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1. Abstract

In traditional finance (TradFi), investment funds simplify access for investors by leveraging the expertise of fund
managers in exchange for fees, while symbiotically getting access to investors’ liquidity to run their strategies at
scale. In decentralized finance (DeFi), however, trustlessness and active oversight are crucial for liquidity
providers (LPs) to participate. The non-custodial nature of on-chain yield generation enhances security while
providing stakeholders with full control over their assets, and while DeFi yield strategies have generated great
returns not only on base tokens’ upside but also on yield farming techniques relevant to the specific asset. Yet, a
key challenge is the lack of reliable data to predict returns. This paper introduces Sharpe Consensus, run by
verifiers that use statistical and Al-driven benchmarking to create predictable outcomes for all investment
strategies (or “Farms”) while ensuring competitive performance based incentives. The protocol aims to replace
unpredictable and inefficient mechanisms with a more rewarding and secure framework, fostering consistent
and optimized returns for all stakeholders. This is achieved through a sustainable network of interdependent

participants and a unified incentivization system built around the protocol’s native token, $DXP.

2. Ideation

The inception of Dexponent traces its roots back to the $§GME phenomenon, where the collective power of
retail investors held financial institutions accountable and challenged the perception of "dumb money." In recent
years, traditional financial institutions have increasingly entered the cryptocurrency market—some launching
tokenized funds, others creating ETFs. This trend has fueled the belief that the expertise of traditional finance
can provide significant value to decentralized finance (DeFi), so long as the core principles of decentralization

remain intact.

In designing the protocol, we sought to reimagine how fund strategies can be managed and run on-chain, while
incorporating decentralized oversight, transparency, and the security inherent in blockchain based digital assets.
For retail investors, we reimagined DeFi as a space that prioritizes simplicity and accessibility. The protocol aims
to simplify the complexities of investing in yield generating strategies and index funds derived from DeFi
strategies, alleviating the burden of researching countless chains and tokens—many of which flood the market

daily.

By creating clarity and efficiency through our unified platform, we remove the barriers to adoption and
empower stakeholders to focus on strategic yield generation, rather than navigating an increasingly complex
system on their own. We follow Occam's Razor, adhering to the principle that “simplicity is the ultimate
sophistication.” This principle is central to our commitment to crafting a DeFi protocol that is simple, secure,

and deeply rewarding for all stakeholders.
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3. Protocol Design

The protocol facilitates the creation and management of diverse investment strategies, collectively referred to as
“Farms.” These strategies encompass a range of DeFi yield farming methods, including staking, lending pools,
and collateralized debt obligations (CDOs), as well as more sophisticated approaches like rebalanced index funds

(e.g., a Memecoin Index Fund) and more novel concepts such as Al agentic Fund of Funds.

While there are a variety of strategies possible to be deployed, the protocol ensures the secure deployment and

effective performance and risk management of each Farm through the efforts of verifiers. This is accomplished
via the Sharpe Consensus, which employs a Proof of Returns mechanism to establish risk-reward benchmarks.
The mechanism also promotes competition among stakeholders by implementing block-by-block ranking and

weighting.
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Fig. 3.1. Protocol Design

The protocol supports both permissioned and permissionless Farm creation, enabling Institutional Farm
Owners to leverage their brand reputation and trustworthiness. Ultimately, the decision of where to provision

liquidity rests with investors, empowering them to choose Farms that align with their goals.
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3.1 Farms / Investment Strategies

The terms Farm and Investment Strategies are used interchangeably within the protocol, where a Farm
represents a specific investment strategy managed by an Institutional Farm Owner. These strategies are tailored
to align with the Farm Owner's objectives and promised returns. Farm Owners also establish key parameters,

such as the number of Yield Yodas, Verifiers, and the distribution of incentives among stakeholders.

