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Hong Kong Securities and Futures Commission and
The Stock Exchange of Hong Kong Limited Publish
Guides to Assist Issuers in Preparing for the
Uncertificated Securities Market Regime

On May 29, 2026, the Hong Kong Securities and Futures
Commission (SFC) published its Guidance Note for
Issuers on Participating in the Uncertificated Securities
Market Regime (SFC Issuers' Guidance Note) and the
Stock Exchange of Hong Kong Limited (the Exchange)
simultaneously published its Guide on the Uncertificated
Securities Market (the Exchange Guide), both taking
effect on the USM Implementation Date of November
16, 2026.

Scope of the Scheme

Issuers of prescribed securities are eligible to participate
in USM. Prescribed securities cover securities listed, or
to be listed, on the Exchange that fall within the following
categories: shares (other than interests in an authorised
collective investment scheme); depositary receipts;
stapled securities; interests in an authorised collective
investment scheme (CIS) which, under the terms of
issue, may be withdrawn from the clearing and
settlement system operated by or on behalf of HKSCC;
subscription warrants issued for capital fundraising
purposes entitling the holder to subscribe for securities
falling within any of the foregoing categories (Warrants);
and rights under a rights issue to subscribe for securities
falling within any of the foregoing categories (Rights).

Certain securities fall outside the scope of USM entirely
and are not prescribed securities: these include debt
securities (including bonds not yet converted into listed
shares), interests in an authorised CIS that are not
withdrawable from CCASS, and options, warrants or
similar rights to subscribe for or purchase equity
securities that do not themselves constitute prescribed
securities.

Three Core Obligations

1. Amend Constitutional Documents

Issuers must amend their constitutional documents
(articles of association or bye-laws) to conform with

USM requirements by the later of: (i) 16 November
2027 (the first anniversary of the USM Implementation
Date); and (ii) the date of their first AGM following the
USM Implementation Date.

As amendments require shareholder approval by
special resolution, issuers with a December 31, year-
end should target their 30 June 2027 AGM, and those
with a March 31, year-end should target
their September 30, 2027 AGM. Issuers are strongly
encouraged to commence their review of constitutional
documents now and table resolutions at the earliest
available general meeting.

Where an issuer is a new applicant whose specified
prescribed securities will participate in USM upon listing,
the Exchange Guide expects appropriate USM-related
disclosures to be included in the listing document,
including a description of the USM arrangements and
the implications for shareholders (for example, the
holding of securities in uncertificated form).

2. Appoint an Approved Securities Registrar

With effect from November 16, 2026, all issuers
of prescribed  securities (which  include  shares,
depositary receipts, stapled securities, interests in an
authorised collective investment scheme (CIS) which,
under the terms of issue, may be withdrawn from
CCASS, subscription warrants issued for capital
fundraising purposes that entitle the holder to subscribe
for prescribed securities, and rights under a rights issue
to subscribe for prescribed securities) must have
an approved securities registrar (ASR), a person
approved by the SFC under section 101AAG of the
Securities and Futures Ordinance (Cap. 571), as their
securities registrar. Issuers must enter into terms and
conditions with their ASR in compliance with paragraph
2.9 of the Exchange Guide.

The consequence of non-compliance is severe: if there
is no ASR in place on or after the USM Implementation
Date, the Exchange is required by law to suspend
dealings in the relevant prescribed securities. Such a
suspension is not reviewable by the Listing Committee.
Additionally, an issuer that intends tochange its
ASR must notify the SFC and the Exchange in writing:
(a) at least three months before the change takes effect;

1



or (b) as soon as reasonably practicable after the issuer
becomes aware of the change, whichever is later.
Failure to comply without reasonable cause is an
offence punishable by a level 5 fine of HK$50,000.

A public announcement must also be published as soon
as practicable under new Listing Rule 13.51(5).

The Exchange Guide emphasises that the ASR plays a
central role in operating the UNSRT system, maintaining
the issuer register and interfacing with HKSCC and
investors under the USM regime. In selecting and
onboarding an ASR, issuers should therefore consider
not only SFC approval status, but also the ASR’s USM
operational capability, resourcing, system resilience and
its experience in handling corporate actions and
shareholder communications in a fully dematerialised
environment.

3. Ensure Prescribed Securities Become Participating
Securities by the Specified Date

Issuers' prescribed securities must become participating
securities, having completed all relevant processes for
participating in USM, by aspecified dateto be
designated by (or varied by agreement with) the
Exchange, falling within five years from November 16,
2026. Each issuer's authorised representatives will
receive a written notice from the Exchange setting out
its specified date. While issuers may express views and
concerns via their ASRs, it may not always be possible
to accommodate their preferences.

Where an issuer has more than one class of prescribed
securities, the Exchange may set different specified
dates for different classes, having regard to market
readiness and operational factors. Issuers should work
with their ASRs to align internal system changes,
shareholder communications and corporate action
timetables across all affected classes to support an
orderly transition to USM.

Critically, a deferral will not be justified by: (i) late
amendments to constitutional documents; (ii) an ASR's
inability to operate a UNSRT system (the computer
system, procedures and facilities that enable title to
prescribed securities to be evidenced and transferred
without a paper instrument) by the specified date; or (iii)
a change of ASR leading to late completion of the
necessary processes.

Failure to comply without reasonable cause is an
offence punishable by a level 4 fine of HK$25,000 and
a daily fine of HK$700, and may also call into question
the suitability of the securities to remain listed.

The Exchange will publish a quarterly list of prescribed
securities scheduled to become participating securities
in the forthcoming three months, together with their

respective specified and participation dates, on the
HKEX USM website.

In addition to these core obligations, issuers should note
that the USM regime is intended to enable investors to
hold and transfer legal title to prescribed securities in
their own names in dematerialised form, without the use
of paper instruments, through platforms operated by
ASRs and HKSCC. Issuers should therefore assess not
only legal documentation and registrar arrangements,
but also their internal operational readiness to support
electronic, investor-name holdings and instructions.

Announcement and Other Obligations

Issuers must make the following announcements and
disclosures:

e Specified date: within one business day after
being served the Exchange's written notice
(Appendix G1, Rule 7)

e USM Transition Plan (including participation
date): as soon as reasonably practicable
following finalisation (Appendix G1, Rule 8;
Exchange Guide, Appendix 2)

e Reminder announcement: no later than 21
business days before the prescribed securities
become participating securities (Appendix G1,
Rule 10)

e Any material changes to the specified date
or participation date: as soon as reasonably
practicable

e Corporate action disclosures: for any
corporate action events occurring after the
participation date

Issuers are also strongly advised to avoid conducting
corporate action activities in the 13 business days
immediately preceding, and the 10 business days
immediately following, their participation date.

An issuer of prescribed securities must maintain
a dedicated webpage on USM matters containing
information relating to its participating securities as set
out in its USM-related announcements, which must
remain operational for at least one year after the
participation date.

The Exchange Guide also expects issuers to ensure that
registrar, company secretarial, investor relations and IT
teams are familiar with the new USM processes for
deposit, withdrawal, transfers and corporate actions,
and that they are able to respond to shareholder
enquiries in a timely and consistent manner.

Last day for physical transfer registration: The last day
for registration of transfer documents that would entitle
the transferee to receive physical certificates must be



the tenth business day prior to the Participation Date,
and issuers must ensure that day does not fall on a
book-close day (Exchange Guide, paragraph 6.8).

Recommended Immediate Actions

(i) Appoint an ASR by November 16, 2026, in
compliance with paragraph 2.9 of the
Exchange Guide — failure to do so will result
in a mandatory trading suspension.

(ii) Contact your share registrar or ASR to
understand timelines and steps required for
the USM implementation process, including
the subsequent dematerialisation of
securities held in CCASS within six
months of the participation date.

(iii) Ensure your ASR can provide and operate a
UNSRT system by your participation date.
Obtain a written confirmation from your ASR
confirming: (a) the readiness of the ASR and
its UNSRT system; and (b) the date from
which the UNSRT system may be used for
evidencing and transferring legal title without
paper instruments.

