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EXECUTIVE SUMMARY

Introduction

Over-indebtedness is an important issue worldwide. For Hong Kong, a local survey on young
working adults showed that over 60% of the respondents had overspent and almost one-third
were in debt.  When things go seriously wrong for either the money lenders or the borrowers,
this can bring about wider social-economic implications.

Both borrowers and money lenders have responsibilities in relation to credit and debt. On
the one hand, borrowers have to make a proper assessment of their ability to repay the loan,
and must provide accurate information to the money lender to assess the suitability of the loan.
They also need to understand that once they sign a loan agreement, they have entered into a
contract which they should honour. On the other hand, money lenders also have serious
responsibilities. These include carrying out a prudent assessment of a borrower’s ability to
repay a loan, offering transparent and fair interest rates and contract terms, abiding by
responsible marketing practices, and managing customer relations with due respect for
consumer rights, such as having systems in place to assist debtors who are in difficulties.

According to the findings of this report, consumers face aggressive marketing practices
coupled with opaque terms and conditions calculated to induce consumers into thinking that
loans are easy and convenient to apply for, with apparently “low" interest rates which borrowers
should be able to repay. Disclosures are either after the fact, or hidden in complex terms in
fine print in contracts (if available) which consumers do not understand or are pressured to
sign in haste. There is little surprise that consumers are ill informed of the true cost of loans
and their obligations.

This report by the Consumer Council (“the Council”) reviews the consumer lending practices
and the current laws and regulations in Hong Kong to gain an insight into the state of the
market especially from the consumers’ perspective. As mentioned, what is revealed is a
worrying picture of inadequate regulation and oversight, questionable practices by some
money lenders and a lack of market transparency. This report sets out a range of
recommendations for consideration by the Government, money lenders and other players in
the money lending market aimed at strengthening the governance of the industry and bringing
better protection to consumers when engaging in these services.

The Fast Growing Market and the Current Regulatory Framework

Hong Kong, being an international finance hub, has an active money lending market.
Economic development with record employment, prolonged period of low interest rates, the
emergence of online lending platforms, together with the aggressive practices of some credit
providers encouraged greater consumer borrowing in the market, as evidenced by a 2.2 fold
increase in the amount of credit card advances and personal loans provided by authorised
institutions (“Als") over the last decade. The number of licensed money lenders also grew by
176% in 10 years, from approximately 779 in 2009 to 2,153 in 2018 (2,260 as of August 2019).

Als are closely regulated and supervised by the Hong Kong Monetary Authority ("HKMA").
They are obliged to comply with both the provisions of the Banking Ordinance and the
recommended practices currently embodied in the HKMA endorsed Code of Banking Practice,
as well as its various circulars and guidelines issued from time to time.



Conversely, the current regulatory regime for money lenders, namely the Money Lenders
Ordinance (Cap. 163) ("MLO") was enacted in 1980, with the original aim to combat the problem
of “loansharking”.  Unlike Als, apart from the licensing and regulation of money lending
transactions, money lenders in Hong Kong are not supervised by any regulators.

Under the MLO, three authorities govern the money lending industry - the Registrar of Money
Lenders (“Registrar”), the Commissioner of Police and the Licensing Court.  The Registrar deals
with applications for money lender licences (new and renewal) and maintains a register of
money lenders for public inspection. The Commissioner of Police scrutinises licence
applications and investigates complaints against money lenders. The Licensing Court hears
and determines applications for money lender licences. Both the Registrar and the
Commissioner of Police may apply to the Licensing Court who has power to make an order
revoking or suspending a licence.

In the years running up to 2016, there were concerns over the use of fraudulent and deceitful
tactics by financial intermediaries (“intermediaries”) causing detriment to consumers who were
prospective borrowers.  Over the same period, the Council also received numerous complaints
about undesirable or deceptive practices used by some money lenders and intermediaries.

In response, the Government implemented a Four-Pronged Approach with enhanced police
enforcement actions, improved public education and publicity activities, strengthened advisory
services, and more stringent licensing conditions to tackle these issues. The MLO, together with
14 licensing conditions, regulate the money lending industry in the following 5 main aspects.

—

) Licensing of money lenders

(

(2)  Supply of information

(3) Interest rates

(4) Restrictions on advertising

(5) Statutory ban on separate fee charging

Although the implementation was effective and the problems relating to intermediaries seem
to have abated, the Council is concerned that with the rapid change in consumers’ borrowing
behaviour and the significant growth in the money lending industry and their questionable
trade practices, there is still the necessity to conduct an in-depth study to shed light on the
state of consumer protection and safeguards in the money lending market and to advocate for
effective measures to foster a fairer and more transparent marketplace.



Consumer Behaviour and Issues on Money Lending

A key study area is to look into the consumer borrowing experience to identify problems
associated with the emerging usage of consumer credit and loans. Over the last year, the
Council analysed its complaint cases, interviewed non-government organisations (“NGOs")
which provide financial advice and debt counselling support services to consumers and met
with debtors and their families, to understand the different issues and concerns regarding
consumer indebtedness and money lending. The review of the statistics by the Official
Receiver's Office (“ORO") and the findings from surveys conducted by the Investor and Financial
Education Council ("IFEC") have also provided useful information on consumer attitudes and
behaviour towards borrowing and debt. In summary, the Council observed that:

Overspending as a habit is a primary cause for bankruptcy and multi-time bankruptcy

The main reasons for consumer borrowing were found to be for “Buying favourite items”,
“Entertainment/leisure” and “Travel”. The issue is serious and critical to Hong Kong's future as
the case interviews and the survey on young working adults showed that over 60% of the
respondents had overspent and almost one-third were in debt. In addition, there is a rising
trend of multi-time bankruptcy. According to the ORO, despite a declining trend in
bankruptcy, the number of multi-time bankruptcy cases increased from 151 in 2013 to 617 in
2018 (a rise of 309%) and the top three causes of multi-time bankruptcy over these years were
“Overspending”, “Lack of gainful employment”, and “Excessive use of credit card facilities".

Poor debt management and inadequate knowledge of credit products and borrowing costs

Despite the majority of consumers repaying loans fairly on time, nearly one-fifth (19%) of the
borrowers had experience of delayed debt repayments and 1% claimed they always delayed
payments. An increasing trend of settling credit card bills with partial or minimum payment
was found, indicating that consumers had inadequate knowledge of credit products, credit
ratings and interest rates, as well as the consequence of not making ends meet.  According to
information from the NGOs interviewed, some borrowers were indebted to multiple money
lenders with one extreme case where a borrower had debts with 120 money lenders. There
were also misconceptions relating to the personal impact of individual voluntary arrangements
and bankruptcies due to the improper marketing tactics practiced by some of the money
lenders.

Inadequate advice on indebtedness

Both the NGOs and case interviewees (debtors and their families) reflected the lack of access
to help and advice for those in financial difficulties, especially regarding the availability of and
access to credit. There were also cases where money lenders bundled the borrowers’
mortgaged properties as collaterals for sub-mortgages without the borrowers’ informed
consent or even knowledge. The borrowers could run the risk of losing their properties should
the money lenders default in their sub-mortgage, which is beyond the borrowers’ control.
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Aggressive marketing to promote ease of borrowing without prudent assessment on
repayment ability resulting in more consumer borrowing at high or even exorbitant interest
rates

Aggressive marketing and technological evolution have substantially increased consumer’s
accessibility to and the choice of money lending services. Nowadays, a loan application and
contract could be done online or even via social media platforms, according to the interview
findings.

However, in the absence of prudent assessment on consumer’s repayment ability, the cost of
easy and convenient money borrowing is always high or even at exorbitant interest rates. To
pay off these high interest debts, the consumer may need to take out other loans that charge
much higher interest rates or have even more unfavourable borrowing terms, all of which
merely intensify the consumer’s problem of indebtedness and over-indebtedness.

Trade Practices of Money Lending

To understand what the practices are and how they affect consumer behaviour and decision-
making, the Council also conducted research in relation to the advertising and marketing tactics
of the money lending market. Meetings and engagement with different trade participants,
including a consumer credit reporting agency (TransUnion), the money lenders association (the
Hong Kong Licensed Money Lenders Association (‘LMLA"), and money lenders (Promise
(Hong Kong) Co., Limited (“Promise”) and United Asia Finance Limited (“UAF")), have revealed
certain obvious gaps that need to be closed through effective regulatory measures:

A gap in responsible lending — misleading and confusing marketing messages and claims

Claims of low interest rates with high reward and simple loan application and approval are
common marketing tactics used to attract the potential loan applicants who are in need of
quick money to offload their financial pressures. Representations such as “no credit report
required”, "0 or low interest” further encourage some chosen targets such as university
graduates, self-employed, part-time employees, housewives and blacklisted, indebted or
bankrupt individuals to borrow which further strain on their repayment ability. Despite the
two interviewed money lenders giving assurances that they applied strict rules for loan
applications, the lending policies of different money lenders were found to vary considerably.
Meetings with NGOs, debtors and families also confirmed that these advertisements and claims

tended to attract those loan applicants of higher credit risk as opined by TransUnion.

Lack of like-for-like interest rate comparisons

The different practices in the calculation of fees or charges, as well as the diverse presentations
of interest rate could bring much confusion to the loan applicants when selecting a money
lender.  Without clear and comparable information, the loan applicant could easily be led into
taking on a loan with higher interest and bear a higher cost of borrowing.



Excessive and misleading advertising

It has long been recognised that excessive advertising can have a deleterious effect on
consumers’ borrowing habits as consumption behaviour can be heavily influenced by
advertisements. In Hong Kong, the majority of businesses are free to use various channels to
promote their goods/services to the general public, with TV, radio, internet,
newspaper/magazine, social media and telemarketing being the advertising media favoured
by money lenders.

These advertisements could give the perception that access to credit is easy, possibly leading
to irresponsible spending. Some advertisements placed by money lenders and Als also
tended to be light-hearted or humorous, distracting viewers from the seriousness and financial
implications of making a loan decision. In addition, the advertisements also give the
perception that entering into a loan would give them high reward and/or low or no interest
rates charged.

Misinformation and poor practices

The transparency and scrutiny of money lenders must be improved as evidenced by the missing
or questionable licence numbers found by the Council when reviewing money lenders’
advertisements. The Council's complaint cases also showed that the over-indebtedness
problems encountered by consumers often arose from misinformation, hidden costs, improper
documentation or other malpractices such as the collection of loan referee information and the
sharing of debtor information without consent.

Disparity in standard and governance

lllegal money lenders, commonly referred to as loan sharks, not only take advantage of
vulnerable consumers but also bring disrepute to legitimate money lenders.  Oversight by an
effective and sector specific regulator and more stringent entry requirements of money lenders
are not available at present. The money lenders interviewed saw the need to strengthen the
standard of the industry with measures such as introducing capital requirement, specifying
minimum qualifications and experience of money lenders as well as enhancing the licensing
mechanism and governance in order to raise the industry standards.