Each Farm accepts a single token as input, though some may generate multiple output tokens. Returns can be
issued in the Farm’s native asset or supplemented by additional subsidiary rewards, depending on the strategy.
Liquidity provisioning is regulated by Verifiers and governed by the rules set by the Farm Owner. While a Farm
Owner may also serve as a Yield Yoda, they are prohibited from acting as the sole Verifier within the same Farm

to ensure impartiality.

Investment allocations within a Farm can either focus on a single Yield Yoda or be diversified across multiple
Yield Yodas, based on criteria defined by the Farm Owner. Examples of Farms include could range from DeFi
specific farming techniques such as staking and lending or, intelligent balanceable Index Funds, and more novel

Al agentic Fund of Funds.

Investors contribute their principal in the token associated with the selected Farm. This principal asset is secured
and wrapped before being deposited into a Vault. Verifiers within the Farm are tasked with overseeing the
conversion and allocation of this capital to the Yield Yodas, ensuring alignment with the Farm's defined strategy

and objectives.

3.2 Stakeholders

This section elaborates on the roles of each stakeholder, all stakeholders contribute to and benefit from the
network in a meaningful way. The eventual goal to give sustainable returns while preserving the principal asset,
maintaining transparency, and security, the protocol creates a uniform and incentivized network for all

participants.
Farm Owner:

Farm owners are typically institutions responsible for creating and managing specific strategies for yield
generation. These strategies may include staking pools, lend-borrow strategies, or other yield-generating
mechanisms for specific assets (e.g., $BTC, $ETH, $TAO).

Farm owners cannot act as verifiers within the protocol. However, they have the option to decide on a lower
incentive split allocated to verifiers if they prefer to work with fewer verifiers. This reduced reward will be
publicly visible to all stakeholders for ensuring transparency. This decision can, however, lead to lower
confidence amongst the community members in that specific farm or strategy created by that particular farm

owner, as fewer verifiers may indicate a reduced level of oversight and validation.
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The number of Farms will be limited to start with, in order to maintain the quality of investors and strategies,

only the most performant farms in terms of the consistency and reward generation will remain on the network.

Liquidity Providers:
Liquidity providers (LPs) or Investors are the primary beneficiaries of the protocol’s incentive mechanism. By
allocating their capital to their chosen Farm in the form of that Farm's principal asset, LPs participate in

yield-generating strategies tailored to their preferences.

Rewards and Returns:
e Instant Rewards: Upon allocation, LPs receive instant rewards in $DXP tokens as an incentive for
their participation.
e Return Mechanics: While all farms generate returns in the input asset, these returns are typically
unlocked at the contract's maturity.
® DPre-Mature Exit: If an LP opts to terminate their participation before maturity, they are required to

return the rewarded $DXP and will incur a fee deducted from the yield generated during their tenure.

Compliance and KYC Requirements:
For farms requiring compliance with KYC regulations, LPs must acquire a Draft NFT. This facilitates the
generation of a Soulbound NFT linked to the LP’s wallet address, ensuring their eligibility to participate while

adhering to regulatory requirements.

Transparency and Optimization:
LPs benefit from transparent performance metrics provided by the protocol, allowing them to monitor and

optimize the utilization of their investments effectively.

Profit Allocation:
The majority of the returns generated by the protocol’s yield strategies are allocated to LPs, solidifying their role

as the primary beneficiaries within the ecosystem and aligning the protocol’s success with their financial growth.

Yield Yoda:

Yield Yodas’” are masters of the yield force, skillfully guiding capital toward higher returns with precision and
wisdom. In less playful terms, they are Yield Originating Entities (YOEs)— the foundational drivers of yield
generation within the protocol. These entities provide the active work required to sustain the yield generation

within the farm, where the mechanism may differ.

Yield Generation Mechanisms

Yield Yodas encompass a diverse array of yield-generating strategies, including:

® Proof-of-Stake Validators: For example, staking on Ethereum.
e Collateralized Debt Obligations (CDOs): Used for stablecoin minting.
e Automated Market Maker (AMM) Pools: Liquidity pools facilitating decentralized trading.



e Lending and Borrowing Pools: Mechanisms to generate returns through interest-based transactions.

