Crypto Taxes
AMA #8
A weekly report clarifying your main doubts
and questions about crypto taxes in the US
by a crypto expert CPA.
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Disclaimer
The information contained on this report is provided for general information purposes only. It is not
intended nor should it be used as a substitute for tax, audit, accounting, investment, legal or other
professional advice on any subject matter.
Please consult your tax/financial/legal advisor before making any decision or taking any action on
accounting, tax, financial, and legal related matters and issues. All answers are based on simple
situations with assumptions to serve as an educational purpose.
The information provided in this report is subject to change without notice. All information on this
report is provided "as is," and based on current rules, which can change at any time.

Question #1

#1| Can I use the HIFO method in the US?
Currently the IRS (United States) only permits two cost basis allocation methods for crypto
trades: FIFO (First In First Out) and Specific Identification.
Some people may argue that HIFO is a specific identification method. You just specifically
identify the tax lot with the highest cost each time when you sell. Unless you file a disclosure
with your tax return to disclose the basis allocation method you are using, the IRS will not
know which method you use to file your tax return.
However, there is always a risk of an IRS audit. We recommend that you consult your tax
advisor before you adopt a method that you are not sure whether the IRS allows it or not.
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#2| How to claim a loss given the bankruptcy of
crypto lending companies?
In the US, If you have a claim against a company that has filed for bankruptcy, you usually
cannot deduct a loss unless the amount of your claim has been finalized. You may need to wait
until you receive the final payment to determine and claim your loss deduction.
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#3| How is earning crypto taxed in the US?
In the US, tax liability on earning from crypto depends on many factors, for example, nature of
the earning (e.g. capital gain (long term vs. short term), interest income, self employment
income etc.), your tax rate, your filing status etc.
You won’t know the exact tax amount unless you have completed your tax return.
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#4| How are NFTs (creators & investors) taxed in
the US?
If you are a creator, you need to recognize ordinary income for sales proceeds from the sale of
your NFT. You may be able to deduct fees related to the creation or selling of your NFT or use
them to offset part of your sales proceeds from the sale.
If you’re an investor, the tax rule that applies to the art and to crypto is pretty much the same.
Art is considered a property, and crypto is determined to be property by the IRS (in the United
States) as well. When you purchase an NFT, the amount you paid is your cost basis. When you
sell an NFT, you need to calculate gain/loss based on the difference between your sales
proceeds and your cost basis, as well as your holding period for the property you sold in order
to determine whether your gain/loss is long term or short term
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#5| Can I avoid taxes If I buy my house with
crypto?
In the US, when you make a purchase with crypto, you’re treated as first selling the crypto for
FIAT, then use the fiat to make the purchase. In that case, you’ll be liable for capital gains tax if
you make a profit on the deem sale of crypto.
Your cost basis in the crypto you use to buy the house is the dollar amount you used to
purchase the crypto. If crypto price has increased when you purchase the house, you will need
to recognize a capital gain and be liable for capital gains tax.
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#6| If I receive my salary in BNB and make
purchases with it, what taxes do I have to pay?
In the US, if you receive your salary in cryptocurrency, you’ll have to pay income tax. The
taxable income will be equal to the fair market value of the crypto at the time you received it.
If you later make purchases with, for example, a crypto debit card, you’re liable to capital gains
tax if you convert your crypto at a profit at that time. Each crypto spending is treated as first
selling crypto for fiat and then using the fiat for purchase.

Learn all the tax details on receiving your
salary in crypto.
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#7| How would FIFO benefit a crypto
investor/day trader concerning long term gains?
FIFO usually gives you the best chance of having a long term gain/loss because it’s holding
period is the longest.
However, if you are a day trader, due to the high frequency turnover, you usually do not have
long term gain/loss no matter which basis allocation method you use. In that case, FIFO
probably will not benefit you more than the specific identification method.
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Answers by our expert
CPA, Sharon Yip
Sharon has 20+ years of experience in tax and accounting at Big
4 accounting firms and Fortune 500 companies. In 2017, Sharon
became a crypto investor and one of the top crypto tax experts in
the United States. Sharon is the founder of Crypto Tax Advisors,
LLC and the co-founder of Polygon Advisory Group LLC, the
service provider for CoinTracking Full-Service (a dedicated service
for US-based CT users to help them with transaction import,
reconciliation, classification, tax report review, etc).

SIGN UP FOR FULL-SERVICE
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Want to submit a question?
Our tax expert is happy to help you in a future edition of our weekly
AMAs on Twitter for US taxpayers.
Follow us there and tweet at us your question/doubt regarding
#cryptotaxes.

Dm us on Twitter

