@ SwapED

Mastering Tokenization

Process, Benefits, Use Cases, and Legal Considerations
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LEARNING OUTGOMES

= Understand the concept of tokenization, its process, benefits, drawbacks, and regulatory

aspects.




The Tokenisation Process



What is Tokenisation?

Tokenisation is the process of converting asset ownership rights into
digital tokens that are issued and traded on a blockchain.

These tokens can represent various types of assets, such as physical assets like real estate, digital
rights, or even future income.

Tokenisation facilitates fractional ownership and makes it easier to transfer and trade these assets.




The Concepts of Tokenisation

Tokenization allows assets to be digitally represented on a blockchain through tokens, which
can serve various purposes depending on their type.

These include:

Native Tokens: Primary cryptocurrencies or digital assets used within a blockchain ecosystem, like Bitcoin or Ether.
Utility Tokens: Provide access to a specific application or service.

Payment Tokens: Designed for transactions, functioning as a digital currency.

Security Tokens: Represent ownership in traditional financial instruments like stocks or bonds.

Tokenization enhances liquidity, increases accessibility, and improves market efficiency by
enabling the fractional ownership of assets.

e SwapED Wang, G. and Nixon, M., 2021, December. SoK: Tokenization on blockchain. In Proceedings of the 14th IEEE/ACM International Conference on

Utility and Cloud Computing Companion (pp. 1-9).



Types of Tokenised Assets

Real Estate: Properties such as
residential homes, commercial
buildings, and land can be
tokenised, allowing fractional
ownership and easier trading.

Bonds and Debt Instruments:
Traditional debt securities like
corporate bonds or government
bonds can be represented as
tokens, making them more
accessible and tradeable.

Stocks and Equities: Company
shares can be tokenized, enabling
fractional ownership and the
ability to trade these shares on
blockchain platforms.

Commodities: Physical goods
such as gold, oil, or agricultural
products can be tokenised,
allowing investors to buy and
trade fractional ownership in
these assets.

@ SwapED Series, 0.B.P., 2020. The tokenisation of assets and potential implications for financial markets. The Secretary General of the OECD, 107.



Types of Tokenised Assets Cont.

Intellectual Property (IP): Rights
related to patents, copyrights,
trademarks, and other forms of
intellectual property can be
tokenised, facilitating easier

licensing and royalty distribution.

Gaming Assets: In-game items,
characters, skins, and virtual
currencies can be tokenised,
enabling players to trade, sell, or
monetise their virtual
possessions.

Digital Collectibles: Non-fungible
tokens (NFTs) represent unique
digital items, such as artwork,
music, or virtual goods, allowing
them to be owned, traded, and
monetised.

Stablecoins: Cryptocurrencies
pegged to traditional currencies
(like the US dollar) or other
assets, providing stability and
used as a medium of exchange.

@ SwapED Series, 0.B.P., 2020. The tokenisation of assets and potential implications for financial markets. The Secretary General of the OECD, 107.



Utility Tokens: Tokens
that provide access to
a specific application,
service, or network,
often granting
additional benefits like
voting rights within
the ecosystem.

Types of Tokenised Assets Gont.

Payment Tokens:
Cryptocurrencies
primarily designed to
facilitate transactions
and payments, such as
Bitcoin (BTC) or
Litecoin (LTC).

Security Tokens:
These represent
ownership in
traditional financial
assets, such as shares,
bonds, or real estate,
and are subject to
securities regulations.

@ SwapED Series, 0.B.P., 2020. The tokenisation of assets and potential implications for financial markets. The Secretary General of the OECD, 107.



Utility Tokens Examples

Basic Attention Token (BAT)

Used within the Brave browser
ecosystem, BAT rewards users for
their attention to advertisements
and enables advertisers to pay for

ads. Users can also tip content

creators with BAT.

Binance Coin (BNB)

Initially launched as a utility token for
the Binance cryptocurrency exchange,
BNB is used to pay for trading fees,
participate in token sales on Binance
Launchpad, and more. It has since
expanded to power the Binance Smart
Chain (BSC) ecosystem.

