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Part One : Investigation Backgroun d.

Part One of this Report addresses the scope of, and investigative steps
WDNHQ LQ WKH ([DPLQHU:-V LQYHVWLJIJDWLRQ

l. Scope Of The Report.

On September 29, 2022, the Bankruptcy Court appointed Shoba Pillay

WKH "([DPLQHUp WR LQYHVWLJDWH DQG latetiSRDENOIR Q FHUWE
Celsius Network LLC and related entities. 1 The Court also directed the Examiner
to review Celsius customer prose ILOLQJYV RQ WKH &RXUW:-V GRFNHW \
whether her investigation should be expanded. 2 After considering those
hundreds of filings and communicating with customers, the Examiner asked the
&RXUW WR FODULI\ WKDW WKH ([DPLQHU:V LQYHVWLJDWL
HIDPLQDWLRQ RI &HOVLXV:V QDWLYH FXUUHQF\ WKH &(/

representations to its customers. 3 The Court so clarified. 4 After directing the

! Order Approving the Appointment of Chapter 11 Examiner dated September 29, 2022,
In re Celsius Network LLC, Case No. 22-10964 (MG) [Dkt. 923]; Order Directing
Appointment of an Examiner Pursuant to Section 1104(c) of the Bankruptcy Code dated
September 14, 2022, In re Celsius Network LLC, Case No. 22 -10964 (MG) [Dkt. 820]
"([DPLQHU 2UGHUUu 8QOHVV RWKHUZLVH LQGLFDWHG DOO UHIHUH
found on th e docket for the lead case, In re Celsius Network LLC , Case No. 22 -10964
(MG).

Debtors in this case are Celsius Network LLC; Celsius KeyFi LLC; Celsius Lending LLC;

Celsius Mining LLC; Celsius Network Inc.; Celsius Network Limited; Celsius Networks

Lending LLC; Celsius US Holding LLC; GK8 Ltd.; GK8 UK Limited; and GK8 USA LLC.

JRU HDVH RI UHIHUHQFH WKLV 5HSRUW XVHV "& HOVLXVu WR LQFOX
affiliated debtors and debtors  -in-possession.

2 Examiner Order at  16.

3 ([DPLQHU -V 0RuhfiRmMQEXAMRNation Scope or Alternatively for Expansion of the
Scope of the Examination dated October 18, 2022 [Dkt. 1112].

4 2UGHU $SSURYLQJ ([DPLQHU:-V ORWLRQ WR &RQILUP ([DPLQDWLRQ
Expansion of the Scope of the Examination  dated November >'NW @ "2UGHU
$SSURYLQJ ([DPLQHU:-V ORWLRQUU
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Examiner to confer with the parties, 5WKH &RXUW IXUWKHU H[SDQGHG WKH
LQYHVWLIJDWLYH PDQGDWH WR LQFOXGH DQ H[DPLQDWLRQ
business operations amounted to a Ponzi scheme. 6

&RQVLVWHQW ZLWK WKH &RXUW:V 2UGHU‘Ythereiik H ([DPLC
addresses the following subjects:

x "WKH '"HEWRUV:- FU\SWRFXUUHQF\ KROGLQJV LQFOXGLQ
ZKHUH WKH 'HEWRUV:- FU\SWRFXUUHQF\ KiR@déLQJV ZHL
and are stored post-petition, and whether different types of accounts
DUH FRPPLODQIBGUQFOXGLQJ "ZK\ DQG KRZ RWKHU GLJLV
converted into CEL tokens, and how these tokens were marketed,
stored, and traded 3 LQFOXGLQJ ZKHWKHU DQ\ RI WKH 'HEW
practices involving CEL tokens generally or determinations of CEL
tokens awarded as part of the Earn Rewards program 3 impacted their
YDOXH

x "WKH UHSUHVHQWDWLRQV '"HEWRUV JHQHUDOO\ PDGH L
to customers to attract them to their platfor m and about their
FU\SWRFXUUHQF\ KROGLQJY DQG DFFRXQW RIIHULQJV |

X ZKHWKHU "WKH "HEWRUV XVHG QHZ GHSRVLWYVY EHLQJ F
make payments or otherwise meet obligations to existing customers at
a time when the Debtors had no other sources (whethe r liquid or which
could have been monetized) from which to make such payments or meet
VXFK REOLIJBWLRQV pu

x "WKH EXUUHQW VWDWXV Rl WKH XWLOLW\ REOLJDWLR
E X VL Q H\avd p

5 Hearing Transcript (November 1, 2022), at 80:14 -18.
® Stipulation and Agreed Order Modifying the Scope of Examiner Order dated
November >'NW @ '6WLSXODWLRQ®HGLISIUHHG

7 Examiner Order at | 3.

8 2UGHU $SSURYLQJ ([DPL&M2-V ORWLRQ

°Id. at 3.

10 Stipulation and Agreed Order at 1.

1 Examiner Order at { 3.
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Xx "WKH '"HEWRUV: SURFHGXUHV IRU S iaxXef and\dlgeHV WD[HV
DGGHG WD[HV DQG WKH H[WHQW RI WKH "HEWRUV: FRP
EDQNUXSWF\ ODZV ZLWK UHVSHFW WKHUHWR p

SDUWLHVY DUH GLUHFWHG WR WKH ([DPLQHU:V /(®WVHULP 5t

IRU WKH ([DPLQHU:-V LQYHVWLJDWILYH Z&GC WXKIWUHHIDV G

change in account offerings beginning in April 2022 from the Earn Program to

WKH &XVWRG\ 6HUYLFH IRU VRPH FXVWRPHUV ZKLOH RWKHUV
Account; pand (ii) how and where the cryptocurrencies held in Custody and

Wit hhold accounts were stored pre - and post -petition and whether assets in

those accounts were commingled with other Celsius assets. 13 Those findings are

not repeated here.

Il. Executive Summary.

The business model Celsius advertised and sold to its customers was not

the business that Celsius actually operated. Through its website, marketing

emails, Twitter, livestream town hall meetings, and other messaging, Celsius sold

its customers on the conce SW WKDW LW ZDV EHWWHU WKDQ WUDGLWL
investing with Celsius, its customers were told that they would be able to

"XQEDQNp WKHPVHOYHV DQG HQMR\ "ILQDQFLDO IUHHGRPu

FRPPXQLW\ &HOVLXV HPSKDVL]J]HG WKDW\LW I BVWMU DO G WKDR
EXVLQHVV ZRXOG EH "EXLOW RQ WUXVWupu DQG "WUDQVSDULI

members. Celsius promoted itself as an altruistic organization, bragging in one

21d. atq 3.

