
If courts ultimately hold that state gambling laws can control certain event contracts—even when those contracts
are offered through a federally regulated derivatives venue—the consequences could reach far beyond one sports
market or one company. Prediction-market operators might need state licenses, stop serving customers in some
jurisdictions, or redesign products. State regulators could gain leverage to investigate and penalize platforms that
they view as offering unlicensed wagering.

But “state gambling law prevails” would not automatically mean every event contract is illegal, or that federal
derivatives law becomes irrelevant. The result would depend on what the courts actually decide: which products
count as gambling under a state’s law, what role the federal Commodity Futures Trading Commission (CFTC) has,
and whether federal law preempts—or displaces—state authority in the circumstances.

For customers and companies, the practical question is not simply whether an event contract is a “bet.” It is how
the contract is structured, who offers it, where the customer is located, and which regulator or court has authority.
Contracts traded and dollars wagered are also different measures: a high count of small contracts does not
necessarily mean a comparable amount of money is at risk.

First, the Three Markets Are Not the Same
State-licensed sportsbooks, offshore operators, and prediction markets may all let people take positions on sports
outcomes, but their legal and operational models differ.

State-licensed sportsbooks operate under gambling laws and sports-wagering licenses in the states where
they accept customers. Those licenses come with state-specific rules, such as requirements around age checks,
responsible-gambling programs, advertising, taxes, and approved markets.

Offshore operators may accept U.S. customers without the relevant state authorization. Being available
online does not make an operator licensed in a customer’s state. Enforcement against offshore businesses can
be difficult, especially when operators, payment providers, and infrastructure sit outside the United States.

Prediction markets generally describe event contracts as financial products, often offered through a venue
regulated by the CFTC or through a relationship with a regulated entity. That federal framework is central to
the dispute: operators may argue that federal derivatives law governs the contracts, while states may argue
that sports event contracts function as gambling under local law.

The category label does not settle the legal question. A contract that pays a fixed amount if a team wins may look
familiar to a sports bettor. But regulators and courts may also consider the contract’s legal form, the exchange or
intermediary involved, how it is marketed, and the statutory framework under which it is offered.



The Jurisdiction Fight: State Gambling Law vs. Federal Derivatives Law
The Commodity Exchange Act and CFTC rules establish a federal system for derivatives markets. Depending on the
product and structure, an event contract may be listed on a designated contract market or otherwise fall within
federal oversight. Companies relying on this framework can argue that federal law gives them authority to offer
eligible contracts nationwide, subject to CFTC regulation.

States have a different starting point. Their gambling statutes typically regulate wagering within state borders and
give state agencies tools to address unlicensed gambling. A state may argue that a sports event contract is a
wager in substance, even if the operator calls it a derivative. It may also contend that federal market regulation
does not grant a blanket exemption from state gambling laws.

There is no simple rule that “federal” always defeats “state,” or vice versa. Courts may ask whether Congress
intended federal law to displace the relevant state rule, whether the state law conflicts with federal requirements,
and whether the product falls within the specific federal protections the company invokes. The answers may vary
with the contract, the operator’s role, and the procedural posture of the case.

Fact vs. inference: It is a fact that federal derivatives law and state gambling laws can apply different legal tests
and be enforced by different authorities. It is an inference—not a settled nationwide rule—that a particular sports
event contract must be treated as either a federally protected derivative or state-regulated gambling in every
jurisdiction.

What “State Gambling Law Prevails” Could Mean in Practice
If courts conclude that a state may apply its gambling law to certain event contracts, the immediate effect would
likely be narrower than a nationwide shutdown. A decision could address only one state, one product, best
regulated sportsbook alternatives one type of contract, or one procedural issue. Still, even a limited ruling could
change business decisions across the market.

1. State-by-state licensing becomes a serious possibility
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Companies could face pressure to obtain state sports-wagering licenses, partner with licensed operators, or stop
offering covered contracts to residents of states where they lack authorization. That creates a state by state
licensing cost: application fees, taxes, compliance staffing, technical controls, audits, and ongoing reporting. The
cost is not just the initial license fee. A company may need different market restrictions, disclosures, and
responsible-gambling controls in each jurisdiction.

Not every state will necessarily make a license available for a prediction-market business. Some states may
conclude that the product is prohibited, or that an existing sports-wagering framework does not fit the operator’s
model. Others may permit it only through a licensed sportsbook or under a specific set of conditions.

2. Products may be geofenced, restricted, or redesigned

Operators could block customers in particular states, exclude sports contracts while continuing to offer other event
contracts, or change how contracts are listed and settled. Geofencing can reduce exposure, but it is not a legal
cure-all: regulators may question whether controls are effective, whether customers can evade them, or whether
marketing still targets residents.

3. Payment and distribution relationships may change

Enforcement risk does not stop at the company that lists a contract. Regulators may examine payment processors,
brokers, technology vendors, app distribution, and other commercial relationships. That does not mean every
service provider is automatically liable. It does mean businesses can face diligence demands and pressure to assess
whether their role facilitates an activity a state considers unlawful.

Robinhood is relevant to this infrastructure question because exchange infrastructure can route event contracts.
Routing and execution are not the same thing as a customer’s wager, and a platform’s role should be described
precisely. But if a state views the underlying product as unlicensed gambling, intermediaries connected to access or
execution may attract scrutiny alongside the contract issuer.

