
www.whiteblacklegal.co.in 

Volume 3 Issue 6 | May 2026         ISSN: 2581-8503 

Page | 1   

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 6 | May 2026         ISSN: 2581-8503 

Page | 1   

 

 

 

 

DISCLAIMER 

 

No part of this publication may be reproduced, stored, transmitted, translated, or distributed in 

any form or by any means—whether electronic, mechanical, photocopying, recording, 

scanning, or otherwise—without the prior written permission of the Editor-in-Chief of White 

Black Legal – The Law Journal. 

 

All copyrights in the articles published in this journal vest with White Black Legal – The Law 

Journal, unless otherwise expressly stated. Authors are solely responsible for the originality, 

authenticity, accuracy, and legality of the content submitted and published. 

 

The views, opinions, interpretations, and conclusions expressed in the articles are exclusively 

those of the respective authors. They do not represent or reflect the views of the Editorial Board, 

Editors, Reviewers, Advisors, Publisher, or Management of White Black Legal. 

 

While reasonable efforts are made to ensure academic quality and accuracy through editorial 

and peer-review processes, White Black Legal makes no representations or warranties, express 

or implied, regarding the completeness, accuracy, reliability, or suitability of the content 

published. The journal shall not be liable for any errors, omissions, inaccuracies, or 

consequences arising from the use, interpretation, or reliance upon the information contained 

in this publication. 

 

The content published in this journal is intended solely for academic and informational 

purposes and shall not be construed as legal advice, professional advice, or legal opinion. White 

Black Legal expressly disclaims all liability for any loss, damage, claim, or legal consequence 

arising directly or indirectly from the use of any material published herein. 

 

 

 

 

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 6 | May 2026         ISSN: 2581-8503 

Page | 2   

 

 

 

 

 

 

 

 

ABOUT WHITE BLACK LEGAL 

 

White Black Legal – The Law Journal is an open-access, peer-reviewed, and refereed legal 

journal established to provide a scholarly platform for the examination and discussion of 

contemporary legal issues. The journal is dedicated to encouraging rigorous legal research, 

critical analysis, and informed academic discourse across diverse fields of law. 

 

The journal invites contributions from law students, researchers, academicians, legal 

practitioners, and policy scholars. By facilitating engagement between emerging scholars and 

experienced legal professionals, White Black Legal seeks to bridge theoretical legal research 

with practical, institutional, and societal perspectives. 

 

In a rapidly evolving social, economic, and technological environment, the journal endeavours 

to examine the changing role of law and its impact on governance, justice systems, and society. 

White Black Legal remains committed to academic integrity, ethical research practices, and the 

dissemination of accessible legal scholarship to a global readership. 

 

 

 

 

 

 

 

 

 

 

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 6 | May 2026         ISSN: 2581-8503 

Page | 3   

 

AIM & SCOPE 

 

The aim of White Black Legal – The Law Journal is to promote excellence in legal research 

and to provide a credible academic forum for the analysis, discussion, and advancement of 

contemporary legal issues. The journal encourages original, analytical, and well-researched 

contributions that add substantive value to legal scholarship. 

 

The journal publishes scholarly works examining doctrinal, theoretical, empirical, and 

interdisciplinary perspectives of law. Submissions are welcomed from academicians, legal 

professionals, researchers, scholars, and students who demonstrate intellectual rigour, 

analytical clarity, and relevance to current legal and policy developments. 

 

The scope of the journal includes, but is not limited to: 

 Constitutional and Administrative Law 

 Criminal Law and Criminal Justice 

 Corporate, Commercial, and Business Laws 

 Intellectual Property and Technology Law 

 International Law and Human Rights 

 Environmental and Sustainable Development Law 

 Cyber Law, Artificial Intelligence, and Emerging Technologies 

 Family Law, Labour Law, and Social Justice Studies 

 

The journal accepts original research articles, case comments, legislative and policy analyses, 

book reviews, and interdisciplinary studies addressing legal issues at national and international 

levels. All submissions are subject to a rigorous double-blind peer-review process to ensure 

academic quality, originality, and relevance. 

 

Through its publications, White Black Legal – The Law Journal seeks to foster critical legal 

thinking and contribute to the development of law as an instrument of justice, governance, and 

social progress, while expressly disclaiming responsibility for the application or misuse of 

published content. 

  

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 6 | May 2026         ISSN: 2581-8503 

Page | 4   

UNLOCKING THE DIGITAL VAULT: A CRITICAL 

LOOK AT SEARCH POWERS IN VIRTUAL SPACES 

UNDER THE INCOME TAX ACT, 2025 
 

AUTHORED BY - AJAY KRISHNA S P 

 

 

ABSTRACT 

The Income Tax Act of 2025 in India introduces significant reforms by extending search and 

seizure powers to intangible assets such as cloud servers, blockchain ledgers, encrypted 

databases, and cryptocurrency repositories, reflecting the rapid evolution of the digital 

landscape and the increasing creation of economic value within virtual spaces. This document 

offers a critical assessment of these expanded powers, examining their dual capacity to enhance 

tax enforcement against sophisticated evasion while also posing potential challenges to 

privacy, compliance, and economic vitality in an interconnected global environment. 

