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FOREWORD

As India stands on the brink of a digital revolution, the Digital South Trust envisions a future where our
youth lead the world in blockchain innovation and Web3 transformation. This publication, “Crypto
Exchanges in India: Operations, Risks, and Regulation,” represents a step toward realizing that vision
— empowering young India with the knowledge and skills to participate confidently and responsibly
in the evolving digital economy.

At Digital South Trust, we believe that education and capacity building form the foundation of
technological sovereignty. Through our various initiatives, we have worked to bridge the knowledge
gap in blockchain, decentralized finance (DeFi), and crypto markets. By collaborating with academic
institutions, industry leaders, and public bodies,
we aim to build a talent ecosystem that can
transform India into a global hub for Web3
research, innovation, and entrepreneurship.

Our programs emphasize hands-on  skill
development, encouraging students and
professionals  to understand blockchain
architecture, compliance frameworks, and market
operations. We recognize that the strength of

India’s digital future lies not only in innovation but
also in informed participation — understanding Dileep Kumar H V

technology, market trends, and regulatory Director of Operations, Digital South Trust
landscapes before making investment decisions.

Digital South Trust continues to collaborate with government agencies, fintech companies, and
educational organizations to expand awareness about responsible blockchain adoption, risk
management, and cybersecurity. By fostering such partnerships, we are nurturing an ecosystem of
trust and transparency — essential pillars of India’s Web3 journey.

We firmly believe that knowledge of crypto markets and regulations will empower citizens to navigate
investments with confidence and safety, avoiding the pitfalls of misinformation and unregulated
activity. As this document outlines, responsible innovation — supported by education and compliance
— will pave the way for India to become not just a participant but a world capital hub for blockchain
and Web3 development.

With each initiative, Digital South Trust reaffirms its commitment to the nation’s youth — the builders,
innovators, and visionaries who will shape a secure, inclusive, and technologically advanced digital
future for India and the world.
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Chapter 1: Introduction to Crypto Exchanges and the Technology Behind

Cryptocurrency exchanges are digital marketplaces that enable individuals and institutions to buy, sell,
and trade Virtual Digital Assets (VDAs) such as Bitcoin, Ethereum, and stablecoins. They serve as the
core infrastructure of the global crypto economy, connecting traditional financial systems with the
blockchain-driven Web3 ecosystem. In India, these exchanges act as vital gateways for millions of users
entering digital finance and fintech innovation (Press Information Bureau Notification, 2023).

How Crypto Exchanges Operate

Similar to stock exchanges, crypto platforms facilitate
price discovery and liquidity, but they differ in using

distributed-ledger technology (DLT) for record-keeping
and settlement. Orders placed by users are processed
by a matching engine that pairs buyers and sellers,
with final settlement recorded on public blockchains

such as Bitcoin or Ethereum, ensuring immutability
and transparency.

Technology Stack and Security

Modern exchanges employ a five-layer architecture:
1. User Interface — web/mobile apps for registration, KYC, and trading.
2. Trading Engine — matches orders and updates real-time prices.

3. Wallet Infrastructure — custodial systems using hot wallets for liquidity and cold wallets for
offline storage.

4. Blockchain Connectivity — APIs and nodes confirming deposits and withdrawals.

5. Compliance & Security Layer — integrates encryption, AML/KYC checks, and transaction-
monitoring tools aligned with Indian law (FIU-IND Compliance Advisory, 2023).
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Chapter 2: Types of Exchanges: Examples and Operational Differences

Cryptocurrency exchanges can be broadly divided into Centralized Exchanges (CEXs) and
Decentralized Exchanges (DEXs). Both enable users to trade digital assets, but they differ in how they
store funds, execute trades, and comply with regulations.

A Centralized Exchange (CEX) is operated by a registered company that acts as an intermediary. It holds
users’ funds in custodial wallets and facilitates buying, selling, and converting cryptocurrencies into
Indian Rupees (INR). CEXs are most common in India, with leading platforms such as WazirX, CoinDCX,
and ZebPay serving millions of users. These exchanges provide easy-to-use mobile apps, customer
support, and INR integration via UPI or bank transfer.

