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Hong Kong Poised to Expand
Licensing Regime to Cover
Virtual Asset Dealers and
Custodians

Dominic James*

Hong Kong regulators have published proposals for mandatory licensing
of intermediaries dealing in virtual assets (VA) or providing VA custodian
services. This article examines key features of the proposals, which signal a
major shift in regulatory oversight for the VA ecosystem.

The Hong Kong Securities and Futures Commission (SFC)
and Financial Services and the Treasury Bureau have jointly pub-
lished proposals to introduce a (mandatory) licensing regime for
intermediaries dealing' in virtual assets (VAs) or providing VA
custodian? services. Under the proposals, any person who carries
on business of dealing in VAs in Hong Kong, regardless of whether
through a physical outlet and/or other platform, or who provides
VA custodian services will have to be licensed or registered with
the SFC, subject to a fit-and-proper test and other factors deemed
relevant by the SFC.

Context of VA Dealing Licensing Regime

This is a major change to the existing licensing framework
that primarily focuses on VA trading platforms (VATPs), namely,
centralized trading services facilitating VA trading in Hong Kong
or actively marketing such services to Hong Kong investors.

Currently, intermediaries licensed or registered for Type 1,
Type 4, and/or Type 9 regulated activities may provide VA deal-
ing and/or advisory services for their existing clients or manage
portfolios of VAs provided they partner only with SFC-licensed
VATPs for the provision of VA dealing services, whether by way of
introducing clients to the platforms for direct trading or establish-
ing an omnibus account with the platforms. At present, selected
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licensed VATPs are allowed to provide trading services to retail
investors—subject to stringent due diligence and token admis-
sion standards—but over-the-counter (OTC) dealing or other
VA-related activities, such as brokerage, block trading, or advisory
services, remain unregulated.

To address this gap, the proposals extend the licensing regime
to cover all VA dealing activities, including OTC dealers, digital
platforms, and mixed-mode operations (physical and digital). The
“dealing” definition mirrors existing regulations, covering any
business that makes or offers to make agreements for acquiring,
disposing of, subscribing for, or underwriting VAs. This encom-
passes simple VA-to-VA and VA-to-fiat conversions, complex
brokerage activities such as block trading and advisory services,
and marketing of VAs (including those who actively market to the
public, whether in Hong Kong or elsewhere), VA dealing, or cus-
todian services, regardless of whether provided through physical
outlets or digital platforms.

A notable change allows licensed VA dealers to execute trades
on non-SFC-licensed overseas exchanges rather than be confined
to 11 existing SFC-licensed VATPs currently operating in Hong
Kong as of the end of June 2025, subject to adequate investor pro-
tection safeguards. This could significantly enhance Hong Kong’s
attractiveness as a VA hub.

Context of VA Custodian Services Licensing

Under the proposals, any person who carries on the business of
providing VAs custodian services in Hong Kong (including safe-
keeping of private keys or instruments enabling transfer of VAs)
will have to be licensed or registered with the SFC.

Currently, VATPs are required to ensure the safe custody of cli-
ent assets, typically through segregated wallets held by associated
entities. However, no regulatory framework exists for third-party
VA custodians offering services to non-VATP entities. To address
this gap, the proposals require that where VA dealers hold client
VAs with a third-party entity, including safekeeping of private
keys, they must hold client VAs with a licensed or registered VA
custodian in Hong Kong.
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Baseline Regulatory Requirements

Under the “same activity, same risks, same regulation” principle,
the requirements are expected to broadly follow those applicable
to VATPs for VA dealers and Type 13 providers of depositary
services for VA custodians. Further, in-scope intermediaries will
be required to maintain minimum financial resources, including
HK$5 million paid-up share capital (rising to HK$10 million for
custodians), HK$3 million liquid capital, and excess liquid capital
equivalent to at least 12 months of operating expenses. For inter-
mediaries catering to retail investors, the proposals also mandate
licensed VA dealers to align their token offerings with existing
VATP standards, which restrict offers to high-liquidity tokens or
coins issued by licensed stablecoin issuers upon implementation
of the stablecoin licensing regime in August.

What Is Out-of-Scope?

VA dealing activities exclude peer-to-peer trading of VAs
between individuals where no intermediary is involved as well as
offers/redemptions by stablecoin issuers, the latter being separately
regulated as of August 1, 2025. Further, depending on the final
definition of VA custodian services, VA dealers who hold VAs on
behalf of clients wholly incidental to the VA dealing services may
qualify for an incidental exemption from the custody licensing
regime, provided the VA dealer does not safekeep private keys (or
similar instruments) on behalf of clients.

Next Steps and Key Takeaways

The public consultation period ran until August 29, 2025, with
the government aiming to introduce legislation as soon as practi-
cable thereafter. Once implemented, any person who carries on VA
dealing services (including Type 1 dealers who take orders to buy
or sell VAs or Type 9 managers who place trade orders to dealers in
the course of managing a portfolio of VAs), as well as intermediar-
ies who provide VA custodian services (including Type 9 managers
who provide self-custody to the funds under their management
that invest in VA by way of safekeeping private keys that enable the
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transfer of fund VAs), risk imprisonment up to seven years and a
fine of HK$5 million unless licensed.

Unlike some previous consultations, the proposals do not
include “transitional” arrangements for existing operators. Rather,
existing regulated entities providing VA-related services (or associ-
ated entities of SFC-licensed VATPs) are encouraged to apply ahead
of commencement of the new regime under a streamlined approval
process to minimize business interruption.

* The author, a partner in the Hong Kong office of Sidley Austin LLP,
may be contacted at dominic.james@sidley.com.

1. https://www.fstb.gov.hk/fsb/en/publication/consult/doc/VADEAL
ING_consultation_paper_en.pdf.

2. https://www.fstb.gov.hk/fsb/en/publication/consult/doc/VACUS
TODY_consultation_paper_en.pdf.
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