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Executive summary

Headline-grabbing incidents of double-pledging in the auto finance sector have 
exposed how paper-based collateral processes can create the appearance of 
control without delivering true control. The impact has rippled across the industry, 
affecting all types of lending institutions and asset classes. Warehouse lenders, 
investors, and rating agencies now recognize the risk embedded in paper-based 
processes wherever loans are pledged, sold, or securitized. 

Paper-based lending relies on fragmented recordkeeping, manual verification,  
and delayed reconciliation. These gaps create blind spots large enough for 
duplication and misrepresentation to go undetected. As a result, lenders can no 
longer assume that a set of PDFs or internal spreadsheets provide sufficient proof 
of uniqueness, enforceability, and secured-party control.

In response, financial institutions are increasingly embracing digital lending 
frameworks. The gold standard is an eAsset management platform that goes 
beyond simple eVault technology to deliver authoritative copies, tamper-evident 
chains of custody, and real-time visibility into pledged assets. It’s a modernization 
path that supports enforceability under established legal frameworks,  
strengthens auditability, and helps restore trust in the collateral that underpins 
capital markets activity.

This whitepaper serves as a practical guide along that modernization journey.  
It explores why paper-based security is inherently vulnerable, how digital 
collateral controls work, and what lenders can do now to reduce duplication risk, 
improve collateral certainty, and strengthen resilience in a market that is actively 
reassessing best practices.
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Pro tip: 
Treat every paper asset as a potential duplication risk.

The illusion of paper-based security
Paper-based lending feels secure because it has been the status quo for decades.  
But the recent collapse of a major auto finance lender, amid allegations that the same 
assets were pledged multiple times, was a wake-up call.  The case demonstrates how 
physical “originals” and paper-based processes can fail when organizations operate at 
modern scale and use complex and fast-moving funding structures.

The underlying vulnerability extends beyond auto finance or any single vertical;  
it affects all asset classes. Any lending workflow that depends on paper artifacts or  
paper-like substitutes, such as scanned PDFs treated as originals, is exposed when 
collateral ownership records are fragmented across systems and when verification 
depends on periodic reconciliation rather than continuous controls. 

The reason all asset classes are affected is that the fundamental weakness lies in the 
collateral process itself, not the collateral type. The illusion of paper-based security 
persists in several ways:

In these ways, paper-based systems can appear orderly while concealing significant risk.  
As these risks become more widely recognized, firms now face heightened scrutiny 
from secured parties reevaluating best practices, rating agencies demanding better 
information quality, and lenders conducting end-to-end process inspections. 

The collective realization is that legacy processes can no longer guarantee authenticity, 
control, or protection at the level capital markets now require. Organizations must 
therefore modernize toward digital collateral ecosystems to stay ahead of the risk and 
keep up with enhanced market scrutiny.

Control by possession
Paper implies a single original, but in distributed operations, the “original” 
may be duplicated through scanning, copying, and local storage. What teams 
treat as “the original” can drift over time, especially when documents move 
across multiple systems and handoffs.

Control by manual workflow
When collateral schedules circulate through shared PDFs and email 
attachments, uniqueness becomes an operational assumption rather 
than a system-enforced property. This process creates “infrastructural 
fragmentation” where collateral is tracked through spreadsheets and 
documents without an authoritative ledger establishing uniqueness of claim.

“If you can photocopy it, 
you can defraud it.”

Control by internal recordkeeping
Many institutions rely on internal system flags, such as marking a loan 
as pledged in the loan origination system (LOS), while the underlying 
documentation is managed elsewhere, sometimes outside a controlled 
environment. This creates a false sense of certainty that is neither 
enforceable nor independently verifiable.
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Why digital collateral works
Digital collateral helps eliminate duplication, ambiguous originals, untracked transfers, 
and other failure modes that are the hallmarks of paper-based lending. Instead of 
relying on physical custody, internal attestations, or periodic reconciliation, digital 
collateral frameworks establish authoritative copies and enforce tamper-evident 
custody through controlled systems of record. 

Not to be confused with a PDF or other basic electronic files, a digital authoritative 
copy is a record designed to be unique, identifiable, and unalterable, with controls 
that support enforceability under recognized legal frameworks. Digital controls create 
an immutable chain of custody. Every action on an asset (creation details, transfers of 
control, access logs, integrity checks, etc.) can be captured and preserved. This matters 
not only for after-the-fact investigations but also for proactive risk reduction: when 
actions are visible, controlled, and logged, it becomes far more difficult for errors or 
misconduct to remain hidden in operational shadows. 

Digital collateral frameworks also provide centralized, real-time visibility in  
operations across physical storage, scanning archives, or reconciling between systems. 
Whether verifying a pool of loans prior to funding, confirming the secured-party 
interest on pledged assets, or preparing for an audit, digital lending mitigates risk by 
addressing fraud, duplication, and chaos inherent in paper workflows. Not surprisingly, 
rating agencies increasingly treat strong digital controls as credit-positive systems.

Pro tip:  
Anchor digital strategy in Safe Harbor compliance.

“Digital turns ownership  
into certainty,  
not assumption.”

Digital strategies for authoritative  
copies and safe harbor assurance
A durable digital collateral strategy must align technology processes with the legal 
definitions of control. This is where Safe Harbor concepts become essential as a set 
of technical and procedural criteria that establish control over an authoritative copy 
of an electronic transferable record. In practice, these criteria ensure that a single 
authoritative copy exists, that it is unique and identifiable, that copies are tracked, 
and that transfer of control is exclusive and auditable.

