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The Proteus Finance Project will tap into the latest technologies and 
developments in the DeFi space to open decentralized investments to everyone. 

It will address the problem that only the tech-savvy can currently access the 
benefits of this new financial system.

It will provide solutions for critical pain points in DeFi:

• The complexity of investing in high-yield platforms

• The risk of losing your money

DeFi applications are poised to disrupt much of the traditional financial services 
industry. 

• Investment in DeFi has grown exponentially over the past year. It rose from 
$16 billion at the end of 2020 to over $230 billion in November 2021. 

• The growth potential for DeFi is also exceptional, coming from current 
holders of cryptocurrencies, investors from traditional investment channels 
being drawn to the higher yields offered by DeFi, and billions of unbanked 
people looking for viable financial solutions.

Proteus Finance will implement the most up-to-date protocols based on the 
Terra ecosystem, develop a smart AI-driven algorithm, and provide an insurance 
program to 

• Provide the best yields for stablecoins in the market

• Create a one-stop, automated process for complex De-Fi products 

• Ensure that investors never lose the money they invested if they choose 
low risk strategies.

Executive Summary1

The Proteus Finance Project 
Making complex DeFi investments accessible to everyone
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The Proteus Finance Project aims to tap into the technologies, developments, 
and enormous growth potential of DeFi.

However, DeFi is still in its infancy, and there are problems to overcome. Proteus 
Finance will provide some significant solutions. 

Decentralized Finance (DeFi)
Decentralized Finance (De-Fi) is an umbrella term describing a financial 
ecosystem that does not rely on central financial institutions such as banks, 
exchanges, or brokers offering traditional financial instruments. It depends on 
blockchain technologies and smart contracts. 

DeFi applications provide the services of traditional financial institutions – but in 
an open, trustworthy, and accessible way. Blockchain technology is secure and 
transparent. It reduces the risk of fraud, corruption, and mismanagement of your 
assets. 

Since 2015, there has been a surge in applications (dApps) and smart contracts 
built on Ethereum and several competing blockchains. 

Notable are financial applications (now broadly referred to as DeFi), with peer-
to-peer transactions being faster, cheaper, and more private than traditional 
systems. DeFi has opened the world of banking and investments to the smallest 
players. 

• Trading no longer needs both a buyer and a seller on either side of an order 
book. It can be just you and a smart contract.

• Borrowing and lending no longer need commercial banks. DeFi protocols 
(rules) bring lenders and borrowers together and automatically set interest 
rates based on supply and demand.

• New DeFi protocols replace investment banks, issuing derivatives on assets 
such as stocks, currencies, and commodities. 

• Decentralized asset management of cryptocurrencies is now possible, with 
protocols that automatically search for the best yields and invest on behalf 
of users.

Introduction2
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• Traditional stock exchanges are being replaced by decentralized exchanges 
(DEX) and smart contracts with predefined rules and pricing mechanisms for 
liquidity reserves.

• Stablecoins (where the crypto token’s value is pegged to other assets) have 
brought stability to the very volatile cryptocurrency world. They are the 
foundation of the DeFi system, allowing participants to engage with each 
other without the risk of price volatility.

The problem with all of this is that you have to be pretty tech-savvy to tap into 
the enormous investment potential of DeFi. This is the problem that the Proteus 
project will address.

The Growth Potential of DeFi
The speed and exponential growth in investment into DeFi activities have been 
astounding. 

The website DeFi Pulse monitors the amount of money that has been put into the 
DeFi ecosystem. The measure is total value locked (TVL) on smart contracts.

• In January of 2020, TVL was $0.7 billion

• By the end of 2020, it was around $16 billion

• Just a year later, in November 2021, it topped $230 billion

This is a far cry from the total global capitalization of about $92 trillion on stock 
exchanges. However, it compares with the capitalization of a stock exchange in 
a medium-sized economy like Israel ($263 billion at the end of 2020 ) or Turkey 
($237 billion at the end of 2020).

The Proteus Finance Project aims to 
enable mass adoption of DeFi
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Where will further growth come from?

The $230 billion TVL is a tiny percentage of the total cryptocurrency market 
capitalization. 

