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F R O M  P A P E R  T O  B L O C K C H A I N  

Introduction 
A traditional real estate investor's guide to what tokenization adds, what it leaves 
unchanged, and how to tell the difference. 

You have done this before. You have reviewed a private placement memorandum, evaluated a 

sponsor's track record, worked through a distribution waterfall, read an operating agreement, and 

signed a subscription agreement. You understand what a preferred return is, why the promote 

exists, and what it means when the sponsor says they are targeting an eight percent annualized 

return on a value add multifamily acquisition in a secondary market. You know what you are 

buying and what your legal rights are. 

Now a sponsor is telling you the next deal will be tokenized. The investment is the same property, 

the same legal structure, the same economic terms. But instead of receiving a paper membership 

interest recorded in the fund administrator's books, you will receive digital tokens recorded on a 

blockchain. And instead of the usual subscription process, there will be something called 

ONCHAINID verification, a digital wallet, and credentials that expire. 

If your first reaction was some combination of interest and wariness, that is the right reaction. 

Interest, because the structure offers something conventional syndications do not: a documented 

path to secondary market liquidity before the property is sold. Wariness, because the vocabulary 

is unfamiliar, the technology is new, and the financial press has spent years conflating security 

tokens with speculative cryptocurrency in ways that make even experienced investors uncertain 

about which category they are looking at. 

This book is written to resolve that uncertainty. The approach is to put the technology in its proper 

place: as the implementation layer of an investment structure whose legal foundation, economic 

terms, and investor protections you already understand. The blockchain is a better recordkeeping 

system. The token is your membership interest in digital form. The operating agreement still 

governs everything. The preferred return, the waterfall, and the K1 are unchanged. 

What is new is worth understanding clearly, because it does change some things about how you 

invest, how you hold, and potentially how you exit. This book covers all of it in the order that 

matters: what the structure is, what your experience as an investor actually looks like, what 

protections exist and why, what to look for in due diligence, and how to think through the questions 

that experienced investors ask before they commit. 

Why This Book, and Why Now 

For most of the period between 2017 and 2024, tokenized real estate occupied an uncomfortable 

space between real innovation and regulatory uncertainty. The technology worked. The legal 

analysis was sound, at least for practitioners who were careful about it. But the SEC operated 
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through enforcement rather than through guidance in the digital asset space, and that approach 

made it difficult to distinguish a well structured tokenized offering from a problematic one. 

Institutional investors stayed cautious. Many experienced LPs held off. 

That changed in 2026. The SEC and the CFTC issued a joint interpretive release establishing, at 

the Commission level, that tokenized real estate interests are digital securities: securities in every 

legal sense, subject to the full federal framework, with all of the investor protections that 

framework provides. The release also confirmed something that careful practitioners had been 

arguing for years: calling an instrument a token does not change its legal character. If it meets 

the definition of a security, it is a security, and the exemption requirements, the antifraud 

provisions, and the investor rescission rights all apply. 

That regulatory clarity matters for you as an investor. It means the tokenized offering you are 

evaluating is operating in a defined legal framework, not a gray zone. Your antifraud protections 

apply. The sponsor's disclosure obligations are the same as in any private placement. The 

securities exemption that governs the offering determines what verification you will go through 

and what transfer restrictions apply, and those rules are the same ones that have governed 

conventional syndications for decades. 

The clarity also created the conditions for the infrastructure to develop. Institutional custodians 

are now building custody products for security tokens. Registered alternative trading systems are 

operating secondary markets where tokens can be traded after the lockup period. Sponsors who 

previously could not promise secondary liquidity with any confidence now have the infrastructure 

to deliver it. The market has matured in ways that make this a materially better time to evaluate 

tokenized offerings than it was even two years ago. 

What Has Not Changed 

Before addressing what is different, it is worth being precise about what is not. 

The Investment 

The real estate is still the asset. The sponsor selects it, acquires it, manages it, and eventually 

sells it. Cash flows from operations move through a distribution waterfall that pays preferred return 

to investors before the sponsor earns carried interest. The tax treatment carries over: your K1 

arrives in the spring, your passive losses apply or do not apply exactly as they did in the last 

conventional syndication you participated in, and the FIRPTA rules govern the offering's treatment 

of foreign investors the same way they always have. 

The Legal Structure 

Nothing about the underlying legal structure depends on the tokenized format. The offering is 

organized as a Delaware LLC. The operating agreement governs the relationship between 

investors and the sponsor. The securities exemption, most likely Regulation D, determines who 
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can invest and how accreditation is verified. The Form D is filed with the SEC. State blue sky 

notice filings are made in each investor's state of residence. The bad actor questionnaire is 

completed for all covered persons. None of that changes because the membership interests are 

represented as digital tokens rather than paper certificates or book entry records. 

Your Legal Rights 

As a token holder, you are a member of the LLC. The economic rights, including the right to 

distributions in the order the waterfall specifies, and the governance rights, including whatever 

voting rights the operating agreement provides, are identical to what you would hold in a 

conventional syndication structured on the same terms. The operating agreement controls. The 

token implements what the operating agreement says. If the two ever conflict, the operating 

agreement governs. 

Your Investor Protections 

The investor protections you have always had remain in place, and in some respects they are 

stronger. The antifraud provisions of the federal securities laws apply to every communication the 

sponsor makes in connection with the offering, including the token sale website, the marketing 

materials, and the PPM. The sponsor cannot misrepresent the investment's terms or omit material 

information simply because the offering is delivered through a digital interface rather than a manila 

folder. If anything, the blockchain's permanent record of every transfer makes certain compliance 

failures easier to identify than they would be in a conventional offering. 

What Is New 

Three things are different in a tokenized offering, and they are worth understanding on their own 

terms rather than through analogy. Below are the three, in the order they will become visible to 

you as an investor. 

1. How your ownership is recorded. In a conventional syndication, your membership interest

exists in two places: in the operating agreement, which defines what you own, and in the fund

administrator's capital account records, which track the economics. In a tokenized offering,

your ownership is also recorded on a blockchain, a distributed, permanent, publicly accessible

ledger that updates automatically every time a transfer occurs. The blockchain record is not

the governing document, but it is the authoritative ownership record, and it is visible to anyone

at any time without a subpoena or a call to the fund administrator.

2. What happens during the holding period. In a conventional syndication, your membership

interest is essentially frozen for the duration of the hold. You cannot sell it without the

sponsor's consent, and finding a buyer who will accept a transfer of a private LLC membership

interest in a specific real estate deal is difficult. In a tokenized offering, after a twelve month

lockup period required by federal securities law, your tokens can be listed on a registered

alternative trading system where qualified buyers can find them. This is not the liquidity of a
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publicly traded REIT. Secondary markets for real estate security tokens are thin, pricing is 

imperfect, and you should not assume you will find a buyer at the price you want on the day 

you want to sell. But it is materially better than the near zero liquidity of a conventional LLC 

membership interest, and for investors whose circumstances might change over a five to ten 

year hold, that difference has real value. 

3.  The compliance infrastructure that enforces your protections automatically. In a 

conventional syndication, transfer restrictions are enforced manually: a buyer who wants to 

acquire your interest contacts the sponsor, the sponsor reviews the transfer, securities 

counsel confirms the buyer is eligible, and the transfer is approved or rejected by human 

judgment. In a tokenized offering, the ERC 3643 compliance engine built into the smart 

contract enforces these restrictions automatically at the blockchain level. A proposed transfer 

to a wallet that does not belong to a verified, eligible investor is rejected instantly, without 

human review, before it executes. This protects the offering's securities exemption, which 

protects the structure your investment relies on. 

Who This Book Is For 

This book is written for experienced real estate investors who understand how conventional 

syndications and funds work and want a clear, honest account of how tokenized offerings differ 

and what those differences mean for them as investors. 

It is not written for sponsors, attorneys, or technology professionals, though they may find it useful. 

It is not a technical manual and it does not assume any knowledge of blockchain technology. It 

does assume that you have invested in at least one conventional real estate syndication or fund 

and that you are comfortable with the basic vocabulary of private real estate investment. 

The book is also not promotional. There are real estate tokenized offerings that are well 

structured, operated by experienced sponsors, with substantive compliance infrastructure and a 

realistic secondary market program. There are also offerings that are not. This book gives you 

the tools to tell the difference. 

Each chapter ends with a plain language key takeaway. If you are reading quickly, the takeaways 

alone will give you the essential points. If you want the full analysis, it is there. The book is 

organized to be read from front to back, but each chapter also stands on its own if you want to 

jump to a specific question. 

A Note on the Language in This Book 

Tokenization comes with a vocabulary that can feel deliberately opaque. Blockchain, smart 

contract, wallet, credential, compliance module, ATS, ONCHAINID. This book uses all of those 

terms because they are the right terms for what they describe, and using imprecise substitutes 
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would make the explanations less accurate. But every term is explained the first time it appears, 

in plain language, without assuming prior knowledge. 

A few terms appear so frequently that it is worth addressing them at the outset. 

Token 

A token is the digital representation of your membership interest in the LLC that owns the property. 

It is not a cryptocurrency. Its value is derived from the underlying real estate, not from supply and 

demand in a crypto market. 

Blockchain 

A blockchain is a distributed digital ledger, a shared record book maintained across many 

computers simultaneously, that records ownership and transfers in a form that cannot be altered 

after the fact. Think of it as a cap table that updates automatically, is visible to everyone, and 

cannot be edited. 

Wallet 

A wallet is the digital account to which your tokens are delivered. It is identified by an address, a 

long string of letters and numbers, and it requires a private key to access, similar in concept to a 

password that cannot be reset if lost. The handling of your wallet and private key is one of the 

new practical responsibilities that comes with tokenized investing, and this book addresses it 

specifically. 

Smart Contract 

A smart contract is computer code deployed on the blockchain that executes predefined actions 

automatically when specified conditions are met. In a tokenized offering, the smart contract 

enforces the transfer restrictions the operating agreement requires. 

None of these concepts require a technology background to understand. They require only a 

willingness to take them on their own terms rather than through the filter of cryptocurrency 

speculation, which is a different thing. 

What You Will Know When You Finish 

By the time you finish this book, you will understand what a tokenized real estate offering is, how 

it differs from the conventional syndications you have participated in, and what those differences 

mean for you as an investor. You will know what questions to ask a sponsor before you invest, 

what to look for in offering documents, and how to evaluate whether a tokenized offering's 

secondary market program is real or aspirational. 

You will also know what to be skeptical about. Secondary liquidity is materially better in a 

tokenized offering than in a conventional one. It is not the same as a liquid market. The 
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blockchain's compliance enforcement is more reliable than manual processes. A misconfigured 

compliance module is still a compliance failure. The technology improves execution. It does not 

change the fundamentals of real estate investment or the importance of evaluating the sponsor, 

the asset, and the terms as carefully as you always have. 

The goal is not to persuade you that tokenized offerings are superior to conventional ones. Some 

are right for specific investors in specific situations. Some are not. The goal is to give you enough 

understanding that you can make that determination yourself, with the same rigor you have 

always applied to private real estate investment decisions. 

A Note from the Author 

Jason Powell is a corporate and securities attorney in the Austin office of Dickinson Wright, 

where he advises real estate sponsors, investment managers, developers, and technology-

forward companies on capital formation, securities compliance, and investment structure. 

Jason's practice centers on real estate private equity, private securities offerings, joint 

ventures, mergers and acquisitions, corporate governance, and strategic financings. He 

counsels clients across the full lifecycle of real estate investment vehicles, from initial 

structuring and entity formation through capital raise, ongoing governance, disposition, and 

fund wind-down. He has structured and negotiated private securities offerings under 

Regulation D, Regulation A+, Regulation CF, and Regulation S, and he works regularly with 

sponsors who are building investment platforms designed to raise capital from a broad 

investor base over time. 

The tokenized real estate practice grew directly from that foundation. When clients began 

asking serious questions about blockchain-based ownership structures, digital securities, 

and the compliance requirements for launching a token offering, it became clear that the 

legal analysis was familiar, Howey, Regulation D, Rule 144, the Investment Company Act, 

but the implementation layer was genuinely new. Understanding what ERC-3643 commits 

an issuer to legally, how ONCHAINID credential expiration affects ongoing securities 

compliance, and what the pre-launch consistency review must confirm is not something that 

general securities knowledge produces automatically. It requires specific experience with the 

technology and the legal framework together. 

Jason's tokenization practice is built on that combination. He advises sponsors on exemption 

selection, operating agreement drafting with full tokenization provisions, compliance module 

configuration review, pre-launch consistency review, and ongoing compliance management 

through the investment's full holding period. His perspective on every engagement is the 

same one that runs through this book: the token is the implementation of the membership 

interest, not a substitute for the legal analysis that governs it. 
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In addition to his real estate capital markets practice, Jason advises entrepreneurs and 

established companies on corporate structuring, equity investments, debt financings, and 

strategic transactions. He is a co-author of The Lawyer's Guide to Raising Capital for 

Business People. 

Before returning to private practice, Jason served as general counsel to two corporations. 

That experience gave him a firsthand understanding of how legal issues are actually 

experienced at the operating level, not as abstractions but as decisions that need to be made 

under time pressure, with incomplete information, in the middle of everything else a business 

is managing. That perspective shapes the way he approaches client engagements: the goal 

is actionable guidance, not legal hedging. 

Clients value Jason's responsiveness, his efficiency, and his ability to translate complex legal 

and regulatory concepts into practical terms that can actually inform business decisions. He 

approaches transactions as a collaborator who is invested in outcomes, not a technician who 

delivers documents and moves on. 

You can find Jason's writings on tokenized real estate at www.retokenlawyer.com and on 

real estate syndication at www.crowdfundlawyer.com. 
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CHAPTER 1 

The Same Deal, a Different Wrapper 

A tokenized syndication is not a new asset class. It is a new way of holding an 
investment you already know. 

If you have written checks into a private real estate syndication before, you already understand 

most of what I am going to explain in this book. The deal economics are the same. The legal 

structure is the same. Your tax treatment is the same. The sponsor still has to find the property, 

raise the capital, manage the asset, and hand you a K1 every spring. None of that goes away 

because someone added the word "tokenized" to the offering memorandum. 

What changes is narrow and specific. The instrument that proves you own your share of the deal 

is no longer a paper certificate locked in the sponsor's filing cabinet, and it is no longer a line item 

on a spreadsheet that someone updates by hand. It is a digital record on a blockchain. That digital 

record has some useful properties that a paper certificate does not. It also introduces a few new 

touchpoints into how you receive and hold your investment. What it does not do is change what 

you actually own. 

Before we go any further, let me get that distinction clear. Once you see what stays the same and 

what changes, the rest of the book follows easily. 

The Investment Structure You Already Know 

Set the blockchain aside for a moment. Picture the last real estate syndication you invested in. 

Whether it was an apartment value add in Phoenix, a self storage rollup in the Southeast, or an 

industrial building in the Inland Empire, the underlying structure was almost certainly some version 

of the following. 

A sponsor identified a property worth acquiring. The sponsor formed a limited liability company, 

usually called the special purpose vehicle or SPV, to hold that property and nothing else. The 

sponsor became the manager of that LLC and prepared a stack of offering documents inviting 

accredited investors to buy membership interests. You read the private placement memorandum, 

signed the subscription agreement, sent your wire, and were admitted as a member under the 

terms of an operating agreement that ran somewhere between forty and one hundred pages. 

That operating agreement spelled out everything that actually matters to you as an investor. The 

preferred return. The waterfall. The sponsor's promote. The management fees. The major 

decisions requiring investor consent. The transfer restrictions. The distribution timing. The 

procedures for getting out at the end of the deal. The sponsor handled the property. The fund 

administrator or accountant handled the capital accounts. Each year you received a K1, reported 

your share of the income or loss on your personal return, and waited for distributions to hit your 

bank account. 
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If you can hold that picture in your head, you already understand most of what a tokenized 

syndication is. 

What Tokenization Adds 

In a tokenized syndication, every element of the structure I just described still exists. The SPV still 

owns the property. The operating agreement still governs your rights. The sponsor still manages 

the asset. The K1 still arrives in March or April. What tokenization adds is a parallel record of who 

owns each membership interest, maintained on a blockchain rather than on a private cap table 

managed by the fund administrator. 

When you invest, the sponsor issues you a digital token. That token is the on chain representation 

of your membership interest. If you bought five percent of the deal, the tokens delivered to your 

wallet represent five percent of the membership interests outstanding. If the sponsor sells the 

property and distributes proceeds, the tokens get retired and the deal closes out. The token is the 

modern equivalent of the membership certificate that, in a paper based syndication, you would 

either receive in the mail or never see at all because no one actually prints them anymore. 

Why use a token at all? Because the token based record solves a handful of operational problems 

that have always existed in private real estate. The industry has mostly tolerated those problems 

because nothing better was available. The cap table is now maintained automatically rather than 

by hand. Compliance rules can be enforced at the level of the digital record itself. For example, 

the rule that only accredited investors may hold interests, or the rule that you cannot transfer your 

interest to a non U.S. person without consent, no longer relies on a sponsor catching the issue 

when a transfer request crosses their desk. And when the regulatory infrastructure cooperates, 

the token can be sold to another qualified investor on a regulated secondary market in a way that 

the conventional membership interest essentially cannot. 

None of those features changes what the investment is. They change how the recordkeeping and 

the eligibility rules around the investment are administered. That is a substantive upgrade for an 

industry that has been running cap tables on spreadsheets for decades. It is not a new kind of 

investment. 

The Sentence I Repeat Most Often to New Investors 

Tokenization is a recordkeeping upgrade and a compliance upgrade. It is not a regulatory 

exemption, a new asset class, or a way to bypass the rules that have always governed private 

securities offerings. If anyone tells you it is any of those things, walk away. 

What Tokenization Does Not Change 

Here is the list I give every investor who comes to me asking about a tokenized deal. Every item 

below is identical between a conventional syndication and a tokenized one, because none of 
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these things are functions of the recordkeeping technology. They are functions of the underlying 

legal structure, which the technology does not touch. 

• Your legal rights as an investor. Your right to receive distributions, to vote on major

decisions, to inspect the books, to receive financial reports, and to enforce the operating

agreement all come from the operating agreement and from state LLC law. They do not

come from the token. The token is the proof that you hold a membership interest. The

membership interest is what gives you the rights.

• Your economic terms. The preferred return, the promote, the waterfall, and the fees all

live in the operating agreement. The smart contract that governs the token does not

calculate your distribution. The fund administrator does, off chain, using exactly the same

waterfall math used in a conventional deal.

• Your tax treatment. A tokenized syndication structured as a partnership for tax purposes,

which is the typical structure, generates a K1 just like a conventional syndication. Your

share of depreciation, interest expense, and gain on sale flows through to your return in

the same way. The IRS does not have a special category for partnership interests that

happen to be tracked on a blockchain.

• The sponsor's fiduciary duties. Whether the sponsor is calling itself the manager or the

general partner, the duties of care and loyalty owed to investors are the same in a

tokenized deal as in a conventional one. The technology layer does not dilute, expand, or

otherwise modify those duties.

• Your downside. Real estate deals can lose money. The fact that your interest is

represented by a token does not change that. The token can only ever be worth what the

underlying real estate is worth, divided by the capital structure of the deal. If the property

is worth less than the debt, your token represents an interest that is worth less than zero,

which is to say, nothing.

• The exemption your offering relies on. Almost every tokenized real estate offering you

will see today is sold under Regulation D, usually under Rule 506(b) or Rule 506(c). The

same accreditation requirement, the same offering procedures, and the same disclosure

obligations apply. The exemption is the legal mechanism that lets the sponsor sell

securities without registering them with the SEC, and it operates the same way no matter

how the resulting interests are recorded.

The Two Layer Architecture 

The cleanest way to understand a tokenized syndication is to think of it as a two layer structure. 

There is a legal layer and there is a technology layer, and the two are kept distinct on purpose. 

Most of the confusion in the popular discussion of tokenization comes from conflating them. 

Layer One: The Legal Layer 
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The legal layer is the LLC that owns the property. It is governed by its operating agreement. It 

holds title to a parcel of real estate. It pays its mortgage to a real lender. It operates under the 

laws of whatever state it was formed in. This layer is identical to what exists in a conventional 

syndication. If a court has to resolve a dispute between you and the sponsor, the court will look 

to the operating agreement, the state LLC statute, and the offering documents. It will not look to 

anything on the blockchain. 

The legal layer is where your rights live. It is where the waterfall is defined. It is where the 

sponsor's obligations are spelled out. It is where the dispute resolution procedure sits. Every 

traditional real estate lawyer knows how to read this layer, and every traditional real estate court 

can adjudicate it. 

Layer Two: The Technology Layer 

The technology layer is the smart contract that mints, holds, and tracks the tokens. The smart 

contract knows who owns how many tokens. It enforces the compliance rules. For instance, it 

refuses to transfer a token to a wallet that has not completed identity verification. It creates an 

immutable record of every transfer. The technology layer is what makes the cap table automatic, 

what makes secondary market trading feasible, and what gives the offering a measure of 

recordkeeping discipline that conventional syndications have historically lacked. 

The technology layer is the implementation of rules that the legal layer specifies. When the 

operating agreement says only accredited investors may hold interests, the smart contract is 

configured to enforce that rule on every transfer. When the operating agreement says the 

manager may force the transfer of a member's interest under defined circumstances, the smart 

contract is configured to permit the manager to do exactly that and nothing more. The technology 

layer does not invent new rules. It carries out the rules in the legal layer with mechanical reliability. 

Which Layer Wins When They Conflict 

The legal layer wins. Always. If the operating agreement says one thing and the smart contract is 

misconfigured to do another, the operating agreement controls the legal relationship between you 

and the sponsor. The smart contract may need to be corrected, and in a well drafted offering, the 

operating agreement gives the sponsor express authority to correct it. But the operating 

agreement is the source of truth for your rights. 

This is one of the most important conceptual points in the entire book, and it is also one of the 

most commonly misunderstood. Investors who come to tokenized real estate from a crypto 

background sometimes assume that "code is law," meaning that whatever the smart contract does 

is the final word on what each party owns. That is not how a securities offering works. The legal 

documents are the law. The code implements the law. When there is a conflict, the law controls 

and the code gets fixed. 
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⚠ Be Cautious of Anyone Who Inverts the Two Layers

If a sponsor or promoter tells you that the smart contract is what you really own, or that the 

blockchain record is more important than the operating agreement, they have inverted the 

structure. The operating agreement is the legal source of your rights. The smart contract is 

the recordkeeping mechanism that implements those rights. A person who does not 

understand this distinction is not a person you want managing your money, and a deal that is 

structured this way is one your counsel should review carefully before you commit. 

Side by Side 

A comparison is often the fastest way to make this concrete. The table below shows the same 

deal in its conventional and tokenized forms, with each row reflecting what actually appears in 

practice for an investor like you. 

Deal Element Conventional Syndication Tokenized Syndication 

The vehicle Delaware LLC Delaware LLC 

The asset Real property held by the LLC Real property held by the LLC 

Your interest LLC membership interest LLC membership interest 

Proof of your 

interest 

Membership certificate or entry 

on the sponsor's cap table 

Digital token recorded on a 

blockchain 

The governing 

document 

Operating agreement Operating agreement 

How you subscribe Sign subscription agreement, 

wire funds, get added to cap 

table 

Sign subscription agreement, 

wire funds, complete identity 

verification, tokens delivered to 

your wallet 

How distributions 

are paid 

Fund administrator wires 

distributions per the waterfall 

Fund administrator wires 

distributions per the waterfall. 

Some platforms use stablecoin, 

though most still use bank wires. 

Your tax form Schedule K1 Schedule K1 

Transfer 

restrictions 

Set forth in operating agreement, 

enforced manually by sponsor 

Set forth in operating agreement, 

enforced automatically by smart 

contract 
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Deal Element Conventional Syndication Tokenized Syndication 

Secondary market 

option 

Practically none Available on a regulated ATS 

after the holding period 

End of deal Sponsor sells, distributes 

proceeds, dissolves the LLC 

Sponsor sells, distributes 

proceeds, burns the tokens, 

dissolves the LLC 

Look at the rows that say "the same" in both columns. Read them as a group. The vehicle is the 

same. The asset is the same. The interest is the same. The governing document is the same. 

The tax treatment is the same. What changes is the proof of the interest, the mechanics of how 

subscription and transfers are administered, and the exit options at the end. The substance of the 

investment is unchanged. 

A Clarifying Analogy 

Think about how stock ownership works today. When you buy 100 shares of Apple in your 

brokerage account, you are not given paper stock certificates. You are not even given a number 

on Apple's books. You receive a digital entry. There is an electronic record at the Depository Trust 

Company, mirrored on your brokerage statement, that says you own 100 shares. The entry is not 

the share. The share is your slice of Apple, granted to you by Apple's corporate charter and 

bylaws. The entry is just the proof. 

Suppose the Depository Trust Company's systems were replaced tomorrow by a more modern 

recordkeeping system, perhaps a blockchain, and your 100 shares moved over to that new 

system without anyone changing the corporate charter. Nothing about your ownership of Apple 

would have changed. You would still own the same 100 shares. The same dividends would arrive 

in your account. The same voting rights would attach to your shares. The mechanism by which 

someone keeps track of who owns what would have changed. The underlying ownership would 

not have. 

A tokenized real estate syndication is the same idea, applied to private real estate. The underlying 

ownership, your slice of an LLC that owns a property, is unchanged. The recordkeeping 

technology that proves you own that slice is the part that is new. 

Why This Distinction Matters for the Rest of the Book 

I have spent this much time on the two layer point because it determines how to read everything 

that follows. 
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When you reach Chapter 4 and we walk through the onboarding process, the part where you set 

up a digital wallet and complete identity verification is technology layer material. It is new and it is 

worth understanding, but it is not where your rights as an investor come from. 

When you reach Chapter 6 and we discuss secondary market liquidity, the ability to sell your 

token on a regulated alternative trading system is a technology layer capability that the legal layer 

authorizes. It is real, and it is useful. It does not turn your investment into a publicly traded stock, 

and the chapter is honest about exactly what it does and does not deliver. 

When you reach Chapter 8 and we discuss how transfer restrictions are enforced by the 

compliance module, that is a technology layer mechanism protecting the legal layer structure. The 

smart contract refuses to transfer your token to an ineligible buyer because the operating 

agreement says ineligible buyers cannot hold interests. The technology is enforcing the law, not 

making new law. 

And when you reach Chapter 17 and we discuss what happens to your tokens if you pass away, 

you will see that the forced transfer function, a technology layer capability, exists precisely to give 

effect to legal layer outcomes that your estate plan creates. The technology serves the law, and 

the law was written first. 

Key Takeaway 

The Token Is the Instrument, Not the Investment 

Your investment is the same membership interest in the same LLC that owns the same real 

estate, governed by the same operating agreement, generating the same K1, subject to the 

same securities laws. The token is the modern recordkeeping instrument that proves you hold 

the interest. It is a real upgrade over a paper certificate or a manually maintained cap table. 

It is not a new kind of asset. Everything that has always mattered about evaluating a private 

real estate syndication, the sponsor, the property, the market, the terms, the alignment, still 

matters in exactly the same way. The work of this book is to help you see clearly through the 

new vocabulary to the familiar substance underneath. 

Looking Ahead 

In Chapter 2, we look at the blockchain itself. Not as a piece of crypto exotica, but as the 

recordkeeping tool it actually is in this context. The goal is not to make you a blockchain 

technologist. The goal is to make sure that, by the end of the chapter, you have a confident 

working understanding of what is happening underneath your token, and why none of it should 

make you nervous about the investment you are evaluating. 
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CHAPTER 2 

What Is a Blockchain, and Why Does It Matter for 
This Investment? 

The plain English answer, with the cryptocurrency anxiety set aside. 

Almost every investor I talk to about tokenized real estate has the same first reaction. It is some 

version of, "I keep hearing about blockchain, but I do not really understand what it is, and what I 

do hear about it makes me nervous." That reaction is reasonable. Most of what makes it into the 

news about blockchain involves cryptocurrency speculation, exchange failures, and the 

occasional indictment. None of those stories have much to do with what we are talking about in 

this book. 

My goal in this chapter is simple. By the time you finish reading it, you should be able to explain, 

in one or two sentences to a friend, what a blockchain is and why it is being used to record your 

real estate investment. You do not need to become a technologist. You need to understand the 

tool well enough to know it is not something to be afraid of. 

If you take only one idea from this chapter, take this one. The blockchain is doing the job that a 

cap table has always done in a private real estate deal. It is keeping track of who owns what. The 

reason a sponsor would choose to use it is that, for that particular job, it works better than the 

alternatives. 

The Simplest Explanation I Can Give You 

A blockchain is a shared record book. Imagine an old leather ledger in the back office of a bank, 

except that the ledger is digital, every page is locked once it is written, and identical copies of the 

ledger are kept on hundreds or thousands of computers around the world at the same time. When 

a new entry is added to one copy, the same entry is added to all the others within a few seconds. 

If anyone tries to go back and change an old entry, the other copies notice that the change does 

not match and reject it. 

That is the whole idea. A record book that is shared across many places at once, that locks each 

entry once it is written, and that resists tampering because no single person controls it. 

Almost everything else you have heard about blockchain is decoration around that basic idea. 

The math that makes the locking work is called cryptography. The mechanism that keeps the 

copies in sync is called consensus. The currency tokens you may have heard of, like Bitcoin or 

Ether, are simply the way the computers that maintain the ledger get paid for their work. None of 

that decoration changes what the blockchain is for. It is a way to keep a permanent, shared record 

of who owns what. 
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An Analogy That Works for Most People 

Think about a courthouse property records office. The deed to your house is recorded there. 

The clerk does not own your house. The clerk maintains the record that proves you own it. If 

you sell, a new deed gets recorded. The old one stays in the books forever, alongside every 

transfer that came before. A blockchain works the same way for ownership of digital assets, 

except the record book is maintained by software running on many computers at once instead 

of by a clerk in one building. 

Why a Blockchain for Your Real Estate Investment? 

In a conventional real estate syndication, the cap table is maintained by the sponsor or the fund 

administrator. It is usually a spreadsheet. When a new investor comes in, someone updates the 

spreadsheet. When a distribution is paid, someone updates the spreadsheet. When an investor 

transfers an interest to a trust or an estate, someone updates the spreadsheet. That process has 

worked for decades, but it has three weaknesses that every sponsor and every investor I know 

has experienced firsthand. 

The first weakness is errors. A spreadsheet maintained by hand picks up mistakes over time. I 

have seen cap tables where the percentage interests no longer added up to one hundred percent, 

where investor addresses had not been updated in five years, and where a transfer to an estate 

had been logged in an email thread but never reflected in the official record. None of those errors 

was malicious. They were the ordinary friction of running a private investment on a manually 

maintained spreadsheet. 

The second weakness is opacity. As an investor, you usually cannot see the cap table. You have 

to ask. The sponsor has no obligation to send you a current copy on demand, and in practice you 

would rarely think to ask. You learn what you own from the statements the fund administrator 

sends, and you trust that those statements are accurate. Usually they are. Sometimes they are 

not. 

The third weakness is friction at transfer. If you want to move your interest to a trust, or your estate 

needs to retitle it after you pass away, the process involves paper, signatures, sponsor approval, 

and weeks of back and forth with the fund administrator. The transfer itself is simple. The 

recordkeeping around it is slow. 

A blockchain solves all three of those problems at once. Every change to the record is logged 

automatically, in order, with a timestamp. Every investor can see their own holdings in real time. 

Authorized transfers happen by software, in seconds, with a permanent audit trail. None of this is 

exotic. It is the same kind of upgrade the credit card industry went through when it moved from 

paper carbon receipts to electronic settlement, and the same kind of upgrade public stock 

ownership went through when the Depository Trust Company began immobilizing paper 
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certificates in 1973 and dematerializing them over the decades that followed. The job did not 

change. The tool got better. 

Public and Private Blockchains: What the Difference Means for You 

You may hear two terms when sponsors describe their tokenization platform. They will say the 

offering is being deployed on a public blockchain, or on a private blockchain, or sometimes on a 

permissioned blockchain. The difference between these is worth understanding at a basic level, 

because it affects how durable your investment record is over the life of the deal. 

Public Blockchains 

A public blockchain, such as Ethereum or Polygon, is maintained by thousands of independent 

computers around the world. No company controls it. No company can shut it down. If the sponsor 

or the technology platform goes out of business, the record of your ownership persists on the 

public chain. Anyone in the world can look at the chain and see, in a coded form, that an address 

holds a certain number of tokens. They cannot see your name or your contact information, 

because that is kept off the chain. They can see that a wallet exists and owns a particular interest 

in a particular offering. 

The advantage of a public blockchain is durability. The record outlives any company that 

participated in creating it. The disadvantage, from a sponsor's perspective, is that the public chain 

charges a small fee for every transaction. Those fees are usually small at the volumes a private 

real estate offering generates, but they are not zero. 

Private and Permissioned Blockchains 

A private blockchain is maintained by a single company or a small group of companies. Only 

authorized participants can read or write to it. A permissioned blockchain sits in between. It is 

open to a defined set of participants but not to the world at large. These structures can be more 

efficient and easier to control, which is why some institutional platforms favor them. 

The trade off is durability. If the entity that maintains a private blockchain ceases operations, the 

record may not persist in the same way that a public chain does. A well structured offering on a 

private chain will address this by mirroring the ownership record to a public chain, or by 

guaranteeing data portability in the operating agreement so that the record can be migrated if the 

platform fails. This is a question worth asking before you invest. Chapter 16 walks through what 

to look for. 

What to Look for in Your Offering 
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Most tokenized real estate offerings being structured today use a public blockchain, typically 

Ethereum or a closely related network, because the durability advantage matters in a deal 

that may run for seven to ten years. If your offering documents do not say which chain the 

tokens will be deployed on, ask. The answer should be specific. "We use a leading blockchain 

technology" is not specific enough. 

 

What "On Chain" Means, and Why You Will See That Phrase a Lot 

When something is recorded on the blockchain, the industry calls it "on chain." When something 

happens off the blockchain, in a database or on paper, it is called "off chain." You will see these 

terms throughout any tokenized offering's materials. The distinction matters for one practical 

reason. Different pieces of your investment live in different places. 

Your ownership of tokens is on chain. The transfer history of those tokens is on chain. The 

compliance rules that govern who can hold them are on chain. Those are the things the blockchain 

is good at. Everything else, including your personal information, your tax documents, the 

calculation of your distributions, the operating agreement itself, and the underlying real estate, 

lives off chain. Sponsors and platforms keep your private information off chain on purpose, 

because a public blockchain is not the right place to store names, addresses, or financial details 

about specific investors. 

What this means for you in practice is that the blockchain is doing one specific job and nothing 

else. The fund administrator still calculates your distributions. Your K1 still comes from the 

accountant. The waterfall still runs through the spreadsheets it has always run through. The 

blockchain records ownership of the tokens. That is its job, and the rest of the work is happening 

where it has always happened. 

The One Thing the Blockchain Cannot Do 

There is a quiet myth in the world of tokenized investments that the blockchain somehow makes 

deals safer, or makes good deals better, or transforms bad sponsors into good ones. I want to 

put this to rest before we go any further. 

The blockchain cannot make a bad deal a good one. If a sponsor overpays for a property, the 

token recording your interest in that property will fall in value just like a membership certificate 

would. If the operating agreement gives the sponsor too much discretion or charges fees that are 

out of market, the blockchain has no opinion about it. If the property is in a market that softens, 

the recordkeeping technology cannot save the investment. The blockchain is excellent at 

recording ownership. It cannot evaluate the underlying asset, the sponsor's competence, or the 

terms of the deal. 
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Everything you have ever known about evaluating a real estate syndication still applies. The 

sponsor's track record matters. The asset matters. The terms matter. The market matters. The 

technology layer sits underneath all of that, doing useful but limited work. Treat it as an upgrade 

to the recordkeeping, not as a feature of the investment itself. 

⚠  Watch for Sponsors Who Oversell the Technology 

If a sponsor's pitch for the deal leans heavily on the blockchain itself, rather than on the 

property, the team, the market, and the structure, that is a warning sign. A good tokenized 

offering uses the technology to make the recordkeeping cleaner, in the background, and the 

conversation with investors stays focused on the property and the team. A poor one uses the 

technology as a marketing tool to distract from a weak deal. The questions you should be 

asking about a tokenized syndication are the same questions you would ask about any private 

real estate offering, with a small number of additional ones added on top. The chapters that 

follow walk you through both sets. 

Think of It as a Better Cap Table, Not a Cryptocurrency 

This is the mental model I give every investor who is new to tokenization. The blockchain in your 

offering is doing the same job that a cap table has always done. It is keeping track of who owns 

what slice of the deal. It is doing that job using software instead of a spreadsheet, and the software 

happens to be the same kind of software that cryptocurrencies run on. That is the entire 

connection between your investment and the world of crypto. Your investment is not a 

cryptocurrency. The recordkeeping technology happens to share a common technical foundation 

with crypto. The two are otherwise unrelated. 

Your tokens do not trade on Coinbase. They are not in the same category as Bitcoin or Ether for 

tax purposes. They are not subject to the price swings of the crypto markets. The value of your 

tokens comes from the underlying real estate, calculated under the same waterfall that has always 

applied to your investment. If the property does well, your tokens are worth more. If the property 

does poorly, they are worth less. The crypto markets are happening on a different track entirely, 

and your investment is not on that track. 

A Quick Comparison 

The table below lays out the differences between a cryptocurrency like Bitcoin and a security 

token representing an interest in a real estate syndication. They use related technology, and that 

is where the similarity ends. 
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 Bitcoin or Ether Your Real Estate Security 
Token 

What it represents Nothing other than itself. Its value 

comes from what the market is 

willing to pay. 

An interest in a specific LLC that 

owns specific real estate. Its 

value comes from the property. 

Where it trades Public crypto exchanges, twenty 

four hours a day 

Nowhere for the first twelve 

months. After that, a regulated 

alternative trading system, during 

defined trading windows. 

Who can hold it Anyone with an internet 

connection 

Only verified accredited investors 

who have passed identity checks 

Tax treatment Treated as property by the IRS, 

with capital gains rules 

Treated as a partnership interest, 

generating a K1, with the same 

flow through tax features as a 

conventional syndication 

Regulatory status Generally treated as a commodity 

by the CFTC; status of newer 

tokens varies 

A security, regulated by the SEC, 

subject to securities laws 

Your legal rights Whatever the protocol code does Defined by the operating 

agreement, governed by state 

LLC law 

What backs it Network effects and market 

demand 

A real property, with rents, 

expenses, debt, and a sale at the 

end 

The Few Technical Terms You Will Actually Encounter 

I want to keep this short. You do not need a deep vocabulary to be a confident tokenized real 

estate investor. Here are the small handful of terms you will see in offering documents, with the 

plain English meaning for each. 

Wallet 

A piece of software, similar to a banking app, that holds your tokens and lets you receive 

distributions. Your wallet has a public address that other people can see, like a checking account 

number, and a private key that only you can see, like the password to your account. You will set 

up a wallet during the onboarding process. Chapter 4 walks through what that looks like. 
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Smart Contract 

A piece of code on the blockchain that follows the rules built into it. The smart contract for your 

offering is the software that mints your tokens, transfers them when authorized, and refuses to 

transfer them when the rules say it cannot. A smart contract is not artificially intelligent. It is a 

small program that does exactly what it is told to do. 

Token Standard 

A common technical recipe that smart contracts follow. For tokenized real estate, the standard is 

usually called ERC 3643. The name is not important. What matters is that the standard has been 

designed for regulated securities, which means it has compliance features built in that more 

general standards do not have. 

