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Security

tokenization —

unlocking

hidden value

Cryptocurrencies have been making a lot of noise
since the two explosive rises in Bitcoin market cap-
italizations in late 2017 and early 2021, at times
overtaking the market capitalization of giants like
Amazon, Saudi Aramco, or Alphabet. Peaking at
over USD 1.7 trillion in November 2021, it took
heavy, overproportionate losses until June 2022
amidst overlapping global economic and political
crises. Crypto scandals like the crash of the UST
stable coin as well as the FTX collapse contribut-
ed to these losses, leading to a situation in which
by late 2022 more than 75 percent of all Bitcoin
investors had incurred net losses with their Bitcoin
investments."?® Despite recent price recoveries,
this poses the question whether market partici-
pants are witnessing the failure of the underlying
distributed ledger technology (DLT) or rather the
dissolution of yet another gold rush, this time hav-
ing infected not only Wall Street bankers but also
young, affluent and “hip” elites around the world?*

This paper argues that the latter is the case, as the
use cases of cryptocurrencies as a subset of digital
assets only touch the surface of what the under-
lying DLT holds in terms of disruptive potential.
Simply ignoring DLT is therefore not an option. At
center stage, the disruption potential for security
tokens is analyzed. Security tokens represent tra-
ditional financial assets such as bonds, funds, and
stocks that have been moved on the blockchain.

Porsche Consulting | Security Tokenization

As many leading companies such as DWS, DEKA,
or Hauck Aufhduser Lampe already issue, trade or
provide infrastructure services for these tokens,
prestigious non-financial companies such as
Siemens are also entering the security token space
with increasing speed.®

In February 2023, Siemens announced the issu-
ance of a one-year, EUR 60 million bond (“Inhab-
erschuldverschreibung”) with financial industry
giants such as DZ Bank, Union Investment, and
DekaBank amongst the buyers. Due to the short-

ening of the process chain (including the removal
of third parties such as a central security deposito-
ry (CSD)), the settlement time of this issuance was
reduced from t+7 days to t+2 hours compared to
ordinary, off-chain bond issuance, including a 15
bp pickup for the investors.®

The disruption potential of security tokens touch-
es, for example, on the breadth and availability of
capital and investment sources or the cost, speed,
and risk of financial transactions. Most important-
ly, it is demonstrated in this paper that DLT offers
new and exciting business opportunities for a wide
range of market participants, including banks, as-
set managers, and treasury departments of large
non-financial companies.
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Moving traditional financial assets on the block-
chain enables promising new value propositions for
participants in financial markets

Insights will be given about the wide array of exiting
new value propositions that come along with mov-
ing traditional financial assets on the blockchain.
Also, a growth estimate for these tokenized as-
sets is provided and the adaptation factors for this
growth analyzed — such as regulatory environment,
market infrastructure, and a functioning and trusted
stable coin market.

03

Cost savings in the processing of these tokenized
securities compared to traditional, off-chain secu-
rities amount to 35-50 percent

The paper sheds a spotlight on the impact of se-
curity tokens on their traditional E2E value chain,
thereby having a big impact on the future operating
models of financial institutions such as asset man-
agers and private banks and even treasury depart-
ments of large non-financial companies (e.g., those
with a large hedging business through derivatives).
Ranging from efficiency improvements to the com-
plete elimination of certain middle- and back-office
(MBO) functions, cost savings in the processing of
securities between 35-50 percent are forecast. At
the same time, settlement time reductions of more
than 90 percent as well as significant counterparty
risk reductions are possible.

After a brief excursus into the different types of digital assets as well as their new value prop-
ositions, the focus lies on the following four key takeaways:

02

Security tokens have the potential to reduce the
regulatory burden on market participants in the EU
for the first time in 15 years, resulting in significant
simplifications along the E2E value chain

Major regulatory simplifications already seen in the
DLT Pilot Regime as well as other regulatory initia-
tives are discussed, significantly simplifying, e.g.,
clearing, settlement, and reporting of securities
transactions.

