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This comprehensive guide delves into the legal landscape of cryptocurrency, providing a thorough 

understanding of the regulatory framework of digital assets. The guide covers a wide range of 

topics, including the history and evolution of cryptocurrency, the legal definitions and 

classification of digital assets, and the various laws and regulations that apply to them. The guide 

also examines the challenges of regulating digital assets and the role of government agencies in 

enforcing these laws. With a focus on both domestic and international regulations, this guide is an 

essential resource for anyone interested in understanding the legal landscape of cryptocurrency. 
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Introduction- Brief overview of the rise of cryptocurrency and the need for a comprehensive 

understanding of its legal landscape 

In recent years, cryptocurrency, often known as digital or virtual currency, has experienced a 

substantial increase in popularity. Bitcoin, the first decentralized cryptocurrency, was founded in 

2009, and a multitude of other digital currencies have since followed. The technology underlying 

these currencies is blockchain, a decentralized and distributed digital ledger that records all 

network transactions. Increasing need for alternative forms of currency, increased interest in 

decentralized systems, and the potential for blockchain technology to disrupt established financial 

systems have all contributed to the growth of cryptocurrencies. This has led to a huge growth in 

the number of individuals investing in digital currencies, as well as the establishment of new 

businesses and platforms to support their use. However, the legal landscape surrounding 

cryptocurrencies is dynamic and complex. Governments and regulatory agencies throughout the 
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world have taken varying approaches to the regulation of digital currencies, with some taking a 

hands-off attitude and others implementing severe laws. This has resulted in a lack of uniformity 

and clarity in the legal landscape, which can present difficulties for individuals and corporations 

seeking to utilize or invest in cryptocurrencies. 

As a result, it is essential for individuals and organizations to have a thorough awareness of the 

legal landscape around cryptocurrencies. This involves comprehending the regulatory climate in 

their particular jurisdiction, as well as the possible risks and rewards associated with employing 

digital currencies. It also entails understanding the possible ramifications of using cryptocurrencies 

for a variety of corporate activities, including tax compliance, anti-money laundering (AML) and 

countering the financing of terrorism (CFT) rules, and intellectual property rights.1 

This report offers a comprehensive guide on the regulatory framework of cryptocurrency. It is 

based on an analysis and review of relevant academic sources. For example, it includes an 

overview of different types of cryptocurrencies; its characteristics, tax implications, legal status, 

and other related aspects. Additionally, this paper provides a detailed background information 

about cryptocurrency and its history in the global arena. Lastly, the report also features various 

opinions on what are some of cryptocurrencies legal issues or regulatory mechanisms that need to 

be addressed by policy makers. This makes this report relevant for students, researchers, 

policymakers and regulators who might require such kind of guidance. Moreover, it presents a list 

with some recommendations and a critical appraisal of these suggestions. Overall, this report is a 

valuable investment for those individuals, organizations, agencies, firms and corporations who can 

benefit from knowledge of crypto-specific regulations. 

Cryptocurrencies are electronic tokens that represent ownership of digital assets like commodities, 

property, land etc. There are several types of cryptocurrencies available today which include 

Bitcoin, Ethereum and Ripple among others. All these cryptocurrencies have their own unique 

attributes including a set of technical parameters that are used by them to generate transactions. 

However, all of them share similar characteristics through the use of blockchain technology 

 

1 Kirkpatrick, Katherine, et al. "Understanding regulatory trends: digital assets & anti-money laundering." Journal of 

Investment Compliance 22.4 (2021): 345-353. 
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(Bitcoin 1). Blockchain means “a database that maintains track of all record transactions”. In 

general terms, it represents a shared ledger where “everything on the computer is recorded and can 

be retrieved at any time”. As a result of such nature, there are no intermediaries in the process of 

exchange and transfer of various forms of assets. Such a mechanism significantly lowers 

transaction costs while increasing efficiency as compared to other existing systems. Furthermore, 

blockchain technology has allowed users to store data in form of cryptographic messages, which 

serves as evidence when required. In addition to this, it has enabled security measures in place to 

protect against hacking or unauthorized access. Most importantly, blockchain technology has been 

developed to provide transparency to various activities from any part of the world. One of the 

major problems associated with conventional financial and banking systems is lack of 

confidentiality. While some entities are developing smart contracts using virtual machine 

technologies, most of them still rely on traditional methods like cash transfer and bank transfers. 

