PrimeRating

Fundamental Report
Protocol: dHEDGE
Version: v1 & v2
Date: 16/06/2022
Previous Report: Link

Prime Rating Report V2.1

Author: Carlos.KC
Reviewed by: Andru
Season/competition: Season 3

Scorecard
1. Value Proposition

Points

a) Novelty of the solution

7 / 15

b) Market fit/demand

8 / 15

c) Target Market Size

4 / 10

d) Competitiveness within market sector(s)

5 / 10

e) Integrations & Partnerships

10 / 15

Total Points - Value Proposition

34 / 65

2. Tokeneconomics

Points

a) What is the extent of the token's capabilities?

9 / 10

b) Initial token allocation

5 / 15

c) Continuous token issuance & tokenomics mechanisms

5 / 10

d) Is the value capture model able to accrue and distribute value?

8 / 10

e) Is the token sufficiently liquid to enable active use and trade?

1/5

f) Are there any extrinsic productivity use cases?

2 / 10

Total Points - Tokenomics

30 / 60

3. Team

Points

a) Is the team credible and public?

9 / 15

b) Does the team have relevant experience?

7 / 10

c) Does the team participate and help shape the public debate?

2/5

d) Is the team able to effectively attract and coordinate resources?

8 / 10

Total Points - Team

26 / 40

PrimeRating
4. Governance

Points

a) Admin Keys

18 / 20

b) Extent of Governance capabilities

14 / 15

c) Active Governance contributors

3/5

d) Governance infrastructure

9 /10

e) Robustness of Governance process

8 / 10

Total Points - Governance

52 / 60

5. Regulatory

Points

a) Does the protocol have any legal accountability?

N/A

b) What is the quality of the legal jurisdiction?

N/A

Total Points - Regulatory

N/A

Total

142 / 225

1. Value Proposition
The Value Proposition section describes the value a protocol delivers to its users. Based on the proportion of the
problem the protocol aims to solve and the potential of the protocol to effectively solve the problem - better than other
industry solutions - a Value Proposition rating is created.

a) Novelty of the solution (15 points)
This score evaluates the novelty (uniqueness) of the protocol. Has the protocol introduced any new innovations that
help solve user's problems more efficiently? Is the project a fork? To what extent did they copy/fork the original?
Answer:
[1] dHEDGE is a (1) non-custodial, (2) decentralized and (3) social asset management on EVM chains [2]:
Non-custodial: users retain ownership over their funds, investment managers cannot run away with investor funds.
Decentralized: a permissionless protocol for asset management.
Social: managers have a direct line of communication with their investors, so investors know the reasoning behind
their decisions, and users can decide what strategy they follow by locking their funds in it.
dHEDGE is an app on the Ethereum blockchain, using the Synthetic platform [3] for users to create their own trading
strategies, which can be with leveraged positions too. This (still active) solution has creatively allowed users to
effectively create their own hedge fund, attract and manage assets from other users. There are many novelties that
have been combined into dHEDGE’s product. We will explain them in the next paragraphs:
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There is a whole system of positive incentives for participants within the protocol, in which the best managers will
tend to manage more funds through time [4]. The pool only appears on the rankings when certain basic criteria is met.
Then every pool is sorted using a sortino ratio [5] and a 7 day average on the size of the pool. The sortino ratio is
widely used in the financial industry to measure risk-adjusted returns. Managers make decisions on behalf of a pool of
funds and compete for the top spot on the dHEDGE leaderboard [6]. If the manager achieves profitable returns he may
collect performance fees as a percentage of the overall return generated by the pool. There is a high-watermark for
this calculation [7], a system by which the manager receives fees from their lifetime performance only when they have
overcome their previous historical maximum levels.
Managers create pools through the dHEDGE factory. Each pool is its own contract. There are public pools (where any
other user can invest) and private pools (only whitelisted investors can invest). The managers on dHEDGE can be
humans or bots or a combination of both [8].
dHEDGE allows investors to mirror the strategy of top investment managers and traders. This is done in a way where
investment managers are not able to withdraw investor funds thanks to dHEDGE's smart contracts. Investors retain
custody of their funds while invested. When an investor buys a stake in a trader's pool, the investor is issued a pool
token, representing their share in the pool [9]. Managers can place a performance fee on the pool’s Return on
Investment (ROI).
Synthetic assets allow for peer-to-contract (P2C) liquidity, which enables zero-slippage trading. This mechanism
allows for a user to get a price from an automated source [10]. This feature eliminates the risk of front-running [11].
This is possible because the smart contracts powering this functionality are drawn from dHEDGE, Synthetix and
Chainlink [12]. dHEDGE also uses Polygon pools, where managers trade with assets in their pool directly with
Sushiswap [13] on behalf of their investors through the pool V2 contracts. Recently they also introduced Optimism
[14], which is a layer 2 on Ethereum enabling low-cost transactions.
On the Ethereum network the assets supported are [15]:

