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Friends, colleagues and fellow industry members, 
 
New technologies developed in the 1980s (increasingly faster computers, more powerful programming 
languages, and desktop financial modeling applications like Lotus 1-2-3 and Excel) all helped usher in 
the era of structured finance.  The industry took off in the 1990s, hitting its stride and, in spite of some 
challenges, has not really looked back since.  By allowing more efficient risk allocation, structured 
finance has successfully lowered the cost of funds for borrowers and helped fuel global economic growth.  
The current state of the art in structured finance has been enabled through technology, but technology 
that was largely developed some 30 plus years ago.  
 
We believe that we are about to enter a new era of structured finance, where risk can be allocated more 
granularly, records of ownership can be recorded and transferred more efficiently, and settlements can 
happen more seamlessly, all of which will lower the cost of funds yet again for borrowers and enhance 
returns for investors.  The technology exists to do this, and this evolution is inevitable. 
 
The technology we are talking about is cryptography, which allows transactions to be linked together 
and digital representations of ownership (called “tokens”) to be created, and which we expect will have 
profound implications for the structured finance industry.  A burgeoning economy has already grown 
around applications of this technology - applications we generally refer to as tokenization - with 
structured finance remaining so far largely on the sidelines. 
 
Recent years have witnessed the explosive growth of cryptocurrency, a tokenized form of money traded 
and held electronically on blockchains.  With venture investments in crypto-related companies of 
approximately $30 billion in 2021 according to Forbes Magazine’s estimates – more than all prior years’ 
investments combined – the sheer size of cryptocurrency markets has commanded the financial services 
industry’s attention and offered a glimpse of the potential tokenization may offer the industry more 
broadly.  After all, cryptocurrency is just one form of a tokenized asset and, we believe, the tip of a much 
larger iceberg of potential use cases for tokenization in the credit and securities markets.   
 
To be clear, the enthusiasm and flamboyance of this period of growth in the cryptocurrency markets 
clearly masked reliance on age-old, dubious strategies of using excess leverage, highly correlated bets, 
misleading disclosures, and funding payment of existing investors’ maturing obligations with new 
investor money.  Anecdotes of this misfeasance are unavoidable - for example, cryptocurrency investors 
who believed their deposits with certain digital asset trading firms were held in custody for their benefit 
finding themselves potentially as lenders to thinly capitalized companies or unsecured creditors in the 
event of a bankruptcy of such companies.  The mania generating the cryptocurrency bubble, and now 
accelerating its unwind, is of historic proportions and we welcome the inevitable public scrutiny and 
regulatory response to the challenges the cryptocurrency market now faces.  It is at this moment that we 
think it important to point out the benefits of the technology itself, and to avoid an overreaction.  Though 
the technology is new, the blow up resulting from its flawed application is the end of a movie we have 
seen before.  The technology itself is not inherently flawed. 
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With proper governance and prudent regulatory oversight, tokenization within the structured finance 
industry has the potential to transform traditional securities offerings and investing strategies.  For 
issuers, tokenization offers opportunities to realize cost and time efficiencies throughout the issuance, 
settlement, and data management phases.  For investors, tokenization may facilitate execution of a more 
granular investment strategy while enhancing secondary market liquidity of their securities. 
 

Yet, despite the media buzz and industry chatter, tokenization remains a mysterious black box to 
many industry participants.  These frequently asked questions (“FAQs”) are our effort to demystify 
tokenized assets by addressing certain threshold issues for market practitioners and suggesting a 
tangible use case for the technology within the structured finance industry.   
 
Redwood Trust, Inc. (“Redwood”) has been an innovator in securitization and structured finance 
since its inception, and we consider it our responsibility to be part of this transformational moment 
to facilitate the adoption of technology and innovation in the housing finance industry.  Together 
with Redwood’s venture investing arm RWT Horizons, Redwood Residential has partnered with 
Oasis Pro Markets LLC (“Oasis Pro Markets”) to begin to incorporate tokenization and 
decentralized finance (“DeFi”) into our business.  
  
We thank the Oasis Pro Markets team for their contribution to these FAQs, and look forward to 
continuing our collaboration as we seek opportunities to connect the traditional mortgage finance 
ecosystem with emerging technology. 
 
Regards,  
 
 
 
Fred Matera  
Managing Director  
Head of Redwood Residential 
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What is a tokenized asset, and what kind of assets may be tokenized? 
 

Tokenization is the process of creating a digital representation of an underlying asset on a 
distributed ledger called a blockchain, where the accounting units that measure ownership of the 
asset, and the medium of exchange, are called “tokens”.  As further described below, there are 
several kinds of tokens, each with a different function. 
 
