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Scorecard
1. Value Proposition

Points

a) Novelty of the solution

14 / 15

b) Market fit/demand

15 / 15

c) Target Market Size

9 / 10

d) Competitiveness within market sector(s)

10 / 10

e) Integrations & Partnerships

14 / 15

Total Points - Value Proposition

62 / 65

2. Tokeneconomics

Points

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

10 / 10

b) Initial token allocation

15 / 15

c) Continuous token issuance & tokenomics mechanisms

10 / 10

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

9 / 10

e) Is the token sufficiently liquid to enable active use and trade?
f) Are there any extrinsic productivity use cases?

5/ 5
9 / 10

Total Points - Tokenomics

58 / 60

3. Team

Points

a) Is the team credible and public?

15 / 15

b) Does the team have relevant experience?

9 / 10

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

5 /5
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d) Is the team able to effectively attract and coordinate resources?

10 / 10

Total Points - Team

39 / 40

4. Governance

Points

a) Admin Keys

14 / 20

b) Extent of Governance capabilities

11 / 15

c) Active Governance contributors

3 /5

d) Governance infrastructure

10 /10

e) Robustness of Governance process

10 / 10

Total Points - Governance

48 / 60

5. Regulatory

Points

a) Does the protocol have any legal accountability?

14 / 15

b) What is the quality of the legal jurisdiction?

8 / 10

Total Points - Regulatory

22 / 25

Total

229 / 250

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 users' problems more efficiently? Is the project a fork? To what extent did they copy/fork the original?
Answer:
Aave is an open-source and non-custodial protocol to earn interest on deposits and borrow assets with variable or
stable interest rates. On the one hand, users can deposit assets in a pool and earn interest. On the other hand,
borrowers can borrow in both overcollateralized and undercollateralized (flash loans) ways.
By depositing tokens to Aave, the user provides liquidity to the token's pool, triggering the automatic minting of
aTokens pegged 1:1 to the value of the underlying asset. The interest rate applied depends on the utilisation ratio of
the assets. If almost all assets in a pool are being used, the interest rate will be higher to encourage liquidity providers
to deposit more capital.
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Formerly known as Ethlend when it was first launched in 2017, the project failed due to its peer-to-peer lending model
and was rebranded to Aave ( “ghost” in Finnish) in 2019 after learning about the Compound pool-to-peer lending
model. Aave was launched in January 2020 and has maintained a fast pace of development ever since. In July 2020,
Aave’s new economic proposal (Aavenomics) was released, which includes a large number of updates, such as the
conversion of the original token “Lend” to Aave. In February 2021, the V2 version of Aave went live, with the gradual
migration of V1 liquidity and lending to V2 and in March 2023, the V3 version was released.
Products:
Aave's main products focus on lending and borrowing. However, it offers a number of different products:
●
●
●
●

Floating and fixed-rate lending
Flash loans: Aave’s unique Flash Loan product has distinguished Aave as a leading technical innovator in the
blockchain industry since they were the first to introduce it.
Line of credit delegation: Credit delegation is another innovation made by Aave team aiming at bridging defi
liquidity with real world cases.
Aave Arc for institutions

As far as Aave V3 is concerned, it focuses mainly on mitigating risks and capital efficiency. V3 most important
innovations include :
●
●
●

Portals: allows assets to flow between Aave V3 markets over different networks using bridges voted by the
governance.
Isolation mode: limits risk for the protocol for new listed assets. These “isolated” assets can only borrow the
stability that Aave Governance has “permitted”, up to the specified debt ceiling.
High-efficiency mode: allows borrowers to get the highest borrowing power out of their collateral when
supplied and borrowed assets are part of the same class (stablecoins, Eth derivatives such as stEth).

Aave V2 has been forked many times, proving the success of the protocol and it’s novelty within the ecosystem.
Protocols forked from Aave include Geist finance, Moola Finance, and Blizz Finance. The respect that some of these
protocols pay to Aave is worth noting, as shown in the image below.