13 Interim Report Of Shoba Pillay, Examiner dated November 19, 2022 [Dkt. 1411]
"([DPLQHU:-V ,QWHULP 5HSRUWQU
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EORJ SRVW "&DQ ZH UHDOO\ EULQJ XQSUHFHGHQWHG ILQD
oppor tunity and income equality to everyone in the world? We are Celsius. We
GUHDP ELJ p

Celsius boasted that its primary financial product 8 LWV "(DUQu SURJUDP
ZDV WKH "VDIHV Wouw FWRBWR W &XVWRPHUV ZKR SDUWLFLSDWE&
program transferred the ir crypto assets to Celsius in exchange for interest, or
ZKDW &HOVLXV FDOOHG UHZDUGV ,Q WXUQ &HOVLXV GHSO
assets 2 through further loans, investments, or on exchanges 3 to generate
LQFRPH RU ZKDW &HOVLXV FDO Otdudet ah® BajodtyHavivelr, XV -V FR
Alex Mashinsky, repeatedly told customers in his weekly livestream
FRQYHUVDWLRQV UHIHUUHG WR DV "$VN ODVKLQVN\ $Q\W
customer -GHSRVLWHG FRLQV "DUH \RXU FRLQV QRW RXU FRLQV
Bitcoin . pWhen asked what would happen in the event of a bankruptcy, Mr.
Mashinsky WROG FXVWRPHUV "FRLQV DUH UHWXUQHG WR WKHLU
Rl EDQNUXSWF\ p

Celsius advertised that it knew how to generate high returns with low risk
E\ GRLQJ ~ZKDXW &HRMHWL EcHrgfMliyuvetting its financial counterparties
and ensuring that when th  ose counterparties borrowed crypto assets from
&HOVLXV WKH\ SOHGJHG "RYHU FROODWHUDOMN WR VHFXL
its customers on the promise that Celsius ZRXOG SD\ WKHP "'DW OHDVW L
LOWHUHVWpu DQG WKDW WKHLU UHZDUGYV ZRXOG HTXDO HDFK

RI &HOVLXV:-V UHYHQXHYV
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$QRWKHU FRUQHUVWRQH RI &HOVLXV:-V PDUNHWLQJ VWUI
its native CEL token. Celsius told its custo PHUV WKDW &(/ zDV LWV "EDFN
ZLWK OU ODVKLQVN\ UHSHDWHGO\ HTXDWLQJ WKH YDOXH RI
Celsius explained that it intended to raise the initial capital to fund its business
by selling 325 million CEL through private pre -sales and an initial coin offering
,&2p DQG WKDW WKHVH VDOHYV ZRXI6US tddD cistamersthRdt OO LR Q
they would receive rewards in CEL that Celsius would obtain from its internal
treasury (which would hold an additional 325 million CEL) or by buying CEL in
the secondary market. According to Celsius, this process would create a self -
VXVWDLQLQJ "IO\ZKHHO p &HOVLXV:-V PDUNHWLQJ HIIRUWYV ZR
by generating more users and thus more assets for Celsius to invest; Celsius in
turn would ea rn more profits and buy more CEL in the market that it would use
WR SD\ UHZDUGY DQG DV UHVXOW RI WKH GHPDQG VSXUUHG E
&(/-V SULFH ZRXOG LQFUHDVH JHQHUDWLQJ PRUH HDUQLQJV
From its inception, however, Celsius and the driving force behind its
operations, Mr. Mashinsky, did not deliver on the se promises. Behind the scenes,
Celsius conducted its business in a starkly different manner than how it
marketed itself to its customers in every key respect.
CEL Tr ading.
&HOVLXV DEDQGRQHG LWV SURPLVH RI WUDQVSDUHQF\ I
first significant transaction after it was formed was to launch its ICO, a
transaction that Celsius expected would raise $50 million. That did not happen.

Instead, Celsius sold 203 million of the 325 million CEL offered for sale, raising
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$32 PLOOLRQ %XW &HOVLXV QHYHU WROG LWV "FRPPXQLW\p W
CEL. Despite its promises of transparency, Celsius debated internally whether
to tell its community how the ICO actually turned out but decided not to do so
because it feare d its community would be upset. Celsius also did not reveal that
while Mr. Mashinsky originally pledged to purchase any unsold tokens from the
ICO, he failed to close on that purchase. Those unsold tokens amounted to 117
million CEL.
Celsius also hijacked its flywheel, concealing from its customers the extent
to which it was making the market for CEL. Initially, in 2018 and 2019, when
the crypto markets were in decline, Celsius bought CEL, as it advertised it would,
to pay rewards. During this time period, the price of CEL remained well below
the ICO price of $0.20.
But starting in 2020, Celsius decided to substantially expand its
SXUFKDVHV Rl &(/ IRU WKH SXUSRVH RI LQFUHDVLQJ &(/-V SL
CEL when it needed to pay rewards, Celsius began timing its purchases so that
WKH\ ZRXOG SURS XS &(/-V SULFH E\ FUHDWLQJ DFWLYLW\ LQ
EHIJDQ SODFLQJ "UHVWLQJu RUGHUV WR EX\ &(/ ZKLFK ZHUH
CEL dipped below a set amount. Celsius also began selling CEL in pr ivate over -
the -counter (OTC) transactions, while making offsetting purchases of CEL in
public markets where it believed its purchases would impact the trading price.
, QWHUQDOO\ &HOVLXV UHIHUUHG WR WKLV QHZ VWUDWHJ\ D\
&HOVLXYV Y sarEa waked to push the price of CEL higher and higher.

Although the crypto markets were up in 2020 and 2021, the percentage increase
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LQ &(/-V SULFH zZDV VLJQLILFDQWO\ JUHDWHU WKDQ WKH RY
SULPDULO\ WR &HOVLXV:-V S RéiekrD it March 20@0 (just as
&HOVLXV ZDV EHJLQQLQJ LWV EX\LQJ VSUHH DQG -XQH <‘
by 14,751%.

Although Celsius told customers that it would purchase CEL to pay
customer rewards, it  did not tell its customers  the extent to whic h it was making
the market for CEL. Instead, in one of his AMAs, Mr. Mashinsky told customers
WKDW WKH "RYHU SHUFHQW LQFUHDVH WKLYV ODVW \HDU}L
validation of the utility of [CEL] as well as the flywheel running on its own in stead
Rl XV KDYLQJ WR FUDQN LW XS RQFH LQ D ZKLOH pu %XW LQ\
Trading Desk recognized that Celsius was in fact cranking up the flywheel. He
ZURWH WR RWKHU HPSOR\HHV LQR&XHLQLQIOHIALIDO/ 2V | WHKHLD
to clarify between us three: The last 3 -4 months we bought always more CEL
than what we pay as interest per week but we did not buy it for the interest
SD\PHQWYVY WKDW LV MXVW ZKDW ZH WROG WKH FRPPXQLW)
purchases in September 2020, the same Cel sius employees congratulated
WKHPVHOYHV RQ "RXU JRRG ZRUNM UHVXOWLQJ LQ "SHRSOH W
JRLQJ WR WKH PRRQ KDKD u

The increasing price of CEL had three significant consequences for Celsius
and its insiders.  First, it significantly in 1ODWHG &HOVLXV:V EDODQFH VKH
accounted for CEL in two buckets: (i) Treasury CEL consisting of the CEL Celsius
minted at the time of the ICO but did not offer for sale; and (ii) Non -Treasury

CEL consisting of the CEL that Celsius bought on the ma rket for itself and its
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customers. In February 2019, Celsius added its Treasury CEL to its balance
sheet at then -market prices resulting in an increase in reported assets of $6.6
million. By December 30, 2021, Celsius reported that the market value of its
Treasury CEL was $1.5 billion.
The following chart illustrates how the increasing market price for CEL
LPSURYHG &HOVLXV:-V EDODQFH VKHHW DQG ZKDW KDSSHQHG
DIIRUG WR SURS XS &(/-V SuplidFits bagkrupteyHilingX Q

TREASURY CEL BooOK VALUES

Treasury CEL Balances at Period End

$1.8
$1.5
£ $1.2
= $0.9
Q
2 $0.6
$0.3
$0.0 [
2018 2019 2020 Q1 Q2 Q3 04 02

2021 2021 2021 2021 2022 2022

Note: 7KLV FKDUW GHSLFWV WKH 7UHDVXU\ &(/ YDOXHYV UHIOHF)
and records from 2018 until the second quarter of 2022.

