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Abstract: Cryptocurrency technology is considered as smart
technology that would transform our way of doing businessin the
near future. Its unique features are said to be far superior than
our existing business technology which mainly based on cash
and credit, especially in time, security and cost. Nevertheless, its
entrance into the business arena has also turns our existing
systems of financial reporting and taxing upside down as both
systems were moulded, formulated and evolved just to suit the
systems of cash and credit. Therefore, the financial regulators
and inland revenue boards should come out with a nhew system
that can properly and fairly adapt to the technology of
cryptocurrency, in order to secure the imbalances between
financial application and itslaw and order.
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I.INTRODUCTION

Cryptocurrency is a type of “currency” that uses
blockchain system and cryptography technique in doing
transaction. The blockchain system connects the participants
through their nodes (computers) while the cryptography
technique is used in order to secure the “currency”
transaction, either from the side of the remitter or the
remittee. The system and technique are vita as the
transaction is done peer-to-peer and without any
intermediary. Hence, this is where the term cryptocurrency
comes from. The US Financial Crimes Enforcement
Network and European Legisation use more general
definitions for cryptocurrency, which are “convertible
digital currencies” and “digital equivalent of cash”,
respectively (Papadopoulos, 2015).

Most of the cryptocurrencies can be obtained through
mining. This mining process is largely a process of
maintaining the network of a cryptocurrency by verifying
and recording the transactions of the cryptocurrency.
Because of this maintaining process requires computers,
certain hardwares, softwares and consume a lot of
electricity, as well as other necessities, the miner is
rewarded with new similar cryptocurrency.
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The mining process led to the robustness of cryptocurrency
system from double spending and counterfeiting activities.
Other than that, cryptocurrency can be bought and sold
through exchanges, which primarily act as intermediaries for
the exchange of fiat currencies with cryptocurrencies vice
versa, or for the exchange of one type cryptocurrency with
another type of cryptocurrency.

As of today, there are more than 2500 cryptocurrencies
worldwide, more than 2000 cryptocurrency companies and
more than 70 global cryprocurrency exchanges. At the end
of 2018, the market capitalisation regarding the
cryptocurrency businesses is more than USD250 billion
(Othman et al., 2019).

Transaction of cryptocurrency requires public key and
private key. Public key or address is used for transactions
hence can be accessed or known to other people than the
owner of the cryptocurrency, while private key is used to
authorise the transaction, hence can only be known to the
owner himself. The transaction consists of the addresses of
the parties involved, authorisation by the owner of the
account and verification by the cryptocurrency network
participants. All of these are done using cryptography.
Hence, the sender and the receiver in the transaction process
cannot be identified based on the information on that
transaction alone. The transaction, however, is recorded in
the cryptocurrency system or aso known as a blockchain
system, which includes the time, the public keys and the
amount involved. These are viewable to the network’s
participant (Nian and Chuen, 2015).
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Figure 1. The Transaction Process of Cryptocurrency

Because of that, the transaction is called as unregulated.
To regulate things, precise information is of course needed.
Also, intermediary to that transaction is aso needed to
guarantee the validity of the said information. These two
things are purposely left from the cryptocurrency system in
order to achieve what they call as financial freedom and
eimination of third-party profit taking. Yes, with
cryptocurrency you can use your money/currency to buy
anything, anywhere and at any time asit is based on peer-to-
peer, your personal information would not be revealed and
no one will charge you the fee for the remittance. On the
other hand, because of the so-called freedom, the loss of
private key is irretrievable and if it is stolen, further
transactions after the loss cannot be stopped as there neither
intermediary nor information of the true owner of the
cryptocurrency. Also, because of that, cryptocurrency is
often associated with illegal goods, services and other
criminal activities such as money laundering and terrorist
funding (Saito, 2015).