On the Polygon network the assets supported are higher in number and type:
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They have also created the dHEDGE Top Index (dTOP) [16], which is a novelty, the first of its kind. It is basically an
actively managed ETF that constantly tracks the best traders within dHEDGE through an ERC-20 token.
Sure there are similar projects that have created solutions with similar characteristics (more on this in the question
about the competitive environment), but the combination of all the features that dHEDGE has managed to implement
and put together makes the solution somewhat novel, interesting and with a high potential moving forward. They have
been enhancing the platform continuously with different and new features during the last 2 years, especially in terms
of the integration of Polygon and Optimism, which is not the case of the main competitor, Enzyme Finance [17], who
has integrated Polygon, but not Optimism.
In terms of organization, they are pretty decentralized (more on this in the governance section), with the intention of
increasing the level of decentralization over time once the platform’s features are mature, but they have not really
introduced any organizational innovation. All in all we must conclude that the protocol has introduced some technical
innovations, mostly in terms of how performances of managers as well as track records are handled and being utilized
in different strategies. The infrastructure components (asset vaults and synthetics) are not novel concepts. We will be
giving it a final score of 7 for the combination of these different minor novelties.
Score: 7
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b) Market fit/demand (15 points)
This score evaluates the degree to which the protocol satisfies a strong market demand. The market fit evaluates if
the protocol is able to satisfy the needs of a specific market (can also be measured by user adoption/ #of users). To
what extent has the protocol proven to meet the demand of a specific market? Is the timing of the product right for the
market? Is the protocol targeting the right market?
Answer:
Currently (16/06/2022) dHEDGE has around $11 million in TVL (around 0.001% of the total crypto market). $5.31
million in Polygon, $5 million in Ethereum and $0.725 million in Optimism. Their maximum level was at the May 2021
market peak, with over $41 million (which was at the time around 0.002% of the total crypto market capitalization)
[18].
The crypto market market capitalization is currently (16/06/2022) sitting around $1.3 trillion [19].
The number of investors giving money to fund managers has experienced a positive trend in dHEDGE, especially since
the compatibility with Polygon was enabled in summer 2021 [20] [21]:

The total manager fee accrued by managers also has experienced a positive trend in Polygon, despite the markets
going down [22]:
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There is no similar graph for Optimism and Ethereum pools, but the data available on them can be found here [23] [24].
The total fund managers over time has grown steadily, although it looks it is platoeing [25]:

Although the total addressable market (more on this in the next question) is not very big, we must also state that
dHEDGE demand is in line with the percentage of the whole hedge fund industry on the world’s total asset value, and
has also shown signs of growth in demand despite market conditions, which means it has achieved some sort of
market fit in an industry that has a similar potential to grow than the whole crypto market. As we will see later, the
actual demand for similar solutions is higher than what we could expect looking at the traditional Hedge Fund industry
(probably because it is very regulated and limited to “accredited investors” [26]). Enzyme Finance, which is arguably
the only comparable solution to dHEDGE out there, has almost $75 million in AUM; dHEDGE has almost $10 million
(we will talk more about this in the competitive question). dHEDGE has suffered as markets have gone down going
from $41 million to $10 million in TVL [27], but this is mostly due to generally lower prices in assets, not due to capital
leaving the protocol.
Score: 8
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c) Target market size? (10 points)
The target market size evaluates the current and future size of the problem the protocol is aiming to solve. The
category of the Open Finance solution can be used as a reference to the target market (for example: Lending).
Because Open Finance is by definition global, the global market for a specific problem equals the target market size.
Answer:
The traditional asset management business manages over $100 trillion [28]. The traditional hedge fund industry has
currently over $5 trillion in AUM in the world, with an increasing trend [29]:

This is a very large addressable market, but it would be a stretch to say that dHEDGE alone could get all of this
demand. This is because, as we saw in the first question, the assets available are crypto assets, and the hedge fund
industry is known for trading in many different markets (commodities, stocks, bonds, etc), depending on the type. We
could see a future where all these assets are tokenized using DLT [30], but that is something that will not happen any
time soon. This is why it is much safer, and probably more reasonable, to place the total addressable market as a
small % of the total crypto markets.
In the previous question we saw that dHEDGE represents currently, in terms of TVL, around 0.001% of the total crypto
markets, which is pretty far from the percentage that hedge funds represent on the total world's wealth. According to
Forbes [31], the world’s wealth hit almost half a quadrillion dollars ($500 trillion) in 2021. As previously seen, the hedge
fund industry is estimated to be slightly over $5 trillion, which is around 1% of the total wealth. There is definitely a lot
of room for growth for dHEDGE, but the market size overall is not as huge as for other DeFi protocols.
We will score this question concluding that the market size is small, although it has some potential to grow, especially
due to the crypto market as a whole (which could include the tokenization of real assets, stocks and bonds, amongst
other financial products).
Score: 4

d) Competitiveness within market sector(s) (10 points)
This score evaluates the competitiveness of the protocol within the market sector(s) it operates in. This score offers a
relative comparison of the protocol and other protocols operating in the same market sector(s). To evaluate this,
metrics to directly compare with the competition can be used (e.g. TVL, trading volume, number of users).
Answer:
Probably dHEDGE’s most direct competitor, with the most similar characteristics, is Enzyme Finance [32], which has
currently over a 1,000 vaults, almost $75 million of AUM and 2,856 deposits:
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dHEDGE, on the other hand, has almost $10 million in AUM (or TVL), although it has a similar amount of pools (called
Vaults by Enzyme) and managers.