Tokenization allows for the economic value and rights associated with an asset to be digitized, 
creating fractional ownership and decentralized management opportunities. Tokenization can be 
applied to a very broad range of assets, including equity and debt securities.  Assets such as real 
estate property, residential mortgage loans relating to a property, and shares in a company that 
owns the property are all examples of assets that may be tokenized.    
 
Tokenized securities have a different form of representation and mode of transfer than 
conventionally held securities.  Transfers of ownership of tokenized securities, for example, are 
recorded in digital format on a decentralized platform or marketplace such as a blockchain.  In 
contrast, with conventional, book-entry securities, a central securities administrator must be 
employed to record transfers of ownership.  In both cases, whether the assets are held in 
conventional form or as tokens, ownership conveys the same legal rights and entitlements to cash 
flows.   

 
 
What benefits does tokenization convey?  

 
Tokenization has the potential to benefit investors, issuers, and ultimately borrowers by 
increasing efficiency in the creation, issuance, and management of assets.  Ultimately these 
efficiencies have the ability to reduce the typical cost and administrative burdens associated with 
an investment and could result in lower borrowing costs.  Through the use of blockchain 
technology and smart contracts, transparency and speed of execution are enhanced, ownership 
records are more accessible, and transfer costs are reduced when parties transact using tokens.   
 
In situations where the issuer or owner elects to register the token on a blockchain, any future or 
further transfer would be memorialized (publicly, if a public blockchain is chosen).  Sales of 
tokenized securities may also provide an added measure of security because a transfer from the 
seller’s wallet requires the prospective purchaser to be approved or “whitelisted” (i.e., confirmed 
to be eligible to purchase the token) prior to any sale.  Tokenization also provides the opportunity 
for enhanced liquidity by allowing a seller to divide interests in an underlying asset, for example, 
by offering fractional shares of ownership (or “tranching risk”) in the underlying asset. This 
tranching of risk benefits investors by allowing an investment in an asset to be more narrowly 
tailored to suit a specific risk appetite or investment purpose. 
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How developed is the tokenization ecosystem?  
 

Though the tokenization ecosystem is in its nascency, tremendous progress has been made in 
building the technology needed to support its operation.  Vendors providing key services (e.g., 
tokenization agents, custodians, transfer agents, etc.) have developed sophisticated product 
offerings to support issuer and investor participation in the space.   
 
As the tokenization ecosystem matures, products custom-built to address the needs of an 
increasingly sophisticated market for tokenized assets continue to be revealed.  Oasis Pro Markets 
LLC (“Oasis”), for example, recently worked with the SEC and FINRA to establish trading and 
settlement practices for trading tokenized securities on its proprietary trading platform.   
 
As of today, Oasis is the only registered broker dealer operating a FINRA-approved digital 
securities trading platform with a registration to facilitate transactions in digital securities for 
digital cash, including stablecoins and Central Bank Digital Currencies (“CBDCs”), and the ability 
to settle trades in digital cash.  This ability to settle trades in digital cash represents an important 
innovation created by the Oasis platform, as other platforms remain limited to settling in 
government-backed currency.  Oasis’ platform allows issuers to diversify their investor base by 
connecting them directly with digital security investors worldwide; for investors, the platform 
offers a user-friendly interface, simple and secure onboarding process, and transparent access to 
digital security investments.  For issuers and investors alike, this technology offers the possibility 
of reduced clearing and back-office costs, automated compliance processes, and near-real time 
settlement, all made possible by tokenization of securities. 

 
 
With respect to the traditional capital markets ecosystem, is tokenization competitive or additive?  
 

Tokenization is additive to both issuers of, and investors in, securities.  Offering securities in 
digital form opens additional distribution channels and reduces reliance on middlemen.  Such time 
and cost efficiencies are achieved for issuers by connecting issuers with investors looking for 
tokenized securities and for investors by connecting investors with the digital investments they 
desire.  Smart contract technology used in the creation of tokenized securities improves the 
efficiency and accuracy of offerings while simultaneously providing significant cost saving 
opportunities by automating heretofore manual data-entry processes, including the enforcement of 
transfer restrictions and the facilitating of clearing, settlement, and other back-office functions 
essential to the sale of a security.   

 
 
What is a smart contract?  
 

