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trading platform for the unlawful offer of event-based contracts, (Jan 5, 2022)

By Lene Powell, J.D.

The action hit a trifecta on hot spots for CFTC enforcement activity: binary options, event contracts, and digital assets.

In a settled administrative order, the CFTC required Blockratize, Inc. d/b/a Polymarket, to pay a $1.4 million civil
monetary penalty and take remedial actions for illegally offering off-exchange event-based binary options contracts
and failure to obtain designation as a designated contract market (DCM) or registration as a swap execution facility
(SEF). The platform offered contracts that depended on the outcome of current events like the COVID pandemic and
U.S. presidential election in addition to contracts based on cryptocurrency/digital assets (In the Matter of Blockratize,
Inc. d/b/a Polymarket.com, January 3, 2022).

“All derivatives markets must operate within the bounds of the law regardless of the technology used, and particularly
including those in the so-called decentralized finance or ‘DeFi’ space,” said Acting Director of Enforcement Vincent
McGonagle.

Unlawful derivatives trading. Blockratize Inc. is a Delaware corporation headquartered in New York, New York.
Blockratize owns and operates the website www.polymarket.com and does business under the name “Polymarket.”
Polymarket creates, defines, and resolves the trading and execution of contracts for the event-based binary option
markets offered on its website. To operate its markets, Polymarket deploys “smart contracts” hosted on a
blockchain.

Polymarket's website offers the public the opportunity to “bet on your beliefs.” The CFTC stated that beginning in
June 2020 and continuing to the present, Polymarket has offered over 900 event-based binary option contract
markets. Event-based binary options are a kind of derivative that relate to some event taking place in the future that
are susceptible to a “yes” or “no” resolution.

For example, Polymarket offered contracts composed of a pair of binary options that depended on event outcomes
like:

o “Will Trump win the 2020 presidential election?”

« “Will the 7-day average COVID-19 case count in the US be less than 15,000 for the day of July 227"

o “Will SETH (Ethereum) be above $2500 on July 22?”

The CFTC order found that Polymarket’'s markets cover a large variety of binary options, including
cryptocurrency/digital assets, current events, and financial conditions, among other events. At any given time,
Polymarket offers dozens of such markets on its website that are operated from the U.S. and/or are accessible for
trading to U.S. persons.

The CFTC concluded that Polymarket's event market contracts constitute swaps under the CFTC'’s jurisdiction and,
therefore, can only be offered on a registered exchange in accordance with the CEA and CFTC regulations. Neither
Blockratize nor Polymarket were registered with the CFTC.

Violations and sanctions. The CFTC order found that Polymarket violated Sections 4c(b) and 5h(a)(1) of the Act
and Regulations 32.2 and 37.3(a)(1).
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In addition to a $1.4 million civil penalty, Polymarket agreed to engage in remedial action, including cease offering
access to trading in markets displayed on Polymarket.com, unless such offering, solicitation or trading complies with
the CEA and applicable CFTC regulations. Polymarket will facilitate the winding down of all markets displayed on
Polymarket.com that do not comply.

The CFTC stated that it recognized Polymarket’s substantial cooperation with the Division of Enforcement’s
investigation in the form of a reduced civil monetary penalty. In particular, Polymarket agreed to voluntarily produce
documents and provide Division staff with complete presentations of the facts of its operations, including identifying
key persons and key documents, as well as analysis of the technology used by Polymarket.

Questions? Talk to the CFTC. Through its public-facing LabCFTC unit and other channels, CFTC has repeatedly
urged market participants involved in innovative areas like blockchain and digital assets to talk to the agency about
their ventures’ legal implications. Acting Director McGonagle again encouraged market participants to reach out.

“Market participants should proactively engage with the CFTC to ensure that our markets remain robust, transparent,
and afford customers the protection provided under the CEA and our regulations,” said McGonagle.

This is CFTC Docket No. 22-09.
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