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Introduction

Scope and Purpose

Technological innovation has contributed tremendously to economic progress and prosperity. Finance, including capital
markets, is no exception. Technology has made capital markets more vibrant, efficient, and inclusive and has helped
capital get to where it is needed so businesses can grow, compete, invent, and create jobs. The asset management
industry has not only been resilient as technology has changed over the decades, it has thrived, using technological
innovation to modernize the structure, distribution, and operations of pooled investment vehicles and the delivery of other
financial products and services. Beyond technological innovation, asset managers have long pursued product innovation
to broaden investor access to capital markets and to help investors achieve their financial objectives—from the first
mutual fund in 1924, to money market funds in the early 1970s, to the emergence of exchange-traded funds (ETFs).

In recent years, one technological innovation that has drawn considerable attention in capital markets is blockchain,

or distributed ledger, technology. It is well-understood that blockchain is about much more than Bitcoin and other
cryptocurrencies. Blockchain is often described as financial infrastructure. A particular use case for blockchain—the
tokenization of securities—has gained considerable momentum as part of broader efforts to tokenize so-called “real-world
assets” and has demonstrated the potential to deliver material real-world benefits at scale.

Tokenization, though still emerging, holds considerable promise—not merely as an operational modernization of
existing securities infrastructure, but also as something potentially more transformative. By enabling regulated
financial products to operate within programmable, internet-native environments, tokenization may fundamentally
change how investors access, hold, transfer, and utilize financial assets. In this respect, tokenization may evolve the
distribution architecture and user experience through which financial products and services are delivered and used.

The Investment Company Institute (ICI)' and its members continue to explore and assess how tokenization may
be integrated into asset management and the impacts it could have for investors and other market participants.
One source indicates that the value of tokenized real-world assets has grown from approximately $3 billion to over
$33 billion in just two years,? and indications are that tokenization will accelerate. Asset management is diverse,
however—characterized by different business models, products, structures, and distribution channels—and the
impact of tokenization will not be uniform across it.

! The Investment Company Institute (ICl) is the leading association representing the asset management industry in service of individual investors.
ICI's members include mutual funds, exchange-traded funds (ETFs), closed-end funds, and unit investment trusts (UITs) in the United States, and
UCITS and similar funds offered to investors in other jurisdictions. Its members manage $47.7 trillion invested in funds registered under the US
Investment Company Act of 1940, serving more than 125 million investors. Members manage an additional $10.8 trillion in regulated fund assets
managed outside the United States. IC also represents its members in their capacity as investment advisers to collective investment trusts (CITs)
and retail separately managed accounts (SMAs). ICl Associate Members include service providers to member firms and CIT trust companies. ICI
has offices in Washington DC, Brussels, and London.

2 Analytics on Tokenized Real-World Assets, RWA xyz, https://www.rwa.xyz/ (as of July 7, 2026).
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Rather than offer a comprehensive survey of tokenization, let alone blockchain and its many other applications, this white
paper centers on the tokenization of securities from the perspective of asset management and asset managers, with
particular emphasis on key implications and opportunities for registered investment funds and their investors. For asset
management, tokenization operates on two primary levels: the tokenization of shares offered by investment funds, such
as mutual funds and ETFs, and the tokenization of the assets in which investment funds invest on behalf of their investors.
Importantly, there are different models for tokenizing an asset, and different tokenization methods within each model.
While this white paper focuses on thematic elements of tokenization, it also appreciates that the specific features and
attributes of a particular tokenization model are consequential. In short, no one-size-fits-all assessment applies equally
to all models of tokenization. Against this backdrop, this white paper sets forth several principles that ICI respectfully
submits should serve as guideposts for Congress, financial regulators, and other policymakers as they continue to
evaluate the integration of tokenization into capital markets and develop an appropriate regulatory framework.

ICI strongly supports efforts to integrate tokenization into financial markets in a manner that harnesses its benefits
while prudently managing associated risks. Effective regulation remains indispensable to asset management, but

it must be fit-for-purpose, workable, durable, and adaptable to technological innovation if it is to foster, rather than
impede, the type of innovation and competition that ultimately benefits investors. Following a brief background on
tokenization and the current regulatory landscape, this white paper examines in Part Il various tokenization models
and the distinct rights, title, and interests they confer, considers in Part |ll the key potential implications of tokenization
for asset management, and sets out in Part IV recommended principles for policymakers.

Tokenization and Related Market and Regulatory Developments

The word “tokenization” is not always used to mean precisely the same thing, and there are different models

(or structures) for tokenizing securities.® But in general, tokenization of real-world assets refers to the digital
representation of interests in existing assets (e.g., mutual fund shares, ETFs, stocks, bonds, commodities, real estate,
art, equipment, etc.) that takes the form of a “token” (a type of digital asset) issued, held, transferred, and recorded
on a blockchain—effectively bringing those real-world assets “onchain.” As the Securities and Exchange Commission
(SEC) put it, “Tokenization is the process of creating a digital representation of a tangible or intangible asset using
blockchain or similar distributed ledger technology.”

Generally speaking, tokenizing a real-world asset does not, in and of itself, change the nature of the asset that is
tokenized. However, tokenization has the potential to change, in significant respects, how interests in an asset can be
distributed and transferred. SEC Chairman Paul Atkins stated plainly, “[A] stock is still a stock whether it is a paper
certificate, an entry in a DTCC account, or represented by a token on a public blockchain. A bond does not stop being
a bond because its payment streams are tracked using smart contracts. Securities, however represented, remain
securities. That is the easy part.”

3 Seeinfra Parts Il and Il (describing different tokenization models and implications for investors).

4 See US Sec. & Exch. Comm’n, Application of the Federal Securities Laws to Certain Types of Crypto Assets and Certain Transactions Involving
Crypto Assets, Sec. Act Rel. No. 33-11412, at n.82 (Mar. 17,2026), https://www.sec.gov/files/rules/interp/2026/33-11412.pdf (interpretive release
addressing the application of the federal securities laws to certain types of crypto assets and certain transactions involving crypto assets, where the
SEC defines a “crypto asset” as “any digital representation of value that is recorded on a cryptographically secured distributed ledger”).

> Paul S. Atkins, Chairman, US Sec. & Exch. Comm'n, The SEC’s Approach to Digital Assets: Inside “Project Crypto” (Nov. 12, 2025),
https://www.sec.gov/newsroom/speeches-statements/atkins-111225-secs-approach-digital-assets-inside-project-crypto.
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Although tokenization is still emerging, tokenization is already underway across capital markets.® Many anticipate
that the pace and scale of securities tokenization will accelerate, especially given the increasingly accommodative
regulatory environment in the US designed to facilitate the integration of blockchain technology into financial markets.

Within days of taking office, for example, President Trump signed an executive order to promote regulatory clarity for
digital assets and bolster US leadership in the global digital asset economy, encouraging innovation and opportunity.’
At that time, President Trump stated that he is fulfilling his promise to make the US the “crypto capital of the planet.”
SEC Chairman Atkins analogized the adoption of tokenization in the securities markets with other forms of impactful
technological innovation, “[The] movement of securities from off-chain to on-chain systems is akin to the transition of
audio recording from analog vinyl records to cassette tapes to digital software decades ago. ... Just as the shift to digital
audio revolutionized the music industry, the migration to on-chain securities has the potential to remodel aspects of the
securities market by enabling entirely new methods of issuing, trading, owning, and using securities.” And Commodity
Futures Trading Commission (CFTC) Chairman Michael Selig described the broader ambitions of tokenization, “Today,
innovators are leveraging technologies such as blockchain and artificial intelligence not just to modernize legacy
financial systems, but also to build new ones. The same spirit that drove American farmers to cultivate the Great Plains
inspires today's entrepreneurs to leave traditional finance behind and conquer new, unexplored territories.”’°

The legislative branch is on a similar trajectory. In July 2025, the Guiding and Establishing National Innovation for US
Stablecoins Act (the “GENIUS Act”) was signed into law." It was the first major federal legislation on digital assets'? and
introduces a regulatory framework for “payment stablecoins” and “permitted payment stablecoin issuers,” recognizing
that reserve assets for such stablecoin issuers may be in tokenized form. Even as rulemaking under the GENIUS Act
continues to develop, payment stablecoins and other blockchain-based payment systems are expected to play an
important role in capital markets by enabling programmable, near-instantaneous settlement and serving as the payment
“rails” for a broader tokenized asset ecosystem. Congress is currently considering more comprehensive legislation
concerning the structure of digital asset markets and the allocation of jurisdiction between the SEC and the CFTC.

