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Executive Summary

Tokenization is increasingly being discussed as a potential transformative force in capital markets. At its core,
tokenization involves representing financial assets—such as equities, bonds, and other financial instruments—
through digital ledger infrastructure. However, its significance extends far beyond the technology itself.
Tokenization raises fundamental questions about what a financial asset represents, how ownership rights are
recorded and transferred, how capital is raised and distributed, how intermediaries and market infrastructure
may evolve, and how investors interact with financial markets.

A critical starting point is understanding what a token represents. Not all tokenized securities are the same. A
token may represent a direct ownership interest of the underlying security, a beneficial entitlement held
through an intermediary, or a separate contractual wrapper created by a third party. These distinctions
determine the rights of investors and counterparty relationships.

Across the capital markets value chain, tokenization has the potential to reduce operational frictions and
improve efficiency. By digitizing aspects of onboarding, documentation, settlement, ownership records, and
investor access, tokenization can reduce many of the operational frictions that characterize traditional
issuance processes. In distribution, it may strengthen connections between issuers and investors while
reshaping the roles of dealers, custodians, transfer agents, depositories, and marketplaces. In secondary
markets, tokenization may improve liquidity, market visibility, and collateral efficiency, although liquidity will
continue to depend on investor participation, confidence, and legal certainty rather than technology alone.

The impact of tokenization extends beyond trading. Many of the most immediate benefits may arise within
market infrastructure and post-trade functions. Tokenization has the potential to reduce reconciliation,
accelerate settlement, improve shareholder recordkeeping, automate aspects of bond lifecycle management,
and modernize investor servicing. However, these benefits depend on reliable governance frameworks,
trusted settlement assets, effective custody arrangements, and integration with existing market
infrastructure.

Throughout the report, a recurring theme emerges — tokenization does not eliminate the need for trust,
regulation, or market intermediaries. Instead, it changes where trust resides and how market functions are
performed. Intermediaries that exist primarily to support manual processes may see their roles evolve, while
those that provide legal certainty, compliance, custody, liquidity, and operational resilience may become even
more important.

Adoption is likely to begin in private markets, where operational challenges—manual subscriptions, transfer
restrictions, illiquidity, fragmented ownership records, and capital calls—create strong incentives for
innovation. Public markets present a more complex adoption pathway, as tokenization must operate within an
established ecosystem of exchanges, custodians, dealers, clearing systems, and regulatory frameworks. The
path forward is likely to be measured, permissioned, and closely aligned with existing regulatory frameworks.

Ultimately, tokenization should be viewed as both an evolution and a potential revolution. In the near term, it
represents a modernization of market infrastructure and operational processes. Over the longer term, if
securities themselves become natively digital legal instruments, tokenization could fundamentally reshape
how financial assets are issued, distributed, traded, settled, and serviced. The destination may be
transformative, even if the journey is incremental.
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SECTION 1

Understanding What a Token Represents

Foundational Tokenization Models

Discussions about tokenization often begin with a deceptively simple question: What exactly does the
token represent? The answer is fundamental because the legal and economic characteristics of a
tokenized instrument depend on the rights embedded within the token itself.

For example, the term tokenized equity is frequently used as though it describes a single product. In
practice, however, tokenized equity can take several distinct forms, each carrying different legal rights,
operational structures, and counterparty relationships.

At one end of the spectrum is an issuer-sponsored token. In this model, the token represents actual
registered equity of the issuer. If the tokenized share belongs to the same class of securities as a
conventional share and is reflected in the issuer's official records, the holder may enjoy the same rights as
any traditional shareholder, including voting rights, dividend entitlements, and participation in corporate
actions.

A second model involves a security entitlement. Rather than representing direct ownership of the
underlying shares, the token represents a beneficial interest held through a securities intermediary. The
investor's claim is therefore indirect, relying on the intermediary's ownership and recordkeeping
structure.

A third model is a contractual wrapper created by a third party. In this case, the token may provide
economic exposure to the value of a share without conferring full shareholder rights associated with
ownership. While the token's value may track the price of the underlying security, the holder may not
possess voting rights, direct dividend rights, or the ability to participate in corporate actions in the same
manner as a registered shareholder.

These distinctions are more than technical details. They determine the nature of the investor's legal claim
and define what rights accompany ownership of the token. Two products may both be marketed as
tokenized equity, but they differ in terms of the rights and the counterparties involved.

Token Identity and Security Classification

The structure of a tokenized instrument also influences whether it is considered the same security as its
conventional counterpart or a separate instrument altogether.

Where a tokenized security carries the same rights and obligations as the conventional security, and
where the token merely serves as an alternative representation of that security, it may reasonably be
viewed as the same instrument. In such circumstances, one would generally expect the tokenized version
to share the same unique identifier, including the same CUSIP.
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A tokenized instrument that has different rights, a different issuer, different transfer restrictions, or
belongs to a different class would constitute a separate instrument. In those cases, a separate identifier
would typically be appropriate because the token no longer represents the same legal claim as the
underlying security.