 

The analysis commences by contextualizing the Act within India's overarching Digital India 

objectives and the burgeoning fintech sector. It meticulously chronicles the evolution of search 

authorities, transitioning from physical raids under the 1961 Act to the cyber-centric 

mechanisms envisioned for 2025. Key provisions, including warrantless overrides and real-

time data access, are thoroughly dissected. Subsequently, the discussion pivots to the inherent 

tensions between privacy and compliance, leveraging constitutional precedents such as the 

Puttaswamy judgment to illuminate conflicts with data protection legislation. The paper also 

addresses the potential burdens imposed on Small and Medium-sized Enterprises (SMEs) and 

individual taxpayers, alongside the risks of overreach that could undermine public trust in 

digital platforms. A comparative analysis explores how other jurisdictions, such as the EU's 

GDPR, prioritize proportionality through impact assessments. It also examines the US IRS's 

requirement for warrants in digital investigations and the UK's HMRC's integration of AI-

driven oversight with human rights safeguards, offering valuable insights for India to achieve 

a balance between efficiency and equity. Looking forward, the paper evaluates futuristic 

implications, cautioning against potential chilling effects on innovation in nascent sectors like 

Web3 and Decentralized Finance (DEFI), the risk of capital flight amidst evolving global 

privacy norms, and threats to GDP growth if unchecked powers deter investor confidence. 
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Nevertheless, it also identifies opportunities for ethical taxation to cultivate resilient digital 

ecosystems. 

 

The study concludes with actionable recommendations, including judicial pre-approvals, data 

minimization protocols, and collaborative stakeholder engagement. This research advocates for 

proportionate reforms that leverage technology to foster inclusive growth. By addressing these 

dynamics, the paper not only critically evaluates current policy but also outlines a visionary 

trajectory for India to assume a leadership role in sustainable, rights-respecting digital fiscal 

governance, appealing to academics, policymakers, and industry leaders navigating the 

frontiers of taxation in an AI-quantum era. 

 

Key Words: Virtual Digital Spaces, Digital Tax Enforcement, Privacy Proportionality, Indian 

Digital Economy, Data Protection Compliance 

 

1.1 Introduction 

In the current digital landscape, where economic transactions, personal interactions, and 

societal governance increasingly occur within virtual environments, the convergence of 

taxation and technology has become a crucial area for policy innovation, ethical review, and 

progressive governance. India's Income Tax Act, 2025, enacted in August 2025, signifies a 

significant development in this evolution. This act comprehensively modernises the previous 

Income Tax Act, 1961, introducing transformative reforms designed for the realities of a 

digitised economy. A key aspect of these reforms is the expansion of search and seizure powers 

into virtual digital spaces, a newly defined category that includes a broad spectrum of 

computer-generated environments including email servers, social media accounts, cloud 

storage facilities, online trading platforms, remote servers, digital applications, blockchain 

ledgers, encrypted databases, and repositories for virtual digital assets like crypto-currencies 

and Non-Fungible Tokens (NFTs).1 

 

This provision grants tax authorities the fundamental power to bypass access controls, decrypt 

data as needed, and obtain electronic evidence when there is reasonable suspicion of undeclared 

income or tax evasion. These powers extend beyond traditional physical raids, enabling in-

depth and efficient examination of metadata, transaction histories, algorithmic footprints, and 

                                                             
1 Vinod K. Singhania & Kapil Singhania, Direct Taxes Law & Practice (Taxmann Publications, 68th ed. 2025). 
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real-time data streams. Conceptually, this represents a significant shift from tangible asset-

based enforcement to a cyber-centric, data-driven model, where information serves as the 

primary basis for compliance, accountability, and potential dispute. It adapts established legal 

principles of state sovereignty and fiscal responsibility to the dynamic, borderless nature of 

cyberspace, acknowledging that contemporary evasion strategies increasingly leverage digital 

anonymity, advanced encryption, Decentralised Finance (DeFi) protocols, cross-border data 

flows, and emerging metaverse economies.2 

 

India's emergence as a global digital leader, fuelled by initiatives such as Digital India and the 

burgeoning fintech sector, and characterised by over 800 million internet users, a dynamic start-

up environment, and a digital economy poised for substantial GDP contribution, necessitates 

strategic adaptations. Historically, enforcement deficiencies in virtual domains, where value is 

generated and exchanged instantaneously without physical footprints, have been exploited 

across platforms including UPI, GSTN integrations, e-commerce platforms, and blockchain 

applications. The 2025 Act addresses these vulnerabilities by integrating digital intrusion 

mechanisms directly into search protocols. This aims to enhance revenue mobilization, deter 

sophisticated non-compliance schemes, and foster transparency throughout the ecosystem, all 

while preserving existing tax rates and structures to support broader economic objectives. 

