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Cryplocurrency is a lype of virlual currency that utiizes cryptography lo sacure
transatlions that are digitally recorded on a dislributed ledger, such as a blockahain,
Units of eryplocurrency are gensally refered o as coinsor tokens. Distributed ledger
technology uses independent dighal systems lo record, share, and synchronize
transactions, the details of which are recorded in mulliple placas at the same time with
no central data stera or administration functionaiity.

A hard fork is unique to distributed ledger technology and occurs whena
eryplocurrency on a distributed ledger undergoes a profocol change resulling na
permanent diversion from the légacy or exisling distributed ledger. & hard fork may
result in the creation of a new cryplocurrency on a neyw distributed ledger in addition to
the legacy cryplocurrancy an the legacy distributed ledger. Following a hard fark,
transactions involving the new aryptocurmency are recorded on the new distributed
ledger and transactions involving the legacy cryplocurtency continue to be recorded on
the legacy disiribuled fedaer

Analrdrop |s @ means of distributing units of a cryptocumency 1o the distributed
ledger addresses of mulliple laxpayers A hard fork followed by an airdiop results in the
distribution of units of the new cryplocurrency 1o addresses containing the legacy
cryplocurrency. However, a hard fork is not always followed by an airdrop.

Cryptocurrengy from an girdrop generally is received on the date and at the time
it is recorded on the distributed ledger. However, a taxpayer may consiruclively receive
eryplocurrency prier to the airdrep being recorded on the distributed ledger. A taxpayer
does nol have recelpt of oryplocurrency when the airdrop s recorded an the distributed

lediger if the taxpayer is nol able to exercise dominion and control aver the
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Section 61{a)(3) provides thal, except as otherwise provided by law, gross
income means all income from whatever scurce darived, including gains from dealings
in property. Under § 81, all gains or undeniable accessions to wealth, clearly realized.
gver which a laxpayer has complele dominion, are included in gross income. Ses
Commissiones v Glenshaw Glass Co., 348 U.5. 426, 431 (1855). In general, income is
ordirary unizss il is gain from the sale or exchange of 2 capilal assat ora special rute
applies. See eq,. §% 1222 1231, 12344,

Saction 1011 of the Code provides thal a laxpayer's adjusted basis for
determining the gain or loss from the sale of exchange of property is the cost or ather
basis determined under § 1012 of the Code, adjusted to the edtent provided under
£ 1016 of the Code. When a taxpayer recelves property thal isnot purchased, unless
otharwise provided in the Code, the taxpayer's basis in the property received is
determined by reference to the amount includead in gross income, which is the fair
markel value of the property when the property ks recelved. Sec genarslly 5 61 and
1011, see also § 1.61-2(d)(2)(1).

Section 451 of the Code provides that & taxpayer using the cash method of
acoounting Includes an amount in gross income in the taxable year It is actually or
constructively recaived, See §§1.451-1.and 1.451-2. A taxpayer using an accrual
method of accaunting generally includes an amount in gross income no Ialer than the
taxable year in which all the evenls have occurred which (i the right 1o recaive such
ameunt, Ses § 451
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