Including the Non -Treasury CEL on its balance sheet at its market price

DOVR LPSURY H GhataHm® Sheét\as\demonstrated in the following chart:
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NON-TREASURY CEL BOOK VALUES

Non-Treasury CEL net of Customer Liabilities
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Note: This chart summarizes the non -Treasury CEL values (excluding CEL held to
PHHW FXVWRPHU REOLJDWLRQV UHIOHFWHG RQ &HOVLXV:V E
second quarter of 2021 until the second quarter of 2022.

Despite the values reflected on its balance sheet, CEL had limited utility,
LQFOXGLQJ EHFDXVH WKHUH zZDV QR PDUNHW WR GHSOR\ &
platform. In 2022, Celsius employees routinely discussed that CEL was
"ZRUWKOHVYV p VWDWLQJ WKDW LWV SULFH "VKRXOG EH H DQ
&(/ LV VLQFH ZH FDQQRW OLTXLGDWH RXU FXUUHQW &(/ SR
whether any party (other than Celsius itself) was purchasing CEL.

Second, thein FUHDVLQJ SULFH RI &(/ EHQHILWHG &HOVLXV:-V
most of the CEL following the ICO and then made millions of dollars selling a
substantial portion of their CEL tokens. Between 2018 and the Petition Date,
Mr. Mashinsky sold at least 25 million CE L tokens, realizing at least $68.7
million on these sales. S. Daniel Leon, also a founder of Celsius, sold at least 2.6

million CEL tokens for at least $9.74 million.
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'XULQJ WKH KHLJKW RI &HOVLXV:-V PDUNHW PDNLQJ &H!
protect CEL fromp ULFH GURSV WKDW LW DWWULEXWHG WR OU 0DV
DPRXQWV RI KLV SHUVRQDO &(/ KROGLQJV $V D UHVXOW RI
Celsius often increased the size of its resting orders to buy all of the CEL that
Mr. Mashinsky and his other compan les were selling. These trades caused
&HOVLXV:V IRUPHU &KLHI )LQDQFLDO 2IILFHU WR ZULWH ">Z@
a regulated entity and we are doing something possibly illegal and definitely not
FRPSOLDQW p $V RQH HPSOR\HH QRWMGFR® PXQ LIFQWH BQD O L
anyone ever found out our position and how much our founders took in USD
could be a very very bad look . . . We are using users USDC to pay for employees
worthless CEL . . . All because the company is the one inflating the price to get
WKH YDOXDWLRQV WR EH DEOH WR VHOO EDFN WR WKH FRPSI

Finally , Celsius did not earn sufficient yield on its crypto asset
deployments to fully fund its CEL buybacks. As a result, it began using
customer -deposited Bitcoin (BTC) and Ether (ETH) to fund its CEL purchases.

But because Celsius lacked adequate reporting systems to track and reconcile
customer assets on a coin -by-coin basis, Celsius was unable to track when it
was short the necessary coins to meet customer obligations. Celsius was
therefore caug ht off guard in early 2021 when it discovered a shortfall in BTC
and ETH (which it had been using to fund CEL buybacks). Because the prices of
BTC and ETH were increasing at that time, the amount of dollars it cost Celsius

to acquire the necessary number o f BTC and ETH also increased. Celsius

10



22-10964-mg Doc 1956 Filed 01/31/23 Entered 01/31/23 02:17:35 Main Document
Pg 17 of 476

scrambled to correct the shortfall by using stablecoins to buy or borrow the
number of BTC and ETH it needed.

Correcting the shortfall in BTC and ETH cost Celsius approximately $300
million, which it paid in stablecoi ns. Celsius used customer deposits to acquire
those stablecoins. As a result, Celsius was left with a hole in its balance sheet of
stablecoins rather than BTC and ETH. That hole continued to grow as a result
of &H O VL ¥ovitinwed buybacks of CEL and the s ignificant losses Celsius
VXITHUHG RQ VRPH RI LWV GHSOR\PHQWYV LQ &HOVLXV:-V V
0D\ DQG &HOVLXV:-V EDQNUXSWF\ ILOLQJ LV GHSLFWHG
amounted to a bilion -GROODU KROH LQ &HOVLXV:-V DwWEHWYV 3V
demonstrates, as customers began withdrawing BTC and ETH from Celsius in
May and June 2022, Celsius had to unwind its borrowings to recover the BTC
and ETH it had pledged. As a result, its stablecoin deficit was replaced with a

deficit in BTC and ETH.

11
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NET CoIN SURPLUS/(D EFICIT ) MAY 2021 To PETITION DATE

Net Surplus/(Deficit) by Coin Type, excl. CEL Treasury ($USD billions)
through 7/13/2022

SUSD billions
T
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Note: This chart reflects the net surplus or deficit in all coins (total AUM)
categorized by coin type, from May 2021 through the Petition Date.

Celsius recognized that it should not use customer assets to purchase the
coins necessary to cover liabilities to ot her customers. But it justified its use of
customer deposits to fill this hole in its balance sheet on the basis that it was

not selling customer deposits but instead posting them as collateral to borrow

the necessary coins. Celsius also used the proceeds of these borrowings to

R Y I 4'..!] Al Al b, “TTar

FRQWLQXH WR SXUFKDVH &(/ ,Q $SULO &HOVLXV-V &RLQ

GHVFULEHG &HOVLXV:V SUDFWLFH RI "XVLQJ FXVWRPHU VWDE

LQ FXVWRPHU FRLQVu WR EX\ &(/ DV "YHU\ SRQJL OLNH p $

&HOVLXV PDGH DQRWKHU SXVK WR SURS XS WKH SULFH RI

President of Treasury asked where the cash was coming from to make the CEL

12
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SXUFKDVHY DQG &HOVLXV:V &RLQ '"HSOR\PHQW 6SHFLDOLVW U
This same employee exp lained that at the time he made this statement, Celsius
KDG "QHJDWLYH HTXLW\p DQG WKHUHIRUH QHFHVVDULO\ ZDV
it made these purchases.

In addition to using customer deposits, Celsius also turned to the funds it
was raising fromout VLGH LQYHVWRUV WR EX\ &(/ ,QWHUQDOO\ &F
HISUHVVHG FRQFHUQ WKDW &HOVLXV ZDV XVLQJ "HTXLW\ P
VKRXOG EH VWUDWHJLFDOO\ XVHG WR JURZ WKH FRPSDQ\ p
&HOVLXV:-V IRUPHU 9LFH 3UHVLGH QIsius Bought) BEL MX pay Z K\ & H
rewards rather than using the CEL it held in Treasury, he acknowledged that the
answer lies in who holds the most CEL. Another manager put it more bluntly:
"ZH VSHQW DOO RXU FDVK SD\LQJ H[HFV DQG WU\L@J WR SUR
LQ &(/ WRNHQ p

In total, Celsius spent at least $558 million buying its own token on the
market. From 2018 through the Petition Date, Celsius transferred at least 223
million CEL from the secondary market to its own wallets, a greater number than
the total amount of CEL (203 million) released to the public in the ICO. In effect,
Celsius bought every CEL token in the market at least one time and in some
instances, twice.