This tells us something very interesting: on average users deposit more money in Enzyme than in dHEDGE. Although in
PrimeDAO’s previous report on dHEDGE we also talked about Set Protocol in the competitive environment [33], it is not
really a comparable project, as it is not an on-chain active asset management protocol [34], it is a platform that allows
for the creation and management of tokenized assets. Users can create their tokenized synthetic asset (like an index
of different underlying assets) that can in turn quote and be bought in the open market, like for example Bankless’ GMI
Index in DeFi Innovation [35]. Investors look for a more passive approach to investing when they use Set Protocol. This
does not mean that users can use both protocols in order to spread their funds into different strategies.
We can see that, in the competitive environment, Enzyme Finance is clearly winning in the TVL (or AUM) metric. This is
not so clear in the amount of pools (or vaults) available, which is very comparable. All in all, we cannot say that
dHEDGE is a top alternative or the benchmark in the market segment. Nevertheless, it has the potential and
capabilities to grow in the long term, as they are creating a very compelling alternative to Enzyme. We must conclude
by saying that the protocol has clear competitive capabilities, but it is yet to establish itself in the market as a top
competitor, as that place is held currently by Enzyme Finance, with a big difference as we have previously seen.
Score: 5

e) Integrations & Partnerships (15 points)
Due to crypto’s open-source nature, the code of most protocols can easily be forked. This score represents a piece of
“unforkable value”. Some indicators to look at are the number of applications built on top of the protocol (vertical
integration), other entities integrating the protocol's services (horizontal integration) or the number of relevant
partnerships (be careful of logo collections/ partnerships without much purpose).
Answer:
In terms of vertical integration (number of applications built on top of the protocol), we must say it is high. They use
the Ethereum network from the beginning, but have integrated L2 chains solutions like Polygon and Optimism [36].
Additionally, for their token DHT and the managed pools they have created many different use cases, which can be
accessed directly from their website, that have integrated other platforms or apps (like Uniswap, Aave, QuickSwap,
Balancer, 1inch, SushiSwap and the Matic Bridge) [37]:
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These integrations make it very easy for the user to move from one platform to another and perform different actions
(like obtaining DHT from Uniswap, using the Matic Bridge for migration or using Aave to manage assets of a pool [38]
[39]). It is also possible to buy crypto with fiat through their website through the Banxa fiat on-ramp [40]. Users can
also connect their wallet through Metamask [41], Coinbase Wallet [42], WalletConnect [43], Fortmatic [44] and Portis
[45], but no Ledger.

Horizontal integration (other entities integrating the protocol’s services), on the other hand, are very limited.
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The integrations mentioned in their blog [46] are just enhancements and additions of new features on the protocol:
1. Aurora Release [47]: which integrated Uniswap on Polygon and Optimism, Banxa fiat on-ramp direct to L2, new
assets and many UI improvements.
2. Moonlight Release [48]: it enables dHEDGE Managers access to DeFi integrations on Polygon and Optimism.
This update enabled:
a. Integrating 1inch on Optimism.
b. Integrating Aave V3 on both Optimism and Polygon.
3. Arrakis Finance [49]: this is the only real integration from this list of 3. Arrakis Finance (previously known as
G-Uni) allows users to automate Uniswap v3 positions (liquidity management).
There is one important partnership that we must talk about though with Synthetix [50]. It is a very important
partnership, as they both use each other’s protocols, as we can see on the previous link. This also could be seen as a
partnership with implied risks, as if one protocol fails it will cascade into the other one. But for dHEDGE this risk is
mitigated, as Synthetix is only used for the Ethereum blockchain, not for Optimism and Polygon. A dHEDGE tool helps
automate SNX staker’s debt management by automatically mirroring the debt pool [51]. SNX stakers are exposed to
the price fluctuations of all outstanding synths and have the challenge of hedging their exposure to the debt pool. To
hedge this exposure, stakers replicate the debt pool by buying (or shorting if required) the underlying assets of
outstanding synths (e.g. if debt pool is 50%sUSD & 50%sETH, if one wants to be hedged, he/she would need to hold
50%USD & 50%ETH). The dHEDGE team introduced a one-click solution that handles debt hedging by automatically
replicating the global debt pool. To activate it, a staker needs to purchase dSNX tokens to automatically hedge their
debt.
Another relationship that could be considered as a partnership is with Toros [52], which is a dHEDGE incubated
protocol which intends to offer secure automated vault strategies. Toros, which was created to expand the number of
strategies available to dHEDGE managers, now includes one-click leverage on ETH and BTC, Uniswap V3 managed
liquidity, and Bitcoin Yield methods on Polygon. They have also introduced a native stablecoin (dUSD) that provides an
automated stablecoin yield farming, allowing holders to earn returns through automated allocations with no currency
risk and compounded incentives. This partnership was introduced in the Moonlight Release.
As we can see, this is an important partnership for dHEDGE that has been made possible due to the creation of a
solution to a tedious and expensive process available in Synthetix. dHEDGE also uses Synths on the core of its value
proposition.
All in all we can see that dHEDGE has done a good job at the vertical integration and has enhanced the protocol by
bringing L2 chains and giving many more options to users, but it has one important mutual integration and partnership
with a top-tier protocol, Synthetix. Probably horizontal integrations are not easy due to the characteristics of the value
proposition, but it is not impossible either to increase partners in the future, as we have seen. For now we must
conclude that dHEDGE has done a good job with integrations, and that there are, on one side, a good amount of
applications built on top of it, but only one well known entity is using its services to the best of our knowledge, so we
will score this question with a 10.
Score: 10
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2. Tokeneconomics
The Tokeneonomics section assesses the function of a protocol's token. This includes the token distribution,
functionalities of the token, the ability of the token to incentivize positive behavior in the protocol, and the ability of the
token to capture a portion of the value created.

