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CRYPTO TAX
THREAT MATRIX

A Strategic Assessment of Risk in
the Era of Al-Driven Enforcement.

How to Determine if your Crypto Reporting is at Risk!

A Strategic Guide for Serious Investors

By Rafael Stuchiner, Retired NYC Tax Lawyer



THE SHERIFF JUST BOUGHT
A SUPERCOMPUTER:

WHY YOUR CRYPTO IS NO
LONGER INVISIBLE TO THE IRS

IF YOUR CRYPTO RECORDS ARE A MESS, THE IRS Al
SEES A PROFIT.

For years, the conventional wisdom among crypto
investors was that the IRS was "too big and too slow" to
catch them. Many believed that if they kept their head
down, they would simply fall through the cracks of a
shrinking government agency.



That assumption is now a liability.

While headlines focus on IRS manpower reductions and
budget shifts, they miss the more critical story: The IRS has
replaced the agent with the algorithm. The scales have
tipped back decisively in favor of the government through a
"Digital Dragnet." The IRS is no longer searching for needles
in haystacks; they are using Artificial Intelligence to
magnetize the needles.

The new IRS enforcement model is built on Revenue
Maximization. Their Al (specifically the Line Anomaly
Recommender) does not look for every mistake; it flags the
portfolios most likely to yield a high-dollar recovery for the
government. If you have a substantial portfolio, you aren't
just "on the radar"—you are being scored by a machine that
never sleeps and never overlooks a data gap.
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PART 1:
Executive Summary —

The "Honor System" is Over

For the past decade, cryptocurrency taxation relied heavily on the
honor system. The IRS knew trading was happening, but they lacked
the visibility to see exactly who owned what wallet or how much
profit was made.

That era has officially ended.
As we enter the 2025 tax filing season, the IRS has fundamentally

changed how it selects tax returns for audit. They have moved away
from sending educational warning letters and have shifted to
automated enforcement. Using new laws passed by Congress and
powerful Artificial Intelligence (Al) tools, the IRS can now see into
the "black box" of crypto trading.

This report explains the three major changes you need to know, the
specific errors the IRS is targeting, and provides a Self-Assessment
Scorecard to help you evaluate your audit risk before we file your
return.

Presented by Crypyo Tax Authority | rafael@cryptotaxauthority.com | 503 866-1903




PART 2:
The Three "Game Changers"

for 2025

The IRS strategy for 2025 rests on three new pillars. Understanding
these will help you avoid the most common traps.

1. The "W-2 for Crypto" (Form 1099-DA)

In the past, you told the IRS what you sold. Now, the exchanges tell
them first.

e The Change: Starting with transactions in 2025, major custodial
exchanges (like Coinbase, Kraken, Robinhood, and PayPal) are
legally required to send Form 1099-DA to the IRS.

e What it Reports: This form tells the IRS the Gross Proceeds of
your sales. For example, if you sold 1 Bitcoin for $60,000, the
form tells the IRS you received $60,000.

e The Danger: In this transition year, the form might not tell the IRS
what you originally paid for that Bitcoin (your "Cost Basis"). If
you fail to report that sale on your tax return, the IRS computer
will automatically assume you paid $0 for it. They will treat the
entire $60,000 as pure profit and send you an automated bill for
the tax on that amount.
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2. The "Lifestyle Check" (Al Surveillance)

The IRS is no longer randomly selecting people for audits. They are
using Al to find "Lifestyle Mismatches."

e The Change: The IRS has linked its tax database with banking
data, credit card processors, property records, and even social
media activity.

e How it Works: The Al assigns you a "consumption score." It
calculates how much money you appear to be spending. If you
report an income of $50,000 on your tax return, but the data
shows you bought a $80,000 car, took luxury vacations, and paid
off large credit card bills, the system flags the discrepancy.

e The Assumption: The automated system assumes the
unexplained money is hidden crypto income and triggers an
audit to find it.

