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The Anti-narcotics Laws

The Dangerous Drugs Ordinance (Cap. 134), Hong Kong’s
main ordinance dealing with narcotics offences, adheres
strictly to the principles laid down in international drug
control conventions. These essentially consist of the
requirements for keeping national drug enforcement agencies
informed of the movements of all consignments of dangerous
drugs across national borders. Where there is evidence of
widespread abuse of a substance in other countries or when
the abuse of a substance in Hong Kong appears to constitute
a public health or social problem, the substance concerned
will be considered for scheduling as a dangerous drug under
the Dangerous Drugs Ordinance. The full sanctions and
controls provided in the ordinance can then be applied with
regard to dealing in, possession, import, export and supply

of the drug.

As regards dangerous drugs intended for legitimate medical
use, a licence is required from the Director of Health for
their import, export, manufacture, possession and supply.
Licensees are subject to periodic inspections to ensure their
compliance with the law, particularly in relation to the

storage and record keeping of all transactions.
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The ordinance covers a wide range of dangerous and
controlled drugs, including opium and its derivatives,
barbitone, cocaine, codeine, cannabis and synthetic drugs
which are likely to be abused. For major offences involving
trafficking in or manufacturing dangerous drugs, the
maximum penalty is life imprisonment and a fine of $5
million. The maximum penalties that can be imposed for
other drug-related offences are also severe. For instance, the
maximum penalty for possessing a dangerous drug is a fine
of $1 million and seven years' imprisonment, for opening
or managing a divan - a fine of $5 million and 15 years
imprisonment, and for cultivating the cannabis plant or the

opium poppy; a fine of $100,000 and 15 years’ imprisonment.

The Pharmacy and Poisons Ordinance (Cap. 138) controls
the medical use of drugs by providing for the licensing of
manufacturers, wholesalers, retailers and import/export
dealers, the regjstration and testing of pharmaceutical products
and the keeping of an up-to-date Poisons List. These facilitate
proper control over psychotropic and other substances,
making them lawfully obtainable only when prescribed by
a medical doctor. The maximum penalty for an offence
under this ordinance is a fine of $100,000 and two years

imprisonment.

The Pharmacy and Poisons Board is responsible for the
enforcement of the provisions of the Pharmacy and Poisons
Ordinance. In practice, the Board acts through the
Department of Health and executive committees established
under the ordinance. Dangerous drugs are subject to the
additional controls provided under the Pharmacy and Poisons
Ordinance by being included in the Poisons List.
Psychotropic and other potent medicinal substances are also
included. All importers and exporters of pharmaceutical
products containing substances included in the Poisons List
are required to hold a Wholesale Poisons Licence issued by

the Pharmacy and Poisons Board.
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The Import and Export (General) Regulations (Cap. 60,
subsidiary legislation) also provide that the import and export
of every consignment of a pharmaceutical product is subject
to licensing requirements. The licensing authority is the
Director-General of Trade and Industry, who normally
consults the Pharmacy and Poisons Board before an
application for an import or export licence is granted. As
an additional safeguard against the illicit trade in psychotropic
substances, the import and export of such substances are
restricted to wholesale dealers employing a registered
pharmacist who is responsible for their receipt, supply, record
keeping and storage. The Customs and Excise Department
is the major enforcement agency under this ordinance, and

is charged with the suppression of illicit imports and exports.

Prior to 1 June 1996, the Acetylating Substances (Control)
Ordinance (Cap. 145) imposed controls on three acetylating
substances, and in particular acetic anhydride, a chemical
essential for the conversion of morphine into heroin — the
main drug of abuse in Hong Kong. The controls over
acetylating substances have contributed in part to the virtual

elimination of heroin refining in Hong Kong.

