The Legal Status of Binary Options Trading in the United
States: A Regulatory Analysis

1. Introduction

Purpose: This report provides a definitive analysis of the legal status of binary options
trading for United States residents. It aims to clarify the complex regulatory
landscape, delineate permissible trading activities, identify the governing regulatory
bodies, and underscore the significant risks associated with these financial
instruments, particularly those offered through unregulated channels.

Preview: The legality of binary options trading in the U.S. is strictly conditional. While
not inherently illegal, trading is only permitted when conducted on specific exchanges
registered with or designated by U.S. federal regulators, namely the Securities and
Exchange Commission (SEC) and the Commodity Futures Trading Commission
(CFTC). A substantial portion of the binary options market, particularly online
platforms operating offshore, functions outside these regulations, making
participation through such venues illegal for the platform and fraught with peril for the
investor. This report will detail the nature of binary options, the roles of the SEC and
CFTC, the specific conditions under which trading is legal, the stark differences
between regulated and unregulated platforms, and the numerous warnings issued by
regulators concerning widespread fraud.’

Relevance: Understanding the legal and regulatory distinctions is paramount for
anyone considering trading binary options. The market, especially the segment
operating online and often offshore, is plagued by fraudulent schemes, leading to
significant financial losses for investors. U.S. regulators have issued repeated, forceful
warnings about these dangers, highlighting the prevalence of scams, identity theft,
and manipulative practices by unregistered entities.’ Therefore, a clear grasp of the
regulatory framework is essential for navigating this high-risk environment and
avoiding participation in illegal and potentially fraudulent activities.
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2. Understanding Binary Options: Definition and Mechanics

Core Definition: Binary options are a type of options contract characterized by their
unique, simplified payout structure. They are based on a straightforward "yes or no"
proposition concerning the future price movement of an underlying asset within a
predetermined, often very short, timeframe.'® The term "binary" reflects the two
possible outcomes at expiration: either the option holder receives a fixed,


https://best-binaryoption.com/

predetermined cash payout if their prediction about the asset's price movement
relative to a specific level (the strike price) proves correct (expiring "in the money"), or
they lose the entire amount invested in the option if their prediction is incorrect
(expiring "out of the money").'® Unlike traditional options, a binary option does not
grant the holder the right to buy or sell the underlying asset itself.

This simple, all-or-nothing structure is a defining feature. It can make binary options
appear straightforward and appealing, particularly to novice traders seeking quick
results.”” However, this simplicity masks significant risks. The fixed payout structure,
combined with the potential for total loss of the investment on a single trade, aligns
these instruments more closely with wagering or gambling than traditional investing.'
The potential for rapid, small gains is counterbalanced by the equal or greater
potential for rapid, total loss of capital invested in a given trade.

Mechanics:

e Underlying Assets: Binary options can be based on a wide variety of underlying
assets. Common examples include individual stocks, stock indices (like the S&P
500), foreign currency pairs (forex, e.g., EUR/USD, USD/JPY), commodities (such
as gold, silver, or oil), and sometimes even specific economic events or data
releases.’

e Strike Price & Expiry: Two critical parameters define a binary option contract:
the strike price and the expiration time/date.'® The strike price is the specific price
level of the underlying asset that determines whether the option expires in or out
of the money. The expiration is the fixed point in time when the option contract
concludes, and the outcome is determined. Expiration periods can vary
significantly, ranging from extremely short-term (e.g., 60 seconds, five minutes,
hourly) to daily or weekly durations."

e Payout Structure: If the condition specified in the contract (e.g., the underlying
asset's price being above the strike price at expiry for a call binary option) is met,
the holder receives a predetermined fixed payout.'® On regulated U.S. exchanges
like Nadex, this payout is typically structured so that contracts settle at either
$100 (if in the money) or $0 (if out of the money) per contract.” The trader's
profit is the difference between the settlement value ($100) and the price paid for
the option (the premium), while the loss is limited to the premium paid." If the
condition is not met, the holder receives nothing and loses the entire amount paid
for the option.' Crucially, the magnitude of the price movement beyond the strike
price does not influence the payout amount; a minimal price movement in the
predicted direction yields the same fixed payout as a large movement."”

e Trading Example: Consider a trader who believes the EUR/USD exchange rate



will be above 1.2425 at 3 p.m. on Friday. They could buy a binary call option
contract with these terms. Suppose the option costs $55 (the premium). If, at 3
p.m. Friday, the EUR/USD rate is 1.2450 (above the strike price), the option settles
at $100, yielding a profit of $45 ($100 payout - $55 cost). However, if the rate is
1.2420 (below the strike price), the option settles at $0, and the trader loses their
entire $55 investment.”

