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Cryptocurrency (Virtual Coins): Accounting Aspects and
Tax Regulations

Adriana Monica TEGLEDI!, Boni Mihaela STRAOANU?
Abstract

Lately, there have been many questions from specialists regarding the accountability of cryptocurrency. The
lack of a legislation has allowed them to be interpreted as either intangible assets or stocks, even though
Romania owns the biggest transaction platform in Eastern Enrope (Bitcoin Romania).

National Bank of Romania (NBR) acknowledges the lack of regulations and supervisions regarding
cryptocurrency, regarding them as “Speculative assets, extremely volatile and risky”. Simultaneously, this
brings to attention the fact that these are not national coins nor currencies, and accepting them as a payment
method isn’t, legally speaking, mandatory.

Keywords: Intangible assets, stocks, currencies.

1. Introduction

Authorities across the globe have tried to define virtual coins, adopting
different positions regarding their nature. These authorities have defined them as
goods, banking regulators and supervisors considered them coins and tax
authorities have classified crypto coins as financial instruments used by investors for
a portfolio diversification (Tucker, 2017).

The issue addressed in this article is represented by virtual currencies, which
are analyzed both from an accounting and fiscal point of view (Berentsen & Schir,
2018). The article is structured in two parts: the first part is represented by the
definition of the term virtual currencies, and the second part includes aspects
regarding their registration in accounting, as well as fiscal interpretations.

2. Defining virtual currencies at EU level (including UK)

Regarding the opinions of European countries in regulating this virtual coin
we can say that: in Belgium’, Croatia and Malta it is not considered legal currency
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(“legal tender”), nor electronic currency, in the Czech Republic’, Bitcoin currency is
not classified as banknote, coin, scriptural coin or electronic coin, in Denmark it’s
not recognized as a currency, in Germany® — it is considered as an account unit
which can be used for private transactions, is not considered legal tender, but it is a
financial instrument, in Estonia® - "Bitcoin is not a legal tender, but an alternative
means of payment”. In Spain’ “it is not considered a legal tender, since it is not
issued by the governmental monetary authority”; in France® - transactions with this
currency are considered a form of service provision’ for which a payment service'’
provider license is required, and for income “from the sale of Bitcoin to a personal
bank account, the bank will complete a statement to the Anti-Money Laundering
Agency'” . In Luxembourg , this is not considered a legal tender, electronic
currency or regular currency, and companies wishing to operate in the financial
sector (including the provision of payment services using virtual currencies or
setting up trading platforms) must seek authorization from the Minister of Finance
and to be supervised by the Financial sector’s authorities.

Italy's position on the Bitcoin system is identical to that adopted by the EU.
Thus, on the 29th of October 2002, “the European Central Bank published the
"Report of Virtual Currency'” (European Central Bank, 2012), "which presents the
relevant economic and legal aspects of the Bitcoin system". A 2009 “European
directive regulates the use of electronic money (including Bitcoin) in order to
harmonize payment methods, increase competition and facilitate market access'™ ,
"which defines the concept of electronic money, including cases where it is issued
electronically in exchange for funds to be used as a means of payment and also
identifies the people who are authorized to issue electronic money" (Yermack, 2013).

ECB defines virtual currencies as “a digital representation of value that is
not issued by a central bank, a credit institution or an electronic money institution,
which, in certain circumstances, can be used as an alternative to money”
(Athanassiou, 2017). In the ECB’s opinion, “ virtual coins are not money or
currency®, legally speaking. The use of electronic currencies is “allowed by the
central banks of the European members, the Italian public administration at
regional and local government level and the Italian postal system. However, the use
of electronic money is limited to banks and virtual monetary institutions — i.e.,

4 https://www.cnb.cz/miranda2/export/sites/www.cnb.cz/cs/faq/obchodovani s bitcoiny.pdf
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private legal entities duly authorized and registered by the Central Bank of Italy®.

“Apart from these developments, Italy does not regulate the use of Bitcoin
by private individuals”. In Sweden (De La Paz, 2013), it is considered active, not
currency, and transactions with this currency will be tracked by the Financial
Surveillance Authorities'. In the UK, virtual currencies have a limited role as
money, for relatively few users".