Areas of Concern of the Existing Regulatory Framework in Hong Kong

The Council has conducted research examining the regulatory framework in other
jurisdictions which included Australia, Mainland China, Singapore, Taiwan and the United
Kingdom (“UK") and observed that all these jurisdictions have imposed more stringent
controls over money lenders or credit providers by way of legislations, rules or regulations
and guidances. By reference to these jurisdictions, it is clear that the regulatory
framework under the MLO, enacted 40 years ago with no major reform, has failed to keep
up with both the changing landscape of the money lending business and the trend of
consumer indebtedness and that there is a substantial gap which has to be addressed. In
this regard, the Council has identified nine areas of concern of the existing regulatory
framework in Hong Kong which are as follows:



Lack of a sector specific regulator

In Hong Kong, there is a lack of sector specific regulator in the money lending industry to
identify systemic risks and problems, provide regulatory guidance, timely intervention and
prevention of problems. Comparing with the reviewed jurisdictions, relevant regulators, be
they sector specific or integrated, are in place, being empowered to make binding rules from
time to time when they see fit so that they can strengthen and enhance the supervision of the
industry, carry out timely intervention and bring about effective enforcement where necessary
to protect consumer rights.

Although the Commissioner of Police takes enforcement actions upon receiving complaints, in
most cases, this would be too late to protect consumers as harm has already been inflicted
upon them. Thus the current framework fails to provide sufficient protection for consumers
and supervision of money lenders.

Inadequate vetting on licence applications

Currently, the low threshold for licence application and the inadequate vetting has led to the
quality of the money lenders being vastly inconsistent across the sector. By comparison, most
of the reviewed jurisdictions have clear and detailed guidelines on the fit and proper criteria,
and a requirement that adequate financial resources be in place with some specifying a fixed
capital amount. Despite there being a requirement in the MLO for the Licensing Court to
consider whether the applicant is a fit and proper person to carry on money lending business,
the existing guidelines are brief with no minimum specifications for work experience and
education and do not impose a stringent enough threshold. Furthermore, there are no
provisions for any prior approval for any subsequent changes in directors and management in
the existing MLO.

The inadequate due diligence prior to the grant of licence could also give rise to problems such
as “phoenixing” whereby money lenders whose licences had been previously revoked could
easily continue their businesses under a different name. Vetting of on-going and concluded
investigations and civil judgments and proceedings are also currently lacking.

Inadequate regulation on the conduct of money lenders

The outdated MLO and the licensing conditions resulted in inadequate regulation on the
conduct of money lenders. Apart from the Licensing Court which can impose licensing
conditions on money lenders, neither the Commissioner of Police nor the Registrar has power
to make binding rules to regulate the industry. The pertinent problem of debt collectors is
also not being dealt with.

In contrast to the reviewed jurisdictions, money lenders are required by the relevant regulators
to comply with a wide range of obligations and restrictions when conducting their businesses,
in particular in the areas of pre-contractual disclosure, credit assessment, responsible lending,
consumer credit data sharing, advertising restrictions and regulatory reporting. In addition,
the relevant regulators are also responsible for the supervision of the money lending business
and sales practices.

Vi



Lack of prudent credit assessment

One of the factors leading to over-indebtedness is the fact that money lenders are not obliged
to conduct prudent credit assessment of borrower’s ability to make repayments.

Though blame rightly rests with the consumer who made the borrowing, equally a responsible
money lender should try to make enquiries of the borrower to ensure that a loan is not granted
without a prudent affordability check. Despite there being similar requirements in the LMLA's
Code of Money Lending Practice ("COP"), its voluntary nature and limited membership mean
that in reality, there is no obligation to pay heed to this requirement and the compliance rate
is unknown.

Research reveals that in most of the reviewed jurisdictions, credit assessment of borrowers is
mandatory and money lenders are required to comply with responsible lending conduct
obligations. In some jurisdictions, consumer credit data is often stored in the database of the
third-party agencies which are authorised by the regulatory body. For example, the
Moneylenders Credit Bureau was established by the regulator in Singapore and designated to
be the credit data repository. While they provide data and analytics that help money lenders
make decisions about lending, they would not be involved in the lending decision making
process of the credit providers.

Abuse of referee’s personal data

Notwithstanding the recent tightening of the licensing conditions, referees’ personal data can
still be easily abused since their consent is currently not required for their personal data to be
used for marketing or any other purposes and referees would receive marketing cold calls and
nuisance calls from money lenders from time to time.

High interest cap

The MLO provides for a two-tier interest cap structure set at 48% per annum and 60% per
annum, with interest rates over 60% being illegal and interest rates between 48% to 60%
presumed extortionate, meaning that these loan transactions can be reopened and this fuels
uncertainty.

By comparison, most of the reviewed jurisdictions have a lower interest cap than that in Hong
Kong apart from the UK where there is no interest cap except for the high-cost short-term
loans. The rate of interest that can be charged by money lenders in the studied jurisdictions
are:  48% per annum in Australia; 4% per month in Singapore; 36% per annum in Mainland
China; 20% per annum for unsecured consumer loans and 15% per annum for credit cards and
cash cards in Taiwan.

Given the current market conditions and compared with other jurisdictions, the existing interest
caps in Hong Kong are excessively high.

Excessive and misleading advertising

Under the MLO, there are minimal restrictions on money lenders’ advertisements except that
there is a requirement for a risk warning statement together with the money lenders’ name and
licence number to be displayed in the advertisements.
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By comparison, detailed guidance on the contents of advertisement is found in most of the
reviewed jurisdictions stipulating that there should not be any misleading representations
which create unjustified expectations. For example, in Australia, it is important that the
advertisement gives consumers a realistic impression of the overall costs where an
advertisement refers to interest rates; in Singapore, money lenders can only advertise in
designated places and on their own websites only; in the UK, money lenders are prohibited to
trivialise the seriousness of taking out loans in their advertisements or be disproportionately
light-hearted and whereas in Taiwan, the law specifically states that no marketing targeting
students should be undertaken.

Limited enforcement tools and consumer redress

There are limited enforcement tools and consumer redress under the MLO. Although any
contravention of the MLO and the licensing conditions constitutes an offence, the Registrar and
Police currently have no power to impose sanctions such as imposing a fine, banning an
individual from engaging in the money lender’s business or issuing a remediation order to
compel the money lender to take certain remedial actions, in the absence of a successful
criminal conviction.  This leads to inadequate protection for consumers.

In contrast, in the reviewed jurisdictions, non-compliance or breaches of the regulatory
requirements will attract civil penalties (Australia and the UK), administrative sanctions
(Australia, Taiwan and the UK), disciplinary actions (Australia, Singapore and the UK) and
criminal prosecutions (Australia, Mainland China, Singapore, Taiwan and the UK).

Low market transparency

There is currently a shortage of credit data relating to the industry such as the total amount of
new loans/outstanding loans, arrears, default rate, ratio of secured to unsecured loans and
demographics of borrowers etc. Without this data, policy review could not be effectively
carried out. In addition, there is also a lack of publicly available enforcement statistics and
without this transparency, the public could not monitor the state and effectiveness of
enforcement efforts.

In other jurisdictions, where there is mandatory credit data provision and collection
requirements, this information is available to the money lenders (for credit assessment) and to
relevant authorities to enable them to produce statistics, either for policy review or, where
appropriate, for public information. As for enforcement statistics, these are published in
reports or regular updates by the relevant authorities and available to the public. For example
in Australia, the numbers of civil actions, prosecutions, court enforced undertakings or
negotiated outcomes can be found in the Australian Securities & Investments Commission’s
("ASIC") half yearly enforcement updates. In Singapore, enforcement figures on cases
recorded, number of persons arrested etc. are regularly published by the Singapore Police
Force. In the UK, enforcement statistics of cases opened and closed each year are issued in
the enforcement annual performance report issued by the Financial Conduct Authority (“FCA").

vii



Recommendations and Conclusions

With expansion and technological developments in the financial market and money lending
business, some overseas jurisdictions have already introduced different regulations for the
financial technology (“FinTech”) market to ensure fair markets and to protect consumers from
malpractices. In stark contrast, in Hong Kong, the MLO has been enacted for 40 years with
no major reform.  To empower consumers to make fully informed money borrowing decisions
and to ensure that money lenders practice responsible lending, new regulatory measures with
a series of changes in the money lending industry are necessary.

Based on the findings in this report, the Council puts forward the following four
recommendations:

—

) Strengthen consumer education and the provision of advisory services

(

(2) Amend existing legislation

(3) Establish a new sector specific regulator
(4) Improve market transparency

Strengthen consumer education and the provision of advisory services

As consumer education on responsible borrowing, easy access to loans information and
comparison, and accessible financial advice on debt management could benefit consumers in
the long run, the Council recommends that the Government should play a leading role to
coordinate with NGOs and the industry players to formulate effective strategies and roll out a
platform to deliver timely and practical consumer education, information and advice on debt
management as well as explore alternatives for credit provision to consumers.

Amend existing legislation

Analysis in the report shows that there is a need for the MLO to be updated to impose more
effective regulatory oversight to the money lending market. The Council therefore urges the
Government to conduct a comprehensive review of the MLO with emphasis on the following
areas:

i) Establish a sector specific regulator

The lack of a regulator for money lenders has been identified as the root of the problem for
the sector. As Hong Kong has adopted a sector specific approach in the regulation of the
financial market, the Council recommends that the Government should establish a sector
specific regulator to work towards preventing consumer detriments on an ex-ante basis
through licensing and positive conduct obligations in addition to providing remedies for
dealing with misconduct.



i) Impose a duty to carry out prudent credit assessment

To ensure responsible lending, the Council recommends that the MLO should oblige money
lenders to conduct prudent credit assessments before granting a loan to determine whether
the loan is suitable for the borrower, thereby enhancing consumer protection. Once the duty
has been imposed, the regulator can issue guidelines on how the money lender should
discharge its responsible lending obligations and comply with the requirements under the
legislation.

iii) Adjust the interest cap

There has not been any revision of the interest cap since the MLO was enacted in 1980. Since
then, interest rate has fallen dramatically and the current rates seem grossly disproportionate
to reflect market conditions.  In addition, reference to other jurisdictions shows that a universal
cap rather than a 2-tier system is preferred.

Although 48% is still considered high, the Council proposes that there should be a maximum
universal cap of no higher than 48% per annum in view of the current legislation and reference
to other jurisdictions. The Government should consult the industry as to which is the most
appropriate rate to apply.

iv) Additional requirements on advertising practices

As Als are already subject to restrictions on advertising, in order to maintain parity between
money lenders and Als, measures proposed by the Council have taken these restrictions into
account.

The Council is of the view that restrictions on advertising in the MLO should be introduced to
prohibit misleading content and to ensure that the tone of the advertisements should not be
disproportionately light-hearted, that there should not be implication that credit is available
regardless of the borrower's financial status, nor should the advertisement trivialise the
seriousness of taking out a loan. It is proposed that mandatory guidance notes be
incorporated into regulations requiring a clear and easy to understand warning statement to
be displayed throughout the entire advertisement irrespective of the duration, together with a
clear read out for at least 3 seconds.