Smart contracts are programs of computer code that exist on a blockchain and that initiate an 
action or outcome when certain conditions are met (just like the conditional if-then-else statement 
code used for any computer program).  Smart contracts are designed to automatically execute, or 
complete a process nearly instantaneously without human intervention, once the specified 
parameters are satisfied, thereby giving all parties certainty of an outcome on a near-real time  
basis.  In the context of tokenization, the smart contract sets forth a token’s characteristics and the 
conditions for transfer of the token.  Smart contracts may be used to automate key transaction 
processes related to token management and sale, like confirmation of pricing/trade details, 
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verification of sufficient assets, payment initiation, distribution of notices, enforcement of transfer 
restrictions, blockchain recording of ownership transfers and processing monthly 
cashflows.  Rather than relying on human decision-making, technology-enabled smart contracts 
create time and cost efficiencies through automation.  Because smart contracts are generally 
published on a blockchain, the operational processes encoded in them are visible to all 
participants.  This transparency creates accountability within the system and allows deviations 
from the commonly agreed-upon process to be identified and resolved. This level of transparency 
is the critical key difference between a smart contract and a typical computer program that is 
administered by a third party away from any blockchain. 

 
 
Who are the key players in tokenization and what are the steps for an issuer to issue tokenized 
securities?  

• An issuer determines that, at the time of original issuance, either all or a certain subset of 
securities within that issuance will be tokenized 

• The issuer establishes the terms of the offering and completes required documentation and 
process requirements to execute issuance of the securities, as the issuer would in a traditional 
securitization or debt issuance (e.g., preparation and distribution of any required offering 
materials to investors, submitting any required SEC filings, executing transaction documents, 
etc.) 

• A tokenization agent is engaged by the issuer to mint a single token (or in some cases, many 
tokens) representing the underlying asset and embed key details (e.g., issuer name, interest 
rate, term, denomination, etc.) relating to the security into a smart contract attached to the 
token.  This smart contract technology allows prospective purchasers to be “whitelisted” 
(confirmed to be eligible to purchase the token), confirms sufficient funds are available in a 
prospective purchaser’s account, enforce any transfer restrictions applicable to the token and 
performs other operational functions to consummate a sale of the token 

• The issuer may elect to use digital trading platform, such as the Oasis Pro Markets 
Marketplace, to market the offering of securities, including any tokenized securities  

• The issuer and purchaser establish custodial accounts (“wallets”) with a custodian.  The 
purchaser deposits funds into its account that can be in either fiat currency or digital form, in 
an amount sufficient to purchase the token at consummation  

• The issuer’s offering of tokenized securities goes live, and the issuer’s tokens become 
available for offer and sale either directly or through a broker-dealer, such as Oasis Pro 
Markets   

• Smart contract technology is used to match the issuer and its terms of the offering with a 
purchaser satisfying any eligibility criteria that wishes to accept such terms  

• Following an agreement between a seller and a purchaser, the custodian is notified of the sale 
and transfers the token from the seller’s account to the purchaser’s account and transfers 
digital cash from the purchaser’s account to the seller’s account and the token is transferred 
into the purchaser’s wallet.  Then a transfer agent may then be engaged to by the issuer to 
reflect the purchaser as the new token owner on the blockchain 
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From an investor’s perspective, what is the difference between the ownership of a conventional security 
and ownership of a tokenized security?  
  

The primary differences are the form of the security and method by which ownership may be 
recorded and transferred.  At the time of issuance, a custodian of conventional securities receives 
physical forms of such securities and establishes an omnibus customer account at a central 
securities depositary (e.g., DTCC); during the lifetime of the securities, the custodian records 
transfers using its proprietary leger.  A custodian of tokenized securities, on the other hand, 
receives and holds a digital token representing the underlying security on behalf of its customer. 
If the tokenized security is subsequently sold, the custodian is instructed to transfer the token to 
the account of the new owner.   
 
As an additional step, issuers or holders of tokenized securities may choose to record ownership 
on the blockchain.  Recording ownership allows transfer agents or investors to take advantage of 
the benefits this technology affords – a permanent, validated digital record where transfers of 
ownership may be made in real time (or near-real time).  While no formal guidance has been 
released by the SEC, the issuer community has interpreted the SEC as expecting ownership 
transfers to be recorded by a transfer agent. 
 
 

If I tokenize a conventional security, does that mean my investment is now in cryptocurrency? 
 

No.  When a security is tokenized, an investor’s rights with respect to the security do not change.  
What does change is how ownership is memorialized, how the security can be custodied and the 
potential means of transfer available.  For example, a conventional security may be held in a 
brokerage account, with subsequent sales facilitated by a broker-dealer and ownership changes 
recorded by the securities administrator or DTC, while a tokenized security may be held in a 
digital wallet, with transfers facilitated by an alternative trading platform (such as the Oasis ATS) 
and ownership transfers noted in a blockchain.  In addition, while tokenized securities and 
cryptocurrency both rely on blockchain technology, this commonality does not result in 
reclassification of the security as a cryptocurrency or result in a security being denominated in, or 
an investor receiving payments in, cryptocurrency. 
 
