
  
Thomas A. Gorczynski, EA, USTCP:  Cryptocurrency Taxation i 

Table of Contents 
 
Cryptocurrency Taxation 1 
  
Case Study 16 
  
Case Study: Solution 18 
  
IRS Notice 2014-21 19 

 
 
 
Course Description 
 
The use of Bitcoin and other cryptocurrencies is growing steadily: most tax professionals likely 
have a client who owns them and transacts in them.  This class will discuss the tax issues 
encountered by cryptocurrency owners, how to compute the tax consequences of various 
cryptocurrency transactions, and tax planning opportunities for cryptocurrency owners. 
 
Learning Outcomes: 

 
1. Understand the basics of cryptocurrency and related transactions. 
2. Learn how the tax law applies to cryptocurrency transactions. 
3. Apply the tax law to various types of cryptocurrency transactions. 
4. Identify tax planning opportunities for clients that transact in cryptocurrency. 
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Cryptocurrency Taxation
Thomas A. Gorczynski, EA, USTCP

Learning Objectives
• Understand the basics of cryptocurrency and related

transactions.
• Learn how the tax law applies to cryptocurrency

transactions.
• Apply the tax law to various types of cryptocurrency

transactions.
• Identify tax planning opportunities for clients that transact in 

cryptocurrency.
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What is Cryptocurrency?
Virtual digital currency that is convertible into legal tender.

Examples include Bitcoin, Litecoin, and Ethereum.

Digital credentials stored in a wallet and transacted via various 
platforms.

Bitcoin was the first virtual digital currency when it was 
released in 2009.

What is Cryptocurrency?

https://www.youtube.com/watch?v=ia7SDTCuKJM

https://www.youtube.com/watch?v=UXAJu3zS4bU

https://www.youtube.com/watch?v=ia7SDTCuKJM
https://www.youtube.com/watch?v=UXAJu3zS4bU
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Cryptocurrency Issues
One Bitcoin has increased in value from ~$13 in early January 
2013 to over $6,300 today (November 2018).

The IRS believes there is significant Bitcoin non-compliance.  
Only 802 people declared Bitcoin gain or loss on 2015 tax 
returns.

Coinbase was recently ordered by a U.S. District Court to 
disclose 14,355 accounts holders.

Treated as Property
A virtual currency that has an equivalent value in real currency 
or that acts as substitute for real currency is called convertible 
virtual currency.

Convertible virtual currency is property and not currency for 
federal tax purposes.

IRS Notice 2014-21, Sec. 2 and Sec. 4, Q&A1.
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Treated as Property
General tax principles applicable to property transactions 
apply to convertible virtual currency transactions.

Since convertible virtual currency is property, it does not 
generate foreign currency gain or loss under §988.

Going forward, we assume cryptocurrency qualifies as 
convertible virtual currency.
IRS Notice 2014-21, Sec. 4, Q&A1 and Q&A2.

Cryptocurrency Purchase
The basis in the cryptocurrency is the amount paid for it plus 
any transaction fees incurred in the purchase.

Example:

John paid $17,000 to purchase 1 Bitcoin: $16,998 for the 
Bitcoin and a $2 transaction fee.  His basis in the 1 Bitcoin is 
$17,000.

§1012(a); §1016(a)(1).
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Cryptocurrency Receipt for Services
If a TP receives cryptocurrency in exchange for services:
• The income is the FMV of the cryptocurrency and subject to 

self-employment tax, if applicable.
• The basis in the cryptocurrency is its FMV.

§83(a); IRS Notice 2014-21, Sec. 4, Q&A3, Q&A4, and Q&A10.

Cryptocurrency Receipt for Property
If a TP receives cryptocurrency in exchange for property:
• The gain or loss is the FMV of the cryptocurrency received 

less the adjusted basis of the property given up.
• The basis in the cryptocurrency is its FMV.

§1001(a); IRS Notice 2014-21, Sec. 4, Q&A4.
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Cryptocurrency Gain/Loss Character
A TP will generally realize capital gain or loss on the sale or 

exchange of cryptocurrency that is a capital asset in the hands 

of the TP.

A TP will realize ordinary gain if the cryptocurrency is 

inventory or the TP is a trader.

