
   

               
  

   

 
    

  

The Fundamentals and Tax Treatment of Digital Assets 
Wednesday, July 27th, 2022 

Start Time: 2:00pm Eastern / 1:00pm Central 
12:00 Noon Mountain / 11:00am Pacific 

Note:  You should be hearing music while waiting for webinar to start. 

Having Technical Issues? 
View the “Technical Issues” troubleshooting guide in the Materials drop-down 

menu on the left side of this page 



  
  
 

     
 

 

  Today our webinar will: 
• Explain the key concepts of digital assets/virtual currency 
• Describe published guidance and legal concepts governing 

digital asset/virtual currency taxation 
• Summarize how digital asset/virtual currency transactions are 

reported to the IRS 
• Explain the recordkeeping issues associated with digital 

assets/virtual currency 



      
      
      

        
    

 What is Virtual Currency? 
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 the U.S. 



Digital Assets 



 
 

  
 

     
   

  
     

 Wallets, Keys, & Exchanges 
• Wallet (custodial, software, hardware, or paper) – Stores 

private and public keys/addresses 
• Public Key (Address) – Needed to give to the sender in order 

to receive digital assets 
• Private Key – Known only to the recipient of the digital assets 

and needed to access those digital assets 
• Digital Currency Exchanges – A third-party platform that 

custodies wallets/keys of users and allows for the trading of 
digital assets 



  How Virtual Cryptocurrency Operates 



   
 

  

   

 Following Virtual Currency 

• Generally, digital asset transactions can be traced through the 
blockchain, tracing these assets can lead to an exchange or 
service provider to which ownership can be identified. 

• Tracing digital assets can also lead to: 
• Counterparties 
• Services (reputable and illicit) 
• Additional Digital Assets 



 
 

  

  
   

 

Mining vs. Staking 

• Mining (Proof of Work Model) – Miners solve computational 
problems to validate transactions to add to the blockchain in 
exchange for digital assets. 

• Staking (Proof of Stake Model) – Stakers commit already owned 
digital assets to validate blocks of transactions in exchange for 
additional staking rewards. 



  

  
 

  
 

  
 

Ethereum 
• What is Ethereum? 
• A public, decentralized, and open-source blockchain with 

smart contract functionality 
• What does that even mean? 
• Public – transactions are transparent 
• Decentralized – no single entity or group controls the nodes 
• Open-source – the code is available for public review 
• Smart contract functionality – code-based agreements may be 

written or deployed on top of the blockchain network 



  
 

 

    
  

 

Bitcoin vs. Ethereum 
• Both have digital asset transactions recorded on the blockchain 

and use keys and wallets. 

• Both Bitcoin and Ether (Ethereum’s token) can be traded 
through exchanges. 

• Ethereum also serves as a platform to facilitate programmable 
contracts and applications. Payments in Ether are used to 
execute these contracts and applications. 



 
  

   
  

   
  

 

Smart Contracts and NFTs 
• Contract Addresses – Code-bearing addresses on a blockchain 

(such as Ethereum) which can issue and manage tokens 

• Smart Contracts – Self-executing agreements written in code. 
Can be used to facilitate decentralized financial services or the 
creation of decentralized applications and NFTs 

• NFTs – Unique tokens used to store ownership data on the 
blockchain for items such as images, videos, and audio.  Can be 
created by anyone; bought and sold on specialized marketplaces 
in a peer-to-peer environment through either a fixed price or 
auction.  



    

  

 Non-Fungible Tokens – Definition 
What is a Non-Fungible Token (NFT)? 

Non-Fungible 
- Unique 

Token 
- A digital asset built on a blockchain via a smart contract 

NF + T = digital scarcity 



   
 

 

 
 

  

 Non-Fungible Tokens – Types of NFTs 
General categories of NFT types: 

– Profile picture projects (PFPs) 
– Digital sports cards 
– Digital art 
– Blockchain gaming assets 
– Metaverse assets (avatars, voxel art) 
– Marketing from legacy businesses 



 

 
 

  

    
   

 Decentralized Finance – Basics 

What is decentralized finance (DeFi)? 
Decentralized 

- No trusted third-party required to facilitate transactions 
- Blockchain-based (primarily Ethereum) 
- Interact with decentralized applications (DApps) 