This distinction has important implications for market liquidity, settlement, custody, regulatory treatment,
and investor protection. The more a tokenized instrument diverges from the underlying security, the more
likely it is to behave as a distinct financial product rather than simply a new technological wrapper around
an existing asset.

For equity securities, the central question is whether the token represents the same residual ownership
and governance rights in a company as a conventional share. A tokenized share that conveys identical
rights—including voting rights, dividend entitlements, and participation in corporate actions—may be
viewed as a digital representation of the same equity security. By contrast, a token that merely provides
economic exposure to a company's share price, without conveying shareholder rights, represents a
different legal and economic claim.

The broad tokenization models also apply to fixed income instruments. Bonds can be issued as native
digital securities, represented through tokenized entitlements, or replicated through contractual
wrappers. However, bonds introduce additional considerations because they are more lifecycle-heavy
than equities.

A bond is fundamentally a contractual claim on a defined stream of payments. Its value is determined not
only by its initial terms, but by a sequence of obligations that unfold over time, including coupon
payments, principal repayment, redemption features, covenant compliance, consent solicitations, and
other lifecycle events. In this sense, fixed income instruments are less-static securities and more ongoing
contractual processes.

This structural complexity makes fixed income a particularly compelling use case for tokenization. Bonds
are already programmable financial contracts; tokenization builds on this by making those contracts more
programmable, auditable, and operationally efficient across their full lifecycle. A tokenized bond that
preserves these rights and obligations may represent the same debt instrument. However, a token that
changes the nature of the investor's claim, payment structure, or relationship with the issuer would likely
constitute a separate instrument.

The potential benefits in fixed income markets extend well beyond issuance and secondary trading.
Tokenization can also streamline post-trade functions, including servicing, administration, reporting,
collateral management, and payment processing—areas where much of the friction in today's fixed
income markets actually resides (see Section 6).

KEY TAKEAWAYS

The starting point for any discussion of tokenization is understanding what the token actually
represents. A token may embody direct ownership of a security, a beneficial entitlement, or
merely a contractual claim that references an underlying asset. These distinctions determine
the rights of investors, the obligations of intermediaries, the regulatory treatment of the
instrument, and ultimately whether the tokenized version should be regarded as the same
security or an entirely separate product. Understanding this foundation is essential to
evaluating the broader implications of tokenization across the capital markets value chain.
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SECTION 2

Tokenization and Capital Formation

Reimagining the Issuance Process

Once the nature of the token has been established, attention turns to how tokenization could affect the
process of raising capital. Much of the discussion surrounding tokenization focuses on its potential to
modernize issuance, reduce operational friction, and broaden investor access. However, it is important to
distinguish between improving the mechanics of capital formation and creating investor demand.

Tokenization does not change the fundamental economics of an investment. A weak issuer remains a
weak issuer, and a poor credit remains a poor credit. Investors will continue to evaluate opportunities
based on factors such as business prospects, financial strength, governance, and risk-adjusted returns.
Technology alone cannot overcome deficiencies in the underlying investment.

What tokenization can do is make the process of connecting issuers and investors more efficient. By
digitizing aspects of onboarding, documentation, settlement, ownership records, and investor access,
tokenization can reduce many of the operational frictions that characterize traditional issuance processes.
Early opportunities may be particularly evident in private placements, structured notes, and private credit,
where documentation, eligibility requirements, and investor management can be complex and resource-
intensive.

Rather than making capital formation effortless, tokenization can make it more targeted, modular, and
data-rich.

The Economics of Tokenized Issuance

The economic benefits of tokenization are often cited as a key driver of adoption, but those benefits are
unlikely to materialize immediately. In the early stages, tokenized issuance may actually increase costs for
issuers.

Launching a tokenized offering typically requires additional legal analysis, technology providers, custodial
arrangements, smart contract development and review, and operational integration with existing market
infrastructure. These requirements can introduce new expenses.

Over time, however, the economics may improve. If tokenization automates, standardizes, and
streamlines repeatable functions such as onboarding, allocation, settlement, recordkeeping, and
compliance checks, meaningful operational savings may be realized.

The areas where those efficiencies emerge are likely to differ across asset classes. In equity markets,
savings may arise from improvements in shareholder recordkeeping, proxy voting, dividend
administration, and corporate actions processing. In fixed income markets, savings could appear in coupon
payments, consent solicitations, regulatory reporting, and redemption processes. The strongest business
case for tokenization is likely to exist where existing processes remain highly manual, fragmented, and
expensive to administer.

Tokenization and the Future of Capital Markets 8
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Transforming Issuance Workflows

Not every aspect of the issuance process stands to benefit equally from tokenization. The greatest
opportunities are concentrated in operational functions that involve repetitive workflows, multiple
intermediaries, and extensive reconciliation.