The Control of Chemicals Ordinance (Cap. 145) came
into operation on 1 June 1996, replacing the Acetylating
Substances (Control) Ordinance (Cap. 145), and extending
controls over 21 additional precursor chemicals that can be
used for the manufacture of narcotics or illicit drugs.
Licensing requirements and other controls are imposed on
these precursor chemicals as set out in international
conventions; severe penalties are provided for their
unauthorized import, export, manufacture, supply or
possession, the maximum penalty for which is a fine of $1
million and imprisonment for 15 years. In June 1999,
amendments to the ordinance were enacted in respect of

potassium permanganate, a precursor for the manufacture
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of cocaine, bringing Hong Kong's law into full compliance
with the requirements of the United Nations. With the
legislative amendments put into operation on 2 October
1999, the control of potassium permanganate has been
greatly tightened, since the export, import, manufacture,
transhipment, removal and storage of this substance all
require licence and authorization from the Customs and
Excise Department, which is the licensing and enforcement

authority under this ordinance.

To fulfil its international obligations under the 1988 United
Nations “Convention against Illicit Traffic in Narcotic Drugs
and Psychotropic Substances”, the Government passed the
Drug Trafficking (Recovery of Proceeds) Ordinance (Cap.
405) and the Organized and Serious Crimes Ordinance
(Cap. 455) which provide for the tracing, freezing,
confiscation and recovery of the proceeds of drug trafficking
and other serious crimes, as well as for action against drug
money laundering. To keep pace with the latest trends, Cap.
455 was amended in 2000 to require money changers and
remittance agents to identify customers and keep transaction
records. Further legislative amendments to strengthen the
confiscation and penalty provisions in the two ordinances
were also introduced into the Legislative Council in the

same year.

Under the law, it is an offence to launder drug money or
deal with property knowing or believing it to represent the
proceeds of drug trafficking. The maximum penalty for
money laundering offences is a fine of $5 million and
imprisonment for 14 years. To allow for investigations into
money laundering or to give consideration to the institution
of proceedings, certain provisions of the Drug Trafficking
(Recovery of Proceeds) Ordinance permit authorized officers

to seize and detain specified property imported into or
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ACAN members watching the
disposal of seized drugs during a
visit to the Kennedy Town
Incineration Plant in December 1983.
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exported from Hong Kong which represents the proceeds

of drug trafficking.

The law also requires any person to report suspicious
transactions which might involve money laundering. A
person commits an offence by failing to do so, and is liable
on conviction to a fine at level five (currently between
$25,001 and $50,000) and imprisonment for three months.
To facilitate the receipt, coordination and analysis of
intelligence derived from such reports, a Joint Financial
Intelligence Unit was set up and is jointly operated by the

Police and the Customs.
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The Enforcement Services

Before the mid-eighties, the drugs consumed locally were
smuggled into Hong Kong by air or by the traditional sea
route from Thailand. With the opening up of mainland
China, the trafficking routes have changed. Now, drugs are
smuggled into Hong Kong mainly by land and sea through
mainland China or by air and sea routes from source
countries. The problems in stopping the illegal entry of
drugs are compounded by Hong Kongs free port status, and
can be illustrated by the arrival in 1999 of 64.56 million
incoming passengers, 128 million tonnes of incoming cargo
by air, land and sea, 87 708 arrival flights, 37 580 incoming
ocean vessels and 115 330 river cargo vessels. Under such
conditions, international cooperation is vital to Hong Kong’s
continued success in stopping the flow of drugs into the
Special Administrative Region (SAR). The realistic objectives
are to make drug trafficking difficult and risky through
vigorous enforcement action, to impose exemplary sentences
on those who are caught and convicted, and to keep street

prices high by achieving drug seizures.

