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Cryptocurrency

‘A digital or virtual currency secured by cryptography and based on a

)

network that is distributed across large number of computers’™.
- Investopedia

The transaction The transaction is bundled Nodes attempt to validate the
is initiated into a block. The block is transactions using algorithms
H OW broadcasted to all nodes of (proof of work/ proof of stake))

a peer-to-peer network

CRYPTO

CURRENCY
WORKS?

The transaction is verified Once validated, the signed Validated transactions are
block is broadcast to the added to the blockchain

network
other network nodes,
which then accept it. The
block is added to the

blockchain
Modified diagram, Primary source : Statista Digital Market Outlook 2022, Digital Economy Compass (2022) Statista



Some statistics around cryptocurrencies

Global number of cryptocurrencies
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Timelines of some crypto segment events

= Central African
Republic & Panama
started recognizing

China — Bans

cryptocurrency o
= PayPal begins to bitcoin as legal
2015/ 2016 offer = El Salvador tender
Mar.ket. ) cryptocurrencies to adopted Bitcoinas Crvptocurrenc
2012/ 2013 5 Sie capitalization Of legal tender b 4
nierprise U.S. customers for : market capitalization
Eth crypto segment . . p
Ethereum ereum buying, holding, Cryptocurrencies goes down because
introduced the Alliance was goes down and selling ’ of wide rane of
2008 /2009 * Proof of Stake SRR S because of the market cap. g
= Litecoin and as an alternative blockchain _ speculative surpasses US$2 factors
= Bitcoin Namecoin consensus (which can be - FER ' bubble trillion
whitepaper was emerged as mechanism cryptocurrencies surrounding
leased also used for increases :
re forks to the developed ) cryptocurrencies
creating tokens) significantly
« First block is original Bitcoin _ and ICOs®
) ) . = Coinbase (one
mined in 2009 project .
of the major
exchanges
launched )

Notes: (1) Initial Coin Offerings
Data Source : Company information, VentureBeat, Business Insider, Enterprise Ethereum Alliance, Salvadoran Legislative Assembly, BBC, Reuters, Euronews, statista



Top ten countries by cryptocurrency user in
2021

United
States

. Country
B users (willions)

Data source : Statista Digital Market Outlook 2022, Digital Economy Compass (2022) Statista



Public companies and having highest cryptocurrencies
in balance sheet

MicroStrategy 129.128
Tesla

Marathon Digital

Amounts to US$
5,348,087,506®

Block 8.027
BitFarms 5.243
HUTS8 5.242
Coinbase
R -10T
Hive
Galaxy Digital
Bitcoin
Argo Blockchain
Nexon
Seetee

Meitu

Notes: (1) As of 11.04.2022
Data sources : btcdirect.eu, bitcointreasuries.net, bitiinfocharts.com, coinmarketcap.com, Digital Economy Compass (2022) Statista



Virtual currencies and taxes

Definitions of virtual currencies for tax purposes

D D

Intangible assets Financial Commodity or Legal payment

No internationally agreed standard definition other than instrument or virtual commodity Currency method
goodwill asset
of crypto-assets
. = Australia = Argentina * = Austria = Belgium = Japan
No standard taxonomy of the different types
. = France = Brazil = Canada = Cote d’lvoire,
of assets that comprise crypto-assets
o ) ) = Chile = Croatia, = China = ltaly
For classification purposes, one may consider
. = Czech = Denmark = Indonesia = Poland

to look also at the economic purpose, the Republic
. . L irea: . . = lsrael
rights and liabilities associated with the token,

= Luxembourg .
and the way the token derives its inherent Nigeria P
value = Slovak

= Spain Republic
Broadly crypto-assets can be classified into . Sweden . South Africa

the following categories: payment tokens, _
= Switzerland**

utility tokens, or security tokens. Accounting

o . ) . = The United
and tax classification will change depending Kingdom

on the nature of token

Modified diagram and content, Source: OECD (2020), Taxing Virtual Currencies: An Overview Of Tax Treatments And Emerging Tax
Policy Issues, OECD, Paris. www.oecd.org/tax/tax-policy/taxing-virtual-currencies-an-overview-of-tax-treatments-and-emergingtax-policy
issues.htm

** Argentina: For income tax purposes, virtual currencies are mentioned along with some financial instruments or assets even though there
is no clear definition of virtual currencies

** Switzerland: Companies trading in virtual currencies account for it as inventories..



Virtual currencies and taxes

: . Different approaches for businesses/regular
First event on disposal S .
traders & individuals/occasional traders