The first international studies on the nature of virtual coins were conducted
by Venter H., in (2018) - “Digital Currency - A Case for Standard Setting Activity,
analyzing the possibility of classifying cryptocurrencies in the asset classes already
existing in international regulations based on IFRS and concluded that they are not
currencies in the sense given by IAS 7, “the statement of cash flows, nor financial
instruments in the sense given by IAS 32 “Financial Instruments: Presentation® or
IFRS 9 “Financial Instruments*'.

Nationally, several authors have dealt with how earnings from
cryptocurrency transactions are taxed: Milcev, A. (2018a), Four tax issues to be
taken into account before launching an ICO offer, Milcev, A. (2018b),
Cryptocurrency trading - a market far too large to stay out of tax law, Paunescu, M.
(2018a), Exploratory Study on Accounting and Taxation of Virtual Currencies by
Romanian Companies, Paunescu, M. (2018b), Taxation of virtual currency
transactions in the case of Romanian companies applying IFRS, Paunescu, M.
(2018b, The Accountant’s Headache: Accounting for Virtual Currencies
Transactions, The attraction of cryptocurrencies and the inevitable taxation, but
also large consulting firms addressed this issue: Deloitte — “Cryptocurrencies and
the first specific regulation of national legislation by the fiscal code™"” , “Regulators
can no longer ignore cryptocurrencies”lg, “Digitalization is coming upon us but
regulations are delayed”".

3. The issue of cryptocurrency accounting in Romania according to
accounting and tax legislation.

A first regulation on virtual currency appears with Law 30/2019 (Romanian
Parliament, 2015), but aims to tax the gain from virtual currency transactions of
individuals, being considered income from other sources.

Fiscal code™(European Central Bank, 2015) art. 47, provides that individuals
who make profits from transactions with cryptocurrencies have to pay a 10%
income tax, applied to the difference between the income obtained and the amount

14http://archive.riksbank.se/Documents/Rapporter/Riksbanksstudie/2013/rap riksbanksstudie T

he Swedish retailpayment market 130605 eng.pdf
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invested. This tax does not apply if:

* The individual keeps his earnings from cryptocurrencies in the form
cryptocurrencies, so he does not convert them into RON or other currencies or use
them to buy goods, works or services;

* If no gains in excess of RON 200 were obtained from their trading per
transaction or RON 600 per year.

If earnings are obtained that exceed these values, individuals have the
obligation to declare them to the tax authorities and to submit the single declaration
by the 25th of May. If the value of the earnings exceeds the sum of RON 27,600
(the equivalent of 12 salaries gross minimum) they must also pay the 10% health
contribution.

As far as legal persons are concerned, we need to determine how we can
classify these cryptocurrencies in accordance with OMFP 1802/2014 and
international regulations (Jabotinsky, 2018).

For the accounting of cryptocurrencies, France has introduced new
accounting policies for when they are considered intangible assets, short-term
investments held for investment purposes or when used to pay for the goods or
services purchased (I specifically mentioned this system, seeing how Romania has
adopted the French accounting system).

What are the transactions that can take place using cryptocurrencies?

* can be purchased for investment purposes;

* can be bought or sold in exchange for fiat money;

* mining;

¢ is used for the collection of services, works or goods sold;

* can be used for payment of debts: suppliers, employees;

* loans can be granted;

* loans can be received;

e there are ATMs and cryptocurrency-centric banks;

* there are platforms on which they are exchanged;

e ICO(“Initial Coin Offering®), STO (“Security Token Offering®), IEO
(“Initial Exchange Offering®);

* hedging funds for cryptocurrencies™.

