Crypto in the Institutional Portfolio
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Teza Capital Management is a global quantitative asset management firm. We pride ourselves on attract-
ing and retaining top talent, developing strategies with a data-driven and science-backed methodology,
and continuously innovating in pursuit of alpha for our clients. Our Manager Insights pieces provide delve
into our “quant’s eye view” on markets, investment strategies, and industry developments.

Rapid growth in decentralized finance (“DeFi”) and
cryptocurrencies has begun to put pressure on in-
stitutional investors. Their clients, board members,
and the investor community at large want to un-
derstand their views on and plans for the “crypto”
space. As a result, most institutional investors are
warming to the idea of gaining crypto exposure in
their portfolios.

A 2021 Fidelity Investments survey found that 7 in
10 institutional investors expect to invest in digital
assets in the future. Even pensions, perhaps the
most conservative of institutional investors, have
begun to invest in crypto. Houston Firefighters’ Re-
lief and Retirement Fund’s recent $25mm invest-

ment in NYDIG, a Bitcoin-focused fund, garnered
significant attention from the financial press. CIO
Ajit Singh noted that crypto “became an asset class
we could not ignore anymore.” Ray Dalio’s recent
crypto interest has also been well-covered. Dalio
has emphasized the value of cryptocurrencies in
the context of global currency threats, advocating
that Bitcoin should represent about 20% of inves-
tors’ portfolios.

In response to institutional investor demand, an in-
creasing number of asset managers are entering
the crypto space. PwC's 2021 Global Crypto Hedge
Fund Report found that there are currently between
150 and 200 active crypto hedge funds, and that four
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in every five of these funds were launched between
2017 and 2020. Crypto hedge fund AUM increased
to nearly $3.8bn in 2020 from $2bn the previous year.

Despite widespread interest, certain industry vets
remain skeptical of the asset class. Jamie Dimon,
JPMorgan Chase chairman and CEO, has remained
steadfast in his anti-crypto outlook, recently argu-
ing that "bitcoin is worthless.” Despite Dimon'’s per-
sonal views, JPMorgan has given its wealth man-
agement clients access to crypto funds, and they
have built out a unit dedicated to blockchain proj-
ects. With impressive returns and widespread inter-
est, it has become increasingly difficult for skeptics
to overlook the asset class.

Growth in number of cryptocurrencies
worldwide - 2013 to mid-2021
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As with any emerging asset class, investors must
consider where it fits in the portfolio. With a vari-
ety of coins available that provide a gateway into
an exploding ~83T crypto market and ~$270B to-
tal value locked DeFi space, crypto can now play
several roles — from serving as a relatively low-risk
yield-generating investment (e.g., by staking stable-
coins pegged to the US Dollar) to a highly specula-
tive bet on emerging tokens

It is our view that the most compelling crypto strat-
egies can offer both alpha and yield. In an October
2021 interview with CNBC, Anthony Scaramucci
phrased the alpha opportunity quite plainly — "if
you had 1 cent in Bitcoin and 99 cents in cash over
the last decade, you outperformed everything. Just
think about that.” These outsized returns apply not
only to Bitcoin, but to a variety of non-meme coines,
as indicated by the performance of broad-based
crypto indices, such as the S&P Cryptocurrency
Broad Digital Market Index.

While we believe that digital assets have an ex-
tremely bright future, it's difficult to identify the fu-
ture Googles, Amazons, and Apples of the crypto
world. Similar to the initial composition of the Dow
Jones Industrial Average, the current crypto leaders
are likely to vanish in the future to be replaced by
unknown newcomers. As such, for the crypto-cu-
rious investor, we believe that index-like strategies
that invest in several coins present the best oppor-
tunity. These strategies can provide exposure to
growth in the overall asset class while diversifying
risk across coins.

Though buy-and-hold crypto strategies can gener-
ate significant returns, investors should also consid-
er the added value of yield farming. In a yield-scarce
investment landscape, there is plenty of yield to be
found in crypto. Crypto is a capital-starved asset
class with tremendous demand for borrowing. Us-
ers who are able to lend or stake coins receive inter-
est and other fees, generating yield and magnifying
overall returns.

While index-like long-only strategies can provide
crypto exposure to investors with long-term con-
viction in the space, more alpha-oriented crypto
strategies also have a role in the portfolio. Many
crypto alpha strategies aim for risk neutrality and
capitalize on the relative price movements be-
tween coins. As crypto is still a relatively nascent
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space, market inefficiencies are pervasive, pre-
senting a significant opportunity for pure alpha
strategies such as statistical arbitrage.

Although the benefits of entering the crypto space
are numerous, the risks are also meaningful. Even
as blockchain technology fundamentally provides
the trust in transactions between anonymous coun-
terparties, the whole crypto and DeFi ecosystem is
exposed torisks such as digital wallet security, bugs
in smart contracts, exchange hacking, etc. There-
fore, identifying a trusted partner and conducting
rigorous operational due diligence is critical. It's
certainly possible for the well-resourced institution-
al investor to implement a simple long-only crypto
strategy internally, but working with an experienced
manager with established risk management and se-
curity procedures mitigates risk and saves time and
resources. Asset managers can serve as a bridge
between the institutional investor and a complex,
growing asset class, providing stakeholders with a
degree of comfort.

Thus, in the early innings of crypto growth, we rec-
ommend that the crypto-curious investor (1) assess-
es portfolio fit, (2) looks for diversified strategies
that offer both beta exposure and yield, and (3) dedi-
cates significant time to identifying the right partner
with robust institutional policies and procedures.
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Teza's Edge

Teza has built an institutional-strength organization
consisting of a highly talented group of world-class
researchers and investment professionals driven by
success.

