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Non-fungible tokens (NFTs) — What investors need to know

Key takeaways

« Non-fungible tokens, or NFTs, are one of the many ways that tokenization is being used to drive broader
digital asset adoption and can represent ownership of unique physical or digital assets.

* NFTs are becoming popular for their use in digital artwork and collectible markets. However, they are not
limited to artwork and can be potentially used to enhance real-world processes including supply chain
tracking, property titles, credential verification, or event ticket management.

What is an NFT?

Non-fungible tokens, or NFTs, are one of the many ways that tokenization' is being used to further drive broader
digital asset adoption. Similar to the concept of tokenization, NFTs can represent the ownership of physical or
digital assets that are transferred and stored on blockchains.?

NFTs are a specific type of token and are different in the sense that they are non-fungible, meaning they are unique
and cannot be replaced. Each one provides its owner with digital ownership of an asset. NFTs are not limited to
digital items either, they can be linked to physical objects such as artwork, collectibles, or even real estate.

Investment and Insurance Products: NOT FDIC Insured > NO Bank Guarantee » MAY Lose Value

1. “Tokenization — What investors need to know,” Wells Fargo Investment Institute, January 21, 2026.

2. Blockchains are decentralized ledgers secured by cryptography that record transactions across a network of computers in a secure and transparent manner. For a
complete introduction please see Wells Fargo Investment Institute’s report, “Blockchain technology basics,” November 13, 2025.
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What is fungibility?

Fungibility simply means that an item can be swapped for another identical item. Currencies, commodities, and
other cryptocurrencies (such as bitcoin) are all fungible since each unit is essentially the same. This fungibility helps
remove friction when buying or selling, as they are no different from one another. For example, when you buy a $5
cup of coffee, the barista doesn’t care which specific $5 bill you hand over and does not check where it came from
or who owned it before. All that matters is that $5 equals $5. Every $5 bill is treated the same — this is what makes
it fungible.

However, fungible items are not ideal for representing things that are unique, like a house, a piece of art, or a
collectible. Owners of these items care about what makes them unique as well as their authenticity, and this is
where NFTs come into play. NFTs can be linked to either digital or real-world assets to help enhance the transfer
and verifiability of them, as we will explain below.

So they are unique, but what is the benefit?

NFTs can be used to provide a secure and transparent way to prove unique ownership of a digital or physical asset
and transfer its ownership digitally— without relying on an intermediary. Because NFTs rely on blockchain
technology, details about the NFT and its ownership history are recorded permanently and can be easily viewed by
anyone

The potential security benefits have led to NFTs becoming popular in art and collectable markets, as they can act as
a digital record of authenticity and ownership. This digital record can be viewed by anyone and used to verify its
authenticity, which has the potential to help prevent copies of the underlying asset from being passed off as the
original. For example, if an artist creates a digital or physical painting, that painting could be duplicated and shared
publicly. For the owner, proving which version is original and which is a copy can be a challenge.

NFTs help to address this problem by linking the original artwork to a unique digital token stored on a blockchain.
Once deployed on the blockchain, the token effectively represents a tamper proof record of who owns the original
piece. As a refresher, blockchains are a simple, yet, powerful way to keep records digitally. They package
information in blocks which are cryptographically linked to one another, creating an interlinked chain of
information that cannot be altered without immense computational power needed to re-write the entire chain.® So
even if the image is copied, you can always check the blockchain to see which digital wallet owns the original NFT.
In a way, the NFT works like a permanent, certificate of authenticity linked to the artwork.

Applications of NFTs in the real world

While NFTs have gained popularity for their use in the buying and selling of digital artwork, they are not limited to
just art. NFTs can be applied to other real-world use cases including concert tickets, supply chain tracking, property
titles, and even verifying a person’s credentials or identity.

For example, instead of giving people physical tickets or barcodes, event organizers can sell NFT tickets that are
stored in someone’s digital wallet. Details such as the specific seat number and event perks can be coded into each
NFT. Unlike regular tickets, which can be copied or faked, NFTs are unique, easy to verify, and cannot be changed
once created. When a person arrives at an event, staff would only need to check that the NFT in the person’s wallet
matches the ticket that was sold. Organizers can build rules into an NFT ticket such as limits on resale prices or
royalty fees, or specific time windows for reselling. These rules could help reduce ticket scalping and keep prices

3 “Blockchain technology basics”, Wells Fargo Investment Institute. November 13, 2025.
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fair. Additionally, because NFTs use blockchain technology, organizers can see helpful information such as how
many times a ticket was resold, who resold it, and at what price. This gives them valuable insights that would be
harder to collect with traditional tickets.

NFTs are becoming more popular among luxury goods, as the ability to link physical luxury goods to an NFT
representing an irrefutable digital certificate of authenticity and ownership has the potential to combat
counterfeiting. Additionally, some producers of luxury goods are further enhancing the experience by tying in
special benefits, such as granting access to community events or exclusive products.?

How are NFTs created and held?

To create a NFT an asset owner partners with a technology platform to link the underlying asset to a digital token
that can be traded and stored on a blockchain.” Information such as who created the asset, when it was created, and
other unique identifiers can be coded into the token so that it can be verified for authenticity. For physical assets,
such as a luxury bag, a serial number or QR code can be used to link the asset to the digital token. While for a digital
good, the token can be linked to the underlying asset via a URL or other method of storing data files digitally. Once
this information is coded, and the NFT is deployed on the blockchain it cannot be changed. From here, the NFT can
be bought or sold on digital marketplaces and stored in a digital wallet, and its authenticity can be verified on the
blockchain by anyone.