I1.PROBLEM STATEMENT

The use of cryptocurrency has alarms many governments
worldwide. Laws and regulations were and are till being
formulated regarding how to treat and tax the
cryptocurrency. Not only cryptocurrency will revolutionised
the daily life of the individuals, but also the financial system
as a whole. Enterprises, even public listed companies and
government would be effected if the cryptocurrency is being
used in a large scale to replace the fiat money. Just imagine
how should tax collection works efficiently if
cryptocurrency doesn’t offer precise information of the
involved partiesin a transaction. And tax is only one part in
the financial system which aso includes the existing foreign
exchange, capital markets, central banks, debt markets and
others which have their own set of rules, and those set of
rules are based on fiat money and intermediaries. Some
people opine that cryptocurrency may not replace fiat
money, at present or in the near future but some believe that
it has dowly but surely replacing the latter in certain parts of
our daily life. For example, the activity of Initia Coin
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Offering (ICO), the acceptance of cryptocurrency by the
online marketplaces, the rapidly increased of the number of
cryptocurrency exchanges, and the increased number of
cryptocurrrencies and their market capitaisation. All of
these happened because cryptocurrency has been accepted
and used, although not entirely, to replace fiat money.
Further, the blockchain technology that comes with the
cryptocurrency has also been accepted very well in many
areas and led to the application of smart contract (Joo et al.,
2019). Another example is when Bitcoin were used in
financing formal company’s acquisition in 2013, which is
when Zeroblock were acquired by Blockchain, although the
amount of bitcoin used is not disclosed. Also, SatoshiDice
company were acquired by an undisclosed company by
using bitcoin that worth $11.5 million at that time (Kharpal,
2014). Basically, money is needed to buy things. A
universally accepted description of money is a ‘thing’ that is
regulated by law and recognised by the buyer and seller as
an exchange medium that can be divided into smaller units
and its nominal value does not change from time to time.
These characteristics can be found in al government-issued
fiat money but not entirely in cryptocurrency. The only
similar characteristic between the fiat money and the
cryptocurrency is both are accepted in online transaction,
but limited to certain marketplaces and certain buyers and
sellers in the case of cryptocurrency. For now, magjority of
the government worldwide do not recognise cryptocurrency
as money, hence the use of the cryptocurrency is deemed as
unregulated by law. Further, although cryptocurrency can be
divided into smaller units, the process of determining the
precise value of the smaller units is burdensome and
difficult. Take Bitcoin for example. Its value is highly
volatile and far higher compared to US Dollar and other fiat
currencies.
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At the time of this writing, 1 Bitcoin is equa to
10,162.50 US Dallar. A year before, 1 Bitcoin is valued less
than half of that Dollar amount, in which 1 Bitcoin equals
3,648.84 US Dollar. Two years before, 1 Bitcoin equals
8,547.49 US Dollar and two days before, 1 Bitcoin equals
not more than 10,000 US Doallar. Likewise, as most daily
goods or services are priced in fiat money currencies and not
many of them are priced equal to or more than 10,000 US
Dollar per unit or package, the unit or package would be
quoted in at least 4 decimal places if converted to Bitcoin
(Yermack, 2015). And these volatility and high value
characteristics are the nature of many cryptocurrencies and
are extremely difficult to be eliminated. Although one might
say that the advancement of technology nowadays may
enables the sdler to provide updated prices in
cryptocurrency denominations from time to time as prices
do change, the changes would occur far more rapid and
would cause distress not only to the buyer but aso to the
seller, the manufacturer and others as technology sometimes
fails to deliver what it promised and the technology aso
differs across time and places. As a conclusion,
cryptocurrency does not meet the requirements to be
regarded as money.

I11. CRYPTOCURRENCY IN ACCOUNTING AND
FINANCE

Cryptocurrency is needed in order to fully utilised the
blockchain system. This is in line with the purpose of
deploying the blockchain system, that is, to eradicate the
intermediary, costs and processing time, and at the same
time the transaction is immutable. Because of that, the
record of the transaction will be permanent and can’t be
atered. Thus, financia rules and regulations should be
amended in order to include cryptocurrency in the financial
system, for the sake of adapting the blockchain technology,
not just in the financial arena but also in many other fields
(Potekhina and Riumkin, 2017).