§1221(a); IRS Notice 2014-21, Sec. 4, Q&A7

Cryptocurrency Mining
“Mining” is using computer resources to validate transactions 
and maintain the public transaction ledger in exchange for 
cryptocurrency.

The cryptocurrency miner receives compensation for services.

The FMV of the cryptocurrency received is income to the TP 
and potentially subject to self-employment tax.
IRS Notice 2014-21, Sec. 4, Q&A8 and Q&A9.
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Cryptocurrency Forks
A fork occurs generally when a single cryptocurrency splits 
into two cryptocurrencies; however, there can be a fork that 
results in one cryptocurrency only.

A fork could be treated two ways absent guidance:
• Similar to a stock split such that the basis in the original 

cryptocurrency is allocated among the resulting 
cryptocurrency.
• Basis in the resulting cryptocurrency is $0.

Cryptocurrency Compliance Issues
Payments made in virtual currency are subject to information reporting 
and backup withholding.

Potential FBAR/Form 8938 requirements?

• No official guidance from FinCEN on the FBAR, just a 2014 comment 
from an IRS official.

• Directly-held property generally not reported on FBAR/Form 8938; 
however, if held in a foreign account or entity, it is.

• Funds transferred abroad to purchase are reportable if they enter a 
foreign account.

• In general, if in an account, might be safer to disclose than not.

IRS Notice 2014-21, Sec. 4, Q&A12, Q&A 13, and Q&A14.
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Cryptocurrency Issues: Like-Kind Exchange
TCJA limited §1031 exchanges to real property for exchanges after 
12/31/2017.  Do prior exchanges qualify for §1031?

• No direct guidance on cryptocurrencies.

• “As used in section 1031(a), the words “like kind” have reference 
to the nature or character of the property and not to its grade or 

quality...”

• “Section 1031 refers to property of a like – not an identical –

kind. The comparison should be directed to ascertaining whether 
the taxpayer, in making the exchange, has used his property to 
acquire a new kind of asset or has merely exchanged it for an 

asset of like nature or character.”

§1031; Treas. Reg. §1.1031(a)-1(b); Koch v. Commissioner, 71 T.C. 54, 65 (1978). 

Cryptocurrency Issues: Like-Kind Exchange
• Rev. Rul. 79-143: Exchange of gold bullion coins for gold numismatic-

type coins not like kind because the bullion coins represent an 
investment in gold rather in the coins themselves.
• Rev. Rul. 82-166: Exchange of silver bullion coins for gold bullion 

counts not like-kind because silver and gold are intrinsically different 
metals and primarily are used in different ways. Silver is an industrial 
commodity, while gold is primarily used as an investment.
• Disclosure of the position on the tax return using Form 8275 requires 

a reasonable basis for the position rather than substantial authority.

Rev. Rul. 79-143; Rev. Rul. 82-166.
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Cryptocurrency Issues: Accounting
When accounting for cryptocurrency transactions, a TP must 
generally use FIFO and not the specific identification method:
• The specific identification method requires that the TP 

“...adequately identify the lot from which the stock is sold or 
transferred...”
• It is unlikely cryptocurrency could ever meet the adequate 

identification requirement as defined in IRS regulations.
• Separate wallets may allow for the sale of specific 

cryptocurrencies.
Treas. Reg. §1.1012-1(c)(1); Treas. Reg. §1.1012-1(c)(2)-(4).

Cryptocurrency Issues: Accounting
The wash sale loss rule prevents loss recognition for a “stock 
or security” if a substantially similar stock or security is 
purchased 30 days or less from the date of sale.

It is unclear whether or not the wash sale applies to 
cryptocurrency as it only applies to “stock or securities.”

§1091.
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Cryptocurrency Issues: Valuation
Cryptocurrency transactions must be reported in USD:
“...If a virtual currency is listed on an exchange and the 
exchange rate is established by market supply and 
demand, the fair market value of the virtual currency is 
determined by converting the virtual currency into U.S. 
dollars (or into another real currency which in turn can 
be converted into U.S. dollars) at the exchange rate, in a 
reasonable manner that is consistently applied.”

IRS Notice 2014-21, Sec. 4, Q&A5.