Distinction from Traditional (Vanilla) Options: Binary options differ fundamentally
from traditional "vanilla" options (standardized puts and calls traded on major
exchanges). Key distinctions include ":

e Payout: Binary options offer a fixed, all-or-nothing payout. Traditional options
have variable payouts that depend on the difference between the underlying
asset's price and the strike price at expiration or exercise; potential profit (or loss
for sellers) can be much larger, theoretically unlimited in some cases, but so can
the complexity of valuation.

e Ownership: Binary options do not provide any potential ownership or right to
buy/sell the underlying asset. Traditional options confer the right (but not the
obligation) for the holder to buy (call) or sell (put) the underlying asset at the
strike price.

e Risk Profile: While the maximum loss for buyers of both types is limited to the
premium paid, the profit potential and probability calculations differ significantly
due to the payout structures.

e Regulation: While both can be traded on regulated exchanges, a vast,
unregulated market exists for binary options, particularly online, which is not the
case for standard exchange-traded vanilla options to the same extent.’

Speculation vs. Investment: The inherent structure of binary options—particularly
their short timeframes and all-or-nothing payout—leads most analysts and regulators
to classify them as highly speculative instruments.” They are frequently compared to
gambling rather than traditional investing, where analysis typically focuses on
longer-term value, dividends, or more complex risk-reward profiles.”® While some
sources mention potential applications for hedging specific, short-term event risks ",
this appears to be a niche use. The predominant perception and marketing focus,
especially in the unregulated sphere, is on short-term speculation on price direction.
The very short expiration cycles available (minutes or hours) make consistent
profitability extremely difficult, as predicting such short-term market fluctuations
accurately over time is challenging even for professional traders."

3. The US Regulatory Framework for Options Trading



Overview: Options trading within the United States operates under a comprehensive
regulatory framework designed to ensure market integrity, promote transparency,
prevent fraud and manipulation, and protect investors.?* Given the complexity and
leverage often associated with options, regulatory oversight is particularly stringent.*

Primary Regulators: Two principal federal agencies share the responsibility for
overseeing options markets, with jurisdiction determined by the nature of the
underlying asset:

Securities and Exchange Commission (SEC): Established by the Securities
Exchange Act of 1934, the SEC holds primary authority over options based on
securities. This includes options on individual stocks, exchange-traded funds
(ETFs), and broad-based stock market indices.? The SEC's mission encompasses
protecting investors, maintaining fair, orderly, and efficient markets, and
facilitating capital formation.* It achieves this by establishing regulations for
market practices, overseeing securities exchanges and broker-dealers, requiring
disclosures from public companies, and enforcing federal securities laws.**
Commodity Futures Trading Commission (CFTC): Created in 1974, the CFTC is
an independent agency mandated to regulate the U.S. derivatives markets,
including options based on commodities and futures contracts.? This jurisdiction
covers options on physical commodities (like agricultural products, metals,
energy), foreign currencies (forex), and futures contracts themselves.?” The
CFTC's mission focuses on protecting market users and the public from fraud,
manipulation, and abusive practices related to the sale of commodity futures and
options, and fostering open, competitive, and financially sound derivatives
markets.” It oversees trading venues known as Designated Contract Markets
(DCMs).!

Self-Regulatory Organizations (SROs): Working under the oversight of the SEC and
CFTC, SROs play a crucial role in the day-to-day regulation of market participants:

Financial Industry Regulatory Authority (FINRA): Operating under SEC
oversight, FINRA is a non-governmental organization responsible for regulating
broker-dealers in the securities industry.? Its functions include writing and
enforcing rules governing broker-dealer activities, examining firms for
compliance, fostering market transparency, and educating investors.?* For options
trading, FINRA administers licensing exams for professionals and requires firms to
implement procedures for approving customer accounts for options trading,
including assessing suitability.®

National Futures Association (NFA): As the SRO for the U.S. derivatives industry
designated by the CFTC, the NFA provides regulatory programs to ensure market



integrity.”* NFA members, including firms offering futures and commodity options
trading, must adhere to registration requirements, minimum financial standards,
record-keeping and reporting obligations, and ethical conduct rules.?

