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Disadvantages

Introduction Complicated H but core concept is simple

Fabular Blocks Connected with Chain
SS - For Single/Small Group of Users for Storing
and Accessing Limited amount of Information
\S/gr[e)gdsheet DB -For large Data on Servers having
Database number of Users Computational Power of
at once, which can 1000s of Machines for
accessed, filtered Storage and Access to
and manipulated any number of People
Storage In Blocks , which is differnet than Regular DBs which
Structure are stored in Tabular Formats

Public Distributed Ledger

Every Block has a Hash Value
In the real world, the power from the millions of computers on the
| bitcoin network is close to what Denmark consumes annually.

Cost
| BTC - 10 Mins to add new Block }—{ 7 Trans / Sec |
-| ETH - Better than BTC |
-{ Others - Boasting over 30,000 TPS |

Speed
Inefficiency
| visa - Current System || 24,000 Trans/Sec |

-{ Negal Activity || Dark Web |

| Regulations

Equivalent to Digital Signature of the Block

) { Technology

Immutable Data once stored cannot be modified or altered

Transparency Offers transparency so that businesses can track every system details
Efficiency Enables to carry out operations efficiently

Traceability Offers all time traceability which prevets fraudulent activites

Security Utilises high-level cryptography algorithms and methods

{ Supply Chain }7 Improves Transparency, Traceability, and removes fraud activities }

{' Finance H KYCs, Streamline Processes, Authenticity, Economic Benefits \

Healthcare }7 Unified Patient Data, Drug traceability, Clinical Trials, Data security \

{ Retail }—{ Better Inventory Management, Faster Settlements, Less Paper Works

‘{ Government }7 Transparent Processes, Improved Implementation, and Better Control ]

) Similar to Accounting Ledger Book, Cash Book, Land Title Register
or Medical File

W‘ { Routine Accounting & Registers can be manipulated |
Difference | | put cant be on Block Chain |

ﬁ Record keeping requires a record keeper that you can trust \

Distributed,
Tamper
Proof,
Electronic
Ledger

{ the record keeper can engage in fraud and corruption. |

# the record keeper charges a fee for its services ]

Blockchain makes records tamper-proof such that you no
longer need a record keeper in between

| [ Record ] Removing this intermediary, blockchain mitigates the risk of
) Keeper fraud and corruption and makes transactions frictionless, fast

and cost-effective.

Everything we do requires record keeping — financial services
(lending, payments), health services (vaccine delivery,
hospital management), governance (subsidies and cash
benefits, courts) or managing data privacy.

So, blockchain holds the potential to impact every aspect of
life and governance

Blockchain technology connects millions of computers (much like the internet) that can all store/
host encrypted copies of these records.

So instead of one record keeper, you have millions of record keepers called 'nodes'.

One record keeper can tamper records, collude with third parties and commit fraud, but now there
are a million nodes who are keeping a watch on each other.

Much like the internet provides an infrastructure for communication, blockchain provides an
infrastructure for record keeping.

01/05/2021 +919699680721



CA AANKIT KUMAR JAIN WIRC of ICAI 20f7

Introduction

For Writing Records we need INK ]—[ So these Cryptocurreny are used as INK in Blockchain }

Blockchain is a record-keeping infrastructure of millions of interconnected user-nodes

build and maintain this record-

N Charge fees in the form of INK from other users
keeping infrastructure and

Features

user-
nodes

Are so called
Cryptocurrencies

required to run

also use it for their own record keeping.

users need INK to write their records

This INK is nothing but cryptocurrencies.

The cryptocurrencies
are given as incentive

Thus, a self-sustaining
blockchain aka "public"

for the nodes to continue building and maintaining
the blockchain.

A "private" blockchain that is built and maintained
by someone privately (for eg., a CBDC blockchain

this technology?

with

blockchain is not possible

run by the government) may not need

out cryptocurrencies. cryptocurrencies.