Vigorous law enforcement action is taken by the Hong Kong
Police Force, the Customs and Excise Department, and the
Department of Health to reduce the illegal supply of drugs
and suppress trafficking, in accordance with the relevant
laws, which are kept under regular review to ensure they are

up-to-date and effective.
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The Customs and Excise Officers
arrest two drug dependent persons
in a vacant flat.
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The Hong Kong Police Force adopts a three-tier strategy

against illegal drug activities. At Force level, the Narcotics
Bureau seeks to identify and eliminate syndicates responsible
for the importation and manufacture of dangerous drugs.
At regional level, Special Duty Squads target mid-level
traffickers who supply drugs to street-level dealers. At district
level, other Special Duty Squads aim to interdict street-level
suppliers whilst uniformed branch officers take action against
both users and low-level traffickers; increasing resources have
also been dedicated to the escalating problem of juvenile
involvement in drugs. The overall emphasis of the Force’s
enforcement policy is to identify and prosecute drug
traffickers. Use is made of the Conspiracy Laws whereby
convicted traffickers are used to give evidence against their

syndicate’s hierarchy. In addition, the Narcotics Bureau
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plays an active role in cooperation with their counterparts
overseas in suppressing the supply of drugs through

information exchange and coordinated action.

The Customs and Excise Department also has a strategy for
combating illegal drug activities at all levels. For anti-
narcotics measures against illicit drug imports and exports
at control points, it maintains a high level of vigilance on
travellers and cargoes entering the SAR, with a view to
intercepting any attempt at drug smuggling. The use of risk
assessment techniques in cargo and passenger clearance has
proved to be very successful; drug detector dogs and hi-tech
equipment such as ion-scanners and X-ray machines have
materially assisted in the interception of some significant
seizures of drugs at the control points. There is a dedicated
workforce, the Customs Drug Investigation Bureau, to
investigate inland syndicate drug trafficking activities. It
also coordinates international intelligence exchanges and
cooperation with foreign drug enforcement agencies to

suppress transnational drug crimes.

Apart from drug interdiction, the Drug Trafficking (Recovery
of Proceeds) Ordinance, enacted in 1989, provides
enforcement powers for tracing, restraining, confiscating
and recovering drug proceeds. The ordinance is jointly
enforced by the Customs and Excise Department and the
Hong Kong Police Force and, since its enactment, drug
proceeds amounting to $342 million have been confiscated
to the Government. As at the end of 1999, some $133
million of assets were under restraint, pending confiscation

proceedings.

ACAN IN THE 21ST CENTURY - A CONTINUING CHALLENGE

7 i e 1A SR O SEF % T ) T 0 7 o
By o fEB ST A VB (TR AR A h O AN R
W7 - B\ B AR A R R
o LBEBGE R MEES - 75 B AR
AR A B O R R A4S > REE
PRI o AP (R 28 2R R R B SRR T A
Hid BOOEH > BUE 2 WAE B SR A v A A
B o MR A A R A TN A AR
FO M T B oLt 5 o S A L5
REUERE A TREBIEHER -

—WNUERBK (RE GBRRE) KED K
TTRRFEEEIN  BRAERE N BB - RE
WRE R R4 o S RG] RS T
BT AEHIZR > BURER I IR 1 454342
{8 - ME—IUIUVEFIE - BUFBRAS 741.33
BUERE » ARETRIEERT -

H—JUUNAER A DR - BB Cor 7 — 1A
BRI - DMERE (LB E TG o4k
A ER b E A = A S 5 7 B A i FA
JRTE LA B o A 7 AR M ) - (R4
B OL T LB IR BT H BT -

AR K 4/ SR
REDRREBIPEENS

an °

Drugs found inside benches, leather
horses, bullhorns, rambutan,
chocolates and aeroplane tyre.
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Since June 1996, the Customs and Excise Department has
also maintained a licensing system to control 24 chemicals
under the Control of Chemicals Ordinance, aimed at
curtailing their availability to drug traffickers for the illicit
production of drugs and psychotropic substances. A
Controlled Chemicals Group was formed in the same year

to enforce the system. The system of controls over precursor

chemicals has been recognized internationally as exemplary.