Jurisdictional Distinction is Key: The critical factor determining whether the SEC or
CFTC has primary regulatory authority over a specific binary option contract is the
underlying asset." If the option is based on a security (like a stock), it falls under SEC
jurisdiction. If it is based on a commodity (like gold or a currency pair) or a futures
contract, it falls under CFTC jurisdiction. This division is fundamental to understanding
the legality, registration requirements, and applicable rules for any given binary option
offered in the U.S.

The division of regulatory authority based on the underlying asset introduces a layer
of complexity into the binary options market.” An investor must correctly identify the
nature of the underlying asset to determine which regulatory body (SEC or CFTC) has
oversight and, consequently, which set of rules and registration requirements apply.
This may not always be immediately clear, especially with novel or complex underlying
references. This complexity could potentially be leveraged by fraudulent operators
seeking to obscure their lack of proper registration or operate in perceived regulatory
gaps.' lllicit platforms, often based offshore, may exploit investor confusion about
these jurisdictional nuances to misrepresent their legitimacy or compliance status.’
However, despite the distinct jurisdictions, the SEC and CFTC demonstrate a shared
concern regarding fraud and market integrity. They frequently collaborate on
enforcement matters, issue joint investor alerts (including specifically on binary
options fraud), and coordinate on rulemaking, particularly for emerging products or
areas of overlapping interest." This cooperation signals a unified regulatory front
against illicit activities targeting U.S. investors, regardless of the specific underlying
asset involved.

4. Legal Status of Binary Options Trading in the United States

Conditional Legality: Binary options trading is not universally illegal for U.S.
residents. However, its legality is strictly conditional and hinges entirely on where and
how the trading occurs.? Engaging in binary options trading is permissible under U.S.
law only when conducted through platforms that are properly registered and
regulated within the United States.

Requirement 1: Trading on Regulated U.S. Platforms: The cornerstone of legality is
that binary options must be traded on a U.S. exchange that is registered with the
appropriate federal regulator.’



e For binary options based on securities (stocks, indices), the platform must
generally be registered with the SEC as a national securities exchange.' The SEC
first approved the listing and trading of binary options on registered exchanges in
2008, paving the way for regulated trading of these instruments.*

e For binary options based on commodities (currencies, metals, etc.) or futures
contracts, the platform must be registered with the CFTC as a Designated
Contract Market (DCM)." According to CFTC guidance and related materials, there
are currently only three DCMs registered with the CFTC to offer binary options
trading to U.S. retail customers:

o North American Derivatives Exchange, Inc. (Nadex) ?

o Cantor Exchange LP?

o Chicago Mercantile Exchange, Inc. (CME) ? It is crucial to note that these are
identified as the only CFTC-regulated venues currently permitted for such
retail trading.

Requirement 2: Product Registration/Approval: In addition to platform registration,
the specific binary option product being offered may also need to meet certain
regulatory requirements. For instance, binary options considered securities under
federal law generally cannot be lawfully offered or sold to the public unless the
offering has been registered with the SEC, or an exemption from registration applies.’
Trading on regulated exchanges typically involves standardized contracts that have
met the exchange's and regulator's criteria for listing."”

Prohibited Activities: Activities falling outside this regulated framework are illegal
under U.S. law:

e Trading on Unregistered Platforms: It is illegal for any platform not registered
with the SEC (for securities-based options) or the CFTC (for commodity-based
options) to offer binary options trading services to residents of the United States.’
A significant portion of the online binary options market operates through such
unregistered platforms, often based offshore.’

e Solicitation by Offshore/Unregistered Entities: It is explicitly illegal for entities
located offshore or otherwise not registered with U.S. regulators to solicit U.S.
residents to trade binary options.?

e Unregistered Broker-Dealer Activity: Platforms facilitating transactions in
securities-based binary options for others generally must register with the SEC as
broker-dealers." Operating without this registration is a violation of federal
securities laws.

e Unregistered FCM/RFED Activity: Entities soliciting or accepting customer
funds for commodity options transactions may be required to register with the



CFTC as Futures Commission Merchants (FCMs) or, for certain retail forex
options, as Retail Foreign Exchange Dealers (RFEDs).” Failure to register
appropriately is illegal.