a) What is the extent of the token's capabilities? (10 points)
Is the token useful within the protocol? Does the token allow the holders to participate in governance or influence the
protocol in any way? Does it serve any other purposes?
Answer:
dHEDGE token (DHT) serves multiple functions [53]:
1. Facilitate decentralized governance.
2. Incentivise investors to pool assets with top-performing managers.
3. Incentivise managers to earn greater return.
One unique value proposition of DHT is that holders may choose to charge an administration fee on the dHEDGE
platform. The specifics of the fee is determined by DHT token holders and is currently 10%.
Manager’s administration fee, as well as direct investments from the DAO are collected in a smart contract. dHEDGE
DAO represents a pool of pools.
The DHT token can also be staked with rewards in DHT [54], and holders are able to make certain decisions governing
the DAO such as reallocations or liquidations. There is also the possibility to increase or reduce the total supply if DHT
holders reach consensus. Although this is a possibility, they state in their website that they do not expect the total
supply of the token to change.
They intend to increase decentralization of the protocol as it matures throughout time. Their goal of this progressive
decentralization is to create products and experiences users love first before achieving the more lofty ideal of
decentralizing every aspect of the protocol. They state that significant decentralization will be required for dHEDGE to
reach its full potential as an unstoppable, trustless, censorship-resistant, non-custodial trading protocol on Ethereum
and other L2 blockchains. In the next screenshot we can see summarized all the different capabilities [55]:
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1. Staking [56]: currently the APY is very high, at over 82% APY. With almost $1 million of value staked. Staking
gives voting power to the holder. The longer the lockup period (it can range between 1 month to 3 years) the
more governance and earnings power the user gets [57]:

2. Governance [58]: in the governance page users can see the ongoing governance votes and the protocol
treasury’s revenue. The voting power is counted in vDHT, which is based on staked DHT * lock-up time [59]
(more on this later in the governance section).
3. Performance Mining [60]: where users can earn DHT from investing in the top performing dHEDGE pools. This
is to incentivize users to move funds to the best performing pool managers, apart from the performance fees
they get.
4. DHT Dynamic Bonds [61]: where users can buy bonds on the Polygon network in order to add Balancer
DHT-dUSD protocol controlled value. dUSD [62] is a productive yield bearing stablecoin asset backed by Curve
Finance LP tokens. Users can deposit USDC and receive DHT bonds in a higher amount than they would have
if they had bought DHT tokens directly.
5. Liquidity Providers [63]: this is currently used to incentivize users to provide liquidity in the wETH/DHT
SushiSwap pool on the Polygon Network and earn Sushi and Matic. It has also been used to incentivize users
to provide liquidity in Uniswap (sUSD/DHT and USDC/DHT).
It is very easy to interact with the protocol and perform any action, as in every web page they provide every necessary
link for the user to perform them (to go to places like 1inch, Sushiswap, Uniswap or the Polygon bridge).
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As we can see they have very creatively combined different use cases with effective utility, revenue and governance
for the DHT token. We must score this section with a pretty high score.
Score: 9

b) Initial token allocation? (15 points)
Token distribution can be an indicator of a healthy protocol and, if done well, can improve coordination and alignment
among different stakeholders. Was the genesis/initial distribution fair and balanced? Are the tokens distributed widely
or is the ownership concentrated and skewed toward early insiders? Are vesting schedules aligned with long-term
vision?
Answer:
DHT’s token generation event (TGE) took place in September 2020 [64], with a total supply of 100 million DHT tokens,
and there are currently, according to CoinGecko, around 28,7 million tokens in circulating supply (around $3.53 million)
[65]:

The initial allocation explained in their website is statedly accurate as per January 2020 [66]:

We can see the vesting schedule for each category in the following table:
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The unlocking schedule looks like this:

As we see, 6,68% is allocated to the Mesa auction and other incentives in the ecosystem. The Mesa auction was an
initial token distribution to the community, during a period of 24 hours, of 5% of the total supply [67]. There is 1,68% for
other incentives, which is not specified further.
Seed, strategic, exchange partner, core team and advisors all amount to 40,70% of the total, which could be
understood as the percentages allocated to insiders and initial investors. This allocation is on the very high end of
industry standards, which tends to be between 20% and 45%, excluding some outliers [68]. The core team allocation of
18,50% is also on the higher end of industry standards, usually between 5% and 20% [69]. Keeping large quantities of
tokens in the hands of insiders can damage long-term market growth.
An additional factor to consider to score this question is the unallocated part of 51,12% (which was probably allocated
to the treasury), which adds an important layer of uncertainty to the tokenomics and inflation schedule of the project,
as it has not been specified nor updated in over 2 and a half years. This has not been updated since January 2020 [70],
but looks like this allocation has not been used, as the circulating supply is only around 28,7 million tokens according
to CoinGecko [71]. The treasury currently owns 46,85% of the total supply [72]. Sablier (v1.0 and v1.1) [73] owns over
25% of the total supply. Sablier is a platform that allows a continuous stream of transactions. This holding is a bit odd,
as Sablier has not been mentioned by dHEDGE in terms of partnerships or integrations. This high percentage is
probably due to the fact that dHEDGE is using Sablier’s platform to create a continuous stream to their community and
team in the form of expenses, incentive rewards and/or salaries [74]. The 10 biggest holders currently own over 91%
of the tokens [75], which is extremely high.
We must conclude that the token distribution is questionable. The initial allocation is skewed to early insiders, which is
over 42% of the total supply. The official public allocation has been 5% of the total supply, which is extremely low, but
there are, on the other hand, a few incentives in place which have allocated tokens to users from the treasury (from
performance mining, liquidity providers and DHT dynamic bonds). There are vesting schedules and most of the insider
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tokens are linearly vested monthly for 3 years. This period is somewhat reasonable, but it could also be higher, as it
does not reflect a very long-term focus either. We must score this section with a 5.
Score: 5

