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2 Current Federal Tax Developments 

 

Section: Lighter Side 

Accountant by Day, Game Winning Goaltender By Night 

Citation: 36-Year-Old Accountant Called In As Emergency NHL Goalie — And He 

Crushed It, NPR Website, 3/30/18 

This time of year, those of us in tax often dream of doing something else.  For one accountant 

(though, it appears, not a tax accountant) that dream came true in an unexpected manner.  Scott 

Foster, a 36-year-old accountant, was pressed into service as the goaltender for the Chicago 

Blackhawks on March 29. 

Foster’s way into the hockey and accounting lore can be taken in at, among other places, this 

story on the NPR website: 

36-Year-Old Accountant Called In As Emergency NHL Goalie — And He Crushed It 

Basically, Mr. Foster came in with 14 minutes left to go in the game after a pre-game injury 

sidelined one of the Blackhawk’s goaltenders and the other had to leave the game in the middle 

of the third period. 

Scott Foster managed to shut out the Winnipeg Jets during his stint on the ice, preserving a 6-2 

victory for Chicago. 

Now back to all of those Form 1040s for the rest of us… 

Section: Exam 

Exams and Phone Wait Times Down per IRS 2017 Data Book 

Citation: IRS Data Book 2017, 3/29/18 

The IRS released 2017 IRS Data Book, an 86 page compendium of various statistics related to 

the IRS’s operations. 

One of the key facts that has created a lot of discussion in the tax press is the fact that the audit 

rate in 2017 dropped to its lowest level since 2003.  Less than 1,000,000 examinations took 

place in 2017.   

The report also noted that collection activities were also down in 2017.  Levies were down by 

32% and liens dropped by 5% over the prior year levels. 

Not surprisingly, these reductions also lead to a reduction in the amount of enforcement 

revenue taken in by the IRS. 

The IRS did show improvements in phone service, something that might surprise professionals 

who have gotten used to long holds and the infamous “courtesy disconnect” while awaiting IRS 

assistance.  Call wait times dropped to 8.4 minutes, down from 17.8 minutes in the prior year. 

Many more details of IRS operations can be found in the document for those who want to get 

up to speed on IRS trivia. 

https://www.npr.org/sections/thetwo-way/2018/03/30/598263399/36-year-old-accountant-called-in-as-emergency-nhl-goalie-and-he-crushed-it
https://www.irs.gov/pub/irs-soi/17databk.pdf
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Section: 61 

IRS Reminds Taxpayers About Agency's Position on Taxation of Virtual 

Currencies Published in 2014 

Citation: News Release IR-2018-71 and Notice 2014-21, 3/23/18 

In News Release IR-2018-71 the IRS reminded taxpayers that transactions in crypto-currency 

are taxable transactions and have to be reported on their income tax returns for the years 

involved. 

In Notice 2014-21 the IRS had issued specific guidance on the taxation of crypto-currency.  

However, the crypto-currency environment experienced a boom in the latter half of 2017 that 

likely created a significant number of taxable gains as taxpayers got into the market as it was hot.  

A key holding of that notice was that virtual currencies are treated as property and not currency. 

The news release summarizes the treatment as follows: 

Notice 2014-21 provides that virtual currency is treated as property for U.S. federal tax purposes. 

General tax principles that apply to property transactions apply to transactions using virtual currency. 

Among other things, this means that: 

• A payment made using virtual currency is subject to information reporting to the same extent 

as any other payment made in property. 

• Payments using virtual currency made to independent contractors and other service providers 

are taxable, and self-employment tax rules generally apply.  Normally, payers must issue 

Form 1099-MISC. 

• Wages paid to employees using virtual currency are taxable to the employee, must be reported 

by an employer on a Form W-2 and are subject to federal income tax withholding and 

payroll taxes. 

• Certain third parties who settle payments made in virtual currency on behalf of merchants 

that accept virtual currency from their customers are required to report payments to those 

merchants on Form 1099-K, Payment Card and Third Party Network Transactions. 

• The character of gain or loss from the sale or exchange of virtual currency depends on whether 

the virtual currency is a capital asset in the hands of the taxpayer. 

The Notice also provided guidance on the treatment of virtual currency mining, generally 

holding that virtual currency produced by mining produces ordinary income from the operation 

of a trade or business.  Mining is the term used in the crypto-currency arena for the process by 

which new units of the various crypto-currencies are created.   

Roughly summarized, this is done by having computers solve increasingly difficult math 

problems. For popular crypto-currencies, such as Bitcoin, the computing power necessary to 

mine new coins now requires large quantities of electrical power, so miners would normally 

have significant costs incurred in their mining activities. 