These solutions do not guarantee confidentiality since they do not guarantee authenticity of data. 

With such challenges facing banks worldwide, some have started looking into introducing novel 

digital asset financial models, which aim at guaranteeing anonymity, secrecy and trustworthiness. 

Such efforts are being led by institutions such as central banks and governments around the globe. 

Some of these digital currencies including bitcoin can be traded directly on exchanges without 

involving third parties. Nevertheless, many people have complained of high transaction costs 

attributed to centralized exchanges. Another problem faced by decentralized exchanges is 

difficulty in tracking and tracing transactions because the records cannot be easily recovered if 

lost. Thus, there is a general awareness of the complexity of current financial system and their 

limitations. Consequently, many people have suggested alternative ways of enhancing efficiency 

in processing and settlement of payments. Specifically, blockchains are becoming popular among 

the finance industry players and their proponents as a strategy to achieve a complete 

decentralization of currency creation and payment processes; the main goal being to enhance 

transparency, efficiency, accountability, and integrity in monetary transactions. Nonetheless, due 

to the complex nature of the system, few studies have attempted to define the best practices for 

developing practical policies aimed at facilitating efficient business operations in both online and 

traditional financial markets. As a consequence, literature reviews on potential approaches towards 

addressing the above issues have been very limited, and this report will attempt to fill this gap. 

Apart from identifying potential risks posed and possible solutions to avoid such threats, this study 
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intends to propose useful guidelines, which would help develop appropriate ethical frameworks 

aimed at minimizing risk associated with cryptocurrencies and promoting sound development. The 

end product is a comprehensive guideline intended to address key concerns of modern financial 

systems in line with emerging needs of consumers, stakeholders and businesses. 

Literature Review 

The concept of blockchain technology originated in 2009 as a response to poor management of 

bitcoins and crypto currencies between developers, merchants, and merchants. Although its 

genesis was traced back in 2008 as an experiment by Satoshi Nakamoto, the technology gained 

popularity after its success at solving a number of technological puzzles involving storing massive 

amounts of data in a distributed manner, which had previously been proved impossible. Today, 

the whole universe of digital assets has grown enormously as the entire market is witnessing a rise 

in demand for them. Currently, almost every sector of the economy relies heavily on internet-based 

applications to facilitate business transactions. According to Vance, crypto currencies represent 

new type of money which emerged due to emergence of e-commerce, peer-to-peer computing, 

cyber-crime, government surveillance, etc. Other than this, they are characterized by rapid growth 

rate characterized by continuous expansion of price, liquidity and supply. They have several 

distinct characteristics that make up their value including relatively low transaction cost, ability to 

remain anonymous, fast speed of transactions, higher stability of value and increased availability 

of products and services. Although each of these characteristics has made them attractive to 

consumers, their value remains unassessed since they are mostly bought and sold at unknown rates. 

Despite the presence of numerous opportunities associated with cryptocurrencies, there are several 

concerns which revolve around their legal status and regulatory framework. While much of their 

origin is under debate, experts claim that although they are currently considered illegal securities, 

there exists a significant level of ambiguity concerning legislation concerning them. Therefore, 

this report examines three aspects in detail including taxation, law enforcement, and capital 

markets with respect to cryptocurrency. Ultimately, it seeks to find out how each of the mentioned 

aspects of capital market works or could play a crucial role in making sure that the new generation 

of digital currencies does not become obsolete when compared to old-fashioned ones. 

Taxation: Capital Markets and Crypto Currency Regulations 
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The first aspect that this study focuses on is the issue of taxation on crypto currencies. In essence, 

capital markets may raise questions regarding the applicability of international tax systems to 

crypto currencies. First of all, given the fact that countries across the globe are yet to come up with 

common regulatory authority on matters of cryptos currency, it becomes important to identify the 

exact way the government will handle taxes of such assets. Secondly, since crypto currency itself 

is not recognized internationally and this implies that its taxation will remain largely determined 

locally, some of the laws that govern trade and investments in it may attract criticism from 

authorities. Thirdly, capital markets will be affected by the level and type of interest charged on 

trading and investing in this emerging phenomenon. Fourthly, the existence of so many options 

for selling and buying of the coin or market with minimal minimum standards for holding is likely 

to pose challenges to investors and policymakers involved in managing these funds. Finally, 

regulation of the aforementioned aspects of capital market especially during times of economic 

boom may lead to serious consequences and hence increase fear of cryptocurrency, which has 

