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1.1 Introduction 

The rise of cryptocurrency has fundamentally reshaped the global financial landscape, offering a 

new and innovative approach to conducting financial transactions. Cryptocurrencies such as 

Bitcoin, Ethereum, and other altcoins have garnered significant attention and adoption due to 

their decentralized nature, which offers both users and businesses enhanced privacy, lower 

transaction fees, and seamless cross-border payment capabilities. Unlike traditional financial 

systems, which often rely on intermediaries like banks and payment processors, cryptocurrencies 

enable peer-to-peer transactions directly between individuals without the need for centralized 

control. This decentralized feature has proven especially valuable for those seeking to bypass 

traditional banking systems or participate in markets that are otherwise underserved by 

conventional financial institutions. However, as cryptocurrencies have become more widespread, 

they have also become a double-edged sword. The very qualities that make cryptocurrencies 

attractive—anonymity, decentralization, and cross-border nature—also make them susceptible to 

exploitation by malicious actors. With the absence of a centralized regulatory authority 

overseeing cryptocurrency networks, criminals have been able to take advantage of the relative 

lack of transparency and weak enforcement mechanisms to engage in various illicit activities. 

These crimes range from money laundering, terrorist financing, and fraud, to identity theft, 

ransomware attacks, and the hacking of cryptocurrency exchanges. The ease with which 

transactions can be made anonymously or pseudonymously on blockchain networks presents 

                                                             
1 Advocate 
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significant challenges for regulators and law enforcement agencies attempting to trace the flow 

of illicit funds. Moreover, the irreversible nature of cryptocurrency transactions adds to the 

difficulty of recovering stolen or misappropriated funds.2 

In recent years, regulators, financial institutions, and cybersecurity professionals have raised 

growing concerns about the risks associated with cryptocurrency transactions.3 While blockchain 

technology—the decentralized, distributed ledger system that underpins cryptocurrencies—is 

inherently secure, the weaknesses often lie within the various systems and platforms that 

interface with it. For instance, cryptocurrency exchanges, where users buy and sell digital 

currencies, have become prime targets for hackers. Cybersecurity breaches and hacks have 

resulted in significant financial losses, as seen in high-profile incidents such as the Mt. Gox 

exchange hack, where millions of dollars worth of Bitcoin were stolen, or the 2019 Binance 

hack, which saw a similar breach. Furthermore, the unregulated nature of the cryptocurrency 

market has created an environment where bad actors can thrive, often without fear of legal or 

regulatory repercussions. This lack of oversight has raised alarms about the potential for 

cryptocurrencies to be used in facilitating criminal activity, which can undermine financial 

systems, jeopardize personal security, and hinder the adoption of cryptocurrencies as legitimate 

financial instruments.4 

As the cryptocurrency market continues to evolve, the need for robust cybersecurity measures 

and effective regulatory frameworks has become more pressing. Although several countries have 

introduced varying degrees of regulation concerning cryptocurrency activities, there remains a 

significant gap in global consensus regarding the best approach to combat financial crimes in this 

domain. Moreover, many of the cybersecurity practices currently in place are reactive rather than 

proactive, and there is a lack of comprehensive strategies that can address the full range of 

vulnerabilities inherent in the cryptocurrency ecosystem. 

                                                             
2 Balthazor, A. W. (2018). The Challenges of Cryptocurrency Asset Recovery. FIU L. Rev., 13, 1207. 
3 Ibid. 
4 Rao, S., & Shaen, C. (2022). Mt. Gox–The fall of a giant. Understanding Cryptocurrency Fraud, 71. 
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This dissertation seeks to explore how financial crimes in cryptocurrency transactions can be 

mitigated through enhanced cybersecurity strategies and improved regulatory frameworks. The 

research aims to examine existing cybersecurity measures, regulatory policies, and legal 

frameworks, identifying their strengths and weaknesses in combating financial crimes such as 

money laundering, fraud, and cybercrime. 

1.2 Literature Review 

The regulation of cryptocurrency transactions in India is still evolving, with legal and regulatory 

frameworks struggling to keep pace with the rapid rise of digital currencies and the associated 

financial crime risks.5 While cryptocurrencies have gained significant popularity in India, they 

remain under intense scrutiny due to concerns about their use in money laundering, fraud, and 

terrorism financing. This section examines the legal provisions in India, drawing from actual 

case studies and legal interpretations, and compares them with international regulatory practices, 

especially in jurisdictions like the European Union and the United States. 

India's legal stance on cryptocurrencies has been a subject of significant debate. Historically, the 

Reserve Bank of India (RBI) took a cautious approach to digital currencies, leading to the 2018 

banking ban, which prohibited banks from providing services to cryptocurrency exchanges.6 

This decision was challenged by several cryptocurrency exchanges in the Supreme Court, which 

ultimately ruled in 2020 that the RBI’s banking ban was unconstitutional (Internet and Mobile 

Association of India v. RBI).7 The Court's decision was a major victory for cryptocurrency 

proponents, who argued that the ban hindered the growth of legitimate businesses and the 

broader fintech ecosystem in India. Despite the Supreme Court's ruling, cryptocurrency 

regulation in India remains fragmented, as there is no specific legal framework addressing 

cryptocurrencies. Various regulatory bodies such as the Securities and Exchange Board of 

India (SEBI), the Ministry of Finance, and the Enforcement Directorate (ED), have issued 

                                                             
5“Kumar, C. (2023). Legal Perspective on Cryptocurrency Regulation-Regulatory Framework and Challenges. Jus 

Corpus LJ, 4, 1. 
6 Kashyap, A. K. (2024). Central Bank Currency in India: Policy and Regulatory Aspects. In Global Developments 

in Central Bank Digital Currency (pp. 230-248). IGI Global. 
7 AIRONLINE 2020 SC 298 
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directives on cryptocurrency-related matters, but their scope is limited.8 The Prevention of 

Money Laundering Act (PMLA), which applies to all financial institutions, including 

cryptocurrency exchanges, has been invoked in a limited manner, especially in the context of 

suspected illegal activities involving cryptocurrencies.9 A significant issue in India is the 

potential use of cryptocurrencies for money laundering and terrorist financing, with authorities 

frequently citing these concerns as barriers to clearer regulation. In response to these concerns, 

the Indian government has explored the Banning of Cryptocurrency and Regulation of 

Official Digital Currency Bill, 2019, which seeks to ban private cryptocurrencies and introduce 

a central bank digital currency (CBDC).10 The bill, however, has yet to be enacted and remains a 

point of contention within the Indian legal system. G Soana (2024) suggest that the introduction 

of a CBDC could help combat financial crimes while providing a more secure and traceable form 

of digital currency.11 Further regulatory efforts include proposals for implementing Anti-Money 

Laundering (AML) and Combating the Financing of Terrorism (CFT) regulations, as required by 

international standards such as the Financial Action Task Force (FATF).12 According to 

Bhatia and Kumar (2020), India’s lack of clear regulatory guidance on cryptocurrencies leaves 

a significant gap in the enforcement of AML and CFT measures.13 While the FATF's 

Recommendation 15 calls for the application of AML/CFT regulations to cryptocurrency 

exchanges, Indian authorities have not yet fully implemented these guidelines, leading to 

concerns over their effectiveness in preventing illicit activities like money laundering and fraud. 

The Enforcement Directorate (ED) has been actively investigating cryptocurrency exchanges 

in India under the PMLA. In 2021, the ED froze the assets of WazirX, one of India's largest 

cryptocurrency exchanges, in a case involving an alleged $380 million money laundering 

scheme. This case underscores the challenges faced by Indian regulators in tackling financial 

                                                             
8 Reddy, J. (2019). The case for regulating crypto-assets. Indian Journal of Law and Technology, 15(2), 5. 
9 Sinha, Y. (2022). PMLA and Crypto-Laundering: A Catallaxy. Available at SSRN 4193666. 
10 Belke, A., & Beretta, E. (2020). From cash to central bank digital currencies and cryptocurrencies: a balancing act 

between modernity and monetary stability. Journal of Economic Studies, 47(4), 911-938. 
11 Soana, G., & de Arruda, T. (2024). Central Bank Digital Currencies and financial integrity: finding a new trade-off 

between privacy and traceability within a changing financial architecture. Journal of Banking Regulation, 1-20. 
12 Beekarry, N. (2011). International anti-money laundering and combating the financing of terrorism regulatory 

strategy: a critical analysis of compliance determinants in international law. Nw. J. Int'l L. & Bus., 31, 137. 
13 Global Legal Insights, 'Blockchain & Cryptocurrency Laws and Regulations – India' (Global Legal Insights, 

2025) https://www.globallegalinsights.com/practice-areas/blockchain-cryptocurrency-laws-and-regulations/india/ 

accessed 14 February 2025. 
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crimes in cryptocurrency transactions and highlights the need for a more robust regulatory 

framework. 

While India’s approach to cryptocurrency regulation remains somewhat fragmented, other 

countries, particularly those in the European Union and the United States, have made significant 

strides in addressing the legal and cybersecurity challenges posed by cryptocurrencies. 

The European Union (EU) has adopted a more comprehensive regulatory approach to 

cryptocurrencies through its Fifth Anti-Money Laundering Directive (5AMLD). This 

directive, which came into force in 2020, requires cryptocurrency exchanges and wallet 

providers to comply with stringent Anti-Money Laundering (AML) and Combating the 

Financing of Terrorism (CFT) requirements. According to Van der Voort (2020), 5AMLD 

mandates that cryptocurrency exchanges and custodian wallet providers apply Know Your 

Customer (KYC) procedures, report suspicious transactions, and retain customer data for a 

minimum period of five years. The 5AMLD’s regulatory framework applies to both EU-based 

cryptocurrency service providers and those operating in the EU from outside its borders. This is 

particularly important given the cross-border nature of cryptocurrency transactions and the 

increasing globalization of digital finance. Seitz (2020) argues that the EU’s proactive stance in 

enforcing AML and CFT measures has helped reduce the vulnerability of cryptocurrency 

exchanges to criminal activities such as money laundering. Despite these advancements, 

however, challenges remain in enforcing these measures across the diverse jurisdictions of the 

EU. Discrepancies in national enforcement mechanisms across EU member states have led to a 

lack of uniformity in the implementation of AML/CFT regulations. This issue is exacerbated by 

the anonymity that some cryptocurrencies, such as Monero and Zcash, provide through 

advanced encryption methods, making it difficult for authorities to trace transactions 

effectively.14 

The United States has been at the forefront of regulatory action concerning cryptocurrencies. In 

2013, the Financial Crimes Enforcement Network (FinCEN) issued guidelines categorizing 

                                                             
14Azinge, N. N. V. (2018). Compliance with the global AML/CFT regulation: parameters and paradoxes of 

regulation in African countries and emerging economies (Doctoral dissertation, University of Warwick). 
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cryptocurrency exchanges as money services businesses (MSBs), subjecting them to the same 

AML and CFT regulations as traditional financial institutions. As a result, cryptocurrency 

exchanges in the U.S. are required to register with FinCEN, implement KYC procedures, and 

report suspicious activities to authorities. The Securities and Exchange Commission (SEC) has 

also played an active role in regulating cryptocurrency transactions, particularly with regard to 

initial coin offerings (ICOs) and the classification of cryptocurrencies as securities. In 2020, the 

SEC charged Ripple Labs with conducting an unregistered securities offering through the sale 

of XRP, a cryptocurrency developed by the company. This case exemplifies the SEC's 

aggressive stance on regulating cryptocurrencies and ensuring that they comply with securities 

laws, which have traditionally governed financial instruments. The U.S. approach, particularly in 

the regulation of exchanges and cryptocurrency offerings, contrasts with India’s more cautious 

stance, which has resulted in a lack of regulatory clarity. However, the U.S. has faced its own 

challenges, particularly in terms of cybersecurity and the enforcement of AML/CFT measures. 

High-profile hacks, such as the 2016 Bitfinex hack and the 2018 Coincheck hack, in which 

millions of dollars in cryptocurrencies were stolen, highlight the vulnerabilities of 

cryptocurrency exchanges to cybercrime.15 

The regulation of financial crimes in cryptocurrency transactions is a pressing issue for 

governments worldwide. India, while making significant strides in developing a regulatory 

framework for digital currencies, continues to grapple with the complexities of regulating a 

rapidly evolving technology. The country’s legal framework is still in development, and while 

measures like the PMLA and FATF compliance offer some regulatory coverage, there is a clear 

need for more comprehensive laws tailored to the unique challenges posed by cryptocurrencies. 

In comparison, jurisdictions like the European Union and the United States have made more 

substantial progress in implementing regulatory frameworks that address the risks of money 

laundering, terrorist financing, and cybercrime in the cryptocurrency space. While the EU’s 

                                                             
15Charoenwong, B., & Bernardi, M. (2024). Lessons from a decade of cryptocurrency hacks, 2011-2021. In The 

Elgar Companion to Decentralized Finance, Digital Assets, and Blockchain Technologies (pp. 147-166). Edward 

Elgar Publishing. 
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5AMLD and the U.S.’s FinCEN guidelines set valuable precedents, challenges remain in terms 

of enforcement and ensuring uniformity across borders. 

1.3 Research Problem 

Cryptocurrency systems enable decentralisation, transparency, and user privacy.  These traits 

make it hard to control and safeguard these transactions, increasing financial crimes.  Law 

enforcement has found it harder to monitor money laundering, fraud, and terrorism funding due 

to bitcoin transactions' anonymity.  Blockchain technology is safe, but flaws at exchanges, 

wallets, and user accounts have enabled hackers and criminals to abuse it.  The absence of strong 

cryptocurrency trading and exchange regulations has made fighting these crimes harder.  The 

diverse regulatory environment across nations typically causes law enforcement gaps.  Some 

cryptocurrencies provide anonymity, and cryptocurrency transactions are generally irreversible, 

allowing criminals to cover their footprints.  Blockchain technology and cryptocurrency 

exchanges have been secured, but financial crime mitigation measures in this fast growing 

industry require improvement.  The research issue identifies bitcoin transaction cybersecurity 

concerns and evaluates mitigating solutions to assess their efficacy.  The challenge also requires 

practical security solutions that retain the decentralisation and privacy that make 

cryptocurrencies desirable to consumers. 

1.4 Research Objectives 

1. To assess the current state of financial crimes in cryptocurrency transactions, 

identifying the types and prevalence of crimes occurring in the space, such as money 

laundering, hacking, fraud, and terrorist financing. 

2. To evaluate existing cybersecurity measures and regulatory frameworks designed to 

mitigate financial crimes in cryptocurrency transactions, determining their effectiveness 

and limitations. 

3. To investigate the role of blockchain technology in preventing or facilitating 

financial crimes, exploring both the strengths and weaknesses of the technology from a 

security perspective. 
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4. To propose enhanced cybersecurity strategies and regulatory reforms for 

cryptocurrency transactions, focusing on preventing financial crimes while ensuring user 

privacy and maintaining the decentralized nature of cryptocurrencies. 

1.5 Research Questions 

1. What are the most common types of financial crimes associated with cryptocurrency 

transactions? 

2. How effective are current cybersecurity measures and regulatory frameworks in 

preventing financial crimes in cryptocurrency systems? 

3. What vulnerabilities exist in cryptocurrency exchanges and wallets that facilitate 

financial crimes, and how can they be addressed? 

4. What role can blockchain technology play in enhancing security and preventing illicit 

activities in cryptocurrency transactions? 

1.6 Research Hypotheses 

1. Cryptocurrency transactions, due to their anonymous and decentralized nature, are 

significantly more vulnerable to financial crimes such as money laundering and fraud, 

compared to traditional financial systems. 

2. The implementation of enhanced cybersecurity protocols and more comprehensive 

regulatory frameworks will substantially reduce the occurrence of financial crimes within 

cryptocurrency transactions. 

1.7 Research Methodology 

This research will adopt a doctrinal legal research methodology, which focuses on analyzing 

existing legal and regulatory frameworks and identifying the best practices for addressing 

financial crimes in cryptocurrency transactions. Doctrinal research involves reviewing case law, 

statutes, academic literature, policy papers, and reports published by regulatory bodies and 

cybersecurity experts to explore the current landscape of cryptocurrency-related financial crimes 
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and the cybersecurity measures in place to mitigate these risks. The study will involve a critical 

analysis of legal texts, including international conventions, national laws, and guidelines from 

financial regulatory authorities such as the Financial Action Task Force (FATF). Additionally, it 

will explore the technical aspects of cybersecurity in cryptocurrency systems, assessing the 

effectiveness of blockchain security protocols, encryption methods, and identity verification 

techniques. By synthesizing these sources, the research will identify gaps in the current 

regulatory framework and propose new strategies for improving cybersecurity practices. The 

research methodology will also include comparative analyses of different jurisdictional 

approaches to cryptocurrency regulation and cybersecurity, offering recommendations that can 

be implemented on a global scale to reduce financial crimes while maintaining the privacy and 

decentralization features of cryptocurrency systems. 

CHAPTER 2: LEGAL FRAMEWORKS FOR 

CRYPTOCURRENCY TRANSACTIONS 

2.1 Introduction 

As a new form of currency, Bitcoin and Ethereum have positioned themselves as 

transformational monetary resources. Their value, which is derived from Bitcoin and Ethereum's 

flagship technologies blockchain and decentralization, poses an unprecedented challenge for 

regulators across the globe. It becomes imperative for cryptocurrency markets as well as for 

governments, financial institutions and regulators to evolve and accept strategies which ensure 

fiscal safety, consumer protection, and prevention of malpractices like money laundering and 

terrorism financing. On the one hand, the use of cryptographic currencies provides a high level 

of transparency, decentralization, and global access, while on the other hand, the same features 

overregulation, due to the obscured identity of the users and the possibility of criminal abuse 

brings severe concern.  

In the absence of coherent global guidelines on legal regulation, the countries have adopted 

various methods of managing cryptocurrency. Some countries have adopted cryptocurrencies 
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fully, underestimating their severe risks regarding consumer protection, financial stability, and 

use in criminal acts, while other countries have imposed harsh bans. The spread of this variety of 

managing currencies signals the urgent need of developing comprehensive and balanced 

frameworks which take into account not only the merits of cryptocurrency but also the perils 

they pose. This chapter investigates the intricacies of the regulations relating to cryptocurrency 

transactions by studying the international guidelines, domestic legal frameworks, major legal 

issues, and proposed changes of some states like India, the EU, and the US. 

2.2 International Legal Frameworks and Standards 

The global characteristics of cryptocurrencies are relatively unique, particularly with respect to 

the existing regulatory frameworks around these digital assets. Essentially, cryptocurrencies cut 

across international divides which makes it difficult for law makers to formulate jurisdictional 

rules. However, attempts to create some international benchmarks and frameworks exist which 

help countries formulate their regulations.  16 

2.2.1 FATF Recommendations (Financial Action Task Force) 

An inter-governmental panel specifically formed to target the issues of money laundering, 

terrorist activities financing and several other inter financial system threats, The Financial Action 

Task Force (FATF) has formulated a set of recommendations pertaining to the control of virtual 

assets which also include cryptocurrencies.17 In 2019 FATF issued its revised recommendations 

also known as the "Travel Rule" which mandates that virtual asset service providers (VASPs) 

should amass and disseminate information pertaining to the payer and payee in cryptocurrency 

transactions.   

These rules seek to mitigate the extent to which virtual assets can be employed to facilitate illicit 

activities such as money laundering or terrorism. As an example, a common recommendation for 

                                                             
16 Villata, F. C. (2023). Cryptocurrencies and conflict of laws. In Blockchain and Private International Law (pp. 314-

347). Brill Nijhoff. 
17 Gidado, T. (2019). The 5th Anti-Money Laundering Directive and Virtual Currency Regulation in the European 

Union. 
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action by FATF is that governments need to control these VASPs and enforce strong know-your-

customer (KYC) guidelines and ensure compliance with anti-money laundering (AML) acts 

equivalent in rigor to those governing mainstream finance for cross-border payments.   

The FATF's guidance concerning cryptocurrencies and virtual assets has been particularly 

influential to the shaping of regulatory conversation around the globe. 

Numerous nations have adopted these guidelines at the national level but compliance and 

sophisticated enforcement mechanisms differ dramatically within and between jurisdictions. 

2.2.2 The Fifth European Union’s Anti-Money Laundering Directive 

(5AMLD) 

The 5AMLD which is the Fifth European Union’s directive on the prevention of money 

laundering marked the Union's first foray into regulating cryptocurrency, coming into effect in 

January 2020. Under 5AMLD, the EU includes cryptocurrency exchanges and wallet providers 

under the AML scope, mandating them to fulfill KYC and AML requirements. This directive 

attempts to curb the use of cryptocurrencies for criminal activities and ensures that 

cryptocurrency transactions are identifiable, mitigating the potential for laundering or terrorist 

financing through these currencies.   Cryptocurrency exchanges and wallet providers are required 

under 5AMLD to register with relevant local authorities, establish proper KYC systems, and 

disclose irregular and suspicious activities. Through these requirements, the EU intends to curb 

anonymous dealings in cryptocurrencies while enabling law enforcement authorities to track 

illegal activities more efficiently. These regulatory challenges have been particularly difficult for 

EU-based cryptocurrency operators, compelling these businesses to change internal procedures 

to meet the heightened KYC and AML compliance requirements. This development also shows 

that governments are increasingly aware of the need to control the cryptocurrency industry in 

order to maintain the stability of the financial system. 18 

                                                             
18 Ibid. 
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2.3 Legal Position on Cryptocurrency in India 

India has seen an unprecedented and multifaceted development of law in relation to legal 

cryptocurrency. Cryptocurrencies became popular first as a digital form of investment and a 

medium of exchange, however, they soon drew the attention of the regulators as well. The 

Government of India and the Reserve Bank of India (RBI) have been actively engaged in the 

controversy with and regulatory framework of cryptocurrencies. 19 

2.3.1 The Reserve Bank of India's Role 

The RBI, as India’s central bank, has been one of the primary actors in formulating laws 

pertaining to the cryptocurrencies ecosystem in India. The Reserve Bank of India has been one of 

the biggest critics of cryptocurrencies. In 2018, the RBI issued a circular which, in effect, banned 

banks and other financial institutions from servicing cryptocurrency businesses and users. This 

was an attempt to reduce the interest in cryptocurrencies by preventing their use in the traditional 

financial system.   Some of the primary factors for such an action on the part of the RBI was the 

alleged risks associated directly with cryptocurrencies such as the use of these currencies for 

unlawful purposes, the absence of a regulatory framework, and control over investors. However, 

this ban drew massive criticism from the cryptocurrency community. As a result, in 2020, the 

Supreme Court of India overturned the RBI’s ban citing it as unconstitutional.   

