
VIEWPOINT
Digital CurrenCies

IS Chartered Accountant 32

Accounting for Digital Currencies

The Rise  
of BiTcoin

by   

Miao Bin & ClarenCe Goh
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In September this year, Bitcoin 
made headlines when Braintree, a 
PayPal subsidiary, announced that 

it was making its “first foray” into 
accepting the virtual currency, with 
its CEO Bill Ready announcing that 
“over the coming months, we’ll allow 
our merchants to accept Bitcoin”.

Gill Luria, an analyst, described 
this as a “substantial development” 
for Bitcoin because it “opens the door 
for PayPal to integrate Bitcoin into its 
main wallet functionality” such that 
“millions of retailers will de facto be 
accepting Bitcoin overnight”.

What is Bitcoin?
Bitcoin, the world’s first 
cryptocurrency, is a virtual currency 
that is stored in “digital wallets” that 
allow users to make transactions or 
save their money in. Like conventional 
currencies, they can be acquired on 
“Bitcoin exchanges” at prevailing 
exchange rates. 

However, Bitcoin differs from 
conventional currencies in that 
it is not controlled or issued by 
any central authority such as a 
Central Bank. Instead, it is created 
by “miners” who receive Bitcoins 
in exchange for solving complex 

s
Proponents of Bitcoin point 
to the many benefits that it 
offers over the traditional 

currency. for example, Bitcoin 
transfers can be completed 

almost instantly and at zero 
or minimal fees... Bitcoin 

transactions are irreversible...
Bitcoin is not issued or 

controlled by any authority, 
and has a predictable growth in 

supply, it is not subject to the 
risk of devaluation that results 

from excessive “money printing” 
by central banks.

mathematical puzzles. This process 
of Bitcoin “mining” resembles that 
of mining gold – the total supply of 
Bitcoin is capped at 21 million units, 
and the mathematics of the Bitcoin 
system was set up so that it becomes 
progressively more difficult to mine 
new Bitcoins over time. 

Since its introduction in 2009, 
Bitcoin has enjoyed growing 
popularity, with an increase in its use 
for “real” transactions. For instance, 
Bitpay, a startup which processes 
Bitcoin payments, reported that the 
number of merchants who signed up 
for its service rose rapidly from 1,000 
in September 2012 to over 10,000 a 
year later. Latest statistics show that 
more than USD50 million worth of 
transactions are done using Bitcoin 
every day.

Proponents of Bitcoin point to the 
many benefits that it offers over the 
traditional currency. For example, 
Bitcoin transfers can be completed 
almost instantly and at zero or 
minimal fees, making it a competitive 
form of payment, especially when 
compared to credit cards and bank 
wires. Also, Bitcoin transactions are 
irreversible, and therefore protect 
vendors from “charge-back” losses 
that can arise from fraud. At the 
macro level, because Bitcoin is not 
issued or controlled by any authority, 
and has a predictable growth in 
supply, it is not subject to the risk 
of devaluation that results from 
excessive “money printing” by  
central banks.

On the other hand, critics 
argue that the inherent volatility 
of Bitcoin prevents it from being 
widely adopted. As a store of value, a 
currency must be relatively stable in 
its value. However, due to its inherent 
risk and high volume of speculative 
trading, Bitcoin’s exchange rate with 
major currencies in the world has 
been extremely volatile.

For instance, the exchange rate of 
Bitcoin to the US dollar experienced a 
roller-coaster ride in 2013. It started 
the year at USD13, and climbed all the  
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way up to USD1,147 on December 4,  
before collapsing to USD522 only 
two weeks later. It eventually closed 
the year at USD758. This high 
volatility leaves users of Bitcoin with 
tremendous impairment risk, or costs 
them significant transaction fees if 
they constantly convert any remaining 
Bitcoins into traditional currency.

Correspondingly, any corporation 
holding significant volumes of 
Bitcoins on its balance sheet would 
see protecting the value of its holdings 
as a key priority. However, in its 
current state, the market for Bitcoin 
is both too small and immature to 
support financial instruments that 
effectively allow firms to hedge 
against exchange rate fluctuations.  

Following Bitcoin’s success, 
there have been a plethora of other 
cryptocurrencies – also known as 
“altcoins” – that have emerged. While 
many of these Bitcoin alternatives 
borrow ideas from Bitcoin, they  
also attempt to better it by fixing 
its flaws, such as those found in the 
mining process.

