Crypto Taxes
AMA #1
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| Do you pay taxes if you account gets
hacked/stolen? Will you pay taxes on the possible
gains if the hacker sells the crypto?
In the US, you won’t have to pay capital gains since the coins are not under your control
anymore. The questions here could be if you’re able to deduct the losses at their basis cost at
that time they were stolen/hacked from exchanges/wallets.
Crypto lost due to hacking or being stolen is usually considered a casualty loss. Personal
casualty loss is not deductible under the current US tax law. Since 2017 with the changes in
US tax laws, this will be more challenging from a tax-perspective and you should seek
professional advice on your specific situation.
Learn how to report stolen, lost, or
scammed crypto.
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#2| A crypto wallet received an airdrop and two
people know the private keys. Who has to pay the
taxes?
In the US, if the account is co-owned by the two people, then they will have to split the income
recognization based on their share of the account ownership.
How to prove the ownership or joint ownership of a wallet could be challenging unless there is
a legal document signed, which is very rare.
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#3| How is receiving crypto airdrops taxed in the
US?
Based on the US tax guidelines, you’re required to income and pay tax on it when you have full
control and access to the coins received in the value (USD) at the time of the airdrop.
The amount of recognized income will become your cost basis of the airdrop coins you
received. If you later dispose of the coins, you need to calculate your gain/loss and pay the
respective capital gains tax if you sell at a profit.
In the other scenario, you can also deduct a capital loss if your airdrop coin losses in value
when you sell it.
More about airdrops and taxes in this
article.
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#4| If I receive an airdrop of $100K, and
tomorrow there's a rug pull and it goes to 0, what
do I have to pay in taxes?
Technically you are supposed to recognise income if the coin really had a fair market value
when you receive it according to the US tax guidelines.
However, if the value drops to zero later, you will be able to claim a capital loss because now
the coin is worthless. It will be a complete offset and the tax effect is zero.
If you indeed encounter a scam that involves a large amount of value, we recommend that you
seek professional advice from a qualified CPA or tax attorney.
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#5| Are there advantages for creating a LLC if I'm
a day trader?
In the US, if you are able to qualify for trader tax status and form a Limited Liable Company
(LLC) for your trading operations, there are several tax benefits.
However, not everybody can qualify for trader tax status. There are strict requirements you
need to meet.
The IRS Publication 550 states the requirements to become a “qualified trader”.
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#6| Is there another accounting method besides
FIFO in the US?
Yes. In the US, you can use the “specific identification” cost basis allocation method to pick the
tax lot for the coin you want to sell.
However, once you pick a method, you are required to apply it to all your coins and for all the
years, unless you file an application for an accounting method change and get it approved by
the IRS.

FIFO for crypto taxes? Implications of
accounting methods.
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#7| How can I gift Bitcoin in my children's name
while holding it for them? How will I get taxed?
In the US, if you gift Bitcoin to someone, you won’t need to file a gift tax return if you don’t
surpass the annual gift tax exclusion amount ($15,000 for 2020 and 2021) for each recipient.
When the recipient sells the coin later, their cost basis is either the same as your cost basis or
equal to the fair market value of the coin at the time of the gifting, depending on whether the
FMV is higher or lower than your basis. For details, see IRS Publication 551, Basis of Assets.

Is there a crypto gift tax?
9

10

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

11

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