® See e.g, Glob. Fin. Mkts. Ass'n et al., The Impact of Distributed Ledger Technology in Capital Markets: Ready for Adoption, Time to Act (Aug. 2025),
https://www.gfma.org/wp-content/uploads/2025/08/1.-full-report-impact-of-dlt-in-cap-mkts-final-1.pdf (“The stage for mass adoption
of tokenization in capital markets is set, driven by clearer regulatory pathways, mature technology platforms, and committed institutional
participation.”); World Econ. F.,, Asset Tokenization in Financial Markets (May 2025), https://reports.weforum.org/docs/WEF_Asset_Tokenization_
in_Financial_Markets_2025.pdf (noting “tokenization is expected to scale” and this “will require sustained public-private coordination and a phased,
risk-aware approach”); S&P Glob. Mkt. Intel., How Tokenization Is Changing Capital Markets (Feb. 2026), https://www.spglobal.com/market-
intelligence/en/news-insights/research/2026/02/how-tokenization-is-changing-capital-markets (“Proof of concept tokenization is moving into
production. In 2025 alone, there have been more than 18 digital bond issuances in public markets, all investment grade. Large asset managers and
major U.S. banks are already tokenizing money market funds. The question has shifted from ‘if’ to ‘how do we scale?””).

7 Exec. Order No. 14178, Strengthening American Leadership in Digital Financial Technology, 90 Fed. Reg. 8647 (Jan. 23, 2025),
https://www.federalregister.gov/d/2025-02123/page-8647.

8 Fact Sheet, The White House, Executive Order to Establish United States Leadership in Digital Financial Technology (Jan. 23, 2025), https://www.
whitehouse.gov/fact-sheets/2025/01/fact-sheet-executive-order-to-establish-united-states-leadership-in-digital-financial-technology/; see
also Key Initiatives: Crypto, The White House, https://www.whitehouse.gov/crypto/ (last visited July 7,2026) (noting continued efforts to achieve the
President’s objectives made by the President’s Working Group on Digital Asset Markets).

° Paul S. Atkins, Chairman, US Sec. & Exch. Comm’n, Keynote Address at the Crypto Task Force Roundtable on Tokenization (May 12, 2025),
https://www.sec.gov/newsroom/speeches-statements/atkins-remarks-crypto-roundtable-tokenization-051225-keynote-address-crypto-task-
force-roundtable-tokenization.

19 Michael S. Selig, Chairman, US Commodity Futures Trading Comm’n, America’s Financial Markets Are Ready for a Golden Age, Wash. Post (Jan. 20,
2026), https://www.cftc.gov/PressRoom/SpeechesTestimony/seligstatement012026.

" See GENIUS Act, Pub. L. No. 119-27, 139 Stat. 419 (2025) (codified at 12 U.S.C. 5901-5916).

12 The terms “digital asset” and “crypto asset” are often used interchangeably. See Staff Statement, US Sec. & Exch. Comm'n, Staff Statement Regarding
Broker-Dealer Registration of Certain User Interfaces Utilized to Prepare Transactions in Crypto Asset Securities, at n.3 (Apr. 13,2026), https://www.
sec.gov/newsroom/speeches-statements/staff-statement-regarding-broker-dealer-registration-certain-user-interfaces-utilized-prepare-staff-
statement-regarding-broker-dealer-registration-certain-user-interfaces-utilized (“[A] ‘crypto asset’ is any digital representation of value that is recorded
on a cryptographically secured distributed ledger. Crypto asset securities include tokenized versions of an equity or debt security. The foregoing definition
of ‘crypto asset’ is identical to the definition of ‘digital asset’ in Section 2(6) of the [GENIUS Act].") (hereinafter “SEC Statement on User Interfaces”).
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Tokenization Models: “Issuer-Sponsored” and
“Third Party—Sponsored” Models and Their Variants

There are different models (or structures) for tokenizing securities, with each model affording the holder of
tokenized securities a specific complement of rights, title, and interests. It is important to understand not only the
identity of the party responsible for tokenizing a security, but also the mechanics (or methods) of how a security is
tokenized. Notably, the issuer of the security being tokenized may or may not be involved in the decision to tokenize
its securities depending on the model of tokenization. As the SEC staff explained, an issuer or its agent can tokenize
a security (so-called “issuer-sponsored” models) or third parties unaffiliated with an issuer can tokenize a security
(so-called “third party—sponsored” models).”

The type of tokenization model—along with variants within a particular model—can impact the regulatory status

of a tokenized security as well as the token holder’s “rights, obligations, and benefits.”* The differences from one
tokenization model to another and variants within a particular model can be nuanced and may not always be readily
apparent, particularly for retail investors. For example, for issuer-sponsored tokenization models, the SEC staff
summarized two distinct variants:

An issuer may tokenize a security by issuing it in the format of a crypto asset. To accomplish this, the issuer

(or its agent) integrates [distributed ledger technology] into the systems that it uses to record owners of the
security (the “master securityholder file”), such that a transfer of the crypto asset on the crypto network results
in a transfer of the security on the master securityholder file. Consequently, the only difference between a
security issued in this manner and securities issued in traditional format is that instead of maintaining the
master securityholder file through conventional, offchain database records, the issuer (or its agent) maintains
the master securityholder file on one or more crypto networks, which functionally are onchain database records.
As part of this recordkeeping system, the issuer (or its agent) uses onchain database records alongside offchain
database records and associates the onchain information (e.g., wallet address, quantity of security owned, and
issue date) with relevant offchain information (e.g., security holder name and address)."®

3 See generally Div. of Corp. Fin., Div. of Inv. Mgmt., & Div. of Trading and Mkts., US Sec. & Exch. Comm’n, Statement on Tokenized Securities (Jan. 28,
2026), https://www.sec.gov/newsroom/speeches-statements/corp-fin-statement-tokenized-securities-012826-statement-tokenized-securities
(hereinafter “SEC Statement on Tokenized Securities”).

“d.

5 |d. The SEC staff then observed that “[a] single class of securities could be issued in multiple formats, including tokenized format. Similarly, an issuer
may permit security holders to hold a security in different formats and convert the security from one format to another.” Id. The staff added:

On the other hand, the tokenized security could be of a different class of securities from those issued in traditional format. For example, an issuer
could issue one class of common stock in traditional format and issue a separate class of common stock as a tokenized security. However, if

the tokenized security is of substantially similar character as the security issued in traditional format and holders of the tokenized security enjoy
substantially similar rights and privileges, the tokenized security may be considered of the same class as the security issued in traditional format for
certain purposes under the federal securities laws.
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The SEC staff continued:

Alternatively, an issuer (or its agent) may tokenize a security without a crypto network constituting, or being
part of, the master securityholder file. Under this model, the issuer issues the security offchain and issues a
crypto asset to security holders. The crypto asset does not convey any rights, obligations, or benefits of the
security, and the crypto asset and its onchain database records are not directly integrated into the master
securityholder file for the security. Instead, the crypto asset may be used indirectly to effect transfers of the
security on the master securityholder file. In this case, the transfer of the crypto asset, which is a securities
transaction, operates to notify the issuer (or its agent) to record the transfer of ownership of the security on the
master securityholder file. Because the offchain database records constitute the master securityholder file, the
issuer (or its agent) will use the onchain database records to update the offchain database records to record the
transfer of ownership of the security.’

A principal attribute of issuer-sponsored tokenization is that the issuer approves the tokenization of its securities.
However, an issuer does not necessarily have to consent to, or otherwise take steps in support of, the tokenization of
its securities. Relatedly, tokenization can create an asset that, technically, is separate from the underlying securities
characterized as having been tokenized. The SEC staff described it this way:

In addition to issuer-sponsored tokenized securities, third parties unaffiliated with an issuer of a security could
tokenize the unaffiliated issuer’s security. The models that third parties are using to tokenize securities vary, and
the rights, obligations, and benefits associated with the crypto asset may or may not be materially different from
those of the underlying security. In addition, the crypto asset may or may not represent an ownership interest in
or contractual obligation of the issuer of the underlying security and, as such, may or may not confer upon the
holder of the crypto asset any rights as a holder of the underlying security. Further, holders of the crypto asset
may be exposed to risks with respect to the third party, such as bankruptcy, to which a holder of the underlying
security would not necessarily be exposed.

We have observed two models where a third party tokenizes securities issued by another person: custodial
tokenized securities and synthetic tokenized securities. Under the first model, the third party issues a crypto
asset representing the underlying security, such as a tokenized security entitlement. The underlying security
is held in custody, and the crypto asset evidences the holder’s ownership interest (whether direct or indirect)
in the underlying security being held in custody. Under the second model, the third party issues a crypto asset
representing its own security that provides synthetic exposure to the underlying security, such as a tokenized
linked security or a tokenized security-based swap.”