Gas Fee 

A small fee charged by the blockchain network for processing a transaction. In a well designed 

offering, you will rarely if ever encounter a gas fee directly. The sponsor or the platform usually 

absorbs them. 

Stablecoin 

A digital token that is pegged one to one with the US dollar, such as USDC. Some platforms use 

stablecoins to pay distributions. Most still pay distributions by ordinary bank wire. If the offering 

uses stablecoins, the documents will explain how the conversion to dollars works. 

Why None of This Should Make You Nervous 

I have spent enough time with investors who are new to this format to know that the technology 

is the place where most of the hesitation sits. The other parts of a tokenized offering, the legal 

structure, the property, the sponsor, the economics, are familiar territory. The blockchain piece 

feels foreign. So I want to close this chapter with a few honest observations. 

First, the regulatory environment around tokenized real estate has gotten significantly clearer over 

the past few years. In March 2026, the SEC and the CFTC issued a joint statement confirming 

that tokenized interests in real estate are securities, subject to the same rules as any other private 

offering. That was the regulatory clarity the industry had been waiting for. It is good news for 

investors, because it means the protections you rely on in any private securities offering apply to 

the tokenized version too. 

Second, the technology itself is mature for this use case. The token standard most tokenized real 

estate offerings use was developed specifically for regulated securities. It has been in production 

for several years. It has been audited, deployed, and refined. This is not bleeding edge 

technology. It is settled technology being applied to a familiar industry. 
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Third, you are not the only investor working through this for the first time. The investors who are 

coming into tokenized real estate are not crypto traders. They are the same investors who have 

always invested in private real estate. The ones I work with most often are in their fifties, sixties, 

and seventies. They are CPAs, doctors, retired executives, family office principals, and people 

who built their wealth in industries that have nothing to do with technology. Every one of them had 

the same questions you do. None of them needed to become a blockchain expert to invest. They 

needed to understand the tool well enough to trust it, and once they did, the rest of the analysis 

was familiar. 

Fourth, and most important, your protection in a tokenized deal does not come from the 

blockchain. It comes from the operating agreement, the subscription agreement, the private 

placement memorandum, and the federal and state securities laws that apply to the offering. 

Those documents and those laws are the same ones that have protected investors in private real 

estate for decades. The blockchain is the record book. The legal documents and the laws are the 

protection. 

Key Takeaway 

A Better Cap Table, Not a Cryptocurrency 

A blockchain is a shared, tamper resistant record book. In a tokenized real estate offering, it 

does one specific job, which is keeping track of who owns each membership interest. The 

investment itself comes from the property, governed by the operating agreement and the 

federal and state securities laws that have always protected investors in private real estate. 

Those documents and those laws remain the source of your protection. The blockchain sits 

underneath them, doing the recordkeeping. You do not need to understand how it works 

under the hood, any more than you need to understand how your bank's wire transfer system 

works. You need to know what it does and what it does not do, and you already do. 

Looking Ahead 

In Chapter 3, we look at your token itself. Now that you understand what a blockchain is, the next 

question is what you actually receive when a sponsor issues you tokens in a tokenized 

syndication. The answer is straightforward, and it ties back to the point I made in Chapter 1. Your 

token is a digital representation of an interest you already understand. The chapter walks through 

exactly what rights travel with the token, why it is a security under federal law, and what that 

protection means for you in practice. 
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CHAPTER 3 

Your Token: What It Is and What It Is Not 
Your legal rights travel with the token, not away from it. 

The most common question I get from investors who are new to tokenized real estate is also the 

most important one. They ask me, "What exactly do I own when the sponsor sends me tokens?" 

The question is the right one to ask, and the answer is reassuring. You own the same thing you 

would own in a conventional syndication. The token is the modern receipt for that ownership. 

I want to spend this chapter making that idea concrete. Once you understand what your token 

represents, you will be able to read a tokenized offering's documents with confidence, and you 

will be able to spot the rare sponsor who is trying to use the word "token" to mean something it 

does not. 

Your Token Equals Your Membership Interest in Digital Form 

Here is the short version. In a tokenized syndication, the sponsor forms an LLC to hold the real 

estate, exactly the way a conventional syndication is structured. When you invest, the sponsor 

admits you as a member of the LLC, and the operating agreement defines what your membership 

interest is worth and what rights it carries. The token is the digital instrument that records and 

transfers that membership interest. If you bought a five percent interest, you receive tokens that 

represent a five percent interest. If the operating agreement says members are entitled to a 

preferred return, your tokens entitle you to that preferred return. 

The token is a receipt and a transfer mechanism. It is the modern equivalent of the membership 

certificate a syndication sponsor would have issued you decades ago, except no one prints those 

certificates anymore, and the cap table is no longer maintained in a paper ledger. Your token 

shows that you hold a membership interest. The membership interest, defined in the operating 

agreement, is what gives you your rights. 

I want to be specific about this because the language can be confusing. When someone says, 

"You own tokens," what they really mean is, "You own membership interests, and the tokens are 

how the ownership is recorded." The tokens themselves have no separate value or meaning apart 

from the underlying interests they represent. If the membership interest is worth fifty thousand 

dollars, the token is worth fifty thousand dollars. If the membership interest is worthless, so is the 

token. The token is the wrapper. The membership interest is the substance. 

An Analogy That Works 

Think about the stock certificates your grandparents may have kept in a safe deposit box. 

Those certificates were not the stock. They were the legal proof that the holder owned the 
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stock. Today, almost no one receives a paper certificate when they buy shares of a public 

company, because the shares are tracked electronically by brokerages and depository 

institutions. The ownership did not change when the recordkeeping moved from paper to 

electronic. The same thing is true here. Your tokens are the modern proof that you hold a 

membership interest. The interest itself is what matters. 

What Your Token Represents 

Now let me walk through what your token actually entitles you to. These are the same entitlements 

that flow from any LLC membership interest in any real estate syndication, but it is worth seeing 

the list in one place. 

Your Share of Distributions 

When the property generates cash flow and the sponsor declares a distribution, you receive your 

share of it. The amount is calculated by the fund administrator under the waterfall in the operating 

agreement, exactly the same way it would be in a conventional deal. Some platforms send the 

distribution to a stablecoin wallet. Most still send a bank wire. Either way, your right to the 

distribution comes from the operating agreement, and your tokens are the record that you held 

the interest when the distribution was declared. 

Your Share of Sale Proceeds 

When the sponsor eventually sells the property and unwinds the deal, you receive your share of 

the net proceeds. Again, the math is done by the fund administrator under the waterfall. Your 

tokens get retired at the end of the deal as part of closing out the LLC. 

Your Share of Tax Items 

Because the LLC is treated as a partnership for tax purposes, the income, deductions, 

depreciation, and gain on sale flow through to you each year on a Schedule K1. Your tokens are 

the record of how many membership interests you hold during the year, which determines your 

share of those tax items. 

Your Voting Rights 

The operating agreement specifies which decisions the sponsor can make on its own and which 

decisions require a vote of the investors. In a typical syndication, member votes are limited to a 

handful of major events, including amendments to the operating agreement, removal of the 

manager for cause, and approval of certain extraordinary transactions. When a vote is called, the 

smart contract or the platform sees how many tokens you hold and counts your vote accordingly. 

The voting mechanics may be electronic. The voting rights themselves come from the operating 

agreement. 
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Your Information Rights 

You are entitled to the financial reports, tax documents, and investor communications that the 

operating agreement requires the sponsor to provide. None of this happens on the blockchain. 

Reports come from the fund administrator or the sponsor by email or through an investor portal, 

the same way they would in a conventional syndication. 

Your Enforcement Rights 

If the sponsor breaches the operating agreement, if the financial reports show something that 

should not be there, if the sponsor refuses to make a distribution you are entitled to, you have the 

same legal remedies you would have in a conventional deal. You can pursue claims in court or in 

arbitration depending on what the operating agreement specifies. The fact that your interest is 

recorded as a token does not change any of that. 

Your Token Is a Security 

I need to spend some time on this, because the word "security" carries weight, and the protections 

it brings are some of the most important reasons to feel comfortable in a properly structured 

tokenized real estate offering. 

When the sponsor sells you a token that represents a membership interest in an LLC that owns 

real estate, the sponsor is selling you a security under federal law. That fact is settled. It has been 

settled since the Supreme Court decided SEC v. W.J. Howey Co. in 1946, which established the 

standard for what counts as a security. An investment of money, in a common enterprise, with an 

expectation of profit from the efforts of others, is a security. A tokenized real estate offering checks 

every box. 

Why does that matter to you? Because securities law brings a stack of investor protections that 

are baked into how the offering must be structured, conducted, and disclosed. The sponsor must 

rely on a valid exemption from registration, which for most private real estate offerings is 

Regulation D under Rule 506(b) or Rule 506(c). The sponsor must verify that you are an 

accredited investor under one of those exemptions. The sponsor must give you a private 

placement memorandum that discloses the material risks, the structure of the offering, and the 

terms of the deal. The sponsor must operate within antifraud rules that apply to every 

communication the sponsor makes to you about the offering. Those rules are enforced by the 

SEC and by state securities regulators, and they give you private remedies if the sponsor violates 

them. 

All of that protection exists because the token is a security. The technology layer does not change 

that. In fact, the technology layer actively reinforces it, because the smart contract enforces the 

rule that only accredited, verified investors can hold the tokens in the first place. That is a level of 

compliance enforcement that conventional syndications do not have. 
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What "Security" Means in One Sentence 

Being a security means your investment is regulated, the sponsor has disclosure obligations 

to you, you have legal protections against fraud and misrepresentation, and there are federal 

and state agencies that exist to enforce those protections. 

Why Calling It a Token Does Not Make It Speculative 

I hear this concern often. An investor will tell me, "My adult kids invest in Bitcoin and Ether and 

Solana, and those things go up and down by twenty percent in a week. I do not want any part of 

that. Why should I trust anything called a token?" 

The concern is reasonable, and the answer is simple. Bitcoin, Ether, and Solana are 

cryptocurrencies. They are not securities. They derive their value from market demand for the 

cryptocurrency itself, with no underlying business or asset producing income or value. Their prices 

move on sentiment, on macroeconomic news, on the supply and demand for the cryptocurrency 

itself. That is why they move the way they do. 

Your real estate security token is a different thing entirely. Its value is tied to the value of the 

underlying property. If the property is generating rent, paying its mortgage, and appreciating, your 

token is gaining value. If the property is struggling, your token is losing value. The token does not 

trade in any market that has anything to do with crypto sentiment. For the first twelve months after 

you invest, your token does not trade at all, because federal securities law imposes a holding 

period on private placements. After that, the token can trade only on a regulated alternative trading 

system, and only to other verified, accredited investors at prices that reflect the underlying value 

of the real estate. 

The crypto markets are happening in their own world. Your tokenized real estate investment lives 

in the real estate world, recorded on technology that the crypto markets happen to share. Those 

are separate things, and the law treats them as separate. 

A Side By Side Comparison 

The table below shows the practical differences between a cryptocurrency and your tokenized 

real estate interest. The differences matter, and they are not subtle. 

 A Cryptocurrency Your Real Estate Security 
Token 

What it is A digital asset, traded for its own 

sake 

A digital record of a membership 

interest in an LLC 
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 A Cryptocurrency Your Real Estate Security 
Token 

What gives it value Market demand for the 

cryptocurrency itself 

The underlying real estate the 

LLC owns 

What protects you Whatever is built into the code The operating agreement, the 

offering documents, and federal 

and state securities laws 

Who can buy it Anyone with an internet 

connection 

Only verified accredited 

investors, after passing identity 

checks 

Where it trades Public crypto exchanges, all day 

every day 

Nowhere for the first twelve 

months. After that, only on a 

regulated alternative trading 

system, in defined trading 

windows 

How it is taxed Property, with capital gains rules A partnership interest, generating 

a K1, with the same flow through 

tax treatment as a conventional 

syndication 

Who regulates it Generally the CFTC, with the 

SEC's role still being clarified for 

newer tokens 

The SEC, the state securities 

regulators, and the state where 

the LLC is formed 

What you have if 

something goes 

wrong 

Limited options, often only 

blockchain forensics 

The full set of legal remedies that 

securities law provides 

 

The Regulatory Confirmation: What 2026 Settled 

For years, the regulatory status of tokenized assets was muddier than it should have been. The 

SEC and the CFTC were still working out which kinds of digital assets fell under which agency's 

authority, and the industry had to operate under a patchwork of speeches, enforcement actions, 

and staff guidance documents that did not always agree with each other. That uncertainty made 

some sponsors and some investors hesitate to come into the tokenized space at all. 

That uncertainty has largely been resolved. On March 17, 2026, the SEC and the CFTC issued a 

joint regulatory release that established a clear framework for how digital assets are categorized 

under federal law. The release groups digital assets into five categories. Digital commodities, 
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which include things like Bitcoin and Ether. Digital collectibles, which include items like non 

fungible tokens used for art and gaming. Digital tools, which include items used for technical 

functions within a blockchain network. Stablecoins, which are dollar pegged tokens governed by 

the GENIUS Act of 2025. And digital securities. 

A tokenized real estate interest falls squarely in the digital securities category. The SEC and 

CFTC release confirmed that tokenized interests in operating businesses, real estate, and other 

income producing assets are securities, subject to the federal securities laws and the same 

disclosure and antifraud protections that have governed private offerings for the past ninety years. 

There is now no serious dispute about how the SEC will treat your real estate security token. It is 

a security. It will be regulated as a security. The protections that apply to securities apply to it. 

From an investor's perspective, this is good news, and it is the news that has unlocked institutional 

capital flowing into tokenized real estate. Banks, insurance companies, pension funds, and family 

offices that were sitting on the sidelines waiting for regulatory clarity now have that clarity. The 

result is a faster maturing, better resourced market, with more experienced sponsors, better 

trained legal teams, and more capable technology platforms than the market had even two years 

ago. If you have been waiting for the right time to look at a tokenized offering, this is a better 

moment to do it than any prior moment in the history of the asset class. 

⚠  A Sponsor Who Will Not Confirm the Securities Treatment Is a Sponsor to Avoid 

Every legitimate tokenized real estate offering you encounter today will openly identify the 

offering as a securities offering and will describe the exemption it relies on, usually Rule 

506(b) or Rule 506(c) under Regulation D. If a sponsor is vague on these points, or worse, if 

a sponsor suggests that the tokenized format somehow puts the offering outside the 

securities laws, walk away. Both of those signals tell you the sponsor either does not 

understand the law or is hoping you do not. Neither is a person you want managing your 

money. 

What Your Token Is Not 

I want to close the chapter by being direct about a few things your token does not give you, 

because the misunderstandings here can cause real problems. 

Your Token Is Not a Deed to the Property 

You do not own the underlying real estate directly. The LLC owns the property. You own an 

interest in the LLC. This is the same structure that has applied to private real estate syndications 

for as long as there have been private real estate syndications. The reason the structure exists is 

to protect you. If the property is sued, the LLC is the defendant, not you. Your liability is limited to 

the capital you invested. Direct ownership would not give you that protection. 
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Your Token Is Not Freely Tradeable 

You cannot sell your token to a friend the day after you buy it, the way you can transfer a Bitcoin. 

For the first twelve months, federal securities law restricts you from transferring it at all, except in 

narrow circumstances. After that, you can sell it only to another verified, accredited investor, and 

only on a regulated trading system that the sponsor has arranged. Chapter 6 walks through how 

secondary market trading actually works. The point here is that your token is a private security, 

with all of the transfer restrictions that come with being a private security. Tokenization makes 

those transfers more orderly when they happen. It does not eliminate the restrictions. 

Your Token Is Not a Speculation on Crypto 

Whether Bitcoin doubles or halves over the life of your investment will not affect what your tokens 

are worth. Your tokens will be worth what the underlying property is worth, divided across the 

capital structure of the deal. The crypto markets and the real estate markets do not move together, 

and your investment is in the real estate market, not the crypto market. 

Your Token Is Not a Workaround 

Some early discussion of tokenization, especially before the 2026 regulatory clarification, 

suggested that tokenization might be a way to get around accreditation requirements or to reach 

retail investors who could not invest in a conventional Regulation D deal. That is not the case in 

the current legal environment, and it is not how legitimate sponsors structure these offerings 

today. If anything, the accreditation and identity verification requirements for tokenized offerings 

are more rigorous than for conventional ones, because the verification is enforced automatically 

by the smart contract every time tokens move. The bar is higher, not lower. 

Key Takeaway 

Your Legal Rights Travel with the Token, Not Away from It 

Your token is a digital record of an LLC membership interest. The interest carries the same 

rights, protections, tax treatment, and legal remedies that a membership interest has always 

carried in a private real estate syndication. The token does not weaken those rights. It carries 

them. It is also a security under federal law, which means a layer of investor protection sits 

over the entire offering that does not exist in any cryptocurrency. The token is the modern 

way of recording your investment. The investment itself is the same kind of real estate 

investment you have always understood. 

 

Looking Ahead 

We have spent the first three chapters establishing what a tokenized real estate investment is. 

Starting with Chapter 4, we move into what actually happens to you as an investor, from the 
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moment you decide to invest through to the moment the deal closes out. Chapter 4 walks through 

onboarding, which is where the experience starts to look a little different from a conventional deal. 

The differences are manageable, and the chapter explains each step in the order you will 

encounter it. 
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CHAPTER 4 

Onboarding: How You Get In 

The onboarding is more thorough than a conventional deal, and not as complicated as it 
looks the first time you see it. 

If you have ever invested in a private real estate syndication, you know how the subscription 

process works. You read the offering documents. You sign a subscription agreement. You provide 

the sponsor with a few pieces of personal information for the cap table and the K1. You wire your 

money. A few days later, the sponsor confirms you are admitted to the LLC, and that is the end 

of the onboarding. 

A tokenized syndication adds a few steps to that familiar process. None of them are technically 

demanding. None of them require any prior experience with technology beyond what you already 

use when you log in to your bank or your brokerage. The new steps exist for good reasons, and 

once you have been through them once, the process is straightforward every time after that. 

My goal for this chapter is to take the surprise out of the experience. By the time you finish reading, 

you should know exactly what happens, in what order, and why. If a sponsor walks you through 

onboarding and something does not match what I describe here, you will know to ask questions. 

The Steps, In Order 

Here is the entire onboarding flow for a typical tokenized real estate offering, laid out in the order 

you will experience it. I will explain each step in more detail in the sections that follow. 

1.  Read the offering documents. The same as in any private offering. The private placement 

memorandum, the operating agreement, and the subscription agreement. There may be a 

short additional addendum covering the tokenization mechanics. 

2.  Set up a digital wallet. A piece of software that will hold your tokens once they are issued. 

The sponsor or the platform will tell you which wallet options work with their offering, and often 

will offer a custodial option where the platform holds the wallet for you. 

3.  Verify your identity. Known in the industry as KYC, short for Know Your Customer. You will 

submit a government issued ID and a proof of address through a verification platform that the 

sponsor uses. 

4.  Verify your accredited investor status. A separate step from identity verification. You will 

submit documentation that confirms you meet the income or net worth thresholds, or you will 

provide a letter from your CPA, attorney, or investment advisor confirming the same. 

5.  Sign the subscription agreement. Usually done electronically through DocuSign or a similar 

service. The subscription agreement includes a new section that confirms you understand the 
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tokenized format and that you have provided the wallet address where your tokens should be 

delivered. 

6.  Wire your funds. By bank wire, the same way you would fund a conventional syndication. 

The sponsor sends you wire instructions through a verified channel. 

7.  Receive your tokens. Once your verification is complete and your funds are received, the 

sponsor's platform delivers your tokens to your wallet. You will receive a confirmation that the 

tokens have been minted, along with the transaction reference. 

The entire process typically takes between two and seven business days, depending on how 

quickly the verifications complete and how the sponsor schedules closings. Some sponsors close 

on a rolling basis, meaning your tokens are issued as soon as you complete the steps. Others 

hold a single closing date and issue all tokens at once. 

The Digital Wallet: What It Is and Why You Need One 

The word "wallet" is doing some unhelpful work here. A digital wallet is not a wallet in the everyday 

sense. It does not hold money. What it actually holds is the cryptographic key that proves you are 

the owner of the tokens that have been issued to your wallet address. Think of it as a digital key 

ring, not a digital purse. 

You have used something similar without realizing it. When you log in to your bank's website with 

your password and a code from your phone, you are using a form of digital identity that proves 

you have the right to access your account. The wallet works on the same principle. It uses a 

private key, which is a long string of characters that only you know, to prove that you have the 

right to receive tokens at a particular wallet address. Other people on the blockchain can see that 

an address holds tokens. They cannot do anything with those tokens without the private key. 

Two Ways to Hold a Wallet 

There are two main approaches to holding a wallet, and your sponsor will offer you one or both. 

Each has trade offs, and the right answer depends on your comfort level and your investment 

portfolio. 

 Custodial Wallet (Held by the 
Platform) 

Self Custody Wallet (Held by 
You) 

Who holds the keys The platform holds the 

cryptographic keys on your behalf 

You hold the cryptographic keys 

yourself 

What it feels like Logging into a brokerage account 

with a username and password 

Logging into a wallet app, often 

with a password and a recovery 

phrase you write down 
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 Custodial Wallet (Held by the 
Platform) 

Self Custody Wallet (Held by 
You) 

Best for Investors who are new to 

tokenized assets, who prefer the 

platform to handle the technical 

details, or who do not want to 

manage keys themselves 

Investors who have used digital 

wallets before, who want 

maximum control, or who are 

managing multiple tokenized 

investments across different 

platforms 

The trade off You are trusting the platform to 

secure the keys. Reputable 

platforms do this well, with the 

same kind of security 

infrastructure used by major 

exchanges and custody banks. 

You are responsible for backing 

up your recovery phrase. If you 

lose it, recovery is possible 

through the forced transfer 

function described later in this 

chapter, but it is a more involved 

process. 

What I usually 

recommend 

For most first time tokenized real 

estate investors, the custodial 

option from a reputable platform 

is the right starting point. 

Worth considering once you have 

invested in two or three tokenized 

offerings and want to consolidate 

them in one place. 

 

The Most Important Thing to Know About Wallets 

Whichever option you choose, the wallet is not where your investment lives. The investment 

is the membership interest in the LLC that owns the property. The wallet is the place where 

the digital proof of that interest is stored, the same way your brokerage account is where the 

digital proof of your stock holdings is stored. The legal interest is unchanged by which kind of 

wallet you use. 

Verifying Your Identity: What KYC and AML Mean 

You will see two terms come up during onboarding. KYC stands for Know Your Customer. AML 

stands for Anti Money Laundering. The two go together. Both are legal requirements that financial 

institutions follow, and they require the sponsor to confirm that you are who you say you are 

before issuing you any security. 

If this sounds familiar, it is because you have done a version of it every time you opened a 

brokerage account, set up an IRA, or even refinanced a mortgage. In a conventional syndication, 

the sponsor's compliance with these requirements happens in the background. You provide a 

copy of your driver's license, the sponsor sends it to a back office service, and you may never 

see the verification step. In a tokenized syndication, the verification happens through a software 
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platform that walks you through each step in real time, which is more visible but also more 

thorough. 

Here is what to expect. You will be asked to upload an image of a government issued photo 

identification, typically a driver's license or a passport. You may be asked to take a selfie with 

your phone so the verification service can compare the photo to your ID. You will be asked to 

confirm your address and provide a recent utility bill or bank statement that shows it. The platform 

will then run your information against sanctions screening lists maintained by the U.S. Treasury 

Department, the same checks any bank or brokerage runs when you open an account. 

If your documents are clear and your address matches, this entire process usually completes 

within an hour, sometimes within minutes. If there are issues, you may be contacted by the 

verification service to provide additional documentation. None of this is unusual. Banks and 

brokerages encounter the same issues every day. 

Verifying That You Are an Accredited Investor 

Federal securities law restricts most private real estate offerings to accredited investors. The 

accreditation requirement is not new. It has been part of every Regulation D offering you have 

ever invested in. What is sometimes new in a tokenized offering is how the verification is done. 

Under Rule 506(b), which is the exemption most conventional syndications use, you can self 

certify your accredited status by checking a box on the subscription agreement. The sponsor 

relies on your representation. Under Rule 506(c), which allows the sponsor to advertise the 

offering more broadly, the sponsor must take reasonable steps to verify your accredited status, 

which means a documentary review. Many tokenized offerings use Rule 506(c), which means you 

will go through the documentary verification step regardless of whether you have previously self 

certified in other deals. 

There are three common ways to handle accreditation verification, and most platforms will give 

you a choice. 

Documentary Review 

You upload tax returns, W2 forms, brokerage statements, or bank statements that demonstrate 

either your income meets the threshold of two hundred thousand dollars individually or three 

hundred thousand jointly for the past two years, or your net worth exceeds one million dollars 

excluding the value of your primary residence. 

Third Party Letter 

You provide a letter from your licensed attorney, CPA, registered investment adviser, or registered 

broker dealer confirming you are an accredited investor. Most professional advisors are familiar 

with this letter and can produce it quickly. 
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Self Certification With Documentation 

Some platforms accept a combination of a signed accreditation questionnaire and supporting 

documentation, although the trend in the industry is toward more rigorous documentary 

verification. 

Whichever approach you use, the verification usually completes within one to three business 

days. The accreditation verification is typically valid for ninety days, meaning if you invest in 

another offering from the same platform within that window, you may not need to redo the 

verification. 

Your Digital Identity on the Blockchain: ONCHAINID 

Once you have completed the identity verification and the accreditation verification, the platform 

writes a confirmation of each verification to the blockchain in a structure called ONCHAINID. 

ONCHAINID is the industry term for your verified investor identity in a tokenized offering. It is the 

record that says, in effect, this wallet belongs to a real person whose identity has been verified, 

who has been confirmed as an accredited investor, and who is therefore allowed to hold securities 

issued under this exemption. 

Your personal information does not go on the blockchain. Your name, address, tax returns, and 

Social Security number stay off chain, held securely by the verification service the same way your 

bank holds the same information today. What goes on the blockchain is a coded confirmation, 

called a claim, that the verification took place. The smart contract that issues your tokens checks 

the ONCHAINID confirmation before any tokens are issued or transferred. If the confirmation is 

present and current, the transfer is allowed. If it is missing or expired, the transfer is blocked. 

This is the mechanism that prevents tokens in a regulated offering from being transferred to 

investors who are not eligible to hold them. It is also the mechanism that protects your offering's 

compliance with the securities exemption, which protects the legal status of your investment. 

From your perspective, it is invisible after the initial setup. You will not see it, log in to it, or interact 

with it directly. The platform handles all of it in the background. 

Why This Is Better Than How Conventional Syndications Handle It 

In a conventional syndication, the sponsor or the fund administrator manually checks each 

transfer request against a list of approved investors. The check can be forgotten, performed 

by someone who is not trained to do it, or skipped if the sponsor is in a rush. The tokenized 

format eliminates that risk. The smart contract refuses to transfer your tokens to anyone 

whose verification does not check out, every single time, without exception. The compliance 

gets stronger, not weaker, when it moves into the technology. 
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Signing and Funding: The Familiar Part 

After your wallet is set up and your verifications are complete, the rest of the onboarding is 

essentially what you have done many times before. You sign the subscription agreement 

electronically. You receive wire instructions from the sponsor through a verified channel, and you 

wire your funds from your bank to the offering's escrow account. The sponsor confirms receipt. 

The platform mints your tokens to your wallet address. You receive an electronic confirmation, 

usually within minutes of the closing. 

I do want to mention one thing about wire instructions. Wire fraud is a persistent problem in private 

real estate offerings, tokenized or conventional. Bad actors monitor email exchanges and send 

false wire instructions that look like they came from the sponsor. The fraud is not specific to 

tokenization. It happens in every kind of real estate transaction. The defense is the same in either 

context. Always confirm wire instructions by a phone call to a number you already have for the 

sponsor, not by replying to the email that contained the instructions. Tokenized offerings are no 

more vulnerable to this than conventional ones, but they are no less vulnerable either. 

⚠  Always Verify Wire Instructions by Phone 

Before you wire any funds, call the sponsor's main number, which you found independently, 

and confirm the wire instructions verbally. Do not call the phone number listed in the wire 

instructions email itself. This single habit will prevent the most common and most expensive 

form of real estate investment fraud, and it costs you ten minutes. 

What Happens If You Lose Access to Your Wallet 

This question comes up in every conversation I have with an investor who is new to tokenization, 

and the honest answer reassures most of them. If you forget your wallet password, lose your 

phone, misplace your recovery phrase, or experience any other access problem with your wallet, 

your investment is not lost. The mechanism that protects you is called the forced transfer function, 

and it is one of the most important features of a properly structured tokenized real estate offering. 

Here is how it works. The operating agreement gives the manager of the LLC, the authority to 

direct the smart contract to transfer your tokens from a wallet you can no longer access to a new 

wallet that you control. The transfer happens at the sponsor's direction, in compliance with the 

operating agreement, after you have provided proof of identity and demonstrated that you are the 

rightful holder of the membership interest. The smart contract has this function built into it 

specifically for situations like this. 

The forced transfer function is the same mechanism that handles other situations where tokens 

need to move outside of a normal transfer. If you pass away, your estate uses this mechanism to 

receive your tokens. If a court orders the transfer of your interest as part of a divorce or a 
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judgment, the forced transfer function carries it out. If you ever experience identity theft and your 

wallet is compromised, this is the mechanism that restores your tokens to a wallet you control. 

The point is that the technology is designed with recovery in mind. The blockchain is permanent, 

but the platform's relationship to your investment is not the same as the platform's relationship to 

a Bitcoin wallet. In a Bitcoin wallet, if you lose your keys, the coins are gone, because no one has 

the authority to recover them for you. In a regulated security token wallet, the sponsor has the 

legal authority and the technical means to recover your tokens, because the operating agreement 

gives them that authority and the smart contract is configured to allow it. 

What to Do Before You Lose Access 

Two practical suggestions. First, if you choose a self custody wallet, write down your recovery 

phrase on paper, store it in two separate secure locations, and tell at least one trusted person 

in your life where to find it. A safe deposit box and a fireproof home safe is a common 

combination. Second, regardless of which wallet you choose, make sure your estate plan 

includes a digital asset clause that gives your executor the authority to access and transfer 

your tokenized investments. Chapter 17 walks through this in more detail. 

A Note on Renewals: Onboarding Is Not Quite One and Done 

The verifications you complete during onboarding have expiration dates. Most platforms require 

KYC and accreditation verifications to be renewed every twelve months, because the sponsor's 

compliance obligations under federal securities law are ongoing, not one time. When your 

verification approaches expiration, the platform will email you with instructions to refresh it. The 

renewal process is usually faster than the initial verification, because the platform already has 

most of your information on file. 

The reason this matters is that an expired verification prevents transfers. If you want to sell your 

tokens on the secondary market a year after the offering closed and your KYC verification expired 

six months ago, the smart contract will refuse to process the sale until you renew the verification. 

Most platforms send renewal reminders well in advance, so this rarely comes as a surprise. But 

it is worth knowing, because it is the one ongoing obligation the tokenized format imposes that 

the conventional format does not. 

A Realistic Timeline 

Here is what an investor I worked with recently experienced, start to finish, in a typical Rule 506(c) 

tokenized real estate offering. The investor was new to tokenization but had invested in several 

conventional syndications before. 
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When What Happened 

Day 1, morning Received offering materials by email. Read the private placement 

memorandum and operating agreement over coffee. 

Day 1, afternoon Called the sponsor with questions about the deal. Decided to invest. 

Day 2 Set up a custodial wallet through the platform. Completed KYC 

verification by uploading a driver's license and a utility bill. 

Verification confirmed in about thirty minutes. 

Day 3 Provided accreditation verification through a letter from the 

investor's CPA. Verification confirmed the same day. 

Day 4 Signed the subscription agreement electronically. Received wire 

instructions. Called the sponsor to confirm them verbally. Sent the 

wire that afternoon. 

Day 5 Funds confirmed received. Tokens minted to the wallet by the end of 

the business day. The investor received an electronic confirmation 

showing the wallet address, the number of tokens, and the 

transaction reference. 

 
The entire process took five business days. The investor told me later that the experience was 

easier than the time they refinanced their primary residence, and that the level of communication 

from the sponsor's onboarding team was the most reassuring part. Both of those observations 

are typical. 

Key Takeaway 

More Thorough, Not More Complicated 

Onboarding into a tokenized real estate offering adds a small number of steps to the 

conventional process. You set up a wallet. You complete a more thorough identity verification 

than you may have done in past deals. You verify your accredited status through 

documentation. The rest, including the offering documents, the subscription agreement, the 

wire, and the final confirmation, looks like every private offering you have ever invested in. 

The new steps exist to protect the compliance of the offering and the legal status of your 

investment. None of them require you to become a technologist. A reputable sponsor's 

platform walks you through each step in order, with support available when you have 

questions. 

Looking Ahead 
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Now that you understand what onboarding looks like, the next chapter walks through what 

happens during the holding period of your investment. Quarterly reports, distributions, the investor 

portal, what you see and what you do not, and what your responsibilities are while you hold your 

tokens. Chapter 5 picks up where this one ends, at the moment your tokens are delivered to your 

wallet. 
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CHAPTER 5 

Holding Your Investment: What the Holding 
Period Looks Like 

The holding period feels familiar, with a few new touchpoints you will get used to 
quickly. 

After you wire your funds and your tokens arrive in your wallet, the deal settles into its operational 

phase. For most syndications, this phase lasts somewhere between five and ten years, depending 

on the business plan for the property. During that time, the sponsor manages the asset, the 

property generates cash flow, distributions are paid, reports are issued, and you periodically 

receive tax documents. Your job during this period is mostly to wait. The sponsor is doing the 

work. 

I want this chapter to give you a clear picture of what the hold period actually looks like from your 

seat. Most of it is familiar. A few pieces are new. None of it is difficult. By the end of the chapter, 

you should be able to tell, at any point in the next decade, whether your investment is being 

administered the way it is supposed to be administered. 

The Mental Model for the Holding Period 

Picture your last conventional syndication, and picture how you experienced it during the 

years you held it. Quarterly reports, periodic distributions, the annual K1, and not much else. 

That is also what a tokenized syndication looks like during the holding period. The blockchain 

is doing its work in the background, recording your ongoing ownership. The sponsor and the 

fund administrator are doing exactly the work they would do in any private deal. 

What Stays the Same 

Let me get the familiar part out of the way first, because it covers almost everything that matters 

to you as a holder. 

The sponsor still issues quarterly reports describing how the property is performing. Those reports 

come by email, usually as a PDF attachment, or through an investor portal you log in to. They 

cover occupancy, rental income, operating expenses, capital improvements, debt service, and 

the sponsor's view on the business plan. If you have read quarterly reports from a conventional 

syndication, the format will be recognizable. The content matters more than the format, and the 

content is the same kind of information sponsors have always sent. 

The sponsor still pays distributions on the schedule the operating agreement sets out. For most 

stabilized real estate deals, that is quarterly. For value add or development deals, distributions 

may not start until the property reaches a certain operating threshold, which is also typical of 
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conventional syndications. The amount you receive each quarter is calculated by the fund 

administrator under the waterfall in the operating agreement, the same math that has always 

applied. The fact that the cap table is now recorded on a blockchain does not change how the 

waterfall is calculated. 

The sponsor still issues a Schedule K1 every spring. Your K1 reports your share of the 

partnership's income, deductions, depreciation, and any gain or loss for the tax year. You hand it 

to your accountant, who incorporates it into your personal return. The IRS treats a tokenized real 

estate partnership the same as any other real estate partnership, and the K1 looks identical to 

the one you would receive in a conventional deal. 

You still have the same rights to information that the operating agreement gives you in any private 

syndication. You can request the books and records on reasonable notice. You can ask the 

sponsor questions and expect responsive answers. You can attend investor calls if the sponsor 

hosts them. If you have ever been an investor in a private syndication, none of this is foreign 

territory. 

The New Touchpoints 

Now let me cover the small handful of things that are new. There are essentially three, and none 

of them require more than a few minutes of your attention when they come up. 

Touchpoint One: The Investor Portal 

In most tokenized offerings, the sponsor or the platform maintains an investor portal where you 

can log in and see your holdings at any time. This is one of the genuine improvements over the 

conventional format. In a conventional syndication, you usually have to wait for the next quarterly 

report or email the sponsor's office if you want to confirm what you own. In a tokenized offering, 

you can log in and see your current token balance, the wallet address those tokens are held at, 

and a record of every distribution that has been paid to you. Some portals also display the 

property's current performance metrics, the latest financial reports, and any pending investor 

communications. 

The portal is not the same as the blockchain. The portal is a website that the platform operates, 

designed to show you the same information that the blockchain records, in a format that does not 

require any technical knowledge to read. If you have ever logged in to your brokerage account 

online, you will be able to use a tokenized real estate investor portal. 

Touchpoint Two: Credential Renewals 

I mentioned in Chapter 4 that the identity and accreditation verifications you complete during 

onboarding have expiration dates. For most platforms, those expirations come once a year. About 

a month before your credentials expire, the platform will email you with a renewal link. The renewal 
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is faster than the initial verification, because the platform already has most of your information, 

and usually takes between fifteen minutes and an hour of your time. 

If you do not renew, you can still hold your tokens. What you cannot do is transfer them. Your 

distributions continue to be paid, your reports continue to be issued, and your tax documents 

continue to be generated. The only thing that changes is that if you wanted to sell your tokens on 

the secondary market or transfer them to a trust, you would need to renew your credentials before 

the smart contract would process the transfer. Most investors renew the moment they receive the 

reminder, treat it as a small annual obligation, and never encounter a problem. Some forget, and 

then have to scramble when they want to make a transfer. The scramble takes a few business 

days, not weeks. 

Touchpoint Three: Distribution Mechanics 

Distributions in a tokenized syndication are calculated the same way they have always been 

calculated, by the fund administrator, under the waterfall, off the blockchain. How they are paid to 

you depends on what the sponsor's platform supports. There are three common approaches. 

Bank Wire 

The most common method, and the same method conventional syndications use. The fund 

administrator wires the distribution to the bank account you provided during onboarding. This 

requires no action from you. 

ACH Transfer 

An electronic transfer from the offering's bank account directly to yours, also requiring no action 

from you. ACH is slower than a wire but has lower fees, and some sponsors prefer it for routine 

quarterly distributions. 

Stablecoin Payment 

A small but growing number of platforms pay distributions in a dollar pegged digital token, such 

as USDC, sent to your wallet. From there, you can convert it to dollars and move it to your bank 

account, or hold it in stablecoin form. The conversion process is straightforward, but it is a step. 

Most older investors I work with prefer the bank wire option, and most sponsors offer it as the 

default. 

Whichever method the sponsor uses, the calculation is the same, the timing is the same, and the 

legal entitlement comes from the operating agreement. If your distribution does not arrive when it 

should, you contact the sponsor or the fund administrator the same way you would in any deal. 

The blockchain has nothing to do with the troubleshooting. 
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Two Records, Working Together 

This section is important because it clears up the question I get more often than any other from 

investors during the holding period. It is some version of, "If my tokens are on the blockchain, why 

is the fund administrator also tracking my capital account separately, and which one is correct if 

they ever disagree?" 

The answer is that there are two records, and they do different jobs. 

The Token Record 

The token record, maintained on the blockchain, tracks how many membership interests you hold. 

It updates when tokens are issued to you at closing, when tokens move between wallets in an 

authorized transfer, and when tokens are retired at the end of the deal. The token record is the 

source of truth for your ownership percentage. If the deal has one hundred thousand tokens 

outstanding and your wallet holds five thousand of them, the token record says you own five 

percent of the membership interests. 

