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• John – Understanding the IRS Perspective
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Bitcoin 101
Erin Shy, Abila

Every currency has two things in common.

Something of value (e.g., gold of silver) to
stand behind the coins and paper bills.

A centralized government to control it.

virtual currency has neither
http://www.imgrind.com/bitcoin‐infographics‐help‐become‐cryptocurrency‐samurai/
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But paper currency and virtual currency
do have one thing in common

People are willing to exchange real goods for both

First Bitcoin ATMs
Exchange Bitcoins from your wallet in
exchange for US cash.
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Cassava Bread

So if I can buy a Subway sandwich with virtual currency,
can I donate virtual currency to your organization?

Are you prepared to accept a Bitcoin donation?
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What is Bitcoin?
Bitcoin is a decentralized, anonymous,
digital‐only currency – it’s virtual currency

Image: http://www.theguardian.com/technology/2014/mar/08/bitcoin‐bite‐dust‐digital‐currency‐endure

Bitcoin Origins
• "Satoshi Nakamoto" (pseudonym) published a paper in 2008
describing how Bitcoins could work. One year later they started being
traded.

Image: https://traxarmstrong.com/american‐sociologist‐says‐he‐knows‐
who‐satoshi‐nakamoto‐is/

• His goal was to create a decentralized system where:
• Individuals can be transferred directly from person to person
• Transaction fees are much lower
• Can be used in any country
• Transactions are anonymous
• Accounts cannot be frozen, there are no prerequisites or arbitrary
limits
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How are Bitcoins Generated?
• Satoshi Nakamoto created a system that slowly releases more Bitcoin into the economy over time.
• Download Bitcoin Core software https://bitcoin.org/en/download
• The software uses the processing power of your computer to solve a puzzle, you are competing with all
the other Bitcoin miners in the network
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Bitcoin Growth
• The Bitcoin system is programmed to generate 25 Bitcoins every 10‐minutes.
‒ System self‐regulates the generation of Bitcoins – the more Miners the
harder the puzzle.
• In 2140, the total number of Bitcoins in circulation will be capped at 21 million.
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How do I become a Bitcoin Billionaire?
• Ways to get bitcoins:
‒ “Mine” for them
‒ Join a miner pool
‒ Buy with money (Mt. Gox)
http://nymag.com/daily/intelligencer/2013/04/i‐bought‐a‐bitcoin.html

‒ Transfer from another person (gift)
‒ Trade for property

Image: http://bitcoinexaminer.org/how‐to‐mine‐bitcoins‐a‐simple‐guide‐for‐beginners/

Bitcoin Storage
Where do I put my Bitcoins?
• Download a Bitcoin wallet
• Unlike bank accounts, bitcoin wallets are not insured by the FDIC.
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James Howells – a cautionary tale
James accidentally threw away a hard drive
containing more than $9 million in bitcoin.
It is in a landfill somewhere in Wales buried
under 25,000 cubic meters of waste and
earth.

http://money.cnn.com/2013/11/29/news/bitcoin‐haul‐landfill/

What happens when bitcoins are lost?
When a user loses his wallet, it has the effect
of removing money out of circulation.
Lost bitcoins remain dormant forever because
there is no way for anybody to find the private
key(s) that would allow them to be spent
again.

How does it work?
To succeed there must be:
• A belief that the Bitcoin
are worth something in
exchange
• A system that prevents
unfair changes (hacking,
theft)

https://www.youtube.com/watch?v=t5JGQXCTe3c
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How does it work?
Centralized Model ‐ Bank

Decentralized Model ‐ Bitcoin

Who is hosting these ledgers?
• The miners, their real
purpose is to host the ledger
(thus using their computing
power, electricity) and they
are rewarded with prospect
of winning the 25 BTC lottery.

The decentralized ledger means:
• Virtually impossible to hack
the ledger
• No bank overhead (thus lower
transaction fees)

What stands behind Bitcoins?

It’s “digital capital”, the huge computer and electricity investment
that is backing the Bitcoins rather than silver or gold.
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What is Bitcoin Worth?