Cryptocurrency: Example #1
More than 1 year ago, John paid $15,000 to purchase 1 
Bitcoin: $14,998 for the Bitcoin and a $2 transaction fee.  He 
bought the Bitcoin for investment purposes.

His basis in the 1 Bitcoin is $15,000.
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Cryptocurrency: Example #1
Assume that 1 Bitcoin currently trades for $20,000.  

John purchases:
• A fancy coffee beverage worth $5.
• Painting services from Alice worth $2,000, who is an 

independent contractor.

Cryptocurrency: Example
Gain or loss from coffee purchase:
• $5 / $20,000 = 0.00025 Bitcoin
• 0.00025 * $15,000 = $3.75 allocated basis
• $5 - $3.75 = $1.25 long-term capital gain
• 0.99975 Bitcoin remain with basis of $14,996.25
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Cryptocurrency: Example
Gain or loss from painting services:

• $2,000 / $20,000 = 0.1 Bitcoin

• 0.1 * ($14,996.25/0.99975) = $1,500 allocated basis

• $2,000 - $1,500 = $500 long-term capital gain

• Potential $2,000 expense deduction

• Potential 1099-MISC reporting requirement

• 0.89975 Bitcoin remain with basis of $13,496.25

Cryptocurrency: Example
Tax consequences to Alice:
• Owns 0.1 Bitcoin with basis of $2,000
• Realizes $2,000 of income subject to self-employment tax
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Cryptocurrency: Pros and Cons
Pros:
• Capital losses potentially deductible
• Long-term capital gains taxed at preferential rates
• Transaction fees (if accepted)
Cons:
• Basis tracking
• Liquidity
• Ambiguous tax treatment in some circumstances

Cryptocurrency Planning
• Sell the cryptocurrency immediately upon receipt to 

minimize gain/loss recognition.
• Use §1031 for exchanges prior to 1/1/2018 that would 

generate significant gain (with Form 8275).
• Sell cryptocurrency positions and other capital gain or loss 

positions to purge gains and use losses.
• Sell cryptocurrency gain positions to purge capital gain 

against capital loss carryovers and immediately re-purchase 
the cryptocurrency.
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Cryptocurrency Planning: Example
TP has $35,000 in cryptocurrency losses and $50,000 in 
appreciated stock positions:
• Sell stock to recognize $35,000 in capital gains.
• Sell cryptocurrency to recognize $35,000 in capital losses.
• There is a net capital gain of $0.
• TP can re-purchase the cryptocurrency 31 days after the sale 

to avoid the wash-sale loss rules (if they apply).

Case Study: Attachment
• Read the case study.
•Work on your own or in small groups.
• If there is missing information you need, ask me!
• Be prepared to share your thoughts and any computations.



11/11/18

Thomas A. Gorczynski, EA, USTCP: 
Cryptocurrency Taxation 15

Case Study Transactions
Date  What     Quantity  Total Value 
 
12/10/2015 Bought Bitcoin   1.000   $420.00 
 
5/20/2016  Mined Bitcoin    0.800   $424.00 
 
6/18/2016  Exchanged Bitcoin for Ethereum 0.500 to 23.750  $380.00 
 
12/21/2016 Sold Bitcoin    0.600   $510.00 
 
12/07/2017 Sold Bitcoin    0.700   $11,200.00 

 

Thank You for Attending!

For information about future educational events: 
http://www.gorczynski.tax

You can also find my page on Facebook:
Thomas A. Gorczynski, EA, USTCP

http://www.gorczynski.tax/
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Case Study 
 

John is in your office in August 2018 to file his 2017 tax return.  He needs some advice. 
 
John read about the IRS trying to get information from Coinbase for individuals trading in 
cryptocurrency.  He said he dabbled in it in 2015 and 2016 and wondered if there was something 
he should have reported on his tax return. 
 
John said he also tried Bitcoin mining, but he did not continue to do it. 
 
After your meeting, John sends you the following information.  He did some research and he wants 
to amend his 2015 and 2016, if needed, due to the cryptocurrency activities. 
 
He also realized he continues to own some cryptocurrency.  He plans to hold it for now (unless 
you advise otherwise). 
 
