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Our latest Blue J Folio looks at the tax consequences of cryptocurrency transactions. We
have gathered the most relevant IRC sections as well as the available IRS guidance on how
they apply to tax on cryptocurrency. Key definitions and a brief introduction to the relevant
technology are included to provide as much clarity regarding the tax consequences of
cryptocurrency transactions as is achievable on this nascent topic. You will also find links to
the key tax forms and selected commentary, e.g., from the ABA and AICPA.
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What are Blue J Folios?

Blue J Folios are workspaces that serve as focused starting points for your tax law research.
Our tax experts have collected and annotated the relevant statutes, regulations, cases, and
guidance from the IRS. They have also created diagrams illustrating the ownership structure or
the transaction that is subject to the statute, regulation, case, or tax guidance, all providing you

with a substantial head start.

Each Blue J Folio provides an
overview of everything that it
includes, such as the statutes,
regulations, cases, IRS
guidance, and diagrams.

These overviews can also
include explanations for key
terms and factors that can
impact a tax position.

To the right are the relevant
statute sections and
regulations, pre-annotated by
our researchers to guide your
analysis, as well as cases, IRS
documents and
complementary diagrams
visualizing the issue at hand.

You will also find links to
relevant resources that
complement this Blue J Folio -
such as tools and other Blue J
Folios that you can open and
use right away.
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This overview contains a brief summary of this fopic and a roadmag of the cantents of this Blue J Folia, It is intended to
jprovide the user with a gui that in this Bive J Folio. While not exhaustive, we hope you're
inspired fo use this workspace 1o pool your knowledge on this topic and build upon it using Blue J's fools fe.g., Diagrams,
Statute Anslysis, Decision Search).

ElueJ Folie Owerdaw

In Hatige 2014-21, the IRS defined 58 of value, othar of the
.5, dollar or a foreig ¥ [...], that functians s a unit of account, a store of value, and a medium of exchange "
Generally, the IRS treats vintual curmency as property and applies general ta princi dicable to peoperty

equally . Sirnilarly, ruch of guidance applies 1o CryplGCurrency ransactions as
wed, and crypto-specific suthoritative guidance is relatively sparse.

‘This Blue J Folio collects the available guidance on the tax treatment of various transsctions invalving eryptocurrency as well
& the key LR.C. provisions, proposed legisiation, and commentary on the taxation of crynto. The scope of the Blue J Falio is
limited to cryptocurency held a3 capital assets. Excluded are any transactions that form part of a trade or business under §
162. As a general rule, no tax arises upon the following transactions:

= Purchasing cryptocurrancy with cash and merely ho
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§ 1016, Adjustments to basis

(a) General rule

Proper adjustrment in respect of the property shallin all cases be made—

(1) tor expenditunes, receints, lodses, of ather lems, rly 1 tal account, but no such ad

shall be made—
[A) for—

(i) taxos or other carrying charges described in section 266 o
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tor which deductions hawe been taken by the laxpayer in determining Laaible income for the taxabile year of
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() in respect of any peried since February 28, 1913, for exhaustion, wear and b solescence, amartization, and
depletion, to the extent of the amount—
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What are Blue J Folios?

Once in a statute or regulation,
you can highlight and leave your
own comments on sections of
interest, or hide ones that don't
pertain to your particular

Ta consaquences of .
§1221. Capital asset defined
[a) In general

scenario For pusposes of this sublitle, the term *capital asset® means property held by the tapayer (whather of not cennacted
WIth his radie or business), bt does net include—

(1) stock in trade of the Laxpayer or oifer praperty of a kind ba included in ¥ of the
taxpayer if on hand at the close of the taxable year, or property held by the taxpayer primarily for sale to customers in
the ordinary course of his trade or business;

You can also create a new Page,
our word processing tool, to
gather valuable research results sl inepii el ey’

(5) a publication of the United States Governmaen, —agressional Recn— eceived fromthe

or map out your own analysis. B G R chen rrinis

(2) propesty. used in his trade or business, of & ich is subject for depre. stion peovided
in section 167, or real proparty used in his irade or business;

Once your research is complete, T e, o Bowee e e o =
export the whole Blue J Folio as = o Q0 TGS = e

a PDF including the commentary boon
and analysis, or select the boxes ™ conseauencescfenplocuie conons

April 2022
to export specific pieces. s s st sy et o

Prodls the user wifa guide to the resourcesths L tyoure
S 5 podtoin Ssatute & Regulation Options -~
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B include highlights
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WE HOPE YOU ENJOY OUR

FREE BLUE J FOLIO SAMPLE.