According to Statista, the market cap topped $3 trillion during November 2021. It 
has since dropped back to about $2.3 trillion, but DeFi represents only 10% of it.

So there is massive potential for growth, just through asset redistribution within 
the crypto space. Lenders (or liquidity providers) into lending pools are generally 
current holders of cryptos lying idle in wallets.  

 

The real potential of DeFi will be when it gains sufficient trust to attract even a 
tiny fraction of the $92 trillion currently caught up in traditional markets or the 
$300 trillion in global household debt (Reuters). If DeFi could attract even 0.1% of 
that, it would represent billions of dollars.

Direct Money Market investors receive yields as low as 2% on money lent to 
financial institutions. This makes the yields offered on DeFi platforms very 
attractive.  

The 1.9 billion people who are currently unbanked represent further growth 
potential. Because DeFi is permissionless, anyone can access financial services 
from anywhere in the world, provided they have electricity and a mobile phone.

DeFi Pain Points
There are two major pain points in DeFi that Proteus Finance aims to address:

1. The complexity of investing in high-yield  platforms

2. The risk of losing your money

Current 
crypto holders

Current 
traditional 

markets

The currently 
unbanked

Proteus Finance will capitalize on the growth potential of DeFi 
and remove barriers to access
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Let’s look at that in a bit more detail.

Benefitting From the Terra Ecosystem
Many DeFi projects are built on the Ethereum blockchain, but Proteus has several 
reasons for choosing the Terra blockchain.

Focus on Stablecoins and DeFi

Terra is a blockchain that creates algorithmic stablecoins against a variety of fiat 
currencies (e.g., the Terra US Dollar (UST), Euro (EUT), Canadian Dollar (CAT), and 
Japanese Yen (JPV)). 

The Terra dollar (UST) is a truly decentralized dollar, which is the essence of DeFi. 
Other stablecoins such as USDT or USDC are not decentralized currencies and 
can collapse at any time.

Terra is not distracted by other things: Stablecoins are the currency of DeFi, and 
Terra’s focus is to be the standard for decentralized finance. 

On- and Off-Ramping from Fiat to Crypto

It’s easy to convert your dollars into a stablecoin like USDT or USDC, which are 
part of the digital landscape and can be used to trade up and down with other 
cryptocurrencies, often without needing an exchange. 

They can then easily be off-ramped to dollars if you want to, thus providing 
instant liquidity.

Our Idea3

Proteus Finance will

Provide the best yields for stablecoins in the market, implementing the most 
up-to-date protocols, based on the Terra ecosystem

Create a one-stop automated process for complex De-Fi products

Ensure that investors never lose the money they invested if they choose low 
risk strategies
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Our Idea3

Cost Per Transaction

Luna is the native crypto token for Terra. It is the “gas” for Terra, as ETH is the 
gas for Ethereum. The high gas fees on Ethereum have negatively impacted 
many applications built on that blockchain.

Composability

A key feature of DeFi is composability - existing resources can be used as the 
building blocks for future applications. This is possible because smart contracts 
can interact with each other. This ability to build one type of financial tool on 
another is sometimes called “financial lego.”  

Terra allows users to launch new projects on top of the Terra protocol and 
interact with Terra’s LUNA, UST, and other features. These projects or protocols 
can easily interact and build on each other. 

Proteus will use this capability to add its own “lego-block” to several others on 
the Terra platform.

Some examples of protocols include Anchor, Mirror, Nexus, and Spectrum.

• The Anchor Protocol is a high-yield savings protocol. It replicates investing in 
Money Market in traditional finance.  
 
It establishes a market between lenders wanting to earn yields on their 
stablecoins and borrowers wanting to borrow stablecoins against stakeable 
assets.   
 
The Anchor rate is expected to be more stable than traditional money 
market interest rates. Terra management believes that it has the opportunity 
to become the reference interest rate in crypto. 

• The Mirror Protocol enables the creation of synthetic assets called mAssets 
that mimic the behavior of real-world assets such as stocks. (The sale of 
these mAssets is not permitted for US citizens, as they are not  registered 
with the SEC.) 
 
The Nexus Protocol and Spectrum Protocol are both aimed at optimizing 
yield farming.



