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Digital assets: A new frontier

A Q&A with Katey Neate, Global Head of Investor
Solutions within the Asset Servicing business at BNY,
hosted by Colm McDonagh, CEO Insight Europe and
representing Insight’s digital asset strategy.

SEGTION1
WHAT ARE DIGITAL ASSETS?

Q. For those unfamiliar with them, what are digital assets?

At its simplest, a digital asset is just a digital record of ownership or value.
Instead of being tracked in a traditional database, those ownership rights
are typically recorded and maintained on a decentralized network like a
blockchain. At their most basic level, they’re simply a secure, cryptographic
record of who owns what.

Broadly speaking, digital assets fall into several main categories.

First, cryptocurrencies: these are the native assets of a blockchain or
distributed ledger. They exist solely because they’ve been created and issued
on-chain, and they are not backed by real-world assets. Their value can come
from their use as a store of value, a limited medium of exchange, or from the
rights they confer within a blockchain network, such as governance or voting
rights. Familiar examples include Bitcoin and Ethereum.

Second, on-chain representations of cash. These are assets designed to
mirror traditional money more closely. That includes stablecoins, which are
typically backed by reserve assets; and tokenized bank deposits, which
represent claims on deposits held at commercial banks. A key difference
between stablecoins and tokenized deposits is that stablecoins don’t

pay interest whereas tokenized deposits typically do. BNY has recently
announced the launch of tokenized deposits.

Third, central bank digital currencies, or CBDCs. These are digital
representations of sovereign currencies issued by central banks. They are
the public-sector equivalent of digital cash, representing units like pounds or
dollars on digital infrastructure. Some countries have already launched live
versions — such as the e-CNY, or indeed even the Bahamian Sand Dollar.

Finally, there are digital assets that represent real-world assets — tokens that
may represent a unit in an investment fund, a property, or another tangible
resource.



Q.If  have a bank account with £10in it,
that balance is already digital. Why isn’t
that considered a digital asset or digital
currency? What, specifically, is gained by
putting that same £10 onto a blockchain?

That £10 in your bank account is recorded on a
centralized ledger controlled by the bank, which is
essentially a modern, highly sophisticated version of a
spreadsheet. The bank maintains it, reconciles it, and

ultimately decides how and when that balance can move.

If you represent that same £10 on-chain, it becomes

a discrete unit created on a blockchain and secured

by cryptography, rather than by a single institution.
Ownership and transfer are governed by the network, not
a central intermediary.

To be clear, you can operate perfectly wellin the
off-chain, traditional system indefinitely. There’s nothing
inherently broken about it. The case for digital assets
isn’t that the existing model doesn’t work.

Rather, the argument is that blockchain-based assets
unlock additional capabilities. Transferring value
on-chain can be faster, programmable, and interoperable
across systems in ways traditional infrastructure isn't
designed for. It also allows assets to be used outside the
conventional financial rails we're used to operating in.

Q. If we consider an asset like a bond -
bonds already exist in a digital form today,
recorded through books and records,
custodians, and reflected on account
statements. Why would it make sense to
put a bond on a blockchain?

A digital bond is what’s often referred to as a tokenized
real-world asset. Simply put, that’s just a traditional
asset, ranging from financial instruments to intellectual
property, represented on a blockchain.

Bonds were one of the first genuine use cases to
emerge a few years ago, largely because they have a
clear lifecycle and a series of cashflows and obligations
attached to them. As well as transferring ownership or
value, it’s about whether you can also program what
happens to that bond over its life — coupons, corporate
actions, settlement, and so on.

That’s where the benefits of distributed ledger
technology start to show up. It allows many of the
processes that are still handled manually in financial
services to be automated.

SEGTION 2
THE BENEFITS OF DIGITAL
ASSETS

Q. Is this then about the plumbing rather
than the economics? It sounds like
holding a bond on chain doesn’t change
its performance, but it does change the
underlying system that records ownership
and manages the bond’s payments over

its life.

That’s one of the early key benefits. Improving the
plumbing makes a material difference to an asset
servicer, even if it doesn’t immediately change much for
you as an investor.

Today, many of the processes involved in moving a bond,
holding a bond in custody, and settling a bond, are still
manual. They take time and rely on extended settlement
cycles, largely because of all the interactions between
different parties in the ecosystem and the reconciliations
required between them.

If you can shift that process onto a blockchain, with
decentralized infrastructure and without layers

of intermediaries, you can remove many of those
bottlenecks. The need for reconciliation falls away
because settlement becomes near-instantaneous, and
with that you can significantly reduce, or even eliminate,
settlement risk.