c) Continuous token issuance & tokenomics mechanisms (10
points)
Most token distribution schedules have built-in inflation. This section evaluates the purpose of that continuous token
distribution. Is it justifiable? Does it help improve the coordination and alignment of incentives for the protocol? Does it
incentivise positive-sum behaviour? Are the benefits flowing to all relevant stakeholders or just select groups?
Answer:
As we have already covered in the previous question, the tokenomics mechanism is unknown due to the unallocated
and not updated 51,10%, and it depends on the incentive rewards in place on the platform that users receive from the
treasury. This can come from staking DHT tokens [76], from performance mining [77], DHT dynamic bonds [78] and
some other ad-hoc incentive mechanisms like bug bounties [79].
The staking APY, according to the website, includes monthly staking rewards and also quarterly protocol treasury
distributions [80].
According to dHEDGE docs, the only way to get exposure to the protocol treasury is through staking DHT [81]. The
dHEDGE DAO implemented an admin fee of 10% on the different performance fees set by the managers on their pools.
For example, if a manager sets a performance fee of 10%, he ultimately gets 9% and the treasury gets the other 1%.
Stakers then will be part of those rewards [82].
Rewards for DHT stakers are paid in DHT, dTOP [83], or sUSD. The overall DHT rewards are distributed as follows [84]:
●
●
●

DHT staking: 25k DHT per week.
Performance Mining: 35k DHT per week.
Protocol Treasury: Amount and token is decided by a quarterly vote.

DHT distributed via staking and performance mining is done by increasing the circulating supply of DHT (effective
inflation). Tokens distributed via the protocol treasury are done by liquidating a portion of the fees the protocol
captures (protocol revenue). Apart from this information, the supply is fixed at 100 million tokens, and all in all there
seems to be an unknown and uncertain schedule for the token distribution, as the allocated distribution remains
uncertain on a high % of the total supply. On the other hand, we have seen interesting incentives in place that improve
the protocol and do not disproportionately benefit certain stakeholders. We must conclude that the issuance model is
somewhat reasonable, although far from ideal, and benefits the protocol and stakeholder coordination. We must score
this question with a 5.
Score: 5
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d) Is the value capture model able to accrue and distribute value?
(10 points)
A value accrual and distribution mechanism can help improve the utility of a token and its ability to be used as an
effective coordination mechanism. Does the protocol have mechanisms to distribute some of the value created to the
token holders?
Answer:
As we have seen before, users have different options to accrue value within the platform. First and foremost, users
can create and manage a pool where other users can deposit money. Managers earn a performance fee, which is
accrued in the form of pool tokens, so managers that perform well will own a higher % of the pool (in case there are no
new deposits from other users).
Also, pool managers can earn DHT rewards for good performance through the performance mining program [85], with
a current APY of 4.63% on the manager’s investment. Rewards are distributed monthly.
Another way to earn rewards, this time in form of SUSHI and MATIC tokens, for providing liquidity through the dHEDGE
platform in a certain pool. There are different pools that are incentivized by dHEDGE. Currently the pool that is being
incentivized is the wETH/DHT SushiSwap pool on the Polygon network [86]. This pool does not have much liquidity
currently (around $166,000).
Additionally, users can accrue value through staking their DHT tokens [87], which has currently an APY of more than
80%. Through staking the user can gain voting power and also becomes eligible to receive capital rewards on a weekly
and quarterly basis, depending on the fees the protocol captures (protocol revenue). Lockup periods go from 1 month
to 3 years, although there is a strong and compelling incentive for users to select higher lockup periods, as it gives
linearly higher rewards and voting power [88]:

Staking rewards (earnings power) are based on vDHT. APY shown in the staking modal is the APY from your starting
vDHT balance. As your vDHT balance declines, so will your staking rewards, and your true APY. Longer lockup periods
will have a higher initial APY, as vDHT will be higher, and staking rewards and APY will decline slower on longer lockup
periods.
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There is also the ‘DHT dynamic bonds’ incentive [89], where users can select a lockup period for their USDC deposits
(between 7 days and 1 year) and receive DHT bonds. This option is not always available and depends on the existence
of offers.
Regarding the value accrual of the protocol, dHEDGE DAO has implemented an admin fee of 10% to performance fees
set by managers [90]. This admin fee goes directly to the treasury, which works as an ever-growing pool of the most
successful pools on the protocol, called by them as the Uber Pool. According to the docs the Uber Pool can be found
in the app [91], but we have not been able to find it.

All in all, we can see that there are many value accrual alternatives for users, which are probably sustainable due to the
fact that the protocol itself has established a value accrual mechanism for its treasury. We can conclude that the
protocol is self sufficient, and has a pretty interesting value accrual and distribution sustainable mechanism.
Score: 8
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e) Is the token sufficiently liquid to enable active use and trade? (5
points)
Is the token widely available and is there sufficient liquidity available to facilitate all protocol functionalities?
Answer:
DHT is a token that is in both centralized and decentralized exchanges [92]. Amongst the centralized are OKX [93],
BKEX [94], Huobi [95], Hotbit [96], Hoo.com [97] and Poloniex [98]. Amongst decentralized are Uniswap (v3 and v2 and
Polygon) [99] and Sushiswap [100].
Most of the volume comes from BKEX and OKX. Uniswap v3 is the third, with almost 9% of the total volume. The TVL
in Uniswap is around $377k as of today in the USDC/DHT pair, dropping dramatically from almost $6 million in May
2021 [101]:

We have seen a similar trend in the volume traded in Uniswap, currently almost non-existent:

In Sushiswap there is currently no liquidity whatsoever [102], with the last transaction happening 2 months ago.
Although currently most of the liquidity and transactions are in centralized trading exchanges, we must say that the
token is not part of top-tier centralized exchanges either. On the decentralized spectrum, the liquidity is very small to
enable a healthy price discovery and price action, but it is also important to state that the TVL in Uniswap represents
over 10% of the total market cap [103], around $3.38 million currently, which should be enough to carry out most
trading needs. All in all, the token has very limited market cap and liquidity. That is why we need to score this question
with a score of 1.
Score: 1

