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LEGISLATIVE COUNCIL BRIEF 

CROSS-BOUNDARY MOVEMENT OF  
PHYSICAL CURRENCY AND  

BEARER NEGOTIABLE INSTRUMENTS BILL 

INTRODUCTION 

At the meeting of the Executive Council on 14 February 2017, the 
Council ADVISED and the Chief Executive ORDERED that the Cross-
boundary Movement of Physical Currency and Bearer Negotiable 
Instruments Bill (the Bill), at Annex A, should be introduced into the 
Legislative Council (LegCo). 
 
 
JUSTIFICATIONS 

Hong Kong’s Compliance with International Anti-Money Laundering 
(AML) and Counter-Financing of Terrorism (CFT) Standards  

2. The Financial Action Task Force (FATF) is an inter-
governmental body which sets international standards on AML/CFT 
through 40 Recommendations for compliance by member jurisdictions.  
Specifically, Recommendation 32 requires the establishment by statute of a 
system, which may be based on declaration or disclosure1, or a mixed 
system, to detect the physical cross-boundary transportation of currency 

                                                           
1  Under a declaration system, persons physically transporting currency and bearer 

negotiable instruments (CBNIs) above a designated threshold across the boundary 
are required to report to the authority concerned.  Under a disclosure system, persons 
so transporting CBNIs are required to make a report upon request by the authority 
concerned. 
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and bearer negotiable instruments (CBNIs)2 (the R32 System).  If CBNIs 
are suspected to be related to money laundering (ML), terrorist financing 
(TF) or predicate offences, or are falsely declared or disclosed, they should 
be stopped or restrained.  Appropriate and dissuasive sanctions should 
apply to non-compliance with the declaration or disclosure requirements.  
The purpose is to ensure that terrorists and other criminals cannot finance 
their activities or launder their crime proceeds through the physical cross-
boundary transportation of CBNIs.  FATF has made clear that the 
R32 System is not currency control, and should not restrict trade payments 
between countries or jurisdictions for goods and services or the freedom of 
capital movement in any way.  
 
3. Hong Kong is the only FATF member jurisdiction which has yet 
to establish the R32 System.  In fact, this is the only area where Hong Kong 
was still rated as “non-compliant” 3 in the third round of mutual evaluation 
(ME) conducted by FATF in 2008 to assess the compliance of Hong 
Kong’s AML/CFT regime with FATF’s Recommendations.  It is therefore 
important for Hong Kong to accord priority to establishing the System, or 
the absence of which will likely be regarded as a major deficiency on the 
part of Hong Kong in FATF’s fourth round of ME expected to be 
conducted in 2018.  Past experience suggested that such deficiency would 
result in a more intensive follow-up process and enhanced scrutiny by 
FATF, and would adversely affect Hong Kong’s reputation as an 
international financial centre.  

                                                           
2  According to FATF, “currency” refers to banknotes and coins that are in circulation 

as a medium of exchange, and foreign currency which may be brought into a 
jurisdiction.  “Bearer negotiable instruments” include monetary instruments in bearer 
form (e.g. travellers cheques); negotiable instruments (e.g. cheques, promissory notes 
and money orders) that are either in bearer form, endorsed without restriction, made 
out to a fictitious payee, or in a form that the title thereto passes upon delivery; and 
incomplete instruments signed, but with the payee’s name omitted.  Bearer 
negotiable instruments do not include bearer shares and bearer share certificates in 
the context of the subject Bill.  Precious metals and stones are also not included.  

  
3  In the third round of mutual evaluation, FATF normally accorded one of the 

following ratings with respect to each Recommendation – 
 

(a) “Compliant”:  the Recommendation is fully observed with respect to all 
essential criteria; 

(b) “Largely compliant”:  there are only minor shortcomings, with a large majority 
of the essential criteria being fully met; 

(c) “Partially compliant”: substantive action has been taken and some of the 
essential criteria are complied with; and 

(d) “Non-compliant”: there are major shortcomings, with a large majority of the 
essential criteria not being met. 
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Salient Features of the R32 System in Hong Kong 

4. The Security Bureau (SB) carried out a public consultation 
exercise in July to October 2015 on the proposed establishment of the 
R32 System in Hong Kong and its salient features.  The essential proposals, 
as incorporated into the Bill, are set out in paragraphs 7 to 13 below. 
 
Major Principles 

5. In devising the R32 System, reference has been made to the 
following major principles – 
 

(a) the System should meet the international standards recommended 
by FATF, and at the same time take into account domestic 
circumstances; 
 

(b) the System should be effective in enabling the physical 
movement of illicit funds to be detected and the flow of such 
funds to be traced; 

 
(c) the System is not and would not have the effect of currency 

control, and would not affect the legitimate flow of funds across 
boundaries; 

 
(d) the System should facilitate compliance with the reporting 

obligations by members of the public and minimize any 
inconvenience caused to them as a result of compliance; and 

 
(e) the smooth and efficient operation of the existing control points 

should not be compromised. 
 