1 Over the years, representatives of the Department have
SRPABHABRTERT - NANE+ - AETBRENAIERR -

Officers of Narcotics Bureau briefing the media on the record seizure of
heroin in Yuen Long in November 1999.

participated in the Advisory Expert Group organized by the

United Nations International Narcotics Control Board and

have contributed expert opinions on precursor control. In
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1999, a United Nations report on precursors praised the
Hong Kong Customs for its efforts in this field, and in
providing timely and comprehensive information on the

exports of controlled chemicals to other countries.

The Government Laboratory plays an
important role in fighting drug abuse. It

offers a comprehensive scientific and analytical
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service for various law enforcement agencies
in the forensic examination of dangerous
drugs and pharmaceutical preparations
controlled under the Dangerous Drugs
Ordinance, the Pharmacy and DPoisons
Ordinance, the Antibiotics Ordinance (Cap.
137), and the Control of Chemicals

Ordinance.

The staff of the Laboratory conduct forensic drug
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examinations, issue analytical reports for presentation as
evidence in courts, provide drug intelligence information

and monthly drug statistics, attend crime scenes involving

the illicit manufacture of drugs, and give lectures to law

enforcement officers.
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IMPACT OF THE ICAC ON DRUG-RELATED CORRUPTION

Before 1974 corruption was widespread in Government
departments, and was concentrated, as far as the law
enforcement services were concerned, on drugs, vice
establishments and gambling activities. Police corruption
in drug trafficking took two basic patterns: one was related
to the syndicates organized by the underworld bosses
themselves, and the other involved syndicates formed by
corrupt members of the Police Force. In the former, corrupt
members of the Force tolerated and kept silent about drug
trafficking after being offered bribes. The latter involved
policemen who organized syndicates and actively solicited

bribes from drug dens in certain localities.

As far as the first pattern is concerned, it is widely accepted
that approximately five to six rival syndicates were running
the narcotics underworld in Hong Kong up to the 1970s,
with occasional changes in their relative strength. They were
highly organized, with international connections, and mainly
controlled import, export, manufacturing, and wholesale
operations. These groups were usually organized on the
basis of regional bonds, and the kinship ties that might exist
among the top leaders. After the Second World War,
Shanghai groups dominated the narcotics underworld in
Hong Kong, but they were soon replaced by Cantonese and
Chiu-Chow syndicates. In the 1970, it appeared that
various Chiu-Chow syndicates had assumed prominence

over the heroin market. In the initial stages of development,

ACAN IN THE 21ST CENTURY - A CONTINUING CHALLENGE

— B AEZH > AR AT R - B
LRI - AR R - [ &
HERIEE - BRAY R HE 5 HEAE
TR BAL G R EE > A K
THRAMATEE - BRAE > ERPNAE
TUCZHERE > TSR E B A R - ERE
o REH N BAMM TR > AR
I 25 R B

T HERZA > BB T M T4 0T
ANARERSEEGE  EFMMANIERR - B4
SRR T ALBRECE S - EAHRPRB S EE LR
AL O RERME - B EEE R
RED > MEEEATRERERA » % KR
KRR > LR T AT 8585155
ELAR e (A5 80 B BT R AK o 3
TEHER > FRTSUTEE b

MAE G R - E00 > W BTA




BREABR—NEMERILE
ME-—HBE -

The first batch of officers
recruited by ICAC in 1974,

RIS A OB AR B AT o (B AT
WA > B K A WL o R ﬁ%?ﬁt
BT o ARGl E R IR (FhlR
:ﬁ il R MEA

BN BBRAARLS
ﬁ%ﬂﬁ%&ﬁﬁmﬁﬂﬁ%
BEAEC R 8 - IR A VB A
R o o A R A E R
HHUEERE  REAAN
R LEEEEREAR
i o