Uniswap (UNI)

J
<

UNI is the governance and utility token
for the Uniswap decentralised
exchange (DEX). It allows users to
participate in the governance of the
protocol and provides liquidity
incentives within the Uniswap
ecosystem.

Swa ED Basic Attention Token, (2024) Available at: https://basicattentiontoken.org/ / BNB (2024) Binance. Available at:
https://www.binance.com/en/price/bnb / Uniswap (2024) Uniswap Protocol. Available at: https://uniswap.org/



Payment Tokens Examples

Bitcoin (BTC) Litecoin (LTC) Dash (DASH)

A cryptocurrency focused on fast and
private payments, featuring
InstantSend and PrivateSend options.

The first and most popular
cryptocurrency, used for peer-to-
peer transactions and as digital
cash.

A faster alternative to Bitcoin,
designed for quick and low-cost
transactions.

Swa ED Open source P2P money (2024) Bitcoin. Available at: https://bitcoin.org/en/ / Open source P2P digital currency (2024) Litecoin. Available at:
https://litecoin.org/ / Dash is digital cash you can spend anywhere (2024) Dash. Available at: https://www.dash.org/



Security Tokens Examples

tZERO (TZROP) Harbor (R-Token) According to the_ , established by

the U.S. Supreme Court to determine if a
transaction qualifies as an "investment
contract"” or security, a token is considered

tZERO n. H A R B 0 R an investment contract (and thus must
comply with securities registration laws) if:

v Money is invested,
v

A security token representing Used for real estate investments, There is an expectation of profit from the
equity ownership in tZERO, a Harbor's R-Tokens represent investment,
blockchain-based trading platform. fractional ownership in real estate v The investment is made in a common
Holders receive dividends based on assets, allowing for compliant ]
the company's profits. trading and ownership transfer. enterprise, and

v" Any potential profit is generated by the
efforts of a promoter or third party.

tZERO.com.(2024). Available at: https://tzero.com/ / Mathis, M. (2020) A security token-harbor’s R-token, Medium. Available at:

https://medium.com/coinmonks/a-security-token-harbors-r-token-c147ba9557b4



mailto:https://www.sec.gov/files/dlt-framework.pdf?subject=https://www.sec.gov/files/dlt-framework.pdf

The Tokenisation Process

1 Asset 2. Legal & 3. Smart 4. Token
. Regulatory Contract
Identification : Issuance
Compliance Development
5. Listing & 6. Asset T
Trading Management 7. Custody 8. Distribution

9. Secondary
Market
Operations

e SwapED (Davis et al., 2009; Diaz et al,, 2020; Park & Kim, 2022: Thawonmas & Fukumoto, 2011)



The Tokenisation Process Cont.

K = B

1. Asset Identification: 2. Legal and Regulatory 3. Smart Contract 4. Token Issuance:
Identify the asset to be Compliance: Ensure the Development: Develop Create and issue digital
tokenised, such as real tokenisation process smart contracts that will tokens on the
estate, stocks, or complies with relevant represent ownership blockchain, representing
commodities, and laws, regulations, and rights, transferability, ownership or rights to
evaluate its suitability for securities requirements. and other functionalities the underlying asset.
tokenisation. of the tokenised asset.

@ SwapED (Davis et al., 2009; Diaz et al,, 2020; Park & Kim, 2022: Thawonmas & Fukumoto, 2011)



The Tokenisation Process Cont.

Distribution: Distribute the Asset Management: Monitor
tokens to investors or participants Custody: Securely store and and manage the tokenised assets,
through methods like token sales, manage the tokenised assets and including handling dividends,

auctions, or private placements private keys using custody solutions voting rights, and other
while adhering to regulatory or digital wallets. responsibilities of the asset
requirements. holders.