(iv) Commence review and amendment of
constitutional documents now — well ahead
of your applicable AGM deadline.

(v) Consider deferral application early, in
consultation with your ASR, if there is any
exceptional circumstance in respect of your
participation date.

(vi) Notify the SFC and the Exchange promptly if
you intend to change your ASR.

(vii) Prepare and publish all required USM
announcements early, in consultation with
your ASR.

(viii)  Arrange internal USM training and playbooks
for relevant functions (company secretarial,
registry liaison, investor relations, finance
and IT), so that staff understand the
end-to-end processes for deposit, withdrawal,
transfers, corporate actions and handling of
shareholder enquiries under the USM regime.

Information to be included in a notification and
announcement relating to a change in ASR, Information
regarding USM participation to be included in listing
documents, announcements or other disclosures
documents, and Guidance on selection of USM
Headline Categories on HKEXnews as seen in Appendix
1-3 of Guide.

BERIISRHRESERERSSEEAREXR AR
AB RIS, HBIRITAAELKIES 155 EIEF A&
=

2026 F5 5 29H, ERUSEAREFHERZRS (L
BR) RO ARTASEXTRIESTHE EIES)

(CEB=%ITAIESD ) BEREXAHERAS
(BR32FT) R EM (ERIESTHIES) ( (BT

$851Y ) . WWIESIYTERILETH I HmAE (8
2026 £ 11 B 16 B) A4,

BEEE

THESRXTATSE5XLRIESFTS. ITHIESRER
XM E™ (B TEHEZFALET) « BUTEMNITE
MUTHERMIES: K (BAOA T RERF T INEL
ORI, FERTI) ) BEIEs, BITIES IATRK
I H IR, MARBZITWNRTER, 1ZFN
HUBRERTREERRNT ( [BERLEE] ) B
(BHMEAREBRERESEZ) NEERIRARGRE
ARTEMETHRADIE, EHEAFRIAEE LRE
FIEFMIES (FREBEERTT) BGUE) ; MEAHER
FOLAE LR AR A AIESAF (F) .

U TIESFARITHIES, FibBIUEF TRIESFTHM
B BFIES (BREERERN ETRMFITRIESH
5i35) | AUMPREFRFRIMAGNT RER KT
A9 EE; AR IATAEL U LI IETT BRIE S5 Y AR AE 25 A9 B
. BOESSEAUF]

=R

1T HASE X

ROANRTUATAENBEPREZEZR, EITHALRE
BXf (ERANHAN) WFELERIESFTH (USM)
ME: () 2027 £ 11 516 B (B USM SLisHEAR &
EH) ; & (i) X USM siiEE SRS THERRE
BfEXR=ZH.

BT A XETTRBG KRR RRILEAME, FHEEA
12 B 31 HMAfTAEI 2027 £ 6 A 30 BHETHRER
BEXR=ABR F%BH 1 3 B 31 HHATAUNERM
2027 £ 9 A 30 BETHKRAFAFRS A BT, BIE
WETARNRANBREEMHNEE, FTHRET
THRAAS LIREAERUE.

MEFTANFERIBA, BREFITHIESBT LHNS
5 USM, (BXZZPrigsl) BAEE Em SR IERESE M
USM x5, B1EHA USM REMIEERNEERM
2 (BRI RIFHIES) -

2. HEPINTIESEiC4

B2026 F 11 B 16 HiE, FrAVIHIES (BERG. M
RiEs. SRS, REHATEFRINEBEERR
BAFREBOERNTEERFITWNEGE. hEEAS



&7 T 358 AT BRIE S 2 XA AIA M IARRIL,
U EABIAEITRE S Z RN MERTA, HAEE

—RIANTIESEEL GATEEEL) | BRIE CGESX
HABEGI) (5 571 %) 5 101AAG FRIELESHAER
AL, BERIESZEIES. RTAJUER (KA1
B 29 RMAT, SINTBERTIFRE &AM

ERERTE: WEUSMIEAHLSAHEREEE
NI EILS, KRAIOEE SRR HIESNR 5.
WEREEHFAZLTERSNEZER., i, MiT
AMEHRINTEILS, T () EERERFRI =1
B, % (b) BERTAMBEXREREERETTERT
RiR, MWREEHNE, UPHABMIEESRKZF., #
EEERAMBATEN, THWMET, THLEMUE 5
&30 (Bl 50,000 7T)

HeSh, IRAUEHFT (LAY 5 13515)%, EOIR
TR FRREA A

(BXZPT4E51) 581, AT EICALTE USM & E T HE %1%
DAE, MREETRIISFZILLREILRE., £HET
ABLEM, URSEBEERRAFTREDE. FEI,
RITANERERZEANTEILLN, BREREBERIE
BoftEsh, TR EH USMBEEHD . RRECSE. R
HRREN, UREEELRUFRTLEASTHEMS
ERFRBIIHNER.

3. FRITIE S TR A EH MR A S S35

RO AMITHIESRNTHRZMIEE (HEMEIT) B
ISEABERRT, =AMES 5 USMKMEXRER, BAas5
3, ZIERRBEEAZAA 2026 £ 11 B 16 HiRit HAER.,
BEETANENRFKEWEIBEZ A NBEE,
HAEEPABE., BRATATEDIATELARKIER
NERE, BRVEFSREBESHER.

MEFTAETEARLE—XITHIES, KXo ARZE
SNTEARBMIEHBE, FeXETHEESREREE
AE. KT ARSIANTERAEE, hAFRBEZFmE
SRR REER. REBNEASTEIRER, MUX
FHFTEZ USM,

UTERATEUMAGERRNIESH: (1) RRBRREZTHE
TARSEREXM, (i) INTEICAREEISHBHE
EXTMIESEILREIL R (AT AELIERBE XS
BIERT, IERREILTTRIESMERNITEN RS,
BERERE) ; 2 (i) BERIATEILATSBRE
K SRR B

ELEERANBERATER THWEFEST, THEMFE4S
LIk (BN 25,000 T) REHMRET 7007, I
URESHRIESRE ETNEEM R FEE.

BT EE BT 5 USM Mih e A E HiT RIS
2H, ERXENEREHESS5EE, I HITEDE
MAZ5IESR9TT HIES .

s, RITARGER, USM S EEEFIRAERULE
U, UASE R RELITRIESEEM B,
BAERPEXH, HESNTBRLEREREEEE
a7, B, XTABRAREEXMHRECRE
B ERS, FREHEEARRRIEEREE, MUXHE
TR MR A E BB RRBIERFRH.

WERRMEIF

RITATEHIA T A& RIEE:

o EWABRH HEEZABRXFHEEEME—TEL
B (fx G1, BN 7)

o USM Zigitkl (BfES58H) @ AFLE®
SEITTEATRE (Mx 61, AN 8 (&
RPriEs1) . KM% 2)

o RENE! ABRETIUTHIESMAS SIS
214EWH (KM G1, HN10)

o EWABHISSHHENETEALTE: #5651

TR TR
o ACHREAEE RS 5AMERENER
AV THEAE AT

Lok, sRIIBNATABRESSHERT 13 MEVHER
Z588F 10 MEVBRFTASTHED.

TTIREHMN AT ARTE USMAEXEE LIRS FAER—
TAMI, HPHEUSMBXAEFXTSEIESNER,
Hints 58 HEREEEED—F,

(BX3ZFreE5l) TR RITARREILL. ASHWB.
RAFBRRRE DR HNAZE USM FH E T HEFA
RE, BLRASTHNER, FHeERR —Buhm R
REI.

NIELYEILBICHNREHH

Y 2L ABESIE B 2 A M IE XN REEIL
B, AAZE5EHRNETNELE, KT AR
ZBEBASEERG S A BIEME ENEL A FENT
| ( (BkZFrigsl) . 8 6.8E) .

