Four reasons financial
Institutions should
pledge electronic assets

When the Federal Reserve began allowing the pledging of electronic assets (eAssets®) as collateral in its discount program window,

it introduced new opportunities for financial institutions. By enabling banks and credit unions to pledge this essentially new asset
class, the Federal Reserve now provides deposit institutions with the knowledge that their investments in the efficiency and customer
experience gained through digital lending adoption can now support an important liquidity option.

It is also creating new avenues to gain capital velocity for banks and credit unions when monetizing loans on the secondary market.
Electronic assets are more accessible, traceable, and easily transferrable than wet-signed paper documents. Storing an eAsset in an
eAsset management solution with compliant eVault instances that house a single authoritative copy of the loan also ensures Digital Asset
Certainty™ The lender can have confidence that the loan remains negotiable and transferrable, allowing them to recycle their capital with
flexibility throughout the loan’s lifecycle.

Let's examine the benefits of pledging electronic assets — as opposed to traditional “wet-signed” documents — for banks and credit unions.

1. Enhanced liquidity and flexibility

it. By pledging eAssets, banks and credit unions can swiftly and reliably secure and recycle capital to implement
their liquidity strategies. This is particularly important in today’s fast-moving markets, where institutions may need
immediate access to funds to cover obligations or take advantage of market opportunities.
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/—> Liquidity management is a critical function for financial institutions, and eAssets offer new avenues for achieving
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For example, reliance on the Federal Reserve Bank (FRB) discount window typically increases during economic
instability, since financial institutions need liquidity assurance. Pledging an eAsset is faster than processing a paper
asset, as it can be immediately verified and recorded digitally. This streamlined approach to managing pledged
collateral is especially valuable during market volatility or emergencies.

Because eAssets are easier to transfer and verify, they offer more flexibility than physical assets. Banks and credit
unions can quickly release or reallocate pledged assets, supporting dynamic liquidity management strategies to
meet borrower needs more quickly.
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2. Improved transparency and auditability

|1:| eAssets, managed through compliant digital systems, provide an auditable trail of all transactions. Digital records
—— are easier to track and monitor than physical assets, allowing institutions to comply more effectively with
g regulatory requirements. Real-time visibility into pledged assets enhances insights into collateral usage, value,
and status, helping institutions to make data-driven decisions.
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Audits and regulatory reporting become much more manageable when electronic records are involved.
Rather than sifting through copious physical documentation, auditors can quickly review complete electronic
records, accelerating the reporting process while ensuring more accurate and comprehensive assessments.
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https://www.wolterskluwer.com/en/solutions/eoriginal/asset-management

/N 3. Increased operational efficiency

) / ‘ Pledging eAssets instead of traditional physical assets introduces significant efficiency gains for financial
'rQ\ ) institutions. Traditional collateral processes often involve manual verification, handling, and storage of physical
financial instruments and supporting documentation, which can be labor-intensive. eAssets allow financial
N———— institutions to automate and streamline these tasks, reducing time, errors, and risk.
To fully realize these benefits, financial institutions must update existing procedures and implement new processes
tailored to eAssets. Key considerations include differentiating digital original versions from imaged working copies,
enabling core system identification of electronic assets, establishing access and rights protocols, and maintaining a
transparent chain of custody with an immutable evidentiary log that remains inseparable from the asset.
Implementing these processes demonstrates control and enhances efficiency. Establishing repeatable, reliable,
and proven methods will also help build trust with lenders, investors, and other stakeholders in the lending ecosystem.
VR 4. Ability to monetize loans in the secondary market
@ Digitization makes it easier for financial institutions to sell their assets into the secondary market as asset-backed
= E securities (ABS). By implementing compliant digital lending workflows and eAsset management, institutions can
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clearly identify the secured parties and seamlessly move or collateralize eAssets across an extensive financial

N————— market ecosystem.

Financial organizations can store eAssets in an eAsset Management solution, ensuring that the single authoritative
copy of an electronic loan is securely assigned, issued, or transferred. This secure environment preserves the
negotiability, transferability, and immutability of the assets. Banks and credit unions can pledge, sell, and securitize
eAssets with confidence, knowing they comply with FRB requirements. They can also leverage counterparty
relationships across asset classes, enabling a fully digital lending process from origination to secondary market sale.

Beyond financial institutions, eAsset pledging also benefits the FRB by mitigating risk. If a lender fails to repay a loan,
having a readily accessible and traceable digital record managed with Digital Asset Certainty can help the FRB to
efficiently liquidate the capital in the event of a default. Likewise, eAssets streamline audits and collateral verification,
offering a faster and more reliable alternative to traditional wet-signed documents. These benefits will likely ensure
the FRBs will continue to promote, support, and embrace eAssets as valued securities, giving financial institutions a
transparent, efficient, and highly liquid pledging option.

To learn best practices for pledging eAssets, check out our webinar:
Building strategies for liquidity success in a digital lending ecosystem
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