13

Our Idea3

Providing the Best Yields for Investors
Vaults in the Terra ecosystem are pools of funds managed according to different 
protocols (Spectrum, Nexus, Orion, Mirror, Anchor, and others). 

Proteus aims to develop an AI-driven engine that will empower users to invest 
in the most profitable of these vaults.

Proteus uses Terra because

• Terra’s goal is to be the standard of Decentralized Finance. 

• The Terra dollar (UST) is a truly decentralized dollar, which is the essence of 
DeFi. 

• Stablecoins simplify on-and -off-ramping from fiat to crypto.

• Terra transaction costs are lower than Ethereum.

• Proteus will leverage Terra projects such as Nexus and Anchor to achieve 
the highest returns for users.  
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Table 1 gives examples of different vaults’ compounded annual percentage 
yield (APY).  It is far from a comprehensive list but gives an idea of investment 
possibilities with the Proteus AI engine.

Value for Nexus vaults, source: https://terra.nexusprotocol.app/vaults - Values taken on 01/12/2021 at 9.20pm GMT

Value for Spectrum vaults, source: https://terra.spec.finance/vaults - Values taken on 01/12/2021 at 9.20pm – GMT

Value for Orion, source: https://orion.money/#anchor3 – Values taken on 01/12/2021 at 9.209 – GMT

Vault Name Terra Protocol APY Daily Rate

bLuna Nexus 7.79% n/a

bEth Nexus 7.87% n/a

SPEC-UST-LP Spectrum 204.07% 0.52%

MIR-UST-LP Spectrum 62.54% 0.15%

ANCX-UST-LP Spectrum 181.16% 0.29%

MINE-UST-LP Spectrum 174.86% 0.28%

mUSO-UST-LP Spectrum 36.06% 0.09%

mAMZN-UST-LP Spectrum 31.88% 0.08%

mTWTR-UST-LP Spectrum 39.47% 0.10%

mQQQ-UST-LP Spectrum 35.24% 0.09%

mGOOGL-UST-LP Spectrum 29.49% 0.07%

mTSLA-UST-LP Spectrum 40.27% 0.10%

Earth Orion 13.50% n/a

Station Orion 15% n/a

Moon Orion 16% n/a

Table 1 - A sample of the several Terra vaults

Note: Our AI engine will automatically convert APR to APY.  

Proteus users will have access to an AI engine that will pick the most profitable vaults.

Our current projection, based on the way we have leveraged a number of Terra protocols, 
is that we will have an interest rate of 224% (APR).



15

Our Idea3

A One-Stop Automated Process for Complex 
DeFi Products
There is no easy way to earn a yield on stablecoins. 

The Complexity of Investing in High-Yield-Generating 
Platforms.

Platforms such as Swissborg, Yield App, and Celsius offer an average return 
of 13% per year with low risk. However, 13% is just above the average yearly 
return of major indexes (such as the S&P 500) and, for many, it’s not worth the 
additional risk of converting assets into cryptocurrencies. 

Terra has opened the possibility to invest in crypto financial instruments that 
produce high yields. 

For example, 

The Anchor protocol pays around 19.5% for lending your money (UST) to others. 
Projects launched on top of Terra try to maximize the % you can get. So the 
Nexus protocol may borrow more money and leverage the lending on Anchor. 
This way, they can offer an above 200% dividend yield on their token and LUNA 
tokens. 

The problem is the complexity of investing in these high-yield platforms.
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Users need at least nine steps to participate in the protocols: 

1. Create an account on a cryptocurrency exchange that accepts deposits 
in fiat

2. Exchange your fiat to a stablecoin (for example, USDC / USDT)

3. Then, exchange your stablecoin to the UST (Terra Dollar)

4. Download and install Terra Station and generate a new wallet

5. Withdraw your UST to your Terra Wallet

6. Research and find reputable protocols that provide a high yield and 
minimize impermanent loss (when the value of the coin you have deposited 
loses value)

7. Convert your UST to the protocol coins (e.g., PSI on Nexus)

8. Create a liquidity provider (LP) token between the selected tokens 
(e.g., PSI/UST)

9. Deposit the LP token into the vault and supervise the performance

On top of that, users must 

• Have accounts in different systems (Binance, Metamask, Terra Wallet), 

• Remember all their passwords

• Do the correct transfers

• Follow up on their funds, and 

• Manage impermanent loss.
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Our Idea3

The Proteus Automated Solution 

The Proteus app replaces all the above steps with a one-stop-three-step 
solution that allows users to earn excellent yield and manage their money. 

