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Executive summary

A DAO is an alternative to the traditional organisational structure, a potentially better way to
coordinate capital and talent almost instantaneously, at scale, from anywhere in the world.
In this edition of the Bridge, we will look at some of the basics of DAOs, starting with a brief
history behind the term and its use, followed by understanding how they work and how the
membership is distributed, along with some successful implementations in leading catego-
ries, before finally talking about some of the limitations of the technology.
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In this edition of The Bridge,
we look at what are DAOs,
some of the key features

of a DAO, and why they are
important. It is often better
to compare new things with

their existing counterparts to
gain perspective, and that is
why we will compare a DAO
against the structure of a
traditional company.

Decentralised Autonomous Organisation (DAO)

l.
Introduction

The peer-to-peer transactions enabled by cryptocurrencies and smart contracts gave birth
to an innovation called DAO for Decentralised Autonomous Organisation, that lays out ways
of community governance and coordination. Given that crypto communities are truly global,
there is a need for an efficient way to communicate with each other and make important
decisions related to their common objective. For a DAO to efficiently coordinate humans
worldwide, its incentives must be properly aligned to generate maximum output. It is safe
to say that the DAO governance model is not perfect, but a lot of different implementations
are making significant progress in building a better model for decentralised organisations.

In this edition of The Bridge, we look at what are DAOs, some of the key features of a DAO,
and why they are important. It is often better to compare new things with their existing coun-
terparts to gain perspective, and that is why we will compare a DAO against the structure of
a traditional company. We will also look at how individuals or entities can gain membership
of a DAO or the most common ways used today to distribute membership, followed by sever-
al types and examples of successful DAO, before finally talking about some of the challenges
and limitations.

It is key to note that DAOs, like most things in the crypto ecosystem, are rapidly iterating
to understand what works and what does not, there are certainly some failed experiments,
but we are making significant progress towards building a solid foundation for the future of
decentralised internet.
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2.
What are DAOs?

DAO stands for ‘Decentralised Autonomous Organisation’. As the name suggests, it is a com-
munity-led entity that collaborates with strangers on the internet and works towards a com-
mon goal without the direction of any central authority. A DAO functions based on a set of
rules, a sequence of smart contracts written in pieces of code. Each smart contract explicitly
describes the consequences of an action. A DAQ is transparent in all decision-making, from
creating proposals to voting, and everything can be publicly audited anytime.

The governance of a DAO is designed by its members, who vote on proposals and decide the
future of the entity/community, whether it’s the technical implementation or management
of treasury funds. A typical process would be a community member creating a proposal for
individuals to vote and decide on the future operation of the protocol. If a predefined con-
sensus level is achieved, the proposal is automatically executed and rejected if the consen-
sus is not achieved.

Some key features of a DAO:
No Hierarchy: Decisions are made by stakeholders instead of managers or leaders, and
there is no hierarchical management

Full Transparency: The code running a DAO is open source and can be validated by
anyone. One can even scan through history to see how decisions were made from the
genesis

Open Access: Anyone anywhere in the world can join a DAO and contribute in whatever
way they like. Everyone can become a decision-maker with the ability to vote on proposals

Censorship-resistance: No authority, including governments, can shut down a DAO as a
decentralised network of computers runs it

Democracy: Any investors or members of a DAO can make proposals to shape the
future of the DAO, and decisions are taken democratically.
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3.
Why DAOs are Important?

People form organisations to work together and achieve goals to make an impact. As these
entities grow, the top management becomes the most critical factor in the long-term suc-
cess or failure, given that they take all major decisions. An organisation at this point needs to
trust a select group of people with the capital, and in their ability to effectively deploy that
capital. This was not a huge problem in the time when we had no internet, and almost every
individual used to be physically present in the office during working hours. It was relatively
easy to build personal relationships and trust people with their decision-making abilities.

But in today’s age of internet companies and the global workforce environment, more and
more people are working remotely. They collaborate with people from different geographies
and cultures, with each having its own unique value system. In such a scenario, DAO provides
a near-perfect solution to maintain the sanity of the organisation’s objectives and make sure
the right decision is being taken and implemented. It coordinates capital and talent almost
instantaneously, at scale, and from anywhere in the world.

DAOs enable these new-age organisations to live up to their full potential and open new
possibilities for a truly global economy. The most notable examples of DAO entities are cryp-
to protocols, which distribute ownership and decision-making power via innovative ways of
token distribution, to make their protocol progressively decentralised. The users receive own-
ership in the underlying protocol, and their success is directly correlated with the success of
the DAO. This has enabled a shift in governance from centralised structure to a communi-
ty-led, decentralised structure.

