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New Chapter

As a cryptocurrency, stablecoin is pegged to the value of real world assets (e.g. fiat
currencies or commodities) for maintaining its own stable value and an asset-backed
currency. Stablecoin offers price stability as opposed to other cryptocurrencies (e.g.
Bitcoin).

On 1% August 2025, the long-awaited Stablecoins Ordinance (“Ordinance”) was put
into operation which provides a structured regulatory framework for fiat-referenced
stablecoins (“FRS”). The Ordinance provides that any issuers of the FRS or persons
involved in related activities in Hong Kong are required to obtain a license from the
Hong Kong Monetary Authority (“HKMA”) and are subject, and obliged, to adhere to
a series legal and regulatory requirements as well as financial and operational standards
to ensure stability and transparency. Following the commencement of the Ordinance, a
new chapter of the FRS is rolled up.

This strategic and forward looking move puts Hong Kong at cutting-edge of regulatory
framework of fiat-referenced stablecoin.

Key Feature of FRS

The FRS has the following key features:

* Low volatility;

* Fast and cheap transfers;

¢ DeFi integration; and

* Hedge against crypto market swings.

Hong Kong Regulatory Framework

The pivotal regulatory framework for the FRS of Hong Kong is set out as follows:-

Licensing Requirements: All entities must obtain a license from the HKMA to issue or
advertise fiat-referenced stablecoins in Hong Kong. Further, the regulatory framework
is extended to regulate the FRS pegged to the Hong Kong dollar, whether it is issued in
Hong Kong or outside Hong Kong.

Issuer Capital Requirements: Issuers must have a paid-up share capital of at least
HK$25 million.

Reserve Asset Management: The market value of reserve asset pool is at all times at
least equal to the par value of the FRS issued and reserve assets of the FRS is segregated
from other pool of reserve assets.

Redemption Guarantee Process: Redemption of the FRS at par value without undue
conditions is guaranteed.




Consumer Protection Measures: Priority is given to user protection and the holders of
the FRS have direct rights to reserve assets in cases of issuer insolvency. Only the
licensed FRS can be offered to retail investors to ensure protection against fraud.

Distribution Requirement: Where the issuer of the FRS enters into arrangement with
third party to distribute the FRS, it will ensure that such arrangement will not adversely
affect the prudent and soundness of the issuance.

In addition, business activities of the FRS as a fiat-referenced virtual asset may be
subject to the joint supervision of the HKMA and the Securities and Futures
Commission of Hong Kong (“SFC”)

Offer and Distribution of FRS

The Ordinance provides that only permitted offerors listed out below may offer the FRS
in Hong Kong:-

e HKMA-licensed FRS issuers;

¢ SFC-licensed virtual asset trading platforms (“SFC-licensed VATP”);

¢ SFC-licensed corporations to carry on business of Type 1 regulated activity (i.e.
dealing in securities) (“RA1”) under the Securities and Futures Ordinance; and

* Authorized Institutions (i.e. banks).

It is further provided under the Ordinance that a person offers an FRS if the person, in
the course of business, presents sufficient information to another person regarding the
terms, channels and means by which the FRS is to be offered, to enable such person to
decide whether to acquire the FRS. This statutory provision is wide enough to extend
to include both primary and secondary trading activities of the FRS.

In accordance with the regulatory regime, any person who offers or distributes the FRS
may be regarded as providing virtual asset dealing service (“VA Dealing Service”). It
follows that licensed corporation and registered institution (collectively called
“intermediaries”) carrying on RA1 are required to comply with all regulatory
requirements and subject to additional terms and conditions under RA1, when offering
or distributing the FRS, whether the intermediaries act as introducing agent or carry out
offer or distribution of the FRS under an omnibus account with the SFC-licensed VATP.

Further, the SFC and the HKMA consider it appropriate and necessary to require the
intermediaries to partner only with the SFC-licensed VATP in connection with the VA
Dealing Service. As per the prevailing regulatory framework, intermediaries should
provide the VA Dealing Service only to the clients of RAI.

Where the intermediaries intend to offer or distribute the FRS which constitutes the VA




Dealing Service, they should notify the SFC in advance and seek the SFC to grant
licensing terms and conditions for the VA Dealing Service.

Conclusion

To keep pace with virtual assets regulatory landscape evolutions, the Ordinance
constitutes an unprecedented and significant benchmark for stablecoin’s regulatory
compliance and consumer protection. With the Ordinance enacted, Hong Kong has
positioned itself as a regulated stablecoin marketplace. In addition, the regulatory
framework of Hong Kong desires to engineer a structured regulatory environment for
stablecoin.

This explanatory note is not, and should not be regarded as a legal advice. In case of doubt, please consult your

legal adviser to seek specific advice. Should you have any queries, please contact our partner, Mr. Lawrence Yeung at (852)
2854 3070 or by email at lawrence.yeung@ycylawyers.com.hk.
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