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The Hong Kong Government has recently released a consultation paper “Implementation of Crypto-Asset Reporting
Framework (CARF) and Amendments in relation to Common Reporting Standard (CRS) in Hong Kong”, jointly issued
by the Financial Services and the Treasury Bureau (FSTB) and the Inland Revenue Department (IRD). This initiative
underscores Hong Kong’s commitment to global tax compliance and its response to evolving digital asset markets.
The public is invited to provide feedback by 6 February 2026.

CARF provides a mechanism for the reporting and automatic exchange of tax information on crypto-assets by source

jurisdiction’ to the jurisdiction of residence of the crypto-asset users?and their controlling persons on an annual
basis.

As outlined in the consultation paper, Hong Kong aims to commence its first CARF-based information exchanges
with partner jurisdictions in September 2028, and Reporting Crypto-Asset Service Providers (RCASPs) will be
required to collect the information required under CARF starting from 1 January 2027.

CARF introduces comprehensive reporting obligations for RCASPs — defined as any individual or entity that, as a
business, executes exchange transactions involving crypto-assets for or on behalf of customers. This includes any
individual or entity making available a trading platform, centralized and decentralized exchanges, brokers, dealers,
and operators of crypto-asset automated teller machines (ATMs).

RCASPs will be required to:

¢ |dentify users and controlling persons who are tax residents in reportable jurisdictions;

¢ Collect self-certifications and conduct due diligence on the users, taking into consideration of anti-money
laundering (AML) / know your customer (KYC) procedures;

¢ Report detailed transaction data, including but not limited to, full name, gross amounts, number of units, and
fair market value for:
0 Exchanges between crypto-assets and fiat currencies;
0 Exchanges between different crypto-assets;
0 Transfers of crypto-assets (including staking, airdrops, and peer-to-peer transfers).

! The jurisdiction in which tax information on crypto-assets is collected.

2 An individual or entity that is an account holder or a customer of a Reporting Crypto-Asset Service Provider for the purposes of carrying
out transactions.
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Most crypto-assets are within the scope of CARF, except for central bank digital currencies (CBDCs) and low-risk
specified electronic money products (SEMPs), which will be covered under the amended CRS requirements (to be
discussed below).

Mandatory Registration and Compliance Infrastructure

All relevant RCASPs with a reporting nexus to Hong Kong?® must register through a new CARF Portal, irrespective of
whether the RCASP has any CARF information to report. This mirrors similar proposals for reporting financial
institutions (RFIs) under the amended CRS requirements.

An RCASP that does not have any CARF information to reportin a particular year will still be required to file a nil return
and provide explanations for the nil reporting. For RCASPs that have CARF information to be reported, data must be
submitted in XML format, either generated through self-developed systems (subject to IRD’s validation) or via data
preparation tool accessible in the CARF Portal. Encryption using digital certificate (e-Cert) will be required.

Penalty Provisions under the Proposed CARF

To ensure robust compliance with the new reporting obligations, the consultation proposes a graduated penalty
framework for RCASPs. The proposed administrative penalties for failures are summarized as follows:

Offences Proposed penalties

Failure to register an account in the CARF Portal Conviction to a fine at level 3 (HK$10,000) and a further

Failure to file a CARF return fine of HK$500 for each day of continuing offence after
conviction

Failure to comply with the requirements for carrying out | Conviction to a fine at level 3 (HK$10,000) or HK$1,000

due diligence obligations for each crypto-asset user or controlling person

Making an incorrect or incomplete return or providing | involved, whichever is the higher
incorrect orincomplete information or statements
Failure to notify IRD of the discovery of misleading, false
or inaccurate return, information or statements

Failure to comply with any other obligations (e.g. | Conviction to a fine at level 3 (HK$10,000)
notifying IRD of change of contact details in case of
dissolution or termination of business, providing
information required and keeping sufficient records).