Secondary Market Operations: Listing and Trading: List the
Support secondary market tokenised assets on tokenisation
activities, such as trading, transfers, platforms or marketplaces to
and redemptions, to enhance facilitate trading, liquidity, and
liquidity and investor participation. price discovery.

(Davis et al., 2009; Diaz et al., 2020; Park & Kim, 2022; Thawonmas & Fukumoto, 2011)




Tokenisation Benefits & Drawbacks



Why is Tokenisation Important?

Enhances Efficiency

Boosts Liquidity

Fosters Innovation

Expands Accessibility



Tokenisation Enhances Efficiency

Digital tokens automate and simplify various processes associated with asset transactions.

NS

For example, smart contracts (self-executing contracts with the terms of the agreement directly written
into code) can automatically handle the transfer of ownership and settlement when a token is traded.

ensures compliance with all while reducing the overall
regulations costs involved in the process.

reduces the need for

, .. speeds up transactions
intermediaries p p

Swa ED Wang, G. and Nixon, M., 2021, December. SoK: Tokenization on blockchain. In Proceedings of the 14th IEEE/ACM International Conference on Utility and
Cloud Computing Companion (pp. 1-9).



Tokenisation Boosts Liquidity

Tokenization allows assets such as real estate or artwork to be divided into smaller, tradeable units (tokens).

NS

For instance, a high-value property can be divided into thousands of tokens, each representing a small share of
ownership. An investor who can't afford to buy an entire property can instead buy a portion of it, thus making the
market more fluid and accessible.

This fractional ownership:

and trade parts of the asset, increasing its

makes it easier to buy sell liquidity.

Swa ED Wang, G. and Nixon, M., 2021, December. SoK: Tokenization on blockchain. In Proceedings of the 14th IEEE/ACM International Conference on Utility and
Cloud Computing Companion (pp. 1-9).



Tokenisation Boosts the Economy

Tokenisation paves the way for new financial products and business models.

S

For instance, it enables the creation of new types of investment vehicles, like tokenised funds that pool together
various tokenised assets. Additionally, businesses can explore novel fundraising methods such as Initial Coin Offerings
(ICOs) or Security Token Offerings (STOs), raising capital by issuing tokens representing equity or debt.

This flexibility allows:

for the development of entirely new markets and financial ecosystems that were not possible before.

Swa ED Wang, G. and Nixon, M., 2021, December. SoK: Tokenization on blockchain. In Proceedings of the 14th IEEE/ACM International Conference on Utility and
Cloud Computing Companion (pp. 1-9).



Tokenisation Expands Accessibility

Traditionally, investing in assets like real estate or fine art requires significant capital, limiting participation to
wealthy individuals or institutions. Tokenisation lowers this barrier by allowing investors to purchase smaller
fractions of these assets.

S

For example, someone with a few hundred dollars can invest in a fraction of a tokenised painting or commercial
building, something that would be impossible in traditional markets.

This democratises investment opportunities:

enabling more people to diversify their portfolios and participate allows for broader market participation, potentially leading to
in markets that were previously out of reach. increased demand and market growth.

Swa ED Wang, G. and Nixon, M., 2021, December. SoK: Tokenization on blockchain. In Proceedings of the 14th IEEE/ACM International Conference on Utility and
Cloud Computing Companion (pp. 1-9).



Overall Benefits of Tokenisation

Fractional Ownership: Makes
high-value assets like real estate
accessible by allowing investors
to buy fractions of the asset.

Ease of Use: Tokens are easy to
create, store, and trade.

Market Efficiency: Tokenization
can make traditionally illiquid
markets more liquid and
organised.

Accessibility: Lowers the barrier
to entry for investors, making a
wider range of assets available.

Swa ED Wang, G. and Nixon, M., 2021, December. SoK: Tokenization on blockchain. In Proceedings of the 14th IEEE/ACM International Conference on Utility and
Cloud Computing Companion (pp. 1-9).



Overall Drawbacks of Tokenisation

Legal Recognition: The legal
framework for tokenised assets is
still evolving, which can pose
challenges.