Investor onboarding, eligibility verification, allocation management, settlement processing, and transfer
restrictions are all areas where tokenized workflows could reduce manual intervention and improve
efficiency. By embedding rules and permissions into digital processes, tokenization can simplify functions
that currently require substantial administrative oversight.

At the same time, tokenization does not eliminate the need for core capital markets functions.
Underwriting remains essential because issuers still require pricing expertise, due diligence, distribution
capabilities, balance sheet support, and market credibility. The role of the underwriter, however, may
evolve. Rather than coordinating fragmented manual processes across numerous participants,
underwriters may increasingly act as orchestrators of digital issuance ecosystems. Ownership registration
and operational record keeping may also evolve.

The broader implication is that tokenization does not remove the need for trust within capital markets.
Instead, it changes where trust resides. Functions that traditionally relied on paper documentation,
manual review, and reconciliation may increasingly become embedded within controlled digital
workflows, automated processes, and governed technology infrastructure.

The Potential for Continuous Capital Raising

One of the more ambitious claims associated with tokenization is the possibility of enabling continuous or
on-demand capital raising. While tokenization may support more flexible issuance models, it does not
alter the legal and regulatory requirements that govern securities offerings.

Tokenization can make securities more modular. Tokenized securities can be structured in smaller
denominations, distributed through repeatable documentation frameworks, and offered to pre-cleared
investors. These characteristics may make it easier to conduct rolling offerings or programmatic issuance,
particularly in private markets where investor populations are more controlled.

Such developments could make capital formation more flexible and responsive to funding needs.
However, they do not eliminate the requirements for disclosure, governance, investor protection,
suitability assessments, or market integrity. The existence of a token does not grant issuers unlimited
access to capital or exempt them from securities law obligations.

KEY TAKEAWAYS

Tokenization has the potential to modernize the mechanics of capital formation by reducing
operational friction across the issuance process. Its greatest benefits are likely to emerge in
areas such as investor onboarding, documentation, settlement, and ongoing administration.
While the technology may eventually lower costs and support more flexible issuance models, it
does not replace the fundamental drivers of successful capital raising—investor demand, issuer
quality, regulatory compliance, and market trust.
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SECTION 3

Investor Access and Distribution

Connecting Issuers and Investors in a Digital Environment

Capital formation does not end with the issuance of a security. Equally important is the ability to connect
issuers with investors and facilitate the ongoing relationship between them. One of the most frequently
cited benefits of tokenization is its potential to improve that connection by creating more direct and
efficient channels of interaction.

Tokenization can enable issuers to engage with investors more directly, but this should not be confused
with the elimination of intermediaries. Public capital markets rely on a complex ecosystem of dealers,
custodians, transfer agents, depositories, exchanges, and regulated trading platforms. These institutions
perform critical functions related to investor protection, market integrity, settlement, and custody that
are unlikely to disappear simply because securities become tokenized.

What may change is the quality and continuity of communication between issuers and investors. In equity
markets, tokenization could improve shareholder communications, proxy voting, dividend distributions,
and participation in corporate actions. In fixed income markets, it could streamline coupon payments and
consent solicitations. Where tokenized ledgers are integrated with issuers' official register or transfer
agent records, issuers may gain a clearer and more timely view of their investor base, creating a more
continuous issuer-investor relationship than is often possible through traditional ownership chains.

The Convergence of Product Creation and Distribution

Tokenization also may blur long-standing distinctions within the capital markets ecosystem, particularly
the distinction between creating a financial product and distributing one.

Traditionally, issuers create securities while dealers, brokers, exchanges, and other intermediaries
facilitate distribution. Tokenization can make these roles less distinct. A platform that tokenizes exposure
to a stock or bond may not be merely distributing an existing security; it may be creating a new financial
product with its own legal structure, custody arrangements, and counterparty risks.

An issuer-sponsored token may preserve the shareholder or bondholder rights associated with the
underlying share or bond from the start, allowing investors to retain the protections and benefits attached
to the original security. By contrast, a third-party token may provide economic exposure to the asset
without conferring full rights.

As tokenized products proliferate, understanding whether a platform is distributing an existing security or
creating a new one will become increasingly important for investors, regulators, and market participants.
Tokenization does not eliminate this distinction, but it can make the difference significantly less visible.
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The Evolving Role of Intermediaries

While tokenization may reduce the need for certain administrative functions, it is unlikely to eliminate the
need for intermediaries altogether. Instead, it is more likely to redefine their roles.

Intermediaries that exist primarily to bridge fragmented records, reconcile information across systems, or
support manual workflows may see portions of their traditional functions automated or streamlined. At
the same time, intermediaries that provide trust, compliance, liquidity, custody, legal services, and
operational resilience may become even more important.

Dealers, for example, may evolve from traditional distributors into digital distribution orchestrators
responsible for coordinating tokenized issuance and investor access.

