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Foreword

Azmina Keshani
Chief Legal Officer
Zodia Custody

Ed Moorby
Partner, UK Blockchain & Digital Assets Lead
Deloitte

The global financial system is undergoing
a fundamental transformation, catalyzed
by the tokenization of real-world assets
(RWASs). As traditional and digital finance
increasingly converge, tokenization promises
unprecedented gains in market efficiency,
transparency and accessibility. However,
realizing these benefits at scale will require
more than technological innovation - it
also demands a robust foundation of trust,
operational integrity and effective risk
management.

As the leading global members association

for advocacy and standards in digital

assets, Global Digital Finance (GDF) views

the evolution of digital asset custody as a
pivotal development in the advancement of
tokenization. Digital asset custodians now
serve not only as safekeepers of value but as
infrastructure providers central to the secure
and compliant operation of tokenized markets.
This expanded role comes with heightened
responsibilities: ensuring resilience against
cyber threats, safeguarding investor rights
across legal jurisdictions and maintaining

the solvency, segregation and auditability of
tokenized holdings across complex ecosystems.
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This report is the result of extensive collaboration
by industry stakeholders in our Digital Asset
Custody X Tokenization Working Group. It
captures the momentum behind institutional
adoption of tokenized RWAs, while also
candidly addressing the policy, legal, operational
and technological challenges that remain. In
particular, it highlights the imperative for digital
asset custodians to adopt comprehensive risk
frameworks combining traditional financial
safeguards with the unique considerations of
blockchain-based infrastructure and smart
contract execution.

The future of tokenized finance will be shaped
not only by what we build but how we manage
risk, earn trust and uphold the standards that
define safe and efficient markets. We hope this
report contributes meaningfully to that dialogue
and we thank all our contributors for their
insights and leadership. m

—GDF Digital Asset Custody X Tokenization
Working Group Co-Chairs
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BACKGROUND
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As financial market infrastructure continues to
modernize, the convergence between digital assets
and traditional finance is no longer a hypothetical
discussion - it is happening. Institutions are
increasingly leveraging tokenized real-world

assets (RWASs), and the building blocks for a new
market architecture are emerging. Yet, with this
momentum comes complexity: legal definitions are
still forming, regulatory treatments diverge across
jurisdictions, and core infrastructure choices remain
unresolved.

At the heart of this transformation is digital asset
custody. In a tokenized financial system, custody is
not just about safekeeping - it becomes a gateway
to interoperability, compliance and, ultimately,
trust. Custodians are being asked to do more than
ever before: integrate with smart contracts, support
cross-chain infrastructure, safekeep private keys
and manage these on-chain assets’ programmable
features and real-time settlement mechanics. This
report explores how custody models are evolving
to meet these demands and what it means for the
future of institutional tokenization.

To establish a common frame of reference, this
report begins by setting out a taxonomy of

digital assets - distinguishing between native
cryptoassets (like Bitcoin and Ether) and tokenized
representations of RWAs, such as money market
funds (MMFs), sovereign bonds or real estate. It
also outlines the role of on-chain settlement assets
- stablecoins, tokenized deposits and Central Bank
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Digital Currencies (CBDCs) - which are increasingly
critical to enabling end-to-end digital workflows.

The following sections trace the rise of tokenized
RWAs, with a focus on institutional use cases. From
tokenized MMFs (TMMFs) such as BlackRock’s
BUIDL or Franklin Templeton’s BENJI Fund to
national pilots like Project Guardian or tokenized
dreen bonds in Hong Kong, tokenization is already
being deployed in production environments. But
while the benefits - efficiency, fractionalisation

and programmability - are increasingly clear, the
barriers to scale remain significant.

Our report therefore examines one of the chief
hurdles - the legal and regulatory landscape

across key jurisdictions. Fragmentation persists

not only in how tokenized assets are treated under
law but also in how custody itself is defined and
supervised. Divergence in the treatment of issues
such as ledger finality, sub-custody and recognition
of on-chain records creates uncertainty for
custodians and clients alike.

Our analysis goes on to explore how the custodial
model is evolving. Custodians are rethinking
infrastructure choices (public vs permissioned
chains), navigating new capital requirements

and responding to growing expectations around
integration with smart contracts and composable
financial infrastructure. This includes not only asset
servicing and risk management but also support
for programmable cash instruments and on-chain
settlement mechanisms.
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Finally, the report looks ahead at how innovation
in custody will support new forms of market
connectivity. As the boundaries blur between
digital-native and traditional institutions, the
custody function is becoming a strategic entry
point for broader participation in tokenized
finance. The future is unlikely to be defined by a
single model but instead by a mix of actors and
infrastructures working in tandem.

The report concludes with four policy and industry
recommendations designed to improve legal
clarity, enhance cross-border interoperability and
strengthen the risk management frameworks that
underpin the custody of tokenized assets.

Digital Asset Classifications

To effectively assess the opportunities and
challenges of tokenization and digital asset
custody, a clear and consistent taxonomy is
essential. The digital asset landscape is broad and
classifications can often overlap or be conflated.
This section introduces a working classification

of digital assets, tailored to support institutional
analysis and regulatory clarity in the context of
custody, risk management and legal enforceability.

Law and regulation around digital assets can
generally be grouped into two principal categories,
each with subcategories:

1. Native cryptoassets: exist solely on distributed
ledgers and are not backed by or directly linked
to traditional financial assets.

Native cryptoassets include but are not limited to:

¢ Cryptocurrencies: Used as a store of value or
means of payment (e.g., Bitcoin and Ether)

e Stablecoins and CBDCs: Also used as mediums
of value and payment, often pegged to fiat
currencies (e.g.USDC PYUSD, USDP), and

¢ Non-fungible assets - Other unique
digital instruments, which are individually
distinguishable and not interchangeable (e.g.
non-fungible tokens like Cryptopunk, BAYC or
MAYC).

2. Non-native digital assets: represent claims
on or interests in traditional or RWAs, and are
recorded on or settled using distributed ledger
technology.

Non-native digital assets include:

¢« Tokenized RWAs: Backed by underlying
traditional financial instruments or physical
assets ( e.g., tokenized bonds, equity, real
estate, private credit and funds), which may
be issued or admitted to trading on regulated
venues and integrated into traditional market
infrastructure.