Date  What     Quantity  Total Value 
 
12/10/2015 Bought Bitcoin   1.000   $420.00 
 
5/20/2016 Mined Bitcoin    0.800   $424.00 
 
6/18/2016 Exchanged Bitcoin for Ethereum 0.500 to 23.750  $380.00 
 
12/21/2016 Sold Bitcoin    0.600   $510.00 
 
12/07/2017 Sold Bitcoin    0.700   $11,200.00 
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2015 Tax Consequences: 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

2016 Tax Consequences: 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
2017 Tax Consequences: 
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Case Study: Solutions 
 
2015 Tax Consequences: 
 
John purchased Bitcoin but did not sell it.  There are no tax consequences in 2015.  John has a 
basis in the 1.0 Bitcoin of $420. 
 
2016 Tax Consequences: 
 
First, John mined Bitcoin; therefore, he recognizes ordinary income of $424, which is the value of 
the Bitcoin received.  Since the facts as presented do not indicate John was in the trade or business 
of mining Bitcoin, the income is not subject to self-employment tax.  John has a basis in the 0.8 
Bitcoin of $424. 

 
John had two dispositions of Bitcoin: 
 

• The exchange of Bitcoin for Ethereum is a taxable sale or exchange of property.  Since 
cryptocurrency is typically accounted for on a FIFO basis, the 0.5 Bitcoin is from the 2015 
lot.  John’s amount realized is $380 (the value of the Ethereum) and the adjusted basis of 
the Bitcoin is $210 (50% of $420), so the capital gain is $170.  It is short-term capital gain. 

• The sale of 0.6 Bitcoin is the remainder of his 2015 lot plus a portion of the 2016 mining 
proceeds.  John must split the transaction because the 2015 lot is long-term gain and the 
2016 mining is short-term gain: 

o For the portion from the 2015 lot, John’s amount realized is $425 and the adjusted 
basis is $210, so the long-term capital gain is $215. 

o For the portion from the 2016 mining proceeds, John’s amount realized is $85 and 
the adjusted basis is $53, so the short-term capital gain is $32. 

 
To summarize, John must amend his 2016 Form 1040 to add: 
 

• $424 in ordinary income on Line 21 
• $215 in long-term capital gain 
• $202 in short-term capital gain 

 
While the Bitcoin/Ethereum exchange may qualify for §1031 treatment, there is no definitive 
guidance, and the relatively small amount of gain doesn’t warrant taking that position, in the 
author’s opinion. 
 
2017 Tax Consequences: 
 
John sold all his remaining Bitcoin in 2017.  His amount realized is $11,200 and his adjusted basis 
is $371 ($424 from the 2016 mining proceeds less the $53 used in 2016), so the long-term capital 
gain is $10,829. 
 
John continues to own 23.75 Ethereum with an adjusted basis of $380.  As of November, 11 2018, 
Ethereum is trading at $210 each, for a potential unrealized long-term gain of $4,608. 
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Notice 2014-21 

SECTION 1. PURPOSE 

This notice describes how existing general tax principles apply to transactions using 
virtual currency.  The notice provides this guidance in the form of answers to frequently 
asked questions. 

SECTION 2. BACKGROUND 

The Internal Revenue Service (IRS) is aware that “virtual currency” may be used to pay 
for goods or services, or held for investment.  Virtual currency is a digital representation 
of value that functions as a medium of exchange, a unit of account, and/or a store of 
value.  In some environments, it operates like “real” currency -- i.e., the coin and paper 
money of the United States or of any other country that is designated as legal tender, 
circulates, and is customarily used and accepted as a medium of exchange in the 
country of issuance -- but it does not have legal tender status in any jurisdiction. 

Virtual currency that has an equivalent value in real currency, or that acts as a 
substitute for real currency, is referred to as “convertible” virtual currency.  Bitcoin is one 
example of a convertible virtual currency.  Bitcoin can be digitally traded between users 
and can be purchased for, or exchanged into, U.S. dollars, Euros, and other real or 
virtual currencies.  For a more comprehensive description of convertible virtual 
currencies to date, see Financial Crimes Enforcement Network (FinCEN) Guidance on 
the Application of FinCEN’s Regulations to Persons Administering, Exchanging, or 
Using Virtual Currencies (FIN-2013-G001, March 18, 2013).  

