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Disclaimer
The information, opinions and commentary contained in this paper have been prepared with input from Liquefy, Sidley Austin,
KPMG and Colliers International. Any market analysis, projections, estimates and similar information, including all statements of
opinion and/or belief, contained herein are subject to inherent uncertainties and qualifications and are based on a number of
assumptions. The factual information contained in this paper has been obtained from multiple sources which are believed by the
contributors to be reliable and accurate as of the date of publication. No representation or warranty, express or implied, is made
as to the accuracy or completeness of the information contained in this paper. No party has any obligation to update, modify or
amend any part of this paper or to otherwise notify any party in the event that any information in this paper is discovered to be,
or subsequently becomes, outdated or inaccurate.

The contents of this paper are not, and should not be construed as,

investment, legal, tax or other advice.
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INTRODUCTION
Global commercial real estate investment reached an unprecedented high of US$830 billion in 2019.1 Real estate is traditionally
one of the most illiquid asset classes, requiring significant capital commitments and entailing long, expensive transaction
processes. As a more liquid way to gain access to the real estate sector, Real Estate Investment Trusts (REITs) has outperformed
other major asset classes over the long run. In 2019, the S&P Global REIT Index increased by 18.7%. 2 Increasing demand from
new investors for increased access and from existing investors for greater liquidity gives an impetus to transform the real estate
investment landscape. A new wave of technology is bringing greater efficiency, higher security, and lower costs to the financial
industry, among which tokenization heralds innovative real estate products for a digital era.
Tokenization is a rapidly developing area in the financial industry which enables investment in the form of digital tokens backed
by real world securities or assets. For the purposes of this paper, “tokenization” will be used as a general description of the
process of moving traditional non-digital securities to a digital form using blockchain technology. “Tokenized securities” will be
used to describe digital investment products with the characteristics and functions of securities. “Security tokens” will be used
to describe the form in which tokenized securities are issued to investors.
At the core of tokenization is blockchain technology, a type of distributed ledger which secures identical copies of data across a
network of authorized stakeholders. In contrast to a centralized database, there is no single point of failure for data stored on
blockchain, and unauthorized access to or alteration of data is near impossible. Leveraging the secure, immutable qualities of
blockchain technology, tokenization facilitates digital fractional ownership with secure transaction records and swift settlement
processes.
Tokenization is quickly gaining traction in the real estate sector, and traditional real estate institutions are partnering with
technology providers to explore the tokenization of debt or equity. As more and more technology-backed real estate projects
come to fruition, we expect that real estate investment will be invigorated by increased investor access to quality property
assets. Technology providers will in turn benefit from quality asset origination as well as the financial expertise of an expanding
network of traditional real estate stakeholders.
This paper will explore the tokenization of real estate from several perspectives, encompassing the technical element, the
regulatory landscape, the implications on tax and governance, as well as real estate and business valuation. The discussion will
follow the lifecycle of a tokenized security: from deal structuring to issuance, primary distribution, post-tokenization
management, and secondary trading. Key considerations from the point of view of an issuer or asset manager will be
considered, and hypothetical examples will be explored in conjunction with actual case studies. We will then consider the
challenges and opportunities in this field, and conclude with a discussion on the future of real estate tokenization.
As the case studies conducted by contributors to this paper all have components based in Hong Kong, whether on the asset
origination or technology provision level, analysis in this paper will focus on the framework that currently applies in Hong Kong,
with the inclusion of Singapore for comparative analysis. However, this paper does not provide and should not be treated as
providing legal, tax, or other professional advice.
This paper aims to facilitate the conversation on institutional adoption of real estate tokenization in Hong Kong and raise
discussion points for the different stakeholders involved. Tokenization has the potential to bring a new world of real estate
investment featuring increased choice and flexibility for all stakeholders, but it will be a group effort to get there.
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GENERAL BENEFITS OF TOKENIZATION
Fractionalization
For assets that traditionally have large upfront capital requirements, tokenization lowers the barriers to entry for investment by
enabling interests in the asset to be more readily divided across a wider pool of investors, democratizing access to the asset.
Fractional ownership is securely managed by a digital register of members (ROM) on blockchain. New financial products could
be distributed to a wider pool of investors at a lower per unit cost, with a fee structure inclusive of an access premium for the
previously inaccessible investment opportunity.

Operational Efficiency
Smart contracts are programmable actions on the blockchain that facilitate the automation of processes such as compliance
checks, investor whitelisting, and post-issuance matters including dividend distribution. Smart contracts also enable the
programming of tokens with unique qualities, such that characteristics of each share class and customizable fee structures could
be created for tokenized assets at a relatively low operational cost.

Reduced Settlement Time
Transactions in tokenized products can be settled almost instantly, unlike the days or weeks that it can sometimes take to settle
traditional finance transactions.

Data Transparency
Blockchain as a distributed ledger technology is known for its immutability and resistance to cyber-attacks, as data is distributed
across a network of participating nodes as opposed to a single centralized database. While transaction information is made
trackable and visible on blockchain, data anonymity of blockchain transactions are preserved by cryptographic hashes.

Flexibility
The above elements enable flexibility in investment: fractionalization enables flexible portfolio construction and diversification;
operational efficiency and reduced settlement time allows faster transfer of investment interests; and data transparency brings
updated information for investment analysis.

Liquidity
Tokenization enables liquidity by enabling the secure transfer of shares between investors, with every transaction reflected on
the digital ROM. With regulatory regimes worldwide embracing, and establishing frameworks for the regulation of, digital
securities exchanges, global public market liquidity for tokenized securities is also well on its way.

7

LIFECYCLE OF A TOKENIZED SECURITY

Tokenization

Deal Structuring

Digitization
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Distribution

Investor
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Post-Tokenization
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Secondary
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Market Trading

The lifecycle of a tokenized security can broadly be divided into 5 stages.

01 In the initial deal structuring stage, crucial decisions need to be made regarding the terms and conditions of the security
token. Deal structuring is an integral part of any securities offering, irrespective of the technology employed. Tokenization is not
meant to be a way of avoiding compliance with applicable legal and regulatory requirements; rather, the use of technology is
intended to fundamentally improve operational processes to enable innovative financial solutions. The stages in the diagram
shaded in blue are where technology can bring significant benefits.