In addition, the Council recommends a common approach in relation to the calculation and
presentation of interest rates across credit providers to facilitate consumers to make proper
comparisons between the interest costs of credit/loan products offered by different credit
providers. As consumers are already familiar with the Al's method of calculation and
presentation, i.e. the use of Annualised Percentage Rate (“APR"), the Council proposes that
money lenders should be required to follow suit.



Recommendations for the new sector specific requlator

i) Strengthen the vetting process of licence applications and to raise the bar for entry
requirements and introduce a fit and proper criteria for money lenders

Guidelines set down by the regulator should include:-

e threshold requirements for a fit and proper person, with requisite professional standards
and integrity requirements expected of a money lender; such as minimum requirements
in terms of working experience and education level for the management of the licensee
with no previous criminal records;

e capital requirements;

e extending background checks to the management of the licensee to include on-going or
concluded investigations and civil judgments and proceedings;

e submission of a business plan by the applicant to detail information such as the source of
funds, internal compliance monitoring, loan approval processes, credit assessment, etc.;
and

e approval requirements when there are subsequent changes in directors and management.

i) Lay down regulations/guidelines for prudent credit assessment

In order to promote responsible lending, the Council recommends that the regulator should
make prudent credit assessment mandatory by incorporating this requirement into licensing
conditions. A loan should only be granted if it is likely to be affordable by the borrower. The
extent and scope of such an assessment should be dependent upon and proportionate to the
type of credit and the size of the loan. In addition, the regulator should also issue practical
guidelines on how the above requirements could be interpreted and complied with.

To enable money lenders in Hong Kong to more easily carry out this credit assessment exercise,
the regulator could consider putting in place some guidelines to require mandatory collection
of consumer credit data and for such data to be put into a central data repository which could
then be shared amongst relevant stakeholders. The regulator could further consider as to
whether this collection and sharing should be limited to money lenders or be extended to
include Als.

iii) Introduce best practices and eliminate unscrupulous trade practices through use of
strengthened licensing conditions and introduce regulations

The Council recommends the regulator to consider incorporating LMLA's voluntary COP
into the licensing conditions so that money lenders would be obliged to follow best
practices and existing licencing conditions can be strengthened. Such best practices
could include issues such as information disclosure requirements.
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Alternatively or in addition, regulations should be introduced to address areas of concern
in order to address specific unscrupulous practices such as the unchecked use of debt
collectors, the abuse of referees’ personal data and the sub-mortgage of the borrowers'’
properties in the absence of their knowledge and informed consent.

iv) Enhance enforcement and handle complaints

The Council proposes that the regulator should have power to implement enforcement
actions and be given more enforcement tools such as

e public reprimands;
e  enforcement notices;
e financial penalties on the licensee or their staff;

e imposition of a ban on an individual prohibiting him/her from engaging in money
lending business;

e  remediation orders compelling the money lender to take remedial action; and

e  disciplinary actions against a director, a partner or the management of the money
lender.

In addition, the Council also recommends that a special division should be set up by the
regulator to deal with complaints.

Improve market transparency

For the purpose of policy formulation and review and to assist with the oversight of the
level of indebtedness of the community, the Council is of the view that the regulator should
collect credit statistics and loan profiles from money lenders on a regular basis. These
statistics should include the total amount of new loans, outstanding loans, average tenure,
general demographics of borrowers, arrears and default rates.

For the purpose of fostering good practice by money lenders, the Council also proposes
that enforcement statistics be published regularly in order to enhance regulatory
transparency, such statistics to include but not limited to the number of objections made,
licences revoked/suspended and the reasons for so doing, the number of
warnings/advisory letters issued and the number of complaints received etc.
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The Way Forward

The aim of this report is not to moralise on the rights and wrongs of consumer borrowing.
Given that money lenders have a legitimate role and function in the society, the Council
wants to ensure that they practice responsible lending and that borrowers are being
treated fairly so that the money lending market in Hong Kong can operate in a sustainable
manner.

As discussed, with the development of technology worldwide leading to the rapid
evolvement of the financial market, there are already legislations in place in other
jurisdictions to regulate the FinTech market. In order to keep abreast, the existing
outdated MLO urgently needs revamping. Recognising that over regulation could give
rise to negative impact on the access to credit for some borrowers, the Council advocates
the importance of striking a balance to maintain reasonable access to credit from money
lenders and enhancing consumer protection. It is hoped that the introduction of a sector
specific regulator would lead to better governance of this industry, ensuring fairness
between the money lenders and the borrowers, bringing with it strengthened consumer
protection.

As shown by research, excessive spending in leisure activities is a main reason for
borrowing for the younger generation. Therefore, consumer education on financial
management and prudent access to credit is critical to developing a culture of healthy and
responsible borrowing for Hong Kong.

The above recommendations are made to stimulate discussion among the different
stakeholders in the community so that their views and concerns can be taken into account
to accelerate the development of a sustainable, fair and transparent money lending market.
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1

1.1

Introduction

Background

Being an international finance hub, Hong Kong has an active money lending market with new
players entering the market every year. Broadly speaking, banks and money lenders are the
two major institutional providers of retail credit services, competing for different target
segments in the market.

In the past, only persons who faced difficulties in obtaining bank loans or were in urgent need
of a large sum of money, would borrow from money lenders. The prolonged period of low
interest rates, the emergence of online lending platforms from non-bank money lenders,
together with the aggressive practices of some financial intermediaries (“intermediaries”)
encouraged greater borrowing in the market, as evidenced by the growth of the money lenders
by 176% in 10 years. In particular, the younger generation nowadays would approach money
lenders for credit service, with more and more of them wishing to borrow money to achieve
short-term goals such as holidays and buying favourite items, or paying off credit card debts
which usually carry a higher interest rate of over 30% per annum.  The tightening of prudential
measures in respect of mortgage loans provided by banks' has further increased the demand
for property financing provided by money lenders.

Over the years, there has been a significant increase in the number of licensed money lenders,
from approximately 779 in 2009 to 2,260 in August 20192, There is a dearth of statistics for
this sector but a report quoted that the business receipts of this sector amounted to HK$13.84
billion in 2016, accounting for 0.56% of gross domestic product (“GDP”) and 1.41% of the
financial services market® of which the scope of services included personal loans, residential
mortgage loans and business loans. The scale and nature of money lenders are diverse with
some offering a specific type of money lending service and others offering a mix of offers,
depending on their lending capacity and liquidity and the loans they provide may be secured
or unsecured. At the same time, the Consumer Council (“the Council”) noted from its
complaint statistics and from media reports that the number of incidents related to
unfavourable or even deceptive practices used by some money lenders and their intermediaries
have correspondingly increased; creating an increasing public concern over money lending
related malpractices and consumer indebtedness in Hong Kong.

Insofar as consumer lending is concerned, a major difference between banks and money
lenders is the interest rates offered to borrowers.  The interest rates charged by money lenders
tend to be much higher than banks. It reflects the higher credit risk of the borrowers, who,
for various reasons, usually have difficulties in borrowing money from banks. Another major
difference is that the loan approval process of the money lenders tends to be shorter and
simpler. Hence, it offers quick access to credit for persons who are in urgent need of money.

T Hong Kong Monetary Authority, Press Release ‘Prudential Measures for Property Mortgage Loans’, 19 May 2017
2 Hong Kong Licensed Money Lenders Association, Market Data and Statistics. See https://www.Imla.com.hk/statistical_highlights.aspx
3 Financial Services and the Treasury Bureau, Hong Kong Money Laundering and Terrorist Financing Risk Assessment Report, April
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As banks are already closely regulated by the Hong Kong Monetary Authority (“HKMA")*, and
there is not the similar concern of industry malpractices which needs to be addressed, the
current report will focus on money lenders and their activities and regulation.

1.2 Terms of Reference and Rationale

The current regulatory regime for money lenders in Hong Kong is being governed by the
Money Lenders Ordinance (Cap. 163) (“MLO") enacted in 1980. The original aim of the MLO
was to tackle the then problem of “loansharking” in Hong Kong. Some piecemeal
amendments have been made to the MLO since its original enactment to deal with issues as
they arose over the years.

Against the above background, and with the consumers’ borrowing behaviour and the
landscape of the money lending market having changed dramatically over the past decades,
the Council considers that there is a pressing need to carry out a comprehensive review of the
regulatory regime for money lenders in order to modernise the law to better regulate the
practices of the current industry and to enhance protection of consumers.

In the years running up to 2016, there was increasing public concern that fraudsters who claim
to be intermediaries for money lenders employed different types of deceptive tactics to induce
prospective borrowers to engage them to arrange loans with money lenders. These
intermediaries tended to charge very high fees under different pretexts in the process,
unscrupulously using different means to conceal their relationships with related money lenders
so as to circumvent the statutory ban on separate fee charging under the MLO. In addition
to charging high fees, some dishonest intermediaries would also abscond after receiving the
fee.

In an effort to curb the abovementioned malpractices of intermediaries, the Government of the
Hong Kong Special Administrative Region (“Government”) implemented a four-pronged
approach (“Four-Pronged Approach”) in 2016, which included enhancement of enforcement
by the Police, improvement of public education and publicity, strengthening advisory services
to the public, and the imposition of more stringent licensing conditions on money lenders.
Details of the implementations of the Four-Pronged Approach will be discussed in Chapter 2.

Although there has been positive outcome following on from the above measures, with money
lending-related malpractices having abated, the Council considers that in addition to the
concerns relating to intermediaries, other aspects of the regulatory framework need to be
reviewed and addressed. Furthermore, the increasingly complex developments in the
financial market, the potential risks accompanying such rapid development which are relevant
to consumer borrowing and the problems faced by vulnerable consumers mean that a study
on consumer indebtedness in conjunction with the review of the regulatory regime would be
worthwhile and would help put any recommendations in context.

4 Banks, as authorised institutions (Als), have to comply with the provisions of the Banking Ordinance which, among other things,
require them to maintain adequate liquidity and capital, to submit periodic returns to the HKMA, to adhere to limitations on
exposures to any single customer (or group of customers) or to directors and employees, and to seek approval for the appointment
of directors and chief executives, and for controllers. The HKMA adopts a risk-based supervisory approach based on a policy of
"continuous supervision", through on-site examinations, off-site reviews, prudential meetings, co-operation with external auditors
and sharing information with other supervisors, for purpose of detecting any problems at an early stage.
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The study will therefore focus on the following:

(1) understanding consumers’' borrowing behaviour and experience so as to analyse the
problems associated with the emerging trend of consumer indebtedness;

(2) examining the marketing practices by money lenders so as to identify any undesirable
business tactics affecting consumer interests;

(3) reviewing the current state of regulatory framework of the money lending industry,
research and compare that against regulatory regimes in comparable jurisdictions; and

(4) proposing appropriate recommendations for enhancing consumer protection.