04

Financial institutions must act now and actively
formulate entry strategies and evolve along the
digital asset learning curve

A case for market participants is made to think
about their entry into the world of digital assets
in a holistic, strategic way, covering thorough E2E
monetization analysis as well as important IT archi-
tectural decisions (including classic make-or-buy
considerations).




OFF-CHAIN
ASSETS

ON-CHAIN
ASSETS
(tokenized)

Excursus
Understanding
digital assets

Digital assets rely on Distributed Ledger Tech-
nology (DLT), which is why a brief introduc-
tion of this critical enabler is provided first.
DLT represents a special form of decentralized
data recording and processing. It enables the
time-accurate logging of data and prevents its
unauthorized deletion and subsequent mod-
ification. In this context, the blockchain rep-
resents a subset of DLT technology: While the
blockchain makes concrete specifications re-
garding the concatenation and sequence of
individual data blocks, DLT is more open and

flexible. This also applies to the consensus pro-
cedures (e.g., proof-of-work, proof-of-stake) in
connection with transactions carried out and
the general network organization.’

Digital assets can be stored in the form of spe-
cial data inputs made on the distributed ledger
(DL)/blockchain. These data inputs are called
“tokens” and represent ownership of specific
assets.® Some of the most important types of
asset tokenizations are provided below:

SECURITIES CARS/ART/ CURRENCIES CRYPTOCURRENCIES
(e.g., bonds, stocks, funds) COLLECTIBLES
Physical or Electronic or physical FIAT money n.a.

electronic certificate

Usually real assets and/or
cash flows as underlying

Electronically traded and
booked

QO Q@

Security tokens
(fungible”)

(real) assets

Usually electronically
traded and booked

Security tokens
(non-fungible — NFT™)

(cash or electronic)

@

Payment tokens
(stable coins, digital
central bank currency)

(el

Payment tokens
(cryptocurrencies)

Tokenized assets are programmable
and managed by smart contracts

Issued, traded, and settled
via DL/blockchain

N
N

*May also include, e.g., cars/art/collectibles if fractioned into standardized, homogenous tokens. ** May also include native NFT's such as electronic art.

Fig. 1. Different forms of tokenized assets

Porsche Consulting | Security Tokenization

Tokens are data entries recorded
on a DL/blockchain

© Porsche Consulting
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VALUE
PROPOSITIONS

of securit




In the financial services sector, secu-
rity tokens claim numerous value
propositions that have real disruptive
potential for participants in financial
markets:

VALUE
PROPOSITIONS
OF DIGITALASSETS

capital sources

Broadening

Reduction of transaction

Asset
fractionation

costs, faster settlement

& lower risk

Broadening

Investment universe

Reduction of
operational costs

© Porsche Consulting

Fig. 2. Value proposition of digital assets.

1// Broadening capital sources

Security token offerings (STOs) are a new means
to raise capital in addition or in exchange for tra-
ditional non-DLT IPQs. This can, for example, also
be achieved through the issuance of a DLT-based
bond.

2// Broadening investment universe
Non-fungible tokens (NFTs) and fungible tokens
offer new opportunities to trade and invest real
assets or previously illiquid assets.’ Also, invest-
ment in newly listed, small and medium-sized
companies, e.g., through the purchase of tokenized
bonds, is made possible.

3// Asset fractionation

Tokenization allows the digital mapping and de-
nomination of assets, while their nominal values
can be freely modified to better fit investor needs.
Also, revenue streams of assets can automatically
be distributed amongst token holders.

Porsche Consulting | Security Tokenization

4// Reduction of transaction costs, faster settle-
ment, and less risk

Smart contracts can automate and significantly
speed up certain MBO functions (e.g., capital mea-
sures). Also, a reduction of intermediaries is possi-
ble in some cases, e.g., through the renunciation

of central clearinghouses. Furthermore,
counterparty risks are significantly re-
duced through atomic trades.

5// Reduction of operational costs

Mid- and back-office (MBO) auto-
mation, e.g., through the use of smart
contracts or reduction of intermediaries
reduces internal effort both in materi-
al and personnel needed to carry out
these transactions. Simplified process-
es enable a significant simplification of
IT architecture in the steady state.