Finance 
- Borrowing, lending, and trading of digital assets 
- Staking, liquidity providing, yield farming, and token swapping 



 

 

  

  

   

Published Guidance 
• IRS Notice 2014-21 

• Revenue Ruling 2019-24 

• Frequently Asked Questions 

• Chief Counsel Advice (CCA) #202035011 

• Chief Counsel Advice (CCA) #202114020 

• Chief Counsel Advice (CCA) #202124008 

• PLR 202019028 



  
 

  
 

 

Notice 2014-21 - Overview 

• Describes how existing general tax 
principles apply to transactions using 
convertible virtual currency 

• Provides guidance as answers to 
frequently asked questions 

https://www.irs.gov/pub/irs-drop/n-14-21.pdf 



  

    

 
          

    
      

  
     

     Tax Treatment of Virtual Currency Transactions 
Taxed as property, not currency

No foreign currency exchange gain/loss 

When purchased with US dollars no income recognition 
Basis if acquired as capital asset 

Income recognition upon receipt
Payment for goods or services (basis is FMV of virtual currency received) 

Value 
Fair market value at date and time of receipt
Determining date and time of receipt: dominion and control over units or when 
recorded on a distributed ledger 

Income recognition events
Sale of virtual currency
Exchange for other property (such as other virtual currency) 



Character of Income 



 
 

 

Revenue Ruling 2019-24 - Overview 

https://www.irs.gov/pub/irs-drop/rr-19-24.pdf 

Aids taxpayers in understanding their 
reporting obligations for hard forks 
and airdrops. 



Tax Consequences 



       
         

        

  
 

  

 
     

  

Sale of Virtual Currency - Example 
Mark Smith purchased 1,000 bitcoins for 10 cents each on October 20th, 2010. He 
sold all 1,000 bitcoins on April 21, 2021. What is Mark’s tax implication?* 

Note: As of April 21, 2021, one bitcoin was worth $53,530.26. 

Basis on date of acquisition - $100 (1,000 x .10) 
FVM on date of sale - $53,530,260 (1,000 x $53,530.26) 
Long Term Capital Gain - $ 53,530,160 (53,530,260 - $100) 

*Assuming 
Not held for sale to customers in the ordinary course of a trade or business 
Fees that transactions require are not being taken into account 

https://53,530.26
https://53,530.26


 Public Awareness - www.IRS.gov 

https://www.irs.gov/businesses/small-businesses-self-employed/virtual-currencies 

www.IRS.gov


Required Reporting - 1040 

https://www.irs.gov/forms-pubs/about-form-1040 



 Required Reporting – Schedule D / 8949 

https://www.irs.gov/pub/irs-pdf/f8949.pdf 



Required Reporting – Schedule C 

https://www.irs.gov/pub/irs-pdf/f1040sc.pdf 



Required Reporting – Schedule 1 

https://www.irs.gov/pub/irs-pdf/f1040s1.pdf 



    
    

        
 

          
       

  
      

  

Questions to Ask/Documents to Review 
• Do they own digital assets? What type? When did they purchase them? 

How did they purchase them? How frequent are transactions? 

• How do they convert digital assets to fiat currency and vice versa? What 
financial institutions and exchanges are used? 

• What is the value of their digital assets? What is the nature of their use of 
digital assets? Do they send/receive digital assets as payment for 
goods/services? 

• You may notice their involvement with digital assets through bank 
statements or credit card statements. They can then follow-up by 
providing you with reports from any exchanges. 



Recordkeeping Considerations 

https://www.irs.gov/newsroom/the-first-step-of-good-tax-planning-is-good-recordkeeping 



   
 

   

  

 

  

  

Hot Topics 
• Below are key search terms that may be used to research various 

popular topics on www.irs.gov 
Topic Suggested Search Term 

Online Tools Tools; voice bot; chat bot 

Payment Options Pay; payments 

Small Business News and Resources Small business news 

Tax Professional News and Resources Tax pro news 

Tax Scams Scams 

Virtual Currency Bitcoin; virtual currency 

Work Opportunity Tax Credit (WOTC) Wotc; tax credit 

1099-K Payment cards; third party payments 

www.irs.gov
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