SECTION 3. SCOPE 

In general, the sale or exchange of convertible virtual currency, or the use of convertible 
virtual currency to pay for goods or services in a real-world economy transaction, has 
tax consequences that may result in a tax liability.  This notice addresses only the U.S. 
federal tax consequences of transactions in, or transactions that use, convertible virtual 
currency, and the term “virtual currency” as used in Section 4 refers only to convertible 
virtual currency.  No inference should be drawn with respect to virtual currencies not 
described in this notice.     

The Treasury Department and the IRS recognize that there may be other questions 
regarding the tax consequences of virtual currency not addressed in this notice that 
warrant consideration.  Therefore, the Treasury Department and the IRS request 
comments from the public regarding other types or aspects of virtual currency 
transactions that should be addressed in future guidance.   

Comments should be addressed to: 
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Internal Revenue Service 
Attn:  CC:PA:LPD:PR (Notice 2014-21) 
Room 5203 
P.O. Box 7604 
Ben Franklin Station 
Washington, D.C. 20044 
 
or hand delivered Monday through Friday between the hours of 8 A.M. and 4 P.M. to: 
 
Courier’s Desk 
Internal Revenue Service 
Attn:  CC:PA:LPD:PR (Notice 2014-21) 
1111 Constitution Avenue, N.W. 
Washington, D.C. 20224 
 
Alternatively, taxpayers may submit comments electronically via e-mail to the following 
address: Notice.Comments@irscounsel.treas.gov.  Taxpayers should include “Notice 
2014-21” in the subject line.  All comments submitted by the public will be available for 
public inspection and copying in their entirety. 

For purposes of the FAQs in this notice, the taxpayer’s functional currency is assumed 
to be the U.S. dollar, the taxpayer is assumed to use the cash receipts and 
disbursements method of accounting and the taxpayer is assumed not to be under 
common control with any other party to a transaction. 

SECTION 4. FREQUENTLY ASKED QUESTIONS 

Q-1:  How is virtual currency treated for federal tax purposes? 

A-1:  For federal tax purposes, virtual currency is treated as property.  General tax 
principles applicable to property transactions apply to transactions using virtual 
currency. 

Q-2:  Is virtual currency treated as currency for purposes of determining whether 
a transaction results in foreign currency gain or loss under U.S. federal tax laws? 

A-2:  No.  Under currently applicable law, virtual currency is not treated as currency that 
could generate foreign currency gain or loss for U.S. federal tax purposes. 

Q-3:  Must a taxpayer who receives virtual currency as payment for goods or 
services include in computing gross income the fair market value of the virtual 
currency? 

A-3:  Yes.  A taxpayer who receives virtual currency as payment for goods or services 
must, in computing gross income, include the fair market value of the virtual currency, 

mailto:Notice.Comments@irscounsel.treas.gov
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measured in U.S. dollars, as of the date that the virtual currency was received.  See 
Publication 525, Taxable and Nontaxable Income, for more information on 
miscellaneous income from exchanges involving property or services. 

Q-4:  What is the basis of virtual currency received as payment for goods or 
services in Q&A-3? 

A-4:  The basis of virtual currency that a taxpayer receives as payment for goods or 
services in Q&A-3 is the fair market value of the virtual currency in U.S. dollars as of the 
date of receipt.  See Publication 551, Basis of Assets, for more information on the 
computation of basis when property is received for goods or services. 

Q-5:  How is the fair market value of virtual currency determined? 

A-5:  For U.S. tax purposes, transactions using virtual currency must be reported in 
U.S. dollars.  Therefore, taxpayers will be required to determine the fair market value of 
virtual currency in U.S. dollars as of the date of payment or receipt.  If a virtual currency 
is listed on an exchange and the exchange rate is established by market supply and 
demand, the fair market value of the virtual currency is determined by converting the 
virtual currency into U.S. dollars (or into another real currency which in turn can be 
converted into U.S. dollars) at the exchange rate, in a reasonable manner that is 
consistently applied.    

Q-6:  Does a taxpayer have gain or loss upon an exchange of virtual currency for 
other property? 