TO ACCESS THE ENTIRE FOLIO AND OTHER
RESOURCES, BOOK A DEMO TODAY!
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https://www.bluej.com/request-a-demo/

Blue J Folio Overview

Tax Consequences of Cryptocurrency Transactions

In Notice 2014-21, the IRS defined virtual currency as “a digital representation of value,
other than a representation of the U.S. dollar or a foreign currency [...], that functions as a
unit of account, a store of value, and a medium of exchange.” Generally, the IRS treats
virtual currency as property and applies general tax principles applicable to property
transactions equally to cryptocurrency transactions. Similarly, much of the general IRS
guidance applies to cryptocurrency transactions as well, and crypto-specific authoritative
guidance is relatively sparse.

This Blue J Folio collects the key IRC provisions, proposed legislation, guidance, and
commentary on the taxation of crypto. The scope of the Blue J Folio is limited to
cryptocurrency held as capital assets. As a general rule, no tax arises upon the following
transactions:

e Purchasing cryptocurrency with cash and merely holding it;

e Receiving cryptocurrency as a bona fide gift;

e Transferring cryptocurrency between one’s own wallets;

e Transferring cryptocurrency between different accounts held by the same owner on
different exchanges, or from external wallets to an exchange account held by the same
owner; and

e Donating cryptocurrency to a qualified tax-exempt charity or non-profit organization.

(For more information, visit: .R.S. - FAQs on Virtual Currency Transactions)

Basis and record-keeping is, of course, essential to determining future tax liabilities
stemming from these transactions. Certain forms required to comply with the resulting
income reporting obligations for taxpayers receiving income in the form of cryptocurrency
are linked herein. This Blue J Folio does not address the IRS’s enforcement efforts on
cryptocurrency reporting. The provisions below will allow practitioners to examine a
plethora of topics including: trading, mining, staking, chain splits and airdrops, payment of
wages, and the deductibility of itemized charitable contributions, exchange fees, and
hardware expenses.
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https://www.irs.gov/pub/irs-drop/n-14-21.pdf
https://www.irs.gov/individuals/international-taxpayers/frequently-asked-questions-on-virtual-currency-transactions

Overview of Statutory and Regulatory
Provisions Included in the Blue J Folio

IRC § 61 - Gross Income Defined

The pertinent question when reporting cryptocurrency for tax purposes is whether various
transactions involving cryptocurrency give rise to income as defined under this section. For
example, according to the IRS, when crypto is received as wages, or for self-employment
services this constitutes income that must be reported. Furthermore, receiving crypto from
mining and staking as well as from hard forks and airdrops are taxable events reportable as
gross income during the years the crypto was received, not merely sold.

IRC § 1221(a)_- Capital asset defined

Most of the available crypto-specific IRS guidance only applies to cryptocurrency held as
capital assets, as defined in this section. If cryptocurrency is held as inventory or other
property held mainly for the sale to customers in a trade or business, it is likely not a capital
asset.

IRC § 1222 - Definitions of short-term and long-term capital gains and losses

There are no special rules that apply to short-term or long-term holding periods of
cryptocurrency. If the period is one year or shorter, the taxpayer will realize a short-term
capital gain or loss, otherwise a long-term capital gain or loss. Short-term capital gains are
taxed (less favorably) as ordinary income.

IRC § 1223 - Holding period of property

The holding period, defined in § 1223, starts the day after the cryptocurrency was received

and ends on the day of the sale. An exception applies if the cryptocurrency is received as a
gift. In that case, the holding period also includes the time that the cryptocurrency was held
by the donor.

IRC §§1011,1012, 1016 - Adjusted cost base

These sections apply when determining the adjusted cost basis for cryptocurrency received
by the taxpayer.
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IRC § 102 - Gifts and inheritances

When cryptocurrency is gifted, § 102 applies. Generally, no tax consequences arise when
cryptocurrency is received as a bona fide gift. However, if the cryptocurrency is
subsequently sold, it needs to be determined whether a gain or a loss arises upon that
transaction. When determining whether a gain arose from the transaction, the cost basis is
that of the donor plus the donor’s gift tax, if any, under § 1015.

IRC § 1015 - Basis of property acquired by gifts and transfers in trust

This provision sets out how the cost basis of a gift is determined. To calculate the gain or
loss, the difference between the adjusted cost basis of the virtual currency and the amount
received, in the case of legal tender, or the FMV of the virtual currency or the service
received in exchange must be determined in U.S. dollars for the time of the exchange.

IRC § 170(c) - Charitable contributions defined

Individual taxpayers may be eligible for a deduction of their donation to a charitable
organization described in § 170(c). Given that the IRS treats cryptocurrency as property, this
will be a property donation as opposed to a cash donation.

Treas. Reg. § 1.170A-1 - Charitable, etc., contributions and gifts; allowance of deduction

This provision governs the deduction allowable for charitable contributions. The charitable
contribution deduction is generally equal to the FMV of the cryptocurrency at the time of the
donation if the cryptocurrency was held by the taxpayer for more than one year. Under this
provision, in cases of shorter holding periods, the deduction is the lesser of the taxpayer’s
cost basis of the cryptocurrency or the cryptocurrency’s FMV at the time of the contribution.