CEXs are regulated under India’s Prevention of Money Laundering Act (PMLA) and must register with
the Financial Intelligence Unit — India (FIU-IND) as Virtual Digital Asset Service Providers (VASPs).
This requires them to follow Know Your Customer (KYC) and Anti-Money Laundering (AML) norm:s,
verifying user identities through Aadhaar, PAN,
and linked bank accounts. They must also file
Suspicious Transaction Reports (STRs) and CENTRALIZED Vs,
cooperate with law enforcement (Press :
Information Bureau Notification, 2023).

In contrast, a Decentralized Exchange (DEX)
operates without a company or central authority.
It is built on blockchain smart contracts that
automatically match and execute trades between
users. There is no custodian — users retain full
control of their private wallets. DEXs such as
Uniswap, SushiSwap, and 1linch dominate
globally, while Indian developers are creating DEX CENTRALIZED
protocols on Polygon and Shardeum, two India-

led blockchain networks.

DEXs offer several advantages, including privacy, transparency, and censorship resistance. Since all
transactions are visible on-chain, users can verify liquidity and trading volumes. However, they also
come with challenges — smart contract bugs, liquidity shortages, and lack of fiat (INR) support can
make them less accessible to average users.

A new trend is the rise of hybrid exchanges, which combine CEX convenience with DEX transparency.
These platforms allow users to hold their own private keys while using centralized order matching for
speed and liquidity.

In India, both models play complementary roles. Centralized exchanges enable compliance, user safety,
and financial integration, while decentralized ones promote open innovation and blockchain
education. Together, they form the foundation of India’s Web3 ecosystem, balancing trust, regulation,
and technological progress.
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Chapter 3: Comparative Overview: CEX vs DEX (Focus on India)

The difference between Centralized Exchanges (CEXs) and Decentralized Exchanges (DEXs) highlights
the trade-off between regulation and autonomy. Both serve essential but distinct purposes in India’s
digital asset landscape.

CEXs act as regulated fintech companies offering seamless crypto trading in INR. They manage custody,
provide liquidity, and ensure compliance with FIU-IND and tax authorities. In contrast, DEXs run on
blockchain code — no middleman, no KYC — allowing users to trade directly from wallets using smart
contracts.

A CEX maintains custody of user funds, meaning users must trust the exchange’s security and solvency.
To strengthen confidence, many now publish Proof-of-Reserves (PoR) reports showing full asset
backing (CoinDCX PoR Report 2024). DEXs, however, eliminate this need entirely, as users keep control
of their crypto at all times.

CEXs offer higher liquidity, faster transactions, and INR banking integration — key features that make
them ideal for everyday traders and newcomers. DEXs, though slower and more technical, provide
transparency and censorship resistance. All transactions are visible on-chain, which helps trace
authenticity but can also expose user behaviour patterns.

Regulatory oversight in India applies primarily to CEXs. Since March 2023, exchanges must comply with
AML obligations under the Prevention of Money Laundering Act (PMLA) (PIB Notification).
Meanwhile, the Income Tax Department enforces a 30% tax on crypto gains and a 1% TDS on transfers
(CBDT Circular No. 13/2022). DEX activity, being decentralized, currently operates outside direct
supervision, though it may eventually be covered by global FATF standards.

In India’s context, both models are vital. CEXs bridge blockchain with financial systems and support
compliance, while DEXs foster developer learning and grassroots innovation. As policy evolves, the
future likely lies in a hybrid ecosystem that combines CEX trust with DEX transparency — blending
regulation with innovation.

