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Unraveling the World of Digital Assets

Investing in digital assets offers a unique blend of opportunities and challenges, characterized by
the tremendous growth and innovation within the blockchain technology sector. Unlike traditional
financial investments, digital assets such as cryptocurrencies and non-fungible tokens (NFTs) have
the potential for high returns, fueled by their increasing acceptance among institutional and retail
investors alike. However, while the allure of digital assets is undeniable, with the market
witnessing significant investment even amid financial uncertainties, it's essential to approach this
investment avenue with a nuanced understanding of the risks involved.

Understanding the Digital Assets Landscape

Definition of Digital Assets

A digital asset is essentially anything created and stored digitally, which is identifiable,
discoverable, and holds or provides value. This broad definition encompasses a variety of forms
including, but not limited to, photos, manuscripts, documents, data, and more complex digital
forms like cryptocurrencies and non-fungible tokens (NFTs). The evolution of digital assets gained
significant traction with the rise of blockchain technology and cryptocurrencies in the 2010s,
altering the traditional perception of what constitutes an asset.

Types of Digital Assets
Digital assets can be categorised into several types based on their structure, characteristics, and
usage:

Cryptocurrencies:
These are digital currencies that operate independently of a central authority and are secured
by cryptography. Examples include Bitcoin, Ethereum, and Litecoin, which are used for
transactions and investments.

Non-Fungible Tokens (NFTs):
NFTs are unique digital tokens that represent ownership of a specific item or asset, making
them irreplaceable and not interchangeable. They are used primarily in digital art, collectibles,
and other digital content.

Tokenised Securities:
These are digital assets that represent securities or financial investments like stocks or bonds,
butin a digital form. Security tokens can encapsulate rights such as ownership, voting, or
entitlement to dividends, and are subject to regulatory oversight.
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Each category of digital assets serves different purposes and comes with its own set of risks and
benefits. Cryptocurrencies offer a decentralised financial system, NFTs provide a way to
authenticate and monetise digital content, and tokenised securities merge traditional financial
markets with modern blockchain technology. Understanding these categories is crucial for anyone
looking to invest in or manage digital assets effectively.

The Allure of Digital Investments
Opportunities in Digital Asset Investment

Rapid Growth and
Innovation

The digital asset market has
witnessed rapid growth,
driven by innovations on
blockchain platforms like
Ethereum, which extend
beyond traditional digital

cash applications to include

stablecoins, decentralised
finance (DeFi), and non-
fungible tokens (NFTs).

Operational Risks in Digital Asset Investments

Potential for High Returns

Digital assets offer the
potential for high returns, as
evidenced by significant price
appreciations in the past. For
instance, Bitcoin, the flagship
cryptocurrency, saw its value
surge to nearly $65,000 in
2021 from just a few cents in
20009.

Lack of Regulation and Oversight
Operational risks in digital asset investments are significantly heightened due to the lack of
regulatory oversight. Over-the-counter cash-market trading platforms where digital assets are
traded do not fall under the strict supervisory frameworks that regulate traditional exchanges,
banks, or brokers. This absence of oversight can lead to unauthorised transactional activities and
inaccuracies in the financial records of digital assets, which may not reconcile with those held by
custodians or the respective blockchain records.

Security Vulnerabilities and Hacks
The digital asset space is notoriously vulnerable to security breaches, which pose a substantial risk
to investors. High-profile incidents like the Mt. Gox heist, where a substantial portion of Bitcoin’s
market capitalisation was wiped out, illustrate the severe impact of security vulnerabilities. The
operational complexity of digital asset custody and the advanced persistent threats from
cybercriminals necessitate stringent security measures.
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Increasing Institutional
Adoption

Institutional adoption of
digital assets has been
increasing, as major financial
entities integrate
cryptocurrencies into their
operations and investment
portfolios. This trend is
supported by regulatory
advancements, which further
legitimise the asset class.



Issues with Asset Custody and Storage

Asset custody in the realm of digital assets involves managing these assets within a digital
environment, which exposes them to unique risks. The commingling of customer assets on trading
platforms can lead to situations where individual investments are not distinctly accounted for,
increasing the risk of loss if the platform faces financial difficulties or security breaches . The
infamous case of Celsius, where the bankruptcy proceedings determined that most digital assets
held by the platform were not segregated and thus not protected from creditors, highlights the
critical need for effective asset segregation and frequent reconciliation practices.

Market Volatility and Asset Valuation Challenges

Factors Contributing to Price Volatility

The crypto market experiences extreme price volatility due to several intertwined factors. Firstly,
the supply and demand dynamics significantly impact prices, especially for cryptocurrencies like
Bitcoin, which have a fixed supply limit. This scarcity can drive prices up as supply nears its limit,
making the asset more attractive during periods of increased demand. Additionally, large investors
or "whales" can influence market prices dramatically by buying or selling large quantities of crypto,
often leading to rapid price fluctuations.

Investor sentiment also plays a crucial role, where news and public perception can trigger sudden
market movements.

Difficulties in Asset Valuation

Valuing digital assets like cryptocurrencies and NFTs presents unique challenges due to the
inherent volatility and the lack of traditional financial metrics such as earnings or revenue. The
valuation of cryptocurrencies might be somewhat guided by their utility and trading volume,
reflecting a form of the 'Fisher equation' used in monetary economics. However, for NFTs,
valuation is more complex due to their unique, non-fungible nature, making it difficult to
determine a market price consistently.