Custodians may take on expanded responsibilities related to digital asset safekeeping, wallet
administration, entitlement processing, and private key management.

Transfer agents could increasingly serve as digital registry operators, maintaining authoritative records of
ownership and investor rights.

Marketplaces and trading venues may assume a more prominent gatekeeping role by determining which
tokenized instruments are eligible for admission and trading within regulated environments.

The participants remain, but their responsibilities shift to reflect the requirements of a more digital
market structure. Tokenization compresses some functions while it elevates others.

At the same time, new areas of responsibility emerge around digital identity, custody, governance,
compliance, and access control.

KEY TAKEAWAYS

Tokenization has the potential to strengthen connections between issuers and investors while
improving the efficiency of distribution and investor servicing. However, it does not eliminate the
need for intermediaries. Instead, it reshapes their roles and blurs traditional boundaries between
product creation, distribution, custody, and administration. The responsibilities that remain most
valuable are those that provide trust, compliance, liquidity, and operational certainty within an
increasingly digital financial marketplace.
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SECTION 4

Trading, Liquidity and Market Function

Tokenization and the Secondary Market

Once securities have been issued and distributed, attention shifts to the secondary market, where
investors buy, sell, finance, and manage their positions. Much of the enthusiasm surrounding tokenization
stems from its potential to improve trading efficiency, expand market access, and enhance liquidity. Yet
many of these potential benefits depend not only on technology, but also on market structure, legal
certainty, and investor participation.

The Evolving Role of Dealers and Trade Desks

Tokenization does not eliminate the need for dealers and trading desks — dealers will continue to provide
liquidity, facilitate transactions, and engage in market making. However, they must also understand
precisely what is being traded — i.e., what exactly is the token? Is it the same as the conventional share or
bond, or is it a separate instrument altogether? This distinction has implications for know-your-product
requirements, suitability assessments, compliance obligations, and risk management.

Liquidity: Opportunity and Constraint

One of the most common claims associated with tokenization is that it will improve liquidity. While
tokenization may contribute to greater market efficiency, liquidity itself cannot be created by technology
alone.

Liquidity ultimately depends on the presence of buyers, sellers, market makers, and investors willing to
transact. It is supported by confidence in settlement, proper price discovery, reliable infrastructure, and
market participation. Tokenization may help reduce frictions by enabling fractional ownership, expanding
investor access, and improving transparency, but these benefits do not automatically translate into deeper
or more active markets.

Indeed, tokenization could improve liquidity in some circumstances while fragmenting it in others. If a
tokenized instrument represents the same legal security as its conventional counterpart and can move
seamlessly across trading environments, liquidity may become more concentrated and efficient. However,
if the token represents a separate legal claim or a distinct financial product, liquidity may be divided
across multiple instruments that reference the same underlying asset. In such cases, tokenization could
increase complexity rather than reduce it.

Market Making, Price Discovery, and Best Execution

The implications of tokenization extend beyond liquidity to the fundamental mechanisms through which
markets operate.
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For market makers, pricing becomes more complex because they may need to price not only the
underlying security but also the legal form of the token itself. Factors such as custody risk, transfer
restrictions, settlement risk, platform liquidity, and counterparty risk may influence pricing alongside
traditional market considerations.

Price discovery may benefit from increased transparency and access to real-time transaction data. Digital
ledgers could provide more timely information about ownership and transfers, potentially improving
market visibility. However, these gains could be offset if trading activity becomes fragmented across
multiple tokenized representations of the same underlying asset. In that scenario, pricing information may
become dispersed rather than consolidated.

Best execution may also require a broader interpretation than simply identifying the lowest available
price. A lower displayed price may not be better execution if the investor is actually receiving a different
legal claim, faces weaker liquidity, encounters higher custody risks, or has different rights relating to
corporate actions. As tokenized instruments become more diverse, execution quality may increasingly
depend on understanding the nature of the instrument being traded rather than focusing solely on
displayed pricing.

The Emergence of New Trading Venues

Tokenization creates the possibility for new trading venues to emerge alongside traditional exchanges and
alternative trading systems. These new venues will look more like regulated market infrastructure than
open crypto platforms.

Markets for regulated securities require identity verification, permissioning, surveillance mechanisms,
custody arrangements, and investor protections. As a result, credible tokenized securities venues are likely
to operate within established regulatory frameworks and maintain many of the same safeguards that exist
in conventional markets.

Moreover, tokenized trading platforms will need to connect with broader financial market infrastructure,
including clearing systems, settlement networks, custodians, depositories, and entitlement frameworks.
Rather than functioning as standalone technology platforms, these venues will likely integrate into the
market infrastructure as an exchange, alternative trading system, registered dealer platform, or other
regulated structure.

The Reality of 24/7 Markets

One of the most frequently discussed features of blockchain technology is its ability to operate
continuously. Distributed ledger systems can process transactions 24/7; however the ability of technology
to operate continuously does not automatically mean that financial markets can do the same. Market
activity depends on far more than transaction processing. Pricing requires reliable reference data, active
market participants, sufficient liquidity, and mechanisms for managing risk.

