
HMRC do not view cryptocurrency (CC) as ‘currency’ or ‘money’ but, in effect, as a virtual asset 
which can be turned into money.

Activities carried out by either an individual or a business can consist of buying and selling CC or 
exchanging one digital currency for another, such as Bitcoins for Polkadot. Some businesses allow 
you to purchase goods and services from them using this virtual ‘money’. A crypto ‘trader’ may gift 
their CC to somebody other than their spouse or civil partner. In the vast majority of these 
situations, if the CC has increased in value from the date you acquired the asset to the date you 
carried out any of these actions, the ‘gain’ may be liable to capital gains tax. Depending upon your 
circumstances that will be a tax rate of either 10% or 20%, if you are an individual, or 19% if you are 
conducting this crypto activity through a company. 

Crypto mania – the tax reality

There are thousands of different kinds of digital cryptocurrencies with interesting names like Bitcoin, 
Ethereum, Polkadot and Litecoin to name but a few. It has its own language with terms like 
miners/mining, private and public keys, blockchain, hot and cold wallets, airdrops, exchanges and 
crypto trading.

Despite the wild volatility of the crypto marketplace, the risk of fraud, theft and hacking, it is fair to say 
that the world in general has gone crypto mad. But be careful, there are tax consequences to all of 
this. What are they?

For example:

Danielle acquires 500 Ethereum coins for £5,000. Sometime later she is able to purchase a new car 
using all those virtual coins. The agreed value of the vehicle at the time, in sterling, would have been 
£35,000. 

Danielle is a higher rate taxpayer and has already used up her capital gains tax annual exemption this 
year following the sale of a property.

Danielle will be liable to capital gains tax (CGT) as follows:
Deemed disposal of 500 Ethereum coins – Proceeds £35,000 

Less
Acquisition cost (£5,000)
Chargeable Gain £30,000 at 20% = CGT to pay £6,000.

In a recent survey, 51% of investors aged 
between 18 and 37 traded or owned 
cryptocurrencies, which is double the 
number of those investing in the stock 
market.
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Talk to us 

If you are involved in crypto trading it 
is important to keep proper records 
and to disclose any income/gains 
arising from that activity and, where 
applicable, correctly claim any losses 
which may occur. If you need any help 
or advice, please do not hesitate to 
contact us

info@thornewidgery.co.uk
01432 276 393

HMRC set a high bar for any income from 
crypto activity to be deemed to be trading 
profit for tax purposes. A crypto ‘trader’ 
may have to demonstrate a significant 
level of activity, organisation, 
commerciality and a sophisticated 
understanding of the CC market. If 
treated as ‘trading’ then any losses can be 
utilised in a more flexible way than the 
alternative tax options. 

Some crypto ‘traders’ may be actively 
engaged in ‘mining’. This can involve using 
very powerful computer hardware and 
significant levels of electricity to solve a 
complex puzzle. Once solved this brings 
more of that particular CC on to the 
marketplace. If the ‘miner’ is successful 
they may receive ‘free’ CC and the right to 
a slice of the fees generated from 
transactions using these newly created 
CC. The market value of the ‘free’ CC and 
the fees will normally be treated by HMRC 
as ‘miscellaneous’ income which will be 
taxed at the individual’s highest rate of tax 
or if a company at 19%. If that is the case, 
the expenses, such as the computer 
hardware and the electricity costs, may 
not be allowed as deduction against that 
income. 

 

'Free’ CC is sometimes dished 
out as a marketing ploy or 
because a particular investor 
holds a number of that 
particular currency. The market 
value of these ‘freebies’ can 
also treated as taxable income. 

Exchanges are online platforms 
where the vast majority of 
crypto trading activity is carried 
out. HMRC are now receiving 
information from those 
platforms and opening up 
enquiries where people or 
businesses have failed to 
declare their income/gains. 