02 The digitization stage is where information traditionally stored in paper or document form is uploaded to the blockchain
and coded in smart contracts, and security tokens are issued.

03 Primary distribution is the process where tokens are distributed to investors in exchange for investment capital, and the
investors’ information is recorded on the digital ROM.

04

Post-tokenization management involves corporate action management processes including dividend distribution and

shareholder voting, many of which can be automated by smart contracts coded on the token. Post-tokenization management
will continue throughout the life of the token until maturity or redemption.

05 The final stage, and where the value of tokenization in enhancing liquidity is realized, is secondary trading. This is where a
token holder can trade tokens with another investor in an over-the-counter arrangement or on an exchange.
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PHASE 1: DEAL STRUCTURING
Security tokens are typically issued by an entity, corporate or an individual, and provide the token holder specified rights such as
ownership, repayment of a specific sum of money, or entitlement to a share in future profits. The form and structure of a
tokenized security is crucial in determining the rights and obligations that the investor has in the underlying asset as well as
ultimately what form of return they will receive; it will also be the starting point in analyzing how gains and losses on the
tokenized security should be taxed. Furthermore, tokenization could affect the valuation process, which may in turn affect the
trading price of the security token. As tokenization is still a relatively new space, analysis of the above issues must be
undertaken on a case-by-case basis. However, this may well change in the future as transaction data of tokenized securities
accumulates for institutional analysis.
Securities that are structured differently benefit from tokenization in different ways. Asset owners and managers should consider
the main objectives of the securities product and the rationale underlying the structure to evaluate how tokenization technology
may complement the purpose and enhance utility. For example, a bond secured by real estate has a relatively short time to
maturity as compared to a real estate private equity (PE) fund. Compared to traditional issuances, a tokenized bond product
would benefit more from streamlined operations and automated post-issuance corporate action management such as coupon
distribution, whereas PE funds could gain significant additional advantages from increased liquidity.

The issuer of tokenized securities must also seek professional advice to make informed decisions about which jurisdictions to
include in the structure of the product. The regulatory framework governing tokenized securities will vary between jurisdictions
while the different tax regimes across jurisdictions could have a significant impact on the price of the tokenized securities and its
cost-effectiveness. Further, issuers should also seek advice regarding the location of target investors, as this will introduce
regulatory considerations related to the marketing and offer of tokenized securities.
Fractional ownership allows the interests in an asset to be shared among a wide pool of investors, and the programmable nature
of security tokens technically enables unlimited share classes and widely customizable fee structures at a low operational cost.
With these new options available, issuers will benefit from clearly identifying the target investor base, including levels of
investment capital commitment and anticipated demand for liquidity.
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Governance
Unlike the first wave of digital asset financing mostly through unregulated Initial Coin Offerings (ICOs), security tokens and their
offering have relatively clear regulatory implications and application to the business community. The regulatory regime entails
requirements related to licensing, risk monitoring and reporting for the issuers of tokens, their service providers (such as
operators of token exchanges), as well as the token investors.
Under existing regulatory frameworks, the creation, ownership and transfer of security tokens is generally regulated in a similar
fashion as that of traditional securities. Accordingly, similar governance and regulatory considerations should be taken into
account, including legal ownership, investor Know Your Customer (KYC) procedures & compliance, accounting, and investment
due diligence, examples of which are set out below.

Legal Ownership
Setting up funds or trust structures as necessary to hold the underlying assets, and ensuring that token owners are
granted rights and/or ownership through appropriate legal documentation.

Investor KYC & Compliance
Ensuring that issuers, investors and technology providers understand and comply with local regulatory and licensing
requirements, including, among others, the monitoring of token owners and service providers in accordance with local
AML/KYC requirements.

Accounting
Clarifying the nature of the underlying asset in order to account for the security tokens as “financial assets” under
accounting principles, failing which the tokens may be qualified as “Inventory”.

Investment Due Diligence
Understanding the market participants behind a tokenized security, including the background of the technology
providers; understanding the assets backing the tokenized security and the rights attached to security tokens; and the
issuance and transaction flow of the security through the issuance, distribution, and/or exchange platforms.
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Regulatory Landscape in Asia

Tokens are often described in the market as “utility”,
“exchange” or “security” tokens. These categories are
conceptual only and do not necessarily reflect the
appropriate legal categorization.
The approach to legal categorization is one of “substance
over form”. It is a question which requires a factual
analysis of the specific features and characteristics of
each token on a case by case basis.

Hong Kong

Security

The definition of “securities” under the Securities
and Futures Ordinance (SFO) is very broad. Tokens
that are “securities” will be subject to the existing
Hong Kong securities regime and fall within the
ambit of the local securities regulator, the
Securities and Futures Commission (SFC).

Utility

Singapore

Exchange

The definition of “capital market product” under
the Securities and Futures Act (SFA) includes
securities. Tokens that are “securities” will be
subject to the existing Singapore securities regime
and fall within the ambit of the local securities
regulator, the Monetary Authority of Singapore
(MAS).

Generally speaking, a token that represents an ownership interest in, or carries an entitlement to receive income, dividends or
revenue from, a real estate asset will likely be considered a “security”.
However, this is not necessarily a straightforward determination as a token may carry rights or features from more than one
category, or a token may have rights or features which change over time.
Depending on the exact features, functions, characteristics and rights of a token, it may also be categorized as one or more
other regulated instruments, including but not limited to: futures contracts, stored value facilities, insurance products,
derivatives, structured products, commodities, e-money, loans, deposits, or bonds.
To the extent that a token is characterized as more than one type of regulated instrument, it will be subject to each of the
relevant regulatory regimes.

What If the Tokens Are “Securities”?
If a token falls within the definition of “securities”, the issuance, marketing, distribution, and secondary trading of the token will
be subject to regulatory frameworks as discussed in Phase 2: Digitization and Phase 3: Primary Distribution.
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Valuation: Real Estate and Business
Valuation has many components. In addition to the future cash flow generating abilities of the underlying asset or business such
as the abilities to generate rental income or sales revenue, other factors including transaction costs and market liquidity should
also be considered.
For a tokenized asset, the core cash flow generating ability of the underlying asset or business does not change. However, the
tokenization process can create value by enhancing the liquidity of an otherwise illiquid asset while also substantially reducing
transaction and administrative costs, particularly for fractional ownership and secondary trading.