Not surprisingly, attention has gravitated toward ensuring investor protection, including that investors understand how
different forms of tokenization could affect their economic interests, access to information, governance rights, and
investment risks. There is also focus on how securities tokenized in different ways may trade—not only in comparison
to each other, but also in comparison to any traditional non-tokenized version of the security—and what that could
mean for price formation, liquidity, and other indicia of market quality.’®

6 d.

7 Id. (footnotes omitted). The SEC staff proceeded to describe in more detail “tokenized security entitlements” (under “custodial tokenized securities”)
and “linked securities” and “security-based swaps” (under “synthetic tokenized securities”), further illustrating that multiple variants exist within
third-party tokenization, each with different implications.

'8 Seeinfra Part I11.B.
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Potential Implications of Tokenization for Asset Management:
Products, Distribution, and Trading

Tokenization will impact asset management—perhaps substantially—from the features and composition of investment
funds, to the distribution of products and services to investors, to the role and responsibilities of fund transfer agents,
to the secondary trading of fund shares and the securities in which funds invest on behalf of their investors. There

is no consensus on the extent to which, or the pace at which, tokenization will be integrated into financial markets
generally, nor asset management specifically. However, under the present regulatory trajectory, the pace and scale of
integration appears poised to accelerate, with steady technological advancements, the regulatory environment moving
towards greater clarity,’ and more use cases moving beyond pilot programs.

Multiple factors—including legal and regulatory developments, investor demand, interoperability and standardization,
and the cost and complexity of reconciling or replacing “legacy” systems with blockchain-based systems—are
expected to affect the speed and extent of integration. The commercial context is also a significant factor. For
example, at least in the near term, tokenization may be more impactful for particular use cases or particular market
segments. Tokenization may also resonate more among particular investors, such as investors whose investment

or banking experience is rooted in digital assets, digital wallets,?® or digital platforms. For these reasons, the pace of
integration within asset management or among asset managers is expected to vary.

Whether or not blockchain is deployed in the future to rearchitect the current global financial system in its entirety,
tokenization will present asset management with a range of direct and indirect opportunities and challenges, with
varying degrees of impact to current business and operational models and investors. For example, core features

of tokenization—including programmability, composability, and automation enabled by smart contracts?—could
impact traditional fund structures and disrupt distribution models and the delivery of traditional financial products
and services. In particular, tokenization may allow regulated financial products to integrate directly into blockchain-
based applications, digital wallets, payment systems, and other internet-native financial environments in ways that
traditional account-based financial infrastructure generally do not. Other use cases may produce incremental rather
than transformative change—for example, by improving operational efficiencies in fund management (e.g., proxy
solicitation and tabulation); however, the practical consequences for asset managers may still be significant.

' While the asset management industry has received regulatory clarity on select issues, more is needed. For example, clarity on whether and how
registered funds can directly hold digital assets, including stablecoins, while maintaining their regulated investment company tax status and
satisfying good-income and diversification tests, is foundational to next-generation product design. Tax treatment of staking, and grantor-trust
flexibility for staking activities, likewise warrant attention.

2

S

The term “digital wallet” means different things depending on the context. A digital wallet includes software applications (often on a mobile phone,
such as Apple Pay) that store payment details to enable electronic payment transactions among consumers and merchants without the need for
cash or physical credit cards. In the digital asset context, digital wallets are used to store the cryptographic keys to invest in and manage digital
assets. See SEC Statement on User Interfaces, supra note 12, at n.6 (“[A] wallet is software or hardware that is used to store a crypto asset security
investor’s private key, which is used to engage in crypto asset securities transactions.”). Digital asset wallets may be custodial (where the private keys
are maintained by a third-party) or non-custodial (where the private keys are maintained by the investor).

2

“Smart contracts” are self-executing software programs stored on a blockchain that automatically execute transactions or other functions or
enforce rules when predetermined conditions are met, without the need for intermediaries or manual processing. Smart contracts can define
important properties of digital assets and blockchain-based applications, including "how and when securities may be purchased, sold, and
transferred, as well as automate dividend and interest payments or other distributions.” See Hester M. Peirce, Comm'r, US Sec. & Exch.
Comm’n, Remarks at SEC Crypto Roundtable on Tokenization (May 12, 2025), https://www.sec.gov/newsroom/speeches-statements/peirce-
remarks-crypto-roundtable-tokenization-051225.
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Smart contracts can deliver efficiency gains by reducing the need for intermediaries and manual processing, but they
can also present certain risks and raise certain questions, including in relation to code vulnerabilities and manipulation
of those vulnerabilities, cybersecurity threats, lack of standardization, regulatory uncertainty, and enforceability
concerns.?2 These considerations vary in nature: some are unique to blockchain-based systems, while others arise in
traditional systems as well. Addressing them effectively will be important to widespread adoption.

This section examines particularly consequential potential implications of tokenization for asset management,
including opportunities and challenges. Notably, this section spans a range of use cases: forward-looking use cases
frequently discussed by those who anticipate that tokenization will fundamentally reshape financial markets—some of
which have not yet been deployed at scale or beyond pilot programs and may be more ambitious—and use cases that
are currently available in the market or generally expected in the near term.

New Products, Product Features, and Distribution Channels

Product Innovation

Blockchain-enabled tokenization has the potential to open a new frontier for financial product innovation, functionality,
and utility. Coupled with programmability and smart contracts that can automate tasks and activities that today are
manual or intermediated, tokenization can unlock new structures, features, and use cases that benefit investors,
although any risks that might be introduced must be identified, assessed, and managed effectively. Asset managers,
other financial institutions, and regulators alike are examining how tokenization can affect and even transform the
design, features, and delivery of financial products and services.

Registered Funds. Tokenized shares of funds registered under the Investment Act of 1940 (1940 Act) are currently

limited in number and represent a fraction of assets relative to their traditional counterparts, but they are a growing area
of interest among asset managers and are gaining traction among investors. Early tokenization efforts were primarily
focused on mutual funds, particularly money market funds, and have since expanded to include ETFs. Tokenization of
fund shares does not, in itself, mean the fund invests in cryptocurrencies. Rather, tokenization concerns the technological
infrastructure through which ownership interests are issued, recorded, transferred, or settled, while the underlying
investment exposure may remain entirely traditional in nature (e.g., fixed income or equity securities).

Unlike traditional mutual fund share trades, which typically settle on a T+1 basis, or ETFs, which primarily trade only
during normal exchange hours, tokenized fund shares technologically enable near-instant 24/7 trading.?® Tokenized
money market fund shares already are capable of trading on a 24/7 peer-to-peer basis,?* and one asset manager has
received exemptive relief from the SEC to facilitate secondary-market transactions of its tokenized government money

2

N

See generally Glob. Fin. Mkts. Ass'n et al., The Smart Contract Primer: An Initial Overview of Smart Contract Implementation within Financial
Services & Regulatory Solutions for Risk Management (Oct. 2024), https://www.gfma.org/wp-content/uploads/2024/10/gfma-gdf-smart-
contract-primer-report-2024.pdf.

2

@

See Boston Consulting Grp., Aptos Labs, & Invesco, Tokenized Funds: The Third Revolution in Asset Management Decoded, at 6 (Oct. 29, 2024),
https://web-assets.bcg.com/21/c5/fc3b58b146809d89e5b6b8870d5d/tokenized-funds-the-third-revolution-in-asset-management-
decoded.pdf (hereinafter “Tokenized Funds”). We note that the SEC has approved Nasdaq's 23/5 trading proposal, SEC Release No. 34-105199;
File No. SR-Nasdag-2025-109 (Apr. 10, 2026), https://www.sec.gov/files/rules/sro/nasdaq/2026/34-105199.pdf.

4 Franklin OnChain U.S. Gov't Money Fund, Registration Statement (Form 485BP0S) (July 25, 2025),
https://www.sec.gov/Archives/edgar/data/1786958/000174177325002737/c485bpos.htm.
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market fund at a fixed $1.00 per share (plus or minus dealer compensation).?® This relief also permits investors to
settle transactions in fund shares from dealers using stablecoins rather than US dollars, potentially allowing investors
to move more efficiently between crypto and traditional securities markets. This contrasts with the current process
involving direct purchases with a mutual fund, which generally cannot be effected through stablecoins, and so requires
investors to exchange stablecoins for cash through a third party prior to transacting with the fund.