PEl ¥ ST UE OE 3 TN P N S )
BRBERMIOTN B RESMER > MEF
B TEFRORFEBERS 0L - B
BB NBATHR > R SRR 1
S KA BB\ BT B R B B T A

B BOLAR > AR e B 7 — s 4
> REEGRSF At o SIS S A R A
FEE 0T » 1 SR HE R A L IRE
RITERHEBTRBH2ENHERS - A
B T L FIA TR B E
Je g BB IR — 4 SRR A ] A R LN
AWBE - BR R E R R -
R BURRE R FEREE
(FRREL) FHAERRN

ek BOLREAE - SR

FEM ALK E i B B R Rz

(R A RAHHE ) R — S e

AR PR KR W

not all imports or shipments of raw opium were covered by
payments made to the Police, but, to minimize uncertainty,
the payment system was gradually formalized. In most cases,
money was paid on the basis of the number of shipments.
Raw opium was imported from South-East Asia, notably
from the Golden Triangle, both by air and sea. The safest
route was normally by sea: chartered ships carried cargoes
to the high seas adjacent to Hong Kong, and then locally
based boats would collect them. In most cases, the operation
was organized under the cover of legitimate business
organizations, such as restaurants, truck companies, and

recreational centres.

The majority of seizures and arrests were not of large scale
importers, manufacturers, and wholesalers, but of retail
operators. Various syndicates covering retailing operations
were reportedly organized on a territorial basis. Bribes were
usually paid to members of the Police Force monthly with
adjustments related to market demand and the risks of the

policemen involved.

In a speech subsequent to the establishment of the
Independent Commission Against Corruption (ICAC), its
first Commissioner made a conservative estimate that the
annual profits of syndicated corruption had amounted to
$1 billion, a sum greater than the annual profits of the Hong
Kong and Shanghai Banking Corporation from its worldwide
operations at that time. All this was changed when, in 1974,
following a widely reported case of a British Chief
Superintendent in the Police Force who was found to be in
possession of considerable wealth, far in excess of his official
earnings, the Government created the [CAC, as recommended
by a High Court judge (Mr. Justice Alastair Blair-Kerr) after
an official investigation, to be responsible directly to the
Governor, backed up by considerably strengthened anti-

bribery laws, wide powers of investigation and arrest, and
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staffed by a new cadre of officers with clean career

backgrounds.

In the new climate of public opinion created by this major
development in Government policy, the results quickly
became apparent. In 1974 a major drug trafficker, Ng Shek-
ho (nicknamed “Crippled Ho”) who had been operating a
drug trafficking syndicate for many years, was arrested by
the Police Narcotics Bureau and charged with major offences
involving the smuggling of narcotics into Hong Kong, mainly
from Thailand. He was convicted in 1975, and sentenced
to 30 years' imprisonment, the longest sentence ever imposed
by a Hong Kong court at that time; his two principal assistants
were jailed for 25 years each. In 1977, warrants were issued
for the arrest of two brothers, Ma Sik-yu and Ma Sik-chun,
former associates of Ng Shek-ho, who were to be charged
with the importation of 700 tonnes of opium into Hong
Kong between 1968 and 1974. Ma Sik-yu escaped to Taiwan
(which has no extradition arrangements with Hong Kong)
before the warrant could be executed. His brother Ma Sik-
chun was charged in August 1977 but, on being released

on bail by a Magistrate, he, too, was smuggled out of Hong
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Kong to Taiwan. Although Ma Sik-yu died in Taiwan in

1998, the case against his brother remains open.

In 1976, the leader of another major syndicate, Chu Kwan-
kong and his wife, who had sold drugs valued at between
$50 million and $150 million both in Hong Kong and to
Europe, between 1969 and 1974, were arrested and sentenced
by the courts in 1977 to 30 years' imprisonment. Eight
other members of Chu’s syndicate were imprisoned for a

total of 86 years.