Value From Enhanced
Liquidity
Value From Reduced
Transaction and Administrative
Costs

Value From Core
Cash Flow Generating
Ability

Value From Savings of Administrative Costs
The tokenization process can significantly reduce the administrative costs of owning an asset. Using built-in smart contracts,
periodic administrative actions such as quarterly reporting or income distribution can also be automated, further reducing
administrative and compliance costs. Assets with long-life and frequent administrative activities, such as real estate assets or PE
funds, are particularly well placed to benefit from the cost savings offered by tokenization.

Value From Liquidity Premium
Liquidity is the ability of an asset to be readily converted into cash without suffering significant discount. The stock of a publicly
traded company such as Alibaba or Apple is the perfect example of a liquid financial asset. An investor can buy and sell the
stock of the company fairly easily without much delay or incurring high commission costs. When an asset is not liquid, an investor
might not be able to buy or sell the asset right away, and therefore face uncertainty in price fluctuation between the time an
investor decides to buy and the time the transaction closes. Transaction cost might also be substantial due to the illiquidity of
the asset.
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Large commercial properties are good examples of illiquid assets as each property is unique (lack of standardization) and
requires large upfront investment. The transaction period for such investments are long, and once invested the owner tends to
hold the asset for a prolonged period due to high transaction costs. A typical timeline from finding a property to closing the
transaction can be anywhere from 6 months to 2 years, and the transaction fees range from 1% to 3% of the asset value.
Publicly traded Real Estate Investment Trusts (REITs) are one option of liquid real estate investments. However, the process to
offer and list a REIT in most of the established exchanges in the world is time consuming and generally takes more than 2 years
of planning. It can also be expensive, with costs ranging from 3% to 10% of the market value of the assets, which translates to
costs of up to several million dollars. Using a REIT to provide liquid real estate investment is not a feasible option for owners of a
single asset or a small portfolio of assets.
In contrast, tokenization is ideal for owners of a single asset or a small portfolio of assets, due to the significant reduction of
time and cost in offering investors the right to participate in fractional ownership and subsequent secondary trading.
The section on primary distribution will look at how liquidity and thus the valuation of a single real estate asset could be affected
by tokenization, and the section on secondary trading will look at valuation considerations in private equity fund tokenization.

Taxation
Investing in digital assets which ultimately derive their value from real estate does not automatically mean that ordinary tax rules
governing the direct holding of real estate apply, unless the digital asset in question legally represents a direct, fractional
ownership in the real estate itself.
Where the digital asset held is instead a security, such as a share or bond in a company or a partnership interest, then the rules
governing the taxation of gains or losses on the sale of shares, bonds and partnership interest, and distributions comprising
dividends, interest and partnership distributions should similarly apply.
If the applicable regulatory framework permits ownership in digital form, it would generally be expected that local tax rules will
apply in the same way as for direct ownership in traditional scrip form (although if this is not possible then a trust or custodian
type arrangement may need to be implemented).
Accordingly, the fact that shares or partnership interests are held in digital form and transactions take place through smart
contracts generally is not expected to alter the taxing provisions which govern the holdings in those interests.

For some

jurisdictions the tax rules may be very straight forward, but for other jurisdictions, where facts and circumstances determine the
tax treatment, different results may conceivably arise.
Specific taxation implications will be further explored in the sections below.

13

PHASE 2: DIGITIZATION

Illiquid Assets

Digital Register of Members (Blockchain Technology)

Programmable Actions (Smart Contracts)

Fractional
Ownership

Unlocked
Liquidity

Corporate
Actions

Automated
Compliance

Tokenization unlocks liquidity by enabling fractional

compliance protocols, due diligence, KYC, and anti-

ownership and lowering the barriers to entry for

money laundering (AML) procedures, as defined by

investment in illiquid assets.

regulatory requirements and further specified by the
terms set by individual issuers. Smart contracts also play

Two core components of tokenization are blockchain
technology and smart contracts. Blockchain technology

a role in facilitating near-instant settlement of
transactions.

helps to streamline processes by allowing separate
stakeholders to have secure access to the same copy of

Immutable transaction records on blockchain and a high

data, which cannot be altered without validation from

degree of automation enabled by smart contracts bring

other stakeholders. The data central to tokenization is a

much-needed process optimization and efficiency to

digital ROM for the asset to be tokenized, which is

investment. Other actions that are programmable

uploaded to a blockchain as a complete record of

throughout the investment lifecycle include investor and

ownership.

corporate action management, such as distributing
dividends and holding shareholder votes.

Although fractional ownership itself is not a novel
concept, maintaining the ROM on a blockchain makes the

Technology enables fractional ownership to be securely

management of fractional ownership drastically more

managed as a digital record, investor due diligence and

efficient because the digital ROM can be updated almost

compliance protocols to be automated, and transaction

instantly, and it is resistant to unauthorized alterations by

settlement to be completed digitally. The cumulative

unverified actors. Each transaction is encrypted and

effect of these changes is to significantly reduce the time

recorded on the blockchain, making sensitive data

and economic costs associated with trading previously

traceable but protectable by smart contracts.

illiquid assets, which benefits asset owners and investors
alike through unlocked liquidity. As regulatory regimes

Smart contracts form the building blocks of
programmable actions, which is the key to unlocking
liquidity. Smart contracts are coded to execute

across the globe evolve to meet these technological
developments, secondary market trading for tokenized
assets will thrive.

compliance protocols, due diligence, KYC, and antimoney
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Case Study: Largest Single Asset
Tokenization Deal Globally

Utilizing blockchain technology, the future change of
control and sale of the London hotel will be faster and
more secure. Investors will also be able to transfer part or
all of the real estate tokens that they hold to other

Liquefy is working with a consortium of Gulf families on

investors, giving investors secondary market liquidity.

the tokenization of an award-winning luxury hotel, valued
at US$600 million, situated in London’s Mayfair district.