{ Cryptocurrencies should not be seen as a currency ]

} My Personal Opinion

- Asset/
. Software

Are they

if serves as
- instrument
for payment?

realy a
Currency?

ﬂ The name cryptocurrency is a inaccurate }

{ Incentivising the nodes \

They are %{ used for writing on blockchain &

{ Used in the same ecosystem to incentivise the nodes ]

" No Involvement of Banks as Centralised System [
| P2P || Decentralised and Distributed System |

the blockchain infrastructure runs across the globe with millions of nodes
writing billions of new records every second.

| paid for
incentivising
the nodes?

aankit@akjc.in

Why cant Fiat \
Currencies be

{ These nodes are paid fractions of a dollar for every micro-transaction \

| Itis impossible to use the existing fiat money infrastructure to make real-
time, micro-payments to millions of nodes across the world.

Fiat money payments have to pass through intermediaries such as
banks, money changers, card networks etc., and are subject to friction,
delays, exchange rate fluctuations, transfer charges, and other cost
inefficiencies.
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m Process of gathering cryptocurrency as a reward for work that you complete }

How are Crypto

Nodes Verify Transactions Are Legitimate

Currencies given What

birth? are Separate Transactions Are Added to a List of Other Transactions to Form a Block
\s/ta;p?su; A Hash and Other Types of Data Are Added to the Unconfirmed Block
Crypto Miners Verify the Block's Hash to Ensure the Block Is Legitimate.

Mining?

Once the Block is Confirmed and the Block Gets Published in the Blockchain
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Section 2(52) of the CGST Act defines ‘goods’ to mean “....every kind of movable
property other than money and securities but includes.....”

Section 2(36) of the General Clauses Act defines "movable property shall mean property
of every description, except immovable property”

Goods/
Services??

‘Property’ has also been interpreted by courts be a bundle of rights which the owner has
over or in respect of a thing, tangible or intangible

%

cryptocurrencies are likely to qualify as ‘goods’ }—{ Intangible Ones

Securities???

(| explanation to 7”{

# Securities are specifically excluded from the definitions of both ‘goods’ and ‘services’ ‘

under GST.

“Securities include -
(i) shares, scrips, stocks, bonds, debentures, debenture stock
or other marketable securities of a like nature in or of any
incorporated company or other body corporate;
Section 2(101) of
Central Goods
and Services Tax
Act, 2017 (CGST
Act) read with

definition begins with ‘include.... but gives very specific listing
thereafter

it appears that the word ‘securities’ has to be understood in
light of the specific categories mentioned above

section 2(h) of the
Securities
Contracts
(Regulation) Act,
1956 defines
“securities” as:

all the categories mentioned above potrays certain rights that
the recipients obtain over the issuer of ‘securities’

As cryptocurrencies do not have a centralized issuing
authority who undertakes to repay the value represented by a
unit of cryptocurrency,

hence cannot be excluded from GST

M{ cryptocurrencies are unlikely to qualify as ‘securities’ and

Schedule Ill of the CGST Act specifies “Actionable claims, other than lottery, betting and
gambling” as “Activities Or Transactions Which Shall Be Treated Neither As A Supply Of
Goods Nor A Supply Of Services” and thus not be liable to GST

Actionable
Claims???

Transfer of (i) an enforceable claim to As no Central issuing authority to
Zrcf{perty Act an unsecured debt repay so claim not possible
efine
‘actionable (ii) an enforceable claim to cC- L:kely to be classme? as
claim’ to a beneficial interest in a Movable Property themselves
envisage two movable property which is and they are in the possession in
scenarios not in possession of the respective crypto currency
claimant. wallets, so no_t in possession
also not possible

\{

Thus, cryptocurrencies are unlikely to qualify as ‘actionable claim’ ]

means an to acceptitas a for supply of
with an obligation |—| consideration or Goods or
part consideration Services

In case of CC }—{ there is no obligation }—{ on any one to accept it as Consideration J

\_{

Thus, cryptocurrencies are unlikely to qualify as ‘Vouchers as well ]

Sec 2(75) of
CGST Act

If qualified as
Barter what
is the next
Question?