BRI RRAI 750



(i) 72026 F 11 5 16 HAl@R (B Frigs]) % 2.9
BREEATBILL—UWRENHZE, BSBERFE
BX5.

(i) RZRAERNIABRLETONTELL, TH
USM St FRrB N R & PR, BRESSEE
ANB AR EREER TR ARG LS TR EEE
ZHE BIR, WIUH (EAIESTHANY £ 31 £T
BEETE, MIFRLEAVRIETE.

(i) HERIINTELLLEESESHHTRMAFEE
UNSRT %%, EEIATEILARMEPEFIN, L (a)
NI BEARELTMIEFBIERFIL R GNEZRT

% (b) RERIESBICREULRFTRTELABEXSH
MER TEREREILEEM AN B,

(iv) BEVRANBREEXHNEHREITIE
REEARFEAFASE L AHRI BT M.

(v) mztZ5EATERARKRERL BRESINTE
ICAEER, FRAIFEH,

(Vi) IIEHRINT EILA, AR RBANE RS R I3
Fr.

(vii) RESINTZELER, EEREMAAERR S
By USM AKX A&,

(viii) 9HEXERGERRI] (BIEER WP, FICLEKE.

BRAEXR. WEREBRK) LH USM REREIIZH
ERETFH ERIEEEREUSMEIETMEFA. &
B #iL, ASTHERAERERE NN R,

WAESIKEF 1-3 REREIESFE L MABME A S
MEEMEIE. L. ASEFEMKEE X4t
SEXTRIESTHEEESNRB R TINE S ML
RIS T AR KA RIS

Sources KE:
https://www.hkex.com.hk/-/media/HKEX-
Market/Listing/Rules-and-Guidance/Other-
Resources/Uncertificated-Securities-
Market/Guide _on_USM.pdf

Hong Kong Securities and Futures Commission
Finalises Investor Identification Regime for Hong
Kong's Exchange-Traded Derivatives Market

On June 23, 2026, the Hong Kong Securities and
Futures Commission (SFC) published its conclusions to
the consultation on extending an investor identification
regime to Hong Kong's exchange-traded derivatives
market (HKIDR-DM). The SFC will proceed with the
regime substantially as proposed, mirroring the
framework already operating for the securities market
under the Hong Kong Investor Identification Regime
(HKIDR-S) since March 2023. Implementation is
targeted for the second quarter of 2028, to coincide with
the launch of the Orion Derivatives Platform (ODP) by
Hong Kong Exchanges and Clearing Limited (HKEX).

The HKIDR-DM applies to on-exchange orders for
futures contracts, options contracts and stock options
executed through the trading system of Hong Kong
Futures Exchange Limited, a wholly-owned subsidiary of
HKEX. Licensed corporations and registered institutions
trading these products, as principal or agent, are
Relevant Regulated Intermediaries (RRIs). An RRI must
assign each client a unique Broker-to-Client Assigned
Number (BCAN), collect that client's client identification
data (CID), and submit both to a central data repository
maintained by HKEX. Every order transmitted to the
exchange's trading system must carry the relevant
BCAN. A Relevant Client is generally the first person in
an order chain who is not itself an RRI; the regime does
not look through a non-RRI overseas broker or client to
the ultimate underlying investor, the same position taken
under the HKIDR-S.

The SFC has confirmed two points raised in the
consultation. First, an RRI cannot use a single BCAN to
cover all of its non-RRI overseas affiliates; each affiliate
must be assigned its own unique BCAN. Second, the
HKIDR-DM involves a new purpose for the use of
personal data, distinct from the purpose disclosed under
the HKIDR-S, so consent previously obtained for the
HKIDR-S does not automatically cover the HKIDR-DM.
RRIs subject to both regimes are likely to need
additional, HKIDR-DM-specific consent under the Hong
Kong Personal Data (Privacy) Ordinance (PDPO), and
the SFC will issue a tailored consent letter template.

The HKIDR-DM will take effect alongside the ODP,
which HKEX intends to fully launch by the second
quarter of 2028; the SFC will adjust its own timeline if
that rollout is delayed. Corresponding amendments to
the Code of Conduct for Persons Licensed by or
Registered with the SFC (SFC Code of Conduct) will be
gazetted and take effect on the same date. The SFC will
issue an implementation circular by September 2026,
together with further guidance and FAQs ahead of go-
live.

The HKIDR-DM aligns Hong Kong's derivatives market
with comparable identification regimes already in place
in the Chinese Mainland, Australia, Singapore, the
United States, the European Union and the United
Kingdom. While the second quarter of 2028 target
affords RRIs a multi-year runway, the positions
confirmed on consent and overseas affiliate BCANs
point to early items for review: client consent
documentation and group-level BCAN allocation policies.
A dedicated mailbox (HKIDR-DM-fag@sfc.hk) has been
established for related enquiries.
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Hong Kong Securities and Futures Commission
Issues Circular Urging Licensed Firms to
Strengthen Cybersecurity Against Emerging
Artificial Intelligence Threats

On June 2, 2026, the Hong Kong Securities and Futures
Commission (SFC) issued a circular (the Circular) to all
licensed corporations, SFC-licensed virtual asset
trading platforms (VATPs) and their associated entities
(collectively, "licensed firms"), directing them to review
and enhance their cybersecurity measures in light of the
heightened risks posed by artificial intelligence (Al)-
enabled cyberattacks.

The Evolving Threat Landscape

Both regulators share the view that frontier Al models
mark a qualitative shift in the cyber threat environment.
Cyber incidents in Hong Kong increased by 27% to
15,877 cases in 2025. The SFC warns that frontier Al
models are becoming increasingly capable of planning
and executing complex, multi-step attacks
autonomously; identifying previously undetected "zero-
day" vulnerabilities; chaining multiple lower-rated
vulnerabilities together to create high-impact exploits;
and operating across interconnected systems
simultaneously. Critically, the increasing availability of Al
tools significantly lowers the barrier to entry for threat
actors, enabling phishing, social engineering and
deepfake impersonation at scale. The time between
identification of a vulnerability and its active exploitation
may also become significantly shorter, rendering
traditional patching and change management timelines
less effective.

Key Expectations Under the SFC Circular

The SFC Circular sets out specific expectations across
four areas, supplemented by an Appendix providing a
non-exhaustive list of recommended controls. Licensed
firms engaged in electronic trading and VATPs are
generally expected to implement all measures in the
Appendix.

Cybersecurity controls and resilience

Licensed firms must enhance their patching and
vulnerability = management processes, including
procedures for urgent fixes outside routine patching
cycles for business-critical components. System
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controls should be designed on the assumption that any
user, device, privileged account or network component
may be compromised, with least-privilege access,
enhanced firewalls, network segmentation and maker-
checker controls for high-impact actions applied
accordingly. Firms must also maintain an accurate and
up-to-date inventory of all technology assets, including
hardware, software, databases and cloud services,
sufficient to enable same-day prioritisation and
containment decisions when new vulnerabilities or
threat intelligence emerge.

Third-party supply chain risk. Licensed firms must
implement procedures to address Al-enabled threats
targeting third-party service providers supporting their
critical operations, strengthen supply chain risk
governance, and ensure ongoing assessments of third
parties factor in the latest threat landscape.

Incident response and recovery

Licensed firms must review and enhance incident
handling procedures and contingency plans for Al-
enabled cyberattacks, including establishing pre-
planned containment and exploit-interruption strategies
with the ability to block malicious activities, isolate
affected systems and restrict access rapidly. Licensed
corporations engaged in electronic trading and VATPs
are required to back up business records, client and
transaction databases at least on a daily basis. Firms
are reminded to notify the SFC promptly of any material
cybersecurity incident.

Senior management accountability

The Manager-in-Charge of Information Technology
bears ultimate responsibility for managing cybersecurity
risks and must ensure that internal policies and
procedures are adequately reviewed, enhanced and
formally approved in response to the SFC Circular.

