Firelight: A Protocol for DeFi Cover

An Overview Paper

Firelight Core Team

Contents
Overview 1
The Case for DeFi Cover: The Missing DeFi Primitive 2
Can DeFi Be Covered? 3
Why DeFi Cover and Insurance has Failed? 4
Reframing the DeFi Cover Problem from First Principles 5
Firelight 6
Key Workflows 9
DeFi Cover in Firelight 12
What does Firelight Cover? 12
Methodology 12
A Unique Unique Value Proposition 13
Conclusion 14
Overview

This paper presents a high-level overview of the Firelight protocol as a new mechanism for
providing DeFi-native cover. We begin by examining the need for DeFi cover from first principles
and outlining why existing “insurance” solutions have struggled to scale, while still offering
valuable lessons that inform Firelight's design. We then dive into the core principles and
architecture of Firelight, describing how it reframes asset protection in DeFi, and walk through
its key workflows and methodologies, from staking exogenous collateral to pricing risk and

paying claims.



The Case for DeFi Cover: The Missing DeFi Primitive

Despite more than a decade of experimentation, decentralized finance still lacks this core
building block: scalable, credible DeFi cover. From early marine trade to modern credit and
deposit markets, growth only became sustainable once participants could offload low-probability,
high-severity losses to specialized capital pools. DeFi has replicated exchanges, money
markets, derivatives, and collateralized lending, but it has not yet produced an equivalent
risk-transfer layer that institutions recognize as reliable. The result is a structural ceiling on
adoption: even blue-chip protocols remain effectively "uncovered" from the perspective of

conservative allocators.

At its core, DeFi cover is about transforming one type of risk into another. Instead of leaving
users directly exposed to smart-contract and protocol failure, DeFi cover shifts that exposure
into a collateralized structure: smart-contract risk is transferred into collateral risk borne by
specialized capital providers. If the underlying protocol fails, the loss is absorbed by dedicated
cover pools funded with exogenous, slashable assets, rather than by end users or protocol
treasuries. This is the same conceptual move that traditional finance achieved with insurance

and reinsurance, but executed with native, programmable primitives.

This gap is especially acute for smart-contract and protocol risk. Institutional mandates routinely
distinguish between market risk, which can be hedged or diversified, and operational or
technology risk, which must be capped, covered, or externally backstopped. Today, most
mandates treat smart-contract failure as an uncapped operational risk. In the absence of formal
DeFi cover, exposure limits to decentralized protocols tend to remain small, even when the
underlying protocol has strong security practices. A lending market with billions in deposits and
years of clean operation still competes for the same risk budget as an unaudited experimental
protocol simply because there is no standardized way to transfer or price its residual failure

modes.

At the same time, the crypto ecosystem is awash in large-cap assets whose native yields are
structurally low: BTC, XRP, XLM, and similar networks secure enormous market value but do
not natively generate returns comparable to DeFi lending or liquidity provision. For long-term
holders of these assets, the main options are directional exposure or relatively modest

staking-style rewards. A robust DeFi cover primitive can programmatically connect these two



imbalances: it can use exogenous, slashable collateral from low-yield, large-cap assets to
protect against the smart-contract and economic risks of higher-yield DeFi protocols,

transforming idle balance-sheet assets into a first-loss layer for the rest of the ecosystem.

Crucially, DeFi cover is not "insurance on-chain." Because all activity is programmable and
observable, a native cover primitive is more composable than traditional solutions. Cover
positions and policies can be tokenized and integrated directly into vaults, structured products,
and protocol treasuries. Pricing can react to live risk signals such as utilization, health factors, or
volatility, rather than relying on slow, off-chain actuarial cycles. Claims can be adjudicated
through transparent, evidence-based processes that combine objective on-chain triggers with

specialist assessment networks, rather than opaque, bilateral negotiations.

The absence of such a primitive has concrete macro-level consequences. Without scalable
DeFi cover, the ecosystem remains under-levered relative to its potential: protocols must
over-collateralize, treasuries must self-insure, and institutional allocators must treat every new
integration as a bespoke risk decision. A credible, liquid DeFi cover layer would instead allow
risk to be pooled, priced, and syndicated, making smart-contract exposure look more like a
managed, collateral-backed credit line than an unbounded operational hazard. In that sense,
DeFi cover is not a niche vertical but a missing layer of market infrastructure, one that can
unlock both new sources of incentives for large-cap assets and a more stable path to

institutional-scale adoption of decentralized finance.

Can DeFi Be Covered?