Institutions should prioritize Safe Harbor as an organizing principle and ensure their 
technology platforms comply with legal and regulatory frameworks which support 
digital lending. If a digital system cannot reliably establish exclusive control,  
it cannot deliver the assurance counterparties increasingly expect. 
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“Safe Harbor assurance 
requires process and 
technology alignment.”

Pro tip:  
Anchor digital strategy in Safe Harbor compliance.

Electronic Collateral Control Agreements (ECCAs)  further strengthen this architecture 
as instruments that formalize secured party rights and provide “springing control” for 
lenders to assume authority over collateral immediately when needed. The right eAsset 
management system will support ECCAs in tying operational controls to enforceable 
rights, helping secured parties move from passive reliance to active, contract-backed 
control mechanisms.

Permissioned workflows and entitlements 
Digital collateral control depends on who can view assets, initiate transfers, 
and approve actions. Entitlements must cover both visibility and the  
ability to act, such as moving assets between parties, assigning secured 
party interests, or exporting collateral. There are access controls,  
dual approvals for sensitive movements, and periodic reviews of 
entitlements as a governance practice.

Encrypted and watermarked authoritative copies
One of the operational weaknesses of paper and PDFs is that copies can 
masquerade as originals. Digital controls ensure the authoritative copy is 
protected, and that all non-authoritative copies are clearly marked as copies. 
This supports both UCC Safe Harbor alignment and day-to-day integrity.

Dual-control outbound transfers and export events
Especially in ecosystems involving multiple counterparties, this risk 
reduction measure can require two sets of eyes for outbound actions.  
This reduces operational error and narrows opportunities for misconduct.

Real-time portfolio visibility
A critical lesson from the automotive finance double-pledging  
scandal is that periodic audits cannot substitute for continuous controls. 
Lenders need an always-current holistic view of what is held, sold,  
or pledged, including the state of secured party interest and the asset’s 
lifecycle history.

That is why purpose-built systems for eAsset management take the concept of eVaults 
to the next level. A secure eAsset management system is not simply storage, but an 
advanced control environment designed to manage authoritative copies and enforce 
permitted actions.

System attributes ideally include:
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Practical checklist for lenders
Modernization succeeds when it becomes shared operational discipline across teams. The checklist below can help turn 
digital collateral frameworks into concrete actions that governance, risk, compliance, treasury, technology, and operations 
teams can execute together:

Map and inventory assets across mediums

•	 Map all asset types and mediums (paper, scanned PDFs, legacy digital contracts) to identify gaps in 
enforceability and visibility

•	 Determine where authoritative copy controls exist today, and where they do not, so migration planning 
targets the highest-risk segments first

1

2 Conduct partner and vendor due diligence

•	 Vet partner technology and processes with a higher bar: security testing, audits, risk assessments,  
and remediation practices

•	 Ensure partner alignment with regulatory requirements, investor expectations, and internal compliance 
standards for how control and custody are established and evidenced

3 Review and modernize your digital lending strategy

•	 Ensure your eSignature partner and vault technology can integrate cleanly so that authoritative records are 
created and controlled end-to-end, not fragmented across tools

•	 Confirm your environment is purpose-built for secure, compliant digital collateral management, rather than 
retrofitted from general storage systems

4 Define audit cadences and reconciliation routines

•	 Define audit cadences to validate collateral records over time, especially for pledged assets and active 
funding lines

•	 Establish a cross-functional audit model (governance, finance, treasury, legal, technology, and external 
auditors as needed) so accountability is shared and repeatable

5 Standardize pledge, release, and lien-perfection procedures

•	 Standardize pledge and release workflows so that secured party interests are consistently captured and 
auditable, rather than managed through side documents

•	 Ensure robust processes for lien perfection and UCC filings, including timely releases when loans are paid off, 
and pledge verification prior to funding

6 Ensure continuity of operations and compliance over time

•	 Partner with providers who can adjust to shifting legal and regulatory frameworks, including evolving 
standards and new requirements, so your controls remain durable as expectations change

•	 Prioritize continuous monitoring of standards and requirements so your digital collateral remains  
future-proof in capital markets transactions
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Ready to reduce  
double-pledging risk?
Explore how digital-first collateral controls 
can help create enforceable oversight and 
strengthen institutional resilience. 

Learn more →

Conclusion
The necessary transition to digital collateral represents a broader evolution in how 
trust is established in lending and capital markets. Paper-based documentation once 
served as a sufficient proxy for control, but scale, complexity, and recent market 
disruptions have exposed its limitations. Today’s environment demands systems that 
can prove control continuously, not processes that infer it after the fact. 

Against this backdrop, digital-first collateral controls improve efficiency and 
strengthen resilience. By embedding enforceability and transparency into daily 
operations, they reduce reliance on human intervention and close the structural  
gaps that introduce errors and risk to the organization.

i	 U.S. Department of Justice, Southern District of New York. (17 December 2025). CEO, CFO, COO charged in connection with billion‑dollar collapse of Tricolor Auto
v	 Law Insider. (n.d.). Electronic Collateral Control Agreement. Electronic Collateral Control Agreement definition
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