But once Celsius acquired this CEL, it had no ability to deploy its CEL
outside of its own platform. |  n fact, Celsius never liquidated any of its CEL to
address its liquidity needs, even as it scrambled to find liquid assets in the run

up to June 12, 2022, the date on which it paused all customer withdrawals.

13
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Today, Celsius holds essentially the same amoun t of CEL as it did on January 1,
2022 (an amount which constitutes approximately 95% of all CEL in existence).

Reward Rates.

What Celsius told its customers about its reward rates also did not match
what Celsius actually did. Celsius did not distribute up to 80% of its revenues
to its customers because it had little to no profits to distribute. Celsius also made
no effort to set its reward rates based on its yield. When regulators asked Celsius
how it set its reward rates, Celsius explained that there w as no correlation
between the interest rates it paid to customers and the yield it generated from
investing customer assets. Despite leading customers to believe that it had a
defined reward rate setting policy that allowed it to distribute up to 80% of it S
revenues to customers, Celsius had no reward policy until July 2021. And the
policy it adopted at that time did not correlate reward rates to yield.

Importantly, if Celsius had set its reward rates based on its revenues or
profits, those rates would hav e been substantially lower than what Celsius paid.
Instead, Celsius consistently set its reward rates based on what it perceived was
necessary to beat the competition and not based upon the yield it was earning
from investing customer assets. While this st rategy of offering high rates
suggested to customers that Celsius was generating the high vyield on
LQYHVWPHQWY WKDW LW DGYHUWLVHG WKH UHDOLW\
existence, the rewards it paid exceeded by substantial amounts the revenues

Celsiu s could earn.

14
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6RPH LQ &HOVLXV:V PDQDIJHPHQW VRXQGHG DODUP EHOO"
attempted to lower reward rates. Mr. Mashinsky, who prioritized growth in
&HOVLXV:-V FXVWRPHU EDVH RYHU SURILWDELOLW\ KR
recommendations and refused  to do so. The result was that between 2018 and
June 30, 2022, Celsius accrued reward obligations to customers of $1.36 billion
more than the net revenue it generated from customer deposits.

7KH GLVSDULW\ EHWZHHQ &HOVLXV:V \LHO&reRv@d& XVWRPH
LW SDLG WR FXVWRPHUV ZDV D VLJQLILFDQW UHDVRQ ZK\ &H
UHIHUUHG WR DV "1,0p D NH\ LQGLFDWRU RI D ILQDQFLDC
generally negative. As it did with other financial metrics (such as its profit margin
for its mining business) Celsius calculated its NIM aggressively, by comparing
the yield on its assets to their cost, instead of using the conventional (and more
conservative) method of comparing the yield on assets to liabilities. Internally
EHOVLXVQLD P DUV XQGHUVWRRG WKLV KDG WKH HIIHFW RI RYH
EXW HYHQ DV RYHUVWDWHG &HOVLXV:V 1,0 GHPRQVWUDWHC
SURILWDEOH FRPSDQ\ $V RQH RI &HOVLXV:V IRUPHU &KLHI )
while NIM can vary (and even at SRLQWYV EH QHJDWLYH "RYHU WLPH
DURXQG DV RWKHUZLVH WKHUH LV QR EXVLQHVV p )RU F
&HOVLXV:-V 1,0 ZDV HLWKHU QHJOLJLEOH RU QHJDWLYH DQG Z

Risky Investments.

OU ODVKLQVN\-V LQVLVW H Qrdihtaitd RDAIgh 8eM/ad/ratés/
often over the objection of other managers, led Celsius to turn to riskier

investments to increase its yield. Initially, Celsius deployed its customer assets

15
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as it advertised it would 3 by loaning crypto assets to institutions in the form of
fully collateralized loans or allowing customers to use their crypto assets as
FROODWHUDO IRU ORDQV &HOVLXVY PDGH WR WKRVH FXVWRPHF
base grew exponentially in the crypto market boom of 2020 and 2021, the need
to i ncrease yield to close the gap between customer reward rates and revenue
led Celsius to make riskier investments. Celsius made loans that were not fully
secured or were unsecured so that it could charge higher interest rates; it placed
crypto assets into D eFi and staking protocols; it purchased a DeFi company,
KeyFi, Inc. (a purchase that failed within months and now is in litigation); it
allocated crypto assets to exchanges; and it invested approximately $ 604 million
in the form of an intercompany loan to start a BTC mining operation.

Despite these material changes to its investment strategies, Celsius
continued to promote the idea that it was investing customer funds in low -risk
and fully collateralized institutional and retail loans. In 2021, Mr. Mashins ky
WROG WKH )LQDQFLDO 7LPHV WKDW ">I@URP D ULVN VWDQG:¢
WKH OHDVW ULVN\ EXVLQHVVHV WKDW UHJXODWRUV ZRUOC(
ODVKLQVN\ FRQWLQXHG WR WHOO FXVWRPHUV WKDW "ZH RQ(
always have 200% colla WHUDO p ,Q DQRWKHU $0% KH WROG FXVWR
YHU\ YHU\ VWULFW ZKR ZH OHQG WR 'H GR QRW GR XQV
PDGH WKLV VWDWHPHQW &HOVLXV:V WKHQ &KLHI )LQDQFLD!
then Head of the Trading Desk ©, M X \d\WrvwRgbinsky] that the number [of
unsecured loans] is increasing and the overall ratio of collateral with institutions

LV JRLQJ GRZQ p 7KH &KLHI ,QYHVWPHQW 2IILFHU UHVSRQGH}H

16
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VWDWHPHQWY ZHUH "GDQJHURXVu EHFD XedledNoars ddiRdU URZH U V
WHOO HYHU\RQH OU ODVKLQVN\ LV D "OLDU p

&HOVLXV:-V UHFRUGY GHPRQVWUDWH MXVW KRZ IDU RII W
UHSUHVHQWDWLRQV ZHUH ,Q '"HFHPEHU DSSUR[LPDWH
institutional loans were wholly unsecured. By June 2 021, it was routine for one -
WKLUG RI &&HOVLXV:-V LQVWLWXWLRQDO ORDQ SRUWIROLR WEF
than half of the portfolio to be under -collateralized, as demonstrated in the

following chart:

Collateralization of Institutional Loan Portfolio
June 2021 - June 2022
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Although the above chart appears to indicate that in the Fall of 2021, fully
collateralized loans increased, that is misleading because the collateral Celsius
accepted did not provide real security. During that time period, Celsius accepted
)7;-V QDWKenHFTT Ras collateral from FTX, despite knowing that the price
of FTT was largely dependent on FTX, and thus failed to provide meaningful
security against a default by FTX (the same sort of correlated risk that led lenders

not to accept CEL as collateral ~ from Celsius).

17
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The below chart breaks down by asset type the collateral Celsius held over

time:
ASSETS PLEDGED As COLLATERAL (12/19 210/21)

Assets Pledged as Collateral Over Time (5MM, Data as of 11.2.21)
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In addition to making riskier loans, in 2021, Celsius recognized losses of
over $800 million primarily as a result of investments with Equities First
Holdings, LLC, Grayscale, KeyFi, Inc., and Stakehound. Celsius did not report
these losses to its customers at the time they were incurred. None of these

investments were the fully collateralized institutional loans that Celsius told its
customers it was making wit  h their crypto assets.

