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Growing Hong Kong's Virtual Asset Market: HK Fintech Week 2024

Dr. Eric Yip, Executive Director, Intermediaries at the SFC, outlined the current landscape and the future direction
of the virtual assets market in Hong Kong in his opening speech, Charting a Regulatory Roadmap for Hong Kong's
Virtual Asset Market, at Hong Kong FinTech Week 2024, held on 28-29 October 2024 at the AsiaWorld-Expo, Hong
Kong. Noting the unprecedented year-on-year growth in Hong Kong virtual asset trade volumes, Dr. Yip stressed
the need for a robust regulatory framework to protect investors and market participants while fostering innova-
tion and further developing Hong Kong's virtual asset market. The SFC's key initiatives, as described by Dr. Yip, are

also the subject of the SFC's publication “SEC sets out vision to foster a vibrant fintech ecosystem in Hong Kong”
of 28 October 2024.

The Current Licensing Regime for Virtual Asset Trading Platforms (VATPs) in Hong Kong

There are currently three SFC-licensed VATPs in Hong Kong and 14 licence applicants undergoing the vetting pro-
cess. The SFC's main focus now are the 11 so-called “deemed to be licensed” applicants. These are VATP licence
applicants that operated in Hong Kong before the implementation of the VATP licensing regime in June 2023 that
are “deemed to be licensed” under the regime’s transitional provisions until their licence application is approved,
rejected or withdrawn.

As highlighted by Dr. Yip, the SFC has changed its vetting approach for these “deemed to be licensed” applicants,
replacing a document-based vetting process with risk-based on-site inspections, concentrating on specific areas
such as safe keeping of client virtual assets, cybersecurity and the applicants’ anti-money laundering (AML) and
know-your-client (KYC) procedures. The SFC has now conducted on-site inspections for all 11 “deemed to be [i-
censed” applicants and given them feedback.

For new applications, the SFC is adopting a three-pronged approach:

(i) the VATP licence applicant agrees to rectify issues raised in the SFC's feedback following its on-site
inspection;

(i) the SFC grants a licence permitting the applicant to operate a restricted scope of business after
rectification of the identified issues; and

(iii) completion of a review by a third party after which the restrictions on the scope of business will be lifted.
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Establishment of Consultative Panel for Licensed VATPs

Dr. Yip's speech also noted the SFC's plan to set up an official consultative panel for licensed VATPs in early 2025.
The panel will include senior management members from all SFC-licensed VATPs whose perspectives will be taken
into account in the SFC's policy making. The consultative panel will contribute to a virtual asset white paper to
be published by the SFC outlining a development roadmap for virtual asset products and services and potential
improvements to compliance and risk management.

Hong Kong's Virtual Asset Market Development

Dr. Yip identified three key drivers behind the rapid development of Hong Kong's virtual asset market, namely:
+  Talent Pool: A wealth of talent and expertise is driving the virtual asset market's growth.
. Economic Potential: The sector’s high economic potential.

*  Younger Demographics: Studies show that market participants involved in trading crypto assets are
younger on average than those trading traditional stocks, highlighting the shift in investor demographics.

The SFC has also noted two emerging trends supporting the SFC's drive to regulate virtual asset-related activities:
(i) virtual asset practitioners are facing increasing scrutiny from law enforcement agencies and regulators globally,
prompting many market participants to reassess their previously unregulated operations; and (ii) the increasing
participation of traditional finance (Tradfi) in the virtual asset market has introduced valuable compliance con-
cepts such as anti-money laundering and conflict checks, client suitability assessment and measures to ensure
the safe custody of assets.

Establishing a Robust Virtual Asset Regulatory Regime in Hong Kong

As noted by Dr. Yip, the SFC is working with the Hong Kong Government and other regulators in developing fur-
ther regulation for the provision of virtual asset trading services and virtual asset custody services and public
consultations on new licensing regimes for these activities will be conducted in due course. To this end, the SFC
has been working with Hong Kong's virtual asset community to understand their business models and operating
procedures for ensuring efficient and AML-compliant on- and off-ramping.

More generally, the SFC and Hong Kong Government are seeking to put in place a comprehensive regulatory
framework for virtual assets in Hong Kong to assure Hong Kong's status as an international crypto hub. Hong
Kong's Chief Executive, John Lee, announced in his 2024 Policy Address delivered on 16 October 2024 a range
of virtual asset-related initiatives including the promotion of real-world asset tokenisation and development of
a digital money ecosystem and digital securities market. For further details of the Chief Executive's 2024 Policy
Address, please see our October 2024 newsletter.

Tokenisation, Project Ensemble and Stablecoins

Hong Kong is seeing progress in the implementation of tokenisation-related initiatives. The SFC issued two circu-
lars - the Circular on Tokenisation of SFC-authorised Investment Products and Circular on Intermediaries Engaging
in Tokenised Securities-related Activities in November 2023, and is co-leading tokenisation initiatives for the asset
management industry with the Hong Kong Monetary Authority (HKMA) through Project Ensemble. In August
2024, the HKMA launched the Project Ensemble Sandbox which allows participating financial institutions to trial
interbank settlement of tokenised asset transactions using tokenised money.

Hong Kong is additionally planning to implement a new regulatory regime for fiat-referenced stablecoin issuers in
Hong Kong. According to the Consultation Conclusions published jointly by the Financial Services and the Treas-
ury Bureau (FSTB) and the HKMA on 17 July 2024, a stand-alone piece of Hong Kong legislation implementing a
Hong Kong regulatory regime for fiat-referenced stablecoin issuers in Hong Kong will be introduced, and the bill
to implement that regime will be presented to the Legislative Council this year. For further details of the proposed
regulation of fiat-referenced stablecoin issuers, please see our October 2024 newsletter.

Commitment to Investor Protection

The SFC considers “education” to be a key focus area in its efforts to enhance investor protection. The SFC has
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invested in multiple initiatives to educate investors about virtual assets, which include expedited information dis-
semination, developing a proactive alert system, promoting via TV drama series, commercials and other media
outlets to raise awareness of scams and unregulated platforms.

International Collaboration on Virtual Asset Regulation
In closing, Dr. Yip highlighted the importance of international collaboration when establishing a robust regulatory

framework, noting the SFC's continued collaboration with other international regulators in monitoring trends and
sharing best practices and experiences.
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