If the NFT is resold to another buyer, the NFT can be transferred over the blockchain to the new owner’s digital
wallet. In effect, this creates a permanent and public record where ownership can be traced throughout the NFT’s
lifetime. Upon the transfer of the NFT, delivery of the underlying asset itself can vary based on the arrangement for
how the asset is stored. For physical assets, holders of the NFT can opt to store the asset themselves or use a
trusted third party to store the underlying asset and transfer it to the new owner.

Due to NFTs utilizing blockchains, purchasers can verify the NFT's authenticity either by checking the blockchain
directly or by verifying the unique identifier linked to the physical good — whether it be a QR code or other
identifier. Similar to the ticket example used earlier, purchasers can verify that the NFT held by the seller’s digital
wallet is indeed authentic, preventing fakes or duplicates from being passed off as the original. In effect, this
process can enhance trust between buyers and sellers as authenticity can be publicly verified. Additionally,
knowing that the asset is authentic has the potential to reduce doubts of legitimacy and can support resale values

Risks

NFTs and tokenization have the potential to enhance many real-world processes by providing a transparent,
tamper-resistant method to track ownership and authenticity and transfer asset rights — potentially reducing
fraud and reliance on intermediaries. However, there are risks that investors should be aware of. Given that NFT's
often represent the ownership of illiquid assets, such as collectibles, NFTs as a result are also often illiquid. Digital
marketplaces can provide platforms to buy and sell NFTs, but finding a buyer often takes time, and the perceived
value can change drastically between users.

Additionally, it is important to note that not all NFTs grant the purchaser full ownership rights to the underlying
asset, unless explicitly stated through legally binding contracts. For example, purchasing an NFT of a digital artwork
collection may give the purchaser rights to buy or sell the artwork or display it. However, the artist can retain the

4. “What are luxury NFTs?” OpenSea, September 8, 2023.
5.“A complete guide to minting NFTs,” The Motley Fool, September 6, 2024.
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copyright, preventing the purchaser from using the artwork commercially. Therefore, it is prudent for investors to
understand these risks and do their proper due diligence for the specific NFT that they own.

Lastly, NFTs have been known to be a highly speculative sub-group of digital assets prone to high volatility. As a
result of speculation, there are times when an NFT’s value can diverge significantly from its underlying asset.
Additionally, NFTs can be traded across numerous digital marketplaces. This can give rise to price disparities
among similar projects, reduce liquidity in a given marketplace, and cloud an NFT’s fair value. Social and marketing
efforts have been common drivers of NFT speculation, as the “hype” or social inclusivity around certain projects
can lead to periods of rapidly inflating and eventually deflating prices. This speculation and social “hype” gave rise
to instances of market manipulation and numerous pump and dump schemes, resulting in significant losses for a
majority of investors.

The future of NFTs

In our view, NFT's are another tool that can be used to broaden the capabilities of tokenization and blockchain
technology. By utilizing blockchains, NFTs provide a secure and tamper-proof way to track unique asset
ownership, transfer rights, and verify its authenticity. While today NFTs are more popular in art and collectible
markets, they have the potential to streamline real-world processes related to events, supply chain tracking,
property titles, and even a person’s credentials. That said, investors need to be aware of the speculative and illiquid
risks associated with the broader NFT market as well as the intricacies of what the specific token represents (full or
partial ownership rights).
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Risks Considerations

This document is a general communication being provided for educational purposes only. It is educational in nature and not designed to be taken as advice or a recommendation for any specific
investment product or strategy. Any examples used are for illustration purposes only. This material does not contain sufficient information to support an investment decision and it should not be
relied upon by you in evaluating the merits of investing in any securities or products. Any forecasts, figures, opinions or investment techniques and strategies set out are for information purposes
only, based on certain assumptions and current market conditions and are subject to change without prior notice. All information presented herein is considered to be accurate at the time of
production, but no warranty of accuracy is given and no liability in respect of any error or omission is accepted. It should be noted that investment involves risks, the value of investments and the
income from them may fluctuate in accordance with market conditions and taxation agreements and investors may not get back the full amount invested.

Digital assets are not a physical currency, nor legal tender. Investors must have the financial ability, sophistication/experience and willingness to bear the risks of an investment, and a
potential total loss of their investment. An investor could lose all or a substantial portion of his/her investment. Digital assets have limited operating history or performance. Digital
Assets are sometimes exchanged for U.S. dollars or other currencies around the world, but they are not backed or supported by any government or central bank. Their value is completely
derived by market forces of supply and demand, and they are more volatile than traditional fiat currencies.

Digital assets are a speculative investment and involves a high degree of risk. Investors must have the financial ability, sophistication/experience and willingness to bear the risks of an
investment, and a potential total loss of their investment. An investor could lose all or a substantial portion of his/her investment. Cryptocurrency has limited operating history or
performance. Fees and expenses associated with a cryptocurrency investment may be substantial. Cryptocurrencies are sometimes exchanged for U.S. dollars or other currencies around
the world, but they are not backed or supported by any government or central bank. Their value is completely derived by market forces of supply and demand, and they are more volatile
than traditional fiat currencies

General Disclosures

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFIlis a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank,
N.A., a bank affiliate of Wells Fargo & Company.

The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only
and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any
change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different
conclusions from, this report.

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor. This report
is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant
information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from
sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness.

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial
services regulatory authority outside of the U.S. Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain
protections conferred by legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo
Advisors.

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and
non-bank affiliates of Wells Fargo & Company. [PM]-08272027-5239436
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