While the Council recognises the legitimate role and function of money lenders in the society
and their business needs of earning a return that can compensate the risks they bear, this
industry should be subject to a regulatory regime that ensures fairness between a money
lender and a borrower.

At the same time, the Council is mindful of the potential undesirable effects that might come
along with over-regulation such as adverse impacts on the access to credit for some borrowers,
leaving them no choice but to borrow from illegal lenders. Above all, the Council sees the
need to strike a balance between maintaining reasonable access to credit from money lenders
and enhancing consumer protection. This is the underlying rationale of the present study.

1.3 Methodology and Structure

For this study, the Council carried out the following work:

(1) Laws and regulations in Hong Kong were benchmarked by conducting research on the
regulatory regimes for money lenders in other jurisdictions including Australia, Mainland
China, Singapore, Taiwan and the United Kingdom ("UK").

(2) An analysis was carried out on the Council's complaint cases to identify local market
practices and consumers’ needs.

(3) In order to leverage the availability of comprehensive information which can provide a
general picture on the use of credit products and the borrowing behaviour of Hong Kong
consumers in recent years, the Council carried out consultations with 3 non-government
organisations (“NGOs") which provide financial advice and debt counselling support
services to consumers, namely Caritas Hong Kong (Caritas Family Crisis Line and
Education Centre); Hong Kong Family Welfare Society (Financial Education Centre); and
Tung Wah Group of Hospitals (Healthy Budgeting Family Debt Counselling Centre).

(4) In-depth interviews were conducted with debtors and their families in order to obtain
their views in respect of the issues in relation to consumer credit indebtedness.

(5) Advertisements of financial institutions were reviewed and assessed to find out if there
were any alleged malpractices or marketing tactics employed to the detriment of
consumer interest.

(6) Engagement meetings with key stakeholders were carried out at the beginning and during
the course of the study for better defining of the scope of the report and improved
understanding of the issues involved. For instance, the Police and the Official Receiver’s
Office ("ORQ") were contacted for their relevant statistics. Meetings and engagement
with trade participants including the Hong Kong Licensed Money Lenders Association
("LMLA"), TransUnion (“TU"), a consumer credit reporting agency), and two major money



lenders in Hong Kong, were also held to collect their views in respect of their concerns
regarding the current money lending industry.

Based on the findings of this study, the Council identified weaknesses of the existing regulatory
regime, made reference to international practices, and recommended measures to modernise
and strengthen the regulations for money lenders.

The remainder of this report is structured as follows:

(i) Chapter 2 analyses the Hong Kong consumer credit situation and the money lending
market, setting out the current regulatory framework for money lenders, examining the
differences between banks and money lenders in consumer lending and highlighting
relevant complaint statistics.

(i)  Chapter 3 explores the consumer borrowing experience with a view to identifying the
problems associated with the emerging usage of consumer credit and loans, through
analysis of complaints, consultations with consumer debt counselling service providers
and in-depth interviews with debtors and their families.

(iliy  Chapter 4 presents the research findings in relation to the advertising and marketing
tactics of financial service providers, and the views of different trade participants in
respect of the perceived problems in the money lending market.

(iv)  Chapter 5 reviews the regulatory regimes for money lenders in Australia, Mainland China,
Singapore, Taiwan and the UK.

(v)  Chapter 6 identifies the problems of the existing regulatory regime for money lenders in
Hong Kong.

(vi)  Chapter 7 provides a number of recommendations to enhance protection for consumers
in the money lending industry in Hong Kong.



2 Market Overview and Current Regulatory Framework

This chapter sets out in detail the consumer credit situation and position the money lending
market by reference to the Hong Kong current economic environment.  This chapter will also
outline the current regulatory framework governing the money lenders.

2.1 The Macro-Economic Environment in Hong Kong

The consumer lending market in Hong Kong has developed rapidly in the last ten years; this
may be reflective of Hong Kong's performance in the macro-economic environment.
Following the 2008 global financial crisis, Hong Kong's GDP grew from HK$1,659 billion in 2009
to HK$2,845 billion in 2018, representing a 71.5% growth. Economic development has been
supported by low inflation hovering around 2.4%, delivering rising prosperity and a record 97%
employment, underpinning robust growth in consumer spending. Private consumption
expenditure increased from HK$1,014 billion in 2009 to HK$1,945 billion in 2018, indicating an
increase of 91.8% over the past decade. Households are in a strong position to borrow, and
median monthly household income has increased from HK$21,000 in 2009 to HK$35,000 in
2018 (Table 1).

Table 1: Key macro-economic indicators of Hong Kong, 2009 - 2018

2009 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018

Gross Domestic Product
e value in HK$ billion 1,659 | 1,776 | 1,934 | 2,037 | 2,138 | 2,260 | 2,398 | 2,490 | 2,663 | 2,845

* year-on-year % 28 | +71 | +89 | +5.3 | +5.0 | +5.7 | +6.1 | +39 | +69 | +6.9
change

Composite Consumer Price

Index

e  year-on-year % +0.5 | +24 | +53 | +41 | +43 | +44 | +30 | +24 | +15 | +24
change

Unemployment
e %rate 53 | 43 | 34| 33 | 34| 33 | 33 | 34 3.1 2.8

Private Consumption

Expenditure

e value in HK$ billion 1,014 11,090 | 1,224 | 1,315 | 1,413 | 1,503 | 1,593 | 1,650 | 1,785 | 1,945

e  year-on-year % 13 | +76 | +123| +74 | +75 | +63 | +6.0 | +3.6 | +82 | +89
change

Median Monthly

Household Income

e value in HK$ thousand | 210 | 21.8 | 235 | 252 | 270 | 285 | 30.0 | 312 | 327 | 350

* year-on-year % -28 | 438 | +78 | +72 | +71 | +56 | +53 | +40 | +48 | +7.0
change

Source: Census and Statistics Department

Interest rates have also been considerably low for a prolonged period of time. From 2009 to
2018, the three-month average of Hong Kong Dollar Interest Settlement Rates remained
around 0.7%, a much lower rate than the 3.45%° rate of 2007, before the 2008 global financial
crisis.  As a result, households could enjoy more affordable debt with less interest payment.

> Census and Statistics Department. See https://www.censtatd.gov.hk/showtablenewexcel jsp?tablelD=123&charsetID=1

5



2.2 Consumer Credit Situation

Generally speaking, consumer credit is a debt that a consumer incurs when purchasing goods
or services with credit cards, lines of credit or loans.

Consumer credit is indispensable to Hong Kong as the population enjoys the services offered
by its well-developed financial market. Amid the low interest and favourable economic
environment mentioned above, the total amount of consumer loans in Hong Kong is increasing
rapidly. According to the HKMA, the largest proportion of the loans borne by households are
mortgage loans®.  These aside, the total amount of credit card advances and personal loans
(loans for other private purposes) provided by authorised institutions (“Als") has been up by
2.2 folds over the last decade, from HK$211.7 billion in 2009 to HK$673.9 billion in 2018.

As for the debt mix, the share of personal loans has also been expanding from 19.9% in 2013
t0 26.6% in 2018, and now accounts for more than a quarter of the total consumer loans offered
by Als in Hong Kong. Conversely, despite a continuous boom in the property market and its
prices, the share of mortgage loans and credit card advances as well, are in a downward trend
(Table 2)7.

Table 2: Share by types of consumer loans of Als in Hong Kong, 2013 - 2018

_ 2013 2014 2015 2016 2017 2018

Mortgage loans 71.8% 70.2% 70.2% 69.7% 67.3% 67.1%
Personal loans 19.9% 21.8% 22.4% 23.1% 26.1% 26.6%
Credit card advances 8.3% 8.0% 7.4% 7.2% 6.6% 6.3%

Source: HKMA

As shown from Figure 1, whilst there has been an 89.8% increase in the credit card advances
from HK$68.5 billion in 2009 to HK$130.0 billion in 2018, the rise in personal loans has been
even more substantial with a 279.8% growth from HK$143.2 billion in 2009 to HK$543.9 billion
in 2018.

It should be noted that apart from Als, licensed money lenders are the other major type of
financial service providers which offer loans and advances in Hong Kong. The actual amount
of credit card advances and personal loans are therefore expected to be higher than those
presented in Figure 1.

At the time of the preparation of this report, the Council contacted the Financial Services and
the Treasury Bureau ("FSTB") and the LMLA for statistics on the amount of loans and advances
offered by all licensed money lenders. The FSTB's response was that the requested statistics
were not available. While the LMLA as an independent industry representative provided
information, it was partial data only. The Council also consulted TU, the sole consumer credit
reporting company in Hong Kong with 140 members covering both Als and some licensed
money lenders®.

& HKMA, Loans and advances for use in Hong Kong by economic sector — Authorised Institutions.
See http://www.hkma.gov.hk/eng/market-data-and-statistics/monthly-statistical-bulletin/table.shtml#section3

7 HKMA has introduced a series of measures for property mortgage loans in view of the keen competition for mortgage business
which has heightened the risk of overheating in the property market.

8 According to its website, TU has approximately 140 member companies. See https://www.transunion.hk/about-us/who-we-are
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Figure 1: Credit card advances and loans for other private purposes by Als, 2009 - 2018
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Source: HKMA Statistical Bulletins, Loans and advances for use in Hong Kong by economic sector

Total credit card balances from TU members stood at HK$131.9 billion in Q12018 (Figure 2), up
by 5.2% year-over-year. Of the 18.9 million open credit card accounts, 7.3% were managed
by licensed money lenders, whereas in terms of balances, licensed money lenders managed
approximately 3.4% of all credit card balances.  For unsecured loans which included instalment
and revolving loans, licensed money lenders managed 32% of all 0.2 million accounts and 22%
of all HK$135.6 billion balances; total instalment loans balance in Q1 2018 stood at HK$103
billion with 3.1% year-over-year growth; and a total revolving loans balance at HK$32 billion
with 6.3% growth (recent update from TU shows in Q1 2019, money lenders shared 27.6% of
unsecured loan balances). Overall, according to TU, the Hong Kong consumer credit
environment is strong with a growth momentum.

Figure 2: Share of Als and licensed money lenders with data based on TU members, Q1 2018

Unsecured loans 3.4% Open credit cards 73%
22%
: 32%
B Money
Lenders
W Als
Balance: $135.6 billion Account: 0.2 million Balance: $131.9 billion Account: 18.9 million
Source: TU



2.3 Money Lending Market

In Hong Kong, there are two main channels for obtaining lawful consumer credit. They are
loans from Als and loans from licensed money lenders. They are subject to different
regulatory frameworks (Table 3).

Als

Hong Kong maintains a three-tier system of deposit-taking institutions, namely, licensed banks®,
restricted licence banks™ and deposit-taking companies™. Under the Banking Ordinance
(Cap. 155), they are collectively known as Als.  As of July 2019, there are 194 Als in Hong Kong'.