 

This conceptual advancement, however, inherently presents significant tensions within 

contemporary taxation frameworks. There is a critical need to ensure fiscal equity and combat 

evasion in an increasingly globalised digital economy, while simultaneously upholding 

fundamental rights in a highly interconnected, surveillance-prone world. Privacy implications 

are a cornerstone concern, rooted in the principle of informational self-determination and 

closely aligned with India's evolving data protection framework under the Digital Personal 

Data Protection Act, 2023. Virtual digital environments, unlike physical spaces, inherently blur 

the lines between public and private domains.3 A single authorised search could inadvertently 

expose not only financial records but also sensitive personal communications, behavioural 

inferences derived from AI analytics, and unrelated lifestyle patterns. Proportionality concerns 

are amplified by provisions that may permit warrantless intrusions under exigent 

                                                             
2 Nupur Jalan, Taxation of Virtual Digital Assets, Asia-Pac. Tax Bull., Vol. 28, No. 1 (2023). 
3 Indumugi C. & Apar Gupta, Privacy At Risk? Warrantless Access To 'Virtual Digital Space' Under Income Tax 

Bill 2025, LiveLaw (July 27, 2025), https://www.livelaw.in/lawschool/articles/access-to-virtual-digital-space-

income-tax-bill-2025-critical-analysis-298954., last accessed on 19th December 2025. 
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circumstances, reflecting global trends in surveillance capitalism and necessitating rigorous 

scrutiny of safeguards against misuse, overreach, data breaches, and identity theft. The 

dynamics of compliance further intensify these challenges.4 For a diverse range of taxpayers, 

including individuals, Small and Medium-sized Enterprises (SMEs), and multinational 

corporations, these regulations impose increased obligations for detailed digital record-

keeping, heighten vulnerability to operational disruptions during investigations, and necessitate 

enhanced cybersecurity infrastructure along with collaborative data-sharing mechanisms. 

While integrated faceless assessment processes offer the potential for administrative efficiency, 

they also underscore the critical need for evolving compliance models that integrate predictive 

auditing tools without compromising fairness or imposing excessive burdens.5 

 

From a future-oriented perspective, these expanded powers have transformative implications 

for the long-term trajectory of India's digital economy. Positively, they could catalyse resilient, 

sustainable growth by establishing a fair competitive landscape, stemming illicit financial 

flows, and enhancing investor confidence in cutting-edge sectors such as Web3 technologies, 

virtual reality commerce, AI-driven services, and tokenised assets. Conversely, without 

adequate checks, they risk precipitating a chilling effect, eroding public trust in digital 

infrastructures, deterring foreign direct investment amid heightened global sensitivity to 

privacy standards, such as GDPR equivalents, and hampering innovation through fears of 

intrusive oversight. As impending advancements like quantum computing and decentralised 

autonomous organizations redefine virtual interactions, the Act places India at a critical 

juncture: poised to emerge as a pioneer in ethical, balanced digital taxation or confronted with 

economic resilience challenges from stifled creativity and user adoption. 

 

This paper critically evaluates the expanded search and seizure powers within virtual digital 

spaces under the Income Tax Act, 2025. It commences by outlining their historical 

development and examining key provisions, subsequently exploring the interconnected privacy 

and compliance implications. A comparative analysis of approaches in selected jurisdictions, 

including the EU GDPR framework, US IRS protocols, and UK HMRC practices, is 

incorporated to provide valuable insights into the balance between rights and enforcement. The 

                                                             
4 S. Rajaratnam, Sampath Iyengar Law of Income Tax (Bharat Law House, 13th ed. 2025). 
5 CA Mohammed S Chokhawala, Income Tax Officials Can Access Emails and Social Media Accounts Under 

Section 247 of the Income Tax Bill, 2025, ClearTax (Apr. 21,2025), https://cleartax.in/s/income-tax-officials-can-

access-emails-social-media-accounts, last accessed on 19th December 2025. 
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paper then assesses the prospective impacts on innovation, economic growth, and investor 

confidence. It concludes with targeted recommendations for proportionate and safeguarded 

reforms, such as strengthened judicial oversight, data minimization principles, privacy-by-

design integrations, and technological neutrality, aiming to establish an equitable and resilient 

fiscal ecosystem that harmonises enforcement efficacy with principled governance in India's 

rapidly evolving technological landscape. 

 

1.2 Evolution and Key Provisions: Expanding Search and Seizure Powers 

into Virtual Digital Spaces 

The evolution of search and seizure authorities within Indian income tax legislation reflects the 

nation's economic and technological advancements, transitioning from a primarily physical 

environment to one increasingly characterised by digital interactions. These powers, 

fundamentally intended to identify undeclared income and discourage evasion, have 

experienced substantial refinement since their establishment. The Income Tax Act of 1922 did 

not include explicit provisions for intrusive searches, instead relying on voluntary compliance 

and fundamental assessments. It was not until 1956, through amendments introduced by the 

Finance Act, that authorities were formally granted the power to search premises and confiscate 

assets suspected of representing undisclosed wealth. This development signalled the 

commencement of a more assertive enforcement framework in post-independence India, 

addressing growing fiscal requirements and early examples of tax avoidance.6 

 

The Income Tax Act of 1961 significantly enhanced the powers of authorised officers under 

Section 132, enabling them to enter and search any premises, including buildings, vehicles, 

vessels, or aircraft, if there was a "reason to believe" that undisclosed assets or documents were 

present. This authority permitted forcible entry when deemed necessary and allowed for the 

seizure of various assets, such as financial records, cash, precious metals, and jewellery. 