References to tokenized RWA in this paper refer
specifically to the definition listed above. Tokenized
RWA could also include other kinds of assets like
tokenized artwork or luxury goods, although these
are not strictly relevant to the scope of this paper. m
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RWA tokenization is rapidly becoming not just

a fringe innovation but a central pillar in the
evolution of global financial markets, bridging

the gap between traditional assets and the digital
economy. By representing financial assets - such as
real estate, bonds, commodities or collectibles - as
blockchain-based tokens, tokenization is unlocking
new levels of liquidity, efficiency and accessibility in
global markets. With ~$24B of RWAs are currently
represented on-chain' as of mid 2025 - up from
$5.2 billion in 2023 - the pace of adoption is
accelerating. Industry projections suggest that 10-
30% of global assets could be tokenized by 2030-
2034, potentially unlocking trillions in valueZ.

Within this broader shift, one of the fastest-
growing segments is the tokenization of traditional
investment vehicles—particularly MMFs. TMMFs
are a specific subset of tokenized RWAs, offering
digital representations of low-risk, short-term
instruments traditionally used for liquidity and cash
management. These instruments are increasingly
being issued and transferred on-chain, enabling
near-instant settlement, improved collateral
mobility, and greater transparency across the
transaction lifecycle.

While TMMFs differ from other forms of tokenized
RWAs in terms of asset type and use case, they
share a common foundation: the use of distributed

ledger technology to record, transfer, and enforce
rights over traditional financial instruments. As
such, they represent a natural starting point for
institutional experimentation with tokenization -
combining operational familiarity with the benefits
of on-chain infrastructure.

Alongside TMMFs, U.S. Treasuries have become
some of the most prominent institutional use cases
due to their low-risk profile and broad investor
appeal. In April 2025, tokenized U.S. Treasuries
surpassed $5.75 billion in market value. Products
like BlackRock’s BUIDL and Franklin Templeton’s
FOBXX are prominent examples of yield-bearing
fixed-income products moving on-chain.

Due to the differing regulations they may be
subject to, and for the purposes of this paper,

we make a distinction between tokenized RWA
including TMMFs versus tokenized forms of money
or digital currencies (on-chain settlement assets).
These on-chain settlement assets may include
stablecoins, tokenized deposits and CBDCs.

The advancement of RWA tokenization will be
stymied unless on-chain settlement assets also
exist under clear regulatory frameworks which
allow the full benefits of tokenization to be realized
across the life cycle of a trade.
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The potential advantages of RWA tokenization
include fractional ownership, reduced transaction
costs and removal of many of the frictions
associated with asset management and value
transfer. Tokenization opens historically exclusive
asset classes to a broader range of investors,
democratizing access to wealth-building
opportunities.

As blockchain infrastructure matures and
regulatory frameworks adapt, RWA tokenization
is increasingly seen as a cornerstone of the next
generation of financial services—one that is more
transparent, programmable and inclusive.

With institutions and governments beginning to
pilot tokenized bonds and other instruments, the
growth of RWA tokenization signals a broader
shift toward the digitization of value in the real
economy.

As an indication of the potential size of the market,
predictions indicate a compound annual growth
rate (CAGR) of 53% between now and 2033, with
the sector projected to soar from US$6 trillion to
nearly US$19 trillion in the next 8 years3. Industry
forecasts suggest the current growth trajectory
will continue and accelerate, with some projections
indicating the market could reach over $30 trillion
by 2034, if further driven by trade finance assets as
a new asset class®.
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Stablecoins have dominated industry headlines as
the ‘killer-app’ of tokenization in 2025, potentially
being touted as a bigger trend than Al. Indeed,

at the time of writing, there were over $260b
stablecoins in circulation®. Yet the next wave of
mass industry adoption is likely to be driven by
the tokenization of tangible assets such as private

credit, U.S. Treasuries, institutional funds, corporate

bonds, real estate and commodities.

Multiple forces are converging to accelerate

the institutional embrace of tokenized RWAs
with major financial institutions like JPMorgan,
BlackRock, State Street and Goldman Sachs
actively exploring and implementing tokenization
strategies, which recognize the efficiency and

accessibility benefits of blockchain technology. Key

benefits include:

 Efficiency and faster settlement: Smart
contracts offer T+0 automated settlement.
Tokenisation also allows for lowering of
operational costs in the long-run due to
automation and streamlined post-trade
processes.

¢ Programmability: Smart contracts allow
automated compliance, corporate actions
and use of redemption logic. Custom rules for
ownership restrictions, whitelisting or revenue-
sharing can be coded into the asset.
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¢ Fractionalization and accessibility:
Tokenization allows for fractional ownership,
enabling broader participation in traditionally
illiquid or exclusive asset classes.

e Liquidity potential: As secondary markets
for tokenized assets develop, trading and
transferability could rival that of traditional
assets.

e On-chain interoperability: The ability to
combine tokenized RWAs with on-chain
collateral management, DeFi protocols and
identity solutions enables novel forms of
financial market infrastructure.

¢ Global participation: The ability to fractionalize
assets allows for broader investor participation,
enabling worldwide investment in assets
previously out of reach due to high entry
barriers.

More broadly, the intersection between RWAs
and tokenized forms of money - such as Central
Bank Digital Currencies (CBDCs), stablecoins and
tokenized deposits - is creating a new layer of
composable financial products, catalyzing growth
in both domains. However, it is clear that the
benefits of tokenization will not be fully realized
while there is still market fragmentation and while
some key elements of the workflow remain off-
chain or else rely on hybrid solutions to bridge the
gaps between traditional and digital finance.

Institutional Momentum and Use Cases
The tokenization of MMFs, private credit

and sovereign debt has shifted from pilot to
production across many institutions. BlackRock’s
tokenized fund (BUIDL) and Franklin Templeton’s
blockchain-native fund (BENJI) are now available
on multiple blockchains, signalling a wider trend
of traditional asset managers experimenting with
blockchain rails. Projects under the ECB’s DLT pilot,
Project Guardian in Singapore, and Hong Kond’s
tokenized green bond issuance all show real-world
momentum.