Verification is Crucial: Given the prevalence of unregistered and fraudulent
platforms, it is absolutely essential for potential investors to verify the registration
status of any binary options trading platform before depositing funds or providing
personal information.” Investors can and should use the free tools provided by
regulators:

e Check the SEC's EDGAR database for product registrations and its website for
registered exchanges.'

e Check the SEC's Investment Adviser Public Disclosure (IAPD) database for
firm and professional registration.®

e Check the CFTC's website for the list of Designated Contract Markets (DCMs)."

e Check the NFA's Background Affiliation Status Information Center (BASIC)
database for the registration status and disciplinary history of firms and
individuals in the derivatives industry.’

e Consult the CFTC's RED (Registration Deficient) List, which identifies foreign
entities the CFTC believes are soliciting U.S. residents illegally.

The legal status of a binary options trade in the U.S. is therefore determined almost
entirely by the regulatory status of the platform facilitating the trade.? An identical
binary option contract could be legally traded on a CFTC-regulated DCM like Nadex,
while being part of an illegal operation if offered by an unregistered website based
overseas. This platform-centric legality underscores the critical importance of
verification. Furthermore, the number of platforms legally permitted to offer binary
options to U.S. retail traders appears strikingly small, confined to the few
SEC-registered exchanges or CFTC-designated DCMs.? This limited availability of
legal venues stands in stark contrast to the proliferation of easily accessible, but
unregulated and illegal, online platforms." This disparity highlights the ease with which
investors might inadvertently engage with illicit operators. It is also important to
recognize that the SEC's approval for listing binary options on exchanges in 2008 *
was a procedural step allowing them to be traded within a regulated environment. It
did not constitute an endorsement of binary options as a suitable or safe investment.
The same regulatory bodies that permit trading on registered venues simultaneously
issue strong and frequent warnings about the inherent risks of the product itself and
the pervasive fraud associated with unregistered providers °, indicating that
regulatory allowance should not be mistaken for approval or recommendation.



5. Regulated Exchanges vs. Unregulated Platforms: A Critical
Distinction

The difference between trading binary options on a regulated U.S. exchange versus an
unregulated, often offshore, platform is not merely technical; it represents a
fundamental divide in terms of legality, transparency, investor protection, and risk
exposure. Understanding this distinction is crucial for any U.S. resident considering
binary options trading.

Regulated U.S. Exchanges (e.g., Nadex, CME, Cantor Exchange):

e Oversight: These platforms operate under the direct supervision and regulatory
authority of either the SEC (for security-based options) or the CFTC (for
commodity-based options)." They are subject to periodic examinations and must
comply with extensive federal regulations.

e Rules & Transparency: Trading occurs according to established and publicly
available rulebooks governing contract specifications, order handling, trade
matching, and dispute resolution."” They typically offer greater transparency
regarding market data and operational procedures.'” Contracts are standardized,
facilitating clearer understanding."”

e Investor Protections: Regulated exchanges are required to implement various
investor protection measures. While specific mechanisms vary, these generally
include requirements for minimum financial standards, segregation of customer
funds from the firm's operational funds, record-keeping and reporting
obligations, and fair treatment of customers.” Trades are often guaranteed by a
central clearinghouse, which mitigates counterparty risk (the risk that the other
side of the trade will default).”? Contracts are fully collateralized, meaning both
buyer and seller must post capital, ensuring funds are available for settlement.?

e Legality: Trading binary options on these platforms by U.S. residents is legal and
complies with U.S. law.?

Unregulated/Offshore Platforms:

e Lack of Oversight: These platforms operate outside the purview of U.S.
regulators. They are not registered with the SEC or CFTC and do not adhere to
U.S. regulatory requirements.’ Many are based in foreign jurisdictions with lax or
non-existent oversight.

e Opacity: Operations are often opaque. Information about the company's true
location, ownership, management, and financial condition may be difficult or
impossible to obtain.” Representatives may use fake names, credentials, and
locations.®



e High Risk of Fraud: These platforms are overwhelmingly associated with
fraudulent activities. Regulators have received numerous complaints detailing
practices such as refusing to credit customer accounts or process withdrawals,
charging undisclosed fees, stealing personal information (identity theft), and
manipulating trading software to generate losses for customers.' Marketing often
involves unrealistic promises of high returns, high-pressure sales tactics, and fake

testimonials.®

e Legality: Itisillegal under U.S. law for these platforms to solicit or accept funds
from U.S. residents for binary options trading.? Participation by a U.S. resident

involves engaging with an entity operating unlawfully.'

e Lack of Recourse: Investors who encounter problems with unregulated
platforms, such as inability to withdraw funds or suspected fraud, typically have
very limited or no practical legal recourse.' Pursuing claims against entities
located offshore with hidden operators is extremely difficult and often impossible.