Regulatory Landscape: Offer and
Issuance of Security Tokens

A local SPV holding the property is also responsible for
the management of the property, which includes
collecting rent on leased property, hiring employees,

Hong Kong

paying salaries, paying stamp duty owed to the local
government etc. The local SPV is wholly owned by an

An offer of securities (including security tokens)

offshore SPV. The current owners of the hotel will retain

must be authorized by the SFC and/or comply with

a 51% shareholding in the offshore SPV, representing a

the relevant prospectus requirements under the

51% ownership interest in the property and management

SFO, unless an exemption applies.

company.

Typically, an offer of security tokens will seek to
rely on an exemption under the SFO such as the

49% of the shares in the offshore SPV will be tokenized

private placement regime, under which tokens are

and issued to smaller-ticket investors as security tokens

offered only to professional investors in

representing in aggregate a 49% ownership interest in

accordance with the conditions set out in the SFO.

the property and the management company.
Participating investors will benefit from the opportunity

Singapore

to co-invest in the real estate property while requiring a

An offer of securities must comply with the

significantly smaller upfront investment of capital. The

relevant prospectus requirements under the SFA

information of these investors will be recorded on the

unless an exemption applies (e.g. offers restricted

digital ROM.

to institutional or accredited investors).

SECONDARY MARKET

Investor 2

Investor 3

Investor 1

Investment

Tokenization
Platform

Tokens

Offshore SPV
(Issuer)

Onshore Holding
Company

Ownership Transfer
Automated by Smart Contracts

Digital ROM
on Blockchain

Property
Manager

Valuer
Property
Auditor
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PHASE 3: PRIMARY DISTRIBUTION
Example: Shares in a Company which Directly Holds a Property
The cost of investing in an individual real estate asset is very high, often carrying a significant upfront capital
requirement which may be prohibitive to the average investor. Until recently, the concept of fractional ownership
had been employed to address this barrier of entry principally in the form of real estate investment trusts (REITs),
which enable investors to acquire a fractional ownership interest in a portfolio of real estate properties.
Tokenization improves on this model in several respects: it facilitates the implementation and management of
fractional ownership and it simplifies the matter of ownership transfer and settlement.
Tokenization enables customizable fee structures inclusive of access premiums for previously-inaccessible
investment opportunities, and reduced liquidity premiums for previously-illiquid assets.
Compared to traditional investment in a single property asset, a building tokenized for distribution as private
equity could be distributed among a larger pool of investors at a lower per unit cost.
To tokenize an individual property, ownership of the property is held by a special purpose vehicle (SPV).
Tokenization software is employed to create a digital ROM recording the complete ownership of the SPV (and
therefore the property) on blockchain. Smart contracts are coded to reflect the terms of ownership, and tokens
are issued to investors representing fractional ownership in the SPV (and therefore the property). Each investor’s
fractional ownership is recorded on the digital ROM, and smart contracts are coded to automate certain corporate
management actions including dividend distribution and shareholder voting.

Regulatory Landscape: Marketing and Distribution of Security Tokens
Hong Kong
Requires a license to conduct Type 1 (dealing in securities) regulated activities from the SFC.
The SFC’s Statement on Security Token Offerings (March 2019) states that security tokens are complex financial products
and can only be offered to Professional Investors. 3

Singapore
Requires a capital markets services licence for dealing in capital markets products that are securities from the MAS.
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Valuation of a Tokenized Single Real Estate Asset
A tokenized asset has the same cash flow generating ability of a traditional asset. In addition, tokenization adds value by
increasing the asset’s liquidity and reducing transaction costs and administrative costs related to the investment. All these
benefits should be taken into consideration when an investor is valuing an asset.
Tokenization is ideal for owners of a single asset or a small portfolio of assets because of the significant reduction of time and
cost in offering investors the right to participate in fractional ownership and subsequent secondary trading.
The initial setup of a completely new tokenization workflow can be expected to take approximately 2 to 3 months, depending
on the complexity of the project. Additional time will also be needed for the initial verification and on-boarding of investors.
However, after the initial token issuance, fractionalized ownership interests can be easily and efficiently traded within their
designated network or marketplace, as most of the investment procedures including KYC and AML will be automated in the
tokenization process.
The time saving resulting from tokenization, compared to traditional finance transactions, can be anywhere from 6 months to 1
year for transactions involving fractional ownership interests in real estate. The cost for secondary trading will likely be a fraction
of the cost for traditional property transactions.

Taxation of Tokenized Shares in a Company which Directly Holds a Property
Take a hypothetical case involving a Hong Kong-based corporate investor subscribing for new shares in a Cayman Islands
incorporated and tax resident company, ownership of which is represented in the form of a digital token. The Cayman company
in turn contributes the cash received to subscribe for new shares in an Australian company, which then purchases Australian real
property and holds no other assets.
As the asset in this case will comprise tokenized shares in the Cayman company, ordinary Cayman and Australian tax rules
should be expected to apply. The Cayman and Australian rules relating to tax on a sale of the tokenized shares should be
straight forward. There will not be any Cayman Islands tax, but there will be an Australian tax of 30% on the gain by the Hong
Kong investor, since Australia taxes gains on the sale of shares situated anywhere in the world where at least 50% of the value of
the shares being sold is attributable to Australian real property.
From a Hong Kong profits tax perspective, the tax treatment requires further consideration. Taking trading gains for example,
profits tax is charged on Hong Kong sourced gains from a trade or business carried on in Hong Kong. This will be further
discussed in the section on trading below.
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PHASE 4: POST-TOKENIZATION MANAGEMENT

Legal Advisors

Agent Bank

Auditor

Company Information
Uploaded to Blockchain

Tokens
Investment Money

Interest Payments
and Principal

Issuer

Placing Agent

Fiscal Agent

In post-tokenization management, smart contracts
enforce automated corporate action management
processes, including dividend distribution and

Guarantor

Investor

Bond Registrar

Regulatory Landscape: Managing
Investments in Security Tokens

shareholding voting. Smart contracts also facilitate the
swift settlement of token transfers. Issuers retain control
over the final approval or rejection of investors who pass

Hong Kong

automated restrictions before token transfers are

Requires a license to conduct Type 9 (asset

finalized. Every transaction throughout the life of a

management) regulated activities from the SFC.

security token is recorded immutably on blockchain.