Atomic trades:

Atomic trades enable, e.g.,
the exchange of assets
(security tokens) with
means of payments (pay-
ment tokens) in real time

through the use of smart
contracts, thereby reduc-
ing certain transactions
risks arising from the time
lag between payment and
delivery as in traditional
trades.

NNNNNWWUWWWWRXRXR2Y
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While the first three value propositions focus on
the front office and earlier stages of the invest-
ment value chain, propositions four and five focus
on the MBO effects and their impact on the E2E
value chain and therefore on the operating mod-
el of digital assets as well. This paper argues that
those types of digital assets that provide the most
compelling value propositions will enjoy the high-
est growth. Therefore, it is expected that security
tokens will grow at a considerably faster pace than
payment tokens, overtaking their market capital-
ization within the next five years. Alongside many
industry experts'3'41516 traditional assets such as
stocks, bonds, or funds will soon start to transform
into security tokens at an even greater pace, com-
bined with increasing STO volumes.

To put this into perspective; even a market capi-
talization of EUR 1.2 trillion, which is roughly the
market capitalization of payment tokens today,
only accounts for about 1 percent"” of global fi-

nancial assets under management, a fact that
shows the enormous untapped growth prospects
lying ahead.

While every market opinion is only as good as the
assumptions and input parameters used, this pa-
per argues that there are three factors that strong-
ly influence the adoption speed of digital assets,
therefore serving as the key enablers of the growth
projections shown above:

Regulations

Provide legal conditions, e.g.,

Stable
coins

to issue, trade, and settle

security tokens

Essential for efficient on-chain DvP
transactions, valuations & bookings

(CBDC or private sector)

AN\

© Porsche Consulting

Fig. 3. Adoption factors of digital assets.

Porsche Consulting | Security Tokenization
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In the following, these adaptation
factors are briefly discussed, thereby
focusing on security tokens:

01// Regulation

Regulation is the force that provides the legal con-
ditions, e.g., to issue, trade and settle security to-
kens.

At the EU level, a significant effort by EU regulato-
ry bodies to bring forward a holistic European DLT
regulatory framework can be observed. Payment
and utility tokens will thereby mainly be regulated
through the MICA initiative starting in 2024. Secu-

rity tokens will be covered by the DLT Pilot Regime
starting in 2023, a “sand box" regulation aimed at
testing the E2E value chain of security tokens in
“real life" with strict boundaries regarding aspects
such as trading volumes and asset types. Loosen-
ing of these boundaries (incl. stock investments) is
expected as early as 2025/2026, around the same
time as market participants might see the digital
euro.

2021 2022 2023 2024 2025 2026
: ! DLT Pilot
| DLT Pilot Regime
EUROPEAN ! Regime ! expansion
UNION ! o MiCA ® Digital euro
: : (exp.) (exp.)
| l ® o
: | Zukunfts-
! ! finanzierungs-
GERMANY eWpG : KryptoFav : gesetz (exp.)
oo o e
FoStoG : :
SWITZER- e | ;
LAND Swiss DLT : :
Act : :
Today

@ Sccurity token (securities sui generis) @ Payment token

Porsche Consulting

Fig. 4. Regulatory road map.

At the EU domestic level, some EU countries are
“front-running” EU initiatives, e.g., Germany with
its already adopted eWpG in 2021, which intro-
duced crypto securities as a new, regulated form
of security token (as of now, mainly bearer bonds

Porsche Consulting | Security Tokenization

are covered, with restrictions to secondary mar-
ket trading). “Crypto fund shares” covered by the
KryptoFav (Verordnung (iber Kryptofondsanteile)
in June 2022 extend the range of investable secu-
rity tokens to funds. Also, as of 2021 the FoStoG

10



(Fondsstandortgesetz) has enabled open alterna-
tive investment funds to invest up to 20 percent
of their assets under management in digital assets.
With the planned “Zukunftsfinanzierungsgesetz,”
which is expected to be introduced before 2024,
additional, ambitious expansions of existing legis-
lation such as the eWpG are planned, such as in-
corporating stocks into the crypto securities defi-
nition as well as further reaching secondary market
trading of these securities.