2.3.2 Legal Issues and Developments in India 

The legal contention concerning the RBI ban on cryptocurrency reached its peak in the Supreme 

Court's decision on Internet and Mobile Association of India vs. Reserve Bank of India. This 

case ruled in favor of lifting restrictions on cryptocurrency exchanges which the RBI had 

imposed in the previous years citing them as unconstitutional. Moreover, the court’s decision 

ensured no further undue opposition will be faced towards business enterprises growing within 

                                                             
19 Singh, U. (2023). Rules and Regulations for Cryptocurrency in India, a Legal Study. Issue 2 Indian JL & Legal 

Rsch., 5, 1. 
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the cryptocurrency ecosystem. With this judgment, there was a surge of support championing the 

use of cryptocurrency within the region.   

The Reserve Bank of India’s policies on cryptocurrency came with heavy criticism which the 

supreme court ruled in favor of. However, the Indian government was rather skeptical about the 

adoption of cryptocurrency. In 2019, the government introduced a proposal called The 

Cryptocurrency and Regulation of Official Digital Currency Bill, 2019 which aimed to 

completely eliminate the existence of all private cryptocurrencies and establish a legal structure 

supporting a central bank digital currency (CBDC). As of now, the Bill remains pending with no 

clear indication of becoming law in this form.   

2.3.3 Suggested Legal Action (Anti Cryptocurrency Bill 2019) 

The Banning of Cryptocurrency Bill, 2019 wanted to stop the use of cryptocurrencies in India 

and simultaneously draft a blueprint for the digital Indian rupee (India's prospective CBDC). 

This bill indicates the government’s worrying regard towards private cryptocurrencies like 

Bitcoin and Ethereum because of their volatility coupled with the possible criminal uses of these 

currencies.  

As with any ban, opposition has been met from proponents of the cryptocurrency world and 

advocates for technological development. Opposition to the ban argue that the country is trying 

to suppress innovation with the blockchain and cryptocurrency technology that promises growth 

and even employment opportunities. Beneath the proponents, however, there is a need to protect 

consumers and shield the country’s economy from the adverse effects of volatile uncontrolled 

digital assets.20 

                                                             
20 bin Zul Kepli, M. Y., &Zulhuda, S. (2019). Cryptocurrencies and anti-money laundering laws: The need for an 

integrated approach. In Emerging Issues in Islamic Finance Law and Practice in Malaysia (pp. 247-263). Emerald 

Publishing Limited. 
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2.4 Comparative Analysis: Legal Provisions in the European Union and the 

United States 

The approaches of different jurisdictions greatly influence the regulatory landscape for 

cryptocurrency. The European Union (EU) and the United States (US) pose as two dominant yet 

contrasting models. Both regions have developed legal provisions regarding the use of 

cryptocurrency, but their focus and approach toward the regulatory framework and treatment of 

digital assets differ. Conducting a comparative analysis of the EU and the US legal frameworks 

provides analysis toward the regulation debate on a global level.  

2.4.1 Legal Provisions in the European Union 

The European Union (EU) has maintained a relatively progressive and cautious approach 

regarding cryptocurrency regulation. While EU member states have their individual laws relating 

to the use of cryptocurrency, the EU as whole has taken steps towards formulating measures 

aimed at achieving uniformity in the treatment of crypto activities within the region. 

One of the most notable EU legal rulings concerning cryptocurrency was the European Court of 

Justice (ECJ) decision in 2015 which deemed Bitcoin as a 'currency for the purpose of VAT' 

(Value Added Tax) taxation. This ruling made significant progress in recognizing Bitcoins as a 

medium of exchange ensuring that the currency is free from VAT. 

This legal recognition of Bitcoin as a currency facilitated acceptance and further regulation in the 

EU.   

The European Commission is quite active with proposing legal frameworks to improve the 

cryptocurrency regulation landscape. One of the most remarkable legislative developments has 

been the proposal of Markets in Crypto-Assets Regulation (MiCA), which aims to create an 

integrated approach to regulating crypto assets within the EU. MiCA seeks to achieve certainty 

in law and protection of investors by delineating clear rules for crypto-issuers, exchanges, wallet 

providers, and other stakeholders in the cryptocurrency market ecosystem.   
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The following are MiCA's primary goals:21 

• Establish a legal framework for the regulation of crypto-assets not captured under existing 

financial services legislation.   

• Mandate all cryptocurrency exchange and wallet providers to implement KYC and AML 

policies.   

• Safeguard investors from exposure to unregulated and volatile assets.   

• Define precise criteria concerning stablecoins and those used widely in international 

transactions.   

MiCA's provisions advance the EU’s alignment towards unified regulation by forming a 

balanced approach to investor protection and the fostering of innovation in the crypto industry.   

2.4.2 Provisions from the US Legal System 

Regulation in the United States remains patchy and lacks comprehensive centralized legislation 

to govern cryptocurrency. In the United States, the approach depend on the agency responsible 

for overseeing it, which in turn affects the classification and treatment applicable to the 

cryptocurrency in question.   At the national level, several agencies are involved in overseeing 

different segments of the crypto market, including:  22 

•  The Securities and Exchange Commission (SEC): The SEC considers some 

cryptocurrencies, especially those in the form of tokens offered through Initial Coin Offerings 

(ICOs), as securities under the U.S. Securities Act of 1933. Therefore, the SEC has jurisdiction 

over crypto assets which are securities and has enforced action against companies and 

individuals who require registration of such assets and do not register them.   

•  The Commodity Futures Trading Commission (CFTC): The CFTC has categorized 

Bitcoin and several other currencies as commodities, thus regulating the markets for derivatives, 

                                                             
21 Mkrtchyan, G., &Treiblmaier, H. (2025). Business Implications and Theoretical Integration of the Markets in 

Crypto-Assets (MiCA) Regulation. FinTech, 4(2), 11. 
22 Hughes, S. D. (2017). Cryptocurrency Regulations and Enforcement in the US. W. St. UL Rev., 45, 1. 
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such as futures contracts and options on crypto. The CFTC does not have jurisdiction over spot 

markets for trading cryptocurrencies or exchanges dealing in cryptocurrencies.   

•  The Financial Crimes Enforcement Network (FinCEN): Under the Bank Secrecy Act of 

1970 FinCEN controls exchanges of cryptocurrencies because these platforms are financial 

institutions requiring them to follow Anti Money Laundering and Know Your Customer (KYC) 

policies. Unlike other agencies that concern themselves with regulation, FinCEN aims at fighting 

illicit activity, including money laundering and terrorist financing, in the cryptocurrency space.   

Other U.S. regions have also attempted such initiatives at a state level such as Wyoming which 

permits the use of cryptocurrency and blockchain technologies by having laws that are not only 

favorable but easy to understand and follow for crypto businesses and other technological 

enterprises. Other states, including New York, for example, continue to impose restrictions with 

the BitLicense requiring a specific license for crypto businesses to operate within the state.   One 

of the disputes in the United States is how to define a cryptocurrency. The SEC’s enforcement 

actions have been viewed as controversial. For example, some argue that there is too much 

regulatory haphazardness, and the SEC’s approach stifles innovation. There are also some 

debates over the bounds of enforcement of security laws concerning the classification of some 

crypto assets as securities, especially for DeFi projects.   

2.4.3 Key Differences in the Legal Framework of EU and US 

Although both the EU and the US have developed different legal structures within which 

activities involving cryptocurrency will take place, there are differences in their approaches:23 

1. Coordination of Regulation: The EU is more unified as it has sought a more coordinated 

approach at the continental level with MiCA regulations, while the US tends to have a more 

piecemeal approach, routed in the jurisdictional overlap of different federal agencies and state 

regulation systems dealing with cryptocurrencies. 

                                                             
23Frunzeti, T., & Dumitru, A. C. (2024). HARMONIZING VIRTUAL CURRENCY USE IN THE EU: THE 

EVOLUTION AND IMPACT OF MiCA REGULATION. Land Forces Academy Review, 29(2), 141-148. 
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2. Special Attention to Consumer Protection: The MiCA framework of EU focuses heavily on 

investor protection as well as their transparency. In the US, more focus is given on the conduct 

of the market through the SEC and CFTC, which at times creates legal ambiguity and confusion.   

3. Central Bank Digital Currencies (CBDC): The EU has been more progressive in trying to 

implement a digital euro and analyzing the use CBDCs in substitution for traditional monetary 

systems. The US has also been slow in developing a framework for CBDC and the Federal 

Reserve officials are wary in launching a digital dollar.   

4. Legal Classification of Cryptocurrencies: The EU treats certain cryptocurrencies as 

commodities and has defined a VAT regime for them, while the US grapples with the imposition 

of uniform state-wide classification and regulation of cryptocurrencies.   

2.5 Gaps and Difficulties in Existing Legal Structures 

Regardless of the increase in international attempts to regulate cryptocurrency, there are still 

considerable gaps and difficulties in the existing legal structures. This stems from the 

uncontrollable speed of development in cryptocurrency technologies coupled with lack of 

agreement on fundamental regulatory principles in diverse jurisdictions.   

2.5.1 Absence of Uniformity 

Absence of global uniformity in the regulations governing cryptocurrencies is one of the most 

pressing issues. 

Certain nations like China and India have imposed outright bans, while the EU and the US have 

taken a piecemeal approach to regulation that is technologically averse. The existing fragmented 

approach increases ambiguity for businesses, investors, and users, particularly with respect to 

cryptocurrency dealing and navigating borders. An internationally accepted single regulatory 

framework would help reduce volatility and risk in the sector.  
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2.5.2 Regulatory Arbitrage 

Regulatory Arbitrage is utilized by businesses to exploit disparate regulation frameworks by 

setting up operations in jurisdictions with weaker regulations in order to gain a competitive 

advantage. This practice is detrimental in the effort of harmonization because it leads to the 

creation of “rogue” platforms that are not compliant with basic consumer protection, security, or 

financial stability standards industry best practices.  

2.5.3 Consumer Protection 

Inadequate consumer protection poses another problem in cryptocurrency regulations. Although 

certain provisions like MiCA in the EU helps mitigate investor protection, there are gaps 

regarding the security offered by exchanges, wallet service providers, and other ancillary service 

providers. The extreme fluctuations in the value of cryptocurrencies also pose risk to investors 

that do not have a proper understanding of their implications.  

2.6 Challenges Related To Regulation: Anonymity, Privacy, and Cross-border 

Transactions 

There has been a rise in adoption of cryptocurrency, and with this an increase in the difficulties 

for regulators in finding balance between anonymity, privacy, and effective crime control. 

Digital currencies such as Bitcoin, Ethereum, Monero, and Zcash present multifaceted challenges 

to regulators who must manage issues of consumer privacy, anti-money laundering (AML) 

activities, and cross-border transactions.  24 

2.6.1 Privacy and Anonymity in Cryptocurrency Transactions 

One of the most prominent features of many cryptocurrencies is the level of privacy and 

anonymity they offer. While blockchain technology is often open to public access and traceable, 

                                                             
24Kethineni, S., & Cao, Y. (2020). The rise in popularity of cryptocurrency and associated criminal activity. 

International Criminal Justice Review, 30(3), 325-344. 
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its pseudonymous nature assures a relative level of anonymity to the users. For instance, 

transactions in Bitcoin are recorded on the blockchain. However, wallet addresses are used 

without having direct links to an individual. This means that a person’s identity is not tied to a 

specific wallet address. This pseudonymity has been one of the major draws for users who value 

privacy in their financial transactions.   

Having said that, such a high level of anonymity granted poses significant challenges for 

regulators, especially in relation to financial crimes such as money laundering, terrorist 

financing, and tax evasion. Cryptocurrency transactions have the potential to enable shady actors 

to transfer funds across borders without going through traditional intermediaries that have strict 

AML and KYC policies. This has led to calls for more robust regulation to deal with the 

unlawful exploitation of digital currencies.   

With that in mind, several authorities have recommended imposing stricter KYC and AML 

policies requiring cryptocurrency exchanges, wallet providers, and related services to identify 

and verify the users' identities provided through these documents. 

The FATF, for instance, has included the Travel Rule which mandates VASPs to gather and 

transfer relevant information on the originators and beneficiaries of transactions of 

cryptocurrency. Such attempts are necessary to curb cryptocurrency network abuse; however, 

they raise other issues, such as encroachment into proprietary user information and privacy. 

Monero, Zcash, and Dash are examples of cryptocurrencies that incorporate privacy features and 

utilize advanced cryptographic methods like zero-knowledge proofs, ring signatures, and 

shielded transactions for concealing transaction details. Such cryptocurrencies create a greater 

regulatory challenge because it becomes significantly more complex to trace transactions. The 

United States and the European Union, for instance, have attempted to curb the use of privacy 

coins by banning or restricting their trade on exchanges for claiming that such coins encourage 

illegal activities. 
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There are those in favor of greater regulatory scrutiny over cryptocurrency who cite the need for 

greater transparency at the heart of the matter. Despite the advocates claiming aid from these 

new technologies is intended for protecting privacy, it remains a right that is being violated in an 

era of omnipresent surveillance. Striking a balance between protecting one’s privacy and 

committing to guard against financial crime remains one of those long and overdue disputes. It is 

a challenge bound to change with technological advancement alongside development in the 

regulatory environment. 

2.6.2 Cross-border Transactions and Jurisdictional Challenges 

An essential characteristic of cryptocurrencies is their capability to allow cross-border 

transactions without intermediaries like banks. This international scope of operations offers 

advantages and disadvantages for regulators trying to enforce national laws in a borderless and 

delocalized environment. Almost in real time, users from different countries can transact with 

one another using cryptocurrencies, avoiding traditional financial institutions and their regulators 

who usually oversee cross-border transactions.25 

Due to the nature of cryptocurrency networks, no one state or organization has the power to 

control the cross-border movements of cryptocurrency exchanges and cryptocurrency transaction 

activities. This poses crucial jurisdictional problems for a specific country, as it is very hard for 

one nation to apply its legislation to undertake global control of activities happening in different 

regions. 

This has increasingly focused attention on international initiatives related to cryptocurrency 

regulation. For instance, the FATF has been very active in fostering international collaboration 

on the application of anti-money laundering laws concerning virtual assets. 

Nonetheless, the absence of coherent regulations across different jurisdictions creates difficulties 

for achieving compliance, enforcement actions are particularly problematic. In some areas, 

cryptocurrency transactions are heavily policed or even prohibited, and in others, they are lightly 

                                                             
25 He, D. (2021). Digitalization of cross-border payments. China Economic Journal, 14(1), 26-38. 
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monitored or completely unregulated. This creates a fragmented system that patently facilitates 

the evasion of oversight by users engaging in cross-border cryptocurrency activities.   

As mentioned previously, law enforcement faces major challenges when dealing with cross-

border crime due to the anonymity that cryptocurrencies provide. While some instruments and 

methods allow for the tracking of cryptocurrency transactions, mixers and tumblers, which 

conceal the asset's trail, make it increasingly harder for authorities to manage the transactions. 

Moreover, as mentioned within this section, the introduction of privacy coins further complicates 

the enforcement of cross-border operations.   

Regulators seek to protect privacy and allow innovation while enforcing privacy-sensitive 

national laws. Some combat strategies propose regulating international cross-border 

cryptocurrency activities by requiring exchanges to report suspicious transactions and implement 

the applicable international anti-money laundering (AML) rules governing the movement.26 

Nonetheless, no single approach appears to adequately resolve these problems, and these efforts 

will greatly rely on continued international cooperation and developments in technology.   

2.6.3 Regulatory Approaches to Cross-Border Cryptocurrencies 

As cryptocurrencies are inherently borderless, any regulatory approaches must be designed to 

deal with cross-border issues. For example the European Union has sought to resolve the issue of 

fragmentation of cryptocurrency regulations at the pace of its members with initiatives like 

MiCA, which provides for a unified system for the regulation of crypto-assets within the EU. 

However, international collaboration will be necessary for this to work effectively because 

cryptocurrencies are above national jurisdictions.   To advance this type of international 

collaboration, some international bodies such as the G20 are beginning to hold meetings intended 

to draft international standards for the regulation of cryptocurrencies alongside global financial 

institutions like the World Bank and International Monetary Fund. Their goal is to regulate 

                                                             
26 Singh, B., & Kant, S. (2019). Crypto Currencies/Blockchain and the Banking System. The Journal of Indian 

Institute of Banking and Finance. 
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cryptocurrency transactions within the context of international AML and KYC frameworks while 

recognizing the different national regulatory systems.   In addition, some states have begun to 

devise bilateral treaties aimed at facilitating cooperation in regulating cryptocurrency 

transactions, especially in relation to cross-border payments. These agreements enable countries 

to exchange information on questionable transactions, monitor criminal offenses, and enforce 

laws aimed at the potential misuse of cryptocurrency. Establishing a global governing body to 

regulate trade in cryptocurrencies is still a far cry, but it is expected that cooperation among 

national regulators and international bodies will intensify with the increasing adoption of 

cryptocurrencies. To avoid regulatory gaps, countries may also strive to reach consensus on 

minimum rules known as “hard limits” that stop the use of crypto-friendly jurisdictions with 

weak regulatory frameworks from being exploited for illegal activities. 

CHAPTER 3: FINANCIAL CRIMES IN CRYPTOCURRENCY 

TRANSACTIONS 

 

3.1 Different Kinds of Financial Crimes Involving Cryptocurrency 

The nature of cryptocurrency as a private and decentralized asset has attracted many people. At 

the same time, however, criminals have devised various ways to exploit the digital currency for 

and against illicit means. The use of financial technology involving cryptocurrency is 

increasingly becoming a challenge for regulation bodies and law enforcement agencies along 

with financial institutions. In this chapter, we will discuss the various financial crimes 

concerning the use of cryptocurrency, some well-publicized incidents which exposed the 

weaknesses in the system, and the myriad of issues which authorities confront in dealing with 

these crimes. 

3.1.1 Money Laundering 

Laundering money, essentially related to selling illicit funds or cash obtained from criminal 

activity, entails making the money seem legal by integrating it into a complex series of monetary 
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dealings that conceal the source. Given the pseudo anonymity allowance of cryptocurrency it 

tends to be more of a furnishing tool for money laundering. 

Money Laundering in Cryptocurrency Systems:    

It permits unscrupulous individuals to exploit its funding possibilities to a high degree without 

being identified. It has become possible because bitcoin and Ethereum based cryptocurrencies 

provide their users with a high degree of identity protection. Although blockchain technology is 

a public record of sequential transaction history which is open to the public, the individuals who 

own wallet addresses can retain anonymity, unless their identity is revealed through a process of 

ascertainment that links to them as a person or organization.27 

Effectively, laundering money conceals the origins or the source of illegally-acquired funds 

using a number of different methods, including:   

- Layering - Moving funds through a series of wallets and exchanges serves to obscure the 

origin. Crooks might utilize different mixing services ("tumblers" or "mixers") which 

disassemble trails thus making tracking difficult for law enforcement.   

- Smurfing - This method includes large-scale one-time transactions that are disguised into 

several smaller, less suspicious, and more-palatable transactions.   

- Cross Border Transfers: Traditional banking systems tend to be highly regulated, constantly 

monitoring large transactions. However, with cryptocurrency, value can be transferred 

seamlessly across borders, without the need for these regulated banking systems.   

3.1.2 Fraud and Ponzi Schemes 

Cryptocurrencies also serve as tools for fraudulent schemes such as Ponzi schemes, sham ICOs 

(Initial Coin Offerings), and other investment scams. The lack of regulatory framework 

surrounding the cryptocurrency space turns it into a haven for deceitful schemes.28 

- Ponzi Schemes and Fraud in Cryptocurrency: Investors who join Ponzi schemes enable 

scammers to pay returns to earlier investors using the capital of newer investors instead of 

                                                             
27Dyntu, V., & Dykyi, O. (2018). Cryptocurrency in the system of money laundering. Baltic Journal of Economic 

Studies, 4(5), 75-81. 
28 Tiwari, M., Gepp, A., & Kumar, K. (2020). The future of raising finance-a new opportunity to commit fraud: a 

review of initial coin offering (ICOs) scams. Crime, Law and Social Change, 73, 417-441. 
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generating legitimate profits. Cryptocurrencies opened new avenues for operation allowing these 

schemes to evolve.   

- BitPetite: This scheme was notorious for claiming considerable investment returns in short 

durations, while in reality, it served as a Ponzi scheme. 

Using the bait of cryptocurrency trading and mining, the scheme lured in thousands of 

unsuspecting victims, who thought their investments were being used to generate real profits. In 

reality, the scheme fell apart when new investments ceased, causing numerous investors to lose 

their money. 

• OneCoin: OneCoin is perhaps the single most infamous Ponzi scheme in the world of 

cryptocurrency. Founded by Ruja Ignatova, the scheme promised users a truly innovative new 

cryptocurrency, which was an outright scam. OneCoin operated by enticing users to purchase 

training packages where they were taught bits of information and then hyped into investing in the 

so-called cryptocurrency that was never actually traded on any exchange. Ignatova went missing 

in 2017, but the case remains one of the great unsolved mysteries in white-collar crime, drawing 

attention as investigators work to bring the scheme’s masterminds to justice. 

Fraudulent ICOs are yet another domain of illegitimate practices. The promise of launching 

groundbreaking blockchain technology or a revolutionary cryptocurrency project has initiated 

dozens of ICOs, only for the founders to abscond with the investors’ money. 

3.1.3 Terrorist Financing 

There is known to be terrorist organizations that fund their activities through cryptocurrencies. 

Raising and moving money from one country to another goes unmonitored, making this form of 

currency appealing to terrorist groups looking to finance their operations. 

Terrorist Financing Through Cryptocurrencies: 29 

One of the major benefits of cryptocurrency for terrorist organizations is its decentralized 

structure allows for completely anonymous spending and transfers, helping them evade 

detection. 

Here are some ways that terrorists have exploited the use of cryptocurrencies:   

                                                             
29 Teichmann, F. M. J. (2018). Financing terrorism through cryptocurrencies–a danger for Europe?. Journal of 

Money Laundering Control, 21(4), 513-519. 
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• Crowdfunding: Certain groups have advertised cryptocurrency donation drives on social 

media. 

• Darknet Markets: Terrorist groups prefer to transact in secret, and the integration of 

cryptocurrency makes it simple to remain anonymous. Bitcoin and Ethereum, as well as other 

altcoins such as Monero, have been utilized for the purchase of firearms, explosives, and other 

illicit goods. 

Although there are efforts to limiting the use of cryptocurrency as a means to finance terrorism, 

the absence of uniform regulations across jurisdictions remains the most dominant hurdle. The 

Financial Action Task Force (FATF) has recommended that cryptocurrency exchanges 

implement anti-money laundering (AML) and counter-terrorism financing (CTF) policies, but 

compliance remains a persistent problem.   

3.1.4 Cybercrime and Hacking 

Exchange hacks and ransomware attacks exemplify the exploitation of cryptocurrencies and 

blockchains by cybercriminals. There are numerous weak links in the cryptocurrency system that 

can be abused for extortion or theft.   

Cybercrime and Hacking in Cryptocurrency Systems:   

The proliferation of cryptocurrency exchanges and wallets provided cybercriminals with an 

abundance of targets. 

The hacks of exchanges, wallets, and individual users have also been targeted with the intention 

of stealing valuable digital assets or holding them for ransom.   