triggered fear and skepticism. Nonetheless, tax administrators should take care of the identified 

weaknesses of existing taxation systems. Firstly, some critics believe that existing tax rules may 

become irrelevant or ineffective as the scope of cryptocurrencies expands. In addition to this, 

recent changes on tax system and regulation of capital markets are bound to change the mode of 

handling bitcoins. Second, it is vital for governments to recognize that current tax system is poorly 

designed to manage new age of cryptocurrencies. Since current tax system is too rigid and biased 

towards long term investments and corporate bonds, cryptocurrencies could pose a serious 

challenge for tax administration. Third, despite recent amendments in tax administration in India 

and Singapore, they are yet to bring forth suitable measures, which could effectively regulate the 

cryptocurrency market. For instance, taxation of such assets could possibly discourage many 

investors from embracing them especially considering their complicated structure. On top of the 

aforementioned weaknesses, recent reforms in India, China and Singapore can only serve as a 

cautionary note against future innovations on taxes and regulation systems. Governments are 

expected to carefully examine the benefits of adopting new technologies and the risks associated. 

Besides, such adjustments must be accompanied by improved communication among tax 

authorities and the public. Given the fact that some laws are yet to fully address the concerns raised 

by the opponents of cryptocurrencies, this research will seek to offer insights and recommendation 
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on how government should go about ensuring that cryptocurrencies do not cause harm to society 

or economy.2 

Law Enforcement 

The second aspect of our discussion will focus on how law enforcement agencies will handle cases 

of crimes committed within and outside the United States. It is a well-known fact that, majority of 

offenses carried out are either criminal in nature or non-crime in nature and therefore, such crimes 

can either be punished by following specific punitive measures or simply dismissed due to lack of 

enough evidence (Vance 65). Nonetheless, sometimes certain crimes are so heinous that they 

warrant prosecution not only because of their severity but also due to failure to meet constitutional 

requirements or the existence of strong proof to prove guilt. For instance, fraud and corruption 

cases are usually prosecuted and brought before courts of law when there exist proofs showing 

intent and lack of reasonable grounds for not fulfilling duties that were entrusted to various 

officials (Vance 67). More often, such cases are referred to as grand juries in order to investigate 

them properly especially in instances where perpetrators of the offense appear to be organized 

criminals, forgers among other felons and political leaders (Vance 68). Unlike in ordinary court 

cases, grand jury proceedings are normally conducted secretly, hence posing severe challenges for 

prosecutors trying to gather sufficient evidences to sustain a case.  

II. The Definition of Cryptocurrency 

Explanation of what constitutes a cryptocurrency and how it differs from traditional forms 

of currency 

A cryptocurrency is a secure digital or virtual currency that employs cryptography. It works 

independently of a central bank or government and employs decentralized methods like blockchain 

technology to record and verify transactions. Typically, cryptocurrencies are generated through 

the mining process, in which powerful computers solve complicated mathematical problems to 

generate new units of the money. Traditional types of currency are issued and managed by a central 

authority, such as a government or central bank, whereas cryptocurrencies are issued and 

 

2 Longley, Jack J. "The Crypto-Currency Act of 2020: Evaluating First Steps toward Clarifying the Digital-Asset 

Regulatory Landscape." Suffolk UL Rev. 54 (2021): 549.  
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controlled by decentralized networks. In contrast, cryptocurrencies are decentralized and operate 

independently of a central authority. This means that they are not regulated or controlled by the 

government, and their value is determined by market forces such as supply and demand.3 

A central authority, such as a bank or government, normally records and verifies traditional money 

transactions. In contrast, cryptocurrency transactions are recorded and verified on a distributed 

ledger known as a blockchain, which is available to everyone on the network. This guarantees that 

transactions are open and cannot be altered. In brief, a cryptocurrency is a digital or virtual 

currency that use decentralized networks and encryption for security, whereas traditional 

currencies are issued and managed by a central authority. Cryptocurrencies provide greater 

transparency and autonomy, but they also carry a higher amount of risk and volatility. 

III. The Regulatory Framework of Cryptocurrency 

Examination of the current regulatory environment for digital assets, including laws and 

regulations at the federal and state levels 

The current regulatory framework for digital assets, including federal and state rules and 

regulations, is in constant flux and can be difficult to understand. The Securities and Exchange 

Commission (SEC) is the principal federal regulatory organisation responsible for cryptocurrency 

monitoring. The SEC has declared that a variety of digital assets, including cryptocurrencies, are 

securities and subject to federal securities regulations. This implies that any transactions involving 

these assets must be registered with the SEC and that organisations providing these assets must 

adhere to SEC laws. 