By using blockchain system, the transaction’s record will be
available in real-time to public, if it is set to such setting.
This type of transparency may or may not be preferred by
companies and others, but companies will have the choice to
whether set the record to be publicly available, or only
certain parties such as stakeholders, managers and officias
will have the privilege to access the record. Nevertheless,
above al, public companies do not have a similar privacy
right as individuals, as they are responsible to the public, by
providing them information, which are authenticaly,
reliably and timely accurate (Tapscott and Tapscott, 2016).
Hence, the use of blockchain system in accounting does
meet the objective of financial reporting in that sense and
would improve the confidence in financial market which has
been tampered with frauds and scandals, or at least alleviate
the financia market information asymmetry (Yu et al.,
2018; Yermack, 2017; The Economist, 2015). ICAEW IT
Faculty (2018) states that blockchain is a new accounting
breakthrough that simplify the transaction, or transfer of
assets and proprietorship, while at the same time providing
accurate information by producing a real time ledger and
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upholding the ledger for the interest of the participants. Asa
result, blockchain system can at least, take over the task of
obtaining clarity over proprietorship, obligations and
indemnities, which are parts of critical accounting
procedures. Most importantly, the cost-diminishing effect
that it would bring to the process of preparing financial
reporting is interesting and tempting to most accounting
service companies.The blockchain system is aso said to
substitute the job of an accountant as it records and verifies
all transactions without the need of intermediation by any
accountant or auditor. In other words, blockchain provides
an automated accounting system which could save time and
money compared to the current human accounting system.
This potential risk or benefit in accounting field, has been
documented by the Australian Department Industry (2014).
They further elaborate that the only barrier to the automated
system to replace the accountant is the superiority of human
accountant compared to automated system, which is: “the
ability to solve problems intuitively, improvise
spontaneously and act creatively”. Correspondingly, the
human accountants could concentrate their resources on
verifying, planning and appraising, which are also parts of
financia responsibilities (Deloitte, 2016). On the contrary,
the blockchain system can be used to manipulate the
financial report by performing certain cryptocurrency
transactions. This is done to achieve certain figure in the
record. If this is done, the legitimacy of such transaction
needs to be verified by the auditor. Perhaps the task of
human in accounting would be reallocated to certifying and
verifying business documents, or perhaps smart contracts in
the era of blockchain, as her original duty has been taken by
the blockchain (Yu et al., 2018). Blockchain is aso
unregulated, distributed worldwide and based on nodes that
are only known by their pseudonyms. As a result, no proof
of identity involved in the transaction and it is difficult for
any revenue agency to track the transaction details, for the
purpose of correctly taxing either the sender or the recipient.
At least, that is the case with companies like Airbnb and
Uber (Potekhina and Riumkin, 2017). Further, if there are
nodes conspiring in order to achieve certain objective, or
somehow thereis an accidental error that led to the insertion
of incorrect data to the block, corrective measures would be
hard to be implemented, at least would not be done in a
short period.

IV.ISSUESAND IMPACTSIN ACCOUNTING AND
FINANCE

The holdings of cryptocurrencies can be in huge amount and
the value of cryptocurrencies are usualy volatile. Thus,
financial practitioners would likely have to struggle to learn
about them. Most accountants would agree that it would be
fair value that would best account for a cryptocurrency as it
is the value that can be invested or traded for the desired
goods or services. However, the current accounting

regulations haven’t considered the treatment of
cryptocurrency yet.
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Lugo (2013) states that the formal accounting treatment
for cryptocurrency has not being announced yet by the
Financial Accounting Standards Board (FASB), the
organisation who sets accounting standards which are
adapted by public companies, but so far, the treatment
should conform the other comprehensive accounting basis,
and this is dtill the case at the time of this writing.
Consequently, one of the issues regarding cryptocurrency is
the taxation procedure for its transaction. To overcome this,
Swan (2015) suggests that the taxation system should be
changed to taxing on consumption, that is by taxing people
when they spend, especially on observable items, instead of
taxing on income. However, the procedure for this systemin
the cryptocurrency environment is still unclear especially on
services and taxing on consumption also raises other issues
as it would has asymmetric impact on public, with the
largest impact would be on retired person group, low-
income and middle-income households (Garner, 2005).
Because of the cryptocurrency’s popularity, businesses are
becoming tolerant in doing  cryptocurrency-based
transaction, either with other companies or with their
consumers. Nevertheless, another issue arose; the
accounting treatment on cryptocurrency. Cryptocurrency
doesn’t fit into financial asset classification as it can’t be
considered as cash and also doesn’t promised any cash to its
holder. Hence, cryptocurrency should be treated as
inventory and be measured at cost (Gary Berchowitz,
ACCA, 2018). Although cryptocurrency should be treated as
asset, it can’t be treated as money, as money is regulated as
legal tender under the law. Hence, cryptocurrency can’t also
be treated as cash. Further, cryptocurrency aso does not fit
the classification of electronic payment according to the
Central Bank of Finland as cryptocurrency transaction is
done based on pseudonymity. That is, the person who issued
and responsible for the payment is not formally known
(Pohjanpalo, 2014). Not only that, cryptocurrency is also not
recognised as areal currency in China, Norway, Korea and
Germany (Yang, 2013; Russell, 2013; Werdigier, 2013).
Likewise, the United States Financial Crimes Enforcement
Network (FinCEN) suggest that cryptocurrency only acts as
an electronic trading system and can be considered as partly
currency. It fails to fulfil the requirement of either real
currency or legal tender (Fisher and Kaplinsky, 2013;
Procter, 2014). One of the main issues in fulfilling the
definition of cash is liquidity. Cryptocurrency is not as
liquid as cash or can be easily converted into cash. Many
financial ingtitutions, dealers, merchants, traders or even
individuals do not accept cryptocurrency, at least yet. In
other words, the usage is ill limited. The other thing is
cryptocurrency does not fluctuates accordingly to the cash in
value. One could easily argue that to be considered as cash,
cryptocurrency’s value has to be similar to cash, in any
denomination. The only category that fits cryptocurrency is
investment (Raiborn et a., 2015). This categorisation has
simplified the journal entry when cryptocurrency transaction
occur; investment account is debited with cryptocurrency
purchase and the account is credited with either cash, or
revenue, or payable or any item used in the cryptocurrency
transaction.
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However, there is another accounting’s complication
regarding cryptocurrency; mining. That is, how do we treat
cryptocurrency mining for financial reporting? This question
arose as the mining process can vary according to events.
Consider a first event where an employee of a company
obtained certain amount of cryptocurrency for the company
through mining. The proposed solution for this event is to
categorise the cryptocurrency as inventory, or as software
which is developed by the company, or even as an asset and
an unrealised gain simultaneously, when the cryptocurrency
isincurred. In the second event, assume that it is a partner in
a company one who obtained the cryprocurrency for the
company. The proposed solution is to categorise the
cryptocurrency as an investment for ownership from that
partner and is credited to the capital account. The same goes
for a sole proprietorship company. In the third event, assume
that it is a stock holder who did the mining. The proposed
solution is to award or issue certain amount of stock in
exchange of the cryptocurrency, or to pay in cash for the
cryptocurrency (Raiborn et a., 2015). A company would
likely use cryptocurrency for reporting purpose by holding
the cryptocurrency during the financial reporting period. If
this happens, the cryptocurrency, which is treated as an
investment, would be presented at fair value, producing
unrealised profit or deficit on the balance sheet. However, as
formal accounting treatment for this case is still undeclared
yet, the question whether the profit or deficit are considered
as periodic net income or comprehensive income remains.
The problem with determining fair value of cryptocurrency
isit usualy resulted in more than one value as there is more
than one exchange that can be used to assess it. Moreover,
the point of time used in the assessment process is likely to
be inaccurate as the volatility of the cryptocurrency is high.
Not only that, there is also a probability that the addressee of
the cryptocurrency would pump up the exchange with
cryptocurrency in order to raiseits value.