3. The "Wallet-by-Wallet" Rule

This is a technical rule with a major financial impact.

e The Change: As of January 1, 2025, you are generally required to
track your crypto costs on a wallet-by-wallet basis.

e What it Means: In the past, many people pooled all their crypto
together to calculate their taxes. If you bought Bitcoin cheaply in
Wallet A and sold Bitcoin expensively in Wallet B, you might have
used the cheap cost from Wallet A to lower your taxes on Wallet
B.

e The Trap: The IRS has disallowed this method for many
situations. If your tax software is still lumping everything
together ("Universal Method"), your tax return is technically
incorrect. In an audit, the IRS can reject your math, recalculate
your taxes using the most expensive method possible, and
charge you for the difference.
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PART 3:

The Hit List —
What is the IRS Looking For?

When the IRS computers scan your 2025 tax return, they are
specifically hunting for these five "Red Flags."

1. The "Phantom" Millionaire (Gross Proceeds Mismatch)

This is the most common trigger. The IRS computer compares Line 1
of your crypto tax form (Form 8949) against the total number from
all the 1099 forms they received from exchanges.

e The Trigger: If the total sales you report are even $1 lower than
what the exchanges reported, the return is frozen.

e The Consequence: You receive a CP2000 Notice (an automated
tax bill) assessing tax on the unreported difference, often with a
20% negligence penalty added immediately.

2. The DeFi "Black Hole"

The IRS knows they can't easily see what happens inside
Decentralized Finance (DeFi) apps like Uniswap or Aave. So, they
watch the "On-Ramps" and "Off-Ramps."

e The Trigger: They track money moving from a compliant
exchange (like Coinbase) to a private wallet (like MetaMask). If
$50,000 moves into a private wallet and then $80,000 comes
back to the exchange six months later, but you reported no
taxable trades in between, they know you are hiding DeFi gains.

e The Consequence: They label this "willful evasion," which carries
much higher penalties (up to 75%) than simple mistakes.
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3. Staking & Mining Misclassification
Many investors try to treat rewards from Staking or Mining as capital

gains, meaning they don't report them until they sell the coin.

e The Trigger: The IRS requires these rewards to be reported as
Ordinary Income (like a salary) on the day they are received. The
computer looks for incoming deposits on the blockchain that
look like rewards.

e The Consequence: If you fail to report this income, you owe back
taxes at the higher ordinary income tax rate (up to 37%) rather
than the lower capital gains rate (20%).

4. The "Wash Sale" Trap
Although the "Wash Sale Rule" (banning selling a stock at a loss and

buying it right back) hasn't been explicitly written into crypto law by
Congress, the IRS is enforcing it anyway using a legal tool called the
"Economic Substance Doctrine."

e The Trigger: If you sell a coin to claim a tax loss and buy it back
within a few days (or hours), the IRS claims the sale was "fake"
and done only to avoid taxes.

e The Consequence: They disallow the loss, which increases your
taxable income and your tax bill.

5. "Hobby" Business Losses
Did you buy expensive computers to mine crypto, or set up a home

office for trading, and claim a business loss to lower your taxes?

e The Trigger: The IRS Al looks for "Schedule C" business forms
that show large expenses but little to no actual revenue.

e The Consequence: They reclassify your business as a "Hobby."
This means you still have to pay taxes on any money you made,
but you are not allowed to deduct any of your expenses (like the
computers or electricity).
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PART 4:

Client Risk Assessment Toolkit

Please complete the following chart to determine your exposure
level for the 2025 tax year. Be honest in your answers—this is for
your internal assessment to help us protect you.

Instructions:
1.Read each question in the Risk Factor column.
2.Select Yes or No.
3.Enter the corresponding Points in the Score coumn.
e Tally your Total Risk Score at the bottom.
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The 2025 Audit Risk Scorecard

CATEGORY RISK FACTOR

1. Did you receive a Form 1099-
DA (or 1099-B/K) from any

Y4
A. The Paper Trail crypto exchange?
(Check your email/account
documents carefully)

2. Is the total "Proceeds"
number on your tax return
LOWER than the total on your CRITICAL
1099 forms? (10)

(Even by a small amount)

3. Do you have accounts on
foreign exchanges (e.g., Binance
Intl, KuCoin, Bybit) that do not
require KYC?

4. Did you spend significantly
more money this year than the
B. Lifestyle & income you are reporting?

Wealth
(Think: New cars, luxury travel,
paying off big debts)