Continuous trading of a tokenized fund’s shares could offer numerous benefits to investors, including faster, “atomic”
settlement and near instantaneous exposure to the fund, as well as the ability to transact outside of normal market
hours, which provides advantages for investors who must manage investments across various time zones.

The near-instant settlement of a tokenized fund’s shares may also spur other product design innovations. For
example, one asset manager has introduced an “intraday yield” feature on its tokenization platform that allows for
calculation and distribution of yield “down to the second.”?® This feature allows for yield to effectively follow a share,
so that each person who holds the share throughout the trading day receives their ratable portion of the fund'’s daily
yield. Other market participants have similarly explored or made available mechanisms for continuous interest or yield
accrual associated with tokenized fund interests and blockchain-based recordkeeping systems. Features such as this
may make certain funds economically more attractive to certain investors.

Further, tokenized fund shares may offer investors additional utility. For example, the speed at which tokenized
fund shares can be transferred may unlock the use of fund shares as collateral. Shares of a tokenized fund could
be posted as collateral for lending nearly instantaneously, meaning investors can access new liquidity much

more quickly than is currently the case. Through smart contracts, loan terms can be programmed directly into

the tokenized fund shares, streamlining the collateral posting and management process and offering reduced
counterparty risk and costs.?” As a result, investors may enjoy additional balance sheet flexibility because,
everything else being the same, collateral may be released more quickly and thus redeployed more quickly, and
collateral will be more mobile across products and even jurisdictions on an around-the-clock basis. In recognition
of the potential for innovation in this area, regulators have begun taking steps to remove regulatory hurdles, such as
to allow tokenized securities to be used as collateral in derivatives transactions.?®

2

o

See In the Matter of WisdomTree Digital Trust, et al., Investment Co. Act Rel. No. 35968 (Feb. 23, 2026). This relief allows investors to purchase and
sell shares of a tokenized government money market fund at $1.00 per share (plus or minus dealer compensation) from affiliated and unaffiliated
dealers at all hours, rather than limiting transactions to settle after the next net asset value (“NAV”) calculation. As a safeguard, if the fund’s
market-based (or shadow) NAV deviates by 0.25% or greater from its amortized cost NAV of $1.00 per share, the option to transact with dealers
would be either temporarily suspended or dealers would process transactions at the fund’s next calculated NAV in accordance with Section 22(d) of
the 1940 Act and Rule 22c¢-1 thereunder.

% Press Release, Franklin Templeton Launches Patent-Pending Intraday Yield Feature on Benji Technology Platform (June 10, 2025),
https://www.franklintempleton.com/press-releases/news-room/2025/franklin-templeton-launches-patent-pending-intraday-yield-feature-on-
benji-technology-platform.

27 Tokenized Funds, supra note 23, at 13.

8 See Tokenized Collateral Guidance, Commodity Futures Trading Comm'n Letter No. 25-39 (Dec. 8, 2025), https://www.cftc.gov/node/257251;
see also Press Release, Acting Chairman Pham Announces Launch of Digital Assets Pilot Program for Tokenized Collateral in Derivatives Markets,
Commodity Futures Trading Comm’n Release No. 9146-25 (Dec. 8, 2025) https://www.cftc.gov/PressRoom/PressReleases/9146-25 (“The CFTC's
Market Participants Division, Division of Market Oversight, and Division of Clearing and Risk issued new guidance today on the use of tokenized
assets as collateral in the trading of futures and swaps. The guidance highlights that CFTC regulations are technology-neutral, and encourages the
analysis of tokenized assets on an individual basis in accordance with the CFTC's existing regulatory framework and firms’ policies and procedures.
The guidance applies to tokenized real world assets, including U.S. Treasury securities and money market funds.”).
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Tokenized money market funds and similar short-duration products may also serve as reserve management and
treasury management tools within blockchain-based payment ecosystems. In particular, tokenized registered
government money market funds may provide yield-bearing reserve assets for stablecoin issuers, digital asset
platforms, and businesses operating primarily onchain, allowing such entities to maintain exposure to high-quality
liquid assets providing yield in a highly regulated environment while preserving operational connectivity to
blockchain-based payment and settlement systems.

Secondary trading activity may also benefit tokenized funds themselves. For example, shareholders that are able to sell
tokenized shares in the secondary market may take advantage of this liquidity option rather than redeeming directly
with the fund. This may reduce the need for a fund to hold excessive cash or sell portfolio holdings to pay redemptions
proceeds, reducing cash drag on the fund’s portfolio and minimizing the impact to day-to-day portfolio management.
When coupled with the type of exemptive relief described above that the SEC previously issued to facilitate trading of a
tokenized money market fund, secondary trading can allow an affiliated dealer to manage its inventory in ways that can
help a fund manage cash flows (e.g., entering into purchases or sales to offset flows directly with the fund).

Tokenization would also facilitate fractionalization of fund shares and could lead to lower investment thresholds. Lowering
barriers to entry for investments in a fund may help such funds reach new investor bases, including “onchain natives” and
younger investors. For example, some tokenized money market funds have minimum investments as low as $20.

Managed Accounts. Pre-tokenization innovations such as automated rebalancing and share fractionalization by
broker-dealers have lowered the threshold for individual investors to directly invest in diversified pools of stocks
and bonds outside the traditional registered fund structure. Further, investors are increasingly using self-directed
and self-directed-adjacent products, which compete with both traditional registered fund and separately
managed account structures.

Tokenization, especially in combination with artificial intelligence, could accelerate both the pace and magnitude of these
trends. For example, tokenization can facilitate the ability of an asset manager to deploy more personalized portfolios at
scale, investing in tokenized securities alongside other digital assets in the same portfolio. Smart contracts can be utilized
to automatically rebalance an investor’s portfolio, taking into account exposures across tokenized securities (including
tokenized fund shares) and other digital assets to achieve the desired investment portfolio.?

A proof-of-concept project®® showed promising results for personalization and the utility of smart contracts. In the
report, wealth managers set out to create smart contracts that would “[e]nable a portfolio manager to seamlessly
manage a large number of discretionary portfolios, comprised of an array of tokenized traditional and alternative
investments across various blockchains, all whilst preserving unique investor-level account customizations.”®' To
execute the proof-of-concept, a portfolio manager updated the target asset allocation for a model, and the system
automatically rebalanced all investor portfolios tracking that model by fully executing orders to redeem from and
subscribe into the appropriate funds across different blockchains. The smart contract was able to automatically
implement orders in the correct allocations according to the model when an investor invested more capital. The
proof-of-concept showed how, utilizing tokenized fund shares, large numbers of portfolios could be programmatically
linked to model portfolios and automatically rebalanced over time as those models were updated. 32

29 Tokenized Funds, supra note 23, at 13.

30 J.P. Morgan & Apollo, The Future of Wealth Management: Ultra-efficient portfolios of traditional and alternative investments powered by tokenization
(2023), https://www.jpmorgan.com/kinexys/documents/portfolio-management-powered-by-tokenization.pdf.

5 d. at17.

% See also Fin. Conduct Auth., Progressing Fund Tokenisation, Consultation Paper CP25/28, at 35 (Oct. 14, 2025), https://www.fca.org.uk/
publication/consultation/cp25-28.pdf (“[D]iscretionary investment management could be delivered at lower cost and at scale by using
[distributed ledger technology].").
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Interests tied to a specific asset or cash flow of a company—as compared to equity, which represents an economic
claim against an enterprise as a whole—could be tokenized. This could enable investments to be even more precisely
tailored to an investor’s characteristics, preferences, and tradeoffs (e.g., investment time horizon, cash flow needs,
risk tolerances, return objectives, etc.). This potential development was discussed by the UK Financial Conduct
Authority, referring to what it calls “micro-model portfolios”:

This target ‘end-state’ involves direct holdings of tokenised assets being broken down into cash flows

that constitute the assets. These cash flows are represented in tokenised form. [A]n adviser creates an
actuarial-style lifestyle plan of current and future financial needs for an investor and assigns specific cash
flow tokens to meet those needs, providing ongoing portfolio management of cash flows. The tokenisation of
cash flows makes investing highly customisable to meet a wide range of bespoke client needs.*

Asset managers may also seek to publish self-executing allocation models utilizing their proprietary tokenized

funds. Fund companies that publish models on their websites could transition to a directed approach, where clients
subscribe to models that update automatically. While the approaches described above could raise questions under the
1940 Act and Investment Advisers Act of 1940 (Advisers Act), they represent examples of how asset managers might
offer traditional products and services in a tokenized context.

