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Abstract: Tokenized investment funds are a breakthrough in asset management, using blockchain to transform owning funds and 

simplify investments. Traditional funds that create digital tokens allow investors to trade more easily, hold a smaller number of 

shares and be more transparent, which helps people from all walks of life access more types of investments. Nonetheless, adding 

tokenization to blockchain technology creates major obstacles, especially in terms of governance, custody, and following 

regulations. It is important for governance models to stay flexible while connecting on-chain systems to rules made outside the 
blockchain, as fund managers must meet their changing fiduciary duties in decentralized settings. The need for safe and effective 

tools to control digital assets is very high, so key managers need to be qualified and use solid key practices. Several parts of the 

regulatory process are unclear and still divided, causing more challenges for KYC, AML rules and global operations. Despite the 

issues, tokenized funds provide several clear advantages, including saving costs, simplifying operations, and letting organizers 

create innovative ways to set up these funds. In this paper, we review many different aspects of tokenized investment funds and 

look at the present-day obstacles to their adoption and the directions in which they may evolve. It demonstrates why new standards, 

technologies and unified regulatory systems are required for the ecosystem to be secure and effective. As digital changes affect 

asset management, tokenized investment funds are set to transform the industry by making investments more open, transparent and 

reliable. 
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1. Introduction 
The asset management industry is seeing major changes due to blockchain technology and its use in tokenizing funds. Using 

tokenized investment funds, how capital is pooled and managed becomes unique as traditional fund units are changed into digital 

tokens on the blockchain. [1-3] The tokens allow you to prove ownership and, since they often run on smart contracts, can handle 

compliance automatically, share real-time updates and open up the possibility of trading on secondary platforms or directly with 
others. Since more people are exploring DeFi and digital assets, tokenized funds link traditional banks with the world of 

decentralized digital finance. Investors are drawn to tokenized investment funds for their ability to make operations more efficient, 

cut expenses, and open more doors for investing.  

 

Since blockchain’s ledger cannot be changed and is open to all, using it allows these funds to operate with better efficiency, 

easier auditing and less need for intermediaries. Because of tokenization, investors can obtain small fractions of traditionally 

illiquid or expensive assets such as private equity, real estate or infrastructure. However, tokenized funds need to overcome many 

problems before being taken up by the mainstream. As markets go digital and distributed, governance ought to be revamped so that 

investors’ rights and methods of controlling companies are protected by code. Gaining and keeping possession of digital tokens 

now involves safety risks and uncertainty about regulation because holding these tokens has become different due to digital wallets 

and cryptographic keys.  

 
Ensuring compliance with financial laws such as anti-money laundering, customer identification, and securities rules is 

becoming more complex as global authorities adjust these rules to the advancement of technology. This paper analyses how 

governance, custody and compliance issues relate to tokenized investment funds. It analyses the main problems and regulations in 

operating in these countries based on up-to-date developments, new laws and actual case experiences. Exploring the difficulties 

and outlining how to address them, this work enhances the knowledge available on how asset management will develop in a 

digitalized financial world. 
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2. Overview of Tokenized Investment Funds 
2.1. Fundamentals of Tokenized Investment Funds 

Tokenized investment funds are investments where each shareholder receives cryptographic tokens on a blockchain instead of 

paper assets. Tokens work like fund shares and generally represent the right to part of the fund’s assets, gains or dividends. 

Blockchain allows the issuing, transferring, monitoring compliance and redeeming of funds to occur more smoothly, transparently 

and securely using smart contracts. Each tokenized fund is based on the idea of programmability. [4-7] No human is needed to 

enforce rules regarding who can participate, waiting periods, how funds are shared, or regulations because those rules are 

programmed into the tokens. As a result, there is reduced complexity in running the business and better efficiency. Furthermore, 

thanks to blockchain technology, managers and regulators can see ownership and transaction information as it happens. As a result, 

tokenized funds appeal to conventional asset managers and the expanding group of investors comfortable with digital assets. 

