
Chapter 1: Celsius, Next Terra?

“If you don’t know the source of the yield, you are the yield” - Jerome Powell

Chapter 1: Celsius, Next Terra?

October 8, 2021, Celsius Network reported that their assets under management have crossed
$25 billion.

Before the fall of Terra, Celsius had already been experiencing violent client deposit
withdrawals. In May, the firm's AUM was reported to be around $11B ~ 56% decrease in 6
months.

After the Terra collapse, the firm found itself in an even worse situation as people have lost
their trust in “risk-less” 10% + yields. Terra ecosystem was a major revenue generator for
Celsius as they had $535M deposited in Anchor protocol.

Luckily, they were able to withdraw their funds on time due to their exposure to the terra
ecosystem downfall on-time to avoid the catastrophe.

On the investor portal, bnktothefuture, where Celsius have previously successfully raised
$20m+, some investors raised a concern about Celsius’s exposure to Terra. The CEO said that the
firm had “limited exposure to UST and Terra.

Nansen recently published a report analyzing on-chain activity of Terra De-Peg. According to the
report, Celsius wallet’s withdrawal of funds from the Terra Ecosystem from UST might have
played a role in de-pegging of the stable coin..

Nansen also showed the firm’s exposure to be near $530M, which is far from “minimal.” Even if
the company did not experience significant losses as they were able to limit their exposure
on-timely, “$535M” of deposits must have served as a significant source of revenue for Celsius.
Currently,

Celsius is offering up to 7-9% yield on stalbecoins while the USD prime rate is at 3.25%. After the
market conditions have worsened, the demand for leverage in crypto has decreased.



The firm previously released their annual financial statement for the year of 2019 and 2020, but
never released such numbers for 2021 despite historical AUM inflows. Various investors have
previously inquired about the lack of transparency, but no reasonable answers were provided.

The annual financial statements released in 2019 and 2020 had some interesting figures:

In

2020, The firm has spent 47% more on “Administrative expenses” than they did on “Cost of
Sales”, which includes their “Reward paid to community” aka yields). Such astronomical figures
are especially surprising given that the firm only had 2 directors and 2 employees at the time.

How can a lending company with 4 employees spend more on administrative expenses than on
interest paid to customers?

There are several other examples where the leadership team at Celscius decided not to be “fully
transparent.”



In 2021, Stakehoud, a custody firm, lost its access to their private keys. The table below shows
the public wallet addresses that deposited the most amount of ETH into the Stakehound staking
contract.

# Wallet Address
ETH deposited into
Stakehound

1 0x3c79d7e8a5d6b49336f0fd2f3adde745954bc9f7 20,597.00

2
0xf0d54551a359d5b57b7035d847b5c8d8eb374b7
3 14,297.51

3 0xb90e50f2b083bb236c9c5d31997ed4e9f9e1dacd 10,555.25

4 0xef22c14f46858d5ac61326497b056974167f2ee1 10,242.00

5 0x41318419cfa25396b47a94896ffa2c77c6434040 5,407.56

6 0x62ffb5b8f6c6e3dc949f4e7b163831fe6d2ed423 1,815.45

Nansen, on-chain analytics firm, links the Wallet #4 to “Celsius Trading”. Over 50% of incoming
and outgoing ETH for wallets #3 and #4 are associated with known Celsius public wallets,
making it extremely likely that these are also Celsius Wallets. Wallet #2 and #5 also
demonstrates such a pattern of behavior.

Based on information based on the public ledger, we can speculate that the firm has lost around
35K of ETH deposits in the Stakehound incident. No information about $70M losses has been
acknowledged by the firm. According to CoinDesk, the company also lost $120M on the Badger
Dao hack.

Based on the prior events, an investor has a right to be skeptical about the numbers that the
company is currently presenting.



In December of 2020, the firm collaborated with Chainanalysis to produce a report confirming
the accuracy of net funds collected by Celsius. Chainanalysis verified that Celsius had for $7.6B
in deposits and $4.2B in withdrawals since it launched its services in June of 2018. This report is
currently not publicly available.

At the time, the firm’s public filings were audited by Nyman Libson Paul, a chartered audit firm
based in the UK. Since the firm has not released their financial statements, the firm has never
undergone an audit. Even though Chainanalysis verified the firm’s assets and withdrawals in
2020, no such reports have been done since then.

In 2021, the firm raised $20.2 million of equity crowdfunding via BnkToTheFuture. The equity
crowdfunding in the UK and US is largely unregulated and does not require stringent public
disclosures. In Business School, we were taught that some firms will intentionally try to raise
capital through equity crowdfunding platforms to avoid disclosing their financials.

Currently, Celsius Network claims to have $11B in AUM, but such numbers have not been
confirmed.

The firm also releases “CelsiusByTheNumbers” report on social media. It is unclear how the
firm calculates its TVL and if this is the same number as their AUM.

I manually combined the numbers reported in the “CelsiusByTheNumbers” reports and
summarized the figures in the table below.

You can see a striking difference in 5 weeks before and after the terra ecosystem collapse. The
platform had Net inflow of ETH every week.