Als are supervised by the HKMA. One of the key statutory functions of the HKMA is to
promote and encourage proper standards of conduct and sound and prudent business
practices amongst Als.

In April 2010, the HKMA established a Banking Conduct Department to provide greater focus
toits work in this area.  The guiding principle adopted by the HKMA is that Als are encouraged
to treat their customers fairly.  This is mainly achieved through Als' compliance with both the
recommended practices currently embodied in the Code of Banking Practice issued jointly by
the Hong Kong Association of Banks and the DTC Association and endorsed by the HKMA, and
the various circulars and guidelines issued by the HKMA.

In August 2015, in view of the increasing public concern about malpractices of intermediaries,
the HKMA issued a circular to all Als requiring them to cease the use of intermediaries for the
purpose of sourcing retail consumer financial products or services such as personal loans, tax
loans and credit cards®™.

Money lenders

Money lenders in Hong Kong must obtain a money lender’s licence, which has to be renewed
yearly. The licensing of money lenders and the regulation of money lending transactions are
governed by the MLO and the Money Lenders Regulations (Cap. 163A).

According to the MLO, a money lender is any person whose business is that of making loans
or who advertises or announces himself or holds himself out in any way as carrying on that
business, but do not include those exempted under Schedule 1 of the MLO™. Als are
exempted under Schedule 1.

Only licensed banks may operate current and savings accounts, and accept deposits of any size and maturity from the public and
pay or collect cheques drawn by or paid in by customers.

Restricted licence banks are principally engaged in merchant banking and capital market activities. They may take deposits of any
maturity of HK$500,000 and above.

Deposit-taking companies are mostly owned by, or otherwise associated with, banks. These companies engage in a range of
specialised activities, including consumer finance and securities business. They may take deposits of HK$100,000 or above with
an original term of maturity of at least three months.

HKMA, Monthly Statistical Bulletin.  See https://www.hkma.gov.hk/eng/market-data-and-statistics/monthly-statistical-bulletin/
See https://www.hkma.gov.hk/media/eng/doc/key-information/guidelines-and-circular/2015/20150807e1.pdf

Section 3, MLO shall not apply to an authorised institution within the meaning of the Banking Ordinance (Cap. 155). Other
exempted bodies include co-operative society (Co-operative Societies Ordinance Cap. 33), credit union (Credit Unions Ordinance
Cap. 119), trade union (Trade Unions Ordinance Cap. 332), etc.



Unlike Als, apart from the licensing and regulation of money lending transaction, money
lenders in Hong Kong are not supervised by any government authorities. At present, the
Code of Money Lending Practice (“COP") issued by the LMLA in 2002 and revised in September
2018 is the only code of practice regulating members’ money lending activities. The COP is a
non-statutory code issued on a voluntary basis. Members of LMLA are obliged to observe it
and failure to comply may result in disciplinary action on members. As of August 2019, LMLA
has 42 members® and they represent the key industry players in Hong Kong, the majority of
money lenders are not members of LMLA. In other words, the majority of the money lenders
are not obliged to follow the COP. Moreover, despite the complaints about malpractices of
intermediaries such as unscrupulous intermediaries concealing their relationship with related
money lenders so as to circumvent the statutory ban on separate fee charging under the MLO,
the Council could not find any guidelines issued by LMLA to tackle the problems.

Table 3: Different regulatory frameworks of Als and licensed money lenders

- Authorised Institutions (Als) Licensed Money Lenders

2,260 licensed money lenders in

Number 194 Als in July 2019 August 2019
Regulation Banking Ordinance (Cap.155) Money Lenders Ordinance (Cap.163)
HKMA to grant or refuse
permission to an institution
seeking to operate banking
business or the business of taking
deposits in Hong Kong. A person carrying on business as a
Regulatory Stringent authorisation criteria money lender in Hong Kong must
Requirement | such as: fit and proper person; obtain a money lenders licence and
adequacy of system control, renew it annually

financial resources and
information disclosure; integrity,
prudence and professional
competence, etc.

* Registrar of Money Lenders —
application and endorsement
Hong Kong Monetary Authority & H &

Companies Registry

(HKMA)
Governing e Commissioner of Police -
body investigation and enforcement
*.

Py
¥ ik
gy

* Licensing Court — determination

Consumer credit data

Under the COP, same as with the Als, members of the LMLA are required to take into account
a borrower's ability to repay during the loan approval process. In doing so, the members may

" See https://www.Imla.com.hk/Membership.aspx?id=124



have regard to various factors which include information obtained from credit reference
agencies. However, there are only several privately owned credit reference agencies that
handle consumer and/or commercial credit information in Hong Kong'™.  Among these credit
reference agencies, as mentioned above, only one, namely TU, handles consumer credit
information™.

Growth of money lenders

Over the years, the growth of the consumer credit market has been matched by the
development of non-bank money lenders. At present there are about 2,260 licensed money
lenders in contrast to 194 Als in Hong Kong. For a same period comparison between 2009
and 2018, the number of licensed money lenders increased from 779 in 2009 to 2,153 in 2018,
by over 176%. Whereas, the number of Als in Hong Kong declined 6.5% from 199 in 2009 to
186 in 2018 (Figure 3), despite a 2.2 fold increase in credit card advances and personal loans.

The composition of financial service providers offering loans and advances in Hong Kong has
changed, as the operations of money lending activities in recent years advanced with
development in technology. Certain money lenders’ business models now focus on online
lending without the need to have a brick-and-mortar store. The fast and convenient
borrowing process offered by these money lenders substantially reduces the procedures
required for borrowers to apply for loans and appeals particularly to the younger, more tech-
savvy demographic. The emergence of peer-to-peer lending platforms also offers consumers
a new credit source — individuals vetted by the platforms who have the disposable income can
now also lend money for interest.

Figure 3: Number of Als and licensed money lenders, 2009 - 2018
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Source: HKMA, Companies Registry, LMLA

6 See https://www.hkma.gov.hk/gdbook/eng/c/credit_refer_agency.shtml

7" At the time of preparation of this report, an NGO informed the Council that currently there is a new credit reference system shared
by some money lenders, namely TE Credit Reference System. According to its website, the purpose of the system is to provide
customers with the historical records and related activities of their borrowers, it is claimed that it is complying with the Personal
Data (Privacy) Ordinance (Cap. 486). See https://softmedia.hk/en/te-credit-ref-sys/
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2.4 Regulatory Framework

Government’s Four-Pronged Approach

As mentioned in Chapter 1, in the years running up to 2016, there were concerns over the use
of fraudulent and deceitful tactics used by intermediaries causing detriment to consumers who
were prospective borrowers. Examples of some of the deceptive tactics used are as follows:

(i) impersonating as staff members or representatives of a licensed bank, well-known money
lenders or Government departments, or presenting themselves as a professional service
provider, to reduce the prospective borrowers’ alertness;

(i) making false or misleading offers such as “exceedingly low interest loan” and “no fee for
unsuccessful loan applications” to induce prospective borrowers to engage them for
arranging loans and to sign contracts with them which might contain terms for charging
a high fee under different pretexts;

(iii)  using different excuses to induce prospective borrowers to obtain short-term loans from
money lenders recommended by them for which they would charge a high fee;

(iv)  inducing prospective borrowers to mortgage or re-mortgage their properties as collateral.
Borrowers would then be coerced to settle the high intermediary fees by selling the
properties; and

(v) withholding the loan amount obtained by borrowers by making up different excuses and
then abscond™.

In April 2016, in response to these complaints, the Government implemented the Four-Pronged
Approach and enhanced Police’s enforcement actions against malpractices of such
intermediaries; improved public education and publicity activities™; strengthened advisory
services to the public; and imposed more stringent licensing conditions on all money lender
licences to address the problems.

The more stringent licensing conditions include:

1. requiring all money lenders to undertake due diligence checks before entering into loan
agreement with a borrower to ensure that, where a third party is involved in the process,
that third party is an appointed intermediary of the relevant money lender and does not
charge the borrower any fees;

2. requiring all money lenders to take steps to ensure that when collecting or receiving
personal data from another person, the money lender will not take part in any unlawful
disclosure or use of personal data;

3. requiring all money lenders to explain to their prospective borrowers all the terms of the
repayment in a loan agreement (including interest rate, the amount(s) of repayment, and

'8 | egislative Council Panel on Financial Affairs, Review of the effectiveness of the new regulatory measures to tackle money lending-
relating malpractices, LC Paper No. CB(1)530/17-18(05).
See https://www.legco.gov.hk/yr17-18/english/panels/fa/papers/fa20180205cb1-530-5-e.pdf

¥ lbid. In relation to enhanced public education and publicity, the Council has collaborated with the FSTB in an online publicity
campaign targeting young people as well as featuring articles on the Choice magazine.
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possible consequences for any default in repayment, etc.), and keep written, video or
audio records which show that this requirement has been complied with; and

4. requiring all money lenders to include a risk warning statement in their advertisements,
namely “Warning: You have to repay your loans. Don't pay any intermediaries” ("5
EEIEEIR  BR{EREE/"), to alert the public of the risk of over-borrowing and to remind
them not to pay intermediaries.

By the end of 2017, the Government had completed the review of the effectiveness of the Four-
Pronged Approach. The results were reported to the Legislative Council Panel on Financial
Affairs in February 2018. In the main, it was revealed that the Four-Pronged Approach had
been effective in addressing the unscrupulous practices of intermediaries associated with
money lenders.

In October 2018, two more licensing conditions were added under which a money lender is
required to (i) comply with specific anti-money laundering and counter-terrorist financing
requirements; and (ii) where a referee is involved in a loan application, obtain written consent
signed by the referee confirming his/her agreement to act as a referee for the intending
borrower.

As shown in the table below, the number of complaints against unscrupulous intermediaries
received by the Police has significantly dropped since the implementation of the Four-Pronged
Approach in 2016.

Table 4: Police complaints statistics relating to intermediaries

I 2017 2018

Number of complaints suspected to
have involved unscrupulous 597 144 177
intermediaries

Similarly, as shown in the following table, the number of complaints received by the Council in
respect of the financial services sector has also decreased after implementation of the Four-
Pronged Approach. Although the Council does not maintain information on the number of
complaints received against money lenders, it can be observed that the number of complaints
in relation to personal loans (which covers money lenders, banks and intermediaries) has
significantly decreased since 2016 (Table 5).

Table 5: Consumer Council complaints statistics relating to financial services

_\\\

Personal Loans
Financial Intermediaries 51 37 12 7 7

Total 165 76 49 39 23

Money Lenders Ordinance (Cap. 163) (“MLO")

The current regulatory regime for money lenders in Hong Kong is not complicated. It is
governed by the MLO which was enacted in 1980. The MLO superseded the Money-lenders
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Ordinance 1911 which mainly followed the Money-lenders Act 1900 in the UK?°. ~ As mentioned,
the object of the MLO was to provide a legal framework to tackle the then problem of
‘loansharking’ in Hong Kong. Although there had been some amendments to the MLO over
the years, the licensing system remains largely unchanged. By contrast, consumers’ borrowing
behaviour and the money lending market landscape have changed enormously over the past
decades.