$1,100 peak in December 2013

Dec: Warning by China’s central bank
against treating it as legal tender
April: Cyprus declared bank
holiday and confiscated
money from bank depositors

Feb: Mt. Gox
shutdown for a
few hours

http://www.coindesk.com/price/

Who’s using it? Hard to say – it’s anonymous!
Average Bitcoin user is a 32.1 year old
libertarian male. Over 2M wallets (users)

http://www.huffingtonpost.com/2014/02/28/bitcoin‐user‐demographics‐libertarian‐men_n_4874727.html
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Bitcoin is Legit!
As it becomes more prevalent Bitcoin has become
legitimate – now accepted at many retailers.
One benefit to business Is there are no credit card
fees.

Advantages vs. Disadvantages
• Decentralization – transactions
handled person to person

• Volatility – small events can change
the value dramatically and quickly

• Payment freedom – no bank
holidays, limits, international
boarders

• Degree of acceptance – not all
businesses accept Bitcoin

• Very low fees – far lower than CC, PP
• Security – personal info not tied to
transaction so no chance of identity
theft, highly encrypted
• Transparent and neutral – every
transaction included in GL, virtually
impossible to hack

• Entry barriers – still difficult to get
started and establish an account
with Bitcoins
• Loss – not refundable or replaceable
• Not insured – no governing body
regulating or protecting funds

https://bitcoin.org/en/faq#what‐are‐the‐disadvantages‐of‐bitcoin

11

04/14/18

Virtual Currency and Philanthropy

Virtual Currency and Philanthropy
Decision for each
organization to accept
possession of Bitcoin
directly vs. trade for cash

http://cointelegraph.com/news/112528/united‐way‐the‐worlds‐largest‐charity‐now‐accepting‐bitcoin

12

04/14/18

Virtual Currency and Philanthropy

Virtual Currency
Understanding the IRS Perspective
John H. Taylor
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• IRS Notice 2014‐21: IRS Virtual Currency Guidance
•
•
•
•

Can be used to pay for goods or services
Is a digital representation of value that functions as a medium of exchange
In some environments, operates like “real” currency
Does not have legal tender status in any jurisdiction

• Virtual Currency that has an equivalent value in real currency – or can
act as a substitute for real currency – is referred to as “convertible”
virtual currency. The IRS recognizes Bitcoin as a convertible virtual
currency

• So how is virtual currency treated for federal tax purposes?
• It is treated as PROPERTY

• What is the basis of virtual currency received as a payment?
• It is the Fair Market Value (FMV) of the virtual currency in US dollars as of the
date of receipt

• How is the FMV of virtual currency determined?
• Okay – now for a bit of IRS mumbo‐jumbo:
• “If a virtual currency is listed on an exchange and the exchange rate is
established by market supply and demand, the FMV of the virtual currency is
determined by converting the virtual currency into US dollars at the exchange
rate, in a reasonable manner that is consistently applied.”
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• If virtual currency is property, what does IRS Publication 561
(Determining the Value of Donated Property) say about this?
• Not a darn thing

• Okay, but certainly there are instructions for filing IRS Form 8283
(Noncash Charitable Contributions) pertaining to virtual currency?
• Not a darn thing
• The lack of guidance here is HUGE – Let’s discuss the possible ramifications if
donors must complete Section B of the 8283
• Of course this is all total speculation – neither the IRS nor a noted tax attorney
have returned my call . . .

• Many thanks for those useful answers. Now what?

• My best advice is to treat these “convertible” gifts of virtual currency
the same as we would gifts of publicly traded securities
• The IRS treats publicly traded stock gifts as property as well
• Donors must report those stock gifts on section A of their 8283
• That means we do not see the 8283 – don’t sign the 8283 – and don’t
tell donors whether or not they must file and 8283
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• But don’t we still need to issue a receipt?
• Absolutely – A donor cannot claim a deduction without one. But we need to
follow IRS Regulations (in particular IRS Publication 1771) for these receipts

• So I simply report the FMV on the receipt?
• ABSOLUTELY NO
• Per 1771, page 3, provide the “description (but not the value) of non‐cash
contribution”

• But go back 4 slides – you stated that the IRS recognizes that
individuals may still treat this as currency (convertible)!