The obvious question that hangs over any attempt to build DeFi cover is simple and
uncomfortable: is DeFi even insurable as a market? The surface-level evidence is not
encouraging. Losses in DeFi are lumpy and catastrophic rather than smooth and well-behaved.
A protocol can operate flawlessly for years and then suffer a single exploit that wipes out a
massive share of TVL in minutes. That binary payoff profile breaks the comforting intuition
behind the law of large numbers, a key underpinning in traditional insurance, that many small,

independent risks averaging out over time.

Compounding the problem, DeFi lacks the deep, stationary datasets that actuaries rely on. How
do you estimate the failure rate of a lending protocol like Aave that has never been exploited, or

of a blue-chip DEX that has survived multiple market cycles without a critical bug? Using hacks



in unrelated protocols as a proxy is statistically weak, yet pretending that the risk is zero is even
worse. The result is a modeling gap: everyone agrees that smart-contract and economic risks

exist, but there is no shared framework for pricing them in a disciplined way.

Market structure has not helped either. Most historical attempts at on-chain "insurance" have
struggled to achieve meaningful scale or sustainable economics. Retail-driven mutuals face
adverse selection and governance fatigue. Underwriting capacity is often thin, concentrated,
and itself exposed to smart-contract risk.The universe of protocols that are both high-quality and
genuinely insurable with battle-tested code, robust governance, transparent risk parameters,

remains a small subset of DeFi as a whole.

Taken together, these facts might suggest that DeFi cover is a doomed idea. Our view at
Firelight is the opposite: DeFi can be protected precisely because these challenges are
concrete and quantifiable. The problem is not that DeFi risks are unknowable, but that they have
been approached with the wrong primitives, capital base, and underwriting architecture. Once
you reframe the problem around smart-contract and economic risk as a priced, collateral-backed

exposure, the path toward credible DeFi cover becomes much clearer.

Why DeFi Cover and Insurance has Failed?

If DeFi cover is such an obvious missing primitive, why have the first generations of “DeFi
insurance” protocols failed to become systemic? The primary reason is architectural: they
attempted to underwrite DeFi risk using the same high-cost assets and risk profile as the
protocols they were supposed to protect. In practice, that often meant using ETH to cover ETH
in other protocols. When the asset you are protecting and the asset you are using as collateral
share the same volatility, opportunity cost, and market cycles, the economics quickly break

down.

This creates a fundamental cost-of-capital mismatch. ETH and similar assets already command
attractive native yields through staking, liquidity provision, and other DeFi strategies. For capital
providers to park ETH in a cover protocol, they must be compensated for (1) smart-contract and
governance risk in the cover system itself, (2) correlated drawdowns with the protocols being
covered, and (3) the foregone yield they could earn elsewhere. In many early designs, the
effective rewards on DeFi cover offerings were at or below alternative ETH strategies, even

before adjusting for tail risk. Unsurprisingly, underwriting capacity remained thin and unstable.



As DeFi has grown, the scale mismatch has become more severe. Blue-chip protocols now
manage billions in TVL and are deeply integrated across chains and applications. To provide
meaningful DeFi cover for these systems, you need capacity measured in hundreds of millions,
with robust diversification and risk segmentation. Retail-driven mutuals and undercapitalized
DAOs were never designed to shoulder that level of responsibility. What might have been
marginally workable in a $1-2 billion DeFi ecosystem becomes completely impractical in a

multi-chain, multi-hundred-billion environment.

The third structural problem is demographic. Most early DeFi insurance-related protocols treated
cover as a product for retail users and a yield opportunity for retail liquidity providers. But the
natural buyers and sellers of this risk are not small, yield-hungry wallets. Instead, they are
protocols, treasuries, funds, market-makers, and large asset issuers with balance sheets and
risk mandates. Retail underwriters typically lack the tools, expertise, and patience to price
complex smart-contract and economic risk. They chase headline APY's, vote sporadically on
claims, and capitulate during drawdowns. That is the opposite of the patient, data-driven,

well-capitalized risk capital required to make DeFi cover credible.

In short, early attempts failed not because DeFi is inherently uninsurable, but because they
used the wrong capital, at the wrong cost, targeting the wrong audience. Correcting those three

mismatches is the starting point for a new generation of DeFi cover architectures.

