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Bitcoin To Stablecoin Arbitrage Strategy

The Bitcoin Arbitrage Strategy is a form of Over-The-Counter (OTC) or Peer-To-Peer (P2P) trading with the
goal of an arbitrage profit, but it carries significant counterparty, security, and regulatory risks. While arbitrage
itself is legal in most jurisdictions, the specific implementation has complexities that require careful
consideration.

Strategy Overview

e Action: Purchase Bitcoin (BTC) from a private, non-custodial wallet holder at a slight discount to the market
price, allowing for an “Arbitrage” when possible.

* Payment: Use USDT Stablecoin for the transactional settlement.

¢ Goal: Immediately sell or "Swap" the purchased BTC in a cryptocurrency contract (presumably on an
exchange or a separate, private OTC desk) at market price to capture the price differential (minus
fees/slippage).

Key Considerations and Risks in a Bitcoin Arbitrage Strategy

1. Counterparty and Security Risks: This is the most significant risk when dealing with a private, non-
custodial holder. This is the most significant danger, as you must trust the seller to deliver the Bitcoin. A
dishonest seller could accept the USDT payment and never send the BTC, leaving you with a complete
financial loss. The lack of a central exchange or escrow service means there is no built-in protection against
such a default.

¢ Fraud: The private seller could receive the USDT and fail to send the BTC, or vice-versa. Without a trusted
third-party escrow service, you are exposed to potential fraud. This type of private, peer-to-peer (P2P)
transaction is vulnerable to scams. A fraudster could appear trustworthy, perform smaller successful
transactions to build confidence, and then disappear with the funds during a larger deal.

¢ Irreversibility: Cryptocurrency transactions are generally irreversible, making fund recovery difficult if a
scam occurs.

¢ |Ulicit Funds: The private seller might be dealing with illicitly obtained BTC, which could lead to legal issues
for you if the funds are tracked and frozen by authorities.

¢ Lack of KYC/AML: Reputable OTC desks enforce Know Your Customer (KYC) and Anti-Money Laundering
(AML) procedures. A private transaction with an unknown party bypasses these, increasing regulatory and
security risks.

2. Regulatory and Legal Risks

¢ Regulatory Uncertainty: The legal landscape for cryptocurrency is still evolving, and specific rules for OTC
P2P transactions can vary significantly by jurisdiction. This can create legal minefields, with potential
implications for tax liability and anti-money laundering (AML) regulations

¢ Jurisdiction: The legality of specific P2P and OTC transactions, and the associated regulatory requirements
(e.g., volume limits, licensing), vary significantly by location. You must comply with local laws.

e Compliance: You are responsible for ensuring all transactions comply with applicable financial regulations.
Failure to do so can result in penalties.

* Reporting: You generally need to report all cryptocurrency transactions for tax purposes, including P2P and
exchange trades, whether for profit or loss.
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* Non-Custodial Wallet Risks: While using a non-custodial wallet gives you full control of your private keys,
it also places full responsibility on you for their security. If you lose your keys or they are compromised, you
could lose all your funds permanently with no recovery option.

3. Execution and Market Risks

¢ Market Volatility: While the strategy aims to profit from a price discrepancy, the value of both Bitcoin and
USDT can fluctuate rapidly. Even though USDT is a stablecoin, past events have shown it can temporarily de-
peg from the U.S. dollar, especially during periods of market stress.

¢ Transaction and Execution Risk: The successful execution of this strategy requires quick, precise trades to
capitalize on the discount before it disappears. Delays, errors, or system failures during the transaction could
eliminate the potential profit or lead to losses.

* Timing/Slippage: The crypto market is volatile. The price difference might disappear before both legs of the
swap (buying the discounted BTC and selling it on the contract platform) can be executed.

* Fees: Transaction fees (network fees, potential contract/exchange fees) can erode or eliminate the profit
margin.

¢ Liquidity: The "set volume" of BTC might be difficult to sell quickly on a contract platform without causing
price slippage if the liquidity is insufficient.

In Summary, the strategy exploits a market inefficiency, which is the core principle of arbitrage. However,
conducting this trade via a private, non-custodial party introduces substantial trust and security risks that are
not present when using regulated exchanges or established OTC desks with escrow services and proper
compliance protocols. For this strategy to be viable and safe, robust mechanisms to mitigate counterparty
risk and ensure legal compliance are essential. Again, we reiterate the risk that an arbitrage strategy involving
the Over-The-Counter (OTC) purchase of Bitcoin from a private, non-custodial wallet holder at a discount in
exchange for USDT carries substantial risks, particularly due to the potential for fraud and the lack of a neutral
third party. The proposed contract requires trust between the parties, and the absence of a central
clearinghouse or exchange could lead to legal and financial complications if the counterparty defaults on
their obligations. The use of a non-custodial wallet places the responsibility for key security entirely on the
owner, meaning no one can recover funds if keys are compromised or lost.