The Capital Account Record 

The capital account, maintained by the fund administrator off the blockchain, tracks the dollar 

value of your investment over time. It updates when you make your initial capital contribution, 

when distributions are paid, when allocations of income and loss flow through the partnership at 

year end, and when any additional capital is called or returned. The capital account is the source 

of truth for tax purposes and for the final settlement of your distribution at the end of the deal. 

Both records are accurate, and they describe different things. The token record is how many 

shares of the LLC you hold. The capital account is your running tax basis and economic balance 

in the deal. In a conventional syndication, the same two pieces of information exist, but the cap 

table and the capital account are usually maintained by the same person in the same spreadsheet, 

so investors rarely notice the distinction. In a tokenized syndication, the two records live in 

different places, which makes the distinction more visible. 

 The Token Record (on chain) The Capital Account (off chain) 

What it tracks How many membership interests 

you hold 

The dollar value of your 

investment and your tax basis 

Who maintains it The smart contract on the 

blockchain 

The fund administrator 

When it updates At closing, at authorized 

transfers, and at retirement 

Whenever a contribution, 

distribution, or allocation occurs 
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 The Token Record (on chain) The Capital Account (off chain) 

What it is used for Determining your share of 

distributions and votes 

Tax reporting on your K1 and 

final settlement at exit 

When you would 

look at it 

Through the investor portal, to 

confirm your holdings 

On your K1 and in the year end 

statement from the fund 

administrator 

 

Which One Governs When They Conflict? 

In well run offerings, they never conflict, because both are derived from the same underlying 

events. If a conflict ever appeared, the operating agreement would control. A reputable 

sponsor reconciles the two records at least quarterly, and any discrepancy would be caught 

and corrected long before it reached you. If you ever notice a discrepancy between what the 

portal shows and what your year end statement says, contact the fund administrator. The fix 

is almost always straightforward. 

What to Watch For During the Hold 

Most tokenized real estate investments are uneventful during the holding period, the way most 

conventional ones are. The sponsor does the work, the property generates returns, and the years 

pass without incident. There are a few things worth paying attention to, and I want to mention 

them so you know what to do if you notice them. 

Distribution Timing 

Distributions should arrive on the schedule the operating agreement specifies. If a quarterly 

distribution is two or three weeks late and you have not received an explanation, ask. The sponsor 

should be able to tell you why and when it is coming. Occasional delays are normal in real estate. 

Unexplained silence is not. 

Quarterly Report Quality 

The reports should give you a real sense of how the property is performing. Vague reports, reports 

that arrive late, or reports that stop arriving altogether are warning signs. In any private real estate 

deal, the quality of the sponsor's reporting is a leading indicator of the quality of the sponsor's 

management. 

Platform Changes 

If the sponsor or the platform announces a change in technology partners, a migration to a 

different blockchain, or a transition in the fund administrator, read the communication carefully. 

The change may be routine, but it may also affect how your tokens are recorded or how 



From Paper to Blockchain   |  Chapter 5 

Page 45 

distributions are paid. Most reputable sponsors handle these transitions smoothly, but they are 

worth your attention. 

Capital Calls 

Some operating agreements allow the sponsor to require additional capital contributions from 

investors under certain circumstances. If you receive a capital call, read it carefully and confirm 

that it is authorized under your operating agreement before you fund it. Tokenized offerings 

handle capital calls the same way conventional ones do, with the additional capital reflected in 

your capital account and, depending on the deal structure, in your token holdings. 

Material Changes to the Operating Agreement 

Any proposed amendment to the operating agreement that requires investor consent should come 

with a clear explanation of what is changing and why. Read these carefully. The smart contract 

on the blockchain is configured to enforce the operating agreement as written, so any change to 

the agreement may also require a change to the smart contract. A reputable sponsor will explain 

both. 

⚠  When to Be Concerned 

The pattern that should worry you is silence. A sponsor who stops sending reports, who does 

not respond to email, whose distributions stop without explanation, and whose investor portal 

stops updating is showing you signs of trouble. This is true in tokenized and conventional 

deals alike. The remedies in your operating agreement, including the right to request books 

and records, the right to call an investor meeting, and the right to seek removal of the manager 

for cause, exist for exactly this situation. If you reach this point, call a securities attorney 

experienced with private real estate. 

A Word on Tax Reporting 

I want to dedicate a short section to tax reporting because investors often ask whether 

tokenization changes anything about how their tokens are reported on their personal returns. It 

does not, for the standard structure where the LLC is treated as a partnership for tax purposes. 

You receive a K1, your accountant uses it, your return looks the same as it has for every other 

syndication you have ever invested in. 

Two small things are worth noting. First, the K1 may arrive electronically through the platform's 

portal rather than by mail. This is true of many conventional syndications now as well. Second, 

some platforms can deliver year end tax information directly to your accounting software if you 

authorize it, which can save your accountant some manual entry. Neither of these is a tokenization 

issue. They are features of modern fund administration that happen to be more common in the 

tokenized space. 
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If your accountant has never seen a tokenized real estate K1 before and asks how the investment 

is being reported, the answer is simple. It is being reported as a partnership interest in a real 

estate LLC, with the K1 the partnership generated, on the same forms and lines your accountant 

has used for every other real estate syndication. The token is the recordkeeping mechanism. The 

tax treatment is the conventional partnership tax treatment. 

A Typical Year, Start to Finish 

To put the chapter into one practical picture, here is what a typical year in a tokenized real estate 

investment looks like for a holder. I have used real cadence from the kinds of deals I see most 

often. 

 

When What Happens 

Late January First quarterly distribution of the calendar year arrives by bank wire. 

Q4 report from the prior year arrives by email with property 

performance details. 

Mid March Schedule K1 for the prior tax year arrives, either by email or through 

the investor portal. Tax accountant incorporates it into the personal 

return. 

Late April Q1 distribution arrives. Q1 report arrives with year over year 

comparison to the prior year. 

Late July Q2 distribution arrives. Q2 report arrives, including any commentary 

on the local market or the property's business plan. 

September Annual reminder from the platform to renew identity and 

accreditation credentials. Investor completes the renewal in twenty 

minutes, online, through the portal. 

Late October Q3 distribution arrives. Q3 report arrives. Investor may receive a 

brief mid year update from the sponsor if anything has changed in 

the business plan. 

December Year end planning communication from the sponsor or fund 

administrator, including any updates on the property and projected 

K1 timing for the coming spring. 

 
Total time the investor spent attending to the investment over the course of the year: maybe two 

hours, mostly reading the reports. Total number of new technical steps required: one credential 

renewal, completed in twenty minutes. The rest of the year, the investor lived life. The deal worked 

in the background. 



From Paper to Blockchain   |  Chapter 5 

Page 47 

Key Takeaway 

Familiar, with a Few New Touchpoints 

The holding period in a tokenized real estate syndication looks almost exactly like the holding 

period in a conventional one. Quarterly reports, quarterly distributions, the annual K1, and the 

same right to ask questions of the sponsor. The new touchpoints are limited. You log in to an 

investor portal that shows you what you own in real time. You renew your verification 

credentials once a year. You may notice that your token holdings and your capital account 

are tracked in different places, doing different jobs. None of this requires new skills or new 

technical knowledge. The deal still does what real estate deals do, on the same timeline they 

have always done it on. 

Looking Ahead 

Chapter 6 walks into the feature that distinguishes tokenized offerings most sharply from 

conventional ones. Liquidity. After the holding period restrictions lift, your tokens can be sold on 

a regulated secondary market in a way that conventional LLC membership interests essentially 

cannot. The chapter takes an honest look at what that liquidity actually delivers, what it does not 

deliver, and how to think about it when you are evaluating whether a tokenized offering is right for 

your portfolio. 
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CHAPTER 6 

Liquidity: The Feature That Is Actually New 

Better than the conventional alternative. Not the same as a publicly traded stock. 

Of every feature I have described in this book so far, liquidity is the one most sponsors lead with 

when they pitch a tokenized real estate offering, and it is also the one most commonly oversold. 

I want to spend this chapter giving you an honest reading of what secondary market liquidity 

actually delivers in a tokenized deal, what it does not deliver, and how to weigh it when you are 

evaluating an offering. By the end of the chapter, you should be able to read a sponsor's liquidity 

claims and know what to believe. 

Here is the short version of the answer. Yes, tokenized real estate offerings can be sold on a 

regulated secondary market after a holding period, in a way that conventional LLC membership 

interests essentially cannot. That is a real and useful feature. No, your tokens do not trade like 

Apple stock. The market is narrower, slower, and more rule bound, and the price you receive 

depends on whether another qualified investor wants to buy at the time you want to sell. Both of 

those statements are accurate, and both of them have to be true at the same time. Holding both 

in mind at once is the work of this chapter. 

The First Twelve Months: You Cannot Sell 

When you invest in a tokenized real estate offering sold under Regulation D, federal securities 

law imposes a one year holding period before you can transfer your tokens to a buyer in the 

secondary market. This is the same Rule 144 holding period that has applied to private securities 

for decades. It is not a tokenization feature. It is a securities law feature that applies to almost 

every private offering you have ever invested in, including the conventional syndications you have 

been part of. 

In a conventional syndication, the twelve month restriction sat in the operating agreement, where 

almost no investor read it carefully, and it never came up because no one was trying to sell their 

interest in the first ninety days anyway. In a tokenized syndication, the same restriction is enforced 

automatically by the smart contract. For the first twelve months after your subscription date, if you 

tried to send your tokens to another wallet, the smart contract would refuse the transfer. The 

compliance rule has not changed. The enforcement has just gotten more reliable. 

After the twelve month holding period expires, additional rules continue to apply, and Rule 144 

imposes ongoing limits on how much you can sell in a given period if you are considered an 

affiliate of the sponsor. Most retail investors are not affiliates and do not encounter those limits. 

The principal point is that after one year, your tokens become eligible for secondary market trading 

on a regulated alternative trading system, assuming the sponsor has put one in place. 
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Why the Lockup Is Not a Problem 

Real estate is a long term investment by nature. The deals I see being structured today have 

projected hold periods between five and ten years. A twelve month lockup on the front end 

consumes one to two years out of an investment that was always meant to be held for the 

long term. Investors who treat real estate as a long term holding rarely notice the lockup in 

practice, because they were not planning to sell in year one anyway. 

What an ATS Is, and How It Differs from a Stock Exchange 

After the lockup expires, your tokens can be traded on what the law calls an alternative trading 

system, or ATS. The name sounds technical, but the concept is simple. An ATS is a regulated 

marketplace, licensed by the SEC, where qualified buyers and sellers can transact in securities 

that are not listed on a public stock exchange. Several ATS platforms are operating today 

specifically for tokenized real estate and other tokenized private securities, and the number is 

growing. 

The difference between an ATS and the New York Stock Exchange matters for understanding 

what you can realistically expect. A stock exchange trades shares of public companies that have 

filed registration statements with the SEC, that have continuous public disclosure obligations, and 

that have thousands of buyers and sellers active at any given moment. An ATS for tokenized real 

estate trades tokens of private offerings, where the issuer has not registered with the SEC, where 

buyers must be accredited and verified, and where the pool of potential counterparties is much 

smaller. The ATS handles the trades within a defined set of rules. It does not turn a private security 

into a public one. 

 Public Stock Exchange (like 
NYSE) 

ATS for Tokenized Real Estate 

What trades there Registered shares of public 

companies 

Security tokens of private real 

estate offerings 

Who can trade Anyone with a brokerage account Only verified accredited investors 

When trading 

happens 

Every business day, throughout 

the trading day 

During defined trading windows, 

often weekly or monthly 

Price discovery Continuous, with thousands of 

buyers and sellers 

Negotiated within the ATS, with a 

smaller pool of participants 

Time to execute a 

sale 

Seconds to minutes Days to weeks, depending on 

whether a buyer is available 
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 Public Stock Exchange (like 
NYSE) 

ATS for Tokenized Real Estate 

Settlement One business day, through 

clearing institutions 

Often same day or next day, 

settled on the blockchain 

What the issuer 

must disclose 

Full SEC reporting on Forms 

10K, 10Q, and 8K 

Information described in the 

offering documents and any 

sponsor communications 

 
Both columns describe legitimate markets. They are different markets, for different securities, with 

different participants, operating under different rules. Neither column is better or worse. They are 

designed for different things. The ATS for tokenized real estate is excellent at giving private 

securities a working secondary market, which is something that has not existed before in any 

practical form. It is not designed to replicate the continuous, deep, frictionless market that public 

stocks enjoy. 

How a Secondary Sale Actually Works 

Let me walk through what it looks like in practice when you decide to sell your tokens after the 

holding period has expired. I will use a typical sequence from a deal where the sponsor has 

arranged for ATS trading. 

1.  You decide to sell. Maybe your circumstances have changed, maybe you want to rebalance 

your portfolio, maybe you have identified a better opportunity for the capital. The reason is 

yours. 

2.  You confirm your credentials are current. Your KYC and accreditation verifications must be 

current at the time of the sale. If they have expired, you renew them first. The renewal takes 

between fifteen minutes and a few business days, depending on the platform and your 

situation. 

3.  You list your tokens on the ATS. Through the ATS platform's interface, you indicate how 

many tokens you want to sell and at what price. Most ATS platforms allow you to set a limit 

price, similar to a limit order on a public exchange, or to accept the best available bid. 

4.  The ATS finds a buyer. Other verified accredited investors who are interested in tokens of 

your offering see your listing during the next trading window. If a buyer accepts your price, or 

if you accept a buyer's bid, the transaction matches. 

5.  The compliance checks run. Before the transfer settles, the smart contract verifies that the 

buyer holds a valid ONCHAINID with current credentials, that the buyer has the funds to settle, 

and that the transfer complies with all applicable restrictions. This happens automatically, in 

seconds. 
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6.  The transfer settles. The buyer's wallet receives your tokens. Your wallet receives the buyer's 

funds, usually in stablecoin or in dollars credited to a brokerage account associated with the 

ATS. The blockchain record updates to reflect the new ownership. 

7.  You receive your proceeds. If the funds were paid in stablecoin, you convert to dollars and 

wire them to your bank account. If the funds were paid through the ATS's brokerage feature, 

they are already in dollars and can be wired to you in the normal way. 

 
The entire process, once a buyer is identified, takes hours to a few days, depending on the 

platform. The harder question is how long it takes to find a buyer. That depends on the offering, 

the time of year, the price you are willing to accept, and the activity on the ATS where your tokens 

are listed. For an offering with active secondary trading, finding a buyer might take days. For an 

offering with thin trading, it might take weeks or months. 

What Secondary Liquidity Actually Delivers 

I want to be specific about the benefits, because they are real, and they are worth understanding 

accurately. 

• An exit option in the right circumstances. If you need access to part of your capital 

before the sponsor exits the deal, the ATS gives you a path that conventional syndications 

do not. You may need to accept a price that is below your view of intrinsic value, but you 

have a path to sale. In a conventional deal, you would generally have no path at all. 

• Periodic price discovery. Even if you do not sell, the trading activity on the ATS gives 

you a market view of what your tokens are worth at any given time. Conventional 

syndications offer no equivalent. Your investment is valued only when the sponsor formally 

appraises it or at a capital event. 

• Estate and rebalancing flexibility. If your circumstances change, including in retirement, 

in inheritance, in divorce, or in a change of investment thesis, you have a tool to adjust 

your holdings. The tool is not perfect, but it exists. 

• A faster execution path than the conventional alternative. Selling a conventional LLC 

membership interest, when it can be done at all, typically involves finding a buyer privately, 

drafting a transfer agreement, obtaining the sponsor's consent, and waiting weeks for the 

paperwork. Selling on an ATS, when it can be done, is faster, cleaner, and less expensive. 

• Better protection through the trading process. An ATS trade has compliance 

protections built into the smart contract that a private membership interest transfer does 

not have. The buyer is verified. The settlement is automatic. The chain of title is preserved 

on the blockchain. None of those features are available in a conventional private transfer. 

What Secondary Liquidity Does Not Deliver 
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Here is the honest counterpart to the section above. These are the things some sponsors will hint 

at without quite promising, and that you should not assume. 

• Continuous trading. Most ATS platforms for tokenized real estate trade in windows, often 

weekly or monthly. You will not be able to sell your tokens at three o'clock on a Wednesday 

afternoon because the price hit a number you liked at lunch. 

• A guaranteed buyer at a guaranteed price. If no other accredited investor wants to buy 

at the price you want to sell, you will not transact. The market exists. It is not always thick 

enough to absorb your sale on the timeline you would prefer. 

• Public stock liquidity. Daily volume on an ATS for a typical tokenized real estate offering 

is far below the daily volume for any public stock. The pool of potential buyers is limited to 

verified accredited investors who are interested in private real estate at the moment you 

are selling. That is a smaller pool than the entire investing public. 

• Price stability. Because the trading is thinner and the market is narrower, prices can 

move on relatively small volumes. A few large sellers or buyers can shift the price more 

than the underlying real estate's value would suggest. Sophisticated investors know to 

look through short term price movements to the value of the underlying property. Less 

experienced investors sometimes overreact to a temporary price dip. 

• An escape from a bad deal. If the property is performing poorly and other investors know 

it, you will not find buyers at attractive prices. The ATS will not rescue you from a deal that 

is going wrong. The market will reflect the underlying problem. 

⚠  What to Watch For in the Marketing Language 

If a sponsor describes the tokenized format as providing "stock like liquidity," "daily liquidity," 

"market liquidity," or "liquidity comparable to public markets," they are overstating what the 

ATS delivers. If the offering documents promise an ATS listing but do not name a specific 

ATS that has signed an engagement agreement with the sponsor, the liquidity is aspirational, 

not contractual. The difference matters. Ask to see the executed ATS engagement 

agreement. A sponsor who cannot show you one is telling you that the liquidity is something 

they hope will exist, not something they have arranged. 

Compared to Selling a Conventional Membership Interest 

The honest way to evaluate the liquidity feature is to compare it to the realistic alternative, which 

is selling a conventional LLC membership interest. Most investors in conventional syndications 

have never tried to sell a membership interest before the sponsor's exit, and there is a reason. 

The process is difficult, slow, and expensive enough that most investors who try it give up partway 

through. 
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To sell a conventional membership interest, you would first need to find a buyer. Buyers for private 

LLC interests do not advertise themselves, and no public listing service exists. You would typically 

work through your personal network, your investment advisor, or possibly a specialized private 

fund interest broker, all of whom charge fees. You would then need to obtain the sponsor's written 

consent to the transfer, which most operating agreements require, and which sponsors often 

hesitate to give because they did not select the buyer. You would need to draft a transfer 

agreement and have it executed by both parties. The buyer would need to satisfy the same 

accreditation requirements that applied to the original offering. You would need to coordinate the 

closing, the wire transfer, and the change of the cap table. The process typically takes between 

two and six months, costs several thousand dollars in legal and broker fees, and delivers a sale 

price significantly below what an arm's length market would produce. 

The tokenized format does not solve every problem. It does, however, replace that entire process 

with a regulated marketplace, automated compliance checks, electronic settlement, and a trading 

window measured in days rather than months. That is the comparison you should hold in mind. 

The ATS is not a stock exchange. It is a working secondary market for a class of assets that, until 

very recently, had no working secondary market at all. 

 Conventional Membership 
Interest 

Tokenized Real Estate Token 

Finding a buyer Personal network, broker, or no 

buyer available 

Listed on the ATS, visible to all 

qualified investors 

Time to complete a 

sale 

Two to six months, when possible Days to weeks, when a buyer is 

identified 

Sponsor consent Usually required, sometimes 

withheld 

Generally pre authorized in the 

operating agreement, enforced 

automatically 

Legal and broker 

fees 

Several thousand dollars per 

transaction 

ATS commission, usually one to 

two percent of the sale price 

Price discovery None until the moment of sale Periodic, through ATS trading 

activity 

Settlement Manual, multi week process Automatic, often within twenty 

four hours of trade match 

 

A Useful Way to Think About It 

The secondary market is best thought of as insurance, not as a primary feature. Like most 

insurance, you hope you do not need it, you appreciate having it, and you should not pay too 
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much for it. The liquidity feature should be one factor in your decision, not the deciding factor. 

The decision should still be driven by the property, the sponsor, the market, and the terms. If 

those are right, the liquidity feature is a bonus. If those are wrong, no amount of liquidity will 

save the investment. 

When the Liquidity Feature Actually Matters for Your Decision 

Now to the practical question. Should the liquidity feature change whether you invest in a 

tokenized syndication versus a conventional one? My honest answer is, it depends on your 

situation. 

When It Probably Matters 

• You are at an age or in a life stage where your access to capital needs to be more flexible 

than it was earlier in your career. Investors in their late seventies and eighties often value 

optionality more than younger investors do, and a working secondary market is real 

optionality. 

• You have a concentrated portfolio and need to be able to rebalance over time. Investors 

who are heavily allocated to private real estate may want a partial exit tool as they 

approach a major life event. 

• You have a longer holding period preference but want the option to adjust if circumstances 

change. A ten year hold with an exit option is more flexible than a ten year hold with none. 

• You are investing capital that may need to be redirected in the future. Tokenized offerings 

give you a path out, when a path is needed. 

When It Probably Does Not Change Your Decision 

• You are investing capital you can comfortably commit for the full hold period. If the 

capital does not need to come back early, the liquidity feature is an option you may 

never use. 

• You select sponsors and deals carefully, and you stay through the exit because you trust 

the sponsor's business plan. If you were never going to sell early, the secondary market 

is not a feature you will reach for. 

• You have liquid assets elsewhere in your portfolio that handle the cash needs the tokens 

cannot. If your overall portfolio has the liquidity you need, the individual deal does not 

need to provide it. 

• Your investment thesis is conviction in the property and the sponsor. The ability to sell 

partway through does not change whether the underlying deal is a good one. 
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Questions to Ask the Sponsor About Liquidity 

If a sponsor's pitch for the offering relies in part on the secondary market, here are the questions 

to ask before you commit. The answers tell you whether the liquidity story is contractual reality or 

marketing aspiration. 

• Which specific ATS will list the tokens after the holding period expires? 

• Is there a signed engagement agreement in place with that ATS today, or is the listing 

aspirational? 

• What is the expected trading frequency? Weekly, monthly, quarterly? 

• What has been the historical trading volume for offerings of similar size on this ATS? 

• What are the commission and listing fees that I will pay if I sell? 

• If the ATS were to cease operations or terminate its agreement with the sponsor, what 

alternative arrangements are in place? 

• Are there any restrictions in the operating agreement that limit when or how I can sell 

beyond the Rule 144 holding period? 

A sponsor who can answer all of these clearly is a sponsor whose liquidity claims you can rely 

on. A sponsor who is vague or evasive on any of them is signaling that the liquidity feature is less 

reliable than the marketing suggests. 

Key Takeaway 

Better Than Nothing, Not the Same as Everything 

Secondary market liquidity is the feature that most clearly separates a tokenized real estate 

offering from a conventional one. Through a regulated ATS, after the twelve month holding 

period, your tokens can be sold to other qualified investors in a process that takes days rather 

than months and costs a fraction of what a private transfer would cost. That is a real 

improvement over the conventional alternative, where selling a membership interest before 

the sponsor's exit is rarely feasible and never easy. The honest limit is that an ATS for 

tokenized real estate is not a public stock exchange. The market is narrower, the trading 

happens in windows rather than continuously, and the price you receive depends on whether 

a buyer wants to transact at the same time and price you do. Treat the liquidity feature as 

insurance you may not need, evaluate it against the conventional alternative rather than 

against public stocks, and let it inform your decision without dominating it. 

Looking Ahead 

Chapter 7 walks through what happens at the end of the deal, when the sponsor sells the property 

and the investment closes out. The exit is the most familiar part of the entire tokenized experience, 
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with one or two new mechanics that are worth understanding before you encounter them. The 

chapter takes you from the moment the property goes under contract to the moment your final 

distribution arrives in your bank account. 
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CHAPTER 7 

Exiting: What Happens at Disposition 

The end of the deal is the most familiar part of the entire tokenized experience. 

Of all the stages of a tokenized real estate investment, the exit is the one where the tokenized 

format does the least to change what you experience. A property gets sold. The mortgage gets 

paid off. The proceeds get distributed under the waterfall in the operating agreement. The LLC 

gets wound up. A final tax document arrives the following spring. None of that is new. It is what 

real estate sponsors have been doing at the end of their deals for as long as private real estate 

has existed. 

The tokenization piece adds two mechanical wrinkles, both of which are easy to understand and 

both of which exist for sensible reasons. The first is a temporary trading pause that takes effect 

when the sale process becomes material. The second is the token burn, which is the technical 

step that retires your tokens at the end of the deal. Beyond those two items, the exit looks like 

any other syndication exit you have lived through. 

I want to walk you through the entire sequence in this chapter, in the order you will experience it, 

so that by the time your deal reaches its disposition, you know what each step means and what 

to expect at each one. 

When the Sponsor Decides to Sell 

The decision to sell the property is the sponsor's, made under whatever authority the operating 

agreement grants the manager. For most syndications, that means the sponsor can sell at the 

sponsor's discretion once the business plan is complete, often subject to a requirement to give 

investors notice and sometimes subject to a vote of the members for certain sale terms. The 

trigger may be the achievement of a target return, the maturity of the underlying mortgage, the 

expiration of a tax structure, or simply the sponsor's view that the market is right for an exit. 

You will usually learn about the decision through a sponsor communication that goes to all 

investors at roughly the same time. The communication typically describes why the sponsor 

believes the time is right, what the sponsor's view of the likely sale price is, who is leading the 

brokerage effort, and what the anticipated timeline looks like. None of this is different from how a 

conventional syndication communicates a disposition. The vocabulary, the format, and the 

cadence are familiar. 

The Marketing and Contract Period 

Once the sponsor lists the property with a brokerage firm, the property enters a marketing period 

that typically runs between sixty and one hundred eighty days, depending on the asset and the 

market. During this time, the brokerage firm solicits offers, the sponsor reviews them, and the 
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sponsor selects a buyer. Once the sponsor and buyer agree on price and terms, they sign a 

purchase and sale agreement, often called a PSA, and the property is under contract. 

From the moment the property goes under contract, the sponsor is in possession of material 

information that the market does not have, including the agreed price, the buyer's identity, the 

closing timeline, and the contingencies that may still need to be satisfied. In a conventional 

syndication, the sponsor would typically communicate this information to investors through a 

private memo, with instructions to keep it confidential. In a tokenized syndication, additional 

protection applies because the tokens may still be trading on the secondary market. That brings 

us to the first new mechanic in the exit process. 

The Global Pause: Why Trading Stops Temporarily 

When the property is under contract, the sponsor will typically direct the smart contract to enter 

what the industry calls a global pause. The pause is a configuration in the smart contract that 

suspends all transfers of tokens until the pause is lifted. While the pause is in effect, you continue 

to own your tokens, distributions continue to be paid, reports continue to be issued, and your 

underlying interest is unchanged. What you cannot do is sell, transfer, or otherwise move your 

tokens to another wallet. 

The reason for the pause is straightforward. When the sponsor has material information about 

the sale that the broader investor market does not have, allowing tokens to continue trading on 

the secondary market would create an environment where investors with the information could 

trade at an advantage over investors without it. That is the kind of asymmetric information problem 

the securities laws are designed to prevent. The pause solves the problem by stopping trading 

entirely until the information is either made public or no longer material. 

The pause is not a new concept. Public companies handle the same situation through trading 

blackouts and Regulation Fair Disclosure rules. Conventional syndications handle it through 

transfer restrictions in the operating agreement that the sponsor refuses to consent to during 

sensitive periods. The tokenized format simply automates the protection at the smart contract 

level, which is more reliable and more transparent than the manual alternative. 

What the Pause Means for You 

If your deal enters a global pause, you have not lost anything. You still own your tokens. Your 

economic interest is unchanged. The pause is temporary and exists to protect you, the 

sponsor, and the integrity of the offering during a period when material information is 

unequally distributed. A reputable sponsor will tell you when the pause is going into effect, 

explain why, and tell you when it is expected to lift. Pauses typically last from the contract 

signing through the closing, a period that may run from sixty to ninety days for most 

commercial real estate transactions. 
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Closing the Sale and Running the Waterfall 

On the closing date, the buyer pays the agreed price, the sponsor pays off the remaining mortgage 

and other property level obligations, and the net proceeds flow into the LLC's bank account. From 

this point forward, the deal looks like the unwind of any private real estate syndication. 

The fund administrator runs the waterfall. The waterfall is the math, set out in the operating 

agreement, that determines how the net proceeds are split between the investors and the 

sponsor. For most syndications, the waterfall pays the return of capital first, then the preferred 

return that has accrued and not been previously paid, then a split of the remaining profits between 

the investors and the sponsor according to the promote percentages. The exact mechanics vary 

deal to deal, but the principle is consistent across the industry. The math is unaffected by the 

tokenized format. 

Once the waterfall calculation is complete, the fund administrator instructs the sponsor on how 

much to distribute to each investor. The distribution method follows the same approach the 

sponsor has used throughout the hold period. Most sponsors send the final distribution by bank 

wire, the same as quarterly distributions during the hold. Some platforms support distribution in 

stablecoin if that is what the investor and the sponsor have agreed to use. The token holders 

receive their share of the proceeds on the same day or within a few business days of the closing. 

 Conventional Syndication Tokenized Syndication 

Who calculates the 

waterfall 

Fund administrator, off the cap 

table 

Fund administrator, off the cap 

table 

Who determines 

each investor's 

share 

The capital account, maintained 

by the fund administrator 

The capital account, maintained 

by the fund administrator 

Method of payment Bank wire to investor's bank 

account 

Bank wire to investor's bank 

account (or stablecoin to the 

wallet, if the platform supports it 

and the investor has elected it) 

When investors 

receive proceeds 

Within a few business days of 

closing 

Within a few business days of 

closing 

What happens to 

the membership 

interest 

Membership interest is 

terminated when the LLC 

dissolves 

Tokens are burned, which has 

the same effect 

 
The two columns above are almost identical, and that is the point. The waterfall, the math, the 

timing, and the mechanics are essentially unchanged. The token holders receive their proceeds 

the way conventional investors have always received them. 
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The Token Burn: How the Investment Officially Ends 

After the final distribution has been paid, the sponsor directs the smart contract to perform what 

is called a token burn. This is the second mechanical wrinkle that the tokenized format introduces 

at the exit. The term sounds dramatic, and it is occasionally a source of confusion, so let me 

explain what it actually means. 

Burning a token means permanently retiring it. The smart contract removes the tokens from 

circulation, the wallet that held them shows a zero balance, and the blockchain record is updated 

to reflect that the tokens no longer exist. The burn is the on chain equivalent of the LLC dissolution 

in a conventional syndication. In a conventional deal, the manager files a certificate of cancellation 

with the Secretary of State, and the LLC ceases to exist as a legal entity. The membership 

interests, having no underlying entity to attach to, also cease to exist. In a tokenized deal, the 

same outcome is achieved through the burn and the LLC dissolution together. The tokens are 

retired on chain, the LLC is dissolved off chain, and the entire investment is closed out cleanly. 

The burn happens after you have received your final distribution. You do not lose any money 

when your tokens are burned. The money is already in your bank account. What the burn does is 

confirm, on the blockchain record, that the investment is concluded and that the tokens no longer 

represent anything. The reason this matters is recordkeeping integrity. Without the burn, the 

tokens would continue to appear in wallets and on the blockchain record, even though they 

represent nothing. The burn keeps the record clean. 

What the Burn Means for You 

After your tokens are burned, your wallet associated with that offering will show a zero 

balance. This is the expected outcome and is the on chain signal that the deal is fully closed. 

If you are using a custodial wallet through the sponsor's platform, the platform may keep the 

wallet open for your future tokenized investments. If you used a self custody wallet, you simply 

continue to hold the wallet for any other tokens you have, or you let it sit empty. The burn is 

the final administrative event in the lifecycle of the deal. 

The Final K1 and Tax Reporting 

The following spring, the LLC issues its final Schedule K1 for the year of the sale. The final K1 

typically includes a substantial entry for your share of the gain on the sale of the property, along 

with any final allocations of income, deductions, and depreciation. Your accountant uses the K1 

to prepare your personal return for the year, just as they have used the K1s from earlier years of 

the deal. 

There are no surprises in how the tokenized format affects tax reporting at the exit. The LLC is 

treated as a partnership, the gain on sale flows through to the partners, and the partners report 

their share of the gain through their personal return. The capital gain portion of the sale generally 
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flows from the K1 to Schedule D of your federal return, with any ordinary income items from the 

partial year of operations flowing to Schedule E. Your accountant handles the mapping. The 

depreciation recapture that may apply at the sale of a depreciated property applies the same way 

it would in a conventional deal. The same Section 1031 considerations that might apply at the 

sponsor level apply the same way, with the same limitations for individual investors. The 

tokenization has no effect on the substantive tax treatment of the investment. 

If your accountant has questions about the K1 because the deal was tokenized, the answer 

remains what it has been throughout this book. The investment was a partnership interest in a 

real estate LLC. The K1 reports your share of the partnership's items. The token was the 

recordkeeping mechanism. The substance of what you owned and the tax treatment that applied 

to it are conventional, and your accountant will recognize all of it on sight. 

A Typical Exit, From Listing to Final K1 

Here is how a typical exit unfolds in the kinds of deals I see most often. The timing varies with the 

asset and the market, but the cadence is broadly consistent across the industry. 

When What Happens 

Month 1 Sponsor sends an investor communication announcing the 

decision to market the property. Listing agreement signed with 

the brokerage firm. No effect on your tokens or your account. 

Months 2 to 4 Marketing period. Property is shown to potential buyers, offers 

are received, the sponsor selects a buyer. Toward the end of 

this period, the property goes under contract. Sponsor 

announces the global pause and explains the expected 

timeline. 

Months 4 to 6 Diligence and closing period. Buyer completes inspections, 

title work, financing, and other contingencies. Token trading 

remains paused. Sponsor provides progress updates. 

Month 6 Closing day. Sale completes. Sponsor pays off the mortgage 

and other property level obligations. Fund administrator 

calculates the waterfall. Final distributions are wired to 

investors within a few business days. 

Month 6, immediately after 

closing 

Token burn executed. Wallets show zero balance for the deal. 

Investor portal is updated to reflect the closeout. 

Month 6 to Month 7 Sponsor issues a final closeout letter to investors summarizing 

the sale, the waterfall, the distributions paid, and the expected 

timing of the final K1. 
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When What Happens 

Following March or April Final Schedule K1 issued, including the gain on sale and any 

final allocations. Accountant incorporates it into the investor's 

personal return. 

 
From the sponsor's communication of the listing decision through the arrival of the final K1, the 

entire exit process typically spans nine to twelve months. The investor's active involvement during 

that time is minimal. Read the communications. Confirm that the final distribution arrived. Hand 

the K1 to your accountant. The rest is the sponsor's work. 

What to Verify When the Deal Closes 

Most exits go smoothly. A small number do not, and a few minutes of careful review at the right 

moment will catch the issues that matter. Here is what I recommend my investor clients do when 

a tokenized deal reaches its closeout. 

• Confirm the final distribution amount. The sponsor's closeout letter should show you 

how the waterfall ran, what the total proceeds were, what was paid to investors, what was 

paid to the sponsor as promote, and what each investor's share of the proceeds was. 

Confirm the number you received matches the number the letter shows for your interest. 

If there is a discrepancy, contact the fund administrator right away. 

• Verify your token balance went to zero. After the burn, your wallet associated with that 

offering should show no tokens. Check the investor portal to confirm. If the balance has 

not updated within a few days of the closing, ask the sponsor to confirm the burn was 

executed. 

• Keep the closeout letter for your records. When the final K1 arrives the following spring, 

you will want to compare it against the closeout letter to make sure the tax treatment 

matches the economic results. Your accountant may also want the closeout letter for their 

files. 

• Read the final K1 carefully when it arrives. Pay attention to the gain on sale, any 

depreciation recapture, and the allocations of income or loss for the final partial year. If 

anything does not match what the closeout letter described, raise it with the fund 

administrator before your accountant finalizes your return. 

• Confirm any remaining post closing obligations. Some deals leave a small reserve in 

place for post closing adjustments, including final property tax true ups, utility prorations, 

or other items that take a few months to settle. The sponsor's closeout letter should 

describe any such holdbacks and when the final small distribution is expected. Track this 

so you know when to expect the residual. 

 



From Paper to Blockchain   |  Chapter 7 

Page 63 

⚠  When to Get Help 

If the final distribution does not match what the closeout letter says, if the K1 reflects 

allocations that you cannot reconcile with the economics, if the sponsor's closeout letter is 

vague or arrives months after the closing, or if any post closing reserves are held longer than 

the operating agreement permits, these are signs that the closeout has not been administered 

correctly. The right time to raise the issue is when you first notice it. Reach out to the fund 

administrator or the sponsor directly. If the response is unsatisfying, that is a moment to call 

a securities attorney experienced with private real estate. 

Key Takeaway 

The Most Familiar Part of the Whole Experience 

The exit of a tokenized real estate investment looks almost identical to the exit of a 

conventional one. The sponsor sells the property, pays off the mortgage, runs the waterfall, 

and distributes the proceeds. The same final K1 arrives the following spring with the same 

tax treatment that has applied to every real estate partnership you have ever invested in. The 

two pieces that are new are mechanical and modest. A temporary trading pause protects the 

integrity of the secondary market while the sale is being negotiated. A token burn cleanly 

retires the tokens after the final distribution has been paid. Neither of these affects what you 

receive or when you receive it. They are the technology layer doing the recordkeeping 

cleanup that, in a conventional deal, happens through manual filings and cap table updates. 

The exit is the place where, after months and years of new vocabulary and new mechanics, 

the tokenized syndication and the conventional syndication look very nearly the same. 

 

Looking Ahead 

We have now walked through the entire lifecycle of a tokenized real estate investment, from 

onboarding through the holding period to the exit. The next part of the book moves from describing 

the experience to explaining the architecture underneath it. Chapter 8 looks at how the smart 

contract enforces the transfer restrictions that protect your investment, and why that automated 

enforcement is the most important compliance upgrade the tokenized format brings. The chapter 

is short, plain, and focused on why the architecture is designed the way it is. 
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CHAPTER 8 

How Transfer Restrictions Are Enforced (and Why 
That Protects You) 

The smart contract enforces the rules that the operating agreement describes. 

Transfer restrictions are the part of private real estate investing that most investors have never 

thought about and that, when they work properly, no investor ever has to notice. They are the 

rules that say who is allowed to hold an interest in your deal, under what conditions, and what has 

to happen before an interest can change hands. Those rules have existed in every Regulation D 

offering you have ever invested in. The tokenized format does not invent them. It does, however, 

change how reliably they are enforced, and the change is among the most consequential pieces 

of infrastructure the new format introduces. 

This chapter is shorter than the others because the topic does not require a long explanation. 

What it requires is a clear one. The next few pages walk through how transfer restrictions used to 

be enforced in conventional syndications, how they are enforced now in tokenized ones, and why 

the difference matters for your investment even if you never personally try to transfer your tokens. 

How It Worked in a Conventional Syndication 

Pull the operating agreement of any conventional syndication you have invested in. Toward the 

back, in a section titled "Transfer Restrictions" or something similar, you will find a list of the rules 

that govern who can hold the membership interests. The list typically includes some or all of the 

following. 

• No member can transfer an interest without the consent of the manager, except to certain 

permitted transferees such as a spouse, a trust the member controls, or a family member. 

• No interest can be transferred to a non accredited investor. 

• No interest can be transferred to a person on a sanctions list maintained by the U.S. 

Treasury Department. 

• No interest can be transferred to a non U.S. person without additional steps, because of 

the offering's reliance on certain exemptions and the tax structure of the partnership. 