Reframing the DeFi Cover Problem from First Principles

To understand how DeFi cover can actually work at scale, it helps to strip the problem down to
first principles. A cover protocol has to do three things well: (1) transform smart-contract and
protocol risk into collateral risk borne by specialized capital providers, (2) price that risk in a way
that is transparent and repeatable, and (3) source enough low-cost capital to underwrite
meaningful limits for the top DeFi venues. Early designs largely solved (2) in a rudimentary way
and struggled with (1), but they failed most dramatically on (3): using ETH to protect ETH meant

collateral backing was funded with one of the most expensive assets in DeFi.

From a capital-formation perspective, the crypto ecosystem is misaligned. On one side, mature
DeFi protocols (lending markets, DEXs, cross-chain messaging layers) need billions in credible
first-loss capacity to satisfy institutional mandates. On the other side, there exist very large,

relatively low-yield asset bases such as XRP, XLM, BTC and similar high market cap networks



whose holders have limited native yield options. These assets secure enormous market value
but typically do not earn DeFi-level returns without taking on additional smart-contract risk. That
is precisely the capital profile that should be utilized when designing DeFi cover: large,
directional long-term holders willing to earn a risk-adjusted reward in exchange for bearing

collateral risk, not protocol risk.

Reframed this way, DeFi cover becomes a problem of routing low-yield, large-cap collateral into
a structured, slashable first-loss position for high-quality DeFi protocols. Firelight's architecture
is built explicitly around this mapping. A dedicated staking layer, via an interchain gateway and
reserve vaults, allows holders of assets like XRP or XLM to stake into Firelight and bridge into a
DeFi chain such as Ethereum. The staked assets in reserve vaults never themselves enter DeFi
strategies. The result is exogenous cover capital: collateral that is operationally segregated from

the systems it protects.

This first-principles view leads to a different set of design decisions than earlier attempts.
Collateral capital is exogenous and low-yield by construction, rather than competing with DeFi
for the same ETH incentive opportunities. The target buyers are protocols, treasuries, asset
managers and large allocators, not retail speculators. The system is architected as a reusable
coverage primitive, a staking layer plus cover engine, rather than a monolithic product tied to a

single chain or token.

In that sense, solving DeFi cover is less about inventing a new financial instrument and more
about matching two existing imbalances: underinsured smart-contract risk on one side, and
underutilized large-cap collateral on the other. Staking assets like XRP, XLM, and BTC into a
disciplined, exogenous first-loss layer for top DeFi protocols is what turns that conceptual

reframing into a concrete, scalable design space.

Firelight

Firelight is designed around two simple but powerful ideas. First, it is a DeFi cover layer for top
protocols. A dedicated infrastructure primitive that parametrically protects both technical and
economic risk for blue-chip venues. Second, it is an incentive source for highmarket cap but
low-yield assets, giving holders of XRP, XLM, BTC, HBAR and similar assets a disciplined way
to earn rewards by bearing collateral risk rather than chasing speculative DeFi strategies.

Everything in the architecture flows from reconciling those two roles in a coherent way.
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On the cover side, Firelight targets the “coverage frontier” of DeFi: large, battle-tested protocols
where risk is real but sufficiently constrained to be priced such as lending markets, DEXs, liquid
staking systems, and associated infrastructure like oracles and bridges. The goal is not to offer
cover to every experimental contract on-chain, but to build a scalable and programmatic
first-loss layer for the handful of venues that dominate institutional exposure. Cover is structured
around standardized contracts that protect against well-defined perils such as smart-contract
exploits, severe oracle failures, and liquidation breakdowns. Buyers are protocols, treasuries,
funds, and large allocators that need explicit limits, tenors, and triggers they can map to risk

policies and board conversations.

On the rewards side, Firelight is explicitly built for assets whose native yield profile is thin
relative to their market capitalization. Networks like XRP or XLM secure tens of billions in value
but historically offer limited on-chain ways to earn risk-adjusted returns without stepping into
DeFi themselves. Firelight’s thesis is that these assets are ideal sources of capital for DeFi
cover: they are widely held by long-term, directional investors who can tolerate a structured,
low-frequency risk in exchange for recurring incentive streams. Instead of depositing into volatile
DeFi strategies, these holders stake into Firelight and allow their assets to sit in segregated

vaults that back the protocol’s cover portfolio.
Architecturally, Firelight is organized into two main layers: a Staking Layer and a Cover Engine.

The Staking Layer is the gateway for cover collateral. It consists of:



Staking Gateway / Interchange Service — An interoperability module that accepts native
assets (e.g., XRP on its home chain) and bridges them into a DeFi execution

environment such as Ethereum. This is where asset holders “enter” Firelight.