- Exchange Hacks: Being centralized platforms that store large amounts of assets, 

cryptocurrency exchange have levelled up as the targets for hackers to exploit. One of the 

most famed exchange hacks ever was the 2014 Mt. Gox exchange hack where the hackers 

stole nearly 850,000 Bitcoins which, during that time, were worth billions of dollars.   

- Ransomware: There has been a sharp increase in the number of ransomware attacks 

involving cryptocurrency in the last couple of years. Cyber criminals, with intention often 

times obscured, will encrypt a victim’s data and then demand a certain amount of 

cryptocurrency in exchange for the decryption key. Since, these payments are extremely 
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hard to trace, victims have no choice but to comply if they wish to get back their data. 

This difficulty in tracing while assuaging pays makes crypto a preferred payment in these 

cases.   

- Phishing and Social Engineering: With the intention of tricking users into revealing their 

private keys or personal information, hackers have indulged in social engineering and used 

highly technologically advanced methods which aids in them accessing their funds stashed 

in the various wallets.   

The cryptocurrency community has been aware of these risks for a long time, resulting in 

numerous measures being forged to prevent such events from taking place. Measures like two 

factor authentication (2FA), hardware wallets, and cold storages have become prominent 

throughout. Although, due to the dynamic nature of cybercrime, users need to be on their guard 

and ensure their assets remain secure.   

3.2 Case Studies: High-Profile Cryptocurrency Crimes 

The need for practicing crypto-strategic financial crimes has been showcased through multiple 

high-profile cases that have received notable attention for the scale and furor they have caused 

throughout the crypto ecosystem. These examples emphasize the problems concerning 

cryptocurrency exchanges and the challenges that remain even with the advancement of 

blockchain technology.30 In this part, we will look at some of the most infamous examples of 

financial crimes related to cryptocurrency.   

3.2.1 Mt. Gox Hack 

After being attacked in 2014, Mt. Gox became Mt. Gox as the poster child of cryptocurrency 

crime. Mt Gox used to manage 70% of all Bitcoin transactions globally, making it a major 

industry player during the early years of cryptocurrency. Nevertheless, the collapse of the 

exchange made the world realize the crypto space’s major infrastructural deficiencies regarding 

security and the possibility of systemic frauds.   

                                                             
30 Naqvi, S. (2018, August). Challenges of cryptocurrencies forensics: a case study of investigating, evidencing and 

prosecuting organised cybercriminals. In Proceedings of the 13th International Conference on Availability, 

Reliability and Security (pp. 1-5). 
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The Mt Gox Hack In February 2014, Mt. Gox, as it was known then, stopped allowing 

withdrawals claiming technical problems and possible security breaches. Shortly after, it came to 

light that cyber crooks had pilfered close to 850,000 Bitcoins which at the time was valued at 

$450 million. This attack dealt a monumental blow to the crypto world, crashing the public's 

trust in the idea of digital assets. Making matters worse is the fact that the hack succeeded 

because of lack of sufficient security protocols coupled with total neglect of fundamental 

cybersecurity governance frameworks. All these loopholes enabled the hackers to exploit the 

exchange's infrastructure because Gox itself had weak internal controls such as protecting user 

wallets and operational procedures. Mark Karpeles, the CEO, after the hacking incident, had to 

face criminal charges in Japan and Mt. Gox had to file for bankruptcy. Karpeles is known for 

being sentenced in Japan for tampering with and inflating financial details of his company but 

was later let off for embezzlement and thievery. This whole incident was one of the first notable 

cases in regard to the illegal aspects of dealing with cryptocurrency and highlighted the necessity 

of security breaches on crypto exchanges. The Mt. Gox hacking incident also regulated the need 

for strong security measures dealing with cryptocurrency exchanges and highlighted the need for 

an unregulated body to govern self security of the cryptocurrency domain. 

3.2.2 Binance and Bitfinex Hacks 

Bitfinex and Binance are two of the largest well known crypto exchanges accompanied by 

significant breaches in the history dealing with crypto these pales in comparison to the amount of 

digital currencies they store from their customers. These breaches only underlined the exposed 

and centralized cyber systems dealing with cryptocurrency.31 

 Binance Hack (2019): The highly skilled hackers took control of Binance, the largest 

cryptocurrency exchange in the world, in May 2019. Hackers were able to steal over 

7,000 Bitcoins (roughly valued at $40 million back then) from the hot wallets of Binance. 

The hackers carried out phishing and virus attacks, which helped them obtain the API 

keys and withdraw funds through other means.   

                                                             
31 Thielen, M. (2023). Crypto Titans: How trillions were made and billions lost in the cryptocurrency markets. 

Markus Thielen. 
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To limit the damages, Binance acted rapidly and used its insurance fund to replace the losses, 

stating that no customer would be liable. Nevertheless, the hack raised important concerns 

regarding the security of centralized exchanges. Although Binance was able to recoup quickly, 

the incident highlighted the dangers of centralized systems using hot wallets, which are more 

susceptible to cyberattacks than cold storage, for user funds.   

Bitfinex is a well-known cryptocurrency exchange that was hacked in August of 2016, resulting 

in the theft of $72 million at the time. Unlike Binance, Bitfinex faced significant backlash due to 

the scale of the theft and the fact that the exchange’s security measures were inadequate. The 

hacked wallets contained a plethora of Bitcoins that were traceable through multi-signature, 

meaning vulnerabilities could be exploited through systems that were intended to defend them.   

The stolen funds were never fully recovered, but a portion of the bitcoin was traced to a 

blockchain wallet and used in subsequent illegal transactions. The Bitfinex hack research done 

by law enforcement and other exchanges improved their security protocols as a result of this 

scam.   

3.2.3: Cryptocurrencies Related Ponzi Schemes (e.g. BitPetite and OneCoin). 

The promise of high returns at little risk leads to unsustainable investment models known as 

Ponzi schemes. They have been a persistent issue in the cryptocurrency market. These pose a 

problem as they exploit the technological advancement of the time to lure investors with 

bombardment of advertisements.  With BitPetite being one of the most famous cases, it sought to 

use cryptocurrency in guise of high return Bitcoin investment.32 

The plan followed the traditional Ponzi template of defrauding people, paying earlier investors 

with the funds generated by later participants. It gained traction in the early days of the 

cryptocurrency boom. Like all Ponzi schemes, however, BitPetite eventually collapsed, this time 

defrauding investors to the tune of millions. Identifying the masterminds later proved to be a 

challenge for law enforcement agencies as they operated behind a shroud of anonymity provided 

by the cryptocurrency transaction.  

                                                             
32 Frankel, T. (2012). The Ponzi scheme puzzle: A history and analysis of con artists and victims. Oxford University 

Press. 
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OneCoin is perhaps the most notorious cryptocurrency Ponzi scheme in existence. Initiated by 

Ruja Ignatova, OneCoin aggressively marketed itself as the something of great value. The 

organization sold educational packages and trading software claiming to be experts on the 

cryptocurrency market which gave people the ‘unbelievable opportunity’ of investing with them. 

However, OneCoin was simply not a cryptocurrency at all. They produced zero valid 

cryptocurrency and operated like your typical Ponzi scheme, using money from new investors to 

cover the returns for prior ones.33 

Prior to the scheme falling apart, OneCoin successfully attracted billions of dollars from 

investors around the globe. Ignatova vanished in 2017 and continues to remain at large, but many 

other members of the organization have been taken into custody. The case has garnered 

international attention because it highlights the dangers of investing in unregulated and shady 

cryptocurrency schemes.  

Numerous investigations and legal proceedings across multiple jurisdictions were initiated on the 

back of the OneCoin case. As complex as it gets, Ignatova’s disappearance only served to 

complicate matters further. Nonetheless, law enforcement has kept their focus on capturing her 

and everyone else that took part in the scheme with her. In 2020, the United States Department 

of Justice put out a criminal complaint against Ignatova’s brother, Konstantin Ignatov, who was 

one of the main promoters of OneCoin. 

These types of scams, especially on such a large scale like OneCoin and BitPetite, serve as a 

wake up call for policymakers to better regulate the trading market for cryptocurrency and 

simultaneously educate investors on such trades. The plans operate under the pretext of emerging 

cryptocurrency technologies specially tailored to target weaker, more vulnerable groups that 

don’t know much about the lack of enforcement and regulations that exist.  

3.3 Risk Factors and Vulnerabilities in Cryptocurrency Systems 

The inherent characteristics of cryptocurrency systems being decentralized, operating on a 

blockchain technology comes with several merits including eliminating reliance on traditional 

financial service providers. However, these advantages come with new drawbacks in the form of 

                                                             
33 Bijou, P. (2024). Cryptocurrency Millionaire. Sir Patrick Bijou. 
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specific weaknesses and risks. This section is dedicated to highlighting the primary risk factors 

behind financial crimes associated with cryptocurrencies.34 

3.3.1 The Role of Anonymity 

Undoubtedly one of the most attractive features of cryptocurrency transactions is the level of 

anonymity that can be enjoyed. This feature, however, proves problematic due to its nature. 

Though safeguarding users' privacy, it enables wrongdoers to conduct illegal activities without 

worries of getting caught. Anonymity enables money laundering, fraud, and even terrorist 

financing, all of which flourish when people's identities are concealed.  

3.3.2 Exchange and Wallet Security 

Cybercriminals often target cryptocurrency exchanges and wallets. Hackers are more likely to 

target exchanges as they store vast amounts of digital currency. Likewise, weakly secured 

wallets are also prone to theft because criminals can install phishing software, malware, and 

other methods to access private keys and steal funds. 

3.3.3 Privacy Coins (Monero, Zcash) 

Monero and Zcash are examples of privacy coins, cryptocurrencies created with the intention of 

enhancing the privacy and anonymity of its users. Though these features are good for users who 

cherish their privacy, these also hinder law enforcement agencies from tracking the nefarious 

activities. This has ultimately rendered privacy coins the weapon of choice for criminals 

involved in money laundering, ransomware attacks, and other illegal endeavors. 

3.4 Impact of Financial Crimes on the Cryptocurrency Ecosystem 

Financial crimes related to cryptocurrency have emerged as a significant challenge for the entire 

ecosystem. Due to these crimes, public trust has been lost, mass adoption has become 

increasingly difficult, and there is now greater regulatory oversight of the industry.35 

 

                                                             
34 Arsi, S., Ben Khelifa, S., Ghabri, Y., & Mzoughi, H. (2022). Cryptocurrencies: Key risks and challenges. In 

Cryptofinance: A new currency for a new economy (pp. 121-145). 
35 Trozze, A., Kamps, J., Akartuna, E. A., Hetzel, F. J., Kleinberg, B., Davies, T., & Johnson, S. D. (2022). 

Cryptocurrencies and future financial crime. Crime science, 11, 1-35. 
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3.4.1 Erosion of Trust 

What is most damaging is the loss of trust due to headline crimes, including hacks of exchanges 

and Ponzi schemes. Most of these culminate in the hacking of systems and crypto Ponzi schemes 

which contributes greatly to the lack of trust regarding financial safety in terms of control 

systems crypto being valued as currency or means. 

3.4.2 Regulatory Response 

Because of the financial crimes connected to cryptocurrency, there is greater regulation. 

Globally, there is an increase of attention by governments and financial regulators which makes 

new policies to contain these cyber malpractices like applying anti-money laundering (AML) and 

know your customer (KYC) policies. These policies aim to minimize the risk of crime while 

ensuring genuine business activities in the cryptocurrency market. 

3.4.3 Challenges to Mass Adoption 

Crimes including money laundering, Ponzi schemes, cybercrime, and hacking are some of the 

most critical barriers to increased acceptance and usage of cryptocurrencies. It poses a threat not 

only to investors suffering from loss of confidence but perception of the entity called 

cryptocurrency industry. 

The widespread adoption of cryptocurrency as a means of payment and investment has been 

stalled primarily due to concerns regarding fraud, theft, and cryptocurrency’s association with 

illegal activities. 

Barriers to Consumer Confidence:  

• Trust Issues: The occurrence of numerous high-profile financial crimes made it reasonable for 

would-be users and investors to question the safety and trustworthiness of cryptocurrency 

exchanges and platforms. Those who might be willing to use cryptocurrency for productive 

endeavors such as investment or spending may refrain because of worries that their money will 

be either lost due to hacking or stolen via elaborate scams. 

• Negative Media Attention: The media attention towards cryptocurrency enabled crimes 

perpetrated through it such as Ponzi schemes, hacks, and scams has contributed towards the myth 
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that cryptocurrencies are risky and mostly used for illegal venture. This situation is even worse 

when the public sentiment associates cryptocurrency with not only dubious, but illegal activity, 

inflicting more damage to the industry’s reputation. 

Lack of Regulation and Consumer Protection: 

The absence of established rules and standardized consumer protections in relation to 

cryptocurrency weakens the consumers trust, which hinders widespread use of cryptocurrency. 

 Due to limitations in rules and regulations, cryptocurrencies differ from traditional 

financial systems. While operating in a largely unregulated environment, 

cryptocurrencies can be exploited by bad actors. Unlike this environment, where fraud 

and scamming is prevalent and leads to loss of funds, investing in traditional financial 

systems is a lot safer.  

 Governments and regulatory bodies are addressing concern of unregulated scams but, 

these approaches have been inconsistent and slow across different regions. Struggling 

with a lack of unified international standards, users have a hard time being able to fully 

trust the cryptocurrency system.  

3.4.4 Legal and Regulatory Developments 

Due to the rise of financial crimes concerning cryptocurrencies, most regulatory bodies have 

taken a stronger stance on controlling and actively monitoring the industry globally. Legal 

developments and regulations are essential in managing the risks and challenges posed by 

financial crimes involving cryptocurrency.  

Anti Money Laundering and Know Your Customer Regulations  

The risk of illegal financial activities in cryptocurrency exchanges and wallet providers has led to 

governments enforcing stricter border control through AML and KYC regulations. 

The Financial Action Task Force (FATF), an international benchmark for anti-money laundering 

measures, has issued guidelines on the regulation of cryptocurrency exchanges by different 

countries. Their recommendations instruct exchanges to have effective KYC procedures that 

allow them to identify their customers and monitor their transactions for potential illegal actions. 

While these steps show headway, there are still gaps in supervision and in ensuring compliance 
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with the guidelines by all exchanges. Additionally, the claim of cryptocurrencies’ anonymous 

nature like that of privacy coins such as Monero, continues to pose challenges for enforcement 

authorities. 

Response from the Government and Policy Frameworks: 

A number of nations are working on or have already enacted laws aimed at managing financial 

crimes related to cryptocurrencies. With regard to cryptocurrency trading, these policies seek to 

provide appropriate guidance for participants, while at the same time encouraging development 

in the blockchain and crypto industries. There isn’t any single direction defining cryptocurrency 

regulations, and it creates disarray within the jurisdiction. Take for example that the United 

States and other countries have established the Bank Secrecy Act (BSA) to manage crypto 

activities, while China took a different direction and prohibited trading digital currency entirely. 

Likewise, the European Union is working on cross comprehensive regulation with its Markets in 

Crypto-Assets (MiCA), which aims to unify the regulatory approach across the member states.   

The Effect of Regulations on Crimes in Cryptocurrencies: 36 

Regulations can help mitigate the occurrence of some financial crimes by constraining how 

criminals maneuver within the system. However, the possibility of over-regulation is likely to 

hamper innovation in cryptocurrency. It is quite a challenge for regulators across the globe to 

strike the required balance between providing adequate security and privacy to users while 

fostering growth and innovation in the industry.   

In addition, excessive regulation can drive crypto-related activities into unregulated areas or the 

dark web where the risk of fraud, hacking, and other financial crimes is likely to grow. 

Therefore, determining the appropriate level of regulation is vital for the progressive 

development of the cryptocurrency market.   

3.4.5 Long Term Sustainability and Stability 

Financial crimes in the sphere of cryptocurrency not only have short-term disruptive impacts, but 

they also pose serious risks to the long-term sustainability and stability of the entire ecosystem. 

                                                             
36 Terner, E. (2023). THE FUTURE OF CRYPTOCURRENCY: EVALUATING ITS VIABILITY AS A 

SUSTAINABLE TECHNOLOGY AND ITS POTENTIAL IMPLICATIONS ON SOCIETY (Doctoral dissertation, 

University of Oregon). 
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These enduring crimes such as ransomware attacks, Ponzi schemes and exchange hacks deeply 

erode the credibility of cryptocurrencies and raise doubts concerning the future of blockchain 

technology.37 

Investor Confidence:   

The fraudulent activities in cryptocurrencies have resulted in low investor confidence. The 

absence of accountability for scams and hacks can shy away potential investors that could add 

value to the market. This inertia may eventually stifle the market's integration with mainstream 

finance. 

Market Volatility: 

The cryptocurrency market carries a well-earned reputation for volatility, which is worsened by 

existing financial crimes. Major hacks or scams typically trigger or amplify ever-existing price 

shifts, increasing uncertainty among market participants. The combination of rampant volatility 

and lack of a clear regulatory framework tends to diplomatically position cryptocurrencies as an 

unreliable investment option.  Additionally, as cryptocurrencies mature, their volatility poses a 

risk to broader financial infrastructures. Significant increases in transaction volume would 

increase the markets susceptibility to sudden changes, posing dire consequences for the stability 

of international financial markets.  

Technological Advancement and Security Improvements:  

While financial crimes abound, blockchain technology and cryptocurrencies continue to 

progress. Strengthening multi-signature and hardware wallets, and DeFi applications are strides 

made in the blockchain security domain, enhancing defense against financial crimes. The 

absence of intermediaries makes blockchain decentralized nature prone to reduce fraud while 

improving the clarity of financial transactions.38 

As the industry matures, better mechanisms for tracking and identifying nefarious activities may 

be developed, thereby improving security and decreasing the attractiveness of cryptocurrencies 

to criminals. 

                                                             
37 Ibid. 
38 Paech, P. (2017). The governance of blockchain financial networks. The Modern Law Review, 80(6), 1073-1110. 

https://www.ijalr.in/


VOLUME 5 | ISSUE 4                                  JULY 2025                                           ISSN: 2582-7340 

 
For general queries or to submit your research for publication, kindly email us at ijalr.editorial@gmail.com 

 
https://www.ijalr.in/ 

© 2025 International Journal of Advanced Legal Research 

3.5 The Role of Law Enforcement and Regulators in Combating Financial 

Crimes in Cryptocurrency 

The very nature of cryptocurrencies poses unique challenges for law enforcement and regulatory 

bodies fighting financial crimes within this domain. Unlike the traditional financial system, 

which is governed by a plethora of legal frameworks, a cryptocurrency is transacted on a 

blockchain network that is wholly devoid of any singular control, and government supervision. 

This creates additional problems for law enforcement, who have to contend with the anonymity 

of users, the ‘go anywhere’ characteristic of transactions, and the absence of a supervisory 

authority.39 

This part will analyze the part played by law enforcement and regulators in the fight against 

financial crimes involving cryptocurrency, outlining the challenges, describes their current 

initiatives, and explores ways to enhance security and curtail unlawful conduct in the 

cryptocurrency environment. 

3.5.1 Challenges for Law Enforcement in Investigating Cryptocurrency 

Crimes 

Anonymity and Pseudonymity: 

The blockchain provides anonymity but it also makes it more difficult to track and solve crimes 

related to cryptocurrency. 

Even if blockchain transactions are made on a public ledger, the identities behind the wallet 

addresses remain hidden. This means that without certain cooperation from other services, it is 

nearly impossible to trace a transaction back to a specific individual. This cooperation is often 

required from exchanges, wallets, or third-party services that may be involved. 

The pseudonymous nature if cryptocurrencies like Bitcoin, and privacy focused coins like 

Monero make identifying those responsible for illegal activities such as money laundering, fraud, 

and terrorist financing very difficult. These sorts of crimes are normally solved with more 

traditional investigative techniques IP address tracing, physical surveillance, and covert 

                                                             
39 Rustamaji, M., & Faisal, F. (2024, December). Law Enforcement Strategies Against Money Laundering Through 

Cryptocurrency: Comparative Studies in Several Countries. In International Conference on Cultural Policy and 

Sustainable Development (ICPSD 2024) (pp. 560-572). Atlantis Press. 
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intelligence schemes that seek to correlate digital wallets to tangible human forms, are used to 

construct a bridge from virtual identities to physical counterparts.40 

Cross Border Jurisdictional Issues 

One of the issues regarding cryptocurrency crimes is the nature of the transactions. The lack of a 

single framework to regulate cryptocurrencies allows criminals to exploit jurisdictions that offer 

weak oversight blur the lines of law enforcement focus for any single country tracking or 

preventing criminal activity. The speed at which digital currency can be transferred makes it 

extremely hard for enforcement agencies to keep up. 

Take for example if a crime is committed involving a cryptocurrency exchange in one country, 

and an individual in another, pursuing the criminal becomes extremely lengthy and complicated. 

Cross-border cooperation and accords are important for the implementation of anti-money 

laundering (AML) and counter-terrorism financing (CTF) measures. The difficulty remains in 

finding international agreement on the regulation and enforcement of cryptocurrency.   

 

Lack of Expertise and Resources:   

Cryptocurrency related crime is multidisciplinary in nature, and many law enforcement 

institutions do not have the means or the specialized knowledge to effectively manage such 

cases. Investigators need to have adequate expertise in digital assets, cryptography, and 

blockchain analysis to trace suspicious transactions because the blockchain and cryptocurrency 

ecosystem is highly intricate.   

Moreover, the use of cryptocurrencies in decentralized exchanges, darknet markets, and mixing 

services further obfuscates the underlying technologies. Law enforcement agencies may be 

outpaced by the rapidly changing technology and face challenges investigating and prosecuting 

crimes in an efficient manner.   

                                                             
40 Trozze, A. D. (2024). Cryptocurrency Fraud Enforcement: Innovations in Detection, Investigation, and 

Prosecution (Doctoral dissertation, UCL (University College London)). 
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3.5.2 Current Efforts by Law Enforcement 

Despite the challenges facing law enforcement, there have been commendable achievements 

globally in curbing financial crimes associated with cryptocurrencies. The following initiatives 

and other efforts are being undertaken to enhance the detection and prosecution of these 

crimes:41 

Blockchain Analytics Tools:   

In their attempt at resolving the anonymity problem, law enforcement agencies have increasingly 

relied on blockchain analytics tools that enable tracking and tracing of cryptocurrency 

transactions. 

These tools examine blockchain data for wallet addresses with known criminal links and 

patterns. Investigative software provided by Chainalysis and CipherTrace assists in monitoring 

the inflow and outflow of funds on the blockchain, enabling the detection of suspicious activities 

and transactions.42 

Blockchain analysis is useful in recovering stolen assets, monitoring money laundering 

processes, and discovering the perpetrators of cyber extortion crimes. Some of the most notable 

accomplishments in cryptocurrencies crime investigation, like the funds from Silk Road seized 

by the U.S. government, have been made possible by blockchain analytics tools. 

Cooperation with cryptocurrency exchanges and wallet service providers. 