IRC § 67 - 2-percent floor on miscellaneous itemized deductions
If a deduction for a charitable donation is permitted, it may be subject to other limitations
including § 67's 2-percent floor, which limits total miscellaneous itemized deductions that

exceed 2 percent of adjusted gross income.

IRC § 1091(d)_- Unadjusted basis in case of wash sale of stock

This wash sale rule attempts to prevent loss harvesting if an investor is not actually
disposing of the security but is rather continuing the investment. A taxpayer who is a dealer
in stock or securities and the loss is sustained in a transaction made in the ordinary course
of such business is not subject to this rule. In the Build Back Better Act, H.R.5376, 117th
Cong. § 138153 (as passed by House, Nov. 19, 2021), which, at the time of writing, appears
unlikely to get enacted, § 1091(d)’s application was expanded to include cryptocurrency
assets which would give rise to substantial administrative challenges to taxpayers.
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https://www.congress.gov/bill/117th-congress/house-bill/5376/text

IRC § 1031 (Repealed for Personal Property) - Like-Kind Exchanges

Before the enactment of the Tax Cuts and Jobs Act (TCJA) of 2017, IRC § 1031 may have
applied when one cryptocurrency was exchanged for another. The TCJA eliminated the
availability of section 1031 to like-kind exchanges of personal property. Guidance is required
as to when one cryptocurrency was like-kind to another for purposes of properly reporting
income from cryptocurrency exchanges prior to January 1, 2018.

IRC § 6050l - Returns relating to cash received in trade or business, etc.

On November 15, 2021, President Biden signed the Infrastructure Investment and Jobs Act,
which modified § 60501 to require reporting for transactions undertaken with digital assets
in excess of $10,000 to the IRS on Form 8300. The change will come into effect after
December 31, 2023.

Relevant Guidance

e Crypto-Specific Guidance

o LR.S. - FAQs on Virtual Currency Transactions (Note that these FAQs are not
binding)

o C.C.A.2021-14-020 (Apr. 4,2021) (Advice regarding the tax consequences for an
individual who received Bitcoin Cash as a result of the Bitcoin hard fork on August 1,
2017)

o Rev. Rul. 2019-24, 2019-44 |.R.B. 1004 (IRS guidance on income from hard forks
and airdrops)

o Notice 2014-21, 2014-16 I.R.B. 938 (This notice describes how existing general tax
principles apply to transactions using virtual currency in the form of answers to
FAQs)

o Department of Justice News Release - “Court Authorizes Service of John Doe
Summons Seeking Identities of U.S. Taxpayers Who Have Used Cryptocurrency,”
(May 5, 2021) (The IRS was successful getting permission to serve a John Doe
summons on Payward Ventures Inc., and Subsidiaries d/b/a Kraken (Kraken)
seeking information about U.S. taxpayers who conducted at least the equivalent of
$20,000 in transactions in cryptocurrency during the years 2016 to 2020)

o Department of the Treasury - Letter 6173, (6-2019), Letter 6174 (6-2019), Letter
6174-A (6-2019) (In instances where the IRS has information regarding the
taxpayer’s unreported cryptocurrency accounts, the taxpayer may receive a letter
underlining the seriousness of omitting this information)
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https://www.irs.gov/individuals/international-taxpayers/frequently-asked-questions-on-virtual-currency-transactions
https://www.irs.gov/pub/irs-wd/202114020.pdf
https://www.irs.gov/pub/irs-drop/rr-19-24.pdf
https://www.irs.gov/pub/irs-drop/n-14-21.pdf
https://www.justice.gov/opa/pr/court-authorizes-service-john-doe-summons-seeking-identities-us-taxpayers-who-have-used-1
https://www.justice.gov/opa/pr/court-authorizes-service-john-doe-summons-seeking-identities-us-taxpayers-who-have-used-1
https://www.justice.gov/opa/pr/court-authorizes-service-john-doe-summons-seeking-identities-us-taxpayers-who-have-used-1
https://www.irs.gov/pub/notices/letter_6173.pdf

o Jarrett v. United States, No. 3:21-cv-00419 (M.D. Tenn. May 26, 2021) (Plaintiffs
argue that they should be taxed on the cryptocurrency they received in the course of
their staking enterprise to validate transactions on the Tezos public blockchain only
once the tokens are sold; IRS offered refund, plaintiff is still pursuing the case)

e Generally Applicable IRS Guidance

o LR.S. News Release FS-2007-18, “Business or Hobby? Answer Has Implications
for Deductions” (Apr. 2007),

o LR.S. Pub. No. 551, Cat. No. 15094C (Dec. 10, 2018) (Basis of Assets)

o LR.S. Pub. No. 526, Cat. No. 15050A (Mar. 3, 2021) (Charitable Contributions)

o LR.S. Pub. No. 544, Cat. No. 15074K (Mar. 16, 2021) (Sales and Other Dispositions
of Assets - guidance on how to distinguish capital assets and non-capital assets)