• No interest can be transferred during the first twelve months after the offering closes, in 

accordance with Rule 144. 

• No interest can be transferred if the transfer would cause the LLC to lose its preferred tax 

classification, including by having more than the permitted number of partners. 

 
These rules existed for excellent reasons. Each one protected the legal structure of the offering 

in a different way. The Rule 144 holding period protected the offering's exemption from 
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registration. The accreditation requirement protected the same exemption. The sanctions 

screening protected the sponsor from criminal liability. The non U.S. person restriction protected 

the tax structure. The transfer consent provision protected the sponsor's ability to run the deal 

with the partners it had selected. 

And yet, in practice, the enforcement of these rules in a conventional syndication was uneven. 

The rules sat in the operating agreement, and a transfer typically required the sponsor to manually 

review the request, check the proposed transferee against each rule, and approve or reject the 

transfer. Sponsors did this work conscientiously, but they were running an asset, not a compliance 

department. Mistakes happened. Some transfer requests were approved without all of the checks 

being run. Some transfers were never formally reflected in the cap table even after they were 

approved. In a few unfortunate cases, an interest ended up in the hands of a transferee who 

should never have received it, and the offering's exemption was put at risk before anyone noticed. 

Why This Mattered More Than It Looked Like It Did 

An offering that loses its securities exemption is no longer a private placement. It becomes 

an unregistered public offering, which is a serious problem for the sponsor, the legal structure 

of the LLC, and, indirectly, every investor in the deal. The risk that a single mishandled 

transfer could cause this kind of compliance failure was always present in conventional 

syndications. The risk was usually small, but it was real. The tokenized format eliminates that 

particular risk by making the rules unbreakable in the first place. 

How It Works in a Tokenized Syndication 

In a tokenized real estate offering, the same list of transfer restrictions appears in the operating 

agreement, in essentially the same language. What is different is that the rules also live, in coded 

form, in a component of the smart contract called the compliance module. The compliance module 

is the piece of the technology layer that decides, every time a transfer is attempted, whether the 

transfer is allowed under the rules. 

The mechanics are straightforward. When a transfer is initiated, the compliance module checks 

the proposed transferee against every applicable restriction before the transfer can settle on the 

blockchain. If any restriction is violated, the transfer is rejected. The rejection happens 

automatically, before the tokens move, and without any human involvement. The protection is no 

longer dependent on the sponsor remembering to check, on the fund administrator catching the 

issue, or on the operating agreement being enforced after the fact through a lawsuit. The 

protection is enforced at the moment of the attempted transfer, every time, without exception. 

What the Compliance Module Checks 

For a typical tokenized real estate offering, the compliance module is configured to verify the 

same things the operating agreement requires. The list includes the items below, though the 
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specific configuration varies from deal to deal based on the offering's structure and the rules of 

the relevant securities exemption. 

• The transferee's wallet has a current ONCHAINID confirmation, which means the 

transferee's identity has been verified through the KYC process. 

• The transferee's accredited investor status has been confirmed and has not expired. 

• The transferee is not on any applicable sanctions list. 

• If the offering restricts non U.S. holders, the transferee is verified as a U.S. person. 

• The Rule 144 holding period has expired for the tokens being transferred. 

• The transfer will not cause the offering to exceed the maximum permitted number of 

holders under the partnership tax rules. 

• The transfer is occurring during a permitted window, and the offering is not currently 

subject to a global pause. 

Every transfer, including a sale on the alternative trading system, a private transfer to a permitted 

transferee, an estate transfer through the forced transfer function, and any other movement of 

tokens, runs through this same set of checks. The compliance module does not get tired, does 

not forget, and does not approve a transfer because the sponsor was in a hurry. It either approves 

the transfer because every rule is satisfied, or it rejects the transfer because one is not. 

 Conventional Enforcement Tokenized Enforcement 

Where the rules 

live 

Operating agreement only Operating agreement AND the 

smart contract's compliance 

module 

Who checks each 

transfer 

Sponsor or fund administrator, 

manually 

Smart contract, automatically 

What happens 

when a rule would 

be violated 

Sponsor refuses to consent, or 

notices the issue after the fact 

Transfer is automatically rejected 

before it settles 

What happens if a 

rule is missed 

An ineligible holder may end up 

on the cap table, putting the 

exemption at risk 

Effectively impossible, because 

the smart contract refuses every 

transfer that fails any check 

How long 

enforcement takes 

Days to weeks, with each transfer 

request reviewed manually 

Seconds, with each check run 

automatically 

How reliable 

enforcement is 

Depends on the sponsor's 

compliance discipline 

Mechanical and consistent, every 

transfer, every time 
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What This Means for You 

I want to be specific about how this affects your investment in practice, because the protections 

are real and they are worth understanding. 

• Your investment's legal structure is more durable. The most important protection the 

compliance module provides is the integrity of the offering's securities exemption. 

Because every transfer is checked against every applicable rule, the offering cannot lose 

its exemption through an inadvertent transfer to an ineligible holder. The legal structure 

that makes your investment what it is stays intact for the entire holding period. 

• Your fellow investors are who they are supposed to be. Every other holder in the 

offering went through the same identity verification, the same accreditation verification, 

and the same sanctions screening you did. The compliance module is what makes that 

statement reliable. In a conventional syndication, you have the sponsor's word that the 

cap table is correctly maintained. In a tokenized syndication, the cap table is correct by 

construction. 

• The secondary market trades you participate in are clean. When you sell tokens on 

the alternative trading system, the buyer on the other side has been verified by the 

compliance module the same way you were. You are transacting with another qualified 

investor, not with someone the sponsor has not vetted. This protects you from the 

unintended consequences of receiving funds from, or sending tokens to, a counterparty 

who would not have been eligible to hold the tokens in the first place. 

• The sponsor cannot circumvent the rules even if they want to. This may be the most 

underappreciated benefit. In a conventional deal, the sponsor has the authority to consent 

to a transfer that should not be approved. The investor's protection against that abuse is 

limited to the operating agreement's terms and the threat of after the fact litigation. In a 

tokenized deal, the smart contract refuses the transfer no matter what the sponsor wants. 

The sponsor cannot override the compliance module without first amending the operating 

agreement, updating the smart contract authorizations, and following the procedures for 

doing so, all of which are visible on the blockchain. 

• You do not have to manage any of this. The compliance module is the sponsor's 

infrastructure. You are not responsible for understanding it, configuring it, or monitoring it. 

Your only obligation as a holder is to keep your own credentials current and to follow the 

platform's instructions when you initiate transfers. Everything else happens in the 

background, on architecture that the sponsor and the platform maintain. 

A Brief Word on the Standard 

If you read enough offering documents, you will see references to a token standard called ERC 

3643. This is the industry standard that defines how the compliance module is built and how it 

interacts with the rest of the smart contract architecture. The name is a technical identifier. What 
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matters about it is that ERC 3643 was designed specifically for regulated securities, with the kinds 

of transfer restrictions described above already part of the standard's basic functionality. 

Earlier token standards, including the one used for many cryptocurrencies, were designed to 

make transfers as frictionless as possible. They had no concept of compliance restrictions, 

because the assets they were designed for had no compliance restrictions. The ERC 3643 

standard takes the opposite approach. It treats compliance as a built in feature, with the 

compliance module integrated into the standard's core functionality, rather than as an optional 

add on. 

When a sponsor tells you the offering's tokens follow the ERC 3643 standard, or that the smart 

contract is built on an ERC 3643 compatible platform, this is the architectural commitment they 

are describing. It tells you the offering is being structured with regulatory compliance as a primary 

design goal. Sponsors who use less specialized standards may be cutting corners that will 

become visible later. Asking about the token standard during your due diligence is a question that 

takes ten seconds and that tells you something useful about how seriously the sponsor takes the 

compliance architecture. 

⚠  What to Watch For 

If a sponsor cannot tell you which token standard the offering uses, or describes a custom 

token contract built specifically for this offering with no audit history, that is a yellow flag. ERC 

3643 and its closely related cousins are widely deployed and have been audited many times. 

A custom contract is not necessarily a problem, but it should come with a clear explanation 

of why a custom contract was needed and what independent audit work has been done. A 

sponsor who waves the question off or who cannot answer it should not be issuing securities 

on a blockchain. 

When Compliance Module Updates Are Needed 

The compliance module is configured at the time the offering is structured, with the rules in place 

that apply to the offering as it is being launched. Over the life of a deal, the rules occasionally 

need to be adjusted. The sponsor may want to enable trading on a new alternative trading system, 

may need to comply with a regulatory change, or may need to add or modify a restriction in 

response to changed circumstances. The operating agreement authorizes the sponsor to make 

these adjustments through a defined procedure. 

What you should expect, and what a reputable sponsor will provide, is clear communication when 

an update to the compliance module is planned. The communication should describe what is 

changing, why the change is being made, and when it will take effect. If the change requires 

investor consent under the operating agreement, the sponsor should solicit that consent through 

the procedures the agreement specifies. The smart contract is configured to allow only the 
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sponsor's manager wallet to push updates to the compliance module, and the updates themselves 

are visible on the blockchain after they take effect. 

I mention this because the right of the sponsor to update the compliance module is one of the 

points where the legal layer and the technology layer connect most directly. The sponsor cannot 

change the rules in the smart contract unless the operating agreement gives them the authority 

to do so. The operating agreement defines what changes are permitted, what changes require 

investor consent, and what procedures apply. When you read a tokenized offering's operating 

agreement, the provisions governing compliance module updates are worth your attention. They 

tell you how much flexibility the sponsor has retained, and what protections you have against 

changes you would not want. 

What the Compliance Module Does Not Do 

I want to close the chapter with the limits of the protection, because the compliance module is 

excellent at the specific job it does, and it does no other jobs at all. 

The compliance module does not evaluate whether the underlying real estate is a good 

investment. It has no opinion on the sponsor's track record, on the quality of the financial reports, 

on the waterfall calculations, or on whether the sponsor's fiduciary duties are being honored. It 

will not protect you from a sponsor who self deals, makes poor management decisions, or simply 

runs the deal poorly. All of those risks exist in tokenized offerings exactly as they exist in 

conventional ones, and your protection against them comes from the same sources that have 

always protected investors in private real estate. The sponsor's track record. The quality of the 

offering documents. The fiduciary duties imposed by state law. The antifraud provisions of the 

federal securities laws. The remedies in the operating agreement. Your own due diligence. 

The compliance module is one tool, doing one job, well. It guarantees that the legal structure of 

the offering remains intact. It does not guarantee anything about the deal underneath that 

structure. Treat the compliance module as a piece of infrastructure that makes the legal 

architecture of your investment more reliable, and continue to evaluate the rest of the deal using 

the same judgment you would apply to any private real estate investment. 

Key Takeaway 

The Smart Contract Enforces the Rules That the Operating Agreement Describes 

Transfer restrictions exist in every Regulation D offering to protect the legal structure of the 

investment. In a conventional syndication, those restrictions live only in the operating 

agreement and are enforced manually by the sponsor, with the inevitable risk that a single 

oversight could put the offering's securities exemption at risk. In a tokenized syndication, the 

same restrictions also live in the smart contract's compliance module, where they are 
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enforced automatically every time a transfer is attempted. The protection becomes 

mechanical and consistent rather than dependent on the sponsor's discipline. This is the most 

underappreciated upgrade the tokenized format brings. You do not have to manage it. You 

do not have to monitor it. You benefit from it every day of the holding period, in the form of a 

legal structure that is more durable than the one a conventional syndication can provide. 

 

Looking Ahead 

Chapter 9 picks up where this one leaves off and looks at the broader regulatory framework that 

the tokenized format operates within. The 2026 joint release from the SEC and the CFTC, the five 

category taxonomy that placed tokenized real estate squarely within the digital securities 

category, and the practical consequences for investors of the regulatory clarity the industry now 

has. The chapter is short and direct, and it puts your investment into its regulatory context so you 

can answer with confidence the next time someone asks whether tokenized real estate is 

regulated. 
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CHAPTER 9 

The Regulatory Framework: Why This Is Not the 
Wild West 
You have more regulatory clarity now than at any prior point in this market's history. 

There is a perception, lingering from the early years of the crypto industry, that anything involving 

a blockchain operates outside the rules. That perception was always overstated, and as it applies 

to tokenized real estate investments today, it is simply incorrect. Tokenized private real estate 

offerings operate under the same body of federal and state securities law that has governed 

private placements for the past ninety years, with significant new federal guidance issued in 2026 

that has settled the major questions about how digital assets fit into the existing legal framework. 

This chapter walks you through the regulatory framework in plain language, with enough detail 

that you can answer the question "is this regulated?" with confidence the next time it comes up in 

a conversation with your spouse, your accountant, your investment advisor, or anyone else who 

asks. The answer is yes, and the framework is one you have benefited from your entire investing 

life, even if you have never thought about it. 

What the SEC and CFTC Settled in 2026 

For most of the 2010s and into the early 2020s, the regulatory status of digital assets was the 

subject of ongoing debate. The SEC and the CFTC each took positions on different pieces of the 

market, and those positions did not always agree. The result was a patchwork of speeches, no 

action letters, enforcement actions, and staff guidance that left sponsors and investors guessing 

about how the rules applied to any given offering. The uncertainty held the industry back. 

Sponsors who would otherwise have launched tokenized offerings hesitated. Investors who would 

otherwise have participated stayed on the sidelines. 

In March 2026, the SEC and the CFTC issued a joint regulatory release that resolved the major 

open questions. The release established a five category taxonomy for digital assets, with clear 

guidance on which agency has jurisdiction over which category and which body of law applies. 

The five categories are digital commodities, digital collectibles, digital tools, stablecoins, and 

digital securities. 

Category What It Includes Primary Regulator Governing Law 

Digital 

commodities 

Bitcoin, Ether, and 

similar cryptocurrencies 

that function as 

standalone digital assets 

Commodity Futures 

Trading Commission 

Commodity Exchange 

Act 
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Category What It Includes Primary Regulator Governing Law 

Digital 

collectibles 

Non fungible tokens 

used for art, gaming, 

and other non 

investment purposes 

Outside the federal 

securities framework 

General commercial 

and consumer 

protection law 

Digital tools Tokens used to access 

utility functions within a 

blockchain network, with 

no investment 

characteristics 

Outside the federal 

securities framework 

General commercial 

law 

Stablecoins Dollar pegged digital 

tokens such as USDC, 

governed by federal 

stablecoin legislation 

enacted in 2025 

Federal banking 

regulators, with SEC 

and CFTC oversight 

in limited cases 

GENIUS Act of 2025 

and applicable 

banking law 

Digital 

securities 

Tokenized interests in 

operating businesses, 

real estate, debt, and 

other income producing 

assets 

Securities and 

Exchange 

Commission, with 

state securities 

regulators 

Federal and state 

securities laws 

 
Your tokenized real estate investment falls in the last category. The 2026 release confirmed 

without ambiguity that a tokenized interest in an LLC that owns real estate is a security, subject 

to the federal securities laws and the state securities laws that apply to private placements. The 

conclusion was not surprising. The investment contract analysis from the 1946 Howey case had 

long been understood to cover this kind of structure. What the 2026 release did was confirm that 

conclusion at the highest levels of both agencies, in writing, in a single integrated document that 

sponsors, attorneys, and investors could all rely on as the authoritative reference. 

Why the Clarity Itself Is the Important Part 

The 2026 release did not change the law in any fundamental sense. The investment contract 

analysis that produced the conclusion has been in place since 1946. What the release did 

was eliminate the residual uncertainty about how the SEC would treat tokenized offerings. 

For sponsors, that meant being able to structure deals with confidence in the regulatory result. 

For investors, it meant being able to rely on the same securities law protections in a tokenized 

deal that have always applied to private real estate. The clarity itself, more than any specific 

holding, is what unlocked the institutional capital that has flowed into tokenized real estate 

since 2026. 
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Why That Regulatory Clarity Is Good News for You 

The regulatory clarity matters to you for several reasons that are worth understanding in concrete 

terms. 

• Your investment carries the protections of securities law. Because tokenized real 

estate interests are securities, every protection that the federal securities laws provide 

applies to your investment. Antifraud rules, disclosure obligations, accreditation 

requirements, restrictions on general solicitation under Rule 506(b), the registration 

framework for any secondary market that handles your tokens, and the enforcement 

powers of the SEC and the state regulators all apply. None of these are diluted by the 

tokenized format. All of them apply with the same force they would in a conventional 

syndication. 

• Sponsor accountability is clearer than it was. When the regulatory status of a deal is 

uncertain, accountability is harder to enforce. When the regulatory status is settled, the 

sponsor's obligations are easier to identify and easier to challenge. A sponsor cannot now 

claim that the tokenized format somehow excused compliance with disclosure obligations 

or with the antifraud rules. The framework is too clear for that argument to work. 

• The institutional capital that has come in is good for you. When pension funds, 

insurance companies, family offices, and other institutional investors moved into tokenized 

real estate after the 2026 release, the market matured rapidly. Sponsors had to meet 

higher standards to attract institutional capital. Legal teams became more experienced. 

Technology platforms became more capable. Independent service providers became 

more available. The entire market improved, and individual investors like you benefit from 

the improvement whether or not you are investing alongside institutions in any particular 

deal. 

• Your investment thesis is easier to defend. If you mention to your accountant, your 

financial advisor, or a family member that you are considering a tokenized real estate 

offering, the response you used to get sometimes included some skepticism about the 

regulatory status of the format. That skepticism has largely faded. The framework is 

settled, the institutional capital has confirmed it, and the conversation is no longer about 

whether tokenized real estate is regulated. It is about whether the specific deal you are 

evaluating is a good one. That is the conversation the framework was supposed to allow. 

The Same Regulation D Framework You Already Know 

I want to spend a little time on the specific exemption your tokenized offering will rely on, because 

for most of the offerings you will encounter, the exemption is one you already understand from 

conventional syndications. Almost every tokenized real estate offering being structured today 
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relies on Regulation D, the same set of SEC rules that has governed private placements for 

decades. 

Regulation D provides two rules that most syndications use. Rule 506(b) allows a sponsor to raise 

capital from accredited investors and up to thirty five non accredited investors who meet certain 

sophistication standards, but the sponsor cannot use general solicitation, meaning the sponsor 

cannot publicly advertise the offering. Rule 506(c) allows the sponsor to use general solicitation, 

but every investor must be accredited and the sponsor must take reasonable steps to verify 

accredited status through documentary review or a third party letter, rather than relying on the 

investor's self certification. 

The choice between 506(b) and 506(c) matters for how the offering is marketed and for how your 

accreditation gets verified. It does not affect the protections that apply to you. Both exemptions 

require the sponsor to comply with the antifraud rules, both require the same kind of disclosure in 

the private placement memorandum, both require the sponsor to give you the rights provided in 

the operating agreement, and both leave you with the same legal remedies if something goes 

wrong. The exemption is the mechanism that lets the sponsor sell the securities without 

registering them with the SEC. It is not a waiver of the protections. 

 Rule 506(b) Rule 506(c) 

Who can invest Accredited investors and up to 

thirty five sophisticated non 

accredited investors 

Accredited investors only 

General solicitation Not allowed Allowed 

Accreditation 

verification 

Self certification typically 

acceptable 

Documentary verification 

required, including tax returns, 

brokerage statements, or a third 

party letter 

Disclosure 

requirements 

Full disclosure required if any non 

accredited investors are admitted 

Full disclosure as a matter of 

practice, though the technical 

requirements differ 

Antifraud rules 

apply 

Yes, in full Yes, in full 

Which one most 

tokenized deals 

use 

Used by a substantial share of 

deals where the sponsor has a 

pre existing relationship with 

investors 

Increasingly common, because 

tokenized platforms favor the 

documentary verification that the 

smart contract relies on 
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Whichever exemption your offering uses, the substantive protections are the same. The 

protections that have always applied to private real estate offerings apply to your tokenized 

investment in the same way and to the same extent. 

The Antifraud Provisions That Cover Everything the Sponsor Says 

If I had to identify the single most important investor protection in the federal securities laws, it 

would be the antifraud framework. The antifraud provisions of Section 17(a) of the Securities Act 

and Rule 10b5 under the Exchange Act apply to every communication the sponsor makes in 

connection with the offering and during the holding period. The reach is broad. The private 

placement memorandum, the operating agreement, the subscription agreement, the quarterly 

reports, the investor communications, the closeout letter, and even the verbal statements the 

sponsor makes in investor meetings are all covered. 

What the antifraud provisions require is straightforward in concept. The sponsor cannot make a 

statement of material fact that is false, cannot omit a material fact that, given what was said, 

makes the rest of the statement misleading, and cannot use any device, scheme, or artifice to 

defraud investors. These rules apply to every word the sponsor writes or speaks in connection 

with the offering. 

The remedies available to investors under the antifraud framework include rescission, where the 

sponsor must return your investment with interest if the offering was materially misrepresented. 

They also include damages for any loss you suffered as a result of the fraud. The SEC and the 

state securities regulators can bring their own enforcement actions, with penalties that can include 

disgorgement of the sponsor's profits, civil penalties, and in cases of willful violations, criminal 

prosecution. The combination of private remedies and government enforcement is what makes 

the antifraud framework as effective as it is. 

None of this changes in a tokenized offering. The sponsor's antifraud obligations apply to every 

communication you receive about the offering, in every form, throughout the life of the deal. The 

tokenized format does not provide a way around these obligations. If anything, the on chain record 

creates additional documentation of what the sponsor said and when, which can support your 

legal position if a dispute ever arises. 

What the Antifraud Framework Actually Means in Practice 

When a sponsor tells you in the offering memorandum that the property generated specific 

net operating income over the past three years, that statement must be true. When the 

sponsor describes the team's track record, the statement must be accurate and complete. 

When the sponsor describes the projected returns, the projections must be based on 

reasonable assumptions and disclosed as projections rather than guarantees. The antifraud 

framework gives you legal remedies if any of these statements turn out to be false or 
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materially misleading, and it gives the SEC enforcement authority to pursue sponsors who 

violate the rules. 

State Securities Regulators and What They Add 

Federal law is one layer of the regulatory framework. State law is another. Every state has its own 

securities law, often called a blue sky law, with its own registration requirements, antifraud rules, 

and enforcement authority. For Regulation D offerings, the federal rules preempt most state 

registration requirements, but the states retain authority over antifraud enforcement, fee filings, 

and certain notice requirements. 

What this means for you is that a sponsor who runs an offering with you as an investor is 

potentially subject to enforcement action by your state's securities regulator in addition to the 

SEC. The state regulators are often more accessible to individual investors than the SEC is, and 

they have a long track record of pursuing private placement fraud cases. The North American 

Securities Administrators Association, often called NASAA, coordinates among the state 

regulators and publishes investor education materials. If you ever have a concern about a 

tokenized offering, your state securities regulator's office is one of the resources available to you, 

and they take complaints from individual investors. 

The Forward Looking Agenda: Project Crypto 

The 2026 release was the foundational document, but it was not the end of the regulatory work. 

The SEC and the CFTC have an ongoing joint initiative called Project Crypto that continues to 

develop guidance, technical standards, and rule revisions to keep pace with the maturing digital 

asset markets. The initiative grew out of the SEC's Crypto Task Force, which was established in 

early 2025, and was formally launched as Project Crypto later that year. The 2026 joint release 

was its first major work product. Additional work is ongoing in several areas that may affect 

tokenized real estate offerings over the holding period of any deal you invest in today. 

The reason I mention Project Crypto in this chapter is not to make you feel uncertain about the 

rules. The framework that applies to your investment today is settled, and the principles it 

establishes are unlikely to change in ways that would harm your investment. What Project Crypto 

is doing is refining the technical implementation of the framework, expanding the regulatory 

infrastructure around alternative trading systems and broker dealers that handle tokenized 

securities, and providing additional guidance on emerging questions. The work is generally in the 

direction of clearer rules, better infrastructure, and stronger investor protections. From your 

perspective, the ongoing regulatory development is something to track at a high level rather than 

something to worry about. 

What a reputable sponsor will do, and what you should expect, is monitor the Project Crypto 

agenda and update their compliance program as new guidance is issued. This is part of the 
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ongoing compliance work that the sponsor undertakes for the life of the deal. You do not have to 

follow the regulatory developments yourself. The sponsor's legal team handles that. What you 

should expect is that, if a new development materially affects the offering, the sponsor will 

communicate the change and explain how it is being addressed. 

What a Properly Regulated Offering Looks Like 

Let me close the chapter with a practical checklist. A properly regulated tokenized real estate 

offering should show all of the following characteristics, and if any are missing, the offering is not 

what it should be. 

• The offering documents clearly identify the federal securities exemption being relied on, 

almost always Rule 506(b) or 506(c) under Regulation D. 

• The private placement memorandum includes a full set of risk factor disclosures, including 

risk factors specific to the tokenized format. 

• The sponsor verifies your accreditation either through self certification under 506(b) or 

through documentary review under 506(c), and the verification is conducted through a 

recognized verification service or a qualified third party. 

• The sponsor's antifraud posture is observable in the offering documents, with projections 

clearly identified as projections, with historical results presented with their sources, and 

with material facts presented completely rather than selectively. 

• The smart contract follows a recognized token standard suitable for regulated securities, 

typically ERC 3643 or a closely related standard. 

• The compliance module is configured to enforce the transfer restrictions that the operating 

agreement and the securities laws require, with verification described in the offering 

documents. 

• The sponsor identifies the state in which any state securities filings, including the Form D 

federal filing and any state notice filings, have been or will be made. 

• The sponsor's legal team is identified, with experience in tokenized securities offerings 

disclosed in some form, either in the offering documents or in response to your direct 

inquiry. 

⚠  Red Flags That Tell You Something Is Wrong 

Any of the patterns below tells you the offering has not been structured the way a regulated 

securities offering should be structured. The regulatory framework is clear. A sponsor who 

does not respect the framework should not be entrusted with your capital. 

•  An offering that does not identify the federal securities exemption clearly. 
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•  An offering that suggests you do not need to be accredited because of the tokenized 

format. 

•  An offering that asks you to provide personal information without going through any 

identifiable verification service. 

•  An offering that promises returns or describes the investment as having no risk. 

•  An offering whose private placement memorandum is silent on the technology layer or 

the compliance module. 

•  An offering whose sponsor refuses to identify their legal counsel or describe the firm's 

experience with tokenized securities. 

Key Takeaway 

You Have More Regulatory Clarity Now Than Ever Before 

Tokenized real estate offerings are securities, regulated by the SEC and the state securities 

regulators, subject to the same antifraud provisions, disclosure obligations, and accreditation 

requirements that have governed private placements for ninety years. The 2026 joint release 

from the SEC and the CFTC settled the major open questions about how digital assets fit into 

the existing legal framework, and the result is a market with more regulatory clarity now than 

at any prior point in its history. The protections you rely on in any private securities offering 

apply to your tokenized investment in the same way and to the same extent. The framework 

is settled. The conversation has moved from whether the format is regulated to whether the 

specific deal you are evaluating is a good one. That is the conversation the framework was 

designed to allow, and it is the conversation you should be having. 

 

Looking Ahead 

Chapter 10 closes out Part Three by drawing a clear line between what the smart contract can 

and cannot do. We have referenced the limits of the technology layer throughout the book, and 

the next chapter brings those references together into a single clear picture. The smart contract 

is a tool, with a specific scope of authority and a specific set of capabilities. Understanding those 

limits is the last piece of architectural knowledge you need before the book moves into due 

diligence in Part Four. 



From Paper to Blockchain   |  Chapter 10 

Page 79 

CHAPTER 10 

What the Smart Contract Can and Cannot 
Do 

The smart contract is the implementation layer, not the legal layer. 

I want to close out Part Three by drawing a clear line around what the smart contract does in a 

tokenized real estate offering, and an equally clear line around what it does not do. The book has 

referenced these limits in several earlier chapters, and the time has come to bring those 

references together into one picture. The smart contract is a powerful tool, and like every powerful 

tool, it has a specific scope of work. Understanding that scope is the last piece of architectural 

knowledge you need before the book turns to due diligence in Part Four. 

The shortest summary I can give you is this. The smart contract is the implementation layer of 

your tokenized investment. It executes the rules the operating agreement establishes. It does not 

make those rules. It does not interpret them when they are ambiguous. It does not enforce them 

when they reach beyond what the smart contract is technically able to enforce. And it does not, 

under any circumstances, replace the operating agreement as the document that defines your 

legal rights. 

The rest of this chapter unpacks those statements. I want you to finish reading it with a confident 

grasp of what is on each side of the line, because the distinction between the legal layer and the 

technology layer will help you read every tokenized offering you ever encounter. 

What the Smart Contract Does 

The smart contract for a tokenized real estate offering is a piece of software deployed on a 

blockchain, with a defined set of functions that the sponsor has configured for the specific offering. 

The functions vary somewhat from deal to deal, but the core set is consistent across the industry. 

Below are the things the smart contract actually does in a typical tokenized syndication. 

• It mints your tokens at closing. When you complete your subscription and your funds 

are received, the smart contract creates the tokens that represent your membership 

interest and delivers them to your wallet. The minting event is recorded on the blockchain. 

After the minting, the tokens exist as a permanent record of your ownership until they are 

transferred or burned. 

• It records every transfer of tokens. Every time tokens move between wallets, including 

in secondary market sales, in estate transfers, in transfers to a trust, or in transfers through 

the forced transfer function, the smart contract updates the blockchain record to reflect the 

new ownership. The record is permanent and visible. 
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• It enforces the compliance rules on every transfer. As Chapter 8 described, the 

compliance module verifies each proposed transfer against the eligibility rules built into 

the smart contract. If the rules are satisfied, the transfer settles. If any rule is not satisfied, 

the transfer is rejected. This happens on every transfer, without exception. 

• It can pause all transfers when the sponsor directs it to. When the offering enters a 

global pause, the smart contract suspends all transfers until the pause is lifted. The pause 

function is triggered by the sponsor, acting under the authority the operating agreement 

provides. 

• It can execute forced transfers when authorized. The forced transfer function moves 

tokens from one wallet to another at the sponsor's direction, in circumstances that the 

operating agreement specifies. The function is used for wallet recovery, estate transfers, 

court ordered transfers, and a few other specific situations described later in this chapter. 

• It can burn tokens at the end of the deal. When the sponsor sells the property and the 

deal closes out, the smart contract retires the tokens through the burn function, which 

permanently removes them from circulation and signals on the blockchain that the offering 

has concluded. 

• It can route stablecoin distributions to wallets, if the platform uses that method. 

Some platforms pay distributions in stablecoin, in which case the smart contract or a 

connected component delivers the stablecoin to each holder's wallet. The amount of each 

distribution is calculated off chain by the fund administrator under the waterfall in the 

operating agreement. The smart contract is the delivery mechanism, not the calculation 

engine. 

The Common Thread Across These Functions 

Every function in the list above is a mechanical execution of a rule that exists somewhere 

else. The minting executes the issuance authorized by the subscription agreement. The 

compliance checks execute the transfer restrictions written into the operating agreement. The 

forced transfer executes a recovery the operating agreement permits. The burn executes the 

wind down the operating agreement describes. None of these functions originate in the smart 

contract. They originate in the legal documents. The smart contract carries them out. 

What the Smart Contract Does Not Do 

The list of things the smart contract does not do is, in some ways, more important than the list of 

things it does, because the misconceptions tend to gather here. Below are the functions that some 

investors assume the smart contract handles, and that it actually does not. 

• It does not calculate the waterfall. The waterfall is the math that determines how 

distributions are split between investors and the sponsor under the operating agreement. 

The math involves the preferred return, the return of capital, the promote thresholds, and 
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any catch up or hurdle provisions. The fund administrator does this math, off chain, using 

accounting software and the records the fund administrator maintains. The smart contract 

receives the result of the calculation, if the platform uses stablecoin distributions, and 

routes the amount to each wallet. The smart contract does not perform the calculation 

itself. 

• It does not generate your K1. The K1 is a tax document prepared by the partnership's 

accountant from the partnership's tax return. The preparation involves allocations of 

income, deductions, depreciation, and gain or loss across the partners under the rules of 

partnership taxation. None of this happens on the blockchain. The accountant produces 

the K1, the fund administrator delivers it, and the IRS receives the partnership return 

through ordinary channels. 

• It does not value the underlying property. The market value of the real estate the LLC 

owns is determined by the market, supported by appraisals when one is needed, and 

reported by the sponsor in quarterly communications. The smart contract has no 

information about property value, market rents, capitalization rates, or anything else about 

the underlying asset. The blockchain is the record of token ownership, and that is all. 

• It does not enforce the sponsor's fiduciary duties. The sponsor's duties of care and 

loyalty exist in state LLC law and in the operating agreement. If the sponsor breaches 

those duties, your remedies are pursued through the legal system, not through the smart 

contract. The technology has no view about whether the sponsor is performing properly. 

• It does not resolve disputes. If a disagreement arises between you and the sponsor, or 

between you and another investor, the resolution happens in the legal system, under the 

dispute resolution provisions of the operating agreement. The smart contract may produce 

evidence relevant to the dispute, in the form of the blockchain record of transfers and 

balances. It does not decide who is right. 

• It does not protect you from a bad deal. If the sponsor overpays for the property, 

executes the business plan poorly, or runs into market conditions that turn against the 

deal, the smart contract has no opinion about it. Your token will be worth what the property 

is worth, divided across the capital structure of the deal. The technology layer is silent on 

whether the underlying investment is a good one. 

• It does not interpret ambiguous provisions in the operating agreement. Operating 

agreements are written by lawyers and reviewed by lawyers, and despite the best efforts 

of everyone involved, ambiguities sometimes exist. When an ambiguity needs to be 

resolved, the resolution comes from the parties, from legal counsel, or from a court 

applying ordinary principles of contract interpretation. The smart contract executes only 

the rules that have been translated into its code. Anything that has not been translated, or 

that cannot be translated, the smart contract cannot handle. 
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 The Smart Contract Does 
This 

The Legal and Operational 
Infrastructure Does This 

Issuing your tokens at 

closing 

Yes, automatically Subscription agreement 

authorizes the issuance 

Recording every transfer of 

tokens 

Yes, on the blockchain Operating agreement 

defines which transfers are 

permitted 

Verifying eligibility on every 

transfer 

Yes, through the compliance 

module 

Operating agreement and 

securities law define the 

eligibility rules 

Calculating the waterfall and 

distributions 

No Fund administrator, under 

the operating agreement 

Issuing your K1 No Accountant, from the 

partnership tax return 

Valuing the underlying 

property 

No Sponsor and independent 

appraisers 

Forced transfer for wallet 

recovery or estate 

Yes, mechanically Operating agreement 

authorizes the transfer; 

sponsor directs it 

Pausing transfers during 

material events 

Yes, mechanically Operating agreement 

authorizes the pause; 

sponsor directs it 

Resolving disputes between 

parties 

No Courts or arbitration, under 

the operating agreement 

Enforcing the sponsor's 

fiduciary duties 

No State LLC law, operating 

agreement remedies, and 

the courts 

The Forced Transfer Function, Revisited 

I introduced the forced transfer function in Chapter 4, in the context of wallet recovery. I want to 

come back to it briefly here, because the function illustrates the legal layer and the technology 

layer working together in the way they are supposed to. 

The forced transfer is a smart contract function that moves tokens from one wallet to another at 

the direction of the sponsor, without requiring the holder of the source wallet to sign the transfer. 
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The function is necessary for several legitimate purposes. If you lose access to your wallet, the 

sponsor needs the ability to move your tokens to a new wallet you control. If you pass away, your 

estate needs to receive your tokens through a transfer your wallet cannot authorize. If a court 

orders a transfer in a divorce proceeding or to satisfy a judgment, the transfer must happen even 

if the holder refuses to cooperate. In each of these situations, the forced transfer function is what 

allows the technology layer to give effect to outcomes the legal layer has produced. 

The function is also one that, in the wrong hands, could be abused. A sponsor with unrestricted 

forced transfer authority could in theory move tokens away from a holder for reasons not 

authorized by the operating agreement. This is why the legal layer is essential. The operating 

agreement defines the circumstances under which the forced transfer function may be invoked, 

the procedures the sponsor must follow before invoking it, and the holder's recourse if the function 

is used improperly. In a well drafted offering, the forced transfer authority is narrowly scoped to 

the recovery, estate, court order, and other specific situations the operating agreement spells out. 

A sponsor who attempted to use the function outside those situations would be in breach of the 

operating agreement and exposed to the full set of legal remedies that breach would carry. 

What Makes the Forced Transfer Function Safe 

The forced transfer function is safe because the operating agreement constrains it. The smart 

contract can execute a forced transfer mechanically, but the sponsor's authority to direct one 

is limited by the legal layer. When you read a tokenized offering's operating agreement, the 

section governing the forced transfer authority is one of the most important to review. It should 

list specifically the situations in which the function may be used and the procedures that apply. 

An agreement that gives the sponsor broad forced transfer authority without clear limits is an 

agreement that has not been drafted carefully enough. 

The Global Pause, Revisited 

The global pause is the other smart contract function that deserves a closer look in this chapter. 

Chapter 7 described the pause in the context of the exit, when the property goes under contract. 

The pause function is also available in other circumstances. The operating agreement defines the 

events that may trigger a pause and the maximum duration of any pause the sponsor may impose. 

Why does the function exist? Because there are circumstances in which the integrity of the 

offering's secondary market requires that trading stop temporarily. The disposition of the property 

is one such circumstance, as Chapter 7 described. A pending change to the offering's compliance 

configuration is another. A regulatory development that affects the offering's status is a third. A 

security incident affecting the platform or the smart contract is a fourth. In each of these situations, 

continuing to allow trading while the sponsor and the platform address the issue could expose 

investors to harm that the pause prevents. 
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Like the forced transfer function, the global pause is a powerful tool that the operating agreement 

constrains. The agreement specifies the events that may trigger a pause, the notice the sponsor 

must provide, the maximum duration, and the procedures for lifting the pause when the triggering 

event has been resolved. A sponsor who imposed a pause outside those parameters would be in 

breach of the operating agreement. The combination of the technology layer's mechanical 

capability and the legal layer's procedural constraints is what makes the function useful without 

making it dangerous. 

Why the Operating Agreement Still Governs Everything 

I want to spend a few paragraphs on the most important point in this chapter, because it ties the 

architecture together and explains how to read every tokenized offering you will ever encounter. 

The operating agreement is the legal document that defines your rights, the sponsor's obligations, 

and the rules that govern the offering. The smart contract is a piece of software that carries out 

some of those rules. In every well structured tokenized offering, the operating agreement was 

written first and the smart contract was configured to implement what the operating agreement 

requires. The order matters. The legal document is the source. The code is the execution. 

When you want to know what you own, you read the operating agreement. When you want to 

know what your rights are, you read the operating agreement. When you want to know what the 

sponsor can and cannot do, you read the operating agreement. The smart contract is the 

mechanical layer underneath. If you ever needed to enforce your rights in court, the operating 

agreement is the document the court would interpret. The smart contract would be evidence about 

what happened on the blockchain. The legal source of your rights would be the agreement. 

Why does this matter in practice? Because when something goes wrong or feels off, your first 

move is always to consult the operating agreement, not the smart contract. If the sponsor takes 

an action you do not understand, the question is whether the operating agreement authorizes it. 

If a transfer was rejected and you do not know why, the question is what the operating agreement 

says about transfer restrictions. If a pause has been imposed and you want to know how long it 

can last, the question is what the operating agreement provides. The operating agreement is the 

answer to every legal question you will ever ask about your investment. The smart contract is the 

implementation of what the operating agreement has already decided. 