02// Market infrastructure

The market infrastructure provides, e.g., the re-
quired liquidity, service quality, standardization
and efficiency to sustainably attract market par-
ticipants. While the infrastructure (including the
provider landscape) for payment tokens is already
highly developed (especially due to fewer regula-
tory restrictions, e.g., for second market trading)
the security token landscape is still in develop-
ment at or near the speed of the above-mentioned
regulatory landscape. In terms of stadardization,

03// Stable coins

Stable coins are essential to conduct on-chain de-
livery versus payment (DvP) transactions, where
smart contracts enable the exchange of assets
(security tokens) with means of payment (pay-
ment tokens) in real time. These are also known
as “atomic trades.” The use of stable coins instead
of “ordinary” payment tokens like Bitcoin or Ether
is critically important here, since they reduce ex-
change-rate risks in comparison with “ordinary”
cryptocurrencies (stemming from the conversion
of fiat to digital money and vice versa) and also
simplify accounting processes and value adjust-
ments for on-chain transactions due to their much
lower volatility. The current lack of a widely accept-
ed, sufficiently regulated stable coin currently acts

Porsche Consulting | Security Tokenization

Non-EU member countries in Europe have also
brought forward ambitious regulatory initiatives,
e.g., Switzerland with its DLT Act, which allows for
extensive issuance, first- and second market trad-
ing as well as settlement business of digital assets.
This makes Switzerland one of the leading digital
asset locations in Europe.

increasing effort and attention is being placed on
developing standard protocols such as ERC-20 /
ERC-1155 to develop faster and easier ways to
connect different blockchian through blockchain
bridging techniques.

as a major obstacle in the mainstream adoption
of digital assets in addition to the above-men-
tioned factors. Increased market consolidation in
the private stable coin market as well as progress
in the vast number of central bank digital curren-
cy (CBDC) programs of virtually all major western
central banks will likely see major improvement in
this area within the next three to five years.”®

In the next chapter, the reasons to believe that dig-
ital assets may play an important part in reducing
the regulatory burden for market participants in
the securities business within the EU are demon-
strated.

1



02

REDUCTION
POTENTIAL OF
REGULATORY
BURDEN

v 1 -
A B

2

= = -(Zl";":' “,:“ '-““\ NS
ST TSN \
SR R o B
\\0 %ﬁ"mi&?\fv‘,-“-_.«"‘il|“ "‘{~
AR | HT178

AL AT T !i!,"‘w’;iiz{ 4 4

T(‘ ”&', 4 "
o
SO ‘\\"§§3= ‘
7

o L)
& KR

& % o e
R




Since the financial crisis of 2008/2009, there
have been several major new regulatory initiatives
put forward by ESMA and other regulatory bodies
to prevent future crises.

With respect to the securities business, major ini-

tiatives include:

« EMIR (European Market Infrastructure Regula-
tion) in 2012 targeting especially the clearing
and settlement of (OTC) derivatives business

« CSDR (Central Securities Depositories Regula-
tion) in 2014 targeting the safe and secure set-
tlement of securities through central securities
depots

« MIFID II/MiFIR (Markets in Financial Instruments
Directive) in 2017 targeting mainly transparen-
cy requirements in respect to the buying and
selling of financial instruments as well as their
reporting

All of these complex regulations have caused
significant cost increases not only in their imple-
mentation but also in everyday business. Looking
at the DLT pilot regime regulation adopted in June
2022," it can be observed that due to the specific
nature of the technology behind digital assets, ma-
jor simplifications apply to all of the above-men-
tioned regulations.?®

Porsche Consulting | Security Tokenization

This is mainly due to the fact that:

= DvP/atomic trades enable instant settlement of
trades, making clearing obsolete.

« Instant settlement makes many margining/col-
lateral rules superfluous, since, in the case of
derivatives, deviations of the present value are
settled in real time, with one side not fulfilling
its obligations leading to the immediate closure
of that trade at or very near the current market
price (PV = 0).

