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Uniswap Fee Switch Proposal

YOU ARE RESPONSIBLE FOR DETERMINING WHETHER ANYTHING CONTAINED HEREIN IS SUITABLE FOR YOUR PARTICULAR
CIRCUMSTANCES, AND FOR SEEKING PROFESSIONAL TAX, LEGAL, AND/OR INVESTMENT ADVICE AS APPROPRIATE. PLEASE SEE
THE OTHER DISCLAIMERS AT THE END OF THIS REPORT.

SUMMARY

e Uniswap is the |Jargest decentralized exchange (DEX) by trading volume. As of May
2022, Uniswap had a lifetime cumulative trading volume of over $1 trillion.

e |In December 2022, a proposal to implement a fee switch pilot program was submitted
on the Uniswap governance forum.

e \oting for the proposal that would implement the pilot program is expected to start
before the end of 2022.

OVERVIEW

Uniswap is an automated market maker (AMM) protocol that allows users to swap ERC-20
tokens. It was initially introduced and deployed by Uniswap Labs to the Ethereum
blockchain in late 2018. Amongst Decentralized Exchanges (DEXs), Uniswap has stood out
because all trading fees are distributed to Liquidity Providers (LPs). Consequently, holders
of the protocol's token, known as UNI, do not receive any direct benefits related to trading
activity within the protocol. UNI simply acts as a governance token, allowing tokenholders
to vote on proposals submitted to the Uniswap governance forum. However, UNI
tokenholders have always considered the possibility of receiving a percentage of the
Uniswap protocol’s revenue, as other DEXs have adopted this mechanism.

After the launch of Uniswap V3 in May 2021, the community tried to implement a fee
switch for the legacy V2, which passed an initial voting round known as the “Consensus
Check”. For the proposal to be put in place and become active, it would have to win a final
vote as a governance proposal. This was the stage of the process where strict
requirements needed to be met to propose a smart contract code amendment. This did
not occur and the latest information is that a "Temperature Check" to allocate funding for
fee switch research for both Uniswap V2 and V3 received a "no" vote from the community.
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https://www.forbes.com/sites/leeorshimron/2022/11/23/dexs-gain-market-share-as-faith-in-centralized-crypto-players-erodes/#:~:text=Uniswap%20is%20the%20leading%20DEX,seen%20a%20bump%20in%20usage.
https://cointelegraph.com/news/uniswap-breaks-1t-in-volume-but-has-only-been-used-by-3-9m-addresses
https://gov.uniswap.org/t/fee-switch-pilot-update-vote/19514
https://snapshot.org/#/uniswap/proposal/QmVnsMXvSG84x3u2iYZ3nGWeXU4pRcfuKWwXnyjpD9j6To
https://gov.uniswap.org/t/temperature-check-ultrasound-uni-fee-switch-organization-funding/16119
https://snapshot.org/#/uniswap/proposal/Qmcs5pAv7eGBzqGn1G8LJGusME3t7bTCSfZjdyWmw88LaM

THE STATE OF THE CURRENT PROPOSAL

The potential fee switch program has massive impacts for UNI tokenholders and the
Uniswap protocol itself. Currently, Uniswap charges a fee between 0.01%-1% per trade
conducted on its platform. The entirety of that fee, which amounts to more than $2 billion
across all trades since inception, is given to LPs. However, if this fee switch proposal is

activated, a portion of that fee would be distributed to UNI tokenholders, reducing the net
fee that LPs receive.

A proposal for a fee switch pilot program that impacts specific pools was filed on the
Uniswap governance forum and successfully passed both the Temperature Check and the
Consensus Check stages in July 2022. The vote was then put off to 1 December 2022 so
that people would have more time to consider their options.

Details regarding the pilot program:

e The goal is to assess whether the fee switch will decrease trading frequency and
volume on the select pools.

e It will impact these select pools for 120 days:
o DAI-ETH (0.05% fee rate)
o ETH-USDT (0.3% fee rate)
o USDC-ETH (1% fee rate)

e It will not increase costs for end users of the Uniswap protocol.
Sushiswap, one of Uniswap’'s primary competitors, directs a portion of its trading fees
back to SUSHI tokenholders. If Uniswap had implemented a fee switch across all of its

pools since the beginning of 2022 and maintained the same trading volume, it could have
generated 9-figures in revenue for UNI tokenholders.
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https://hashdex.com/en-US/research-center/insights/research-commentary-is-defi-dead-uniswap-tells-a-different-story#:~:text=In%202021%2C%20Uniswap%20collected%20a,in%20fees%20since%20its%20inception.
https://gov.uniswap.org/t/consensus-check-fee-switch-pilot/17384
https://snapshot.org/#/uniswap/proposal/0x4dd49ee723a7e506c6c6c15c8eabc8a7057f3f0760e44ed2f475d42203c4e3e8
https://snapshot.org/#/uniswap/proposal/0xe9f8e5dd7ec26f7c0e7dd9e19bb8d57497d27d4a74be01cd3cad159cf3901b7f
https://gov.uniswap.org/t/fee-switch-pilot-update-vote/19514
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CONCLUSION