Aspect Centralized Exchange (CEX) Decentralized Exchange (DEX)
Custody Exchange holds user funds (custodial).  Users control funds (non-custodial).
. Regulated under PMLA, FIU-IND . .
Regulation ) . Largely unregulated; aligns with FATF norms.
registered (PIB Notification, 2023).
Trading . ) )
Order book via centralized server. Peer-to-peer via smart contracts.
Mode
Liquidity High — backed by institutions. Variable — depends on liquidity pools.
Speed & ) .
Fast, INR support, user-friendly. Slower, requires Web3 wallet.
Access
Audited (CoinDCX PoR, 2024). Fully on-chain, open to all.
KYC/Privacy KYC mandatory; limited anonymity. No KYC; high privacy.
m Custodial and counterparty risk. Smart contract and user key risk.
m WazirX, CoinDCX, ZebPay. Uniswap, SushiSwap, PancakeSwap.
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Chapter 4: Centralized Exchange (CEX) Operations in India

Centralized crypto exchanges (CEXs) are the backbone of India’s digital asset industry. They enable INR-
to-crypto trading, act as custodians of user funds, and ensure compliance with financial regulations.

Since March 2023, Indian exchanges must register as Virtual Digital Asset Service Providers (VASPs)
under the Prevention of Money Laundering Act (PMLA). This means registration with the Financial
Intelligence Unit — India (FIU-IND) and strict adherence to AML guidelines, including user verification,
record maintenance, and reporting of suspicious transactions (Press Information Bureau Notification,
2023).

Each CEX operates with several key departments:

o Compliance Unit: Handles KYC, AML :
PRRT Y Deposit INR to CEX
reporting, and liaising with FIU and ED.

e Operations Team: Manages deposits, & t;. @
withdrawals, and customer service. "
o _ 1= 2 )] e J
e Technology Department: Maintains trading h CEX -
Order Book Trade Activity

engines, wallet systems, and security audits. .
UPI Integration
T MPS Bank -
- UPI UPI i | merssans "

e Risk and Security Division: Oversees d

internal monitoring, penetration testing, : Vﬂ;’%
and wallet protection.

CEXs face notable operational challenges. The Reserve Bank of India (RBI) remains cautious about
direct banking links due to volatility and potential misuse (RB/ Financial Stability Report, 2023). As a
result, exchanges often rely on payment intermediaries for INR transfers. This indirect setup increases
costs and can impact liquidity.

To address transparency and user trust, Indian exchanges have adopted Proof-of-Reserves (PoR)
audits and blockchain analytics integration. CoinDCX, for example, publicly verifies its wallet balances,
while WazirX publishes regular reports on asset security.

From a business perspective, Indian exchanges generate revenue from trading fees (typically 0.1-
0.25%), withdrawal charges, and educational programs. Many have expanded into blockchain
research, incubation, and developer training contributing to India’s goal of becoming a Web3 talent
hub.

Indian CEXs face banking restrictions as the RBI remains cautious (RB/ Financial Stability Report, 2023),
relying on intermediaries for INR transfers. Exchanges like CoinDCX and WazirX enhance trust via
Proof-of-Reserves (CoinDCX PoR Report, 2024). Inclusion under PMLA Press Information Bureau
Notification, 2023) grants legitimacy, advancing regulated digital asset operations.

Revenue Stream India Rate/sample 2025 India Estimate

0.2-0.4% 2,400 Cr (CEX pool)
Rs.8—-Rs.100 %300 Cr
Rs. 5L-%2 Cr %220 Cr
Limited, off-shore >%1,800 Cr global spend
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Chapter 5: CEX Risks, Scam Volumes & Enforcement in India

Centralized exchanges (CEXs) have expanded crypto adoption in India but face persistent risks of
scams, hacks, and fraudulent activity. Common threats include phishing, fake platforms, and money
laundering through digital assets. Scammers often imitate genuine exchanges or promise unrealistic
returns, disappearing once users deposit funds. Between 2021 and 2024, India saw multiple such
incidents involving losses worth hundreds of crores.