In August 1975, the Police Narcotics Bureau and the Customs
and Excise Service arrested Chan Man-chiu, who had headed
a large narcotics syndicate based in the Yau Ma Tei Wholesale
Fruit Market. Chan and leading members of his syndicate
were charged with conspiracy to traffic in dangerous drugs.
Chan was convicted in 1976 and sentenced to 18 years
imprisonment, whilst five of his assistants received prison
sentences of from five to 13 years. During the investigation
of this case, it became known that the Police and Customs
Service officers had received bribes from the drug syndicate,
and the ICAC was informed. By October 1977, 262 serving
or former Government officers had been identified as suspects.
The ringleaders were charged in the courts and were sentenced
to terms of imprisonment of up to 25 years. Many others
were dismissed from the service or given early retirement
under local regulations so as not to disrupt the courts and
the prosecution service with their numbers. This event
marked the virtual end of a notorious system of highly
organized corruption in certain sections of the Police Force.
A number of officers who had been heavily involved in such
practices over many years fled to Taiwan with their ill-gotten
gains. It also saw the beginning of a new era of successful
cooperation by the ICAC with the mainstream of the
Government’s drive against drug trafficking, led by the

Narcotics Bureau of the Police which, being a Headquarters
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unit targeted at major traffickers, had remained free of the

street-level corruption of its divisional colleagues.

In the 1996 report of the United Nations International
Narcotics Control Board in the Chapter headed “Drug
Abuse and the Criminal Justice System”, special attention
was given to this particular area of public affairs, and the
need to provide adequate safeguards against the corruption

or intimidation of public officials and institutions, as follows:

“The enormous sums of money generated by illicit drug
trafficking have given drug traffickers immense economic
power. This has enabled them to subvert public
administration, including the criminal justice system,
by bribing or otherwise corrupting officials or, if that
fails, by attempting to intimidate them through threats
and acts of violence. Police, judicial officers, politicians,
tax authorities, customs officers and other officials are
all threatened in some way. Moreover, legitimate
businesses may become involved in the laundering of
drug trafficking proceeds. Such money may then be
invested again in otherwise legitimate businesses, making
them dependent on illicit sources of funding and
providing them with an unfair competitive advantage
over businesses without such backing. Corruption
undermines the legitimacy of governments and public
confidence in the rule of law, as well as economic and
social institutions. Corruption should be recognized
as a problem before governments introduce counter
measures involving legislation, training and procedural

safeguards.
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A more strategic approach to tackling drug trafficking
is needed to reduce supply more efficiently and to free
the stretched resources of national criminal justice
systems. The aim should be not only to arrest and try
individuals suspected of having committed drug-related
crimes, but also to disrupt the operations of entire drug
trafficking gangs and eventually put them out of business.
This can be done by targeting the organizers of such
criminal groups for investigation and prosecution, by
enhancing international cooperation and by depriving
drug traffickers of the proceeds of their crimes, which
in turn limits their opportunities to reinvest and to
finance corruption. In this way weak and permissive
jurisdictions can be strengthened and safe havens

gradually eliminated.

While many commendable efforts to improve law
enforcement have been made at the national level, the
fact remains that most large-scale drug trafficking
operations are internationally based: the organizers of

a criminal network may be in one country, the producers

Tl BUR E R B A A B Y & TS 1 LS - BIE
BILERBURETE) - B TS MR EAL & A A
HIRRIR o FilAE— FUE D4R O LA > AT
REFAE LRSS - N REAER
BERUROL 25 A SR ALAS - FFAI S T — MR

in a second country, the distributors in a third and the
proceeds of crime may be laundered in a fourth. Thus,
apprehending offenders involved in illicit distribution
only in one country is like cutting off some branches

of a tree but leaving the roots intact.”