Notably, US politicians and financial institutions
have demonstrated a preference for privately-
issued stablecoins over CBDCs, creating a
fertile environment for the tokenization of cash-
equivalent instruments. TMMFs in the US are
increasingly using Circle’s stablecoin USDC for
subscriptions and redemption - paving the way
for a potential flywheel effect: as tokenized
assets grow, so too does the demand for digital
settlement assets, reinforcing the ecosystem.

BUILDING THE FOUNDATIONS OF TRUST
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Despite this momentum, significant challenges and
risks remain, which those wishing either to issue
tokenized assets - or simply to enter the market -
must navigate:

e Legal uncertainty: How digital assets are
legally characterized varies across jurisdictions,
affecting investor protection rules, and market
infrastructure compatibility.

¢ Regulatory fragmentation: Differences between
the EU (MiCA/DLT Pilot), UK (Digital Securities
Sandox/Fund Tokenisation guidance), and U.S.
(GENIUS Act/Uniform Commercial Code (UCC)
revisions) create uncertainty for cross-border
scalability.

¢ Technological fragmentation: Market
participants are deploying a mix of public
blockchains, permissioned networks and
bespoke infrastructure - limiting interoperability.

¢ Custodial complexity: Ensuring safekeeping,
proof of reserves, appropriate insurance and
bankruptcy remoteness in a fragmented legal
and technological environment places new
demands on custodians.

A Pivotal Moment for Custodians
Digital asset custody providers are evolving

from safekeepers to enablers of new market
infrastructure. They now play a central role in
linking tokenized assets to traditional finance
systems, ensuring end-to-end compliance as well
as managing and mitigating the potential risks
associated with programmable money and smart
contracts.

A shift is underway from bilateral integrations

to a “network of networks” approach - linking
traditional custodians, digital-native firms and
tokenization platforms. Interoperability standards
- whether industry-led (e.g., ERC-3643) or market-
led through adoption - will be key to scaling.

The digital industry at large has faced challenges
of providing return on investment for tokenization
strategies affecting custodians too. Institutions
must distinguish between short-term revenue-
generating use cases and long-term infrastructure
plays. Custodians who can innovate by offering
bundled services - combining asset servicing,
compliance, and yield management - are more
likely to succeed.

The rise of RWA tokenization marks a structural
evolution in how value is represented, transferred,
and managed in financial markets. Institutional
adoption is shifting tokenization from proof-
of-concept to production, bringing with it

renewed attention to legal definitions, regulatory
consistency, and operational readiness. Yet, success
is not guaranteed.

The pathway to scale requires clarity on asset
classification, harmonization of cross-border rules
and robust custody infrastructure. Custodians

are at the heart of this evolution - not only
safeguarding assets but acting as trusted partners
who help to bridge the gap between traditional
financial market practices and next-generation
digital infrastructure. m
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The legal and regulatory landscape surrounding
tokenized assets has evolved significantly just in the
first half of 2025. At its core, the legal treatment of
assets - whether classified as tangible or intangible,
or as rights in rem versus rights in personam -
remains central to how custody and ownership are
managed.

Property rights, especially those that provide
ringfencing in insolvency, continue to underpin
investor protections and market confidence. While
these foundational legal concepts have not changed,
how technology intersects with them certainly has.

From emerging guidance on categorizing digital
assets in the US (such as the GENIUS Act

and revisions to the UCC) to legal reforms in
Luxembourg and advancing proposals in the

UK around the draft STATUTORY INSTRUMENT
for regulating cryptoassets, we are witnessing
diverging regulatory pathways. Whilst they are more
comfortable with the subject and how to regulate
this evolving area, this divergence nonetheless
indicates that now is the perfect opportunity

for regulators and policymakers to focus on
interoperability.

Policymakers and regulators must remain focused on
reducing jurisdictional inconsistencies, particularly as
cross-border activity in tokenized assets increases.
This legal context is critical to understanding how
digital asset custody models evolve and why clarity
on ownership, risk segregation, and enforceability
matters more than ever.
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Digital Assets Regulatory Heat Map - Deloitte Internal Analysis

The global regulatory landscape is rapidly shifting, thus impacting

considerations for regulatory arbitrage

This snapshot assesses oversight momentum and identifies digital assets regulatory nuances in various regions

This snapshot assesses oversight momentum and identifies

GLOBAL DIGITAL ASSETS REGULATORY LANDSCAPE

digital assets regulatory nuances in various regions

HK UAE

Digital Asset Market
Infrastructure*

Stablecoin
Regulation

RWA
Tokenization**

B Activity currently regulated
Rules to regulate this activity under consultation
B No current rules or regulations

Ul

™
27 K2

O O

The regulatory landscape has evolved significantly since January 2025.
There are several bills with regards to stablecoins and market structure in
progress, with hopes they will be implemented by the end of the year.

MiCAR is being implemented across EU member states with many CASPs
already approved for licenses and stablecoin issuers live across the EU.

Approach to modify and extend existing pieces of the regulatory
framework (e.g., for stablecoins, custody, prudential and CATPs) piece by
piece across a roadmap aimed to conclude by 2026.

Continues to evolve its approach in line with global developments and
aims to be APAC hub for digital assets with a strong focus on consumer
protection.

HK - Has moved quickly across 2025 to finalize its framework and is
viewed to have proportionate and clear emerging guidelines.

Proactive and fast-moving approach. Actively working to attract firms
and capital to the region. Viewed as very pro innovation.

*Digital Asset Market Infrastructure - Framework which allows digitally native instruments to be issued and recorded on-chain
“*RWA Tokenization — Ability to issue and distribute tokenized RWA under current legal framework

Key Legal and Regulatory
Developments by Jurisdiction

United States

In light of recent US regulatory activity, the repeal
of SAB 121 is a positive step, opening opportunities
for custodians. However, while the repeal is a step
forward, regulatory uncertainty still remains a

key challenge, as there is still no clear legislative
framework.

The SEC has issued key consultations, following
commentary from the Safeguarding Rule and
Commissioner Hester Peirce’s insights. The SEC has

also addressed environmental concerns with the
Proof-of-Work Crypto Mining Activities statement
(May 21, 2025). Additionally, U.S. federal banking
agencies have relaxed prior restrictions.