The total value locked in Aave forks is $161.89m (last check: June 15th, 2022), much lower than the TVL from
Compound forks which is $2.6b (June 15th 2022).
As part of the V3 strategy , Aave governance decided to licence the V3 code because their technology is considered
an asset. The community voted for a legal business licence that restricts others from using the code for an initial
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period of time despite being open source. From the snapshot vote: “The Aave governance would keep the rights to
authorised code forks even in the initial period with projects that show great collaboration in the Aave ecosystem.”
The score is 14 because, although Aave's innovations to the crypto lending ecosystem are self-evident, there is more
space to improve the products. Moreover, the fact that Aave was born out of the Compound idea of pool-to-peer
lending needs to be factored in.
Score: 14

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:
At the time of writing (late May 2022), Aave is the dominant Defi protocol in the market with a 12% dominance and
$12B in TVL, well above other popular lending platforms such as Maker Dao ($9B) and Compound ($5B). These
numbers are impressive, taking into account the state of the current market, with the TVL collapsing from 200 billion
to 100 within a month. However, one must consider that the market, especially at this time, is very volatile and that
these days may not be valid even a short time later.

Source: DefiLlama

With more than 100k users continuing to slowly increase even in the current unfavourable market conditions, Aave is
one of the protocols with the highest user numbers. Nevertheless, Aave has only one-third of the users of Compound
(340k). Nevertheless, user growth continues to increase, albeit to a lesser extent but in line with other protocols.
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Source: Dune @rchen8

As far as the market is concerned, there is insufficient V3 data for a rigorous analysis of whether the protocol has met
a specific demand. Conversely, V2 stats are abundant and show that in the face of an ocean of liquidity deposited in
the protocol amounting to $10B, only 30% is borrowed. It is mainly for this reason that Aave founder Kuchelov and his
team are working on a way to bridge Defi liquidity in the real economy, placing Aave at the forefront of the crypto
lending industry.
The score is 15 because the protocol has achieved a precise market fit and is planning to expand into real-world asset
finance.
Score: 15

c) Target market size? (10 points)
The target market size is determined by 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:
Lending and credit have been an integral part of human society for thousands of years and have evolved to assume
many different forms, including consumer lending, student loans, mortgages, government bonds, etc.
Lending has now become one of the most important financial activities in society, fueling economic growth and
cultivating forward-looking commercial activities. The size of the world’s debt markets as of 2022 is estimated to be
more than $300 trillions, with more than 80% of last year’s new debt burden coming from emerging markets.
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The global commercial lending market size was $8B in 2021 and is forecast to reach $29B by 2030, with a compound
annual growth rate of 13.3% until 2030. Moreover, the total value of consumer loans at all commercial banks was $1.5
trillion in the United States alone.
In comparison, the crypto lending market is worth only $47B and it’s the largest segment of Defi. Decentralised lending
protocols make up roughly half of the value locked in Defi.
These numbers show that the crypto lending market has growth prospects, while also taking into account the
problems of the traditional market. These include financial exclusion, intermediary costs, and legacy infrastructure.
These problems can be solved by new emerging technologies powered by blockchains aimed at improving the
traditional lending market by creating a new layer of value exchange on top of the Internet, enabling the Internet of
Value for everyone who wants to take advantage of it.
For these reasons, the score is 9. The target market size is substantial and shows clear signs of future growth driven
by tech innovations. The point of decrease is due to the difficulties the protocol will face both in terms of further
product innovation and scaling.

Score: 9

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:
As already mentioned, Aave has the largest TVL in the Defi Lending ecosystem but fewer users than Compound, its
main competitor.
The daily borrowing volume is another important indicator because it represents, to some extent, the market
acceptance of the protocol itself, and can also give a glimpse of the market trend of the protocol. As shown in the two
images following, Aave's daily borrowed volume has always been higher than Compound’s in the last six months.
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Source: Token Terminal

From the two graphs above, we can clearly infer that Aave’s own borrowing interest rate is much lower than
Compound’s which is also confirmed by the data. As can be seen, assets most in-demand (stablecoins, and WBTC) for
loans have lower rates on Aave than Compound (to which should also be added the aforementioned e-mode to further
improve capital efficiency).
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Source: DefiRate

This data confirms Aave's substantial growth started last year and was driven by 3 main lines: compliance, multichain
approach, and integration with traditional finance.
●
●

●

In the summer of 2020, Aave was granted an e-money licence by the UK financial conduct authority, in a first
attempt to support onboarding of new users into the Aave ecosystem and Defi.
Aave is trying to onboard institutions as well, both through partnerships with companies bringing real-world
assets to the Blockchain and through Aave Arc, which provides private liquidity pools to investors, enabling
access to decentralised markets.
Finally, Aave V3 has been deployed both on Layer 1 blockchains (Ethereum, Avalanche, Fantom, Harmony) and
Layer 2/sidechains (Optimism, Arbitrum, Polygon).

