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Abstract: The study explores the implications of India's taxation policies on Virtual Digital Assets
(VDAs), including crypto currencies and non-fungible tokens (NFTs). With the introduction of the
Finance Act of 2022, which imposed a 30% tax on VDA profits and a 1% Tax Deducted at Source (TDS)
on transactions, the digital asset landscape in India has undergone significant shifts. This research
examines the economic and behavioural impact of these regulations on individual investors, start-ups,
and the broader VDA ecosystem. The findings suggest that the flat tax rate and TDS have led to reduced
market liquidity and deterred small-scale traders, highlighting challenges in compliance and record-
keeping. However, these measures also formalize the VDA market, potentially attracting institutional
investors by providing regulatory clarity. The study identifies gaps in the current policies and offers
recommendations to balance regulation with market growth, ensuring a sustainable future for India's
VDA sector.
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1. INTRODUCTION

The rise of virtual digital assets, including Crypto currencies, non-fungible tokens, and other
block chain-based tokens, has significantly transformed the financial landscape. As these digital
assets gain widespread acceptance, their impact on traditional financial systems and normative basis
has become increasingly relevant One important concern is the taxation of VDAs which presents
unique challenges and opportunities for governments, investors, and businesses Understanding the
nuances of VDA taxation is essential to ensure compliance, promote innovation and maintain the
integrity of tax systems globally. Taxation of VDS involves determining how to classify income and
transactions associated with these assets Different jurisdictions are grappling with whether to treat
VDASs as property, currency, or another asset class, each of which has distinct tax implications For
example in many regions, crypto currencies are treated as property and capital gain tax is applied
when they are sold or exchanged This creates a burden on tax pay taxpayers to maintain detailed
records of each transaction Additionally, the volatility of VDAs can lead to significant tax liabilities
even if no corresponding cash flow is realised Complicating financial planning for individuals and
businesses involved in the VDA sector. Regulatory frameworks around VDA taxation are evolving
with authorities working to adopt policies to keep pace with technological advancements Few
countries have introduced specific regulations requiring the Reporting of crypto currency transactions
and imposing penalties for noncompliance. At the same time, others have adopted more lenient
approaches, aiming to attract VDA-related businesses and investments. These varying approaches
influence the international competitiveness of VDA development and adoption.

2. OBJECTIVES OF THE STUDY

. Analyzing the impact of Indian Taxation on Investment of Virtual Digital Assets

. Examine the various Taxation policies implemented on Virtual Digital Assets

. Analyzing the future outlook and investor sentiment about the Taxation policies on Virtual Digital
Assets

Copyright@ REST Publisher 1


http://restpublisher.com/journals/jbab/

Vinayak Hegde /REST Journal on Banking, Accounting and Business, 3(4), December 2024, 1-9.

3. METHODOLOGY

This study uses a mixed methods approach to investigate the impact of Indian taxation on virtual digital
assets Data was gathered through primary sources with a structured questionnaire distributed to 220
respondents predominantly students and salaried professionals, to better understand their perspectives on
VDA investments following the implementation of new tax legislation. Secondary data was gathered from
industry reports, government publications, and academic journals to contextualize the core findings. The
sampling approach used was convenient sampling with a focus on those who traded VDA The data was
analysed using descriptive statistics to highlight patterns and regression analysis was utilised to determine
the impact of tax legislation on investment behaviour ANOVAs also helped discover disparities between
demographic groups. Despite the study’s scope, limitations include a small sample size and a reliance on
self- reported data which may introduce bias Ethical considerations were maintained by ensuring that
respondents participated voluntarily and confidentially.

4. LITERATURE REVIEW

Taxation of Virtual Digital Assets, Asia-Pacific Tax Bulletin (2023)

The literature highlights the challenges India faces in regulating and taxing VDAs due to their
increasing presence across industries. It emphasizes the need for a dynamic regulatory framework to address
the complexities VDAs present, urging for adaptable tax policies that match the evolving financial landscape.

Digital Economy and Indian Taxation Law - An Analysis (2023)

This research examines the difficulties of applying Indian tax laws to digital businesses, especially
those without a physical presence. It compares global tax strategies and discusses how they can be adopted to
the Indian context with a focus on the future direction of digital taxation.

Taxation of virtual/crypto assets/ currencies (2022)

The study focuses on the challenges of defining and classifying VDAs for taxation. Nothing the lack of
consensus on their legal status worldwide. It calls for India to develop a coherent tax framework in line with
international standards to effectively regulate these assets.