 

Tokenization depends on the idea that funds are programmable. These specifications within tokens ensure that all necessary 
rules around, for example, who is eligible, allow time for coins to stay locked, and allow rights to shares and complying with rules 

are enforced automatically. This greatly decreases the difficulties in running operations and makes everything more efficient. 

Besides, blockchain ledgers instantly reveal records of ownership and transactions, which is helpful for both fund managers and 

regulators. For this reason, tokenized funds interest traditional firms that want to streamline their operations and a younger 

generation who invest online. There are various methods of organizing tokenized funds, including using them for sharing in hedge 

funds, venture capital pools, real estate investments or groups that copy indexes. The type of approval and technology differ from 

place to place, making these funds either limited to verified investors or defined as public investment, each with its own rules and 

risks. 

 

2.2 Comparison with Traditional Funds 

Despite focusing on diversified investing, tokenised investment funds are quite different from traditional funds in terms of 
their construction, how they operate, and investors' experience. Usually, traditional funds depend on entities such as transfer 

agents, custodians and fund administrators to keep up with ownership records, ensure compliance, and hold their assets safe. In 

contrast, using tokenized funds reduces or does away with some of these roles because the process is automated by blockchain, 

leading to both cost and speed savings. Owning shares matters a lot in how companies are run. In traditional investment, who owns 

the assets is maintained either on central servers or by intermediaries, and this can lead to slow systems, wrong information or 

confusing reconciliation. Even so, tokenized funds have permanent, secure ownership records on a shared ledger, making transfers 

very fast and more transparent. 

 

Liquidity is also a distinguishing factor. Traditional fund units usually don’t allow rapid buying and selling, especially in the 

private markets. Tokenized funds help ensure investors can trade their investments on digital asset exchanges and experience 

increased liquidity. Still, this means that companies involved in secondary trading must keep up with regulations designed to 

protect investors. At the same time, tokenized funds experience uncommon problems in traditional finance. They feature rising 
cyber risks, changes in laws, and problems that make different types of technology work together. Some institutional investors are 

put off by the new concept of tokenized investments and prefer to stick with systems that are better protected. 

 

2.3. Technology Platform 

Tokenized investment funds use a sophisticated system incorporating blockchain networks, smart contracts, digital custodians 

and compliance tools. The main part of this infrastructure is a blockchain network, such as Ethereum or Solana, which is 

responsible for issuing, transferring, and recording tokens. Smart contracts on these networks are responsible for oversight, 

handling investment transactions, adhering to regulations and maintaining listings of who owns assets. Those interested can 

interact with the ecosystem online through a website or a mobile app to provide KYC information, look at investment options and 

make orders. The platforms are the part the users connect with, while the back end interacts with the issuers and smart contracts. 

Designing the fund, creating its tokens, and forming the decision-making rules are the duties of the fund issuer or manager. All 
governance takes place on the blockchain so investors can cast votes and transfer decision-making authority to trustworthy parties. 

 

Thanks to their role in custody, digital custodians are key to managing this infrastructure. To ensure safety, these companies 

store private keys and tokenized wealth in cold and hot wallets and secure offline backup plans. As a result, users can enjoy safe 

self-custody without breaking compliance rules for high-end asset security. The blockchain stores the token ledger clearly and 

accurately, meaning every flow of ownership can be seen and checked. A special engine that teams up with the blockchain’s smart 

contracts enforces the rules of compliance. Analytics firms and oracles are among the third-party service providers that this engine 

connects with for identity, price and legal purposes, as well as scoring risks. It performs identification checks, reports on financial 

rules, and maintains audit trails that are accessible through demand from regulators or auditors. Smart contracts use built-in rules to 

ensure that only verified people can invest and that these transactions comply with the regulations of each region.  



 
Vittal Jadhav / IJAIBDCMS, 5(3), 102-112, 2024 

104 

Figure 1: Architecture of Governance, Custody, and Compliance in Tokenized Investment Funds 

 

3. Governance Challenges 
Tokenized investment funds are governed by a new way of working that unites old-school with new blockchain roles. 

