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Introduction

Cash may be King, but it is also going virtual before our eyes. Digital cash used fo be the domain of tech
innovators and cryptocurrency enthusiasts. But if a pair of tokenized money market mutual funds (MMFs) is any
indication, instantaneous movement of cash untethered to market hours may be close to reality. If today's
experimental projects work through regulatory, legal and operational hurdles, blockchain-enabled MMFs may
revolutionize what institutions view as cash. So, it's fime fo gef serious about understanding how the future of
digital cash may disrupt the traditional MMF ecosystem by enhancing efficiency, liquidity and risk management
for institutional investors.

The first U.S.-registered MMF fo ufilize a public blockchain for share transactions and ownership records was the
Franklin OnChain U.S. Government Money Fund (FOBXX), launched by Franklin Templeton on April 6, 2021. !
WisdomTree followed in November 2023 with the WisdomTree Government Money Market Digital Fund
(WTGXX). 2 Crypto news site CoinDesk reported recently that the cryptocurrency exchange Coinbase also plans
on launching a tokenized MMF. 3

The failure of several banks in the spring of 2023, friggered by runs on uninsured deposits, coincided with large
inflows info the Franklin Templeton fund as cryptorelated entfities shiffed their cash desfinations. A downturn in the
crypfo market and no income refurns on sfablecoins also drove investors fo the fund. 4

And on March 20, 2024, a game changer emerged when BlackRock, the largest fund manager in the world,
infroduced the BlackRock USD institutional Liquidity Fund (BUIDL), a digital token fund. BUIDL is not @ MMF but a
liquidity fund pursuant to Rule 506(c] for accredited investors with “instantaneous and transparent seftlement” and
a stable value of $1 per token (share).®

Tokenized MMFs: a Primer

The funds have a few things in common. They are either MMFs or, in the case of BUIDL, a quasi-MMF, that
invests in safe insiruments such as cash, Treasury and govemnment securities, and repurchase agreements backed

! See FOBXX's SEC Form N-1A filing dated September 3, 2019,

www.sec.gov/Archives/edgar/data /1786958 /0001 13743219000429 /fitn 1a092019.him.

2 WTGXX's fact sheet here, www.wisdomtree.com/investments/digitalfunds/money-market /wigxx.

% lan Allison, "Coinbase Asset Management Plans Tokenized Money-Market Fund, a Hot Area After BlackRock's BUIDL Success: Sources,”
CoinDesk, July 24, 2024, www.coindesk.com/business /2024 /07 / 24/ coinbase-assetmanagementplans-tokenized-money-marketfund-a-
hot-area-afterblackrocks-buidlsuccesssources/.

4 Gaurav Roy, “Franklin Templeton Plays a Pioneering Role in the On-Chain Money Market Fund,” Securities.io, October 24, 2023,

www securities.io/franklintempleton-plays-a-pioneering-role-inthe-on-chain-money-marketfund /.

> “BlackRock Launches lts First Tokenized Fund, BUIDL, on the Ethereum Network,” Securtize.io, March 20, 2024,
securitize.io/learn/press/blackrocklaunchesfirstokenized-fund-buidl-on-the-ethereum-network.
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by government securities. Shares are offered at a stable $1.00 net asset value. Setting aside regulatory and
investment policy considerations, these features indicate that tokenized government MMFs may be suitable for
institutional cash accounts.

The funds use a blockchain technology called tokenization o process share fransactions between parties and
record share ownership in a verifiable and permanent way with cryptography. Tokenization is a computer
routine that permanently converts real assefs, such as MMF shares, into digital “tokens” on a blockchain network.
A blockchain is a decentralized and immutable ledger with “growing lists of records (blocks) that are securely
linked together.” Each block preserves all the transaction data, time-stamped and contained in the previous
block, forming a chain. ¢ In the case of tokenized MMFs, each token represents a share worth $1.00 with @
history of “who owns what where.”

In the world of finance, recording securities ownership and movement on physical and computer ledgers is
noforiously complex and labor infensive. Restrictions on trading hours and legal requirements over financial
fransactions delay cash movements. Industry innovators have long worked on using blockchains to improve
accessibility, liquidity, efficiency and transparency in these instruments. U.S. Treasuries are at the forefront of
tokenization as tech and financial companies seek to put the largest, deepest, and most liquid financial
instruments on blockchain. Treasury-based offerings including government MMFs are popular for this purpose.