⚠  When the Code and the Document Appear to Conflict 

If you ever notice a discrepancy between what the smart contract is doing and what the 

operating agreement says it should do, the operating agreement controls. Raise the issue 

with the sponsor in writing, ask for a written explanation, and if the explanation is unsatisfying, 

consult a securities attorney. The smart contract may need to be corrected, the operating 

agreement may be ambiguous on the point, or the sponsor may have made an administrative 
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error. In any of these cases, the legal document is the source of truth, and the technology 

layer must be brought into alignment with it. The reverse is never the answer. 

Questions to Ask About the Smart Contract 

When you are evaluating a tokenized real estate offering, the smart contract questions are a small 

subset of your due diligence. They are not the most important ones, but they are worth asking, 

because a sponsor's answers tell you how seriously the technology layer has been thought 

through. 

• Which token standard does the smart contract follow, and has the contract been 

independently audited? 

• Which specific functions does the smart contract include, and which of them require 

sponsor action versus running automatically? 

• Who holds the keys that authorize the sponsor's actions, and what controls are in place to 

prevent unauthorized use of the forced transfer or pause functions? 

• If the smart contract is hosted by a platform, what happens to the smart contract's 

continued operation if the platform ceases to provide services? 

• Are the smart contract's compliance rules current with the offering documents, and what 

procedure governs updates to the compliance rules during the holding period? 

A reputable sponsor will be able to answer all of these clearly. The answers should track what the 

operating agreement says about each of these topics. If the answers do not line up with the 

operating agreement, the architecture has a gap that you and your counsel need to understand 

before you commit. 

Key Takeaway 

The Smart Contract Is the Implementation Layer, Not the Legal Layer 

The smart contract in your tokenized real estate offering does specific, useful work. It issues 

your tokens, records every transfer, enforces eligibility on every transfer, supports the 

recovery and pause functions the operating agreement authorizes, and retires the tokens at 

the end of the deal. It does not calculate your distributions, generate your K1, value the 

underlying property, enforce the sponsor's fiduciary duties, resolve disputes, or protect you 

from a bad investment. It is a tool with a specific scope of work, and the work it does, it does 

mechanically and reliably. Above the technology layer sits the operating agreement, which 

defines your rights and tells the smart contract what to do. Behind the operating agreement 

sit the federal and state securities laws, the state LLC law, and the antifraud rules that have 
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governed private real estate for nearly a century. Every layer plays its part. The smart contract 

is the part you can see on the blockchain. It is not the part that decides what you own. 

Looking Ahead 

Part Three of the book closes here. You now have a working understanding of the experience of 

investing in a tokenized real estate offering, the regulatory framework that governs it, and the 

architecture that makes the format work. Part Four shifts the book from understanding to action. 

Chapter 11 begins the due diligence sequence, with the questions and the framework you should 

use to evaluate any specific sponsor and any specific deal. The same standards you have always 

applied to conventional syndications apply here, with one additional category added on top. The 

chapter walks through both. 
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CHAPTER 11 

Evaluating the Sponsor: Same Questions, One New 
Category 

Add one category to your existing due diligence checklist. Keep everything else. 

The book has spent ten chapters explaining what a tokenized real estate offering is and how it 

works. Now we turn to the question that actually matters when you are deciding whether to write 

a check. How do you evaluate the sponsor and the deal? My answer is that you evaluate them 

almost exactly the way you have been evaluating private real estate sponsors and deals for your 

entire investing life. The tokenized format adds one new category of analysis on top of the existing 

framework. It does not replace any of the categories that have always mattered. 

I want to be specific about this because it is the most useful piece of practical guidance I can give 

you in the whole book. Investors who are new to tokenization sometimes assume that the 

technology layer requires them to develop a whole new skill set, and they hesitate to invest 

because they feel unprepared. The honest truth is that the most important questions in tokenized 

due diligence are the same questions that have mattered in private real estate for fifty years. The 

sponsor. The asset. The market. The terms. The track record. If you can evaluate those things, 

you can evaluate a tokenized offering. You will just need to add a small set of additional questions 

about the tokenized compliance capability, and the chapter walks you through what to ask. 

Everything You Already Know How to Do 

Before we add anything new, let me list the categories of evaluation that apply to every private 

real estate offering you have ever invested in. Each of these matters in a tokenized deal exactly 

as much as it has always mattered in a conventional one, and a sponsor who cannot satisfy you 

on these existing categories is not worth a second meeting, regardless of how impressive the 

tokenization story is. 

The Sponsor's Track Record 

How long has the sponsor been doing this kind of deal? How many properties have they taken 

from acquisition through disposition? What were the returns? Did the projections in the original 

offering memoranda match what investors actually received? Has the sponsor had any deals that 

did not perform, and if so, how did the sponsor handle the situation? Can you talk to investors 

from prior deals? The track record question is the most important question in any private real 

estate evaluation, and it is the question a tokenized format does nothing to change. 

The Asset and Its Business Plan 

What property is the sponsor acquiring? How is the price supported by the market? What is the 

business plan for the asset, and how realistic are the assumptions behind it? What are the major 
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risks to the business plan, and how does the sponsor propose to manage them? Where does the 

sponsor's view differ from the broker's pitch, and why? Have you read the third party reports, the 

appraisal, the property condition assessment, and the title report? Are the assumptions in the pro 

forma defensible against your own view of the market? 

Market Expertise 

Does the sponsor have a track record in the specific market where the property sits? How well 

does the sponsor understand the local rental market, the local labor market, the local regulatory 

environment, and the local economic drivers? A sponsor with a long record in one market may 

not be the right sponsor for a property in a different market, and the sponsor's honesty about that 

distinction is itself a signal about how the deal is being structured. 

Alignment of Interest 

How much capital is the sponsor putting into the deal? Is the sponsor earning significant current 

cash compensation regardless of how the deal performs, or is most of the sponsor's economic 

upside dependent on the deal's success? How are the management fees structured? How is the 

promote structured, and at what hurdle does it kick in? Does the structure align the sponsor's 

interests with yours, or does it allow the sponsor to be paid even if the investors are not? 

The Terms 

What is the preferred return? How is it calculated, compounded, and paid? What is the promote, 

and where does it sit in the waterfall? What rights do the investors have if the deal is not 

performing as projected? What happens at the end of the hold period if the sponsor wants to 

extend the term? What information are you entitled to receive during the hold, and how often? 

How are major decisions handled, and which require investor consent? These are the terms that 

have always governed private real estate investment, and they govern your tokenized deal in the 

same way. 

What This List Tells You About Your Position 

You already know how to do all of this. You have asked these questions, or some version of 

them, for every conventional syndication you have ever invested in. The tokenized format 

does not require you to start over. It requires you to add one new category to your existing 

list. The next section is what that new category looks like. 

The One Category That Is New: Tokenized Compliance Capability 

The category you add for a tokenized offering is the sponsor's competence in the tokenized format 

itself. This is not a question of whether the sponsor knows how to run a real estate deal. It is a 

question of whether the sponsor has the legal team, the platform relationship, and the compliance 

discipline that the tokenized format requires. The sponsor's existing skills in selecting and 
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operating real estate are necessary but not sufficient. The tokenized layer requires a separate 

body of competence, and you need to assess it on its own terms. 

The honest reality of the tokenized real estate market today is that it has more sponsors who want 

to launch tokenized offerings than it has sponsors who have built the capability to do so 

responsibly. The gap between these two groups is where most of the avoidable problems show 

up. A sponsor with a strong real estate track record but a weak tokenized compliance program is, 

paradoxically, more dangerous than a sponsor without either, because the strong real estate track 

record is what gets the investor in the door in the first place. The weak compliance program is 

then discovered too late. 

The new category breaks into three pieces. The sponsor's legal team. The sponsor's platform 

relationship. And the sponsor's compliance discipline. Each of these is worth a few minutes of 

focused inquiry before you commit. 

The Sponsor's Legal Team 

I am, of course, a securities attorney, and so my view here is not neutral. With that disclosed, 

here is what I will tell you. The single most important indicator of whether a tokenized real estate 

offering has been structured properly is the experience of the sponsor's securities counsel. The 

legal team is what stands between the sponsor's intentions and the offering's actual compliance 

with federal and state securities law. If the legal team does not have substantial experience with 

tokenized securities offerings, the compliance program is probably weaker than the offering 

documents suggest. 

What you are looking for is securities counsel that has worked on tokenized offerings specifically, 

beyond conventional Regulation D offerings. The two are related, but the tokenized format 

introduces a set of additional considerations that conventional securities counsel will not 

necessarily have encountered. The configuration of the compliance module. The drafting of the 

operating agreement provisions that authorize the smart contract functions. The disclosure of 

technology risks in the private placement memorandum. The integration of the offering with the 

chosen platform's infrastructure. The handling of the ongoing compliance obligations during the 

holding period. Each of these is an area where experience matters and where inexperience 

produces avoidable mistakes. 

Questions to Ask the Sponsor About the Legal Team 

• Who is the sponsor's securities counsel for this offering? 

• How many tokenized real estate offerings has the firm represented in the past three years? 

• Is the securities counsel responsible for the offering's ongoing compliance during the 

holding period, or only for the launch? 

• Has the firm advised the sponsor on the configuration of the compliance module, or is that 

being handled by the platform without legal review? 



From Paper to Blockchain   |  Chapter 11 

Page 90 

• Has the firm published or spoken publicly on tokenized securities matters? This is not 

required, but it is a useful signal of expertise. 

A sponsor who can answer these questions with specifics is a sponsor whose legal foundation is 

solid. A sponsor who is vague, who cannot name the law firm, or who suggests that legal advice 

was not necessary because the platform handles the compliance, is signaling that the legal 

foundation is not where it should be. 

The Sponsor's Platform Relationship 

The technology platform is the second pillar of the tokenized compliance program. The platform 

is the company that provides the smart contract infrastructure, the wallet system, the investor 

portal, the compliance verification services, and the integration with any alternative trading system 

the offering uses. The sponsor does not build this infrastructure. The sponsor contracts with a 

platform that does. 

The quality of the platform matters because the platform's infrastructure is what makes the 

tokenized aspects of the offering work. A platform with a strong track record, an experienced 

engineering team, audited smart contract code, and reliable customer support is the kind of 

partner that lets the sponsor focus on operating the real estate. A platform that is new, that has 

limited operating history, or that lacks the integrations the offering needs, creates execution risk 

that the sponsor will eventually pass through to the investors. 

Questions to Ask About the Platform 

• Which platform is the sponsor using for the tokenized issuance and the ongoing 

compliance functions? 

• How long has the platform been operating? How many tokenized offerings has it 

processed? 

• Has the platform's smart contract code been independently audited, and by whom? 

• What happens to the offering if the platform ceases to operate? What data portability or 

transition provisions are in place? 

• Is the platform a registered broker dealer, or does it work through an integrated broker 

dealer? How are the regulatory functions handled? 

• What is the platform's track record on the operational basics: distribution processing, portal 

uptime, credential renewals, and customer support? 

⚠  The Audit Question Matters More Than the Others 

The single platform question that should never go unanswered is the audit question. Any 

platform deploying smart contracts that hold real investor money should have had those smart 

contracts audited by an independent firm with experience in securities token standards. The 
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audit report should be available on request, and the sponsor should be able to identify the 

auditor by name. A sponsor who cannot answer this question, or who says the audit was 

performed but cannot point to a report, is in possession of a serious problem they may not 

yet recognize. Walk away if the audit cannot be confirmed. 

The Sponsor's Compliance Discipline 

The third pillar is the sponsor's own internal compliance discipline. This is the soft skill of running 

a securities offering properly over a multi year holding period, and it is the easiest to fake during 

the marketing phase and the hardest to maintain when no one is watching. The sponsor's 

compliance discipline is what determines whether the offering's compliance program continues to 

function in year four or year five, when the platform has had personnel changes, the credential 

renewals are due, the secondary market is generating transfers, and the sponsor's attention is on 

operating the property rather than on the tokenized infrastructure. 

What you are looking for is evidence that the sponsor takes the ongoing compliance obligations 

seriously. There should be a clear answer about who, on the sponsor's team or among the 

sponsor's advisors, is responsible for monitoring the tokenized compliance program throughout 

the holding period. The sponsor should be able to describe the routine compliance work that will 

happen quarterly, annually, and on event triggered occasions, and to identify which regulatory 

developments might affect the offering along with how they propose to address them. 

Questions to Ask About the Compliance Program 

• Who on your team is responsible for the ongoing compliance of the tokenized offering 

during the holding period? 

• What is the routine cadence of compliance work, including credential renewals, regulatory 

monitoring, and platform coordination? 

• How will compliance module updates be handled if changes are needed during the holding 

period? 

• What is the sponsor's process for communicating compliance related events to investors, 

including pauses, forced transfers, and material updates? 

• Has the sponsor experienced any compliance incidents in prior tokenized offerings, and 

how were they handled? 

Putting the New Category Into Your Existing Framework 

The way to integrate the tokenized category into your due diligence is to treat it as a gating 

question. You evaluate the sponsor's real estate competence using everything you already know. 

A sponsor who passes that evaluation then has to clear the tokenized compliance questions; one 

who passes both moves on to the offering documents and the rest of the analysis you would run 
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for any private deal. A sponsor who fails the tokenized evaluation is off the table even if the real 

estate side is excellent, because the structural risk created by a weak compliance program is too 

large to ignore. 

This is a two stage filter rather than two parallel evaluations. The real estate competence is 

necessary. The tokenized competence is also necessary. Both have to be present. A sponsor 

who is strong on one but weak on the other is a sponsor whose offering you should pass on, 

regardless of which side is the weak side. 

Stage What You Are 
Evaluating 

What Passes What Fails 

Stage 1: Real 

estate 

competence 

Track record, 

asset, market 

expertise, 

alignment, terms 

Strong record, 

defensible business 

plan, market expertise, 

aligned interests, 

market terms 

Limited record, 

speculative business 

plan, mismatched 

market expertise, weak 

alignment, sponsor 

friendly terms 

Stage 2: 

Tokenized 

competence 

Legal team, 

platform, 

compliance 

discipline 

Experienced securities 

counsel, established 

platform, dedicated 

ongoing compliance 

Inexperienced counsel, 

new or untested 

platform, no clear 

compliance ownership 

Stage 3: 

Document 

review 

Private placement 

memorandum, 

operating 

agreement, 

subscription 

agreement 

Full and clear 

disclosures, balanced 

operating agreement, 

no surprises in the 

subscription documents 

Vague or incomplete 

disclosures, sponsor 

friendly terms, hidden 

authority for compliance 

module changes, 

technology risk 

disclosures missing or 

inadequate 

Red Flags Unique to Tokenized Offerings 

Beyond the questions above, there are a few signals specific to tokenized offerings that should 

put you on alert. None of them are absolute disqualifiers, but each one is a question that deserves 

more attention than the sponsor's first answer. 

• The sponsor cannot name the platform or the token standard. If a sponsor pitching a 

tokenized offering cannot tell you which platform is providing the infrastructure or which 

token standard the smart contract follows, the sponsor has not done the work of 

understanding their own deal. The legal team and the platform team have done the work, 

and the sponsor is hoping you do not notice that the sponsor's own knowledge is shallow. 
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• The compliance program is described as the platform's responsibility. The platform 

provides infrastructure. The sponsor is responsible for the compliance program. A sponsor 

who deflects compliance questions by pointing to the platform is signaling that no one on 

the sponsor's team owns the function, which means the function may not happen reliably. 

• The legal team is identified only in the offering documents, not in conversation. The 

sponsor's securities counsel is named on the cover of the private placement 

memorandum, and yet when you ask the sponsor about the legal team in conversation, 

the sponsor cannot describe the firm's tokenized securities experience. This usually 

means the sponsor selected the firm on price or relationship rather than on capability, and 

the gap may show up later. 

• The offering documents lack technology risk factors. The private placement 

memorandum should include risk factors specific to the tokenized format, covering smart 

contract risks, platform continuity risks, regulatory development risks, secondary market 

risks, and custody risks. If these are missing or thin, the offering documents have not been 

drafted carefully for the format, and the sponsor's legal team may not have the experience 

the offering needs. 

• The sponsor uses the tokenized story as the primary pitch. A sponsor whose pitch 

for the deal leans on the tokenized format, rather than on the property, the team, and the 

business plan, is selling the wrong thing. The tokenized format is infrastructure. It is not 

what makes a real estate deal good. A sponsor who does not understand this distinction 

may also not understand what actually drives real estate returns. 

• The accredited investor verification is informal. Under Rule 506(c), the sponsor is 

required to take reasonable steps to verify accredited status, which means documentary 

verification. A sponsor who accepts self certification for what appears to be a 506(c) 

offering is either confused about the exemption or cutting corners on it. Either way, the 

offering's exemption is at risk, and your investment is at risk along with it. 

• The track record on tokenized deals is short or absent. Many real estate sponsors are 

launching their first tokenized offering today, and a short tokenized track record is not 

necessarily disqualifying. What you want is a sponsor who is honest about being new to 

the format and who has compensated for inexperience by building a strong legal and 

platform team. A sponsor who claims tokenized experience that they cannot substantiate, 

or who treats the format as if they have been doing it for years when they have not, is 

signaling something less reassuring. 

Talking to Prior Investors 

If the sponsor has prior tokenized deals, ask to speak with one or two investors from those deals. 

Most sponsors will accommodate the request. The conversations you have with prior investors 
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will tell you more about the sponsor's compliance discipline than any answer the sponsor can give 

you directly. The questions you want to ask the prior investors are simple. 

• Did the credentials renewals happen on time, and were the renewal instructions clear? 

• Were the quarterly distributions paid on schedule? 

• Did the investor portal work reliably? 

• If there were any issues with the platform or the compliance module, how were they 

communicated and resolved? 

• If the deal has reached an exit, did the closeout go smoothly? 

• Would the investor invest with this sponsor again, and what would they do differently if 

they did? 

An investor who has lived through the holding period of a tokenized deal has information that no 

offering memorandum can give you. The information they have is generally more reliable than the 

information the sponsor can provide about themselves, because the prior investor has nothing to 

sell you. If the sponsor refuses to provide any prior investor references, or if every prior investor 

you reach reports operational problems that the sponsor did not mention, you have learned 

something important that the marketing materials would not have told you. 

Key Takeaway 

Add One Category to Your Existing Checklist 

Your due diligence for a tokenized real estate offering is your existing due diligence for a 

private real estate offering, plus one additional category. The existing categories are the 

sponsor's track record, the asset and business plan, the market expertise, the alignment of 

interest, and the terms. The new category is the sponsor's tokenized compliance capability, 

which has three pillars. The legal team. The platform relationship. The compliance discipline. 

A sponsor who is strong on both the existing categories and the new category is a sponsor 

worth taking seriously. A sponsor who is weak on either side is a sponsor to pass on, no 

matter how compelling the other side may look. The tokenized format does not change the 

fundamental analysis. It adds one important question on top, and the question is whether the 

sponsor has built the capability the format requires. 

 

Looking Ahead 

Chapter 12 takes you into the offering documents themselves. The private placement 

memorandum, the operating agreement, the subscription agreement, and the tokenization 

specific provisions that should appear in each. The chapter tells you what to look for, what to be 

cautious about, and which disclosures are protections rather than complexity for its own sake. If 
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you read offering documents already, the chapter will give you the additional reading guide you 

need for the tokenized version. 
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CHAPTER 12 

Reading the Offering Documents: What Is New and 
What to Watch For 

The additional disclosures in a tokenized PPM are protections for you, not complexity 
for its own sake. 

If you have invested in private real estate before, you have received the same three documents 

in every deal. A private placement memorandum, often called the PPM. An operating agreement, 

sometimes called the LLC agreement or the limited partnership agreement. And a subscription 

agreement, with the schedules that confirm your investment terms and your investor 

representations. Those three documents are the entire legal package for almost every private real 

estate syndication on the market today, whether conventional or tokenized. 

A tokenized offering uses the same three documents, with additional content in each one that 

addresses the tokenized mechanics. The structure of the documents has not changed. What has 

changed is that each document has new sections you should read carefully, because each section 

contains either protections that the conventional version did not have, or commitments that the 

conventional version did not require. This chapter walks you through what to look for in each of 

the three documents. 

Before we begin, I want to set a realistic expectation. Reading offering documents is work. A 

serious PPM runs forty to eighty pages. An operating agreement runs another forty to one hundred 

pages. The subscription agreement is usually thirty pages with another twenty pages of 

schedules. Most investors do not read all of this carefully, even in conventional deals. The point 

of the next several pages is not to turn you into a reader of every paragraph. The point is to tell 

you exactly which sections, in each of the three documents, are worth your focused attention in a 

tokenized offering. The rest you can skim the same way you would in any deal. 

The Private Placement Memorandum 

The PPM is the marketing and disclosure document for the offering. It describes the deal, the 

property, the sponsor, the team, the risks, the terms, the projected returns, the use of funds, the 

structure of the LLC, and the legal framework. In a conventional syndication, the PPM has a well 

established structure that has been refined over decades. In a tokenized offering, the same 

structure remains in place, with additional content typically presented either as a dedicated 

tokenization section or as a tokenization addendum at the end of the document. 

The Tokenization Section or Addendum 

Look for a section, usually titled something like "The Tokenized Format" or "Token Mechanics" or 

"Smart Contract Architecture," that describes how the offering will be tokenized. The section 

should identify the platform, the token standard, the wallet provider, the alternative trading system 
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if any, and the basic mechanics of how your tokens will be issued, held, and transferred. The 

section does not need to be long. What it needs to be is specific. Vague descriptions of the 

technology, descriptions that read as marketing rather than as disclosure, and descriptions that 

avoid naming the actual service providers are all signals that the section was drafted without much 

rigor. 

Technology Risk Factors 

The risk factors section of the PPM is the most important section in the entire document, and the 

technology risk factors are the part of the section that did not exist in your conventional deals. A 

well drafted tokenized PPM will include specific risk factors covering the topics below. If any of 

these are missing, the PPM is incomplete and the sponsor's legal team has cut corners. 

• Smart contract risk. Smart contracts are software. Software has bugs. A bug in the smart 

contract could in theory cause tokens to behave in ways the operating agreement did not 

contemplate. A risk factor on this topic should describe the steps the sponsor has taken 

to manage the risk, including independent audits, the operating agreement provisions that 

authorize corrections, and the procedure for addressing any defect that is identified during 

the holding period. 

• Platform continuity risk. The platform that hosts the tokenized infrastructure is a private 

company that could in theory fail, change ownership, or cease providing services. A risk 

factor on this topic should describe what would happen to the offering if the platform 

ceased operations, including any data portability provisions, key escrow arrangements, 

and transition assistance commitments. 

• Custody risk for self custody wallets. If the offering allows investors to hold their tokens 

in self custody wallets, a risk factor should describe the consequences of losing access to 

a self custody wallet, the role of the forced transfer function in recovery, and the limits of 

the recovery mechanism. 

• Regulatory development risk. The regulatory framework for tokenized securities is 

settled in its broad outlines but continues to develop in detail. A risk factor on this topic 

should describe the kinds of regulatory changes that could affect the offering and the 

sponsor's approach to monitoring and responding to them. 

• Secondary market risk. If the offering anticipates secondary market trading, a risk factor 

should describe the limits of the secondary market, including the risk that no buyer will be 

available at the time of any attempted sale, the risk that trading prices may not reflect the 

underlying value of the real estate, and the risk that the alternative trading system 

relationship may not survive the offering's full term. 

• Forced transfer risk. The forced transfer function is a powerful tool, and the operating 

agreement should constrain it. A risk factor should describe the circumstances in which 

the function may be used and the procedures that apply. An overly broad risk factor signals 
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an overly broad authority in the operating agreement, which is a substantive problem 

rather than a disclosure one. 

• Compliance module risk. The compliance module enforces transfer restrictions 

automatically. A risk factor should describe the possibility that the module could in theory 

reject a transfer that should have been permitted, the procedures for addressing the 

situation if it occurs, and the limits of the sponsor's authority to update the module during 

the holding period. 

⚠  Vague Technology Risk Factors Are a Substantive Problem 

If the PPM's technology risk factors are short, vague, or written in language that reads like 

marketing rather than disclosure, the legal team did not do the work the offering required. A 

sponsor cannot disclose risks in vague language and then later argue that the investors were 

on notice. Vague disclosures are worse than thorough ones for both the sponsor and the 

investor, because they leave the legal status of the disclosures uncertain. A PPM that gives 

you specific, plain language risk factors is a PPM that has been drafted properly. A PPM that 

hides behind generalities is a PPM that has not. 

Secondary Market Disclosures 

If the offering depends in any way on the availability of secondary market trading, the PPM should 

be specific about what has been arranged. There is a significant difference between a sponsor 

who has signed an engagement agreement with a specific alternative trading system, and a 

sponsor who intends to establish such a relationship at some point in the future. Both kinds of 

statements appear in tokenized offering memoranda, and they describe completely different 

commitments. 

Language You Might See What It Actually Means 

"The tokens will be eligible for trading on a 

regulated alternative trading system following 

the expiration of the holding period." 

Aspirational. The sponsor has not 

committed to any specific ATS and is 

reserving the right to figure out the 

arrangement later. 

"The sponsor has entered into an engagement 

agreement with [named ATS] to list the tokens 

for secondary market trading following the 

expiration of the holding period." 

Contractual. A specific platform has 

agreed to list the tokens, and the sponsor 

can produce the engagement agreement 

on request. 

"The sponsor intends to make the tokens 

available on a secondary market." 

Aspirational, and unusually vague even 

by aspirational standards. 
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Language You Might See What It Actually Means 

"The sponsor will use commercially reasonable 

efforts to establish secondary market trading." 

A soft commitment that is enforceable in 

principle but easy to satisfy by 

inadequate effort. Better than nothing, 

worse than a signed engagement 

agreement. 

"Secondary market trading is expected to 

commence on or about [specific date] through 

[named ATS], subject to applicable holding 

periods and regulatory conditions." 

Strong commitment, with specific platform 

and timing identified. 

 
The difference between aspirational language and contractual language matters because it tells 

you what you are actually getting. A sponsor who pitches the liquidity feature of a tokenized deal 

and then discloses only aspirational language in the PPM is overselling the liquidity. The liquidity 

may eventually arrive, but the sponsor has not committed to deliver it. If the secondary market is 

part of why you are investing, read the language carefully and ask the sponsor to produce the 

underlying engagement documents. 

The Operating Agreement 

The operating agreement is the most important document in the entire package. It defines your 

rights as a member, the sponsor's obligations as the manager, the economics of the deal, the 

procedures for major decisions, the dispute resolution framework, and the transfer restrictions. 

The book has come back to this document repeatedly because it is the source of every right you 

have in the investment. Everything the smart contract does, the operating agreement has 

authorized. Reading the operating agreement carefully is the single most useful thing you can do 

before you invest. 

In a tokenized offering, the operating agreement contains all of the standard provisions plus 

several additional ones that address the tokenized mechanics. Below are the sections that are 

either new or substantially modified in a tokenized operating agreement, and what to look for in 

each. 

Definitions 

The definitions section of the agreement, near the beginning, will include new terms that did not 

appear in your conventional deals. Tokens. Smart contract. Compliance module. ONCHAINID. 

Wallet. Platform. Alternative trading system. The defined terms should be consistent with how 

they are used in the PPM and the subscription agreement. Inconsistencies between the 

documents on these definitions are signs that the documents were not drafted together carefully. 
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Issuance of Membership Interests in Tokenized Form 

The agreement should authorize the sponsor to issue the membership interests in tokenized form, 

describe how the tokens correspond to the membership interests, and clarify that the legal interest 

is the membership interest while the token is the recording mechanism. The provision should also 

confirm that nothing in the tokenized format limits or modifies the substantive rights of the 

members under the operating agreement. The language is technical, but the substantive point is 

the one Chapter 1 made: the legal layer controls, and the technology layer implements. 

Transfer Restrictions and the Compliance Module 

The transfer restrictions in the operating agreement should match what the compliance module 

is configured to enforce. The agreement should specifically authorize the sponsor to configure 

and update the compliance module, describe the procedures for any updates that affect material 

rights, and address what happens if a transfer is rejected in error. The transfer restrictions should 

be familiar to anyone who has read a conventional operating agreement. They include the 

accreditation requirement, the prohibition on transfers to ineligible persons, the Rule 144 holding 

period, the transfer consent requirement, and the maximum holder limitations that apply to 

partnerships. The new piece is the language that ties the legal restrictions to the technology layer 

that enforces them. 

Forced Transfer Authority 

The agreement should specifically authorize the sponsor to direct the smart contract to execute 

forced transfers in the circumstances the agreement describes. The circumstances should be 

limited and specific. The list typically includes the following. 

• Wallet recovery upon loss of access. 

• Estate transfers upon the death of a holder. 

• Court ordered transfers in divorce, bankruptcy, or judgment enforcement. 

• Compliance corrections if a transfer was permitted in error. 

• Sanctions screening responses if a holder is added to a restricted list during the holding 

period. 

The list should be closed rather than open ended. A provision that gives the sponsor unrestricted 

forced transfer authority is a provision that should make you uncomfortable. 

Pause Authority 

The agreement should authorize the sponsor to direct the smart contract to pause transfers in 

defined circumstances and for a defined maximum duration. The circumstances should be 

material events that justify pausing trading on the secondary market. They typically include the 

following. 



From Paper to Blockchain   |  Chapter 12 

Page 101 

• The disposition of the property. 

• A pending compliance module update. 

• A regulatory development affecting the offering. 

• A platform security incident. 

The maximum duration should be a specific number of days or months, with procedures for lifting 

the pause when the triggering event has been resolved. 

Platform and Service Provider Relationships 

The agreement should identify the platform, the wallet provider, and any other service providers 

material to the tokenized infrastructure. The agreement should also describe what happens if the 

sponsor changes service providers during the holding period, including any notice requirements 

and any data portability commitments. A sponsor who reserves the right to change platforms 

without member notice is a sponsor who has retained more flexibility than the structure justifies. 

Voting and Information Rights 

The agreement should describe how voting works in a tokenized format. Most agreements provide 

that voting power follows token ownership, with a procedure for confirming token holdings as of a 

record date and a procedure for collecting and counting votes through the platform or a third party. 

The information rights should also address how reports and notices will be delivered, including 

any provisions for digital delivery through the platform's investor portal. 

The Single Most Important Test for the Operating Agreement 

The clearest test for whether the operating agreement is well drafted is whether the smart 

contract authorizations are appropriately bounded. If every provision that grants the sponsor 

an authority over the smart contract also includes a limit, a procedure, and a remedy if the 

authority is misused, the agreement was drafted carefully. If the authorities are open ended, 

the limits are vague, and the procedures are absent, the agreement was drafted to give the 

sponsor maximum flexibility rather than to give the investors substantive protections. The 

difference is usually visible to a careful reader within a few pages of the relevant sections. 

The Subscription Agreement 

The subscription agreement is the document you actually sign when you invest. It contains your 

representations and warranties as an investor, your subscription amount, your acknowledgment 

of the offering documents, and the agreement of the sponsor to admit you as a member of the 

LLC. In a tokenized offering, the subscription agreement also includes provisions specific to the 

tokenized format that you should read before you sign. 

Wallet Address and Custody Representations 
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The subscription agreement will ask you to provide the wallet address where your tokens should 

be delivered, or to confirm that you are using a custodial wallet provided by the platform. The 

agreement will include representations from you about the wallet, including that you control it, that 

you have the right to receive tokens at it, and that you understand the consequences of providing 

an incorrect address. These representations are not boilerplate. They are how the sponsor 

protects against the kinds of errors that can happen if a wallet address is mistyped or 

compromised. Read the wallet provisions before you complete the form. 

⚠  Read the Wallet Address Section Twice 

The single most consequential thing you do on the subscription agreement is provide the 

wallet address where your tokens will be delivered. An incorrect address can in theory cause 

your tokens to be issued to a wallet you do not control, with limited recovery options. Take 

the time to verify the wallet address character by character before you submit the form. If you 

are using a custodial wallet provided by the platform, confirm the wallet has been set up 

correctly and is linked to your account. The wallet provisions are mechanical, but the 

consequences of an error are not. 

Tokenized Format Acknowledgments 

The subscription agreement will include acknowledgments from you that you understand the 

tokenized format, that you have received the PPM, that you have had the opportunity to ask 

questions, and that you understand the risks specific to the tokenized format. These 

acknowledgments are protective on both sides. The sponsor needs them to demonstrate that you 

were on notice of the format. You need them to confirm that the disclosures you have read are 

the same disclosures that govern your investment. If the subscription agreement asks you to 

acknowledge things the PPM did not actually disclose, raise the issue with the sponsor before 

you sign. 

ONCHAINID and Identity Verification Authorizations 

The subscription agreement will authorize the sponsor and the platform to verify your identity, to 

confirm your accredited status, to perform sanctions screening, and to write the resulting 

confirmations to the blockchain in the form of an ONCHAINID claim. The authorization should be 

specific. It should describe what verifications will be performed, who will perform them, what data 

will be collected, and how the data will be handled. The authorization should not be unlimited or 

open ended. If the agreement grants the sponsor or the platform broad rights to use your 

information for unrelated purposes, the provision has been overdrafted and you should ask for it 

to be narrowed. 

Wire Instructions and Funding 
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The funding mechanics in a tokenized offering are typically the same as in a conventional one. 

You wire your funds to the offering's escrow account. The subscription agreement will include the 

bank account information and the wire instructions, often by reference to a separate document. 

Confirm the wire instructions verbally with the sponsor before you send the funds, using a phone 

number you obtained independently rather than the one in the email containing the instructions. 

This is wire fraud protection that applies in every real estate offering, and it is no less important in 

a tokenized one. 

How to Read These Documents Practically 

Now let me give you a practical reading approach, because telling you to read three documents 

that total well over one hundred pages is not, by itself, very useful. Here is the sequence I 

recommend to my investor clients, in the order I would do it myself. 

1.  Read the PPM first, in full or near full. The PPM is designed to be read by an investor, and 

the structure walks you through the offering in a sensible sequence. Pay particular attention 

to the risk factors, the technology risk factors, and the secondary market disclosures. Take 

notes on the questions that come up. Total time: an hour to two hours. 

2.  Read the operating agreement next, focusing on the sections this chapter described. 

The agreement is denser than the PPM, but you do not need to read every word. Focus on 

the definitions, the transfer restrictions, the forced transfer authority, the pause authority, the 

platform and service provider relationships, the voting and information rights, and the 

economics. Skim the rest. Total time: another hour to two hours. 

3.  Read the subscription agreement just before you sign it. The subscription agreement is 

shorter than the others and is meant to be signed close to the moment of investment. Read it 

carefully when you are ready to commit, with the wallet address and the tokenized format 

acknowledgments in particular focus. Total time: thirty to forty five minutes. 

4.  Bring the questions you have collected to the sponsor. After you have read all three 

documents, you will have a small set of questions that the documents did not fully answer. A 

reputable sponsor will be happy to respond to specific questions about the offering. The quality 

of the sponsor's answers tells you something about the offering that the documents alone 

cannot. 

5.  If you are uncertain about anything substantive, consult securities counsel. The 

investment of capital justifies the small cost of a focused review. A few hundred dollars of 

legal time can save you many thousands of dollars later if the documents contain provisions 

you should have noticed and did not. 

Document Red Flags 
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Below is a short list of patterns in the offering documents that should put you on alert. None is a 

single absolute disqualifier, but any of them is a reason to slow down, ask more questions, and 

consider whether the offering deserves the investment. 

• The PPM has fewer than three pages of risk factors specific to the tokenized format. Either 

the legal team did not develop the risk factors carefully, or the format is being treated as 

routine when it should not be. 

• The secondary market disclosures use aspirational language without identifying a specific 

alternative trading system. 

• The operating agreement gives the sponsor unrestricted forced transfer authority, or 

restricted forced transfer authority that the sponsor controls without procedural limits. 

• The operating agreement allows the sponsor to update the compliance module without 

member notice or, in some cases, without member consent for material changes. 

• The operating agreement does not identify the platform or the alternative trading system 

by name. 

• The operating agreement has a maximum pause duration that exceeds what the sponsor's 

stated rationale could justify, or no maximum at all. 

• The subscription agreement asks you to acknowledge disclosures that are not in the PPM, 

or to grant authorizations that are not described in the PPM. 

• The subscription agreement includes broad waivers of remedies, indemnification 

provisions that exceed what the operating agreement allows, or arbitration clauses that 

conflict with the operating agreement's dispute resolution procedures. 

• Definitions in any one of the documents are inconsistent with the definitions in the others. 

Each of these patterns deserves a conversation with the sponsor before you commit. A reputable 

sponsor will explain the rationale and, where appropriate, agree to modifications. A sponsor who 

refuses to discuss any of these, or who reacts defensively to the questions, is signaling that the 

documents were drafted in the sponsor's interest rather than in a balanced manner. 

Key Takeaway 

The Additional Disclosures Are Protections for You 

Tokenized offering documents have more content than conventional ones, and the additional 

content is there for your benefit. Technology risk factors disclose risks the conventional format 

did not have. Secondary market disclosures tell you exactly what the sponsor has and has 

not committed to. Operating agreement provisions on the smart contract authorities define 

the limits of the sponsor's power over your investment. Subscription agreement provisions on 

wallet addresses and tokenized acknowledgments confirm that the legal package and the 
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technology layer are aligned. None of these provisions is complexity for its own sake. Each 

one exists because the tokenized format introduced something specific that conventional 

documents did not address. The work of reading the documents is real, but the reading is the 

protection. A few hours of focused attention before you invest is the highest return investment 

of time you will make in the entire process. 

Looking Ahead 

Chapter 13 consolidates the due diligence framework into ten specific questions you can ask any 

sponsor about any tokenized offering. The questions are designed to be usable in a single 

conversation, with the answers giving you most of what you need to evaluate whether the offering 

is structured the way it should be. The chapter is short, focused, and immediately practical. By 

the end of it, you will have a checklist you can use with the next deal that crosses your desk. 
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CHAPTER 13 

Ten Questions to Ask Before You Invest in a 
Tokenized Offering 

A practical checklist you can bring to any sponsor conversation. 

The previous chapters in Part Four covered the framework for evaluating a tokenized offering. 

This chapter consolidates that framework into ten specific questions you can ask any sponsor 

about any deal. The questions are designed to be usable in a single conversation, with the 

answers giving you most of what you need to evaluate whether the offering is structured the way 

it should be. 

I want to give you a practical tool here, not a complete diagnostic. A sponsor who answers all ten 

of these questions clearly and well is a sponsor whose offering deserves the deeper document 

review I described in Chapter 12. A sponsor who struggles with several of them is a sponsor 

whose offering you can probably set aside without going further. The ten questions are the screen. 

The document review is the second stage analysis for the offerings that pass the screen. 

Each question below comes with three pieces of context. Why the question matters. What a good 

answer sounds like. What a bad answer sounds like. The format is designed so you can read the 

chapter once before a sponsor meeting and walk in prepared to ask each question in your own 

words. 

Question 1.  What securities exemption governs this offering, and 
how is accreditation being verified? 

Why it matters.  The securities exemption is the legal foundation of the entire offering. If the 

sponsor cannot identify the exemption and describe the verification process, the foundation is not 

where it should be. Almost every tokenized real estate offering relies on Regulation D, under Rule 

506(b) or Rule 506(c), and the choice between the two has substantive consequences for how 

your accreditation is verified. 

A good answer sounds like this.  "We are relying on Rule 506(c) of Regulation D. Because 

506(c) requires reasonable steps to verify accredited investor status, we use a documentary 

review process through [named verification service]. Investors can submit recent tax returns or 

brokerage statements, or provide a letter from a licensed attorney, CPA, or registered investment 

advisor. We accept third party documentation that is no more than ninety days old, and once the 

verification is complete, the credential is renewed annually during the holding period." The 

sponsor names the rule, describes the verification process specifically, and identifies the service 

provider. 