Under certain circumstances, particularly intentional omissions, falsification of information, or willful non-
compliance, criminal penalties would apply, including a maximum fine of HK$100,000 and up to three years’
imprisonment. Such penalties could also be applied to service providers engaged or persons employed by an RCASP.
These penalty provisions aim to deter non-compliance while aligning with international enforcement standards, and
reinforcing Hong Kong’s commitment to tax transparency in the rapidly evolving digital asset ecosystem.

As part of its broader effort to strengthen the framework for CRS and align with the requirements of the OECD, the
Hong Kong government also proposed amendments to the existing CRS regime. These modifications are intended to

3 An RCASP would be regarded as having a reporting nexus to Hong Kong if it is:

(a) a tax resident in Hong Kong;

(b) incorporated in and have legal personality or obligations to file tax returns in Hong Kong;
(c) managed from Hong Kong; or

(d) having a regular place of business in Hong Kong.
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address deficiencies noted in the OECD’s peer review, update reporting standards for digital products, and enhance
administrative oversight.

Mandatory Registration and Enhanced Reporting Requirements

A key proposal is the mandatory registration requirement for all RFlsin Hong Kong on the automatic exchange of
information in tax matters (AEOI) Portal for CRS reporting purposes, irrespective of whether RFls have any
information to report to the IRD. The new requirement, which will take effect starting from 1 January 2027, will allow
the IRD to maintain a comprehensive and current registry of reporting entities, thereby enhancing communication,
compliance monitoring, and audit preparedness.

In addition, starting from 1 January 2028, RFIs will be required to report additional information under new CRS
schema requirements, such as:

e Accounttype (e.g. depository account, custodial account, etc);

¢ Indication of joint account and the number of joint account holders;

e Specific roles of controlling persons (e.g., settlor, trustee, beneficiary);

e Indication of ‘new’ or ‘pre-existing’ account;

¢ Whether a valid self-certification is provided.

These enhancements will improve both the accuracy and usability of exchanged information, while also ensuring
that RFls remain compliant with relevant standards.

Expansion to Digital Money and Investment Entities

The consultation also proposes updating the scope of reportable accounts to reflect the evolving financial
landscape:
e CBDCsand SEMPs held in accounts will be treated as depository accounts under CRS, subject to due
diligence and reporting.
e Anew category of excluded account to exempt low-risk digital money products (e.g. SEMP accounts with
average balance below US$10,000 in any consecutive 90-day period) to minimize compliance burdens.

Furthermore, the definition of investment entities will be expanded to include crypto-assets as a category of eligible
investments.

Dual Reporting and Strengthening Enforcement

Notably, the government confirms that dual reporting may apply for certain crypto-asset transactions, e.g. the gross
proceeds from sales or redemptions of relevant crypto-assets.

The government proposes not adopting the CRS optional relief (which would exempt RFls from reporting gross
proceeds if already reported under CARF) as RFIs/RCASPs may use separate IT systems for CARF and CRS. While
there could be overlaps, not adopting the CRS optional relief may reduce implementation complexity and the
administrative burden for RFls which are also RCASPs.

Toreinforce compliance, the CRS amendments also propose:

e Six-yearrecord retention for all due diligence and reporting documentation;

o Responsibility for record keeping even after dissolution of RFIs (assigned to former directors or officers);

e Enhanced penalty provisions in respect of RFIs’ non-compliance (similar to “Penalty Provisions under the
Proposed CARF” above), including administrative fines at level 3 (HK$10,000) and graduated penalty scaled
according to number of days of continuing offence or number of involved financial accounts;

e A maximum fine of HK$100,000 and up to three years’ imprisonment for any intentional misconduct.
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What’s next?

With legislation expected to be introduced into the Legislative Council in early 2026, stakeholders have a critical
window to respond to the consultation by 6 February 2026 and shape the final rules. Key consultation questions
include but limited to:

e Views on mandatory registration for RCASPs and RFls;

e Preference for self-developed software vs. IRD’s data tool;

e Feedback on penalty structure and administrative penalties;

e Opinions on dual reporting under CARF and CRS.

