Jurisdictional briefing, US:
Don't forget the NFTs:

IP due diligence for
emerging technologies

Michelle Ciotola and David Kincaid of Cantor Colburn evaluate the
expectations for how the USPTO will handle IP due diligence for

an exciting, if not emerging, technology.

FTs, or non-fungible tokens, are one of
N the hottest trends in tech over the past

year. NFTs use blockchain technology,
such as the Ethereum blockchain, to record
transfers of unique assets while providing proof
of ownership. Non-fungibility means that an
NFT is unique and cannot be replaced with an
equivalent item, unlike bitcoin or currency that
can be replaced with other bitcoin or currency.
When an NFT is generated (or ‘minted"), a unique
digital fingerprint is created and recorded to the
blockchain, which acts as a public digital ledger
to record transactions, such as a transfer of an
NFT and/or a transfer of an underlying asset
tied to the NFT. One example use case for NFTs
is to transfer IP rights or ownership.

As NFTs are developed, acquired, and licensed
by companies, the landscape of commercial
transactions involving intellectual property will
change. In the case of transfers, mergers, acquisitions,
bankruptcies, or other transactions, an accurate
assessment and allocation of intellectual property
assets is crucial. NFTs will add a new and com-
plicated layer to due diligence - in terms of
both tracking and transferring.

It is important for the parties transacting NFTs to
understand their rights, especially when conducting
IP due diligence. Although NFTs claim to provide
proof of ownership, such ownership is usually of
the NFT itself and may not transfer to the under-
lying asset. It can be unclear what rights are being
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transferred when an NFT passes from one party to
another, especially when IP rights are concerned.
Consider, for example, a piece of digital artwork
or a digital sports trading card. The creator of
such an asset may wish to mint an NFT for the
asset, and the NFT can then be sold. In such cases,
the party acquiring the NFT acquires ownership
of the NFT but may receive only a limited license
to own and use the NFT without ownership
rights in the underlying work. The party acquiring
a digital trading card as an NFT may be licensed
to possess and re-sell the digital trading card
but may not be authorized to make copies of
the digital trading card, as these rights may be
retained by the original copyright owner.

When evaluating NFTs in the context of IP due
diligence, itis important to determine the scope
of the granted license that accompanies an NFT.
The terms of the limited licenses conveyed with
NFTs are set by the marketplaces on which the
NFTs are listed for sale and/or by the creator.
Each marketplace can include its own license
terms and may differ from one marketplace to
another. In some cases, however, the party minting
the NFT may not be the original creator, and as
such, may only have limited rights themselves.
It is therefore important to understand what rights
are being conveyed when an NFT is transferred.

Yet another aspect to consider when evaluating
NFTs involves how NFTs are used to facilitate a
more conventional asset transfer, such as a
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transfer of tangible or intellectual property. It is

conceivable that a company and its assets may Re sumes
be sold as an NFT, similar to the recent sale Michelle Ciotola, Partner & Chair, Trademarks & Copyright Practice,
of real estate. In February, a Florida home was Cantor Colburn
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but intellectual property as well, more questions around the world. She also develops strategies for enforcement of her
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Even where there is a clear record of ownership
of NFT assets, there may be questions about David Kincaid, Partner & Co-Chair, Artificial Intelligence Practice,
the property transfer of the same. For example, Cantor Colburn
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- can an NFT transfer replace conventional
paper assignments? These authors believe the
answer is no, at least in the short term.

But with this in mind, we wonder how will
courts handle disputes involving the transfer of
assets via NFT? Where there is a disagreement
between a conventional transfer and a
transfer on the blockchain, how will
it be resolved? How can it be
resolved? Even assuming a
court rules on the side of an
assignee of a conventional
assignment, how will this
be enforced where the
recorded owner on the
blockchain is unknown or
outside the jurisdiction of
the United States?

While NFTs remain an
exciting, if not emerging,
technology, their use poses
challenges that should be
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considered when evaluating these assets,
especially in the context of IP due diligence. It
remains good practice to support any block-
chain-based transactions with conventional
paper documentation (e.g., assignments) to help
avoid any uncertainty with how such digital
transfers may be treated in the future.
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