Initially, safeguards were limited, but however, subsequent judicial rulings mandated 

documented justifications and adherence to fair procedures. Over time, legislative amendments 

addressed evolving circumstances. The introduction of survey powers under Section 133A in 

1975 facilitated less invasive inspections, while the 1987 reforms established more stringent 

timelines and documentation protocols to mitigate arbitrary actions.7 The period of economic 

                                                             
6 Supra note 4. 
7 Supra note 3 
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liberalization led to further modifications, particularly with the growing acceptance of 

electronic records as valid evidence, though the foundational framework continued to 

emphasize physical locations such as offices, residences, and vehicles. 

 

As India transitioned into the digital era, the constraints of a physically-centric methodology 

became apparent. The expansion of online banking, e-commerce, cloud storage, and crypto-

currencies introduced novel methods for income concealment that circumvented traditional 

investigative measures. Incremental adjustments, such as those implemented in the Finance 

Acts of 2017 and 2021, mandated digital reporting and authorised the examination of electronic 

data during routine evaluations, yet they lacked specific provisions for proactive investigations 

within purely virtual domains. The Income Tax Act, 2025, enacted in August 2025 and 

effective from April 1, 2026, comprehensively addresses this deficiency. It explicitly extends 

search and seizure authorities to "virtual digital spaces," signifying a deliberate strategic 

adjustment to harmonize enforcement capabilities with the dynamics of a progressively 

digitised economy propelled by Digital India initiatives and fintech advancements. 

 

Virtual digital spaces are broadly defined to encompass the diverse environment of 

contemporary data storage and transactions. This term includes cloud servers, email accounts, 

social media platforms with integrated financial functionalities, online trading applications, 

blockchain networks, remote databases, digital wallets, and repositories containing virtual 

digital assets like crypto-currencies and NFTs. This comprehensive scope ensures the inclusion 

of both domestically and internationally hosted platforms, recognising the global nature of 

digital assets. The core stipulations establish specific protocols for access and enforcement. 

Authorised personnel, upon receiving prior endorsement from a Principal Chief Commissioner 

or a superior authority, are empowered to issue requisitions to service providers, including 

cloud hosts, exchanges, or application operators, thereby mandating the provision of access or 

data extracts. Override capabilities permit the decryption or circumvention of security 

protocols in instances where passwords are withheld, contingent upon technical support from 

specialised units. In exigent circumstances involving the potential destruction of evidence, 

temporary warrantless access is permissible, followed by obligatory judicial ratification within 

a brief timeframe.8 Enforcement measures encompass the freezing of digital assets, the transfer 

of control to revenue authorities, and the imposition of transactional restrictions during the 

                                                             
8 Supra note 2 
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course of an investigation. To ensure accountability, the Act requires comprehensive logging 

of all access actions, limits data retention to information pertinent to taxation, and institutes 

substantial penalties for non-compliance by custodians or taxpayers. These stipulations signify 

a balanced yet robust expansion, empowering authorities to address sophisticated evasion while 

integrating procedural safeguards.9 By proactively engaging with virtual environments, the 

2025 Act prepares India's tax administration for the complexities of an increasingly intangible 

economic landscape, thereby initiating discussions on privacy, proportionality, and practical 

execution. 

 

1.3 Privacy and Compliance Implications: Tensions between Enforcement, 

Data Protection, and Taxpayer Rights 

The expansion of search and seizure authorities into virtual digital environments under the 

Income Tax Act, 2025, while essential for addressing complex forms of tax evasion within an 

increasingly digital economy, creates significant conflicts between effective enforcement and 

the safeguarding of privacy and taxpayer rights. The Supreme Court's pivotal ruling in Justice 

K.S. Puttaswamy (Retd.) v. Union of India,10 unequivocally recognised the right to privacy as 

a fundamental right inherent in Article 21 and other Part III freedoms, thereby requiring that 

any state intervention must meet a stringent four-part proportionality test, a legitimate aim, a 

rational nexus to the objective, necessity, and a proportionate balancing of conflicting interests. 

This decision explicitly superseded previous restrictive interpretations articulated in M.P. 

Sharma v. Satish Chandra,11 which had dismissed privacy-based objections to search powers. 

 

Prior to the Puttaswamy decision, the Supreme Court, in Pooran Mal v. Director of Inspection,12 

affirmed the constitutionality of Section 132 of the 1961 Act, deeming such authorities essential 

for safeguarding revenue and ensuring social security, without acknowledging an absolute 

privacy impediment akin to the U.S. Fourth Amendment. Subsequent to Puttaswamy, however, 

the provisions of the 2025 Act, which permit encryption overrides, mandated password 

disclosures, and access to extensive digital domains including emails, cloud storage, social 

media profiles, online banking platforms, and cryptocurrency wallets based solely on a "reason 

