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Overview

Aave is an Ethereum-based decentralized lending market protocol where
users can participate as depositors or borrowers. In Aave, any loan of non-
zero duration must be overcollateralized. Requiring collateral
contractually prevents a counterparty from defaulting - if a loan falls
below its collateralization ratio, the position is liquidated by a "keeper" to
pay back the borrower's debt. The Aave protocol supports two main types
of markets where depositors can provide liquidity to earn a passive income.
The first is for conventional ERC-20 tokens like ETH, USDC, GHO, and DAI.
The second is specific to LP (liquidity pool) tokens from decentralized
exchanges (DEXs) like Uniswap. Interest rates are algorithmically pooled
and optimized based on debt utilization. The Aave Protocol also supports
"flash loans", a DeFi innovation that democratizes access to liquidity for
immediately profitable ventures. A flash loan is an instant
(uncollateralized) loan paid back with required interest within the same
transaction - a smart contract enforces repayment, so there is no
counterparty risk. In addition, Aave has a credit delegation feature that
allows users (delegators) to allocate collateral to potential borrowers.
Importantly, all loans in Aave are ultimately backed by collateral,
regardless of whose collateral it is. Finally, the AAVE token yields voting
rights on the platform and participates in value capture. AAVE holders are
also incentivized to stake their tokens in the Safety Module (SM), a
mitigation tool against unexpected loss of funds.

e In 2017, Stani Kulechov founded Aave (originally called ETHLend) after
raising $16.2 million in an Initial Coin Offering (ICO).

¢ In 2020, the Aave Protocol was launched.

¢ In January 2022, Aave launched its "permissioned" DeFi platform for
institutions, Aave Arc.

¢ In March 2022, Aave V3 (the third version of the protocol) launched on
six different chains, including Avalanche, Fantom, and Polygon.

e InJuly 2023, Aave launched GHO - a fully collateralized dollar-pegged
stablecoin governed by AAVE holders, with $23 million in circulation.
as of September 2023. Instead of liquidity providers (LPs) receiving
most of the interest paid as with Aave usual loans, the Aave DAO
collects 100% of GHO's borrow interest.

Key takeaways

e Aave is an Ethereum-based decentralized lending protocol.

o |tis the second-largest lending protocol, only behind MakerDAO.

e Aave has introduced various DeFi innovations, launched its own
stablecoin (GHO), and expanded to multiple chains and entirely new
markets (e.g., Aave Arc for institutions).

Risk factors

e Smart contract risk. Risk of a bug, design flaw or potential attack
surfaces on the smart contract layer.

¢ Oracle failure risk. Risk of the Oracle system not properly updating the
prices in case of extreme market downturn and network congestion.

¢ Regulatory uncertainty.


https://governance.aave.com/t/introducing-gho/8730
https://dune.com/21co/stablecoin-monitor
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Disclaimer

This document is not an offer to sell or a solicitation of an offer to buy or subscribe for securities of 21Shares AG. Neither this document nor anything contained herein shall form the basis
of, or be relied upon in connection with, any offer or commitment whatsoever in any jurisdiction. This document and the information contained herein are not for distribution in or into
(directly or indirectly) the United States, Canada, Australia or Japan or any other jurisdiction in which the distribution or release would be unlawful. This document does not constitute an
offer of securities for sale in or into the United States, Canada, Australia or Japan. The securities of 21Shares AG to which these materials relate have not been and will not be registered
under the United States Securities Act of 1933, as amended (the "Securities Act”), and may not be offered or sold in the United States absent registration or an applicable exemption from,
or in a transaction not subject to, the registration requirements of the Securities Act. There will not be a public offering of securities in the United States. This document is only being
distributed to and is only directed at: (i) to investment professionals falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the
“Order”); or (ii) high net worth entities, and other persons to whom it may lawfully be communicated, falling within Article 49(2)(a) to (d) of the Order (all such persons together being
referred to as “relevant persons”); or (iv) persons who fall within Article 43(2) of the Order, including existing members and creditors of the Company or (v) any other persons to whom this
document can be lawfully distributed in circumstances where section 21(1) of the FSMA does not apply. The securities are only available to, and any invitation, offer or agreement to
subscribe, purchase or otherwise acquire such securities will be engaged in only with, relevant persons. Any person who is not a relevant person should not act or rely on this document or
any of its contents. In any EEA Member State (other than the Austria, Belgium, Croatia, Denmark, Finland, France, Germany, Great Britain, Hungary, Ireland, Italy, Liechtenstein,
Luxembourg, Malta, The Netherlands, Norway, Poland, Romania, Slovakia, Spain and Sweden) that has implemented the Prospectus Regulation (EU) 2017/1129, together with any
applicable implementing measures in any Member State, the “Prospectus Regulation”) this communication is only addressed to and is only directed at qualified investors in that Member
State within the meaning of the Prospectus Regulation. Exclusively for potential investors in Austria, Belgium, Croatia, Denmark, Finland, France, Germany, Great Britain, Hungary, Ireland,
Italy, Liechtenstein, Luxembourg, Malta, The Netherlands, Norway, Poland, Romania, Slovakia, Spain and Sweden the 2021 Base Prospectus (EU) is made available on the Issuer’s website
under www.21Shares.com. The approval of the 2021 Base Prospectus (EU) should not be understood as an endorsement by the SFSA of the securities offered or admitted to trading on a
regulated market. Eligible potential investors should read the 2021 Base Prospectus (EU) and the relevant Final Terms before making an investment decision in order to understand the
potential risks associated with the decision to invest in the securities. You are about to purchase a product that is not simple and may be difficult to understand. This document constitutes
advertisement within the meaning of the Swiss Financial Services Act (the “FinSA”) and not a prospectus. In accordance with article 109 of the Swiss Financial Services Ordinance, the
Base Prospectus dated 12 November 2021, as supplemented from time to time and the final terms for any product issued have been prepared in compliance with articles 652a and 1156 of
the Swiss Code of Obligations, as such articles were in effect immediately prior to the entry into effect of the FinSA, and the Listing Rules of the SIX Swiss Exchange in their version in
force as of January 1, 2020. Consequently, the Prospectus has not been and will not be reviewed or approved by a Swiss review body pursuant to article 51 of the FinSA, and does not comply

with the disclosure requirements applicable to a prospectus approved by such a review body under the FinSA.