To reach a happy medium between fraditional and digital worlds, the funds use tokenization as a “secondary
recording,” meaning each record is replicated in real and virtual spaces. Franklin Templeton believes that SEC-
regulated MMF shares existing as native digital assefs on a blockchain and held in a digital wallet “can be an
ideal stable digital asset to be used in the new economy." WisdomTree's fransfer agent maintains the official
record of share ownership in book-entry form as well as on an electronic distributed ledger called Stellar.
BlackRock touts BUIDL's “inferoperability” between digital and traditional markets, using Bank of New York, a
large custody bank, to handle the tasks. The “dual listing” of fund shares adds to administrative costs in the short
run but allows market participants to test out new concepts before wider adoption.

Digital asset data company RWA .xyz tracks $1.9 billion of tokenized Treasuries as of August @, 2024. On that
date, total net assets for BUIDL, FOBXX, and WTGXX were $513 million, $420 million, and $8 million,
respectively.

Tokenized MMFs Are Not Stablecoins

Tokenized MMFs are different from stablecoins despite both using blockchain fechnology. Financial regulators
offen view stablecoins as unregulated MMFs with systemic implications for the shortterm debt market, a concem
not shared with tokenized MMFs.

Nature and Purpose: Tokenized MMFs are traditional MMF shares digitized with blockchain technology. They
seek fo replicate bank deposits with marketable securities for liquidity investors. Stablecoins are digital currencies
designed fo maintain a stable value relative to a reference asset like the U.S. dollar. They do not replicate bank
deposits, but they are designed to be a reliable medium of exchange and store of value in the crypto ecosystem.

Underlying Assets: MMFs invest in Treasury bills, repurchase agreements and other shortterm debt instruments.
Tokenized shares represent pro rata ownership in the underlying instruments. SEC rules prohibit all MMFs from
investing in stablecoins, crypfocurrencies, or other assets that rely on blockchain technology. Stablecoins, on the

¢ “Blockchain,” Wikipedia, en.wikipedia.org/wiki/Blockchain.
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other hand, can be backed by many types of collateral, including fiat currencies, cryptocurrencies, or algorithms.
Stablecoin owners do not have a direct claim against the collateral.

Regulation and Compliance: Tokenized MMFs are subject to the same regulatory frameworks as fraditional
funds that provide investor protection. The regulatory environment for stablecoins is still evolving.

Liquidity and Settlement: Tokenization can enhance MMF liquidity and settlement efficiency. Ideally,
fransactions can be seffled almost instantaneously on a blockchain, reducing setlement time and costs.
Stablecoins’ sefflement is also nearinstantaneous across global markets, thanks to the blockchain technology.

Investor Base: Tokenized funds are primarily for institutional investors seeking a digital alternative fo traditional
MMFs while maintaining regulatory compliance. Stablecoins are widely used as the crypto ecosystem’s
equivalent of MMFs for various purposes, including trading, remittances, and hedging against volatility in the
cryptocurrency markets.

Potential Benefits to Institutional Cash Management

Improved Liquidity with Potential for 24/7 Cash Availability: While not a redlity yet, tokenized MMFs have
the potential to enable near-instantaneous setflement time by automating processes through smart contracts as
opposed fo end-of-day or T+1 sefflements in conventional fund processing. The improved liquidity may allow
institutional investors fo access their funds more quickly and efficiently, especially given the global nature of
modermn business operations across fime zones and national boundaries.

Operational Efficiency and Cost Savings: By automating fransaction processing and record-keeping,
tokenization reduces the need for intermediaries and manual intervention. Automation can lead to improved
efficiency and lower costs, which can be passed on to investors in the form of lower fees or higher yields.

Better Diversification and Yield Potential: Tokenized MMFs may allow institutions to participate in a more
diversified group of funds by geography and underlying investments, leading fo better diversification and
potentially higher refurns. Tokenization can also open doors to other forms of cash management vehicles, such as
fokenized commercial paper.

Enhanced Transparency and Regulatory Compliance: Recording all transactions on a secure ledger provides
an immutable record and reaHime visibility info holdings. This can help investors better understand and track their
investments, potentially reducing error rates. The decentralized nature of blockchain can add an extra layer of
security, making it more difficult for malicious actors to compromise data security. Smart contracts can also
enable better compliance with predefined rules and regulations and automate reporting requirements.

Challenges and Potential Implications

Despite the potential benefits, MMF fokenization also faces several potentially daunting challenges to adoption
by institutional cash investors.

Regulatory Frameworks: The regulatory landscape for tokenized financial products is still evolving. As the
financial industry is heavily regulated, this can be a complex and time-consuming process, requiring
collaboration with regulators and other stakeholders on issues surrounding custody, compliance, and investor
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protection. Instfitutional cash investors also need to face this uncertainty and ensure compliance with existing and
emerging regulations and investment policies.