New Investors and New Distribution Channels

Tokenization can increase investor access to traditional financial products and services. Features of tokenized funds,
such as self-custody, shorter settlement times, or transparency of portfolio holdings, may make these products more
attractive to a wider or more targeted audience. This may be especially true with many younger investors, who are
more likely to engage with new and innovative financial products and services.®* Further, tokenization can capitalize on
growing trends among younger investors, such as micro-investing, by expanding the array of fractionalized products to
which such investors have access.

In addition, by acting as a bridge with traditional asset management, tokenized funds have the opportunity to reach onchain
and “crypto-native” investors. The global cryptocurrency market is estimated to be in the trillions.3 Tokenized funds can
meet demand from existing digital asset owners for diversified onchain offerings, including yield-bearing investments such
as money market funds—not to mention those who may gravitate toward tokenized securities in the future.?”

3

@

Id. at 34. While this could be accomplished without tokenization, tokenization may facilitate this type of feature.
3 |d. at 30.

3

o

Tokenized Funds, supra note 23, at 12. Micro-investing is the practice of making small investments at regular intervals into selected investments,
often into fractionalized shares. Micro-Investing, FINRA Investor Insights (Feb. 19, 2025), https://www.finra.org/investors/insights/micro-investing.
Since tokenization allows for the division of assets through fractional ownership and trading in tokenized secondary markets, it supports the process
of micro-investing for some investors.

3

o

Live Cryptocurrency Charts & Market Data, CoinMarketCap, https://coinmarketcap.com/charts/ (approximately $2.2 trillion as of July 7, 2026).

7 Tokenized Funds, supra note 23, at 10.
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The delivery of tokenized products through “Super-Apps” and other digitally- and onchain-native platforms on
which financial products are embedded within broader consumer technology experiences can facilitate reaching
these new investor bases.® More broadly, tokenization may enable regulated financial products to exist natively
within digital ecosystems where users already transact, store value, and interact financially, rather than requiring
investors to move between disconnected banking, brokerage, and payment systems. Integrating tokenized funds
into these apps and platforms could enable a more seamless transition from digital assets into funds and ETFs
(and vice versa), allowing these products to potentially meet and create new demand in the digital asset ecosystem.
This interactivity could be furthered by the potential for integration with decentralized finance (DeFi), which
generally refers to blockchain-based financial services systems and architecture that operate without traditional
intermediaries.?® For example, tokenized fund shares have the potential to provide utility in onchain markets by
collateralizing so-called “flash loans” or acting as a means of payment in place of stablecoins.

As a general matter, tokenization changes the technological “rails” through which interests are distributed and
transferred, but may not necessarily alter the substantive legal protections afforded to investors. The applicable
regulatory treatment would depend on the particular tokenization model and method used to tokenize the asset.*? For
example, a registered fund’s shares issued in tokenized form would preserve core investor protections associated with
registered fund shares issued in traditional form, including independent board oversight, fiduciary obligations, custody
protections, voting rights, and pro rata economic interests under the federal securities laws.

In addition, tokenization presents possibilities for more direct and technologically integrated fund distribution
models alongside traditional intermediated channels. Certain tokenized funds can be sold directly by issuers to
investors with digital wallets through an app.*’ Investments in this wallet-based infrastructure could prove crucial

for the management of tokenized products. These models may allow regulated financial products and services to
operate more seamlessly within digital wallets, payment systems, and other blockchain-based financial applications.
Moreover, the direct issuance of tokenized shares allows fund sponsors to more directly establish relationships

with certain groups of investors. One large exchange has recently announced various tokenization-focused efforts,
including one effort that aims to facilitate programmable investor engagement, such as proxy voting and other
corporate actions.*? These types of features could lead to reduced costs and frictions when engaging with investors,
further enhancing funds as a means of allocating capital.

3

3

See Paul S. Atkins, Chairman, US Sec. & Exch. Comm’n, Remarks on the Digital Finance Revolution (July 31, 2025),
https://www.sec.gov/newsroom/speeches-statements/atkins-digital-finance-revolution-073125 (“[A] key priority of my chairmanship is

to allow market participants to innovate with ‘super-apps.’ ... [Slecurities intermediaries should be able to offer a broad range of products and
services under one roof with a single license. ... | have directed the Commission staff to develop a framework that will allow non-security crypto
assets and crypto asset securities to be traded side-by-side on SEC-regulated platforms.”) (footnotes omitted).

3

o

See generally Cong. Rsch. Serv., An Overview of Decentralized Finance (Defi) (Mar. 16, 2026), https://www.congress.gov/crs_external_products/R/
PDF/R48883/R48883.2.pdf.

As discussed in Part II, the particular tokenization model employed will directly affect the rights, title, and interests conveyed to investors and the
legal protections available to them.

41

S

4

Press Release, Franklin Templeton, Franklin Templeton Announces Availability of Peer-to-Peer Transfers for Franklin OnChain U.S. Government Money
Fund (Apr. 25, 2024), https://www.franklintempleton.com/press-releases/news-room/2024/franklin-templeton-announces-availability-of-peer-
to-peer-transfers-for-franklin-onchain-u.s.-government-money-fund; see also Press Release, WisdomTree, WisdomTree Prime™ Goes Live, Now
Available in App Stores (July 12, 2023), https://ir.wisdomtree.com/news-events/press-releases/detail/641/wisdomtree-prime-goes-live-now-
available-in-app-stores.

4 Press Release, Nasdagq, Inc., Nasdaq to Launch Equity Token Design Putting Issuers at the Center (Mar. 9, 2026),
https://ir.nasdaq.com/news-rel /news-rel details/nasdaq-launch-equity-token-design-putting-issuers-center.
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As discussed above, tokenized fund shares can in some cases be traded on a peer-to-peer basis with reduced reliance
on traditional intermediation—a characteristic commonly associated with DeFi. To continue to ensure compliance
with applicable anti-money laundering, sanctions laws, and other transfer restrictions, investors could be required to
be registered with a tokenized fund’s transfer agent, and smart contracts could be used to “whitelist” an investor’s
wallet, ensuring transfers are only made between customers who have been vetted for regulatory compliance. Digital
identity solutions, which may allow investors to establish their identities using novel technologies without whitelisting,
including through embedding verified identity information in their digital wallets, may reduce these burdens in the
future and enable interoperability of blockchain infrastructure.*?

Tokenization models increasingly seek to combine the openness and interoperability of public blockchain infrastructure
with embedded compliance controls, including wallet permissioning, transfer restrictions, sanctions screening, and
identity verification mechanisms.** These approaches may permit regulated financial products and services to benefit
from public blockchain connectivity while maintaining compliance with applicable legal and regulatory obligations.

Trading Dynamics and Market Structure

The US securities markets operate within an extensive regulatory framework that governs brokers, dealers,
transfer agents, clearing agencies, exchanges, and other market participants. Regulation National Market System
(Regulation NMS) establishes the structural and operational framework for the trading of equity securities across
national securities exchanges and other trading venues. Regulation NMS mandates market-wide connectivity

for “NMS stocks,” allowing participants visibility into the best bid and offer for each stock at all times. Currently,
Regulation NMS also prohibits trade-throughs and crossed markets.*® Underpinning Regulation NMS is the
continuous transmission of data among market centers in real time.

Today, national securities exchanges trade securities exclusively in the traditional, non-tokenized format, although
this is expected to change in the near term, with exchanges like Nasdaq and the New York Stock Exchange taking
clear steps toward trading of tokenized securities .*® Questions have been raised about the application of various
trading and market rules that govern secondary trading of certain types of tokenized securities and how tokenized
securities would fit within the national market system framework, including how the framework could be adapted in

4

@

See US Dep't of the Treasury, Report to Congress From the Secretary of the Treasury on Innovative Technologies to Counter lllicit Finance Involving
Digital Assets (Mar. 2026) https://home.treasury.gov/system/files/246/GENIUS-Act-lllicit-Finance-Innovation-Congressional-Report-
March-2026.pdf (“Digital identity includes portable digital identity solutions, whereby financial institutions that have conducted customer
identification and verification may issue credentials that can be held by a financial institution or individual and then shared with other financial
institutions for customer due diligence purposes. These tools can be queried for the specific information required on a ‘need-to-know’ basis, which
can then be layered into a customer’s risk score. In some cases, these credentials can also incorporate cryptographic tools such as ‘zero-knowledge
proofs,” which enable a person to prove that they are who they claim to be without revealing information other than that fact.”).

4.