Enforcement Tools: Cease-and-Desist Letters, Subpoenas, and
Campaigns
State regulators do not have to wait for a final appellate ruling to investigate. Depending on state law, they may
issue cease-and-desist orders or letters, seek court injunctions, demand records through subpoenas or
information requests, and bring administrative or civil enforcement actions. A state attorney general may also
pursue a case under consumer-protection or other applicable laws.

These actions can create substantial pressure before a court decides the core preemption question. A company
may face a choice between limiting access in a state, litigating, or attempting to negotiate a path to compliance. A
cease-and-desist demand is not itself a final judicial ruling that the state’s legal theory is correct. It is an
enforcement position that may be contested.

Information requests can also extend beyond the operator. In Connecticut, app stores have been referenced in
information requests concerning the distribution of prediction-market apps. That type of inquiry does not by itself
establish that an app store violated the law. It shows how an enforcement campaign may map the distribution
chain, identify who serves residents, and gather facts about products and access.

Subpoenas and requests may seek records about customer locations, contract listings, marketing, payment flows,
vendors, and communications. Companies should distinguish a regulator’s allegation from a court’s finding, and a
request for information from a formal enforcement judgment. Those distinctions matter to customers as well as
investors.



Why Preliminary Injunctions Do Not Settle the Whole Fight
Some of the most visible court developments in this area may be preliminary injunctions. A preliminary injunction
is a temporary remedy, generally assessed before a full trial and final judgment. Courts commonly consider
whether a party has shown a likelihood of success, irreparable harm, the balance of hardships, and the public
interest.

If a court temporarily blocks a state from enforcing its law against a particular operator, that can preserve the
status quo while litigation continues. It does not necessarily establish that the operator wins on the merits.
Conversely, a court’s refusal to grant an injunction does not always mean the state has conclusively won. The case
may proceed, and a different court may address the issues on a fuller record.

That procedural uncertainty makes headlines easy to overread. “Court clears prediction market” may be marketing
shorthand for a temporary order in a limited dispute. “State bans event contracts” may describe a regulator’s
position rather than a final decision. Read the order, identify which parties it covers, and check whether it is
preliminary, final, stayed, or under appeal.

Could There Be a Circuit Split?
A circuit split occurs when federal appeals courts reach conflicting interpretations of federal law. In this area,
different courts could disagree about how the Commodity Exchange Act interacts with state gambling laws, what
Congress intended to preempt, or how a particular event contract should be classified. State courts may also
interpret their own gambling statutes differently.

Until appellate courts—or ultimately the U.S. Supreme Court, if it takes a case—resolve a controlling federal
question, operators could face a patchwork. A ruling in one circuit may not bind courts elsewhere. Meanwhile,
state agencies may continue to pursue enforcement, and businesses may adjust their geographic access based on
the most restrictive jurisdictions.

A circuit split is a possibility to monitor, not a conclusion to assume. The existence of multiple lawsuits or
conflicting trial-court orders does not automatically mean an appellate split has formed. The key is whether federal
appeals courts have issued genuinely inconsistent rulings on the same legal question.

What Different Outcomes Could Look Like
Possible court outcome Likely practical effect What it would not automatically mean State law applies to specified
sports contracts More licensing demands, state-specific restrictions, or product withdrawals That every event
contract in every state is unlawful Federal law preempts a particular state enforcement theory The covered
operator may continue the covered product, subject to federal rules and the order’s scope That all state gambling
laws are displaced nationwide Courts reach different results across jurisdictions Geographic fragmentation and
heightened enforcement risk until appeals clarify the rules That one decision controls every state or every
company

What Customers and Companies Should Watch
For customers, the practical questions are straightforward: Is the service available where you live? Which legal
entity offers the contract? What regulator oversees that entity? How are funds held and withdrawals handled? A
federally regulated venue is not necessarily immune from every state-level challenge, and a company’s marketing
language is not a substitute for checking the applicable legal status.



For companies, risk assessment should separate legal merits from operational exposure. A strong federal-law
argument may still leave a business facing costly investigations, restricted distribution, payment friction, and state
by state licensing cost. Crypto.com, Kalshi, and Robinhood may be discussed in the same market conversation, but
their products, entities, partners, and legal positions should not be assumed to be identical. Company-specific
analysis matters.

Stablecoins do not eliminate these concerns. They can be subject to freezes or other controls depending on the
issuer, network, and legal process. Nor does using crypto transform a product into a lawful derivative or make
state jurisdiction disappear. The payment rail and the legal classification of the contract are separate questions.

The Bottom Line
If courts rule that state gambling law prevails for a category of sports event contracts, the likely result is not one
clean national answer. It is more state-by-state licensing pressure, product restrictions, investigations, and
litigation over the boundaries of federal derivatives law. Cease-and-desist actions, subpoenas, and enforcement
campaigns could continue while courts work through the merits.

The central uncertainty is whether federal derivatives law protects these products from state gambling regulation,
and how far that protection extends. Preliminary injunctions may offer temporary relief without resolving the issue;
conflicting appellate rulings could deepen uncertainty before a higher court intervenes. Until then, the most careful
description is neither “all prediction markets are bets” nor “federal oversight makes state law irrelevant.” The legal
hook, the product, the location, and the court order all matter.