Our Proteus app will simplify and automate all the steps mentioned above. 
Users will need just three steps:

• Users register to access our app, which includes a wallet

• They buy USDT, the most popular and easily accessible stablecoin

• They select investment options from the app

We do all the necessary steps in-between:

• Convert USDT to UST (bridging to the Terra ecosystem) 

• Minimize impermanent loss by suggesting undervalued coins 

• Display an intuitive graph in real-time of the most complex investment 
solutions in the Terra ecosystem  

Our smart AI-driven DeFi algorithm has two roles:

• Auto-compounding:  
 
When vaults quote returns in APR (interest rate), our AI algorithm will auto-
compound it to provide the APY value.

• Managing risk and optimizing yields: 
 
Our smart algorithm will automatically choose the Terra protocols that

• Are the most profitable 

• Minimize the risk of impermanent loss, and 

• Maximize the potential yearly return (APY) for the user 

If the coins start losing value, our AI will propose a different distribution on 
user’s investment, so the user has a better chance of boosting value.

Proteus creates a one-stop automated process for complex De-Fi products
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Other Benefits of Proteus Finance

We aim to break bottlenecks and reduce complexity. Our registered users will 
have access to:

• Debit cards. KYC-approved users can apply to associate a debit card 
with their account. 

• A credit card on-ramp solution to buy stablecoins in the app without 
registering on an exchange. 

• Swap between stablecoins in the app. There is no need to transfer 
your funds outside our application - you can swap between your 
stablecoins right in the app.  

• Selling & withdrawing your investments at any time. We play no 
games; your money can be withdrawn automatically.

• Sending native tokens between other users completely free of 
charge. 
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Ensuring That Investors Do Not Lose Their 
Money
Proteus proposes strategies which ensure that investors never lose the money 
they invested. We have three primary mechanisms for this.

An AI-driven Algorithm

Our smart AI algorithm points investors to the best options and constantly 
proposes a better portfolio distribution if their coins lose value. Later on, we are 
planning to develp an algorithm to automatically rebalance user’s portfolio.

Community-based Exclusive Strategies 

DeFi analysts will be able to create custom yield generation strategies directly on 
the platform. Proteus will audit, automate & publish them for general usage. 

Most profitable strategies will be available only for Proteus token holders and the 
creators will be rewarded based on the community involvement.

An Automatic Trading Bot

We will have an automatic trading bot that will serve if there is a general drop in 
the market and all protocol tokens are bleeding.

It will automatically preserve the capital of our users and buy tokens at the 
user’s support levels. 

This tool will be an optional extra for users. 

Proteus suggests portfolio distribution which ensures that investors never lose the money they invested
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Proteus Versions to Facilitate Mass Adoption 
of DeFi
We firmly believe in the decentralized approach where users can earn the most 
yield, have complete control of their funds, and pay the lowest fees possible to 
keep the platform running. 

However, we understand that many users may be completely new to 
cryptocurrencies, DeFi, and even investing and trading. 

We will therefore have two versions of the app as part of our goal of making 
complex DeFi investments accessible to everyone:

• The centralized solution is for customers who are still learning and may 
need some “hand-holding.” It is also for those who don’t want the hassle of 
creating their own wallets or installing plugins. 

• The decentralized solution (“True DeFi”) will work through Metamask. It will 
be accessible to those more experienced in cryptocurrency investing who 
want to select some of their investment options and have full control of the 
keys to their wallets.  

The fees will be the same for both versions. In monthly reports, we will also aim 
to achieve 100% transparency and publish our activities and data (salaries, 
profits, costs, investments, developments, and more).
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The diagram in Figure 1 below shows the centralized model. 