Weekly outflows for March/April

Weekly outflows for April/May
Please note, the report was not released for the week of May 12 to May 17
(hint: the previous week had $750M of outflows).

Even without the Terra Collapse, the firm was experiencing net outflows at the end April.

The week after the Terra meltdown (May 6th- May 12th), there was outflow of $750M of funds
(150M in ETH and $150M in BTC). Last two weeks of May, the firm experienced $450m of net



outflows. Even if we ignore the week, where the outflows were not reported, Celsius
experienced $1.2B of outflows.

Monthly Outflows

HODL MODE.

The firm recently activated “HODL Mode” which prevents its users from withdrawing their
deposits from the platform. The firm previously stated that “You control when HODL Mode is
activated.” Such feature gave users ability to temporarily disable outgoing transactions from
their Celsius accounts. No reasonable explanation has been made why so many users are locked
from withdrawing their funds.

“HODL mode” + 1.5B withdrawals in a month = NOT HODL MODE

Given the aggressive outflows, how long can Celsius Survive?

On-chain analysis of Celsius’ public wallets:

The following public wallets are known to be associated with Celsius Network based on
information from Nansen and based on transactions history of such wallets. Even though Wallet
#10 is not marked as a “Celsius wallet” by the Nansen, we can see that 100% of all ETH received
(43K ETH) and 100% of ETH sent (16k ETH) has been to and from other confirmed Celsius
wallets. Other wallets also demonstrate similar behavior.

Wallet 1(Comp+AAVE) 0x8ACeaB8167c80CB8b3DE7fa6228b889bB1130Ee8

Wallet 2(Maker) 0x87a67e7dc32fdc79853d780c6f516312b4a503b5

Wallet 3(Convex+Curve) 0x73cae59e9d6e73b43ad32de120b456783f72b7aa

Wallet 4 Staked ETH Wallet 0x1CeDC0f3Af8f9841B0a1F5c1a4DDc6e1a1629074

Wallet Celcius 5 0x4f6742badb049791cd9a37ea913f2bac38d01279

Wallet 6(Bancor) 0xc926c5803b9337013232bc36cdf2d82608c62466

Wallet 7 0xda36468efd3c09b6e52a9dc73cf7863a5e5671c4



Wallet 8 0xdbaa0bCEC419c47A75EfBb93C745aebAE3fE9C7b
Wallet 9 0xef22c14f46858d5ac61326497b056974167f2ee1

Wallet 10 0xc131701ea649afc0bfcc085dc13304dc0153dc2e

Wallet 11 0x3473779Fd4D366774fE7D2Ceb089B30d94D7F1d1

Wallet 12 0x41318419cfa25396b47a94896ffa2c77c6434040

Wallet 13 0xf0d54551a359d5b57b7035d847b5c8d8eb374b73

Wallet 14 0xb90e50f2b083bb236c9c5d31997ed4e9f9e1dacd

Wallet 15 0x41318419cfa25396b47a94896ffa2c77c6434040

Table #1 Shows Wallet #’s Assets and Labilities:

Since the majority of the wallet’s funds have been deposited into AAVE and COMP, the wallet
has 1) assets: funds that are deposited into a platform and loans taken against deposits.
Currently, they have $1.8B of assets dominated in ETH, WBTC and StETH and $800M of loans
denominated in stable coins.

Wallet #2



Wallet #2 is the main wallets used on Maker, where they have deposited $570M of WBTC and
LINK and taken a loan worth around $300m.

Wallet #3 has $30M deposited into Convex

The summary of all wallets is given below. Based on the public ledger information, we estimate
the firm to have $3.1B in assets versus $1b of AAVE loans.

Total Assets and Liabilities are summarized in the graph below:



The assets that we see on-chain are not an exhaustive list of all firm’s assets. Celsius can have
assets on centralized exchanges such as FTX or Kraken, the balance of which are impossible to
track. The firm can also hedge their market exposure through various instruments such as
derivative contracts or they can have other OTC arrangements, which are not reflected
on-chain.

Having said that, on-chain analytics shows that Celsius currently has $3.1B of assets with $1.1B
worth of debt, leaving the firm with $2B of Equity. The firm also has the asset denominated in
crypto while its loans are denominated in stables, which exposes the firm to currency risk
against the dollar.

We are unsure what the firm’s AUM is and it can range somewhere between $7B to $11b,

We only see $3B of assets on-chain, which have $1b of loans against them. The firm also
participates in exchange lending and institutional lending and assets used in such activities are
beyond our on-chain analytical endeavors.



Even if at 11$b AUM mark, the $1.5B of monthly withdrawals will not keep the firm alive for a
long time, especially after customers were put on a forced “HODL” mode.

In 2020, per the firm's Income Statement (attached below), you can see that the firm was
operating at a loss despite its historic rise in net deposits. It is not hard to imagine how the firm
will do with net deposits dropping by billions.





Another concern regarding Celsius’ liquidity is its staked ETH position.

Celsius public wallets have around 1M of ETH coins, but most of these coins are staked in liquid
and non-liquid stacking platforms.

1) Liquid ETH: Most of liquid ETH is deposited into AAVE and COMP. Both deposited
positions have a loan against the assets with around 45% TLV. Given the loan against the
deposited position, the Celsius will have to pay off the loans before being able to
withdraw their liquid ETH position.