Risk Management.
Although Celsius sold its customers on its ability to manage risk 3 claiming

WKDW ULVN PDQDJHPHQW ZDV ~ZKDWelkittditf haKhaved&ridk/y EHV W

18
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management function or written risk policies in place befo re 2021. In 2021, in
response to the significant losses it had suffered, Celsius hired its first risk
management team 3 four individuals who had previously held risk compliance
positions with traditional financial institutions. This new team began to institu te
ZKDW ZHUH GHVFULEHIDG D?PHMWRSHY WR DOORZ WLPH WR LPS
robust procedures in 2022.

A key priority for this new team was developing an internal audit procedure
to ensure risk policies were being followed 3 a critical component of a robust risk
management policy. Although Celsius hired an individual for this audit role in
August 2021, Celsiu V-V H[HFXWLYH WHDP GHOD\HG KLV SURSRVDO
formal internal audit process. As a result, Celsius never fully implemented a
robust risk management policy before it filed for bankruptcy.

Celsius also lacked the ability to accurately track and r eport on its assets

and liabilities, a problem that became more acute as Celsius engaged in riskier
deployments. To correct for these problems, Celsius developed two internal
reports 3 the Freeze and Waterfall Reports. But Celsius did not devote the
necessar \ UHVRXUFHV WR IXOO\ GHYHORS LWV J)UHH]HDBIHBRUW
until a better reporting system could be devised. In addition, Celsius employees
believed that the Waterfall Report overstated its profitability. An internal Celsius
document listin J &HOVLXV:-V FKDOOHQJHV QRWHG WKDW &HOVL.
SDWKHWLF V\VWHPV RI UHFRUGVuHu DQG DV D UHVXOW &HOVL
knowing anything about how our assets are actually performing. Our systems

are horrible, and . . . can cause us to t DNH RQ H[FHVVLYH ULVN p )XUWKH
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managers knew that these reports incorrectly calculated NIM and therefore
SUHVHQWHG DQ LQDFFXUDWH DQG RYHUO\ RSWLPLVWLF Y
performance.

%RWK UHSRUWY DOVR GLG QRW S U4d¢ts and HaDiNti®8 BhO FN & HOV L
ZHUH RQO\ "GLUHFWLRQDOW HVWLPDWHV RI &HOVLXV:-V DVVH
when Celsius attempted to execute more sophisticated trading strategies in 2021
and 2022 to increase its yield, it lacked the real -time informatio n about its
positions necessary to successfully execute these trades and lost over $150
PLOOLRQ :KHQ &HOVLXV:-V QHZ &KLHI 5LVN 2IILFHU UHYLEHE
expressed concern over the fact that Celsius was engaged in this type of trading
because Celsiu V "KDG FRQYH\HG WR WKH SXEOLF WKDW ZH WDNH
RXW p

Key Contract Terms.

&HOVLXV:-V 7HUPV RI 8VH ZKLFK FXVWRPHUV DFFHSWH
agreement when opening a Celsius account, also conflicted with what Celsius
told its customers. In its marketing materials and AMAs, Celsius and its
managers told customers that the crypto assets they deposited with Celsius were
"\RXU DVVHWVu DQG WKDW WKH FRLQV EHORQJHG WR WKH FX'
of Use stated from March 2020 fo UuzbuG WKDW D FXVWRPHU WUDQVIHUUFE
RZQHUVKLSpy LQ KHU FU\SWR DVVHWYV E\ GHSRVLWLQJ WKH
Similarly, Mr. Mashinsky told customers that in the event of a bankruptcy they

would get their coins back, while the Terms of Use told customers (starting in

20



22-10964-mg Doc 1956 Filed 01/31/23 Entered 01/31/23 02:17:35 Main Document
Pg 27 of 476

ODUFK WKDW LQ WKH HYHQW RI EDQNUXSWF\ WKH\ PD\ QR
UHJDLQ RZQHUVKLSHu RI WKHLU FU\SWR DVVHWYV
&HOVLXV:-V (I IRUWV 7R (UDVH WV OLVUHSUHVHQWDWLRQ\
Internally, Celsius managers recognized that many of the s tatements that
Mr. Mashinsky made during AMAs and in his tweets, particularly about how
Celsius was deploying customer assets, were not true. Starting in May 2021
&HOVLXV:-V &KLHI 5LVN 2IILFHU UDLVHG WKH SURVSHFW RI HG
and befor e posting them to YouTube to eliminate any misleading statements. Mr.
ODVKLQVN\ UHVLVWHG WKDW VXJJHVWLRQ IHDULQJ WKDW DQ
(Fear, Uncertainty, and Doubt) in the community. The AMA that prompted this
initial concern continues to be a  vailable on the internet.
Throughout 2021 and up through the bankruptcy filing, Celsius continued
to identify incorrect statements Mr. Mashinsky made during the AMAs. Lists
containing these misstatements were circulated internally. In some instances,
Celsius was able to edit the AMASs after posting; in other instances, it was not.
But what Celsius and Mr. Mashinsky never did was correct the record after the
fact for the thousands of live audience members who heard these misstatements
or for those who watche d the recorded videos on YouTube before they were
edited. Instead, in some instances, internal documents suggest that Celsius
employees hoped viewers would not notice the discrepancies that had been

edited from the videos.

21



22-10964-mg Doc 1956 Filed 01/31/23 Entered 01/31/23 02:17:35 Main Document
Pg 28 of 476

* k%

In every key respect 3 from h ow Celsius described its contract with its
customers to the risks it took with their crypto assets 3 how Celsius ran it
business differed significantly from what Celsius told its customers. The
([DPLQHU LQWHUYLHZHG DQG FRPPXQLFDWHG cistovhigrsD QXPEHU
PDQ\ RI ZKRP VWDWHG WKDW &HOVLXV:-V PLVVWDWHPHQWYV D
their crypto assets led them to invest significant crypto assets with Celsius that
they would not have invested if they had understood the level of risk Celsius was
taki ng or that many of the things Celsius presented in its AMAs, tweets, and
other marketing materials were not true.
&HOVLXV:-V &ROODSVH
In the run -up to the June 12, 2022 pause on customer withdrawals and
&HOVLXV-V -XO\ EDQNUXSW B \probl@s@dme&dHaCheddX V -
During a bull market, in 2021, Celsius still recorded a pre -tax loss of $811
million. As the markets began to fall in 2022, Celsius continued to lose money,
reporting a first quarter loss of $165 million. The bear market also mad e it more
GLIILFXOW WR FORVH WKH JDS EHWZHHQ &HOVLXV:-V UHZDUCGC
HDUQ RQ LWV FXVWRPHUV:- DVVHWY DQG ILOO WKH KROH LQ L
its CEL buybacks and other losses. In January 2022, for example, nearly every
opportunity Celsius had to deploy its BTC was below its cost of funding,
contributing to an overall continuing firmwide negative NIM.
$V D UHVXOW &HOVLXV:V 7TUHDVXU\ GHSDUWPHQW EHJDQ

to change the way Celsius set its reward rates so that those rates did not exceed

22



22-10964-mg Doc 1956 Filed 01/31/23 Entered 01/31/23 02:17:35 Main Document
Pg 29 of 476

&HOVLXV:-V \LHOG OU ODVKLQVN\ FRQWLQXHG WR UHVLVW EF
RI RXU FXVWRPHUV ZLOO OHDYH XVp LI UDWHV ZHUH FXW | C
refused to reduce the reward rates for CEL or to suspend the abil ity of customers
WR FROODWHUDOL]H WKHLU ORDQV ZLWK &(/ :KHQ &HOVLXYV:)\
SUHVVHG WKHVH LVVXHV 0U ODVKLQVN\ WROG KLP WR "WHO
ODQHpu DQG WKDW KH GLG QRW QHHG KHOS ZLWK PRBWNHWLQJ
ELOOLRQ MXVW OLNH , EURXJKW LQ WKH ILUVW % p

Instead of lowering the reward rate for CEL, Mr. Mashinsky did the
opposite. He instituted a policy that allowed any user that held 1 CEL to earn a
10% bonus on their in -&(/ HDUQLQJV &HOVLXYV :YuickKYWdokRPHUYV
advantage of this new offer. Because Celsius did not charge for swaps, customers
began to arbitrage, taking their higher CEL rewards and then swapping that CEL
for other coins.

