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DEALING WITH INDIA'S DIGITAL CURRENCY CONUNDRUM: THE
LEGAL LANDSCAPE OF CRYPTOCURRENCIES
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INTRODUCTION

The advent of cryptocurrencies has changed the worldwide financial system with decentralised,
borderless, technology-driven alternatives to conventional money. India's legal position on digital
assets is murky and always evolving. Although the government doesn't ban their usage, they are
subject to rigorous taxes and compliance rules. This blog examines the most current laws,

regulatory changes, and their effects on Indian entrepreneurs, legislators, and investors.
LEGAL STANDING OF INDIA'S CRYPTOCURRENCIES

As of 2025, India does not view cryptocurrencies to be legal tender. Because of this, they cannot
be employed as a formal method of trade in products or services. Under particular conditions,’
however, cryptocurrency trading, holding, and investment are allowed. The Income Tax Act of

1961 officially brings cryptocurrencies under control as Virtual Digital Assets (VDAs).?

Empowered under the Reserve Bank of India Act, 1934, the Reserve Bank of India (RBI)

controls the financial system but has not given any licence. for Bitcoin as a means of payment.’

! Cryptocurrency Laws in India, LawBhoomi, Nov. 11, 2024, https://lawbhoomi.com/cryptocurrency-laws-in-india/.
2 Income-tax Act, No. 43 of 1961, INDIA CODE (1961), § 115BBH.

3 Reserve Bank of India Act, No. 2 of 1934, INDIA CODE (1934).
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KEY REGULATORY MILESTONES

Year

Development

Impact

2018

RBI circular prohibiting banks
from servicing crypto

exchanges

Trading volumes collapsed

2020

Internet & Mobile Ass’n of
India v. Reserve Bank of India
— The Supreme Court struck

down the RBI ban*

Revived crypto exchanges

2022

Union Budget introduced a
30% tax on crypto gains and
1% TDS

Increased compliance burden

2023

FIU-IND registration made
mandatory for exchanges

under PMLA’

Strengthened AML oversight

2025

Expansion of CBDC (Digital
Rupee) pilot

Signalled state-backed digital

currency push

ARRANGEMENT OF TAXATION

The Union Budget 2022 brought Section 115BBH, which imposes a 30% flat tax on income

resulting from the transfer of VDAs, into the Income-tax Act, 1961.°

4 Internet & Mobile Ass’n of India v. Reserve Bank of India, (2020) 10 SCC 274 (India).

5 Prevention of Money Laundering Act, No. 15 of 2003, INDIA CODE (2003).

% Income-tax Act, No. 43 of 1961, INDIA CODE (1961), § 115BBH.
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- - Only acquisition costs are allowed for deduction.

Section 1948 levies a 1% TDS on transactions above 50,000 per year.

- One of the least. Other incomes cannot compensate for crypto losses.

COMPLIANCE AND ANTI-MONEY LAUNDERING (AML)

Since March 2023, the Prevention of Money Laundering Act, 20023, has included bitcoin

transactions.
- Exchanges have to register with India's Financial Intelligence Unit (FIU-IND).
- KYC rules must be observed by all users.

- Any possibly dubious transactions have to be reported to FIU-IND.

JUDICIAL PERSPECTIVE

In the case of Internet & Mobile Ass'n of India v. Reserve Bank of India’The Supreme Court found
that the 2018 circular of the RBI was too much and contrary to the right to trade under Article
19(1)(g) of the Indian Constitution. But the Court did acknowledge the government's ability to

regulate cryptocurrencies in the interest of the general public.®
RISKS & CHALLENGES

India's regulatory and operating scene for cryptocurrencies presents dangers that stakeholders must

carefully handle:

A. POSSIBLE RISKS FOR INVESTORS AND THE MARKET

7 Internet & Mobile Ass’n of India v. Reserve Bank of India, (2020) 10 SCC 274 (India).
8 INDIA CONST. art. 19, cl. 1(g).
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Cryptocurrency price swings are well-known. Double-digit per cent fluctuations in assets like
Bitcoin and Ethereum on a single day expose retail investors to major financial losses. The absence

of a main body controlling value and speculative trading aggravates this instability.

B. CONFUSION OVER GOVERNMENTAL RULE

Despite some legal safeguards provided by the Prevention of Money Laundering Act, 2002, and
the Income-tax Act, 1961', India lacks a separate cryptocurrency legislation. For companies—
especially fintech companies and startups—operating in a continuously changing legal

environment, this is baffling.
C. DEFICIENCIES IN CONSUMER PROTECTION

Unlike traditional banking, cryptocurrency transactions are not reversible. If a user falls victim to
fraud, phishing, or exchange bankruptcy, there is no legal redress. The lack of a complaint

resolution mechanism only for the bitcoin industry leaves consumers defenseless.
D. TECHNOLOGICAL HAZARDS AND CYBERSECURITY

Though theoretically secure, blockchain technology has flaws in deployment. Smart contract
problems, wallet hacks, and exchange breaches have caused multi-million dollar losses all around.

In India, where cybersecurity knowledge is inconsistent, the hazards are amplified.
E. COSTS OF COMPLIANCE

For the inclusion of VDAs, the PMLA3 sets tight KYC, reporting, and audit regulations. Smaller
companies and exchanges might find these standards challenging to meet, which would cause

market consolidation and reduced competition.

FUTURE OPPORTUNITIES

The route India's regulations show a calculated, compliance-focused approach instead of a

complete ban.
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A. LAWS THAT INCLUDE EVERYTHING

The administration is expected to pass a particular cryptocurrency law specifying authorised

behaviour, licensing processes, and penalties for offences. This could greatly clarify the business.
B. INCORPORATION WITH THE DIGITAL RUPEE

Expected to expand, the Reserve Bank of India's pilot Central Bank Digital Currency (CBDC) will
offer a government-sponsored alternative to private cryptocurrencies. As a consequence of this,

the Digital Rupee might share a dual system with controlled private crypto assets.
C. ENHANCED TAX AND AML ENFORCEMENT

Using artificial intelligence-driven compliance solutions, expect greater crypto transaction
monitoring. Provisions for VDAs in the Income-tax Act may be expanded to cover new asset

categories, including NFTs and DeFi tokens.
D. INSTITUTIONS PARTICIPATION

Institutional investors—including banks and mutual funds—may progressively enter the crypto

market as laws stabilise, hence increasing legitimacy and liquidity.
E. GLOBAL ALIGNMENT

Ensuring compatibility with world markets, India will probably align its cryptocurrency

regulations with those set by organisations like the Financial Action Task Force (FATF).
CONCLUSION

Although legal to possess and exchange, the Indian cryptocurrency market is still controlled and
unclear; it is not yet a generally used form of payment. The present framework, which gives
taxation and anti-money laundering precedence over promotion of innovation, is founded on the

Income-tax Act of 1961° and the PMLA'.

% Income-tax Act, No. 43 of 1961, INDIA CODE (1961), § 115BBH.

10 prevention of Money Laundering Act, No. 15 of 2003, INDIA CODE (2003).
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For investors, the path ahead demands legal knowledge, risk management, and watchfulness.
Companies need flexibility and strict compliance systems for it. The future direction of financial
growth in India will depend on the relationship between privately created cryptocurrencies and

government-backed digital money as the Digital Rupee becomes increasingly well-known.

Ultimately, the government's ability to strike a balance between innovation and investor protection
will determine India's crypto future. Blockchain technology's benefits become clear; it is

implemented without endangering consumer safety or economic stability.
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