First event on receipt of new tokens from mining

= Andorra = Japan = Croatia = Australia

= Argentina* = Luxembourg** = Czech Republic = Canada

= Austria** = New Zealand = Denmark = Germany

= Cote d'lvoire = Slovenia = Estonia » Hong Kong (China) Netherlands
= Colombia = South Africa = France = Norway

= Croatia = United Kingdom = Latvia Lithuania = Singapore

= Estonia = United States = Poland = Sweden

* Finland = Slovak Republic = Switzerland

Modified diagram and content, Source: OECD (2020), Taxing Virtual Currencies: An Overview Of Tax Treatments And Emerging Tax Policy Issues, OECD, Paris. www.oecd.org/tax/tax-policy/taxing-virtual-currencies-an-overview-of-tax-treatments-and-emergingtax-policy issues.htm
** Argentina: Treatment depends on case-by-case

** Switzerland: Mining income is taxed

As mentioned earlier, tax treatment depends on types of token. Some are discussed below briefly:
= Payment tokens: Usable as a means of exchange for goods or services and also as a store of value and unit of measurement. Ex. — Bitcoin
= Security (or Asset and Financial) tokens: tradeable assets that are held for investment purposes. Ex — BCAP

= Utility (or Consumer) tokens: Facilitate the exchange of or access to specific goods or services (like licence to allow the holder access to a particular service). Ex. - Storj



Select country laws on crypto taxes

Japan Cryptos gains are considered miscellaneous income. Tax rates on crypto gains vary - rates can be high upto 55%.

Virtual assets are categorized under other income for income tax purposes. Gains will be taxed at a rate of 20%.

Cryptocurrency are subject to capital gain taxes in Australia in the range from 19 to 45%.

Cryptos holdings will be counted as income from capital assets, and are taxed at the special rate of 27.5%.

Cryptos are taxed similar to movable property. Occasional traders are charged a flat tax of 30% while miners and professional traders are taxed 45%.
Ordinary tax rules apply - profits and losses from crypto transaction are taxable as normal income.

Netherlands Taxes on capital gains are not imposed, but a deemed interest on the value of all assets minus all liabilities is imposed. The deemed interest is taxable
against a flat rate of 31% (in 2021, 30% in 2020).

Indirect taxes: Different countries may have different VAT regime for cryptocurrency taxation. However, where not specified taxability should be tested under existing rules.
The European Court of Justice (ECJ) in the case of Hedqvist (Skatteverket vs David Hedqvist Case C-264/14 ) held that virtual currencies can be compared with fiat
currencies in that their sole purpose was to provide a means of exchange and ruled that transactions including the exchange of fiat currency for virtual currencies and vice |
versa, performed for consideration, are transactions exempt from VAT within the meaning of Article 135(1)(e) of the EU VAT Directive :



https://www.thomsonreuters.com/en/reports/cryptos-on-the-rise-2022.html
https://www.thomsonreuters.com/en-us/posts/wp-content/uploads/sites/20/2022/04/Cryptos-Report-Compendium-2022.pdf
https://coinpanda.io/guides/crypto-taxes-australia/
https://www.bmf.gv.at/en/topics/taxation/Tax-treatment-of-crypto-assets.html
https://simpleswap.io/blog/crypto-taxes-around-the-world
https://www.thomsonreuters.com/en-us/posts/wp-content/uploads/sites/20/2022/04/Cryptos-Report-Compendium-2022.pdf
https://www.taxably.com.au/post/crypto-currency-and-taxation-in-the-netherlands

Non-fungible tokens (NFTs) - An introduction

- NFTs are digital files having a unique identity that is verified on a blockchain (i.e., it is a unique

Global NFT revenue forecast in US$ million

cryptographic asset that exists on a blockchain)
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Timeline of events leading to the rise

Colored Coins Counterparty (peer

were considered

first NFT on the

to peer financial
platform and
Bitcoin blockchain distributed, open-
source Internet
protocol)l was built
on top of the Bitcoin

blockchain

Modified diagram, primary source : Statista Digital Market Outlook 2022, , Digital Economy Compass (2022) Statista

Spells of Genesis Force of Will

launches in-game teamed up with
assets on Counterparty to
blockchain via launch their digital
Counterparty. SoG products on the
introduced Initial Bitcoin blockchain
coin offering and

used it to raise
funds to develop

BitCrystals (in-

Game tokens)

NFT based games
and collectibles
were introduced like
Decentralandand
CryptoKitties.
CryptoPunks also

came in June 2017

Growth of the NFT
ecosystem: More
than 100+ projects
were launched.
Nike launched

