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Disclaimer for presentation

This presentation is intended to provide a general overview for information and educational
purposes only and is not a comprehensive treatment of the subject matter. The information is
provided generally without considering specific circumstances and should not be regarded as
a substitute for professional advice. The Investor Education Centre (“IEC”) has not advised
on, passed on the merit of, endorsed or recommended any of the products/services or types of
products/services referred to in this presentation. Readers/Audiences should seek
professional advice if they consider necessary.

The IEC endeavours to ensure that the information contained in this presentation is accurate
as of the date of its presentation, but the information is provided on an "as is" basis and the
IEC does not warrant its accuracy, timeliness, or completeness. The IEC has no obligation to
update this presentation as law and practices change. In no event shall the IEC accept or
assume any liability (including third party liability) nor entertain any claim for any loss or
damage of any kind howsoever caused arising from or in connection with the use of or reliance
upon this presentation (including whether caused by the IEC’s negligence or any error or
omission in information or otherwise).

Examples and case studies provided in this presentation are for educational purposes only. All
background information, characters and situations created for the examples and the case
studies are fictitious.

Copyright for presentations

The Investor Education Centre (“IEC”) is the owner of the copyright and other intellectual
property rights in this presentation. This presentation (in whole or in part) may not be
reproduced or distributed, or used for commercial purposes, without the prior written
permission of the IEC.

Copyright © 2014 Investor Education Centre. All rights reserved.
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What Is consumer credit?

= Akind of credit that someone incurs for the purpose
of purchasing goods or services. This kind of
financing is usually unsecured.

= Consumer credit enables consumers to purchase

goods or services without having the money at the
time of purchase.

Spending
future
money
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Common types of consumer credit in Hong
Kong

= Credit cards ({ZFI£)

= Personal loan (FA A &K
= Bank overdraft (5R17%& 57)




Credit Cards




How credit cards operate?

Instant payment/installment
by credit cards

Cardholders have the (' Card issuers will pay the
responsibilities to pay the retailer on behalf of the

bill before the payment due cardholders several days
date 4 ! after the transaction date )

Card issuers will issue
statement to cardholders after
the clearing date



http://www.youtube.com/watch?v=YIWn-YhOthU&feature=youtu.be

Monthly credit card statement

ABC#7T ABC Bank &5
SA Y p%&
Le

EAFFOA#E STATEMENT OF CREDIT CARD ACCOUNT

%4 Customer Name

FFEHE Cust Add % Account Number XXX XX KX XXXX

! ustomer Address {% 15850 Card Type 0 {5 B4 Credit Limit
HEDXX, XXX

#5HH Statement Date #8455 K Statement Balance

HEDXX XXX.XX
_9 F)H#E K H Payment Due Date 6 IR R # Minimum Payment
H/A/F HEKDXXX.XX
%5 FL I LY 2 53 e
Trans Date Post Date Description of Transaction Amount (HKD)

W% 8% Previous Balance
24 Mar 25 Mar Happy Meal Restaurant XXXXX

wveer [HEEST T B Finance Charge Summary *##+*

il () somenix O vwsen

Type APR% Finance Charge
R4 P13 0R Retail Purchase 34.46% HKDXXX.XX
@ Bl43% % Cash Advance 35.61% HKDXXX.XX
iR fe VR I LEEL BB s ‘ | ,Eiﬁﬁlﬁ LA S ArINELRR
Previous | _ Payment +| Retail | 4| Cash + | Finance | 4 Late + Fee/ = New
Balance & Credit Purchase Advance Charge Charge Adjustment Balance

0 wkrek BEECSH] Rewards Programme ¥+

F45r 884 WAL ER Reward Points Opening Balance

A HEEHURS 47 322 Reward Points Earned Note: The above statement is a sample only. The format of the

A Q7RI 8411 Reward Points Redeemed statements issued by different banks may vary. For any queries
on your credit card statement, please contact the relevant bank.

Source: Hong Kong Monetary Authority
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Credit limit

= The maximum amount approved by bank to a
cardholder for spending with a credit card
= Considerations of banks when approving credit limit
— Background
— Financial status
— Credit record
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Grace period

= Grace period on purchase is the period between the
date of the purchase and the payment due date

= Different card issuers offer different grace periods,
ranging from 52 to 90 days (Source: Consumer
Council, May 2013)
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Annualised percentage rate

* In Hong Kong, banks are required to state their
annualised percentage rate (APR E&EFAF]2%), which is
calculated according to the Code of Banking Practice

* Includes the interest rate and other fees and charges that
expressed as a yearly percentage rate

= Reflects the actual cost of borrowing and is a benchmark
for comparing interest rate and fees for different products
(eg. credit cards, personal loans, etc)

= The more risk financial organisations take, the more
Interest they charge

= A bad credit record may lead to a higher APR
= APRSs for purchase balances: 8.75% to 34.49%
(Source: Consumer Council, May 2013)
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http://www.hkma.gov.hk/media/eng/doc/key-functions/banking-stability/consumer-corner/pe2.pdf

Other fees and charges

Finance charge

— Afinance charge will be levied if you fail to repay the outstanding balance
of retail purchase or cash advances on the payment due date

Late charge

— Late charge will be levied if you fail to make the minimum payment
amount by the due date.

