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Connect With the IRS

• IRS2Go mobile app: www.IRS.gov/IRS2go

• YouTube: IRS videos

• X (formerly Twitter): @IRStaxsecurity

• Facebook: @IRS

• Instagram: @IRSnews

• IRS Social Media: www.IRS.gov/socialmedia 

• E-News subscriptions: www.IRS.gov/subscribe 

• Job information: www.jobs.irs.gov
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Taxable Transactions 
with Digital Assets
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Objectives

Today our presentation will help you:

• Identify taxable events involving digital assets

• Calculate income, gains and losses associated with digital 

asset transactions

• Report income, gains and losses associated with taxable 

digital asset transactions for individuals filing Form 1040 

and 1040-SR tax returns
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Identifying taxable events 
involving digital assets
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What are digital assets?

Any digital representation of 

value which is recorded on a 

cryptographically secured 

distributed ledger or any 

similar technology as 

specified by the Secretary
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General federal tax concepts for 
digital asset transactions

Taxed as 

property, not 

currency

• Federal income tax 

principles applicable 

to property 

transactions drive 

the tax treatment of 

digital assets

Payment 

received

• Ordinary income 

recognition if received as 

payment for goods or 

services

• Income recognition 

generally forms the basis 

of the digital assets 

received

Value

• Measured in USD at 

the fair market value 

at the time of receipt

• Receipt occurs  

when the recipient 

first has dominion 

and control

Common 

recognition 

events

• Sale of digital assets for 

cash or other property, 

including other digital assets

• Use of digital assets to pay 

for goods and services 

• Receipt of digital assets as 

payments for goods and 

services
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Form 1040 digital asset question

https://www.IRS.gov/form1040
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When to check “Yes”

Taxpayers must generally check the "Yes" box if they 

transacted in digital assets during the year. Examples of 

transactions that would require a “yes” response include the 

following: 

• Receiving digital assets as payment for property or 

services provided;

• Receiving digital assets resulting from a reward or award;

• Receiving digital assets resulting from a hard fork;
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When to check “Yes” (cont.)

• Receiving new digital assets resulting from mining, staking 

and similar activities;

• Disposing of digital assets in exchange for property or 

services;

• Disposing of a digital asset for another digital asset;

• Selling a digital asset; or

• Otherwise disposing of any other financial interest in a 

digital asset.
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When to check “No” 

Some digital asset transactions or activity may not require a 

“Yes” response. Taxpayers may check “No” when their 

activity consists only of the following:

• Holding digital assets in a wallet or account

• Transferring digital assets between accounts or addresses 

controlled by the taxpayer

• Purchasing digital assets using U.S. dollars or other fiat 

currency
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Examples of questions to ask clients:

• Have you bought or sold any digital assets? 

• Have you received any digital assets as a form of 

payment for goods or services rendered?

• Have you transferred any digital assets from one wallet or 

exchange to another?

• Have you staked any digital assets to earn staking 

rewards?
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Examples of questions to ask clients (cont.):

• Have you used any digital assets to purchase goods or 

services during the tax year?

• Have you mined any digital assets during the tax year?

• Have you engaged in any other digital asset transactions 

that you think may be relevant for tax purposes?
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Calculating and reporting income, 
gain and loss for taxable digital asset 
transactions on Form 1040 / 1040-SR
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Federal tax principles applicable to 
property transactions

Capital gains and losses

• Capital gain or loss on the sale of digital assets is 

generally equal to the amount realized less the adjusted 

basis

• Holding period determines whether the gain or loss is 

short-term or long-term
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Federal tax principles applicable to 
property transactions (cont.)

Ordinary income 

• Digital assets received for performing services result in 

ordinary income at the time of receipt
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Records needed for computing income, 
gain and loss (must-haves)

• Timestamp (date and time when the transaction took 

place)

• Transaction type (buy, sell, send, receive, etc.)