» GSD rules no longer apply as with off-chain in-
vestments, since the immediate settlement
leads to the ability of the trading venue/MTF to
conduct both trading/brokerage and settlement
services in a safe and sound way (see DLT trad-
ing and settlement systems (DLT TSS as a new
provider class under the DLT Pilot Regime)).

« Regulatory reporting requirements may become
mostly obsolete since regulatory bodies can di-
rectly access transaction data through the DLT
database.

Given the current regulatory dynamic and a suc-
cessful phase-in, the regulatory exemptions put
forward in the current DLT Pilot Regime will most
likely become permanent once ESMA reviews the
regulation and decides upon subsequent regula-
tion in 2025/2026. This would not only lead to
considerable reduction of regulatory complexity
without decreasing market stability and/or coun-
terparty risks but would also enable significant
cost savings for all market participants involved in
the on-chain securities business.

In this regard, it is crucial to now turn the attention
towards the E2E value chain of digital assets and
its implied changes towards the operating model
of market participants. With the proper operat-
ing model elements in place — adjoined by the
required enabling regulatory simplifications — it
is possible to reap the promised efficiency gains,
especially concerning the later stages of the in-
vestment cycle (i.e., MBO functionalities). For the
purpose of this paper, the focus lies on E2E value
chain of security tokens and crypto securities.
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As the concrete value propositions of digital assets were discussed in the
Introduction, the importance of the last two value propositions, namely trans-
action cost, speed, and risk as well as operational cost, on the E2E value chain
and therefore also on the operating model of digital assets were stated. To find
out about the concrete impact, this paper takes a closer look at a representa-
tive capability map of today's securities business, such as a stock, bond, and
derivative:

E2E security capability map as basis for impact analysis of digital assets

FRONT-OFFICE

Sales & Primary Brok Principal Position &
Advisory Markets fokerage Trading Portfolio
Management

Order & Execution Management

MID-OFFICE

Trade Flow
Monitoring

Limit- & Collateral Performance &
Management Risk Management

BACK-OFFICE

Network & Clearing & Corporate

Accounts Settlement

Actions &
Servicing

Custody Reporting

Market Data Management

Low Impact I Medium Impact || High Impact © Porsche Consulting

Fig. 5. E2E security capability map.
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Looking at this capability map, which is structured
along the E2E value chain, it can be observed that
with the exception of the security-issuing busi-
ness, the main impact of digital asset technology is
on the mid- and back-office (MBO) function. Sec-
ond market trading as well as DvP/atomic trades
via CBDCs are assumed in this scenario. To explain
the reasons behind this, five key areas along the
value chain are highlighted, in which DA efficiency
levers are most prominent:

FRONT OFFICE

01// Replacing securitization with tokenization

(e.g., bearer bond)

« Intermediaries such as banks and market mak-
ers can be removed. Full digitalization and auto-
mation of processes within the same IT platform
will follow.

= Smaller issuances possible due to full digitalized
processes. This results in lower costs, increased
speed, and easier asset fractuation.

MIDDLE OFFICE

02// Disrupting collateral management, clearing,

and settlement through DvP (e.g., swaps)

« DvP (delivery vs. payment) is an inherent feature
of atomic trades; where time between delivery
and payment — and therefore settlement —
falls to zero Settlement risk and counterparty
risk are reduced to virtually zero, with one par-
ty not adhering to the smart contract (e.g., not
payment of purchase price or margins) resulting
in the immediate termination of the contract at
or near the PV.

« This results in reduced risks and costs while at
the same time speeding up the process.

Porsche Consulting | Security Tokenization

BACK OFFICE

03// Automation of corporate actions and asset

servicing through smart contracts (e.g., stock)

- Any foreseeable corporate action events are
programmed into the smart contract and incor-
porated into the terms of trade, enabling fully
automated servicing.

« Unforeseeable events can be manually pro-
grammed into the smart contract after the sale
upon agreement of both parties.

 This results in reduced costs and increased
speed.

04// Automated asset transfer to custody wallet

(example: bearer bond)

- Upon settlement, assets are automatically
transferred to a crypto vault (in the case of a se-
curity token) or to an “ordinary" security deposit
upon entry/change in the Wertpapierregister (in
the case of a crypto security).