The nature of these entities (DAOs) can be of any shape and size. It can range from a small
community with a goal of only raising capital for a specific one-time objective to building
full-fledge product and services business with automated decision-making and distributed
ownership.

With DAOs, one does not need to trust anyone and just believe that the code written will
ensure that the objective is met. Since smart contracts are open for anyone to verify, there
is no chance of corruption or the fear of any individual favour being entertained. Of course,
there are unique challenges that come along with DAOs that are very different from the prob-
lems found in traditional organisations. We will discuss those in the latter part of the article.

Table 1: A comparison between a DAO and a traditional organisation

A Traditional Organisation

Decentralised Autonomous Organisati

Flat organisation structure, fully democratized Usually hierarchical organisation structure

To implement any change,
DAO members need to vote

Depending on structure, changes can be
demanded from a sole party, or voting may be
offered

Votes are autonomously tallied, and the outcome is
implemented automatically without the internvention
from any trusted third party

If voting is offered, votes are tallied internally,
and the outcome is implemented manually

Services offered are usually executed automatically
in a decentralised, trustless manner

Services offered may require human intervention,
or can be delivered through centralised automa-
tion, which is prone to manupulation

All acitivities are fully transparent and can be
verified publicy

Most activities are usually private with limited
public information

Open for anyone to join and contribute

Limited to employees, select few people

Fully Global

Not always global

Source: SEBA Bank, ethereum.org
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4,
How Do They Work?

The functioning of a DAO is found in its foundational framework of smart contracts, estab-
lished by a core team of community members. Smart contracts are open-source computer
codes with full transparency. Once these contracts are live on the network, no individual or
entity can change the DAO’s rules. These rules basically decide the future of the commu-
nity and manage the treasury.

Now there are multiple types of DAOs, from something as simple as having a charity for a
specific cause to a freelancer network to a venture and grants fund that can raise capital
from anyone around the world in exchange for the DAO membership, and the community
decides how it will be spent. Further, the DAO members will benefit from the organization’s
success. At the core of each DAO is raising capital to achieve the set goal and make prog-
ress towards the mission. The capital is usually raised through offering DAO memberships.
It also determines how the governance and voting will work along with other key parts of
operations. There are multiple models for DAO memberships.

Token-based Membership: These are fully permissionless, and anyone can become a
member by buying tokens available on decentralised exchanges. One can also earn to-
kens by means of providing liquidity, and holding these tokens grants access to voting.

Share-based Membership: These DAOs are slightly permissioned but still open. For a
potential member to join the DAO, they must submit a proposal and mention what kind
of value they will be bringing to the table in exchange for shares of the organisation.
These shares represent direct voting power and ownership. Members are free to leave
anytime with their proportionate share of the treasury.

NFT-based Membership: Some communities can only be accessed by holding a specific
NFT from a limited collection set. Membership of such a DAO is slightly difficult,
depending on how many number of tokens are issued and how easily they can be traded
on the open marketplace. Membership includes voting power and, in some cases, com-
mercial rights to the NFT that individual holders can monetize.




Decentralised Autonomous Organisation (DAO)

5.
The State of DAOs

The use of DAO word for the first time was seen in 2016 but the traction around DAOs has
only picked up in the last couple of years. More specifically, the decentralised finance (DeFi)
ecosystem projects have popularised the term and are most effectively using them to de-
centralise their application.

Some people might argue that the Bitcoin network is the first DAO to ever exist just because
the network scales through community agreement, even though the network participants
are spread worldwide. However, Bitcoin does not have an organised governance mecha-
nism, but instead, miners and nodes signal support for the growth of the network.

Most people do not see Bitcoin as a DAO by today’s standards and would consider Dash to
be the first true DAO as it has a governance mechanism that allows stakeholders to vote on
the use of treasury.

Further, many people consider ‘The DAQO’ on Ethereum blockchain to be the first-ever DAO,
created by a company called Slock.it in 2016. They originally set out to provide a service
that enables people to rent, sell or share their property without a middleman using block-
chain technology. While raising capital for this initiative, they created a DAO, much like a
Kickstarter or GoFundMe but with a unique difference. They gave all investors/members a
vote in the decision-making process of how to spend the raised capital and thus established
a new governance model.

They raised over USD 150 million worth of ether at the time from 11,000 members and held
approx. 14% of total ether in circulation back then. It became a decentralised venture cap-
ital fund supporting Ethereum projects but was hacked in June of 2016 and lost about 3.4
million ethers, about USD 50 million at that time. To limit the impact of this hack, the commu-
nity decided to hard fork the network, and that is why we today have Ethereum and Ethereum
Classic as two separate blockchains.