The GENIUS Act, which was recently signed into
law, establishes a federal regulatory framework for
payment stablecoins - covering requirements for
redemption, backing assets and lays a foundation
for global reciprocity with equivalent jurisdictions.
The bill provides long-anticipated clarity for
issuers of dollar-backed stablecoins and aligns
with broader efforts to anchor digital asset activity
within a regulatory perimeter.

BUILDING THE FOUNDATIONS OF TRUST
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At the state level, state adoptions of the Uniform
Commercial Code (UCC) provide two elective
frameworks for the custody, transfer, perfection
and priority of interests in tokenized and other
digital assets, such as carbon credits and digital
debt obligations.

UCC Article 8, adopted in all 50 US states and
the District of Columbia, allows parties to elect
the benefits of the Article 8 “indirect holding”
system by agreeing that the assets be treated as
“financial assets” held and potentially custodied by
a “securities intermediary” subject to prescribed,
but flexible, duties and obligations to the holder
of the asset. UCC Article 12 was first proposed in
2022 and has been adopted by 30 states and the
District of Columbia. Article 12 was specifically
designed to address virtual currencies and most
other tokenized assets. Where enacted, UCC
Article 12 allows participants to treat the asset

as a “controllable electronic record” and rights
to payment under such asset as a “controllable
payment intangible.”

Last month the OCC clarified that national bank
can also custody cryptoassets along with other
assets classes that they can already custody
together with guidance issued by Federal Reserve,
FDIC, OCC on July 14, 2025, providing guidance
that banks offering crypto custody must apply
the same strong risk management, security, and
compliance standards as for traditional assets.
Confirming a principles based approach and
expectations on how the existing risk frameworks
should be applied to cryptoassets.

The US remains relatively permissive on digital
asset custody models, allowing intermediaries and
sub-custodians to control cryptographic keys - a
stance that supports integration with traditional
financial institutions.

Additionally, a primary concern for banks is the
high level of market concentration in crypto
custody within the US, especially regarding
exchange-traded funds (ETFs). Further, while
CBDCs may be at a political stalemate under the
current administration, this is subject to change
under future administrations and the possibility
of a wholesale CBDC could potentially impact the
custodial model.

United Kingdom

In the United Kingdom, following the recent
application of the Financial Services and Markets
Act (FSMA) to crypto platforms, the UK allows
multi-entity stablecoin issuance and exempts
overseas issuers with no UK footprint, which
diverges from the approach under MiCA. Instead, it
reflects the UK’s broader strategy to shape global
fintech norms through regulatory initiatives like the
FCA sandbox and the Global Financial Innovation
Network (GFIN). The UK government is also
beginning to embrace tokenization with its launch
of DIGIT, a pilot Digital Gilt Instrument issuance,
using distributed ledger technology (DLT).

The UK is also currently consulting on custody
guidance with the FCA’s CP25/14: Stablecoin
issuance and cryptoasset custody which is open for
comments until July 31st 2025. The Consultation

BUILDING THE FOUNDATIONS OF TRUST



sets out the UK’s draft approach to regulating the
safeguarding of qualifying cryptoassets or their
means of access, such as private keys. They are
specifically focusing on situations where a firm
safeguards qualifying cryptoassets on behalf of
their clients which is how the UK currently defines
cryptoasset custody.

In the same consultaiton the FCA is also setting out
their proposed approach to regulating stablecoins.
While the BoE has not yet updated their approach
from 2024, the UK remains focused on how
stablecoins might scale and what requirements

are necesscary for them to be appropriate pament
instruments, redeemable at par and interoperable
with other forms of money. However, the BoE’s
proposed regime from 2023 for “systemic
stablecoins” may diverge from the FCA’s approach
to non-systemic stablecoins, creating cross-
regulatory frictions. This divergence - alongside
guestions around interest-bearing models and
redemption rights - could affect how and where
these assets are adopted in custody workflows and
applied on a cross-border basis.

European Union

Within the European Union, efforts centre
around advancing a digital capital markets union
through the Savings and Investment Union (SIU),
an initiative aimed at improving the post-trade
infrastructure, including DLT integration. The
Eurosystem has piloted wholesale settlement
using central bank money on DLT infrastructure,
and the ECB’s Tokenized Correspondent Banking
pilot (with Bangue de France and Crédit Agricole

15 | GDF DELOITTE AND ZODIA CUSTODY REPOR

CIB), is leveraging wholesale CBDCs for interbank
settlement.

European regulatory initiatives, including

the European Central Bank’s DLT pilots and

the broader SIU agenda, increasingly frame

DLT adoption as a pathway to achieving T+0
settlement. The migration from T+2 to T+1 has
already begun but policymakers are now looking
ahead to DLT-enabled real-time settlement for
post-trade processes. This ambition positions
DLT not just as a technological upgrade but as

a potential systemic transformation of financial
infrastructure - accelerating timeframes, reducing
risk and reshaping the post-trade value chain.

Another significant policy discussion is ongoing
regarding transforming T2S into a DLT-based
infrastructure, though concerns exist about trade-
offs for private sector innovation.

In Luxembourg, the regulatory environment has
been notably proactive in enabling tokenized
finance. Recent legislative reforms now allow for
“central account keepers” to manage unlisted debt
securities and authorize new DLT-based issuance
models for funds and unlisted equities. Additionally,
the introduction of control agent models has
broadened the type of assets that can be tokenized
under Luxembourg law. While these changes
position Luxembourg as a leader in primary market
enablement, challenges persist around secondary
market trading and legal certainty in cross-border
contexts.

Luxembourg’s 2024 reforms have unlocked “central
account keeper” and contréleur de registre models
that permit a sole DLT register. Yet in practice
most managers still maintain a back-up or ‘twin’

TA register - sometimes contractually required by
banks and service providers - to satisfy comfort
around books-and-records continuity. This mirrors
feedback from global firms that the risk profile and
the whole paradigm changes once you run dual
registers and can even undermine mobility benefits
if reconciliation breaks down. The industry needs
quantitative risk guidelines for moving from twin
to back-up and eventually to fully native models,
which cover facets including but not limited to (i)
operational resilience, (ii) legal enforceability of the
on-chain record, and (iii) client asset segregation
under failure scenarios.