Performance Optimization and Monitoring
The protocol employs a rigorous ranking and weighting system, managed by verifiers, to ensure optimal

performance and equitable liquidity distribution across Yield Yodas. Key aspects include:

1. Dynamic Competition: Performance is monitored on a block-by-block basis, creating a competitive
environment where only the most efficient and reliable Yield Yodas retain their positions.
Underperforming entities are systematically removed from the network to maintain high standards of
yield generation.

2. Customizable Deployment: Each farm may deploy between 1 to y Yield Yodas, with the value of y

defined by the Farm Owner based on their strategy and objectives.

Purpose-Driven Functionality
The protocol's emphasis on real-time monitoring and competition ensures that liquidity is directed to the most
effective Yield Yodas, aligning performance with investor returns and reinforcing the protocol's commitment to

transparency and efficiency.

Verifier:

Verifiers are tasked with running the Sharpe Consensus mechanism, which serves a similar technical function to
the Yuma Consensus used in the AI-DePIN= incentivization framework pioneered by Bittensor. As the
backbone of the protocol's decentralization, Verifiers play a pivotal role in maintaining the network’s integrity.

Their key responsibilities include:

e Performance Monitoring: Actively validating the performance of Yield Yodas to ensure transparency
and sustained efficiency.

e Intelligent Benchmarking: Setting performance benchmarks using advanced Al algorithms to
incentivize high-performing strategies.

e Liquidity Allocation: Distributing liquidity among Yield Yodas based on their performance metrics
and APY targets.

To ensure accountability, the protocol requires Verifiers to stake $DXP tokens. This staking acts as a deterrent
against malicious behavior, with penalties such as slashing imposed for dishonest attestations—although the
specific slashing criteria are yet to be defined. Farm Owners can also supervise Verifiers to provide an additional

layer of oversight.

Verifiers are compensated for their critical role in the protocol’s operations through a share of the returns
p p p g
generated (in $DXP tokens), aligning incentives and ensuring their continued commitment to maintaining the

system.
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3.3 Incentivising Performance

The protocol’s ranking and performance based incentive helps in ensuring active participation and alignment of
interests among stakeholders. Rewards in the protocol are exclusively distributed in the form of $DXP tokens,
these rewards are calculated based on the market value of the yield generated with additional checks in place to

ensure fairness and transparency in distribution.

3.4 Composability

Composability is a key feature of the protocol's design, allowing it to seamlessly integrate with the broader DeFi
ecosystem. The protocol is built with standardized APIs and cross-chain bridges, ensuring compatibility with
well-known blockchain networks. This enables the protocol to interact with a wide range of decentralized
platforms, such as Uniswap and other DeFi protocols. As a result, users can leverage the protocol's functionality
across various ecosystems and easily exchange assets with any other ERC-20 compliant tokens on supported

platforms.

3.5 Transparency and Security

Transparency and security are foundational to the protocol’s design. By integrating Al verifiers, Know Your
Customer (KYC) mandates, and Anti-Money Laundering (AML) procedures, the protocol creates a secure and

transparent environment for institutional and retail investors.

Additionally, since the protocol operates entirely on the blockchain, all transactions, strategies, and performance
metrics are publicly verifiable to ensure total transparency & compliance with legal requirements, to build trust

among stakeholders.

4, Tokenomics

4.1 $DXP: The Protocol Utility Token

$DXP serves as the cornerstone of the protocol’s economic framework, providing a standardized mechanism for
incentive distribution. As an ERC-20 token, it ensures seamless interoperability across major DeFi platforms like
Uniswap, AAVE, and LIDO.

Designed to incentivize liquidity provision, governance participation, and long-term alignment of interests,
$DXP is integral to the ecosystem. All returns are exclusively rewarded in $DXP, fostering consistent demand

and strengthening its value proposition.