To address these issues, the government brought crypto exchanges under the Prevention of Money
Laundering Act (PMLA) in 2023 (Press Information Bureau Notification, 2023). Registration with the
Financial Intelligence Unit-India (FIU-IND) now mandates KYC, AML compliance, and cooperation
with investigations. The Enforcement Directorate (ED) uses blockchain forensics to trace illicit
transactions and has frozen assets worth hundreds of crores (ED Press Releases, 2023—2024).

oo @

STR (Suspuisious
Transaction Report)

Complaint Agency Raid Asset Freeze

Leading Indian exchanges such as WazirX and CoinDCX employ 2FA, multi-signature cold wallets, and
publish Proof-of-Reserves (PoR) audits (CoinDCX PoR, 2024). Fraudulent foreign investment apps have
led the Ministry of Electronics and Information Technology (MeitY) to block such platforms and raise
awareness.

India’s enforcement ecosystem—anchored by the FIU, ED, and RBI—is strengthening rapidly.
Continued regulation, inter-agency coordination, and user education are key to reducing scam volumes
and building trust in India’s Web3 landscape.

Category Summary Impact
X2,385 Cr. laundered via forex, CEX & DEX; = Major PMLA case; exposed

OctaFX Scam (2025)

traced by ED. laundering risks.
. . o Improved blockchain
Bitconnect & Others X1,646 Cr. fraud; multi-state victims. .
forensics.
. . BingX, LBank, CoinW, Huione left India for ~ Stronger AML/KYC

International Exits (2024) . i . /

FIU non-compliance. enforcement.
Fund Commingling User funds mixed with company assets. Risk to asset safety.
Fake Volume Pump schemes, paid listings. Misleads investors.
Withdrawal Freezes ZebPay (2021), WazirX freezes. Hurts trust, limits liquidity.
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Chapter 6: Regulation, Proof-of-Reserves, & Customer Protection
(India Specific)

India’s crypto regulation aims to balance innovation with security. The inclusion of Virtual Digital Asset
Service Providers (VASPs) under the Prevention of Money Laundering Act (PMLA) marked the first
formal recognition of the sector (Press Information Bureau Notification, 2023). All exchanges must now
register with the Financial Intelligence Unit — India (FIU-IND) and follow strict AML/KYC procedures.

Beyond PMLA, the Income Tax Department regulates the financial side of crypto trading. The Union
Budget 2022-23 introduced a 30% tax on crypto profits and a 1% TDS on all transactions (CBDT
Circular No. 13/2022). These measures brought crypto into India’s formal tax regime, improving
traceability and compliance.

Another key regulatory trend is the use of

Regulation
Proof-of-Reserves (PoR) audits. Following the
(PoR] ; A —> 2 — B
collapse of unverified exchanges g|0ba||y, FIU-IND registration KYC STR/CTR fliing
Indian platforms voluntarily began publishing
Proof-of-Reserves
PoR reports to demonstrate solvency. .
CoinDCX, WazirX, and ZebPay release regular &3 = > quarterly
. Merkle tree SEBI audit
transparency reports showing that customer
funds are fully backed by on-chain assets. Customer Protection
. > & > B
Customer protection in India’s crypto market REl bankiig sichitoniG Blocking
oversight exchange flows risky wallets

currently relies on exchange-level practices

and consumer law provisions. There is no

specific crypto insurance scheme vyet.

However, industry associations like the Bharat Web3 Association (BWA) are engaging with the
government to propose frameworks for asset protection, grievance redressal, and standardization of
audits.

The Reserve Bank of India (RBI) continues to caution about crypto-related financial risks but supports
innovation in blockchain applications such as the Central Bank Digital Currency (CBDC) pilot.
Coordination between regulators, exchanges, and educational institutions is helping India move
toward responsible innovation.

In summary, India’s regulatory ecosystem for crypto is evolving toward transparency and
accountability. While challenges remain in enforcement and investor protection, the integration of
taxation, FIU registration, and PoR verification has laid the groundwork for a safer and more compliant
digital asset environment.