Although none of the altcoins 
in circulation today enjoy the same 
prominence as Bitcoin, some, such as 
Litecoin and Dogecoin, have rapidly 
grown in popularity and could 
challenge Bitcoin’s status as the 
leading cryptocurrency in the future. 
Users and investors must be aware 
of the potential negative impact of 
competition on the value of Bitcoin.     

Another major risk faced by 
Bitcoin adopters is the policy 
uncertainty from regulators. An 
unfortunate fact about Bitcoin is that 
it has many traits, such as anonymity 
and non-traceability, which can 
be exploited to conduct criminal 
activities. For instance, the 2013 FBI 
takedown of Silkroad, a notorious 
website for criminal activity, revealed 
that Bitcoins were widely used 
in transactions made on the site. 
To counter such illegal activities, 
regulators around the world have 
begun to tighten control over  
Bitcoin transactions.

Bitcoin regulation  
in singapore
Early this year, the Monetary 
Authority of Singapore (MAS) 
announced plans to regulate virtual-
currency intermediaries including 

operators of Bitcoin exchanges 
and vending machines in order “to 
specifically address money laundering 
and terrorist financing risks”.

In particular, MAS said in a 
statement that it would introduce 
legislation requiring virtual 
currency intermediaries that buy, 
sell, or facilitate the exchange of 
such currencies for real currencies 
to verify the identities of their 
customers, and to report any 
“suspicious transactions” to the 
Commercial Affairs Department. 
MAS also warned that “consumers 
and businesses should take note 
of the broader risks that dealing in 
virtual currencies entails and should 
exercise the necessary caution”, and 
that investors in virtual currencies 
such as Bitcoin should be aware that 
they do not enjoy the safeguards that 
investors in securities have under 
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would be to consider them as 
barter trades, which fall under the 
jurisdiction of accounting for non-
monetary transactions. But this 
will introduce complications to 
the revenue recognition process, 
for which accountants must make 
judgements on critical factors such 
as the timing of recognition and 
transaction amounts.

Keeping up With 
developments
Despite its fast growth, it remains too 
early to predict whether Bitcoin will 
achieve sustainable success to become 
a widely accepted form of payment. 
The increasing acceptance of Bitcoin 
as a form of currency should, however, 
provide the catalyst for a greater 
awareness of the issues surrounding 
its use. 

Indeed, it appears that 
cryptocurrencies are here to stay. 
Regardless of whether developments 
occur in Singapore or elsewhere, 
they will continue to impact the 
business community here. Therefore, 
businesses in Singapore should be 
prepared to handle developments in 
these areas even if they choose not to 
embrace them.

A greater understanding of the 
developments of Bitcoin would allow 
businesses to alert themselves to the 
issues and concerns that arise so that 
they can better prepare themselves 
and make informed decisions 
about whether to take advantage of 
opportunities presented by Bitcoin, 
establish risk control measures, or to 
avoid its use altogether. 

At the same time, other users 
of Bitcoin should also be aware of 
the speculative and transactional 
risks involved when using Bitcoin 
as an investment tool or in making 
purchases.  ISCA
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either the Securities and Futures Act 
or the Financial Advisers Act. 

Further, Singapore firms which 
buy and sell Bitcoins, or exchange 
them for other goods and services 
must pay taxes for these transactions, 
with the Inland Revenue Authority of 
Singapore (IRAS) stating that the sale 
and exchange of Bitcoins “in return 
for a consideration in money or in 
kind is a taxable supply of services 
subject to GST”.

accounting treatment 
of Bitcoins
The rapid growth of Bitcoin as a 
medium of business transaction 
also poses a pressing question to 
the accounting profession: How to 
account for it? 

In this respect, accounting 
standard-setters have not issued 
any official guidance on this issue, 

leaving company accountants 
and their auditors to exercise 
professional judgement when 
applying existing accounting 
standards to Bitcoin transactions.

Given that Bitcoins have often 
been referred to as a “digital 
currency”, it is tempting to use 
accounting standards for foreign 
currency to account for transactions 
that involve Bitcoin. However, it is 
debatable whether or not Bitcoin can 
be considered as being equivalent 
to a foreign currency. Also, given 
Bitcoin’s highly volatile exchange 
rates with major currencies, such an 
accounting treatment is likely to lead 
to overwhelming net foreign currency 
translation adjustments, and distort 
the true profitability of a firm’s 
underlying operations.

An alternative accounting 
treatment for Bitcoin transactions 