For all these reasons, Aave can be considered the benchmark of the Defi lending market. Therefore, the score is 10.

Score: 10

e) Integrations & Partnerships (15 points)
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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:
Partners and investors can be found on the official website of Aave, where we can see a long list of partners, including
wallets, Defi protocols, gaming protocol and so forth.
By integrating more and more Defi and benefiting from composability, Aave has gradually become a fundamental pillar
in the Defi world. The business growth of other partners also drives Aave’s business growth, as the partnership with
Maker Dao proves.
Other partners are related to Aave’s attempt to bridge the Defi ecosystem with the real economy. Aave aims at offering
the possibility to use tokenized assets to be used as collateral on the protocol for a loan. There are already
partnerships established for tokenized home ownership with RealT and for tokenized invoices/receivables with
Centrifuge.
Another important category of Aave’s partners is consulting firms from the Defi sector, such as Gauntlet Networks and
Delphi Digital. Both the firms regularly give advice on economic models and risk management, with the former also
giving reports on Aave’s lending market. Maintaining long-term cooperation and communication with the above
partners also allows Aave to reduce the probability of systemic risk.
The score is 14. The protocol is on its way to becoming an irreplaceable part of the new decentralised financial
system, as shown by its partnerships with other blue-chip protocols and entities from real-world finance. The minus
point indicates that there is still room for improvement, such as a possible onboarding of institutional investor
collateral, as other protocols like Makerdao are already doing.

Score: 14

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:
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In July 2020, Aave has officially announced its new economic proposal (Aavenomics), which contains a slew of new
features, including the conversion of the original token Lend to Aave, the issuing of 23.08 percent more tokens, a new
token economic model, security modules, voting governance, and lending incentives. As stated in the Aavenomics
paper, the AAVE asset is designed to become the centre of gravity for Aave governance and protocol safety.
There are three main functions the token serves:
-

-

Voting: In December 2020, Aave shifted the ability to initiate Aave Improvement Proposals (“AIP”) from the
Aave team (the “Genesis Team”) to token holders. There are two governance powers associated with the
token: the proposal power that gives access to creating a proposal; and the voting power which is used to vote
for or against an existing proposal. These dual voting rights allocated to the token allow token holders to
delegate their voting and proposing rights separately, meaning that a holder can delegate his proposing right
while retaining his voting right on that proposal.
Fee reductions: AAVE holders and borrowers get a fee discount for platform transactions if they use AAVE as
collateral.
Staking: Token holders can stake their Aave into the Safety module to act as insurance in the case of shortfall
events. Stakers earn AAVE as Safety Incentives coming from the Aave reserve along with a percentage of
protocol fees. The module is funded by AAVE deposited voluntarily by AAVE holders or Balancer LP consisting
of 80% AAVE + 20% ETH. In other words, as an investor it is not enough to hold AAVE, you also need to deposit
AAAVE into the Safety Module in order to enjoy the value capture of AAVE. Tokens with locking/reward
schemes tend to suffer from low market liquidity and extreme volatility when high percentages of the total
supply are locked. With the ability to contribute to the SM not only by locking AAVE, but also by contributing
liquidity into an AMM, stakers create a trustless and decentralized market with deep liquidity for trading AAVE
against ETH.
At the beginning of the Aavenomics paper, there is an opening statement: “The goal of the Aave tokenomics,
through its incentives and policies, is to create a Schelling Point where the protocol’s growth, sustainability, and
safety take priority over individual stakeholder objectives." By reading this passage, it seems that the Aave
token economy is not designed to maximise the individual interests of any of the many stakeholders , but to
put the long-term development of the agreement first. This statement highlights the importance of staking
Aave within the Safety Module.
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Source: Aave docs

Since the token provides effective utility and governance rights to the holder, and it provides a mechanism of cash
flows to the stakers, the score is 10.
Score: 10

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:
The initial token allocation can be deemed as fair and balanced, with 23% of the tokens assigned to the core team and
the remaining 77% to investors. The team allocation was higher than both the 2017 average and the current average of
around 20 percent, but it is in line with the traditional venture equity model.
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Source: Messari