Discussion of key regulatory bodies and their roles in oversight of cryptocurrency, such as 

the SEC and FINRA 

In addition to the Securities and Exchange Commission (SEC), the Financial Industry Regulatory 

Authority (FINRA) also regulates digital assets. The Financial Industry Regulatory Authority 

(FINRA) supervises brokerage businesses and their licensed representatives. The Financial 

Industry Regulatory Authority (FINRA) has released recommendations on the use of digital assets 

 

3 Lekkas, Nikolaos. "Legal Aspects of the Custody of Digital Assets." (2020).  



International Journal of Legal Expatiate Vol 2 (2022) Pg. 8-15 

Published by Author Lens  

 

IJLE- Vol 2 -Issue 1 (January- March)  15 | P a g e  

 

in the securities industry, including the use of cryptocurrencies as collateral for margin loans and 

the use of digital assets in initial coin offerings (ICOs). 

Some states have adopted their own laws and regulations regarding digital assets at the state level. 

New York, for instance, has established the BitLicense, which requires enterprises conducting 

commerce in virtual currencies to apply for a licence to operate in the state. Other states have 

proposed or enacted legislation concerning digital asset transactions, such as taxes on digital assets 

and exchange rules. 

In general, the regulatory environment for digital assets is still evolving and varies by jurisdiction. 

Companies and individuals participating in transactions involving digital assets must remain 

knowledgeable of the laws and regulations applicable to their specific situations.4 

IV. The Taxation of Cryptocurrency 

Analysis of how cryptocurrency is taxed, including tax implications for individuals and 

businesses 

Cryptocurrency, also known as digital currency or virtual currency, is a decentralised type of 

currency that works independently of a central bank or government. It utilises blockchain 

technology and complicated mathematical algorithms to conduct secure and transparent 

transactions. 

Individual tax consequences  

Cryptocurrency owners and traders are liable to taxes on capital gains and losses. Individuals 

realize capital gains when they sell their cryptocurrencies for more than they paid for it. Capital 

losses occur when a person sells their bitcoin for less than they paid for it. The individual must 

record these gains and losses on their tax return. Additionally, cryptocurrency received as payment 

for goods or services is considered income and must be recorded as such on an individual's tax 

return. To determine income, the value of the cryptocurrency at the moment of receipt is used. 

 

4 Malvagna, Ugo, and Filippo Sartori. "Cryptocurrencies as' Fungible Digital Assets' within the Italian Legal System: 

Regulatory and Private Law Issues." Italian LJ 8 (2022): 481. 
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Businesses that accept bitcoin as a means of payment are obligated to disclose the income received 

in the same manner, they would report income received in traditional money. Additionally, they 

must pay taxes on any capital gains or losses that result from trading or selling their bitcoin. 

Self-employment taxes may also apply to enterprises that participate in bitcoin mining or trading. 

Due to the IRS's classification of cryptocurrency mining and trading as commercial operations, the 

generated income is liable to self-employment taxes. In conclusion, cryptocurrencies are subject 

to the same tax regulations as traditional currencies, and individuals and corporations are required 

to disclose their gains and losses as well as revenue from bitcoin transactions. Consultation with a 

tax expert is necessary to ensure compliance with tax laws and regulations.5 

Discussion of the IRS's guidance on cryptocurrency and its enforcement of tax laws related 

to digital assets 

The Internal Revenue Service (IRS) has provided instructions for reporting and paying taxes on 

bitcoin transactions. According to the Internal Revenue Service, cryptocurrencies are treated as 

property for tax purposes and are subject to capital gains and losses restrictions. This means that 

individuals and corporations must include on their tax returns any gains or losses from purchasing, 

selling, or trading cryptocurrencies. The IRS has also underlined the necessity of maintaining 

accurate records of all cryptocurrency transactions, including the date of purchase, the purchase 

price, and the fair market value at the time of the transaction. Failure to record bitcoin transactions 

or accurately report the value of digital assets may result in fines and penalties. 