Suggestions on How to Mitigate Above Risks
While the risks are high, some measures can be taken to mitigate them:

Use an Escrow Service: A reputable third-party escrow service can hold the assets until both parties have
fulfilled their obligations.

Work with a Reputable OTC Desk: Engaging a licensed and regulated OTC trading desk can provide more
security than a private, unverified seller. They have experience and controls in place to manage counterparty
risk.

Perform Due Diligence: Thoroughly vet the counterparty to establish their trustworthiness.

Conduct Transactions on Reputable Platforms: If possible, execute the OTC trade on a P2P platform that
offers built-in protections, such as an escrow system, to minimize the risk of fraud.

Use Limit Orders: When selling the BTC on an exchange, using a limit order can prevent slippage and ensure
you receive the desired price for your arbitrage profit.

Use Cold Storage: For large sums, transfer your BTC to a hardware non-custodial wallet (cold storage) to
significantly reduce the risk of hacking.
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Informational Only (Not Legal) Considerations and Disclosures in C2C’s Jurisdiction of Florida, USA:

In Florida, a person or entity conducting P2P or OTC cryptocurrency transactions as a principal (buying or
selling for their own account in direct, bilateral transactions) does not require a state money transmitter
license. However, if an individual or entity acts as a third-party intermediary or "money transmitter" by having
the unilateral ability to execute or prevent a transaction between two other parties, a state license is required,
along with compliance with federal and state regulations.

Legality and Regulatory Requirements

¢ Legality: P2P and OTC cryptocurrency transactions are legal in Florida. The state generally treats
cryptocurrency as personal property for legal and tax purposes, not as legal tender.

¢ Licensing (Florida State):

* Not Required for Principals: As of a law change effective January 1, 2023 (HB 273), persons
involved in direct, principal-to-principal (two-party) transactions are explicitly excluded from the definition of
a money transmitter and do not need a state license.

* Required for Intermediaries: An entity that acts as an intermediary or facilitator between two
other parties, and has unilateral control over the execution of the transaction, must be licensed as a
Money Services Business (MSB) under Chapter 560, Florida Statutes.

* License Requirements for Intermediaries: Include maintaining a minimum net worth of $100,000,
obtaining a surety bond (between $50,000 and $2,000,000 depending on volume), submitting fingerprints and
background checks, and filing regular reports with the Florida Office of Financial Regulation (OFR).

* Volume Limits: Florida state law does not specify explicit transaction volume limits for unlicensed
P2P transactions for principals. The need for a license is determined by the nature of the activity (principal vs.
intermediary/facilitator). So, when it comes to Volume Limits: There are no specific published volume limits
that automatically trigger a licensing requirement for individuals acting as principals. Instead, the
determining factor is the nature of the activity (e.g., acting as a business, a third-party intermediary, or "for
profit on the actual trade activity" consistently).

¢ Record Keeping: Buyers and sellers should maintain detailed records of all transactions to ensure
compliance with tax obligations and in case of any legal inquiries.

e Consumer Protection: Businesses must follow general business laws, including consumer
protection, data privacy, and advertising rules.

* Federal Requirements (FinCEN): Regardless of state law, any person or entity involved in the
exchange of cryptocurrency may need to register as an MSB with the Financial Crimes Enforcement Network
(FInCEN) at the federal level, depending on the specifics of their business model. This includes:

¢ Having an Anti-Money Laundering (AML) compliance program.

* Designating a compliance officer.

¢ Filing Currency Transaction Reports (CTRs) for transactions over $10,000.
¢ Filing Suspicious Activity Reports (SARs) for suspicious activity.

¢ Taxation: All cryptocurrency transactions are subject to federal and state capital gains taxes.
Taxpayers must report gains and losses on their tax filings. So, when it comes to Tax Obligations: The IRS
treats cryptocurrency as property, not currency, for tax purposes. Residents of Florida must report all capital
gains or losses from selling, exchanging, or using cryptocurrency to purchase goods or services.
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In Summary, a Florida resident can legally conduct P2P/OTC transactions as a principal without a specific
state license. However, participating as a "facilitator" may blur the lines and could potentially subject one to
licensing and compliance requirements if the facilitator has control over the funds or acts as a third-party
intermediary. Compliance with federal FinCEN rules and tax laws is always mandatory. It is recommended to
consult with a legal professional to ensure full compliance based on the specific structure and volume of
transactions.

Disclaimer: This information is for informational purposes only and does not constitute legal advice.
Cryptocurrency regulations are complex and subject to change. A resident of Florida should consult with a
qualified legal professional to ensure full compliance with all applicable federal and state laws before
conducting P2P or OTC transactions.
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