Middle East

The Middle East region boasts one of the highest
cryptocurrency adoption rates in the world. The
digital asset legal and regulatory environments
have been is led by the Virtual Asset Regulatory
Authority (VARA) and the financial free zone
Abu Dhabi Global Market (ADGM), which has its
own independent legal personality and full legal
capacity. Together, they have enabled a well-
developed framework which actively encourages
digital assets firms to locate in the region and, as
a result, numerous stablecoin and tokenization
projects are being enthusiastically pursued and
developed - from real-estate to infrastructure to
bonds, to name a few examples.

BUILDING THE FOUNDATIONS OF TRUST



Dubai’s VARA similarly recognizes ADGM licences
for crypto, however, it is unclear whether the
Co-operation Agreement signed between VARA
and the Securities and Commodities Authority
would allow VARA to regulate securities, meaning
tokenized RWA custody still requires separate
approvals®.

Meanwhile, the FSRA have shifted approach to self-

assessment meaning firms are required to assess,
notify [the FSRA] and monitor each asset before it
can be used’.

The other key challenge for custodians in the
Middle East is how the different regulators interact
with one another when it comes to tokenization
of securities or real-world assets, as opposed to
cryptocurrencies which would fall under the remit
of the DFSA. The UAE has a complex and diverse
regulatory landscape, with various entities such as
VARA, ADGM, DFSA, and CBUAE each developing
their own frameworks.

The UAE has also taken a forward-looking
approach to digital currencies and stablecoin
regulation. In 2024, the Central Bank of the UAE
(CBUAE) approved a new system for overseeing
and licensing stablecoins, which marked a
significant step in the country’s efforts to establish
itself as a leader in the field.

While much attention has been given to the Digital

Dirham, the UAE’s Central Bank Digital Currency
(CBDQ), the jurisdiction is perhaps more notably
seen as being at the cutting-edge for leading the
way in regard to granting regulatory approval for
yield-bearing stablecoins.

The regulatory regime provides for licensing of
Dirham-backed stablecoin issuers as well as a
registration regime for stablecoins (or payment
tokens) backed by a foreign currency such as

the US dollar. This opens the market to regulated
global players. The Central Bank maintains
oversight over these players to allay any concerns
around financial stability or consumer protection.

As part of their forward-thinking approach, UAE
regulators also work collaboratively with other
regulators such as the Monetary Authority of
Singapore (MAS), the Hong Kong Monetary
Authority (HKMA) and Australia’s Securities
and Investment Commission (ASIC) to share
information and best practices on regulation as
well as improving the financial infrastructure for
digital assets.

Global and Cross-Cutting Legal Considerations
Across Asia, Singapore stands out as a forward-

looking jurisdiction where regulatory developments

are helping define the future of tokenized finance
and the Monetary Authorty of Singapore’s Project
Guardian is testing RWA tokenization frameworks.

° https./rulebooksvaraae/sites/default/files/en_net_file_store/VARA_EN_18 VER993 pdf

7 https./wwwadgm.com/media/announcements/adam-fsra-implements-amendments-to-jts-digital-asset-requiatory-framework,
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Hong Kong has also facilitated issuance of
tokenized bonds via traditional central securities
depositories. Examples include bonds issued by the
World Bank and AlIB through Euroclear.

While several jurisdictions have made progress in
domestic regulatory clarity, the lack of alignment
on cross-border legal treatment remains a
significant barrier. The stalling of the UNIDROIT
initiative and the UK Law Commission’s paused
consultation on digital asset-related conflict of
laws underscores a persistent challenge: without a
harmonized approach, questions about applicable
law, enforceability, and recognition of tokenized
assets across borders remain unresolved. This
fragmentation particularly impacts custody
providers operating across jurisdictions.

Across jurisdictions, legal treatment of tokenized
assets remains fragmented. Key unresolved issues
include:

* The enforceability of property rights on
permissioned vs permissionless blockchains,

«  Whether digital asset ledgers constitute the
definitive record of ownership (on-chain vs
off-chain) and subsequent applicability of legal
frameworks,

* The legal implications of sub-custodian key
control vs direct client control, and

e Cross-border conflicts of law and questions
about which jurisdiction governs the asset or
the custodian.
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¢ Legal finality and the question of which record
is legally authoritative. US Article 12 only
grants the good-faith-purchaser protection to
a narrow category of “payment intangibles”,
leaving most tokenized securities exposed to
prior claims unless state law is harmonized.
Similar uncertainty persists under English
common law and stalled UNIDROIT work.
Accordingly, RWAs must specify in issuance
docs (i) governing law of the ledger, (ii)
hierarchy between on-chain and traditional
registers, and (iii) a recognized dispute forum.

These considerations influence regulatory
approaches in the US, UK, EU, and beyond, shaping
how digital asset custody frameworks evolve.

The legal and regulatory landscape for tokenized
assets is developing along multiple jurisdictional
paths but remains fragmented. While the US, UK
and EU are actively advancing legislation and
regulatory guidance, divergence persists on key
issues such as asset classification, custody models
and the treatment of stablecoins. The GENIUS Act,
MiCA and the UK FSMA regime each reflect distinct
approaches to integrating digital assets within
financial systems.

Legal interoperability is now just as important
as technological interoperability. Institutions

must navigate differences in how jurisdictions
treat permissioned vs. permissionless ledgers,

custodial key control and property rights. Moreover,
competing approaches to stablecoin regulation

- particularly regarding reserve requirements,
redemption rights, and systemic designation - risk
fragmenting liquidity and undermining cross-
border use cases.

As financial markets edge closer to integrating
tokenized RWAs into mainstream infrastructure,
regulatory frameworks must adapt in parallel.
Greater clarity, consistency and coordination will
be essential to unlocking scalable, cross-border
adoption. Until then, legal risk and operational
complexity will remain defining features of the
tokenization landscape.
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The Evolution of the Custodial Model
Custody is evolving beyond safekeeping to

full lifecycle infrastructure support, integrating
trading, financing, collateral management and
yield management. As tokenization markets scale,
custodians are uniquely positioned to aggregate
assets across multiple providers, offering
institutional investors a unified view of holdings.
Smart contracts can automate aspects of asset
servicing, while custody is becoming increasingly
embedded in identity and compliance frameworks.

Additional trends at play in the custody space
include how custodians can play a greater role in
digital identity control, creating ecosystems where
identity and financial access are tightly linked.
There is also innovation in self-custodial models
and counterparty risk remains a key concern for
many institutions.