IS

Blockchains are generally categorized as either permissioned (private) or permissionless (public)—the former limiting participation to authorized
users, the latter open to anyone. As this white paper discusses, however, technological and other controls can be embedded within or operated on
top of public blockchain infrastructure to create a permissioned structure and support regulatory compliance, even though the underlying blockchain
itself remains permissionless.

4

a

The SEC recently proposed significant amendments to Regulation NMS. See US Sec. & Exch. Comm’n, The Trade-Through Rule and Locked
and Crossed Markets Provisions of Regulation NMS, Sec. Exch. Act Rel. No. 34-105655 (June 11, 2026), https://www.sec.gov/files/rules/
proposed/2026/34-105655.pdf.

Self-Regulatory Organizations; The Nasdaq Stock Market LLC; Order Approving a Proposed Rule Change, as Modified by Amendment No. 2, To Amend
the Exchange’s Rules To Enable the Trading of Securities on the Exchange in Tokenized Form (Mar. 18, 2026), https://www.federalregister.gov/
documents/2026/03/23/2026-05563/self-regulatory-organizations-the-nasdaq-stock-market-lic-order-approving-a-proposed-rule-change-
as; The Depository Trust Company, US Sec. & Exch. Comm’n Staff No-Action Letter (pub. avail. Dec. 11, 2025), https://www.sec.gov/files/tm/
no-action/dtc-nal-121125.pdf; Press Release, N.Y. Stock Exch., New York Stock Exchange and Securitize Agree to Memorandum of Understanding to
Support Tokenized Securities (Mar. 24, 2026), https://ir.theice.com/press/news-details/2026/New-York-Stock-Exchange-and-Securitize-Agree-
to-Memorandum-of-Understanding-to-Support-Tokenized-Securities/default.aspx (announcing a memorandum of understanding between the
New York Stock Exchange and Securitize to support onchain settlement of tokenized securities transactions).

4

>
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light of tokenization. While some have pointed to potential adverse consequences of tokenization in terms of market
fragmentation, liquidity, price discovery, market quality, and best execution, others have noted potential significant
gains through tokenization in terms of efficiency, market access, velocity, and use of capital. A thorough discussion of
the impact of tokenization must consider both types of consequences while also being mindful of potential regulatory
changes and blockchain technology’s evolving ability to address potential concerns. It is also important to recognize
that some of the questions and related concerns that have been raised would not apply to, or would at least be

less relevant to, particular tokenization models and particular types of tokenized securities, and may be relevant to
different degrees and in different ways depending on whether the utilized blockchain is public or private.

Below, we consider some of the principal questions concerning tokenization generally and potential impacts for
markets and market processes and participants—mindful that potential impacts could vary based on the proliferation
of a given tokenization model and on underlying market conditions and the ongoing integration and scaling of
blockchain technology within financial services. These questions may be particularly important for asset management
because of the potential implications for the trading of tokenized funds or the trading of tokenized securities that
funds invest in (whether or not the fund is itself tokenized).

» Market Fragmentation: If a tokenized security cannot trade seamlessly with its traditional counterpart, for instance
because trading occurs on different venues, securities markets might fragment into tokenized and non-tokenized
markets, in some cases for securities that are substantially identical. Fragmentation can raise best-execution,
execution-quality, and fair-pricing concerns depending on the tokenized and non-tokenized interests that trade
in parallel venues, particularly if arbitrage is intermittent or impaired. While market fragmentation is a focus even
in traditional securities markets, tokenization may help mitigate fragmentation concerns to the extent it enables
interoperable assets, standardized transfer mechanisms, and programmable settlement across platforms,
custodians, and blockchain networks, although some measure of fragmentation could persist.

» Price Discovery: If investors view certain tokenized and non-tokenized securities differently, or if certain tokenized
and non-tokenized securities trade differently and in separate markets that are not sufficiently integrated
or arbitraged, this may lead to appreciable differences in price when a security is traded in tokenized and
non-tokenized form. If traditional securities are perceived as being more costly to clear or transact in than certain
tokenized securities, demand for trading and holding such tokenized securities may increase (or vice versa).
However, blockchain oracles—that is, third-party services that connect smart contracts with external data (including
offchain resources)—could improve price discovery and allow market participants to draw on significantly larger
volumes of data for trading. On the other hand, appreciable market fragmentation, if it persisted, could contribute to
longer-lasting price differences, particularly if transaction costs or other frictions still make arbitrage challenging.

» Liquidity: The demand for tokenized securities and the number, size, and depth of the markets that trade tokenized
securities could affect liquidity for these securities, in turn potentially affecting price discovery and efficiency
and increasing volatility for tokenized securities. On the other hand, it is possible that increasing demand for
tokenized securities and gains in trading speed, interoperability among blockchains, and capital deployment could
significantly deepen liquidity over time, which could address volatility and improve price discovery.
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» Trading Hours and Patterns: Tokenization is facilitating the proliferation of 24/7 trading securities markets, mimicking
trading markets for other types of digital assets. That said, many expect 24/7 trading to occur with or without
tokenization. Non-stop trading could lead to different trading patterns, particularly in cross-border trading, and new
trading arbitrage opportunities. Currently, overnight market liquidity is limited and unevenly distributed compared
to standard trading hours. However, tokenization may encourage participation in the overnight trading markets.

The emergence of new trading patterns, as well as ongoing efforts to coordinate across settlement, clearing, and
price reporting venues, could help address concerns related to liquidity, transparency, and market integrity.*” Asset
managers will need to consider how longer trading hours impact their operations and the scope of services provided
to clients and how they might decide to adjust. Continuous market accessibility may be particularly important for
globally distributed investors and market participants operating in digital asset markets that already function on

a 24/7 basis. For these users, tokenization may reduce operational frictions associated with legacy market hours,
delayed settlement cycles, and cross-border coordination.

» Trade Reporting / Recording / Surveillance: Tokenized securities may be able to report data more efficiently and more
quickly than occurs for traditional securities recorded in book-entry form, especially when blockchains themselves
are treated as both a legitimate record and a reporting data repository. For example, for tokenized securities
“natively” issued on a blockchain, trades could be both recorded and reported simultaneously, avoiding any need for
reconciliation across databases. Quicker and more comprehensive reporting will likely also help market monitoring.

» Clearance / Settlement: Blockchains enable near instantaneous settlement of tokenized securities, which
largely avoids counterparty risk—i.e., the risk that one party to the transaction will not deliver. Such settlement
mechanisms may improve operational efficiency, reduce settlement-cycle and counterparty exposure, enhance
collateral mobility, and facilitate more programmable and integrated execution, clearing, settlement, and
reconciliation processes. In addition, tokenized systems may compress functions that historically occurred
separately across execution, clearing, settlement, and reconciliation processes. At the same time, the
use of onchain assets in clearance and settlement could introduce new operational and market structure
considerations that might need to be addressed. For example, “atomic” or T+0 settlement may erode some of
the efficiencies of multilateral netting that occurs in the national clearance and settlement system because,
unlike today’s system in which a central counterparty aggregates trades and nets offsetting positions among
counterparties—often reducing gross settlement obligations—atomic settlement requires each transaction
to be funded in full at the moment of execution, potentially increasing intraday liquidity demands.*® Atomic
settlement could also make it more difficult to unwind trade errors.

47 While these efforts are yet to materialize for securities trading specifically, some coordination on blockchain-based bank payments and transfers has
already begun. Consider, for example, the Bank for International Settlements’ Project Agora, an initiative that aims to test the desirability, feasibility,
and viability of a multi-currency unified ledger for cross-border payments. See Project Agord: Exploring Tokenisation of Wholesale Cross-Border
Payments, BIS Innovation Hub (May 27, 2026), https://www.bis.org/about/bisih/topics/fmis/agora.htm.

4 See DTCC, Advancing Together: Leading the Industry to Accelerated Settlement (Feb. 2021), https://www.dtcc.com/-/media/Files/PDFs/White-
Paper/DTCC-Accelerated-Settle-WP-2021.pdf ("As a central counterparty (CCP), we net trades and payments among our participants, reducing the
value of payments that need to be exchanged by an average of 98% each day.”).
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» DeFi-Based Changes: Tokenization is not the same as DeFi, but it is a precondition for DeFi. At the same time,
tokenization may enable regulated financial products to integrate into programmable financial environments while
preserving important compliance, investor protection, and governance mechanisms. As a result, tokenization may
increasingly lead to the convergence of traditional finance and onchain finance. On a technological level, DeFi reflects
the ability of peer-to-peer transacting that does not depend on traditional intermediation in the way transacting in
traditional securities markets does. Certain DeFi architectures contemplate alternative methods of distribution,
settlement, and market interaction that may complement or partially reconfigure aspects of traditional market
infrastructure while still permitting compliance with applicable regulatory requirements. A model whereby investors
could interact directly with each other and directly with issuers of securities would effectuate a major revamping
of markets. However, it is important to acknowledge that, at least to some extent, the kinds of activities that
intermediaries undertake within financial markets will persist if investors continue to demand those types of services
from third parties, notwithstanding DeFi’s technological capabilities.