Moreover, the absence of established

financial instruments and derivatives The speculative nature of these assets

further complicates their valuation. With
many investors focused on short-term
gains, frequent trading can lead to
significant price swings, making it hard to
establish a stable value

markets for most cryptocurrencies, except
Bitcoin, means that these assets are often
more susceptible to speculation and less
anchored in economic fundamentals. The
lack of clear regulatory frameworks and
recognised valuation standards also
contributes to the difficulties in accurately
assessing the fair value of digital assets.
This uncertainty can deter investment and complicate financial reporting for asset managers. The
evolving nature of these markets and the continuous development of new technologies and uses
for digital assets mean that valuation methods must adapt rapidly, adding another layer of
complexity to an already challenging task.
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Technological Risks and Innovations

Technological Advancements and Risks

The integration of blockchain technology and distributed ledger technology (DLT) has brought
significant advancements to the digital asset sector, offering benefits such as lower issuing, ent.
operating, and administrative costs for traditional

securities. Blockchain's ability to provide indisputable

proof of ownership and transaction histories in real- Evolving Regulatory
time enhances transparency and reduces the potential Landscape

for fraud in securities trading. However, these

technological advancements are not without risks. The Notable advancements have
decentralised nature of blockchain can lead to been made in global digital
governance challenges, making it difficult to coordinate asset regulation throughout
updates across the network. This can result in "forks," 2023, yet the journey towards
where the network splits into different paths, potentially comprehensive frameworks is
leading to confusion and inconsistency in data. still ongoing.

Impact of Blockchain Evolution on Asset Security

The evolution of blockchain technology has significantly impacted asset security, particularly
through the use of cryptographic techniques which ensure that crypto-assets are not unexpectedly
increased and that ownership is agreed upon by a network of users. Despite these benefits, the
lack of centralised governance in unrestricted DLT networks poses increased risks, including
money laundering and terrorist financing, as there is no central body to monitor or identify
suspicious transactions. The challenge of coordinating changes among users who may have
conflicting incentives adds to the security risks, as disagreements can prevent the effective
implementation of updates necessary for maintaining system integrity.

The technological landscape of digital assets, therefore,
presents a complex mix of innovations and risks. While
advancements in blockchain and cryptography have
enhanced the security and efficiency of digital
transactions, the inherent risks associated with
decentralised systems and the potential for
technological failures necessitate a cautious approach
to digital asset management.

Jurisdictional Differences and
Complexities

The regulatory landscape for
digital assets varies significantly
across different jurisdictions,
creating a complex environment
for investors and businesses.
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Strategies for Navigating Pitfalls in Digital Asset Investing

Conducting Thorough Research and Due Diligence

In the realm of digital asset investing, conducting thorough research and due
diligence is paramount. Investors should evaluate the fundamentals of any
cryptocurrency project, including its technology, team, roadmap, and market
potential. Understanding the technology, use-case, demand, and the developers'
track records are crucial steps before making any investment. It's also advisable to
review white papers and security audits conducted by reliable third parties to assess
the project's legitimacy and security measures.

Diversification is a fundamental strategy in managing investment risks.

By spreading investments across different asset classes, investors can reduce the
impact of potential losses. Additionally, setting realistic expectations and
establishing risk management strategies are essential in protecting capital amidst
the inherent volatility of digital assets. Regularly assessing risk tolerance and
adjusting asset allocations accordingly can further enhance the stability and
resilience of an investment portfolio.

Staying Informed About Regulatory Changes

Staying abreast of regulatory changes is crucial for compliance and understanding
the potential impact on investments. Regulatory frameworks around
cryptocurrencies are continuously evolving, and being informed can help investors
navigate the complexities of these changes. For instance, understanding the
implications of the Markets in Crypto-Assets Regulation (MiCAR) by the European
Union or the regulatory measures by the Monetary Authority of Singapore (MAS) can
provide critical insights for managing investments in a compliant manner.
Incorporating these strategies into digital asset investing not only helps in mitigating
risks but also positions investors to make informed decisions that align with their
investment goals.

Conclusion

Throughout this exploration of digital assets, we have navigated the various risks and challenges
that accompany investments in this innovative yet tumultuous domain. While the lure of high
returns and the frontier technology of blockchain offer exciting opportunities, the complexities of
operational risks, market volatility, regulatory uncertainties, and technological vulnerabilities
underline the need for a cautious approach. Drawing on the insights presented, it is unmistakable
that digital assets, despite their potential, carry significant risks that require thorough
understanding and strategic management to navigate successfully.



In this light, the argument for Managed Portfolio Services becomes especially compelling, opting
for traditional investment strategies through a Managed Portfolio Service offers several compelling
advantages over digital assets. Firstly, managed portfolios typically employ seasoned financial
experts who carefully select investment portfolios tailored to individual risk appetites and financial
goals, providing a personalised approach often absent in the digital asset space. Secondly, these
services offer diversified portfolios spanning various asset classes, mitigating risk through strategic
allocation. Unlike the volatile nature of digital assets, managed portfolios prioritise stability and
consistent returns over speculative gains, fostering long-term wealth accumulation and financial
security. Lastly, traditional investment strategies are often backed by extensive research,
regulatory oversight, and established financial institutions, instilling confidence and trust among
investors. Therefore, for those seeking reliability, expert guidance, and prudent wealth
management, traditional investment strategies via Managed Portfolio Services remain a steadfast
choice.

Risk Warnings

The value and income from investments can go down as well as up and are not guaranteed. An investor may get back significantly less than
they invest. Past performance is not a reliable indicator of current or future performance and should not be the sole factor considered when
selecting funds. Our funds invest for the long-term and may not be appropriate for investors who plan to take money out within five years. The
fund will be exposed to stock markets and market conditions can change rapidly. Prices can move irrationally and be affected unpredictably by
diverse factors, including political and economic events.
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