By launching Aavenomics in 2020 the protocol adopted the new token AAVE to replace LEND, with an exchange ratio
of 1:100, while issuing 3 million additional AAVEe, with an increased rate of 23.08%, and the total number of AAVE
became 16 million. The rationale is that the previous 1.3 billion LEND had already achieved full circulation, and there
were no additional tokens available for the new security model, as well as business incentives to compete with the
main rival Compound at that time.
The new 3 million issued when updating from LEND to AAVE are kept in the project’s Ecosystem Reserve wallet. It is
currently used mainly for incentives for staking in the Safety Module.
The token supply of the AAVE token appears to be significantly decentralised, with 13 million of the 16 million AAVE
tokens (81%) in the hands of the community and the remainder in the reserve/treasury when the new token was
launched. In general, the greater share of tokens allocated to insiders - including investors - the greative disadvantage
compared to a project that allocated more to community incentives.
When it comes to token distribution among different accounts, the situation may not be as decentralised as it appears
at first glance:
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Source: Nansen (Smart money refers to wallets that are very active and prolific. Specifically, this would
be any wallet that is considered a fund, or whale.)

The graphic above refers to Smart Money holding Aave tokens.

Source: Messari

By just looking at the two images above, one may conclude that the AAVE token is not decentralised, since 68% of the
circulating supply is being held by 157 addresses that could drive selling pressure.
However, when digging into the token distribution, it appears clear that most of these addresses are Aave smart
contract pools or exchange wallets, as shown in the image below, where the real whales are just three addresses (the
two Token Millionaires and the ETH Millionaire). It can be concluded that the token is widely distributed among users
who are using both the protocol or centralised exchanges to store them.
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Source: Nansen

The score is 15 because the token distribution seems to align stakeholders for the betterment of the protocol, and
there is no vesting schedule or locks up that may cause a collapse in the price when unlocked. Moreover, the 3 Million
tokens allocated to the treasury will be used for incentives and constitute 18% of the supply, which is a high figure and
shows the team's commitment to developing a sustainable project over time.
Score: 15

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?
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Answer:
According to Coingecko, AAVE current circulating supply is almost 14 Mln, whereas its total supply (the entirety of the
supply existing on-chain) is 16 Mln. Coingecko and other AP use to subtract out “inactive” tokens from the circulating
supply, even if those tokens have been released to the market previously as shown in the image below.

Source: Coingecko

The difference between the two supply values is held in the ecosystem reserve contract to incentivize the Aave
Ecosystem growth and development and in the Lend-aave migration contract. It’s important to highlight that new AAVE
can be minted if the staked AAVE backstop is insufficient to cover a collateral shortfall.
As already discussed in 2 b), the token distribution seems reasonable and the token does not have an inflation
mechanism when it comes to distribution schedules since tokens have already been allocated, with the exception of
the amount held in the ecosystem reserve. As pointed out by Pablo Candela, Aave support manager, the only inflation
currently possible for AAVE tokens comes from the ecosystem reserve at a rate of 1.2 percent per year.
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Source: Aave Discord

The score is 10 because the mechanism incentivizes positive-sum behavior among token holders by securing the
system with the safety module. It also allows the benefits to flow to all relevant token holders involved, and once the
reserve runs out of Aave, the decision will be up to governance and therefore up to the community.
Score: 10

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:
Aave’s value capture model is based on a reserve factor which allocates a share (5%–35% depending on the asset) of
the protocol interest to a collector contract. Whenever someone performs an action on a reserve (deposit, borrow,
withdraw, repay), updateState is called, which updates the deposit/borrow rates, and also mints the treasury revenue
accumulated since the last updateState.The collector contract also receives revenue from flash loans, liquidation, and
debt repayment. This mechanism fills the reserve with different tokens/coins than AAVE through incentivising
borrowing and allowing the diversification of the treasury.
The reserve is used to sustain the DAO and pay protocol contributors. It is made up of various assets, as shown in the
image below. AAVE holders (governance) could decide on the usage of those funds as they will by on-chain voting on
AIPs.

Source: Nansen
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Source: Aave Discord

As already discussed in 2a), the protocol distributes some of the value created to token holders who staked their token
into the Safety module. According to Aavewatch, there are more than 2 Mln of AAVE tokens currently staked in the
safety module.
The score is 9 because there is an effective value accrual and distribution mechanism. It remains to be seen whether
this will make the protocol self-sufficient. The community seems satisfied with the status quo, as evidenced by the
rejection of proposals to establish a new mechanism of value accrual for the token as opposed to finding new utilities
for the token.