Decentralization Issues: Non-native
assets often require intermediaries,
which means full decentralization is
not always possible.

Swa ED Wang, G. and Nixon, M., 2021, December. SoK: Tokenization on blockchain. In Proceedings of the 14th IEEE/ACM International Conference on Utility and
Cloud Computing Companion (pp. 1-9).



Real World Assets (RWA)



RWA Landscape
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Pokorny, Z. (2023) Overview of on-chain rwas and the forces propelling their growth, Galaxy. Available at: https://www.galaxy.com/insights/research/overview-of-on-

chain-rwas/




RWA Benefits

* Assets can be divided into smaller, tradeable units,

to participate.
» Streamlines transactions, reducing time and costs.

A bilit making them more liquid.
ccessibility
* It lowers the barriers to entry, allowing more investors

* Provides better access to market data and improves
auditing processes.

Transparency

@ SwapED (Park & Kim, 2022)




RWA Limitations

v

* Even on decentralised platforms, RWAs often require
verification processes like KYC/AML, which can limit

accessibility.

* Tokenized loans carry similar risks to traditional unsecured
Risk Profiles loans, meaning defaults by off-chain borrowers can impact
token holders.

* RWAs face issues with legal frameworks, cross-border
R lat regulations, and ensuring digital assets accurately represent
Szl their physical counterparts.

Challenges

Access Barriers

@ SwapED (Decentraland, 2024; Sandbox, 2024)



RWA Credit

Private credit loans, financed by entities
other than banks, have grown significantly
due to stricter banking regulations post-
2008.

As of August 2023, the global market for
private credit loans is valued at around

$1.5 trillion, highlighting their major
impact on the financial sector.

Tokenization of credit has expanded access
to capital, especially in emerging markets.

Platforms like MakerDAO, Creditcoin, and
Maple Finance are leveraging tokenised
credit to offer innovative lending solutions,
including undercollateralised loans.

@ SwapED Lee, L. and Sage, J. (2023) Private credit loans are growing bigger and breaking records, Bloomberg.com. Available at: https://www.bloomberg.com/news/articles/2023-08-

£2 MAPLE Lend Borrow Company Insights

Sign Up
Curated Opportunities For
Digital—First Lenders.

Maple offers a concise set of lending options to meet y ir liquidity, ri
cui

and return requirements. Verified lenders gain access to our
ities.

Start Lending

Maple Direct r ‘-; e
Altcoin /4 Cash M
SecuredLend ﬂi& ‘

20% a0 1(')% oo

5%
Over i lending to Overcollateralized lending in altc Manage hain cash positions by
ounterparties backed by digital assets ~institutional | countery parties backed by cessing the US Treasury yxe\d directly.
with in-depth borrower due diligence, on- di gt al assets with in-depth borrower due The needs of companies, HNWIs and
chain transparency. and downside dilia -chain transparencyv. and funds are met with dailv liquiditv and a

i ‘\\ }“J __‘j"—’ |
el '?Ei"f iy g
B tnji!» e —
o o O Clﬂhy‘\
\(“" e':vﬂ.ﬁ-\' 11 L -
T | - |

TG | .;'LIEU"”]“ |,,,\ —
o™iy e T . TE |

TOTAL INVESTMENT: $ 950,000.00

17/private-credit-loans-are-growing-bigger-and-breaking-records


mailto:https://makerdao.com/en/?subject=https://makerdao.com/en/
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@ SwapED Lee, L. and Sage, J. (2023) Private credit loans are growing bigger and breaking records, Bloomberg.com. Available at: https://www.bloomberg.com/news/articles/2023-08-
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* This process enables investors to buy, el A
sell, and trade fractions of real estate
properties, making the market more

accessible and liquid. TOTAL INVESTMENT: $ 950,000.00

eImagine a property worth €200,000. This property is divided into 100,000 digital tokens, each valued at €2.
eAn investor with just €5,000 can buy 2,500 tokens, owning a small piece of the property.