1. Users buy and deposit stablecoins (e.g., USDT) or Proteus tokens into their 
wallets

2. The stablecoins or Proteus tokens will be transferred to UST using the 
Terraswap API and the Rango Decentralized Exchange 

3. Our Artificial Intelligence engine calculates the most profitable protocol for 
the user’s money and exchanges the UST to the required coins

4. The user is notified of the transaction and the vault where the money has 
been deposited

5. The user earns yield immediately funds are deposited into the Terra protocol 
and can withdraw funds at any time

Figure 1 - Our Concept
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Functionalities
Our app will initially be available on our website and two months later on mobile 
devices. The functionality will be the same on both.

Users will be able to register and create their login details. Once they are fully 
onboarded in the system, they will access a Dashboard and a transaction page. 

Figure 2: Dashboard Figure 3: Transactions page
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Comparing Proteus 
with other Terra 
protocols

4
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The secret to the Proteus Finance project is our ability to combine several Terra 
protocols (“lego blocks”) and add our own Proteus app, which includes an AI-
driven algorithm to deliver the highest-yield results for our users. 

At the same time, we will put mechanisms in place to simplify and automate the 
investment process for users and protect their investments.

Table 2 compares Proteus with other Terra protocols.

Comparing Proteus with other Terra protocols4

Project Name Proteus Mirror Orion Spectrum Anchor Nexus

Number of vaults 38 27 1 38 1 3

Highest APR 224.11% 62.77% 114.05% 219.77% 99.01% 219.77%

Auto Compound? Yes No No Yes No No

Native token PROTEUS MIR ORION SPEC ANC PSI

ROI since IDO Launch April 
2022 267x 25x 11x 76x 11x

Insurance Yes No No No Yes No

Rebalancing Yes No No No No No

Audited Yes Yes Yes Yes Yes Yes

# of actions required 
to invest 3 9 9 9 9 9

Withdraw to stablecoin Yes No No No No No

Your keys? Yes Yes Yes Yes Yes Yes

Year of Creation 2022 2020 2021 2021 2021 2021

Table 2 - Comparing Proteus with other Terra protocols
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• Proteus is the only one that lets you invest in one step, automatically 
rebalances your portfolio to protect your investment, and enables you to 
withdraw your funds directly into stablecoins. 

• Its highest APR (based on the combination of protocols we use) is higher 
than the competition.

• It also offers insurance (like Anchor) and auto compounding (like Spectrum)

In addition, Proteus offers both centralized and decentralized options to cater to 
users’ experience levels.

Proteus has looked at the market and created the product that people need

Comparing Proteus with other Terra protocols4
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The Proteus Finance Project has included several factors in its economic model:  

Proteus Token
Proteus will be the native token of Proteus Finance. It will be a tradable utility 
token.

Some details include:

• Proteus will be based on the  Terra blockchain and will soon be bridged to 
other blockchains - Binance Smart Chain (BSC), Polygon, and Ethereum.

• At the start, it will be available to interested users in Terraswap. 

• Later it will be launched on a major crypto exchange. 

Token Holders
We envisage two types of token holders:

1. Users of the Proteus ecosystem – who fully participate in the Proteus 
ecosystem

2. Stakers – who buy the tokens or who use the excess from their current 

holding to stake Proteus

Our stakers will have the following benefits:

• Participate in Launchpad (for new tokens on the Terra ecosystem)

• Reduce transaction fees if using our tokens

• Be part of a tier system - receiving additional % for staking our token

• Increase your Tier level inside the Proteus App

• Access to Exclusive Strategies

• Yearly returns

Tokenomics5
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The Proteus Token Tier System

Proteus token holders will be rewarded on a 4-tier system:

Users who stake their Proteus tokens will receive bonus yields – in addition to 
those above.

First 10k users of the platform will qualify for a lifetime bonus fee reduction.

Proteus Token Sale
Proteus will mint 1,000,000,000 tokens. 

Timetable for release of tokens:

• April 2022:  The Token generation event (TGE)

• Jan/Feb 2022: A Private sale and seed run

• April 2022:  Initial DEX Offering (IDO) on the various platforms

No AirDrop is planned, as there is no intention to hand out Proteus tokens free of 
charge to increase the number of token holders. The value of the whole Proteus 
ecosystem speaks for itself.

