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Celsius Network - Insolvency and fraud allegations  

What are the implications for crypto users? 

Zurich, 07.09.2022 

 

On July 14, 2022, the crypto-lending platform Celsius Network officially announced its 

insolvency by filing for a so-called "Chapter 11" proceeding at the Bankruptcy Court of the 

Southern District of New York, USA. On the part of the users, there is currently a need for 

action - you can file your claims until September 13, 2022. Attorney MMag. David Karl 

Jandrasits and Mag. Mladena Peeva from Schwärzler Attorneys at Law can assist you. 

 

Consumer advocates and investor representatives accuse the Celsius network and its initiators 

of operating a Ponzi scheme, i.e. a prohibited pyramid scheme, breach of contract and false 

representations. Celsius' GTCs contain several questionable provisions, the handling of which 

will be crucial in the insolvency proceedings. 

 

1.  The Celsius business model 

The company markets itself as a bank but is not subject to the same regulations that would 

normally protect bank customers. Promises on the website such as "Get paid every Monday, 

just like that" and promised interest rates of 17% attracted a worldwide customer base. Celsius' 

business was divided into several service areas: 

 

1.1. Earn Service 

In the so-called " Earn Service", Celsius users could transfer their digital assets ("Coins") to 

Celsius and earn "Rewards", which were intended to serve as a funding fee. According to 

Celsius' terms and conditions - Terms of Use (" ToU ") - ownership of the Coins was transferred 

to Celsius and the network was entitled to use, sell and pledge these Coins. Thus, investors 

lost their absolute right to the invested assets and received a purely debt claim in return, which 

is much worse off than property in the event of insolvency. 

 

Since April 15, 2022, the Earn Service in the U.S. has been limited to accredited investors 

whose characteristics essentially correspond to the European equivalent of qualified or 

professional investors as defined by capital market legislation. In contrast, users outside the 

U.S. were able to use the Earn Service regardless of their investor status - a highly 

questionable business model by European standards of investor protection. 

 

According to the Terms of Use, the "Rewards" were also owned by Celsius as long as the loan 

agreement between the investor and the network was maintained. Only when the loan was 

terminated were the rewards to be paid out and become the sole property of the investor. Prior 

to this, users could not dispose of them and bore the entire insolvency risk without any 

significant collateral for their claims. 

 

According to Celsius' ToU, the Earn Service was neither an investment program nor a 

speculative instrument, but a financing fee for the loan of digital assets transferred to Celsius 

in connection with the Earn Service. 
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Included in the Earn Service was the so-called "Swap Service". This enabled the exchange of 

a certain digital asset, which was lent by the user to Celsius as part of the Earn Service, for 

another type of digital asset. Thus, as a result, an exchange of cryptocurrencies was offered. 

Each swap transaction was entered into between the User and Celsius (as buyer and seller, 

respectively), and Celsius did not act as a broker, agent, or intermediary, according to the ToU.  

 

1.2. Borrow Service 

Within the Borrow Service, Celsius lent U.S. dollars and digital assets to borrowers, provided 

that the investors deposited digital assets as collateral. Ownership of the digital assets was in 

turn transferred to Celsius and Celsius was entitled to use, sell and pledge these coins. This 

represents a fundamental difference from usual credit or loan transactions, in which the 

investor usually grants only a limited right in rem (lien, right of use). Only in the event of non-

repayment would the asset pledged as collateral become the property of the lender.  

 

Celsius' borrowers were able to choose between different loan products based on the loan-to-

value of the collateral provided, with applicable interest rates being higher for loans with higher 

loan-to-value. 

 

According to the ToU, borrowers were not permitted to use the proceeds of such loans to 

purchase additional digital assets through third-party vendors that were integrated or 

connected to the Celsius platform from time to time. Celsius also discouraged in the ToU the 

use of borrowed money for the purchase of digital assets or for financial investments.  

 

1.3. Custody Service 

From April 2022, Celsius also offered custody services to customers. Ownership of the digital 

assets transferred to the network for safekeeping remained with the customer and Celsius was 

not allowed to use the coins without instructions from the customer. 

 

1.4. Bitcoin mining and other activities 

The Celsius network operates one of the largest bitcoin mining facilities in the US through a 

subsidiary. Bitcoin mining is used to bring new bitcoins into circulation. It is done with 

sophisticated hardware that solves an extremely complex mathematical problem. The first 

computer to find the solution to the problem gets the next Bitcoin block and the process starts 

all over again. Further, Celsius deployed assets on decentralized financial protocols to 

generate revenue. 