Although tokenization aims to make leadership clearer and more democratic, it also leads to significant problems in choosing 

which decisions to make, who takes responsibility and how everything is put into action. Tokenized funds are designed differently 
from typical funds by experimenting with decentralized or semi-decentralized oversight. [8-11] As a result, creativity and dangers 
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like inefficient government, legal uncertainties and uncertainty for investors are introduced. In this section, we discuss important 

topics in the governance of tokenized investment funds, such as choosing on-chain or off-chain options, how fund managers' duties 

have shifted, using DAOs, and necessary legal and fiduciary issues. 

 

3.1. On-chain vs Off-chain Governance Models 
On-chain, off-chain, and hybrid methods all count as types of governance for tokenized funds. Smart contracts are 

implemented in on-chain governance, such as automating votes for fund allocations, modifying investments or rebalancing 

portfolios. This model aims to be clear and quick, allowing token owners to engage in the community’s governance process. At the 

same time, it worries many about voter apathy, unfair control by those with lots of tokens and the inability of code to address 

specific or unusual issues. Meanwhile, off-chain governance usually follows the usual board-decision method and implements 

changes using smart contracts. Using this model results in more detailed choices and strict laws, though it can make blockchain 

less transparent and easier for a few to control. Usually, tokenized funds act by making decisions in advance but executing them 

according to protocols on the blockchain. 

 

3.2. Role of Fund Managers in a Tokenized Environment 

Fund managers in a tokenized fund structure are essential, although much of their duties are now determined by technology. 

Before the tokenisation process, managers involved in fund models usually pick investments, ensure compliance, and communicate 
with investors. Now, they must oversee the development of smart contracts, interact with blockchain technology and supervise 

digital wallet use. They should combine their efforts with the technical staff to ensure that automated actions comply with the 

fund’s rules and obligations. Transparency in blockchain makes it more complicated for fund managers to do their job. 

Transactions are added to the blockchain, and it’s possible to track investment returns in a matter of minutes. It leads to new 

chances for investors to be confident and new difficulties in monitoring and reporting the firm’s performance. Managers of 

company funds must now know about cybersecurity and financial topics. 

 

3.3. Decentralized Autonomous Organizations (DAOs) and Governance Risks 

There are tokenized funds that explore DAOs to allow for more democratic governance and to get their investors more 

involved. DAOs use smart contracts so that people holding the tokens can vote on different fund choices and structural issues. 

Though such a model encourages democracy and community control, it can create major risks for governance. Governance attacks, 
when malicious actors control voting and coordination issues, where there is no leadership or little voter participation, both count 

as risks. DAOs also deal with legal issues because it is unclear who would be responsible for funds if something happened to them. 

Because there is no central authority, emergency actions and changes in funding can become much more difficult during crises. 

Still, as high-value investment funds are involved, DAOs using decentralized governance must be protected by robust measures 

and clear rules. 

 

3.4. Legal and Fiduciary Considerations 

Tokenized funds have many legal and fiduciary responsibilities, mainly when integrating decentralized or semi-automated 

governance mechanisms. Developers and fund managers are expected to work in investors’ interests, regardless of how much 

choice they share with computer code or a decentralized authority group. Any country with securities laws requires that tokenized 

funds be set up for governance to protect investors, maintain transparency, and achieve accountability. The responsibility issue 

must be covered if an investment fund performs poorly, experiences fraud or encounters technical problems. Determining who is 
responsible can be difficult when contracts left on the blockchain are unchangeable. Furthermore, it is unclear if smart contracts 

lead to enforceable results, which makes the law less reliable. As a result, anyone supporting tokenized funds needs to write 

thorough governance documentation and arrange smart contract audits to ensure blockchain activities fulfil their offline 

obligations. 