Reserve Vaults — Vaults that hold the bridged assets. Critically, these assets are not
deployed into DeFi strategies. Their sole purpose is to back DeFi cover. This makes
Firelight’s collateral pool exogenous to the protocols obtaining cover, reducing

correlation and simplifying risk accounting.

When an XRP or XLM holder stakes into Firelight, their assets traverse the gateway, land in a

Reserve Vault, and are represented on the DeFi side as capacity the Cover Engine can

automatically allocate new capacity to cover portfolios. Stakers, in return, are entitled to a share

of premiums and reward flows associated with the vaults they fund.

The Cover Engine is the intelligence and coordination layer that turns static collateral into

structured cover. Its core components include:

Cover Registry — A catalog of all available DeFi covers, each with parameters such as
protocol, peril set, capacity, tenor, and pricing curves. This is effectively Firelight’s risk
book.

Cover Agent — The primary interface for cover buyers and claimants. It programmatically
orchestrates cover purchases, renewals, and claim submissions, matching incoming

demand with available capacity in Reserve Vaults according to the Registry’s rules.

Cover Smart Oracle — An Al-driven oracle that monitors protocol conditions, market data,
and portfolio utilization to adjust pricing, limits, and risk parameters over time. It allows
Firelight to respond programmatically to changes in TVL, volatility, or protocol-specific

risk signals.

Liquidation & Rewards Consortium — A curated group of professional market makers and
asset managers tasked with executing liquidations and reward distributions when
needed. In a claim event, they are the ones who can efficiently sell or reposition
collateral to fund payouts; in normal times, they help operationalize the distribution of

premiums and rewards back to stakers and other stakeholders.



o Claim Assessor Consortium — A panel of reputable and independent DeFi risk experts
who evaluate complex claims, especially when events involve ambiguous exploits or
overlapping perils. Combined with objective on-chain data and the Smart Oracle, they

provide the human layer needed for high-stakes adjudication.

Together, these components enable Firelight to operate as a decentralized and purpose-built
DeFi cover layer, rather than a generic yield farm. The Staking Layer concentrates low-yield,
high-cap assets into segregated vaults; the Cover Engine leverages smart contracts to slice that
capacity into tailored cover products for top DeFi protocols, price them dynamically, and
coordinate payouts and rewards. For DeFi, Firelight looks like a scalable, institutional-grade
first-loss shield. For large-cap asset holders, it looks like a new, structurally grounded incentive

source built on protecting against smart-contract risk instead of chasing it.

Key Workfiows

Firelight’s design is easiest to understand as a set of coordinated workflows that move capital
and risk through the system. At a high level, three journeys matter most: staking collateral

capital, paying a claim, and receiving rewards as a staker.

Initiation Transfer

Stake Interchain
Reserve Vaults Capacity Creation

Deposit into ]_ [ Underwriting ]

Event Assessment Payout Coallateral
Detection Process Orchestration Actions

Premium | Fee and Accounting | Unstaking
Collection Reward Routing and Compounding and Exit

1. Staking: Onboarding Collateral Capital



The lifecycle starts when a holder of a high—-market-cap, low-yield asset (e.g., XRP, XLM, BTC)

chooses to become an underwriter in Firelight.

1.

Stake initiation — The asset holder interacts with the Firelight Staking Gateway on their
native chain. They commit a specified amount of the supported asset to Firelight,

agreeing that it can be used as collateral to back DeFi cover.

Interchain transfer — The Staking Gateway coordinates an interchain operation that locks
or escrows the native asset and represents it in the DeFi execution environment (e.g.,

Ethereum).

Deposit into Reserve Vaults — On the DeFi side, the bridged representation of the asset
is deposited into a Reserve Vault controlled by a qualified custodian. These vaults never

deploy assets into DeFi strategies; they exist solely to back Firelight's cover portfolio.

Underwriting capacity creation — The staker’s contribution increases the vault’s available
capacity. Internally, the Cover Engine now “sees” additional collateral that can be
allocated to cover positions. The staker receives an accounting of their share in that

vault, which will entitle them to a pro-rata slice of premiums and rewards.

At this point, smart-contract risk has been transformed into collateralized capacity: Firelight now

has more first-loss backing to offer cover to top DeFi protocols.

2. Claim: From Incident to Payout

When a covered DeFi protocol experiences a qualifying incident (e.g., a validated exploit), the

claim workflow activates.

1.

Event detection and filing — A protocol, fund, or other cover buyer submits a claim
through the Cover Agent. In parallel, Firelight's monitoring stack and Smart Oracle track

protocol events, price moves, and exploit reports to flag potential incidents.