                                                             
9 Anirudh Burman, Balancing Tax Enforcement and Data Privacy in India's New Income Tax Regime, Carnegie 

India (Sept. 15, 2025), https://carnegieindia.org/2025/09/15/balancing-tax-enforcement-and-data-privacy-in-

india-s-new-income-tax-regime-pub-90234., last accessed on 20th December 2025. 
10  (2017) 10 S.C.C. 1 (India) 
11 A.I.R. 1954 S.C. 300 (India). 
12 (1974) 1 S.C.C. 345 (India). 
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to believe" in undeclared income, necessitate renewed constitutional examination. The 

prevalent lack of mandatory prior judicial warrants for digital access exacerbates the risk of 

failing the necessity and proportionality tests, as virtual searches can indiscriminately collect 

vast, interconnected data sets, potentially revealing highly personal and unrelated information 

such as private communications, medical records within applications, family photographs, or 

browsing histories that disclose political, religious, or lifestyle affiliations, significantly 

exceeding the circumscribed intrusions of conventional physical raids.13 

 

These concerns align with observations in District Registrar and Collector v. Canara Bank,14 

where the unbridled authority over documentary records was criticised for infringing upon 

privacy. Within the digital realm, absent stringent data minimization protocols, which would 

necessitate the extraction solely of tax-relevant material and the immediate deletion of 

extraneous content, these provisions present a challenge to the Digital Personal Data Protection 

Act, 2023, despite exemptions for legitimate state functions such as tax enforcement. Beyond 

individual privacy, such extensive powers could have a broader chilling effect on digital 

adoption and free expression. Citizens, aware that routine financial applications, messaging 

platforms, or social networks might be accessed during tax investigations, may engage in self-

censorship, restrict legitimate online transactions, or completely avoid innovative digital 

services. Vulnerable groups, including journalists safeguarding confidential sources, activists 

organising movements, or minority communities, face heightened risks if searches 

inadvertently reveal sensitive associations under the pretext of revenue inquiries. This erosion 

of public trust could impact both tax administration and the broader digital ecosystem that India 

aims to promote. 

 

Compliance requirements exacerbate these challenges, placing significant demands on all 

parties involved. Individual taxpayers are now obligated to maintain detailed, organised digital 

financial records across various platforms, ranging from UPI-integrated banking applications 

to decentralised cryptocurrency wallets. Users with limited digital proficiency, such as senior 

citizens and individuals in rural areas, are particularly susceptible to penalties for perceived 

non-compliance when they are unable to readily provide access credentials. Furthermore, 

                                                             
13 Income Tax Act 2025: Digital Search Powers Raise Privacy Risks, Frontline (Oct. 14, 

2025), https://frontline.thehindu.com/news/income-tax-act-2025-digital-power-data-privacy-

risks/article69992742.ece., last accessed on 20th December 2025. 
14 (2005) 1 S.C.C. 496 (India). 
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account freezes or data requests during investigations can disrupt daily transactions and lead to 

genuine financial difficulties.15 

 

Businesses, especially cloud-reliant start-ups and small-to-medium enterprises, encounter 

significant operational hurdles: service provider requests can temporarily obstruct access to 

vital data, resulting in downtime, financial setbacks, and eroded client confidence. 

Multinational corporations must reconcile conflicting obligations under international data 

protection regulations when addressing demands related to servers hosted abroad. Intermediary 

service providers, including cloud platforms, fintech firms, and cryptocurrency exchanges, now 

shoulder heightened compliance responsibilities, such as deploying rapid-response 

mechanisms and secure handover protocols, frequently incurring substantial expenses that may 

ultimately be passed on to consumers.16 Revenue authorities encounter significant practical 

obstacles, including the acquisition of specialised digital forensics capabilities, the 

establishment of secure storage infrastructure, and the maintenance of tamper-proof audit trails 

to ensure evidentiary integrity throughout lengthy appeals. Established precedents, such as ITO 

v. Seth Brothers,17 have underscored that search powers represent substantial invasions of 

privacy, necessitating strict statutory adherence. More recent rulings, like Principal Director of 

Income Tax (Investigation) v. Laljibhai Kanjibhai Mandalia,18 continue to grant deference to 

administrative discretion based on principles of reasonableness. However, post-Puttaswamy 

academic and judicial discourse increasingly advocates for more stringent oversight when 

fundamental rights are implicated. 

 

In conclusion, while the objective of mitigating evasion associated with digital assets is 

undeniably a legitimate public interest, the sustained effectiveness of these measures is 

contingent upon their proportionate implementation, reinforced by safeguards consistent with 

the Puttaswamy judgment. These safeguards include mandatory judicial oversight in sensitive 

cases, stringent data minimization protocols, independent auditing, transparent post-search data 

management, and robust internal controls. Achieving this balance is crucial for India to foster 

trust-based voluntary compliance, which is fundamental to any contemporary tax system. This 

approach will also prevent apprehension-driven resistance that could potentially hinder the 

                                                             
15 Supra note 4. 
16 Surabhi Avasthi, Privacy Concerns in Digital Taxation: A Post-Puttaswamy Analysis, 65 J. Indian L. Inst. 45 

(2023). 
17 A.I.R. 1969 S.C. 1273 (India). 
18 (2022) 13 S.C.C. 46 (India). 
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nation's ambitious digital growth trajectory, all while upholding constitutional protections. 