The news release also comes with a threat for those who fail to report such activities: 

Taxpayers who do not properly report the income tax consequences of virtual currency transactions can 

be audited for those transactions and, when appropriate, can be liable for penalties and interest. 

https://www.irs.gov/newsroom/irs-reminds-taxpayers-to-report-virtual-currency-transactions
https://www.irs.gov/pub/irs-drop/n-14-21.pdf
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In more extreme situations, taxpayers could be subject to criminal prosecution for failing to properly 

report the income tax consequences of virtual currency transactions. Criminal charges could include tax 

evasion and filing a false tax return. Anyone convicted of tax evasion is subject to a prison term of up 

to five years and a fine of up to $250,000. Anyone convicted of filing a false return is subject to a 

prison term of up to three years and a fine of up to $250,000. 

At the time Notice 2014-21 was released, we wrote up the following article on the provisions of 

that notice. 

Notice 2014-21 

In recent years there has been the development of a significant “virtual currency” (Bitcoin).  

The payment system (which is effectively what Bitcoin is) offers anonymity to users and can be 

used to purchase various items.  While gathering attention for use as payments for illegal 

activities (clearly it offers significant benefits there), some legitimate businesses also use the 

system since it nicely sidesteps the transaction costs imposed by more traditional payment 

systems (like credit cards). 

The unit of currency (a Bitcoin) fluctuates in price vs. more traditional currencies—in fact, the 

price has risen and fallen dramatically at times. In fact, after rising above $1,000 per Bitcoin in 

late 2013, the price fell to below $500 the week of the IRS announcement (though the vast 

majority of the decline had taken place earlier).  But the price is still more than double where it 

was a year before the IRS announcement.  (2018 Note:  The price of Bitcoin exploded to many times this 

2014 price in 2017 and while it has come down from the extreme highs, it’s still well above that $500 level at 

the time this article was written in late March 2018). 

And we should note the “price” noted above isn’t quite that precise—the numbers above are 

based on Coindesk’s Bitcoin Price index, which uses an average of two Bitcoin exchanges.  So 

suffice it to say this is extremely volatile and not necessarily easy to tie down a value. 

As well, the currency is created by a process known as “mining” which involves solving math 

problems that are used to provide the security for the system.  So while one can buy Bitcoin on 

various exchanges by giving traditional currency, it’s also possible to create your own Bitcoin 

(although the processing power needed has grown dramatically, meaning it may cost more in 

terms of simple electric power than a miner can receive in currency).  

However, the taxation of Bitcoin and similar virtual currencies was not necessarily clear.  The 

IRS has moved to resolve some of these issues in Notice 2014-21. The notice was issued in the 

form of a series of frequently asked questions and answers. 

Generally the ruling provides that Bitcoin and similar virtual currencies are property and not 

currency for federal tax purposes.  This has the practical result, given the varying value on a 

daily basis of Bitcoin, that a user will compute a gain or loss when exchanging Bitcoin for a 

product, service or traditional currency.  How that gain or loss is taxed is determined by the 

same rules that affect dispositions of property generally—which means determining if the 

Bitcoin property is investment property, inventory, personal property, etc. 

Some of the key rulings include: 

• A person who receives Bitcoin (or any other virtual currency—we’ll use Bitcoin here 

for simplicity) for goods or services must include the value of the Bitcoin in the 

computation of gross income.  The value would be the value of the Bitcoin in U.S. 

http://www.irs.gov/pub/irs-drop/n-14-21.pdf
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currency at the time it is received (with the practical valuation problem noted above).  

The IRS does provide, at Q&A5 of the FAQ, that if a currency is listed on an exchange 

that is established by market supply and demand, that exchange value would be used to 

determine the fair value in U.S. currency. 

• Q&A 6 specifically holds that the holder of Bitcoin who then uses that to acquire a 

product or service will have a gain or loss on the conversion, again measured by the fair 

value at the time the Bitcoins are used to acquire the good or service.  The gain or loss 

is measured by comparing that value to the taxpayer’s basis in the Bitcoins surrendered, 

which would generally be what the taxpayer had paid for the Bitcoin or the value 

recognized when the Bitcoins were received by the taxpayer in an initial exchange or at 

the time of mining.   