Institutional market participants’ existing legal
and compliance structures may affect their
ability or willingness to participate in digital asset
markets. Multiple additional layers of governance
and operational risk management are potentially
entailed in engaging with RWA tokenization.

The process involves not just technological
implementation but also new onboarding
processes and ongoing monitoring/oversight.

To succeed, financial institutions need to

bring together business, technology, legal and
compliance expertise and ensure they have the
appropriate staffing or advisory in place. Only then
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can the enterprise focus on the value proposition
for customers or investors in scaling these
innovative products. Custodians who understand
this challenge and can work closely with
institutions to develop enterprise-grade solutions
are more likely to ensure their partnerships endure
in the long-term.

Addressing Risks and Challenges
Key operational challenges facing the industry
include:

¢ Data localization and security concerns, as
institutions navigate regulatory requirements
across jurisdictions,

¢ Governance controls and cybersecurity
considerations, e.g., including smart contract
risk management as laid out in the GDF and
GEMA Smart Contract Primer,

o Liability waterfalls & capital treatment, as large
custodians face “loss-of-asset” scenarios that
are not covered by existing operational-risk
models, driving higher capital charges unless
insurance or indemnity limits are recognized,

¢ Insurance caps for hot vs cold storage, as
current market-wide caps remain below
institutional exposure, so supervisors should
allow partial capital relief for segregated cold-
wallet structures,

e On-chain vs. off-chain synchronization,
and ensuring blockchain-based automation
integrates with legacy financial systems while
maintaining a single authoritative ‘books and
records’ source, and

¢ Contingency planning, e.g., potential need
to maintain off-chain registers to mitigate
technical failures.

Institutional Adoption of DeFi

As decentralized autonomous organizations
(DAOs) gain market traction, a new question
emerges: how do digital-native custodians engage
with DAO treasuries and governance structures?
Web3 platforms are now managing significant
digital assets. For DAOs managing community
treasuries, a lack of robust security and operational
controls can lead to irreversible financial damage,
loss of trust and operational failure.

Navigating the often-ambiguous legal status
and compliance requirements associated with
these novel structures also presents significant
challenges. Therefore, specialised digital asset
custody solutions are becoming essential parts
of the DAO infrastructure. They solve the core
problems of securing private keys against loss or
theft, managing operational complexities, enabling
compliant participation in the ecosystem, and
providing the necessary controls for effective
governance and treasury management.
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Key considerations include:

¢ Governance integration (multi-sig, on-chain
voting),

¢ Liability models for off-chain asset
representation, and

¢ Regulatory recognition of DAO-controlled
accounts.

While still early-stage, these developments are
redefining the scope of institutional custody in the
context of decentralized governance.

The Settlement Layer: CBDCs,
Stablecoins and Tokenized Deposits

As tokenized financial products mature, the
question of how value is transferred on-chain -

the settlement layer - has become central. Each
jurisdiction is weighing a combination of CBDCs,
stablecoins and tokenized deposits to support real-
time, programmable transactions.

The current US administration has clearly favored
privately issued stablecoins over CBDCs. If
stablecoin-based settlement models gain traction
in the next few years, the case for a wholesale
CBDC may become redundant, despite UK and
Eurozone efforts to explore its utility.

Meanwhile, the Eurozone, via ECB DLT pilots,
has explored token - and trigger-based cash
settlement solutions for interbank transactions

using central bank accounts. However, it remains
unclear whether broader market participants will
interact with tokenization through a digital euro or
regulated euro-denominated stablecoins.

These digital cash models are not interchangeable;
they differ in terms of risk, utility, and regulatory
treatment - each with direct implications for
custodians.

The following section analyses two of the most
currently relevant cash models - stablecoins and
tokenized deposits. These are crucial as custodians
become responsible not only for safeguarding
assets but also for supporting the underlying cash
rails that enable programmable settlement.

Stablecoins: Core Drivers of Tokenization
Stablecoins are increasingly used as transaction
facilitators particularly for subscription, redemption
and dividend payments in tokenized securities.

In this respect, it is essential that these assets be
appropriately backed by fiat currency (e.g., USD) or
other HQLA (e.g,, short-dated treasuries).

The quality of stablecoins can nonetheless vary
significantly. Reserve composition can indeed
influence this risk as can factors such as choice of
banking partners, issues around asset segregation,
and disclosure standards. For example, MiCA
requires that 33%-66% of stablecoin reserves

be held in cash at European banks - possibly
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increasing counterparty risk due to uninsured
deposit exposure. USDC, by contrast, splits its
reserve allocations across treasuries, repurchase
agreements and cash which in 2023 represented
a 36 - 56 - 9 % split respectivelly across these
backing assetsé.

Institutional adoption hinges on transparency and
risk mitigation. Key risk variables include:

¢ Reserve composition and duration,
¢ Segregation of assets in insolvency, and
¢ Disclosure practices

These design differences affect their suitability as
instruments for custody providers managing risk
and capital adequacy.

Tokenized Deposits

Tokenized deposits replicate traditional deposit
liabilities in a digital format. While functionally
similar to stablecoins, they carry distinct credit
risk. Holding a tokenized deposit means holding
an uninsured deposit at another bank. In contrast,
fully collateralized stablecoins may offer lower
counterparty risk if reserve assets are high-quality,
legally segregated, and regulated.

However, tokenized deposits currently support
atomic settlement more effectively. Because banks
can offer on-chain credit (as they do off-chain),
they can pre-fund the cash leg of transactions.
Banks are more hesitant to hold inventory in
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el

stablecoins due to uncertain capital treatment. The
forthcoming Basel framework - expected in 2026

- may improve this by aligning some stablecoins’
capital treatment with their underlying assets.

A live alternative is the Fnality Payment System:
participating banks pre-fund a joint omnibus
account at the Bank of England and transfer DLT-
based entitlements intra-day. This offers central-
bank money finality without launching a retail or
wholesale CBDC, positioning Fnality as a functional
subset of tokenized deposits rather than a CBDC
vehicle. Client-money treatment remains a live
policy question because banks can choose to pass
through entitlements or retain traditional deposit
relationships.