4.1 Supply Dynamics

The tokenomics structure is designed to balance incentives, controls inflation, and ensures long-term

sustainability. The total supply of $DXP is capped at 21 million tokens, divided into two primary categories:

Supply Distribution

B 25% Vested Supply - Team, Investors, Advisors

4% Circulating - Public Sales

@ 4% Circulating - Ecosystem Fund

2% Circulating - Airdrops
[
[

Emission supply:
Of the total 21 Million, 60" % of the
supply, equating to 12.6" million $DXP

will be minted every block, forming both
the circulating and unissued supply.
Initially, tokens are minted at a rate of 1
token every block (20 seconds), with the
rate halving every four years. The exact
timing of halving may vary based on the
amount of $DXP recycled during the
period.

By default, newly minted $DXP is part of
the unissued supply, which is then
distributed among Liquidity Providers
(LPs), Farm Owners, Yield Yodas, Verifiers,

5% Circulating Locked - Existing Liquidity Providers

60% Unissued Emission - Liquidity Providers

Total $DXP

Circulating Supply For TGE

100%

80%

60%

40%

20%

3m 6m 1Y 2Y 4y 8Y 12y

based on the predefined set of terms. The recycling mechanism moves $DXP used for fee payments or returned

rewards back into the unissued supply. This controlled release reduces volatility, mitigates uncertainties, and

avoids inflationary pressures without relying on token burning.
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Token distribution is influenced by time and performance metrics. LPs earn rewards in $DXP, with the option

to convert their rewards back into the underlying yield asset they originally supplied to the Farm. To do so, they

must return an equivalent amount of $DXP, which is then added back to the unissued supply to reward new

LPs entering the protocol. The time-based factor also incentivizes early participation.

Vested supply:
8.4M
’
g
’
4”
—
-
’
Z
-
2

() 4 Sy

6m 1Y 2Y 4y 8Y 12Y

B Team Advisors Investors I Public Sale

. Airdrop/Developers . Existing LP Locked . Ecosystem Fund

= === Dotted lines indicates the Cliff Period

A pre-minted 40% of the total supply, amounting to 8.4" million $DXP, is allocated as follows:

e Founding Team, Investors(25°%): To ensure market stability and prevent manipulation, tokens are

disbursed over specific schedules, six months for investors and two years for team members.

® Public Sales (4%%): Allocated for public token sales & promoting community participation and

engagement.

® Ecosystem Fund(4”%): Designed to incentivise developers and contributors to build innovative

solutions within the protocol.

e Airdrops (2°%): Incentivising for community builders.

e  Existing LP Circulating Supply (5"%): Rewarding existing liquidity providers for their trust in the

protocol as well ecosystem circulation.



de’

With a "game-theoretical” incentive structure the protocol helps to maximize returns for liquidity providers

while ensuring network and ecosystem stability. LPs receive up to 90" % of the returns generated by their chosen

S trategy.

4.2 LP Rewards & Maturity

While LPs can claim their principal at any time, rewards can only be redeemed once the Farm’s strategy terms are
met or reach maturity. Maturity periods are typically defined by the farm owners. At the time of Farm’s Token
purchase, a portion of the future yield at maturity is provided to the LP as an immediate reward. While locking
assets, certain strategies will ofter LP's the option to choose maturity periods, which can range from a few

months to several years, depending on the specifics of the associated strategy.

Upon maturity, the principal asset can be claimed using the claim token provided at the time of allocation and
for yield, the LP has an option to either keep their $DXP rewards and take the difference actual yield in the
underlying input asset, or return equivalent amount of $DXP that was awarded to them at the time of allocation
and To withdraw principal liquidity before maturity, LPs must return the initial $DXP rewards. This strategy
allows LPs to either take the underlying token rewards upon maturity or retain the $DXP tokens given to them
earlier, a decision that can be made anytime until maturity or principal claim. Once the maturity period is over

they will receive their remaining $DXP rewards and can cash out their principle as well, without any penalty.