6. As mentioned in paragraph 2 above, FATF allows flexibility for 
member jurisdictions to adopt a declaration and/or disclosure system that 
best suits their local circumstances.  Based on the major principles outlined 
in paragraph 5 above, Hong Kong’s R32 System will be a mixed system of 
declaration and disclosure building upon relevant existing customs 
clearance systems for passengers and cargoes.  This can render the System 
simple for compliance, minimize confusion to members of the public, and 
enable the adoption of arrangements proved to be effective in handling the 
huge volume of passenger and cargo throughput. 
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Declaration and Disclosure Requirements on Passengers  

7. The Customs and Excise Department (C&ED) has since 
November 2005 implemented the Red and Green Channel System (RGCS)4 
for clearance of arriving passengers at control points.  Under the 
R32 System, C&ED will be the major enforcement agency.  Passengers in 
possession of CBNIs of a total value over HKD120,000 arriving in Hong 
Kong via specified control points will be required to make a written 
declaration to C&ED, using the Red Channel under RGCS.  In line with 
FATF’s guidance, a declaration should include certain personal information 
of the passenger (e.g. name, nationality, Hong Kong identity card or travel 
document number, date and place of birth, and address); the type and value 
of the CBNIs; the place to or from which the CBNIs are brought; and the 
flight number, vehicle number or vessel name concerned.   
 
8. For other passengers arriving in Hong Kong not via specified 
control points5 and passengers about to leave Hong Kong, they will be 
required to disclose, upon the request of C&ED, whether they are in 
possession of CBNIs over HKD120,000, and if so, other details in a written 
declaration as mentioned in paragraph 7 above.  Passengers in transit are 
not covered under the System.   
 
9. If a passenger is a young person under the age of 16 and is 
accompanied by an adult, the declaration or disclosure as mentioned in 
paragraphs 7 and 8 above must be made by the adult on the young person’s 
behalf if the adult knows that the young person is in possession of CBNIs 
of a total value over HKD120,000. 
 

Declaration Requirements on Cargoes 

10. C&ED has already established an electronic infrastructure for 
customs clearance of cargoes carried by different modes of transport.  In 
particular, C&ED has implemented the Road Cargo System since 2010 to 
require the advanced electronic submission of information of cargoes 
imported or exported through land boundary control points.  C&ED has 
                                                           
4  Under RGCS, passengers arriving in Hong Kong with goods to declare (e.g. with 

dutiable goods in excess of the exempted quantities) should use the “Red Channel” 
for making a declaration, while those with nothing to declare should use the “Green 
Channel”. 

 
5  For passengers arriving in Hong Kong not via control points (e.g. arriving on cruise 

vessels at anchorages), the present customs clearance is conducted through C&ED’s 
selection of passengers for examination on board or at the terminals, or upon 
passengers’ own disclosure.    
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also made arrangements with airlines and shipping companies on the 
advanced electronic submission of cargo information for customs clearance.  
On the basis of these existing measures, the R32 System will require an 
advanced electronic declaration to be made to C&ED in respect of CBNIs 
of a total value over HKD120,000 as imported or exported in a cargo 
consignment.  A declaration should include certain basic information of the 
importer or exporter (e.g. name, nationality, Hong Kong identity card or 
travel document number, date and place of birth, and address, if the 
importer or exporter is a natural person; name, Hong Kong business 
registration number if applicable, and business address, if the importer or 
exporter is an entity that is not a natural person); the type and value of the 
CBNIs; the place to or from which the CBNIs are exported or imported; 
and the flight number, vehicle number or vessel name concerned.  Mails, 
cargoes in transit and air transhipment cargoes6 are not covered under the 
System. 
 
The Designated Threshold  

11. FATF recommends that in an R32 System, the designated 
threshold (i.e. the value of CBNIs above which a declaration or disclosure 
is required to be made) should not be higher than USD/EUR15,000.  Under 
the R32 System in Hong Kong, the designated threshold is set at 
HKD120,000, which is roughly equivalent to FATF’s standard.  Compared 
with other FATF member jurisdictions, this threshold is largely comparable 
and is even more relaxed.   
 