 

4. Custody and Safekeeping of Tokenized Assets 
Tokenized investment funds rely heavily on protecting and managing their digital assets. Because tokenized assets are 

recorded on a blockchain, they can be accessed and controlled with their specific cryptographic keys, making them different from 

traditional securities. Making this move creates both advantages and added challenges for businesses. [12-15] People need to be 

confident in the safety of their assets, and financial rules require great oversight of tokenized funds. This part looks at how digital 

custody has changed, covering various models, the involvement of qualified custodians, troubles with managing keys and the 

general cybersecurity issues found in digital infrastructure. 
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4.1. Digital Custody Models 

Digital custody means storing and managing the cryptographic keys needed for tokenized assets. Generally, digital custody is 

grouped into self-custody options, third-party custody choices and hybrid models. With self-custody, the keys used to access one’s 

crypto are handled directly by fund managers or investors who use hardware wallets, software wallets or multi-signature plans. 

Since this takes full responsibility away from intermediaries and gives complete control, the chance of losing or mishandling 
private keys is higher. Unlike self-custody, this form of custody means licensed custodians hold clients’ digital assets using 

protected systems like air-gapped storage, cold wallets and advanced security measures like authentication. As custodians work in 

traditional finance, this model gives both security and supervision by regulatory authorities. These models use features from each 

type, which makes it possible to give flexible access and add security as needed by the organization and as required by regulations. 

 
Figure 2: Digital Asset Custody Process 

 

4.2. Role of Qualified Custodians and Third-Party Services 

Custodians qualified by law are responsible for client assets and must follow legal fiduciary responsibilities. Custodians help 

tokenized funds link the world of blockchain technology to the rules of standard compliance. They are responsible for protecting 

private keys, separating user assets, providing insurance, and ensuring their records are clear and visible. Regulations in places like 

the U.S., such as the rules from the SEC, mean that certain funds must use qualified custodians to care for and safely guard their 

clients’ assets. Third-party service providers also provide support for activities in custody. Such companies are wallet-as-a-service 

platforms, firms that verify compliance and blockchain analytics businesses that help follow suspicious activity and confirm the 
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honesty of transfers. Since digital asset custody is growing more complicated, new platforms offer services such as key 

management, transaction monitoring, audit records, and support for regulatory reports, all designed for institutional funds. 

 

4.3. Key Management and Security Threats 

Private key management is what makes digital custody important. The access to tokenized assets is provided by signing in 
with a private key. Ensuring security is very important; losing or having an asset key stolen can result in catastrophic asset loss. 

Key management consists of making, safekeeping, storing backups of and taking charge of private keys by means of cryptography. 

Many implement multi-signature authorization, threshold cryptography and Hardware Security Modules (HSMs) to reduce risks. 

Even with these precautions, key-related problems are still found. Phishing attacks, threats from inside organizations, social 

engineering tactics, and hardware problems are included. Bad key management policies in institutions can cause the organization to 

fail or suffer breaches that hurt investor trust. As a result, digital strategies for custody need to include technical measures as well 

as organizational policies such as two-person authorization, record logs and plans to respond to incidents. 

 

4.4. Cybersecurity and Infrastructure Risks 

Security risks and infrastructure concerns increase with tokenized funds, aside from private key control. Blockchain systems 

have issues such as errors in smart contracts, network issues from overload and attacks from actors consensus attacks (e.g., 51% 

attacks). Online exchanges and systems that manage crypto custody can be attacked by denying service, data theft and malware. 
Integrating custody services involves more risks, including accessing fund management software, investor portals and recent DeFi 

protocols. A failure to secure integration points correctly makes them vulnerable to attacks. Because of this, tokenized funds should 

rely on multiple layers of protection, including frequent pen testing, audits, encryption of data transmission and robust ID 

management. 

