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Abstract: The rapid growth of digital technology has transformed the financial system across the world.
Cryptocurrency is a decentralized digital currency that allows peer-to-peer transactions without the
involvement of financial intermediaries. It provides speed, low transaction cost and global accessibility.
However, due to anonymity and lack of centralized control, it is also increasingly used in illegal activities
such as money laundering, ransomware attacks, phishing frauds and dark web trading.

Financial Forensics is a specialized investigative approach combining accounting, auditing and digital
investigation techniques to detect financial crimes. Investigators analyze blockchain records, trace wallet
addresses and collect digital evidence to identify offenders.

This study explains cryptocurrency technology, types of financial crimes, forensic investigation
procedures, Indian regulatory framework, challenges and preventive measures.
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Introduction: The financial system has evolved from barter system to paper currency, electronic
banking and now decentralized digital assets. Cryptocurrencies such as Bitcoin operate through block
chain technology without a central authority.

Unlike traditional banking: No bank approval required Global transfer within minutes Identity not
directly revealed while this innovation improves financial efficiency, criminals misuse privacy features.
Therefore forensic accounting and cyber investigation have become essential for financial security.
Objective of the Study

To understand cryptocurrency and block chain system

To identify crypto-related financial crimes

To study forensic investigation techniques

To examine Indian regulatory framework.

Research Methodology

Type: Descriptive & Analytical research Data Source: Secondary data Books and journals Government
reports Cybercrime publications

Meaning and Working Cryptocurrency:

Cryptocurrency is a digital asset secured by cryptography and stored on a distributed ledger. Major
cryptocurrencies include: Ethereum Ripple Litecoin Working Process

Sender enters wallet address Network verifies transaction Added into block

Block attached to block chain permanently Features Decentralized Immutable Transparent Borderless.
Types of Crypto Wallets:

Hot Wallet (online apps)

Cold Wallet (offline storage),

Custodial wallet (exchange controlled)

Non-custodial wallet (user controlled)

Block chain Analysis in Forensics:

Although users remain unidentified publicly, transactions remain permanently recorded. Investigators
track patterns rather than personal names.

Methods used: Address clustering, Transaction chain analysis, Exchange conversion tracking.
Financial Crimes Using Cryptocurrency:

1. Money Laundering

Illegal cash converted into crypto and moved through multiple wallets.
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2. Ransomware

Hackers lock computer systems and demand crypto payment.

3. Investment Scam

Fake trading platforms promise high returns.

4. Dark Web Transactions

Illegal goods purchased anonymously.

5. Phishing & Wallet Theft

Fake websites steal private keys.

Financial Forensic Investigation Process:

Collect digital evidence Identify suspicious wallets Trace blockchain transactions

Link wallets to exchanges Obtain KYC details Prepare legal report Required Skills

Accounting knowledge Cyber investigation Data analytics Legal understanding.

Legal Framework in India:

Authorities regulating crypto activities: Reserve Bank of India Enforcement Directorate Income Tax
Department Regulations 30% tax on crypto income Mandatory KYC compliance suspicious transaction
monitoring.

Challenges in Investigation:

Anonymous identity Cross-border jurisdiction Technical complexity Lack of trained experts

Findings:

Cryptocurrency transactions are traceable with expertise Exchanges are main evidence sources
Criminals use small transactions to hide funds Investor awareness is low Forensic accounting demand
increasing Additional Findings Mixing services hide transaction trail Stable coins used in illegal trade
Human error causes most fraud cases Regulation reduces but does not eliminate crime.

Suggestions:

Strong KYC enforcement Public awareness programs Training for investigators

International cooperation Additional Suggestions National blockchain monitoring system Government-
licensed exchanges only Real-time transaction alerts Crypto fraud reporting portal Al-based fraud
detection.

Limitations of Study:

Based on secondary data only

Rapidly changing technology

Lack of public crime statistics

Limited legal clarity globally

Future Scope of Research:

Al in financial forensic investigation Central Bank Digital Currency (CBDC) impact

International crypto regulation models Forensic audit standards for blockchain.

Conclusion

Cryptocurrency is a revolutionary innovation in the financial world providing fast and global
transactions. However, anonymity makes it attractive for cybercrime. Financial Forensics plays a crucial
role in detecting illegal activities by analyzing blockchain data and digital evidence.

A balance between innovation and regulation is necessary. With proper awareness, technology and
international cooperation, cryptocurrency can become a safe and efficient financial system.
References:

Forensic Accounting books Cyber Security journals RBI publications Government circulars Additional
Findings Pseudo-Anonymity not Absolute Anonymity Cryptocurrency users are not completely
anonymous. Every transaction remains permanently stored on blockchain. Investigators can identify
suspects by linking wallet addresses with exchange KYC records.

Centralized Exchanges are Key Evidence Points Even though blockchain is decentralized; criminals
finally convert crypto into real money through exchanges. These exchanges become the main source of
identity tracing.