The above categories are intended to provide a snapshot of some of the trading-and-market-related questions posed
by tokenization. Beyond these specifics, however, regulators are likely to be faced by a single unifying consideration:
How best to address trading and market impacts that are created through the process of tokenization and integration
of its underlying technology across capital markets.

Operations

Tokenization can enable the automation of operational processes and change the manner in which conventional
assets are held, representing a departure from current market practices with operational implications for asset
managers. Custody is among the most consequential of these implications.

Custody

The 1940 Act generally requires a registered fund to maintain its securities and similar investments in the custody of
a “bank” meeting certain minimum qualifications, or a member of a national securities exchange. The 1940 Act also
permits funds to “self-custody” securities and similar investments, subject to onerous SEC requirements.*’ In most
cases, registered funds use banks as custodians. Registered investment advisers are subject to similar restrictions
under the Advisers Act and, with some exceptions, must maintain “client funds or securities” with a “qualified
custodian,” including a “bank” or registered broker-dealer.>® Custody is generally maintained through what qualifies as
physical possession or control.

49 See 15U.S.C. § 80a-17(f); 17 CFR § 270.17f-2. Registered funds that engage in self-custody must still deposit the applicable securities in the
safekeeping of a bank.

% See 17 CFR § 275.206(4)-2.

ICI // TOKENIZATION: AN ASSET MANAGEMENT PERSPECTIVE 15



The custody of digital assets—whether tokenized securities or other digital asset non-securities—has presented many
questions under the existing regulatory frameworks.5" Until recently, federally chartered banks were generally unwilling
or unable to provide custody services with respect to most digital assets.*? In addition, prior to the recent withdrawal
of guidance issued in 2019, SEC staff and FINRA guidance made it challenging for registered broker-dealers to
maintain custody of digital assets for their customers.>® A number of state-chartered limited purpose trust companies
emerged to provide digital asset custody services to meet market demand.

Although the SEC staff has now issued a favorable no-action position permitting the use of state-chartered limited
purpose trust companies to hold digital assets and related cash on behalf of registered funds and advisory clients,
whether a state-chartered limited purpose trust providing such custody services constitutes a “bank” within the
meaning of the 1940 Act and the Advisers Act remains a facts-and-circumstances determination without an
immediate answer. A more durable approach to digital asset custody is warranted.

In addition, the guidance issued to date has focused on adaptation of traditional custody models (e.g., maintaining physical
possession or control of the custodied asset with a bank). In the digital-asset context, however, “custody” primarily
concerns control of the cryptographic private keys that enable disposition of onchain assets, rather than possession of
certificated instruments, and thus raises distinct cybersecurity, identity-binding, and operational control questions.

Different custody solutions for digital assets, including tokenized securities, also present distinct risks for registered
funds and asset managers. For example, concerns have been expressed regarding the possibility of hacks,
misappropriation, and loss of private keys that, to the extent they occur, could result in losses by holders of digital
assets. That said, tokenized securities are also typically subject to centralized control from the issuers or their agents,
which potentially allows for the recovery of lost or stolen assets.

With revisions to the custody frameworks under the 1940 Act and the Advisers Act on the SEC's regulatory agenda,
the agency and its staff face challenging questions about the shape that an effective and workable custody regime
for tokenized securities and other digital assets should take. These questions relate to the types of entities that

will be permitted to maintain custody; how banks and other qualified custodians could or should maintain custody
of a digital asset; whether self-custody will be permitted through non-custodial wallets; whether registered funds,
advisers, or their delegates will be required to implement specific operational controls to mitigate the risk of loss (e.g.,
multi-signature transfer/approval mechanismes); and for registered funds, the nature and degree of board of director
oversight. As it is working through these issues, the SEC should both take into account that tokenized securities
may be subject to fundamentally different risks than cryptocurrencies and similar digital assets and consider a
more principles-based set of custody standards that recognize that techniques such as multi-party computation,
key-sharding, and zero-knowledge proofs may be able to support real-time control demonstrations without
compromising asset safekeeping.

5 Importantly, not all tokenized asset structures present identical custody considerations. For instance, certain tokenized registered fund structures
maintain the official record of ownership through regulated transfer agents and traditional book-entry systems, with blockchain records serving as
integrated or supplementary records rather than constituting the securities themselves. Under these structures, tokenization does not transform
securities issued in registered form into bearer-like instruments. As a result, these structures may differ materially from crypto-native digital asset
custody models and present different custody considerations.

52 See generally Staff Accounting Bulletin (“SAB”), SEC Release No. SAB 122 (Jan. 23, 2025), https://www.sec.gov/rules-regulations/staff-guidance/
staff-accounting-bulletins/staff-accounting-bulletin-122 (rescinding SAB 121, which required an entity safeguarding digital assets for customers to
present a liability on its balance sheet to reflect its safeguarding obligation); see also Joint Press Release, Fed. Deposit Ins. Corp., Bd. of Governors of
the Fed. Rsrv. Sys. & Off. of the Comptroller of the Currency, Crypto-Asset Safekeeping by Banking Organizations (July 14, 2025),
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20250714a1.pdf (joint statement by US federal banking regulators
discussing “how existing laws, regulations, and risk-management principles apply to” digital asset safekeeping services by banking organizations).

5

@

Withdrawal of Joint Staff Statement, US Sec. & Exch. Comm'n, Div. of Trading & Mkts. & Fin. Indus. Regulatory Auth., Off. of Gen. Counsel,
Withdrawal of Joint Staff Statement on Broker-Dealer Custody of Digital Asset Securities (May 15, 2025), https://www.sec.gov/newsroom/speeches-
statements/withdrawal-joint-staff-statement-broker-dealer-custody-digital-asset-securities.

ICI // TOKENIZATION: AN ASSET MANAGEMENT PERSPECTIVE 16


https://www.sec.gov/rules-regulations/staff-guidance/staff-accounting-bulletins/staff-accounting-bulletin-122
https://www.sec.gov/rules-regulations/staff-guidance/staff-accounting-bulletins/staff-accounting-bulletin-122
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20250714a1.pdf
https://www.sec.gov/newsroom/speeches-statements/withdrawal-joint-staff-statement-broker-dealer-custody-digital-asset-securities
https://www.sec.gov/newsroom/speeches-statements/withdrawal-joint-staff-statement-broker-dealer-custody-digital-asset-securities

Compliance and Risk Management

With tokenized securities, compliance and risk management controls are capable of being programmed directly
into smart contracts, enabling automated, real-time enforcement of predefined parameters that govern securities
transactions. For example, smart contracts can potentially be programmed to:

» KYC/AML Screening: verify that an investor has satisfied applicable KYC/AML requirements before
purchase or transfer;

» Sanctions Screening: verify that an investor does not appear on a relevant sanctions or similar watchlist before
purchase or transfer;

» Investor Eligibility: verify that an investor satisfies applicable eligibility standards (e.g., accredited investors,
qualified purchasers) before purchase or transfer;

» Jurisdictional Restrictions: prohibit sales or transfers in specified jurisdictions; and

» Collateral Management: automate margin calls and collateral payments.

As discussed above, for tokenized funds, a blockchain can also be used to maintain records of share ownership.

For issuer-sponsored tokenization, there are different ways to accomplish this. For example, a tokenized fund or

its transfer agent can integrate blockchain technology directly into the “master securityholder file"** used to record
owners of the tokenized fund shares. Under this tokenization method, a transfer of the tokenized shares on the
applicable blockchain generally results in the immediate transfer of the tokenized shares on the master securityholder
file. Alternatively, a tokenized fund could issue shares in a more traditional format alongside a “mirror” token.

Under this tokenization method, a transfer of the mirror token on the applicable blockchain operates to instruct the
tokenized fund or its transfer agent to record the transfer of ownership of the tokenized shares on the offchain master
securityholder file, and the transfer is generally effected once it is reflected on the offchain master securityholder file.