A bad answer sounds like this.  "It is a private offering, so accreditation is something we look 

at, but we mostly trust our investors to confirm their own status." A sponsor who cannot identify 
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the rule, or who treats accreditation verification as optional in what appears to be a 506(c) offering, 

is putting the offering's exemption at risk. The exemption protects the legal structure of your 

investment. A sponsor who is cavalier about it is a sponsor whose other compliance commitments 

are probably also weaker than they should be. 

Question 2.  Has the smart contract been independently audited, and 
by which firm? 

Why it matters.  Smart contracts are software. Software has bugs. An independent audit by a 

qualified firm is the standard practice for any smart contract that holds real investor money. The 

audit report tells you what was reviewed, what issues were identified, and what was fixed. Without 

an audit, you are relying on the sponsor's assurance that the code does what they say it does, 

which is the same as no assurance at all. 

A good answer sounds like this.  "Yes. The smart contract was audited by [named firm] in 

[month and year], and the audit report is available on request. The auditor has substantial 

experience with ERC 3643 and other regulated security token standards. The audit identified 

[specific issues], which were [resolved or addressed in the following way]. The audit report itself 

is a few hundred pages, but the executive summary is short, and we can walk you through it." 

The sponsor names the firm, describes what was found, and offers to share the report. 

A bad answer sounds like this.  "The platform handles all of the smart contract work, so the 

audit question is for them." Or, "The contract is industry standard, so a separate audit was not 

necessary." Both responses are signaling that the sponsor has not insisted on the audit 

themselves, and that the sponsor is comfortable deploying smart contracts they have not had 

reviewed by an independent firm with real expertise. Walk away if the audit cannot be confirmed. 

Question 3.  Is there a signed ATS engagement agreement in place, or 
is secondary market access aspirational? 

Why it matters.  The secondary market liquidity story is the feature sponsors most often oversell. 

There is a substantial difference between a sponsor who has signed an engagement agreement 

with a specific alternative trading system, and a sponsor who intends to establish such a 

relationship at some point in the future. The first is a contractual commitment. The second is a 

hope. Both versions appear in tokenized offering materials, and you need to know which one you 

are getting. 

A good answer sounds like this.  "We have signed an engagement agreement with [named 

ATS]. The agreement provides for listing of the tokens following expiration of the holding period, 

with trading windows scheduled monthly. The fees are disclosed in the offering documents, and 

we can produce the engagement agreement on request." The sponsor names the ATS, identifies 

a signed agreement, and offers to produce documentation. 
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A bad answer sounds like this.  "We are in discussions with several ATS platforms and expect 

to have an arrangement in place before the holding period expires." Discussions are not 

commitments. The sponsor may eventually establish a relationship, or may not. If the secondary 

market is part of why you are investing, the difference matters. If the secondary market is not part 

of your decision, the answer matters less, but the sponsor's honesty about it tells you something 

about the quality of the rest of the offering. 

Question 4.  Who holds the issuer agent key, and what are the key 
escrow arrangements? 

Why it matters.  The issuer agent key is the cryptographic credential that authorizes the 

sponsor's actions on the smart contract. The pause function, the forced transfer function, the 

compliance module updates, and any other sponsor authority over the technology layer all depend 

on access to this key. If the key is lost, the sponsor loses the ability to manage the smart contract. 

If the key is compromised, someone other than the sponsor can take actions the smart contract 

recognizes as legitimate. Key custody is a substantive risk to the offering, and a careful sponsor 

has thought about it. 

A good answer sounds like this.  "The issuer agent key is held in a hardware security module 

operated by [named provider]. We use a multi signature configuration that requires at least two of 

the four authorized signers to approve any sponsor action. Two of the four signers are on our 

team, one is at the platform, and one is at our securities counsel. The keys are escrowed with 

[named escrow agent] under an arrangement that provides for recovery in defined 

circumstances." The sponsor describes the arrangement specifically, names the providers, and 

demonstrates that the question has been thought through. 

A bad answer sounds like this.  "Our platform handles the keys, and we have not gotten into 

the specifics." Or, "The technology team has it covered." A sponsor who cannot describe their 

own key custody arrangements is signaling that they have not asked the question themselves, 

which means the question may not have been answered at all. The risk is one the sponsor owns, 

and a sponsor who has delegated the answer entirely to the platform has not engaged with their 

own offering carefully enough. 

Question 5.  What happens to my investment if the token platform 
ceases operations? 

Why it matters.  The platform that provides the tokenized infrastructure is a private company. 

Like any private company, it could in theory fail, change ownership, or stop providing services. 

The legal structure of your investment exists at the LLC level, independent of any platform. The 

technology infrastructure that supports the tokenized format does not. Your offering documents 

and operating agreement should describe what happens if the platform exits, and the sponsor 

should be able to walk you through the answer. 
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A good answer sounds like this.  "Our agreement with the platform includes data portability and 

transition assistance provisions. If the platform ceases operations, we receive a copy of the smart 

contract code, the ONCHAINID records, and the historical transfer data. We have evaluated two 

alternative platforms that we could migrate to if needed. Because the smart contract is deployed 

on a public blockchain, the on chain record of your ownership persists independent of the platform. 

The operational pieces, including the investor portal and the verification services, would migrate 

to the alternative platform." The sponsor describes the arrangements, identifies the alternatives, 

and confirms the public chain deployment that protects the underlying record. 

A bad answer sounds like this.  "That is something I would have to ask the platform about." A 

sponsor who has not thought about platform continuity is a sponsor whose offering you do not yet 

have a complete picture of. The risk is real, the protections exist if they are negotiated in advance, 

and a careful sponsor has been through the analysis. 

Question 6.  How long has this sponsor's team been executing 
tokenized offerings specifically? 

Why it matters.  Real estate experience and tokenized securities experience are two different 

skill sets. A sponsor can have a long, successful track record in conventional real estate and still 

be on their first tokenized offering. There is nothing wrong with being on a first tokenized offering, 

if the sponsor has compensated for the inexperience by building a strong legal and platform team. 

There is everything wrong with overstating the tokenized experience to make the offering sound 

more seasoned than it is. 

A good answer sounds like this.  "This is our third tokenized offering. The first closed in 2024, 

the second in 2025, and we are launching this one in 2026. We learned several things from the 

first two that we have built into this one, including [specific examples]. Our legal team has been 

working on tokenized offerings since 2023 and has done more than a dozen deals in the format." 

Or, alternatively, a clean version of the new sponsor answer: "This is our first tokenized offering. 

We have been doing real estate syndications since 2008, and we have spent the past eighteen 

months building the legal and platform infrastructure for the tokenized format. Our securities 

counsel is [named firm], which has handled more than thirty tokenized offerings. Our platform is 

[named platform], which has processed more than fifty deals." Either answer is good. The first 

demonstrates direct experience. The second demonstrates honest acknowledgment of newness 

paired with deliberate preparation. 

A bad answer sounds like this.  Vague claims about the team's experience, references to 

advisors whose roles are unclear, or evasive responses about how many tokenized deals the 

sponsor has actually closed. A sponsor who cannot count their tokenized deals on the fingers of 

one hand and who is uncomfortable saying so is a sponsor whose tokenized track record is 

shorter than the answers suggest. 
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Question 7.  What is the ONCHAINID credential renewal process, and 
what happens if I miss a deadline? 

Why it matters.  The identity and accreditation verifications you complete during onboarding have 

expiration dates, usually annual. If you miss a renewal, your tokens remain yours, your 

distributions continue, and your reports keep arriving. What stops working is your ability to transfer 

the tokens. If you wanted to sell on the secondary market and your credentials had expired, the 

smart contract would refuse the transfer until the renewal completed. A sponsor should make the 

renewal process easy and should have a procedure for handling missed deadlines. 

A good answer sounds like this.  "Renewals are due annually, on the anniversary of your initial 

verification. We send three reminders, starting sixty days before the deadline. The renewal itself 

is faster than the initial verification, because we already have your information on file. Most 

renewals complete in under thirty minutes. If you miss the deadline, your tokens are unaffected, 

but transfers will pause until you complete the renewal. We can usually process a late renewal 

within a few business days." The sponsor describes the cadence, the reminder process, the 

renewal experience, and the consequences clearly. 

A bad answer sounds like this.  "The platform handles renewals." Or, "We have not encountered 

that situation yet." Either response signals that the sponsor has not built an internal process for 

managing the renewal cycle, which means the process may not be smooth when you encounter 

it. Credential renewals are one of the few touchpoints during the holding period where the 

sponsor's operational discipline becomes visible. A sponsor who is vague about them is a sponsor 

whose holding period administration may also be weaker than it looks. 

Question 8.  How will distributions be delivered, by bank wire or in 
stablecoin? 

Why it matters.  The distribution mechanics are a small operational detail with practical 

consequences. Bank wires are the conventional method and require no action from you. 

Stablecoin distributions go to your wallet in digital form and require you to convert to dollars before 

they reach your bank account. Neither is right or wrong, and both are legitimate. What you want 

is to know which one applies to this offering, because the choice affects how you experience the 

holding period. 

A good answer sounds like this.  "We pay distributions by bank wire to the account you provide 

during onboarding. Distributions are quarterly, calculated by [named fund administrator] under the 

waterfall in the operating agreement. The wires go out within five business days of the quarter 

end." Or alternatively, if the platform supports stablecoin, "We offer both options. Most of our 

investors take the bank wire. Investors who hold other digital assets sometimes prefer the 

stablecoin option, which deposits USDC to your wallet. Either way, the amount is the same, and 

the choice is yours." The sponsor knows which method applies, names the providers, and 

explains the mechanics. 
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A bad answer sounds like this.  "That is determined by the platform." Or, "We are still working 

out the distribution process." Distribution mechanics are something the sponsor should have 

decided well before raising capital. A sponsor who has not finalized them is signaling that the 

operational setup is incomplete, and an incomplete operational setup tends to produce delayed 

distributions, confused communications, and unhappy investors. 

Question 9.  What does the operating agreement say about forced 
transfers, global pauses, and compliance module updates? 

Why it matters.  These are the three smart contract authorities the operating agreement grants 

the sponsor. Each one is a powerful tool, and each one should be appropriately constrained. The 

forced transfer function should be limited to legitimate purposes such as wallet recovery and 

estate transfers. The pause authority should be tied to specific triggering events and bounded by 

a maximum duration. The compliance module update authority should distinguish between routine 

maintenance and material changes that affect investor rights. A well drafted agreement constrains 

each authority carefully. A poorly drafted agreement gives the sponsor broad flexibility without 

clear limits. 

A good answer sounds like this.  "Forced transfers can be executed only in defined 

circumstances, including wallet recovery upon loss of access, estate transfers, court ordered 

transfers, and compliance corrections. The pause authority can be invoked for sale dispositions, 

regulatory developments, compliance module updates, and platform security incidents, with a 

maximum duration of one hundred eighty days unless investor consent extends it. Compliance 

module updates that affect substantive investor rights require a vote of the members. Updates 

that are technical maintenance can be made by the sponsor with notice but without consent." The 

sponsor walks you through the constraints in the agreement and shows you the substantive limits. 

A bad answer sounds like this.  "The operating agreement gives us standard authority over 

those functions." "Standard" is not a useful word here, because there is no industry standard yet. 

Sponsors are drafting these provisions differently, and the differences matter. A sponsor who 

cannot summarize the constraints on their own authority is a sponsor whose authority is probably 

broader than it should be, and whose flexibility is being preserved at the expense of investor 

protections. 

Question 10.  What does the sponsor's ongoing compliance program 
look like for the full hold period? 

Why it matters.  A tokenized real estate offering generates compliance work for the entire holding 

period, well beyond what the launch itself requires. Credential renewals, distributions, secondary 

market transactions, regulatory monitoring, platform coordination, and event triggered 

communications all require sustained attention. The compliance program is the part of the offering 

that is hardest to fake at launch and easiest to neglect later. A sponsor who has thought carefully 
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about the holding period operations is a sponsor whose offering is likely to be administered well 

in year four or year five, when no one is watching closely. 

A good answer sounds like this.  "Our internal compliance function is led by [named person], 

who is responsible for the tokenized offering's ongoing compliance throughout the holding period. 

The team coordinates quarterly with our securities counsel and the platform. Routine work 

includes credential renewal management, distribution coordination, secondary market monitoring, 

regulatory development tracking, and investor communications. Event triggered work includes 

responses to sanctions screening updates, court orders, estate transfers, and any regulatory 

inquiries. The program is documented in a compliance manual that I can share on request." The 

sponsor names the responsible person, describes the routine and event work, and offers to 

provide documentation. 

A bad answer sounds like this.  "We will handle compliance as it comes up." Or, "That is 

something we have been discussing with our counsel." Neither answer demonstrates that the 

sponsor has actually built the program. The ongoing compliance work in a tokenized offering is 

more demanding than in a conventional one, and a sponsor who has not assigned ownership of 

the function is a sponsor whose offering will likely have compliance gaps within a year or two of 

closing. 

What You Are Really Listening For 

Beyond the substance of each answer, listen for the underlying signal. A sponsor who 

answers each question quickly, specifically, and with names attached to the providers and 

the responsible team members is a sponsor who has built the offering thoughtfully. A sponsor 

who is vague, deflects to the platform or the lawyers, or treats the questions as overly 

technical is a sponsor who has not engaged with their own offering at the level of detail the 

format requires. The format of the responses, separate from the substance, tells you a great 

deal about how the offering will be administered over the next five to ten years. 

How to Use the Answers 

You will rarely get ten clean answers from any single sponsor. What you should expect is a mix 

of strong responses on some questions, adequate responses on others, and weaker responses 

on a few. The pattern in the responses is more important than any single answer. 

A sponsor who is strong on the structural questions, including the exemption, the audit, and the 

operating agreement constraints, has a solid legal foundation. Strength on the operational 

questions, including the credential renewals, the distributions, and the ongoing compliance 

program, indicates operational discipline. The sponsor you want to take forward to the document 

review stage is the one who shows strength on both. 
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If three or more of the ten questions are answered weakly, the offering is one you can probably 

set aside. The weaknesses tend to compound during the holding period, and an offering that has 

gaps at launch will not get tighter as the years pass. Weakness on the legal foundation questions, 

even if the operational answers are strong, is the more serious problem, because the legal 

foundation determines the structural integrity of the offering. A sponsor who is weak on the 

operational questions but strong on the legal foundation may be worth a deeper conversation, 

with the operational gaps as a topic for that conversation. 

⚠  Three or More Vague Answers Is a Decline 

If you ask the ten questions and find that three or more answers were vague, deflected, or 

substantively weak, the appropriate response is to decline the offering. This is true even if the 

real estate side of the deal looks compelling. The tokenized infrastructure failures show up in 

years three, four, and five of the holding period, after the property has been acquired and the 

investors are committed. The time to catch them is now, in the conversation that the ten 

questions enable. A polite decline is a costless decision today. The alternative is to discover, 

three years from now, that the offering's compliance program is not what you needed it to be, 

and to have no exit option that does not impose a real loss. 

Key Takeaway 

Ten Questions, One Conversation, Most of the Answer 

The ten questions in this chapter are not a substitute for reading the offering documents, 

talking to prior investors, and exercising the judgment you have developed over your investing 

career. They are a screen that a sponsor either passes or fails. Sponsors who answer the ten 

questions clearly and well are sponsors whose offerings deserve the deeper analysis that 

completes the due diligence. Sponsors who struggle with several of the questions are 

sponsors whose offerings you can pass on without further investigation. The investment of 

an hour of focused conversation, with these ten questions in hand, will tell you almost 

everything you need to know about whether the next stage of the work is worth doing. 

Looking Ahead 

Part Four of the book closes here. You now have the framework for evaluating any tokenized real 

estate offering you encounter. The remaining parts of the book step back from due diligence and 

address some of the broader questions that come up for investors who are new to the format. 

Part Five takes on the common fears head on, with honest answers to the concerns that keep 

many investors away from tokenized offerings even when the offerings are well structured. 

Chapter 14 begins with the most common fear of all. "I do not understand blockchain technology, 

and I am not sure I should invest in something I do not understand."
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CHAPTER 14 

"I Do Not Understand Blockchain Technology" 

Why you do not need to understand the technology to benefit from a properly structured 
deal. 

I want to spend the next several chapters addressing the concerns that come up most often when 

an investor is considering a tokenized real estate offering for the first time. These are the concerns 

I hear in nearly every conversation I have with investors who are new to the format, and they are 

reasonable concerns. Each chapter in Part Five takes one of them on directly, with honest 

answers and without trying to talk anyone into anything. 

The most common concern, by a wide margin, is some version of this. "I do not understand 

blockchain technology, and I am not sure I should invest in something I do not understand." 

Investors who say this to me are usually thoughtful people in their fifties, sixties, and seventies, 

with long records of successful private real estate investing. They are the kind of investors who 

read offering documents carefully and ask good questions. They have built their careers on the 

principle of investing only in what they understand. The principle has served them well, and they 

are not inclined to abandon it for an asset class that uses vocabulary they did not learn in business 

school. 

What I want to do in this chapter is to take that concern seriously and give you an honest answer 

about whether it applies to a tokenized real estate investment. The short version is that the 

concern, while reasonable on its face, rests on a misunderstanding about what you actually need 

to understand in order to invest responsibly. The rest of the chapter walks through what that 

misunderstanding looks like and what the answer to it really is. 

The Principle, Stated Carefully 

The principle of investing only in what you understand is a sound one. The principle works for 

almost every investor I have ever known, and it has prevented more bad decisions than any other 

rule of thumb in private investing. I am not going to ask you to set it aside. I am going to ask you 

to apply it precisely, which is different from applying it broadly. 

Here is what the principle actually means in practice. When you invested in a conventional real 

estate syndication, you understood the investment. You understood that the sponsor was 

acquiring a property, that you would hold a membership interest in an LLC, that the LLC would 

generate cash flow from rents, that the cash flow would be distributed under a waterfall, that you 

would receive a K1 at tax time, and that the deal would eventually exit through a sale. You did not 

understand, at any technical level, how the sponsor's accounting software worked, how the bank's 

wire transfer system processed your subscription funds, how the title insurance company 

recorded the deed, how the fund administrator's database tracked your capital account, or how 
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the IRS's electronic filing system processed the partnership tax return. You did not need to 

understand any of those things, because none of them affected your rights as an investor. 

What you understood was the investment. The technology underneath the investment was 

someone else's problem, and you trusted, reasonably, that the professionals who handled each 

piece had done their work correctly. The bank handled the wire. The title company handled the 

deed. The fund administrator handled the cap table. The accountant handled the tax return. You 

understood the investment. You did not understand the plumbing. 

The same principle applies in a tokenized real estate investment. The investment is the same. 

The plumbing has changed. The plumbing is, as in every conventional deal, someone else's 

problem. The investment, which is what you actually need to understand, is the part of the deal 

you already understand. 

The Principle, Sharpened 

Invest only in what you understand. The thing you need to understand is the investment, not 

the plumbing underneath it. In a conventional syndication, you trusted the plumbing without 

understanding it, and the principle worked. In a tokenized syndication, the plumbing is 

different, but the principle works the same way. You do not need to understand how 

blockchains work any more than you needed to understand how ACH transfers work. You 

need to understand what you are buying. 

The Analogy That Sticks for Most People 

I want to spend a few paragraphs on a comparison that, in my experience, lands with investors 

faster than any other. The financial infrastructure you have used your entire life is a collection of 

technologies, networks, and operational systems that you have never studied and have never 

needed to study. 

Consider the last subscription wire you sent to a real estate syndication. The funds moved 

between two banks through Fedwire, operated by the Federal Reserve, with settlement 

procedures that involve real time gross settlement, ISO 20022 message formatting, OFAC 

sanctions screening, and a series of internal bank ledger entries that happen in milliseconds. Your 

bank executed the wire. The receiving bank credited the funds. The system worked, invisibly, and 

the existence of the underlying technology was something you never had to think about. 

The same is true of the ACH credits you receive from your employer or from a fund distribution. 

Those payments move through the Automated Clearing House network, which is governed by 

NACHA rules and operated by two clearing facilities, the Federal Reserve through FedACH and 

The Clearing House through the Electronic Payments Network. The network batches 

transactions, settles them on a delayed cycle that varies by transaction type, and has its own 

message formats, error handling, return reason codes, and reconciliation procedures. None of 
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that ever crossed your mind on payday. The direct deposit landed in your account, and that was 

the entire experience you needed to have. 

Or take the credit card you used at dinner last week. The swipe sent the transaction through a 

network operated by Visa or Mastercard, with authorization through the issuing bank, settlement 

through the merchant's acquiring bank, and interchange fees flowing in several directions, 

governed by a rulebook that runs into the thousands of pages. The dinner got paid for. The 

rulebook was someone else's responsibility. 

Blockchain technology is, in a tokenized real estate offering, the plumbing layer that handles the 

recording of who owns each membership interest. It is the equivalent of the Fedwire, the ACH 

network, or the credit card system in the contexts above. It is a technology infrastructure that 

operates underneath the transaction, executed by software that engineers and operations 

professionals maintain, with the user, meaning you, experiencing the result rather than the 

mechanism. 

You Already Trust These Systems Without Understanding Them 

•  The Federal Reserve's Fedwire system, which moves your bank wires between 

institutions in real time. 

•  The Automated Clearing House, which processes your direct deposits and automatic 

payments. 

•  The Visa and Mastercard networks, which authorize and settle your credit card 

transactions. 

•  The Depository Trust Company, which holds your brokerage securities in electronic 

form. 

•  The SWIFT system, which routes international wire transfers between banks. 

•  The county recorder's electronic filing system, which records the deed when you buy a 

house. 

•  The IRS's electronic filing system, which receives partnership tax returns and produces 

your K1. 

 
You have invested for years inside an infrastructure of technologies you have never studied, and 

you have done so confidently, because what you needed to understand was the investment rather 

than the technology. The blockchain layer in a tokenized real estate offering belongs in the same 

category. It is a piece of infrastructure that does its work in the background, allowing you to focus 

on the investment itself. 

What You Actually Need to Understand 
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Now that I have said what you do not need to understand, let me be specific about what you do. 

The list is shorter than you might expect, and you will recognize every item on it from your 

conventional investing experience. 

• What you are buying. You are buying a membership interest in a limited liability 

company that owns real estate. The membership interest gives you the right to a share 

of the cash flow, a share of the proceeds at exit, certain voting rights, and certain 

information rights. This is what you have always bought in a private real estate 

syndication. The structure has not changed. 

• Who the sponsor is and whether you trust them. The sponsor is the team that 

selected the property, raised the capital, and will operate the asset for the duration of the 

hold. Your evaluation of the sponsor is the most important judgment you will make about 

the deal. The technology underneath the cap table does not change this evaluation. The 

sponsor's track record, market expertise, alignment of interest, and integrity are the 

same questions they have always been. 

• What the deal terms are. The preferred return, the promote, the management fees, the 

waterfall, the hold period, and the exit strategy are all defined in the operating 

agreement. These are the economic terms that determine what you receive if the deal 

performs and what you receive if it does not. You need to understand these as you have 

always understood them, and they are not affected by the tokenized format. 

• What the risks are. Every real estate investment has risks. The property could 

underperform. The market could turn. The sponsor could mismanage the asset. The 

financing could become unavailable on the original terms. These are the risks that have 

governed real estate investing for as long as there has been real estate investing. The 

tokenized format adds a small number of additional risks, which Chapter 12 walked 

through, and those risks are disclosed in the offering documents. You need to 

understand the risks. You do not need to understand the technology that creates a few 

of them. 

• What your legal rights are. Your rights as a member of the LLC come from the 

operating agreement and from state LLC law. These are the rights to distributions, to 

vote on major decisions, to information, and to enforcement if the sponsor breaches its 

obligations. Your rights are the same in a tokenized deal as in a conventional one, and 

they are what protect your investment. The book has come back to this point repeatedly 

because it is the most important point in the entire framework. 

The Test for Whether You Understand the Investment 

Ask yourself five questions. What am I buying? Who is selling it to me? What are the terms? 

What are the risks? What are my legal rights? If you can answer all five clearly, you 
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understand the investment. You do not need to know how the blockchain works any more 

than you need to know how the bank's wire transfer system works. 

The One Technical Thing Worth Knowing 

I am going to make one small concession to the technology layer. There is exactly one technical 

concept that I think is useful for a tokenized real estate investor to understand, because it has a 

practical consequence for how you experience the investment. The concept is the difference 

between a wallet address and a private key. 

The Wallet Address 

Your wallet address is a long string of characters that identifies your wallet on the blockchain. It 

is the equivalent of an account number. Anyone can know your wallet address. The address by 

itself does not give anyone the ability to do anything with your tokens. It is public information, in 

the same way that a person's bank account number, while you would not generally share it 

casually, does not give the recipient the ability to withdraw funds from the account. 

The Private Key 

Your private key is the cryptographic credential that authorizes actions from your wallet. The 

private key is the equivalent of the password to your bank account, except that there is no "forgot 

password" option built into the technology itself. If your private key is lost, the wallet's contents 

cannot be accessed without the recovery mechanism described in your operating agreement, 

which I will return to in a moment. The private key is the single piece of information you must 

protect carefully, the way you would protect the password to your most important financial 

account. 

Why This Matters 

If you are using a custodial wallet provided by the sponsor's platform, the platform holds the 

private key on your behalf, the same way your bank holds the credentials that authorize your 

account. You log in with a username and password and a two factor code on your phone, and the 

platform handles the cryptographic work in the background. This is the option most older investors 

choose, and it is, in my view, the right starting point for most tokenized real estate investments. 

If you are using a self custody wallet, you hold the private key yourself, usually as a recovery 

phrase of twelve or twenty four words that you must store somewhere safe. The trade off is more 

control and more responsibility. If you lose the recovery phrase, you lose direct access to the 

wallet, although the operating agreement's forced transfer function provides a recovery path 

through the sponsor. 
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That is the entire technical concept. The wallet address is public, like an account number. The 

private key is private, like a password. If you understand that distinction, you understand the only 

piece of blockchain technology that has a direct practical consequence for your experience as an 

investor in a tokenized real estate deal. Everything else is plumbing. 

 

⚠  The One Rule That Actually Matters in Practice 

Never share your private key or your recovery phrase with anyone. Not the sponsor. Not the 

platform. Not anyone who calls or emails claiming to be either of them. Reputable platforms 

and reputable sponsors will never ask for your private key, the same way reputable banks will 

never call to ask for your account password. If anyone asks for your private key or your 

recovery phrase, the request is fraudulent. End the call, do not click the link, and report the 

attempt to the platform's support team. 

What You Are Trusting, and Whether the Trust Is Warranted 

Let me close the chapter by being specific about what an investor in a tokenized real estate 

offering is actually trusting, because the question of whether the trust is warranted is a fair one to 

ask. Below is the list of parties whose competence you are relying on when you invest, and why 

the trust is reasonable when the offering is properly structured. 

• The sponsor. You are trusting the sponsor to operate the real estate, communicate with 

you honestly, comply with the operating agreement, and meet their fiduciary obligations. 

This is the same trust you place in any private real estate sponsor. Your due diligence is 

what tells you whether the trust is warranted, and Chapters 11 through 13 walked 

through that analysis. 

• The securities counsel. You are trusting the sponsor's securities counsel to have 

structured the offering in compliance with federal and state securities laws, including the 

configuration of the tokenized format. The trust is warranted when the counsel is 

identified, experienced, and accountable. Chapter 11 covered how to evaluate this. 

• The platform. You are trusting the platform to operate the smart contract infrastructure, 

maintain the investor portal, handle the credential verifications, and integrate with the 

alternative trading system if one is used. The trust is warranted when the platform is 

established, audited, and contractually committed to the offering. Chapter 11 covered 

this as well. 

• The fund administrator and accountant. You are trusting these professionals to 

calculate distributions, maintain the capital accounts, and produce your K1 each year. 

This is the same trust you have placed in fund administrators and accountants for every 

conventional syndication you have invested in. The technology does not change their 

role. 
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• The blockchain infrastructure. You are trusting the blockchain network, typically a 

public network such as Ethereum, to function as it has functioned for more than a 

decade. The network's reliability has been demonstrated through billions of transactions 

and trillions of dollars of value over its operating history. The trust is warranted in the 

same way that trust in the Fedwire or the credit card network is warranted, by track 

record. 

When the offering is properly structured, each of these trust relationships is supported by 

experience, documentation, contracts, and accountability. The structure is what allows you to 

focus on the investment rather than on the infrastructure. The structure is also why the due 

diligence framework in Chapters 11 through 13 matters so much. Due diligence is how you confirm 

that the structure is in place. Once the structure is confirmed, the technology layer is something 

you can set aside and not think about again until the deal closes out. 

Key Takeaway 

Trust the Investment, Not the Technology 

The principle of investing only in what you understand is sound, and it applies to tokenized 

real estate the same way it applies to every other private investment you have ever made. 

What you need to understand is the investment, meaning what you are buying, who the 

sponsor is, what the terms are, what the risks are, and what your legal rights are. What you 

do not need to understand is the technology underneath the recordkeeping. You have 

invested confidently your entire life inside infrastructures you did not study, including the 

banking system, the credit card networks, the IRS electronic filing system, and the depository 

system that holds your brokerage shares. The blockchain layer in a tokenized real estate 

offering belongs in the same category. It is plumbing. The investment is what matters, and 

the investment is something you already know how to evaluate. 

Looking Ahead 

Chapter 15 takes on the second most common concern. The one that comes up almost as often 

as the technology fear. "This feels like crypto, and I do not want any part of crypto speculation." 

The fear is reasonable, given how the popular media covers digital assets, and the answer to it is 

direct. Your tokenized real estate investment is not crypto. The chapter walks through what the 

distinction actually is, why it matters legally and economically, and how to talk about it confidently 

with anyone in your life who has the same concern. 
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CHAPTER 15 

"This Feels Like Crypto, and I Do Not Want 
Speculative Risk" 

Your real estate investment lives in the real estate world. The crypto markets are on a 
different track entirely. 

The second concern I hear most often is some version of this. "I have watched cryptocurrencies 

rise and fall by twenty or thirty percent in a week. I have read about exchange failures, fraud 

cases, and investors losing everything. I do not want any part of that, and the moment you tell me 

my real estate investment is going to be tracked on a blockchain, I get nervous." 

The concern is reasonable, and the answer to it is direct. Your tokenized real estate investment 

is not crypto. It does not belong in the same category as Bitcoin or Ether, and your investment is 

unaffected by the price swings of the cryptocurrency markets. It is a regulated security, backed 

by a piece of real estate, sold under the same federal securities laws that have governed private 

real estate investments for the past ninety years. The fact that the cap table is recorded on a 

blockchain does not change the substance of the investment any more than the fact that the deed 

is recorded electronically at the county courthouse changes the substance of buying a house. 

This chapter walks through the difference in plain terms, with the goal of leaving you equipped to 

explain the distinction to anyone in your life who raises the same concern. Your spouse. Your 

adult children. Your CPA. Your financial advisor. The friend at the next dinner party who heard 

you mention tokenization and asked if you had lost your mind. By the end of the chapter, you 

should be able to address the question confidently in a few sentences, and you should be able to 

recognize when someone is conflating two things that have almost nothing to do with each other. 

Where the Fear Comes From 

Let me start by acknowledging that the concern is grounded in real experience. The 

cryptocurrency markets have produced a long string of cautionary stories over the past fifteen 

years. Mt. Gox collapsed in 2014. The Bitcoin price fell from twenty thousand dollars to three 

thousand dollars over the course of 2017 and 2018. The 2022 collapses of Terra Luna, Three 

Arrows Capital, Celsius, and FTX cost investors tens of billions of dollars in a few months. The 

popular media has covered each of these episodes thoroughly, and the coverage has shaped the 

public's impression of anything described as a digital asset. 

When you hear the word "tokenized" or "blockchain" applied to a real estate investment, your 

mind reaches for the cryptocurrency association, because that is the only context in which most 

investors have encountered these words. The pattern recognition is fast and unconscious. 

Blockchain equals crypto. Crypto equals speculation and fraud. Therefore, anything involving a 

blockchain equals a risk you do not want. 
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I want to interrupt the pattern recognition for a moment. The vocabulary overlaps. The economics 

do not. The legal status does not. The regulatory treatment does not. The risk profile does not. 

The fact that two assets are recorded on the same kind of technology infrastructure does not 

make them the same kind of asset, any more than two companies whose financials are kept in 

Microsoft Excel are the same kind of business. The infrastructure is the same. The asset is not. 

What Each Thing Actually Is 

Let me describe the two assets side by side, in plain terms, so the distinction is clear. 

Bitcoin and Other Cryptocurrencies 

Bitcoin is a digital asset whose value comes entirely from market demand for the asset itself. 

There is no underlying business behind it, no income stream, no balance sheet, and no operations 

to evaluate. The price of Bitcoin reflects what the market is willing to pay for it at any given 

moment, which depends on the supply of buyers and sellers, the macroeconomic environment, 

sentiment about the future of digital assets, and a hundred other factors that have nothing to do 

with productive economic activity. Bitcoin can be valuable or not valuable, and the answer can 

change quickly, because the only thing supporting the price is the next buyer's willingness to pay. 

Ether, Solana, and the other major cryptocurrencies are similar in structure. Each has its own 

technical purpose, but each is at its core a digital asset whose value depends on market demand 

for the asset itself rather than on any underlying business. They produce no income, pay no 

dividends, and own no property. They are speculative in the most precise sense of the word, 

which is that their returns depend entirely on price appreciation rather than on cash flow from 

operations. 

I am not making a judgment about whether Bitcoin or any other cryptocurrency is a good 

investment. People I respect disagree with each other on that question, and I do not need to take 

a position on it for this chapter to be useful. What I am saying is that cryptocurrencies are a distinct 

asset class, with distinct risks, and that the volatility you have read about in the press is a feature 

of that asset class. The volatility is real. The volatility is also specific to cryptocurrencies, and it 

does not transfer to a tokenized real estate offering through any mechanism. 

Your Tokenized Real Estate Investment 

Your tokenized real estate investment is a different kind of asset entirely. The investment is a 

membership interest in a limited liability company that owns a specific piece of real estate. The 

real estate generates rent. The rent pays the mortgage and the operating expenses, and what is 

left over is distributed to the investors. At the end of the hold period, the property is sold, and the 

proceeds are distributed under the waterfall in the operating agreement. The investment 

generates income. The income is real, and it depends on the performance of the property, which 

depends on the sponsor's execution and on the market conditions in the location where the 

property sits. 
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Your investment's value is derived from the property, not from sentiment about digital assets. If 

the property generates strong cash flow, your investment is worth more. If the property struggles, 

your investment is worth less. The value comes from the same place that real estate value has 

always come from, which is the income stream and the residual value at sale. The blockchain is 

not part of the value chain. The blockchain is the recordkeeping layer that confirms you hold the 

interest. The interest's worth depends on what the underlying property is worth. 

The Distinction in One Sentence 

A cryptocurrency's value depends on market sentiment about a digital asset. Your tokenized 

real estate investment's value depends on the cash flow and sale proceeds of a specific piece 

of real estate. The two are completely different sources of value, governed by completely 

different laws, evaluated by completely different criteria, and exposed to completely different 

risks. 

A Side By Side Comparison 

I introduced a comparison table on this topic in Chapter 3, and I want to come back to it here in 

expanded form, because the point is worth seeing in one place again now that you have the rest 

of the framework in mind. The differences are not subtle, and they are not contested. 

 Bitcoin or Other 
Cryptocurrencies 

Your Tokenized Real Estate 
Interest 

What it represents A digital asset, with no underlying 

business or property 

A membership interest in an LLC 

that owns specific real estate 

Where its value 

comes from 

Market demand for the 

cryptocurrency itself 

Cash flow from the property and 

proceeds at sale 

Who regulates it The Commodity Futures Trading 

Commission, as a digital 

commodity 

The Securities and Exchange 

Commission and state securities 

regulators, as a security 

Who can buy it Anyone with an internet 

connection 

Only verified accredited investors 

who have passed identity checks 

Where it trades Public crypto exchanges, twenty 

four hours a day 

Nowhere for the first twelve 

months. After that, only on a 

regulated alternative trading 

system, during defined trading 

windows. 
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 Bitcoin or Other 
Cryptocurrencies 

Your Tokenized Real Estate 
Interest 

Daily price volatility Frequently five to ten percent. 

Sometimes more. 

None on a daily basis. Value 

updates periodically based on 

property performance and any 

ATS trading activity. 

What backs the 

price 

Nothing other than market 

sentiment 

A real piece of property 

generating rent, with a mortgage, 

expenses, and a sale at the end 

Disclosure 

obligations of the 

issuer 

Limited Full federal and state securities 

law disclosure requirements 

Antifraud 

protections 

Limited and varying by asset Full protection under Section 

17(a) of the Securities Act and 

Rule 10b5 under the Exchange 

Act 

Your legal recourse 

if something goes 

wrong 

Often limited to blockchain 

forensics 

Full set of legal remedies under 

securities law and the operating 

agreement 

How it is taxed As property, with capital gains 

rules 

As a partnership interest, 

generating a K1, with the flow 

through tax treatment that has 

always applied to private real 

estate 

 
Eleven rows. Eleven differences. The two assets share a recordkeeping technology and nothing 

else. They are not in the same category by any standard a regulator, a court, an accountant, or a 

securities lawyer would apply. 

Why the Blockchain Does Not Make Your Investment Speculative 

Let me address the deeper version of the concern directly. Some investors hear my explanation 

of the comparison above and respond by saying, "I understand the differences, but I still worry 

that being on a blockchain exposes my investment to crypto risks somehow. The same technology 

has been used for so many failed projects that I cannot quite separate the technology from the 

failures." 

The response to this version of the concern requires being specific about what risks are actually 

shared between the two contexts and what risks are not. Two risks are shared. Four are not. 
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Risks That Are Shared 

• Smart contract code risk. A bug in a smart contract is a real risk in any tokenized asset, 

including a regulated security token. This is why the audit question in Chapter 13 matters, 

why the operating agreement should authorize corrections, and why reputable platforms 

invest heavily in code review. The risk is real, and so is the mitigation. The smart contract 

risk in a properly audited regulated security token is small. The smart contract risk in an 

unaudited experimental cryptocurrency contract is much larger. 

• Blockchain network reliability. Your tokens are recorded on a public blockchain such 

as Ethereum, and the reliability of the network itself is something both assets depend on. 

Ethereum has been operating since 2015, has processed trillions of dollars of value, and 

has had no extended outages. The shared dependency is real, and the network's track 

record is reassuring. 

Risks That Are Not Shared 

• Price volatility. Bitcoin's price moves on market sentiment. Your tokenized real estate's 

value depends on the property. These two are completely independent. If Bitcoin falls by 

thirty percent, your real estate investment is unaffected. If your property's rent collections 

weaken, Bitcoin is unaffected. The two assets share no economic exposure to each other. 

• Fraud risk. The fraud cases that have rocked the cryptocurrency industry have generally 

involved unregulated platforms, exchange failures, custodial misuse, and outright 

misappropriation of customer funds. Tokenized real estate offerings sold under federal 

securities law operate under disclosure obligations, fiduciary duties, custodial standards, 

and regulatory oversight that the unregulated cryptocurrency world did not have. The fraud 

risk is materially different, and the protections are materially stronger. 