Taxation of digital financial assets (2020)

This research delves into the rapid growth of block chain technology and how it has outpaced the
current legal and tax framework It discusses the need for a comprehensive tax strategy in India, covering
corporate tax income tax and capital gains for VDASs.

A critical review on limits of virtual asset taxation through DeFi (2023)

The paper highlights how decentralised finance (DeFi) complicates India's tax framework which was
designed for centralised exchanges It calls for updated regulations to address DeFi- related issues like non-
resident tax obligations and income classification from taking and lending.

Impact of digital taxation for sustainability among taxpayers (2023)

The study examines India's move towards digital taxation highlighting the benefits of efficiency and
ease of use but also pointing out the challenges faced by Non-tech-savvy individuals in the context of VDAs it
emphasises the need for user-friendly digital tax systems.

The regulatory and tax challenges of Block chain and DeFi (2024)

This research explores how technological advancements including decentralised finance and
decentralised autonomous organizations are outpacing existing tax policies. The study emphasises the need for
flexible and comprehensive tax regulations to cope with block chain’s, rapid evolution.

Taxation of VDS across jurisdictions (2021)

The article emphasises the significance of a consistent tax framework for VDAs across jurisdictions
drawing on Russian and worldwide experiences. It emphasizes that India’s tax policy must be consistent with
global trends, while allocation also addressing local difficulties.

Taxation of Bit coin and other virtual currencies (2015)

This literature reviews the tax challenges Bit coin and other virtual currencies pose globally The
research suggests that Indian authorities should draw from international experiences to create clear guidelines
for taxing VDAS.

Taxation of virtual digital assets operations (2023)

The paper highlights the lack of clear tax guidelines for VDA-related activities like mining and staking
in India It emphasises the need for comprehensive tax policies and draws insights from international practices
to suggest potential solutions for the Indian context.
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Taxation policies for VDAs International approaches (2020)

This research explores international strategies for taxing VDASs, particularly in countries like Singapore
and Switzerland. It suggests that India could benefit from a more launched tax system to balance market
growth with regulatory control.

Global taxation of virtual currencies (2014)

The study addresses how virtual currencies like Bit coin are treated across different countries with a
focus on the European Central Bank’s stance It urges Indian tax authorities to develop clear tax structures in
line with global best practices.

Regulatory challenges in taxing Crypto assets (2022)

This paper reviews the complexities of tax in Crypto assets, and suggests that tax systems worldwide
need reform to balance these new asset classes effectively It recommends India consider international trends
when refining its tax policies for VDAS.

Ukraine’s Efforts to Regulate Virtual Assets (2024)

The literature discusses Ukraine’s legal framework for virtual assets and how it strives to meet
international standards. It suggests that India could enhance its regulatory approach by integrating global best
practices for VDAs.

U.S. and Global Challenges in Taxing Crypto currency (2023)

The research examines the U.S. approach to taxing VDAs, which focuses on intermediary institutions
to ensure compliance. The paper suggests that India could adopt similar methods to encourage tax compliance
without hindering market growth.

India’s Digital Economy and Tax Evolution (2023)

This paper analyses India’s response to the growing digital economy, particularly the implementation
of the equalization levy to address tax gaps. It suggests that India must continue adopting its tax policies in line
with international standards to regulate VDASs effectively.

Development of modern taxation for virtual transactions (2017)

The study explores how traditional tax rules based on physical presence struggle to cope with digital
transactions. It emphasises the necessity for updated tax systems like the equalization levy to point out the
challenges posed by virtual transactions.

Taxation of digital economy prospects and problems (2017)

This research discusses how the rapid development of the digital economy demands significant changes
to taxation systems. It highlights the importance of adopting tax frameworks to ensure efficient revenue
collection and to accommodate the complexities of digital transactions.

E-commerce and the evolution of Indian tax laws (2020)

The paper reviews the challenges Indian tax authorities face in applying traditional tax laws. Modern
digital business models It discusses the modifications and direct tax systems response to the OECD’s, BEPS
action plans

Digitalization of Income tax systems in India (2022)

The study highlights India’s efforts to modernize its tax administration through digitization, making
compliance easier and more efficient. It stresses the importance of adapting to global developments to manage
VDA taxation effectively.