 

1.4 Comparative Analysis: Digital Search Powers in Select Jurisdictions 

This analysis critically evaluates the expanded search and seizure powers within virtual digital 

spaces under India's Income Tax Act, 2025. A comparative examination with frameworks in 

the European Union (GDPR), the United States (IRS), and the United Kingdom (HMRC) 

highlights common challenges and distinct strategies for balancing tax enforcement with 

privacy protections. The study explores procedural nuances, technological integrations, and 

safeguards, offering a roadmap for India to refine its approach in an interconnected global 

digital environment. 

 

The 2025 Act in India significantly updates the 1961 framework, specifically addressing virtual 

digital environments such as cloud servers, blockchain ledgers, encrypted databases, social 

media platforms with financial components, and digital asset repositories like cryptocurrency 

wallets. This legislation empowers authorities to conduct searches based on a "reason to 

believe" that undisclosed income exists. It incorporates override mechanisms to facilitate data 

decryption, compel password disclosure, and remotely freeze assets. Warrantless access is 

permissible in urgent situations, with a mandatory post-facto judicial review required within 

48 hours. The Act also introduces faceless digital procedures and real-time audit logs to ensure 

accountability.19 This enforcement-focused model utilises AI for algorithmic audits, aiming to 

combat evasion in emerging sectors like Decentralised Finance (DeFi) and Non-Fungible 

Tokens (NFTs), thereby aligning with India's Digital India initiative and anticipated digital 

economy expansion. However, its emphasis on efficiency over proactive privacy safeguards 

could potentially expose unrelated personal data and raise concerns regarding proportionality, 

particularly in light of increasing data breaches. 

 

The General Data Protection Regulation (GDPR) of the European Union, implemented in 2018, 

does not directly grant taxation authority. However, it establishes a rigorous privacy framework 

that significantly impacts digital investigations conducted by national revenue agencies. Tax 

authorities within member states, including Germany's Finanzamt and France's Direction 

Générale des Finances Publiques, are mandated to ensure their data acquisition practices adhere 

                                                             
19 Income Tax Bill 2025: Digital Search Powers Explained, Universal Institutions (July 1, 

2025), https://universalinstitutions.com/income-tax-bill-2025-digital-search-powers-explained/., last accessed on 

20th December 2025. 
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to GDPR principles, specifically lawfulness, necessity, proportionality, data minimization, and 

purpose limitation. For example, the automated profiling of taxpayer data for the identification 

of tax evasion, a common practice in extensive analytical operations, necessitates 

comprehensive privacy impact assessments to mitigate potential risks. This requirement has 

been a key topic in discussions concerning the convergence of GDPR and AI-driven tax 

systems. While supervisory bodies possess the authority to request data disclosures and conduct 

audits, intrusive digital examinations, particularly those involving personal data, frequently 

require judicial warrants to prevent infringements such as unauthorised third-party data 

exposure. Exemptions are provided for public tasks, including tax enforcement.20 Nevertheless, 

companies responding to tax requisitions face the risk of GDPR penalties if they do not 

adequately verify compliance, as evidenced by cases in Belgium where firms were sanctioned 

for unverified data sharing. Cross-border collaboration, facilitated by platforms like SIRIUS, 

streamlines the collection of digital evidence across the EU. However, the GDPR's privacy-

centric approach contrasts with India's more expansive discretionary powers, often leading to 

processes that, while potentially slower, are more respectful of individual rights. This model 

could serve as an impetus for India to implement mandatory pre-search impact assessments, 

thereby minimising incidental privacy infringements in digital environments.21 

 

In the United States, the Internal Revenue Service (IRS) utilises a dual-track system under the 

Internal Revenue Code, integrating administrative summonses with criminal warrants, both 

subject to Fourth Amendment protections against unreasonable searches. Administratively, the 

IRS issues John Doe summonses to third-party entities, such as cryptocurrency exchanges, to 

obtain bulk digital records. Recent legal challenges contend that these summonses may 

constitute unreasonable seizures without probable cause. For criminal investigations conducted 

by its Criminal Investigation division, warrants are generally mandated for accessing digital 

communications, cloud data, or social media, aligning with Supreme Court precedents 

emphasising digital privacy. The IRS leverages sophisticated tools, including third-party 

Bitcoin attribution software for tracing cryptocurrency transactions and artificial intelligence 

for identifying discrepancies between reported income and social media lifestyles. Pre-seizure 

planning is meticulously conducted to ensure forfeiture viability, and seized digital assets are 

managed by specialised forensics laboratories. Taxpayer rights are paramount, emphasising 

                                                             
20 Supra note 3. 
21 Eugenia Politou, Efthimios Alepis & Constantinos Patsakis, Profiling Tax and Financial Behaviour with Big 

Data Under the GDPR, 35 Comput. L. & Sec. Rev. 160 (2019). 
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minimal intrusiveness, with inquiries limited to necessary scopes. In contrast to India's options 

for warrantless searches, U.S. courts typically require judicial oversight for most digital 

intrusions, as evidenced by cases rejecting warrantless email seizures under the Stored 

Communications Act.22 This rights-centric approach, while potentially impacting the speed of 

investigations, offers valuable insights for India in enhancing Fourth Amendment-like 

safeguards to foster taxpayer trust amidst digital enforcement efforts. 