Uniswap's implementation of a fee switch that would redirect a portion of fees to UNI
tokenholders would be a milestone for the DeFi ecosystem if passed. Although sharing
revenue with tokenholders is not new, Uniswap would be the most dominant protocol,
with more than $3 billion in TVL, to implement such a model. Uniswap also has a
predominantly U.S.-based team and the implementation would show that U.S.
tokenholders can receive cash flow, though this could increase regulatory risks for the UNI
token.
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DISCLAIMERS

You are permitted to store, display, analyze, modify, and print this report, but only for your own use. You are not
permitted to (a) reverse engineer, decompile, decode, decrypt, disassemble, or in any way derive source code
from this report; (b) modify, translate, adapt, alter, or create derivative works from this report; (c) copy (except as
expressly permitted in the Subscription Services Agreement), distribute, publicly display, transmit, sell, rent, lease
or otherwise exploit this report or grant any third party access to it; (d) frame or scrape or in-line link to the this
report or use web crawlers, web spiders or other automated means to access, copy, index, process and/or store
any of the information herein; () create apps, extensions, programs or other products or services that use any of
the information herein; or (f) make or have made a service or product using similar ideas, features, functions or
graphics of or providing a similar benefit as that provided by this report.

DAR DOES NOT MAKE AND HEREBY EXPRESSLY DISCLAIMS ALL WARRANTIES, ORAL OR WRITTEN, EXPRESS OR
IMPLIED, INCLUDING WARRANTIES OF NON-INFRINGEMENT, MERCHANTABILITY, AND FITNESS FOR A
PARTICULAR PURPOSE. WITHOUT LIMITING THE FOREGOING, YOU AGREE THAT YOUR USE OF THIS REPORT IS
AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THIS REPORT IS PROVIDED “AS-1S" AND DAR DOES NOT MAKE
ANY WARRANTIES WITH RESPECT TO THE OPERATION, AVAILABILITY, RELIABILITY, ORIGINALITY OR ADEQUACY
OF THE SAME. THIS REPORT (INCLUDING ANY INFERENCES OR CONCLUSIONS DRAWN HEREIN) IS BASED ON
INFORMATION DAR CONSIDERS RELIABLE, HOWEVER, DAR DOES NOT REPRESENT IT AS ACCURATE OR
COMPLETE, AND IT SHOULD NOT BE RELIED ON AS SUCH. THIS REPORT (INCLUDING ANY INFERENCES OR
CONCLUSIONS DRAWN HEREIN) IS PROVIDED FOR GENERAL INFORMATIONAL PURPOSES ONLY AND YOU ARE
RESPONSIBLE FOR DETERMINING WHETHER ANYTHING CONTAINED HEREIN IS SUITABLE FOR YOUR
PARTICULAR CIRCUMSTANCES, AND FOR SEEKING PROFESSIONAL TAX AND/OR INVESTMENT ADVICE AS
APPROPRIATE. DAR DOES NOT GIVE TAX, LEGAL OR INVESTMENT ADVICE OR ADVOCATE THE PURCHASE OR
SALE OF ANY SECURITY, INVESTMENT, CRYPTOCURRENCY OR DIGITAL ASSET. NONE OF THE INFORMATION
CONTAINED IN THIS REPORT CONSTITUTES OR IS INTENDED TO CONSTITUTE A RECOMMENDATION BY DAR TO
ACQUIRE, HOLD, INVEST IN, OR USE ANY PARTICULAR COIN, TOKEN, CRYPTOCURRENCY, PROTOCOL, COMPANY
OR FOUNDATION.

You assume the entire risk of any use you make or permit to be made from this report. Without limiting the
foregoing and to the maximum extent permitted by applicable law, in no event shall DAR have any liability
regarding this report for damages, even if notified of such possibility.

The information contained herein is as of the date hereof and is subject to change without prior notice. We may
provide oral or written market commentary or trading strategies to our clients that reflect opinions that are
contrary to the opinions expressed in this research. Information containing any historical information, data or
analysis should not be taken as an indication or guarantee of any future performance as past performance does
not guarantee future results. None of DAR's products or services recommend, endorse, or otherwise express any
opinion regarding any “coin”, “token”, “cryptocurrency” “protocol”, “company” or “foundation” and none of DAR's
products or services are intended to constitute investment advice or a recommendation to make (or refrain from

making) any kind of investment decision and may not be relied on as such.
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