Table 1: Key Differences: Regulated vs. Unregulated Binary Options Platforms

oversight & rules

Feature Regulated U.S. Platforms Unregulated/Offshore
(e.g., Nadex, CME) Platforms
Regulation Registered with SEC or CFTC Not registered with U.S.
regulators
Oversight Subject to direct U.S. federal Operate outside U.S.

regulatory framework

Investor Protections

Mandated protections (e.g.,
fund segregation, clearing)

Minimal or no investor
protections; funds at high risk

Transparency

Generally higher
transparency; standardized
contracts

Often opaque operations,
ownership, and rules

Legality for US Residents

Legal

lllegal for platform to
solicit/accept U.S. residents

Risk of Fraud

Lower risk due to regulation
(though risk never zero)

Extremely high risk;
associated with widespread
fraud complaints




Recourse Regulatory channels and legal Very limited to no practical
system may offer recourse recourse for U.S. investors

Sources: '

The evidence strongly suggests that the vast majority of the online binary options
market readily accessible to U.S. residents consists of these unregulated, illegal
platforms.' The sheer number of websites and mobile applications promoting binary
options dwarfs the handful of legally operating U.S. exchanges.' This creates a
hazardous environment where investors are far more likely to encounter an illegal
operator than a legitimate one.

Furthermore, the consistent pattern of complaints and regulatory findings indicates
that for many unregulated platforms, fraud is not an anomaly but rather the
fundamental business model.’ The documented tactics—systematically denying
withdrawals, manipulating software to force losses, collecting personal data for
identity theft, and using aggressive sales tactics based on false promises—point
towards operations designed explicitly to defraud investors rather than provide a
legitimate trading service." One enforcement action even found that a firm's revenues
were primarily derived directly from customer trading losses, highlighting the conflict
of interest inherent in many unregulated broker models.’

6. Official Warnings and Risks Highlighted by US Regulators

U.S. financial regulators, primarily the SEC and CFTC, have been exceptionally vocal
and persistent in warning the public about the dangers associated with binary
options, particularly those offered through unregistered online platforms. They have
issued numerous Investor Alerts, advisories, and dedicated web resources to educate
investors about the prevalent risks and fraudulent schemes."

Primary Concerns and Fraudulent Activities: The regulatory warnings consistently
highlight several key areas of concern and common types of fraud reported by
victims:

e Refusal to Credit Accounts or Reimburse Funds: A frequent complaint involves
platforms refusing to credit customer accounts with winnings or denying requests
to withdraw deposited funds.? Platforms may ignore customer communications,
cancel withdrawal requests without reason, or employ various delay tactics until it
is too late for the customer to dispute charges with their credit card company.®

¢ Identity Theft: Many complaints allege that unregistered platforms collect



sensitive personal information—such as copies of credit cards, driver's licenses,
passports, and utility bills—under the guise of account verification, only to use
this data for illicit purposes, including identity theft.? Regulators explicitly warn
against providing such information to these platforms.®

e Software Manipulation: There are widespread allegations that platforms
manipulate their trading software to disadvantage customers.? This can include
distorting asset prices or payouts, arbitrarily extending the expiration time of
winning trades until they become losses, or generating other glitches that cause
customers to lose money.®

e Fraudulent Marketing and Sales Tactics: Unregistered platforms often engage
in deceptive marketing practices. This includes making unsolicited offers via email
or phone, promising unrealistically high or guaranteed returns, using
high-pressure sales tactics or even threats, employing representatives with fake
names and credentials, misrepresenting their location (pretending to be
U.S.-based), posting fake testimonials and reviews, and overstating the potential
profitability of binary options trading while downplaying the substantial risks.?