Questions arise regarding how securities should be valued during periods of limited participation, whether
sufficient quotes exist to establish reliable pricing, and how market participants would manage
operational and compliance responsibilities around the clock. As a result, while technology may support
continuous trading, the broader market ecosystem may continue to impose practical constraints on fully
continuous securities markets.
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Securities Lending and Short Selling

Tokenization may also influence securities financing markets, including securities lending and short selling.

Securities lending may represent one of the more underappreciated use cases for tokenization. If a
tokenized share or bond is legally equivalent and operationally fungible with its conventional counterpart,
securities lending could become more efficient. Tokenized assets may be easier to transfer, finance, recall,
and monitor as collateral. Improved transparency and automated recordkeeping could reduce operational
complexity and increase efficiency across lending programs.

A tokenized wrapper that merely references an underlying asset may not be lendable or deliverable
through the traditional equities lending chain. The wrapper might instead be financeable as a separate
product.

Tokenization can make securities lending faster and more transparent, but only if the token is recognized
by the legal, custody, collateral, and settlement architecture that securities lending depends on.

The same principle applies to short selling. Short selling relies on borrow availability, a reasonable
expectation to settle, settlement margin, recalls, and deliverability. Where a tokenized security is fungible
and financeable, tokenization may improve transparency around borrowing, recalls and settlement. If the
token represents a different legal instrument, short positions may no longer align cleanly with
conventional securities positions. This could introduce basis risk, settlement challenges, and additional
regulatory complexity. A short position in a tokenized wrapper is not a deliverable short sale of the
underlying share.

Repo and Collateral Markets

The potential impact of tokenization may be particularly significant in collateralized funding markets.

Repo markets play a critical role in financial systems by allowing participants to borrow and lend cash
against high-quality collateral, particularly government and corporate bonds. These markets often involve
search costs, price dispersion, and operational frictions.

Tokenization may help reduce some of these frictions by improving the movement and management of
collateral. Bonds are not merely investment instruments; they are collateral. If tokenized bonds are legally
recognized, operationally accepted, and eligible for use as collateral, we could see collateral move faster
between margin accounts and repo counterparties, custodians, and clearing systems.

The result could be faster collateral mobility, greater transparency, and more efficient use of high-quality
assets throughout the financial system. However, these benefits depend on broad market acceptance and
integration with existing legal and operational frameworks.

KEY TAKEAWAYS

Much of the excitement around tokenization centers on trading and liquidity. While tokenized
assets may improve market making, price discovery, best execution, the efficiency of repo and
collateral markets, and securities financing, liquidity is not created by tokenization alone. It
comes from buyers, sellers, market makers, and others. The extent to which tokenized
instruments are legally recognized, operationally accepted, and integrated into existing trading,
settlement, custody, and financing frameworks will largely determine whether tokenization
enhances market function or simply creates new layers of complexity.

Tokenization and the Future of Capital Markets 14



SECTION 5

Market Infrastructure

The Foundation Beneath Tokenized Markets

Many of the potential benefits associated with tokenization depend on what happens behind the scenes.
Issuance, trading, and investor servicing all rely on a complex network of market infrastructure and, as a
result, the long-term success of tokenization may depend as much on infrastructure modernization as on
digital ledger technology.

Clearing and Settlement in a Tokenized Environment

Tokenization has the potential to streamline clearing and settlement, but it does not automatically replace
these functions. Traditional market infrastructure performs critical roles — settlement finality, netting, and
risk management.

Distributed ledger technology may reduce the need for reconciliation between multiple recordkeeping
systems, accelerate settlement timelines, and support atomic delivery-versus-payment arrangements in
which cash and securities are exchanged simultaneously. These capabilities could reduce operational risk
and improve settlement efficiency.

However, faster settlement is not without trade-offs. Existing market structures benefit from netting
arrangements that reduce the amount of cash and securities participants must hold. If transactions settle
instantly on a gross basis, firms may need significantly larger amounts of prefunded cash and securities. In
this sense, tokenization may increase liquidity demands, even as it reduces counterparty risk.

The Importance of the Cash Leg

Discussions about tokenization often focus on the security itself—the tokenized share or bond—but a
functioning settlement system requires both a security leg and a cash leg.

For tokenized markets to support true delivery versus payment and settlement finality, the cash used to
complete transactions must be institutional-grade settlement money, not just a convenient digital
wrapper. It must be legally robust, redeemable at par, operationally resilient, and readily available when
markets require it. Equally important, it must be acceptable to regulated dealers, custodians, clearing
agents, and investors.

Not all forms of digital money satisfy these requirements equally. The strongest candidates for
institutional settlement are generally viewed as central bank money, tokenized commercial bank money,
or highly regulated fiat-backed stablecoins that meet rigorous standards for reserve management,
redemption, and operational reliability.