As frontier Al models continue to develop, Al-enabled
cyber resilience is expected to remain an area of close
supervisory  focus. Immediate steps include
commissioning an internal gap analysis against the
SFC’s Appendix measures, ensuring the Manager-in-
Charge of Information Technology has formally signed
off on an updated cybersecurity policy, reviewing third-
party service provider contracts against the supply chain
risk expectations, and considering independent
professional advice from information technology
specialists where appropriate should be conducted.
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Hong Kong Securities and Futures Commission and
Hong Kong Monetary Authority Publish
Consultation Conclusions to Standardize OTC
Derivative Clearing Calculation Periods

On June 5, 2026, the Hong Kong Securities and Futures
Commission (SFC) and the Hong Kong Monetary
Authority (HKMA) jointly published consultation
conclusions (the  Conclusions) on  proposed
amendments to the Securities and Futures (OTC
Derivative Transactions — Clearing and Record Keeping
Obligations and Designation of Central Counterparties)
Rules (the Clearing Rules) governing Hong Kong's over-
the-counter (OTC) derivatives regulatory regime.

The amendments, which received broad market support
during the consultation period, will take effect on 1
March 2027 and represent a material operational
simplification for market participants subject to
mandatory clearing obligations.

Background and policy objective

The Hong Kong Monetary Authority (HKMA) and the
SFC have jointly issued consultation conclusions on
proposals to standardise the calculation periods used to
determine whether a person is subject to the mandatory
clearing obligation under the Clearing Rules for OTC
derivative transactions. Under the Clearing Rules,
calculation periods are used to assess whether an
entity’s applicable positions in relevant OTC derivatives

exceed the prescribed thresholds so that a clearing
obligation is triggered.

Currently, the Clearing Rules specify a list of calculation
periods which must be updated regularly through
legislative amendments, creating operational and legal
complexity as market conditions and regulatory priorities
evolve. The joint initiative aims to move away from this
model to a more streamlined structure that can
accommodate future calculation periods and prescribed
days without the need for frequent legislative updating.

Standardised annual calculation periods

Following the consultation, the HKMA and the SFC have
decided to adopt a framework which designates, “once
and for all”, standard calculation periods for each year
with effect from March 1, 2027. Under this approach, the
Clearing Rules will be amended so that, from that date
onwards, two calendar windows in each year will be
designated as calculation periods.

In particular, commencing on March 1, 2027:
e The first calculation period in each year will run
from March 1 to May 31.
e The second calculation period in each year will
run from September 1 to November 30.

These fixed windows will be used to assess whether
persons exceed the clearing thresholds based on their
relevant OTC derivatives positions, thereby providing a
repeating, predictable pattern for compliance planning.
Respondents to the consultation recognised that such
standardisation would facilitate internal planning,
improve identification of when clearing obligations may
arise, and reduce uncertainty around future calculation
periods.

Consultation feedback and regulatory response

Market participants expressed broad support for the
proposal to designate standard calculation periods and
for the mechanism to accommodate future calculation
periods and corresponding prescribed days under the
Clearing Rules. Respondents generally agreed that the
new framework would increase certainty regarding the
clearing obligation and enhance the overall efficiency of
the clearing regime.

The HKMA and the SFC considered the feedback and
concluded that the proposed model appropriately
balances regulatory objectives and industry concerns. In
particular, regulators highlighted that the standardised
approach is an improvement over the existing practice
of periodically updating the list of calculation periods by
way of legislative amendments to the Clearing Rules.

Legislative process and timing
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In light of the strong market support, the HKMA and the
SFC will proceed with the legislative process to
introduce the relevant amendments to the Clearing
Rules. The intention is to complete the amendments so
that they can take effect from March 1, 2027, which will
be the starting date of the new series of calculation
periods.

This implementation date aligns the commencement of
the new framework with the first standard calculation
period (March 1 to May 31), thereby avoiding any
transitional ambiguity and providing a clear temporal
reference point for firms’ internal compliance calendars.
The regulators have signalled that moving to a stable set
of calculation windows will reduce the need for regular
legislative maintenance and will support Hong Kong’s
broader efforts to maintain a robust, predictable OTC
derivatives regulatory regime.
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Hong Kong Monetary Authority Updates
Requirements for Licensed Stablecoin Activities

On May 27, 2026, Hong Kong Monetary Authority issued
specific guidance, formulated jointly with Hong Kong
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Securities and Futures Commission, modifying
regulatory requirements for registered institutions
engaging in virtual asset-related activities involving
specified stablecoins authorized under the Stablecoins
Ordinance (Cap. 656) (Relevant Stablecoins). The
framework modifies the obligations set out under
existing joint circulars on intermediaries' virtual asset-
related activities. The wupdated measures apply
exclusively to activities involving Relevant Stablecoins,
reflecting their classification as currency-pegged,
blockchain-based payment tokens with a distinct risk
profile from other virtual assets.

Exemptions for Dealing Services and Asset
Management

Registered institutions providing virtual asset dealing
services limited exclusively to Relevant Stablecoins (a
Relevant Stablecoin-only dealing service) are exempt
from Type 1 (dealing in securities) regulated activity
registration. These services are not restricted to Type 1
regulated activity clients.

Registered institutions may partner with HKMA-licensed
stablecoin issuers or SFC-licensed virtual asset trading
platforms (VATPs), including those subject to a
professional investor-only licensing condition, provided
the institution ensures retail clients only trade tokens
vetted and admitted for retail trading by the VATP.

For portfolio management, an institution managing
portfolios containing Relevant Stablecoins and no other
virtual assets is exempt from Type 9 (asset management)
regulated activity registration. Portfolios meeting the de
minimis threshold remain subject to specific registration
conditions.

Modified Investor Protection and Advisory Standards

Registered institutions providing Relevant Stablecoin-
only dealing services to clearly demarcated accounts
are exempt from conducting virtual asset-knowledge
tests. Institutions must consider the client's trading
objective or use case, but may make these tokens
available across different risk profiles. Individual virtual
asset exposure limits do not apply to Relevant
Stablecoin-only dealing services, and these holdings are
excluded when calculating a client's overall virtual asset
exposure limit.

The requirement to ensure high liquidity does not apply
to Relevant Stablecoins. For custody, institutions may
utilize segregated accounts maintained with HKMA-
licensed stablecoin issuers where client assets are
segregated from the issuers' own assets. Dealing and
advisory services require disclosure of material
information  regarding the token's stabilization
mechanism and redemption arrangements.

Relevant Stablecoin-only advisory services are not
restricted to Type 1 or Type 4 (advising on securities)
regulated activity clients. Although classified as non-
complex products, recommendations must be based on
thorough analysis and consideration of alternatives.
Financial institutions must manage conflicts of interest
and cannot use commission rebates as the primary
basis for recommendations.

Product Distribution Framework

The regulatory presumption that virtual asset products
are inherently high-risk and complex does not apply to
Relevant Stablecoin-related products. These products
are exempt from the professional investor-only selling
restriction, mandatory virtual asset-knowledge tests,
and standard warning statements, unless the specific
product qualifies as complex under general platform
guidelines.

Net worth sufficiency assessments apply only if the
distributed product involves derivative or leveraged
transactions. Offers to the Hong Kong public remain
subject to the authorization provisions and exemptions
under Part IV of the Securities and Futures Ordinance.

Engaging in Relevant Stablecoin activities or
implementing material changes to  existing
arrangements requires the submission of an advance
notification to Hong Kong Monetary Authority and
Securities and Futures Commission. Compliance
requires establishing adequate internal policies,
procedures, operational controls, and staff training to
align corporate governance with the updated standards.
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Hong Kong Securities and Futures Commission
Expands Listed Structured Fund Framework to
Hong Kong Single Stocks

On June 5, 2026, the Hong Kong Securities and Futures
Commission issued a revised circular on listed
structured funds, expanding the regulatory framework to
permit Single Stock Leveraged and Inverse (L&l)
Products to reference highly liquid Hong Kong-listed
mega-cap stocks. This update extends the regime
established in March 2025, which previously restricted
single-stock underlying assets to those listed on major
overseas exchanges. The expanded scope excludes
shares of companies dually listed in Hong Kong and the
Mainland, as well as shares listed on any Mainland
exchanges.

