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IRS Taxation of Cryptocurrency Mining:
What Taxpayers Need to Know!

Castile, NY, 09.02.2026, 22:08 Time

USPA NEWS - Mining cryptocurrency? Learn how the IRS taxes rewards as ordinary income (up to 37% federal rates + self-
employment tax), plus capital gains on sales, while factoring in real costs like electricity that often eat into profits. Essential guidance
for miners.

Federal Tax Treatment of Crypto Mining Income and Dispositions.

According to current guidance from the Internal Revenue Service (IRS), the tax implications for individuals receiving cryptocurrency
through mining or as payment for goods and services are classified as ordinary income, valued at its fair market value at the moment
of receipt. If the mining activity is substantial enough to be considered a trade or business, and if the individual is not an employee, the
net income generated from mining is also subject to self-employment tax.

As with other income, when individuals later sell, trade, or otherwise dispose of their cryptocurrency, the difference between the
proceeds and the basis, typically the fair market value previously reported as income, is treated as a capital gain or loss. Short-term
gains, for cryptocurrencies held for one year or less, are taxed at ordinary income rates, while long-term gains, for assets held over one
year, benefit from preferential long-term capital gains rates, currently set at 0%, 15%, or 20% at the federal level, depending on the
taxpayer's income.

The federal ordinary income tax rates currently range from 10% to 37% for higher-income taxpayers. Additionally, high-income
individuals may be subject to a 3.8% Net Investment Income Tax on certain investment income, which includes some cryptocurrency
transactions. State income tax varies widely; while some states impose no income tax, others may exceed 10% for those in the highest
brackets. For those mining cryptocurrency as a business, a self-employment tax of 15.3% on net earnings may apply, subject to
specific limits and thresholds. The overall tax burden, which includes federal income tax, potential Net Investment Income Tax, state
income tax, and self-employment tax, can be significant, particularly for high-income earners in states with elevated tax rates.

Profitability in cryptocurrency mining is influenced by various operating costs, including electricity, cooling, and hardware expenses.
There is no standardized profit figure; small-scale or hobby miners may experience low or negative net profits after accounting for
these costs. In contrast, more efficient mid-sized operations can achieve positive net income if they effectively manage expenses and
scale operations. Large or industrial-scale mining operations may yield higher net income per machine but typically require substantial
upfront investment and access to low-cost electricity to stay competitive. For tax purposes, miners operating as a business may
deduct ordinary and necessary business expenses, such as equipment depreciation, electricity for mining, and certain facility costs,
against their mining income. This can help to reduce both income and self-employment tax liabilities on net profits.

Given the complexities of tax treatment and the evolving rules surrounding digital assets, individuals engaged in cryptocurrency mining
or receiving it as income should maintain detailed records of receipts, fair market values at the time of receipt, dispositions, and
related expenses. Consulting with a qualified tax professional is advisable to navigate the specific federal, state, and self-employment
tax rules applicable to individual situations.

For more details on the federal tax treatment of digital assets, including mining and other taxable events, individuals can refer to the
IRS guidance and frequently asked questions on virtual currency transactions available on the IRS website.
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