— Should not exceed the minimum payment amount
Other fees

— Other fees may include the over-the-limit fee. It is normally a flat fee
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Minimum payment

= The minimum amount that must be paid to avoid
defaulting on the credit card

= |nterests will be charged immediately on any new
transactions

= Card issuers should disclose generic information on
periodic statements about the amount of time and
total cost involved in paying a balance in full by
making only minimum payments

= Paying only this minimum payment stretches

repayment over many months or years while interest
continues to add up
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Minimum payment - example

Outstanding balance: $20,000

Monthly repayment: Minimum payment: all interest and
fees and charges (including annual
membership fees), plus at least 1% of
outstanding balance or a certain
amount (eg. $50) whichever is higher

APR: 35%

Total amount (principal + interest): $67,536 ($20,000+547,536)

Time required for clearing the 26 years
outstanding balance (assume no new
transaction, annual fee and other

charges):

Source: Hong Kong Monetary Authority
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http://www.youtube.com/watch?v=YIWn-YhOthU&feature=youtu.be

Three types of credit

Retail purchase (B %E)

— Transactions you made to purchase something in a store or
online

— To get grace period on purchase, most card issuers require
you to pay your bill in full every month, or else interest will
be applicable to all your newly purchased items, including
those paid in monthly instalments eg. facial package, gym
membership, insurance, etc.

= Cash Advance ({Z &R G E L)
= Cash instalment ({Z HI& IR G EIR /57 HA)

14
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Cash advance

= Many credit cards let you get cash advance from
ATM or at a bank

= No grace period for interest

= Any money borrowed through an advance will be
added to the balance owed on the card, along with
any applicable interest payments and other finance
charges

= |nterest is generally higher than retail purchase
balances

= APR for cash advance: 20.39% to 37.14%
= Administration fee/ handling fee: 1% to 4%
(Source: Consumer Council, May 2013)
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Credit Card - Cash instalment

= Convert your available credit limit in your credit card
Into instant cash with approved amount

= With low money handling fee

= No/ low interest if you make full repayment of the
balance in credit card account statement on or before
the payment due date of each month

= |f you fail to make full repayment, you will pay a
finance charge on all outstanding balance at the
prevailing interest rate applicable to the credit card
account
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Credit cards as a means of credit

= Convenient

= Useful in an emergency

= Flexible

= Help you track your expenses

= Offer you rewards eg. air miles, cash back on
purchases, discounts on purchases with retall
partners

= Be aware of the interest, fees and charges that may
be incurred
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How to choose a suitable credit card?

= |f you always pay in full each month, look at:
— Annual fee
— Grace period on retail purchases
— Features and benefits of the card offers
= |f you sometimes do not pay in full, focus on:
— The interest rates for the different types of credit
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Personal Loans
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Personal loans

= Give you access to funds for family emergencies,

buying home furnishings and consolidating other
debts

= Unsecured loan

= |nstalment loans (43HIE %K) and revolving loans (1§
IEEEX) are personal loans

20
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Instalment loan

= Successive approval
= Fixed payment amount and period
= Related charges
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Revolving loan

One-time approval

Monthly minimum payment amount
= No fixed payment period

Related charges
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Institutions providing credit

1. Licensed banks (¥FR2EE1T)
= Offer a variety of consumer credit services

= Regulated by the Hong Kong Monetary Authority
("HKMA") under the Banking Ordinance

2. Deposit-taking companies (DTCs #ZFFKAF])

= Qperate as subsidiaries of banks or associated
companies

= Specialise in the consumer finance and securities
businesses and are authorised to accept deposits of
HK$100,000 or more with maturity terms of at least three
months

= Regulated by the Hong Kong Monetary Authority (website:
http://www.hkma.gov.hk)

23

—
(]|
\ J



Institutions providing credit

3. Money lenders (& A)

= Provide loans to people who might not qualify to
borrow from a bank or DTC because of a lack of
collateral, a poor credit score or other reasons

= Must have a valid money lender's licence
= Governed by the Money Lenders Ordinance

= Must also be members of the Licensed Money
Lenders Association of Hong Kong (website:
http://www.Imla.com.hk)

= May charge higher interest rates than banks and
DTCs, make faster approvals and place less
emphasis on the borrower's credit history
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Bank Overdraft
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Bank overdraft

= Qverdraft allows customers to withdraw more money
than the amount actually has in the bank account

= Prevent cheques from being dishonoured

= |nterest rate calculated based on a certain
percentage over the best lending rate

= Related charges
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Personal Credit Record
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Personal credit record

= Credit agencies keep track of your personal
Information about your credit accounts when they
review your loan or credit application

= Your personal information
= Your current credit usage
= Your repayment history

= Public records such as litigation relating to debt
recovery, bankruptcy and winding-up petitions

= Alist of loan providers that have reviewed your report
within the last two years

28
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Credit score

= A number that objectively predicts the likelihood that
you will repay on time at a particular point in time
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Factors affecting credit score

= Repayment history
= Credit history
= Qutstanding debt
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Maintaining a good credit score

= Review your budget and current finances
= Pay all your bills each month on time always

= Check your credit card statements for unauthorised
transactions or other signs of identity theft

= Cancel unused credit cards
= Avoid over-borrowing

= |nform your lender if you have difficulty in repaying
debts
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Consequences of having a bad credit
history

= Banks and other lenders may impose higher interest
rates or decline your loan or credit application

= You may have difficulty in applying for loan or credit
card in the future
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Visit the IEC website www.hkiec.hk
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Thank you
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