As Celsius struggled with its reward rates, it also began experie ncing a
VHYHUH DQG UDSLG UHGXFWLRQ LQ LWV OLTXLGLW\ %\ HDUC
ZDV "QHDU J]HUR p $QG &HOVLXV:V HPSOR\HHV ZHUH RSHQO
ability to survive. Between May 7 and May 9, 2022, as the price of the Terra
stablecoin (US T) dropped, Celsius scrambled to reduce its exposure, escaping
with a $30 million loss. By May 11, 2022, Celsius had failed its own Modeled
/ILTXLGLW\ 2XWIORZ RU "0/2p WHVW &HOVLXV GHYHORSHG V
how much of each type of coin it woul d need to hold to meet anticipated

withdrawals if prices dropped significantly over one day or over one week. When
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the tests began to fail, however, Celsius relaxed the test instead of prohibiting
further deployments as its Liquidity Risk Policy required.
Between May 9 and May 24, 2022, Celsius began to experience significant

customer withdrawals 3 a net loss of over $1.4 billion in assets:

Withdrawals and Deposits
Source: Data team & Backoffice database.
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On May 12, 2022, the price of CEL had fallen to $0.57, causing one
HPSOR\HH WR FRPPHQW &(/ ZDV "OXKVWLW SEHLQUXXLSHBSBHG X
market that day, leading to a temporary increase in the price to $0.90, which its
IRUPHU 9LFH 3UHVLGHQW RI 7UHDVXU\ WRRN DV "SURRI ZH D
on May 12, Mr. Mashinsky directed the purchase of $5 million of CE L, but
Celsius only had $1.6 million of stablecoin and could not make the purchase,
PDUNLQJ WKH HQG RI &HOVLXV:-V VXVWDLQHG HIIRUWV WR VX

12, 2022, the price of CEL had fallen to $0.28.
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By May 27, 2022, Celsius only had sufficient liquidity to meet 30% of its
BTC obligations and 21% of its ETH obligations to customers. Celsius also had
triggered the modified stress test introduced only three weeks earlier. The
SHUFHQWDJH RI &HOW WKRDW IFRVQH/ WLWXWHG ""HEGEeBEOH /LT X
Celsius could access within seven days) went from approximately 49% in
February to under 33% by the end of May and under 24% by the Pause. In other
ZRUGV D VXEVWDQWLDO PDMRUL W erdediddlpiavdilddbe td VVHWYV Z
meet withdrawal requests.

TKURXJKRXW 0D\ DV &HOVLXV:V HPSOR\HHV RSHQO\ }
WKDW &HOVLXV ZDV D "VLQNLQJ VKLSu ZLWKRXW D SODQ o0U
assure customers that all was well at Celsius. On Ma y 11, 2022, both Celsius
DQRG OU ODVKLQVN\ SRVWHG RQ 7ZLWWHU WKDW "$00 XVHU I
GD\ OU ODVKLQVN\ SRVWHG WKDW "&HOVLXV KDV QRW HJ[SH
ORVVHV DQG DOO IXQGV DUH VDIH p $W WKH EHJLQQLQJ RI1 \
VWDWHG "&HOVLXV LV VWURQJHU WKDQ HYHU u

Celsius also continued to focus on growth, attempting to attract additional
deposits by offering promo codes and reassurances about its liquidity. In a May
27, 2022 AMA, Celsius offered rewards for referring friends to Celsius. On May
29, 2022, Mr. Mashinsky offered to pay $1,000 to one new Celsius customer that
week.

In early June 2022, Mr. Mashinsky continued to publicly represent that
FXVWRPHUV:- FU\SWR DVVHWYV ZHUH VDIH DW &HOVLXV +H S

codes to attract new customers. But on June 5, 2022, a report appeared that
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6WDNHKRXQG ORVW WKH NH\V WR Rl &HOVLXV:V (7+ RQ
2021 3 aloss that Celsius had not previously made public. In response to those
reports, between June 7 and 10, 2022, Celsius published a series of blog posts
and continued to livestream AMAs in which it continued to emphasize its core
themes of transparency and liquidity. Mr. Mashinsky told a June 10 AMA
DXGLHQFH WKDW &HOVLXV KDG “ELOOth&sganes,lo@Jée I XLGLW\ ¢
2022, the Risk Committee reported that additional withdrawals would deplete
&HOVLXV:-V OLTXLGLW\

By June 12, 2022, Celsius was forced to pause all withdrawals. One month
later, on July 12, 2022, Celsius filed its chapter 11 petitio Q &HOVLXV:-V IRUPHU 9]
SUHVLGHQW RI 7UHDVXU\ VXPPHG XS &HOVLXV:V SUREOH
unsustainable yields so you can grow AUM [assets under management], forcing
you to take on more risk, experience losses bc of those risks + bad controls /
judgment DQG \RX DUH ZKHUH \RX DUH u

& HO V L X&e-0f New Customer Assets To Fund Withdrawals.

7KH &RXUW GLUHFWHG WKH ([DPLQHU WR LQYHVWLJDWH ~
new deposits being made by customers to make payments or otherwise meet
obligations to exis ting customers at a time when the Debtors had no other
sources (whether liquid or which could have been monetized) from which to make
VXFK SD\PHQWYVY RU PHHW VXFK REOLJDWLRQV pu

7R DGGUHVV WKLV TXHVWLRQ WKH ([DPLQHU DVVHVVHG
time period leading up to the pause of customer withdrawals. Celsius ranked its

assets based on their ability to be liquidated within certain time frames. Assets
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ranked in Tier 1 were capable of being liquidated immediately and assets ranked
in Tiers 5 and 6 we re considered illiquid because only a small percentage of
deployments in these tiers could be unwound. Assets in Tiers 2, 3, and 4 were
capable of being liquidated in one day, two to three days, and four to seven days
respectively.