4.3 Staked $DXP ( $vDXP)

$vDXP is an ERC-20 token that maintains a 1:1 peg with $DXP. It is accepted by the protocol for delegation
and functions similarly to $DXP. The $vDXP token can be minted by staking $DXP and entitles holders to a
share of the protocol’s revenue. Additionally, $vDXP holders have the right to vote on governance proposals.

However, to submit proposals, a holder must possess a minimum threshold of $vDXP.

$vDXP Utility

e Community-Delegated Farm Spots:
One of the primary utilities of $vDXP is empowering the community to award limited Farm spots to
deserving Farm Owners who can enhance the ecosystem’s value. Instead of purchasing a spot by paying
the required $DXP fees, Farm Owners can secure a spot through community delegation of $vDXP for a
set period. This fosters a merit-based approach, ensuring trustworthy and high-quality contributors can

deploy their strategies within the protocol. .

10
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e Governance:
The protocol is designed to progressively decentralize its governance model. Initially managed by the
core team and large token holders, governance will over time transition to a decentralized structure as
more tokens are minted and distributed. vDXP holders, as the governing participants, will play a major
role in determining key protocol parameters, such as the fees to be incurred, revenue parameters or even
the percentage of stake required for participation. This ensures that the community has a say in the

governance of the protocol, which aligns with the protocol’s vision of a fully decentralized ecosystem.

Relevant stakeholders can actively participate in governance by proposing and voting on key decisions, including

protocol upgrades, new investment strategies, and treasury allocations. To ensure alignment with the protocol’s

long-term vision, stakeholders must stake $DXP to participate. All decisions are executed through immutable
g p p g

smart contracts, guaranteeing transparency and eliminating the need for manual intervention.

5. Sharpe Consensus:

Sharpe Consensus is an innovative consensus™ mechanism designed to safeguard investors and liquidity

providers (LPs) while fostering healthy competition among stakeholders in yield-generating ecosystems. Inspired
by the Yuma Consensus implemented by Bittensor, Sharpe Consensus adapts and refines its approach by

integrating a Proof of Return (PoR) mechanism.

Investor Protection Through Accurate Benchmarks

The Sharpe Consensus mechanism establishes precise performance benchmarks for yield-generating farms and
investment strategies. By leveraging Proof of Return, it ensures LPs and investors have reliable, real-time metrics
on the returns generated by specific strategies. This transparency empowers investors to make informed

decisions when deploying their assets, mitigating risks and building trust in the protocol.

Performance-Driven Competition

Sharpe Consensus introduces competitive dynamics among stakeholders, such as Farm Owners, Yield Yodas’,
and Verifiers, by tying incentives to performance. Stakeholders are ranked and weighted based on their ability to
deliver superior returns. This system motivates participants to consistently optimize their strategies, driving

innovation and improving outcomes for LPs.

11
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Dynamic Incentive Allocation

By integrating the Proof of Return mechanism, Sharpe Consensus allocates incentives dynamically. Stakeholders
who outperform benchmarks are rewarded more generously, encouraging continuous improvement. This
system aligns the interests of all participants, prioritizing value creation for LPs while maintaining the protocol’s

economic stability.

Decentralized Oversight and Security
To maintain integrity, Sharpe Consensus relies on a decentralized network of verifiers. These verifiers validate
performance data, ensuring accuracy and consistency. Any dishonest or malicious behavior is deterred through

staking and potential penalties, such as slashing, further securing the protocol.

Why Sharpe Consensus?

e Enhanced Transparency: LPs gain clear visibility into the performance of their investments.
e Optimized Returns: Competitive incentives push stakeholders to maximize yield generation.
® Reduced Risk: Accurate benchmarks help mitigate investment uncertainties.

e Alignment of Interests: The mechanism balances the goals of LPs, Farm Owners, and other

stakeholders.

Sharpe Consensus represents a step forward in decentralized finance, combining transparency, fairness, and

innovation to create a sustainable and investor-friendly ecosystem.