In numerous instances, law enforcement agencies have managed to collaborate with 

cryptocurrency exchanges and wallet services to obtain data pertaining to the users engaged in 

the unlawful activities. Although the pseudonymous nature of virtual currencies makes 

surveillance nearly impossible, exchanges are usually centralised authority structures and 

therefore bound by certain laws such as the Anti-Money Laundering (AML) and Know Your 

Customer (KYC). 

                                                             
41 Daoud, G. (2023). The Evolving Nature Of Financial Crime WithThe Increase Of Internet Capabilities. Challenge 

Identification, Legal Considerations And Policy Recommendations (Doctoral dissertation, School of Advanced 

Study). 
42 Ibid. 
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Some jurisdictions have mandated the exchanges of virtual currencies to establish stringent 

policies for KYC and AML, allowing law enforcement agencies to approach them for account 

information necessary for investigation. 

As a result of this cooperation, it has been possible to detect and apprehend criminals who use 

cryptocurrency systems for nefarious activities. However, there are still issues regarding the lack 

of adherence from some non-compliant or smaller exchanges. 

Operation Disruptor: 

In the Operation Disruptor Update, the U.S. Drug Enforcement Administration (DEA), in 

conjunction with U.S. Homeland Security Investigations (HSI), spearheaded a global operation 

that encompassed the illegal drug trade and other illicit activities utilizing dark web and 

cryptocurrency systems. The operation led to the confiscation of millions of dollars in 

cryptocurrency, with over 170 arrests made internationally in 2020 alone. With this operation, 

the increasing participation of law enforcement in addressing crimes involving cryptocurrency 

was made evident. 

3.5.3 Responses of Authorities to Crimes Involving Cryptocurrencies 

Authorities have acknowledged the increasing sophistication of financial crimes leveraging the 

technology and, thus, recognized the need for a well-defined legislative framework specific to 

the crimes involving cryptocurrencies.43 

The Financial Action Task Force (FATF)  

The Finan-cial Action Task Force (FATF) is an international body that develops policies for the 

prevention of money laundering and counter-terrorism activities. In 2019, FATF issued 

guidelines for monitoring activities of cryptocurrency exchanges which mandated the 

implementation of AML policies, KYC procedures, and transaction monitoring systems. 

Due to FATF's guidelines, most countries across the globe have regulated cryptocurrency in one 

form or the other. There seems to be more compliance by exchanges and wallet service providers 

with international standards of AML and counter-terrorism financing. 

                                                             
43 Teichmann, F. M. J., & Falker, M. C. (2021). Cryptocurrencies and financial crime: solutions from Liechtenstein. 

Journal of Money Laundering Control, 24(4), 775-788. 
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The European Union’s MiCA Regulation: 

The European Union (EU) launched the Markets in Crypto-Assets (MiCA) regulation which 

seeks to harmonize the regulation of cryptocurrencies as well as other digital assets within 

member countries of the EU. Provisions of MiCA cover cryptocurrency exchanges and wallet 

providers as well as issuers of digital assets towards improving protection for investors and 

disclosure requirements.  MiCA attempts to deal with the prevention of market abuse, consumer 

protection, financial stability, and simultaneously foster innovation within the crypto space. The 

expectation is that MiCA will balance the need to reduce the risks associated with fraud and 

financial crime while supporting the legitimate use of cryptocurrencies.44 

U.S. Regulation of Cryptocurrencies:   

In the United States of America, there's been considerable activity regarding the regulation of 

cryptocurrency markets at the hands of the SEC and the CFTC. The SEC has gone after 

companies that performed unregistered Initial Coin Offerings (ICOs) while the CFTC has been 

more focused on overseeing cryptocurrency derivatives markets.  Also, the United States 

Congress has proposed new laws to improve the regulation of cryptocurrency, including 

clarifying the definition of digital assets under financial law, though legislation to unify federal 

regulation across the states is still pending, particularly to mitigate the risks of cryptocurrency-

related crimes.45 

3.5.4 The Future of Law Enforcement and Regulation in Cryptocurrency 

Crimes 

In the foreseeable future, both law enforcement and regulatory authorities have to anticipate 

adjusting to an ever increasing innovation in the cryptocurrency market; emerging technologies, 

like privacy coins, DeFi, and smart contracts will only broaden the scope of opportunities 

innovation which can be utilized to enable evasion from regulatory frameworks.   

                                                             
44 Carata, C., & Knottenbelt, W. J. (2024). An analysis of the MiCA regulation and its impact for the blockchain-

based economies. In The international conference on mathematical research for blockchain economy (pp. 359-370). 

Springer, Cham. 
45 Middlebrook, S. T., & Hughes, S. J. (2014). Regulating cryptocurrencies in the United States: Current issues and 

future directions. William Mitchell Law Review, 40(2), 11. 
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Collaborative Action Under One Heading:   

In dealing with the global aspect of cryptocurrency crime, law enforcement will need to 

harmonize their efforts across different jurisdictions. This might necessitate the development of 

some form of international law or agreement for coordination that allows the exchange of 

information and investigative tools for cryptocurrency crimes. 

Also, the formulation of universal standards for Anti-money laundering (AML), Know Your 

Customer (KYC), and other pertinent mechanisms will help maintain uniformity and lessen the 

possibility of bad actors taking advantage of the gaps in systems.   

Technological Progress in Crime Prevention:   

Tools that assist law enforcement have been and will progressively evolve as innovations within 

the cryptocurrency realm continue to emerge. Investigative capacities with blockchain 

technology will be further enhanced with sophisticated analytics platforms, machine learning, 

and AI enabling more accurate tracking of illegal transactions, fraud detection, and criminal 

activity pattern discovery.   

A mixture of novel legal frameworks, cutting-edge technology, and collaboration from different 

countries will direct the future of regulating and enforcing law on cryptocurrencies. As this 

ecosystem evolves, it is paramount that these authorities, in a bid to grapple with new challenges, 

continue finding productive means to collaboratively safeguard the scope of cryptocurrency.46 

3.6 The Role of Technology in Combating Financial Crimes in Cryptocurrency 

The landscape of technology adapted to counter financial crimes in the context of cryptocurrency 

is continuously developing along with the financial instrument itself. As crime involving 

cryptocurrency becomes pseudonymous and decentralized, technological advancement in the 

area of crime detection, prevention and prosecution has become crucial. Technology provides 

powerful means of addressing financial crimes in the context of cryptocurrency, from blockchain 

analytics systems to sophisticated encryption techniques. At the same time, these technologies 

                                                             
46 Emmert, F. (2023). The regulation of cryptocurrencies in the United States of America. European Journal of Law 

Reform, 25, 1-2. 
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are developing against a backdrop of growing legislation and case law, as regulators and legal 

authorities seek to ‘fit’ traditional legal approaches within the jurisdiction of digital currencies.47 

3.6.1 Blockchain Analytics Tools and Case Law 

Blockchain analytics tools represent one of the first technological means of tracking and 

analyzing cryptocurrency transactions. These tools enable the examination of an entire supply 

chain, ranging from the flow of revenues to expenses, identifying covert transactions even during 

the veil of anonymity that cryptocurrency wallets offer. Law enforcement agencies are being 

assisted with the tools developed by Chainalysis, Elliptic, and CipherTrace, which have 

sophisticated blockchain analytics solutions to assist them in tracking the stolen funds, money 

laundering as well as financing terrorism."  

Technology in Action: 

Blockchain analytics tools examine transaction data recorded on a blockchain, and attempt to 

trace public transactions. The network can view the transactions, but determining who controls a 

wallet address is often a difficult task. Nonetheless, with advanced algorithms, blockchain 

analysis tools are capable of linking transactions with wallet addresses and IP addresses to 

identify the people behind them.   For instance, earlier in this section, we talked about Operation 

Disruptor which also involved analytics of the blockchain to capture Bitcoin used in the illegal 

sales of drugs over the dark web. Law enforcement's ability to associate cryptocurrency transfers 

with particular individuals or entities greatly enhances the effectiveness of fighting money 

laundering, drug trafficking, and ransomware crimes.   

3.6.2 Artificial Intelligence and Machine Learning in Cryptocurrency Cyber 

Security 

The terms artificial intelligence and machine learning refer to technology that is increasingly 

being applied to prevent and detect financial crimes in cryptocurrency transactions. AI 

algorithms scrutinize large volumes of transaction records to identify patterns associated with 

fraudulent activities, money laundering, or other illegitimate actions. With behavior monitoring 

                                                             
47 Teichmann, F. M. J., & Falker, M. C. (2021). Cryptocurrencies and financial crime: solutions from Liechtenstein. 

Journal of Money Laundering Control, 24(4), 775-788. 
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automation, artificial intelligence powered systems can block questionable transactions 

automatically and instantly, which enhances system monitoring. 48 

Jurisprudence: SEC v. Telegram Group Inc. (2020)49 

In SEC v. Telegram Group Inc., the U.S. Securities and Exchange Commission (SEC) authorized 

AI and data mining to investigate the purported unauthorized digital token sale by Telegram. The 

SEC maintained the position that the tokens constituted securities and were being offered for sale 

in breach of registration requirements. 

While the case was resolved out of court, it served as a useful example of how AI technologies 

and data analytics were employed by regulators to monitor the allocation of digital tokens and 

their compliance with legal frameworks governing securities.   

The Use of Technology:   

The monitoring of illegal activities within cryptocurrency transactions is being enhanced by the 

use of AI and ML systems. These systems are designed to identify specific patterns within 

transactional datasets that might prove to be fraudulent or suspicious in nature. To illustrate, AI 

systems can identify fraudulent activity, including large transactions, sharp increases in trading 

activity, and actions that may indicate money laundering or ransomware.   

Moreover, machine learning models equipped to the task can make the most of new data and 

enhance detection capabilities. As new fraud and cyberspace crime techniques appear, AI 

systems become better at adapting to the changing cryptocurrency ecosystem and advanced illicit 

activity detection frameworks.   

3.6.3 Privacy and Encryption Technology 

Although encryption technologies serve most essential purposes in safeguarding cryptocurrency 

transaction, they hinder law enforcement agencies tasked with investigating financial crimes. 

Monero, Zcash, and Dash are examples of privacy coins that utilize highly developed 

cryptographic methods to conceal the identity of the transaction's sender and receiver and the 

                                                             
48 Yan, F. (2024). Explainable Machine Learning in Cybersecurity (Doctoral dissertation, Swinburne). 
49 Case Number: 19-cv-09439. 
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value sent. These technologies considerably hinder the ability of traceable mechanisms for 

investigators to retrace transactions and ascertain the participants. 50 

3.6.4 Smart Contracts and Blockchain Security 

The automation of transactions alongside heightened transparency has made smart contracts 

popular in the cryptocurrency industry. In essence, a smart contract is an agreement whose 

execution has been automatically embedded in its code. Nevertheless, just like every other 

technology, smart contracts can be subject to security risks, which if taken advantage of could 

lead to crime.   

Technology in Action:   

Smart contracts are developed to perform the execution and enforcement of a clause 

autonomously without third-party involvement. Nonetheless, their programming contains errors 

that can be exploited by potential hackers. Security audits and formal verification methodologies 

are invaluable for ensuring the systematic security of smart contracts. Companies, for instance, 

like ConsenSys Diligence and Trail of Bits, undertake smart contract audits to check for possible 

weaknesses and vulnerabilities prior to the contract implementation.  Despite the possibility of 

transforming numerous sectors through smart contracts by enhancing trust and reducing 

operational efficiency, their dependence on coding exposes them to hacking. Therefore, 

implementing meticulous protective steps and continuous audits is highly necessary to control 

these risks.   

3.6.5 Anticipated Future Developments and Advancements in Preventing 

Crime Associated with Cryptocurrency 

The advancement of financial crime technology within the cryptocurrency domain will increase 

hand in hand with the maturity of the industry. New developments in AI, machine learning, 

analytics of blockchain, or even encryption will strengthen the capability of regulatory and law 

enforcement entities to prevent, identify, and deal with crimes. On the other hand, as 

                                                             
50 Van Daalen, O. L. (2023). The right to encryption: Privacy as preventing unlawful access. Computer Law & 

Security Review, 49, 105804. 
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cryptocurrencies develop and new problems arise, the approach developed by regulators 

alongside technological methods will need to change accordingly.   

Decentralized Finance (DeFi):   

The absence of intermediaries in DeFi platforms that seek to provide the same features as 

traditional finance comes with an accelerated adoption rate. In turn, this alters security, 

regulation, and other aspects of governance. Smart contracts serve an essential purpose during 

the transactions in DeFi. However, they can also be exploited for financial fraud due to their 

associated risks. Imminent advancements of legal policies and automated safety mechanisms will 

be pivotal in mitigating these risks.   

Privacy Enhanced Technologies:   

The development of privacy coins and more advanced encryption techniques will continue to 

hinder law enforcement efforts. With the advancement of zero knowledge proofs and ring 

signatures, tracking malicious intentions will become more difficult, further increasing user 

privacy. Regulatory authorities will likely need to create more sophisticated tracking systems, 

alongside the establishment of universal policies on cryptocurrency privacy.   

Integration of Regulation with Technology:   

It is reasonable to expect that with the evolution of policies comes the increased use of 

technology by governments and financial institutions for compliance. AI surveillance technology, 

blockchain identity verification, and inter-state collaboration will take an active role in 

combating crypto crime. 

 

CHAPTER 4: CYBERSECURITY CHALLENGES AND 

SOLUTIONS 
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4.1 Initiating Study of Cybersecurity Related to Cryptocurrency 

The emergence of cryptocurrency is a notable advancement in the entire financial ecosystem of 

the world. Cryptocurrencies are value-storing assets that are digitized and decentralized, offering 

consumers anonymity and self-governance without the interference of traditional financial 

service providers. However, this provides unique challenges in terms of cybersecurity because of 

its previously mentioned decentralized attribute. Cryptocurrency transactions make use of 

complex technologies like blockchain, cryptography, and peer-to-peer networking, which is 

susceptible to computers and cyber fraud. 

The invention of cryptocurrency and its underlying blockchain technology has increased the 

cyber menace facing people, companies, and exchanges alike. These menaces can result to the 

misappropriation of funds, leakage of confidential information, and crippling losses in finances. 

As volatility tends to affect the price of cryptocurrencies, their popularity and usage increase, 

which strengthens the need for solid cybersecurity measures and solutions. In cryptocurrency, 

cybersecurity transcends digital wallets and the exchanges to inclusive safeguarding of 

blockchains smart contracts, decentralized applications (DApps), and the networks that run these 

systems. In these cases, cybersecurity adaption to new vulnerabilities requires constant evolution 

to defend against threats.51 

4.2 Primary Concerns Relating to Cybersecurity in Cryptocurrency: 

1. Aversus T: In cryptocurrency, a feature that is highly prized is the discretion it provides 

to users, thus drawing in privacy driven customers. 

Nonetheless, this anonymity compromises law enforcement's ability to track illegal activities. 

Finding a balance between privacy and security poses a major difficulty. 

2. Decentralization: The characteristic feature of cryptocurrency is decentralization, meaning 

there is no single authority responsible for safeguarding transactions or users' assets. The absence 

of an authority figure can lead to greater difficulty in enforcing and implementing security 

protocols.  

                                                             
51 Weichbroth, P., Wereszko, K., Anacka, H., & Kowal, J. (2023). Security of cryptocurrencies: A view on the state-

of-the-art research and current developments. Sensors, 23(6), 3155. 
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3. Smart Contract Security: The wider usage of automated contracts with digital applications 

(DApps) translates to greater need for securing these contracts. These contracts are sometimes 

powered by code that has weaknesses, which could lead to loss of funds or theft of resources. 

4. Hackability of Exchanges and Wallets: These currency exchanges along with the wallets that 

hold them are highly sought after by hackers. The centralized structure of most exchanges makes 

them easy targets for cybercriminals who strategically aim for these trading hubs to acquire large 

amounts of digital currency.  

This chapter aims to analyze the specific cybersecurity threats and crafted defenses within the 

cryptocurrency ecosystem. From hacking exchanges to securing blockchain consensus 

mechanisms, this chapter goes into detail on the pace at which cybersecurity within 

cryptocurrency undergoes change. 

Cryptocurrency adoption is on the rise, and so is the attention cybercriminals are placing on this 

booming technology. The umbrella of threats includes phishing, social engineering, and even the 

hacking of wallets and exchanges. This poses a serious threat to any user in the cryptocurrency 

sphere, be it cryptocurrency users, developers, or investors.   

4.2.1 Phishing and Social Engineering 

Phishing remains as one of the most effective cybersecurity threats within cryptocurrency. 

Phishing is defined as any attempt to obtain sensitive information through disguise. This often 

deals with an attacker masquerading as a person that one may trust and ask for credentials, 

private keys, or passwords. Like phishing, social engineering uses deception, but specifically 

deals with manipulating a person to gain confidential information through brutish techniques.   

Phishing in Cryptocurrency   

Within the domain of cryptocurrency, phishing attacks are predominant, where attackers forge 

identities of particular exchanges or wallet providers. They impersonate other users and reach out 

directly. For instance, users receive emails where their accounts on various exchanges have 

security risks. The email will prompt them to click a link and verify their identity. 

The hyperlink directs the user to an imitation website which captures their login credentials, 

thereby giving the criminal access to their cryptocurrency wallet.   
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Legal Precedent: United States v. Collins (2020)52 

In United States v. Collins (2020), a particular group of hackers devised a scheme involving 

phishing and cryptocurrency scams. In this scheme, the attackers developed counterfeit websites 

resembling recognized cryptocurrency exchanges and distributed phishing emails to potential 

victims. The funds in question could be traced back to multiple wallet addresses, resulting in the 

offenders being charged with wire fraud and identity theft. This case underscored the perilous 

consequences of phishing in the volatile cryptocurrency market while demonstrating the need for 

enhanced cybersecurity protective measures.   

Legal Clause:   

In the US, phishing is commonly enforced under the Computer Fraud and Abuse Act (CFAA), 

18 U.S.C. § 1030, which explicitly prohibits access without authorization to specific computer 

facilities, including those containing data belonging to cryptocurrency users.   

Social Engineering:   

Social engineering is an umbrella term that encompasses phishing, baiting, pretexting, and quid 

pro quo attacks. The social engineering group relies on deceiving people to solicit confidential 

information through various manipulative strategies. As an instance, an attacker can impersonate 

a technical support worker for a cryptocurrency exchange and manipulate an employee into 

giving out their login details for the exchange. 

In educating users about cybercriminals’ social engineering attacks, their techniques and risks 

posed can help mitigate the chances of falling victim to these scams. Identity verification and use 

of safe channels for communication can be used for risk mitigation.   

4.2.2 Exchange Hacks and Theft 

The high volumes of digital assets in cryptocurrency exchanges make them a favorite target for 

cybercriminals. Just one exchange hack, like with many prominent top exchanges, can result in 

losing cryptocurrency worth millions of dollars.53 

                                                             
52 No. 24-1190 (10th Cir. 2024) 
53 Vital, L. C. (2023). Crypto-Crime: The Evolution of Criminal Finances Using Digital Assets (Master's thesis, 

Utica University). 
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Exchange Hacks Worth Noting:   

• Mt. Gox Hack (2014): Hackers stole about 850,000 Bitcoins valued over $450 million 

today, in one of the most renowned exchange hacks of all time, Mt. Gox bitcoin exchange. 

The breach caused Mt. Gox to shut down and raised serious concerns about the security of 

centralized exchanges.   

• Binance Hack (2019): Phishing and viruses were used to hack Binance. A leading 

cryptocurrency exchange, Binance, was hacked in 2019, and suffered the loss of over $40 

million worth of Bitcoins. 

Although Binance was able to reimburse users utilizing its insurance fund, the breach further 

illuminated the risks exchanges encounter.  

Case Law: United States v. Bitfinex (2016)54 

Bitfinex, a prominent cryptocurrency exchange, was hacked in 2016 having around 120,000 

Bitcoins stolen from their platform. This case received substantial scrutiny due to the weaknesses 

of centralized exchange systems. Within United States v. Bitfinex (2016), the U.S. Department 

of Justice (DOJ) looked into the theft, but the funds have still not been retrieved in full. This 

case, however, did highlight the gap in regulations and the need for more safeguards with these 

platforms.  

Legal Provisions:  

In the U.S, exchanges that are hacked and have funds stolen are prosecuted for 18 U.S.C. § 1343 

– wire fraud,  and 18 U.S.C. § 1030, the Computer Fraud and Abuse Act (CFAA)- which 

disguise unauthorized accesses of computers as crimes. Furthermore, The Financial Crimes 

Enforcement Network (FinCEN) mandates that crypto currency exchanges have in place Anti-

Money Laundering (AML) and Know Your Customer (KYC) policies.55 

                                                             
54 https://www.ice.gov/news/releases/bitfinex-hacker-sentenced-money-laundering-conspiracy-involving-billions-

stolen#:~:text=WASHINGTON%20%E2%80%94%20Ilya%20Lichtenstein%2C%2035%2C,Bitfinex%2C%20a%20

global%20cryptocurrency%20exchange. 
55 Larkin, C., Pearce, N., & Shannon, N. (2021). Criminality and cryptocurrencies: Enforcement and policy 

responses–Part II. Understanding Cryptocurrency Fraud, 133, 9783110718485-011. 
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Mitigating Exchange Hacks:  

In an effort to lessen the chances of hacks, exchanges need to ensure they have stringent security 

protocols such as Multi-Factor Authentication (MFA), cold storage systems, and regular security 

checks in the form of audits. From the case of Mt.Gox and Binance hacks is an example of 

exchange users’ accounts being accessed without authorization which requires exchange 

operators to implement stringent control and risk management systems on user funds by 

separating their logical and physical storage and safeguarding them in secure offline systems to 

mitigate the potential for significant theft.  

4.2.3 Malware and Ransomware Attacks 

Malware attacks, such as ransomware, are typically categorized as cybercrime. It involves using 

malicious software to either steal sensitive information or lock users out of their systems, 

rendering their files inaccessible until a ransom payment is made. These types of attacks are 

commonplace in the realm of cryptocurrency, targeting both users and exchanges.56 

Malware Attacks: 

Some malware, including key loggers, Trojans and viruses, can actively capture private keys and 

login details from users through the use of various means. Such users, when attacked, carte-

blanche send sensitive information to an attacker who can then access their crypto wallets or 

exchange accounts using the information. 

Ransomware Attacks:   

The most sophisticated cyber attacks targeting cryptocurrency exchanges and businesses are on 

the rise. Known as ransomware, these attacks involve hackers encrypting a victims' files and 

rehabilitating them only after a ransom, usually in crypto currency, has been paid. Ransom 

payments in crypto currency are highly touted by cyber criminals due to the anonymity.  