Example: Bonds Secured by Real
Estate
Bonds secured by real estate are fixed-income
investments or loans, and generally offer a relatively
stable yield.

Manager must comply with the “Terms and
Conditions for Licensed Corporations which
Manage Portfolios that Invest in Virtual Assets”
issued by the SFC in October 2019. 4

Singapore
Requires a capital markets services licence for fund
management from the MAS.

Tokenization can significantly reduce the cost of bond
issuance by streamlining and lowering the multitude of
costs that are incurred throughout the lifecycle of a bond,
by using blockchain technology for the digital issuance,
trading and management of the bond.
After company information is recorded on blockchain,
smart contracts are coded with the terms of the bond
issuance. Investors are issued with tokens which are a
digital representation of the bond.
Settlement, trading, and post-issuance coupon payments
can be executed by smart contracts.
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PHASE 5: SECONDARY TRADING
One of the most important benefits of tokenization is its
ability to bring liquidity through secondary market
trading. Real estate is an attractive asset globally, and
particularly so in Asia and Hong Kong. Proven market
appetite for traded REIT products demonstrates the
demand for secondary market trading of real estate
investment products. Illiquidity of real estate is likely not
due to lack of demand, but more a result of high capital
requirements, long lock-up periods, and arduous

Example: Real Estate Private Equity
Fund
Real estate funds have attracted much attention in the
field of tokenization, as the intermediate structure of a
fund is particularly suitable for the technical
implementation of tokenization, which requires the initial
step of creating a digital ROM on blockchain. Interests in

transaction processes.

a fund can be tokenized whether or not the underlying

A disadvantage of REIT investments is the lack of control

estate assets could offer further customizability and

over the rebalancing of exposure to individual assets
within the REIT portfolio. Tokenization first addresses the
problem of accessibility through fractional ownership,
then enables the swift settlement and transfer of these
fractional interests in single real estate assets, facilitating
flexibility and customizability in portfolio construction

assets of the fund are tokenized, although tokenized real
flexibility from the direct link to underlying value drivers.
At the fund level, the tokenization of interests in the fund
itself can yield the benefits of fractionalization,
operational efficiency, and liquidity, especially for private
equity funds with long lock-up periods and high minimum
investment amounts which act as a significant barrier to

that is unavailable to REIT products.

entry.

Tokenization also facilitates liquidity for a wider variety of

In private equity (PE) funds with a partnership structure,

real estate assets. For example, capital invested in

the partnership interests of both the general partner (GP)

project financing is currently locked up for a long period,

and limited partners (LPs) can benefit from tokenization.

and delays in development could lead to heavy losses. A

The GP would retain part of its ownership for

tokenized fund for project financing would have the

management purposes, and tokenize part of its economic

appeal of enabling secondary trading, allowing investors

interests in the fund, resulting in the GP having more

to exit their investment before the term of the fund

capital available for further acquisitions or other business

expires.

purposes.

Regulatory Landscape: Operating a
Platform for Secondary Trading of
Security Tokens

The tokenization of LP interests in a fund would enable
liquidity allowing existing LPs in the fund to transfer all or
part of their interests in the fund to new investors who
would be entered into the fund’s digital ROM upon
transfer of the LP tokens. This means that investors

Hong Kong
Requires a license to conduct Type 1 (dealing in
securities) and Type 7 (automated trading services)
regulated activities from the SFC.

wishing to rebalance their portfolio would be able to
transfer the interest that they hold in the fund to another
investor and cash out ahead of expiry of the fund term.
This would bring much-needed flexibility and liquidity to
investments in real estate funds and enable a broader

Operator must comply with the “Licensing Terms

base of investors to participate in a market with greater

and Conditions for Virtual Asset Trading Platform

liquidity. For fund managers, the costs and burden

Operators” issued by the SFC in November 2019. 5

associated with facilitating transfers of fund interests

Access to the trading platform must be limited to

between LPs would be significantly reduced for tokenized

Professional Investors only.

fund interests as compared to over-the-counter trading.

Singapore
Must be either (i) approved by MAS as an
approved exchange (for systematically important
markets, such as where there is retail trading) or (ii)
recognised by MAS as a recognised market
operator (for markets that are less systematically
important, such as where participants are limited to
institutional and accredited investors only).
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Digital ROM of Fund
Tokens Representing Right
to Carried Interest

General
Partner
Tokenization
Solution

Real Estate
Private Equity
Fund
Limited
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New Limited
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Tokens Representing Right
to Partnership Interest

New Investor
Digital ROM of LP

Valuation of Tokenized Private
Equity Funds
The benefits of time and cost savings are also directly
applicable to PE funds, another (traditionally) highly
illiquid asset class.

For example, the option to hedge the price of a stock in
6 months with expected 10% volatility in this period is
around

3%

of the current stock price, and if time to

maturity increases to 1 year, the price of the option will
increase to around 4.5% of the current stock price. To
assess the value of the time-saving factor of the
tokenization process, a valuer can consider how much it
would cost to enter a private contract with a broker to

Traditionally, once an investor has made a commitment to

hedge the price for the duration of the transaction time.

a PE fund, they can be committed for up to 10 years or

Compared to buying a standard stock option, a private

more. If an investor needs to exit the investment prior to

hedge contract is almost always much more expensive, if

the end of the PE fund’s term, the investor will need to

available at all.

undertake an arduous and challenging process including
finding a potential buyer, enabling the potential buyer to
complete due diligence, and then agreeing the form of
legal documentation for the sale of its interest in the PE
fund. This process can take between 6 months to 1 year,
and the selling investor will likely need to dispose of its
interest at a discount on net asset value (NAV).

When a private company goes public, the liquidity
premium can be anywhere from 10% to 50%. However, at
current time, most of the tokenized assets such as large
commercial properties or PE funds are only available to
qualified investors, which are high-net-worth individuals
or institutions. Therefore, the added liquidity premium
from tokenization is still not comparable to an IPO of a

Recognizing the benefits of tokenization for investors in

company. Nevertheless, with the increasing acceptance

illiquid funds, certain PE funds in the US and Europe have

of blockchain technology and related applications such as

already started tokenizing interests in their funds, which

tokenization, as well as the advancement of regulatory

will enable limited partners (LPs) to trade ownership of

frameworks of governments around the world on

fund interests much more efficiently.

tokenized assets, the liquidity premium of such assets will
continue to increase.