Small Transactions Used to Avoid Detection Criminals divides large illegal funds into many small
transactions (Smurfing technique) to avoid monitoring systems.
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Use of Mixing Services (Tumblers) Criminals use crypto mixers to hide transaction trail by mixing
multiple users’ coins and redistributing them.
Cross-Border Nature Increases Complexity One transaction may involve 4-5 countries, making
jurisdiction and legal enforcement difficult.
Stable coins increasing in Illegal Trade Criminals prefer stable coins because their value does not
fluctuate like other cryptocurrencies.
Human Error is Major Cause of Fraud Most crypto theft cases occur due to phishing, fake investment
apps and social engineering rather than blockchain hacking.
Lack of Investor Knowledge Many investors do not understand private keys, wallet security and fake
schemes, which increases fraud cases.
Forensic Accounting Demand Increasing Companies and banks now require forensic auditors to
investigate digital financial frauds.
Regulation Reduces Crime but Does Not Eliminate It Countries with strict KYC rules report fewer fraud
cases but cybercrime still shifts to weaker jurisdictions.
Additional Suggestions Mandatory Blockchain Monitoring System Governments should implement
national blockchain monitoring systems to detect suspicious transaction patterns automatically.
Crypto Literacy Programs Educational institutions should introduce awareness programs about digital
fraud and safe investing.
Licensing of Crypto Exchanges Only government-approved exchanges should be allowed to operate
with strict compliance checks.
International Investigation Cooperation Countries should share wallet blacklist databases and
investigation information.
Real-Time Transaction Alerts Banks and exchanges should provide alerts when large or unusual crypto
transfers occur.
Digital Evidence Preservation Standards Standard procedures must be created for collecting and storing
blockchain evidence in courts.
Training for Accountants and Auditors Commerce students and professionals should be trained in
forensic accounting and blockchain analysis.
Public Reporting Portal for Crypto Fraud a national online portal should be available where victims can
immediately report crypto scams.
Insurance for Crypto Assets Regulated exchanges should provide insurance protection for user deposits.
Use of Artificial Intelligence in Detection Al-based software can identify suspicious transaction patterns
faster than manual investigation.
You can place this after References or replace it (teachers usually prefer Bibliography for seminar
papers).
BIBLIOGRAPHY:
Books
1. Singleton, T. W., & Singleton, A. J. (2010). Fraud Auditing and Forensic Accounting. John Wiley
& Sons, USA.
2. Hopwood, W., Leiner, J., & Young, G. (2012). Forensic Accounting and Fraud Examination.
McGraw-Hill Education.
3. Narayanan, A., Bonneau, J., Felten, E., Miller, A., & Goldfeder, S. (2016). Bitcoin and
Cryptocurrency Technologies. Princeton University Press.
4. Antonopoulos, A. M. (2017). Mastering Bitcoin: Programming the Open Blockchain. O’Reilly
Media.
5. Casey, E. (2011). Digital Evidence and Computer Crime. Academic Press.

Research Journals & Articles:
6. Kshetri, N. (2017). “Blockchain’s roles in strengthening cybersecurity and protecting privacy.”
Telecommunications Policy Journal.
7. Foley, S., Karlsen, J., & Putnins, T. (2019). “Sex, Drugs, and Bitcoin: How Much Illegal Activity
Is Financed Through Cryptocurrencies?”” Review of Financial Studies.

International, Peer reviewed, Referred & Indexed Monthly Journal

RET Academy for International Journals of Multidisciplinary Research (RAIJMR)



International Journal of Research in Humanities & Social Sciences Vol. 14, Sp. Issue 03 Mar.: 2026

[I.F. 5.991] ISSN(P) 2347-5404 ISSN(0)2320 771X

8. European Central Bank Report (2020). Crypto-Assets: Implications for Financial Stability.
9. Financial Action Task Force (FATF) Report (2021). Guidance for a Risk-Based Approach to Virtual
Assets.

10. Journal of Digital Forensics (Various Issues). Articles on Blockchain Investigation Techniques.
Government & Institutional Reports:

11. Annual Reports on Digital Payments and Virtual Currency Guidelines.

12. Money Laundering Investigation Case Reports.

13. Virtual Digital Asset Taxation Circulars.

14. Ministry of Electronics & Information Technology (India) — Cyber Security Guidelines.

15. Financial Intelligence Unit (FIU-IND) — Suspicious Transaction Reporting Rules.
Websites & Online Sources:

16. Official Cryptocurrency documentation and whitepapers

17. Blockchain research portals and cyber security publications

18. Government digital economy portals

19. Financial regulatory authority publications

20. Academic research databases (Google Scholar, ResearchGate)
Reports & Guidelines:

21. FATF Virtual Asset Guidelines

22. International Monetary Fund Digital Currency Report

23. World Bank FinTech and Financial Crime Reports

24. Cyber Crime Investigation Manuals

25. Anti-Money Laundering Compliance Guidelines

International, Peer reviewed, Referred & Indexed Monthly Journal

RET Academy for International Journals of Multidisciplinary Research (RAIJMR)