 

If one considers the service areas of Celsius and the parallel over-indebtedness as well as the 

accusations of a pyramid scheme, the following picture emerges: Through the "Earn Service", 

ownership of the digital assets of the users was transferred to Celsius. This meant that Celsius 

could freely dispose of them. At the same time, Celsius had to ensure that there were enough 

digital assets for the users' promised "rewards." On the other hand, Celsius gave US dollars 

as well as digital assets as loans to other users. In order to create enough digital assets for the 

lending and the "rewards", Celsius invested (and speculated with) the users' digital assets 

without any legal or voluntary deposit insurance to compensate for minimum losses. 
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2. Over-indebtedness and Chapter 11 proceedings 

In June 2022, cryptocurrency prices hit an all-time low. The cryptocurrency Bitcoin had lost 

about half of its value since the end of December 2021. As a result, the value of the digital 

assets that Celsius used for its services also declined. Celsius froze users' assets and all 

payouts were stopped. A month later, Celsius filed for reorganization proceedings in the 

Bankruptcy Court of the Southern District of New York on 07/14/2022 due to over-

indebtedness. The insolvent crypto platform faces 1.7 million users and other creditors. 

 

2.1. Differences between a "Chapter 7" and "Chapter 11" proceeding 

In principle, an insolvent company domiciled in the USA has two options: Either to file a so-

called "Chapter 7" liquidation proceeding or to file a "Chapter 11" reorganization proceeding 

with the respective competent insolvency court. 

 

However, exchange traders are limited to the "Chapter 7" liquidation, and as a result must 

immediately sell all company assets to use the proceeds to satisfy creditors. In September 

2021, regulators in several U.S. states declared that Celsius' interest-bearing cryptocurrency 

accounts constituted an unregistered securities offering: 

 

The New Jersey Attorney General ordered Celsius by cease-and-desist order to stop issuing 

interest-bearing cryptocurrency products. Subsequently, Texas state regulators requested a 

hearing in February 2022 to determine whether to take similar action. Further, Kentucky 

securities regulators requested Celsius to cease and desist offering its interest-bearing 

accounts in that state. 

 

Celsius CEO Alex Mashinsky said he is "very confident" that none of Celsius' products are 

securities in the US. However, as of April 15, 2022, in the U.S., the Earn Service is restricted 

to U.S. accredited investors only. Users outside the U.S., on the other hand, were able to use 

all of Celsius' services without restriction, regardless of whether they were "accredited 

investors" or consumers. 

 

Celsius was not a registered stockbroker, although its service areas approximated the activities 

of a stockbroker. As a result, the company was not required to go through Chapter 7 liquidation 

proceedings. Had Celsius been regulated as a securities broker, its only option in bankruptcy 

would have been liquidation, in which the court would sell the remaining assets to pay debts, 

thereby satisfying creditors. 

 

In contrast, Celsius' election of the "Chapter 11" reorganization proceeding now bars legal 

action by creditors until the reorganization is completed. Creditors must cease their foreclosure 

actions. Repayment of outstanding debt will be made pending the reorganization proceedings. 

Therefore, it is all the more important to join the proceedings in order to actively pursue the 

satisfaction of one's claim. 

 

3. Next steps 

The development of the proceedings around Celsius is of great importance for future legal 

practice in the crypto area. In Switzerland and Liechtenstein, the introduction of the DLT Act 
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("Federal Act on the Adaptation of Federal Law to Developments in Distributed Electronic 

Register Technology") and the TVTG ("Token and VT Service Provider Act") have already 

created corresponding regulations that shape business transactions with digital assets. In the 

U.S., a similar law, which will include creditor protections, is only in the planning stages. During 

Celsius' market activity, creditor protection in relation to cryptocurrencies was not yet 

separately regulated in the USA. 

 

The special nature of digital assets will be decisive in the Chapter 11 proceedings. Among 

other things, the ownership structure must first be examined in order to define the rank of the 

creditors. Users can participate in the proceedings to secure their claims. If you wish to be a 

lead plaintiff, this must be communicated to the court no later than September 13, 2022. 

 

For further information on this topic, please contact Att. MMag. David Karl Jandrasits and Mag. 

Mladena Peeva. 
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