One of the methods that valuation professionals use to
assess the liquidity premium or discount is the option
pricing model, which is to assess the cost of buying an
option that can hedge the price fluctuation during a predetermined period. The time to maturity and volatility of
the asset are the key factors to determine the option
price.
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Case Study: Asia’s First Tokenized
Fund

Investors in the Fund are issued digital tokens (which
represent equity interests in the Fund) in a ERC20compatible digital wallet. While investors cannot redeem
from the Fund during the term of the Fund, investors can

In 2019, Sidley advised a Hong Kong based fund manager

sell all or part of their tokens to other investors on the

(Manager) on the structuring and establishment of the

secondary market, subject to compliance with transfer

first tokenized fund in Asia (Fund).

restrictions which are embedded in the smart contract in
the technology platform.

The Fund invests in illiquid assets which, similar to most
funds investing in real estate assets, requires (i) a lengthy

The Fund’s register of members records the ownership of

Fund term to ensure that the Manager has sufficient time

equity interests in the Fund. The register of members is

for the acquisition, appreciation in value and disposal of

maintained in a book-entry ledger by the Administrator

investments, and (ii) a closed-end structure, meaning

and also a blockchain-based ledger on the Technology

investors do not have the right to redeem or withdraw

Platform.

their interest from the Fund.

The groundbreaking establishment of the Fund has paved

As this Fund is the first in a series of funds that the

the way for other asset managers in Asia to tokenize

Manager will establish for the purpose of investing in the

funds. Fund managers are expected to embrace

same class of illiquid assets, the Fund has been

tokenization, particularly in the closed-end segment of

established as the first segregated portfolio under a

the market, because of the clear advantages that will

segregated portfolio company (SPC) domiciled in the

make investments in closed-end funds more attractive to

Cayman Islands, which provides certain time and cost

wider range of investors.

efficiencies.

To attract a broader base of investors, the Manager
engaged a technology platform to tokenize 100% of the
equity interests in the Fund, which will enable secondary
market liquidity.

Investors

Tokens (Equity)
Management
Fund Manager

Investment

SPC
(Cayman Segregated Portfolio Company)

Administration
Administrator

Technology Platform

Tokenization
Technology

Fund
(Segregated Portfolio)

Investment

Investments
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CHALLENGES AND OPPORTUNITIES
While tokenization promises to address many obstacles
and democratize access to real estate investment, given
the nascent stage of tokenization, there are some issues
that must be considered.

Confidentiality
Generally, real estate funds and transactions are
confidential in nature.

Managers of and participants in

such projects generally do not want to disclose the

Legal and Regulatory Uncertainty
Unlike traditional asset classes, the novel nature of
security tokens means that the law and regulations in this
area are not settled nor have they been tested by courts
and regulatory authorities. Although some guidance has
been issued by various regulatory authorities around the

commercial terms or other sensitive commercial
information, other than to a limited number of interested
prospective investors who will be subject to nondisclosure obligations. Sometimes such confidentiality
may even be a regulatory requirement if, for example,
the underlying project relates to a listed or regulated
entity.

world in relation to security tokens, it is likely that new
developments and changes in the laws and regulations

Historically, maintaining such confidentiality has not been

will be introduced as the technology is increasingly

a problem for real estate transactions and funds, as they

embraced and the market continues to develop. Further,

are generally only offered to a small number of

there can be no guarantee that that the regulators and

institutional, corporate and high net worth investors who

jurisdictions which are currently supportive of, or do not

will generally be subject to a long lock-up often until the

oppose, the utilization of tokenization will continue to do

end of the term of the project. However, in the context

so in the future.

of security tokens which may be listed on an exchange for
secondary trading, the disclosure of commercially

Accordingly, the legal and regulatory requirements and
restrictions for the offer, distribution, holding, trading
and management of security tokens may change in the

sensitive information to a wider range of potential
investors will be necessary to facilitate investments and
transactions.

future. This may result in uncertainty for both issuers of
and investors in security tokens alike, which may impair

The balance between data transparency enabled by

adoption and secondary market liquidity.

blockchain technology and information privacy required
in financial transactions will be an important area of

However, it should be noted that certain jurisdictions
make a distinction between security tokens and
cryptocurrencies.

A fundamental difference between a

cryptocurrency and a security token is the way that value
is derived. The value-drivers of a real estate security
token come from the underlying real asset itself, making
the value of a real estate security token less volatile, and
more easily determinable, than the value of
cryptocurrency.

Further, security tokens typically fall

development. Data Privacy on public blockchains can be
protected by protocols such as Zero-Knowledge Proof,
where one party can verify their knowledge of certain
data to a counterparty without revealing what the data is.
With further development and diligent structuring,
blockchain protocols will enable data transparency that
protects stakeholders against unlawful or inappropriate
concealment of information without revealing confidential
business data.

within the scope of existing securities regulations, even in
jurisdictions where cryptocurrencies are unregulated or
banned, such that investors in security tokens may be
afforded better protections and rights than investors in
cryptocurrencies.
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Current Illiquidity
One of the biggest promises of tokenization is to bring
liquidity to previously illiquid assets, in particular by
facilitating secondary market trading on exchanges
globally. Liquidity will be one of the key drivers of the
security token market. However, liquidity of security
tokens on existing international exchanges is currently
relatively low, meaning that the full potential of
tokenization has yet to be realized.
A lack of secondary market demand for fractionalized real
estate investment products could conceivably result in
secondary market liquidity failing to develop in the
future, however the performance of publicly traded REITs
suggests that this is unlikely to be the case: for example,
publicly traded US REITs have an average daily dollar
trading volume of US $9.7 billion.6
Other factors underpinning the current low levels of
liquidity are undoubtedly the lack of regulatory clarity,
which has resulted in a lack of understanding in the
market, and the absence of regulatory frameworks to
facilitate the development of infrastructure needed to
facilitate secondary market trading of security tokens. In
this respect, regulators globally have recently advanced
quite considerably. The International Organization of
Securities Commissions published a consultation report in
May 2019 with key considerations and toolkits for
jurisdictions to regulate virtual asset trading platforms
while the SFC issued a position paper on 6 November
2019 setting out a new regulatory framework for virtual
asset trading platforms.7 These and other recent
developments mean the operation of regulated
exchanges for secondary market trading of security
tokens can be expected in the future, which is widely
expected to boost secondary market liquidity of
tokenized securities.
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THE FUTURE OF REAL ESTATE TOKENIZATION
Real estate tokenization projects so far have been closely based on traditional business models, which is a prudent precaution to
take in adopting new technologies. As the technology and business models around tokenization continue to mature, the
technology can be used not only to improve existing business operations, but to create new business opportunities.
Tokenization brings the potential to integrate avenues of value creation and align various stakeholder interests. In the future,
tokenization can be applied to employee incentive programmes, lease-to-own arrangements, and co-working spaces.