V.IMPLEMENTATION IN MALAYSIA

Survey interview with 10 chartered accountants in Malaysia
were conducted in order to gain the insight knowledge of
cryptocurrency in financial reporting from the perspective of
practitioners. The purpose of the survey is to measure the
awareness, experience, treatment and to analyse if there is
any suggestion for the improvement in accounting treatment
of cryptocurrency. The accountants were chosen randomly
from Peninsular Malaysia and are al have more than 5 years
working experience in accounting and auditing, and had
more than 500 clients between them. They are al aware of
the cryptocurrency’s existence and how to wuse the
cryptocurrency but all of them have never encountered any
cryptocurrency while working with their clients, whether
while doing accounting services, auditing, verbal
consultation and taxation works. The opinion regarding
accounting and tax treatment on cryptocurrency in Malaysia
however, varies.
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On top of that, mgjority of them (8 out of 10) suggest that
Malaysia should not recognise cryptocurrency as legal
tender and it should be barred from being used in similar
manner as fiat currency. Further, all of them won’t
recommend the use of cryptocurrency to their clients. The
main reason for the bar action and the inadvisable is the
value of cryptocurrency that is difficult to be determined in
reality, in which this type of treatment has never been
encountered in the accounting field before. The other reason
is there is still no Malaysian accounting standard or
procedure to be followed yet in treating the cryptocurrency.

V1. CONCLUSION

The main purpose of financia reporting is to present
information regarding financial position of a company so
that stakeholders, creditors, investors and others would
understand and take appropriate decision regarding that
company, athough they might have a basic level of
financia understanding. Nevertheless, the complexity of
accounting treatment for cryptocurrency seems to make
financial reporting more difficult to the users and
problematic to the providers. Hence, alarm bell should be
rang when a company deals with cryptocurrency, which
might lead to misreporting, and failing to provide full
financial disclosure has led to the fall of many previous
companies such as Enron. Further, guidance on financial
reporting relative to cryptocurrency should be resoluted,
declared and regulated, in order to uphold the main purpose
of the financial reporting itself. Albeit of its complexity,
cryptocurrency should not be abandoned by the accounting
world as its transaction, whether made by individuals or
companies, has increased. Thus, implications to the
accounting world, which are carried by the cryptocurrency,
need to be properly addressed before another accounting
saga of fraud, violations, misappropriation and misdeed
emerged.
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