 

5. Regulatory and Compliance Issues 
As tokenized investment funds merge new tech with old regulations, the legal environment associated with them changes 

rapidly and can be very uncertain. Although tokenization brings transparency, makes transactions more efficient and adds 

programmability, it creates tough regulatory and compliance issues. [16-18] This is because Decentralized finance needs to fit into 

the rules made for centralized approaches by different countries. Because the rules and standards are not always clear or the same 

worldwide, fund managers, developers and custodians must plan carefully and pay good attention to legal requirements. This part 

of the report covers the top compliance and regulatory matters related to tokenized funds, including differences between countries, 

KYC/AML rules, smart contracts for compliance, and the hardship of equaling standards worldwide. These types of attacks consist 

of phishing, inside attacks from trusted individuals, social engineering and vulnerabilities found in hardware. If key management 

policies are poor, it can result in failures or security problems that affect and discourage investors. Consequently, robust digital 

custody demands secure technology and good organization practices like double approval, logs and incident response plans. 

 

5.1. Jurisdictional Variations in Regulation 
A main challenge for tokenized investment funds is that laws differ between countries. Countries have a variety of ways they 

define, control and levy taxes on digital assets. Tokenized funds in the United States may be managed by the Securities and 

Exchange Commission (SEC) and could require registration or be exempt under the securities laws. However, Switzerland, 

Singapore and Liechtenstein have set up advanced setups that accept tokenized instruments and pretty straightforward procedures 

for fund managers and custodians to be licensed. Because of this fragmentation, it is more difficult for tokenized funds to function 

in other countries or capture international investors. A product may be fully permitted in one country but regarded as unlawful in 

another, mainly in countries with strong limits on capital or digital assets. Laws are not the same everywhere, which means that 

deciding if a token is a security, a commodity, a utility token, or anything else changes what is expected in terms of fair disclosure 

and determining who is allowed to invest. For this reason, firms involved in managing funds have to look closely into issues of 

jurisdictional laws and hire local lawyers for every place they plan to invest in. 

 

5.2. KYC/AML and Investor Identity Management 

Responsible financial activity means complying with Know Your Customer (KYC) and Anti-Money Laundering (AML) 

regulations, and transparency applies to tokenized funds. Using these standards with a decentralized or semi-automated system can 

be very difficult. Conventional KYC uses one central place to verify identities and collect documents. Yet, blockchain-powered 

approaches aim to make things faster and more transparent by using digital identity and automated checks. Today’s investor 

identity systems incorporate Self-Sovereign Identity (SSI) frameworks and Decentralized Identifiers (DIDs) so investors can prove 

their activities are compliant without sacrificing privacy. By integrating these technologies, tokenized funds may allow new users 

to link their identity details to their wallet addresses directly during signup while avoiding sharing more personal information than 

is required. Although they might prove useful, they are not widely recognized by regulators at this time, so fund managers should 

confirm that the KYC/AML solutions in use are up to the required standards. 
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5.3. Compliance Automation Using Smart Contracts 

A major benefit is that tokenized funds let you simplify compliance with the support of smart contracts. Such programmable 

scripts shield investors and businesses by enforcing all rules and limits on-chain without third-party help. For example, smart 

contracts can block money transfers from addresses that haven’t been verified and deny trading on secondary markets to anyone 

who is not an accredited investor. Automating these systems lowers the risk of mistakes, reduces compliance costs, and improves 
the ease with which internal audit checks can be performed. The usefulness of this automation hinges on the accuracy with which 

the rules are turned into clear logic by legal encoding. Besides, smart contracts are imperfect since code mistakes can open them up 

to risks or make the results unpredictable. Therefore, automated compliance systems must be tested, verified by professionals and 

assessed by lawyers. 

 
Figure 3: Regulatory Compliance Workflow Using Smart Contracts  

 

5.4. Challenges in Cross-border Compliance 

Attempting to serve a wide variety of countries is extremely difficult for tokenized funds due to strict legal issues between  

nations. Distinct ways of defining securities, setting up funds, taxing, protecting data (for example, under the GDPR in Europe) and 

preventing money laundering cause a complicated regulatory situation. Making certain that a tokenized fund follows every 

applicable law in each place its tokens are accepted is very challenging in markets without central control. 