Penalty 

12. The R32 System will provide for a procedure for discharging the 
liability of a passenger in breach of a declaration or disclosure requirement, 
upon the payment of HKD2,000.  This procedure will be applicable only to 
first-time offenders not having previously been convicted of ML or TF 
offences 7, and whose CBNIs are not reasonably suspected to be crime 
proceeds or terrorist property.  It is mainly intended to cater for bona fide 
passengers inadvertently failing to observe the declaration or disclosure 

                                                           
6  “Air transhipment cargoes” cover cargoes imported and consigned for export in an 

aircraft and which, during the period between import and export, remain within the 
cargo transhipment area of the Hong Kong International Airport.  These cargoes are 
not intended for import into Hong Kong.  

 
7  These offences are covered in (a) sections 25 and 25A of the Drug Trafficking 

(Recovery of Proceeds) Ordinance (Cap. 405); (b) sections 25 and 25A of the 
Organized and Serious Crimes Ordinance (Cap. 455); and (c) section 14 of the 
United Nations (Anti-Terrorism Measures) Ordinance (Cap. 575).   
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requirements (e.g. a first-time visitor to Hong Kong miscounting his or her 
CBNIs).  All other cases will be subject to criminal prosecution which may 
lead to fines and/or imprisonment.  The maximum penalty is a fine of 
HKD500,000 and two years of imprisonment.  The penalty level is 
considered reasonable and proportional, taking into account the severity of 
the new offences, comparable offences in Hong Kong, and the penalty 
under the R32 Systems of other FATF member jurisdictions.  
 
Enforcement 

13. C&ED as the major enforcement agency of the R32 System will 
be provided with the necessary enforcement powers.  These powers include 
stopping and searching passengers and cross-boundary conveyances; 
examining cargoes; making enquiries and inspecting Hong Kong identity 
cards or travel documents; obtaining passenger information from cross-
boundary conveyance operators; seizing and detaining CBNIs or things 
reasonably suspected to be in connection with a contravention of the 
declaration or disclosure requirements; seizing and detaining CBNIs 
reasonably suspected to be crime proceeds or terrorist property; entering 
and searching premises for evidence of a contravention of the declaration 
or disclosure requirements under a warrant issued by a magistrate; making 
arrests, etc.  
 
 
THE BILL 

14. The main provisions of the Bill are set out below –  
 

(a) Clause 1 provides that the Ordinance will commence on a day to 
be appointed by the Secretary for Security by a notice in the 
Gazette;  
 

(b) Clause 2 defines the terms used in the Bill, including “CBNI”;  
 

(c) Clauses 4 to 6 provide for the requirements for passengers in 
possession of CBNIs of a total value over HKD120,000 arriving 
in or about to leave Hong Kong to make declarations or 
disclosures as required.  The requirements do not apply to 
passengers in transit (Clause 3).  The clauses also set out the 
offences of failure to declare or disclose, and of making a false 
declaration or disclosure; the maximum penalty; and the defences 
to the offences; 
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(d) Clauses 9 and 11 provide for the requirements for making a 
declaration to C&ED through an electronic system in respect of 
CBNIs of a total value over HKD120,000 as imported or 
exported as cargo in a batch (Clause 10 defines what constitutes a 
batch).  The requirements do not apply to cargo in transit, air 
transhipment cargo or mail (Clause 8).  Clause 9 sets out the 
offences of failure to declare, and of making a false declaration; 
the maximum penalty; and defences to the offences; 

 
(e) Clauses 7 and 12 provide for the calculation of the value of 

CBNIs that are not denominated in Hong Kong dollars;  
 
(f) Clauses 13 to 15 provide for the procedure and related 

arrangements for handling offences by passengers who are first-
time offenders not having previously been convicted of ML or 
TF offences, and whose CBNIs are not reasonably suspected to 
be crime proceeds or terrorist property;  

 
(g) Clauses 16 to 25 provide for the necessary powers for authorized 

officers to enforce the Ordinance, including stopping and 
searching passengers and cross-boundary conveyances; 
examining cargo; making enquiries and inspecting Hong Kong 
identity cards or travel documents; obtaining passenger 
information from cross-boundary conveyance operators; seizing 
and detaining CBNIs or things reasonably suspected to be in 
connection with a contravention of the declaration or disclosure 
requirements; seizing and detaining CBNIs reasonably suspected 
to be crime proceeds or terrorist property; entering and searching 
premises for evidence of a contravention of the declaration or 
disclosure requirements under a warrant issued by a magistrate; 
making arrests, etc.  With regard to CBNIs seized on grounds 
that they are reasonably suspected to be crime proceeds or 
terrorist property, Clauses 17 and 18 provide for the procedures 
for their continued detention.  Clauses 26 and 27 provide for the 
disposal of things seized and detained, and for the payment of 
compensation in certain circumstances;  