Feature / Area Best Indian Practice Example

FIU-IND registration, 24-hour STR/CTR filing, full KYC
AML Compliance . / g All major CEXs
under PMLA (from Mar 2023)
Reserve Attestation ) ) ) )
(PoR) Quarterly audits, SEBI-reviewed Merkle-tree proof CoinDCX, BinancelN
o

Banking Oversight RBI monitors exchange flows, restricts high-risk wallets HDFC, Yes Bank
M Emergency insurance pools (limited adoption) CoinDCX pilot
Regulation FIU-IND registration, PMLA compliance All major CEXs
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Chapter 7: Decentralized Exchanges (DEX) in India

Decentralized Exchanges (DEXs) are blockchain-based trading platforms that eliminate intermediaries.
Instead of a company managing user funds, DEXs use smart contracts — automated programs on
blockchains like Ethereum or Polygon — to execute trades directly between users.

In India, the use of DEXs is growing, especially among developers and advanced users. Platforms such
as Uniswap, SushiSwap, and linch are accessed by Indian traders through non-custodial wallets like
MetaMask or Trust Wallet. Developers are also experimenting with Indian-origin DEX protocols on
Polygon, Shardeum, and Near networks.

DEXs offer several advantages. They allow users to
maintain full control over their assets (self- Decentralized Exchanges
custody), ensure transaction transparency, and (DEX) in India
reduce counterparty risks. Every trade and liquidity
pool is visible on-chain. This level of openness
supports blockchain forensics and compliance
monitoring, even without centralized
intermediaries.

Smart Contracts

DEXs operate autonomousuly useing
self-executing smart contracts

Non-Custodial

Users trade directly from their own
crypto wallets

However, DEXs face challenges in India. They do not
support INR transactions, making entry difficult for
new users. There are also risks of rug pulls
(developers abandoning projects), smart contract
exploits, and liquidity shortages. Moreover, since
most DEXs operate globally, jurisdictional
enforcement is complex.

On-Chain Transparency
All transactions are recorded on a
public blockchain

Privacy & Accessibility

No KYC requirements, accessible
globally

Despite these hurdles, DEXs play an important role in India’s Web3 landscape. They promote developer
education, decentralization principles, and open-source innovation. As regulatory clarity increases,
India could encourage DEX registration sandboxes — frameworks that let developers test DeFi
applications under limited regulatory oversight.

By nurturing both centralized and decentralized innovation, India can balance financial inclusion with
technological sovereignty in the digital economy.

e DEX Usage: Indian users use DEXs for altcoin access, but volume is <8% of total; AMMs
(Uniswap, PancakeSwap) are common, but cross-chain bridges pose compliance issues.

e KYC/Onboarding: Direct wallet connects, no KYC, increasing FIU concerns about terror
financing, black-market flows.

e Layer 2 Indian Adoption: Use of Polygon (Mumbai testnet); many DEX pools targeted at
Indian coins.

DEX Type 2025 Indian Market Examples

85% of DEX traffic Uniswap, PancakeSwap, Polygon pools

Order Book Growing dYdX, Perpetual Protocol
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Chapter 8: Indian DEX Risks & Investigations

While DEXs enable transparency, they also introduce new forms of risk that challenge law
enforcement. In India, smart contract vulnerabilities, fake token listings, and DeFi scams have
emerged as key threats. Fraudsters exploit the anonymity of blockchain to launch “rug pulls,” where
investors contribute funds to liquidity pools that are later drained by developers.

The Enforcement Directorate (ED) and Financial Intelligence Unit (FIU-IND) monitor crypto-related
transactions, but DEXs present unique challenges since they lack KYC systems and central servers.
Nonetheless, agencies are increasingly using blockchain forensics to track illicit activities. These tools
analyse wallet interactions, token flows, and cross-chain transactions to identify suspicious patterns.