 
Crossing borders for fund operations can create problems with regulators and unclear enforcement procedures. Overseeing 

operations by foreign firms can be challenging for regulators, mainly when governance is managed with smart contracts and 

blockchains, as fund managers might rely on them. Because of this, there are now requests for worldwide coordination and the 

building of common standards and methods to simplify compliance across borders. As a result, some offers are only open to 

specific regions, and others use blockchain tools to check a person’s identity each time. Though these technological methods 

partially help, they cannot replace the necessary legal and regulatory work in the affected states. 
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6. Benefits and Opportunities 
Funds that use tokens are transforming how asset management works by fixing problems in the normal fund model. Using 

blockchain and distributed ledgers allows these funds to achieve improved liquidity, greater transparency, less cost and innovation. 

[19,20] Although tokenization raises problems for custody and compliance, it can greatly improve how funds work, how capital is 

accessed and how investors feel. This section highlights the main benefits and new opportunities offered by tokenized investment 

funds, focusing on their impact on modern finance. 

 
Figure 4: Benefits and Opportunities Tokenized Funds 

 

6.1. Increased Liquidity and Fractional Ownership 

Liquidity is one of the main improvements provided by tokenized funds. Traditional investment funds usually have long-term 

retention periods, a complicated process to redeem, and limited availability to trade. As a result of tokenization, investors can trade 

fund units more easily on platforms or markets so long as they comply with regulations. Trades can now be made in real-time, and 

this approach also makes capital more effective. 

 

By using tokenization, investors can now purchase and hold a small share in large fund units that were too expensive in the 

past. Now, people with less money can take part in previously hard-to-access asset classes, including private equity, real estate, and 

venture capital. Investors with low capital can join, which will result in more funds for markets and attract a bigger number of 

participants. Liquidity combined with fractionalization can enhance price discovery and reduce portfolio concentration risk. 
 

6.2. Enhanced Transparency and Auditability 

Blockchain, transactions, funds moves and property ownership records can be checked and viewed by anyone instantly and 

with transparency. Today’s level of transparency leads investors to trust their investments more, avoid confusion and make 

regulation work better. These contracts can complete specific activities like fund redeeming, distributing earnings and restoring 

their balance, leaving a clear record behind for review. Because the organizational data is always current, reporting processes 

become smoother and more accurate for fund managers and auditors. Stakeholders can examine blockchain records in real time 

instead of waiting for regular updates and reviews from others. This helps prevent fraud or misconduct and helps keep assurance 

models going. Consequently, tokenized funds make investments more reliable and open to inspection. 

 

6.3. Reduction in Operational Costs 
A standard fund administration process includes several intermediary roles, such as custodians, transfer agents, registrars and 

settlement systems, which make the system complex and costly. When tokens are used, there is less need for paper documents, and 

manual checking and automation take over. With smart contracts, managing subscriptions, redeeming stocks, checking compliance 

and acting as a company can be done with fewer faults. Because of these efficiencies, fund managers and investors save money.  
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Saving on administration can result in either less money being taken by managers or better performance from the funds. Using 

tokenized funds reduces time spent on back-office operations and helps assets grow faster without the risk of legacy problems. 

Showing savings can mean much to smaller groups and specialist funds, as normal expenses can be too high. 

 

6.4. Innovations in Fund Structuring and Distribution 
Tokenization makes it possible to create and offer more personalized and creative ways for people to invest their funds. To 

illustrate, it is possible to code rules within a fund that automatically manage regulatory demands, investor fees or personalized 

investor rights. By issuing various token classes with different rights, managers can shape their products to address the many 

different needs of investors. In addition, with blockchain, investors can receive investments directly instead of relying on brokers 

and fund platforms. It leads to less friction, a quicker time to market and more customers across the globe. With smart contracts 

and DeFi integrations, fund managers can include options such as yield farming or liquidity incentives when managing the fund. 

 

7. Risks and Limitations 
While these investment funds are highly beneficial, it is important to recognize and manage their many potential issues. The 

combination of traditional regulations with blockchain companies introduces issues that are not found in regular financial 

institutions. This model brings certain challenges because of unclear laws, risks within smart contracts, and danger from fraud and 

dependence on new technologies. Failure to address these issues could damage investors' trust, slow the use of digital assets and 

endanger the whole system. It lays out the important risks connected to tokenized investment funds and strongly recommends good 

governance, clear laws and strong technology. 