Without a trusted and widely accepted cash leg, the efficiency gains associated with tokenized securities
may be difficult to fully realize. The modernization of securities markets therefore depends not only on
the digitization of assets but also on the evolution of settlement money.
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Governance of the Ledger of Record

One of the most important questions in tokenized markets is who controls the ledger of record and what
governance is needed around the ledger for settlement and resulting positions to be reliable.

Permissionless ledgers offer several advantages, including broad distribution, open connectivity,
transparency, and immutable audit trails. These characteristics have made them attractive foundations for
many digital asset networks. However, tokenized securities are not bearer assets. The identity of the
investor must be knowable in accordance with regulatory requirements. Therefore, if a tokenized security
contemplates a permissionless ledger, it requires a controlled security layer, whether that is approved
(whitelisted) wallets, transfer restrictions, regulated custodians, and embedded compliance controls.

Privacy presents an additional challenge. Institutional investors generally do not want their positions,
trading activity, collateral movements, or investment strategies visible to competitors or the broader
market. This has increased interest in shared, institutionally governed networks that balance transparency
with confidentiality.

A related institutional model is also emerging. Financial market infrastructure providers are developing
purpose-built ledgers and platforms designed to support digital issuance, trading, and servicing within the
regulated perimeter.

The significance of the ledger of record should not be underestimated. It is valuable real estate in capital
markets. The entity responsible for governing that ledger occupies a critical position within the market
ecosystem, influencing settlement finality, investor rights, data access, liquidity, and the broader
economics of intermediation.

The Evolving Role of Custodians

Contrary to some early expectations, tokenization is unlikely to eliminate the need for custodians. If
anything, it may increase their importance.

Custodians perform essential functions that remain relevant regardless of how a security is represented.
They safeguard assets, segregate client property, and process dividends and coupon payments. These
responsibilities do not disappear in a tokenized environment.

What changes is the scope of the role. In addition to traditional asset servicing functions, custodians may
become responsible for managing private keys, administering digital wallets, enforcing permission
structures, and controlling the movement of tokenized assets.

While self-custody models may appeal to crypto-native users, tokenized securities remain regulated
instruments, and regulated securities markets have historically relied on trusted institutions to safeguard
investor assets and manage operational risks. For many institutional investors, these requirements are
unlikely to change.

As tokenized markets mature, the custodian of the future may look less like a traditional vault and more
like a digital infrastructure provider. Asset safekeeping will remain important, but custodians may
increasingly function as wallet administrators, entitlement processors, smart contract control points, and
compliance nodes within a broader digital financial ecosystem.
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KEY TAKEAWAYS

The future of tokenized markets depends as much on infrastructure as it does on the securities
themselves. While tokenization may reduce reconciliation, accelerate settlement, and improve
operational efficiency, it does not automatically replace clearing and settlement or eliminate the
need for custody, governance, or risk management. Rather, it highlights the importance of
trusted and widely accepted digital settlement money while raising fundamental questions about
who controls the ledger of record and how it is governed. These decisions will ultimately

influence settlement finality, investor rights, data access, liquidity and the broader economics of
intermediation.
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SECTION 6

Administration and Servicing

Modernizing the Investor Experience

The benefits of tokenization are often discussed in the context of issuance, trading, and settlement. Yet
some of the most immediate and practical gains may emerge after a security has been purchased. Once
an investor owns an asset, a wide range of administrative and servicing functions must take place
throughout the life of the investment, including shareholder recordkeeping and ownership management.
Tokenization could simplify and modernize these processes.

Shareholder Recordkeeping and Ownership Management

One of the most significant opportunities lies in the modernization of shareholder records. In today's
markets, issuers often have only limited visibility into the ultimate owners of their securities. The issuer's
official register may identify an intermediary as the registered holder, while the underlying investor
remains several layers removed. This structure can complicate shareholder communications, voting
processes, and corporate actions administration.

Tokenization can create a more direct and transparent ownership framework. By connecting the issuer
register, the transfer agent, custodian, and the investor more directly through shared digital
infrastructure, shareholder records could become more real-time, transparent, and rights aware. This may
allow issuers to maintain a clearer view of their investor base and improve the efficiency of shareholder
engagement.

The extent of these benefits depends on the design of the tokenized instrument. If the token itself
represents the legal share, the ledger may become part of the authoritative ownership record. If the
token functions merely as a wrapper or entitlement, the official shareholder record may continue to
reside elsewhere.

Transforming Bond Lifecycle Management

The servicing benefits of tokenization may be particularly significant in fixed income markets.

Unlike equities, which primarily represent ownership and governance rights, bonds involve a continuous
stream of contractual obligations that must be administered throughout the life of the instrument.
Coupon payments, principal repayments, calls, puts, tenders, covenant monitoring, and reporting
obligations all require ongoing operational support.