Indian DEX-related investigations have also
benefited from global cooperation through
Interpol, FATF, and G20 frameworks. The FIU’s
membership in global AML networks helps trace
funds across jurisdictions.

SCAM POOL CHART

INVESTOR

Educating users remains critical. Developers are
encouraged to conduct smart contract audits
before launch, and users should verify projects
through independent sources. Regulatory
sandboxes and blockchain literacy initiatives can
mitigate fraud while preserving innovation.

HACKER
WALLETS

BRIDGE OUTLOW GRAPH

The future of decentralized finance (DeFi) in
India depends on responsible participation —
combining open-source innovation with public
awareness and law enforcement readiness.

INITIAL DEPOSIT
EXPLOIT

>

ZERO RECOVERY

e Smart Contract Bugs: Few Indian DEXs, but Polygon/Uniswap pools hit by rug pulls, flash
loan attacks.

e Fake Token Listings: Rug pulls and pump-and-dump schemes; notable incident: Polygon
meme coins (2024-2025).

e Cross-chain bridge hacks: Multiple users lost assets; ED audits ongoing for international
recoveries.

Exploit Type 2025 Losses India Indian Case

Pump Rugs 19 Cr lost Aug Polygon pools

Bridge exploits X8 Crin Q2 Wallet/bridge combos
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Chapter 9: Indian Agency Structure & Enforcement Method

India’s approach to crypto regulation is distributed across multiple agencies, each handling different
aspects of financial, technological, and legal oversight. While there is no single dedicated crypto
regulator yet, a coordinated system has begun to emerge through inter-agency collaboration.

The Financial Intelligence Unit — India (FIU-IND) plays a central role. It monitors compliance under the
Prevention of Money Laundering Act (PMLA) and oversees all registered Virtual Digital Asset Service
Providers (VASPs). Exchanges must file Suspicious Transaction Reports (STRs) and comply with record-
keeping requirements. Non-compliance can lead to suspension or penalties.

The Enforcement Directorate (ED) is responsible for investigating and prosecuting money-laundering
offences under PMLA and the Foreign Exchange Management Act (FEMA). The ED conducts raids,
seizes assets, and traces illicit crypto transactions using blockchain analytics tools (ED Press Releases).

The Reserve Bank of India (RBI) focuses on financial stability. While it does not regulate crypto directly,
its circulars and reports, such as the Financial Stability Report (2023), influence banking relations with
exchanges. The RBI promotes responsible innovation through its FinTech Sandbox Framework,
encouraging experimentation within risk limits.

The Central Board of Direct Taxes (CBDT) enforces tax compliance through the Income-Tax Act, which
includes a 30% tax on crypto gains and 1% TDS on transactions (CBDT Circular No. 13/2022).

Meanwhile, the Ministry of Electronics and Information Technology (MeitY) supports blockchain R&D
and helps monitor fraudulent digital apps under the Information Technology Act.

Enforcement Financial State Cyber
Directorate Intelligence Crime Divisions

Unit— India

GOALS & TOOLS

FORENSIC
TOOLS

ENFORCEMENT

ACTIONS

- AML/KYC
Compliance

- Transaction
Monitoring

- Tracing of
lllicit Funds

- Asset Seizures

- Blockchain
Analysis

Together, these agencies form India’s evolving enforcement framework. Inter-departmental
cooperation — especially between FIU-IND, ED, and RBI — is strengthening oversight. As crypto
adoption grows, a unified Digital Asset Regulatory Authority could further streamline compliance,
enforcement, and innovation in the years ahead.

Core Methods 2025 Action

_ Asset freeze, PoA, raids OctaFX, E-Nuggets

STR, compliance, exit 25 exchanges exited

Digital/physical raids GainBitcoin, Tech Support scams
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Chapter 10: India’s Role in International Cooperation

India is playing an increasingly active role in shaping global crypto regulation. As the world’s largest
democracy and a leading G20 economy, it advocates for coordinated approaches to digital asset
governance, balancing innovation with security.