Under the MLO, there are three authorities governing the money lending industry in Hong
Kong, namely the Registrar of Money Lenders (“Registrar”), the Commissioner of Police and the
Licensing Court. The MLO empowers the Registrar?!, whose role is presently performed by
the Registrar of Companies, to process new and renewal applications for money lender licences,
to endorse licences and maintain a register of money lenders for public inspection®. The
Commissioner of Police scrutinises licence applications?® and investigates complaints against
money lenders. The Licensing Court, which is presided by a magistrate alone, hears and
determines applications for money lender licences?*. Both the Registrar and the
Commissioner of Police may apply to the Licensing Court who may make an order revoking or
suspending a licence®.

With the more stringent licensing conditions implemented in 2016 and 2018, the MLO regulates
the money lending industry in the following 5 main aspects. Any person who commits an
offence under the MLO shall be liable to a fine up to HK$100,000 and imprisonment up to 2
years. The licence held by that person may be revoked and he/she may be disqualified from
holding a licence for up to 5 years?®.

(1) Licensing of Money Lenders

To carry on business as a money lender, a person must apply to the Registrar for a licence. A
person who carries on business as a money lender without a licence, at any place other than
the premises specified in his licence, or contravening the conditions of his licence commits an
offence?’.

When submitting an application to the Registrar, the applicant must at the same time send a
copy of the application to the Commissioner of Police, who may carry out an investigation to
determine whether there are grounds for objection. For the purpose of investigation, the
Police may require the applicant to provide further information and documents. The Police
will assess the application based on the information and documents provided by the applicant,
the track record and overall circumstances on a case-by-case basis.

As explained above, applications for and renewal of money lenders’ licences are subject to
approval by the Licensing Court. The Licensing Court has the authority to grant licences and
impose conditions, if necessary. Where the Police or the Registrar objects to the application,
the Licensing Court will not grant a licence unless it is satisfied, inter alia, that the applicant is
a fit-and-proper person to carry on a money-lending business and that the grant of such

20 Introduction of the MLO

21

22

23

24

25

26

27

Section 4 of the MLO
Section 6 of the MLO
Section 9 of the MLO
Section 10 of the MLO
Section 14 of the MLO
Section 32 of the MLO
Section 29 of the MLO
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licence is not contrary to public interest.

Below is a summary of the statistics obtained from the Police on money lenders licence
applications, objections and revocations from 2012 to 2018 (Table 6). The figures reveal that
during the said period, the Licensing Court refused to grant/renew 8 money lenders licences
due to the objection raised by the Police and revoked 1 licence upon application by the Police.

Table 6: Statistics on money lenders licence applications, objections and revocations

_ 2012 PAVIE] 2014 2015 2016 2017 2018

Total no. of applications 1124 1,313 1,570 1,928 2,152 2,379 2,601
a. New licence 190 252 337 453 344 362 421
b. Renewal of licence 817 941 1,091 1,280 1,519 1,694 1,889
c. Endorsement of

change/addition of 7 120 142 195 289 323 291

business address
No. of applications
dismissed by Licensing
Court upon objection
raised by Police
No. of licences revoked by
Licensing Court upon 0 0 1 0 0 0 0
application by Police

Source: The Police

(2) Supply of Information

The main provisions contained in Part Ill of the MLO relate to the supply of information by
money lenders.

Under Section 18 of the MLO, no agreement for the repayment of money shall be enforceable
unless a memorandum or note conforming with the stipulated requirements is made in writing
by the money lender and signed personally by the borrower before the money is lent. The
memorandum or note should contain all the terms of the loan agreement and, in particular,
should set out the contact information of the money lender, the borrower and the surety; the
dates and places of the making of the agreement and the loan; the amount of the principal;
the terms of repayment; and the rate of interest charged. A failure to comply with Section 18
constitutes an offence under the MLO.

Pursuant to Section 20, a surety will also be entitled to a copy of the note or memorandum, a
copy of the security instrument and a statement showing the total sum payable under the loan
agreement and the various amounts comprised in that total sum with their due dates. A
failure to comply with Section 20 constitutes an offence under the MLO.

Pursuant to Section 19, upon a written demand made by the borrower, the money lender is
obliged to supply him with a statement showing the latest status of the loan.

Licensing Condition 5 stipulates that before entering into any agreement for loan, the money
lender must give explanation to the intending borrower of all the terms of the agreement, in
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particular the terms in relation to repayment, namely, (a) the interest rate expressed as a rate
per cent per annum and the total amount of interest payable under the agreement; (b) amounts
of repayments, periodically and in total, under the agreement; (c) the possible consequences
for any default in repayment. The money lender must also keep written or video or audio
records which show that he has complied with the requirements under this condition.

(3) Interest Rates

Part IV of the MLO prohibits excessive interest rates. The MLO provides a two-tier structure
to prohibit the charging of excessive interest. The interest rate cap has remained unchanged
at 60% per annum since the enactment of the MLO in 1980.  In gist, any interest rate exceeding
60% per annum is strictly prohibited?® and any person charging an effective interest rate higher
than 60% per annum commits an offence and is liable to a fine up to HK$5 million and
imprisonment up to 10 years®®. If the interest rate exceeds 48% per annum, the loan
transaction shall be presumed to be extortionate, and the Court may reopen the transaction
so as to do justice between the parties®®. However, the Court may declare that such
transaction is not extortionate, having regard to all the relevant circumstances of the case and
that the interest rate stands.

(4) Restrictions on Advertisements

The restrictions focus on the contents of the advertisements issued or published by money
lenders. Currently, there are no restrictions on other aspects such as the advertising media,
number, location and frequency of the advertisements nor is there stipulation that
advertisements must not be misleading.

Section 26 of the MLO stipulates that the money lender's name must be shown in the
advertisement in such manner as to be not less conspicuous than any other name; the money
lender’s licence number must be clearly shown; and where the terms of interest is indicated,
the interest proposed to be charged must be shown as a rate per cent per annum and in such
manner as to be not less conspicuous than any other matter mentioned.

Licensing Condition 8 requires that the Chinese version of advertisement must clearly show the
Chinese characters "J (& AR EBSREE" immediately followed by the number of the money
lender’s licence. Licensing Condition 9 stipulates that the advertisement must contain (i) the
money lender’s telephone hotline for complaints; and (ii) a risk warning statement, namely
“Warning: You have to repay your loans. Don't pay any intermediaries” ("85 EEFEE -
BK{EEEEFR "), in the same language as that of the advertisement. Contravention of the
statutory provision and/or licensing conditions amounts to an offence under the MLO.

In November 2016, the Registrar issued the Guidelines on Additional Licensing Conditions of
Money Lenders Licence ("CR Guidelines”), with guidance notes annexed, which provided
practical guidance on how the risk warning statement should be displayed or broadcast®’.  For
instance, for audio advertisements with no visual display (e.g. radio broadcast), the warning

2 Section 24 of the MLO
2 Section 24 of the MLO
30 Section 25 of the MLO

31

CR Guidelines (November 2016), Annex 4 — Guidance for meeting the requirements on the display/broadcast of risk warning
statement for different types of advertisements
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statement should be audibly and clearly read out in a voice-over at the end of each broadcast
and in the same pace as other contents of the advertisement.  For audio-visual advertisements
(e.g. television advertisement), the warning statement should appear either in an independent
screenshot for at least 3 seconds together with a clear read-out or at the bottom of the screen
throughout the entire advertisement in the prescribed size and colour together with a clear
read-out in the same pace as other contents of the advertisement. As for printed
advertisements, the warning statement should be not less than 50% of the font size, in the
same font type and colour as the other contents of the advertisement that bear the largest font
size. These guidance notes are only meant to provide guidance on how the licensing
conditions should be fulfilled and are not compulsory in nature.

(5) Statutory Ban on Separate Fee Charging

Section 27 of the MLO prohibits the following:-

i) Any agreement for payment of costs, charges or expenses (other than stamp duties or
similar duties) to the money lender;

i) The charging, recovering or receipt of any costs, charges or expenses (other than stamp
duties or similar duties) by a money lender or his partner, employer, employee, principal
or agent or any person acting for or in collusion with any money lender; and

iii)  Any demand or receipt of remuneration or reward by a money lender or his partner,
employer, employee, principal or agent or any person acting for or in collusion with any
money lender.

Under Licensing Condition 4, a money lender should not knowingly allow or permit any person,
whether the money lender, or his partner, employer, employee, principal or agent or any
person acting for him or any appointed third party, to charge, recover, demand or receive any
fees, charges, reward or consideration, however named, from any borrower or intending
borrower for or in relation to the procuring, negotiation, obtaining or application of a loan or
guaranteeing or securing the repayment of a loan. Licensing Condition 2 specifically requires
that where an appointed third party is involved, the money lender shall not grant any loan to
an intending borrower unless, inter alia, the appointed third party has confirmed in writing that
(a) he did not and will not charge, recover, demand or receive any fees, charges, reward or
consideration, however named, from the intending borrower for or in relation to the procuring,
negotiation, obtaining or application of the loan; and (b) he has not otherwise agreed with the
intending borrower for any payment to any other party.

Contravention of items (ii) or (iii) or the licensing conditions above constitutes an offence under
the MLO32.  Separately, any money or money's worth received in contravention of Section 27
may be recovered by the borrower or may be set off against the amount actually lent33,

Risk-based supervisory measures are adopted by the Registrar to monitor money lenders’
compliance with the MLO and the licensing conditions®*.  Further, the Registrar conducts

32 Section 29(10) of the MLO
3 Section 27(4) of the MLO
3 See https://www.info.gov.hk/gia/general/201906/19/P2019061800628p.htm
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ongoing site inspections and warning letters will be issued to money lenders for rectification
of non-compliance. As revealed in a paper for discussion in May 2019 by the Legislative
Council Panel on Financial Affairs®, regular liaison meetings were held between the Police and
the Registrar to exchange information and intelligence on their respective enforcement efforts.
In addition, a joint operation by the Police and the Registrar was conducted to tackle money
lending-related malpractices collaboratively.

As can be seen above, whilst the outcome of the Four-Pronged Approach is generally positive,
and the situation in relation to the malpractices of the financial intermediaries has abated for
now, there are other aspects in respect of the existing regulatory framework of money lenders
which cannot be ignored. These areas of concern will be elaborated upon in Chapter 6. A
review of the regulatory framework for money lenders in other jurisdictions will be carried out
in Chapter 5.