5. RESEARCH GAP

Despite increasing research on the taxation of virtual digital assets, several gaps remain particularly in India
existing studies largely overlooked the impact on investor sentiment and behavior, especially how
individuals and some small traders are reacting to the 30% flat rate and 1% TDS. There is also a lack of real-
time data tracking the ongoing effects of these tax policies on VDA trading volumes and market dynamics.
Furthermore, the current literature provides insufficient analysis of how these taxes affect innovation and
startups in the block chain sector, potentially stifling growth. Lastly, practical policy recommendations that
balance regulations with market growth are missing, leaving a gap in actionable steps for fostering a more
sustainable VDA market in India.

6. RESULTS AND DISCUSSION

Virtual Digital Assets (VDAS)
Virtual digital assets (VDAs) have emerged as significant financial tools in today’s increasingly
digital world. These assets represent a broad spectrum of digital value forms. Often traded or used as a
means of payment on various online platforms. They are secured through. Block chain or decentralized
ledger technologies ensure transparent, secure transactions. The category of VDAs includes a range of
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digital assets. Such as Crypto currencies, non-fungible tokens, and other tokenized forms of value. The surge
in popularity of these assets has spurred global discussions on global regulatory frameworks to protect
consumers, maintain financial stability, and prevent criminal misuse.

Crypto currencies:

Crypto currencies are a prominent subset of VD A’s designed to function as. Digital currencies are
used for transactions without reliance on centralized authorities like government or banks. Bit coin
introduced in 2009, was the first crypto currency and remains one of the most prominent. Following Bit
coin’s success, other Crypto currencies such as Ethereal. Ripple and. Lit coin have been developed. These
digital currencies use blocks of chains for their operation making sure that all the transactions are recorded
and stored securely. This structure helps to preserve the purity of the networks and also prevents fraud risk.

Non-Fungible Tokens (NFTSs)

Another major type of VDA is non-fungible tokens or tokens whose individuality is significant
enough to make each token unique. They are special forms for online possessions, designating ownership of
certain items such as paintings, music, commodities etc. Specific to the present case, NFTs cannot be
exchanged on a one-for-one basis since every token is different. This is because, unlike other crypto
currency tokens that are based on block chains like Ethereal, NFTs have become popular as they offer the
artists fresh ways of monetizing their digital content and the buyers concrete ownership rights.

Mechanism of crypto currencies

Crypto currencies utilize the use of cryptography, Block chain, and decentralized systems.
Maintaining that any transactions are safe and that they are executed in the clear. Block chain operates as a
decentralized triumph where each transaction is stored in blocks hence the term ‘block chain’. As for
security, crypto currencies also involve public and private keys so that users can securely exchange assets.
Two major consensus algorithms two basic consensus mechanisms namely; Proof of work (PoW) and Proof
of Stake (PoS) are responsible for transaction validation. PoW uses Mining which means that Proof of Work
contenders unlock data by solving intricate problems on the transaction. While. PoS enhance the
involvement of the validates who are expected to possess a rather significant amount of crypto tokens. They
both aid in the preservation of the integrity of the Block chain network in general.

Popular crypto currencies

It is emerging that several currencies have been popular in the past few years. Bit coin (BTC): The
original and first digital currency in the world of Crypto currencies with a market capitalization of $ 142
billion. It is referred to as digital gold because of its scarcity and usage in value storage. Ethereal (ETH)
Ethereal was launched in July 2015 after a successful crowd sale that took place earlier that year. Expanded
the idea of smart contracts that would allow applications with decentralized structures to be created on its
platform.

Finance coin (BNB): Initially, Finance Coin was issued on the Ethereal platform; however, currently,
it is the token of the Finance platform, which can be used for making transactions within this platform as
well as for paying for the services rendered within the Finance network.

Cardoon (ADA): A social media with a research focus. Development process Cardoon is to create a
sustainable ecosystem in the decentralized application and smart contract.

Solana (SOL): It is famous for its fast transaction rates and the lowest charges. Solana is a block
chain that has been developed to support various decentralized applications with its rather exclusive Proof of
History consensus algorithm.

Taxation of VDAs in India

The taxation of VDS in India has become a focal point for regulatory discussions. The Finance Act of
2022 introduced a 30% tax on profits from the transfer of VDAs, along with a 1% tax deducted at source on
transactions. This move reflects the government’s design to regulate the evolving VDA market while
ensuring transparency and accountability in digital transactions. Income from VDS in India is taxed based
on the nature of the transaction with profits from trading classified as capital gains or business income.
However, losses from VDA transactions cannot be offset against other income, and expenses such as
transaction fees cannot be deducted making the tax regime particularly stringent for VDA traders.