The term ‘consideration” has been defined under Section 2(31) of the CGST Act to include “...any
payment made, whether in money or otherwise, in respect of the supply of goods or services...”

money means “...the Indian legal tender or any foreign currency,....or any other
instrument recognised by the Reserve Bank of India...”.

The RBI has till date not recognised
cryptocurrency (like Bitcoin etc) in any manner

Hence cannot be
classified as MONEY
word would include situations / transactions like ‘barter’
Otherwise Meaning thereby, that the supply is received either in lieu
of some other specific goods or services

Thus, using cryptocurrency to pay for goods/services may lead

to the transaction being treated as if it's a barter transaction (supply of goods/
services against receipt of intangible goods ie., cryptocurrency) and
accordingly, be made liable to GST

Which leg of the transaction would qualify
as a ‘consideration’ and which leg of the
transaction would qualify as a ‘supply’?

Supply of Goods/Services ??
Supply of Intangible Goods (Crypto) ?
how will value be ascribed to such ‘consideration’ for the purpose of levying GST?

So GST Can be
applicable at two levels

acquiring cryptocurrency upon payment in money

{ To avail the benefit of Zero rated Exports Supply under GST \

the receipt of the consideration in ‘convertible foreign exchange’ is required

{ as per FEMA H difficult for cryptocurrency to qualify as a ‘convertible foreign exchange’ \
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purchase of Goods/Services while making payment in CC
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Provision in law

_{ 1 Sl }—{ but Indian Income Tax soughts to tax income irrespective of its form }

Self Generated Capital Asset Cost of Acquisition ??

Mining Hence in further sale in ordinary course CG Not Applicable

Department may not Consider it as Capital Asset
Challange T
May consider it as Income from Other Source
the appreciation in value would give rise to a long term capital gain or
Bitcoins held as an a short term capital gain
;nves;men; being long term gains would be taxed at a flat rate of 20% while short term
ransferred in gains would be taxed at the individual slab rate.

. exchange for real
] currency If taxed in Income from Other Source

Analysis Challange _ .
wr t¥o| E Taxed at normal Rate & No Indexation Benefit
Income Bitcoins held as stock-in- bitcoins trading activity would give rise to income from business
Tax Law trade being transferred in —

exchange for real currency tax as per the individual slab rates

Shall be treated on par with receipt of money
Bitcoins being received as
consideration on sale of
goods and services since the recipient received this income out of a business or
profession, he would be taxed, normally, under the head
profits or gains from business or profession

As regards the disclosure requirement of bitcoins in the income tax return forms, there
continues to be a lack of clarity.

any profit or loss on transactions involving cryptocurrency

It would constitute income in the hands of the recipient.

Ministry of All Companies to -
Corporate disclose in Statutory the amount of cryptocurrency held on the reporting date and

Affairs Financial Filings any deposits or advances received from anyone for the
purpose of investing in cryptocurrencies or virtual currencies
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r—l Crypto Mining - treated as SOS - Intangible Asset 18% GST

Transaction Fees
E?)L on Reward } Regn if Revenue > 20Lacs

r{ Wallet Service Providers J—{ bring under GST Regime ]

Trading & Other Allied activities
like transfer, storage, accounting

What are the
recent

’ Considered as Act of Supply & Liable to GST

Proposals in
India?

in INR or an equivalent freely convertible foreign currency will
~| The transaction value be used to determine the value of cryptocurrency and thereby

the transaction and subsequent tax liabilities.

In cases where the buyer and seller are
registered as Indian residents and operators

(—

}—{ treated as a supply of software. ]

International cryptocurrency
transactions by companies
registered in India

treated as
import or export of goods and as such will be liable to IGST
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