Regulatory Expansion and Enhanced Capacity
Safequards

Product providers face updated regulatory obligations
under the revised framework, which supplements
structured fund requirements in Section 8.8 of the Code
on Unit Trusts and Mutual Funds (the UT Code).

For all L&l Products, providers must continuously
monitor product capacity, which represents the size of
the underlying exposure the product can support based
on swap counterparty commitments, position limits, and
daily rebalancing liquidity needs. Managers must
maintain a reasonable capacity buffer and notify
Securities and Futures Commission immediately if
available capacity reaches a low level that could
constrain daily rebalancing or creation activities.

Single Stock L&l Products are subject to enhanced
requirements to mitigate heightened operational risks
and price volatility. Providers must establish a robust
business continuity plan featuring clearly defined
triggers for activating contingency measures, such as
deleveraging or suspending product creation.

Furthermore, automatic trading suspensions apply to
Single Stock L&l Products referencing Hong Kong
stocks if their underlying shares are halted or suspended
from trading on The Stock Exchange of Hong Kong
Limited. For products tracking non-Hong Kong-listed
shares, providers must evaluate whether to request a
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trading halt based on the best interests of investors and
swap counterparty liquidity.

The maximum leverage factor for these complex
products remains capped between 2x and -2x, though a
lower factor may be mandated depending on the
volatility of the underlying stock. Product naming
conventions remain rigid; these instruments must not be
designated as exchange-traded funds (ETFs) but must
instead include Leveraged Product or Inverse Product,
the specific factor, and the word daily within their titles to
underscore their short-term day-trading nature.

Providers are also required to maintain at least one
market maker from commencement on an ongoing basis
and provide a user-friendly performance simulator on
the fund's website, unless the product operates as a
delta-one asset.

Market participants, particularly prospective product
providers and intermediaries, must align their
operational structures with these updated regulatory
baselines. Fund managers seeking authorisation for
Hong Kong single-stock products must satisfy holistic
acceptability criteria, including demonstrating a proven
track record in L&l product management, backing from
a reputable and sizeable fund management group, and
diversified counterparty arrangements with sufficient

initial capacity evidenced by indicative swap term sheets.

Intermediaries distributing these derivative products
must comply with paragraphs 5.1A to 5.3 of the Code of
Conduct for Persons Licensed by or Registered with
Securities and Futures Commission, ensuring staff are
fully trained on the heightened volatility risks of single-
stock gearing and refraining from providing margin
financing for these products. Additionally, providers must
secure long resignation notice periods in agreements
with market makers, as an L&l Product must be
terminated under Section 11.5 of the UT Code if all
designated market makers resign.
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Hong Kong Exchanges and Clearing Limited
Announces Introduction of Weekly Expiries for
Stock Option Classes to Enhance Trading Flexibility

On April 27, 2026, Hong Kong Exchanges and Clearing
Limited (HKEX) announced the introduction of weekly
expiries for 17 additional single stock option classes to
expand its short-dated derivative product ecosystem.
These new weekly options launches in two consecutive
weekly tranches commencing on June 15, 2026, and
June 22, 2026, respectively, supplementing existing
monthly contracts to provide investors with increased
flexibility for short-term risk management. This
expansion broadens the range of weekly single stock
options available in Hong Kong to a total of 33 offerings.

Phased Product Scope and Implementation Schedule

The expansion of the short-dated derivatives market
operates via a structured, two-phase roll-out under the
existing market code "18" within the Hong Kong
Automated Trading System (HKATS) matching engine.

The first tranche comprises 10 single stock option
classes commencing trading on Monday, June 15, 2026,
which covers ANTA Sports Products Limited, Zijin Gold
International Company Limited, WuXi Biologics
(Cayman) Inc., WuXi AppTec Co., Ltd., Zijin Mining
Group Co., Ltd., Laopu Gold Co., Ltd., Bilibili Inc., Akeso,
Inc., Trip.com Group Limited, and Pop Mart International
Group Limited. The initial weekly expiry contracts for this
first tranche are available on Thursday, June 18, 2026,
and Friday, June 26, 2026.

The second tranche introduces seven single stock
option classes commencing trading on Monday, June 22,
2026, encompassing Sun Hung Kai Properties Limited,
Geely Automobile Holdings Limited, Li Auto Inc., Sunny
Optical Technology (Group) Company Limited, China
Life Insurance Company Limited, XPeng Inc., and
NetEase, Inc. The initial weekly expiry contracts for this
second tranche are available on Friday, June 26, 2026,
and Friday, July 3, 2026. One business day prior to each
respective commencement date (June 12, 2026, for the
first tranche and June 18, 2026, for the second tranche),
the exchange implements pre-launch configurations
where the option series are displayed but remain non-
tradable, alongside the generation of clearing, open
interest reports, and Risk Parameter Files (RPF) to
assist participants in estimating preliminary margin
requirements.

Market Making Framework and Clearing Account
Consequences

Regulatory compliance within this expanded market
requires strict segregation between weekly and monthly
options permits, even when dealing within the same
underlying stock option class. Market makers must
secure separate permits and appointments specifically
for weekly stock options, with eligibility strictly restricted
to existing regular market makers of the corresponding
monthly options. Applications for these permits must be
finalized and submitted via Form OP004 to the client
services department of Hong Kong Exchanges and
Clearing Limited by Friday, May 29, 2026, to ensure
market maker status at launch. Under this framework, a
market maker who surrenders a monthly permit must
concurrently surrender the corresponding weekly permit.
Failing to secure a dedicated weekly permit carries
immediate, substantive regulatory and financial
consequences for market participants trading these
instruments. Trades executed in weekly stock options by
a market maker who only holds a monthly permit cannot
clear through a dedicated market maker account and
must instead be cleared into a standard house account.
Consequently, these positions become entirely ineligible
for the excess position limits specified under section 4A
of the Securities and Futures (Contracts Limits and
Reportable Positions) Rules. Furthermore, these
transactions forfeit all standard market maker discounts,
lose eligibility for waivers from large open position
reporting requirements, and strip the corresponding
cash market hedging trades of their statutory stamp duty
exemptions.

Exchange Participants bear immediate operational,
regulatory, and client-facing obligations to ensure
compliance ahead of the phased roll-out. Internal
compliance protocols require that all staff members are
thoroughly briefed on the technical variations of these
short-dated instruments and exercise appropriate
caution when executing transactions or advising clients.
Exchange Participants must actively notify their client
bases regarding the launch details and ensure that
back-office infrastructure and internal trading networks
are fully prepared to support the operational
requirements under market code "18". Specifically,
institutional investors and market participants must
factor in variable liquidity risks, as certain weekly stock
option classes may lack designated market makers.
Where a weekly option class operates without a market
maker, investors face the heightened risk of having to
trade exclusively against other market participants with
opposing market views to open or close their positions,
necessitating robust risk assessments and real-time
monitoring of liquidity conditions across individual
underlying equities.

BERXGREEMARASDEGHTEREPNELINEA
BHMRARH REN
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Hong Kong Government Welcomes Report Ranking
Hong Kong as the World’s Top Cross-Boundary
Wealth Management Centre

On May 27, 2026, the Hong Kong Government
announced upcoming legislative proposals to further
enhance the preferential tax regimes for funds, single
family offices, and carried interest. This regulatory
update follows the publication of the Global Wealth
Report 2026 by the Boston Consulting Group, which
ranks Hong Kong as the world's largest cross-boundary
wealth management centre with a projected average
annual growth rate of 9 per cent from 2025 to 2030. The
planned legislative amendments aim to reinforce the
jurisdiction's asset and wealth management
infrastructure amid accelerating capital growth within
mainland China and the wider Asian region.

