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DeFi Risk Assessment Checklist

Use this checklist to evaluate the safety, reliability, and suitability of a DeFi
platform before investing or participating. This guide ensures you can identify
risks and make informed decisions in the decentralized finance ecosystem.

1. Platform Credibility

® [ Is the platform well-known and reputable in the DeFi space?
o Check reviews, community feedback, and mentions on trusted
forums like Reddit or CoinMarketCap.
e [ Has the platform been audited by a recognized security firm?
o Look for audit reports from firms like Certik, Quantstamp, or
OpenZeppelin.
e [ Does the team behind the platform have a proven track record?
o Verify the project’s developers or founders on platforms like LinkedIn

or GitHub.

2. Smart Contract Security

® [ Have the smart contracts been audited?

o Ensure the audit covers vulnerabilities like reentrancy attacks and

overflow bugs.

e [ Is the code open source and transparent?

o Publicly available code allows the community to verify its integrity.
e [ Are there mechanisms to pause or reverse transactions in case of

exploits?
o Platforms with emergency protocols offer added security.

3. Token Economics (Tokenomics)
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® [ |s the token distribution transparent?
o Review token allocation to ensure fair distribution among founders,
investors, and the community.
e [ Is the token utility clear?
o Tokens should have real use cases, like governance or staking
rewards.
e [ Are there mechanisms to manage inflation or deflation?
o Avoid platforms with unsustainable tokenomics.

4. Liquidity and Volume

® [ Does the platform have sufficient liquidity?
o Check if trading pairs or pools have high liquidity to avoid slippage.
e [ Whatis the trading volume on the platform?
o Low volume might indicate low user engagement or risk of market
manipulation.

5. User Accessibility

® [ Is the platform user-friendly and intuitive?
o Platforms with clear interfaces reduce the risk of errors.
e [ Are there educational resources or guides available?
o Tutorials, FAQs, and customer support indicate a focus on user
experience.

6. Governance and Decentralization

® [ |s the platform governed by a decentralized autonomous organization (DAO)?
o Community-driven governance reduces centralized risks.

e [ Do token holders have voting power?
o Verify if governance tokens enable meaningful participation.
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7. Financial Risks

® [ Is the platform susceptible to impermanent loss?
o Liquidity providers should understand the risks of price volatility.
e [ Are the returns or APYs sustainable?
o Beware of platforms offering unusually high returns—it might be a
red flag.
e [ Are there fees for transactions, withdrawals, or staking?
o Hidden fees can reduce overall returns.

8. Regulatory Compliance

® [ Does the platform comply with local regulations?
o Some jurisdictions might restrict DeFi use.
e [ Are there KYC or AML requirements?
o Platforms with KYC (Know Your Customer) and AML (Anti-Money
Laundering) processes are more likely to be regulatory-compliant.

9. Market Risks

® [ Is the platform exposed to high market volatility?
o Assess the stability of the assets being traded or staked.
e [ Are stablecoins on the platform audited and reliable?
o Ensure the stablecoins are backed by reserves or use trusted
algorithms.

10. Community and Ecosystem Support

® [ Does the platform have an active user community?
o Active forums and social media indicate strong user engagement.
e [ Are there partnerships with established DeFi or blockchain projects?
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o Collaborations enhance credibility and ecosystem integration.

11. Insurance and Recovery

® [ Does the platform offer insurance for your funds?
o Platforms with coverage mitigate risks in case of hacks or exploits.
e [ Are there recovery mechanisms for lost funds?
o Check if there is a fund reserve or partnership with insurance
providers like Nexus Mutual.

12. Scalability and Performance

® [ Is the platform prone to network congestion?
o High transaction delays or fees during peak times can impact
usability.
e [ Does it support Layer-2 scaling solutions or multi-chain functionality?
o Features like Polygon or Arbitrum integrations enhance
performance.

13. Reputation of Tokens and Projects

® [ Are the listed tokens verified and legitimate?
o Avoid platforms that allow unvetted or scam tokens.

e [ Is there any history of rug pulls or exploits on the platform?
o Research past incidents to assess risk.