2) 409k of ETH is in StETH tokens, which means it is in liquid staked format.

The liquidity pool on Curve, st-ETH vs ETH is highly imbalanced and there is only 150k of ETH
available for 524 of stETH. This balance decreased from 80% to 20% in one day.

Screenshot from June 11:



Screenshot from June 10:

If the firm becomes a market seller of St ETH on public pools, the firm can only get 144K for
524k of stETH. Such a scenario is highly unlikely as the firm could potentially work out private
deal on OTC markets.

3) 324K of ETH has been deposited into ETH 2.0 contracts and Celsius will not have access
to this position for at least 1-2 years.

● 158K staked through Figment
● 166,400 staked through Ethereum Foundation ETH 2.0 Contract

4) Celsius also experienced a loss of 30k ETH when Stahekound lost their private keys

Currently, around only 27% of firm’s 1M ETH coins are liquid~270k coins; the firm had 50k
withdrawals in the last week when the numbers were reported. In addition, the liquid ETH is
deposited into AAVE, which has a USD loan taken against it, exposing the firm to currency risk.

The firm might find itself in a complicated position if ETH depositors try to redeem their ETH
from the platform. Realistically, this issue could be resolved if another bigger institution is
willing to exchange the StETH for another asset.



Forced selling of stETH into the imbalanced St-ETH/ETH pool could further derail the St-ETH/ETH
peg, which could cause a cascade of liquidations across DeFi and further decoration of
sentiment in the market.

addendum:

In 2020, one of the biggest impacts on their income statement was from “Revaluation surplus,”
which is split among two items:

● Traded crypto
● Treasury crypto

Based on the filings, only CEL tokens can be held in the treasury. Revaluation surplus
updates the price of the treasury based on $CEL token.

At the time, Celsius Network had about 270M treasury tokens (117M in treasury reserves
and 155m in treasury). On Dec 31, the $CEL price closed at $5.45 and with ~272M CELS =
$1.4B. So, a huge chunk of the valuation came from just the treasury tokens.

The price is currently at $.3 - .$.4~$95M. They have been using their tokens as collateral for
various loans(See below). Back in June, the CEO made a post saying that they have $4B
worth of CEL tokens, which will be earning yields soon, implying 650M tokens given the
price at the time. I think the number referred to customer deposits + treasury. So, if their
valuation and the LTV of the loans were dependent on a large number of their own $CEL
tokens, I don’t see how the company can pay any of its liabilities back. Here is an example.
They moved $100M worth of tokens to be used as collateral. I am having a hard time
imagining how this company can have any capital unless they raise from investors. Celsius
also received a cease-and-desist letter from NJDA. The letter said that they recently changed
their terms and agreements so if a company goes bankrupt, anyone who deposited could
potentially get zero recovery. Let alone being a token holder, I don’t think depositors are
getting their capital out. Even if they survive, I don’t see any accrual to token holders. I think
the token will probably have some type of option value like how ghost chains trade/or
equity of distressed firms.

I think given the firm's rate of asset outflows; the firm might not have enough assets to meet
incoming withdrawal by clients.



Chapter 2: Nexo, Next Celsiius?

“Rebalance your portfolio or will the market do it for you”

Applying the same methodology to Nexo:

We are going to look at on-chain assets of Nexo. From Nansen and breadcrumbs, I identified the
following wallets to be related to Nexo.

I used on-chain data to look at Nexo's assets and liabilities. Overall, it looks #Nexo has around
$1.8B in assets and has only around $100M of Debt in DAI.

https://twitter.com/hashtag/Nexo?src=hashtag_click


The firm's assets can be broken down into Stables, WBTC, Nexo token, stETH, ETH in the Market
Vault and other liquid tokens.



Of the assets on their balance, about $200M of value is linked to the price their own #nexo
token. It creates a circular logic in valuation since the firm’s valuation affect the token price and
visa versa.About $106M of their assets are in stETH, which is highly illiquid due to imbalance on
the curve pool. If the firm is forced to sell stETH on the curve market pool, the firm will be
selling at a huge discount(same way 3AC did)

Keep in mind, these are only assets & liabilities on-chain. The firm can have a lot of assets and
liabilities which are not reflected on-chain(assets on exchanges, price hedges expressed through
derivative products, etc)

Nexo, security pages lets anyone to monitor their customer liabilities. The latest number shows
$4.5B of customer deposits.

https://twitter.com/hashtag/nexo?src=hashtag_click


"Customer liabilities" from Nexo's standpoint are funds Nexo is holding on deposit.

The following table shows the same number over a period of time. The number has decreased
by $360M from June 15 and by $1.6B from June 13. How can a lender that has $4.5B in
customer assets experience $1.6B of asset outflows in one week? Even if the firm has $4.5b in
liquidity- how long #nexo going to last if they are experiencing billions in outflow? Given the
high amount of leverage lenders usually undertake, a small erosion in equity can cause a great
distressed on lenders. Should the customer be worried?

https://twitter.com/hashtag/nexo?src=hashtag_click