 

7.1. Legal Uncertainty and Regulatory Gaps 

The biggest issue is that well-defined laws do not yet cover tokenized investment funds. Many regulators are struggling to 

decide and enforce how to supervise tokenized securities and fund setups. Consequently, laws can be explained differently; rules 
are sometimes unclear, and no clear rules govern licenses. As another example, smart contracts may not always be recognized by 

law, questions arise on how to classify tokens, and how authorities treat decentralized governance is uncertain. Because of these 

missing regulations, both fund managers and investors are exposed to major legal dangers. A fund could unintentionally fail to 

obey securities laws or rules for investor protection, which could result in penalties or legal charges. It is also possible for laws to 

change, making a fund’s original structure insufficient and making compliance changeable. Since businesses in this industry deal 

with constant changes, they should stay diligent in law and adapt their compliance methods frequently. 

 

7.2. Smart Contract Vulnerabilities 

Automating and streamlining tokenized funds depends largely on smart contracts, but these contracts can become a major 

weakness. Because they are created with code and used on blockchains, smart contracts are prone to coding bugs, logic issues, and 

security problems. When smart contracts are launched, any mistakes after deployment may be hard to fix, often requiring a 

complete replacement and disrupting usual operations. Many of the incidents in DeFi have demonstrated that poorly written 
contracts lead to the loss of millions of dollars. A failure in a smart contract may allow unauthorized transfers of money to result in 

assets being mishandled or cause them to be permanently lost. Formal verification, code review, and included safety features 

minimize danger, but they do not fully remove the risks. For these reasons, tokenized funds must perform technical due diligence 

and always monitor security through continuous monitoring. 

 

7.3. Market Manipulation and Fraud Risks 

Trading tokenized funds, specifically on secondary markets or DeFi leaves them vulnerable to market fraud and manipulation. 

As blockchain transactions are conducted anonymously and trading venues are lightly controlled, it encourages many to participate 

in wash trading, spoofing and front-running. They cause wrong prices to be seen and damage the fairness of markets. There are 

other ways investors can be tricked, such as with rug pulls, in which the fund operators remove everything and vanish and with 

sham token sales. Because blockchain-based finance is spread worldwide, authorities can find it challenging to spot and deal with 
these actions effectively. Due to the risks, those investing in tokenized funds must complete extensive research and fund managers 

should also ensure transparency, logging and investor security measures. 

 

7.4. Technology Dependence and Scalability Challenges 

Blockchain, digital wallets, smart contracts and an internet connection make tokenized investment funds possible. Because 

technology plays a big role in healthcare, there are risks from regular system outages, heavy network traffic, and changing 

protocols. For example, when transactions take a long time to process or when a public blockchain like Ethereum becomes 

overwhelmed, it can disrupt how classes raise funds, such as through trading or checking compliance. Scaling the system is still a 

big obstacle. Most existing public blockchains have problems with high traffic, which causes delays and higher fees when demand 

peaks.  
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Even though layer-2 solutions and alternative blockchains address these challenges, their popularity and ability to run 

smoothly are rising slowly. As components of the underlying structure are changing fast, fund administrators face the challenge of 

ensuring their accounts are compatible and well-maintained. If technology fails, investors' asset access may be interrupted or 

prevented. As a result, tokenized funds must design their system to include duplicates, off-network backups and ways to restore 

operations after disasters. 
 

8. Future Directions 
Tokenized investment funds are progressing, and the industry could develop a lot this year due to new trends, laws and ideas. 

There will likely be significant changes in these funds through upcoming standards, increasing usage of AI in governance, and 

introducing hybrid systems that merge traditional and modern features and synergies with Central Bank Digital Currencies 

(CBDCs). It examines some of the future trends that will keep reshaping asset management. 