India’s engagement began with the G20 Finance Ministers and Central Bank Governors Meetings,
where the country emphasized the need for global consensus on crypto asset classification and
taxation. The Financial Action Task Force (FATF) has also recognized India’s growing role in
implementing anti-money-laundering (AML) and counter-terrorist financing (CFT) standards for virtual
assets (FATF Publications, 2024).

The Ministry of Finance and Reserve Bank of
India (RBI) have both supported multilateral
discussions on harmonizing KYC, cross-border
supervision, and data sharing. India’s FIU
actively collaborates with foreign agencies to Joint

S s evidence /
trace illicit funds and freeze assets abroad . raids

) : Indian

when crypto is used for laundering or fraud.

OctaFX, Context B3l
Domestically, India’s efforts to integrate E &
crypto oversight under PMLA have been STR data'sharing
viewed as aligning with FATF’s
recommendations. International cooperation
has helped Indian investigators track
transnational crypto scams  involving

exchanges in Southeast Asia and Europe.

Additionally, India’s leadership in Digital Public Infrastructure (DPI) — including UPI, Aadhaar, and
DigiLocker — provides a model for secure identity systems that could support future blockchain
compliance mechanisms.

Through forums like G20, FATF, and Interpol, India advocates for shared data frameworks, better
intelligence exchange, and standardized definitions of digital assets. Its balanced policy stance —
neither fully restrictive nor fully open — makes it a credible global voice for responsible crypto
innovation.

e INTERPOL, Egmont Group, UNODC: Active issuance of Red/Silver Notices; MLATs with US,
UK, Singapore, UAE; participation in FATF typology sharing.

e Cross-Border Investigations: Joint fund tracing, asset freezing (BingX, Huione cases),
extradition requests for Ponzi leaders (India returned suspects from UAE, Nigeria).

e Legal Tools: PMLA covers offshore activity; asset freeze orders enforceable via INTERPOL
coordination.
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Chapter 11: Forensics, Blockchain Analytics & Legal Practice in India

Blockchain forensics has emerged as a crucial tool for Indian law enforcement. As digital asset crimes
increase, agencies now use advanced analytics platforms to trace and analyse blockchain transactions.
Tools such as Chainalysis, Elliptic, and TRM Labs allow investigators to follow the movement of funds
across multiple wallets and blockchains.

The Enforcement Directorate (ED), FIU-IND, and Cyber Crime Cells across India rely on blockchain
analytics to detect suspicious patterns, link wallets to identities, and recover stolen funds. By analysing
wallet clusters, transaction graphs, and smart contract interactions, investigators can build strong
digital evidence trails admissible in court.

Blockchain STR and
Tracing Bank

(Chainalysls, Digital Integration
South Trust; TRM Labs, Real-time UPI/IMPS

Elliptic integrated suspicious reporting
into CBI, state pol linked with fiat-
icy and FIU work- Crypto crypto flows

o Enforcement
Toolkit

Incident Legal Chain
Playbook of Custody

Complaint — Provisional attachments,
STR analys's - digital evidence
asset freeze — admissibility (Indian
cross-border warrrant courts accept chain-
— prosecution of-block evidence)

Legal professionals have also adapted to this emerging field. Indian law firms now offer crypto
compliance and advisory services, helping exchanges and investors adhere to PMLA, FEMA, and tax
requirements. Law schools and universities have started offering courses in blockchain law and policy,
supported by think tanks such as NITI Aayog and industry partners.

India’s judiciary has shown openness to blockchain evidence, particularly after the Supreme Court’s
2020 judgment overturning the RBI’s banking restrictions on crypto (Internet and Mobile Association
of India v. RBI, 2020). This set a precedent for legal recognition of blockchain-based transactions.