A-6:  Yes.  If the fair market value of property received in exchange for virtual currency 
exceeds the taxpayer’s adjusted basis of the virtual currency, the taxpayer has taxable 
gain.  The taxpayer has a loss if the fair market value of the property received is less 
than the adjusted basis of the virtual currency.  See Publication 544, Sales and Other 
Dispositions of Assets, for information about the tax treatment of sales and exchanges, 
such as whether a loss is deductible. 

Q-7:  What type of gain or loss does a taxpayer realize on the sale or exchange of 
virtual currency? 

A-7:  The character of the gain or loss generally depends on whether the virtual 
currency is a capital asset in the hands of the taxpayer.  A taxpayer generally realizes 
capital gain or loss on the sale or exchange of virtual currency that is a capital asset in 
the hands of the taxpayer.  For example, stocks, bonds, and other investment property 
are generally capital assets.   A taxpayer generally realizes ordinary gain or loss on the 
sale or exchange of virtual currency that is not a capital asset in the hands of the 
taxpayer.  Inventory and other property held mainly for sale to customers in a trade or 
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business are examples of property that is not a capital asset.  See Publication 544 for 
more information about capital assets and the character of gain or loss. 

Q-8:  Does a taxpayer who “mines” virtual currency (for example, uses computer 
resources to validate Bitcoin transactions and maintain the public Bitcoin 
transaction ledger) realize gross income upon receipt of the virtual currency 
resulting from those activities? 

A-8:  Yes, when a taxpayer successfully “mines” virtual currency, the fair market value 
of the virtual currency as of the date of receipt is includible in gross income.  See 
Publication 525, Taxable and Nontaxable Income, for more information on taxable 
income. 

Q-9:  Is an individual who “mines” virtual currency as a trade or business subject 
to self-employment tax on the income derived from those activities? 

A-9: If a taxpayer’s “mining” of virtual currency constitutes a trade or business, and the 
“mining” activity is not undertaken by the taxpayer as an employee, the net earnings 
from self-employment (generally, gross income derived from carrying on a trade or 
business less allowable deductions) resulting from those activities constitute self-
employment income and are subject to the self-employment tax.  See Chapter 10 of 
Publication 334, Tax Guide for Small Business, for more information on self-
employment tax and Publication 535, Business Expenses, for more information on 
determining whether expenses are from a business activity carried on to make a profit. 

Q-10:  Does virtual currency received by an independent contractor for 
performing services constitute self-employment income? 

A-10:  Yes.  Generally, self-employment income includes all gross income derived by 
an individual from any trade or business carried on by the individual as other than an 
employee.  Consequently, the fair market value of virtual currency received for services 
performed as an independent contractor, measured in U.S. dollars as of the date of 
receipt, constitutes self-employment income and is subject to the self-employment tax.  
See FS-2007-18, April 2007, Business or Hobby? Answer Has Implications for 
Deductions, for information on determining whether an activity is a business or a hobby. 

Q-11:  Does virtual currency paid by an employer as remuneration for services 
constitute wages for employment tax purposes? 

A-11:  Yes.  Generally, the medium in which remuneration for services is paid is 
immaterial to the determination of whether the remuneration constitutes wages for 
employment tax purposes.  Consequently, the fair market value of virtual currency paid 
as wages is subject to federal income tax withholding, Federal Insurance Contributions 
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Act (FICA) tax, and Federal Unemployment Tax Act (FUTA) tax and must be reported 
on Form W-2, Wage and Tax Statement.  See Publication 15 (Circular E), Employer’s 
Tax Guide, for information on the withholding, depositing, reporting, and paying of 
employment taxes. 

Q-12:  Is a payment made using virtual currency subject to information reporting? 

A-12:  A payment made using virtual currency is subject to information reporting to the 
same extent as any other payment made in property.  For example, a person who in the 
course of a trade or business makes a payment of fixed and determinable income using 
virtual currency with a value of $600 or more to a U.S. non-exempt recipient in a taxable 
year is required to report the payment to the IRS and to the payee.  Examples of 
payments of fixed and determinable income include rent, salaries, wages, premiums, 
annuities, and compensation.   