• Regulatory risk. Cryptocurrencies face open regulatory questions about how various 

tokens will be treated under federal law. Tokenized securities have those questions 

answered. The 2026 joint release from the SEC and the CFTC settled the major questions 

for digital securities, and the regulatory path for tokenized real estate is one of the most 

defined paths in the entire digital asset space. 

• Economic speculation. Cryptocurrencies return what the next buyer is willing to pay. 

Tokenized real estate returns what the property generates in rent and what the property 

sells for. The two value sources have nothing in common, and the speculative dynamic 

that characterizes the crypto markets has no analog in the cash flow mechanics of a real 

estate syndication. 

The Honest Summary of Shared and Unshared Risks 

Smart contract code and blockchain network reliability are shared dependencies, and both 

are addressable through audits, careful platform selection, and the use of public networks 
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with long operating histories. Price volatility, fraud risk, regulatory uncertainty, and economic 

speculation are not shared. The two assets sit in completely different parts of the digital asset 

landscape, with completely different risk profiles and completely different regulators. 

How to Explain This at the Next Dinner Party 

If you invest in a tokenized real estate offering, you will at some point have to explain it to someone 

who is convinced you have done something reckless. The conversation usually starts with, "You 

bought what? Isn't that crypto? Did you not see what happened to FTX?" I want to give you a 

short script you can use to address the concern in a way that respects the questioner without 

conceding ground that should not be conceded. 

The script is three parts. 

1.  Name what the investment actually is. "It is a membership interest in an LLC that owns a 

piece of real estate. The same legal structure I have used in every private real estate deal I 

have ever invested in." 

2.  Explain what the blockchain piece does. "The cap table is recorded on a blockchain instead 

of on a spreadsheet. The technology is the same kind that cryptocurrencies use, but the asset 

is completely different. The blockchain is the recordkeeping layer. The investment is the real 

estate." 

3.  Address the regulatory point. "The investment is a security, regulated by the SEC, sold 

under the same rules that govern every private real estate deal. The SEC and the CFTC 

issued a joint release in 2026 that confirmed tokenized real estate interests are securities, not 

cryptocurrencies. The regulatory framework is settled. The protections that apply to private 

real estate offerings apply to my investment in the same way." 

Three sentences. About thirty seconds of speaking time. If your questioner wants more detail, you 

can add it. Most of the time, the three sentences are enough to defuse the concern and move the 

conversation back to what you are actually evaluating, which is the underlying real estate. 

What Actual Speculation Looks Like 

I want to be specific about what speculative risk actually involves, because the concern is usually 

about an underlying experience the investor wants to avoid rather than about the word 

"speculation" itself. 

Speculation, in the financial sense, means buying an asset in the hope that its price will rise, 

without an underlying income stream or productive use that supports the price independent of 

market sentiment. You are speculating when you buy gold bullion, when you buy a vacant lot in 

the hope that the location will become valuable, or when you buy a collectible. Gold pays no 
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dividend. The vacant lot generates no income while you hold it. The collectible has no operating 

cash flow. In each case, the only thing supporting the value is what the next buyer will pay. 

You are not speculating when you buy a producing rental property, because the property 

generates income from operations, and the value is supported by that income independent of 

what the market thinks about real estate in general. Your investment in a tokenized real estate 

offering is in the second category, not the first. The property is producing. The income is real. The 

value is supported by operations, not by sentiment. 

This distinction matters because the concern about "speculation" is often really a concern about 

volatility, fraud, and the experience of losing money on something that did not have a real 

underlying business. The tokenized format does not change the underlying business of your real 

estate investment. The property still has rent rolls, mortgage payments, operating expenses, and 

a sale at the end. Those are not speculative inputs. They are the conventional inputs of a real 

estate investment, and they have not been replaced by anything more speculative through the 

act of recording the cap table on a blockchain. 

⚠  When the Concern Is Actually Warranted 

There are some "tokenized" investments being marketed today that do not deserve the trust 

at all. Promoters who use the language of tokenization to sell what is actually an unregulated 

cryptocurrency. Sponsors who structure their offerings outside of any securities exemption 

and hope that the tokenized label will distract regulators from the noncompliance. Schemes 

that promise unusually high returns from real estate that does not exist. These are real, and 

they are the reason the concern about "crypto" can be applied to anything labeled as 

tokenized. The difference between a legitimate tokenized real estate offering and these 

schemes is the difference between a regulated securities offering and an unregulated 

speculative product. The due diligence framework in Chapters 11 through 13 is how you tell 

them apart. The framework is what protects you, not the absence of the word "token." 

Key Takeaway 

Your Real Estate Investment Lives in the Real Estate World 

The cryptocurrency markets and the tokenized real estate market share a technology layer 

and almost nothing else. Your investment is in a piece of real estate, structured as a private 

securities offering, regulated by the SEC, sold under Regulation D, backed by a real property 

generating real income. The blockchain is the recordkeeping technology that confirms you 

hold the interest. It is not a feature of the investment any more than the county recorder's 

electronic filing system is a feature of buying a house. When the question of "isn't this crypto?" 

comes up, the answer is no, the investment is real estate, the technology is incidental, and 

the regulatory framework is the one that has protected private real estate investors for ninety 
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years. You can address the concern in three sentences and return to evaluating the deal on 

its merits, which is what the conversation should have been about in the first place. 

Looking Ahead 

Chapter 16 takes on the third common fear, which is more practical than emotional. "What if the 

platform goes under? What happens to my investment if the technology company that runs all of 

this stops operating?" The fear is reasonable, the answer is concrete, and the chapter walks 

through the protections that should be in place and how to verify them in any offering you are 

considering. 
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CHAPTER 16 

"What If the Platform Goes Under?" 

Your legal rights and your ownership record exist independently of any single company. 

The third concern I want to address in this part of the book is the one that comes from investors 

who have already worked through the first two. They have accepted that the technology layer is 

plumbing rather than substance, and they have accepted that the investment is real estate rather 

than crypto. Their remaining hesitation is a practical one. "The technology company that runs all 

of this is a private company. What happens to my investment if they go out of business?" 

The concern is reasonable, and unlike the first two, it does not rest on a misunderstanding. A 

platform failure is a real possibility. Technology companies fail all the time. The question is what 

happens to your investment if the specific platform supporting your tokenized real estate offering 

ceases to operate at some point during the holding period. The answer depends on how the 

offering was structured, and the structuring is something you can confirm before you invest. This 

chapter walks through what a platform failure would actually look like, what protections should be 

in place, and how to verify that they are. 

Start With What a Platform Failure Does Not Affect 

The first thing to understand is what would remain intact even in a worst case scenario. Most 

investors who raise this concern have not thought through which parts of their investment depend 

on the platform and which parts do not. The two are quite different, and the distinction is the 

foundation of every protection that follows. 

Your Legal Rights Are Not Held by the Platform 

Your rights as a member of the LLC come from the operating agreement and from state LLC law. 

They are enforceable against the sponsor in court. The platform has nothing to do with them. If 

the platform ceased to operate tomorrow, your right to receive distributions, your right to a share 

of sale proceeds, your right to vote on major decisions, your right to information, and your right to 

enforce the operating agreement would all be unchanged. The platform is the technology provider. 

The sponsor is the manager of the LLC. The operating agreement is the contract that defines your 

rights. None of those three elements depends on the platform's continued operation. 

Your LLC Membership Interest Is Recorded in the LLC's Books 

The LLC has its own records, separate from anything on the blockchain or in the platform's 

databases. The fund administrator maintains the capital accounts. The state in which the LLC is 

formed has the certificate of formation. The sponsor's counsel has the executed operating 

agreement. The fund administrator's records identify each member by name, by tax identification 

number, by capital contribution, and by their share of the membership interests. None of these 
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records lives on the platform. The LLC continues to recognize you as a member regardless of 

what happens to the technology infrastructure. 

Your Tokens Continue to Exist on the Blockchain 

If the offering was deployed on a public blockchain, which is the typical structure for tokenized 

real estate offerings today, the blockchain record of your token ownership continues to exist as 

long as the public network continues to operate. The public networks have operated continuously 

for years, with no single company controlling them, and they would survive the failure of any 

individual platform. Your wallet address still holds your tokens. Anyone can verify your holdings 

on the blockchain at any time. The recordkeeping piece that the platform was providing on top of 

the blockchain is, in fact, replicated on the chain itself. The platform's investor portal makes the 

record convenient to view. The blockchain makes the record permanent. 

What the Platform Actually Provides 

The platform provides operational infrastructure that makes the tokenized offering usable. 

The investor portal you log in to. The KYC verification service that confirms your identity. The 

interface that lets the sponsor execute compliance functions. The integration with the 

alternative trading system. The customer support. None of this is the investment itself. The 

investment is the LLC interest, governed by the operating agreement, recorded on the 

blockchain. The platform is the layer of usability on top of all of that, and it can be replaced if 

necessary. 

What a Platform Failure Actually Looks Like 

Let me walk through what would happen, step by step, if the platform supporting your tokenized 

offering ceased operations. The picture is concrete enough to address most of the anxiety, and 

the steps are typical of how the industry has handled the platform transitions that have occurred 

over the past several years. 

Stage One.  The Notice.  A platform that is winding down its operations gives notice to the issuers 

it serves, typically with several months of advance warning. The sponsor receives the notice 

and communicates it to the investors. The communication will describe the timeline, the 

transition plan, and any immediate steps investors need to take. The platform does not 

disappear overnight. There is a wind down period, and the platform's contractual obligations 

to support the transition continue through that period. 

Stage Two.  The Data Transfer.  The sponsor exercises the data portability provisions of the 

platform agreement. The platform delivers to the sponsor, or to a successor platform, the 

records it has been maintaining. This includes the smart contract code, the ONCHAINID 

records of each investor's verification, the historical transfer logs, the investor contact 

information, and any other operational data the new platform needs to take over the offering's 
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administration. A well drafted platform agreement requires this transfer in machine readable 

form, on a defined timeline, and at a defined cost. A poorly drafted agreement may leave the 

sponsor scrambling to extract the data. 

Stage Three.  The Migration.  The sponsor identifies a successor platform and arranges the 

migration. The successor platform takes over the operational functions. The investor portal 

moves. The KYC verification service is replaced or transitioned. The customer support contact 

information changes. The smart contract on the blockchain remains where it is, because the 

smart contract was deployed on a public network and does not need to migrate. The wallet 

addresses do not change. Your tokens remain in your wallet throughout the transition. 

Stage Four.  The Continuation.  Once the migration is complete, the offering continues to 

operate, with the successor platform handling the operational layer. Distributions continue. 

Reports continue. Credential renewals continue, often with the renewals timed around the 

migration to minimize disruption. The fund administrator continues to maintain the capital 

accounts. The sponsor continues to operate the property. The investment looks the same to 

you after the migration as it did before, with the practical difference that you log in to a different 

portal and may receive communications from a different customer support team. 

The Honest Time Frame 

A well planned platform transition takes between three and six months from notice to 

completion. During the transition, investors may experience a temporary pause on secondary 

market trading, delays in non urgent communications, and a learning curve as the new portal 

comes online. Distributions and other time sensitive functions are usually maintained without 

interruption, because the fund administrator's role does not depend on the platform. The 

transition is inconvenient. It is not catastrophic when the contractual protections are in place. 

The Contractual Protections That Should Be In Place 

The protections that make a platform transition manageable are not automatic. They have to be 

negotiated, drafted into the platform agreement and into the operating agreement, and confirmed 

before you invest. Below are the specific provisions you should look for in any offering you are 

evaluating, and what each one does. 

Data Portability 

The platform agreement should require the platform to deliver, in machine readable form, all of 

the records material to the offering. This includes the smart contract source code and 

configurations, the ONCHAINID claims for each verified investor, the historical transfer logs, the 

investor contact data, and the operational records material to the ongoing administration of the 

offering. The provision should specify the format of the delivery, the timeline, and the cost. A 
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typical provision requires delivery within thirty to ninety days of a wind down notice, at the 

platform's expense if the wind down is voluntary on the platform's part. 

Key Escrow 

The cryptographic keys that authorize sponsor actions on the smart contract should be held under 

arrangements that survive the platform's failure. The typical arrangement is a key escrow with an 

independent escrow agent, with provisions for releasing copies of the keys to a successor 

platform or to the sponsor's counsel if the platform fails to support the transition. The escrow 

arrangement protects against the worst case scenario in which the platform fails abruptly and 

refuses to cooperate with the wind down. The keys, held in escrow, allow the sponsor to continue 

operating the smart contract regardless of the platform's behavior. 

Transition Assistance 

The platform agreement should obligate the platform to provide transition assistance for a defined 

period, typically ninety to one hundred eighty days from a wind down notice. The assistance 

includes technical support for the migration, cooperation with the successor platform, training and 

documentation for the sponsor's compliance team, and reasonable continued operation of 

investor facing services during the transition. The provision is what prevents the platform from 

simply ceasing operations on a defined date and leaving the sponsor without resources. 

Material Change Notice 

The platform agreement should require the platform to give the sponsor advance notice of 

material changes to its services, with the notice period long enough to allow a transition if the 

change is unacceptable. Typical material change notice periods run from sixty to one hundred 

eighty days. The provision is what prevents a platform from being acquired by a less competent 

operator, changing its fees aggressively, or modifying its services in a way that compromises the 

offering, all without giving the sponsor time to find an alternative. 

Public Blockchain Deployment 

The most important architectural protection is one that lives in the smart contract itself rather than 

in the platform agreement. The smart contract should be deployed on a public blockchain, such 

as Ethereum or a closely related public network, rather than on a private blockchain controlled by 

the platform. Public deployment means the smart contract continues to operate even if the 

platform ceases operations entirely. The compliance module, the forced transfer function, the 

pause authority, the burn function, and every other piece of the smart contract architecture 

continue to function on the public network. The platform was providing operational support around 

the smart contract. The smart contract itself does not need the platform to keep working. 
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Protection What It Does What to Ask the Sponsor 

Data portability Requires the platform to deliver 

operational records in machine 

readable form on a defined 

timeline 

Can I see the data portability 

provision in the platform 

agreement? 

Key escrow Holds cryptographic keys with an 

independent agent so the sponsor 

can operate the smart contract 

even if the platform refuses to 

cooperate 

Where are the issuer agent 

keys held and what are the 

release conditions? 

Transition assistance Obligates the platform to support 

the migration for a defined period 

How long is the transition 

assistance period and what 

does it include? 

Material change 

notice 

Requires the platform to give 

advance notice of material service 

changes 

What is the notice period for 

material platform changes? 

Public blockchain 

deployment 

Ensures the smart contract 

continues to operate even if the 

platform fails 

Is the smart contract deployed 

on a public blockchain? Which 

one? 

How to Verify the Protections in a Specific Offering 

The protections above are only useful if they are actually in place. The verification is not difficult, 

but it does require asking the right questions and reviewing the right documents. Here is the 

sequence I recommend, in the order I would do it myself. 

• Ask the sponsor directly. The questions in the table above can be asked in a single 

email or a single conversation. A sponsor who has done the work of negotiating the 

platform agreement carefully will answer each question quickly. A sponsor who has not 

done the work will struggle with one or more of them, and the struggle itself is the 

answer. 

• Read the PPM's discussion of the platform. The private placement memorandum 

should include a discussion of the platform and the protections that are in place. The 

discussion should name the platform, summarize the protections, and disclose the 

residual risks. Vague descriptions of the platform without specific protections are signals 

that the disclosures have not been drafted carefully enough. 

• Confirm the public blockchain deployment. If the PPM and the operating agreement 

do not state clearly that the smart contract is deployed on a public blockchain, ask. The 
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answer should be specific, naming the network. If the answer is unclear, the architecture 

may not provide the protections this chapter describes. 

• Ask to see the platform agreement, or at least its material provisions. Some 

sponsors will share the platform agreement under a confidentiality undertaking. Others 

will not, but will be willing to share the specific provisions on data portability, key escrow, 

and transition assistance. A sponsor who will not share any of the relevant provisions is 

a sponsor whose platform arrangements you cannot verify. 

• Read the operating agreement's platform provisions. The operating agreement 

should describe the sponsor's authority to change platforms during the holding period, 

the notice requirements, and the data protection commitments that travel with the 

offering. A balanced operating agreement constrains the sponsor's authority 

appropriately. An unbalanced one allows the sponsor to make platform changes with 

limited member protection. 

⚠  The Yellow Flags 

If a sponsor cannot identify the platform by name, cannot confirm whether the smart contract 

is on a public blockchain, cannot describe the data portability arrangements, or cannot 

confirm where the cryptographic keys are held, the offering's platform continuity protections 

are weaker than they should be. None of these is an automatic disqualifier, because the 

underlying real estate may still be attractive. But each is a real risk that you are taking on, 

and the risk should be weighed against whatever else is compelling about the deal. A first 

time tokenized investor is generally better served by an offering with a more established 

platform and clearer protections, even if the underlying real estate looks slightly less attractive 

than a deal whose platform arrangements are weaker. 

When the Protections Are Missing 

I want to be honest about the state of the market. Not every tokenized real estate offering has the 

protections described in this chapter. The market is still maturing, and some sponsors have 

launched offerings without negotiating the platform protections that a careful structuring would 

have produced. Investors in those offerings carry more platform continuity risk than investors in 

offerings with proper protections. 

What the practical consequences look like depends on the specific gaps. Where data portability 

provisions are absent, the offering might survive a platform failure with significant operational 

disruption, additional cost to the sponsor, and a longer transition period. Where key escrow is 

missing, a non cooperative platform could hold the keys hostage during a dispute, leaving the 

sponsor's legal recourse to litigation that takes years. An offering deployed on a private blockchain 

without public chain backup is the most exposed: the ownership record itself could be at risk if the 
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platform fails abruptly. None of these is a likely outcome, but each one is a possible outcome, and 

the probability is higher for offerings that have not been structured to mitigate the risk. 

What I Would Do as an Investor 

If I were evaluating a tokenized real estate offering today, here is the approach I would take to 

the platform continuity question. Three confirmations matter most, in this order. 

1.  Public blockchain deployment. The smart contract should be deployed on a public 

blockchain. This is the most important architectural protection, and it is also the one that is 

easiest to verify. The PPM and the operating agreement should state the network explicitly. If 

they do, the foundation of platform independence is in place. If they do not, I would ask, and 

if the answer is anything other than a clear identification of a public chain, I would treat the 

offering as carrying higher platform risk than the documents suggest. 

2.  Four contractual protections in the platform agreement. Data portability, key escrow, 

transition assistance, and material change notice should all be present and substantively 

negotiated. The verification can be done through a combination of sponsor representations, 

PPM disclosures, and, when possible, a review of the underlying provisions in the platform 

agreement itself. The protections do not need to be perfect. They need to be present. A 

sponsor who has thought about each one and can describe what is in place is a sponsor who 

has done the work the format requires. 

3.  Alternative platforms identified. The sponsor should have done enough work to know which 

alternatives exist and how a migration would proceed. A successor platform does not need to 

be on retainer. The sponsor needs to have identified one or two alternatives and stress tested 

the worst case scenario. The exercise itself is a signal of the seriousness of the program, and 

a sponsor who has been through it will answer the question with concrete names rather than 

with hand waving. 

If those three pieces are in place, I would consider the platform continuity risk addressed at a 

level adequate for me to focus on the substantive questions about the real estate, the sponsor, 

and the terms. If any of the three is missing, I would raise the issue with the sponsor and decide 

based on the response whether the gap is one I am willing to live with. 

Key Takeaway 

Your Investment Survives a Platform Failure When the Structure Is Right 

A platform failure is a real possibility, and the answer is not to pretend it cannot happen. The 

answer is to confirm, before you invest, that the structural protections are in place. Your legal 

rights live in the operating agreement, not in the platform. Your LLC membership interest is 

recorded in the LLC's books, not in the platform. Your tokens are recorded on the public 
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blockchain, not in the platform's private database. The platform provides the operational layer 

of investor portals, verification services, and integrations, and the platform can be replaced 

when the data portability, key escrow, transition assistance, material change notice, and 

public blockchain deployment protections are in place. The protections are negotiated, 

drafted, and disclosed in a properly structured offering. The structure is what makes the 

platform continuity risk manageable. Verifying the structure is the work, and the work is the 

protection. 

Looking Ahead 

Chapter 17 takes on the fourth common concern, which is the one that comes up most often 

among investors who are seventy or older. "What happens to my tokens when I die? My estate 

plan was drafted for traditional assets. Does it cover this?" The chapter is short, direct, and 

practical, with the goal of giving you and your estate planning attorney what you need to address 

the question before it becomes urgent. 
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CHAPTER 17 

"What Happens to My Tokens When I Die?" 

Solvable with planning. Worth doing the planning now. 

This chapter exists because the question it answers comes up in nearly every conversation I have 

with investors over seventy who are considering a tokenized real estate offering for the first time. 

The question is asked with care, because it is a serious one. "My estate plan was drafted years 

ago for traditional assets. My trust holds my brokerage accounts. My will names an executor. My 

family knows where the important documents are. None of that addresses what happens to a 

digital asset on a blockchain. Does my plan cover this, and if it does not, what do I need to do?" 

The short version of the answer is that a tokenized real estate investment fits into your estate plan 

reasonably well, with a small number of additions you should make to address the parts that are 

specific to the digital format. The mechanism is straightforward, the legal authority for it is in place, 

and the work to integrate it into your existing plan is the kind of work your estate planning attorney 

can complete in a single revision meeting. The longer version of the answer is the rest of this 

chapter. 

I want to be clear about what this chapter is and what it is not. It is a description of how a tokenized 

real estate investment moves through an estate, what your executor will need, and what to ask 

your estate planning attorney to add to your existing documents. It is not a substitute for advice 

from your own estate planning attorney, who knows your assets, your family circumstances, and 

your state's law. The chapter gives you the framework. The implementation is what your attorney 

will help you complete. 

How a Tokenized Real Estate Investment Passes Through an Estate 

Start with what passes. The investment is a membership interest in a limited liability company that 

owns real estate. The membership interest is the asset that passes. The token is the recording 

mechanism that confirms your estate's right to the interest. The two together are what your 

executor or trustee will work with when the time comes. 

The legal pathway is identical to the pathway for a conventional LLC membership interest. The 

interest passes through your estate or through your trust, depending on how you titled it during 

your lifetime. The recipient, whether that is a surviving spouse, a beneficiary, or a trust, becomes 

the new holder of the interest under the rules of the operating agreement and the rules of state 

law that govern partnership transfers at death. The sponsor recognizes the new holder, the fund 

administrator updates the capital account, and the holding continues under the same terms that 

applied during your lifetime. 

What is different is the recording layer. The cap table for your tokenized interest is maintained on 

a blockchain, and the token in your wallet is the on chain proof of your ownership. When the 
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interest passes to your estate, the tokens need to be moved from the wallet you controlled during 

your lifetime to a wallet your estate or its beneficiary controls. The mechanism for this movement 

is the forced transfer function, which I introduced in Chapter 4 and described in more detail in 

Chapter 10. The forced transfer function is the bridge between the legal layer (your estate's right 

to the interest) and the technology layer (the on chain recording of who holds the tokens). It is the 

function that allows the estate to receive what it has the legal right to receive, regardless of 

whether anyone has access to your original wallet. 

The Mechanism in One Paragraph 

Your executor or trustee establishes the estate's legal right to the membership interest, the 

way they would for any LLC interest. They notify the sponsor, provide the standard 

documentation, and identify the wallet to which the tokens should be transferred. The sponsor 

directs the smart contract to execute a forced transfer from your wallet to the estate's wallet. 

The transfer is recorded on the blockchain. The estate is now the holder. The interest 

continues to receive distributions under the operating agreement. From the moment the 

transfer is executed, the estate has the same rights you held during your lifetime. 

What Your Executor or Trustee Will Need 

The executor's job in a tokenized real estate investment is comparable to the executor's job in 

any other private real estate investment, with a few additions that address the technology layer. 

Below is the list of items your executor will need to have access to, in the order they will use them. 

• The offering documents. The private placement memorandum, the operating 

agreement, and the subscription agreement. These tell the executor what the investment 

is, who the sponsor is, what the terms are, and what procedures govern the transfer. 

• The sponsor's contact information. The executor needs to know whom to contact. This 

includes the sponsor's name, the platform's name, the fund administrator's name, and 

ideally the names of specific individuals who handle investor communications. 

• Records of your token holdings. Statements from the investor portal showing the wallet 

address, the number of tokens, the date of acquisition, and the offering name. The 

executor uses these to identify what the estate is entitled to. 

• Your wallet credentials, if you used a self custody wallet. If you held the wallet 

yourself, the recovery phrase or seed phrase is what the executor will need to access the 

wallet during the transition. If the recovery phrase is lost or unrecoverable, the forced 

transfer function is the recovery path, and the executor can still receive the tokens through 

the sponsor. 
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• Your verification credentials, if available. Documentation of your ONCHAINID 

verification and accreditation status as of your date of death. The estate may need to 

provide additional documentation to confirm its own status during the transfer. 

• The executor's letters testamentary or trustee's certification. The standard 

documentation that confirms the executor or trustee has legal authority to act on behalf of 

the estate or trust. The sponsor will require these to execute the transfer. 

Where to Keep These 

Most of my clients keep the materials above in a single estate file, often in the same fireproof 

safe where they keep their other important documents. A second copy with their estate 

planning attorney is a good practice. The materials should be updated annually, or whenever 

the investor adds, exits, or substantially changes a tokenized investment. The discipline is 

what makes the executor's job manageable rather than overwhelming. 

The Transfer Process, Step by Step 

Here is how the actual transfer unfolds when an executor or trustee initiates it. The timeline varies, 

but the steps are typical of how the industry handles estate transfers today. 

Step One.  The Executor Contacts the Sponsor.  The first step is a notification. The executor 

sends a written notice to the sponsor, often through the platform's investor relations channel, 

identifying the deceased investor, the wallet address that held the tokens, and the executor's 

authority to act on behalf of the estate. The notice triggers the sponsor's internal process for 

handling an estate transfer. 

Step Two.  The Sponsor Confirms the Estate's Authority.  The sponsor reviews the 

documentation provided. This typically includes a death certificate, the letters testamentary or 

trustee's certification, an affidavit of domicile, and any other documentation the sponsor's 

procedures require. The review is comparable to what would happen in a conventional 

syndication, with the additional step of confirming the wallet address and the on chain record 

of the deceased's holdings. 

Step Three.  The Estate Sets Up Its Own Wallet.  The estate, or its eventual beneficiary, sets 

up a new wallet to receive the tokens. This may be a custodial wallet on the platform, in the 

name of the estate or the trust, or a self custody wallet established by the executor or 

beneficiary. The new wallet must complete the same KYC verification and accreditation 

verification that the original investor completed. The ONCHAINID for the new wallet must be 

in place before the transfer can be executed. 

Step Four.  The Sponsor Executes the Forced Transfer.  Once the estate's authority is 

confirmed and the new wallet is verified, the sponsor directs the smart contract to execute the 
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forced transfer. The tokens move from the deceased's wallet to the new wallet. The blockchain 

record updates to reflect the new holder. The transfer is permanent and recorded. 

Step Five.  The Estate Holds, Distributes, or Sells.  Once the transfer is complete, the estate 

holds the tokens with the same rights the original investor held. The tokens can be kept 

through the remaining hold period, distributed in kind to the beneficiaries under the terms of 

the will or trust, or sold on the secondary market if the holding period has expired and an 

alternative trading system is available. The decision depends on the estate plan, the 

beneficiaries' circumstances, and the tax considerations that apply to the specific situation. 

Step Typical Timeline What the Estate Provides 

Notice to sponsor Days 1 to 7 after death 

certificate is available 

Death certificate, executor or 

trustee authority, wallet 

address 

Sponsor confirms 

authority 

Days 7 to 30 Affidavit of domicile, additional 

documentation as requested 

Estate wallet set up and 

verified 

Days 14 to 45 KYC and accreditation 

documentation for the estate 

or beneficiary 

Forced transfer executed Days 30 to 60 Confirmation of the new wallet 

address 

Estate makes holding 

decisions 

Ongoing Trustee or executor decisions 

based on the estate plan 

 
The total time from notice to forced transfer is typically thirty to sixty days when the documentation 

is in order. Estates with complete records move faster. Estates that have to reconstruct missing 

information move slower. The most important thing the investor can do to make the timeline 

shorter is to leave organized records behind. 

Why the Operating Agreement Makes This Work 

I want to spend a moment on the legal authority that allows the forced transfer to happen, because 

the authority is what makes the mechanism reliable. The operating agreement for the offering 

should specifically authorize the sponsor to direct the smart contract to execute forced transfers 

in defined circumstances, and an estate transfer should be one of those circumstances. 

A well drafted operating agreement names the death of a holder as a triggering event for the 

forced transfer function. The agreement describes the documentation required, the procedures 

the sponsor must follow, and the conditions under which the transfer must be executed. The 

provisions exist for the protection of the estate, because they obligate the sponsor to execute the 
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transfer when the legal requirements are satisfied. Without these provisions, the sponsor might in 

theory have discretion to delay or refuse the transfer, and the estate's only recourse would be 

litigation. With the provisions in place, the transfer is administrative rather than discretionary. 

This is one of the operating agreement provisions worth checking before you invest, and it is one 

of the provisions Chapter 12 listed as worth your focused attention. If the operating agreement 

does not address estate transfers specifically, the sponsor's authority to execute the transfer may 

be ambiguous, and the executor may face unnecessary friction at a time when no one in the family 

wants to deal with friction. 

What to Add to Your Existing Estate Plan 

Now to the practical question of what to do with your own estate plan. Below are the specific items 

I would ask your estate planning attorney to address if you currently hold or plan to hold tokenized 

real estate investments. None of these requires a complete rewrite of your existing documents. 

Each is a focused addition that takes a single meeting to implement. 

A Digital Asset Clause in Your Will or Trust 

Most modern wills and trusts already include a digital asset clause that grants the fiduciary access 

to the testator's digital accounts and digital property. If your estate documents were drafted more 

than ten years ago, the clause may be absent or out of date. The clause should give your executor 

or trustee explicit authority to access, control, and transfer your digital assets, including the wallets 

that hold your tokenized investments. The legal framework for this authority is the Revised 

Uniform Fiduciary Access to Digital Assets Act, which most states have adopted in some form. 

The clause makes the authority unambiguous. 

A Specific Reference to Your Tokenized Investments 

Some estate planning attorneys recommend including a specific reference to tokenized 

investments in the will or trust, alongside the general digital asset clause. The specific reference 

is not legally required, but it can make the fiduciary's job easier by directing attention to the 

existence of the assets. The reference might be as simple as a schedule that lists each tokenized 

investment by sponsor name, offering name, and wallet address, with the schedule updated 

annually. 

Power of Attorney With Digital Asset Authority 

If you currently have a durable power of attorney that authorizes someone to act on your behalf if 

you become incapacitated, the power of attorney should include explicit authority over your digital 

assets. The same legal framework that supports the executor's authority after death supports the 

agent's authority during incapacity. The power of attorney should be reviewed at the same time 

as the will to confirm that the digital asset provisions are aligned. 
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Storage and Disclosure of Wallet Credentials 

Your wallet credentials need to be accessible to your executor or trustee when the time comes, 

without being accessible to anyone else during your lifetime. The standard practice is to store the 

credentials in a sealed envelope in a safe deposit box, a fireproof home safe, or with your estate 

planning attorney, with instructions for access provided to the named fiduciaries. Some attorneys 

recommend a separate digital legacy document that lists the assets, the platforms, the wallet 

addresses, and the location of the credentials, kept with the will and updated periodically. 

A Conversation With Your Named Fiduciaries 

The executor or trustee who will eventually handle your tokenized investments should know that 

the investments exist before they are called upon to administer them. A short conversation with 

your named fiduciaries during your lifetime, with the offering documents in hand, makes the 

eventual administration easier. The conversation does not need to teach them how to use a wallet. 

It needs to tell them that the asset exists, where the documentation is, and who to call. 

⚠  The Single Most Common Estate Planning Mistake 

The mistake I see most often is investors who hold a self custody wallet, who know their 

recovery phrase, who have never written it down anywhere their family can find it, and who 

assume their estate will somehow figure it out. The forced transfer function does provide a 

path to recovery if the recovery phrase is unavailable, and the estate is protected legally even 

if the wallet credentials are lost. But the recovery is slower, more documentation intensive, 

and more stressful for the family than it needs to be. Take fifteen minutes to write down the 

recovery phrase, put it in your safe deposit box or fireproof safe, and tell your executor where 

to find it. Fifteen minutes of your time today is a substantial gift to your family later. 

A Note on Some Specific Situations 

Estate planning is full of specific situations, and I do not want this chapter to imply that every 

tokenized investor's situation is the same. Below are a few of the patterns that come up most 

often, with a brief note on each. The right answers for any specific situation come from your estate 

planning attorney, who knows your circumstances. The notes below are starting points for that 

conversation. 

• Tokens held in a revocable living trust. If your tokens are titled in your living trust rather 

than in your individual name, the transition at death is handled by the successor trustee 

rather than by an executor. The mechanics are similar, but the trustee acts under the 

trust's terms rather than through probate. Many investors prefer this structure for privacy, 

simplicity, and continuity reasons. The wallet should be set up in the name of the trust, 

and the trustee's authority should be confirmed with the sponsor at the time of acquisition. 
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• Joint ownership with a spouse. Tokenized investments can be held in joint tenancy or 

by community property where the state allows it. The mechanics differ from individual 

ownership, and the surviving spouse may receive the interest automatically without a 

forced transfer being needed in the same way. The decision to use joint ownership should 

be discussed with your estate planning attorney based on your tax planning and family 

circumstances. 

• Step up in basis at death. Real estate held through a partnership generally receives a 

step up in basis when the partner dies, under Section 754 elections and the related tax 

rules. The step up applies to tokenized real estate in the same way it applies to 

conventional real estate. Your accountant will handle the mechanics, with the 

partnership's tax return reflecting the new basis at the partner level. 

• Charitable gifts of tokens. Investors who plan to make charitable gifts at death can 

include tokenized investments in those gifts. The forced transfer function can deliver the 

tokens to a qualified donee organization the same way it can deliver them to an individual 

beneficiary, provided the donee can complete the KYC and accreditation verifications the 

offering requires. Some donor advised funds and community foundations are now 

equipped to accept tokenized real estate gifts, and the number is growing. 

• Beneficiaries who are not accredited investors. If a beneficiary who would inherit your 

tokens does not qualify as an accredited investor, the smart contract may not allow the 

tokens to be transferred to them directly. The fix is usually for the estate or trust to hold 

the tokens and either distribute the cash equivalent at the next exit or hold the tokens 

through the remaining hold period before distributing the proceeds. The estate planning 

attorney and the sponsor's counsel should discuss the path together before the issue 

becomes practical. 

What the Conversation With Your Estate Planning Attorney Looks 
Like 

If you bring this chapter to your estate planning attorney, here is what I would recommend the 

conversation cover. The agenda is short, and most attorneys can complete the work in a single 

meeting of an hour or so. 

1.  Confirm digital asset clauses. Confirm that your existing will, trust, and power of attorney 

include current digital asset clauses that comply with the Revised Uniform Fiduciary Access 

to Digital Assets Act as adopted in your state. 

2.  Add a schedule of tokenized investments. Add a schedule to your estate documents that 

lists each tokenized investment, the sponsor, the offering name, and the wallet address. Plan 

to update the schedule annually. 

3.  Document the wallet credential storage. Identify where your wallet credentials will be stored 

and how your fiduciaries will access them. Document the storage arrangement. 
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4.  Decide on the ownership structure. Discuss whether your tokenized investments should be 

held in your individual name, in your living trust, or in joint tenancy with your spouse. Decide 

based on your tax planning, your privacy preferences, and your family circumstances. 

5.  Confirm the fiduciary appointments. Identify the executor and trustee who will administer 

the tokenized investments. Confirm that they are willing to take on the role and that they have 

a path to learning what they need to know. 

6.  Plan the conversation with your fiduciaries. Decide whether to have a conversation with 

your named fiduciaries about the investments during your lifetime, or to leave them 

documentation to work from after the fact. Most clients prefer the conversation. 

7.  Consider a coordination call with securities counsel. Consider whether your estate 

planning attorney would benefit from consulting with a securities attorney familiar with 

tokenized real estate, particularly if your tokenized holdings are substantial. 

Key Takeaway 

Solvable, but Worth Doing the Planning Now 

A tokenized real estate investment passes through your estate the same way a conventional 

LLC membership interest passes through your estate, with one additional mechanism (the 

forced transfer function) that handles the on chain recording layer. The legal authority is in 

place. The procedures are established. The mechanism is reliable when the operating 

agreement is well drafted. What is left for you is to integrate the asset into your existing estate 

plan, which is a focused conversation with your estate planning attorney rather than a 

redrafting of your documents. Take fifteen minutes to write down your recovery phrase, an 

hour to update your estate plan, and a short conversation to tell your executor that the asset 

exists. That is the entire planning task. The relief of having done it is substantial, and the gift 

to your family is real. 

Looking Ahead 

Chapter 18 is the last of the fear chapters. The question it addresses is the one that comes up 

most often when an investor is in the final stage of deciding. "Is this actually legal? Has the SEC 

actually said this is okay?" The chapter gives you a direct answer with the supporting context, so 

that the regulatory legitimacy question is one you can address with confidence in any conversation 

you have about a specific offering. 
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CHAPTER 18 

"Is This Legal? Is the SEC Okay with This?" 

Yes, when structured correctly. The question to ask is about the specific offering, not 
the format. 

The last of the common concerns I want to address is the one investors raise most often when 

they are close to deciding. They have worked through the technology question, the crypto 

association, the platform continuity risk, and the estate planning. The deal looks good on the 

substance. The numbers work. The sponsor seems credible. And then, often at the end of the 

conversation, they will ask, "Before I commit, I just want to confirm. Is this actually legal? Is the 

SEC okay with this?" 

The short answer is yes, when the offering is structured correctly, and the SEC is more than okay 

with it. The longer answer, which this chapter walks through, is that the legality question is the 

wrong question to be asking at this stage. Tokenized real estate as a format is settled law. The 

relevant question, the one that actually protects you, is whether the specific offering in front of you 

has been structured the way the law requires. The format is legal. Some sponsors execute the 

format properly, and some do not. The chapter explains the difference and tells you how to verify 

which kind of sponsor you are dealing with. 

The Direct Answer 

Tokenized real estate offerings are securities. They are regulated by the SEC under federal law 

and by state securities regulators under state blue sky laws. They are sold under the same 

securities exemptions that have governed private real estate placements for the past ninety years, 

almost always Regulation D, under Rule 506(b) or Rule 506(c). The same disclosure obligations, 

antifraud protections, accreditation requirements, and enforcement authority all apply, exactly as 

they apply to any conventional private real estate placement. There is no separate body of law 

for tokenized real estate. The format operates inside the existing framework. 

The SEC is more than okay with the format. The SEC has confirmed it in writing, in the joint 

regulatory release the agency issued with the CFTC in March 2026, which I introduced in Chapter 

9. The release established the five category taxonomy for digital assets and placed tokenized real 

estate squarely in the digital securities category, with all of the legal consequences that follow. 

The release was the regulatory clarification the industry had been waiting for, and the clarification 

was favorable. Sponsors who structure their offerings correctly know exactly which rules apply 

and how to comply with them. Investors who participate in those offerings have the same legal 

protections they have always had in private real estate. 
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The Sentence You Can Use 

If anyone asks you whether your tokenized real estate investment is legal, the accurate 

answer is, "Yes. It is a private securities offering under Regulation D, regulated by the SEC 

and the state securities regulators, sold under the same legal framework that has governed 

private real estate placements for ninety years. The SEC and the CFTC confirmed the 

regulatory treatment in writing in March 2026." That is the complete answer. Most questioners 

stop there. 