 
(h) Clauses 28 to 33 provide for miscellaneous matters such as the 

powers for the Commissioner of Customs and Excise to exempt 
persons from the application of the declaration or disclosure 
requirements, to appoint authorized officers to enforce the 
Ordinance, and to delegate the Commissioner’s functions; the 
liability of directors and partners of a body corporate or an 
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unincorporated body; the burden of proof of a defence; the 
protection of authorized officers from personal civil liability; and 
the powers to amend the Schedules; and 
 

(i) the Schedules set out the specified control points (Schedule 1); 
the information to be included in a declaration made by 
passengers and in respect of cargoes (Schedules 2 and 3); the 
value of CBNIs above which a declaration or disclosure is 
required to be made (Schedule 4); the offences by passengers 
who are first-time offenders that may be handled in accordance 
with the procedure under Clause 13 and the amount to be paid to 
discharge the liability (Schedule 5); and the passenger 
information that may be required from a cross-boundary 
conveyance operator (Schedule 6).   

 
 
LEGISLATIVE  TIMETABLE 

15. The legislative timetable will be –  
 

Publication in the Gazette 
 

24 February 2017 

First Reading and commencement of 
Second Reading debate 
 

1 March 2017 

Resumption of Second Reading 
debate, committee stage and Third 
Reading 

to be notified  

 
 
IMPLICATIONS  OF  THE  PROPOSAL 

16. The proposal has economic, financial and civil service 
implications as set out at Annex B.  The proposal is in conformity with the 
Basic Law, including the provisions concerning human rights.  The Bill 
does not contain any express binding effect provision.  It has no 
productivity, environmental, family or gender implications.  The proposal 
has no sustainability implications other than the economic implications set 
out at Annex B.   
 
 
PUBLIC  CONSULTATION 

17. As mentioned in paragraph 4 above, a public consultation 
exercise was conducted in July to October 2015.  SB received 28 written 

B 
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responses, and met with over 40 parties including chambers of commerce, 
the cross-boundary transport and logistics sector, the financial sector, the 
tourism sector, the security escort sector, and dealers in precious metals and 
stones.  Most respondents generally acknowledged the need for Hong Kong 
to introduce the R32 System to complement the AML/CFT efforts, and to 
fulfil Hong Kong’s international obligations.  Many respondents expressed 
support for the affirmation that the R32 System would not be any form of 
currency control, while stressing the need to ensure that the System should 
not affect the freedom of movement, the free flow of capital, and the 
pursuit of the policy of free trade.  Some respondents expressed concerns 
that the System might adversely affect business travellers, tourists, 
jewellery transactions or auctioning involving large amounts of cash, and 
the competitiveness and economic development of Hong Kong.    
 
18. SB briefed the LegCo Panel on Security on 7 July 2015 on the 
framework of the proposed R32 System before commencing the public 
consultation exercise.  SB subsequently briefed the Panel on 7 June 2016 
on the views received in the course of the public consultation exercise and 
the proposed way forward.  Panel Members generally had no in-principle 
objection to the proposals and the introduction of the Bill, while having 
commented on such areas as the coverage of CBNIs; setting an appropriate 
designated threshold and penalty level; providing a grace period at the 
initial stage of enforcement; enhancing publicity; and ensuring the personal 
safety of passengers making declarations or disclosures.  SB responded that 
Panel Members’ comments would be taken into consideration. 
 
 
PUBLICITY 

19. A press release will be issued on 22 February 2017.  An SB 
spokesperson will be available to respond to media and public enquiries.   
 
 
BACKGROUND 

20. FATF is an inter-governmental body established in 1989.  It 
currently comprises 35 member jurisdictions and two regional 
organizations.  Hong Kong has been a member since 1991.  FATF’s 
40 Recommendations are recognized by the International Monetary Fund 
and the World Bank as the international AML/CFT standards.  Hong Kong 
has the obligation to implement FATF’s requirements, and is subject to a 
process of ME by FATF to monitor the progress made by member 
jurisdictions in implementing the requirements. 
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ENQUIRIES 

21. For any enquiries concerning this brief, please contact 
Miss Rosalind Cheung, Principal Assistant Secretary for Security 
(Narcotics)1 at 2867 5676. 
 
 
 
Security Bureau 
22 February 2017 
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Annex B 

 

IMPLICATIONS OF THE PROPOSAL 

 

Economic Implications 

 With the proposed new legislation establishing the R32 System, 
the anti-money laundering and counter-financing of terrorism regime in 
Hong Kong could better align with international standards for upkeeping 
Hong Kong’s status as an international financial centre.  The proposed 
R32 System is not expected to bring a substantial increase in the 
compliance costs for the commercial sector and visitors under the 
proposed declaration and disclosure systems.  Neither should there be any 
major adverse economic implications. 

 

Financial and Civil Service Implications 

2. C&ED will be the major enforcement agency of the R32 System.  
Additional resources have been secured for C&ED for operating the R32 
System.    
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