Case Study: Asia's First Real Estate
Tokenization for Employee Incentive
Programme
In Q4 of 2019, Liquefy successfully completed the first
phase of a project with a Hong Kong property developer
to tokenize a real estate asset owned by the group for its
employee incentive programme. The initiative was
designed to motivate staff engagement in innovation,
cultivate entrepreneurship, and recognize staff
contribution. Through the programme, tokens
representing an ownership interest in the property are
issued to reward high-performing staff with the
opportunity to share in the wealth created by the capital
appreciation of the property.

Example: Lease-to-own Property
Another possible application of tokenization in the future
could be in asset-backed tokens bundled with a utility
component to facilitate lease-to-own residential property
purchases. A significant obstacle to home ownership for
many young families in Hong Kong is the prohibitive
down payment. With tokenization, real estate companies
could tokenize residential properties that they own, such
that its ownership could be gradually purchased by the
tenant on a fractional basis. Young families would be less
burdened by the down payment, and would have the
incentive to choose the tokenized property to rent,
knowing that they could purchase the property tokens at
their own pace and eventually have complete ownership
of their home. In the meantime, the real estate firm

As the technology provider, Liquefy secured the digital
register of members of the holding company which owns
the property on blockchain. This enabled the developer
to issue tokens representing an indirect ownership

would benefit from the income from the property as part
of their portfolio.

Example: Co-working Space

interest in the underlying property carrying a right to
share in any capital appreciation of the property.

One last example of how tokenization can be applied to

Employees can exchange performance-based internal

real estate in the future is in co-working spaces, taking

credits for real estate tokens, with every transaction in

advantage of this working arrangement to build co-

real estate tokens recorded on the system. When the

working communities that are greater than the sum of

underlying property is sold, token holders will participate

their parts. Tokenized commercial real estate properties

in the sale proceeds based on the tokens held.

can be integrated with time-sharing or co-working spaces
to realize investment in the community as financial

Looking towards the future, the next step would to
tokenize more properties held by the developer to
expand the incentive program such that employees could
internally trade tokens for different properties among
themselves.

investment. A community engagement system could be
put in place, integrating fractionalized ownership in the
property with value added to the co-working community.
By driving growth in the community, tenants would be
rewarded with the opportunity to gain wealth from the
growth in the revenue or value of the property. A diverse
variety of startup tenants connecting and creating real
business value as a community could in turn drive growth
in revenue and value of the property itself.

Development
Group

Tokenization
Platform

Internal
System

Employee
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CONCLUSION
Traditional real estate investment involves significant financial commitments, lengthy processes, excessive paperwork, and siloed
information. Tokenization addresses these problems by bringing operational efficiencies and information transparency to real
estate transactions and bringing the additional benefits of fractionalized ownership and liquidity to real estate investment.

The adoption of technology promises to benefit, and be accretive for, all stakeholders in the real estate ecosystem.

From an issuer’s perspective, fractionalization allows them to reach a wider investor base with a larger pool of investment
capital, while streamlined processes and automation reduce operational costs in the lifecycle of the tokenized security.
Settlement facilitated by blockchain technology makes the transfers of ownership rights in the asset faster and more secure,
with an immutable record of ownership always tracked on blockchain.

For investors who previously have been unable to afford the high upfront capital requirements of property investment,
tokenized real estate enables accessible investment opportunities in this asset class for the first time. For larger investors
seeking portfolio diversification, tokenization facilitates customized portfolio rebalancing with near-instant settlement, so
investors can sell or buy tokens to adjust their exposure to a particular asset, and flexibly manage a wider range of assets in their
portfolio, including traditional assets such as real estate and exotic assets such as sports teams.

Traditional intermediaries such as valuers, auditors and brokers will benefit from increased accuracy and availability of data, with
sensitive information protected by encryption against unauthorized parties. The automation of processes eliminates repetitive
work and minimizes manual error, freeing time and economic resources to focus on value-add aspects of deal structuring for
tokenized real estate assets.