With this as background, it is pertinent here to briefly describe several types of cryptocurrencies 
and tokens.   
  
The most well-known cryptocurrency is Bitcoin, a decentralized digital currency that can be 
transferred peer-to-peer via transactions that are recorded on a blockchain.  Given the features of 
Bitcoin, it has come to be accepted by many as a digital version of money.  In addition to Bitcoin, 
there are thousands of tokens that some classify as cryptocurrencies, although there is also some 
debate as to whether certain of these might actually be securities. 
 
In addition to cryptocurrency, other common types of digital tokens include:  

• Governance Tokens are tokens that represent a holder’s influence and voting power in a 
blockchain network.  These tokens grant their owners the ability to participate via vote in a 
blockchain network’s decision-making process to make changes to the structure and direction 
of the blockchain network.  The more activity there is on the blockchain network, the more 
value there is in being able to influence decisions related to the blockchain network, and the 
more valuable governance tokens become.  Owners of governance tokens also can have rights 
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to earn utility tokens as a form of dividend, based on activity levels on the blockchain 
network. 

• Utility Tokens are designed to serve a specific use case, such as a right to use a product or 
service or to receive special treatment for certain activities on the related blockchain network, 
often granting its holders special access or promotions for future products or services. The 
more activity there is on the blockchain network, the more demand there is for the utility 
token, and the greater the likelihood that the value of the utility token will grow. Holders of 
the utility tokens may lend their tokens to the users in return for fees.  

• Security Tokens, also known as digital asset securities, are digital representations of 
ownership of a security (e.g., equity or debt) or other real-world asset.  As generally 
discussed in this FAQ, these are securities from a regulatory standpoint and require 
compliance with applicable securities laws and regulations.   

 
 
What is decentralized finance (“DeFi”) and how does tokenization relate to DeFi?  

 
DeFi uses decentralized networks and blockchains to transform traditional financial products into 
transparent protocols that execute without the need for intermediaries.  Tokens are often the 
medium used for transfer of value in DeFi.  

 
 
Are Know your Customer (“KYC”) and anti-money laundering (“AML”) regulations applicable to 
tokenized securities?  

 
Yes.  The KYC and AML regulations that are applicable to conventional securities offerings also 
apply to offerings of tokenized securities.  Issuers and prospective investors can expect broker-
dealers and custodians to conduct standard compliance and KYC processes as part of the 
onboarding of a transaction involving tokenized securities to ensure that any applicable 
compliance requirements have been satisfied.  

 
 
Are there any special tax implications that owners of a tokenized security should be aware of that do 
not otherwise exist with conventional securities? 

 
Generally, no.  Individual circumstances vary, however, and holders of tokenized securities are 
encouraged to consult their own advisors for guidance. 

 
 
Would tokenization of securities change how investor reporting is handled?  Would information on 
tokenized securities be available on Bloomberg and Intex? 

 
In the near term, the market anticipates that the cashflow, bond factor, and other information 
investors are used to seeing with respect to conventional securities on services such as Bloomberg 
and Intex would be available on such services with respect to tokenized securities.  Over time, it is 
predicted that other technologies (such as blockchain) may become the preferred method by which 
this information is made available, given the efficiencies of speed, cost, and accuracy such 
technologies offer. 
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Can tokenized securities be un-tokenized (i.e., revert to traditional book-entry form)? 
Yes.  If a holder of a tokenized security wishes to convert its holdings back to conventional format, 
a tokenized security may be ‘un-tokenized’ with cooperation from the issuer.  As with conventional 
securities, issuers wishing to tokenize securities may obtain CUSIPs at the time of original 
issuance, which would facilitate security reverting to conventionally traded format. 
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This publication and the information referenced herein reflect the viewpoints and/or opinions of the author(s), are intended for 
informational purposes only, and should not be construed as legal, tax, investment, or other professional advice of any kind. All 
information is provided “as is” without warranty of any kind. Redwood Trust, Inc. (“Redwood”) is not responsible for any errors 
or omissions in the information contained herein. Redwood makes no representation and disclaims all express, implied, and 
statutory warranties including warranties of accuracy, completeness, reliability, fitness for a particular purpose or merchantability 
of the information contained herein. 
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