Q-13:  Is a person who in the course of a trade or business makes a payment 
using virtual currency worth $600 or more to an independent contractor for 
performing services required to file an information return with the IRS?  

A-13:  Generally, a person who in the course of a trade or business makes a payment 
of $600 or more in a taxable year to an independent contractor for the performance of 
services is required to report that payment to the IRS and to the payee on Form 1099-
MISC, Miscellaneous Income.  Payments of virtual currency required to be reported on 
Form 1099-MISC should be reported using the fair market value of the virtual currency 
in U.S. dollars as of the date of payment.  The payment recipient may have income 
even if the recipient does not receive a Form 1099-MISC.  See the Instructions to Form 
1099-MISC and the General Instructions for Certain Information Returns for more 
information.  For payments to non-U.S. persons, see Publication 515, Withholding of 
Tax on Nonresident Aliens and Foreign Entities. 

Q-14:  Are payments made using virtual currency subject to backup withholding? 

A-14:  Payments made using virtual currency are subject to backup withholding to the 
same extent as other payments made in property.  Therefore, payors making reportable 
payments using virtual currency must solicit a taxpayer identification number (TIN) from 
the payee.  The payor must backup withhold from the payment if a TIN is not obtained 
prior to payment or if the payor receives notification from the IRS that backup 
withholding is required.  See Publication 1281, Backup Withholding for Missing and 
Incorrect Name/TINs, for more information. 

Q-15:  Are there IRS information reporting requirements for a person who settles 
payments made in virtual currency on behalf of merchants that accept virtual 
currency from their customers? 
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A-15:  Yes, if certain requirements are met.  In general, a third party that contracts with 
a substantial number of unrelated merchants to settle payments between the merchants 
and their customers is a third party settlement organization (TPSO).  A TPSO is 
required to report payments made to a merchant on a Form 1099-K, Payment Card and 
Third Party Network Transactions, if, for the calendar year, both (1) the number of 
transactions settled for the merchant exceeds 200, and (2) the gross amount of 
payments made to the merchant exceeds $20,000.  When completing Boxes 1, 3, and 
5a-1 on the Form 1099-K, transactions where  the TPSO settles payments made with 
virtual currency are aggregated with transactions where the TPSO settles payments 
made with real currency to determine the total amounts to be reported in those boxes.  
When determining whether the transactions are reportable, the value of the virtual 
currency is the fair market value of the virtual currency in U.S. dollars on the date of 
payment.   

See The Third Party Information Reporting Center, http://www.irs.gov/Tax-
Professionals/Third-Party-Reporting-Information-Center, for more information on 
reporting transactions on Form 1099-K. 

Q-16:  Will taxpayers be subject to penalties for having treated a virtual currency 
transaction in a manner that is inconsistent with this notice prior to March 25, 
2014? 

A-16:  Taxpayers may be subject to penalties for failure to comply with tax laws.  For 
example, underpayments attributable to virtual currency transactions may be subject to 
penalties, such as accuracy-related penalties under section 6662.  In addition, failure to 
timely or correctly report virtual currency transactions when required to do so may be 
subject to information reporting penalties under section 6721 and 6722.  However, 
penalty relief may be available to taxpayers and persons required to file an information 
return who are able to establish that the underpayment or failure to properly file 
information returns is due to reasonable cause.   

SECTION 5. DRAFTING INFORMATION 

The principal author of this notice is Keith A. Aqui of the Office of Associate Chief 
Counsel (Income Tax & Accounting).  For further information about income tax issues 
addressed in this notice, please contact Mr. Aqui at (202) 317-4718; for further 
information about employment tax issues addressed in this notice, please contact Mr. 
Neil D. Shepherd at (202) 317- 4774; for further information about information reporting 
issues addressed in this notice, please contact Ms. Adrienne E. Griffin at (202) 317- 
6845; and for further information regarding foreign currency issues addressed in this 
notice, please contact Mr. Raymond J. Stahl at (202) 317- 6938.  These are not toll-free 
calls. 

http://www.irs.gov/Tax-Professionals/Third-Party-Reporting-Information-Center
http://www.irs.gov/Tax-Professionals/Third-Party-Reporting-Information-Center



