Financial Health

Managing your credit

Managing credit is important to you. Credit makes life easier by giving you the
flexibility you need. Whether you are taking a vacation, making a purchase, or dealing
with an emergency situation, credit can play an important role in your life. And
managing your credit wisely ensures that you will have credit when you want it.

Maintaining a healthy credit profile over time is important. Because most lenders report
your account activity to credit reference agencies as permitted by the applicable Code
of Practice on Consumer Credit Data, a healthy credit record enhances your total
financial picture and overall credit profile. The next time you apply for a car loan or a
mortgage, you will be glad you did.

Managing your credit effectively leads to more personal choice and greater financial
freedom, but it also comes with a responsibility to make wise choices.

Improving your financial health

Here are some tips for keeping control of your financial affairs and making credit work
for you, not against you.

e Keep a budget. Make sure that you know what is coming in and what is going out.
That way you will avoid nasty surprises.

e Avoid impulse buying. If you have to pay in cold, hard cash, will you be making
this purchase?

e “Shop around” as a matter of habit. Never obtain any form of credit — without
comparing costs and value with other forms of credit available.

e Always read and understand the terms and conditions of the credit facility before
you sign the application.

e Be careful of co-signing a loan or guaranteeing a loan on behalf of others.
Remember that you could end up paying off the loan if the borrower fails to do so.
Ask the borrower what the terms of the loan are, what his income is and generally
satisfy yourself that the borrower has the means to repay the loan. Know the risks
involved so that you can make an informed and sensible decision.

e Use credit with caution. You should assess your repayment ability and avoid over-
borrowing (borrow only if you can repay). Before applying for any loans, do you
have a clear understanding of your financial condition, daily expenses and actual
borrowing needs? Are you using the right type of credit for your purpose? Are you
using a more expensive form of credit than necessary? How many credit cards do
you really need? Are you using them simply because you have them?



Financial planning

If you are thinking about savings for the future, buying a home or retirement, talk to
your banks or visit their websites which provide planning advice and tools. Many of
these websites are linked to the website of the Hong Kong Association of Banks
(www.hkab.org.hk). In addition, you may find similar useful tools and information
from the website of Investor and Financial Education Council at
https://www.ifec.org.hk/web/en/.

Danger Signs

Financial problems, from high credit card debt to default on home mortgage repayment,
are not necessarily the result of poor financial management. Sometimes financial
situations are beyond your control. Regardless of the cause, anxiety about money
problems can impact both your work life and family life.

Very often you may not see the signs of a financial trouble until it is too late. But
personal financial crises do not occur overnight. There are several warning signs that
indicate debt problems may be getting out of control.

For instance, are you:

e Regularly paying only the minimum amount due on your bills?

e Consolidating debts by borrowing from a high-interest lender?

e Finding it impossible to save money or to timely pay your daily expenses from your
savings?

e Borrowing from friends and relatives to cover basic expenses?

If you have answered “yes” to any of these questions, you may be heading towards
serious financial trouble.

Coping with financial difficulties

There is no easy way to get out of debt. Some advertisements promote bankruptcy is
an easy way of freeing yourself of debt. The consequences of bankruptcy however are
far-reaching and should be a last resort to solving financial problems. In reality, many
bankruptcies can be avoided, along with the stigma attached to them. Here are a number
of possible alternatives:

Fix it yourself:

e You may be able to solve your debt problem simply by managing your money a
little more carefully. Look for areas where you can cut back spending, and use that
money to reduce your debt.

e Refinance or restructure your home, car or personal loans to reduce the payments.
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e Consider a part-time job for you or your spouse.
Talk to your lenders:

e You should make the call to your lenders first. Debt problems are easier to solve if
you act early and take advice. Delay piles up problems.

e Where there is genuine financial difficulty, it will be in the lender’s interest, as well
as yours, to find a solution. Lenders may extend your payment period, or if you
owe money to more than one lender, help you co-ordinate with your other lenders
to stop debt collection activities and consolidate or refinance your debt.

Interbank debt relief plan

If you have debts with multiple financial creditors, you may request an interbank debt
relief plan with your financial creditors. They will work together and decide whether a
proposal, with the aim of allowing you a household budget you can live within while
striving to maximise your available financial resources towards the ultimate elimination
of the balances owed, can be reached.

An interbank debt relief plan can help you:

e Renegotiate the monthly repayments and terms of your unsecured debt repayments,
without incurring any fees or charges;

e Combine these repayments and pay them as a single monthly instalment;

e Avoid action from collection agents, wage garnishments, or legal actions;

e Avoid bankruptcy and its inherent problems for debtors such as difficulty in
obtaining credit in the future, travel restrictions, etc.;

e Bank on track towards financial stability; and

e Build a positive future credit track record.

If in need, as a first step, you should initiate contact with one of your major financial
creditors. At the initial meeting with you, the financial creditor will explain to you the
process involved, and what information and documents you will be asked to provide to
the financial creditors with your consent. If an interbank debt relief plan is agreed by
the financial creditors, you will be given time to review and decide whether to accept
the proposal.