• The gain or loss recognized is determined by the nature of the Bitcoin property in the 

hands of the taxpayer prior to the exchange.   

o If the Bitcoin is investment property (the taxpayer was speculating in Bitcoin, 

for instance), then there would be a capital gain or loss 

o If the Bitcoin is inventory to the taxpayer (as it would be for a Bitcoin 

exchange), then the gain or loss would be ordinary 

o If the Bitcoin is personal property, any gain would be capital in nature (and 

taxable) but losses would not be deductible. Interestingly enough, the IRS does 

not mention this type of property in the FAQ 

• The taxation of “miners” is outlined in Q&As 8 and 9.  A miner recognizes income 

equal to the fair value of the Bitcoin at the time it is mined and such income would, at 

least in the view of the IRS, be self-employment income if earned by an individual. 

• Employees and independent contractors paid in Bitcoin have income at the time of 

receipt of the Bitcoin equal to the fair value of the Bitcoin at the time of receipt.  The 

payments are subject to all of the withholding and reporting rules that generally apply to 

any such payments.  Thus, a business paying its employees in Bitcoin would issue W-2s 

to those emloyees.  Similarly, a business paying more than $600 for services to an 

unincorporated independent contractor during the year would issue a Form 1099MISC 

to that contractor.  As well, the business would need to obtain a Form W-9 from the 

contractor and a contractor that refused to provide the required information would be 

subject to backup withholding. 

• The IRS also ruled that entities that contract as an intermediary to settle payments 

between merchants and their customers in virtual currency would be considered a third 

party settlement organization and required to issue Forms 1099-K if the requirements 

are met, in the same way as is done for credit cards and organizations like Paypal. 

The IRS also provided that there will not be a blanket waiver of penalties for not having treated 

a transaction under these rules prior to March 25, 2014 (when the ruling was issued).  However, 

the IRS does indicate that the general reasonable cause relief may apply.   
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Most likely those who reasonably and innocently run afoul of these provisions will be granted 

relief.  But an individual who was using Bitcoin transactions to “stay off the radar” and escape 

notice will not likely find any relief will be given if their transgressions come to light. 

As a practical matter, this ruling is going to make things a bit more difficult for businesses that 

accept Bitcoins in payment since a gain or loss has to be computed each time the virtual 

currency is converted to cash or used for paying expenses.  And it’s important to note that the 

ruling provides no “safe harbor” time period where a vendor would be allowed to use the 

redemption price as the value of the Bitcoin.  So prudence suggests that a vendor would 

probably want to have the Bitcoin converted to cash immediately upon receipt. 

Section: 3402 

Payroll Checkup Recommended for Taxpayers by IRS 

Citation: News Release IR-2018-73, 3/26/18 

The new tax law has made some significant changes in the expected tax liabilities for many 

taxpayers.  While the standard IRS withholding calculator works in simple cases, the IRS has 

issued a News Release (IR-2018-73) that suggests certain taxpayers need to perform a 

“Paycheck Checkup” on their withholdings. 

The IRS has published a series of three YouTube videos on this topic that the news release 

refers to. 

• Paycheck Checkup — English 

• IRS Withholding Calculator Tips — English 

• Do I Need to Fill Out a New W-4? — English 

The IRS gives the following advice: 

The IRS always recommends employees check their withholding at the beginning of each year or when 

their personal circumstances change to make sure they’re having the right amount of tax withheld from 

their paychecks. With the new tax law changes, it’s especially important for certain people to use the 

Withholding Calculator on IRS.gov to make sure they have the right amount of withholding. 

Among the groups who should check their withholding are: 

• Two-income families. 

• People working two or more jobs or who only work for part of the year. 

• People with children who claim credits such as the Child Tax Credit. 

• People with older dependents, including children age 17 or older. 

• People who itemized deductions in 2017. 

• People with high incomes and more complex tax returns. 

• People with large tax refunds or large tax bills for 2017. 

The law increased the standard deduction, removed personal exemptions, increased the child tax credit, 

limited, or discontinued certain deductions and changed the tax rates and brackets. 

While the IRS advice is fine, most of us realize that the advice does not really go far enough.  

Several changes in the new law can’t easily be handled by the online calculator.  Most individuals 

https://www.irs.gov/newsroom/irs-encourages-paycheck-checkup-for-taxpayers-to-check-their-withholding-special-week-focuses-on-changes
https://www.youtube.com/watch?v=eVSgIrNJ1MI
https://www.youtube.com/watch?v=qJbbwOGlaIg
https://www.youtube.com/watch?v=6FSOyxkhxdM


 April 2, 2018 7 

 

likely are using their 2017 withholding allowance numbers and haven’t considered whether, 

under the new law, that level of withholding is appropriate. 

Advisers may wish to consider contacting clients regarding the impact of the new tax law and 

the issue of what amount of withholding is appropriate in their circumstances. 
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