Our observations

The consultation paper demonstrates Hong Kong’s proactive approach to aligning with international tax
transparency standards, especially in light of the rapid development of digital assets. By implementing the CARF
and enhancing the CRS regime, the government is not only meeting its international obligations but also upholding
our standing as a reputable international financial centre.

The introduction of mandatory registration requirements for both RCASPs and RFls represents a transition from a
self-assessment framework to a more robust regulatory oversight regime. This new requirement will align the
approach of most other participating jurisdictions and strengthen the IRD’s capacity to monitor compliance,
conduct targeted reviews, and engage effectively with RCASPs and RFls to achieve overall compliance.

The proposed amendments to penalty provisions have increased significantly, especially for RFls with large
number of account holders. This amendment reflects an enhanced focus on compliance requirements and to
better align with international standards.

We welcome the Hong Kong government's proactive measures and encourage market participants to contribute
to the consultation process. It is also advisable for key stakeholders, particularly RCASPs and RFls, to:
Assess whether they fall within the scope of RCASP or expanded RFI definitions;
Review the registration requirements which may be applicable to RFls in company groups which have not
maintained reportable accounts;
Review and enhance client onboarding and KYC processes for alignment with new due diligence
requirements;
Plan for system upgrades, data collection, and integration with the CARF Portal and new CRS schema
requirements;
Prepare for potential dual reporting obligations under CARF and CRS.

Tax Newsflash is published for the clients and professionals of Deloitte Touche Tohmatsu. The contents are of a general nature
only. Readers are advised to consult their tax advisors before acting on any information contained in this newsletter.
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About Deloitte

Deloitte China provides integrated professional services, with our long-term
commitment to be a leading contributor to China’s reform, opening-up and
economic development. We are a globally connected firm with deep roots locally,
owned by our partners in China. With over 20,000 professionals across 31 Chinese
cities, we provide our clients with a one-stop shop offering world-leading audit, tax
and consulting services.

We serve with integrity, uphold quality and strive to innovate. With our professional
excellence, insight across industries, and intelligent technology solutions, we help
clients and partners from many sectors seize opportunities, tackle challenges and
attain world-class, high-quality development goals.

The Deloitte brand originated in 1845, and its name in Chinese (&%) denotes
integrity, diligence and excellence. Deloitte's global professional network of
member firms now spans more than 150 countries and territories. Through our
mission to make an impact that matters, we help reinforce public trust in capital
markets, enable clients to transform and thrive, empower talents to be future-
ready, and lead the way toward a stronger economy, a more equitable society and
a sustainable world.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its
global network of member firms, and their related entities (collectively, the
“Deloitte organization”). DTTL (also referred to as “Deloitte Global”) and each of its
member firms and related entities are legally separate and independent entities,
which cannot obligate or bind each other in respect of third parties. DTTL and each
DTTL member firm and related entity is liable only for its own acts and omissions,
and not those of each other. DTTL does not provide services to clients. Please see
www.deloitte.com/about to learn more.

Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm
of DTTL. Members of Deloitte Asia Pacific Limited and their related entities, each of
which is a separate and independent legal entity, provide services from more than
100 cities across the region, including Auckland, Bangkok, Beijing, Bengaluru,
Hanoi, Hong Kong, Jakarta, Kuala Lumpur, Manila, Melbourne, Mumbai, New Delhi,
Osaka, Seoul, Shanghai, Singapore, Sydney, Taipei and Tokyo.

This communication contains general information only, and none of DTTL, its
global network of member firms or their related entities is, by means of this
communication, rendering professional advice or services. Before making any
decision or taking any action that may affect your finances or your business, you
should consult a qualified professional adviser.

No representations, warranties or undertakings (express or implied) are given as to
the accuracy or completeness of the information in this communication, and none
of DTTL, its member firms, related entities, employees or agents shall be liable or
responsible for any loss or damage whatsoever arising directly or indirectly in
connection with any person relying on this communication.
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