Tokenomics5

Tier No of Proteus tokens 
held

Annual yield paid in 
Proteus tokens* Additional benefits

1 20,000 10%

2 60,000 12% No conversion fees between stablecoins and 
Terra coins (usually 0.1%)

3 100,000 14%
No conversion fees as for tier 2
Reduced transaction fees for investments 
from 0.5% to 0.3%

4 200,000 18%

No conversion fees.
Transaction fees reduced to 0.2%
Access to a debit card (and cashback 
partners)

*In addition to investment returns

Table 3 - Proteus Token Tier System
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Figure 4 - Token distribution

Distribution of Tokens
The distribution of the tokens will be as shown in Figure 4 below:

Details of the allocation:

• The January private sale will include, but not be limited to, the Seed Fund. 

• Tokens in the Staking Fund will be used to pay interest to investors. 

• Tokens in the Insurance Fund will be used to pay out investors who take up 
insurance before investing with us. 

• IDO and Private sale proceeds will be used for operating expenses.

• Net revenue will buy back Proteus tokens on the open market and add them 
to the Staking Fund.

Tokenomics5

Proteus Token 
Distribution

Seed Token Sale: 9%

IDOs: 4%

Airdrops: 0%

Staking Fund: 25%

Insurance fund: 20%

Team: 17%

Advisors: 2%

Community: 17%

Liquidity: 6%
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Vesting schedule
The following vesting schedule will ensure stability after the project’s launch and 
prevent the dumping of tokens on the open market (thus dropping the value for 
everyone).

Tokenomics5

Item % Description

Seed Token Sale 9%
Selected VCs and value-added investors
Linear daily vesting for 18 months
Price: 0.03 UST per token

IDO 4%
IDOs for Terra communities
10% on TGE, then 1 month cliff, then 6 months linear daily vesting
Price: 0.06 UST per token

Staking Fund 25%

Rewards for Proteus stakers and LP stakers
Only enough tokens will be unlocked to subsidize initial Proteus staking  
rewards until Proteus Finance earns enough yield fees to pay rewards 
from that source

Insurance Fund 20% Payouts for insurance holders
Tokens will be released for the investors if insurance is needed

Team   17%
Token allocation to Proteus Finance core team
8% vested monthly from the 10th month after the TGE. Last month 4%. 
(23 months total vesting period)

Advisors  2%
Token allocation to Proteus Finance Advisors
5% vested monthly from the 3th month after the TGE (23 months total 
vesting period)

Launchpad / 
Community   17% Funding of Proteus projects by the community

Only the necessary amount will be released

Liquidity  6% Liquidity for Terraswap for Proteus-side
Tokens will be locked in DEXs (Proteus/UST)

Total 100%
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Income Sources for Proteus Finance
The Proteus app will be monetized in three primary ways:

• A transaction fee of 0.2% for converting user stable coins to UST on the Terra 
platform

• A transaction fee of 0.5% for deposits to the strategies

• 10% of insurance subscriptions will be Proteus net revenue

Some initial, fairly conservative estimates (compared to what is currently 
happening in other Terra protocols) suggest the following uptake of the Proteus 
project:

Tokenomics5

No of investments Monthly volume
(coin swaps  withdrawals) Insurance Fund ($) Tiers

3 Million by April
10 Million by June
20 Million by September

1 Million in March
2 Million in April
6 Million in June
12 Million in September

100k in March
200k in April
600k in June
1.2 million in September

30% no tier
30% Tier 1
20% Tier 2
18% Tier 3
  2% Tier 4
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The Proteus ecosystem was created to eliminate bottlenecks and allow people 
with very little knowledge of cryptocurrency to invest in a DeFi environment and 
get the returns that are currently available only to tech-savvy investors. 

The Proteus Finance Project aims to provide opportunities for decentralized 
investment through 

• Providing the best yields for stablecoins in the market

• Creating a one-stop, automated process for complex De-Fi products 

• Ensuring that investors never lose the money they invested.

This whitepaper has described the techniques and approaches that the company 
will use to achieve these objectives.