“Interbank debt relief plan may work better work you than bankruptcy!”

Bankruptcy

Filing for bankruptcy remains an option you can, and should only, resort to once you
have exhausted all of the above alternatives. Once aware of your bankrupt status, your
creditors will stop their debt collection activities and a trustee in bankruptcy will be



appointed to evaluate your financial position and monitor your financial affairs for so
long as you remain undischarged. However, this option is the least desirable credit-
wise and comes with a cost. One disadvantage is that this may show on your credit
report for a long time. Another disadvantage is that you may have a tough time getting
financing in the future and in particular you may have difficulties in obtaining credit
cards, consumer finance or purchasing a property by way of mortgage finance.

Frequently asked questions about bankruptcy
What should I do to prepare for filing for bankruptcy?

It will be advisable to consult your banks or financial or legal advisers before making a
decision. They can help you to evaluate your financial situation and provide the facts
to assist you in deciding whether bankruptcy is the best choice for you. A few specific
items are worth mentioning:

e If you intend to file for bankruptcy, you should stop using your credit cards. If you
have borrowed money before bankruptcy with the specific intent of discharging the
debt in bankruptcy instead of paying it back, the debt may not be dischargeable. In
certain circumstances, you may be guilty of fraud.

e Don’t transfer your assets to friends, family and business associates to protect the
assets from your creditors. The transfer may be considered fraudulent. If it is, you
may lose both the assets and your right to a bankruptcy discharge. Also, you may
have committed a criminal offence.

e Don’t destroy any business or financial records. You can lose your right to a
bankruptcy discharge as a result and may have committed a criminal offence.

What are the consequences of a bankruptcy order?
The consequences are far-reaching and these include:

e You, as the debtor, are required to disclose to the court all your assets and debts and
turn over all non-exempt assets to the trustee, who then converts it to cash for
distribution to your creditors.

e You may also be required to make contributions out of your personal income for
the benefit of your creditors.

e If you own your home, it may be required to be sold to repay your debts.

e You may have to inform the trustee that you wish to leave Hong Kong and to return
to Hong Kong upon demand by the trustee.

e You must stop using your credit cards, as well as accounts held with banks and
other financial institutions immediately. However, with the permission of the
Provisional Trustee / Trustee, you can open a single account for receiving income.

e You may not obtain credit of HK$100 or more without advising the creditor that
you are an undischarged bankrupt.



e You may be disqualified from holding certain public offices and acting as a
company director without leave of the court.

e You may cease to be eligible for your particular employment.

e Bankruptcy stays on your credit report for 8 years and sometimes longer. As a
result, you may have difficulty in getting credit in the future. Any credit you get
will probably cost you more in terms of interest rates and fees charged.

Will my employer find out about my bankruptcy?

Bankruptcy is a matter of public record. Further, in certain circumstances, you may be
required to disclose to your employers your existing or past bankruptcies in job
applications.

Do I have to disclose all my assets to the court?

Yes. If you knowingly and fraudulently conceal an asset from the court, you have
committed a criminal offence and can be imprisoned by the court. In addition, the court
may suspend your discharge from bankruptcy for a further 4 years.

Am | automatically discharged after 4 years?

Under normal circumstances, discharge from bankruptcy occurs after 4 years. However,
discharge does not come automatically. Creditors may in certain circumstances object
to your discharge and the period of bankruptcy may be extended to 8 years.

Contact information

THE HONG KONG ASSOCIATION OF BANKS

Room 525, Prince’s Building,
Central, Hong Kong

Tel: 2521 1169 Fax: 2868 5035
Email: info@hkab.org.hk

THE DTC ASSOCIATION

Unit 1704, 17/F., Bonham Trade Centre,
50 Bonham Strand East,

Sheung Wan, Hong Kong

Tel: 2526 4079 Fax: 2523 0180
Email: dtca@dtca.org.hk

THE HONG KONG S.A.R. LICENSED MONEY LENFERS ASSOCIATION
LTD.

21/F., Allied Kajima Building,


mailto:info@hkab.org.hk
mailto:dtca@dtca.org.hk

138 Gloucester Road,

Wanchai, Hong Kong

Tel: 2827 8281 Fax: 2827 8292
Email: enquiry@Imla.com.hk

HONG KONG MONETARY AUTHORITY

55/F., Two IFC,

8 Finance Street,

Central, Hong Kong

Tel: 2878 8196 Fax: 2878 8197
Email: publicenquiry@hkma.gov.hk

CONSUMER COUNCIL

22/F., K. Wah Centre,

191 Java Road,
North Point, Hong Kong
Tel: 2856 3113 Fax: 2856 3611

Email: cc@consumer.org.hk

Issued jointly by the Hong Kong Association of Banks, the DTC Association and the
Hong Kong S.A.R. Licensed Money Lenders Association and endorsed by the Hong
Kong Monetary Authority. The Consumer Council endorses the efforts by the industry
to inform consumers of the problems of unsustainable indebtedness and welcomes the
promotion of public awareness of the importance of financial health.
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