                                                             
56 Brewer, R. (2016). Ransomware attacks: detection, prevention and cure. Network security, 2016(9), 5-9. 
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Case Law: United States v. BitPay (2020)57 

The BitPay incident serves as a reference in a legal case known as United States v. BitPay, which 

witnessed a ransomware attack on the cryptocurrency payment service provider BitPay. After 

penetrating the system, the attackers would subsequently encrypt the data and demand a ransom 

payable in bitcoin. They coordinated efforts related to tracing the ransom transfer, but within the 

frame of the investigation they were able to cooperate with the FBI in tracking the ransom 

Bitcoins to one of the payment accounts. The criminals, however, remained largely unknown.  

Legal Considerations:  

With regards to cases of ransomware or other types of malware contravention, the offenders are 

usually prosecuted under 18 U.S.C. § 1030 (CFAA) – Computer Fraud and related state 

jurisdiction for extortion and data infringement. Action has also been taken concerning 

ransomware that require payment in digital currency by the Office of Foreign Assets Control 

(OFAC) of the U.S. Treasury Department which has increase the scrutiny placed on 

cryptocurrency and other businesses on systems to counter cyber threats.  

4.3 Cybersecurity Measures and Protocols in Cryptocurrency Exchanges 

The primary digital asset trading platforms are cryptocurrency exchanges. Due to the massive 

transaction volume and the digital assets stored on the platforms, they regularly face cyberattack 

attempts. Therefore, exchanges need to have adequate cybersecurity measures to protect users’ 

funds and maintain the stability of the exchange.   To shield users from cybercriminals, 

exchanges implement a range of cybersecurity measures such as encryption, multi-factor 

authentication (MFA), and cold wallet storage. As we will demonstrate later, these measures are 

insufficient, and there is always a need for exchanges to modify their security measures to cater 

to emerging threats.58 

                                                             
57https://ofac.treasury.gov/recent-actions/20210218 
58 Gunuganti, A., & Mandru, S. Securing Crypto Currency Exchanges: Implementing Cutting-Edge Security 

Measures for Enhanced Protection. 
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4.3.1 Encryption and Wallet Security 

Encryption is a critical aspect of cryptocurrency security. It protects confidential data that needs 

protection like private keys, patterns of transactions, and even personally identifying 

information. Users of cryptocurrencies need to employ public key cryptography which allows 

each user to have two unique cryptographic keys: receiving funds entails the use of a public key 

while transaction signing employs the use of a private key. An attacker can steal funds by 

transferring a user’s cryptocurrency to their wallet, if they manage to gain control of that user’s 

private key.   While exchanges cold storage have hot wallets that are available and ready for 

instantaneous transactions, they store a good quantity of user funds in cold storage, which is 

considerably more secure than online hot wallets. These hot wallets, on the other hand, must be 

encrypted to ensure the safety of funds within them because they are used for instant withdrawal 

and transaction fulfillment.  

United States v. Ilya Lichtenstein and Heather Morgan59 

In United States v Bitfinex, Over 120,000 Bitcoins were stolen after the exchange was hacked in 

2016. Although the exchange did use multi-signature wallets along with other security features, 

the attackers were able to gain access to the exchange’s hot wallets and exploit them. This 

specific case highlighted the need for more un encrypted cold storage, strong encryption, and a 

multi layered security system.   

Legal Specifications:   

In the United States of America, cryptocurrency exchange operators fall under the supervision of 

the Financial Crimes Enforcement Network (FinCEN) who enforce the implementation of Anti-

Money Laundering (AML) and Know Your Customer (KYC) policies. The aforementioned 

legislation seeks to lessen the effects of cybercrime like fraud and money laundering, requiring 

exchanges to implement adequate encryption security measures on user funds.   Under the Bank 

Secrecy Act (BSA), exchanges are mandated to notify relevant bodies of any unusual activity 

                                                             
59 Case No. 23-CR-239. 
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involving their exchange and take appropriate protection measures concerning user data. Such 

protection measures include the encryption of critical user data as well as safe storage of the 

user’s funds.   

Reducing threats through encryption:   

Exchanges can mitigate the risks of theft by employing end-to-end encryption for 

communication involving users and encrypting private keys that are kept on the exchange's 

servers. Furthermore, exchanges must implement encryption on transaction data so that 

unauthorized third parties do not have access to the transaction details as well as the user funds.   

4.3.2 Multi-Factor Authentication (MFA) 

Multi-Factor Authentication (MFA) is one of the most popular security measures implemented 

by cryptocurrency exchanges to increase the level of protection offered to user accounts. MFA 

requires users to undergo two or more verification processes prior to gaining access to their 

accounts or transacting business in the accounts. These verification mechanisms usually include:   

• Something you know: Passwords or PINs.   

• Something you have: A physical token or a smartphone app that can issue a time-dated code 

like Google Authenticator. 

• Something you are: Biometrics, like fingerprint or face recognition. 

As mentioned previously, using more than one method of verification (multi-factor 

authentication, MFA) greatly diminishes the chances of unauthorized access to a user’s account. 

Even in cases when an attacker manages to acquire a user's password, they will still need the 

secondary method (for example, a code sent to a cellular device) to access the account. 

Legal Provisions: 

Within expected regulation, FinCEN and the self-regulatory organization, The Financial Industry 

Regulatory Authority (FINRA), suggest that cryptocurrency exchanges adopt multi-factor 
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authentication as part of their AML/KYC compliance protocols. It is now regarded as an industry 

standard aimed at protecting both users and exchange platforms from unauthorized access and 

financial crime.60 

Implementing MFA on Exchanges: 

Exchanges must ensure that multi-factor authentication is in place not only for logging into user 

accounts, but for activities considered high-risk, such as withdrawing funds or changing settings 

on an account. Some exchanges go further by adding transactional MFA, which constitutes 

another layer of authentication for every high-value transaction for user verification.   

4.3.3. Cold Storage Solutions 

Cold storage encompasses the safeguarding of private keys of a cryptocurrency offline and out of 

reach for potential hackers. By putting these assets in cold storage, exchanges can guarantee that 

a good portion of user funds are safe from hacking. In fact, cold storage can be in different forms 

like hardware wallets, air-gapped computers, or even physically written on paper, known as 

paper wallets.   

Case Law: Mt. Gox (2014)   

The Mt. Gox hack is one of the largest infamous cryptocurrency thefts in history. Mt. Gox was 

storing the majority of its user’s funds in hot wallets, which are connected to the internet and 

more vulnerable to attacks. After the hack, there was a revelation that the exchange had not 

adequately protected user funds through cold storage. As a result, most exchanges started 

adopting cold storage as a best practice for securing a greater proportion of their assets. 61 

                                                             
60 Guseva, Y. (2024). Decentralized markets and self-regulation. Geo. Wash. L. Rev., 92, 1281. 
61 Thielen, M. (2023). Crypto Titans: How trillions were made and billions lost in the cryptocurrency markets. 

Markus Thielen. 
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Legal Provisions:   

FinCEN and the SEC as some of the key regulatory bodies have highlighted the need of 

implementing cold storage for securing funds in cryptocurrency. Cold storage techniques 

mitigate the potential for fraud and theft, so these techniques are encouraged by exchanges as 

part of compliance with AML and KYC laws.62 

Best Practices in Cold Storage: 

Exchanges are advised to keep most of their funds in cold storage, while the remaining amount 

should kept in hot wallets for daily transactions. Additionally, cold storage solutions must be 

subject to regular security audits to check their operational effectiveness and security. Another 

best practice is using multi-signature cold storage, where access to the funds is restricted via 

multiple keys. 

4.4 Advances in Blockchain Security Technology 

With advances in cryptocurrency and blockchain technology comes the need to address new 

security challenges, which results in new mechanisms and innovations designed for that purpose. 

As the technology behind cryptocurrencies, blockchain itself is susceptible to cyber attacks. 

However, blockchain networks and applications are becoming more secure through 

improvements in consensus mechanisms, cryptography, and blockchain protocols. 63 

4.4.1 Security and the Role of Consensus Mechanisms 

A consensus mechanism is a set of rules that enables participants within a blockchain network to 

come to an agreement regarding the current state of the ledger. Strategies to reach consensus play 

a crucial part in maintaining a blockchain’s safety by barring threatening entities from changing 

the transaction history.   

                                                             
62 Ibid. 
63 Kim, S., & Deka, G. C. (Eds.). (2020). Advanced applications of blockchain technology (Vol. 60). 

Berlin/Heidelberg, Germany: Springer. 
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Proof of Work (PoW):   

The most notorious consensus mechanism used in cryptocurrency networks is Proof of Work 

(PoW), used by Bitcoin and other cryptocurrencies. In a PoW system, participants (miners) try to 

solve intricate ciphers. The first one to solve the puzzle has the right to append a new block into 

the blockchain and is granted a certain amount of cryptocurrency.   Although PoW is successful 

at maintaining security within blockchain networks, it does come at the cost of being energy 

demanding and vulnerable to 51% attacks, which occurs when a single party takes over more 

than half of the network’s mining power.   

Legal Provisions:   

Regulators might eventually impose some form of consensus mechanisms standards, in order to 

guarantee that networks are secure and resilient to changes, as blockchain technologies advance. 

For example, certain jurisdictions might enforce regular security audits on blockchain projects 

for them to adhere to data protection laws and anti-money laundering compliance.   

Proof-of-Stake (PoS) and Other Alternatives:   

One of the most widely used alternatives to Proof-of-Work (PoW) methods is Proof-of-Stake 

(PoS), which minimizes energy use and increases transaction efficiency. Validators in PoS are 

selected according to the number of coins they possess and “stake” as collateral, guaranteeing 

their vote will count only if they have sufficient interest in validating that transaction. It is 

regarded as a more energy-conserving and secure method of reaching consensus and its adoption 

is evident in major networks like Ethereum 2.0.   

4.5 Role of Decentralized Finance (DeFi) in Cybersecurity 

Decentralized Finance (DeFi) is a quickly evolving area of specialization that seeks to replicate 

the essential pillars of finance such as lending, borrowing, and trading via dedicated DApps on 

blockchain platforms. DeFi platforms improve accessibility and transparency, but they also pose 
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severe new cybersecurity threats. With no central authority, users have to rely on the security 

features of the smart contracts and the blockchain protocols that back the system.   

Smart Contract Risks and Audits:   

DeFi platforms take advantage of smart contracts to make financial transactions automatic. But 

significant financial damages can occur from poorly written or unaudited smart contracts due to 

unbounded exploits. 

Non-Degree: bZx Hack (2020)  

Third-party firms conduct security audits, which prepare DeFi smart contracts for security risks 

and vulnerabilities64.  In 2020, the bZx Defi platform was hacked twice within a week. In a span 

of a week, the Defi bZx platform underwent two hacks, with attackers taking advantage of the 

platform's smart contract vulnerabilities to extract millions of dollars worth of cryptocurrencies. 

The bZx hack showcased the dangers that came with neglected smart contracts within the DeFi 

ecosystem and subsequently demanded more safety and clarity within the protocols of DeFi 

CHAPTER 5: LEGAL AND CYBERSECURITY RESPONSES TO 

FINANCIAL CRIMES 

 

5.1 Today’s Strategies for Containing Financial Crimes 

Regulators, law enforcement officials, and cybersecurity professionals have found it extremely 

challenging to manage the financial crimes associated with cryptocurrency. The dangers 

presented by the industry are extensive: money laundering, scams, cybercrimes, and even 

terrorism financing are all made easier due to the anonymity and decentralization offered by 

cryptocurrency. In an attempt to contain the risks, multiple legal frameworks and cybersecurity 

                                                             
64 Chaliasos, S., Charalambous, M. A., Zhou, L., Galanopoulou, R., Gervais, A., Mitropoulos, D., & Livshits, B. 

(2024, February). Smart contract and defi security tools: Do they meet the needs of practitioners?. In Proceedings of 

the 46th IEEE/ACM International Conference on Software Engineering (pp. 1-13). 
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measures have been established. This particular section will look at attempts made to contain 

financial crimes in cryptocurrency, emphasizing legal attempts such as Anti-Money Laundering 

(AML) and Know Your Customer (KYC) and compliance as well as guidance from the Financial 

Action Task Force (FATF). It will also discuss the preventive, detection, and response 

mechanisms in the domain of cybersecurity.65 

5.1.1 Legal Measures: AML, KYC, and FATF Compliance 

The rise in the use of cryptocurrencies has, in parallel, led to an increase in concern about the 

potential illegal activities associated with it like money laundering and fraud. The possibility of 

conducting borderless transactions without the need of intermediaries makes them particularly 

vulnerable. Acknowledging the threats posed by financial crimes associated with cryptocurrency, 

legal steps have been taken in the form of Anti-Money Laundering (AML) and Know Your 

Customer (KYC) regulations regarding the use of cryptocurrency. These measures prevent fraud 

and money laundering, protect consumers, and provide legitimacy for cryptocurrency 

transactions.66 

Anti-Money Laundering (AML) Regulations   

The purpose of these laws is to restrict the ability of people to utilize the financial systems 

available to them for laundering funds acquired through illegal means. The regulation of AML 

obligates financial institutions, including cryptocurrency exchanges, to track, monitor, report 

suspicious transactions, maintain detailed records, and implement systems of verifying the 

customers' identities according to accepted industry standards.67 

FinCEN (Financial Crimes Enforcement Network), a unit of the US Treasury, maintains 

cryptocurrency exchange compliance with AML regulations in the US. In 2013, FinCEN 

published guidance law on virtual currency (VC) that mandated exchanges to register as money 

                                                             
65 Mekpor, E. S., Aboagye, A., & Welbeck, J. (2018). The determinants of anti-money laundering compliance among 

the Financial Action Task Force (FATF) member states. Journal of Financial Regulation and Compliance, 26(3), 

442-459. 
66 Browne, E. (2023). Money Laundering and Cryptocurrency: Are We Moving in the Right Direction?. Available at 

SSRN 5104082. 
67 Naheem, M. A. (2020). The agency dilemma in anti-money laundering regulation. Journal of Money Laundering 

Control, 23(1), 26-37. 
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services businesses (MSBs) and follow set AML guidelines. These guidelines included KYC 

identification procedures on all clients, tracking transactions for identified generic indicators of 

fraud, and reporting identified qualifiers for fraud to law enforcement or other designated 

external entities.   

Know Your Customer (KYC) Regulations   

KYC is regarded as the first line of defense in the AML strategy and it consists of the set of 

actions directed to identify customers so as to limit fraud and related financial crimes. Within the 

framework of cryptocurrency, KYC norms require that the exchange and wallet providers obtain 

data from their clients which include: full name, date of birth, present address, and passport or 

any government document.   

By verifying clients’ identities, exchanges can ensure that they are not aiding in such crimes as 

money laundering or terrorist financing. 

KYC regulations have become essential for mitigating risks linked to anonymous transactions, 

which are commonplace in numerous cryptocurrencies. With the implementation of KYC 

procedures, exchanges are able to monitor the flow of funds within their platforms identifying 

suspicious users or transactions.   

Universal AML and KYC Protocols:   

The Financial Action Task Force (FATF) is one of the leading organizations that has set 

international guidelines for the implementation of anti-money laundering and Know Your 

Customer policies in cryptocurrencies. FATF, an international organization created by the G7 

with the purpose of developing policies to combat money laundering and terrorist financing, 

issued in 2019 Guidance for a Risk-Based Approach to Virtual Assets and Virtual Asset Service 

Providers (VASPs). These guidelines instruct that VASPs, such as cryptocurrency exchanges, 

implement AML/KYC procedures compatible with those of traditional financial institutions.  

FATF receiver responsible “travel rule” obliges exchanges to transmit all details pertinent to the 

transaction, including the sender and receiver details, for any transaction above a certain limit. 
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The travel rule aims to promote transparency and accountability in the use of cryptocurrencies 

and restrict the ability of criminals to exploit virtual currencies for illegal activities. 

Statutory Provisions: 

1. The Bank Secrecy Act (BSA) (U.S. Code, Title 31): The Bank Secrecy Act is the most 

important legislation in the US pertaining to money laundering. Under the BSA, cryptocurrency 

exchanges must register with FinCEN and adopt AML policies which include Customer 

Identification Procedures (CIPs) or KYC policies. 

2. The 5th EU Anti-Money Laundering Directive (AMLD5): The EU's AMLD5 obliges operators 

of virtual currency exchanges and wallet providers to register with competent authorities and 

perform KYC and also file suspicious activity reports. It seeks to enhance the integrity of 

transactions involving cryptocurrency and curb illegal activities. 

5.1.2 Cybersecurity Measures: Prevention, Detection and Response. 

Preventing, detecting and respond to attacks is very important in the cryptocurrency industry 

because underground economy actors frequently attack exchanges, wallets and users with the 

goal of stealing funds, exploiting security holes or compromising sensitive information. The 

implementation of cybersecurity systems helps reduce the risk of financial crimes within 

cryptocurrency, especially concerning hacking, ransomware, and fraud. This subsection will 

examine the protective measures cryptocurrency exchanges and platforms have in place to 

defend user funds and sensitive information.   

Preventive Measures:   

As discussed in section 5, prevention is the prioritization of any efforts made toward combating 

cyber issues. To maintain system security for users and mitigate cyberattacks, a plethora of 

preventative measures are implemented by cryptocurrency exchanges:   

 1. Loss Prevention: Protecting all information relating to an individual’s personal 

transactions and privacy comes with the aspect of encryption and safeguarding private keys. 

Information that is sensitive in nature, like passwords and transaction details, is guarded using 

encryption. Exchange companies encrypt all user communications and store data in such a way 
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that even if hackers gain access to their systems, they cannot unscramble the data and be able to 

take meaningful action on it. 

2. Multi-Factor Identification (MFA): It has already been noted in Section 4.3 that MFA 

plays an active role in restricting access to cryptocurrency accounts and thus serves as an 

important cybersecurity measure. To augment security, exchanges mandate multiple proofs of 

identity like passwords and different one-time authentication codes. Because of this, even if a 

user’s password is misappropriated, there is adequate protection to ensure that their account is 

not vulnerable. 

3. Cold Storage Solutions: Most of the funds managed by exchanges are stored in cold 

storage, meaning they are stored offline which reduces the risk of being hacked. 

Exchanges are able to avoid fund theft during a security breach by storing their assets in cold 

storage. Hot wallets, which are encrypted and guarded by other cyber security protocols, allow 

for a small percentage of funds to be stored for daily transactions. 

Detection Measures: 

The next stage is to try and identify possible breaches after preventative steps have been 

implemented. Various detection technology designed to flag suspicious activities are utilized by 

crypto exchanges, such as:68 

1. Blockchain Analytics: Blockchain analytics tools assist exchanges to keep track of 

transactions and fraud detection, such as transaction money laundering, fraud, and ransomware 

through and Chainalysis and Elliptic. These tools enable the exchange to follow the path of funds 

within a blockchain and trace back to illegitimate transactions. 

2. Anomaly Detection: A large number of trading platforms apply machine learning algorithms to 

identify and flag abnormal trading activity, or patterns such as large withdrawals by a single user. 

                                                             
68 Olutimehin, A. T. (2025). The Synergistic Role of Machine Learning, Deep Learning, and Reinforcement 

Learning in Strengthening Cyber Security Measures for Crypto Currency Platforms. Deep Learning, and 

Reinforcement Learning in Strengthening Cyber Security Measures for Crypto Currency Platforms (February 11, 

2025). 
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In the event that a sudden withdrawal is made, the action is automatically flagged as bizarre 

behavior, and security is alerted. 

Response Measures: 

In the event that there is a potential cybersecurity threat, it is critical that actions to minimize the 

impact and save the funds of users be immediately executed by the exchanges and platforms. 

Response measures consist of:   

1. Incident Response Teams: Exchanges should have dedicated cyber response teams ready to 

spring into action when cyber breaches and security loopholes are detected. These teams must be 

adept at addressing any issues, such as phishing attempts, system breaches, or DDoS attacks as 

quickly and efficiently as they can respond to a fire outbreak.   

2. Coordination with Law Enforcement: In an event of a serious breach or incident of theft, there 

should be an ongoing collaboration between the exchanges in focus and the relevant law 

authorities to deal with the situation in terms of investigating the breach and attempting recovery 

of the assets. As an example, a ransomware attack that encrypts user funds will result in the 

exchange working with capture them as cyber and law enforcement works to bring the criminals 

and prevent damage to forests.   

Legal Provisions:   

1. Cybersecurity Information Sharing Act (CISA) of 2015: CISA is on record stating that firms 

such as cryptocurrency exchanges are encouraged to report cyber menace to the federal 

government or any outside body. 

To enhance the nation's cybersecurity posture and lessen the chances of cyberattacks, the goal is 

to bolster cybersecurity efforts. 

2. General Data Protection Regulation (GDPR): Even though the primary focus of GDPR is 

data protection, it has provisions relevant to cryptocurrency exchanges and platforms within the 

EU. As per the GDPR, exchanges are required to take adequate technical and organizational 

steps to safeguard users’ personal data.  
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5.2 Strengthening Legal Frameworks for Cryptocurrency Regulation 

While adopting cryptocurrencies becomes mainstream, the need for strong and adaptable legal 

frameworks is even more important. The absence of central supervision in the cryptocurrency 

industry tends to facilitate financial crimes like money laundering, fraud, and tax evasion. Some 

countries have started developing rules to regulate activities related to cryptocurrency, but there 

is no single universally accepted framework. It is, therefore, necessary to create comprehensive 

legal frameworks that seek to address the problems posed by cryptocurrency and other emerging 

technologies without stifling innovation or undermining financial stability.  In this section, I 

propose effective cryptocurrency regulation in India, review best practices developed around the 

world, and analyze the new role of Central Bank Digital Currencies (CBDCs) in fighting 

financial crimes.  

5.2.1 Proposals for Effective Regulation in India 

India has remained at the center of the debate on cryptocurrency and its regulation and continues 

to devise new approaches to its regulation. 

The rise in popularity of cryptocurrencies pose a challenge to the country’s financial stability, 

consumer protection issues, potential money laundering, and fraud which complicates the 

situation even more. In 2018, the Reserve Bank of India (RBI) placed a banking ban on 

cryptocurrency transactions. This was later overturned by the Supreme Court in 2020. But 

decisions regarding regulation are still ongoing as the Indian government and financial regulators 

continue to propose different solutions.   

India’s Approach Towards Cryptocurrency Regulation:   

As things stand, the regulation regarding cryptocurrency in India is non existent. RBI’s ban on 

banking in 2018 crippled India’s cryptocurrency market by stifling exchanges and traders. The 

Supreme Court of India lifted the ban in March 2020, deeming it unconstitutional. This opened 

up new opportunities for the cryptocurrency industry but the lack of a regulatory framework 

means the situation is unresolved.   
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Cryptocurrency Regulations Suggestions In India: 

1. Cryptocurrency Bill: The private sector cryptocurrencies use alongside the central bank’s 

digital currency (CBDC) prompted the Indian Government to propose a bill in December 2021 

titled Cryptocurrency and Regulation of Official Digital Currency Bill. The bill seeks to regulate 

the private cryptocurrencies and lay groundwork for the introduction of a CBDC. In lieu of 

having a digital currency issued and regulated by the Reserve Bank of India (RBI), the bill has 

provisions to disallow private cryptocurrencies to be used for transactional purposes.   