Now there are several projects that are built on top of Ethereum and other networks, with
each having unique token economics and governance mechanisms. Let us briefly look at
how we can broadly categorise these DAO projects for a better understanding.

Protocol DAOs

Decentralised Finance (DeFi) ecosystem projects mostly fall under the category of protocol
DAOs. These are the ownership and governance mechanisms for decentralised exchang-
es (DEXs), borrowing and lending platforms, algorithmic stablecoins, yield optimizers, and
many more projects that ensure fair operation and evolution of the underlying protocol in a
decentralised way.

Examples

Uniswap is the most popular decentralised exchange on Ethereum, and they launched
their governance token called UNI in September of 2020. Token holders can vote to con-
trol the protocol’s direction, fees, treasury, etc.

Aave: A trustless way to borrow and lend assets on the internet. Token holders can vote
on governance decisions such as the addition of new assets, collateralization ratios, and
more.

Maker: The governance protocol for the most popular algorithmic stablecoin, DAI, and is
considered the original DAO in the DeFi ecosystem. Token holders vote on adjusting the
interest rate, the stability fees, and more.
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Investment DAOs

These are like traditional venture capital investment funds that pool in capital from multiple
sources and allocate it in early-stage start-ups. The only difference is that instead of a lim-
ited number of select people making the decision about where to invest, the DAO members
can vote on effective capital deployment.

Example

MetaCartel Ventures: This is one of the first for-profit DAOs, and they invest in early-stage
decentralised applications (DApps). One of the key advantages of having an investment
DAOQ is that now these opportunities are open for virtually everyone, unlike only accredited
individuals, venture capitalists, and angel investors.

Grants DAOs

These are designed to fund new ventures, hackathons, and protocol developments. Usually
structured as a separate arm of a larger ecosystem but can also exist independently.

Example

Gitcoin: A platform for open-source application developers. It is operated independently,
and the donors can choose which projects they want to contribute to. The governance token
is called GTC, and members can vote for the management of treasury, grants, disputes, and
more.

Collector DAOs

This type of DAO pools funds to purchase collectible items specifically; it can be both real-
world (physical assets) or virtual assets (NFTs). The objective here is to hold, curate, and
monetise these unique pieces of art and culture for the benefit of the community.

Example

PleasrDAO: A DAO focused on purchasing only art and collectibles. This is like investment
DAOs, but they do not invest in projects, building products, and services; they are only
focused on collecting and curating these art pieces.

Social DAOs

Social DAOs enable access to niche communities. One can get access only if they are hold-
ing a certain token that can be acquired by paying a membership fee. The social circle of
the community is specific to the DAO and can range from anywhere as an art enthusiasts to
book clubs and much more.

Example

Friends with Benefits: This exclusive social club consists of web3 artists, operators, and en-
thusiasts. One can only become a member by owning a number of FWB tokens that enable
access to gated events and digital collectibles auction galleries.

Other DAOs

The DAO ecosystem is still evolving rapidly, and there are several projects that are still figur-
ing out the best way to enable distributed ownership and decision-making. One interesting
implementation is by Aragon, a platform focused on providing DAO tooling and structured
as a DAO. Token holders get to vote and decide on the protocol upgrades. As we move for-
ward, we will see more and more community governed projects which can be called DAOs.
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Figure 1: DAO Stack
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6.
Challenges/Limitations of DAOs

As mentioned at the beginning of this article, while DAOs provide a viable alternative to the
shortcoming of a traditional organisational structure, it also comes with a set of their own
unique challenges. It is important to note that these entities are just tools that have incredi-
ble potential, but they are still vulnerable to attacks and nowhere near perfect. A lot of fun-
damental decisions can be coded in the smart contract and members can vote on the future
of the protocol, but the cultural and ideological frameworks still needs to be established.

Even though the name includes autonomous, only a limited number of tasks can be entirely
automated today, and most activities need interaction with the real world. So, there must be
an optimized way for a DAO to deal with several real-world questions and liabilities. Further,
if the vulnerabilities cause any damage to the DAO, there must be a system that can hold
someone accountable and liable to rectify the issue. If any DAO is purchasing any physical
goods, there must be a way to protect and ensure the safety of those goods for the long term.
This can not simply be automated today. Thus, there are multiple issues of legality, security,
and structure today.