Tokenization offers the possibility of automating many of these activities. Lifecycle events can be
programmed into digital workflows, creating more efficient, transparent, and auditable processes.
Payment calculations, notification requirements, and reporting functions may become easier to
administer and monitor across the life of a bond.

At the same time, tokenization does not eliminate the importance of legal documents that govern fixed
income instruments. Bond indentures, trustee discretion, insolvency rules, and regulatory reporting
obligations continue to define the rights and obligations of issuers and investors. Technology can
automate certain processes, but it cannot replace legal judgment, contractual interpretation, or regulatory
oversight.
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The earliest and most compelling applications may emerge in private credit, structured notes, and
institutional bonds. These environments often feature smaller investor groups, bespoke documentation,
and more controlled operating conditions, making them well suited for the integration of lifecycle data
from the outset.

A More Direct Relationship Between Issuers and Investors

Tokenization may also reshape the way issuers communicate and interact with investors. Historically,
many investor communications have been mediated through a chain of intermediaries, resulting in delays,
inefficiencies, and limited visibility.

A tokenized environment could support a more direct, event-driven model of investor engagement. In
equity markets, voting rights could be linked directly to verified ownership at the record date, reducing
reconciliation challenges and improving the efficiency of proxy voting processes. Dividend payments could
be distributed more efficiently, while rights offerings and tender offers could be processed through digital
elections.

Similar opportunities exist in fixed income markets. Bond issuers could conduct consent solicitations,
covenant reporting, and tender offers through permissioned digital workflows.

Tokenization transforms investor servicing from a largely back-office function into a more integrated
component of the investment experience. For tokenized instruments that directly represent the
underlying security, ownership, communication, and servicing functions may become more closely
connected than they are today.

From Operational Process to Strategic Capability

The broader significance of tokenization in administration and servicing is that it shifts attention toward
areas of the capital markets value chain that often receive less public attention than trading or issuance.
While these functions may lack the visibility of market activity, they are essential to the efficient operation
of financial markets.

By reducing reliance on fragmented records, manual processing, and intermediary-driven communication,
tokenization may improve operational efficiency while enhancing the experience of both issuers and
investors.

KEY TAKEAWAYS

Administration and servicing may represent some of the most practical and near-term
applications of tokenization. From recordkeeping and ownership management to proxy voting,
dividend payments, bond servicing, and corporate actions, tokenization can streamline
processes that have historically been fragmented and operationally intensive. By reducing
reliance on manual workflows, a tokenized environment could support more efficient servicing
and stronger connections between issuers and investors throughout the life of a security.
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SECTION 7

Market Structure

Incremental Change or Fundamental Transformation?

Looking across the capital markets value chain—from issuance and distribution to trading, settlement, and
servicing—it becomes clear that tokenization has the potential to influence nearly every market function.
The broader question is whether these developments represent a gradual modernization of existing
infrastructure or the beginning of a more fundamental transformation in how capital markets operate.

The answer may be both. In the near term, tokenization is likely to be implemented as a series of
incremental improvements that enhance efficiency and reduce operational friction. Over the longer term,
however, the cumulative impact of those changes could alter the structure of financial markets in more
profound ways.

Why Private Markets May Lead Adoption

While much of the public discussion surrounding tokenization focuses on publicly traded securities, private
markets may be the first environment where adoption gains meaningful traction.

Private equity, private credit, and other private market segments often suffer from operational challenges
that tokenization is well positioned to address. Subscription processes can be manual and time-
consuming. Transfer restrictions are often difficult to administer. Ownership records may be fragmented
across multiple systems and service providers. Capital calls, distributions, and investor communications
frequently involve substantial administrative effort. Tokenization offers the potential to streamline many
of these activities without immediately disrupting national market systems. Because private markets
typically involve a more limited number of participants and operate within controlled environments, they
can serve as effective testing grounds for new operating models.

Public markets present a different challenge. Any meaningful transformation must account for the
interconnected roles of exchanges, depositories, custodians, transfer agents, dealers, and regulatory
frameworks governing trading, settlement, and best execution. As a result, adoption in public markets is
likely to be more gradual and dependent on coordination across a much broader range of stakeholders.

Who Can Issue, Trade, and Hold Assets?

Tokenization has the potential to broaden access to financial markets and lower some of the barriers
associated with issuing, distributing, and holding financial assets. Digital infrastructure may enable more
efficient participation, support smaller investment sizes, and simplify access to a wider range of
investment opportunities.

Yet tokenization does not eliminate the importance of legal and regulatory foundations. Questions
surrounding the identity of the issuer, the nature of the investor's claim, and the legal rights attached to a
token remain central to market integrity.
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Whether a token represents a direct ownership interest, a beneficial entitlement, or a separate
contractual arrangement fundamentally affects its legal and economic characteristics. As a result,
understanding precisely what is being issued and traded remains just as important in a tokenized market
as it is in traditional financial markets.