Legislative Enhancements to Preferential Tax Incentives
The legislative proposals, introduced to the Legislative
Council in June 2026, structurally modify the existing

fiscal framework governing international wealth
management. Specifically, the amendments will target
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and optimize the preferential tax regimes applied to
investment funds, single family offices (the FOs), and
carried interest. This statutory intervention expands
upon the existing legal framework established under the
Policy Statement on Developing Family Office
Businesses in Hong Kong issued in March 2023, which
currently provides profits tax concessions to family-
owned investment holding vehicles managed by eligible
single FOs. By broadening these tax incentives, the
upcoming statutory changes will enhance the direct
competitiveness of Hong Kong's tax regimes, providing
greater legal and fiscal certainty for global asset
managers and wealth owners operating within the
jurisdiction.

Strategic Alignment with Cross-Boundary Capital
Frameworks

The updates serve to operationalize the mandates of the
National 15th Five-Year Plan, which explicitly supports
the expansion of Hong Kong's functions as an
international asset and wealth management centre. The
regulatory ecosystem relies heavily on interconnected
market structures and capital migration programs,
notably the New Capital Investment Entrant Scheme
(the New CIES) launched in March 2024. As of end-April
2026, the New CIES has processed nearly 3,600
applications, representing an anticipated capital inflow
of approximately HK$108 billion. This capital integration
operates alongside a rapidly expanding population of
single FOs, which reached over 3,380 offices by the end
of 2025, marking an increase of more than 25 per cent
over a two-year period. The statutory enhancements to
the tax regimes directly address the cross-boundary
asset allocation requirements of these entities,
mitigating global geopolitical risks by establishing a
highly predictable, transparent, and secure investment
environment.

Market participants, including single family offices and
fund managers, should prepare for these fiscal updates
by reviewing their corporate investment vehicles ahead
of the June 2026 legislative session to ensure absolute
alignment with the revised criteria for profits tax
concessions. Legal counsel and institutional investors
should closely monitor the progression of these
proposals through the Legislative Council to optimize the
deployment of cross-boundary capital via the New CIES
and support the government's targeted expansion of
attracting at least 220 additional family offices by 2028.
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Hong Kong Government Gazettes the Inland
Revenue (Amendment) (Preferential Tax Regimes
for Funds, Family-Owned Investment Holding

15


https://www.info.gov.hk/gia/general/202605/27/P2026052700809.htm?fontSize=2
https://www.info.gov.hk/gia/general/202605/27/P2026052700809.htm?fontSize=2

Vehicles and Carried Interest) Bill 2026 to Enhance
Asset Management Competitiveness

On June 12, 2026, the Hong Kong Government gazetted
the Inland Revenue (Amendment) (Preferential Tax
Regimes for Funds, Family-Owned Investment Holding
Vehicles and Carried Interest) Bill 2026 (the Bill).

According to the subsequent Legislative Council agenda,
the Bill was introduced into the Legislative Council for
First Reading on June 24, 2026. The Bill is intended to
further refine Hong Kong’s preferential tax regimes for
funds, family offices, and carried interest, with a view to
strengthening Hong Kong’'s competitiveness as an
international asset and wealth management center.

The Bill proposes six principal enhancements:

e expanding the definition of "fund" to cover
retirement funds, endowment funds, and certain
single-investor funds;

e expanding the scope of qualifying investments
for funds and family-owned investment holding
vehicles (FIHVs) to cover non-Hong Kong
immovable property, carbon-related products,
insurance-linked securities, equity interests in
non-corporate entities, loans (including private
credit investments), digital assets, precious
metals, and certain commodities;

e removing the 5 per cent threshold requirement
for incidental transactions;

¢ relaxing the tax exemption treatment for special
purpose entities (SPEs) and family-owned
SPEs; and

e introducing a series of enhancement measures
to the tax regime for carried interest.

The Bill will also introduce, under the unified tax regime
for funds, a tax reporting mechanism as well as
economic substance requirements similar to those
under the tax concession regime for FIHVs.

For fund managers, single family offices, investment
holding platforms, and their tax advisers, this is an
appropriate time to begin a gap analysis. Key areas for
review include whether existing investment structures
may benefit from the expanded categories of qualifying
investments, whether special purpose entity
arrangements may become more tax-efficient if full
exemption is available, whether carried interest
arrangements may become more workable following the
removal of the certification requirement, and whether the
new substance and reporting requirements may
necessitate adjustments to current operating models. As
the Bill proceeds through the legislative process, market
attention should gradually shift from policy direction to
implementation details and internal readiness.
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Deloitte Releases Data Ranking Hong Kong Second
Globally in Initial Public Offering Market for First
Half of 2026

On June 17, 2026, accounting giant Deloitte published
its latest statistics and estimates for the global Initial
Public Offering (IPO) market for the first half of 2026.
The data indicates a robust performance for Hong Kong,
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with the city's IPO market ranking second globally in
terms of total funds raised.

H1 2026 IPO Market Performance

Deloitte estimated that Hong Kong recorded 78 new
listings in the first half of the year, raising approximately
HK$203.3 billion, which is nearly double the amount
recorded in the same period last year.

e Nasdaq Took the Crown: Bolstered heavily by
SpaceX, which alone raised HK$675.8 billion,
the tech-heavy Nasdaq claimed the top spot
with 60 new listings raising a total of HK$872.4
billion.

e Global Top Five: Following Nasdaq and the
Hong Kong Stock Exchange, the New York
Stock Exchange ranked third (31 new listings
raising approximately HK$124.2 billion), while
Euronext and the Shanghai Stock Exchange
ranked fourth and fifth, raising approximately
HK$41.2 billion and HK$34.7 billion,
respectively.

Edward Au, southern region managing partner of
Deloitte China, noted that without SpaceX's mega IPO,
Hong Kong's stock exchange could have "narrowly
surpassed" Nasdaq to top the global rankings.

H2 Outlook and Full-Year Forecast

Looking ahead, Deloitte remains "cautiously optimistic"
about Hong Kong's IPO outlook for the second half of
the year. As of May, the city had around 600 listing
applications in the pipeline, including at least five
companies expected to raise more than HK$10 billion
each. While Au noted that these deals could be
overshadowed by two mega Al listings in the US later
this year, he said such offerings could also encourage
global investors to seek IPO opportunities in Hong Kong
and support market valuations for Al companies more
broadly. A potential easing of tensions in the Middle East
could further lift global risk appetite for IPOs.

Meanwhile, the city's bourse operator is actively seeking
to reform the listing regime as part of its ongoing efforts
to attract more companies. Deloitte maintained its earlier
forecast that Hong Kong's IPO market will remain
among the top three in the world for 2026, anticipating
around 160 new listings raising at least HK$300 billion.

Immediate Market Activities

Coinciding with the release of Deloitte's report, six firms
launched their Hong Kong offerings on Wednesday,
seeking to raise up to HK$19.8 billion combined.
According to exchange filings, the Shenzhen-listed

precision parts maker Lingyi iTech accounted for the
largest deal among them.
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The Stock Exchange of Hong Kong Limited Updates
Guide for New Listing Applicants to Clarify Director
Suitability and Placee Beneficial Ownership
Exemptions

On May 29, 2026, The Stock Exchange of Hong Kong
Limited (the Exchange) officially published the Update
No. 5 to the Guide for New Listing Applicants. This
update represents a significant initiative by the
Exchange to optimize the IPO mechanism and further
reinforce Hong Kong's position as a premier global IPO
market.

Assessment Mechanism for Director Suitability

When determining whether an incident involving a
breach of integrity renders an applicant unsuitable for
listing, the Exchange will consider all relevant facts and
circumstances, including but not limited to the following:

e Underlying reasons for the Integrity Non-
compliances and relevant mitigating factors;

e Integrity Non-compliances’ operational and
financial impact — an applicant may be
requested to demonstrate that it could still meet
the relevant eligibility requirements after
adjusting its trading record results for the impact
of the Integrity Non-compliance and that there
would not have been any material

e adverse impact on its business and financial
performance had it complied with the rules and
regulations and going forward;

e Culpable person’s influence on the applicant’s
operations, internal controls and trading record
results; and

o Whether any effective internal control measures
have been implemented (and for how long) to
avoid re-occurrence of similar Integrity Non-
compliances.