*As a token holder, the investor earns a portion of the rental income and can later sell the tokens, benefiting
from any increase in property value.

@ SwapED Lee, L. and Sage, J. (2023) Private credit loans are growing bigger and breaking records, Bloomberg.com. Available at: https://www.bloomberg.com/news/articles/2023-08-

17/private-credit-loans-are-growing-bigger-and-breaking-records




Top 5 Real Estate Tokenisation Software

l Polymath
J

l TokenD
J

l AllianceBlock
J

l DIBS Capital
J

l LenderKit
J



https://lenderkit.com/blog/top-5-real-estate-tokenization-software/
https://lenderkit.com/blog/top-5-real-estate-tokenization-software/
https://lenderkit.com/blog/top-5-real-estate-tokenization-software/
https://lenderkit.com/blog/top-5-real-estate-tokenization-software/
https://lenderkit.com/blog/top-5-real-estate-tokenization-software/

Legal & Regulatory Considerations



Legal & Regulatory Considerations

» Data Privacy and Protection:
*Compliance with data protection laws (e.g., GDPR in Europe) is critical, especially when
handling personal information during KYC processes and other operations.

» Intellectual Property Rights:
*Tokenizing assets that involve intellectual property, such as digital art or patents, requires
ensuring proper management and protection of these rights.

» Consumer Protection Laws:
*Token issuers must ensure that their practices do not mislead or harm consumers, which
includes providing clear information and adhering to advertising standards.

» Tax Compliance:
*Tokenization can have tax implications, such as capital gains taxes on token sales or income
taxes on earnings from tokenised assets. Navigating the tax landscape is crucial for both
issuers and investors.

@ SwapED



Legal & Regulatory Considerations Cont.

» Cross-border Transactions:
‘When tokens are traded across borders, issuers must be aware of and comply with the
regulations of multiple jurisdictions, which can be challenging due to differing laws.

» Contract Law:
*The smart contracts governing tokenised assets must be legally enforceable, which requires
ensuring they meet contract law standards in the relevant jurisdictions.

» Cybersecurity Regulations:
Given the digital nature of tokenized assets, compliance with cybersecurity regulations is
vital to protect against hacking, data breaches, and other cyber threats.

> Regulatory Licensing:
*In some jurisdictions, platforms that facilitate tokenisation might need to obtain specific
licenses, such as those for financial services or money transmission.

@ SwapED



Conclusion



CONGLUSION

v" Tokenization transforms asset rights into digital tokens on a blockchain. Enhances liquidity,
accessibility, efficiency, and innovation in finance and technology.

v" Applicable across traditional finance, digital assets, and various other industries,
v" Improves liquidity, accessibility, and transparency for various assets and markets.

v" Platforms and marketplaces are crucial in supporting token issuance, distribution, and secondary
market operations.

v The tokenisation process includes: 1. Asset Identification 2. Legal & Regulatory Compliance 3.
Smart Contract Development 4. Token Issuance 5 Distribution 6. Custody 7. Asset Management 8.
Listing & Trading 9. Secondary Market Operations



Further Reading



Further Reading

Baum, A., 2021. Tokenisation—The future of real estate investment. The Journal of Portfolio
Management, 47(10), pp.41-61.

De Filippi, P. and Wright, A., 2018. Blockchain and the law: The rule of code. Harvard University Press.
Ross, O., Jensen, J.R. and Asheim, T., 2019. Assets under tokenization. Available at SSRN 3488344,

Sockin, M. and Xiong, W., 2023. Decentralisation through tokenisation. The Journal of Finance, 78(1),
pp.247-299.

Voshmgir, S., 2020. Token economy: How the Web3 reinvents the internet (Vol. 2). Token Kitchen.
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ANY QUESTIONS?

Please Contact Us:
Discover More Courses:

Continue your learning journey with us! Visit our website to explore more courses on technology, digital innovation, and beyond.
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