Technology may change how assets are represented and transferred, but it does not eliminate the need
for legal certainty, investor protection, and clearly defined ownership rights.

An Evolutionary Path Toward a Potentially Revolutionary Outcome

The debate over whether tokenization is evolutionary or revolutionary often reflects differences in time
horizon rather than differences in outcome.

In the near term, tokenization is likely to be evolutionary. Most implementations will focus on improving
the existing market plumbing. Better recordkeeping, faster settlement, and automated servicing are all
examples of practical improvements that can be achieved within existing regulatory and institutional
frameworks.

The path will likely be measured and cautious, in permissioned environments with strong governance
frameworks, regulatory oversight, and integration with existing market infrastructure. Market participants
are anticipated to prioritize reliability, compliance, and interoperability over rapid disruption.

The longer-term possibility is a market in which securities themselves are natively digital legal
instruments, capable of moving seamlessly across trading, settlement, financing, and servicing functions. If
such a model emerges at scale, the cumulative impact could be far more transformative than the
incremental improvements that characterize early adoption.

The Future Shape of Capital Markets

The ultimate impact of tokenization will depend on a combination of technological innovation, regulatory
evolution, market acceptance, and infrastructure development. Many of the foundational components
already exist, but widespread adoption will require coordination across issuers, investors, intermediaries,
infrastructure providers, and regulators.

The transition is unlikely to occur through a single transformative event. Instead, it will likely emerge
through a series of incremental improvements that gradually reshape how financial assets are issued,
traded, settled, and serviced. Over time, those incremental changes may accumulate into something far
more consequential.

KEY TAKEAWAYS

Tokenization is likely to be evolutionary in its implementation but potentially revolutionary in
its long-term implications. Private markets are positioned to lead early adoption because they
face many of the operational challenges that tokenization can address most effectively. Public
markets are likely to move more gradually, given their scale, complexity, and the need to
integrate with existing market infrastructure and regulatory frameworks. While the path
forward is expected to be cautious and incremental, the ultimate destination could be a capital
markets ecosystem in which securities, ownership records, settlement processes, and investor
interactions are natively digital and more seamlessly integrated than ever before.
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Conclusion

Tokenization is often described as a technological innovation, but its broader implications are
fundamentally about market structure. While the underlying technology may enable efficiencies across
the capital markets value chain, the significance of tokenization lies in how it could reshape the
relationships among issuers, investors, intermediaries, and market infrastructure providers.

This report has argued that tokenization is best understood not as a single product or business model, but
as a new framework for representing and managing financial assets. Its impact will depend on what the
token represents, how investor rights and obligations are preserved, and how digital assets interact with
the legal, regulatory, and operational foundations that support modern capital markets.

The potential benefits of tokenization are significant, but they are likely to emerge first through practical
improvements rather than immediate market disruption. Enhanced recordkeeping, streamlined
onboarding, faster settlement, more efficient servicing, improved transparency, and greater automation
could address long-standing operational challenges across market infrastructure and operations. In many
cases, the greatest opportunities may come not from creating entirely new financial products, but from
improving how existing securities are issued, traded, settled, and administered.

Tokenization changes how financial assets are represented, transferred, and administered, but it does not
eliminate the core functions that underpin well-functioning markets. Capital must still be allocated
efficiently. Investors must still have confidence in the assets they own. Markets must still support liquidity,
price discovery, risk management, custody, governance, and regulatory oversight. The institutions that
provide these functions are unlikely to disappear, but their roles may evolve as certain processes become
more automated and digitally integrated.

Adoption is also likely to vary across market segments. Private markets may be among the first areas
where tokenization gains meaningful traction, given their operational complexity and the potential to
address fragmented processes, manual workflows, and limited liquidity. Public markets may experience a
more gradual transition due to their scale, interconnected infrastructure, and regulatory requirements.

Tokenization is evolutionary in its implementation, but potentially revolutionary at its destination. In the
near term, it is likely to function as an upgrade to existing market infrastructure. Over time, however, if
legal, regulatory, and operational challenges are addressed, tokenization could enable a more fully digital
capital markets ecosystem.
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The Canadian Forum for Financial Markets (CFFiM)/Forum Canadien des Marchés Financiers (FCMFi), is
dedicated to advancing proposals that foster healthy, competitive financial markets and a resilient
Canadian economy.

Our Mandate

As part of our mission, we are committed to putting forward solutions that:

» Stimulate capital raising.

* Reduce regulatory duplication and fragmentation.
* Advance a more competitive tax system.
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* Transform financial services delivery.
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We shape sound, practical purposes, law and regulation that keeps Canada’s markets forward-looking.
We:

* Take on the challenges that create meaningful outcomes for the broader financial ecosystem.
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* Collaborate with those who expand intellectual capital while safeguarding independence.

* Serve as the forum for smart improvements across financial markets.
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* Creativity: Re-define and apply fresh thinking for present and next-generation solutions.
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