2. AML and KYC Regulations: Along with the rest of the world, the Indian government is soon 

expected to add regulations of Anti-Money Laundering (AML) and Know Your Customer (KYC) 

to cryptocurrency exchanges in India. Exchanges would be obliged to authenticate the identity of 

users and report digital assets transfers that are abnormally large and not disclosed to the 

pertinent authorities. The monitoring of these activities will be essential to combat money 

laundering and fraudulent activities within the Indian crypto environment.   

Case Law: Internet and Mobile Association of India v. RBI (2020)69 

This was a landmark case for cryptocurrency regulation in India. In this scenario, the Supreme 

Court lifted the banking restriction imposed by the RBI, stating that the central bank did not have 

the authority to stop other financial services companies from servicing companies that operate 

within the cryptocurrency domain. This ruling underscored the need for effective and cohesive 

legal frameworks designed for the regulation of cryptocurrency governance. 

Statutory Provisions: 

 Prevention of Money Laundering Act (PMLA): The PMLA currently applies to 

financial institutions, and cryptocurrency exchanges in India may be required to adhere to 

its provisions. This would involve conducting customer due diligence (CDD) and 

reporting suspicious transactions. 

                                                             
69 AIRONLINE 2020 SC 298 
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 The Indian Penal Code (IPC): Cryptocurrency fraud and other illicit activities could be 

prosecuted under sections of the Indian Penal Code, including provisions related to 

fraud, cheating, and cybercrime. 

Legal and Regulatory Challenges: 

The Indian government's approach to cryptocurrency regulation has been cautious, with concerns 

over the potential for cryptocurrencies to disrupt the traditional financial system. However, the 

lack of clear guidelines has left the sector in a state of ambiguity, discouraging investment and 

innovation. The government needs to establish a clear regulatory framework that balances 

innovation and risk mitigation, while fostering the growth of the cryptocurrency industry in 

India. 

5.2.2 Global Best Practices in Cryptocurrency Regulation 

While India continues to explore cryptocurrency regulation, other countries have already 

developed regulatory frameworks to govern cryptocurrency activities. These frameworks serve 

as valuable examples of best practices in the global cryptocurrency regulatory landscape. Several 

key countries have taken steps to regulate cryptocurrencies while ensuring that they remain at the 

forefront of blockchain and cryptocurrency innovation.70 

Best Practices from Leading Countries: 

1. Switzerland: Switzerland is one of the most crypto-friendly countries, with a clear and 

transparent regulatory approach. The Swiss Financial Market Supervisory Authority 

(FINMA) has issued comprehensive guidelines for initial coin offerings (ICOs) and 

cryptocurrency exchanges. The Swiss regulatory framework classifies cryptocurrencies 

as either payment tokens, security tokens, or utility tokens, each subject to different 

regulations. FINMA has also issued guidance on AML and KYC compliance, requiring 

                                                             
70 Xiong, X., & Luo, J. (2024). Global trends in cryptocurrency regulation: An overview. In The International 

Conference on Mathematical Research for Blockchain Economy (pp. 71-92). Springer, Cham. 
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cryptocurrency exchanges to report suspicious activity and maintain detailed records of 

transactions. 

2. United States: The U.S. has developed a hybrid regulatory approach, with various 

agencies overseeing different aspects of the cryptocurrency market. The Securities and 

Exchange Commission (SEC) is responsible for regulating cryptocurrencies that are 

deemed to be securities, while the Commodity Futures Trading Commission (CFTC) 

regulates cryptocurrency futures and derivatives markets. Cryptocurrency exchanges 

must comply with AML and KYC requirements enforced by FinCEN. The U.S. also 

uses a regulatory sandbox approach, allowing new cryptocurrency projects to test their 

models under the supervision of regulatory bodies. 

3. European Union: The European Union has made significant strides in cryptocurrency 

regulation with the 5th Anti-Money Laundering Directive (AMLD5), which brings 

cryptocurrency exchanges and wallet providers under the scope of EU regulations. 

AMLD5 requires exchanges to register with national authorities, implement KYC and 

AML procedures, and report suspicious activities. The EU has also proposed the 

Markets in Crypto-Assets (MiCA) regulation, which seeks to create a unified legal 

framework for cryptocurrency and digital assets across member states. 

Global Regulatory Challenges: 

Despite these advancements, there remain several challenges in global cryptocurrency 

regulation: 

 Lack of Harmonized Global Standards: Regulatory approaches vary significantly 

across jurisdictions, making it difficult for international cryptocurrency businesses to 

navigate the legal landscape. 

 Legal Uncertainty: Some countries, such as China, have outright banned cryptocurrency 

activities, while others, such as El Salvador, have adopted Bitcoin as legal tender. This 

lack of uniformity presents challenges for global collaboration on regulatory issues. 

 Taxation: One of the most significant challenges in cryptocurrency regulation is the 

taxation of digital assets. While some countries have introduced clear tax guidelines for 
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cryptocurrency transactions, others are still grappling with how to treat crypto-related 

earnings. 

5.2.3 The Role of Central Bank Digital Currencies (CBDCs) in Mitigating 

Financial Crimes 

Central Bank Digital Currencies (CBDCs) are a new form of digital currency issued and 

regulated by central banks. Unlike cryptocurrencies, which are decentralized and typically 

unregulated, CBDCs are centralized and backed by the full faith and credit of the government. 

The introduction of CBDCs has the potential to address many of the challenges posed by 

cryptocurrencies, including concerns over money laundering, terrorist financing, and tax 

evasion.71 

CBDCs could help mitigate financial crimes in several ways:72 

1. Enhanced Traceability: Unlike decentralized cryptocurrencies, CBDCs can be designed 

to include robust tracking mechanisms, enabling governments and regulators to monitor 

transactions in real-time. This would make it much harder for illicit transactions, such as 

money laundering and terrorist financing, to go undetected. 

2. AML/KYC Integration: CBDCs can be integrated with AML and KYC protocols, 

ensuring that users undergo identity verification before conducting transactions. By 

providing a central point of control, CBDCs can streamline compliance processes and 

make it easier for regulators to enforce anti-money laundering regulations. 

3. Reduction of Anonymity: While privacy is an important feature of cryptocurrencies, it 

has also been exploited for illegal activities. CBDCs can be designed to balance privacy 

with regulatory oversight, reducing the risks associated with the anonymous use of digital 

currencies. 

                                                             
71 Nabilou, H. (2019). Central bank digital currencies: Preliminary legal observations. Journal of Banking 

Regulation. 
72 Supra note 70. 
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Case Law: The Bahamas – Sand Dollar (2020)73 

The Bahamas became one of the first countries to launch a national CBDC, known as the Sand 

Dollar, in 2020. The Sand Dollar is a digital version of the Bahamian dollar and is backed by the 

country's central bank. The Bahamian government has implemented strict AML/KYC measures 

for Sand Dollar users, making it a tool for combating money laundering and financial fraud. The 

rollout of the Sand Dollar has garnered attention as a potential model for other nations 

considering CBDCs.74 

Legal Provisions: 

The legal framework for CBDCs will likely involve: 

 Central Bank Acts: Central banks will need to amend existing legislation to allow for 

the issuance and regulation of CBDCs. 

 Digital Currency Acts: Governments will need to pass specific laws governing the use, 

taxation, and regulation of CBDCs, ensuring that they comply with AML and KYC 

regulations. 

5.3 Enhancing Cybersecurity Protocols in Cryptocurrency Exchanges 

and Platforms 

Cryptocurrency exchanges are prime targets for cybercriminals due to the large amounts of 

digital assets they hold and the valuable data they manage. As the cryptocurrency market 

matures, exchanges must take proactive measures to ensure the security of users' assets, sensitive 

data, and platform integrity. Effective cybersecurity protocols are necessary not only for 

safeguarding funds but also for ensuring user trust and maintaining compliance with regulatory 

standards. 

                                                             
73 Wenker, K. (2022). Retail central bank digital currencies (CBDC), Disintermediation and financial privacy: The 

case of the Bahamian sand dollar. FinTech, 1(4), 345-361. 
74 Ibid. 
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Given the rapidly evolving nature of cyber threats, cryptocurrency exchanges and platforms must 

implement robust security protocols to combat various forms of cybercrime, including hacking, 

phishing, malware attacks, and ransomware. In this section, we explore the best practices and 

essential cybersecurity measures that exchanges and platforms must adopt to enhance security 

and protect against financial crimes.75 

5.3.1 Secure Infrastructure and Network Protection 

The backbone of any secure cryptocurrency exchange or platform is its infrastructure. Securing 

the platform’s infrastructure ensures that both user funds and sensitive data are protected from 

external and internal threats. This protection involves several key components, including 

network security, secure software development practices, and the implementation of firewalls 

and intrusion detection systems (IDS).76 

1. Network Security Measures: 

Cryptocurrency exchanges must deploy robust network security protocols to defend against 

cyberattacks such as Distributed Denial of Service (DDoS) attacks, which aim to overwhelm the 

platform’s servers and disrupt service. To mitigate the risks associated with DDoS attacks, 

exchanges use rate-limiting technologies, firewalls, and traffic filtering tools that prevent 

malicious actors from overloading the system. Additionally, exchanges should employ Virtual 

Private Networks (VPNs) to secure data transmission channels and Secure Socket Layer 

(SSL) encryption to protect users' communications. 

2. Intrusion Detection Systems (IDS): 

Intrusion Detection Systems (IDS) are used to monitor network traffic and detect unauthorized 

access attempts or suspicious activity in real-time. By identifying threats early, exchanges can 

respond quickly to mitigate potential attacks. These systems typically rely on signature-based 

                                                             
75 Gottipati, H. (2020). A proposed cybersecurity model for cryptocurrency exchanges. 
76 Thapa, S., & Mailewa, A. (2020, April). The role of intrusion detection/prevention systems in modern computer 

networks: A review. In Conference: Midwest Instruction and Computing Symposium (MICS) (Vol. 53, pp. 1-14). 
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detection (looking for known patterns of attack) and anomaly-based detection (looking for 

unusual activity that deviates from normal behavior). 

Exchanges also implement security event monitoring through Security Information and 

Event Management (SIEM) systems, which aggregate data from various sources and provide 

real-time analysis of security events. This helps the exchange respond proactively to potential 

security incidents before they escalate.77 

Case Law: Mt. Gox (2014)78 

The collapse of Mt. Gox, one of the largest Bitcoin exchanges, in 2014 was partially attributed 

to inadequate network security measures. Hackers exploited vulnerabilities in Mt. Gox’s 

infrastructure to steal around 850,000 Bitcoins. The lack of robust security protocols and failure 

to monitor network traffic allowed the attack to go undetected for months. The exchange's 

downfall highlighted the importance of secure infrastructure and real-time threat monitoring to 

prevent and respond to cyberattacks. 

Legal Provisions: 

In the U.S., cryptocurrency exchanges are subject to state and federal laws, including the Bank 

Secrecy Act (BSA), which mandates compliance with Anti-Money Laundering (AML) 

standards. The Financial Crimes Enforcement Network (FinCEN) requires exchanges to 

adopt "reasonable" security measures to protect customer data and prevent fraudulent activity, 

which includes ensuring proper network security.79 

                                                             
77 Sania, N. S., Gigras, Y., & Mahajan, S. (2024). Gatividhi Guard: The Activity Guardian—Revolutionizing 

Security Information and Event Management (SIEM) Technology. Journal of Operating Systems Development & 

Trends, 11(1), 29-44p. 
78 https://www.justice.gov/archives/opa/pr/russian-nationals-charged-hacking-one-cryptocurrency-exchange-and-

illicitly-operating-another 
79 Fink, A. S. (2018). Can cryptocurrency be audited to Bank Secrecy Act and anti-money laundering regulations and 

normalized in the United States (Master's thesis, Utica College). 
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5.3.2 Wallet Security and Key Management 

One of the primary security concerns for cryptocurrency exchanges is the protection of users' 

private keys. Private keys are the cryptographic keys that allow users to access and control their 

funds. If an attacker gains access to a user's private key, they can transfer the cryptocurrency to 

their own wallet. Therefore, exchanges must implement comprehensive security protocols for 

managing private keys.80 

1. Cold Storage Solutions: 

As mentioned earlier in Chapter 4, cold storage involves storing private keys offline, 

disconnected from the internet, to reduce the risk of cyberattacks. Exchanges should keep the 

majority of user funds in cold storage, with only a small percentage stored in hot wallets for 

immediate transactions. Cold storage solutions must be highly secure, employing physical 

security measures such as secure vaults and multi-signature wallets to protect the keys. 

2. Multi-Signature Wallets (Multi-Sig): 

Multi-signature wallets (multi-sig) are an important tool for enhancing wallet security. These 

wallets require multiple private keys to authorize a transaction, adding an extra layer of 

protection. For example, a cryptocurrency exchange may use a multi-sig wallet that requires 

approval from two or more administrators before funds can be withdrawn. This reduces the risk 

of unauthorized transactions, even if one private key is compromised. 

Legal Provisions: 

In many jurisdictions, exchanges are legally required to implement strong security measures for 

safeguarding user funds. The European Union's General Data Protection Regulation 

(GDPR), for example, requires cryptocurrency exchanges to implement adequate technical and 

organizational measures to ensure the security of users’ personal data. For wallet management, 

                                                             
80 Ibid. 
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AML/KYC regulations also mandate that exchanges establish systems to prevent theft and 

fraud, ensuring that only authorized users can access funds. 

5.3.3 Regular Security Audits and Penetration Testing 

Regular security audits and penetration testing are crucial for identifying vulnerabilities in 

exchange systems before they can be exploited by attackers. Auditing involves reviewing the 

platform’s codebase, security protocols, and transaction histories to ensure compliance with best 

practices and regulations. Penetration testing involves simulating cyberattacks to identify 

weaknesses in the platform’s defenses and improve security measures.81 

1. Code Audits for Smart Contracts: 

Exchanges and platforms that utilize smart contracts must conduct regular code audits to ensure 

that their contracts are secure and free of vulnerabilities. Smart contract code is often public, and 

flaws can be exploited by malicious actors to gain unauthorized access to funds or alter 

transaction terms. Third-party security firms specializing in blockchain auditing can identify 

vulnerabilities in smart contracts and offer recommendations for improving their security. 

2. Penetration Testing: 

Penetration testing simulates a real-world attack on the exchange’s infrastructure to identify 

weaknesses that could be exploited by cybercriminals. By testing the security of their systems, 

exchanges can identify gaps in their defenses and take steps to address them before a real attack 

occurs. 

                                                             
81 Shah, S., & Mehtre, B. M. (2015). An overview of vulnerability assessment and penetration testing techniques. 

Journal of Computer Virology and Hacking Techniques, 11, 27-49. 
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5.4 Cooperation Between Regulators, Law Enforcement, and 

Cybersecurity Experts 

The increasing sophistication of cybercrimes in the cryptocurrency sector has highlighted the 

need for collaboration between regulators, law enforcement agencies, and cybersecurity experts. 

Effective cooperation can help identify criminal activities, trace illicit transactions, and enforce 

the laws designed to protect the integrity of the cryptocurrency ecosystem.82 

5.4.1 Collaborative Efforts in Fighting Financial Crimes 

1. Information Sharing Between Agencies: 

The fight against financial crimes in the cryptocurrency space requires a coordinated approach 

between law enforcement agencies, regulators, and cybersecurity experts. Information sharing is 

essential to identify suspicious transactions, track criminal networks, and ensure that digital 

assets are not being used for illicit purposes. 

Organizations like Chainalysis and Elliptic have played a key role in providing blockchain 

analytics services to law enforcement agencies. By tracking cryptocurrency transactions and 

linking them to known criminal activities, these companies have helped authorities uncover 

money laundering schemes, fraud, and ransomware payments.83 

2. Global Cooperation: 

Given the borderless nature of cryptocurrencies, global cooperation is crucial in the fight against 

financial crimes. The Financial Action Task Force (FATF) has taken a leading role in 

encouraging international cooperation between regulators and law enforcement agencies. 

FATF’s guidelines on cryptocurrency exchanges aim to ensure that financial crime risks are 

                                                             
82 Kethineni, S., & Jackson, R. D. (2022). Cybercrime and Cryptocurrency as New Challenges for the Police. In 

Exploring Contemporary Police Challenges (pp. 181-192). Routledge. 
83 McGillivray, A. (2019). Tackling financial crime and protecting tax revenues through global collaboration. Tax 

Specialist, 22(3), 122-126. 
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managed on a global scale, with a focus on transparency, AML compliance, and KYC 

procedures. 

Legal Provisions: 

 The Bank Secrecy Act (BSA) requires financial institutions, including cryptocurrency 

exchanges, to report suspicious activity to the Financial Crimes Enforcement Network 

(FinCEN). 

 The European Union’s 5th Anti-Money Laundering Directive (AMLD5) requires 

cryptocurrency exchanges to cooperate with law enforcement agencies and share 

transaction data when requested. 

5.5 Future Directions in Legal and Cybersecurity Approaches 

The cryptocurrency landscape is rapidly evolving, and with it, the legal and cybersecurity 

challenges it presents. As new technologies, financial innovations, and regulatory frameworks 

emerge, it is essential for both governments and cryptocurrency platforms to adapt their 

strategies in response to the increasing sophistication of financial crimes. The future of legal and 

cybersecurity measures will be shaped by developments in blockchain technology, 

decentralized finance (DeFi), cryptographic advancements, and regulatory cooperation.84 

This section outlines potential future directions for strengthening the legal and cybersecurity 

approaches to mitigating financial crimes in the cryptocurrency industry. We will explore the key 

trends in regulatory innovation, advanced cybersecurity tools, and international 

collaboration that are expected to play an important role in shaping the future of cryptocurrency 

regulation and security. 

                                                             
84 Singh, D. S. (2024). Decentralized finance (DeFi): Exploring the role of blockchain and cryptocurrency in 

financial ecosystems. International Research Journal of Modernization in Engineering Technology and Science, 5. 
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5.5.1 Regulatory Innovation and the Rise of Central Bank Digital Currencies 

(CBDCs) 

One of the most significant developments in the future of cryptocurrency regulation will be the 

widespread adoption of Central Bank Digital Currencies (CBDCs). CBDCs represent a 

government-backed digital currency issued by central banks, and they are seen as a potential 

solution to the challenges posed by decentralized cryptocurrencies. While cryptocurrencies like 

Bitcoin offer privacy and decentralization, they also present risks related to money laundering, 

terrorist financing, and tax evasion. CBDCs, on the other hand, are designed to be fully regulated 

and offer greater traceability and control. 

1. The Role of CBDCs in Financial Crime Mitigation: 

CBDCs will likely play a pivotal role in combating financial crimes in the cryptocurrency space 

by introducing greater transparency and traceability in digital currency transactions. Unlike 

cryptocurrencies such as Bitcoin and Monero, which offer pseudonymity and anonymity, 

CBDCs can be designed to allow regulators to monitor transactions in real-time. This 

transparency can make it more difficult for illicit actors to use digital currencies for money 

laundering, fraud, and other illegal activities. 

CBDCs also provide an opportunity for governments to introduce AML and KYC protocols 

more effectively. By integrating these protocols directly into the design of CBDCs, governments 

can ensure that digital currency transactions are compliant with global financial regulations. This 

could eliminate many of the risks associated with cryptocurrencies by enhancing the ability of 

law enforcement and regulatory bodies to trace illegal transactions. 

2. Case Study: The Bahamas Sand Dollar and China's Digital Yuan: 

The Bahamas Sand Dollar is one of the first fully operational CBDCs, and it provides valuable 

insight into the potential benefits of CBDCs in reducing financial crimes.85 The Sand Dollar was 

                                                             
85 Josyula, H. P. Global Trends in Central Bank Digital Currencies. Available at SSRN 4613619. 
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launched by the Central Bank of The Bahamas and is designed to offer a secure, traceable 

alternative to decentralized cryptocurrencies. As part of its implementation, the Sand Dollar 

incorporates KYC and AML procedures, ensuring that digital currency transactions are 

monitored and recorded for regulatory compliance. 

Similarly, China is leading the way with its Digital Yuan. As part of its national strategy, China 

has been testing the Digital Yuan in various cities and aims to fully launch it in the coming years. 

The Digital Yuan offers full traceability of transactions, enabling the Chinese government to 

prevent illicit activities such as money laundering, fraud, and tax evasion. 

3. Legal Frameworks for CBDCs: 

The legal framework for CBDCs will be shaped by a combination of national regulations and 

international agreements. National governments will need to create laws that govern the 

issuance, use, and regulation of CBDCs, ensuring that they are compliant with existing financial 

regulations, including AML, KYC, and Data Protection laws.86 

International collaboration will be essential in ensuring that CBDCs are interoperable across 

borders. The International Monetary Fund (IMF) and the Bank for International 

Settlements (BIS) have been working on global frameworks to help central banks adopt CBDCs 

in a way that fosters financial stability and mitigates the risks of financial crimes. 

5.5.2 Advancements in Cybersecurity Tools and Blockchain Innovations 

As the cryptocurrency space grows, so does the need for more advanced cybersecurity tools to 

prevent, detect, and respond to financial crimes. Traditional cybersecurity measures are no 

longer sufficient to address the complex and evolving threats that cryptocurrencies face. 

Innovations in blockchain security, AI-driven threat detection, and cryptographic advancements 

will play a key role in future-proofing the cryptocurrency ecosystem. 

                                                             
86 Bossu, W., Itatani, M., Margulis, C., Rossi, A., Weenink, H., & Yoshinaga, A. (2020). Legal aspects of central 

bank digital currency: Central bank and monetary law considerations. 
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1. AI and Machine Learning for Cyber Threat Detection: 

The use of artificial intelligence (AI) and machine learning (ML) in cybersecurity is becoming 

increasingly important in the fight against cybercrime. These technologies can analyze vast 

amounts of transaction data in real-time, identifying suspicious behavior and flagging potential 

threats. For instance, AI can be used to detect unusual transaction patterns, such as large 

withdrawals from a hot wallet or a sudden surge in trading activity, that may indicate fraud or 

money laundering. 

AI-powered systems can also be used for predictive threat modeling, allowing exchanges and 

platforms to anticipate potential cyberattacks before they occur. By continuously monitoring and 

analyzing transaction data, AI systems can evolve to recognize new forms of cybercrime and 

provide timely responses to mitigate risks. 

2. Blockchain Security Innovations: 

Blockchain technology itself offers significant security advantages, such as immutability and 

transparency. However, as blockchain adoption grows, so do the potential vulnerabilities that can 

be exploited by attackers. Future developments in blockchain security will focus on enhancing 

consensus mechanisms, improving smart contract security, and integrating stronger 

cryptographic protections. 

