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Estate & Tax Planning, and Real Estate.

Roman A. Basi, President of The Center, is
an Attorney, CPA, Real Estate Broker, and
Title Insurance Agent. Roman speaks and
advises The Center’s clientele on such
matters as Business Law, Succession,

Taxation of Digital Currency

According to the Internal Revenue Service (IRS),
most cryptocurrencies are convertible virtual currencies.
This means that they act as a medium of exchange, a
store of value, a unit of account, and can be substituted
for real money. In the U.S., cryptocurrencies like Bitcoin,
are treated as property for tax purposes. Like other forms
of property such as stocks, bonds, and real estate, you
incur capital gains and losses on cryptocurrency
investments when you sell, trade, or dispose of your
cryptocurrency.

The tax rates fluctuate depending on your
personal tax bracket and are decided on whether the
gains fall under short-term (less than 12 months) or long-
term (12 months or more). When do you owe taxes on
your cryptocurrency? You trigger a tax reporting
requirement whenever you incur a taxable event from
your crypto investing activity. A taxable event simply
refers to a scenario where you realize income. The
following are all considered taxable events for
cryptocurrency.

. Exchanging cryptocurrency for government-issued
currency, called fiat money.

. Paying for goods, services, or property.

. Exchanging one cryptocurrency for another
cryptocurrency.

. Receiving mined or forked cryptocurrencies.

There are also circumstances in which you do not owe
taxes on your cryptocurrency. You do not trigger a taxable
event whenever you:

. Buy cryptocurrency with fiat money.

. Donate cryptocurrency to a tax-exempt non-profit or
charity.

. Making a gift of cryptocurrency to a third party
(subject to gifting exclusions).

. Transferring cryptocurrency between wallets.

To calculate your capital gains and losses from each of
your crypto sells, trades, or disposals, you can simply
apply the formula: Fair Market Value - Cost Basis =
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Businesses and Business Planning.

Dr. Bart A. Basi, Senior Advisor of the Center
for Financial, Legal & Tax Planning, Inc., is an
expert on closely-held companies, an attorney,
and CPA. He is a member of the American Bar
Association’s Tax Committees on Closely-Held

Capital Gain/Loss. What is the fair market value for
cryptocurrency?

FMV is the price an asset would sell for on the
open market. In the case of cryptocurrency, this is
typically the sale price in terms of U.S. Dollars. To
determine your cost basis, this will represent how much
money you put into purchasing the property
(cryptocurrency). The cost basis will include your
purchase price plus any other costs associated with the
purchase (fees, etc.) Now that we know how to calculate
the tax liability, how should we go about reporting our
cryptocurrency on our taxes? If you are like most
cryptocurrency investors, you more than likely have only
bought, sold, and traded crypto.

This income is considered capital gains income
and should be reported as such. However, if you earned
cryptocurrency as a form of payment from a job, mining,
staking, or earning interest rewards, that earned income
will be treated as ordinary income. To report your capital
gains and losses, you will need to file IRS Form 8949.
Form 8949 reports sales and disposals of capital assets,
including cryptocurrency, stocks, and bonds. To fill out
Form 8949, list all your cryptocurrency trades, disposals,
and sales. Make sure to include the date you acquired,
sold/traded along with the fair market value your cost
basis, and your gain/loss for the event.

Unfortunately, when it comes to ordinary income,
the process is not as simple. There are specific situations
in which a different tax form must be used. If you earned
crypto as a business entity, you would report your
earnings on Schedule C. If your income is derived from
staking income or interest rewards from lending out
cryptocurrency, this should be reported on Schedule B. If
you were to treat your cryptocurrency events as a hobby,
Schedule 1 would be used to report as other income. The
cryptocurrency market is fast and wild. Nearly every day
cryptocurrencies emerge, die, or stand stagnant. The
world of crypto is forever changing from the viewpoint of
taxpayers and the IRS. Please contact us at (618) 997-
3436 for any other questions or guidance.
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