PrimeRating

f) Are there any extrinsic productivity use cases for the token? (10
points)
Besides the protocol’s value distribution model as described in 2. d), can the token be used productively on other
protocols (e.g. as collateral, for lending, LPing, yield farming, etc.)?
Answer:
Of course the token can be LPed in Uniswap combined with USDC, as we have seen in the previous question. It also
has different use cases within dHEDGE’s platform, but when it comes to extrinsic productivity we must say it is
extremely limited. It cannot be used as collateral, borrow/lending or any use case in Aave [104], it cannot be used in
MakerDAO (Oasis) [105], Compound [106], Synthetix [107] or any other top-tier decentralized app like Balancer [108],
Curve [109] or Element Finance [110]. We must conclude this question with a score of 2, as it can only be used on one
or two other protocols (decentralized exchanges basically) with very limited productivity.
Score: 2

3. Team
The Team section describes the quality of the team behind the protocol. The current version of Prime Rating favors
teams that are publicly identifiable. In the case of an anon team, the track record of the specific anons involved can be
taken into account

a) Is the team credible and public? (15 points)
Are the identities of the core contributors and team publicly identified? In the case of anon team members, is there any
way to track their background/record?
Answer:

There is not much official information about dHEDGE’s team, apart from a list of contributors in Messari [111] and the
project’s LinkedIn profile and an article reviewing the project [112]. This is the team appearing in LinkedIn [113].
From the list of main contributors in Messari, we can see the following people:
Artyom Lyulkovich [114] is the Ecosystem Partner; he specializes in marketing.
Edson Ayllon [115] is the Technical Product Manager at dHEDGE currently. He was the Senior Frontend Engineer
before. He has worked in DAOstack as a front-end engineer, in Protocol Labs as a consultant and in Ethereum Cap
Herders as a Project Manager.
Ermin Nurovic [116] does not specify what is his current role at dHEDGE, but he is a co-founder according to
Crunchbase [117] his background is in Industrial Computer Systems and Electrical Power, Electrical and Electronic
Engineering. He previously worked as an engineer in Honeywell and INPEX and founded Antler and Upstreet.
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Henrik Andersson [118] is currently the CIO of Apollo Capital. Although there is no mention about it in LinkedIn, he is
one of the co-founders of dHEDGE. He is a CFA charterholder and has a background in Business Administration,
Economics and Engineering Physics.
Jan Hochbrueckner [119] is a full stack developer specialized in blockchain development. He worked before as a
blockchain developer freelancer and as a full stack engineer in Hut34 and as a Business Processes Principal
Consultant in SAP. He also has a background in Business Administration, as he studied a Master’s degree in The Julius
Maximilians University of Würzburg.
Radek Ostrowski [120] is a co-founder and contributor for dHEDGE. He has a very diverse and rich background in the
ecosystem. He has worked as a blockchain engineer and mentor in bitfwd community, a blockchain & big data
engineer in Toptal, a founder, blockchain consultant and tech advisor for StartOnChain.com and an Advisor for
Prismatic. His background is in physics, IT and high performance computing.
All in all we can say that the team is fairly credible and public, but not to the highest level like other top-tier projects.
This is why we will score this question with a 9.
Score: 9

b) Does the team have relevant experience? (10 points)
Are there any documents or trails available to showcase the track record of the team? Do the team members have
relevant backgrounds and skill sets?
Answer:
According to what we have seen in the previous question, they have proven relevant experience. The main needs of the
project are a team with knowledge in the finance industry, smart contracts and web3 development, apart from
tokenomics and governance. This team ticks on most of them, if not all. There is a full stack developer who has
specialized in blockchain development, there is a frontend engineer, and many of them also have a background in
Business, Economics and Finance. We can conclude that the team is skilled for the needs of the project, with some
relevant experience that allows them to move forward with it.
Score: 7

c) Does the team participate and help shape the public debate? (5
points)
To what extent do the protocol contributors participate in the public debate around open finance? Are the team
members giving presentations, sharing their thoughts and opinions, and do they help raise the collective intelligence of
the industry?
Answer:
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The team has actively participated in interviews in different YouTube channels [121]. They also have a YouTube
channel, with only 6 videos. Most of these videos do not have more than 100 views, although the video explaining
dHEDGE has been the most viewed with over 3,3k views. We can see different interviews from Edson Ayllon [122],
Ermin Nurovic [123] [124] in different channels, but the person that has most managed to participate in the public
conversation around DeFi has been the co-founder Henrik Andersson [125], appearing in several channels, but also
with limited viewership (mostly below 200 viewers per video).
The team publishes on average almost one blog post per month with updates on the project [126]. There are currently
11 publications, the first one being in October 2021. Their appearances in the press have also been minimal,
amounting to 6 from April 2021 [127].
Altogether we can say that the team participates in the public debate, but very rarely, and they certainly do not
participate in it as thought leaders.
Score: 2