Impact of VDA Taxation in India

The introduction of a comprehensive tax regime for. VDAS in India. Has had mixed effects on the
market. While the 1% TDS has helped improve market transparency, it has also reduced liquidity and
trading volumes, particularly for high-frequency traders The 30% tax on gains has further discharged
discouraged speculative trading, leading many investors to exit the market or reduce their exposure to
VDAs. However, these challenges have not been without any compensations; recent legalization of VDS in
India’s tax system has given a stamp of respectability to the market. This may in the long run help attract
institutional investors who earlier were reluctant to invest in a market in which the regulations were not well
defined.
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Challenges and future outlook

However, with the coming of rules and regulations for the VDAs in India, there is a more of formal
style of the market. Although it is important to impress the citizens to save some fraction of their cash it
becomes very difficult for the small investors and start-ups in the country due to the high taxes plus TDS
compliance. However, the problems of regulatory risks and security still exist and keep on hindering more
development of the VDA industry. From another point of view, VDA has a bright future in India as opening
or greater participation by institutions as shareowners more debt financing or less equity financing. The
progress of the market formalization, together with the growth of investor protection issues, will be a solid
base for further development.In general, legal regulation and taxation of VDA in India are rather nuanced,
but they also suggest the slow formation of a transparent market. Therefore, the Indian market has
tremendous potential for VDA players and has the potential to be a big market for VDA shortly.

Count of Gender

Gender

Female
38%
Gender ~
= Female

= Male
Male

62%

FIGURE. 1
In this questionnaire, 220 people participated. Among them. 62% are male. And 38% are female.

Count of Agegroup

Age Group

Agegroup ~
" 18-25

= 26-30

FIGURE. 2
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The majority of the age group is 18 to 25 which is 157 people. They are considered as a category of students.
The rest of them are age group of 26 to 30, who are salaried or self-employed.

Count of ThenewtaxlawshaveseverelyaffectedthelndianvDAmarket

New Tax laws severly affected the Indian VDA
market

Agree, 35, 16%

Neutral, 15, 7% Thenewtaxlawshavesevere.. ~
= Agree

= Neutral

= Strongly agree

Strongly agree,
170,77%

FIGURE. 3

According to the response to the question on the impact of taxation rules. On the Indian VDA market. 77% of
respondents. Strongly agree that the market is adversely damaged. Only 7% of respondents are undecided

about the effect.

Results based on statistical tools are as follows:

Chi-Square Test Visualization
Chi2: 15.52, p-value: 0.0004, dof: 2
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Chi-Square Test Visualization
Chi2: 14.91, p-value: 0.0049, dof: 4
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1. Impact on Investor Behaviour

The imposition of a flat 30% tax on Virtual Digital Asset (VDA) profits has significantly
altered the investment landscape. Descriptive statistics from the survey, involving 220 respondents,
reveal that investor sentiment has shifted considerably. Particularly among young younger individuals
aged 18 to 25. This age group showed the strongest reaction to the new tax laws, with many expressing
their intent to reduce investments. Gender also plays a role in how the tax impacts investment
behaviour. Females reported a slightly higher mean score of 3.82 compared to males at 3.37 indicating
that women may be more likely to reduce their VDA investments. As a result of the tax burden overall,
59% of correspondents indicated that they plan to lower their investment in VDASs due to new tax
policies.

2. Effect of 30% taxation on VDAS

The Chi-square test examines whether there is a relationship between gender and the opinion on how
the 30% tax on VDA profits affects investment decisions. The test statistic (y> = 14.91, p = 0.0049)
shows that the association between these two variables is statistically significant. With a p-value below
0.05, we reject the null hypothesis and conclude that gender plays a role in how individuals perceive the
impact of this tax. The majority of both genders, however, "Strongly Agree" that the tax has
significantly influenced their investment decisions, as represented by the high counts in this category.

3. Effect of 1% TDS on Trading Frequency and Liquidity

The introduction of the 1% Tax Deducted at Source (TDS) on all VDA transactions has had a profound
effect on market liquidity. High-frequency traders, who rely on multiple transactions, face a significant
reduction in profitability as the cumulative TDS deductions erode margins. The study found a mean
score of 1.65, indicating a reduction in trading frequency due to the TDS. This policy particularly
impacts small traders, who depend on regular trading activity to generate returns. Many of them have
opted to decrease their trading frequency or exit the market altogether due to the diminished
profitability. Liquidity issues are further exacerbated, as the average respondent's score of 1.45 suggests
that TDS has negatively impacted cash flow.