The Flywheel Effect: Stablecoins and
Tokenized MMFs

One of the most advanced institutional use cases
for tokenized settlement is the tokenization

of MMFs. These short-duration, highly liquid
instruments are ideal candidates for on-chain
deployment. Their relatively low risk and consistent
returns make them attractive for experimentation
with digital rails - especially in the context of
treasury management, collateralization and
intraday liquidity.

Critically, TMMFs can now use Circle’s USDC or
other stablecoins for subscription, redemption
and earning yield. This usage embeds stablecoins
deeper into institutional workflows and reinforces
their legitimacy as on-chain settlement tools.

In turn, the availability of stablecoins enables new
yield-bearing instruments and more composable
financial infrastructure - creating a positive
feedback loop:

e More tokenized TMMFs drive demand for
stablecoins

¢ Greater stablecoin adoption fuels the creation
and trading of new tokenized assets

This flywheel dynamic is already observable

in markets where tokenized funds are live and
integrated with stablecoin-based settlement rails.
Yet with this growth comes complexity.

Custodians responsibilities are now evolving to
include:

¢ Ensuring segregation of assets to protect
investors in case of insolvency,

¢ Review and due diligence of supported tokens,

e Providing robust disclosures and reporting (in
jurisdictions where it is mandated), and

¢ Maintaining technical and operational resilience
across chains and platforms.

As stablecoins and tokenized funds become
foundational to digital finance, custodians sit at
the critical junction between traditional financial
oversight and on-chain execution. m
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Why Infrastructure Choice Matters

The infrastructure on which tokenized assets are
issued, traded, and settled is not neutral - it shapes
who can participate, how compliance is maintained,
and how easily value can move across platforms.
As tokenized markets evolve, the distinction
between public and permissioned blockchain
architectures has become a defining consideration
for institutional participants.

Custodians, in particular, are influenced by this
choice. They must evaluate:

e Access models: open participation vs.
whitelisted institutions,

 Compliance integration: KYC/AML at the base
layer vs. at the application or token level,

¢ Liquidity formation: fragmented liquidity
across chains vs. shared pools, and

¢ Interoperability: whether infrastructure can
integrate with other networks or legacy
systems.

Understanding these trade-offs is essential to

designing resilient, scalable custody solutions that
can support diverse forms of digital assets.
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Infrastructure Choices - Public,
Permissioned and Hybrid

Blockchain Solutions

A key industry shift is the increasing balancing

act between the benefits offered by permissioned
and permissionless networks or other hybrid (e.g.
public permissioned) solutions. As institutions seek
to balance control, compliance, and efficiency,
permissioned networks offer regulatory safeguards
and institutional trust, while permissionless
networks provide greater transparency,
composability, and automation. Rather than
choosing one over the other, the market is
increasingly moving toward hybrid public-
permissioned models that leverage the benefits of
both.

Indeed, a common misconception here is that
these regulatory obligations can only be met on a
permissioned blockchain. Critically, permissioning
does not need to be hardcoded into the blockchain
infrastructure - it can be implemented at the token
or smart contract level, enabling

compliant activity even on public networks. This
flexibility is key to unlocking regulated DeFi and
enabling custodians to participate in both open
and closed ecosystems.

Given that institutions are unlikely to converge on
a single infrastructure, interoperability becomes

a strategic imperative. Solutions are emerging to
abstract away chain-level differences and allow for
multi-chain execution. Custodians will increasingly
need to support tokens that exist across diverse

infrastructures and manage the risks of cross-
chain movements.

In this balancing act, the infrastructure decision
isn’t about choosing a winner - it’s about enabling
access to all relevant platforms while maintaining
operational and control. This requires:

¢ Cross-chain custody models - capable of
handling different token standards, asset
types, and settlement mechanisms,

¢« Chain abstraction capabilities - so clients
don’t have to worry about what chain their
assets are on,

¢ Smart contract integration - for automated
servicing, compliance, and reporting, and

¢« Settlement risk management - especially
for atomic or near-instant cross-chain
transactions.

The future of digital asset custody lies not in
controlling infrastructure but in bridging it.
Custodians that can simplify complexity and

offer seamless access across ecosystems will

be foundational to the next phase of tokenized
finance, especially as global enterprises outside of
financial markets also potentially begin using and
holding in custody various tokenized products. m
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A key question for the future of digital asset
custody is whether native custodians will continue
to thrive, or will traditional financial giants
dominate? While incumbents bring regulatory
expertise, balance sheet strength, and established
client trust, digital-native custodians have the
advantage of agility, technological innovation, and
deep crypto-native expertise.

Several factors are shaping how market
competition is evolving, including:

¢ Evolution of the custodial model: Custody
is increasingly entangled with identity
verification, compliance layers, and settlement
infrastructure, reshaping what it means to be a
custodian in a tokenized marketplace,

* Decentralization and cost efficiency: Digitally
native custodians operate with leaner,
decentralized models, potentially lowering
costs and reducing risk exposure compared to
traditional firms with legacy infrastructure,

¢ Generational shifts: As digital-first investors
become a larger market force, there is growing
demand for custody solutions embedded
within digital ecosystems rather than retrofitted
to legacy banking models, and

¢ Market fragmentation and strategic
partnerships: While some institutions may
acquire digital custodians, others prefer
partnerships over outright ownership, ensuring
a diverse range of custody models in the near
term.
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The future of digital asset custody models will
likely be a blend of coexistence - native custodians
servicing niche markets - and convergence -
integration with traditional financial institutions.
Traditional financial players are likely to focus on

a few core digital assets (e.g. BTC, ETH, tokenized
bonds, TMMFs and stablecoins) with deep service
offerings. Digital-native custodians might move
faster, supporting a broader spectrum of assets
and services.

Regulatory clarity will continue to be a critical
enabler of this evolution. As the regulatory
environment has evolved since we published our
initial report on this topic, we have seen a strong
shift in market developments (as seen in Parts 1-4).

As tokenization expands beyond crypto into

debt markets, commodities, and institutional
finance, custody models will need to be scalable,
interoperable, and aligned with evolving regulatory
frameworks. The long-term outlook points toward
a converging ecosystem - where native custodians
and traditional finance players coexist and
collaborate, shaping a custody landscape that is
both institutionally robust and digitally agile.