5. Did you purchase any major
asset (Real Estate, Vehicle, Boat)
using crypto directly or cash
derived from crypto?
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C. Hidden Activity

6. Did you transfer funds from
an exchange to a private wallet
(Metamask, Ledger, etc.)?

7. If you answered YES to #6, did
you fail to report the activity
inside that private wallet?

(e.g., Swaps, Staking, Yield
Farming)

CRITICAL
(10)

8. Did you use any "Mixing"
services (Tornado Cash) or
Privacy Coins (Monero/Zcash)?

D. Strategy &
Math

9. Are you reporting
Staking/Mining rewards as
"Capital Gains" instead of
"Ordinary Income"?

10. Did you sell a coin at a loss
and buy it back within 30 days?

11. Are you claiming a "Business
Loss" (Schedule C) for crypto
mining or trading?

12. Did you use tax software that
lumps all your wallets together
("Universal Basis")?

TOTAL SCORE
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PART 5:
Results Interpretation & Action Plan

Once you have tallied your score, find your zone below to
understand your audit exposure and the necessary next steps.

Green Zone (Score: O - 5)
Status: Low Risk
e Interpretation: Your activity profile is consistent with a standard
compliant taxpayer. You likely have accurate records and are not
triggering major automated flags.
e Recommended Action:
o File your return normally.
o Ensure you keep digital copies of all transaction history
(CSVs) for at least 3 years.
o No special disclosures are likely needed.

Status: Moderate Risk (Caution)

e Interpretation: You have several "flags" that the IRS Al models
are trained to detect. While you may not receive an automatic
bill, your return is at high risk for a "correspondence audit" (a
letter asking for proof).

e Recommended Action:

o Review Records: Double-check that you have wallet
addresses and transaction hashes for every transfer.

o Consider Disclosure: We may recommend attaching a "White
Paper" statement to your tax return. This is a brief
explanation (e.g., "The transfer on July 12th was to a personal
wallet, not a sale") that can prevent an auditor from making
false assumptions.

o Verify Basis: Ensure your specific wallet tracking is accurate.
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@ Red Zone (Score: 13+)

Status: High Risk (The "Audit Zone")

* Interpretation: Your profile contains "Critical" triggers. It is
highly probable that you will receive an automated CP2000
notice or a field audit request. The IRS computer systems are
programmed to freeze returns with these characteristics.

e Recommended Action:

o DO NOT FILE YET: We must pause and conduct a "Pre-
Audit" review.

o Reconcile 1099s: We must match your reported sales
exactly to the penny with the forms the IRS received.

o Reconstruct Data: If you answered YES to Question #7
(Unreported Private Wallet Activity), we must reconstruct
that data immediately. The penalties for "hiding" this
activity are severe.

o Legal Review: Depending on the severity (e.g., use of
mixers), we may need to discuss this with a tax attorney to
ensure you have attorney-client privilege before filing.

® CRITICAL FLAG (If you scored 10 on Question 2 or 7)

Status: Severe Exposure
e Interpretation: You have a direct discrepancy that the IRS
computers will catch 100% of the time.
e Action: You cannot file the return as-is. It will result in an
immediate tax bill and negligence penalties. Please contact our
office immediately to schedule an emergency review session.
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CONCLUSION

The goal of this toolkit is not to scare you, but to prepare you. The

IRS has modernized and are using advance ai techniques, and our

reporting must modernize with it. By identifying these risks before

we file, we can correct errors, gather the right documentation, and
ensure that your tax return stands up to scrutiny.

YOUR NEXT STEP

Please return your Scorecard to our office along
with your tax documents so we can determine the
best strategy for your 2025 filing.




Learn more about my

6-Week Intensive Tax Program

a complete tax mastery system designed for serious crypto
investors with real wealth at stake
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In just 6 weeks of intensive training, you'll master the 4 Pillars and
transform your entire approach to crypto taxation.

Disclaimer: This guide is for educational purposes only and does not constitute legal or tax
advice. Always consult with a qualified professional regarding your specific financial situation.