d) Is the team able to effectively attract and coordinate resources?
(10 points)
How effective is the team at attracting and coordinating resources for the benefit of the protocol? Has the team raised
sufficient funding or are there mechanisms in place to attract resources when needed?
Answer:
The team has been able to attract an important number of financial resources from renowned VC investors [128].
According to Messari, they are Alameda Research [129] [130], Altonomy [131], Bitscale [132], BlockTower Capital [133],
Cluster Capital [134], Continue Capital [135], Digital Asset Capital Management (DACM) [136], Divergence Ventures
[137], Framework Ventures [138], Genblock Capital [139], IOSG Ventures [140], Lemniscap [141], Maple Leaf Capital
[142], NGC Ventures [143], The LAO [144] and Three Arrows Capital [145] [146]. LD Capital also appears in Messari, but
dHEDGE is not appearing in their portfolio of companies [147].
According to Crunchbase [148] there are only two investors and one funding round: IOSG Ventures and Digital Asset
Capital Management (DACM). This is not correct, as all of the VC investors above mentioned have dHEDGE in their
portfolio of companies. Pitchbook [149] has more complete information about the project, stating 27 different
investors, 16 employees (in line with LinkedIn) and a latest deal amount of $829k. There is no complete information
on the total amount of capital raised. According to Dealroom [150], the company valuation is between $5 and $7
million as of november 2020, with a total funding of $1.2 million, but with a very incomplete list of investors.
All in all, although there is no clear and complete information about it, we can see that dHEDGE has been able to
attract a great number of VC firms, and therefore assume that they have been able to attract enough financial
resources to carry out their activities as an organization.
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In terms of human resources, they have been able to attract a somewhat skillful team of developers and other
professionals with knowledge in marketing, business, economics and finance. They, as well, have been able to
maintain the team, as it does not seem that the main contributors have left the project. We must conclude that the
team has attracted sufficient resources and they have been able to coordinate them in an efficient way, so we will
score this question with an 8.
Score: 8

4. Governance
The Governance section evaluates how the protocol is governed and who the governors are. The different governance
functionalities and processes are evaluated to determine to what extent the Protocol will be able to self-govern in a
way that ensures the development of the protocols while respecting the needs of all current and future stakeholders.



a) Admin Keys (20 points)
Admin Keys allow some critical functionalities of a protocol to be controlled by an admin. This allows the developers
to react to potential bugs, but also creates a risk as the developers could potentially misuse the admin keys to exploit
the protocol. Does the protocol have admin keys and how are they managed?
Answer:
As we saw in the first section, the project is quasi decentralized [151], as they only plan to decentralize more and more
parts of the protocol once it has matured. It has matured to a somewhat high level, and they have been taken to
increase decentralization. In our previous report on dHEDGE from Prime Ratings [152] we mentioned that there were 4
admins in Snapshot [153], which is still true as of today.
In February 2021, there was a proposal created and discussed in the forum [154], which would be later approved in
Snapshot [155], that transitioned dHEDGE from a mostly centralized entity to a more decentralized organization. This
was called the transition to the dHEDGE Ecosystem DAO (EcoDAO). They elected a council of 5-10 community
members who emerged organically from the community and had demonstrated a shared vision and eagerness to
grow the dHEDGE ecosystem. There is no information about their skills or backgrounds though. They want to find the
correct balance between centralization and decentralization [156]:
“We propose that this structure will strike a balance between sufficiently decentralized governance, while not being too
decentralized as to compromise the speed and efficacy of the development and decision making relating to dHEDGE.”
There is a Multisig for the ecosystem EcoDAO’s admin keys for the selected members [157]:
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All in all, we can conclude that there is a DAO with a small number of members appointed from the community to own
the admin keys/rights to perform updates through a multisig, with sufficient time available to react. There is no
timelock documented. The number of members is rather small though, so although they have taken important steps
towards decentralization, it is still limited in terms of who holds the admin keys. The fact that they have been selected
from the community makes us score it with almost the highest mark in this section: 18.
Score: 18

b) Extent of Governance capabilities (15 points)
Distributed governance allows the token holders to participate in the governance of open finance protocols. How
much influence does the governance mechanism have? Are the votes affecting on-chain changes or do they function
solely as signals to the team?
Answer:
As mentioned previously, there is a DAO that has voting capabilities on different matters. These matters are intended
to increase throughout time along with the project’s maturity [158]:
“As the protocol matures, it will become prudent to decentralize more and more parts of the protocol. The goal of this
progressive decentralization is to create products and experiences users love first before achieving the more lofty ideal
of decentralizing every aspect of the protocol.”
As we discussed in the previous question, after the proposal to transition to the dHEDGE Ecosystem DAO (EcoDAO)
[159], the project moved decisively towards a decentralized organization governed by community members (5 to 10
though).
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The onchain governance for dHEDGE is guided by the dHEDGE Meta Proposals (DMPs). There are three kind of
proposals token holders can vote on:
1. DMP [160]: dHEDGE meta proposals are aimed at making the governance self-correcting.
2. DFP [161]: dHEDGE feature proposals. These feature proposals enable the community to prioritize which
features will be built first.
3. DCP [162]: dHEDGE capital proposals. These proposals reflect upon the capital and financial decisions taken
by the community. Examples include rebalancing/distribution of protocol fees or capital allocations to
EcoDAO.
But to see the real and updated extent of the decentralization and governance capabilities within the project we must
also have a look in the forum [163] and snapshot [164]. Any user with more than 1k vDHT can create a proposal in
snapshot [165]. We can see from there that the community has actually voted on many different topics concerning
different aspects of the product’s features, allocation of resources, integrations, investment campaigns and additional
governance features. We can see that they are effectively increasing the level of decentralization through the DAO.
They are keeping their word of increasing decentralization throughout time, and we can see that the extent of the
governance capabilities has grown a lot, with over 50 proposals since the beginning of 2021, which is an average of
almost 3 proposals per month.
We can conclude that governance currently influences nearly all operations of the protocol, including on-chain
changes, budgets and strategic decisions. Governance votes have a clear influence on the project, as there is some
decentralization in the members selected for holding the admin keys, and it creates an automatic balance of power
and checks. That is why we will score this with a 14.
Score: 14