The Exchange encourages applicants to consult in
advance on whether a director’s past incident would
constitute an Integrity Non-compliance and affect the
director’s suitability and the applicant’s suitability for
listing.

FINI Platform Exemption for Qualifying Institutional
Placees

To streamline the IPO offering process, this update
introduces an important operational relief:

o Exemption Eligibility: Placees categorized as
institutional ~ funds,  discretionary  asset
managers, or discretionary investment funds
are exempt from providing information
regarding their Ultimate Beneficial Owner
(UBO).

e Operational Guidance: Applicants are not
required to submit a formal application for this
exemption. However, they must clearly specify
the category of the placee in the "Remarks" field
of the FINI system (e.g., "Sovereign Wealth
Fund under Category 1(a) of FAQ 3 to Appendix
B.8").

o Regulatory Reserve Power: Notwithstanding
this exemption, the Exchange and the Securities
and Futures Commission (SFC) reserve the
right to request supplemental information,
including UBO data, should any facts or
circumstances arise that warrant regulatory
concern.

Guidance on Handling Complaints

The Exchange adopts a substantive and impact-
oriented approach to reviewing complaints, focusing on
whether such complaints may affect an applicant’s
listing eligibility, suitability for listing, or the judgment of
investors. Applicants and their sponsors are expected to
conduct a comprehensive assessment based on the
nature and substance of the complaint, supported by
independent due diligence. The Exchange may, at its
discretion, require appropriate disclosure in the listing
documents to ensure that investors are adequately
informed.

Complaints that are merely routine commercial disputes
with negligible impact will generally not require further
follow-up or substantive disclosure.

This update reflects the Exchange's rigorous
commitment to maintaining market quality and
demonstrates its pragmatic approach to enhancing the
operational efficiency of the FINI system. For sponsors
and issuers, this underscores the necessity of adopting
more proactive and detailed compliance strategies
during the due diligence and listing preparation phases
to navigate increasingly refined regulatory expectations.
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Hong Kong Government Gazettes the Banking
Legislation (Miscellaneous Amendments) Bill 2026
to Modernize the Regulatory Framework

On June 5, 2026, the Hong Kong Government gazetted
the Banking Legislation (Miscellaneous Amendments)
Bill 2026 (the Bill), which was introduced into the
Legislative Council for First Reading on June 17, 2026.
The Government stated that the proposed amendments
are intended to ensure that Hong Kong’'s banking
legislation continues to meet regulatory needs and
support future development amid the evolving banking
environment.

Key Amendments

According to the Government, the Bill introduces
amendments to the Banking Ordinance in five principal
areas, namely:

e the regulation of bank holding companies;

e the engagement of skilled persons for
supervisory purposes;

¢ modernisation of enforcement provisions;

o simplification of the current three-tier banking
system into a two-tier system; and

e technical amendments to reduce the
compliance burden and enhance regulatory
clarity.

The Bill also amends the Hong Kong Association of
Banks Ordinance and the Financial Institutions
(Resolution) Ordinance to enhance operational
efficiency and flexibility.

Regulation of Bank Holding Companies

The proposed amendments further place the group-level
supervision of holding companies of locally incorporated
authorized institutions on a statutory footing. In its earlier
consultation conclusions, the Hong Kong Monetary
Authority (HKMA) explained that it had proposed
establishing a statutory supervisory framework under
the Banking Ordinance for designated locally
incorporated bank holding companies, so as to provide
a clearer legal basis for the group-wide supervisory
approach that is currently set out primarily in the
Supervisory Policy Manual. The HKMA also noted that
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the proposal received broad support from respondents
overall.

Engagement of Skilled Persons for Supervisory
Purposes

The Bill also confirms that the Monetary Authority will be
empowered to engage skilled persons for supervisory
purposes. In its consultation paper issued in December
2024, the HKMA stated that this proposal is intended to
enhance regulatory clarity and effectiveness, and to
strengthen the regulator’s ability to respond to complex

business activities, technical issues, or targeted reviews.

Simplification of the Existing Three-Tier Banking System
into a Two-Tier System

The Bill will implement the simplification of Hong Kong’s
current three-tier banking system, comprising licensed
banks, restricted license banks, and deposit-taking
companies, into a two-tier system. According to the
HKMA'’s consultation conclusions published in August
2024, deposit-taking companies will be merged into the
restricted license bank category, and existing deposit-
taking companies will in principle be given a five-year
transition period to meet the relevant minimum capital
requirements and complete the conversion.

For authorized institutions, bank holding companies,
and related financial groups, it would be advisable at this
stage to begin conducting a gap analysis as early as
possible, with a particular focus on group structure,
governance arrangements at the holding company level,
regulatory communication mechanisms, and the
implications that the three-tier reform may have for
capital planning, licensing status, internal policies, and
external documentation. As the Bill proceeds through
the legislative process, market participants should
gradually shift their focus from policy direction to
implementation details and internal preparedness.
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The State Council of the People’s Republic of China
Published Regulations on Outbound Investment
effective July 1, 2026
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On June 1, 2026, the State Council of the People's
Republic of China published the Regulations on
Outbound Investment (State Council Order No.
837) (the 2026 Regulations), effective from July 1, 2026.

While Hong Kong remains the leading conduit for
Mainland outbound direct investment (ODI), Article 32 of
the 2026 Regulations stipulates that investment by
Chinese investors into the Hong Kong SAR is to be
regulated by the provisions of the 2026 Regulations.
Investment structures routing through Hong Kong
holding companies should be viewed in the context of
the security review and export control regimes, rather
than being assumed to fall outside those regimes.
Importantly, "outbound investment" as referred to in the
2026 Regulations means activities whereby an investor,
by contributing assets or equity interests, or by providing
financing or guarantees, directly or indirectly acquires
ownership, control, operational management rights or
other related interests in enterprises, assets or other
properties located in other countries or regions. In this
context, domestic Chinese entities and foreign invested
entities established in China are treated as "Chinese
investors" under the 2026 Regulations.

Comprehensive supervision

The 2026 Regulations introduce comprehensive life-
cycle supervision of outbound investment, spanning pre-
investment approval and filing, ongoing compliance
obligations and eventual exit, all expressly framed within
China's holistic national security paradigm. Compliance
is not a one-time exercise confined to the point of initial
investment: material changes to an investment, re-
investment of offshore proceeds, and transfers or
disposals of interests can each independently trigger
fresh filing, approval or security review obligations.

Export controls in outbound investments

Article 13 directly integrates the PRC export control
regime into the governance of outbound investment
activities. Chinese investors are prohibited from
exporting, or deploying in connection with outbound
investment, goods, technologies, services or related
data subject to PRC export restrictions. Critically, the
prohibition is not limited to physical exports: it extends
expressly to the cross-border secondment of technical
personnel, the provision of cross-border technical
guidance, and the conduct of cross-border training, each
of which warrants careful scrutiny in the structuring of
technology-intensive investments and operational
arrangements.

National security reviews across outbound investments

Article 15 strengthens the outbound investment security
review framework by extending its application beyond
initial investments to encompass subsequent transfers

and disposals of related assets, rights and equity that
affect, or may affect, China's national security. Exit
strategies, secondary sales of offshore interests and
intra-group reorganisations involving Chinese-invested
offshore vehicles should accordingly be subject to
proactive security review diligence, rather than treated
as falling outside the regulatory perimeter.

Encouraged, restricted and prohibited investment
categories

The existing three-tier classification is retained and will
continue to be updated by the relevant State Council
departments. Prohibited investments include the
unauthorised export of core military technologies and
products, and investments that endanger China's
national interests or national security; companies
making prohibited investments face cessation orders,
asset disposal requirements, confiscation of unlawful
gains and fines of 5% to 10% of the investment amount.