 

HM Revenue and Customs (HMRC) in the United Kingdom employ a technologically 

advanced and proactive approach, akin to India's, leveraging its AI-powered "Connect" system. 

This system meticulously cross-references extensive datasets, encompassing social media, 

financial records, and digital footprints, to identify discrepancies. Pursuant to the Taxes 

Management Act and the Police and Criminal Evidence Act (PACE), HMRC possesses the 

authority to request digital documentation, conduct inspections, and execute warranted 

searches for significant evasion cases, frequently in collaboration with the National Crime 

Agency. Digital investigations specifically target undeclared income from cryptocurrency or 

e-commerce activities, with the power to demand passwords and freeze assets. Non-compliance 

with these directives carries associated penalties. Artificial intelligence is utilised to monitor 

social media for criminal investigations, as recently disclosed.23 However, these activities must 

strictly adhere to UK GDPR, post-Brexit, regulations concerning data protection, which 

includes maintaining recorded justifications and providing appeal rights. Routine compliance 

checks can escalate to comprehensive inquiries, with a graduated level of intrusiveness, 

emphasising transparency throughout the process. While mirroring India's use of fines and 

analytics, HMRC's integration of human rights assessments and safeguards against misuse 

presents a well-rounded framework that could potentially inform India's development of clearer 

escalation protocols for digital investigations. 

 

In conclusion, India's enforcement-centric expansions, while mirroring the technological 

advancements of the UK and U.S., diverge from the EU's emphasis on privacy, potentially 

leading to overreach without robust oversight. Implementing GDPR-style impact assessments, 

IRS-mandated warrants for non-urgent matters, and HMRC-level oversight could alleviate 

compliance burdens, stimulate innovation, and align India with international standards, thereby 

ensuring equitable tax governance in its digital evolution. 

                                                             
22 Ibid. 
23 OECD, Addressing the Tax Challenges of the Digital Economy (2014). 
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1.5 Future Implications for India's Digital Economy 

The expanded search and seizure authorities within virtual digital environments, as outlined in 

the Income Tax Act, 2025, emerge at a critical juncture for India's digital economy, which is 

recognised as one of the most rapidly expanding globally. With forecasts indicating the digital 

sector's contribution to GDP will exceed 20% by 2030, propelled by fintech unicorns, e-

commerce leaders, blockchain innovators, and a dynamic Web3 ecosystem, the regulatory 

framework is instrumental in defining long-term trajectories. While these powers are designed 

to ensure equitable taxation and mitigate illicit financial activities, their broader ramifications 

extend beyond mere revenue generation, impacting the core principles of innovation, 

sustainable expansion, and investor assurance. 

 

A significant risk pertains to the potential for a chilling effect on innovation. India's startup 

ecosystem flourishes through experimentation with advanced technologies, including 

decentralised finance (DeFi), non-fungible tokens (NFTs), metaverse platforms, and AI-driven 

financial services. Entrepreneurs and developers frequently operate within evolving regulatory 

frameworks, rapidly iterating to identify sustainable models. The possibility of intrusive digital 

searches, where authorities could bypass encryption, access cloud repositories, or freeze digital 

wallets, may discourage audacious experimentation. Founders might become reluctant to store 

sensitive proprietary code, customer data, or transaction logs on Indian servers or platforms, 

due to concerns about exposure during investigations.24 This could lead to the relocation of 

innovative activities offshore, with start-ups incorporating in jurisdictions perceived as more 

privacy-protective, such as Singapore or the UAE. Over time, such a migration risks 

undermining India's standing as a global digital hub, thereby diminishing the very ecosystem 

the government aims to foster through initiatives like Start-up India and Digital India. 

 

Economic growth is also susceptible. A robust digital economy relies on uninterrupted data 

flows, user confidence, and broad adoption of online services. When taxpayers, both 

individuals and businesses, perceive virtual environments as subject to unpredictable scrutiny, 

behavioural changes ensue. Consumers might decrease their use of digital payment systems, 

cryptocurrency exchanges, or cloud-based collaboration tools, opting for cash or international 

platforms to mitigate risk. Small and medium-sized enterprises (SMEs), which are crucial to 

India's economy, often lack the resources to implement complex compliance frameworks or 

                                                             
24 Supra note 4. 

http://www.whiteblacklegal.co.in/


www.whiteblacklegal.co.in 

Volume 3 Issue 6 | May 2026         ISSN: 2581-8503 

Page | 17   

defend against lengthy investigations. Operational interruptions resulting from account freezes 

or data requests can lead to lost revenue, delayed funding rounds, and hindered expansion. In 

a competitive global market where ease of doing business rankings are significant, any 

perception of regulatory excess could deter venture capital inflow and impede the sector's 

contribution to employment and GDP.25 

 

Investor confidence constitutes the third vulnerable pillar. Both domestic and foreign investors 

highly value predictability, legal certainty, and the protection of intellectual property. The 

extensive discretion afforded to tax authorities under the 2025 Act, combined with limited 

mandatory judicial oversight, could indicate an increased sovereign risk for digital ventures. 