Assessment process — The claim is routed to the Claim Assessor Consortium, a curated
set of DeFi risk and security experts. They review on-chain data, forensic reports, and
predefined coverage terms to determine whether the event is within scope and to size

the valid loss.



3. Payout orchestration — Once approved, the Cover Agent orchestrates the payout.
Depending on design, Firelight may first use accumulated premium buffers and then, if

needed, tap the underlying Reserve Vault capacity.

4. Collateral actions — If the claim amount is large enough to require collateral support, the
Liquidation & Rewards Consortium executes the necessary transactions: selling or
rebalancing collateral assets to fund payouts in the agreed currency (e.g., stablecoins).
This is where collateral risk materializes for stakers. Part of the vault’s value is used to

make cover buyers whole.

The net effect is that DeFi users and protocols receive transparent, rules-based cover payouts,

while stakers bear a clearly defined, collateral-backed downside in tail scenarios.
3. Rewards: How Stakers Earn

In normal conditions, most of the action is invisible to stakers and cover buyers; the system

quietly accrues and routes cash flows.

1. Premium collection — As protocols and funds purchase cover through the Cover Agent,
they pay premiums over time. These premiums flow into the Cover Engine and are

attributed to specific Reserve Vaults and portfolios based on the capacity they provide.

2. Fee and reward routing — Firelight's economic layer splits these flows according to a

predefined schedule:
o A core share goes to stakers in the relevant Reserve Vaults.

o A portion funds Firelight’s operations, ecosystem incentives, and the Claim

Assessor / Liquidation consortiums.

3. Accounting and compounding — Stakers’ positions in a vault accrue entitlement to
premiums and rewards. Depending on configuration, these may be automatically
compounded (increasing their effective share of the vault) or claimable as periodic

distributions.

4. Unstaking and exit — After respecting any lockups or unbonding periods, stakers can use

the Staking Gateway to unwind their position. If no significant claims have occurred, they



withdraw their original collateral plus accumulated rewards. If claims have drawn down

the vault, they withdraw the remaining collateral plus any net rewards after losses.

Seen end-to-end, Firelight’s workflows turn a simple action of staking XRP, XLM, BTC, or similar
assets into a complete cover lifecycle: capital is onboarded, deployed as structured DeFi cover,
used to pay valid claims when needed, and compensated with premiums and rewards over

time.

DeFi Cover in Firelight

What does Firelight Cover?

Firelight's cover is scoped to the concrete failure modes that matter most for institutional DeFi:
technical exploits, oracle and bridge failures, and economic breakdowns in top-tier protocols. On
the technical side, Firelight can protect against smart-contract bugs, upgrade or access-control
failures, and critical infrastructure exploits. This explicitly includes oracle risk (manipulated price
feeds, stalled oracles, faulty aggregators that lead to wrongful liquidations or bad debt) and
bridge risk (verification or signer failures, message-passing bugs, and other cross-chain defects

that result in an unrecoverable loss of assets in covered protocols).

On the economic side, Firelight focuses on mechanism-level failures such as liquidation
cascades that leave protocols with hard bad debt, structural design flaws in interest-rate or
AMM curves, or feedback loops that turn a collateral or stablecoin de-peg into a permanent user
loss. By design, it does not cover ordinary market volatility, speculative trading losses, or

non-blue-chip “rug pull” scenarios outside the insurable frontier.

Methodology
DeFi Cover Methodology

Firelight's cover methodology is built to answer three practical questions: what risks are we
covering, how likely are they, and how much collateral do we need to stand behind them? The
system approaches these questions with a structured but lightweight framework that can be

explained without equations.

The starting point is a two-component risk model. Every covered protocol is analyzed along two

axes:



o Technical risk — smart-contract quality, upgrade and admin posture, oracle and bridge

design, testing and audit history, incident track record.

e Economic risk — collateral mix, liquidation mechanics, oracle dependencies, liquidity

depth, governance process, and exposure to reflexive de-pegs or liquidity cascades.

For each axis, Firelight decomposes risk into a small set of parameters (e.g., code maturity,
admin key structure, liquidation robustness) and assigns scores based on observable facts and
expert review. Those scores are then mapped to event probabilities (how often a covered type
of incident is expected to happen) and severities (what share of user funds could realistically be
lost in a worst-case event). Together, probability and severity give an expected loss for each

protocol and peril type.