Brater - B2 (A B BALBMN R 5 1
FIRAKME > G FHRAFEA
BRHY R BTE) -

In dealing with drug related corruption, the Hong Kong
Government was in the vanguard of administrations,
worldwide, in recognizing the importance of acting decisively
to deal with this major cause of social and economic
disruption, when it created the ICAC in 1974. This was
recognized at a conference celebrating the ICAC’s “Silver
Jubilee” - its first 25 years - in 1999, which was attended by
representatives of 52 countries with similar organizations

and purposes.
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Money laundering is the process whereby criminal proceeds
are manipulated through the financial system to conceal
their source and confuse the money trail, and are then
returned to their owners, legitimized and ready for use. The
process can be broken down into three distinct phases :
“placement” of the “dirty” money in a financial institution
or by purchase of an asset; “layering” to disguise the source
of funds by distributing them among other institutions as

investments; and “integration” into the legitimate financial

and economic systems.

As recently as the early 1980s, an anti-money laundering
framework was lacking in most countries and was totally
absent at the international level. The breakthrough came
in 1988 when the United Nations promulgated the
Convention Against Illicit Traffic in Narcotic Drugs and
Psychotropic Substances (the Vienna Convention) - a major
step in enlisting the global community in a multilateral
initiative against drug trafficking. The Convention requires
signatory governments to criminalize drug related money
laundering, to assert their legal authority to confiscate
criminal profits, and to exclude bank secrecy as grounds for
declining to act against money laundering. The Vienna
Convention has now been ratified by more than 100
governments, including Hong Kong as a Special

Administrative Region of the PRC.
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In 1989, the governments of seven major industrial nations
decided to create the Financial Action Task Force on Money
Laundering (FATF) to harmonize global money laundering
controls by bringing together the policy-making power of
legal, financial and law enforcement experts. Its membership
now includes the major financial-centre countries of Asia,

North America and Europe.

The need to cover all relevant aspects of the fight against
money laundering is reflected in the scope of the FATF Forty
Recommendations - the measures which the FATF has agreed
to implement and which all countries are encouraged to
adopt. The Recommendations, which were originally drawn
up in 1990, were revised in 1996 to take account of the
experience gained over the previous six years and to reflect
changes which had occurred in the global money laundering

scene.

The Forty Recommendations set out the basic framework
for anti-money laundering efforts and are designed to be
of universal application. They cover the criminal justice
system and law enforcement, the financial system and its

regulation, and international cooperation.

It was recognized from the outset that FATF member
countries have diverse legal and financial systems and so all
cannot take identical measures. The Recommendations
therefore represent principles for action, for every country
to implement according to its particular circumstances and
constitutional framework, allowing them a measure of
flexibility rather than prescribing every detail. The measures
are not particularly complex or difficult, provided there is
the political will to act. Nor do they compromise the freedom
to engage in legitimate transactions or threaten economic

development.
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FATF member countries are clearly committed to accepting
the discipline of being subjected to multilateral surveillance
and peer reviews. All member countries have their
implementation of the Forty Recommendations monitored
through a two-pronged approach: an annual self-assessment
exercise and the more detailed mutual evaluation process
under which each member country is subject to an on-site

examination.

Hong Kong Plays its Part

Hong Kong is committed to the fight against money
laundering and has established a comprehensive and effective
mechanism to tackle the problem, which requires
coordination amongst Government departments, banks and
other private organizations as well as with international
bodies. The Narcotics Division is responsible for setting
the overall policy and for coordinating the implementation
of anti-money laundering measures with the Department
of Justice, the Police, the Customs and Excise Department,
and the Financial Services Bureau, as well as with financial
regulators such as the Hong Kong Monetary Authority, the
Securities and Futures Commission, the Office of the
Commissioner of Insurance and the banks and non-bank
financial sectors. The aim is to keep Hong Kong’s anti-
money laundering regime in step with the best practice
worldwide. The Drug Trafficking (Recovery of Proceeds)
Ordinance of 1989, together with the Organized and Serious
Crimes Ordinance, provided a sound legal basis for countering
money laundering. Both ordinances are regularly amended
to keep pace with developments. In 1995, for example, they
were significantly strengthened to make it more difficult for
drug traffickers and other serious crime offenders to launder
or retain their illicit profits, and in 2000, further amendments

were made which require money changers and remittance
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agents to follow anti-money laundering measures such as
customer identification and the keeping of records for
transactions of or over HK$20,000, and enhanced
confiscation provisions and penalties. In November 2000,
the Drug Trafficking and Organized Crimes (Amendment)
Bill 2000 was introduced into the Legislative Council to
further enhance the effectiveness of the anti-money laundering

and confiscation provisions of the two ordinances.