For more information or to enquire how you could support this project, please 
contact 

Lukas Navickas

team@proteus.finance

Conclusion6

The Proteus Finance Project

Making complex DeFi investments accessible to everyone

Enabling mass adoption of DeFi
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DeFi is a new financial ecosystem, so many terms may be unfamiliar to readers. 

This glossary defines some that are important to understanding this whitepaper.

1. Stablecoins

2. Liquidity pools, liquidity providers, and impermanent loss

3. Automated Market Makers

4. Vaults

5. Yield farming

6. Staking

7. APR vs. APY

8. DeFi Ecosystem

1. Stablecoins

Defining stablecoins

Stablecoins deal with the volatility problem generally associated with 
cryptocurrencies. 

A stablecoin is a cryptocurrency backed one-for-one by a real-world asset, such as 

• A fiat currency - Tether (USDT), USD Coin (USDC), Binance US Dollar (BUSD)

• A commodity - Paxos Gold

• Another cryptocurrency – DAI (against ETH)

There are also algorithm-backed stablecoins where software and rules maintain 
an exact coin ratio to the US dollar or other asset. Terra’s UST is an example 
against the US Dollar.

APPENDIX A: Glossary of terms used in the 
proteus finance whitepaper

7
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• Unlike other stablecoins, like Tether or the DAI, that need physical assets or 
collateral to peg their value, Terra uses an algorithm to tie its stablecoin to 
its native coin, the LUNA. 

• Every time a UST is minted, the dollar equivalent of LUNA is burned. This 
decreases the number of LUNA in circulation and pushes up its value.

• The UST maintains its value through a balancing system based on arbitrage. 

• If the UST increases in value to above $1, LUNA holders might burn $1 of 
LUNA to generate 1 UST to sell on the open market to benefit from the 
higher price.  The activity will increase the number of UST and push the 
price down.

• Similarly, if the value of UST drops below $1, traders will buy UST, which 
they can burn in exchange for $1 worth of LUNA.

• This mint/burn mechanism and the arbitrage hold the stablecoin very 
close to its pegged price. 

The mint/burn mechanism also controls the supply and demand of LUNA and 
has increased its price. 

Luna is currently the #10 cryptocurrency, based on over $23 billion market 
capitalization. The UST is at #23, with a market cap of close to $9 billion. 
(CoinMarketCap, 12 December 2021.)

Benefits of stablecoins

The first benefit is that the market has confidence that the stablecoin can be 
redeemed at the price it was pegged at. 

Another benefit of stablecoins is the ease of trading: 

The problem:

• If you want to buy a particular cryptocurrency, you may have to trade 
across several exchanges and cryptocurrencies to get from your fiat (e.g., 
USD) to the pair you want. 

• You’d have to do the same process in reverse if you wanted to off-ramp back 
to USD.

• Any gains you may have made could be lost in the various swaps and the 
transaction costs. 
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The solution:

• It’s easier to convert your dollars into a stablecoin like USDT, USDC, or UST, 
which are part of the digital landscape and can be used to trade up and 
down with other cryptocurrencies independently, often without needing an 
exchange. 

• They can then easily be off-ramped to dollars if you want to, thus providing 
instant liquidity.

• A big plus for crypto investors is that if another token they are holding seems 
too volatile, it is easy to convert to a stablecoin and remain in the crypto 
market rather than exiting into fiat. 

2. Liquidity pools, liquidity providers, and 
impermanent loss 
A liquidity pool is a collection of funds locked in a smart contract. 

Anyone can add to the pool, which is managed by the rules embedded in the 
smart contract. 

Liquidity providers (lenders) deposit their assets into the pools. They must 
deposit an equal amount of two tokens to create a market (e.g., ETH and USDT).

• They benefit from trading fees from the trades in this market or pool.

• Some pools also offer rewards as an incentive to stake your 
cryptocurrency. These rewards are typically paid in the token used on the 
platform.
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Liquidity providers have a risk of impermanent loss. 

• Impermanent loss is the loss you might suffer in dollar value when your 
funds are locked up in a smart contract, and you wouldn’t have had this loss 
if you had held them in your wallet.  It can come from a shift in the value of 
one of the tokens in your pool against the other or from one pool to another.