Investigation and countermeasure powers

Articles 23 to 25 provide the Ministry of Commerce and
the State Council with an express statutory basis to
investigate barriers to investment imposed on Chinese
investors abroad and to adopt proportionate
countermeasures in response. Such measures may
include counter-sanction designations, trade and
investment restrictions, and entry bans directed at
foreign states, organisations and individuals whose
conduct causes harm to Chinese investors. The reach of
these provisions extends to organisations effectively
controlled by, or established or operated with the
participation of, the designated foreign persons, creating
potential secondary exposure across corporate
structures including joint ventures and portfolio
companies.

Hong Kong listed issuers with Mainland Chinese
operations, joint  venture partners,  financing
relationships or supply chain dependencies should
consider: (i) conducting export control diligence over
secondment, technical services, training and cross-
border data flow arrangements under existing and
proposed structures; (ii) mapping counterparty and
countermeasure exposure in joint ventures and offtake
and licensing arrangements; (iii) reviewing transaction
documentation to allocate regulatory change,
countermeasure and forced-divestment risk; (iv)
recognising that exits and restructurings involving
Chinese-invested offshore assets may require PRC
security review; and (v) establishing governance
processes to monitor implementing rules and any
designations or countermeasures activated under the
new framework.
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Hong Kong Legislative Council Passes the Inland
Revenue (Amendment) (Automatic Exchange of
Information) Bill 2026 to Enhance the Administrative
Framework for Automatic Exchange of Information
and Strengthen Compliance Obligations

On March 27, 2026, the HKSAR Government gazetted
the Inland Revenue (Amendment) (Automatic Exchange
of Information) Bill 2026, and introduced it into the
Legislative Council for first reading on April 1 of the
same year. Recently, the Legislative Council passed the
bill on June 17, 2026. The amendments (“Amendments”)
aim to enhance the administrative framework for the
automatic exchange of financial account information in
tax matters (AEOI) in Hong Kong. This is a proactive
response to the second round of peer review on Hong
Kong's implementation of the AEOI regime conducted
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by the Organization for Economic Co-operation and
Development (OECD) since 2024. The relevant
amendments will take effect on January 1, 2027.

The current amendments have fully taken into account
the views of professional bodies and the financial sector
collected during the public consultation conducted by the
Government between December 2025 and February
2026. The new regulations will deepen the
implementation effectiveness of the existing Common
Reporting Standard (CRS) across three major
dimensions, namely mandatory registration, record-
keeping, and sanction mechanisms, so as to safeguard
Hong Kong's reputation and favorable rating as an
international financial and trade Centre. The core
regulatory changes should be grasped by all reporting
financial institutions including banks, ftrustees,
custodians, asset management companies and
specified insurance companies, and corporate
management performing transactions through reporting
financial institutions.

I Introducing Mandatory Registration
Requirement __for _Reporting _Financial
Institutions (RFls)

To strengthen the identification and supervision of
reporting financial institutions, the new legislation
comprehensively tightens the registration mechanism.
Previously, financial institutions typically completed the
relevant procedures only upon confirming that they held
reportable accounts. With effect from January 1, 2027,
all reporting financial institutions (RFIs) in Hong Kong,
irrespective of whether they are required to report
information to the Inland Revenue Department (IRD)
(i.e., including institutions making "nil reporting"), are
mandatorily required to register via the AEOI Portal.

e Deadline for existing unregistered entities:
Existing RFlIs that remain unregistered must
register via the AEOI Portal on or before March
31, 2027.

e Newly established or newly qualifying entities:
Where a financial institution becomes an RFI on
or after January 1, 2027, it is required to
complete registration via the AEOI Portal on or
before January 31 of the year following the
calendar year in which the financial institution
first becomes an RFI.

e Exemption from separate registration for
specific structures: The Amendments introduce
exemptions from separate registration for
specific financial structures. For instance, under
the structure of a trustee and its trusts, or an
umbrella fund and its sub-funds, if a reporting
financial institution (such as a trust or a sub-fund)
has already been registered under the account
of another reporting financial institution (such as

the trustee of the trust, or the umbrella fund of
the sub-fund) and its relevant Common
Reporting Standard (CRS) data (including nil
reporting) is reported by the latter, the former
reporting financial institution (such as the trust
or the sub-fund) is not required to register

separately.
1. Enhancing Record-Keeping Requirements
and _Personal _Statutory Liabilities _of
Directors

In order to prevent institutions from attempting to evade
tax audits through change of qualification or dissolution
procedures, the Amendments significantly enhance the
requirements on record-keeping and extends
compliance liabilities beyond the dissolution of a
company:

e Six-year retention period: Even if a reporting
financial institution subsequently ceases to be a
reporting financial institution or has been
dissolved, the institution remains required to
keep sufficient due diligence and account
records for a period of six years from the due
date for submitting the Financial Account
Information Return (BIR80).

o Directors' liability after dissolution: For a
dissolved reporting financial institution, every
person who was a director (or a trustee or
person responsible for management, if there
was no director) of the institution immediately
before its dissolution must personally ensure
that the records of the reporting financial
institution are sufficiently kept until the expiry of
the six-year retention period.

1. Enhancing Sanctions and Introducing an
Administrative Penalty Mechanism

To ensure that penalties are proportionate to the nature
and seriousness of the non-compliant offences and to
increase deterrence, the Amendments introduce
fundamental shifts in the definition of offences and
penalty procedures:

e New offences for non-compliance with
regulations: The Amendments introduce new
offences targeting reporting financial institutions
that, without reasonable excuse, fail to comply
with relevant regulations (including failure to
comply with the aforementioned mandatory
registration requirements, provision of incorrect
or incomplete information, etc.).

e Penalties calculated based on the number of
accounts: For certain specific offences
(including failure to carry out due diligence
procedures, etc.), the amendments introduce a
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mechanism whereby penalties are calculated
based on the number of financial accounts
involved, aiming to substantially increase the
non-compliance costs for large-scale or multi-
account non-compliant entities.

e Introducing an Administrative Penalty
mechanism: To improve the timeliness and
cost-effectiveness of penalty actions, the
Amendments established an alternative penalty
channel outside of traditional criminal
prosecution in court. Where a reporting financial
institution commits certain offences without
reasonable excuse, but has not been criminally
prosecuted based on the same facts, the IRD
may directly impose an administrative penalty
on the reporting financial institution in lieu of
prosecution.

e The specific non-compliant acts and statutory
fine amounts are detailed below:

Offences Target Penalties & | Status
Entities Amounts

Failure to | RFls Liable to a | New

register an fine at level 3 | penalty
account (HK$10,000),
with  IRD and a further
without fine of
reasonable HK$500 for
excuse each day of
continuing
offence after
conviction.
Service Liable to a | New
providers fine at level 3 | penalty
(e.g. fail to | (HK$10,000).
register in
accordance
with the
instruction of
an RFI)
Failure to | RFIs Liable to a | Existing
keep fine at level 3 | penalty -
sufficient (HK$10,000). | unchanged

records for | Dissolved Liable to a | New
a specified | RFls fine at level 3 | penalty
period (Directors, or | (HK$10,000).
without trustees or | The
reasonable | persons who | obligation
excuse were solely falls on
responsible specified
for the | officers.
management,
of RFls
immediately
before
dissolution,
i.e. "specified
officers”)

In conclusion, the introduction of the Amendments
reflects Hong Kong's determination to fully align with
international tax transparency standards and combat

cross-border tax evasion. In the future, the IRD will
possess more timely and direct administrative penalty
instruments, and its regulatory reach will extend to the
personal level of management personnel of dissolved
entities. Relevant stakeholders should seek professional
advice in a timely manner to ensure a smooth transition
into the brand-new compliance framework.
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Information in this update is for general reference only
and should not be relied on as legal advice.
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