Hong Kong is a member of the FATE and has implemented
almost all the Forty FATF Recommendations either by
legislation or through guidelines issued by the relevant
financial regulators. Hong Kong is also a founding member
of the Asia/Pacific Group on Money Laundering (APG), a
FATE style regional group established in February 1997.

Mutual evaluation is one of the most important exercises
under the FATE In such evaluations, members’ anti-money
laundering regimes are critically and comprehensively
examined by multi-national teams of experts, followed by
close scrutiny and questioning by all member jurisdictions

at FATF Plenary meetings.

Hong Kong was first evaluated by the FATF in 1994. The
Report on the Second Mutual Evaluation, formally adopted
by the FATF Plenary in June 1999, commended Hong
Kong’s progress since 1994, noting, in particular, that all
the deficiencies identified in the 1994 report had been
remedied; its anti-money laundering legislation had been
strengthened, and had included new measures to tighten

controls on money changers and remittance agents.

Hong Kong plays a leading role in the fight against money
laundering worldwide, and the territory’s efforts and

achievements in anti-drug and money laundering are well
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recognized by the international community. Hong Kong
was selected as the President of FATF for 2001/2002 at the
12t Plenary meeting of FATF held in Madrid, Spain in
October 2000. The Commissioner for Narcotics took up
the duty of the FATF President in July 2001 for a year.

Regulatory Control

The Hong Kong Police Force and Customs and Excise
Department, being responsible for enforcing anti-money
laundering legislation in Hong Kong, set up a Joint Financial
Intelligence Unit in 1989 to receive and analyse suspicious
transaction reports. The banking, securities, insurance,
futures and leveraged foreign exchange sectors have also
created their own systems to counter money laundering.
The Hong Kong Monetary Authority, the Office of the
Commissioner of Insurance, and the Securities and Futures
Commission have all issued guidelines on money laundering
to the industries under their respective supervision, requiring
them to observe stipulated standards and procedures in
record-keeping, customer identification and reporting of
suspicious transactions, etc. The guidelines are updated
regularly to keep in step with the latest recommendations

of the FATF and legislative changes.

Hong Kong is strongly committed to combating money
laundering now and in the future. To maintain the
effectiveness of its anti-money laundering regime and to
meet the best international standards, Hong Kong will
continue to cooperate closely with international organizations

and individual governments on both multilateral and bilateral
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Hong Kong delegation
attending FATF Plenary Meeting
held in Paris in February 1999
to discuss the mutual
evaluation report on Hong
Kong.
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fronts to counter money laundering. Countries all over the
world face a formidable task, as indicated in a 1997 Task
Force Report on International Drug Control sponsored by

the US Council on Foreign Relations:

“Effective implementation of these ~anti-money
laundering agreements has thus far eluded the
international community, in part because money
laundering specialists use state-of-the-art methods to
stay well ahead of law enforcement. A second problem
is the huge volume of international financial transactions.
In the United States alone, more than a trillion dollars
move in and out of the financial system daily. Hiding
illicit transfers in that flow is being made easier with
the growing use of on-line encryption devices.
Additionally, there are difficult social, political and legal
challenges inherent in imposing a strict financial reporting
regime on capital flows in democratic societies where
expanding international
trade, economic development
and prosperity are believed
to depend upon the free flow
of global capital. Control
regimes  construed  as
hindering that capital flow
get even less support in
LT countries with traditions of
bank secrecy, whether to
protect non-drug related
flight capital or, as with many
offshore banking havens,
simply as a means of

attracting new money.”
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