As you materially reduce the need for reconciliation, you
take costs out of the system.

Then, if you can speed up transactions, it means you can
respond quicker to changes in market conditions.

Today, if you want to act on a market opportunity, you
typically have to sell an existing position, wait for
settlement, wait for the cash to be credited, and only
then can you redeploy it elsewhere. That process can
take days.

With something like a tokenized money market fund,
the dynamic changes completely. If you want to act on a
market move, you can sell out of a position and receive
stablecoins near-instantly. Those stablecoins can then
be redeployed into another tokenized asset almost
immediately, rather than waiting for the traditional
settlement cycle to complete.

The result is a step change in portfolio agility.
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Q.That sounds very beneficial for investors
that need to raise cash quickly or meet
collateral calls. Is that right?

Absolutely. Tokenized instruments can significantly
accelerate portfolio rebalancing when market conditions
change.

The ability to move almost instantaneously between
assets can materially reduce the risks associated with
periods of market stress. In environments like the gilt
crisis, where timing and liquidity were critical, that speed
of execution could make a meaningful difference.

If you can use tokenized instruments as collateral, you
can also materially reduce portfolio drag by holding less
capital purely to manage settlement risk.

Today, a lot of funds are forced to sit on meaningful
amounts of cash simply to facilitate the mechanics we've
been discussing. That cash is effectively idle. If you can
shorten, or virtually eliminate the settlement cycle, you no
longer need to hold as much capital on the sidelines.

Instead, that cash can be deployed more efficiently,
improving capital utilization and, ultimately, portfolio
outcomes.

Q. How important is programmability and
can you provide some examples of this?

At its core, this is about creating a set of instructions that
say: when X happens, do Y. Using smart contracts, money
itself can become conditional and responsive to other
events.

Take the annuity life-cycle example for example. This

is where programmable instruments start to become
quite powerful. If | want a bond to pay out once a year at
a specific yield, but only under certain conditions, | can
encode all of that directly into the smart contract that
represents the bond. Once it’s set up, | can “press go” and
it runs automatically — without the layers of back-office
processes traditionally required to administer those
features.

That bond example is deliberately simple. But if you
move beyond individual programmable instruments to
truly composable portfolios, the implications are much
broader. You could imagine holding an entire portfolio of
assets that execute based on a predefined set of rules
you’ve specified.

In that world, the roles of many people in financial
services start to change quite fundamentally. This is
where opinions diverge. Some believe the end state is
fully personalized portfolios. These are held in digital
wallets and tailored precisely to an individual’s liabilities,
spending patterns, and objectives, and constructed from
customized instruments designed to deliver specific
outcomes.

The more realistic near-term application is less radical
but still meaningful. As a portfolio manager, you would
select instruments designed to achieve particular
outcomes and program portfolio actions based on those
objectives. A portfolio could automatically rebalance
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when specific criteria are met. This then frees the
manager up from process oversight, allowing them to
fully focus on outcomes.

SEGTION 3
REALWORLD
IMPLEMENTATION

Q. It sounds extremely positive, but is
anyone in the market actually using this
right now?

There are already several tokenized money market

funds in the market today. I'd characterize these as the
‘foothills’ of the opportunity, though we've definitely
moved beyond the proof of concept phase. The demand
we're seeing today, particularly from asset managers

for whom we provide transfer-agency services, is
concentrated at the more liquid end of the market, where
the utility of tokenized units is most obvious once they’ve
been created.

Asset managers are telling us that their clients want
access to the speed and agility we’ve been discussing,
but they also see an opportunity to reach entirely new
pools of capital. That includes a growing base of digital-
native investors who operate largely, or entirely, on
blockchain based infrastructure.

As a result, most of the early demand has been in highly
liquid instruments. However, over the past six to eight
months, we've started to see increasing interest from
private markets as well. That’s not just about tokenizing
the fund wrapper, but about tokenizing the underlying
assets themselves.

In that context, things like digital cash can be used to
speed up internal fund processes, while distributed
ledger technology supports more efficient operation of
the fund.

Q. What is the process to tokenize assets
within a fund?

At its heart, tokenization simply means creating an
on-chain representation of something that already
exists. Most of the early ‘foothill’ funds that exist today
are tokenized share classes of existing fund structures.
But it doesn’t have to work that way. You can also
tokenize something entirely new. In fact, some of the
earliest experiments in bonds were digitally native —
bonds that didn’t exist in the traditional system at all and
were created directly on a blockchain.