¥ Legislative Council Panel on Financial Affairs, Measures to tackle money lending- related malpractices, LC Paper No. CB(1)954/18-

19(05)
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3 Consumer Behaviour and Issues

3.1

This chapter focuses on the consumer borrowing experience to identify the problems
associated with the emerging usage of consumer credit and loans.  Given that there has been
research studies conducted on this matter previously, without duplicating its efforts, the Council
decided to focus on other aspects, such as analysing its complaint cases, consulting NGOs
which provide financial advice and debt counselling support services to consumers, and
conducting in-depth interviews with debtors and their families, to supplement the gaps in the
Council's desk research on consumers’ behaviour, attitudes, cognitive understanding and
experiences.

Consumer Indebtedness

As shown in Chapter 2, consumer debts by credit card advances and personal loans have risen
rapidly in recent years. In general, consumer debts can be classified into two types: good or
bad debt.

Good debt is when a consumer takes out a loan, and is able to repay it on time.  This builds a
good credit record and could lead the consumer to being able to borrow more money and
negotiate cheaper rates. A bad debt is one when a consumer takes out a loan, but is unable
to meet the repayments on time, and does not have enough money to live on.  If a consumer’s
credit record shows that he or she did not pay his or her debts on time, this will make it more
difficult for the consumer to buy on credit or borrow money from financial service providers in
the future. In such instances, the debt becomes a major burden for the consumer, which
contributes to the consumer's social and financial exclusion, and poverty.

Incidence, forms and reasons of consumer borrowing

In understanding consumers’ attitudes and behaviour towards borrowing and debts, the
Council drew reference to the surveys conducted in 2014, 2015 and 2017 by the Investor
Education Centre, which is now renamed as the Investor and Financial Education Council
("IFEC").

The IFEC 2014 survey?® showed that almost 1in 5 (19%) Hong Kong people aged 18 — 64 had
borrowed money (excluding first mortgage and credit card instalment) over the past 12 months
prior to the survey. Credit card (6% by minimum payment or partial repayments, 6% by
overdraft/cash out) was the most common credit instruments used by borrowers, followed by
unsecured personal loans from banks (4%) and borrowing from family (4%) and friends (3%).
Approximately 1% of the respondents borrowed personal loans from financial institutions
(Table 7).

36

IFEC, Knowledge, Attitude, and Behaviour towards Money and Debt Management, 2014.

See https://www.ifec.org.hk/en/research. According to another survey conducted by the Democratic Alliance for the Betterment
and Progress of Hong Kong in August 2018, about 17% of respondents replied that they or their family members had borrowed
money from financial institutions.
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Table 7: Incidence and forms of consumer borrowing in 2014

Incidence of Borrowing Money 19%*
(First mortgage and credit card instalment excluded) .

e Credit card minimum payment or partial repayment 6%
e Credit card overdraft/cash out 6%
e Personal loan from banks (unsecured) 4%
e Borrowed from family 4%
e Borrowed from friends 3%
e Tax loan (unsecured) 2%
e Personal loan from financial institutions 1%
e Second mortgage <0.5%

*Multi-options were allowed.

Source: IFEC

“Buying favourite items” (28%), “Entertainment/leisure” (17%), “Travel” (10%) and "Gambling”
(7%) were some of the main reasons for borrowing (Figure 4). It is of great concern to the
Council as these reasons connected more with personal enjoyment rather than necessary
spending. Even worse, 5% of the respondents indicated that they borrowed money for
repaying other debts.

Figure 4: Reasons for borrowing in 2014

0% 5% 10% 15% 20% 25% 30%

Buying favourite items | FEE e 28%
Entertainment / leisure | FE T 7%
Property down payment /rent IS 13%
Investment / margin call IEE—————— 11%
Travel P 10%
Home renovation NEEEEEEGEG—G—— 3%
Medical expenses I 3%
Gambling FEEEEEEEEEE 7%
Turnover for business NG 79,
Children’s education expenses N (%
[ Credit card / debt repayment] I 5%
My own education expenses N 4%
Paying tax N 4%

Source: IFEC
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Borrowers’ profile and size of loans

From the same IFEC 2014 survey, the incidence of borrowing was higher among males and
those aged 30-49 (Table 8). At the other end of the spectrum, the incidence of borrowing
money was lower among females and those who were aged 50-64. Regarding loan size (Table
9), 28% of the respondents borrowed more than HK$50,000 over the past 12 months prior to
the survey, and over 25% of them admitted to their loan size having increased from 2012.

Table 8: Money borrowers in 2014 Table9: Size of loan in 2014

Femnale HK$ 2,001 — 5,000 16%

Aged 18 - 29 15% HK$ 5,001 - 10,000 18%
Aged 30 - 49 24% HK$ 10,001 - 25,000 19%
Aged 50 - 64 14% HK$ 25,001 - 50,000 15%
HK$ 50,001 — 100K 15%
More than HK$100K 13%

Source: IFEC

Knowledge on borrowing

The 2014 IFEC survey also indicated that consumers had inadequate knowledge of credit
products. One-fifth of the Hong Kong population was not aware that there was no interest-
free repayment period for credit card overdrafts and cash advances and there was an increasing
trend of settling credit bills with partial or minimum payment from 6% in 2014 to 10% in 2015%".
The results of another IFEC survey carried out in 2017%® showed a significant rise in numbers
of young working adults aged 18 — 29, not settling their bills in full each month, increasing from
5% in 2014, to 20% in 2017.

Young working adults facing financial struggles

The above-mentioned IFEC 2017 survey was a survey of 500 working adults aged 18-29 years
in April 2017. The survey revealed that the vast majority (86%) of young working adults in
Hong Kong faced problems involving their personal finances. More than 60% of the
respondents had trouble covering their expenses and almost one-third were in debt.  About
one-third (31%) of the young people surveyed carried outstanding loans averaging HK$37,000,
with 7% owing HK$50,000 or more. The majority (88%) owned a credit card, but about one-
fifth (20%) of them did not settle card bills in full each month. The average credit card debt
was about HK$20,000 (Figure 5).

37 |FEC, OECD/INFE International Survey of Adult Financial Literacy Competencies - Hong Kong, 2015
See https://www.ifec.org.hk/en/research/
38 |IFEC, Survey Reveals Young Adults' Financial Struggles, 2017.  See https://www.ifec.org.hk/en/press-release/pr-20170531.html
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Figure 5: IFEC's survey on young working adults in 2017

o =]
the Chin family

understand owning a home have enough stressed with
# i is too hard i deb

g

Almost

o
%
struggle to
make ends
meet oo ]

Average — m
d HIK:

loan:

don’t have
a personal
budget

Source: IFEC

Delayed repayments of debt

According to the IFEC 2014 survey, delayed payments were also a growing concern.  Of the
19% of people who had borrowed money over the past 12 months prior to the survey, only 79%
were able to always repay their debts on time. Nearly one-fifth (19%) of borrowers had
experience of not being able to clear their debts on time and had to delay debt repayments
and 1% claimed they always delayed payments. These borrowers would be at the risk of
incurring heavy debts.

3.2 Bankruptcy and Over-indebtedness

Table 10 shows the number of bankruptcy cases recorded by the ORO from 1997 to 2018%,
After the bankruptcy peaks in 2002 and 2003 (period of severe acute respiratory syndrome
("SARS") with changes in macro-economic conditions) and 2009 (financial crisis in 2008), the
number of bankruptcy cases has remained stable at 8,000 to 10,000 cases per year from 2010
to 2018.

3 As at 30 July 2019
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Table10 : Statistics on bankruptcy, 1997- 2018

Bankruptcy
Petitions presented | Receiving/Bankruptcy Orders made
1997 829 639
1998 1,362 893
1999 3,876 3,071
2000 5,487 4,606
2001 13,186 9,151
2002 26,922 25,328
2003 22,092 24,922
2004 12,489 13,593
2005 9,933 9,810
2006 10,685 10,324
2007 10,918 11,063
2008 11,620 10,779
2009 15,784 16,157
2010 9,102 9,163
20M 8,077 7,981
2012 8,685 8,178
2013 9,449 9,371
2014 10,027 9,674
2015 9,875 9,750
2016 9,051 8,919
2017 7,855 7,627
2018 7,480 7,146
Source: ORO

Table 11 and Figure 6 show that of these recent bankruptcy cases, there is an increasing trend
of multi-time bankruptcy cases in recent years. According to the ORO, the top three causes
of bankruptcy and multi-time bankruptcy over these years were “Overspending”, “Lack of
gainful employment”, and “Excessive use of credit facilities” (Table 12 and Figure 7), which
echoed the findings of the IFEC 2014 survey where “Buying favourite items” (28%),
“Entertainment/leisure” (17%) and “Travel” (10%) were the main reasons for borrowing, and
revealed that a number of bankrupts or multi-time bankrupts had levels of credit use associated
with excessive and irresponsible consumption that led to over-indebtedness as a result.
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Table11: Number of multitime bankruptcy cases, 2013 - 2018

All bankruptcy cases Multi-time bankruptcy cases
2013 9,371 151
2014 9,674 244
2015 9,750 392
2016 8,919 506
2017 7,627 551
2018 7,146 617
Source: ORO

Figure 6: Trend of bankruptcy and multi-time bankruptcy cases, 2013 — 2018
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Table12: Causes of bankruptcy and multi - time bankruptcy, 2013 - 2018

Causes of
bankruptcy/ 2013 2014 2015 2016 2017 2018
multi-time bankruptcy
Overspending 34.29% | 3655% | 36.13% | 31.28% | 31.54% | 30.67%
3241% | 35.60% | 37.64% | 31.21% | 35.95% | 33.74%
Lack of gainful 31.07% | 33.04% | 30.12% | 31.28% | 38.29% | 37.06%
Employment
27.78% | 25.43% | 26.89% | 24.53% | 36.46% | 36.70%
Excessive use of 14.83% | 12.41% | 12.79% | 13.86% 7.65% 9.68%
credit facilities
17.59% | 15.82% | 15.41% | 21.33% 7.59% 9.36%
Loss in business 2.47% 2.22% 2.94% 2.45% 2.11% 1.07%
2.78% 1.13% 1.43% 1.60% 1.01% 0.25%
Gambling 5.58% 6.54% 7.14% 7.34% 6.66% 5.47%
4.63% 10.73% | 10.39% | 10.13% 7.85% 6.40%
Loss in investment 1.39% 1.54% 1.77% 1.92% 1.58% 1.23%
0.93% 2.26% 0.72% 0.53% 1.27% 1.23%
Personal guarantee 2.24% 0.99% 1.05% 1.11% 1.35% 1.03%
liabilities
3.70% 1.13% 0.00% 1.07% 0.25% 0.25%
Others* 8.13% 6.71% 8.06% 10.76% | 10.82% | 13.79%
10.18% 7.90% 7.52% 9.60% 9.62% 12.07%
Total 100% 100% 100% 100% 100% 100%
100% 100% 100% 100% 100% 100%

*Others mainly include high operating costs / interest rates, cash flow problem, fraud,
speculation, poor management, unspecified, etc.