5.1 AI-Driven Benchmarking Algorithms

Recent trends have shown that artificial intelligence (Al) is at the forefront of innovation across industries, and
the DeFi space is no exception. As the protocol evolves, Al-driven Farms and AI Verifiers hold immense
potential for advancement and development. Al-powered benchmarking is poised to become a critical
component of the ecosystem, with Farm Owners and community members playing an active role in refining and

advancing these models.

The Al models will be trained on a combination of historical data, real-time market inputs, and blockchain

simulations to deliver advanced insights and precision. These capabilities will support several key functions:

® Predicting Yield Trends: Leveraging data analysis to forecast yield performance across various market
scenarios, enabling stakeholders to anticipate and adapt to changing conditions.

e Optimizing Strategy Selection: Using pattern recognition and adaptive learning to identify the most
effective subnet strategies for maximum efficiency and returns.

e Enhancing Risk Assessment: Evaluating token performance metrics, market conditions, and potential

black swan events to provide comprehensive risk insights.

By integrating Al-driven validations into the protocol, precise benchmarking will be achieved, fostering a

financially intelligent environment that empowers stakeholders to make informed, data-backed decisions.

12
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5.2 Proof of Return (PoR) Mechanism

The PoR system underpins the benchmarking framework to ensure fair, transparent, and verifiable reward

distribution. A brief overview of how this works is as follows:

1. Historical Yield Analysis: Calibrating benchmarks using historical performance data to prioritize
consistent APRs.
Risk-Free Rate Integration: Incorporating risk-free rates to maintain realistic yield expectations.
Dynamic Market Adjustments: Using real-time data to dynamically adjust benchmarks.
Token Performance Metrics: Evaluating metrics like APY, APR, and ROI to assess strategy efficiency.

verifiers use statistical and Al-driven models to identify deviations and implement corrective measures. Al
enhances the system’s ability to process complex datasets and generate actionable insights to ensure

benchmarked and transparent returns.

6. Use Cases:

6.1 Community-Verified DeFi Index Fund

To establish a decentralized Index Fund® managed by independent asset managers and verified by the
community. The fund simplifies DeFi investments by offering diversified exposure to a basket of assets or

strategies, with performance and integrity assured through community-driven oversight.

Components

e Index Composition:
The Index Fund pools a selection of assets such as tokens, yield-generating strategies, or specific Farms
within the protocol.
Examples of potential index themes:
o Stablecoin Yield Index: Low-risk stablecoin-focused strategies.
o DeFi Blue-Chip Index: Featuring established tokens like $ETH, $BTC, and $MATIC.
o High-Growth Token Index: Targeting emerging tokens and high-return strategies.
e Deployment Process:
o Institutions or asset managers can deploy an Index Fund by paying a predefined setup fee, such

as 1,00,000 $DXP, ensuring adherence to protocol standards.

13
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o Community members can delegate their $vDXP tokens to support the fund's creation,
signaling trust in its potential value.
e Fund Governance
o Once deployed, the fund is governed by stakeholders, with the community playing a key role in
verifying the fund's performance and influencing key decisions.
o Farm Owners’ are responsible for rebalancing the index, adjusting allocation weights, or
introducing new assets.
e Community Verification
o Verifiers within the protocol monitor the fund’s performance, ensuring transparency and
optimal returns.
o Community stakeholders oversee fund operations to ensure they align with the ecosystem’s
goals and standards.
e Incentive Structure
o Liquidity providers receive $DXP as rewards for contributing to the fund.
o Fund managers earn a portion of the generated returns as a management fee, incentivizing

optimal fund performance.