Score: 9

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:
AAVE token is widely available in both centralised and decentralised exchanges, where it can be traded against
stablecoins (USDT, BUSD), fiat (Dollar, Euro) and cryptocurrencies (BTC, WEETH, ETH). As shown in the image below,
the price deviation (the percent difference in the price of an asset on a given market from the volume-weighted
average price VWAP, which measures the average trading price for a given period of time) is minimal even in DEX
pools such as Uniswap’s one, making the token easy to buy at a fair price in line with the market. Moreover, the
AAVE/ETH pool in Sushiswap is among the top Sushi liquidity pairs.
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Source: Messari

The score is 5 because the token is liquid and has sufficient liquidity for any kind of trade.

Score: 5

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:
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As already stated, Aave is one of the pillars of the Defi ecosystem, so a lot of protocols allow the use of the AAVE
token in a productive way.
For instance:
-

Lending and borrowing: Compound, Cream,
Liquidity providing: Uniswap, Sushi, TraderJoe, Balancer
Yield Farming: Yearn finance
Create a synthetix: Synthetix/Kwenta

Using Aave as a collateral to borrow against seems like the most useful use case since it prevents holders from selling
their token if liquidity is suddenly needed.
Liquidity providing and yield farming are other good options for a holder who wants to participate in the governance
and earn some yields, though it might be better to stake it on the safety module to avoid being diluted.
The score is 9 because the token can be used in all the blue-chip/OG Defi protocols in different use cases, but its
productivity might be increased in the future with more protocols adding the token.
Score: 9

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:
According to LinkedIn, Aave counts more than 90 employees.
-

Stani Kuchelov is the CEO and the founder, and he is visible both on Linkedin and Twitter.
Peter Kerr is the CFO, visible on Linkedin.
Christina Fraziero is the legal counsel. She is visible both on Linkedin and Twitter.
Ernesto Boado is the tech lead. He is visible both on Linkedin and Twitter.
Alex Bertomeu-Gilles is the risk manager, and she is visible on Linkedin.

While existing code can be forked, unreleased code cannot be. Neither can a dynamic, highly capable team that is
constantly innovating and furiously building new features and products. Inherent in this competitive advantage is the
team.
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For these reasons, the score is 15.

Score: 15

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:
-

-

-

-

-

Stani Kuchelov: graduated from the University of Helsinki in 2018 with a master’s degree in law. While
studying at the University of Helsinki, Kulechov worked in the legal field as a trainee at several law firms.
Kulechov became interested in finance and got involved in fintech communities at the University of Helsinki.
Ethereum and the concept of smart contracts inspired him to create a decentralized financial ecosystem and
to make “financial products more efficient.” He then launched Ethlend in 2017 and has been its CEO ever
since.
Peter Kerr: Kerr has 20+ years of experience in the finance industry as a Chief Finance Officer. He has
experience of leading finance transformation, acquisitions, integration due-diligence, investor relations, tax,
treasury, data analytics, financial modelling, risk, compliance, regulations, and increased shareholder value. He
acquired his experience by working at some of the most important banks in the world, such as Deutsche Bank
and HSBC.
Christina Fraziero : she is a New York-licensed attorney focused on the intersection of innovative financial
technologies, venture capital, and the legacy of law. She also has a great deal of experience in the crypto
industry since she worked for three years at Gemini and at Consensys Mesh for nine months. Prior to that, she
also had work experience with the U.S. administration, such as the SEC.
Ernesto Boado: Former Aave CTO, he founded with other two Aave developers the Bored Ghost developing, a
company focused on developing the Defi project. Currently, they are committed to maintaining and developing
the Aave ecosystem.
Alex Bertomeu-Gilles: Alex has 10+ years of experience as a risk manager. From her LinkedIn, it appears clear
that she decided to shift to the crypto industry in 2017, where she has been working ever since. She landed at
Aave in 2019.

