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Cryptocurrency Criminal Tax Cases Coming Soon 
 

July 23, 2019 
 

IRS Criminal Investigation Chief Don Fort recently announced that details on new criminal tax cases involving 
cryptocurrency will be publicized soon.  This news should come as no surprise to those following cryptocurrency 
developments since Coinbase informed approximately 13,000 of its customers in February 2018 that it was 
providing the IRS with their taxpayer ID, name, birthdate, address, and historical transaction records during 2013-
2015.  The production of Coinbase client information to the IRS is the result of an IRS “John Doe” summons that 
was served on Coinbase in 2016. 

It is likely that the forthcoming announcement of these criminal cases relates to the Coinbase summons 
response.  Cryptocurrencies operate through the use of a distributed ledger.  As a result, all transactions for a given 
protocol, for example Bitcoin, are broadcast publicly.  However, the details provided—the public address of the 
sender/receiver, transaction size, and timestamp—afford participants a certain degree of anonymity because the 
owner of a particular public address is unknown.  We believe the IRS has been combing cryptocurrency transaction 
ledgers using algorithms and Artificial Intelligence to generate leads for CI.  The information received by the IRS 
from Coinbase, coupled with any payment patterns or associated public addresses that arise from a blockchain 
analysis, could allow the IRS to uncover the owner of the anonymous public addresses.  The public nature of 
transactions on the blockchain makes tracing the payments made to and received by these addresses easy.  We 
suspect the IRS is also very interested in the users and operators of “cryptocurrency tumblers”—a service which 
takes one users coins, mixes it with coins from others, and returns different coins to the user.   

In Notice 2014-21, the IRS announced that cryptocurrencies (referred to as “virtual currencies” in the 
Notice) would be treated like property, and would result in capital gain or loss treatment upon disposition by the 
owner.  Thus, purchasing a Bitcoin at $600 and selling it five years later for $10,000 would produce a $9,400 long-
term capital gain for its owner, with the gain being reportable on Form 8949 in that tax year.  Capital asset treatment 
is much more burdensome for cryptocurrency traders who enter into a high volume of transactions to capitalize on 
exchange rate volatility.  This, of course, is why the Coinbase summons response is so important to the IRS.   

While we expect that violations for failing to report gains on the disposition of cryptocurrencies will be 
largely resolved through civil audits, we will soon receive details on the type of conduct that the IRS believes merits 
criminal referral.  To the extent heavy users of cryptocurrency may be concealing their receipt of any kind of income, 
such persons may be prime targets of potential criminal inquiries.  Subjects of such investigations may have 
defenses based on lack of willfulness, and may have the ability to exercise certain privileges to protect confidential 
or incriminating information.  Others who transact in cryptocurrency or provide services to them may have the 
option of mitigating the potential criminal and civil consequences of prior unlawful, even criminal, conduct.  
Depending on the circumstances, such persons may be eligible to make a voluntary disclosure to the IRS under a 
longstanding policy whereby the IRS will not refer for criminal prosecution taxpayers who come forward on a timely 
basis to correct prior tax non-compliance.  The IRS recently published new guidelines on this policy laying out the 
general procedural and penalty approach that would likely apply.  To the extent that any involved party may be too 
late to qualify for a formal voluntary disclosure, there may be other options to minimize the risk of serious 
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repercussions from the non-compliance.   

Caplin & Drysdale offers extensive experience in criminal and civil tax controversy.  Our lawyers regularly 
advise individuals and organizations facing criminal and civil tax exposure, and our firm has handled thousands of 
voluntary disclosures.  

For more information, please contact: 

Victor A. Jaramillo 
202.862.8851 

vjaramillo@capdale.com 

Zhanna A. Ziering 
212.379.6075 

zziering@capdale.com   

Mark E. Matthews  
202.862.5082 

mmatthews@capdale.com   

Scott D. Michel  
202.862.5030 

smichel@capdale.com  
 

 

 
 
About Caplin & Drysdale 
Having celebrated our 50th Anniversary in 2014, Caplin & Drysdale continues to be a leading provider of 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.  
 
 
 
 
 
 
 
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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