Operational Workflow:

e Fund Creation
o Anindependent asset manager launches a "DeFi Blue-Chip Index” with $ETH, $BTC, and
$MATIC alongside yield-generating Farms.
o The manager pays the setup fee or gains community support via $vDXP delegation.
e Investor Participation
o Users contribute liquidity to the fund, gaining exposure to a diversified portfolio without
needing to manage individual assets.
o
e Community Oversight
0 Verifiers actively monitor performance metrics, ensuring the fund operates transparently and
meets its stated objectives.
o Community members vote on key decisions, such as rebalancing or including new assets,
fostering alignment with ecosystem interests.
e Returns Distribution
o Investors are rewarded in $DXP, which can be reinvested in the protocol or converted into
underlying assets.
® Governance and Rebalancing
o Governance participants initiate and approve rebalancing actions to adapt to market changes

or optimize performance.

14
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Key Benefits

e Simplified Investment
o Provides diversified exposure to DeFi strategies through a single fund, reducing complexity and
effort for investors.
e Community-Driven Trust
o Verifier and community oversight ensure the fund operates transparently and aligns with
stakeholder interests.
e Dynamic Allocation
o Stakeholder-led rebalancing ensures the fund remains responsive to market trends and
opportunities.
e Equitable Participation
o The protocol democratizes access to Index Fund creation and management, empowering

institutions and individuals alike.

6.2 Strategic Asset Management

The protocol provides a robust and transparent platform for Strategic Asset Managers to design, deploy, and
manage bespoke investment strategies, enabling them to cater to niche markets and diverse investor needs while

ensuring optimal utilization of liquidity.
Components of Strategic Asset Management

e Tailored Yield Generation Strategies
o Asset managers can design highly customized yield-generating mechanisms, such as:
m  Liquidity Pooling: Optimized for specific token pairs to capture trading fees.
m  Staking: Strategies targeting proof-of-stake networks with high APYs.
m  Lending: Offering structured loans with dynamic interest rates based on market
demand.
e Diversified Investment Vehicles
O  Managers can create investment portfolios tailored to various risk profiles, market conditions,
or themes:
m  Sector-Focused Funds: DeFi-only, Layer 2 networks, or NFT-associated tokens.
m  Risk-Adjusted Funds: Balancing high-risk, high-reward assets with stable returns

from blue-chip tokens.

Operational Workflow:

e Strategy Design and Deployment

15
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O Asset managers create a customized strategy, such as a "DeFi Lending Optimization Fund"
targeting high-return lending protocols.
o The strategy is deployed on the protocol, where it becomes visible to potential liquidity
providers.
e Attracting Liquidity Providers
o Liquidity providers evaluate the manager’s expertise, historical performance, and projected
returns, allocating their funds to the strategy of their choice.
e Community Verification
O Verifiers actively monitor the strategy to ensure compliance with stated objectives, transparency
in fund deployment, and accuracy in reported returns.
e Performance-Based Rewards
O Asset managers earn rewards based on their strategy’s success and investor satisfaction,
fostering competition and innovation.
e Stakeholder Alignment
O Managers stake $DXP tokens as a commitment to the protocol’s standards, ensuring alignment

with long-term goals and mitigating risks.

Example Scenario:

"Market Volatility Hedge Strategy”
A strategic asset manager launches a fund designed to protect against market volatility by dynamically
reallocating assets between stablecoins and volatile tokens. This strategy leverages liquidity pooling and lending

during stable market conditions and shifts to staking high-volatility assets during market downturns.

Liquidity providers are drawn to this strategy for its promise of steady returns during unpredictable market
cycles. Community Verifiers monitor the fund to ensure the manager adheres to its stated objectives, while the

protocol’s Sharpe Consensus provides performance benchmarks, fostering trust and transparency.

Key Benefits

1. Rewarding Expertise
o The protocol ensures asset managers are rewarded based on the value they create, promoting

fairness and transparency.

2. Investor Confidence
o Community verification and Sharpe Consensus provide liquidity providers with accurate
benchmarks and reassurance in fund performance.

3. Diversified Opportunities

16
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O Asset managers can create a variety of strategies, appealing to retail and institutional investors
alike.
4. Scalable Customization
o The platform enables managers to adapt and refine their strategies in response to evolving

market conditions, offering unparalleled flexibility.