« This results in reduced risks and costs while at
the same time speeding up the process.

It comes as no surprise that DA efficiency gains
stem from characteristic technology features of
DLT such as tokenization, delivery versus payment
(DvP), atomic trades, and smart contracts. Inter-
estingly enough, those benefits do not solely com-
prise cost considerations. In the case of tokeniza-
tion, asset fractuation and the shortening of the
financial transmission chain are also important, as
it increases the processing speed and asset fun-
gibility. As with the deployment of DvP, security
issues such as the reduction of counterparty and
settlement risk apply.?’ The automation of asset
servicing and transfers also lead to significant re-
ductions of processing time. Core enablers of these
benefits are required IT elements, which comprise
key components such as issuance platform, trad-
ing platform, custody platform and connectivity
layers to connect different blockchains and proto-
cols as well all other nodes such as trading venues,
clients, and trading partners.
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But what is the concrete cost savings potential
for the application of digital assets? Out of the
few studies available today, savings range from
24-65 percent, although it must be said that
these studies partially look at different portions
of the value chain and do not focus on the exact

same products.?? Looking at data models and in-
sights, this paper conservatively estimates the
cost savings potential along the securities value
chain between 35-50 percent — not taking into
account benefits from issuance services and also
costs savings through simplified IT infrastructure:

Securities’ costs & savings potential along value chain

Additional, substantial cost
savings realizable through
simplified IT infrastructure
(in steady state)

Majority of cost savings stem
from MBO functions, e.g.:

Conservative estimate of
overall digital asset cost sav-

ings potential of 35-50% (not
including issuing services)

Collateral Management (-60%)
Clearing (-100%)
Corporate actions (-70%)

Weighted cost
contribution in % (as-is)

Cost savings through adoption
of digital assets

Additional cost savings
35-50% (especially IT & infrastructure*)

Overall 100

Trading & _ A0
Brokerage 20 I 2-4%
Collateral Management o
& Transaction services 5 I 3-4%

Clearing 10
ices 16 . 6-9%

E:trizzrsate 17 - 10-13%
-rr:;orting 14 I 3-5%
S::‘\ﬁ::ppm 18 I 2-5%

* Additional cost savings not quantified here Porsche Consulting

Fig. 6. Data asset costs savings estimate.

Porsche Consulting | Security Tokenization 17
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Financial institutions must act now and actively formulate entry strate-
gies and evolve along the digital asset learning curve of front office use

Cases.

Front office use cases

Looking at possible market entries from a front of-
fice/product side within the German market land-
scape, it can be stated that the offering of some
form of digital assets product is no longer “special”
or “unique"? and the vast majority of DA service of-
ferings consist of classic broker/custody products
concerning payment tokens. To stand out of the
pack on the front office/product side, some lead-
ing market participants offer their own tokenized
funds, including white labeling (through a dedicat-
ed service KVG),?* tokenized bond issuances, or
issuing their own stable coin.?®

On a general note, each market participant should
individually assess the impact of digital assets on
their business model and their clients. This in-
cludes the assessment of the monetization poten-
tial of the available use cases for their institution.
Furthermore, each institution needs to thoroughly
assess which use cases actually add value not only
for the institution itself but also for its custom-
ers. Out of these considerations, banks can form
a compelling market entry strategy that aims to
formulate concrete goals regarding the product
offering:

Range of use cases shows multiple opportunities in a growing market segment

Monetization potential Market entry strategies/ranges

DLT SERVICES PB CB PRODUCTS

>
=

Basic Banking @ @ Q
Limited product offering, e.g.:
L Q @ Q DA derivatives mixed into existing
0ans
funds for AM
Brokerage & custody of cryptocurren-
Emission Q @ Q cies for PB
Bearer Bond tokenization for CB
> @ O
Additional product offering, e.g.:
Trading (Brokerage) G O O Tokenizations, research, and DA direct
fund investments for AM
Advisory, brokerage & bustody for
Asset Management Q @ @ crypto, NFT, and ST for PB
Trade & Project Finance for CB
Custody O O O Basic Banking (AM/PB/CB)