• This loss is impermanent because if the token appreciates after losing value, 
you’ll have more funds allocated to that token, and you’ll end up making 
your money back.

Stablecoins will stay in a relatively contained price range, and, therefore, there is 
less risk of impermanent loss for liquidity providers.

Trading fees could counteract impermanent loss, making liquidity-providing 
profitable. 

However, it depends on the protocol, the specific pool, the deposited assets, 
and broader market conditions. Impermanent losses can sometimes lead to 
considerable losses if not carefully monitored. It can include a significant portion 
of the initial deposit.

If a liquidity pool promises unusually high returns, the associated risks are also 
likely to be higher. For further information and examples on impermanent losses, 
check https://academy.binance.com/en/articles/impermanent-loss-explained 

It is possible to calculate a projected impermanent loss using calculators 
available online, such as https://dailydefi.org/tools/impermanent-loss-
calculator/
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3. Automated Market Makers (AMMs)
There is an order book in traditional trading – to match buy and sell orders. There 
must be a seller for every buyer. 

Liquidity refers to how easily one asset can be converted into another without 
affecting its market price. There is limited liquidity if there are insufficient buyers 
or sellers for a particular asset. 

Automated Market Makers (AMMs) are smart contracts that form the basis of 
decentralized exchanges (DEXs). 

• They fix the liquidity problem by creating liquidity pools and offering liquidity 
providers the incentive to supply these pools with assets. 

• The more assets in a pool and the more liquidity the pool has, the easier 
trading becomes on decentralized exchanges.

• These new trades are peer-to-contract. You are dealing directly with the 
smart contract holding the liquidity pool – there doesn’t have to be a seller 
on the other side, provided there is sufficient liquidity in the pool. Neither is it 
necessary to have an intermediary to manage the trade.

4. Vaults
Both liquidity pools and vaults are smart contracts that offer rewards to users 
who make deposits. 

• In a liquidity pool, the activity is confined to swaps or trades between the 
tokens in the pool.

• In a vault, funds can be moved between liquidity pools to find the highest 
yields. Each vault has its own strategies and rules for transferring funds.

The funds in vaults can be used for decentralized trading, lending, yield farming 
(also called liquidity mining), minting synthetic assets, insurance, etc. 
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5. Yield farming 
Yield farming (or liquidity mining) is an investment strategy where 
cryptocurrency investors switch between different liquidity pools to earn the 
highest interest rates possible.

6. Staking
Every transaction on a blockchain must be validated before it is added to 
a block. Validators are rewarded for performing this function, generally by 
receiving some of the tokens on the blockchain. 

One method of validation is called Proof-of-Stake. Owners of tokens can “stake” 
or lock them on the network (meaning they cannot sell or transact with them). In 
exchange, they may participate in the validation process and stand to “win” new 
tokens. In some cases, they are offered interest on the tokens staked. Staking 
provides stability to the network.

Each blockchain project which incorporates a staking feature has its policies for 
staking and withdrawal.

7. APR vs. APY
APR = annual percentage rate 
APY = annual percentage yield

The APR is an indicator for investors to calculate profit over a certain period. 
APY includes the compound interest of the pool.

For example, let’s assume investors have a $1,000 UST deposit in a liquidity pool 
at 10% interest per quarter.

• If they withdraw the interest every quarter but leave the original deposit in 
the pool, then the profit would be $400: 4 x $100 (10% of $1,000) = APR

• If the interest were left to compound in the pool for the year, the return 
would be $464 = APY

Returns fluctuate, depending on the popularity of the pool (supply and demand), 
whether additional token rewards are offered to investors to leave their funds in 
the pool, and liquidity levels.
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8. The DeFi Ecosystem
An ecosystem is a group of elements that interact within a particular system. 

Decentralized Finance (De-Fi) is an umbrella term describing a financial system 
that does not rely on central financial institutions such as banks, exchanges, 
or brokers offering traditional financial instruments. It depends on blockchain 
technologies and smart contracts.

The DeFi ecosystem would include all the applications, tools, solutions, and 
programs associated with this decentralized financial system.
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