The Examiner reviewed all coin types and then for each coin category , the
percentage of assets within each tier, as categorized by Celsius, and included all
assets under management. The charts below depict the liquidity shortfall in

respective tiers over all coins between Febr  uary 28 and June 20, 2022.
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ALL COINLIQUIDITY ($)

All Coins, excluding all CEL, by Select Liquidity Tiers and Resulting
Coverage of Coin Liabilities

Total Coin

Liabilities | $19.4| $18.5] $21.2( $21.5] $18.9| $18.9] $17.7] $18.3| $11.3] 811.4] $11.2] $10.3] 87.3| $6.9| 6.2 |

Shortfall $(9.9) $(8.8) $(8.7) $(9.5) $(8.5) $(9.0) $(8.3) ${9.1) $[7.6) $(7.9) S(8.0) H(7.2) $(5.5) $(5.2) $(4.6)

%} (51.196) (+7.6%] (41.19%) (44.2%) (45501 (4708} (46.7%) (49.8%) (6779 (69.4%) (71.8%| (69.2%) (F6.7%) (F5.0%) (73.9%)
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Q Q Q Q 3 8] S Q

E= Liquidity Shortfal] sssssTier 1 (Asset $ Value) ssssTiers 1 - 3 (Asset § Value) ssssTiers 1 - 4 (Asset $ Value)

Note: This chart reflects all coins comprising Celsius AUM (excluding CEL and
custody assets) measured in dollars, in Liquidity Tiers 1, 1 -3, and 1 -4 as reflected
LQ &HOVLXV:-V UHFRUGYV

28



22-10964-mg Doc 1956 Filed 01/31/23 Entered 01/31/23 02:17:35 Main Document
Pg 35 of 476

ALL COIN LIQUIDITY (%)

All Coins, excluding all CEL, by Select Liquidity Tiers as Percentage of Total
Coin Assets Managed by Celsius ($3USD billions)
Total Coins
$billions  [§17.3] $17.5] $20.7] $20.4] $18.1] $17.7] $17.1] $17.2] $10.3| $10.4] $10.1] $9.3 | $7.6 | $5.4 | $5.5]
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Note: This chart reflects all coins comprising Celsius AUM (excluding CEL and
custody assets) measured as a percentage of all coins in AUM, in Liquidity Tiers
1,1-3,andl1- DV UHIOHFWHG LQ &HOVLXV:V UHFRUGYV

As these charts demonstrate, due in part to the billion -dollar hole in its
balance sheet, Celsius lacked liquidity to cover anticipated future withdrawals,
and its remaining liquid assets were being quickly depleted. If Celsius had not
instituted the Pause  and the run on the bank continued, new customer deposits
inevitably would have become the only liquid source of coins for Celsius to fund
withdrawals.

But as of the Pause, Celsius appeared to satisfy the withdrawal requests
from the commingled pool of cry pto assets under management. In some

instances, however, between June 9 and June 12, Celsius did directly use new

customer deposits to fund customer withdrawal requests. The detail regarding
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these transactions is set forth in the Report. 7KH ([DPLQ H utificatio® ¢ the
instances where Celsius directly used new customer deposits to fund customer
withdrawals is not a comprehensive or exhaustive list of all transactions for all
time periods.

&HOVLXV OLQLQJ-V 8WLOLW\ 2EOLJDWLRQV

The Examineralsowa V WDVNHG ZLWK LQYHVWLJDWLQJ WKH "FXL
XWLOLW\ REOLJDWLRQV RI &HOVLXV:V Celkivg iViinQ LEA QLQJ E X\

"&HOVLXV OLQLQJy FRQGXFWV LWV %LWFRLQ PLmatQJ DW VL

hosts and at sites it owns and operates. Th e fees it pays its third -party mining
hosts include utility charges. Celsius Mining pays utilities directly for the sites
it owns and operates.

&HOVLXV OLQLQJ-V X@hizd GilsXivval $1B808R,152. Of this
amount, $8,381,830 consists of post -petition amounts owed to one of its mining
hosts that are disputed. The remaining balance of $5,600,322 consists of pre -
petition invoices that are either disputed or that were not paid due to the
EDQNUXSWF\ ILOLQJ &HOVLXV OLQLQJ-V sPhdiilp@payenit WV KRZH
EDODQFHVY WRWDOLQJ ZKLFK PD\ EH DYDLODEOH WR
obligations.

&HOVLXV:-V 8V Hddd OANH Sale Tax Obligations.

7KH ([DPLQHU:-V LQYHVWLJDWLRQ LQWR &HOVLXV:-V "SUR
taxes, usetaxes DQG YDOXH DGGHG WD[HVHu XQFRYHUHG VLJQLILF
deficiencies. Celsius did not employ any dedicated tax professionals for the first

three years of its existence. Once Celsius established a tax department in June
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2021, its professionals failedt o institute the necessary systems and procedures
to ensure that its operating subsidiaries complied with their use tax and value
DGGHG WD[ "9%$7p REOLJDWLRQV RQ D WLPHO\ EDVLV 7KH UFE
owed $16.5 million in use taxes as of the Pe tition Date and may owe $6.6 million
in use taxes after the Petition Date. In addition, Celsius Network Limited
"&HOVLXV 1HWZRUN 8. p D 8QLWHG .LQJGRP SULYDWH OLPL
$XIXVW RSHUDWHG &H O Viacky ndétwbrK blidiied3 H Uhas reserved
$3.7 million for its potential VAT liability.
Celsius Mining incurs significant use tax liabilities, primarily when
deploying mining rigs in the United States that it purchased from foreign vendors
that do not collect sales tax as part of the transactions and when there is no
available tax exemption or exclusion . When Celsius Mining deploys those mining
rigs (i.e., starts operating the mining rigs), it must pay use tax to the jurisdiction
in which the mining rigs will be operated. Celsius Mining also has the potential
to incur additional use tax when it moves mining rigs from one jurisdiction to
another.
'LWK UHVSHFW WR XVH WD[HV WKH ([DPLQHU:-V LQYHV
Celsius and Celsius Mining lacked adequate systems and proce dures to track
and to timely pay use taxes when due. These failures, however, did not create
XVH WD[ FRPSOLDQFH IDLOXUHV XQWLO BULRU WR &t
obligations were satisfied by either paying sales tax to its United States vendors
when no exemptions or exclusions were available or relying on its data center

host, Core Scientific, Inc., to identify and obtain the appropriate exemptions.
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That changed in 2022 when Celsius Mining began purchasing mining rigs
from foreign vendors that  did not collect sales taxes, triggering the obligation to
pay use taxes. Although contemporaneous emails and other documents
demonstrate that questions were raised at the end of 2021 and throughout the
spring of 2022 about the need to address use tax issu es with respect to the
foreign -sourced mining rigs that were expected to be deployed in 2022, no one
LQ &HOVLXV:V WD[ GHSDUWPHQW WRRN UHVSRQVLELOLW\ IRU
was addressing its use tax obligations. As a result, neither Celsius Minin g nor
&HOVLXV:-V WD[ GHSDUWPHQW DSSOLHG IRU UHOHYDQW XVH W
and Georgia 2 the two states in which Celsius Mining deployed foreign -purchased
PLQLQJ ULJV EHIRUH WKH EDQNUXSWF\ ILOLQJ /LRU .RUHQ
professiona O WROG WKH ([DPLQHU WKDW LW ZDV "XQNQRZQ WHF
Celsius Mining did not apply for use tax exemptions on a timely basis. &HOVLXV:-V
tax professionals are attempting to mitigate the consequences of this failure, but
if those efforts are unsucces sful, Celsius Mining will owe substantial pre -petition
use taxes.