Without getting too technical, tokenizing an asset
involves creating a set of smart contracts that define



and publish the ownership rights of that asseton a
blockchain. To move assets on a blockchain, two things
are required. First, you need a digital wallet, which is
effectively where the asset lives. Second, you need a
cryptographic private key, which gives you permission
to transact. The easiest way to think about this is your
house. You share your address freely, but you keep the
private key secure. That private key is what gives the
authorization to move the assets.

If 'm tokenizing something on behalf of a fund then |
can hold that private key for you, enable transactions
of those tokenized units on-chain, and do the technical
work required to create and maintain that ownership
representation.

Conceptually, this isn’t that different from what | already
do today as a transfer agent, or what your bank does
when it maintains records for a cash account. The
difference is that the record-keeping and processing
move from spreadsheets and back-office systems onto a
blockchain.

Q. Are many market participants doing

this today? Is adoption meaningfully more
advanced in certain regions or geographies
than others?

A few things have happened over the last year that really
help answer that question.

The first is regulatory clarity. That hasn’t emerged

evenly across different jurisdictions. In the US we've
seen a material shift over the past 12 to 18 months,

with legislation like the GENIUS Act providing clearer
regulatory guardrails. These changes have given market
participants the confidence to start bringing products to
market.

The second factor is the maturation of the underlying
technology. We now have around six or seven years of
real world experience operating this technology. That has
increased comfort around scalability, security, resilience,
and financial crime controls — issues that would
previously have dominated a conversation like this.

The third driver is investor behavior. The adoption

of stablecoins, which can be used like digital cash,
has accelerated interest in tokenized fund units. For
a long time, investors were holding large balances

in stablecoins, and for regulatory reasons US dollar
stablecoins aren’t yield bearing and, in many markets,
couldn’t easily be put to work.

What we’re now seeing is those investors looking for
places to deploy that capital without giving up liquidity or
utility. Tokenized money market funds fit that need very
well. Once something is tokenized, its utility can start to
compound, it’s a bit of a rolling stone effect.

Returning to tokenized money market funds as an
example, if you can use that tokenized unit as collateral,
it already has more utility than it did in its traditional
form.You’re no longer just holding a low-risk investment;
you’re holding something that can actively support other
portfolio activity.

If you then extend that further and allow those tokenized
fund units to be used for payments, and we’re not quite
there yet from a regulatory perspective, you start to

blur the line between an investment instrument and

an on chain representation of cash. In that world, the
tokenized money market fund itself could be used as the
settlement asset.

You’re probably not paying for a pizza with it, but within
the financial ecosystem we operate in, that kind of
functionality is hugely powerful. And that’s where this
idea of programmability really comes to life. Assets that
don't just sit passively on a balance sheet but can be
fully automated to deliver outcomes.

SEGTION 4
ANINSTITUTIONAL
PERSPECTIVE

Q.This sounds interesting from an
institutional investor perspective — so
what should firms be doing to start taking
advantage of this evolution? Are there any
risks that institutions need to consider?

The first thing to say is that not everything benefits

from tokenization. There are strong use cases, but

there are also costs and trade offs. In many situations,

a straightforward share class of a fund is still the right
answer if you don’t need the additional capabilities we've
been discussing.

There’s no need for everyone to rush out, get a digital
wallet, and tokenize everything overnight. But if
tokenization is relevant to your objectives, there are a
few important considerations.

The key one is risk management. Take a tokenized money
market fund as an example. Economically, it is still a
money market fund and carries the same underlying
investment risks. However, holding and transacting it on
a blockchain introduces additional, incremental risks,
while also addressing some of the risks we associate
with the old rails.

Not all blockchains are created equal. If you're investing
in assets that are represented on a blockchain, you need
to carry out due diligence on the chain itself, not just
the instrument. There are a few established, household
name platforms that stand out because they have scale,
liquidity, throughput, and a mature ecosystem around
them. Those characteristics matter.

Beyond size, there are several other critical
considerations. Security is paramount: is the chain
robust and resilient? Then there are financial crime risks
— can activity on that chain be effectively monitored
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using the compliance and surveillance tools available
today?

Reputational risk is another factor that’s often
underestimated. How would your organization, and your
investors, feel about being visibly associated with this
particular blockchain?

It's easy to be attracted to new protocols that promise
speed and efficiency. But if a chain is later associated
with a high-profile financial crime incident, and your
name is linked to it, that’s a risk few institutions can
afford to take. In many cases, the fastest or newest
option won’t be the right one.