4. Compliance Burden and Administrative Costs

The new tax policies have introduced significant administrative challenges for investors and businesses
involved in the VDA market. Individuals now need to maintain meticulous records for each transaction
to ensure compliance. Which has increased the overall administrative burden, particularly for smaller
investors and startups? This has led to higher costs with some respondents indicating that they have
sought professional tax guidance to manage the complexities.
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5. Impact on start-ups and innovation

The new tax legislation has had a particularly significant impact on start-ups in the block chain and
Crypto currency sectors. The high cost of compliance, along with decreased liquidity, has deterred
many businesses from maintaining operations in India. Innovation in the field is jeopardized, as the
VDA market formerly had a thriving start-up ecosystem. According to the research, some organizations
are considering shifting to more advantageous regulatory regimes, with less stringent compliance and
tax requirements.

6. Perceived a long-term economic impact

Despite the immediate negative effects on trading volumes and investor sentiment, there is. Cautious
optimism. Regarding the long-term impact of VDA taxation on the Indian economy. The formalization
of VDA taxation has brought a sense of legitimacy to the sector, potentially attracting institutional
investors in the future. Survey respondents show a mean score of 2.74 when asked about the long-term
benefits of these tax regulations indicating mild agreement that they may positively affect India’s
economy in the long run.

7. RECOMMENDATIONS

1. Simplification of Tax Compliance for Virtual Digital Assets (VDAS):

Due to the immense amount of paperwork involved in the tax system, the government should try to
remove the bureaucratic barriers to completing the tax returns for VDA transactions. This can be
achieved by adopting a policy of employing small and easy-to-fill report forms for traders involved
and reducing the paperwork prominent and easily understandable guidelines for accurate transaction
reporting should also be established.

2. Reconsidering the 1% TDS Policy:

The current 1% TDS that currently accompanies each VDA transaction reduces market liquidity and
discourages trading. Reducing the TDS rate or excluding small investors from its application will
reduce the financial burden on them considerably. However, there is much need for the authorities to
ensure they come up with clearly outlined procedures and policies for its implementation would also
bring out clear policies on refund procedures so that the compliance procedure is eased as well.

3. Conducting Investor Education Campaigns:

The major issue of concern among VDA investors is the fact that they are unsure of the existing tax
laws due to the absence of adequate information concerning the tax laws. Government and VDA
industry, educational programs should aim at tax compliance and features of transparent policy for
those who are newcomers to investing.

4. Encouragement and Support for Start-ups and Innovation in the VDA Sector:

As a result of these national policies, VDA innovation is under pressure due to high taxation rates and
compliance with regulatory measures The government should agree to provide the following
supporting structures for instance, offering tax holidays to the start-up, mainly during their initial
stages Gradually, the taxation system can be implemented over new VDA companies to support its
growth and retain the entrepreneurs in the country.

5. Adopt International best practices:

It can be suggested that the Indian excise tax policies governing VDASs should be aligned to global
best practices hence making periodic comparisons with these countries and complying with the
international best practices will assist in improving competitiveness. Also attracts local and global
investors.

6. Develop a long-term policy framework:

This is where political leaders should come up with sustainable regulatory structures to oversee the
continually shifting VDA environment, with such advancements as defy and tokenized resources they
will open up India for the future digital asset market as well as boost sustainable growth and
development.
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8. CONCLUSION

The case of India has presented new opportunities and challenges for investors, businesses, and
regulators alike by taxing VDA. An imminent step taken by the government to regulate this fast-
growing VDA market with the imposition of a 30 percent tax on book profits and a 1 percent TDS on
the value of the transaction drew a dramatic impact on the dynamics of the market. These measures,
though pressing for transparency and compliance, have indeed resulted in reduced liquidity, the
erosion of investor confidence, and an increased burden, particularly on small investors and start-ups.
Notwithstanding these issues, is considered a huge success on the part of virtual digital assets in India
being formalized as subject to taxation. Though at a nascent stage, the regulatory framework testifies
to the commitment of the government to integrate VDAS into the mainstream financial system. This
can attract more institutional investors and help in the long- term growth of the market, provided
necessary adjustments are made to minimize compliance costs and promote innovation. Despite these
obstacles, the formal taxation framework signals a crucial step towards legitimizing VDAs in India
with the potential to attract institutional investors and support long- term growth However,
policymakers should consider adjustments to the tax regime to reduce the burden on frequent traders
and start-ups enabling them market to thrive while ensuring regulatory compliance.
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