According to the national regulations (“OMFP 1802/2014 for the approval
of Accounting regulations on individual annual financial statements and
consolidated annual financial statements“,“Law no. 225/2015 (Romanian
Parliament, 2015) regarding the Fiscal Code®, “Ordinance of emergency no. 111 of
July 1, 2020 on amending and supplementing Law no. 129/2019 for preventing and
combating money laundering and terrorist financing®), from the point of view of
their inclusion in the general chart of accounts:

* cryptocurrencies cannot be considered currency - money - “legal tender”,

2! https://accountinghub.ro/cum-inregistram-in-contabilitate-tranzactiile-cu-criptomonede
22 Idem
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because they do not meet the criteria: they are not supported or issued by the
Government, they are not legal means of payment (Vardi, 2016);

* they cannot be classified as cash equivalents because they are not short-
term financial investments (up to 3 months) which can be converted at any time
into cash®;

* they may be classified as financial instruments - but are not shares, bonds
or other investments, because they do not represent a contract that simultaneously
generates a “financial asset for an entity and a financial liability or an instrument of
equity for another entity”* . There may be situations when cryptocurrencies are the
subject of a contract in which one party decides to sell and the other party decides
to buy cryptocurrencies;

e are intangible assets - according to art. 138. - fixed assets are assets
generating future economic benefits and art. 144”, — "an intangible immobilization
is an identifiable non-monetary asset without physical form". Art. 150. - "specifies
that an asset is identifiable if: a) it is separable, i.e. it can be separated or detached
from the entity and sold, transferred, assigned by contract license, leased or
exchanged, either individually or in conjunction with another contract, with an
identifiable asset or a related identifiable liability, regardless whether or not the
entity intends to do so""; or b) arises from contractual or other legal rights, whether
those rights are transferable or separable from the entity or other rights and
obligations";

e are current assets - stocks when they are held by a unit for the purpose of
sale, given that it meets the conditions provided by the law, art. 272. - Stocks are
current assets: a) "held to be sold during the normal course of business; b) in the
process of production for sale in the normal course of business; or ¢) in the form of
raw materials, materials and other consumables to be used in the production
process or for the provision of services".

According to the Emergency Ordinance no. 111 from the 1st of July 2020
on the amendment and completion of "Law no. 129/2019 (Romania Patliament,
2019) for preventing and combating money laundering and financing terrorism",
providers involved in exchange services between virtual currencies and fiat money
have obligations related to the identification of suspicious activities, namely
recognizing clientele, identification of the real beneficiary, monitoring and reporting
to the authorities of certain transactions.

Which accounts are the ones used to record transactions in the accounts?

1. If we consider digital currencies as goods:

a. Acquisition of cryptocurrencies: 371 Goods = 401 Providers

b. Provider’s payment. 401 Providers = 5121 Money Accounts in RON

¢. Selling cryptocurrencies: 4111 Clients = 707 Incomes from the selling of
goods

23 Ibidem

24 Tbidem

% OMFP 1802/2014 for “the approval of accounting regulatons on individual annual financial
statements and consolidated annual financial statements®
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d. Receivable’s collection: 512 Money Accounts in RON = 4111 Clients
e. Management download: 607 Expenditures regarding goods = 371 Goods

2. An economic unit providing services is paid in cryptocurrencies:

a. Invoice registration: 4111 Clients = 704 Service Incomes

b. Bitcoin Cash-In: 581 Internal Transfers = 4111 Clients; 371 Bitcoin = 581
Internal Transfers

¢. If Bitcoin is cashed in currency: 581 Internal Transfers = 371 Bitcoin; 5124
Bank Accounts in Foreign Currency = 581 Internal Transfers

4. Conclusions

With the increase in popularity and interest shown by both individual and
legal persons regarding transactions with cryptocurrencies, it is possible that
governments will get involved in regulating them, as they can compete directly with
commercial banks in the future.

This paper tried to highlight certain fiscal and accounting aspects regarding
cryptocurrencies, but also noticed the lack of regulations in the field.

The main contribution of this paper consists in the notions extracted from
the literature of specialty on activities with virtual currencies.

Therefore, this work should not be seen as a complete treatment and
comprehensive research and taxation of cryptocurrencies; future research needs to
be done to provide additional information on the potential for virtual currencies to
become a secure asset, as well as on technical specificities such as mining
concentration and validation and confirmation processes - special attention should
be paid to the legal framework for payments in cryptocurrency (Gimilano, 2016).
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