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The Impact of Donating Cryptocurrency to 501(c)(3) Charitable Organizations and Tax
Considerations for US tax residents

Cryptocurrency has gained significant popularity and acceptance as a medium of exchange and
investment. Alongside its financial potential, crypto has also become an innovative avenue for
charitable giving. Donating cryptocurrency to 501(c)(3) charitable organizations not only allows
individuals to support causes they care about but can also yield tax benefits. In this article, we
explore the impact of donating cryptocurrency to such organizations and the associated tax
implications for US tax residents. Before we cover the details and tax savings opportunities with
cryptocurrency donations, we want to clarify a few terms that will be frequently used in the article.

What is a 501(c)(3) organization?

501(c)(3) organizations are tax-exempt nonprofit organizations recognized by the Internal Revenue
Service (IRS) in the United States. These organizations operate for purposes such as charitable,
educational, religious, scientific, and literary endeavors. Most 501(c)(3) organizations can be found
on IRS’ website using this tool.

What is Cryptocurrency staking?

Cryptocurrency staking is when you pledge your cryptocurrency toward helping validate transactions
on the blockchain. Usually, you won’t personally be validating transactions, but computers in the
network will, and you can stake easily through programs at many major exchanges, or liquid staking
protocols such as Lido.

Is there a difference in tax treatment if you buy or earn the cryptocurrency through the
staking/mining process (in the context of crypto donations)?

Regardless of if you buy or earn cryptocurrency through the staking/mining process, the tax benefits
for donating cryptocurrency are the same and are explained below.

There are 2 main tax benefits for donating your Cryptocurrency to a 501(c)(3) organization: receiving
a tax deduction for the fair market value of the donated crypto and eliminating the need to pay
capital gains tax on the appreciated value.


https://www.irs.gov/charities-non-profits/search-for-tax-exempt-organizations

Troy Accounting
Expar Tax CPA

1. Tax deduction for the fair market value of the donated crypto

When donating appreciated cryptocurrency to a qualified 501(c)(3) organization, the donor can
generally claim a tax deduction for the fair market value of the donated crypto at the time of the
contribution. This deduction can help reduce the donor's taxable income, thereby potentially
lowering their overall tax liability. It’s important to note that the origination of the cryptocurrency
doesn’t affect the benefit of the tax deduction if the donor holds the cryptocurrency for longer than
1 year before the contribution. The donor can receive the coin as a gift, buy or acquire the
cryptocurrency through the staking process, the tax deduction can be claimed in a US tax return in
either of those cases.

It is essential to navigate the associated tax considerations properly. Here are a few key points to
keep in mind:

1. Documentation and Valuation: To claim a tax deduction, donors must maintain proper
documentation of the donation. This includes obtaining a receipt or acknowledgment from
the charitable organization or providing evidence of donation transactions from the
blockchain for smaller donations, and ensuring an accurate valuation of the donated
cryptocurrency at the time of contribution.

2. Holding Period: To qualify for the capital gains tax exemption, donors typically need to hold
the donated cryptocurrency for more than one year. Short-term holdings may still be eligible
for a tax deduction, but capital gains tax may apply.

3. Generally, to deduct a charitable contribution, you must itemize deductions on Schedule A
(Form 1040). Itemized deductions are a group of allowable deductions which include
property and state income taxes, mortgage interest, medical expenses, charitable donations,
and other allowable deductions. Taxpayers can take the higher standard deduction (513,850
for a single taxpayer in 2023), or the itemized deduction. To maximize the itemized
deductions, taxpayers can contribute every other year a larger amount, rather than a smaller
amount every year to increase their itemized deductions over the standard deduction. The
amount of your deduction may be limited if certain rules and limits explained in publication
526 apply to you.

4. Required Reporting: For significant cryptocurrency donations, donors may need to file Form
8283, Noncash Charitable Contributions, as well as obtain an appraisal. Below is the
summary of reporting requirements based on the amount of cryptocurrency donations.

e Up to $250 donation - Receipt from the qualified organization

e Donations between $250 and $500 - Contemporaneous written acknowledgment of your
contribution from the qualified organization is required.

e Donations between $500 and $5,000 - Contemporaneous written acknowledgment of
your contribution from the qualified organization is required. Taxpayers are also required
to complete form 8283 and file it with their tax return.


https://www.irs.gov/pub/irs-pdf/p526.pdf
https://www.irs.gov/pub/irs-pdf/p526.pdf
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e Donations over $5,000 - Substantiation requirements are the same as those for
donations over $500, except the taxpayer must also include a qualified appraisal of the
donation’s value.

You can see publication 526 for additional details on specific reporting requirements.

2. Eliminate the need to pay capital gains tax on the appreciated value.

Since cryptocurrencies are classified as property by the IRS, donating them directly (without cashing
out the crypto or converting to Fiat currency) to a nonprofit organization can eliminate the need to
pay capital gains tax on the appreciated value. This can be particularly advantageous for individuals
who have held cryptocurrency for an extended period, as they can avoid realizing capital gains upon
donation.

For example, imagine you bought or earned 1 ETH in 2020 and the cost basis of the crypto is $200.
You decide to donate the ETH to a qualified 501(c)(3) organization in 2022 when the fair market value
of the ETH is $500. There is a $300 unrealized long-term gain ($500 FMV less $200 basis) that would
be recognized gain if the ETH was sold, but if you donate the same ETH to a qualified charity, you
won’t recognize any gain.

Donating cryptocurrency to 501(c)(3) charitable organizations offers a unique way to support causes
while potentially enjoying tax benefits. By donating appreciated cryptocurrency directly, individuals
can claim a tax deduction for the fair market value and potentially avoid capital gains tax. However,
understanding and adhering to the tax implications is crucial to maximize the benefits and ensure
compliance. With proper planning and consultation with tax professionals, individuals can make a
positive impact on charitable organizations while managing their tax obligations effectively.

Many countries take a similar approach to cryptocurrency taxation, but taxpayers should consult with
a local tax professional in their jurisdiction for an accurate treatment of crypto donations from
staking/mining. If you need assistance with planning, advice, or tax compliance with US taxes, feel
free to reach out to our trusted advisers, Troy Accounting:

Disclaimer: This article should not be considered financial or legal advice. Every person’s situation is
different, and we strongly recommend that you talk to your accountant, attorney, or financial advisor
before making any major financial decisions.


https://www.investopedia.com/terms/q/qualified-appraisal.asp
https://www.irs.gov/pub/irs-pdf/p526.pdf
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