To sum up, the team is skilled at delivering what Aave promises to the market. However, part of the Aave team is
involved in the development of the Lens protocol, a decentralised social media built on a social graph, which might
distract their focus. In addition, it is unclear whether Boado is still the CTO or who is currently in charge.
For these reasons, the score is 9.
Score: 9
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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:
Stanley Kuchevol is considered one of the most authoritative voices in the world of Defi. He attended many
conferences where he demonstrated in-depth knowledge on cutting-edge topics, such as flash loans and credit
delegation. His efforts to bridge Defi crypto liquidity with Tradfi are universally recognized by the crypto community as
confirmed by the uprising on Twitter when his account was banned.
Since some Aave tools such as flash loans and credit delegation are very technical to be executed, it is worth noticing
that many videos where the team explains how to use it are available on the internet.
The score is 5 because the team actively participates in the public debate as a prominent voice.
Score: 5

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:
Aave has raised a total of $49 Mln in funding over 7 rounds, according to Crunchbase. Their latest funding was raised
on Jan 30, 2021 from a secondary market round. Aave is funded by 15 investors, with James Sowers and Blockchain
Capital being the most recent.

Investment type

Date

Investors

Amount

Venture Round

January 2021

Standard Crypto
Blockchain Ventures
Blockchain Capital

25 Mln

Secondary Market

October 2020

James Sowers

-

ICO

July 2020

Three Arrows Capital
Framework Ventures

3 Mln
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ICO

July 2020

Parafi Capital

4.5 Mln

ICO

July 2020

DTC Capital

3 Mln

Seed Round

April 2019

IBM
Google
5 others companies

-

ICO

November 2017

-

16.5 Mln

The table shows how the Aave team has managed over the years to ensure a steady flow of investment in the
development of its products. The growth of Aave that followed is evidence of the team’s ability to efficiently coordinate
resources while wasting as little as possible.
In addition, Aave has its own grants scheme in the form of a Sub Dao (AAve grants Dao), another tool the team uses to
attract human capital and resources. Its mission is “ to provide grants to projects, ideas, and events to benefit Aave
and its ecosystem” and all the funds granted are listed here.
For these reasons, the score is 10.

Score: 10

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:
-

Ethereum: Aave’s team handed over the admin keys to their community in October 2020. Previously, the Aave
admin keys were controlled by a 3 of 5 multisig held by members of the core team with no time lock. It is
worth clarifying that the Aave Protocol is a non-custodial platform. As a result, transferring admin keys
signifies allowing AAVE token holders the ability to make crucial protocol choices. Therefore, the protocol
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-

allows users to have complete control over their funds. At the same time, the community has complete
authority over the protocol.
Polygon: The Genesis team held the keys for Polygon with the promise to hand it over to Aave governance.
Avalanche: The community guardians are holding the admin keys with the promise of handing them over to
the community.
Layers 2: Guardians will initially hold the admin keys.

Given the information available, it can be expected that the Aave team will also hand over to the community the keys
that are still in their possession, as it has already done for Ethereum.
For these reasons, the score is 14.
Score: 14

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:
The Aave governance system allows for the governing of the Aave protocol. By using AAVE tokens, community
participants can create proposals that can be approved or declined by the rest of the community.
Initially, only the Aave core team could submit proposals. An updated version of the governance protocol was
launched in December 2020 to ensure that decentralisation remains the building block of the Aave ecosystem.
Proposals are commonly used to list new assets in Aave pools, alter parameters of listed assets, fund projects
contributing to Aave, and, in general, anything that implies any kind of change in all the Aave systems.
Aave Governance enacts policies on key parameters that are determined within the protocol. A policy is defined as a
set of governance-defined rules that control specific aspects of the protocol or the individual markets.
At a higher level of abstraction, we can classify the policies as follows:
●
●

Protocol Policies:These policies govern the protocol's general behavior and regulate particular areas
pertaining to safety, economics, and expansion.
Market Policies: These policies are defined in the context of each market and, for markets belonging to the
Aave ecosystem.

Protocol policies can be divided in:
-

Risk policies: describe the set of rules that secure the protocol's and its participants' safety and protection
(assets compatible for integration within Aave, modelling of the interest rates, acceptance of new liquidity
markets, etc).

PrimeRating
-

-

Improvement policies: Improvement policies define the rules under which ecosystem improvements are
incepted, developed, and applied to the ecosystem, including Smart Contracts, Governance processes, Safety
Module etc
Incentives policies: define the rules under which token incentives in Aave are generated.