* Forms

o IRS - Form 8949 (This form is used to report sales and other dispositions of capital
assets).

o IRS Form 1040 (Schedule D, Capital Gains and Losses) (On this form, the taxpayer
has to provide a summary of capital gains and losses)

o IRS Form 1099-MISC (Miscellaneous Income) (Cryptocurrency exchanges have
begun to use this form to report rewards and fees income from staking, Earn and
other such programs if a taxpayer has earned $600 or more in the relevant tax year)

e Commentary

o Cryptocurrency: What's Next for Regulation and Compliance? (Transcript), March 9,
2022

o American Bar Association - Comments on Notice 2014-21

o AICPA - Comments on IRS Virtual Currency Guidance

o Matthew B. Kulkin, Lisa M. Zarlenga, Micah S. Green, Alan Cohn, “Build Back Better
'Wash Sales' Legislation Would Impact Currency, Commodity, Options, and Digital
Asset Markets,” (Steptoe, Nov. 2, 2021)

o NYSBA Tax Section Gives Feedback on Proposed Wash Sale Provision, Jan. 14,
2022

e Blue J's Crypto Tax Blog Posts

o Crypto Tax: Tax treatment and reporting of cryptocurrency transactions (Jan. 19,
2022)

o Crypto Tax: How to calculate gains and losses on cryptocurrency transactions
(Feb. 4,2022)

o Crypto Tax: Tax treatment of cryptocurrency gained from mining and staking (Feb.
22,2022)

o Crypto Tax: Tax treatment of cryptocurrency received from hard forks and airdrops
(Mar. 16, 2022)

END OF BLUE J FOLIO SAMPLE

blueJ



https://www.taxnotes.com/tax-notes-today-federal/cryptocurrency/refund-suit-filed-taxes-created-cryptocurrency-tokens/2021/05/27/67zhq?highlight=Jarrett%20v.%20United%20States
https://www.taxnotes.com/tax-notes-today-federal/cryptocurrency/refund-suit-filed-taxes-created-cryptocurrency-tokens/2021/05/27/67zhq?highlight=Jarrett%20v.%20United%20States
https://twitter.com/nohardforks/status/1489222505000841219?ref_src=twsrc%5Etfw%7Ctwcamp%5Etweetembed%7Ctwterm%5E1489222509648134151%7Ctwgr%5E%7Ctwcon%5Es2_&ref_url=https%3A%2F%2Fdecrypt.co%2F91984%2Fwhat-irs-court-case-crypto-staking-taxes-really-means
https://twitter.com/nohardforks/status/1489222509648134151/photo/1
https://www.irs.gov/pub/irs-news/fs-07-18.pdf
https://www.irs.gov/forms-pubs/about-publication-551
https://www.irs.gov/forms-pubs/about-publication-526
https://www.irs.gov/forms-pubs/about-publication-544
https://www.irs.gov/pub/irs-pdf/f8949.pdf
https://www.irs.gov/pub/irs-pdf/f1040sd.pdf
https://www.irs.gov/pub/irs-pdf/f1099k.pdf
https://www.taxnotes.com/tax-notes-today-federal/cryptocurrency/cryptocurrency-whats-next-regulation-and-compliance-transcript/2022/03/09/7d84n?highlight=8300
https://www.americanbar.org/content/dam/aba/administrative/taxation/policy/032415comments.authcheckdam.pdf
https://us.aicpa.org/content/dam/aicpa/advocacy/tax/downloadabledocuments/20200228-aicpa-letter-on-irs-virtual-currency-guidance.pdf
https://www.steptoe.com/en/news-publications/build-back-better-wash-sales-legislation-would-impact-currency-commodity-options-and-digital-asset-markets.html
https://www.taxnotes.com/tax-notes-today-federal/asset-taxation/nysba-tax-section-gives-feedback-proposed-wash-sale-provision/2022/01/18/7d399?highlight=crypto
https://www.bluej.com/blog/crypto-tax-tax-treatment-and-reporting-of-cryptocurrency-transactions
https://www.bluej.com/blog/calculate-crypto-tax-cyprtocurrency-transactions
https://www.bluej.com/blog/tax-treatment-of-cryptocurrency-gained-from-mining-and-staking
https://www.bluej.com/crypto-tax-tax-treatment-of-cryptocurrency-recieved-from-hard-forks-and-airdrops/

ACCESS THE

COMPLETE FOLIO

VIEW THE CONSEQUENCES OF
CRYPTOCURRENCY TRANSACTIONS
FOLIO TODAY!
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