c) Active Governance contributors (5 points)
Governance is a process that can be rather resource-intensive if executed well. To ensure good governance is
practiced by the protocol, it's important to have a sufficient number of governors allocate resources to the governance
process of the protocol. How many individuals participate in the debate around the protocol? How active are voters?
Answer:
The activity seen in the different platforms used for governance is quite high.They actively use Discord [166] and a
forum [167] for informal and more formal discussions and coordination. There have been over 150 discussions in the
forum about different topics (ecosystem, feature proposals, capital proposals, meta proposals and legacy proposals,
amongst others). Many of these discussions end up being a proposal.
They also use Snapshot [168] very actively, as we have seen in the previous question, with more than 50 proposals in
less than a year and a half (since the beginning of 2021).
There are currently over 4 admins in Snapshot [169], with 7,4 voters on average in the last 10 proposals and there are
currently 133 members. The maximum number of votes was 53 votes, on the transition to the dHEDGE Ecosystem
DAO (EcoDAO) [170]. These are not very high numbers for an open protocol, although it is not negligible either. All in all
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we can say that there is an active and diverse group of governors, but the number is not extremely high, so we will
score it with a 3.
Score: 3

d) Governance technology/infrastructure (10 points)
The Governance infrastructure relates to the technology, software, and models used by the protocol's governance.
Does the protocol have a reliable and usable voting mechanism? Are there channels for governance debate? Is there
sufficient documentation available?
Answer:
We have already talked about the infrastructure during this section several times. They use Discord [171], a forum
[172] for discussions and a snapshot [173] for the proposal’s voting. There is a reliable voting mechanism. Voters with
more than 1k vDHT can create proposals on Snapshot, and anyone with vDHT tokens can vote. vDHT tokens, as we
have mentioned before, can be obtained by staking DHT tokens [174]. Users are incentivized to lock up their staked
tokens longer (they can do so from 1 month to 3 years), as they will gain more vDHT tokens, which will in turn provide
the user with more voting power and rewards in a linear way [175]:

Apart from all this, they have a specific web page where users can follow easier if there is any ongoing vote [176]. The
process is explained in Messari [177], which we will explain in the next question. We can conclude here by saying that
there is a somewhat reliable and useful governance infrastructure that makes it fairly easy for anyone to participate.
Score: 9
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e) Robustness of Governance process (10 points)
This score requires documentation specifically on the governance process that sets the basic framework in terms of
agreements, norms, and language for governing the protocol and to create social consensus. Does the protocol have a
formal governance process? How robust is the governance process and does it promote good governance?
Answer:
The governance process is based on the infrastructure discussed in the previous question. They have an explanation
of the governance process in Messari [178]:
“The protocol uses a quasi decentralized model to manage and govern the protocol. They have created dHEDGE EcoDAO
as the governing body of the protocol. The EcoDAO's decision making authority will be vested to an elected council of
5-10 members that have emerged from the community. The dHEDGE EcoDAO will be responsible for the following:
1. Protocol and community growth and administration.
2. Make proposals to dHEDGE DAO on growth and marketing efforts.
3. Responsible for monthly reward distributions for sums below USDC 5k.
The inaugural council includes the following:
• Daniel Bar twitter.com/danieltbar | Founder at Bitfwd
• Michael Elisha @michaelelisha_ | Head of Growth at Independent Reserve
• Ruby Wu (@rubyoneinch) | Founding Partner of Incuba Alpha 2
• Sergei Chan @sereja_chan | Analyst & Investor, Early contributor at dHEDGE
• Ye @itsahedge | Developer & Core Contributor at dHEDGE
• Anett Rolikova @AnettRolikova | Ecosystem Ops at Bitfwd
• Convex Monster @ConvexMonster | Early Pool Manager at dHEDGE EcoDAO's proposal ratification. ”
We have made reference to the three types of proposals (DMP, DFP and DCP). Any community member with more than
1k vDHT can submit proposals in Snapshot [179].
All in all we can see that the protocol has a clear and robust governance process, although it could probably be better
documented and more easily accessible. That is why we will score this section with almost the highest score, an 8.
Score: 8

5. Regulatory
The Regulatory section describes the extent and quality of the regulatory environment that affects the Protocol. To be
able to guarantee functionality, security, and legality the protocol should comply with regulatory requirements, or limit
itself to facilitating services to users who are willing to operate outside of the traditional regulatory environment.

a) Does the protocol have any legal accountability? (15 points)
Does the protocol have any form of legal accountability? Can users and partners hold the protocol accountable in case
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of a breach of the agreement?
Answer:
In our last Prime Rating report on dHEDGE [180] we already talked about the fact that there is no legal entity behind
dHEDGE. This seems to be the case [181], as they hint in this article when they are asked about their position on the
regulatory landscape. They state the following:
“We are looking to create an unstoppable software protocol that has the capacity to outlive regulatory changes that
might come. Most likely the regulatory landscape will continue to look significantly different in one part of the world to
the other.”
The source code on github is licensed as an ISC License [182], which is an open source type of license [183].
Due to this fact we will score this question with N/A.
Score: N/A

b) What is the quality of the legal jurisdiction? (10 points)
If the protocol has a legal entity, what is the quality of the jurisdiction the entity is established in? Will the jurisdiction
be able to facilitate the legal framework for the protocol to expand while remaining accountable.
Answer:
Their head/primary office is in Australia [184], in New South Wales, but as there is no legal entity nor legal jurisdiction
we will score this question with N/A too.
Score: N/A
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