e Issues with Withdrawals: Beyond outright refusal, platforms may create
significant obstacles to withdrawals, such as imposing exorbitant and undisclosed
fees, requiring excessive documentation, or using delay tactics.® Some may
pressure customers to deposit more money to upgrade to "premium" accounts
with supposedly fewer withdrawal restrictions.®

e Government Impersonation (Reload Schemes): A particularly insidious tactic
involves scammers contacting previous victims, falsely claiming to be affiliated
with a government agency like the SEC or CFTC (or a fictitious recovery entity),
and offering to help recover lost funds for an upfront fee.® Regulators stress that
genuine government agencies do not charge fees to help investors recover losses
from fraud.®

CFTC RED List: To help investors identify potentially problematic entities, the CFTC
maintains a Registration Deficient List (RED List). This list identifies foreign entities
that the CFTC has reason to believe are soliciting or accepting funds from U.S.
residents for derivatives trading (including binary options) without being registered
with the CFTC as legally required.? While inclusion on the list is not a definitive finding
of fraud, it serves as a strong warning that the entity is likely operating illegally with
respect to U.S. customers.

Inherent Product Risk: Beyond the risks associated with fraudulent platforms,
regulators also emphasize the inherently high-risk nature of binary options
themselves, even when traded legally.” The all-or-nothing payout structure means



investors face a significant probability of losing their entire investment on each
trade.’® This risk profile leads regulators and critics to frequently compare binary
options trading to gambling.™

International Stance: The concerns raised by U.S. regulators are echoed
internationally. Many other major jurisdictions, including the European Union, the
United Kingdom, Australia, and Canada, have implemented outright bans or severe
restrictions on the sale of binary options to retail investors due to the high risks of
investor harm and fraud.’

Table 2: Summary of Regulatory Warnings and Common Frauds Associated with
Binary Options

Warning/Risk Type Description/Examples (Cited by SEC/CFTC)

Refusal to Pay/Reimburse Denying withdrawal requests, failing to credit
accounts with winnings, ignoring customer

communications, using delay tactics.’

Identity Theft lllicit collection and misuse of sensitive
personal data (credit cards, passports,

licenses) obtained under false pretenses.2

Software Manipulation Altering trade outcomes by manipulating
prices, expiration times, or platform software to

ensure customer |OSS€S.2

Fraudulent Marketing Unsolicited offers, promises of high/guaranteed
returns, fake testimonials/credentials,
high-pressure sales, misrepresentation of

location.?

Withdrawal Issues Imposing excessive fees, complex
requirements, or unreasonable delays to

prevent or discourage fund withdrawals.®

Government Impersonation Scammers posing as government officials
offering recovery services for a fee (reload

schemes).®




Inherent Product Risk High-risk, speculative "all-or-nothing"
structure; often compared to gambling; high

probability of losing entire investment.'

Unregistered Operation Platforms operating without required SEC/CFTC
registration, lacking regulatory oversight and

investor protections.’

Sources: '

The remarkable consistency in the types of fraud reported across numerous
regulatory alerts spanning several years points to a systemic problem within the
unregulated binary options industry.' These are not isolated incidents but rather
established patterns of deceptive behavior employed by numerous illicit operators.
The sheer volume of resources dedicated by the SEC and CFTC to combating this
issue—including frequent alerts, dedicated web pages, the RED list, and significant
enforcement actions—underscores that addressing binary options fraud remains a
high priority for U.S. financial regulators.” Furthermore, the tactics employed by
fraudsters, such as targeting vulnerable populations like retirees or using
sophisticated psychological manipulation and false promises of expertise, indicate
that even financially experienced individuals can fall victim to these schemes °,
highlighting the pervasive and deceptive nature of the threat.

7. Regulatory Enforcement Actions

In addition to issuing warnings, U.S. regulators, particularly the SEC and CFTC, actively
pursue enforcement actions against individuals and companies involved in fraudulent
binary options schemes that target U.S. residents.® These actions aim to halt illegal
conduct, penalize wrongdoers, and, where possible, recover funds for harmed
investors.

Common Violations: Enforcement cases frequently cite a range of violations of the
Commodity Exchange Act and federal securities laws, including:

e Operating as an unregistered exchange or designated contract market.’

e Acting as an unregistered broker-dealer (SEC) or Futures Commission
Merchant/Retail Foreign Exchange Dealer (CFTC).