In addition to giving guidelines on how to record and pay taxes on bitcoin, the Internal Revenue 

Service has been enforcing tax rules pertaining to digital assets. This involves conducting audits 

and inquiries to ensure that individuals and corporations record and pay taxes on their 

cryptocurrency transactions. To combat tax evasion and money laundering involving digital assets, 

 

5 Hennelly, Jacqueline. "The Cryptic Nature of Crypto Digital Assets Regulations: The Ripple Lawsuit and Why the 

Industry Needs Regulatory Clarity." Fordham J. Corp. & Fin. L. 27 (2022): 259. 
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the IRS has collaborated with other federal agencies, such as the SEC (Securities and Exchange 

Commission) and FinCEN (Financial Crimes Enforcement Network).6 

The IRS's guidelines on cryptocurrencies and its enforcement of tax laws pertaining to digital 

assets are designed to guarantee that individuals and corporations comply with the law and pay 

their fair share of taxes on bitcoin transactions. 

V. The Use of Cryptocurrency in Financial Transactions 

Examination of how cryptocurrency is used in financial transactions, including its use as a 

medium of exchange, a store of value, and a form of investment 

1. Cryptocurrency is a secure digital or virtual currency that employs cryptography. Based 

on blockchain technology, it functions independently of central banks and governments. 

Bitcoin is the most popular cryptocurrency, but there are many of others in circulation 

2. Medium of Exchange: Cryptocurrency can be used to buy products and services. This 

means it can be used as a payment method in the same manner as traditional currencies. 

For instance, Bitcoin can be used to purchase goods online or at physical establishments 

that accept it as payment. 

3. The usage of cryptocurrency as a store of value is also possible. This indicates that it can 

be utilized to conserve and save wealth. For instance, if you believe that Bitcoin's value 

will rise in the future, you can purchase Bitcoin today and hold it as an investment. 

4. Additionally, cryptocurrency can be utilized as an investment vehicle. This implies it may 

be purchased and traded on numerous exchanges, similar to stocks and bonds. For instance, 

Bitcoin can be purchased on a cryptocurrency exchange and subsequently sold after its 

value has increase 

 

6 Ankenbrand, Thomas, et al. "Proposal for a comprehensive (Crypto) asset taxonomy." 2020 Crypto Valley 

Conference on Blockchain Technology (CVCBT). IEEE, 2020. 
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Overall, bitcoin serves as a medium of trade, a store of value, and an investment vehicle. It is 

essential to highlight, however, that the value of cryptocurrencies is highly volatile and entails a 

significant amount of risk, so they should be handled with caution.7 

Discussion of the potential implications of increased use of cryptocurrency in financial 

transactions on traditional financial institutions  

The rising usage of cryptocurrencies in financial transactions has the potential to influence 

traditional financial institutions in a number of ways. As more individuals and organizations turn 

to decentralized digital currencies for their financial needs, it may first lead to a reduction in 

revenue for these institutions. This is due to the fact that traditional financial institutions charge 

fees for services such as money transfers, foreign currency exchanges, and account management, 

which are not necessary when using cryptocurrencies. 

In addition, the adoption of cryptocurrencies may reduce the demand for traditional banking 

services like loan and credit facilities. Bitcoin and Ethereum can be used as collateral for loans and 

credit, decreasing the need for conventional financial institutions to offer these services. In 

addition, the rising use of cryptocurrencies may also enhance competition among conventional 

financial institutions. As de-centralized digital currencies are not subject to the same laws as 

conventional financial institutions, they may be able to offer more innovative and cost-effective 

services, which could lure clients away from conventional financial institutions. The rising usage 

of cryptocurrencies in financial transactions has the potential to dramatically disrupt traditional 

financial institutions by causing a drop in revenue, a decline in the need for traditional banking 

services, and an increase in competition.8 

Conclusion 

In conclusion, the emergence of cryptocurrencies has resulted in a substantial boost in interest in 

and investment in digital currencies. However, the legal landscape around cryptocurrencies is 

complicated and continuously evolving, making it imperative for individuals and organizations to 

 

7 Macfarlane, Emma K. "Strengthening sanctions: solutions to curtail the evasion of international economic sanctions 

through the use of cryptocurrency." Mich. J. Int'l L. 42 (2020): 199. 
8 Maupin, Julie A. "Mapping the global legal landscape of blockchain and other distributed ledger 

technologies." Available at SSRN 2930077 (2017). 
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have a thorough awareness of the regulatory environment and potential risks and rewards 

associated with using digital currencies. This will aid them in making educated judgements and 

effectively navigating the legal landscape. 