Market policies:
-

Supported assets to provide liquidity and borrow from. The currency should be validated by the higher layer
Protocol Governance.
Supported assets to use as collateral. In the whitelisting scenario, the currency should be already validated by
the higher layer Protocol Governance.
Enable/disable borrowing modes of an asset. Variable, stable or any other mode included in the future in the
protocol.
Market-specific components update. Smart contract updates for new versions already approved by the
Protocol Governance or the addition of smart contract modules, optional per market.
Risk configurations per asset. Loan-to-Value, Liquidation Threshold, Liquidation Bonus and automatic
liquidation parameters.
Interest rates model per asset. Adjustment of the curves which determine the relationship between the state
of each asset’s reserve and its interest rates.

To sum up, governance can influence nearly all operations of the protocol and leave to the community a great
decision-making ability on a wide variety of topics as shown on snapshot (portals, risk parameters, governance
processes, strategic partnership and so forth).
However, governance execution is still in the hands of the core team. Due to the technical expertise needed to
maintain and upgrade the protocol, the former CTO created a core team called Bored Ghost developing to tackle some
of the most difficult aspects of the protocol development.
For these reasons, a score of 11 will be awarded.
Score: 11

c) Active Governance contributors (5 points)
Governance is a process that can be rather resource-intensive if executed well. To ensure good governance is
practised 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:
Aave governance forum shows great participation especially from members of other protocols who want to list their
assets on Aave. Normal community members participate as well even in complex topics as evidenced by the
discussion triggered by this post on Aave treasury management or this one on establishing an Aave Risk DAO.
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By scrolling the governance section on the forum it can be seen that the majority of discussions have an average of
3/4 responses. In contrast, the more important discussions ( i.e. strategic partnerships, security issues) count many
more responses.
As far as participation is concerned, the average number of tokens used to vote in the last 10 votes (started with this
proposal) was 100k of Aave in favour. With a circulating supply of 13M, it's 0.1% of the participation rate in voting. This
data is also confirmed by Deepdao.
Furthermore, Aave is exposed to significant market and asset-specific risk. Token holders bear these risks since
staked AAVE can be cut and new AAVE can be issued to address deficits during market crises. This inherent risk
offers significant incentives for stakeholder engagement in governance, incentivizing ideas to be more risk-averse in
order to get first acceptance.
The score is 3 because even if the participation rate in voting is low, the community is involved in governance through
discussion both on Discord and on the governance forum.
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:
The protocol has a reliable and useful governance infrastructure made up of:
-

Documentation
Contracts
Dev docs
Snapshot
Governance Forum
Governance contract audit

The Aave Governance V2 was an evolution of the Aave on-chain governance, introducing new features such as
delegated voting and proposing powers, rapid protocol upgrades via short time lock executors and governance
upgrades via long time executors.
Aave governance structure:
-

Preliminary discussion: Any community member is able to propose an idea on the Aave governance forum
where they can receive feedback and assess the community sentiment.
Create an ARC (Aave Request for Comments): Once an idea is ready to be presented to the community, an
ARC can be created and posted on the governance forum using the templates provided by Aave ( i.e Asset
Onboarding template). Then a snapshot vote is recommended to gauge community sentiment.
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Off-chain voting: On the Aave Snapshot page a proposal can be created by those who own at least 50 Aave.
The Snapshot is not required to pass but should provide a rough consensus to maximise the chances of a
successful AIP.
Create an AIP (Aave Improvement Proposal): AIPS are submitted using the AIP template on the Aave AIP
Github repo. The AIP will be reviewed and assigned a number by a reviewer. The author must update the
status of a proposal from WIP to Proposed once it is ready to be proposed on-chain. The AIP wording and
implementation should be reviewed by developer., which can be conducted through risk/security contributors
like Certora.
On-chain voting: To create an on-chain proposal, the create function must be called on the
AaveGovernanceV2 contract. It utilises two Executors with differing parameters (depending on how the AIP
affects the protocol the AIP would require short or long timelock, for example if the AIP would update critical
parts of the protocol would require it to be long time lock executor):
Executor Short:
Admin (the only address enable to interact with this executor): Aave
Governance v2
Delay (time between a proposals passes and its actions get executed): 1 day
Grace period (time after the delay during which the proposal can be
executed): 5 days
Proposition threshold: 0,5% of the total supply
Voting duration: 3 days
Vote differential :0.5%
Quorum: 2%
Executor Long:
Admin: Aave Governance v2
Delay: 7 days
Grace Period: 5 days
Proposition threshold 2%
Voting Duration 10 days
Vote differential: 15%
Quorum: 20%