While regulatory attention often centers on asset
safekeeping, the full value chain of asset servicing
demands equal focus to enable institutional
participation at scale. Servicing encompasses
activities such as income collection, corporate
action processing, proxy voting, and tax reporting.

For tokenized assets, these functions face new
technical and legal complexities. For example,
corporate actions may require smart contract
triggers, while on-chain voting must align

with shareholder record dates and local legal
requirements. Where multiple layers of wallet

or sub-custody exist, servicing rights and
responsibilities may be ambiguous. As such, digital
asset custody infrastructure must not only ensure
safekeeping but also preserve the integrity and
timeliness of downstream functions. This will be
especially critical for the scalability of tokenized
funds and structured products.
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To unlock the full benefits of tokenized finance,
the industry must pursue alignment on both legal
and technical interoperability, while regulators
ensure that innovation in custody is not stifled by
misaligned or overly narrow definitions.

The evolving regulatory landscape for digital asset
custody and tokenization reveals both significant
progress and persistent fragmentation. Industry
dialogue facilitated through this Working Group
and subsequent report highlights areas where
greater clarity, coordination, and standardization
could meaningfully advance adoption. With

that in mind, this report sets out four areas for
consideration for industry stakeholders, regulators,
and policymakers.

1. Clarify the Legal Status of Digital Books

& Records

A recurring theme across jurisdictions is the
operational burden and legal uncertainty caused
by maintaining dual books and records — typically
an on-chain record alongside a traditional off-chain
register. While some DLT implementations operate
outside of traditional CSD infrastructure, many
tokenized RWA still rely on or integrate with CSDs
for governance, safekeeping, or legal finality. In
cases where a CSD is not present, the responsibility
for maintaining authoritative books and records
falls more heavily on custodians and platform
providers, making the need for legal clarity and
operational consistency paramount.
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Market participants and legal experts should
explore opportunities to:

e Clarify when a DLT-based register can serve as
the sole authoritative source of truth,

¢ Standardize contractual language to define the
legal primacy of digital registers, and

*  Promote compatibility with supervisory
reporting and audit requirements.

Regulators and policymakers are encouraged to
provide guidance that supports a phased shift
from mirrored to digital-native models, where
appropriate.

2. Improve Cross-Jurisdictional Understanding of
DLT Recognition

Jurisdictions vary in whether - and how - they
recognize DLT registers as legally valid instruments
of record for securities or fund units. Greater
transparency around these differences would
support cross-border custody arrangements and
inform legal structuring decisions. A publicly
accessible mapping of regimes that:

¢ Permit DLT-native registers,

¢ Provide statutory insolvency remoteness, and

¢ Accept third-party key management or
sub-custody structures could be developed
collaboratively by industry associations, legal
networks, and public bodies.

Such a resource would help address operational
and legal fragmentation in global custody models.

3. Promote Consistent Risk-Weighted Capital
Treatment

The regulatory capital treatment of tokenized cash
equivalents — including fully-backed stablecoins
and tokenized deposits — remains inconsistent
across jurisdictions. As adoption grows, standard-
setting bodies and supervisory authorities should:

¢ Evaluate whether fully-reserved settlement
instruments deserve differentiated treatment
from volatile or algorithmic tokens,

¢ Consider the role of tokenized payment rails,
such as omnibus accounts at central banks, in
interbank settlement, and

¢ Align risk-weighting treatment for equivalent
economic instruments across custody channels.

This would help ensure that innovation in custody

and payments infrastructure does not face
disproportionate capital burdens.
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4. Enhance Transparency Around Custody Liability
and Operational Risk

Fragmentation in custody liability standards —
including the treatment of wallet infrastructure,

key management, and third-party sub-custodians
— presents challenges for both legal certainty and
prudential supervision. To support responsible
innovation, stakeholders should:

* Develop model disclosures for where the ledger
is and how legal title is transferred (e.g., under
UCC Article 12),

¢« Consider publishing templates or best practices
for wallet-control disclosures, liability waterfalls,
and insurance arrangements, and

« Encourage consistency between contractual
frameworks and emerging regulatory
obligations under regimes such as MiCA, UK
rules, and ADGM/VARA guidance.

Improved disclosure practices would help
users, supervisors, and service providers assess
operational and legal risk more effectively.

As tokenization production use cases continue to
gain traction, custody remains one of the most
critical functions for instilling trust and operational
resilience in digital asset markets. This report has
sought to demystify the legal, regulatory, and
operational considerations for digital asset custody
with a particular focus on to how adapt core
custody functions to support both traditional and
digital-native asset models.
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Across jurisdictions, firms are navigating a mosaic
of approaches, shaped by local regulation, risk
frameworks, and operational constraints. In
particular, the co-existence of legacy and DLT-
based systems - and the lack of clear rules around
the legal standing of fully digital registers - creates
an operational burden and limits automation
benefits.

Yet momentum is building toward more integrated
custody platforms and interoperable servicing
models. The future custodial landscape is unlikely
to be defined by a single infrastructure or role, but
by a hybrid model where CSDs, custodians, sub-
custodians, and other financial market participants
collaborate across both account-based and wallet-
based systems. As this hybrid model evolves,
traditional, qualified custodians are well-positioned
to serve as trusted anchors - combining regulatory
oversight, institutional safeguards, and the capacity
to support new forms of key management,
interoperability, and reporting.

To support this transition, this report identifies
priority areas for market participants and
policymakers to explore — including legal clarity on
digital registers, standardised contractual language,
operational alignment across sub-custody models,
and enhanced supervisory compatibility. These
recommendations are intended as a starting point
for further discussion - among policymakers,
market participants, and legal experts — on how
custody frameworks must adapt for the digitization
of capital markets. As jurisdictions continue to

clarify rules and industry standards emerge, the
collective challenge will be to ensure that custodial
infrastructure remains robust, interoperable, and
inclusive of both existing and future asset types
and markets.

Ultimately, delivering trust, transparency, and
efficiency in tokenized custody models will be
essential for institutional adoption. GDF and
the co-chairs of this Working Group - Deloitte
and Zodia Custody - look forward to continued
engagement with regulators, custodians, legal
experts, and technology providers to support
a safe and sustainable integration of tokenized
assets into the global financial system. m
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