Although the adoption of tokenization in financial instruments remains relatively nascent, regulators and regulatory frameworks
around the world are rapidly adapting to embrace and foster the continued development of this new wave of financial
innovation. The next step that will be critical to the broader adoption and rapid advancement of tokenization in real estate
investment is institutional involvement and the development of business frameworks. Technology is an indispensable facilitator,
but technology alone cannot dictate the outcome. For the promised benefits of tokenization to be fully realized, stakeholders
with the knowledge, experience and influence must work together to build an ecosystem that is greater than the sum of its
parts.
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APPENDIX
Liquefy’s Role in Tokenization
Liquefy’s vision is to democratize investment in quality assets through tokenization: increasing operational efficiency in fractional
ownership and lowering the barrier of entry to investment to unlock liquidity in previously illiquid assets. Since its inception in
2018, the company’s achievements include the first Hong Kong real estate tokenization case and the largest single-asset real
estate tokenization deal globally. Liquefy’s long-term goal is to lead the development of next-generation wealth management by
expanding the possibilities of data-driven portfolio rebalancing through blockchain and tokenization.
The Liquefy Asset Tokenization solution enables asset owners to digitally issue, transfer, and record the ownership of securities
backed by real estate assets. Asset ownership is securely recorded by a digital ROM on blockchain. Smart contracts allow the
automation and streamlining of business processes, including KYC/AML procedures, investor whitelisting, and corporate action
management. Liquefy’s proprietary technology incorporates compliance protocols for over 50 jurisdictions. Through the
tokenization solution, asset owners can issue tokens to investors which are encoded with the terms of the investment. These
terms could include and automatically enforce conditions including mandatory lock-up periods and dividend distribution. Each
token is trackable and every transaction recorded in the digital ROM on blockchain. Liquefy’s technology includes a settlement
layer which will enable OTC trading of tokenized securities, and can also be whitelabelled to external exchanges to provide a
settlement engine for security token transactions.
Liquefy’s competitive edge in the tokenization market lies firstly in its long-term vision for change: the provision of technology is
part of the company’s broader mission to develop comprehensive solutions to address pain points in the real estate industry
with blockchain. Another differentiator is Liquefy’s strong network for quality upstream asset origination and distribution,
particularly in Asia. Liquefy has partnerships across different industries with global institutions, and is a registered Technology
Partner in the Amazon Web Services (AWS) Partner Network. Liquefy has also gained support from many family offices in the
Greater China region and the United Arab Emirates (UAE), which is a great advantage in the Asia market, particularly for the real
estate space. The company also has a joint venture in tokenization with the ruling family in Dubai. Liquefy is the only Asian
tokenization platform to have such a robust asset origination and distribution strategy.

26

Sidley Austin’s Role in Tokenization
Since the early days of the blockchain industry, Sidley has helped companies acquire, invest in, develop, implement and usher to
market new financial technologies, platforms, products and services. Our deep roots in the historical development and
commercialization of then-novel financial technology have positioned us to be at the forefront of the current fintech revolution.
Our multi-disciplinary blockchain / virtual assets group offers clients a critical competitive advantage with strategic regulatory
advice, transactional counseling and the full suite of legal services required to successfully launch and grow a fintech business.
As blockchain technology and virtual assets have changed the face of the financial industry, we have worked with institutions of
all types of develop novel solutions for the next generation of innovations, including in particular the tokenization of assets. We
have unparalleled experience to assist with cutting-edge cross border tokenization transactions and navigating the rapidly
evolving regulatory landscape worldwide, including notably our groundbreaking work on Asia’s first tokenized fund.
Our experience in tokenization and virtual assets transactions broadly encompasses the following.

Transactional Advisory

Regulatory Advice

Structuring and documenting transactions: Sidley advises
on the appropriate structure for transactions and assists
with the preparation and negotiation of necessary
documentation to execute transactions.

Offering and distribution of virtual assets: Sidley
regularly advises on all regulatory and compliance
aspects of investment funds and securities that are
offered on a private and retail basis. We routinely advise
clients navigating the regulatory requirements of offering
and distributing virtual assets (including tokenized
securities) in Asia.

Tokenized funds: Sidley advises on the structuring,
formation and documentation of tokenized fund
offerings and assists with the preparation and
negotiation of necessary documentation. Sidley was the
lead legal advisor on Asia’s first tokenized fund offering.
Sidley’s award-winning Investment Funds practice is the
largest of such groups of any law firm worldwide and is
consistently recognized as the market leader in the Asia
Pacific region, in particular in the area of real estate
funds.

Managing investments in virtual assets: Sidley advises
asset managers on the licensing and regulatory
requirements for managing investments in virtual assets,
obtaining requisite licenses to manage investments in
virtual assets and complying with virtual asset-related
regulatory requirements in different jurisdictions.

Tokenized (non-fund) offerings: Sidley advises on the
structuring, formation and documentation of non-fund
tokenized offerings and assists with the preparation and
negotiation of necessary documentation.

Operating virtual asset exchanges: Sidley advises clients
on the licensing and regulatory requirements in various
jurisdictions for operating virtual asset exchanges and
trading platforms, including assistance with obtaining
licenses and compliance with relevant regulatory
requirements in daily operations.
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KPMG’s Role in Tokenization
KPMG is a global network of professional services firms providing Audit, Tax and Advisory services. We operate in 147 countries
and territories and have more than 219,000 people working in member firms around the world. We lead with a commitment to
quality and consistency across our global network, bringing a passion for client success and a purpose to serve and improve the
communities in which member firms operate. In a world where rapid change and unprecedented disruption are the new normal,
we inspire confidence and empower change in all we do.
KPMG is collaborating with innovators and corporates to understand the impacts and opportunities in the Token Economy
space.

Our own internal blockchain alliance team helps us to develop and grow our hands-on knowledge in this emerging

technology field of virtual assets. This gives us the ability to support clients across the financial services and asset management
sector to develop their own digital token strategies.

Helping them to make the transition from traditional securities to

tokenization.
KPMG's Advisory professionals are able to assist clients through transformation. Providing a range of services to address their
needs, including; strategy, new market entry, business restructuring and corporate finance. We help clients to understand the
challenges and uncover the opportunities. In the virtual asset space, we can support our clients to manage risk by assisting with
license applications, evaluations, risk assessments and by navigating the appropriate regulatory compliance requirements. In
addition, we can advise on the tax and accounting implications of virtual assets to your business and company financials.
Depending on jurisdiction and associated regulatory framework, KPMG may also provide audit services to investors and services
providers of virtual assets. Integrity, quality and independence are the building blocks of KPMG's approach to audit. Our goal is
to help companies respond to changing financial standards, address accounting challenges arising from business changes,
improve companies’ corporate performance and increase their value.
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Colliers International’s Role in Tokenization
Colliers is a global leader in real estate services and investment management. With operations in 68 countries, our more than
15,000 enterprising people work collaboratively to provide expert advice to maximize the value of property for real estate
occupiers, owners and investors.
Colliers offers a comprehensive valuation and advisory services for owners and investors seeking opportunities in tokenized
assets. Acting as an unbiased valuer, Colliers can provide valuations for a wide range of properties and business enterprises. We
will not only exam the value derived from the underlying assets but also assess other factors that can impact the value of the
tokenized assets such as additional assets or liabilities at holding entity level. Colliers, in partnership with different professions
and the asset tokenization platforms, will assist investors to navigate the different requirements and to develop a tailor-made
road map.
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