For example, new consensus mechanisms, such as Proof-of-Stake (PoS) and delegated PoS, are 

being developed to provide more energy-efficient and secure alternatives to Proof-of-Work 

(PoW). These mechanisms reduce the risk of 51% attacks, which could lead to the manipulation 

of blockchain networks.87 

Additionally, advancements in zero-knowledge proofs (ZKPs) and homomorphic encryption 

are being explored to enhance privacy while maintaining transparency. These technologies allow 

                                                             
87 Chembakassery, D. (2023, October). Proof of Computational Power: An Innovative Consensus Algorithm for 

Blockchain Systems. In The International Conference on Recent Innovations in Computing (pp. 417-432). 

Singapore: Springer Nature Singapore. 
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transactions to be validated without revealing sensitive data, making them ideal for use in 

privacy-focused cryptocurrencies and ensuring that financial crimes can be detected while still 

protecting users' privacy.88 

3. Legal Frameworks for Blockchain Security: 

As blockchain security innovations develop, it is essential for legal frameworks to evolve 

alongside them. Regulators must ensure that blockchain technologies are secure and that they 

comply with existing financial laws. For example, the General Data Protection Regulation 

(GDPR) in the European Union mandates that personal data be protected, which has 

implications for how blockchain networks handle sensitive user data. Privacy concerns, security 

risks, and compliance with regulatory standards will need to be addressed through clear and 

consistent legal frameworks.89 

5.5.3 International Collaboration and Regulatory Harmonization 

The global nature of cryptocurrencies means that financial crimes, such as money laundering, 

fraud, and tax evasion, can occur across borders, making them difficult to prosecute. This 

highlights the need for international collaboration between regulators, law enforcement, and 

cybersecurity experts to effectively combat financial crimes in the cryptocurrency sector. 

1. The Role of FATF and Other International Bodies: 

The Financial Action Task Force (FATF) has played a pivotal role in setting global standards 

for anti-money laundering (AML) and counter-terrorism financing (CTF) in the cryptocurrency 

space. The FATF's “travel rule”, which requires cryptocurrency exchanges to share customer 

information for transactions over a certain threshold, has been adopted by many countries and is 

a critical step in improving transparency and accountability. 

                                                             
88 Aggarwal, T., Kumar, S., Singh, S. K., Gupta, B. B., Nedjah, N., & Castiglione, A. (2024). Zero Knowledge 

Proofs and Their Applications in Cryptography: Advancements, Challenges, and Future Aspects. In Innovations in 

Modern Cryptography (pp. 55-74). IGI Global. 
89 Díaz Díaz, E. (2016). The new European Union General Regulation on Data Protection and the legal 

consequences for institutions. Church, Communication and Culture, 1(1), 206-239. 
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Other international bodies, such as the World Bank, International Monetary Fund (IMF), and 

the Bank for International Settlements (BIS), are also working to harmonize cryptocurrency 

regulations across borders. These organizations are focused on creating frameworks that 

facilitate the safe and secure use of cryptocurrencies while addressing risks such as fraud, tax 

evasion, and money laundering. 

2. Legal Harmonization Across Jurisdictions: 

The lack of consistent global regulations for cryptocurrencies remains a significant challenge. 

Different countries have adopted varying approaches to regulating digital assets, with some 

banning cryptocurrencies outright, while others have embraced them as a legitimate form of 

payment. The future will likely see more harmonization of cryptocurrency regulations through 

international agreements and multilateral efforts. 

CHAPTER 6: A COMPARATIVE ANALYSIS OF 

INTERNATIONAL REGULATORY APPROACHES 

 

6.1 Regulatory Approaches in the European Union 

The European Union (EU) is one of the most influential regions when it comes to establishing 

regulatory frameworks for cryptocurrency and digital assets. The EU's approach to 

cryptocurrency regulation reflects a balance between fostering innovation in financial technology 

while simultaneously addressing the risks of money laundering, fraud, and market manipulation. 

Over the years, the EU has taken substantial steps toward establishing a legal and regulatory 

framework for the cryptocurrency sector, with a primary focus on protecting consumers, 

ensuring financial stability, and combating financial crimes.90 

                                                             
90 Muskaj, B. (2023). The Cryptocurrency Market and The Regulatory Framework of EU Legislation. European 

Journal of Multidisciplinary Studies, 8(2), 188-193. 
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This section explores the EU’s approach to cryptocurrency regulation, with particular emphasis 

on the Financial Action Task Force’s (FATF) recommendations and the 5th Anti-Money 

Laundering Directive (5AMLD), as well as the challenges associated with implementing and 

enforcing these regulations across member states. 

6.1.1 FATF’s Recommendations and the EU’s 5AMLD 

FATF Recommendations: 

The Financial Action Task Force (FATF) is an intergovernmental body established in 1989 to 

combat money laundering and terrorist financing. FATF sets global standards for anti-money 

laundering (AML) and counter-terrorism financing (CTF) policies, which are adopted by its 

member countries. As cryptocurrencies have grown in popularity, FATF has adapted its 

guidelines to address the risks they pose in relation to financial crimes.91 

In 2019, FATF updated its Recommendations to include provisions specifically addressing 

virtual assets (VAs) and virtual asset service providers (VASPs). These recommendations aim to 

ensure that cryptocurrencies and related services are not used to facilitate illegal activities, such 

as money laundering and terrorism financing. Among the key points are: 

1. Implementation of the "Travel Rule": FATF’s travel rule mandates that VASPs share 

transaction information between institutions for all transfers of virtual assets above a 

certain threshold. This includes details of the sender and receiver, allowing for enhanced 

transparency and traceability in transactions. 

2. AML/KYC Compliance: FATF recommends that VASPs implement robust Anti-

Money Laundering (AML) and Know Your Customer (KYC) procedures to ensure 

that users are properly identified, and suspicious transactions are flagged and reported. 

3. Licensing and Regulation of VASPs: FATF encourages governments to establish 

licensing and regulatory frameworks for VASPs to ensure they adhere to AML and CTF 

                                                             
91 Jackson, J. K. (2012). The financial action task force: An overview. Washington DC: Congressional Research 

Service. 
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standards. This approach aims to bring cryptocurrency platforms into the regulatory fold, 

ensuring they are subject to the same scrutiny as traditional financial institutions. 

The EU's 5th Anti-Money Laundering Directive (5AMLD): 

In response to FATF’s recommendations, the EU introduced the 5th Anti-Money Laundering 

Directive (5AMLD), which came into effect on January 10, 2020. 5AMLD aims to strengthen 

the EU’s AML framework and aligns it with FATF’s guidelines. The directive specifically 

addresses the growing concerns regarding cryptocurrencies and the risks they pose for money 

laundering and terrorist financing.92 

Key provisions of 5AMLD: 

1. Expansion of VASP Definition: 5AMLD expands the definition of VASP to include any 

cryptocurrency exchange or wallet provider that allows customers to trade or store 

cryptocurrencies. This broad definition ensures that all services related to virtual assets, 

such as custodial wallets, are covered under the regulatory framework. 

2. KYC Requirements for VASPs: The directive mandates that VASPs conduct KYC 

procedures for their customers, including verifying the identity of users and assessing 

the risks of money laundering. This includes obtaining personal information such as 

names, addresses, and national identity numbers. 

3. Improved Transparency: 5AMLD requires that member states establish central 

registers of beneficial ownership for companies and trusts. This improves transparency 

by allowing authorities to trace the individuals who own or control entities involved in 

cryptocurrency transactions. 

4. Enhanced Cooperation Between EU Members: The directive calls for improved 

cooperation and information sharing between EU member states to better combat cross-

border money laundering and terrorist financing. This is crucial in addressing the 

challenges posed by the global nature of cryptocurrencies. 

                                                             
92 Marek, K. O. T. (2021). Impact of the 5th Anti-Money Laundering Directive on EU’s financial market. 
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6.1.2 Challenges in Implementation and Enforcement in the EU 

While the EU has taken significant steps toward regulating the cryptocurrency sector, challenges 

remain in ensuring the effective implementation and enforcement of these regulations across 

member states. The diverse legal systems, technological advancements, and cross-border 

nature of cryptocurrency transactions create unique hurdles for regulators and law 

enforcement agencies.93 

1. Divergence in National Approaches: 

Although the EU has established a common regulatory framework for cryptocurrencies through 

5AMLD, its implementation is left to individual member states. This has resulted in varying 

interpretations of the law and inconsistencies in enforcement practices across the EU. For 

example, some member states, such as Germany and Malta, have developed more 

comprehensive regulatory frameworks for cryptocurrency businesses, while others, like Estonia 

and Cyprus, have introduced lighter regulations to encourage innovation in the fintech sector.94 

This divergence in national approaches creates challenges in maintaining a unified regulatory 

approach across the EU. Cryptocurrency businesses operating in multiple EU jurisdictions must 

navigate these inconsistencies, leading to confusion and compliance burdens. Additionally, 

cross-border transactions are harder to regulate when there is a lack of consistency in national 

laws. 

2. Technological Advancements and Security Risks: 

Cryptocurrency technologies are evolving rapidly, with new innovations in blockchain, smart 

contracts, and decentralized finance (DeFi) platforms. These advancements create new 

regulatory challenges, as existing laws may not fully address the risks associated with new forms 

of cryptocurrency. For example, decentralized exchanges (DEXs) and privacy coins (e.g., 

                                                             
93 Sandner, P. G., Ferreira, A., & Dunser, T. (2022). Crypto Regulation and the case for Europe. In Handbook on 

Blockchain (pp. 661-693). Cham: Springer International Publishing. 
94 Ibid. 
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Monero and Zcash) complicate the implementation of KYC and AML regulations, as these 

platforms operate without central intermediaries and allow for greater user anonymity.95 

The rise of smart contract-based platforms, such as Ethereum, presents additional challenges. 

Smart contracts, which are self-executing agreements coded directly onto the blockchain, may be 

used to facilitate illicit activities, including money laundering and fraud, without leaving a trace 

of human involvement. Regulators are struggling to adapt existing AML frameworks to address 

these new technologies effectively. 

3. Enforcement Difficulties in Cross-Border Transactions: 

The decentralized nature of cryptocurrencies means that transactions can easily cross borders, 

often with little oversight from regulators. This poses challenges in terms of enforcement, as 

international coordination between law enforcement agencies becomes crucial in tracking 

down illicit transactions and prosecuting cybercriminals. 

The EU's Europol and the European Central Bank (ECB) have worked to improve 

cooperation between EU member states and with international organizations like Interpol and 

FATF. However, the cross-border nature of cryptocurrency transactions often means that 

authorities lack jurisdictional power to enforce penalties or recover illicit funds. This issue is 

exacerbated by the fact that cryptocurrency transactions are pseudonymous, making it difficult 

for authorities to trace individuals involved in criminal activity. 

4. Regulatory Gaps in Cryptocurrency Taxation: 

Cryptocurrency taxation remains a significant issue for regulators in the EU. The European 

Commission has yet to establish a uniform cryptocurrency taxation policy, leaving individual 

member states to determine their own tax regimes. This has created a situation where businesses 

and investors in some EU countries are subject to high tax rates, while those in other countries 

face more favorable tax policies. 

                                                             
95 Singh, D. S. (2024). Decentralized finance (DeFi): Exploring the role of blockchain and cryptocurrency in 

financial ecosystems. International Research Journal of Modernization in Engineering Technology and Science, 5. 
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Some member states, like Germany, have provided clear guidelines on cryptocurrency taxation, 

recognizing Bitcoin as a form of private money exempt from capital gains tax after a holding 

period of more than one year. In contrast, countries like France and Italy have imposed taxes on 

cryptocurrency transactions and capital gains, complicating the tax landscape for investors and 

businesses. 

6.2 Regulatory Approaches in the United States 

The United States has a complex and multifaceted regulatory approach to cryptocurrency. 

Several regulatory bodies play roles in overseeing cryptocurrency activities, with jurisdiction 

often depending on the nature of the digital asset, its usage, and whether it is classified as a 

security, commodity, or currency. The U.S. regulatory framework aims to balance innovation 

with the need to protect investors, prevent illegal activity, and ensure financial stability. The 

Financial Crimes Enforcement Network (FinCEN), the Securities and Exchange 

Commission (SEC), and the Commodity Futures Trading Commission (CFTC) are some of 

the primary agencies involved in regulating cryptocurrencies in the U.S.96 

This section explores the roles of these key agencies, the legal precedents established by 

significant case studies, and the challenges that U.S. regulators face in overseeing the rapidly 

evolving cryptocurrency market. 

6.2.1 FinCEN’s Guidelines and SEC's Role in Cryptocurrency Regulation 

Financial Crimes Enforcement Network (FinCEN): 

FinCEN, an arm of the U.S. Department of the Treasury, is tasked with safeguarding the U.S. 

financial system from money laundering, terrorist financing, and other illicit financial activities. 

FinCEN’s guidance on cryptocurrencies, first issued in 2013, requires virtual asset service 

providers (VASPs), including cryptocurrency exchanges, wallet providers, and brokers, to 

comply with Anti-Money Laundering (AML) and Know Your Customer (KYC) regulations. 

                                                             
96 Rosen, L. W. (2022). The Financial Crimes Enforcement Network (FinCEN):. Congressional Research Service. 
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FinCEN classifies cryptocurrency exchanges as money services businesses (MSBs) under the 

Bank Secrecy Act (BSA). As MSBs, cryptocurrency exchanges are subject to the same AML 

and KYC regulations that apply to traditional financial institutions. This means exchanges must 

register with FinCEN, conduct customer identification procedures, maintain records of 

transactions, and report suspicious activities to the government.97 

FinCEN has also implemented the “Travel Rule” for cryptocurrencies, which mandates that 

exchanges share transaction details, including the identity of the sender and receiver, for 

transfers over $3,000. This is similar to the FATF's guidance, aimed at improving transparency 

and reducing the risk of money laundering and terrorism financing. 

Case Study: United States v. BTC-e Exchange (2017) 

The BTC-e exchange, which operated from 2011 to 2017, was a major player in the 

cryptocurrency space and was involved in significant illicit activities, including money 

laundering. The exchange was accused of facilitating transactions that supported criminal 

activities such as drug trafficking, hacking, and other illicit financial operations. In 2017, 

FinCEN imposed a $110 million penalty on BTC-e for violating U.S. AML regulations.98 

FinCEN’s role in this case demonstrated its authority over the cryptocurrency sector and its 

ability to hold exchanges accountable for failing to implement adequate AML and KYC controls. 

The case also underscored the risks of operating an unregulated or poorly regulated exchange, 

especially when dealing with large amounts of illicit funds. 

Securities and Exchange Commission (SEC): 

The SEC, the U.S. federal agency responsible for regulating the securities industry, has taken an 

active role in overseeing cryptocurrency transactions, particularly those involving security 

tokens and Initial Coin Offerings (ICOs). The SEC's primary focus is to determine whether a 

                                                             
97 Toscher, S., & Stein, M. R. (2018). Cryptocurrency-FinCEN and Discovery of Hidden Wealth. J. Tax Prac. & 

Proc., 20, 19. 
98https://www.justice.gov/archives/opa/pr/btc-e-operator-pleads-guilty-money-laundering-conspiracy 
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cryptocurrency or token qualifies as a security under the Securities Act of 1933 and the 

Securities Exchange Act of 1934.99 

The SEC uses the Howey Test to determine whether a digital asset is a security. The test 

evaluates whether an asset represents an investment contract, which includes the expectation of 

profits derived from the efforts of others. If an asset meets these criteria, it is considered a 

security and must comply with SEC regulations, including registration and disclosure 

requirements. 

The SEC has been increasingly active in investigating and prosecuting ICOs that fail to comply 

with securities laws. Many ICO projects have raised millions of dollars in unregistered offerings, 

and the SEC has taken action against companies that did not register their tokens as securities. 

Case Study: SEC v. Telegram (2020)100 

In SEC v. Telegram Group Inc., the SEC sued Telegram for conducting an unregistered ICO. 

Telegram had raised approximately $1.7 billion by selling Grams, a cryptocurrency intended for 

use in the company’s Telegram Open Network (TON)blockchain project. The SEC argued that 

Grams were securities and that Telegram had failed to comply with the registration requirements 

for securities under U.S. law. 

The case was settled in 2020, with Telegram agreeing to pay a $18.5 million fine and return 

funds to investors. This case highlights the SEC’s commitment to regulating the cryptocurrency 

space and ensuring that companies comply with securities laws. It also underscores the 

importance of classifying digital assets correctly and the need for proper registration and 

disclosure in cryptocurrency offerings. 

Legal Provisions: 

                                                             
99 Mendelson, M. (2019). From initial coin offerings to security tokens: A US federal securities law analysis. Stan. 

Tech. L. Rev., 22, 52. 
100 No. 1:2019cv09439 - Document 227 (S.D.N.Y. 2020). 
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 Securities Act of 1933: Requires the registration of securities offerings, unless an 

exemption applies. ICOs involving tokens that meet the Howey Test must comply with 

the registration requirements of this Act. 

 Securities Exchange Act of 1934: Regulates the trading of securities, including those 

offered through digital platforms. The Act requires companies that issue securities to 

comply with ongoing reporting and disclosure obligations. 

6.2.2 Case Studies of U.S. Legal Action Against Cryptocurrencies 

In addition to the BTC-e and Telegram cases, several other high-profile legal actions taken by 

U.S. authorities against cryptocurrency companies and individuals have shaped the regulatory 

landscape. These cases highlight the SEC's increasing involvement in regulating the space and 

the challenges that cryptocurrency platforms face in complying with existing laws. 

Case Study: United States v. Bitfinex and Tether (2019)101 

In 2019, the New York Attorney General (NYAG) filed a lawsuit against Bitfinex and Tether. 

The lawsuit alleged that Bitfinex had used Tether’s reserves to cover up the loss of 

approximately $850 million in client funds. The NYAG claimed that Bitfinex had misled 

investors about the company’s financial situation and violated New York's Martin Act, which 

governs securities fraud and market manipulation. In 2021, Bitfinex and Tether agreed to settle 

the lawsuit by paying a $18.5 million fine and agreeing to improve transparency in their 

operations. The settlement marked a significant moment in cryptocurrency regulation, 

highlighting the SEC and other state authorities’ willingness to enforce laws against market 

manipulation and fraudulent activities. 

Case Study: United States v. Silk Road (2015) 

One of the most infamous cases in the cryptocurrency world was the Silk Road case, where 

Ross Ulbricht, the creator of the Silk Road marketplace, was convicted of operating an online 

                                                             
101 Borneman, D. W. (2023). Banks Runs in the Digital Economy: The Need for Stablecoin Regulation. Seton Hall 

Legis. J., 47, 52. 
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black market that facilitated illegal drug sales and money laundering using Bitcoin. Ulbricht was 

arrested in 2013, and in 2015, he was sentenced to life in prison for his role in running the Silk 

Road.102 

The Silk Road case highlighted the use of cryptocurrencies in illegal activities and set a 

precedent for how cryptocurrencies could be traced and used as evidence in criminal 

investigations. It also demonstrated the willingness of U.S. authorities to use blockchain analysis 

to track illicit activities and bring criminals to justice. 

6.3 The Role of International Cooperation in Combatting Cryptocurrency 

Crimes 

Cryptocurrency transactions can easily cross national borders, and the lack of centralized control 

and the pseudonymous nature of many cryptocurrencies complicate efforts to combat financial 

crimes such as money laundering, fraud, and terrorist financing. These factors underscore the 

importance of international cooperation in addressing the regulatory and security challenges 

posed by cryptocurrencies. A fragmented approach to cryptocurrency regulation, where each 

country develops its own rules without coordinated international efforts, can lead to regulatory 

arbitrage, making it easier for criminals to exploit the system. 

International cooperation is essential to establish a global regulatory framework, share 

information across borders, track illicit transactions, and ensure consistent enforcement of laws 

related to cryptocurrencies. This section discusses the role of international bodies, agreements, 

and collaboration among law enforcement agencies in combatting cryptocurrency crimes, as well 

as the growing recognition of the need for cross-border legal frameworks and enhanced 

cooperation. 

                                                             
102 Van Dijk, M. P., & Martens, P. (2016). The Silk Road and Chinese interests in Central Asia and the Caucasus: the 

case of Georgia. Maastricht School of Management Working Paper, 12. 
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6.3.1 The Role of International Organizations 

Several international organizations have recognized the risks posed by cryptocurrencies in the 

global financial system and have taken steps to address cryptocurrency-related crimes. These 

organizations provide a platform for governments to collaborate, share information, and 

harmonize regulatory approaches. Key international bodies involved in combating 

cryptocurrency crimes include:103 

1. Financial Action Task Force (FATF): 

The Financial Action Task Force (FATF) is the global standard-setting body for Anti-Money 

Laundering (AML) and Counter-Terrorism Financing (CTF) regulations. FATF has played a 

central role in addressing the risks posed by cryptocurrencies and virtual assets. In 2019, FATF 

issued its guidance on virtual assets and virtual asset service providers (VASPs), which 

requires countries to regulate cryptocurrency exchanges and wallet providers under the same 

AML and KYC standards as traditional financial institutions.104 

The FATF's “Travel Rule” requires that VASPs share information about the sender and 

recipient of cryptocurrency transactions that exceed a certain threshold, enhancing transparency 

and allowing authorities to track illicit transactions. The FATF’s Recommendations are non-

binding, but they have been adopted by many countries, who incorporate them into their national 

laws. 

The 2021 FATF report on virtual assets highlighted the increasing need for global collaboration 

to address the anonymity and cross-border nature of cryptocurrency transactions. The FATF also 

urges countries to cooperate in tracking virtual assets and enforcing sanctions against illegal 

activities, such as money laundering and terrorism financing. 

Case Study: FATF’s Implementation of the “Travel Rule” 

                                                             
103 Nanyun, N. M., & Nasiri, A. (2021). Role of FATF on financial systems of countries: successes and challenges. 

Journal of Money Laundering Control, 24(2), 234-245. 
104 Ibid. 
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FATF's travel rule mandates that financial institutions, including VASPs, share certain 

transaction details for crypto transfers exceeding $1,000 or equivalent. These details include the 

sender's name, address, and account number, along with the recipient's information. This rule has 

been implemented in several countries, including the United States, Canada, and Japan, which 

have incorporated FATF’s guidelines into their AML and KYC laws for cryptocurrency 

exchanges. 

The success of the travel rule implementation depends on international cooperation, as 

transactions may originate or terminate in different jurisdictions. FATF’s work has been 

instrumental in pushing countries to adopt consistent standards to combat cryptocurrency-related 

financial crimes globally.105 

2. Europol and Interpol: 

Europol, the European Union’s law enforcement agency, and Interpol, the international police 

organization, both play pivotal roles in combatting cryptocurrency crimes. These agencies 

facilitate cross-border investigations, provide technical support, and collaborate with national 

law enforcement agencies to track down cryptocurrency-related crime syndicates. 

Europol has been particularly active in researching the use of cryptocurrencies in criminal 

activities. It has developed tools to trace cryptocurrency transactions and assist law enforcement 

agencies in investigating illicit financial activity, including drug trafficking, human trafficking, 

and terrorism financing. Europol's European Cybercrime Centre (EC3) specializes in 

coordinating cybersecurity investigations, including those involving cryptocurrencies. 

