fffﬁf ‘}}.\\‘

2 The Indian Journal for Research in Law

(V3 -

v (¢ ¥ and Management

'\\'i' q."‘;"f Open Access Law Journal — Copyright © 2025

“.‘Jt\ —_ ’_!f Editor-in-Chief — Dr. Muktai Deb Chavan; Publisher — Alden Vas; ISSN: 2583-9896
ST g

This is an Open Access article distributed under the terms of the Creative Commons Attribution-
Non-Commercial-Share Alike 4.0 International (CC-BY-NC-SA 4.0) License, which permits
unrestricted non-commercial use, distribution, and reproduction in any medium provided the
original work is properly cited.

CRYPTOCURRENCY REGULATION IN INDIA: LEGAL STATUS,
TAXATION, AND FUTURE OUTLOOK

~ Raj Jaiswal
Introduction

Cryptocurrencies such as Bitcoin, Ethereum, Solana and others have currently captured a
significant amount of attention in India, especially among people ranging from the age group of
18 to 35 vyears. According to a report published in 2022, approximately 7.1% of
India's total population are estimated to be cryptocurrency possessors, or roughly 97.5 million
people. This new digital asset class is built upon blockchain technology, which helps in ensuring
secure transactions but it operates in a complex legal environment. As of 2025 the status of
cryptocurrencies is that they are neither banned nor recognized as legal tender, this creates a grey
area where there is a need for certain regulatory framework to protect investors and businesses.
This writing examines the legal framework of cryptocurrencies in India along with its taxation and

future outlook.
Current Legal Status of Cryptocurrencies

India has adopted an ambiguous approach towards cryptocurrencies, it means that although they
are not considered as a legal tender but they can be used for investment or trading purposes under
certain regulatory conditions. The Reserve Bank of India (RBI) has clarified that cryptocurrencies
such as Bitcoin and Ethereum, do not hold the any status of currency and should only be treated
as virtual digital assets (VDAS).

In the case of Internet and Mobile Association of India v. Reserve Bank of India (2020), The

Supreme Court (SC) held that RBI had the authority to regulate cryptocurrencies. The judgment
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also gave permission to banks and financial institutions to provide services for cryptocurrency
transactions. Currently, Securities and Exchange Board of India (SEBI), Enforcement Directorate
(ED) and Central Board of Direct Taxes (CBDT) regulate various aspect of crypto but RBI’s

monetary mandate is supreme.
Taxation

Cryptocurrencies can only be taxed on transactions, these activities include trading, exchanging
crypto for fiat or other crypto, spending crypto, receiving crypto as payment or gifts, crypto
mining, staking crypto, and airdrops. Since cryptocurrencies are considered as Virtual Digital
Assets (VDAS), Income from the transfer of VDAS like cryptocurrencies which also include non-
fungible tokens (NFTs), is taxed at a flat 30% under Section 115BBH of The Income Tax Act,
1961. Also, 1% Tax Deducted at Source (TDS) is imposed on transactions exceeding 350,000
under Section 194S of The Income Tax Act, 1961, the buyer or exchange deducts this tax before
payment. This tax is applied on both short-term (STCG) and long-term capital gains (LTCG). In
securities market a taxpayer can offset Future and option (F&O) losses against any kind of business
income in subsequent year but losses from crypto transaction cannot offset against any other

income, this limits tax relief given to investors.
Future outlook

Seeing the rising dominance of cryptocurrencies, it is for sure that it is going to be the next big
thing in future. India to become a global leader in cryptocurrency need to have stronger statutes
and remove ambiguity that still exists in current crypto ecosystem. Initiatives like the RBI’s CBDC
and blockchain-based projects indicate willingness of RBI to embrace digital finance in India. The
Cryptocurrency and Regulation of Official Digital Currency Bill, 2021 which was proposed to
pass after Supreme court gave its judgement on Internet and Mobile Association of India v. Reserve
Bank of India (2020) (as of 2025 no such bill has been passed) need to have clear guidelines for
VDAs and Central Bank Digital Currencies (CBDCs). This can include Financial Action Task
Force (FATF) recommendations for virtual assets service providers.

Protecting the interest of investors should be first priority while making any kind of provisions.
The absence of specific cryptocurrency consumer protection measures leaves investors vulnerable

to market volatility, fraud, and technical vulnerabilities. Similar to the role of SEBI in the Indian
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securities market, there is a clear need for statutory authority for crypto and other VDAs (like

NFTs, stablecoins) in India.
Conclusion

In India, cryptocurrencies operate in a grey area - taxed but not completely regulated. Although
under The Income Tax Act 1961, crypto is taxed 30% but there is absence of clear legal framework,
the government had adopted taxation first and regulation later approach. Therefore, addressing
concerns about high taxation (30% tax and 1% TDS) could enhance investor participation in crypto
market. For now, crypto investors must maintain a detailed transaction record for tax compliance,
use only those exchanges where KYC is necessary for registration to avoid legal risk and stay
updated on India’s crypto policy as it continues to evolve. As India moves toward a comprehensive
regulatory framework, the balance between fostering innovation and ensuring financial stability

will shape the future of cryptocurrencies.