Porsche Consulting

Fig. 7. DA monetization potential.
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As can be seen above, monetization potentials of
the various use cases are closely dependent upon
the business model. As an asset manager (AM) will
rather profit from DA asset management than from
debt security tokens, a private bank (PB) might fo-
cus rather on advisory services than on asset man-
agement services. Furthermore, corporate banks

Middle and back office use cases

Just as banks can follow defensive or aggressive
market entry strategies in terms of their product
offerings, the same is true on the operations side.
Strategies range from a high degree of sourcing
(white labeling) through heavy SaaS usage to a
lower degree of sourcing with more on-prem-
ise applications. Depending on the client and the
business model behind it, higher sourcing could
lead to easier and less costly adoption but could
also lead to less control to customize and also low-
er margins, as the value-add is lower. The oppo-
site can be true for on-premise models. Typically,
more aggressive strategies follow a strategy with
a higher degree of value-add and higher ambitions
in terms of their existing and future IT architecture
and therefore their E2E security value chain.

To wrap up the discussion, this paper proposes five
distinct areas where market participants should

CALL FOR
ACTION

How should the products be produced?
What sourcing degree?

What processes must be changed?

Which IT infrastructure changes apply?

Fig. 8. Call for action.

Porsche Consulting | Security Tokenization

What is the ambition level for digital assets?

Which new or changed risks apply?

What risk management and measurement proce-
dures must be adapted?

(CB<) will likely profit more from trade and project
finance products than other market participants.
Additionally, DLT also provides attractive use cases
for treasury departments of non-financial clients,
e.g., concerning bond emissions, hedging through
derivatives or payments.

In this respect, this paper argues that strategic
infrastructure investments that put financial insti-
tutions in the position to proactively pull tradition-
al assets like stocks, bonds, or derivatives on the
blockchain as soon as market and regulatory en-
vironment allows it is an entire new MBO use case
on its own. This strategy will enable financial insti-
tutions to fully reap DLT's value proposition from
the MBO side. As was shown in Chapter 3, signifi-
cant cost savings and profitability increases are at
stake. Proprietary platform developments such as
SWIAT from asset manager giant DEKA2 or D7 by
Deutsche Borse AG?” represent examples of such
strategies.

evaluate required actions in order to address both
the opportunities and challenges of digital assets:

What role can digital assets play in light of the
company's USP & current/future business model?

staff?

Which qualification measures apply?

What is the monetization potential of possible DA
products end-to-end?

What is the new skill set that applies to the staff?

Which functions require more, less and/or different
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Developing a holistic digital assets strategy, further
development of the business model, and aligning
the operating model along these specifications is
key. Furthermore, effects on risk management and
staff are very important to consider. It is also im-
portant to point out that many strategies evolve
over time, with market participants growing ever
“bolder” as they advance within the digital asset
learning cycle.

As stated above, ignoring DLT is simply not an op-
tion. As with every new technology, there will be
winners and losers in the market. In the context of
this paper, “winning” and “losing” do not refer to
the result of speculative trading in some form of
cryptocurrency (Bitcoin, Ether, etc.) but to the ap-
plication of the wider DL technology, with the dis-
cussion of the exciting new value propositions of
security tokens at the heart of this paper. Winners
are going to be defined as those that view digital ‘
assets not as a threat to their income statement x\;
but as a big and exciting new business opportunity.
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In Brief

The underlying DLT of cryptocurrencies holds a disruptive po-
tential and offers promising new value propositions for partici-
pants in financial markets.

Simply ignoring DLT is not an option — companies must de-
velop a holistic digital assets strategy, including the alignment
of the operating model as well as possible effects on risk man-
agement.

The various front-, middle-, and back-office use cases provide
insights on how to address both opportunities and challenges

of digital assets.

It is crucial to develop a target picture, including the ambition
level for digital assets as well as the role digital assets can
possibly play regarding the company s business model.

Financial institutions must act now and actively formulate en-
try strategies and evolve along the digital asset learning curve

in order to stay competitive.
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