Disruption to Traditional Banking and Cash Management: Tokenization has the potential to disrupt traditional
banking and cash management practices and challenge existing business models. Fund managers, trading
platforms, and custody banks may need to adapt their strategies to embrace the digital revolution and remain
competitive in the newly developing landscape. Digital adoptions by MMFs may also influence dynamics in
other parts of the shortterm debt market.

Technological and Security Concerns: Blockchain technology is relatively new. lts associated risks may not
emerge until it is widely used. Blockchain systems could be vulnerable to fraud, particularly if a group of
participants colluded to defraud the rest. Several competing public blockchain platforms may present competing
infellectual property claims. Despite enhanced security features, blockchain is not immune to cybersecurity threats.

Adoption and Integration: The widespread adoption of tokenized MMFs will require infrastructure changes at
many institutions. Extensive education and training may be needed for stakeholders to understand and adopt the
technology. The transition may be costly and time-consuming. Integrating blockchain technology with existing
systems can be a daunting task. There may be resistance to adopting technological changes from within an
organization.

Conclusion and Future Potentials

The tokenization of money market funds represents a significant advancement in institutional cash management,

offering enhanced liquidity, improved fransparency, and operational efficiency. As this technology continues to

evolve, it has the potential fo reshape how institutions manage their cash resources. The successful integration of
tokenized MMFs will require careful consideration of regulatory developments and market dynamics.

Tokenized MMFs can mark the beginning of greater innovation in institutional cash management strategies that
enable the creation of custfomized investment products tailored to the specific needs of cash investors. VWhile the
future holds promise, the elimination or reduced reliance on intermediaries may invite fierce pushbacks and
lobbying efforts against greater adoption. Like all new products, tokenized financial products may not garner
sufficient market acceptance and achieve a critical scale to be a lasting cash management solution.
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About Us

Capital Advisors Group, Inc. is an independent investment advisor specializing in insfitutional cash investments,
risk management, and debt financing.

Drawing upon three decades of experience through varied interest rate cycles, the firm has built its reputation
upon deep, research-driven investment strategies and solutions for its clientele.

Capital Advisors Group manages customized separate accounts that seek to protect principal and maximize risk
adjusted returns within the context of each client's investment guidelines and specific liquidity needs. Capital
Advisors Group also provides CounterpartylQ@® aggregation and credit analysis of counterparty exposures, risk
assessment on shortterm fixed income securities and portfolios, and independent debt financing consulting
services.

Headquartered in metropolitan Boston, Capital Advisors Group maintains multiple U.S. regional offices.

Disclosure Information

Any projections, forecasts and estimates, including without limitation any statement using “expect” or “believe” or any variation of either
ferm or a similar term, contained herein are forwardHooking statements and are based upon certain current assumptions, beliefs and
expectations that Capital Advisors Group, Inc. ("CAG”, "we" or “us") considers reasonable. Forward-looking statements are necessarily
speculative in nature, and it can be expected that some or all of the assumptions or beliefs underlying the forward-ooking statements will
not materialize or will vary significantly from actual results or outcomes. Some important factors that could cause actual results or
outcomes to differ materially from those in any forward-looking statements include, among others, changes in interest rates and general
economic condifions in the U.S. and globally, changes in the liquidity available in the market, change and volatility in the value of the
U.S. dollar, market volatility and distressed credit markets, and other market, financial or legal uncertainties. Consequently, the inclusion
of forward-looking statements herein should not be regarded as a representation by CAG or any other person or entity of the outcomes
or results that will be achieved by following any recommendations contained herein. While the forward-looking statements in this report
reflect estimates, expectations and beliefs, they are not guarantees of future performance or outcomes. CAG has no obligation fo update
or otherwise revise any forward-looking statements, including any revisions fo reflect changes in economic conditions or other
circumstances arising after the date hereof or to reflect the occurrence of events [whether anticipated or unanticipated), even if the
underlying assumptions do not come to fruition. Opinions expressed herein are subject fo change without notice and do not necessarily
take info account the particular invesiment objectives, financial situations, or particular needs of all investors. This report is intended for
informational purposes only and should not be construed as a solicitation or offer with respect to the purchase or sale of any security.
Further, certain information set forth above may be based upon one or more third-party sources. No assurance can be given as fo the
accuracy of such third-party information. CAG assumes no responsibility for investigating, verifying or updating any information reported
from any source.

All contents © copyright 2024 Capital Advisors Group, Inc. All rights reserved.
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One Federal Street, Suite 2200
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Tel: 617.630.8100 ~ Fax: 617.630.0023
www.capitaladvisors.com

5 | September 26, 2024 The Future of Cash May Be a Token