Aave holders may also delegate their voting rights using the Aave Governance Module. A proposal must meet the
minimum quorum parameter, and the difference between for and against votes must exceed the vote differential
parameter to pass.
-

Implementation: Proposals are implemented by executors who are either short-time-locked or
long-time-locked. A successful proposal is queued and must be processed before expiry after the execution
delay (1 day for standard process proposals and 7 days for slow process proposals) (5 days for all proposals).
A guardian account, i.e. a temporary 5/10 multisig, is granted the ability of veto to revoke any proposition at
any moment as an initial safety mechanism. This means that in theory the guardians may put a veto on any
community proposal, but, as Stani said: ”The Guardian can be further decentralised by adding more signers or
set completely to 0x0000 as the protocol matures over time”. The current guardians list can be found here.

A graphic representing the governance mechanism is provided by Aave official docs and it is shown below.
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Source: Aave docs

This paradigm coexists with a collection of procedures that mirror the electoral legal threshold in practice. On the one
hand, the Aave governance mechanism imposes the requirement for consensus prior to voting by establishing a
threshold that explicitly validates off-chain agreements. The dynamic quorum and the vote differential, on the other
hand, allow for the collection of a large number of positive votes before a proposal may be enacted.
However, this mechanism risks denying representation to small token holders with the presumption of rendering the
election system more stable by excluding radical/minor parties.
Docs are widely available both for users and developers. The Governance forum is open to anybody for proposals and
discussion, as is the official Discord server. For these reasons, the score is 10.
Score: 10
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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 V2 governance splits the control between different executors with different execution delays and different
consensus parameters. The short time lock allows fast implementation of upgrades related to fees, ecosystem
reserves, etc. The long time lock provides a longer process for proposals focused on altering the procol’s mechanism
and tokens.
As already described, each of the time locks requires different parameters for an AIP to be approved. For instance, the
short time lock requires a voting period of three days, a proposition threshold of 0.5% of the supply, a minimum
quorum of 2%, and a vote differential of 0.5%.
The proposition threshold is the minimum percentage of the voting token supply needed to submit a proposal, the
minimum quorum is the minimum percentage of the voting token supply of 'for' (i.e. positive) votes of a proposal to
successfully pass; and the differential vote function is the percentage of the voting token supply of 'for' (i.e. positive)
votes needed over 'against' (i.e.negative) votes for a proposal to successfully pass.
The quorum and the number of votes in favor/against an AIP might fluctuate. The threshold will stay the same if there
are only a few votes against an AIP. If the number of votes against the AIP rises significantly, the threshold might be
raised, requiring more votes in favor for the AIP to succeed. This is done to guarantee that an AIP receives widespread
support before it is implemented.
For example: 1. If the quorum is 20%, the differential is 15% and 2% of the total votes are against the AIP, the threshold
would remain at 20% (because 15+2 = 17 < 20)
2. If the quorum is 20%, the differential is 15% and 6% of the total votes are against the AIP, then the threshold would
be raised to 21% (because 15+6=21), so more "yes" votes would be required for the AIP to pass .
(source Aave doc)
The score is 10 because the protocol has a clear and robust governance process.
Score: 10

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.
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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
of a breach of the agreement?
Answer:
Defi is mostly unregulated at the moment. Aave, on the other hand, has an Electronic Money Institution license from
the UK Financial Conduct Authority, as previously noted. Although the FCA does not presently oversee Defi, the license
indicates that Aave plans to onboard institutions that will be regulated by the FCA in the future.
In a statement from August 2020, Stani Kulechov confirmed that the company would seek licences to ensure it could
onboard users into the Aave ecosystem in a compliant way.
Aave Ltd., the company behind Aave, has a separate website that indicates more news on these developments will be
forthcoming in the future.
For these reasons, the score is 14.

Score: 14

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:
Aave Ltd is a UK company. Therefore is based in a top tier jurisdiction with applicable law. According to several
independent organisations, the UK consistently ranks among the top countries when it comes to the rule of law.
However, the terms of use list the Cayman Islands as the forum for dispute resolution through arbitration, where the
law of the Cayman Islands will then apply. For this reason, the score is lowered to 8.
Score: 8
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