Venture capitalists and private equity firms assessing Indian start-ups already account for 

policy volatility; enhanced enforcement powers might heighten perceived risks, potentially 

leading to elevated return expectations or a complete avoidance of specific sectors. Foreign 

direct investment in fintech and blockchain, which has seen significant growth recently, could 

decelerate if global funds perceive India's regulatory framework as less congruent with 

international privacy standards such as GDPR.26 Multinational technology companies hosting 

data in India may re-evaluate their strategies, potentially opting for alternative regional hubs to 

safeguard client information. Such capital flight would not only restrict funding for indigenous 

innovation but also impede technology transfer and job creation. On the positive side, if 

implemented proportionately, these powers could enhance confidence by fostering a level 

playing field, deterring illicit activities such as money laundering or tax evasion that exploit 

digital anonymity, and thereby protecting legitimate participants. A transparent and equitable 

tax environment can attract quality investment seeking long-term stability. However, realising 

this upside necessitates careful calibration.27 

 

The future direction is contingent upon achieving a delicate equilibrium. Absent robust 

safeguards, including mandatory judicial warrants for non-urgent digital accesses, stringent 

data minimization, independent oversight, and explicit guidelines for post-search data 

handling, the potential risks to innovation, growth, and investor confidence may eclipse any 

enforcement benefits. India is at a critical juncture, judicious enhancements can establish it as 

                                                             
25 Virtual Digital Assets in India: Booming Market, Heavy Taxes, and the Uncertain Future, IRCCL (Mar. 21, 

2025), https://www.irccl.in/post/virtual-digital-assets-in-india-booming-market-heavy-taxes-and-the-uncertain-

future., last accessed on 20th December 2025. 
26 Supra note 19. 
27 Nishith Desai Associates, Taxation of Virtual Digital Assets in India: Analysis of the Finance Act 2022 (2022). 
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a frontrunner in ethical digital taxation, fostering trust and expediting progress toward a 

resilient, inclusive digital economy. Conversely, disregarding these considerations could 

inadvertently impede the very dynamism that has propelled India to its status as a global digital 

success story. 

 

1.6 Conclusion: Pathways to Proportionate and Safeguarded Reforms 

The Income Tax Act of 2025 in India represents a significant advancement in aligning tax 

enforcement with the realities of the digital era, where assets and transactions increasingly 

reside in virtual environments beyond traditional physical boundaries. By broadening search 

and seizure authorities to encompass cloud servers, blockchain networks, encrypted 

applications, and digital wallets, this legislation addresses longstanding vulnerabilities that 

have facilitated sophisticated tax evasion. This document will explore various aspects, 

including the historical evolution of these provisions, the complexities surrounding privacy and 

compliance, insights gleaned from international practices in the EU, US, and UK, and the 

potential risks to India's digital economic expansion. A clear conclusion emerges: robust 

enforcement is essential, but it must not compromise trust, equity, or innovation. 

 

The fundamental challenge lies in achieving equilibrium. Without meticulous calibration, 

extensive digital access risks transforming routine tax oversight into perceived surveillance, 

potentially alienating the very entrepreneurs, investors, and users who fuel India's digital 

prosperity. An overly stringent regulatory environment could prompt start-ups to seek 

alternative locations, impede venture capital investment, and foster apprehension among 

citizens regarding the adoption of online financial instruments. Conversely, a judiciously 

balanced framework can bolster confidence, effectively identify genuine illicit activities, and 

establish a fair competitive landscape that attracts high-quality investment and fosters ethical 

engagement. To achieve this balance, practical and thoughtful reforms are within reach.  

 

First, recommend requiring independent judicial approval for most digital searches, limiting 

warrantless entry to truly urgent situations with swift after-the-fact review. This 

straightforward measure would align the Act more closely with constitutional expectations of 

proportionality. Second, propose establishing strict rules for data handling, where officers 

should be technically equipped and legally bound to extract only information directly relevant 

to the tax inquiry, with automatic destruction of any unrelated data and regular independent 
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audits to verify compliance. Third, suggest investing in specialised training and secure systems 

for revenue officials, ensuring they can conduct digital investigations efficiently while 

preserving evidence integrity and preventing leaks or misuse. Fourth, align the Act more 

closely with the Digital Personal Data Protection Act, 2023, by requiring privacy impact 

assessments for high-risk scenarios and establishing clear protocols for managing data stored 

internationally. Finally, foster open communication channels through regular consultations 

with industry organizations, provide simplified compliance guidance for small businesses and 

individuals, and implement a dedicated grievance mechanism to alleviate burdens and cultivate 

mutual understanding. 

 

These modifications would enhance enforcement rather than diminish it, by establishing it upon 

a foundation of legitimacy and public confidence. When taxpayers, encompassing individuals, 

start-ups, and multinational corporations, perceive that authority is exercised equitably and 

respectfully, voluntary compliance increases, disputes decrease, and the system operates more 

efficiently for all stakeholders. India has the potential to set a precedent by developing a model 

of digital tax governance that is both effective and principled. By opting for a path of 

proportionate and safeguarded reform, policymakers can ensure that leveraging digital 

resources contributes to justice and growth, thereby securing a more prosperous and inclusive 

digital future for the nation. 
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