• Asset description

• Number of units

• U.S. dollar equivalent at the time of the transaction

• Adjusted basis of the asset sold
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Records needed for computing income, 
gain and loss (helpful)

• Digital asset addresses

• Transaction hashes

• Counterparties

• Transaction descriptions

• Invoices, purchase orders and similar documents
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How to read an exchange statement
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Capital gain or loss – amount realized

• Client purchases 1 BTC on 04/15/2022 with $20,000 in 

cash, and an additional 1 BTC on 06/15/2022 with $18,000 

in cash.

• Client sells 1.5 BTC on 8/15/2022 for $32,000 in cash. This 

represents the client’s amount realized from the sale.
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Capital gain or loss – adjusted basis

• Cash used to purchase the BTC on 4/15/2022 and 

6/15/2022 establishes the client’s basis in the BTC 

• The client sold 1.5 of the 2 BTC on 8/15/2022

• Absent specific identification of the tax lot sold, the 

client should compute the basis using the first-in-first-

out (FIFO) method
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Capital gain or loss – adjusted basis (cont.)

• The client’s adjusted basis is therefore $29,000, which is 

equal to the entire first lot of BTC ($20,000) and 50 

percent of the second lot of BTC ($18,000 * 50% = 9,000). 

The sum of $20,000 and $9,000 is equal to $29,000

* This example does not consider the impact of transaction fees
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Capital gain

Client’s basis in remaining unit:
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Documenting basis in digital assets

Records, records and more records, including the 

following:

• Export of all activity from centralized exchange accounts

• Internal records for any transfers to, from, and between 

accounts

• A list of self-hosted wallet addresses and all related 

blockchain activity associated with those addresses (i.e. 

interactions with decentralized exchanges, decentralized 

lending protocols, and NFT marketplaces)
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Documenting basis in digital assets (cont.)

Records, records and more records, including the 

following (continued):

• All records associated with staking, mining, validating and 

similar activities

• Purchase card transactions for debit cards linked to digital 

asset accounts

Documenting basis is critical 
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Unknown receipt of a digital asset

Observations when reviewing client’s records

• Receipt of 0.5 BTC worth $10,000 on 6/12/2022

Question to ask your client

• Who did you receive this bitcoin from?

• Why did you receive this bitcoin? 
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Wages from services – facts

• Client is an employee of a tech repair company. His 

employer paid him 0.5 bitcoin as payment for his services.

• At the time of payment, the FMV of 0.5 BTC is $10,000. 

• Two months later, when the FMV of 0.5 BTC reached 

$12,000, your client decides to sell it.

How should your client report these transactions?
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Wages from services – analysis

• The client must include the fair market value of 0.5 BTC at 

the time of receipt ($10,000) as wages on his Form 1040 

for the year he received it. The employer should report 

$10,000 as wages to the employee on Form W-2.

• The client recognizes a short-term capital gain of $2,000 

($12,000-$10,000) when he sells the 0.5 BTC for $12,000 

cash

* This example does not consider the impact of transaction fees
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Reporting wages
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Reporting capital gain
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Self-employed income from services

• Same set of facts, except the client is a self-employed 

attorney

• 0.5 BTC payment for services that has the FMV of 

$10,000 at the time of receipt

• Sold 2 months later for $12,000
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Self-employed income from services (cont.)

• The attorney must include the FMV of 0.5 BTC ($10,000) 

in her income on Schedule C (Form 1040) in the year she 

received it and pay any related self-employment tax 

• Upon the sale of 0.5 BTC for fiat currency, the attorney 

realizes a short-term capital gain of $2,000 ($12,000-

$10,000)

* This example does not consider the impact of transaction fees
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Reporting income on Schedule C
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Ordinary income – staking rewards

Staking rewards on various days
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Reporting ordinary income - Schedule 1



Communications & Liaison
STAKEHOLDER LIAISON 

Sale of staking rewards

• Total staking rewards included in ordinary income 

when received $112 in total (basis established)

• Sale of total IRS asset $85

• Capital Loss of ($27)



Communications & Liaison
STAKEHOLDER LIAISON 



Communications & Liaison
STAKEHOLDER LIAISON 



Communications & Liaison
STAKEHOLDER LIAISON 

The New Draft of Form 1099-DA
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THANK YOU!
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