogue form. This document could

instead be issued as a digital NFT with in-built

programming. It could be issued on the

Ethereum blockchain automatically once an

authorised person confirms all criteria for the

issuance of the license is confirmed. Renewal

notices could be issued automatically and paid

via a digital wallet and demerit points recorded

when entered by an authorised party. The WA

Department of Transport (licence department)

would be reduced in size by a considerable

margin, fake licences would be easily detected

and identity theft reduced if not eliminated. But

this is just one example. A person's Last Will and
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Testament can be an NFT, any official document

that needs to be held and recorded securely can

and will be a NFT. Bank documents, options

agreements, loan agreements, passports, car,

boat and any other type of license will in future

be NFTs and all these will be stored on the

Ethereum blockchain (or one like it) and this is

one part of how Ethereum becomes the global

settlement and administrative layer for the

world.

The ability to issue, maintain and transfer

uncensorable documents in a secure

environment with complete privacy is a huge

benefit to humanity. It can reduce corruption,

reduce the size of government and increase the

agency of individuals. So if we look at the Bored

Apes as a proof of concept, a live example of

this NFT technology at work, it makes perfect

sense that they will have value both as

collectibles but also as a vehicle for

demonstrating the power of this technology to

the world at large (ok I still would not pay USD

25m for them!).

NFTs Expanding an Existing Business

I have written before about how the National

Basketball Association (NBA) created a new and

lucrative revenue stream using NFT’s via their

Top-Shot moments initiative. The most recent

detail I have is that they generated over USD

700m of revenue in the period October 2020 to

May 2021 from the sale of Top-Shot moments.

Thinking beyond sport to a company like, say,

Walt Disney and their incredible collection of

already very well monetised icons and

trademarked property. How could tokenization

(fungible and non-fungible) help Disney expand

their revenue? As a start they could be in much

closer and more direct contact with their

fans/customers if they issued a fungible Disney

fan token. They could also use NFTs in the same

way as Top-Shot moments, they could issue

NFTs as ticketing for their theme parks and rides

etc. and use embedded NFTs in physical toys to

prove authentication and clean supply chains.

In short the whole business can (and I think will)

be tokenized, including shares in the company

itself.

In fact Disney has tried this with the

Dragonchain initiative they launched in 2014.

This project is no longer a Disney project and it

has not been overly successful, but this was just

Disney’s first attempt and I am sure they will be

developing many crypto projects in stealth

mode.

No doubt they will be watching new kids on the

block like Axie Infinity, who use both ERC-20 and

ERC-721 tokens within their ecosystem to grow

their network. Remember also that Axie uses

an ethereum side chain as the back end
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infrastructure for the project. Please refer to

my earlier report on Axie, which is one of the

most interesting projects I have seen to date.

NFTs Creating New Business Models

One of the tactical aspects of our Fund’s

investment objective is to identify new business

models that are natively enabled by blockchain

technology in the same way that Facebook and

the like were enabled by the internet.

The ‘Play-To-Earn’ games space is I believe the

first mega industry natively enabled by

blockchain technology. In time it will

outperform and become larger than the existing

on-line game industry.

There are many projects being built around

crypto games, one such project is called Crypto

Games United (CGU). The best way to

understand the CGU business model is to think

of it as a franchise operation. There are three

parts to the franchise operation.

1. The Franchisor is CGU, they own the

assets, prepare training/educational material

and finance the marketing and overall direction

of the franchise.

2. The Franchise country managers are

responsible for recruiting Franchisees and

managing Franchisees in the country.

3. The Franchisees are the game players in

each country.

At present CGU has just one game in it’s stable

(Axie Infinity) but already thousands of players

in dozens of countries. However, in time it will

have hundreds of games and millions of

franchisees playing the games.

This type of business model does exist in the

analogue world, a good example is

MacDonald’s. The difference in the blockchain

world is that it is easily scalable and instantly

global. Blockchain technology enables millions

of micro payments to be delivered automatically

to players and country managers wherever they

are in the world. The technology also allows for

property rights on the assets within the games

which enables them to be traded in a market

place.

Our Fund has secured a seed funding allocation

for the CGU project. Our exposure is moderate

compared to the overall assets of the Fund

(circa less than 3%) and I believe the investment

has a very attractive risk/reward profile. More

on this in the months ahead.

In Other News this Quarter

Hedera Hashgraph

Hedera Hashgraph announced that the India

Institute of Technology (IIT) Madras has joined

30 September  2021 - Blockchain Early Opportunities Fund - Investor Newsletter
Page 7

https://www.cgu.io/


the Governing Council (announcement here).

The IIT’s are the most prestigious educational

institutions in India. More than 2.2 million

people sit the entrance exams for just 11,000

places available at the IIT’s each year. The

screening process is entirely driven by two

grueling examinations held back to back on the

same day. In the end only 11,000 students are

granted entry. The most sought after courses

are computer science, engineering and

mathematics. There is a brilliant documentary

called ‘An Engineered Dream’ which follows

several students through the exam process. The

IIT education filter process is said to be the

toughest in the world.

Also on the Hedera Governing Council from

India are Tata Communication and Wipro.

Wipro is one of the largest IT consultancies in

the world, its clients include all Fortune 500

Companies and major multinational

corporations across all sectors of the global

economy. In Australia their clients include at

least ⅓ of the ASX 100 companies. The

combination of these three India based Council

members is tremendously good news for

Hedera.

Filecoin and Axie Infinity

We added these two new assets to our portfolio

during the quarter.

Axie I have written about previously, our original

investment is up 340% from the time we

purchased it in July 2021.

Filecoin is a much older and completely

different project. Founded in 2014 Filecoin is a

distributed computer storage protocol. The

business model is like Amazon Web Services

(AWS) except there is no centralised company

and the computer space is decentralised. How

does this all work?

Well again, this model is enabled by blockchain

technology, the technology allows anonymous

people to connect with each other, to provide a

service and to be paid a fee for the service, all

automatically.

The service providers provide computer space,

storage capacity. The providers may be

specialist data centers or spare industrial scale

computers or anyone who has spare computer

capacity.

The users of the service are organisations who

need computer space for storage of data or

processing of data (AWS etc. customers are all

potential users).

The service providers connect their computer to

the protocol essentially making their computer

available for hire to anyone who needs the

space. The users of the service connect their
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computer to the protocol and find the service

providers. The computers then talking to each

other through the protocol give and receive the

service. The service providers are paid

automatically via the native currency of the

protocol, which is Filecoin. How it all works is

more complicated of course but this is the

basics of the business model.

There are pros and cons of decentralised

(Filecoin) vs Centralised (AWS) cloud services.

Benefits of a decentralised service includes

reduced reliance on a centralised party who has

control over the stored data, cheaper storage

through the creation of dynamic data storage

markets and censorship resistance. Some early

users of Filecoin include : Wikipedia; Project

Gutenberg; and gnomAD. These are significant

databases of importance to humanity.

*************

Well, I hope I have addressed Anne’s concerns

about NFT mania and that the explanation gives

us all an idea of where this is all heading.

As always, please do not hesitate to contact me

on 04 5090 0151 or at ian@bca.fund if you have

any questions.

Best Regards

Ian Love

Founder and CEO

To the extent that any of the information which we have supplied to you may be deemed to be “general advice” within the meaning of the

Corporations Act, we draw your attention to:- (a) in preparing, supplying or conveying such advice, we did not take into account your investment

objectives, financial situation or specific needs; and (b) (before acting on the advice) the need to consider, with or without the assistance of an

authorised representative, the appropriateness of the advice having regard to your investment objectives, financial situation or specific needs

and any relevant Information Memorandum.
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