Interpol has also developed initiatives such as the CryptoCurrency Crime (C3) initiative, 

which focuses on developing expertise, sharing intelligence, and promoting international 

collaboration in fighting cybercrime related to cryptocurrencies. The C3 initiative works to help 

law enforcement track cryptocurrency transactions, even those using privacy-enhancing tools. 

                                                             
105 HOSSAIN, K. Reading Material on Financial Crime and Compliance. 
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Case Study: Operation “Disruptor” (2020)106 

In 2020, Europol and the U.S. Drug Enforcement Administration (DEA) conducted 

Operation Disruptor, which targeted illegal activities on the dark web, including the use of 

cryptocurrencies for illicit transactions. This joint operation resulted in the seizure of large 

amounts of cryptocurrency and the arrest of several individuals involved in illegal drug 

trafficking and money laundering. 

The success of Operation Disruptor highlighted the importance of international cooperation 

between law enforcement agencies in tracking and seizing illicit cryptocurrency. Europol’s role 

in sharing intelligence and providing technical assistance was critical to the operation's success. 

6.3.2 The Importance of Information Sharing and Data Exchange 

Effective combatting of cryptocurrency crimes requires seamless information sharing between 

countries and regulatory bodies. Many cryptocurrency-related crimes involve cross-border 

transactions, making it difficult for individual nations to take unilateral action. International 

agreements and data exchange mechanisms are essential to enable global cooperation in 

tracking criminal activity and enforcing sanctions.107 

1. International Treaties and Agreements: 

Several treaties and agreements facilitate cross-border cooperation in financial crime prevention. 

For example, the United Nations Convention against Transnational Organized Crime 

(UNTOC) provides a framework for international cooperation in combatting financial crimes. 

Many countries have ratified this treaty, committing to cooperate in criminal investigations, 

extradition, and information sharing related to financial crimes. 

                                                             
106 Zagaris, B. (2023). International Narcotic Enforcement. IELR, 39, 187. 
107 Boehm, F. (2011). Information sharing and data protection in the area of freedom, security and justice: Towards 

harmonised data protection principles for information exchange at EU-level. Springer Science & Business Media. 
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Similarly, the General Data Protection Regulation (GDPR) in the EU has implications for 

international cooperation, as it regulates how data can be shared across borders. GDPR 

compliance ensures that information shared during investigations is protected and can be used to 

trace and prevent crimes related to cryptocurrencies. 

2. Blockchain Analytics and Data Sharing Tools: 

Blockchain analytics tools such as Chainalysis, Elliptic, and CipherTrace have revolutionized 

the ability of law enforcement agencies to track illicit transactions. These tools are used by 

international law enforcement agencies to trace the flow of funds across cryptocurrency 

networks. They analyze public blockchain data to identify suspicious transactions and trace 

digital assets to real-world identities.108 

International cooperation is key for the success of these tools, as cryptocurrency transactions 

may involve multiple jurisdictions. By working together and sharing data, countries can increase 

the chances of successfully tracking down perpetrators of financial crimes. 

6.3.3 Challenges to International Cooperation 

Despite the progress made in international cooperation, several challenges remain in the fight 

against cryptocurrency-related crimes. Some of the main obstacles include: 

1. Jurisdictional Issues: 

The decentralized nature of cryptocurrencies complicates jurisdictional issues, as cryptocurrency 

transactions can occur anywhere in the world, often involving multiple countries. Law 

enforcement agencies may face difficulty in claiming jurisdiction over transactions that occur in 

cross-border environments. In some cases, cryptocurrencies are used to obscure the identity of 

the individuals involved, making it difficult to prosecute criminals. 

2. Regulatory Divergence: 

                                                             
108 Kadyan, S., & Kumar, P. Blockchain-Based Digital Forensics: Methodologies, Tools, and Future Directions. 
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Countries have different approaches to regulating cryptocurrencies, with some jurisdictions 

offering favorable regulatory environments for crypto businesses, while others impose heavy 

restrictions. This regulatory divergence can create loopholes that criminals exploit, as they can 

move operations to countries with more lenient laws. For instance, some jurisdictions have light-

touch regulations that encourage cryptocurrency businesses to operate without stringent 

KYC/AML requirements, while others impose strict compliance measures. 

3. Privacy and Anonymity Concerns: 

The privacy features of cryptocurrencies such as Monero and Zcash present significant 

challenges for law enforcement agencies. These cryptocurrencies use advanced cryptographic 

techniques like zero-knowledge proofs to enhance user privacy, making it difficult to trace 

transactions. While privacy coins offer legitimate privacy protection, they are also used to 

facilitate illegal activities, such as money laundering and tax evasion. 

4. Lack of Global Consensus on Regulation: 

Although international bodies like FATF have developed guidelines, there is still no unified 

global approach to regulating cryptocurrencies. Some countries have banned cryptocurrencies 

entirely, while others have embraced them as part of their financial system. This lack of 

consistency in regulations complicates enforcement and creates confusion for cryptocurrency 

users and businesses. 

6.4 Lessons from Global Best Practices for India 

India, with its rapidly growing cryptocurrency market, has become a focal point in the ongoing 

global debate about the regulation of digital assets. As cryptocurrency adoption increases, it is 

essential for India to develop a comprehensive regulatory framework that addresses the risks 

associated with cryptocurrency transactions while fostering innovation in the fintech sector. This 

section will discuss how India can learn from global best practices in cryptocurrency regulation, 

particularly those from the European Union, United States, and other jurisdictions. We will 
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also explore the challenges India faces in implementing these practices and the need for specific 

legal reforms. 

6.4.1 Key Global Lessons for India 

1. Clear Regulatory Classification of Cryptocurrencies (FATF’s Role): 

One of the primary lessons India can learn from global best practices is the need for clear 

regulatory classification of cryptocurrencies. In the European Union (EU), FATF, and the 

United States, cryptocurrencies have been classified as virtual assets and virtual asset service 

providers (VASPs), with corresponding regulatory obligations. The FATF’s 

Recommendations and the 5th Anti-Money Laundering Directive (5AMLD) in the EU have 

been instrumental in guiding countries on how to treat cryptocurrencies for anti-money 

laundering (AML) and counter-terrorism financing (CTF) purposes. 

India can learn from the FATF’s Travel Rule and ensure that virtual asset service providers in 

India are subject to AML and KYC requirements. By implementing a similar framework, India 

can enhance transparency and reduce the use of cryptocurrencies for illicit activities. 

Furthermore, taxation guidelines for cryptocurrency transactions should be clarified, as seen in 

countries like Germany and Japan, where digital assets are treated as commodities or private 

money for tax purposes. 

In the Internet and Mobile Association of India v. Reserve Bank of India (2020)109 case, the 

Supreme Court of India struck down the Reserve Bank of India’s (RBI) banking ban on 

cryptocurrency transactions. This ruling was a critical moment in India’s cryptocurrency 

regulatory history, as it allowed the industry to breathe after the ban was lifted. The case 

highlights the need for a clear legal framework for cryptocurrencies in India that offers 

stability, protects investor interests, and allows businesses to operate without the uncertainty 

created by ad hoc regulatory measures. 

                                                             
109 Jain, S. (2021). Internet and Mobile Association of India v. Reserve Bank of India. Legal Lock J., 1, 25. 
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The RBI ban on cryptocurrency, which was originally issued in 2018, argued that digital 

currencies posed a risk to financial stability, largely due to their unregulated nature and lack of 

consumer protection mechanisms. The Supreme Court, however, ruled that the RBI's actions 

were disproportionate and unconstitutional. This decision further reinforced the argument that 

India's regulatory framework for cryptocurrencies should be clear, balanced, and structured to 

address the risks posed by digital assets.110 

2. Comprehensive AML/KYC Regulations (FinCEN’s Role): 

The implementation of Anti-Money Laundering (AML) and Know Your Customer (KYC) 

regulations is a crucial lesson that India can adopt from countries like the United States and the 

European Union. The Financial Crimes Enforcement Network (FinCEN) in the U.S. has set 

strong guidelines for cryptocurrency exchanges, ensuring they comply with AML and KYC 

requirements. These measures are aimed at preventing money laundering, terrorist financing, and 

fraud by verifying the identities of users and tracking suspicious transactions. 

India can build upon FinCEN’s guidelines to ensure that cryptocurrency exchanges operating 

within its jurisdiction adhere to similar regulatory standards. By imposing KYC requirements 

on exchanges, wallet providers, and other VASPs, India can create a framework that protects 

consumers and prevents illegal activity. India could also benefit from adopting AML guidelines 

to track large transactions, conduct ongoing monitoring, and report suspicious activities to law 

enforcement.111 

3. Blockchain Analytics for Law Enforcement (Europol and Interpol’s Role): 

Another key lesson India can learn is the importance of blockchain analytics in preventing and 

investigating cryptocurrency-related crimes. Europol, Interpol, and private blockchain analytics 

                                                             
110 Ibid. 
111 Sater, S. (2020). Do we need KYC/AML: The bank secrecy act and virtual currency exchanges. Ark. L. Rev., 73, 

397. 
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companies such as Chainalysis, Elliptic, and CipherTrace play a crucial role in tracking illicit 

transactions on blockchain networks.112 

India can implement similar tools to track the flow of funds and identify suspicious activity. By 

developing partnerships with blockchain analytics companies, India’s law enforcement agencies 

can better monitor cryptocurrency transactions and address money laundering, fraud, and other 

criminal activities. Furthermore, India can leverage the international cooperation between law 

enforcement agencies to track cross-border cryptocurrency crimes. 

6.4.2 Legal and Regulatory Challenges India Faces 

While the lessons from global best practices provide a roadmap for developing a robust 

cryptocurrency regulatory framework, India faces several challenges in implementing and 

enforcing these measures effectively. These challenges include: 

1. Regulatory Uncertainty: 

One of the most significant hurdles for India in regulating cryptocurrencies is the lack of clarity 

in its legal and regulatory framework. While the Supreme Court’s decision to lift the RBI’s 

banking ban has created an opportunity for the industry, India still lacks a clear and 

comprehensive cryptocurrency regulation. The Cryptocurrency and Regulation of Official 

Digital Currency Bill (2021), which was introduced by the government, proposes to ban private 

cryptocurrencies while exploring the potential for a Central Bank Digital Currency (CBDC). 

However, the future of this bill is uncertain, and until the regulatory environment is fully 

clarified, India will face challenges in attracting investments and fostering innovation in the 

cryptocurrency sector.113 

2. Technological Adaptation: 

                                                             
112 Ibid. 
113 Tucker, O. (2024). Risk-based customer due diligence is the key to effectively managing financial crime risk. 

Journal of Financial Compliance, 8(1), 65-79.” 
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India’s regulatory bodies and law enforcement agencies may face challenges in adapting to new 

technologies in the rapidly evolving cryptocurrency space. Cryptocurrencies such as Monero 

and Zcash, which use privacy-enhancing technologies, complicate the ability of regulators to 

trace and monitor transactions. While blockchain forensics tools can trace transactions on many 

blockchain networks, privacy coins present an obstacle to the effective implementation of AML 

and KYC standards. India will need to address these challenges by developing technical 

expertise and international collaborations to enhance its capacity to regulate privacy-enhancing 

cryptocurrencies. 

3. Cross-Border Enforcement: 

Given the global nature of cryptocurrencies, cross-border enforcement remains a significant 

challenge for India. Cryptocurrency transactions can occur between users in different countries, 

and criminals can use decentralized exchanges or privacy coins to obfuscate the origin of illicit 

funds. India will need to collaborate with international law enforcement agencies, such as 

Europol and Interpol, to track and prosecute cryptocurrency-related crimes that cross national 

borders. 

6.4.3 Potential Legal Reforms for India 

To create a strong regulatory framework for cryptocurrencies, India should consider the 

following reforms: 

1. Establishing Clear Cryptocurrency Regulations: 

India should introduce comprehensive cryptocurrency legislation that clearly defines the legal 

status of digital assets and establishes rules for their regulation. This would include providing a 

clear classification of cryptocurrencies (e.g., as commodities, currencies, or securities) and 

specifying the responsibilities of exchanges, wallet providers, and other stakeholders in the 

ecosystem. The regulation should also include provisions for AML, KYC, taxation, and 

consumer protection. 
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2. Adopting Blockchain Analytics and Forensics: 

India should invest in blockchain analytics technology to enable law enforcement agencies to 

track illicit cryptocurrency transactions. By adopting forensic tools such as Chainalysis, India 

can enhance its ability to investigate cryptocurrency crimes and ensure that the financial system 

remains secure. 

3. Encouraging International Cooperation: 

India should strengthen its cooperation with international regulatory bodies and law enforcement 

agencies. By collaborating with organizations such as FATF, Europol, and Interpol, India can 

ensure that its regulatory framework aligns with global best practices and that it can enforce 

cryptocurrency regulations effectively across borders. 

CHAPTER 7: CONCLUSION AND RECOMMENDATION 

7.1 Summary of Key Findings 

In this project, we examined the multifaceted connections involving cryptocurrency regulation as 

it relates to financial crime and cybersecurity. The primary objective of this research was to 

evaluate the existing cryptocurrency regulatory frameworks globally, identify the gaps within 

these structures, and propose policy frameworks tailored for India, considering India’s status as 

one of the fastest growing economies in digital assets. This study sought to analyze how India 

can optimally position itself in the global regulatory race while seeking innovation and control 

over obfuscation in the cryptocurrency ecosystem through comparative study of global practices.   

The key findings of this study include:   

1. The Growing Role of Cryptocurrencies in the Global Economy: Bitcoin, Ethereum, along with 

DeFi applications are some of the most prominently featured cryptocurrencies which have been 

accepted and adopted with much more fervor as investment options or means of payment. 

Cryptocurrencies are projected to command greater strategic importance in the financial 
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ecosystem by 2025. Digital assets will be an integral part of the portfolio of institutional 

investors as well as incorporated into traditional frameworks of the financial system.   

2. Increasing Financial Crimes in Cryptocurrency Transactions: Various types of financial crime 

are reported to take place with cryptocurrency transactions, such as money laundering, fraudulent 

trade, Ponzi schemes, financing of terrorism and cybercrime. It is extremely difficult for a 

regulatory authority or any law enforcement agency to monitor illegal activities and track entities 

involved with cryptocurrencies due to the pseudonymous characteristics of cryptocurrencies. 

Unlike the past, authorities have begun to trace whether blockchain analytics tools can assist 

their attempts at tracking illicit transactions. 

3. The Divergence of Cryptocurrency Regulations: Every country has its unique approach to 

cryptocurrency regulation. In the EU, efforts by the FATF and the 5AMLD are directed at 

creating a unified regulation policy for cryptocurrency platforms. In the U.S., however, the 

approach is more piecemeal, and several entities, including FinCEN, the SEC, and the FTC, each 

regulate different facets of cryptocurrency. China for instance, has placed blanket bans on 

cryptocurrency operations while other countries like El Salvador have declared Bitcoin as legal 

tender. 

4. The Need for Global Cooperation: Because of the cross-border nature of cryptocurrencies, 

there must be collaboration between jurisdictional authorities, law enforcement, and 

cybersecurity professionals to effectively fight financial crimes in the crypto realm. 

Organizations such as FATF, Europol, and Interpol are key to ensuring that there are no gaps in 

the regulation of cryptocurrency markets and that these markets are not used for financing illegal 

activities. 

5. Legal Challenges and Ambiguities: Regulation in the framework of international law is still 

insufficient in most countries, including India which suffers from vagueness in the definition and 

status of digital assets. Some affiliated with Blockchain technology are accepted as commodities 

while others are classified as shares. Such inconsistency in the legal definitions makes 

enforcement difficult and creates obstacles for efficient regulatory system devising.    
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6. Innovations in Cybersecurity and Blockchain Technology: Cybersecurity is still one of the 

most important concerns in the realm of cryptocurrency. Hackers continuously attempt to breach 

exchanges, wallets, and blockchain networks in search of systems weak points. Even with major 

progress in encryption, multi-factor authentication (MFA), cold storage, and blockchain 

forensics, cybersecurity is still a concern for both exchanges and users. The emergence of 

privacy coins, including Monero, makes tracing illicit cryptocurrency transactions even harder.   

7. Issues with Regulation in India: There has been a lack of clarity in the Indian approach to 

regulating cryptocurrency. This has been brought about by inconsistent stances by both 

government and the Reserve Bank of India (RBI). Despite the Supreme Court removing the 

banking ban for cryptocurrency transactions in 2020, there is still no cohesive legislation existing 

at the national level. The Cryptocurrency and Regulation of Official Digital Currency Bill (2021) 

intends to provide a legal framework for private cryptocurrencies and the creation of a Central 

Bank Digital Currency (CBDC), but remains unfinished.   

7.2 Contribution ToThe Research 

This research has strongly contributed to the field of cryptocurrency regulation and financial 

crime.   

1. A Regulatory Gaps Analysis: This research contributes with an understanding of the regulatory 

gaps by studying the approaches of leading jurisdictions such as the European Union, United 

States, and India in comparison with each other.It has provided an understanding in regards to 

how regulators have dealt with the intersection between cryptocurrencies and financial crime, 

stressing the need for international cooperation and harmonization.   

2. Pointing Out the Importance of Blockchain in Financial Crime Investigations: This work 

analyzed the impact of exploration into blockchain technologies on crimes involving 

cryptocurrencies, explaining how Chainalysis, Elliptic, and CipherTrace have assisted law 

enforcement with transaction monitoring. The study has pointed out the usefulness of these tools 
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for enhancing accountability in cryptocurrency operations, especially in detecting money 

laundering and fraud.   

3. Policy Proposals for India: Drawing from the global best practices, this research has provided 

policy proposals for the regulation of cryptocurrency in India. They pointed out that India needs 

to have proper definitions concerning digital assets, apply AML and KYC provisions to the 

exchanges, and develop policies that foster the use of blockchain analytical tools for law 

enforcement to prevent illegal transaction tracing. Furthermore, the research highlighted the need 

for active engagement at the international level to counter the problems created by jurisdictional 

conflicts concerning cryptocurrency.   

4. Study of Legal and Cybersecurity Issues: The work highlighted the legal and cybersecurity 

issues in the cryptocurrency industry. 

It discussed how the fight against financial crimes is compounded by the existence of 

decentralized exchanges, privacy coins, and sophisticated blockchain technologies, while also 

proposing some solutions to these issues.   

5. Bridging the Gap Between Global Regulatory Approaches and Cryptocurrency Ecosystem: 

With respect to academic discourse on cryptocurrency regulation, it contributes to the regulation 

of cryptocurrency, cybercrime, and financial crime prevention. It offers diverse perspectives for 

academics, policymakers, and industry stakeholders interested in analyzing the phenomena of 

cryptocurrency regulation, which is inherently complex and evolves at a breakneck pace.   

7.3 Recommended Policies 

1. Establishment of a Comprehensive Regulatory Scope:   

India needs to adopt  
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 Cryptocurrency regulation that is comprehensive and unambiguous in providing a legal 

definition for the scope and jurisdiction of virtual assets, as well as the duties of virtual 

asset service providers (VASPs). These include:   

 Classifying Digital Assets: Cryptocurrencies needs to be uniformly categorized as 

commodities, currencies, or securities based on its nature and use. Providing such 

classification will enhance regulatory certainty as well as foreseeing taxation and 

reporting obligations.   

 AML/KYC Expectations: It is imperative that crypto exchange and wallet service 

providers implement Anti Money Laundering (AML) and Know Your Customer (KYC) 

actions to avert illegal actions such as money laundering, fraud, and terrorist financing. 

 Taxation and Reporting: There must be an appropriate structure concerning the taxation 

of cryptocurrency transactions, including guidelines for the capital gains tax and the 

treatment of digital assets as taxable entities.   

2. Establishment of a Central Regulatory Authority for Cryptocurrency:   

It would be wise for India to create a separate central authority to control all activities related to 

cryptocurrency. This authority ought to be responsible for implementing AML/KYC policies, 

registering cryptocurrency exchanges, and enforcing relevant laws on national security. It may 

collaborate with other financial supervisory institutions such as the Securities and Exchange 

Board of India (SEBI) and the Reserve Bank of India (RBI).   

3. Adoption of Blockchain Forensics Tools:   

Indian law enforcement ought to utilize blockchain forensic tools like Chainalysis and Elliptic to 

improve their capabilities in tracking illegal cryptocurrency transactions. These tools aid in 

tracking the movement of money on blockchain networks, thus providing law enforcement with 

critical information.   

4. Promotion of International Cooperation:   
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Considering the cross-border nature of cryptocurrency, it is essential for India to reinforce 

international collaboration with organizations like FATF, Europol, Interpol, and G20 to ensure 

that international cryptocurrency transactions are effectively managed and controlled. This 

collaboration may also assist India in resolving issues related to jurisdiction and data privacy. 

5. Education and Cryptocurrency Awareness Campaigns: 

Public education campaigns need to be created to make the general populace aware of the risks 

involving cryptocurrency investments, including potential fraud, theft, or manipulation of the 

market.  In India, these campaigns should focus on teaching users proper cybersecurity protocols 

like protection of private keys, avoiding phishing scams, and using reputable exchanges. 

7.4 Future Challenges and Areas for Further Research 

1. Decentralized Finance (DeFi) Platform Regulation:  

Dealing with cryptocurrency regulations has new challenges such as the rapidly evolving 

Decentralized Finance (DeFi) platform. These platforms enable users to lend, borrow, and trade 

without relying on any intermediaries. Users can perform these actions through smart contracts, 

which enable self-executing agreements programmed in code. The very reason these platforms 

are tackled with regulatory hurdles is because of their decentralized nature and the muddies 

waters when it comes to responsibility. Deeper investigation is necessary in regards to how these 

platforms can be regulated without stifling compliance with financial laws and undue innovation. 

2. Privacy coin considerations in financial crime detection mechanisms: 

Regulators and law enforcement face immense challenges with privacy focused cryptocurrencies 

like Monero and Zcash because of the enhanced privacy features that further obfuscate the 

transaction trail. 

It is crucial to conduct research concerning the development of blockchain forensic tools that can 

specialize in tracking transactions related to privacy coins. Furthermore, the regulation of privacy 
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coins and the ethical issues for consideration while attempting to balance user anonymity and 

crime anti-money laundering controls require further study.   

3. Legal Approaches Towards the Taxation of Cryptocurrency   

The integration of cryptocurrencies into the economy pose new opportunities and challenges for 

governments which will require them to develop comprehensive policies regarding the taxation 

of such digital assets. The emergence of new technological advancements concerning 

cryptocurrencies in taxation policy, principles, and procedures is growing in concern because 

they require holistic inquiry for their establishment.   

4. Advantages of Central Bank Digital Currencies (CBDCs)   

Central Bank Digital Currencies (CBDCs) are considered to be among the possible solutions to a 

number of regulatory issues concerning cryptocurrencies, but on the other hand, they bring new 

complexities with them in the form of privacy, security, and interoperability with the current 

financial system. It is important to conduct research on the advantages and disadvantages of 

CBDCs and the ways they can be assimilated into global financial systems.   
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