This use case highlights the protocol’s ability to serve as a comprehensive platform for Strategic Asset Managers,
empowering them to design, deploy, and optimize innovative investment strategies tailored to the needs of a

dynamic DeFi ecosystem.

6.3 Al-Agentic Fund of Funds

To establish an Al-driven "Fund of Funds" (FoF) within the protocol that leverages Al-based Verifiers and
Al-managed Farms to autonomously allocate capital to other Al-managed funds, including prominent AI
algentlzJ funds like ail6z. This use case demonstrates how the protocol’s capabilities can converge Al innovation

and DeFi to create a self-sustaining, intelligent investment ecosystem.

Components:

e Al-Managed Farms
The Fund of Funds is built on Al-driven Farms within the protocol. These Farms are responsible for
evaluating, allocating, and managing liquidity across multiple investment strategies and funds. The
deployment decisions are guided by AI models trained on:
o Historical Performance Data: To assess past returns and risk metrics of underlying funds.
o Real-Time Market Inputs: To adapt strategies dynamically based on current market
conditions.
o Blockchain Simulations: To simulate performance under varying scenarios, including
extreme volatility and black swan events.
e Al Verifiers
Al-based Verifiers play a critical role in ensuring the integrity and performance of the Fund of Funds.
These Verifiers use Proof of Return to:
o Validate the performance of Al-managed Farms and underlying Al-agent funds.
o Benchmark strategies against established metrics for transparency and accountability.
o Continuously optimize fund allocation through dynamic competition among potential
recipient funds.
e Delegated Community Oversight
o Community members can delegate $vDXP to nominate and approve Al-managed Farms or
underlying funds for inclusion.
o $vDXP holders also have voting rights on critical governance decisions, such as the allocation of

liquidity to emerging Al funds.

17
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Key Benefits:

e Enhanced Yield Potential
Al-managed Farms and underlying funds leverage advanced algorithms to optimize returns and adapt
to market conditions.

e Reduced Risk
Comprehensive risk assessment and Proof of Return validation ensure investor protection and
minimize exposure to underperforming strategies.

e Efficient Capital Allocation
The use of Al-based Verifiers fosters competition among stakeholders, ensuring funds are directed to
the most promising opportunities.

e Scalable and Autonomous
The Fund of Funds operates autonomously, scaling seamlessly as new Al-agent funds emerge and

market conditions evolve.

Example Scenario:

An LP deposits any token (e.g. USDC) into the Al-Agentic Fund of Funds. The Al-managed Farm allocates
this capital to three Al-agent funds:

® ailé6z: A fund specializing in blockchain innovations.
e NeuralNet Capital: Focused on Al-optimized tokenomics.

e Singularity Pool: A high-risk, high-reward fund leveraging cutting-edge AI models.

Al Verifiers continuously benchmark the performance of these funds, reallocating capital dynamically to
maximize returns. LPs earn $DXP rewards, benefiting from a diversified and intelligently managed portfolio

without manual intervention.

7. Future Scope:

The protocol’s future development focuses on expanding beyond its current on-chain yield strategies by
incorporating benchmarks for off-chain investments. This would enable liquidity providers (LPs) to diversify
into tokenized real-world assets (RWAs) such as bonds and real estate, aligning with industry trends led by

institutions like BlackRock and Franklin Templeton.
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Diversification into off-chain strategies not only mitigates risks associated with crypto-native threats but also
caters to the rising demand for institutional-grade DeFi solutions. By seamlessly integrating these innovations,
the protocol aims to provide LPs with the ability to invest across a broader spectrum of assets without leaving

the ecosystem, reinforcing its adaptability and relevance in a rapidly evolving financial landscape.

8. References:

1. Consensus Mechanism: Bittensor. (2024).https://bittensor.com/ (A deep dive into the workings of
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Disclaimer: All the numbers marked with () are subject to change based on specific strategies, market

conditions, economic factors, and the rules set by fund owners.
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