Future progress in crypto forensics will depend on greater data-sharing between agencies and the
development of national forensic labs specializing in blockchain investigations. Strengthening technical
training, judicial capacity, and inter-agency collaboration will help India stay ahead of cyber-enabled
financial crime.
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Chapter 12 — Policy, Regulatory & Best Practice Recommendations

India stands at a pivotal moment in digital asset regulation. With millions of active users and a growing
blockchain developer base, the challenge is to ensure that innovation aligns with financial integrity
and consumer safety.

Key policy recommendations include:

1. Establish a Dedicated Digital Asset Regulator:
A unified authority under the Ministry of Finance could harmonize oversight across tax, AML,
and technological domains.

2. Mandate Proof-of-Reserves (PoR):
Regular third-party audits for all exchanges would enhance transparency and user
confidence.

3. Improve Banking Integration:
RBI and FIU collaboration should ensure reliable banking access for compliant exchanges
while maintaining strict monitoring.

4. Consumer Protection & Insurance:
Introduce fund insurance or escrow-based systems to protect users from exchange failures or
fraud.

5. Education & Capacity Building:
Support university programs, public awareness campaigns, and professional certifications in
blockchain compliance and analytics.

6. International Cooperation:
Strengthen India’s engagement with G20, FATF, and Interpol to align domestic policy with
global standards.

7. Regulatory Sandboxes:
Allow startups to test decentralized finance (DeFi) products within safe, monitored
environments.

Implementing these best practices would position India as a global hub for responsible blockchain
innovation — combining the strength of its digital public infrastructure with emerging Web3
technologies.

The convergence of technology, policy, and education will determine how effectively India leverages
crypto exchanges not only for trading but also for creating a transparent, secure, and inclusive digital
economy.
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Chapter 13: India’s Blueprint for Crypto Exchange Oversight

The 2025 Indian Edition presents a comprehensive blueprint for establishing India as a global leader in
responsible crypto regulation and enforcement. It combines advanced technology, a robust legal
foundation, and international best practices to strengthen oversight and resilience across the digital-
asset ecosystem.

At its foundation, the framework empowers institutions such as the Enforcement Directorate (ED),
Financial Intelligence Unit—India (FIU-IND), Central Bureau of Investigation (CBI), Reserve Bank of India
(RBI), and state cybercrime divisions to detect, investigate, and prosecute misconduct across both
centralized and decentralized exchanges (CEXs and DEXs). These agencies are adopting data-driven
monitoring systems and blockchain forensics to ensure accountability and transparency.

A key element of this blueprint is cross-border cooperation and real-time intelligence sharing. Given
the global, borderless nature of crypto transactions, India’s regulators are collaborating with foreign
financial intelligence units to trace wallets, freeze illicit assets, and facilitate joint investigations. These
efforts align with international standards set by the Financial Action Task Force (FATF) and the Egmont
Group of FIUs, enabling India to tackle multi-jurisdictional financial crimes such as money laundering,
ransomware payments, and crypto-funded terrorism (FIU-IND Annual Review, 2024).

The blueprint also focuses on responsible innovation — promoting growth while minimizing systemic
risks. Exchanges are encouraged to adopt Proof-of-Reserves (PoR) mechanisms, undergo quarterly
audits, and comply with KYC/AML mandates under the Prevention of Money Laundering Act (PMLA)
(Press Information Bureau Notification, 2023). Moreover, agencies are urged to establish rapid-
response investigative units and host capacity-building workshops in partnership with academic
institutions and blockchain analytics providers (RBI FinTech Vision Report, 2024).

To reinforce investor protection, the Bharat Web3 Association (BWA) is collaborating with regulators
to design frameworks for asset insurance, grievance redressal, and custody standards. These initiatives
collectively aim to balance innovation, security, and compliance, ensuring India’s crypto ecosystem
grows within a trusted regulatory environment.

Through coordinated governance and technology-led enforcement, India is shaping a transparent,
accountable, and innovation-friendly digital asset economy poised to serve as a global model for crypto

oversight.

Empowerlng Cross-Border ResponS|ble Investor
Institutions Cooperation Innovation Protection
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