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Voluntary Disclosure Window Closing on Bitcoin Users 
December 2, 2016 

 
On November 30, 2016, a federal court in San Francisco authorized the IRS to issue a “John Doe” summons 

to Coinbase, Inc., which operates a web-based global convertible digital currency wallet and platform and the 
largest platform in the U.S. for conversion of Bitcoin to dollars.  The summons seeks a wide array of records for 
2013 through 2015 for any Coinbase user with a U.S. address, telephone number, email domain or bank account.  
The records sought include account profiles, transaction logs, payment processing data, customer correspondence 
or emails, statements of account and all records reflecting or relating to disbursement of funds to any user.  In light 
of the court’s ruling, U.S. taxpayers using virtual currency transactions involving Coinbase who are not in tax 
compliance have an extremely short window to avoid potentially serious IRS action against them.   

This is the first nationwide IRS enforcement initiative into the field of convertible virtual currency.  It is the 
latest step by tax authorities to address emerging issues in the growing digital economy.  In 2014, the IRS issued a 
formal Notice, (2014-21), describing how various income recognition and other U.S. tax principles apply to virtual 
currency transactions.  The primary point of the notice was to remind U.S. taxpayers that virtual currencies that are 
convertible to “traditional” currency are property for purposes of the U.S. tax laws, meaning that a taxpayer would 
have a reportable gain (or loss) on any sale or exchange of such currency, and that the receipt of virtual currency by 
any taxpayer may be reportable ordinary income.  There are more than a thousand virtual currencies traded 
worldwide, Bitcoin being the largest and most visible.  Given the growing “mining,” usage, and trading of such 
digital currency, and its fluctuating value, the amounts of unreported income and capital gains (or losses) is 
becoming material to the Treasury, and as to a given  individual taxpayer, there could be enough money involved to 
provoke IRS interest.   

Any U.S. taxpayer who has engaged in transactions involving digital currency should have reported any 
income received.  If such transactions were conducted through corporations or other entities, especially offshore 
companies or other structures, or through foreign bank accounts, additional information returns may have been 
due as well.  The omission of income or failure to file required information returns, if willful, could be a criminal tax 
offense.  Even innocent or negligent non-compliance can subject a taxpayer to the assessment of tax, interest and 
severe civil penalties. 

The IRS filings in the summons case reflect the IRS’s strong suspicion that virtual currency is often used in a 
manner that results in tax avoidance or evasion.  The IRS obviously wants customer names and other data to 
compare that material to taxpayer filings.  The Service has been aggressively pursuing all kinds of offshore tax 
evasion for the last decade, so to the extent any virtual currency transactions with Coinbase involve foreign banks 
or non-U.S. corporations or trusts, we expect the Service to be particularly interested in such cases.  Coinbase is 
almost certain to comply with the John Doe summons, and relatively soon.  Once it does, the IRS will have a 
database of names and other information to allow it to open civil tax audits or criminal investigations.   
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U.S. taxpayers who are not in tax compliance arising from virtual currency transactions involving Coinbase 
have an extremely short window to avoid serious tax problems.  The IRS has a longstanding voluntary disclosure 
policy, which allows taxpayers – without any public disclosure – to correct prior tax non-compliance, avoid criminal 
prosecution and usually receive more lenient treatment than one would see in a criminal or civil tax proceeding.  
The IRS policy is clear that the issuance of a John Doe summons does not disqualify a taxpayer from making a 
voluntary disclosure, but once Coinbase complies and gives the IRS its customers’ names, any disclosure is likely too 
late.  Anyone who has a Coinbase account and who has tax exposure should contact a tax professional immediately.   

Attorneys in Caplin & Drysdale’s  Tax Controversies Group have handled thousands of voluntary disclosures 
and tax investigations and examinations, involving both offshore and domestic issues.  For further information, 
please contact: 

 Scott D. Michel 
202.862.5030 

smichel@capdale.com 

Mark E. Matthews 
202.862.5082 

mmatthews@capdale.com 
 

 

 
 
About Caplin & Drysdale 
Having celebrated our 50th Anniversary in 2014, Caplin & Drysdale continues to be a leading provider of tax, tax controversy, and litigation legal services to 
corporations, individuals, and nonprofits throughout the United States and around the world. We are also privileged to serve as legal advisors to accounting 
firms, financial institutions, law firms, and other professional services organizations.  
 
The firm's reputation over the years has earned us the trust and respect of clients, industry peers, and government agencies. Moreover, clients rely on our 
broad knowledge of the law and our keen insights into their business concerns and personal interests. Our lawyers' strong tactical and problem-solving skills - 
combined with substantial experience handling a variety of complex, high stakes, matters in a boutique environment - make us one the nation's most 
distinctive law firms.  
 
With offices in New York City and Washington, D.C., Caplin & Drysdale's core practice areas include:  
 

-Bankruptcy 
-Business, Investment & Transactional Tax 
-Complex Litigation 
-Corporate Law 
-Employee Benefits 
-Exempt Organizations  

-International Tax 
-Political Law 
-Private Client 
-Tax Controversies 
-Tax Litigation 
-White Collar Defense  

 
For more information, please visit us at www.caplindrysdale.com.  
 

Washington, DC Office: 
One Thomas Circle, NW 

Suite 1100 
Washington, DC 20005 

         

New York, NY Office: 
600 Lexington Avenue  

21st Floor  
New York, NY 10022 
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202.862.5000  212.379.6000  
___________________________ 

Disclaimer 
This communication does not provide legal advice, nor does it create an attorney-client relationship with you or any other reader. If you require legal guidance 
in any specific situation, you should engage a qualified lawyer for that purpose. Prior results do not guarantee a similar outcome.  
 
Attorney Advertising 
It is possible that under the laws, rules, or regulations of certain jurisdictions, this may be construed as an advertisement or solicitation.  
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