Proxy Voting and Solicitation

Registered funds have historically faced significant obstacles in conducting proxy campaigns, given their diffuse and
predominantly retail shareholder bases, the comparatively low proxy participation rates among retail investors, and the
legal and practical barriers to efficient shareholder communication.>® Blockchain technology has been discussed as a way
to address some of these historical challenges, insofar as it could enable registered funds to communicate directly with
beneficial owners regarding proxy campaigns and facilitate real-time proxy tabulation and reconciliation.5®

5

X

The “master securityholder file” is the “official list of individual securityholder accounts.” See 17 C.F.R. § 240.17Ad-9(b). For registered funds that
issue uncertificated shares, the master securityholder file “may consist of multiple, but linked, automated files.” Id.

5

@

Inv. Co. Inst., Confronting the Growing Burden of Fund Proxy Campaigns: Analysis of Recent Fund Campaigns and Policy Solutions, White Paper (Feb.
26,2026), https://www.ici.org/system/files/2026-03/26-confronting-growing-burden-fund-proxy-campaigns.pdf.

51

o

See, e.g., Michael Collins & Kristen Wisdom, Next Generation Proxy Voting Strategies: How data-driven analytics, omni-channel delivery and blockchain
are helping mutual funds achieve their proxy goals, Broadridge Fin. Solutions (2022), https://www.broadridge.com/_assets/pdf/broadridge-next-
generation-proxy-voting-strategies.pdf.
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Regulatory Principles for Policymakers

As policymakers continue considering the integration of tokenization into capital markets and their work to establish
an appropriate regulatory framework, ICI respectfully recommends that the following principles guide that effort.
These principles were designed to preserve investor choice and promote a fit-for-purpose, workable, and adaptable
regulatory framework that fosters innovation and competition for the ultimate benefit of investors.

Embracing Innovation. For decades, technological and financial product innovation has transformed the US capital
markets—driving greater market transparency and efficiency, reducing transaction and other investment-related fees
and costs, and expanding market access for investors, including retail investors. Financial regulators should embrace
innovation, including blockchain-based tokenization and both public and private blockchain infrastructure, while
remaining attentive to potential risks. The responsible integration of innovative technologies into financial markets
offers considerable promise to promote growth and opportunity in the years ahead.

Investor Choice and Competition. A fundamental strength of the US capital markets is accommodating investors’ diverse
interests and preferences and encouraging competition among market participants. Not every investor—whether retail

or institutional—wants to invest the same, hold their securities the same, or trade the same. That is why investor choice
is so valuable. Competition is a lynchpin in ensuring that investors have options and that the quality of markets and
financial products and services steadily improves. Accordingly, regulators should ensure that informed investor choice
powered by competition is fostered. Investor preferences inevitably vary—for example, some may prefer decentralized,
automated, or self-directed platforms; others may prefer more traditional financial products and services; and others
may prefer a blend of both. Different investors may also view and experience the benefits of tokenization differently,

and tokenization can take different forms. The regulatory environment should be technology-neutral and should not
purposefully favor or burden a particular technology, business model, or distribution channel, but should instead promote
competition, with the marketplace deciding what ultimately prevails.

Fit-for-Purpose Workable Regulation. The technology used to engage in an activity may not, in and of itself, change
the fundamental nature of that activity. However, regulatory requirements should be fit for purpose, practicable, and
workable. That means a willingness to adapt regulation in light of technological innovation, such as uses of blockchain
technology across capital markets and asset management. In fact, regulators should recognize that tokenization

can provide new ways of managing risk, promoting compliance, and engaging with investors. Regulators should be
cautious not to regulate technology itself but to be guided by how technology is used, as well as the potential benefits
and costs of integrating any new technology.

Foundational Goals. Even as exact regulatory frameworks and requirements may need to adapt to encourage the
development and integration of blockchain technology through tokenization, key principles that underpin the success
of financial markets—and that often are the core goals of regulation—should still be advanced. Investors should
continue to have material information to make informed investment decisions; investors’ assets should continue

to be safeguarded from theft and misappropriation; conflicts of interest that can harm investors should continue

to be disclosed, mitigated, and managed; fraud, insider trading, and market manipulation and other abuses should
continue to be rooted out; companies should continue to have ample opportunity to raise capital, and investors should
continue to have ample opportunity to invest; and capital market liquidity, efficiency, integrity, and price formation
should continue to be priorities. A regulatory environment that is conducive to these objectives and recognizes that
these goals may be accomplished in different ways using blockchain or other technologies can promote a dynamic
marketplace for the long term. There is precedent for this type of approach. For over 85 years, the 1940 Act has
protected retail investors and enabled millions of Americans to invest to meet their long-term financial goals, and
during that time, the 1940 Act has evolved alongside the markets without compromising its foundational protections.
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Tokenization Models and Informed Investors. A priority of the federal securities laws is to promote investor protection
and ensure that investors have the material information needed to make informed investment decisions. Disclosures
typically concern the economic, risk, and governance attributes of a particular investment, buttressed by the antifraud
provisions of the federal securities laws that underscore the importance of disclosure accuracy. The 1940 Act offers
other forms of investor protection that complement the effectiveness of disclosure for those investing through
products registered under that Act with the SEC. While the word “tokenization” has a general meaning—digitally
representing interests in assets onchain—various models of tokenization exist, each affording the owner of the
tokenized asset a specific collection of rights, title, and interests. Depending on the tokenization model, tokenization
may create an asset distinguishable from the underlying securities, and certain tokenization models do not necessarily
require the issuer of a security to agree to the tokenization of its securities by an unaffiliated third party. The SEC is
not a merit regulator, but fashioning disclosures that enable investors to understand their investments is central to the
SEC’s mission as a disclosure regulator. Regarding tokenized securities, disclosures should help investors appreciate
the different implications of different tokenization models, including the presence or absence of issuer consent

or sponsorship in connection with tokenized securities. Potential investor confusion should be addressed through
unambiguous and specific disclosure explaining the applicable tokenization model used to tokenize the securities

and the characteristics of the tokenized securities that would be material to investors. This is particularly relevant

for third-party tokenization models if marketed in a way that implies an issuer’s involvement or endorsement of a
tokenized investment product if, in fact, there has been no such issuer involvement or endorsement.

Regulatory Adaptation and Agility. Inflexible regulation fashioned for a different era can stifle technological innovation
to investors’ detriment—not only because existing regulatory requirements and longstanding interpretations may be
poorly suited to new technology, but also because of uncertainty concerning what regulation applies in the first place.
One way to promote state-of-the-art regulation is for regulation to be more principles-based rather than prescriptive
and for regulators to be agile in the face of innovation like tokenization. In turn, regulators should provide the requisite
clarity so that market participants have fair notice of their regulatory obligations and can take appropriate steps to
comply. Regulatory clarity fosters competition, ultimately benefiting investors.

Orderly Technological Integration. Integrating blockchain technology into the US capital markets should be permissive
rather than mandatory. To whatever degree regulators support or enable tokenization, it is important to bring a
pragmatic lens that acknowledges what needs to be accomplished when a major technological change occurs. To
reduce operational risks that could arise if the marketplace is disrupted too abruptly, regulators should allow for the
orderly integration of blockchain technology, but without unwarranted delays or prescriptive mandates that could have
the unintended effect of discouraging innovation and competition.

ICI // TOKENIZATION: AN ASSET MANAGEMENT PERSPECTIVE 19



Asset management has, over many decades, generated substantial benefits for investors, issuers, and the economy at large—directing capital to
productive uses and giving retail and institutional investors alike the means to participate in economic growth to pursue their financial goals. For
individual investors, these goals include saving for education, homeownership, and retirement. These achievements reflect both the ingenuity
and commitment of ICI members, who collectively manage more than $37 trillion invested in registered funds and serve more than 120 million
American investors. They also reflect the success of nine decades of thoughtful financial regulation aimed at advancing core public goals,

such as investor protection, fair and efficient markets, and capital formation. Tokenization may ultimately represent more than an incremental
improvement to existing market infrastructure. By enabling financial products and services to function within programmable, interoperable,
always-on digital environments, tokenization has the potential to reshape how capital markets are accessed and experienced by investors
globally. As regulators embrace technological innovation, it is important that they do so with a clear appreciation of asset management’s
enduring contributions—and with a commitment to fostering the conditions necessary for continued progress.

The Investment Company Institute (ICl) is the leading association representing the asset management industry in service of individual
investors. ICl's members include mutual funds, exchange-traded funds (ETFs), closed-end funds, and unit investment trusts (UITs) in the
United States, and UCITS and similar funds offered to investors in other jurisdictions. ICl also represents its members in their capacity as
investment advisers to collective investment trusts (CITs) and retail separately managed accounts (SMAs). ICl Associate Members include
service providers to member firms and CIT trust companies. ICl has offices in Washington DC, Brussels, and London.
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