7.
Conclusion

There is no doubt that DAOs offer a compelling way to restructure our organisations and
optimize for the progressive democratic development of society. We need to embrace this
opportunity and start addressing key regulations, security, and structure issues. Each DAO
will have a unique approach to solving these problems and reflect its members’ interests. As
our world comes closer and closer, DAOs will continue to offer more efficient ways to orga-
nise ourselves.
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Disclaimer

This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head once and legal domicile in Switzerland. It is authorized
and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is published solely for information purposes; it is not an advertisement nor is it a solicitation or an
offer to buy or sell any financial investment or to participate in any particular investment. strategy. This document is for distribution only under such circumstances as may be permitted by
applicable law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction
where such distribution, publication, availability or use would be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction.
No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document, except with
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data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party.
Any prices stated in this document are for information purposes only and do not represent valuations for individual investments. There is no representation that any transaction can or
could have been elected at those prices, and any prices do not necessarily reflect SEBA’s internal books and records or theoretical model-based valuations and may be based on certain
assumptions. Different assumptions by SEBA or any other source may yield substantially different results.

Nothing in this document constitutes a representation that any investment strategy or investment is suitable or appropriate to an investor’s individual circumstances or otherwise consti-
tutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgment in making their investment decisions. Financial investments
described in the document may not be eligible for sale in all jurisdictions or to certain categories of investors. Certain services and products are subject to legal restrictions and cannot
be offered on an unrestricted basis to certain investors. Recipients are therefore asked to consult the restrictions relating to investments, products or services for further information. Fur-
thermore, recipients may consult their legal/tax advisors should they require any clarifcations. SEBA and any of its directors or employees may be entitled at any time to hold long or short
positions in investments, carry out transactions involving relevant investments in the capacity of principal or agent, or provide any other services or have offcers, who serve as directors,
either to/for the issuer, the investment itself or to/for any company commercially or financially affliated to such investment.

At any time, investment decisions (including whether to buy, sell or hold investments) made by SEBA and its employees may differ from or be contrary to the opinions expressed in SEBA
research publications.

Some investments may not be readily realizable since the market is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be diffcult to quantify.
Investing in digital assets including cryptocurrencies as well as in futures and options is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial
investment may under certain circumstances occur. The value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past per-
formance of an investment is no guarantee for its future performance. Additional information will be made available upon request. Some investments may be subject to sudden and large
falls in value and on realization you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price,
value orincome of an investment. Tax treatment depends on the individual circumstances and may be subject to change in the future.

SEBA does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specifc
investor’s circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of individual investors and we would
recommend that you take financial and/or tax advice as to the implications (including tax) prior to investing. Neither SEBA nor any of its directors, employees or agents accepts any liability
for any loss (including investment loss) or damage arising out of the use of all or any of the Information provided in the document.

This document may not be reproduced or copies circulated without prior authority of SEBA. Unless otherwise agreed in writing SEBA expressly prohibits the distribution and transfer of
this document to third parties for any reason. SEBA accepts no liability whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this document.
Research will initiate, update and cease coverage solely at the discretion of SEBA. The information contained in this document is based on numerous assumptions. Different assumptions
could result in materially different results. SEBA may use research input provided by analysts employed by its affliate B&B Analytics Private Limited, Mumbai. The analyst(s) responsible for
the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information
The compensation of the analyst who prepared this document is determined exclusively by SEBA.

Austria: SEBA is not licensed to conduct banking andfinancial activities in Austria nor is SEBA supervised by the Austrian Financial Market Authority (Finanzmarktaufsicht), to which this
document has not been submitted for approval. France: SEBA is not licensed to conduct banking and financial activities in France nor is SEBA supervised by French banking and financial
authorities. Italy: SEBA is not licensed to conduct banking and financial activities in Italy nor is SEBA supervised by the Bank of Italy (Banca d’Italia) and the Italian Financial Markets Su-
pervisory Authority (CONSOB - Commissione Nazionale per le Societd e la Borsa), to which this document has not been submitted for approval. Germany: SEBA is not licensed to conduct
banking and financial activities in Germany nor is SEBA supervised by the German Federal Financial Services Supervisory Authority (Bundesanstalt fir Finanzdienstleistungsaufsicht), to
which this document has not been submitted for approval. Hong-Kong: SEBA is not licensed to conduct banking and financial activities in Hong-Kong nor is SEBA supervised by banking
and financial authorities in Hong-Kong, to which this document has not been submitted for approval. This document is not directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of or located in Hong-Kong where such distribution, publication, availability or use would be contrary to law or regulation or would subject SEBA to any
registration or licensing requirement within such jurisdiction. This document is under no circumstances directed to, or intended for distribution, publication to or use by, persons who are not
“professional investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”). Netherlands: This
publication has been produced by SEBA, which is not authorised to provide regulated services in the Netherlands. Portugal: SEBA is not licensed to conduct banking and financial activities
in Portugal nor is SEBA supervised by the Portuguese regulators Bank of Portugal “Banco de Portugal” and Portuguese Securities Exchange Commission “Comissao do Mercado de Valores
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