¢ lllegal solicitation of U.S. customers by unregistered foreign entities.*

e Fraud, deception, and misrepresentation in connection with the offer or sale of
binary options.'

e Manipulation of prices or trading software.’



e Failure to comply with record-keeping and reporting requirements.®

Examples of Enforcement Actions: Public records reveal numerous enforcement
actions involving significant binary options fraud:

e Banc de Binary: In 2016, the SEC and CFTC announced settlements totaling $11
million with this Cyprus-based firm for illegally selling binary options to U.S.
investors. Subsequently, the SEC warned of government impersonators targeting
Banc de Binary victims.*

e Yukom Communications / BinaryBook / BigOption: The CFTC pursued action
against this network, operating largely from Israel, which allegedly defrauded
investors, including vulnerable individuals like retirees, out of millions through
fraudulent binary options offerings on websites like BinaryBook and BigOption. In
2025, a federal court ordered default judgments requiring defendants (individuals
and corporate entities) to pay over $451 million in restitution and penalties.?
Parallel criminal actions resulted in prison sentences for key individuals involved.?

e EZTD Inc.: In 2016, the SEC charged this Israeli-based firm (operating platforms
like EZTrader.com and GlobalOption.com) with misleading U.S. investors about the
profitability of binary options. The firm failed to disclose that its revenues were
largely derived from customer losses and that very few customers actually
profited. EZTD agreed to pay over $1.7 million in disgorgement and penalties and
ceased its U.S. operations.’

Enforcement Challenges: Despite these efforts, regulators face challenges,
particularly when pursuing entities operating offshore. Identifying the individuals
behind anonymous websites, asserting jurisdiction, and recovering assets located in
foreign countries can be difficult.? This underscores why preventing investment in the
first place, through due diligence and adherence to regulatory warnings, is critical.

The significant penalties imposed in successful enforcement actions, including
multi-million dollar fines and restitution orders, demonstrate the seriousness with
which regulators view binary options fraud.” The coordination with criminal authorities
leading to prison sentences further highlights the severity of these offenses.”® A
recurring theme in these enforcement cases is the charge of failing to
register—whether as an exchange, broker-dealer, or FCM.' This consistent focus
reinforces that proper registration is not merely a procedural formality but a
fundamental requirement for legal operation within the U.S. financial system.
Operating outside this registration framework is a primary trigger for regulatory
intervention and enforcement.



8. Conclusion and Summary

Recap of Legal Status: The legal status of binary options trading for U.S. residents is
clear but restrictive: it is permissible only when conducted on exchanges that are
registered with the Securities and Exchange Commission (SEC) or designated as
contract markets (DCMs) by the Commodity Futures Trading Commission (CFTC).
Currently, only a small number of such regulated venues exist for retail participation.’
Any offer or sale of binary options through platforms not meeting these specific U.S.
registration requirements is illegal from the perspective of the platform operators
soliciting U.S. business. Engaging with such unregistered platforms, particularly those
operating online and often based offshore, exposes investors not only to participation
in illicit activities but also to an exceptionally high risk of fraud.’

Emphasis on Due Diligence: Given the documented prevalence of fraud in the
unregulated binary options space, extreme caution and rigorous due diligence are
imperative for any U.S. resident contemplating such trades. The single most critical
step is to verify the registration status of the trading platform before depositing any
funds or providing any personal information." Investors must utilize the verification
tools provided by the SEC, CFTC, and NFA to confirm that a platform is legitimately
registered and authorized to operate in the United States. Absence of verifiable
registration should be considered a definitive red flag.

Summary of Risks: Potential investors must be aware of the dual layers of risk
inherent in binary options:

e Platform Risk: The overwhelming risk associated with unregulated platforms
involves fraud, manipulation, identity theft, and the potential loss of all deposited
funds with little to no chance of recovery. The evidence indicates that many such
platforms are designed specifically to defraud investors.’

e Product Risk: Even when traded legally on regulated exchanges, binary options
remain highly speculative, high-risk instruments due to their all-or-nothing payout
structure. They are often compared to gambling, and investors must be prepared
for the significant possibility of losing their entire investment on any given trade.”

Final Warning: Echoing the persistent warnings from U.S. financial regulators,
potential investors should be extremely skeptical of any unsolicited offers related to
binary options, promises of high or guaranteed returns, platforms that pressure them
to deposit funds quickly, or any entity operating outside the verifiable oversight of the
SEC or CFTC. The regulatory record and numerous documented cases of fraud
strongly suggest that the unregulated binary options market is fraught with danger,
and participation carries a high probability of financial loss. Prudence dictates



avoiding unregistered platforms entirely.
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