&HOVLXV 0LQLQJ-V ODFN RI FRRUGLQDWLRQ ZLWK &HO
continued even after June 2022, when Mr. Morgan told the Examiner he first
believed he had responsibility for ensuring Ce OVLXV OLQLQJ:V FRPSOLDQFH .
use tax obligations. After the filing of the bankruptcy cases, Celsius Mining
deployed foreign -sourced mining rigs in Texas, triggering an estimated $6.6
PLOOLRQ LQ XVH WD[ OLDELOLWLHV &HO Vwotkihg\afteb¢ SURIHV V|

fact to address this liability, which has not been paid.
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'LWK UHVSHFW WR &HOVLXV 1HWZRUN 8. :V 9%7 OLDELC(
engaged Mazars to advise on its VAT obligations. Celsius Network (UK) did not
receive its first letter from  Mazars about its obligation to register with the United
.LQJGRP-V WD[ DXWKRULW\ +0 5HYHQXH an®RpaWVAREW +05&p
January 14, 2022 3 two years after it first met the threshold to register with
HMRC and pay VAT. Celsius explains this delay by p ointing to the fact that its
first tax professional was not on board until June 2021.

%DVHG RQ 0OD]DU:-V DGYLFH &HOVLXV 1HWZRUN 8. EHO
UHTXLUHG WR UHJLVWHU ZLWK WKH 8QLWHG .LQJGRP:-V DSSO
January 2020 and that Celsius Network (UK) owes approximately $1.085 million
in VAT for its business activities between January 1, 2020 and July 31, 2021.

Celsius Network (UK) is now working with Mazars to complete its registration,

and it intends to file a VAT return and seek mitigation of any late penalties
associated with the VAT it owes. Celsius Network (UK) has obtained professional
advice that its activities no longer trigger VAT obligations because it transferred

its customer -facing business to a U.S. entity in Augu st 2021.

[l Investigative Steps.

7KH ([DPLQHU:-V )LQDO 5HSRUW LV WKH FXOPLQDWLR(
voluminous data and records, as well as information gathered during interviews
of current and former Celsius employees, customers, and vendors. The Examiner
also met with numerous interested parties, including representatives of Celsius,
WKH 8QVHFXUHG &UHGLWRUV: &RPPLWWHH VWDWH DQG IHGH

the ad hoc committees from whom she gathered relevant information.
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A. Huron Consulting Group.

On Octobe r 10, 2022, the Examiner engaged Huron Consulting Group to
VHUYH DV KHU ILQDQFLDO DGYLVRU +XURQ UHYLHZHG &HO
including accounting records provided by Celsius and information and data
SURYLGHG E\ &HOVLXV -V FXUUHt@ahagds,\FareBlBckd V ¥ td ¥6s&sb O O H
&HOVLXV:V ILQDQFLDO DFWLYLW\ FU\SWR DVVHWYVY DQG PL
reviewed publicly sourced information, including transactions recorded on
various blockchains ( e.g., Bitcoin, Ethereum, and Polygon). Using a combi nation
of &HOVLXV:-V LQWH Uapd publig HfdrtatidN, Huron identified how
Celsius held, deployed, moved, and stored crypto assets.

B. Witness Interviews.

Counsel for the Examiner interviewed 34 individuals for purposes of this
Final Report, including 26 current and former Celsius employees working in
Risk, Compliance, Operations, Marketing, Business Processes/Controls,
Finance, Tax, Treasury, and Strategy, among other areas. 14 The Examiner
interviewed former Chief Executive Officer Alex Mashinsky for a pproximately
VHYHQ KRXUV &RXQVHO IRU WKH 8QVHFXUHG &UHGLWRUV: &
and had the opportunity to ask questions of some witnesses. The Examiner also
LOQOWHUYLHZHG VHYHQ &HOVLXV FXVWRPHUV UHSUHVHQWDW

vendors, and s everal third parties. A number of former employees and Celsius

14 This Report includes quotes from contemporaneous interview notes. Although every
effort was made to be accurate, these notes are not official verbatim transcripts.
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customers and vendors declined or did not respond to requests to be interviewed
or to provide information or documents.

As discussed in the next Section, Celsius caused delays in scheduling the
interviews of key witnesses and imposed numerous limitations on those
interviews. For example, Celsius required that the Examiner preview her
interview topics, limited many interviews to two hours, and, for many key
witnesses, produced relevant documents and information after the interviews
concluded.

C. Cooperation By Celsius.

In its September 29, 2022 Examiner Order, the Court ordered Celsius to,

fully cooperate with the Examiner in the performance of any of the

([DPLQHU -V GXWLHVY[DRIGQWKH/' @ ,QYHVWLIJDWLRQ 7KH 'HE

Committee shall use their respective reasonable best efforts to coordinate
with the Examiner to avoid unnecessary interference with, or duplication
of, the Investigation. 15

In addition, the Court ordered Cel VLXV WR SURYLGH WR WKH -([DPLQH!

privileged documents and information within their possession that the Examiner

UHDVRQDEO\ GHHPVY UHOHYDQW WR SHUIRUP WKH LQYHVWLJD

'XULQJ WKH ([DPLQHU:V LQYHVWLIJDWLRQ &HOVLXV WKUF

& Ellis and financial advisors Alvarez & Marsal Consulting, provided the
Examiner with approximately 500 gigabytes of data and records (including

approximately 231,000 documents). Celsius withheld over 6,700 additional

15 Examiner Order at§ 4.
16 |d. at 6.
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documents based on claims of attorney  -client privilege and work product and
redacted over 1,100 documents it produced on those same grounds.

In summary, the materials produced by Celsius, on which the Examiner
relied to prepare her Final Report, included:

x Celsius organizational charts, rosters, and job descriptions.

X Celsius product development documents, policies, and procedures,
including drafts.

X Celsius Customer Terms of Use.

X Financial and coin reports that Celsius used in the ordinary course of
its business.

X 5HSRUWYV IURP &H O \ksWworkgpadesl HE O R

x Emails, Slack channels, and other communications involving Celsius
employees relevant to Final Report topics, including but not limited to
Celsius operations, risk management, deployments, investments,
loans, the CEL token, product offerin gs, internal finance, tax, mining,
marketing, and external communications.

x Wallet and asset mapping documents.

X Materials produced by Celsius to state and federal regulatory bodies.

X 3UHVHQWDWLRQV DJHQGDV DQG PLQXpotfaliod) HODWHG
risk, assets and liabilities, executives, coin listings, new business,
deployments, reward rates, and Board of Directors.

x Financial and accounting data, reports, and projections.

x Documents related to transactions on select exchanges.

X Celsius -V PDUNHWLQJ DQG FRPPXQLFDWLRQV SROLFLHV
style guides.

Xx 'REXPHQWY UHODWHG WR &HOVLXV:V GRPHVWLF DQG L

returns, exemption certificates, and other related documents, letters,
and notifications.
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x Communications involv ing Celsius and its tax advisors and/or
domestic or international taxation authorities.

X Payment records, invoices, and other financial records associated with
&HOVLXV:-V PLQLQJ EXVLQHVV

X &RQWUDFWY DJUHHPHQWY DQG RWKHU GRFXPHQWYV
mini ng business.

X

, QWHUQDO UHSRUWY DQG DQDO\VLY UHODWHG WR &HO
The Examiner encountered several challenges collecting data, records, and
information from Celsius. In some instances, Celsius provided changing
explanations about the avali DELOLW\ RI GDWD WKDW ZDV FULWLFDO \
investigation. At times, the lack of full cooperation created significant challenges
for the Examiner as she and her team worked expeditiously to meet court -
impose