Institutions need to ask whether they have the right
tools and frameworks to manage those risks. They
need to work with custodians and transfer agents who
understand this technology and can operate safely at
scale and assess the specific risks of one blockchain
versus another. Many organizations today are not fully
there yet. Several firms lack the tooling, the specialist
talent, and, just as importantly, the institutional
awareness of these potential new risks.

For anyone thinking this is something they’ll need to
engage with over the next few years, the key early-stage
analysis should focus on whether the right analysis,
governance, and operational toolkit are in place to
manage tokenized instruments responsibly.

Q. Decentralization can sometimes be

a scary word for people - is that fear
misplaced?

| think part of this comes back to trust. But people
already outsource a degree of trust to their custodian
banks.The question is: does decentralization ever really

become mainstream, or does it remain primarily about
people trading cryptocurrencies?

In theory, you could imagine a pure end state where every
investor manages their own assets directly, peer-to-peer,
on a blockchain. In reality, we’re unlikely to go that far,

for a mix of financial, practical, and sociological reasons.
Decentralization clearly has an important role to play in
enabling many of these innovations, but there are still
significant benefits to the centralized structures we have
today. Not least because larger financial institutions

can invest in best-in-class financial crime controls, risk

management frameworks, and cybersecurity capabilities.

These additional layers are not something an individual
investor managing assets from a self-hosted wallet can
realistically replicate.

Decentralization is a powerful enabler, but it doesn’t
eliminate the need for trusted intermediaries, it just
changes what they’re trusted for.

Q. Are regulators ahead of the market on
this or lagging behind?
Over recent years, regulatory approaches have developed

at different paces, with jurisdictions adopting divergent
positions.
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Early on, places like Hong Kong and Singapore really
moved first and positioned themselves as highly
accommodating environments for digital assets and
tokenization. Luxembourg, as a fund domicile, has also
been notably open to acting as a launchpad for tokenized
funds.

In the UK, the FCA's consultation launched late last
year marks a meaningful shift. It’s progressive in its
thinking, clearly informed by what’s worked elsewhere,
and notably consultative in how it’s approaching market
development.

That gives real grounds for optimism around the UK’s
direction of travel. That said, speed still matters. I'd like
to see faster progress to market, particularly as funds
are already launching in the US and attracting significant
inflows, helped by the GENIUS Act.

SEGTIONS
SEPARATING HYPE FROM
REALITY

Q.There’s a lot of excitement right now
around digital money and tokenization,
but also a risk of hype running ahead

of reality. From your perspective, how
should we think about hype versus true
medium-term impact?

Some things clearly benefit from being on-chain, and
some simply don’t.

The most likely scenario is that we’re heading into a
long-lasting hybrid world. For at least the next 10 to
15 years, we're likely to operate in a system where
some activities happen on-chain and others continue
off-chain.

That has practical implications. For asset servicers, it
means running parallel rails for a long time. For investors,
it means making conscious design choices: do you gain
enough additional utility from operating on-chain to
justify the change, or do you accept today’s inefficiencies
as the trade-off for avoiding the new risks that come with
digital assets?

That hybrid model isn’t a sign that this is all hype. There
is genuine momentum building. This has started with
tokenized money market funds and deposits. From there,
it's a short step into tokenized ETFs, tokenized private
market funds, and ultimately not just tokenizing the fund
wrapper, but also the underlying assets themselves.



GLOSSARY

Blockchain: The most well-known form of distributed ledger
technology (DLT), a blockchain is a shared, digital ledger
that records transactions in “blocks,” with each block
cryptographically linked to the prior block.

Stablecoin: A type of digital asset issued on a blockchain and
backed by a specific set of assets such as U.S. Treasuries,
which is used to maintain a stable value such as 1 U.S. dollar.

On-chain investment: An investment that uses blockchain for

functions such as recording ownership or processing transfers.

Token: A programmable unit of value or ownership created on
a blockchain that can be transferred, traded or used via smart
contracts.

Digital wallet: A device, program or a service which stores
the public and/or private keys used to enable digital asset
transactions.

Keys: A key pair includes two lengthy alphanumeric values —
a private key and a public key. They are created together and
must be used together. Both are essential to the security of
blockchain activity.

- Private key: Used by the owner of a digital wallet to sign
transactions and control assets. The private key is required

to authorize outgoing transactions and is private to the wallet

owner.

+ Public key: Used to create addresses and verify signatures,
enabling other wallets on the applicable blockchain to
transfer digital assets to a wallet’s public key address
when permitted. The blockchain will only record public key
information.
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GENIUS Act: A US law that establishes a regulatory framework
for payment stablecoins, including requirements governing who
can issue them, the assets that can be used to back them, and
regulatory oversight.