CryptoKicks

NFTs gets more

traction ( NFT

NFT market grows
by +299%: Value
reached to over

US$250 million

market surpassed
US$40 billion) .
Some notable
examples: Jack
Dorsey sells his
tweet minted as an
NFT for US$2
million, Christie’s
sold a mosaic of
Beeple’s pieces for
than US$69 million

of NFT's

More companies
join metaverse
and NFT wave like
JP Morgan, HSBC

etc.
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Top ten countries by NFT user in 2021
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Top-10 NFT marketplaces

(Based on sales volume in US$ million 2021)

OpenSea
BakerySwap

Larva Labs / CryptoPunks
Axie Marketplace
Magic Eden

Top Shot

Solanart

Binance NFT
Foundation

Nifty Gateway
Atomic Hub

Mobox

SuperRare

Digital Eyes Market

Decentraland

Data source : Company information, FT Partners Research, DappRadar, , Digital Economy Compass (2022) Statista
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OpenSea is outperforming other NFT marketplaces to date
where range of NFTs can be minted, purchased, and sold
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NFT’s and Potential Tax Considerations

From tax side, there could be implications from both direct and indirect tax side depending on the laws of the

country. Some of the applicable taxes could be:

Relevant point to consider for tax:

Items being sold or transferred? Tangible or intangible property? It could
be regarded as tangible property where NFT gives right to the purchaser to
get the underlying physical products too

Capital gain

Single product / service or bundled goods/ services

Sale of IP or a limited license of right to use IP? For ex. - It needs to be
checked whether it is outright sale of copyright which gives the purchaser the
complete right over exploitation of IP or purchaser has limited right of
exploitation of IP

Direct taxes Withholding taxes

Gift taxes Place of supply? Can the country of customer / buyer be identified? Country
of customer can be identified on various metrics that are applied for digital
goods / services like billing address on invoice, customer IP address, contract

Sales taxes/Value added terms and conditions
taxes / Goods and
services taxes

Local laws of the country

Is there law in place in country under which NFTs can be taxed? Whether
laws for crypto would apply to NFT’s too?

Indirect taxes

Custom issues when the
underlying product moves
from one country to other

Determination of tax characterization of item/s being sold

14



Indirect taxes on NFTs — Select country discussion

Some guidance of tax authority on cryptocurrency Some guidance of tax authority on NFT Indirect taxes on NFTs

NZ Yes Yes Standard rated
Australia Yes No Standard rated
Germany Yes No Unclear
Ireland Yes No Unclear
Netherlands Yes No Unclear, Potentially standard rated
Middle East No No Unclear
Singapore Yes No Likely to be taxable
South Africa Limited No Unclear, potentially standard rated
UK Yes No Likely to be standard rated
us Limited No Unclear, potentially taxable

Source: Non Fungible Tokens: Significant and Emerging VAT Issues (PWC); available at https://www.pwc.co.uk/services/tax/indirect-taxes/non-fungible-tokens-significant-and-emerging-vat-issues.html

VAT implication on non-fungible tokens may not be the same as that of cryptocurrency. In Spain ruling V0482-22, of March 10, 2022, issued by the Spanish General Directorate of Taxes
(Direccion General de Tributos), Transfer of NFTs was regarded as ‘supply of services’. Per the ruling, VAT was accorded similar treatment as that of ‘electronically supplied goods | In
India, NFTs are included in definition of Virtual digital asset
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Metaverse — Certain tax considerations

« Jurisdictional issues
« VAT on virtual transactions (like discussed earlier in case of NFTS)
« Tax on sale of virtual real estate (for ex., sale of virtual land in metaverse)

« Hard to value intangibles/ data taxation issues

« Determination of value of the digital assets in Metaverse is biggest challenge because of the volatility in value of the
digital assets. The same digital assets may have different values at different time of the day.
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Virtual Digital Assets

Policy issues:

Steps that can
be taken by
policy makers

Valuation of cryptocurrencies for
determining the cost basis for tax
purposes

The practice for determination of cost
basis varies amongst countries. For ex. —

specific identification of units (ex. - U.S.)

deemed chronological order (ex. -
Finland)

basis pooling (ex. - U.K.)

Clear guidance on taxable

Simplified compliance
mechanism
matters

Cost basis in cases of gift/
inheritance

Should the prevailing rates
of the VDA at one of the
exchanges when the gift

Withholding tax issues
where applicable in case of

_ payments to non-residents
was received be taken as

cost of acquisition?

Time to time review of the
policy in light of emerging

transactions and other

variants of tokens and used
cases
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