* HERITAGE: Our endeavors in institutional asset
management are based on our 10+ year tenure as
a proprietary, algorithmic low-latency trading firm,
as we strive to leverage the extensive synergies
we've identified between the two models.

* TEAM: We have world-class talent with over 60
employees in 4 locations. Our 30+ accomplished
researchers and investment professionals hold ad-
vanced degrees from renowned universities in sci-
ence, technology, engineering, and mathematics.

* APPROACH: We follow a rigorous, scientific pro-
cess and have deployed state-of-the-art portfolio
construction and optimization.

« EXECUTION: We have highly developed futures
execution capabilities given our quantitative trad-
ing roots.

* RISKPHILOSOPHY: We ensure controls and checks
and every key step of research and operations.

* INFRASTRUCTURE: As a result of significant in-
vestments into our operational infrastructure, we
have created a scalable, robust platform.

Founder Biography

Misha Malyshev has led Teza Group as the CEO
since the company’s founding in 2009. He earned
his Ph.D. in Astrophysics from Princeton University
in 1998. He also holds an M.S. in Theoretical Phys-
ics and a B.S. degree summa cum laude in Physics
and Mathematics from Moscow Institute of Physics
and Technology. Dr. Malyshev worked for Bell Labs
conducting scientific research until 2000. From
2000 through early 2003, he worked as a consultant
with McKinsey & Company, where he developed sub-
stantial experience working for asset management
and investment banking clients. Dr. Malyshev joined
Citadel Investment Group, L.L.C. in April 2003 as a
member of its strategy group. In 2004, he moved
to Citadel's Quantitative Analytics group, where he
developed a quantitative trading business. Dr. Maly-
shev was rapidly promoted to the position of Man-
aging Director and Global Head of High Frequency
Trading at Citadel, which he held until he resigned in
the winter of 2009. Dr. Malyshev is an avid support-
er of education initiatives, and has partnered with
organizations that inspire young people, particularly
women and minorities, to pursue careers in science,
technology, engineering and math. He is currently
on the global leadership council of buildOn, an in-
ternational nonprofit organization that runs youth
service after-school programs in United States high
schools and builds schools in developing countries.
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DISCLOSURES

This document does not constitute an offer to sell
or the solicitation of an offer to purchase any se-
curity or investment product (each, a “Product”)
and should not be relied on in making any invest-
ment decision. Any such solicitation or offering
may only be made by means of delivery of an ap-
proved offering document and relevant subscrip-
tion documents, all of which must be read in their
entirety. No offer to purchase shares in a Product
will be made or accepted prior to receipt by the
offeree of these documents and the completion
of all appropriate documentation. No offer to sell
(or solicitation of an offer to buy) will be made in
any jurisdiction in which such offer or solicitation
would be unlawful.

Norepresentationis giventhatany statements made
in this document are correct or that Teza's objec-
tives will be achieved. This document may contain
opinions of Teza, and such opinions are subject to
change without notice. Information provided about
positions, if any, and attributable performance is
intended to provide a balanced commentary, with
examples of both profitable and loss-making posi-
tions; however, this cannot be guaranteed.

It should not be assumed that investments de-
scribed herein will be profitable. Nothing described
herein is intended to imply that an investment with
Teza is safe, conservative, risk free or risk averse.
An investment with Teza entails substantial risks,
and a prospective investor should carefully consid-
er the summary of risk factors included in Teza's
Form ADV Brochure (and the relevant offering doc-
ument) in determining whether an investment with
Teza is suitable. The risk of loss in trading futures
is substantial. This document does not consider
the specific investment objective, financial situa-
tion or particular needs of any investor and an in-
vestment with Teza is not suitable for all investors.
Prospective investors should not rely upon this
document for tax, accounting or legal advice. Pro-
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spective investors should consult their own tax, le-
gal, accounting or other advisors about the issues
discussed herein. Investors are also reminded that
past performance should not be seen as indication
of future performance and that they may lose the
entirety of their investment. No recommendation
is made positive or otherwise regarding individual
securities, futures or other investment products
mentioned herein. There can be no assurance that
any Product advised by Teza will implement the
strategies or trading signals referred to herein, or
that if implemented any such strategies or signals
achieve their investment objectives.

Certain information contained in this document
constitutes “forward-looking statements,” which
can be identified by use of forward-looking ter-

minology such as “may,” “ expect,’

“anticipate,” “project,” “target,” "estimate,” “intend,’
“continue,” or “believe” or the negatives thereof or
other variations thereon or other comparable termi-
nology. Such statements are based on the current
expectations and certain assumptions of Teza, and
are, therefore, subject to certain risks and uncertain-
ties. A variety of factors, many of which are beyond
Teza's control, affect the operations, performance,
business strategy and results of the accounts that
Teza manages and could cause the actual results,
performance or achievements of such accounts to
be materially different from any future results, per-
formance or achievements that may be expressed
or implied by such forward-looking statements or
anticipated on the basis of historical trends.

" o«

will,” “should,

Tables, charts and commentary contained in this
document have been prepared on a best efforts
basis by Teza using sources it believes to be reli-
able, although it does not guarantee the accuracy
of the information on account of possible errors or
omissions in the constituent data or calculations.
No part of this document may be divulged to any
other person, distributed, resold and/or reproduced
without the prior written permission of Teza.
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Teza® is a registered trademark of Teza Technologies LLC.
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