These expected losses are aggregated across the portfolio of active covers to determine how
much of the Reserve Vault collateral is at risk in a stress scenario. Firelight then applies capital
guardrails: leverage ceilings, diversification rules, and per-protocol concentration limits. The
idea is simple: total promised cover must remain comfortably within the risk parameters, even
after market moves and correlations. This is how Firelight turns raw collateral into a measured

amount of first-loss capacity.

Premiums are built on top of this expected-loss view. For each cover, Firelight calculates a base
premium that matches the modeled expected loss over the policy term. On top of that, it adds a
risk margin that targets a competitive rewards for stakers, plus a protocol fee that funds
operations, the assessor network, and ecosystem incentives. The result is a premium that is
transparent in structure: buyers can see they are paying for modeled loss, for capital, and for

platform services, rather than a black-box “insurance APY.”

When a policy is sold, a portion of the premium flows into an on-chain buffer layer that can pay
smaller claims quickly without touching collateral. Larger validated claims trigger pro-rata
slashing of the relevant Reserve Vaults, with the Clearing House converting collateral into the
payout asset in a controlled way. Over time, as more data arrives, risk scores, probabilities, and
premiums can be updated through governed processes that are tight enough to be credible, but

flexible enough to incorporate new information.

In summary, Firelight's methodology treats DeFi cover as a disciplined expected-loss problem

anchored in technical and economic reality. It does not pretend DeFi risk is mysterious or



unpriceable; it breaks it into components, maps those to probabilities and severities, and then
uses conservative portfolio rules to decide how much cover can be safely written against

exogenous collateral.

A Unique Value Proposition

Firelight's core advantage is architectural: it decouples collateral capital from the protocols it
protects. Instead of using the same high-cost assets and risk profile as DeF:i itself, Firelight
sources exogenous collateral from high—market-cap, low-yield assets like XRP, XLM, or BTC
and parks it in segregated Reserve Vaults. That collateral never chases DeFi strategies. Its sole
purpose is to serve as a disciplined, slashable first-loss layer for top protocols. This breaks the

“ETH insuring ETH” trap and creates a sustainable cost of capital for DeFi cover.

On top of this capital base, Firelight introduces an institutional-grade cover engine: standardized
cover contracts focused on blue-chip DeFi, a structured methodology that separates technical
and economic risk, and specialized consortia for claims assessment and collateral
management. Protocols, treasuries, and funds get clear limits, perils, and triggers they can map
to formal risk frameworks. Large asset holders get a new reward source grounded in securing

DeFi, not speculative farming.

The result is a unique two-sided primitive: Firelight is simultaneously a cover layer that can scale
with DeFi and a reward venue purpose-built for large, low-yield assets, aligning incentives

between risk capital and the protocols it protects.

Conclusion

DeFi has rebuilt many of the core pillars of modern finance: exchanges, lending markets,
derivatives, collateralized credit. But it has done so largely without one of the most important
primitives: credible, scalable cover for tail events. As long as smart-contract and economic risks
remain uncapped, DeFi will look like an attractive but structurally incomplete market to
institutions and large allocators. Protocols will continue to self-insure, TVL will remain
under-levered relative to potential, and each new integration will feel like a bespoke leap of faith

rather than a managed exposure.



Early attempts at “DeFi insurance” showed that the need is real but also exposed the wrong
design choices: using expensive assets like ETH to insure ETH, targeting retail underwriters
and buyers, and operating with thin, highly correlated capital bases. Those models were not
defeated by DeFi’s risk profile, they were constrained by their own cost of capital and market

structure.

Firelight approaches the problem from first principles. It treats DeFi cover as a risk-transfer and
capital-formation challenge: move smart-contract and economic risk into a collateralized
structure and back it with exogenous, low-yield, high—market-cap assets that are naturally suited
to be collateral. Its architecture: staking gateway, segregated Reserve Vaults, and a dedicated
cover engine with standardized contracts and specialist consortia, formalizes that mapping into

a reusable primitive.

For DeFi protocols and treasuries, Firelight offers a path to explicit limits, defined perils, and
credible first-loss protection that can be integrated into governance, risk, and product design.
For large asset holders, it turns idle balance-sheet assets into a disciplined reward source

grounded in secured coverage rather than speculation.

If DeFi is to become a durable layer of global finance, it needs more than innovation in yield; it
needs innovation in how risk is shared, priced, and absorbed. Firelight’s DeFi cover layer is a
concrete step toward that future, aligning risk capital and protocols in a way that makes

decentralized finance both more resilient and more investable.
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