• As do donors who contribute convertible (publicly traded) stock. In
theory, however, receipts for both should only describe what was
given:
• Thank you for your gift of 40 shares of Berkshire Hathaway (now wouldn’t
that be nice – now trading at above $200K/share on September 8)
• Thank you for your gift of 40 Bitcoins (trading at $450+ on September 8)

• But in reality, donors may need some indication of value:
• Thank you for your gift of X Bitcoins (or X shares of Y stock), which we have
valued for our internal purposes only at $Z as of MM/DD/YY. For tax purposes
you will want to seek guidance from a tax professional in determining your
deductible amount.
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When A Donor Asks
“Can I Make A Bitcoin Donation?”
The University of Puget Sound’s Response

???

Fast forward a year

• Fall of 2013 – Two more alumni inquire
about the University accepting Bitcoins.
• A month later – Class agent raises the
same question. A classmate he spoke
with is interest in making a $10,000
annual fund gift.
• The catch – he can only make the gift in
Bitcoins.
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• Financial VP learned a great
deal about virtual currency.
• Little IRS guidance available.
• Obtaining legal advice proved a
challenge as well.
• Learned we could work with a
partner to process the Bitcoin
donation and never take
possession of the virtual
currency – just cash.

• Puget Sound partnered with
Bitpay as our Bitcoin payment
processor.
• Bitpay allows non‐profits to use
their services without charging
any processing fees.
• Making the transaction
cheaper to process than a
credit card gift.
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• Dealing with Bitcoin
transactions is a multi‐
step process.
• An “invoice” is required
before a Bitpay
transaction can be
processed.
• We used pledge data
from our alumni/donor
database (Abila
Millennium) to tie the
invoice to our records.

• Using the information we provided on our invoice, Bitpay generated
an e‐mail with an itemized invoice to the donor, along with
instructions on how to execute the transfer, and a unique key with
a QR code.
• Once the invoice is generated by Bitpay, the donor then has fifteen
(15) minutes to authorize payment from his or her Bitcoin wallet.
• Bitcoin transactions are tracked in a publicly distributed ledger called a
block chain and processed between four and six times per hour.
• Bitpay requires two independent verifications of the transaction
before it processes a transfer.

19

04/14/18

• Our alumnus provided a photo
of himself, taken at the moment
he made his Bitcoin donation in
response to the Bitpay invoice.
• If you look closely, you can
see the QR code on his
laptop screen .
• He uses his Blockchain (a
type of Bitcoin wallet) app to
scan the QR code and make
his donation.

• Once the invoice is paid, Bitpay provides the ability for the partner
organization to see the payment in their online Bitpay account.
• At the University of Puget Sound, we chose to wait until the funds
were received into our holding account at our financial institution (at
our bank) before we took any additional action.
• Once staff in the University’s Office of Finance verified the funds were
in place, they informed my team, and we in turn paid off the pledge in
Millennium and generate a gift receipt.
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• Financial VPs
research lead us to
initially record the
gift with a tender
type of electronic
funds transfer.
• The receipt only
listed the number
of Bitcoins
provided.

• In March 2014 (a month after we received our Bitcoin gift), the IRS
released it’s recommendations on virtual currency.
• Upon reviewing the IRS recommendations, we journaled the pledge
payment entry in Millennium to change the tender of the donation
from an EFT transaction to one of securities.
• We added Bitcoin as a securities type and continued tracking the
$10,000 internal value and the number of Bitcoins paid through
Bitpay, bringing the tracking of the gift in line with those spelled out in
the new IRS bulletin.
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• Bitcoin gift made Feb. 11, 2014, the
date of the second mid‐winter storm to
hit the Atlanta, GA area that year.
• Bitpay’s headquarters are in Atlanta.
The bank Bitpay uses to initiate ACH
transfers to other banks was closed for
several days due to the weather.
• It took a full week for the funds to
arrive at our bank.
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