What "Structured Correctly" Means 

The qualification at the start of the chapter's answer is important. Tokenized real estate is legal 

when the offering is structured correctly. The qualification is not a hedge. It is the recognition that 

the legal framework provides a path, and the sponsor is responsible for walking that path. A 

sponsor who does the work properly produces an offering that fits inside the regulatory framework 

cleanly. A sponsor who cuts corners produces an offering that may have legal exposure, even if 

the format itself is legal. The difference is the structuring. 

Below are the four elements that a correctly structured tokenized real estate offering should have. 

The four are not a complete list. They are the elements that distinguish a properly structured 

offering from one that has gaps in its legal foundation. 

Element One: A Valid Securities Exemption 

The offering must rely on a valid exemption from registration with the SEC. For private real estate 

offerings, the exemption is almost always Regulation D, under Rule 506(b) or Rule 506(c). Each 

rule has specific requirements about how the offering is conducted, who can invest, how 

accreditation is verified, and how the offering is documented. A sponsor who structures the 

offering inside the exemption has done the legal work properly. A sponsor who is vague about 

which exemption applies, or who appears to operate outside the exemption's requirements, has 

not. 

Element Two: Proper Disclosures 

The offering must include the disclosures that securities law requires. A private placement 

memorandum that describes the offering, the sponsor, the property, the team, the terms, the risks, 

and the use of funds. Risk factors that disclose the material risks of the investment, including the 

risks specific to the tokenized format. An operating agreement that defines the rights and 

obligations of the parties. A subscription agreement that confirms the investor's representations 

and the terms of the subscription. The documents must be substantive, accurate, and complete. 

A sponsor whose offering documents are thin, vague, or evasive on material points has not 

satisfied the disclosure obligations the framework requires. 
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Element Three: A Compliant Compliance Architecture 

The tokenized format introduces a technology layer that supports the offering's compliance with 

the transfer restrictions and other rules the law imposes. The smart contract should follow a 

recognized token standard for regulated securities, typically ERC 3643 or a closely related 

standard. The compliance module should be configured to enforce the transfer restrictions that 

the operating agreement requires. The forced transfer and pause authorities should be 

appropriately bounded. The platform should be established and audited. A sponsor whose 

technology layer is loosely configured, unaudited, or built without clear regard for the compliance 

requirements has not satisfied the structural requirements the format requires. 

Element Four: An Operational Compliance Program 

The offering must be administered correctly throughout the holding period, well beyond what the 

initial launch requires. Credential renewals, distributions, secondary market transactions, 

regulatory monitoring, and event triggered communications all require sustained attention from 

the sponsor and the platform. A sponsor who has built an ongoing compliance program has 

structured the offering for the full duration of the investment. A sponsor whose compliance 

program ends at closing has structured the offering only halfway, and the gaps will show up during 

the years when the investors are committed and watching less closely. 

The Four Elements What It Looks Like When Done 
Correctly 

What It Looks Like When It 
Is Not 

Valid securities 

exemption 

Specifically identified, with proper 

accreditation verification 

Vague or unstated; investors 

admitted without verification 

Proper disclosures Substantive PPM, complete risk 

factors including technology risks 

Thin PPM, missing technology 

risk factors, vague 

descriptions 

Compliant 

compliance 

architecture 

Recognized token standard, 

audited smart contract, bounded 

sponsor authorities, established 

platform 

Custom unaudited contract, 

open ended sponsor 

authorities, new or untested 

platform 

Operational 

compliance program 

Named compliance owner, 

documented procedures, ongoing 

monitoring 

No clear ownership, ad hoc 

administration, no monitoring 

discipline 

 
The framework above is the same one Chapters 11 through 13 walked through in detail. The 

reason I am repeating it here is that the legality question and the structuring question are the 

same question. An offering that has all four elements is legal in every substantive sense. An 

offering that is missing one or more is operating outside the framework that makes the format 
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legal. The question of whether tokenized real estate is legal is therefore a question about specific 

deals, not about the format. 

Why the 2026 Joint Release Matters for Your Confidence 

I want to spend a few paragraphs on the regulatory release from 2026, because its existence is 

what allows me to give you the direct answer this chapter started with. The release did not change 

the underlying law. The investment contract analysis that classifies tokenized real estate as a 

security has been settled since the Supreme Court decided SEC v. W.J. Howey Co. in 1946. The 

release did something different. It eliminated the residual uncertainty about how the SEC and the 

CFTC would handle digital assets in practice, and the elimination of that uncertainty changed the 

practical experience of being a tokenized real estate investor. 

Before the release, even a sponsor who structured an offering carefully had to defend the 

regulatory analysis if a question came up. The legal opinions were strong, but the agencies had 

not spoken definitively. After the release, the analysis is no longer a matter of interpretation. The 

release is the agencies' formal position. Sponsors who follow the framework have the comfort of 

knowing their structuring decisions are aligned with the agencies' published views. Investors who 

participate in those offerings have the same comfort. The regulatory clarity itself is what has 

matured the market. 

From your perspective as an investor, the practical consequence is that you can address the 

legality question in any conversation with confidence. The format is legal. The agencies have said 

so in writing. The terms of the legal framework are settled. The conversation can now be about 

the specific deal in front of you, which is where the conversation should always have been. 

The Difference Between a Compliant Offering and the Speculative 
Token Sales That Got Bad Press 

I want to address the historical context, because some of the discomfort investors feel about the 

legality question is grounded in real events from the period when digital assets were less regulated 

than they are today. Between roughly 2017 and 2022, the cryptocurrency industry produced a 

long series of token offerings that were sold to the public without complying with securities law. 

Some of these were outright frauds. Others were operated by people who did not understand the 

law. A few were good faith efforts that ran into enforcement actions when the SEC concluded that 

the tokens were unregistered securities. The popular press covered each of these episodes, and 

the impression that digital asset offerings carry inherent legal risk is a residue of that coverage. 

The offerings I am describing in this book are different in every legal respect. They are private 

placements, sold under Regulation D, to accredited investors, with documentary verification, full 

disclosures, antifraud protections, and ongoing compliance obligations. The structuring is done 

by securities counsel familiar with the framework, the operation is run by sponsors who have built 

compliance programs, and the oversight comes from the SEC and state securities regulators. The 



From Paper to Blockchain   |  Chapter 18 

Page 149 

legal posture is the opposite of the public crypto token sales that produced the enforcement 

actions. The vocabulary overlaps. The legal status does not. 

 Speculative Public Token Sales 
(2017 to 2022) 

Properly Structured Tokenized 
Real Estate Today 

Who could invest Anyone with an internet 

connection 

Verified accredited investors only 

Disclosure 

document 

A white paper, often technical 

and non legal 

A private placement 

memorandum complying with 

securities law 

Securities 

exemption 

Often none, or invalid Regulation D, Rule 506(b) or 

506(c) 

Antifraud 

protections 

Theoretical, often unenforced Section 17(a) of the Securities 

Act and Rule 10b5 of the 

Exchange Act 

Identity verification Often none Documentary KYC verification 

through an established service 

Underlying asset Often nothing tangible A specific piece of real estate 

Regulatory clarity Disputed Settled by the 2026 joint release 

Sponsor 

accountability 

Often anonymous or offshore Identified sponsor with fiduciary 

obligations under state LLC law 

 
Eight rows. The two formats share the use of blockchain technology and almost nothing else. 

Treating them as if they were similar legal categories is the kind of pattern recognition that I 

addressed in Chapter 15. The technology overlap is real. The legal status is not. 

Ask the Right Question, Not the Wrong One 

The most useful reframing I can give you is this. The question to ask is not, "Is tokenized real 

estate legal?" The format is legal, as a matter of settled federal and state law. The question to 

ask is, "Was this specific offering structured by experienced securities counsel, and does it meet 

the standards of a properly structured private securities offering?" The reframing matters because 

the format level question has a settled answer, and the deal level question has the actual stakes. 

If a sponsor cannot satisfy you on the deal level question, the format level answer does not save 

you. A poorly structured offering that calls itself tokenized real estate is exposed to legal problems 

regardless of how legal the format is in general. A well structured offering is properly compliant 

regardless of whatever historical context the format carries. The difference between the two is the 
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work the sponsor and their counsel have done. The framework is settled. The execution is what 

varies. 

The implication for your due diligence is straightforward. The questions you ask should be about 

the specific offering, not about the format. Chapter 13's ten questions are the right framework. 

They focus on the exemption, the audit, the ATS arrangements, the key custody, the platform 

continuity, the sponsor's tokenized track record, the credential renewals, the distribution 

mechanics, the operating agreement constraints, and the ongoing compliance program. None of 

those questions asks whether tokenization is legal in general. All of them ask whether this specific 

deal has been structured to a standard you can trust. 

Two Questions, Two Different Answers 

"Is tokenized real estate legal?" The answer is yes, settled, with the regulatory framework 

confirmed in writing by the SEC and the CFTC. "Is this specific tokenized offering legal?" The 

answer depends on whether the sponsor's structuring satisfies the requirements of the 

framework. The first question protects you against confusion about the format. The second 

question protects you against committing capital to a deal whose structuring was inadequate. 

The first question is settled by external authority. The second question is settled by your own 

due diligence. 

How to Address the Question in Conversation 

If someone in your life asks whether your tokenized real estate investment is legal, here is the 

script I would use. The script is three parts, the same length as the script in Chapter 15, and 

designed to settle the question without making the conversation about technology or regulatory 

minutiae. 

1.  Name what the investment is. "It is a private securities offering under Regulation D. The 

same legal framework that has governed every conventional private real estate deal I have 

ever invested in." 

2.  Name the regulator. "It is regulated by the SEC and the state securities regulators. The 2026 

joint release from the SEC and the CFTC confirmed that tokenized real estate interests are 

securities, with all of the legal protections that come with that classification." 

3.  Point to your due diligence. "The deal was structured by experienced securities counsel. 

The exemption is identified, the disclosures are substantive, the smart contract is audited, and 

the sponsor's compliance program is in place. I have reviewed the documents and the 

answers to the questions that mattered. I would not have invested if the structuring had not 

satisfied me." 
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Three sentences, about thirty seconds of speaking time, and the question is settled. The 

questioner who wants more detail can have it. The questioner who was asking out of generalized 

concern usually gets what they need from the three sentences and moves on. The script protects 

you because it is accurate, and it protects the conversation because it returns the focus to the 

substance of the deal. 

When the Honest Answer Is That an Offering Is Not Properly 
Structured 

I want to close the chapter with a piece of intellectual honesty, because the chapter would not be 

complete without it. Not every tokenized real estate offering you encounter is properly structured. 

The market is still maturing, and the patterns of structuring failure cluster around a few familiar 

problems. 

• Operating outside the framework. Some sponsors structure their offerings in ways that 

do not fit cleanly inside any of the available securities exemptions, and either do not know 

it or are hoping no one notices. 

• Marketing crypto as tokenized real estate. Some promoters use the language of 

tokenization to sell what is actually an unregulated cryptocurrency or speculative token, 

with the real estate connection being marketing rather than substance. 

• Missing or invalid exemptions. Some offerings are run without a valid exemption being 

identified, with the sponsor hoping the SEC does not notice or that the small size of the 

raise keeps the deal under the regulatory radar. 

• Careless compliance work. Some sponsors simply have not done the compliance work 

the format requires, with no malice and no plan to mislead, but with a structuring program 

that does not actually satisfy the law's requirements. 

 
The framework in this book gives you the tools to identify which offerings are properly structured 

and which are not. The due diligence chapters in Part Four are the practical implementation. The 

ten questions in Chapter 13 are the screen. The document review approach in Chapter 12 is the 

deeper analysis. The four elements in this chapter are the test. An offering that has all four 

elements in place is one whose legal status you can rely on. An offering that is missing one or 

more is one whose legal status carries real exposure, no matter how attractive the underlying real 

estate may be. 

What I do not want you to take from this chapter is the impression that any tokenized real estate 

offering can be trusted because the format is legal. The format is legal. The execution varies. The 

work you do to evaluate the execution is what determines whether the legality applies to the 

specific deal you are looking at. A sponsor who has done the work has built an offering that fits 

inside the framework. A sponsor who has not has built an offering that does not, and the format's 

legal status will not protect you from the structuring failures. 
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⚠  The Honest Caution 

When you finish reading this book, you will know more about the structuring of tokenized real 

estate offerings than most investors who are participating in the market today. That 

knowledge is your protection. Use it. The questions in Chapter 13, the document review 

approach in Chapter 12, and the sponsor evaluation framework in Chapter 11 are the practical 

tools. The fact that the format is legal is the starting point of the analysis. The work you do is 

what determines whether the specific deal in front of you deserves your capital. 

Key Takeaway 

Ask About the Offering, Not About the Format 

Tokenized real estate is legal under settled federal and state securities law, confirmed in 

writing by the SEC and the CFTC in March 2026, and operates inside the same regulatory 

framework that has governed private real estate placements for ninety years. The format level 

question is answered. The question that protects you is whether the specific offering you are 

evaluating has been structured by experienced securities counsel, with a valid exemption, 

proper disclosures, a compliant technology architecture, and an operational compliance 

program in place. That question is answered by your own due diligence. Use the framework 

in Part Four. Apply the ten questions in Chapter 13. Read the documents the way Chapter 12 

described. The legality question is settled at the format level. The execution is what varies, 

and the execution is what your due diligence verifies. 

Looking Ahead 

Part Five closes here. You have now worked through the framework, the architecture, the due 

diligence approach, and the five most common concerns that come up when investors are 

considering a tokenized real estate offering for the first time. Part Six brings the book to a close 

with two chapters that step back from the details and address the larger question. Is this format 

right for you, given your circumstances and your portfolio? Chapter 19 walks through the investor 

profiles for whom tokenized offerings make the most sense and the situations in which the format 

probably does not change your decision either way. Chapter 20 brings the entire book to one 

summary page. 
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CHAPTER 19 

When a Tokenized Offering Makes Sense for an 
Investor Like You 

The format suits some investors better than others. Both directions are honest. 

The book has spent eighteen chapters describing what tokenized real estate investments are, 

how they work, and how to evaluate any specific offering you encounter. The remaining question 

is whether this format is right for you, given your circumstances, your portfolio, and the way you 

have always approached private real estate. The answer is not the same for every investor, and 

the chapter is honest in both directions. The tokenized format is a useful addition to the portfolios 

of investors who fit certain profiles. It does not change much for investors who fit other profiles. 

Knowing which group you fit into is worth more than reading a one sided sales pitch on either 

side. 

I want to walk through this question the way I walk through it with my own investor clients. The 

conversation usually starts with the same question. "You have explained the format and how to 

evaluate it. Should I actually invest in one of these, or should I keep doing what I have been 

doing?" The honest answer depends on a small number of factors that I will lay out in this chapter. 

By the end of it, you should have a clear sense of which side of the question you are on and why, 

without anyone pushing you toward an answer that does not fit your situation. 

The Factors That Determine Fit 

Whether a tokenized real estate offering fits your portfolio depends on five factors. The factors 

are not independent, but each one influences the answer in its own way. Below is the list, with a 

brief note on each. The rest of the chapter walks through how the factors combine into investor 

profiles. 

• Your liquidity preference. Some investors place a substantial value on the option to exit 

an investment early, even if they rarely use it. Other investors are comfortable committing 

capital for the full hold period and view early exits as a feature they will never reach for. 

Tokenized offerings deliver an exit option through the secondary market. The option is 

most useful to investors who actually value it. 

• Your portfolio's overall liquidity. An investor whose portfolio is largely illiquid, with 

substantial allocations to private real estate, private equity, and other long term 

commitments, may value an exit option more than an investor whose portfolio includes 

substantial public market holdings that can be sold easily. The portfolio context affects 

how much a single deal's liquidity feature matters to your overall situation. 

• Your time horizon and life stage. An investor in their forties or fifties has a longer time 

horizon and more flexibility to adjust over the decades ahead. An investor in their seventies 
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or eighties values optionality more, because the capital may need to be redirected in 

response to life events that arrive without warning. The tokenized format's exit option is 

more useful at one stage of life than at another. 

• Your administrative preferences. Some investors like the modern reporting 

infrastructure of a tokenized offering, including the investor portal, the real time visibility 

into holdings, and the more thorough KYC and accreditation process. Other investors find 

the additional touchpoints (wallets, credential renewals, electronic verifications) more 

burdensome than the conventional format. Neither preference is right or wrong, but the fit 

varies. 

• The specific deal in front of you. Beyond the profile factors, the deal itself matters. A 

tokenized offering with a strong sponsor, a well selected property, attractive terms, and a 

properly structured compliance program is a different proposition from a tokenized offering 

with weaknesses in any of those areas. The format is a feature of the deal. It is not the 

deal. 

When the Format Probably Makes Sense 

Below are the investor profiles that, in my experience, benefit the most from including tokenized 

offerings in their private real estate allocation. Each profile is sketched briefly. You may recognize 

yourself in one of them, or you may recognize a combination of features from several. The profiles 

are descriptive rather than exhaustive. 

The Investor Approaching or in Retirement 

Investors in their late sixties, seventies, or eighties tend to value the secondary market option 

more than younger investors do. The reason is straightforward. Life events can arrive without 

warning at this stage. A spouse's health changes, a family member needs financial support, a 

long held plan changes, or simply the desire to simplify the portfolio increases. Tokenized 

offerings give the investor a path to convert a portion of their private real estate holdings to cash 

if circumstances require, without forcing the kind of deeply discounted private transfer that is 

sometimes the only alternative in a conventional syndication. The optionality has real value at this 

life stage, even when it is rarely exercised. 

The Investor With a Heavily Illiquid Portfolio 

Some investors have built their wealth largely in illiquid asset classes. Conventional real estate 

syndications, operating businesses, private equity, venture capital, and similar long term 

commitments. For these investors, the secondary market option in a tokenized offering can be a 

useful contribution to overall portfolio flexibility, even if any single deal is held to its natural exit. 

The format adds a controlled, regulated path to liquidity in a portion of the portfolio where no such 

path exists today. The benefit is the option, not the requirement to use it. 
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The Investor Building a Diversified Real Estate Portfolio 

Investors who hold ten, fifteen, or twenty private real estate syndications across multiple 

sponsors, asset classes, and geographies often appreciate the modern reporting infrastructure 

that tokenized platforms provide. The investor portal that displays all holdings in real time, the 

consistent KYC standards across deals, the consolidated tax reporting, and the cleaner 

administration are useful at scale. An investor with two or three conventional syndications may 

not notice the difference. An investor with fifteen of them often does. 

The Investor Whose Spouse Will Eventually Manage the Portfolio 

This profile comes up often in my conversations with investors over seventy who have spent 

decades managing private real estate themselves. They are thinking about how their spouse, who 

has not been the primary financial decision maker in the household, will handle the portfolio if the 

investor predeceases them. The tokenized format offers some advantages for this transition. 

Cleaner reporting, easier access to current holdings, and a more organized recordkeeping 

infrastructure than the conventional format provides. The investor can structure the portfolio so 

that the spouse's eventual administration is more straightforward, without the spouse having to 

learn new skills. 

The Investor Who Wants to Make Smaller Allocations Across More Deals 

Conventional real estate syndications often have minimum investments of fifty thousand dollars, 

one hundred thousand dollars, or higher. Tokenized offerings frequently allow smaller minimums, 

sometimes as low as ten or twenty thousand dollars. The lower minimums can be useful for 

investors who prefer to spread their capital across more deals with less concentration risk in any 

single one. The same investor who would have done five conventional deals at one hundred 

thousand dollars each might do ten or fifteen tokenized deals at smaller increments, with the 

diversification benefit being real even though the total dollar commitment is the same. 

The Common Thread Across These Profiles 

What the profiles share is a circumstance in which the tokenized format's specific features 

(secondary market option, modern reporting, smaller minimums, cleaner administration) add 

something the investor would otherwise have to do without. The features are real, and they 

have practical value. The investor profiles above are the ones for whom the value is most 

clearly worth the additional administrative touchpoints the format requires. 

When the Format Probably Does Not Change Your Decision 

I want to be just as honest about the situations in which the tokenized format does not 

meaningfully add to what you are already doing. Telling an investor that a format suits everyone 

is not useful, and the chapter would be incomplete without the other side of the picture. 



From Paper to Blockchain   |  Chapter 19 

Page 156 

The Investor With a Settled Long Term Plan 

Investors who have a settled investment strategy, who plan to hold every deal to its natural exit, 

who are comfortable with the conventional administration of private real estate, and who have 

substantial liquid assets elsewhere in their portfolio may find that the tokenized format adds little 

to their decision. The secondary market option is a feature they will not exercise. The modern 

reporting is a small improvement they do not strictly need. The administrative touchpoints are an 

inconvenience they would not have to tolerate in a conventional deal. For this investor, the 

tokenized format is neither attractive nor unattractive. It does not change much. 

The Investor With One or Two Trusted Sponsors 

Some investors do almost all of their private real estate investing with one or two sponsors they 

have known for decades. The relationship is comfortable, the sponsors run their deals well, and 

the investor sees no reason to add complexity to a system that has served them. If those sponsors 

offer their deals in conventional form, the investor has no reason to push them toward the 

tokenized format. If those sponsors are starting to offer tokenized versions, the investor can 

evaluate them using the framework in Part Four, with the same trust in the sponsor that has 

informed the prior decisions. The format does not require a change in the investor's approach. 

The relationship is the important thing. 

The Investor Who Strongly Prefers Operational Simplicity 

Some investors place a substantial value on operational simplicity in their financial lives. They 

prefer to receive a wire, file a K1, and not think about an investment between those events. The 

tokenized format introduces a small number of additional administrative touchpoints, including the 

wallet setup, the credential renewals, and the platform login. These are not difficult, but they are 

different. For an investor whose preference is to minimize the number of accounts, platforms, and 

credentials in their financial life, the conventional format may be a better fit. The choice is a matter 

of taste, and the taste is legitimate. 

The Investor Who Is Just Starting Out in Private Real Estate 

An investor who is making their first or second private real estate investment is often better served 

by starting in the conventional format. The conventional format is well understood, the 

documentation is familiar to most attorneys and accountants, and the operational mechanics are 

simple. The tokenized format adds a layer of vocabulary and infrastructure that is worth learning 

eventually, but a first time private real estate investor has more important things to learn first. The 

sponsor selection, the deal terms, the asset class, the market dynamics, and the patience 

required to hold a long term investment are all more important to the first time investor's success 

than the recordkeeping technology of any specific deal. 

 



From Paper to Blockchain   |  Chapter 19 

Page 157 

How These Combine in Practice 

The investors for whom the tokenized format adds the most value tend to be those who place 

a high value on optionality, hold mostly illiquid portfolios, are at a life stage where flexibility 

matters more than it once did, and are comfortable with the additional administrative 

touchpoints. The investors for whom the format changes little tend to be those who plan to 

hold every investment to its natural exit, have substantial public market liquidity already, are 

at a life stage where their plans are settled, and prefer the simplicity of conventional 

administration. 

 

⚠  Resist the Pressure to Invest in a Format That Does Not Fit 

The tokenized format is in the early stages of significant marketing pressure, and you may 

encounter pitches that suggest the format is the future of private real estate and that investors 

who do not adopt it are missing out. This kind of pitch is rarely accurate and almost never 

serves the investor's interest. The format is a useful addition to the portfolios of investors for 

whom the features add value. It is not a requirement, and it is not a substitute for thoughtful 

sponsor selection and deal evaluation. If a tokenized offering does not fit your situation, the 

correct response is to pass on it without apology. The book's framework gives you the tools 

to evaluate the format honestly, and the honest evaluation sometimes produces a decline. 

The Hold Period Consideration 

The outline of this chapter calls out a specific factor that deserves its own section. Longer holds 

benefit more from secondary market optionality. The reason is mechanical, and once stated, it is 

intuitive. 

A deal with a projected three or four year hold offers a relatively short window in which the 

investor's circumstances might change in a way that makes an early exit useful. A deal with a 

projected eight or ten year hold offers a much longer window, with more opportunity for life events, 

portfolio shifts, or strategic changes to make an early exit useful. The secondary market option in 

a tokenized offering is a feature whose value compounds with the length of the hold. The longer 

the hold, the more useful the option becomes. 

This consideration does not mean every long hold deal should be tokenized and every short hold 

deal should be conventional. It means that the relative value of the secondary market option shifts 

with the hold period, and that an investor evaluating a longer hold tokenized offering should give 

more weight to the liquidity feature than an investor evaluating a shorter hold one. The shift is 

incremental rather than dramatic, but it is real. 
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Projected Hold 
Period 

Relative Value of the Liquidity Feature 

Three to four years Lower. The hold is short enough that early exit options are rarely 

needed, and the lockup consumes a large fraction of the hold. 

Five to seven years Moderate. Life events and portfolio adjustments are more likely over 

this window, and the lockup consumes a smaller fraction of the hold. 

Eight to ten years Higher. The window for circumstances to change is substantial, and 

the optionality has real value even if it is never exercised. 

Ten years or more Highest. The longer the hold, the more useful the secondary market 

option becomes, and the more it justifies the additional 

administrative touchpoints. 

How Tokenized Offerings Fit Alongside Conventional Ones 

Most investors who add tokenized offerings to their portfolio do not abandon the conventional 

format. They hold both, with the allocation between the two reflecting the investor's preferences 

and the specific deals available at any time. I want to spend a few paragraphs on what that mixed 

allocation actually looks like in practice, because the question of how the two formats coexist in a 

real portfolio is one investors often ask me. 

The most common pattern I see is that investors who are comfortable with the tokenized format 

will allocate a portion of their new private real estate commitments to tokenized offerings, while 

continuing to invest in conventional deals from sponsors they trust. The allocation between the 

two is rarely strict. It varies based on which deals are available at any given time, which sponsors 

the investor is working with, and how the format fits the specific asset and business plan. An 

investor with five conventional syndications might add two or three tokenized ones over the next 

several years, without rebalancing toward either format aggressively. 

The two formats can hold the same kinds of assets and rely on the same kinds of sponsors. A 

multifamily value add deal, a self storage development, or a single tenant net lease portfolio can 

each be structured in either form, and the choice is made by the sponsor when they put the 

offering together. The decision is usually driven by the sponsor's platform relationships, their legal 

team's recommendations, and their view of what their investor base prefers. From the investor's 

perspective, the asset and the sponsor matter more than the format, and a high quality deal in 

either format is preferable to a weak deal in either format. 

Diversification Across Formats 

There is a small structural benefit to holding deals in both formats, which is that the platforms, 

the technology infrastructure, and the operational dependencies are different across the two. 
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An investor whose entire private real estate portfolio is in tokenized offerings is more exposed 

to platform continuity risk than an investor whose portfolio is split between formats. The 

diversification is not the primary reason to choose either format, but it is a modest benefit of 

a mixed allocation that some investors value. 

Practical Guidance for the Decision 

If you are reading this chapter and trying to decide whether to make your first tokenized real estate 

investment, here is the approach I would recommend. The approach is conservative on purpose, 

because the goal is to evaluate the format with one or two deals before committing to it more 

broadly. 

1.  Start with one deal from a sponsor whose tokenized capability you have confirmed. Use 

the framework in Part Four to evaluate the sponsor and the specific offering. Do not invest in 

your first tokenized deal until you have completed the same due diligence you would do for 

any private real estate offering, plus the additional questions specific to the format. 

2.  Choose a smaller initial commitment than you might otherwise make. The first tokenized 

deal is also a learning opportunity. A smaller commitment gives you the experience of going 

through the onboarding, the credential renewals, the portal navigation, and the operational 

mechanics, at a scale that does not strain your portfolio if the experience does not match your 

expectations. 

3.  Hold the first deal through at least one full annual cycle before adding a second. The 

first year reveals what the operational experience actually looks like for your specific platform, 

sponsor, and asset. A second deal added too quickly compounds your exposure to operational 

issues that the first year might surface. 

4.  Use what you learn to refine the criteria for the next deal. If the first experience is smooth, 

the criteria for the second deal can be similar to the criteria for the first. If the first experience 

reveals weaknesses in the platform, the sponsor's compliance program, or the operational 

mechanics, the criteria for the next deal should be tighter. 

5.  Maintain your conventional allocation in parallel. There is no benefit to abandoning the 

conventional format. A mixed allocation gives you the benefits of both formats and reduces 

your overall exposure to any single format's specific risks. 

The Decision Framework in One Paragraph 

Identify which of the five factors above are most consequential for you. Locate yourself among 

the investor profiles that fit and the ones that do not. Consider the hold periods of the specific 

deals you are evaluating. Plan for a mixed allocation across both formats. Start small with 
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your first tokenized deal, learn from the experience, and adjust your criteria for the next one. 

The decision is yours, and the framework gives you the tools to make it for the right reasons. 

Key Takeaway 

The Format Suits Some Investors Better Than Others, and That Is Useful Information 

Tokenized real estate offerings add useful features to the portfolios of investors who value 

optionality, hold mostly illiquid portfolios, are at a life stage where flexibility matters, and are 

comfortable with the additional administrative touchpoints the format requires. The features 

are real, and the investors who fit those profiles benefit from including tokenized offerings in 

their allocation. For investors who plan to hold every deal to its natural exit, have substantial 

public market liquidity already, prefer operational simplicity, or are early in their private real 

estate investing, the format adds less, and a continued focus on the conventional format is 

reasonable. Neither answer is the right answer for everyone. The right answer for you 

depends on your circumstances, your portfolio, and the specific deals in front of you. Use the 

framework in this chapter to locate yourself honestly. Resist any pressure that suggests the 

format is required, and trust the work you have done to evaluate each specific offering on its 

merits. 

Looking Ahead 

Chapter 20 closes the book. It is the shortest chapter, by design. The goal of the final chapter is 

to put the entire framework into one summary that you can return to whenever you need the 

central ideas in one place. The chapter is the destination the book has been building toward, and 

it brings everything together. A short read, a clear set of principles, and the confidence to proceed. 
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CHAPTER 20 

The Framework, in One Place 
Everything the book has been building toward, on a few short pages you can return to 
whenever you need it. 

This is the chapter I wrote for the day you have a specific tokenized real estate offering on your 

desk and twenty minutes to think clearly about it. The earlier chapters have the detail. This one 

has the framework. If you read the book once and then never again, what follows is what I would 

want you to be able to recall. 

There are ten principles. Together they cover the legal foundation, the structural elements, the 

due diligence approach, and the personal questions that decide whether a deal is right for you. 

None of them is new in this chapter. Each one is the compressed form of work the book has 

already done. The point of putting them here, in one place, is that a compressed framework is 

easier to use under time pressure than a four hundred page book. 

The Ten Principles 

1.  The investment is real estate.  Tokenization is a recordkeeping layer over a private real 

estate offering. The property is the asset. The LLC is the vehicle. The operating agreement is 

the contract. The sponsor is the manager. Everything you have ever known about evaluating 

a private real estate deal still applies. The format does not change the fundamentals. It 

changes how the ownership is recorded. 

2.  The legal layer is what protects you.  Your rights as an investor live in the operating 

agreement, the subscription agreement, the private placement memorandum, and the federal 

and state securities laws that apply to the offering. None of those documents or laws is on the 

blockchain. When the legal layer and the technology layer disagree, the legal layer controls. 

The smart contract may need to be corrected. The operating agreement is the source of truth. 

3.  The token is a security.  A tokenized real estate interest is a security under federal law. The 

SEC and the CFTC confirmed it in writing in March 2026. The same exemption framework, 

antifraud rules, accreditation requirements, and enforcement authority that govern 

conventional private placements govern tokenized ones. If anyone tells you otherwise, walk 

away from the deal. 

4.  Four elements distinguish a properly structured offering.  A valid securities exemption, 

proper disclosures, a compliant technology architecture, and an operational compliance 

program. An offering with all four is one whose legal foundation you can rely on. An offering 

missing any one of them is operating outside the framework that makes the format legal in the 

first place. Verify the four before you wire funds. 
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5.  Ten questions are usually enough to evaluate a sponsor.  Chapter 13 listed them. The 

exemption, the audit, the alternative trading system arrangements, the key custody, the 

platform continuity provisions, the sponsor's tokenized track record, the credential renewal 

program, the distribution mechanics, the operating agreement constraints, and the ongoing 

compliance program. A sponsor who can answer all ten with specificity is a sponsor who has 

done the work. A sponsor who struggles with one or more is telling you something important 

about the offering. 

6.  Secondary market liquidity is real but limited.  After the twelve month Rule 144 holding 

period, your tokens can be listed on a regulated alternative trading system where other 

accredited investors can buy them. This is materially better than the near zero liquidity of a 

conventional LLC membership interest. It is not the liquidity of a publicly traded REIT. Pricing 

is imperfect, volume is thin, and you should not assume you will find a buyer at the price you 

want on the day you want to sell. The optionality has real value. Treat it as optionality, not as 

a promise. 

7.  Platform continuity is a question to ask before you invest, not after.  Your investment 

survives a platform failure when the structure is right. Public blockchain deployment, data 

portability provisions, key escrow, transition assistance, and material change notice. These 

protections are negotiated, drafted, and disclosed in a properly structured offering. Confirm 

each before you commit capital. Chapter 16 walks through the verification. 

8.  Estate planning is solvable, and worth doing now.  A tokenized real estate interest passes 

through your estate the same way a conventional LLC membership interest does, with the 

forced transfer function handling the on chain recording layer. Add a digital asset clause to 

your will or trust, store your wallet credentials where your fiduciaries can access them, and 

have a short conversation with your named executor or trustee while you are well. Take fifteen 

minutes to write down your recovery phrase. It is the smallest piece of estate planning work 

in your portfolio, and the most consequential one for this specific asset. 

9.  The format suits some investors and not others.  Tokenized offerings add value for 

investors who value secondary market optionality, who hold mostly illiquid portfolios, who are 

at a life stage where flexibility matters, and who are comfortable with the additional 

administrative touchpoints. They add less for investors who plan to hold every deal to its 

natural exit, who prefer operational simplicity, who already have substantial public market 

liquidity, or who are early in their private real estate investing. Neither answer is right for 

everyone. Locate yourself honestly, and resist any pressure that suggests the format is 

required. 

10.  The work you do is the protection.  The framework in this book gives you the tools. The 

execution is yours. Read the operating agreement. Read the PPM. Ask the questions in 

Chapter 13. Confirm the four elements in Chapter 18. Walk through the platform continuity 

protections in Chapter 16. Have the estate planning conversation from Chapter 17. The 
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diligence is not glamorous, but it is what separates investors who can speak about their 

tokenized investments with confidence from investors who are hoping the format takes care 

of itself. The format does not take care of itself. You do. 

The Sentences Worth Remembering 

Throughout the book I have given you a few short sentences designed for use in specific 

moments. They are reproduced here in one place so you can find them quickly when you need 

them. 

• On the legality of the format. "Tokenized real estate is a private securities offering under 

Regulation D, regulated by the SEC and the state securities regulators, sold under the 

same legal framework that has governed private real estate placements for ninety years. 

The SEC and the CFTC confirmed the regulatory treatment in writing in March 2026." 

• When someone calls it crypto. "It is not crypto. It is a private real estate investment that 

uses the blockchain as a recordkeeping layer. The legal status, the asset, the cash flows, 

and the investor protections are all completely different from anything in cryptocurrency." 

• If asked about platform continuity. "My legal rights live in the operating agreement, not 

in the platform. My LLC membership interest is recorded in the LLC's books, not in the 

platform's database. My tokens are recorded on a public blockchain, not in the platform's 

private system. If the platform fails, the investment continues." 

• For the estate planning conversation. "A tokenized real estate interest passes through 

my estate the same way any LLC membership interest does. The forced transfer function 

handles the on chain piece. My estate plan has been updated to address the digital asset 

elements, and my executor knows where to find what they need." 

• When explaining your decision. "The format suits some investors better than others. I 

have looked at how it fits my situation and I am proceeding with a small first allocation to 

learn the operational mechanics, with the framework in place to evaluate whether to do 

more." 

The Three Mistakes to Avoid 

A short list of the patterns I see most often in investors who end up disappointed with a tokenized 

real estate investment. Each one is avoidable with the framework in this book applied carefully. 

• Treating the format as the investment. The format is the wrapper. The investment is the 

real estate. An investor who is excited about tokenization, but who has not done the 

underlying real estate diligence, is making the same mistake an investor who is excited 

about a public REIT structure but has not looked at the properties would be making. The 

format does not relieve you of the work. 
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• Skipping the platform questions. Investors who would never invest in a conventional 

syndication without understanding the sponsor's track record sometimes invest in a 

tokenized one without understanding the platform's continuity protections. The platform is 

a real piece of the structure. Confirm the protections before you commit. The five questions 

in Chapter 16 are the minimum. 

• Postponing the estate planning. The estate planning work for tokenized assets is small. 

Fifteen minutes to document the recovery phrase. An hour to update the will or trust. A 

short conversation with the executor. The investors who run into the most friction are the 

ones who told themselves they would get to it eventually and then did not. Do it within 

thirty days of your first tokenized investment, and review it annually with the rest of your 

estate plan. 

A Closing Thought 

I wrote this book for the investor I see most often in my practice. They have built private real estate 

into a substantial part of their portfolio over decades, and they have worked through enough 

syndications to know what to look for and what to avoid. They have been hearing about tokenized 

real estate for a few years, and they are now watching the format mature into something that 

deserves serious consideration. What they want is to engage with it on their own terms, with 

enough understanding to make informed decisions and enough discipline to walk away from deals 

that do not measure up. 

If that is you, the work the book has done is to give you the framework. The work you do from 

here is to apply it. Tokenized real estate is not a different asset class. It is private real estate with 

a better recordkeeping system and a path to limited secondary market liquidity. The deals that 

are worth your capital are the ones whose underlying real estate is sound, whose sponsors are 

credible, whose terms are fair, and whose structuring satisfies the framework in this book. The 

deals that are not worth your capital are the ones that fail any of those tests, no matter how 

attractive the format looks on the surface. 

Trust the work you have done. Read the documents. Ask the questions. Take small first steps. 

Maintain a mixed allocation across formats. Update your estate plan. Resist marketing pressure 

that suggests the format is required. The framework is settled. The execution is what varies. The 

execution is yours. 

Key Takeaway 

Ten Principles, a Few Sentences, Three Mistakes to Avoid 

The investment is real estate. The legal layer is what protects you. The token is a security. 

Four elements distinguish a properly structured offering. Ten questions are usually enough 
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to evaluate a sponsor. Secondary market liquidity is real but limited. Platform continuity is a 

question to ask before you invest. Estate planning is solvable, and worth doing now. The 

format suits some investors and not others. The work you do is the protection. Those ten 

principles are the framework. The sentences worth remembering give you the language for 

the moments when it matters. The three mistakes to avoid are the patterns to watch for in 

yourself. Return to this chapter whenever you need to find the framework quickly. The detail 

is in the chapters that came before. This is the destination they were leading to. 

 

When You Are Ready to Look at a Specific Deal 

The framework in this book is the work I do for clients every day. If you are evaluating a 

specific tokenized real estate offering and want a securities attorney's read on whether the 

structure is sound, I review offerings on a flat fee basis. The result is a short memo 

identifying where the structuring is strong, where it is weaker than it should be, and what 

questions remain. The review takes a few business days and is the kind of input most 

investors find pays for itself many times over in the decisions it informs. 

 

A Final Note 

Thank you for reading. The conversation that produces a book like this is the same conversation 

I have with clients every week, and the work I do with them is the practical application of everything 

that has been on these pages. If a tokenized real estate offering crosses your desk and you want 

a second set of eyes, the door is open. The framework in this book is yours to use, and I am 

happy to be a resource as you put it to work. 

 




