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Taxation of Virtual Digital Asset (VDA) in India 

 
Government of India has introduced a new regime to tax “Virtual Digital Asset” for the taxpayers in the Union 

Budget 2022, which is applicable from April 1, 2022. 

The move towards taxation of crypto transactions, by the Indian Government, is a progressive step towards 

encouraging the digitalization and giving a boost to Digital India. 

The term “Virtual Digital Asset” has been defined per provisions of section 2(47A) of the Income Tax Act, 

1961 (ITA) as:-  

(a) any information or code or number or token (not being Indian currency or foreign currency), generated 

through cryptographic means or otherwise, by whatever name called, providing a digital representation of 

value exchanged with or without consideration, with the promise or representation of having inherent 

value, or functions as a store of value or a unit of account including its use in any financial transaction or 

investment, but not limited to investment scheme; and can be transferred, stored or traded electronically;  

(b) a non-fungible token or any other token of similar nature, by whatever name called;  

(c) any other digital asset, as the Central Government may, by notification in the Official Gazette specify. 

 

Tax on Transfer: 

 Income from the transfer of Virtual Digital Assets, e.g., crypto assets, non-Fungible Tokens (NFTs), etc., 

shall be subject to tax at 30% (plus applicable surcharge and cess). 

 Benefit of basic exemption limit is also not available while computing tax on the gains earned on transfer 

of such crypto assets. 

 No deduction for any expenses or losses allowed from sales consideration, except cost of acquisition; 

 

Set Off of Gains and Losses : Intra Head and Inter Head: 

 No set-off of loss from transfers of virtual digital assets allowed against any other income; Gains on crypto 

cannot be set off against loss on shares.  

 Intra-head adjustment of losses, i.e. set-off of loss arising from one VDA with the income from another 

VDA would not be permitted, this would lead to a situation where losses, say on account of transaction in 

altcoins (one VDA class) would not be permitted for set-off against gains on another VDA class, say any 

other programmable token or bitcoin, Clarification on this is awaited. 

 Carry forward of such losses not allowed to succeeding year. 
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Tax Deduction at Source Implications and Compliances: 

 Any person responsible for paying to a resident by way of consideration for transfer of a Virtual Digital 

Asset, shall deduct TDS at the rate 1% as per newly introduced provisions of section 194S of the Act, at the 

time of credit / payment (subject to certain conditions under ITA) (with effect from July 01, 2022). 

The Threshold limits beyond which TDS is deductible are: Rs. 50,000 for specified person and Rs. 10,000 

for non-specified person. 

 

Gift Tax on Gifting a VDA: 

 Receipt of Virtual Digital Assets without or with inadequate consideration would be taxable in the hands 

of recipient; That is to say, gifting of VDA will be taxed in the hands of the recipient. Such taxability will 

arise only if the value of VDA exceeds Rs 50,000. But there will be no tax liability in case of receipt of such 

assets through a relative as defined under the Act. 

 

Infrastructure costs incurred in the mining of VDA: 

 While the taxation of transfer of VDA is clear, clarification is awaited on taxation of activities of 

development and creation of VDAs. infrastructure costs incurred in the mining of VDA (eg. crypto 

assets) will not be treated as cost of acquisition as the same will be in the nature of capital 

expenditure", which is not allowable as a deduction under the I-T Act.  

 

Few other Considerations: 

 GST applicability needs to be checked on the trades separately as clarification is awaited on GST 

implications on such assets, trades, brokerage payments for such trades. 

 Prima facie, the definition of Virtual Digital Assets excludes digital gold, central bank digital currency 

(CBDC) or any other traditional digital assets, and hence aimed at specifically taxing cryptocurrencies. 

 Heavy tax incidence may adversely impact the investors and could have some serious impact on the 

industry because the crypto asset is not being treated at par with other capital assets. There is no set-

off, no carry forward of the losses, and no deduction of expenses except the cost of acquisition. 

 The compliances of taxation of crypto needs to be developed in a manner that could be implemented 

in a simple manner and benefit the investors, exchanges and the government.  

 Further, there is no clarity as regards to the deduction of tax at source at the rate of 1% and related 

compliances to it as whether the exchanges will deduct the TDS on every transaction, or the investor 

will deduct TDS while making the payments.  

 

Separately, the government is working on a legislation to regulate cryptocurrencies, but no draft has yet been 

released publicly. 
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