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China Bans Initial Coin Offerings As Global Oversight Grows 

By Tom Zanki 

Law360, New York (September 5, 2017, 4:52 PM EDT) -- Chinese regulators on Monday banned so-called 
initial coin offerings, marking the strongest regulatory crackdown yet of the novel capital-raising 
method, while Hong Kong officials warned Tuesday that such offerings will be regulated under existing 
securities law when appropriate. 
 
A joint statement issued Monday by seven Chinese government bodies including the People’s Bank of 
China and the China Securities Regulatory Commission describes “toll coin financing” as illegal and states 
that all such financing using virtual currency would “cease immediately.” ICOs have surged in globally 
this year, raising concerns in China and elsewhere about fraud and abuse. 
 
China’s statement further says and that individuals who have already completed token-based financing 
transactions should make arrangements for repatriation. China also banned trading platforms from 
engaging in the exchange of tokens and forbids financial institutions from carrying out business related 
to token-financing transactions, among other things. 
 
The actions by the Chinese government are the most severe among global regulatory bodies in response 
to so-called ICOs, which represent a new way for startups to raise money using digital currency rather 
than issuing conventional stock and bonds and thus fall into a regulatory gray area. 
 
Josh Klayman, who leads Morrison & Foerster LLP's Blockchain and Smart Contracts Group, said while 
she is not privy firsthand to events in China, she noted that the concerns about fraud stated by Chinese 
regulators are not dissimilar from other countries. For that reason, Klayman said the halt announced this 
week could represent a case of “pressing pause” rather than a permanent stop in token-financed 
offerings. 
 
“I would not be surprised to see China later coming out with some guidance on what may be a 
compliant token sale,” Klayman said. 
 
Regulators elsewhere are stepping up oversight as well. Hong Kong officials on Tuesday said they will 
scrutinize token-based financings and will regulate them under existing securities laws if it deems 
appropriate. The Hong Kong Securities and Futures Commission added that parties engaging in a 
regulated activity targeting Hong Kong investors must be licensed by or registered with the SFC 
regardless of where they are based. 
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“We are concerned about an increase in the use of ICOs to raise funds in Hong Kong and elsewhere,” 
Julia Leung, the SFC’s Executive Director of Intermediaries, said in a statement. “Those involved in an 
ICO need to be aware that some ICO structures may be subject to Hong Kong securities laws.” 
 
Initial coin offerings involve the sale of digital tokens to investors using distributed ledger technology, 
also known as the blockchain, which is the same system that powers digital currency bitcoin. ICO 
investors usually receive access to the issuing company’s services and can potentially resell the tokens 
later on a cryptocurrency exchange. 
 
The method of fundraising has exploded over the past year — research firm Smith + Crown estimates 
$900 million was raised through ICOs in the second quarter of 2017, compared with $40 million in the 
first quarter of 2016 — prompting concern among regulators about the lack of oversight. For instance, 
companies that use ICOs to fund expansion of their business don’t provide investors the same 
comprehensive disclosure required of registered securities offerings. 
 
The U.S. Securities and Exchange Commission in July warned market players that the sale of digital 
assets are subject to U.S. securities laws and investor protections regardless of the terminology or 
technology used in such transactions. The SEC said it will determine whether such financings constitute 
the sale of securities, depending on the facts and circumstances. 
 
The SEC report followed a $150 million token sale last year by an organization called the DAO in which a 
hacker soon exploited a flaw in the DAO’s code and stole about one third of investors’ money. The SEC 
concluded that the DAO violated federal securities law by not properly registering its offering, though it 
elected not to pursue enforcement action. 
 
After the SEC’s announcement, Canada and Singapore regulators weighed in with similar statements. 
Korean regulators also unveiled tougher regulations over the weekend on the trade of digital currencies, 
according to reports, followed by China’s announcement on Monday. As ICOs grow, Klayman added that 
the potential for increased regulatory clarity is likely a good thing. 
 
“As more jurisdictions weigh in you are going to have a potentially more sustainable token sale market 
and one where it’s a safer place for investors,” Klayman said. 
 
--Editing by Emily Kokoll. 
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