Decentralization: The distribution of control and decision-
making across a network of participants, rather than relying

on a single central authority or intermediary. In blockchain
networks, this can allow transactions and records to be
maintained collectively by the network.

Public ledger: A blockchain record visible on a public network
and a backbone of digital assets. Wallet addresses are recorded
on-chain and visible on the public ledger; however, investor
identities are not visible on the public ledger.
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This material should not be considered as investment advice or a recommendation of any investment manager or account arrangement, and should not
serve as a primary basis for investment decisions. Any statements and opinions expressed are those of the author as at the date of publication, are
subject to change as economic and market conditions dictate, and do not necessarily represent the views of BNY. The information has been provided as
a general market commentary only and does not constitute legal, tax, accounting, other professional counsel or investment advice, is not predictive of
future performance, and should not be construed as an offer to sell or a solicitation to buy any security or make an offer where otherwise unlawful. The
information has been provided without taking into account the investment objective, financial situation or needs of any particular person. BNY is not
responsible for any subsequent investment advice given based on the information supplied. This is not investment research or a research
recommendation for regulatory purposes as it does not constitute substantive research or analysis. This information may contain projections or other
forward-looking statements regarding future events, targets or expectations, and is only current as of the date indicated. There is no assurance that
such events or expectations will be achieved, and actual results may be significantly different from that shown here. The information is based on
current market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. References to specific
securities, asset classes and financial markets are for illustrative purposes only and are not intended to be and should not be interpreted as
recommendations. Past performance is no guarantee of future results. Information and opinions presented have been obtained or derived from sources
which BNY believed to be reliable, but BNY makes no representation to its accuracy and completeness. BNY accepts no liability for loss arising from use
of this material. BNY is the corporate brand of The Bank of New York Mellon Corporation and may be used to reference the corporation as a whole or its
various subsidiaries generally

Allinvestments involve risk including loss of principal.

Not for distribution to, or use by, any person or entity in any jurisdiction or country in which such distribution or use would be contrary to local law or
regulation. This information may not be distributed or used for the purpose of offers or solicitations in any jurisdiction or in any circumstances in which
such offers or solicitations are unlawful or not authorized, or where there would be, by virtue of such distribution, new or additional registration
requirements. Persons into whose possession this information comes are required to inform themselves about and to observe any restrictions that
apply to the distribution of this information in their jurisdiction.

Blockchain technology is a relatively new and untested technology that operates as a distributed ledger. There are risks associated with
issuance,transfer,redemption and recordkeeping of shares on a blockchain, and these risks may not fully emerge until technology becomes more widely
used. Blockchain systems are public and permissionless and could be vulnerable to fraud. There may also be undiscovered technical flaws in the
Transfer Agent’s blockchain-integrated recordkeeping system or the underlying blockchain technology.

Cybersecurity and technology risk: As the use of technology has become more prevalent in the course of business, and in particular because of the use
of blockchain technology (including the Transfer Agent maintaining official ownership records via book-entry tokens and smart contract technology),is
more susceptible to operational and financial risks associated with cyber security and technology, including:theft, loss, misuse, improper release,
corruption and destruction of, or unauthorized access to, confidential or highly restricted data relating to the shareholders; processing and human
errors; inadequate or failed internal or external processes;failures in systems and technology; errors in blockchain, smart contracts and other
technology used and changes in personnel; errors caused by third-parties or trading counterparties; and compromises or failures to systems, networks,
devices and applications relating to the operations and its service providers. These risks may result in financial losses to the shareholders.

Stablecoin reserve risk: Shares are intended to be held by stablecoin issuers as reserves backing their outstanding payment stablecoins and to meet
the needs of clients who prefer digital methods for recordkeeping and transacting. Stablecoins are relatively new and may face periods of uncertainty
resulting in the potential for rapid and/or unexpected requests by stablecoin issuers for redemption of shares (including requests by multiple
stablecoin issuers at the same time). Such redemption requests could adversely affect remaining shareholders, liquidity, and the ability to maintain a
stable price per share, particularly if such edemptions occur in times of overall market turmoil or declining prices.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.

Investment advisory services in North America are provided by Insight North America LLC, a registered investment adviser and regulated by the U.S.
Securities and Exchange Commission (SEC). Insight North America LLC is associated with other global investment managers that also (individually and
collectively) use the corporate brand Insight Investment and may be referred to as “Insight” or “Insight Investment.” Insight is a subsidiary of BNY.

No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission. All information
contained herein is proprietary and is protected under copyright law.
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