 

8.1. Emerging Standards and Frameworks 

The dramatic rise of tokenized investment funds has led to increased cooperation between authorities, industry groups, and 

organizations that have set out frameworks. These new standards are focused on issuing tokens, keeping them safe, allowing 

different networks to work together, providing security to investors and how to share information. For instance, groups like IOSCO 

and FSB pay greater attention to digital assets by building regulations promoting new ideas and safety for investors. 

Standardization will allow simpler guidelines and certainty about what needs to be done in the industry. It will further allow 

platforms to offer funds in various countries and interconnect with one another, which will unite the worldwide market for 

tokenized assets. These frameworks are expected to change from voluntary advice to hard regulations, influencing how tokenized 

funds are set up, promoted and handled. 

 

8.2. Role of AI and Analytics in Governance and Compliance 
Advanced analytics and Artificial Intelligence (AI) will have a bigger role in improving governance, risk and compliance 

within tokenized investment funds. AI technology is designed to watch all on-chain actions and point out any concerns about 

suspicious transactions, rule breakages or unusual votes. Artificial intelligence (AI) models can parse much information to forecast 

dangers, optimize how funds generate income and automate regulatory reporting. Moreover, AI shares information about how 

investors behave, the state of the markets and any regulatory compliance needs right to those managing the funds. As a result, 

manual reviews will be reduced, controls will be more exact, and models of government can quickly adapt to new challenges and 

possibilities. AI raises ethical matters, particularly concerning how algorithms are made and how to limit any biases requiring 

proper rules and laws. 

 

8.3. Evolution of Hybrid Models 

Future tokenized funds are predicted to use both centralized and decentralized techniques. Blockchain technology helps make 

these models transparent, efficient and automated while keeping licensed managers, custodians and regulations. They overcome 
many problems in fully decentralized organizations, including the law, protection of investors and being accountable for funds. 

Token issuance and trading in some funds could depend on blockchain technology, while a centralized team oversees important 

decisions and follow-through regarding compliance. Different models may have collaborative, multi-level ways to address conflict 

and check for regulatory compliance outside the blockchain. This flexible approach allows fund managers to introduce new ideas 

while maintaining their trust and staying within regulations until more clarity and technological improvements occur. 

 

8.4. Potential for Integration with Central Bank Digital Currencies (CBDCs) 

The Central Bank Digital Currencies (CBDCs) allow for the creation a new type of digital money that can offer tokenized 

investment funds stability, programmability, and support from a national government. Connecting with CBDCs may make 

settlements easier, lessen risks between parties and facilitate transactions in which funds are added or withdrawn immediately. 

CBDCs can be used for international fund transfers by establishing payment systems that meet rules and standards everywhere.  
This merging may lead to more liquidity since trading would no longer depend so much on risky cryptos or banks. In addition, 

because CBDCs can be programmed, they can make compliance and reporting easier and more efficient for those in fund 

administration. Central banks are increasingly examining CBDCs, and their future connection with tokenized funds could spark a 

new period of asset management that is effective, open, and beneficial for everyone, giving tokenized funds a key role in the 

emerging financial system. 

 

9. Conclusion 
The use of tokenized investment funds has introduced major changes to asset management by bringing together the advantages 

of blockchain with the needs of today’s investors. Enabling partial investment, better trading, and automatic compliance through 



 
Vittal Jadhav / IJAIBDCMS, 5(3), 102-112, 2024 

112 

smart contracts make these funds more valuable than traditional models. At the same time, new issues in running, storing and 

meeting the rules for crypto need to be dealt with. Tokenized funds will only be successful if participants in the industry use 

innovative technology, strong legal rules and good operational practices. As regulation improves, advanced technologies are used, 

brand-new models are created, and tokenized investment funds will start reaching their full potential. Moreover, opportunities like 

integrating CBDCs into blockchains will likely boost efficiency and make it easier for everyone to use the technology. With these 
trends in place, holdings of tokenized funds look set to transform how capital is obtained, managed and traded, leading to greater 

involvement and change in asset management. 
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