Source: ORO
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Figure 7: Causes of bankruptcy and multi-time bankruptcy, 2013 - 2018
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While the IFEC surveys and ORO statistics shed light on some of the consumers’ borrowing

behaviour and attitude towards debts, the complaints received by the Council on personal

loans and financial intermediary services suggest that consumer indebtedness has been

exacerbated by bad or unscrupulous sales or trade practices of the money lenders.

In 2016,

they were mitigated by the Government's Four-Pronged Approach resulting in a substantial

decline in consumer complaints received by the Council on personal loans and financial
intermediary services, from 165 cases in 2015 down to 39 cases in 2018 (Table 13).

Table 13: Complaint statistics on personal Ioans and financial mtermedlary services

2018 2019 (Jan - Jul) |
Price disputes 84 28 25 19 9
Sales practices 59 38 13 M 8
Service quality 18 8 4 4 3
Contract
alterations / 3 0 6 2 2
termination
Others 1 2 1 3 1
Total 165 76 49 39 23
Total in value HK$20,630,688 | HK$9,039,346 & HK$4,828,989 | HK$3,882,835 | HK$3,659,858

Source: Consumer Council

Analysis of the complaints found that most of the complaints related to price disputes and sales

practices.

provided by the complainants or the complainant did not want to pursue the matter.

Unfortunately most of these cases were not pursuable due to insufficient information

Box 1

shows examples of these complaint cases with specific problems faced by consumers.
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Box 1: Consumer complaint cases in personal loans and financial intermediary services
Case 1: Substantial service fee for loan

The complainant received a call from a man who claimed to be “bank staff” and was introduced
to another intermediary for individual voluntary arrangement (IVA) of debts.  The intermediary
requested the complainant to sign an agreement for arranging loans with money lenders.
Later, the intermediary informed the complainant that a loan of HK$250K had been arranged
but a service fee of HK$180K would be charged, leaving behind only HK$70K (or 28% of the
loan) for the complainant’s own use. The complainant refused and was threatened by the
“bank staff” and the intermediary.

Case 2: Repayment of total loan regardless of contract termination

The complainant signed an agreement with a financial intermediary, allowing it to arrange a
HK$130K loan from another money lender to pay off debts and filing fees for a bankruptcy
petition. The complainant later wanted to terminate the petition filing and therefore the loan
agreement, but was informed by the intermediary that HK$70K had been used up for lawyer
and processing fees and the remaining HK$60K of the loan used for debt repayments. There
would be no refund for contract termination and the complainant was also required to repay
the HK$130K loan.

Case 3: Custody of borrowed loan by unscrupulous intermediary

The complainant borrowed HK$1.8 million from a money lender through an intermediary
consultancy company. Upon the consultancy company’s request, the complainant deposited
the borrowed loan with the consultancy company for custody, allegedly for securing another
loan at much lower interest rate in 90 days. Subsequently, the complainant could not find or
contact the consultancy company and the borrowed loan was not recovered. The
complainant had reported the case to the Police.

Case 4: Failure to repay loan money by intermediary

The complainant was requested by an intermediary to deposit a borrowed loan of HK$130K
with it for custody, supposedly to ration the loan money to the complainant in phases to repay
the complainant’s debts. However, after HK$14K was given to the complainant for debt
repayment, the intermediary refused to give the remainder of the loan money to the
complainant.

3.4 Debt Counselling Services by NGOs

In a financial dispute between a consumer and a trader, the Council will act as a conciliator to
bring about settlement. When the 2003 SARS outbreak caused an economic downturn in
Hong Kong, some NGOs started to provide financial advice and debt counselling support
services to consumers. Of these NGOs, the Council met with Caritas Hong Kong (Caritas
Family Crisis Line and Education Centre), Hong Kong Family Welfare Society (Financial
Education Centre) and Tung Wah Group of Hospitals (Healthy Budgeting Family Debt
Counselling Centre) in early 2018 to further understanding of the consumer issues in relation
to credit indebtedness.  Box 2 provides a summary of the issues drawn from these NGOs' debt
counselling experiences which warrant attention.
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Box 2: Consumer issues in relation to consumer indebtedness raised by NGOs
Issue 1: Increasing trend of money borrowing from small money lenders

The NGOs noticed an increasing trend in money borrowing by consumers, with the majority of
the encountered cases connected to small and medium money lenders (termed as second and
third-tier money lenders). Overspending, mismanagement of debts and gambling were
common reasons for consumer indebtedness. In terms of demographics, there was a surge
of youth indebtedness cases in recent years. An NGO pointed out that online gaming or
support of KOL (Key Opinion Leader) had become one of the common spending patterns
among students which had even spread to primary schools.

Issue 2: Small loans from multiple money lenders

The loan amount offered by small money lenders were generally small, typically below HK$10K
with a relatively short tenure ranging from a few months to one year. Given the low amount
of credit offered by each money lender, it was common for consumers to borrow from a
number of different small and medium money lenders through arrangements by
“intermediaries”. As recalled by the NGOs, cases of accumulated loans from more than 10
money lenders were common. In an extreme case, a debtor had loans from over 120 different
money lenders.

Issue 3: Simple loan application and assessment by some money lenders

Consumers who were considered to have higher credit risks due to an unstable source of
income, lack of income proof or low credit score could not access mainstream credit sources.
Only small money lenders who market and offer loans with easy and simple application and
assessment procedures were available to them. In many cases encountered by the NGOs,
consumers value speed and ease of access to loans over factors such as higher long-term loan
cost, which could drive consumers into problematic debt.

Generally speaking, the younger generation was previously only susceptible to credit card debt.
Currently, the advent of the internet allows for online money lenders to be easily found through
a simple search, exposing the younger generation to different sources of debt.

Issue 4: Provision of loan referee information without knowledge or consent

Instead of identity or income proof usually required by Als in loan applications, the NGOs told
the Council that some money lenders required the borrower to provide personal information
of his/her social network such as a friend’s, relative’s or even colleague’s telephone number or
work place address when applying for a loan. In some cases, these people were deemed to
act as referees by the money lenders without their knowledge or consent.

In cases where the borrower was unable to make repayments on time or could not be
reached, the Council was told that the referee would receive intimidating telephone calls or
short messages from the money lenders urging him or her to repay loans on behalf of the
borrower. As advised by the NGOs, since most loan referees were usually the parents or close
relatives of the borrower, they tended to succumb to the money lender’s demands and would
repay the debt.

40 With effect from 11 October 2018, there has been an additional licensing condition that a licensed money lender should seek
consent from the referees through the borrower.
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Issue 5: Rise of bankruptcy by youths and multi-time bankruptcies

Bankruptcy provides a last resort for consumers who have an insurmountable debt and are
unable to repay their debts. Under the Bankruptcy Ordinance (BO), a bankrupt consumer will
automatically be discharged from bankruptcy in four years after the date of the bankruptcy
order. For repeat bankrupts, the period will be extended to five years. During the bankruptcy
period, the bankrupt will be bound to certain spending restrictions so as to enable them to
repay as much of their debts as they can. After that, the bankrupt will be released from most
of his/her bankruptcy debts except those incurred by fraud or fine imposed for an offence.

However, even after the bankruptcy order is discharged, the consumer’s ability to access credit
continues to be affected. As a result, when bankruptcy-discharged consumers need a loan,
they are only able to access high-cost and alternative sources of loans from money lenders or
“intermediaries”. Many of them tend to encounter debt repayment problems again and have
to declare bankruptcy multiple times, as evidenced by the increasing trend of multi-time
bankruptcy cases in recent years.

According to the NGOs, there was a tendency for young consumers to declare bankruptcy in
recent years without proper knowledge of the financial and or social repercussions of entering
into bankruptcy. As some money lenders would be more than ready to offer loans to enable
them to file their bankruptcy petition*, this trivialised the seriousness of bankruptcy and its
consequences.

3.5 In-depth Interviews about Consumer Over-indebtedness

With the help of Caritas Hong Kong, two anonymous in-depth interviews with a debtor and a
family member suffering from consumer over-indebtedness were arranged in late 2018. In
one interview, the case involved a debtor with severe debt problems due to overspending and
his issue was intensified by taking out other loans to pay off the original loans. In another
interview, the interviewee told the Council how her slow learner sister had accumulated a total
of 37 debts in one and a half years. Box 3 and 4 are the case summaries of these two
interviews and Figure 8 illustrates samples of loan contracts, application forms, record cards
and receipts from money lenders as provided by the interviewees.

Box 3: Case interview with a debtor suffering from severe debt due to overspending, his over-
indebtedness intensified by taking out other loans to pay off existing loans

Mr A, now 37 years old, has been in debt since he graduated from post-secondary school 11
years ago. He is currently working full-time in the building engineering and service industry
with a monthly income of HK$28,000. With the addition of his wife's income, the household
income amounts to HK$70,000 per month.

Mr A has an overspending habit and borrowed money for luxuries such as regular purchase of
brand name products and a costly wedding ceremony. He began by making minimum credit
card payment to extend his ability to borrow more, but soon he reached his maximum
borrowing limit on his credit card. He next tried to reach some of the Als but was refused and
had to turn to money lenders due to their easier and simpler loan procedures. He proceeded
to first-tier money lenders, followed by entering into an individual voluntary arrangement (IVA)
at the age of 27 for 4 years and subsequently reached out to second and third-tier money

4 For filing a debtor's petition for bankruptcy, a deposit of HK$8,000 with the Official Receiver to cover the fees and expenses to be
incurred by the Official Receiver is needed. There are also other fees such as a Court fee of HK$1,045.
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lenders. At the peak of his indebtedness, he was engaged with seven financial service
providers for loans totaling HK$300,000. At present, he has approximately HK$200,000 of
personal loans and another HK$200,000 in mortgage loan where his father acts as borrower.

Being bombarded by voluminous advertisement of the financial service providers, such as
television advertisements, street marketing and cold calls, Mr A found borrowing money easy,
especially when TU credit score checks were exempted. Mr A opined that money lenders
portrayed a professional image and promoted a simple and lenient loan approval procedure
to attract consumers. Mr A shared that it only took a very short process and he was able to
collect his loan from an automated machine.

Noting that Mr A has a stable income and would be able to repay before the deadline, money
lenders would offer to extend his loan period or intentionally delayed processing his repayment
so as to increase the interest return from his debt. From time to time, other money lenders
would ask Mr A if he needed to borrow money to repay current debt, thus further intensifying
his over-indebtedness problem. As these money lenders contacted Mr A at very timely
moments, Mr A thought that his credit information and loan history must have been shared
among some money lenders. Mr A also acknowledged that some money lenders would
require him to provide personal information, such as the telephone number of his family
members and friends when applying for a loan. These people were deemed as loan referees,
but this was often without their knowledge nor their consent sought.

During the loan contract signings, money lenders did not provide Mr A with sufficient time to
read and understand the contract terms or to enquire about the interest rate. Mr A hoped to
understand interest rate calculations and thus suggested the interest rate be prominently
displayed on advertisements and that the actual amount to be repaid be clearly stipulated in
the contract.

In addition, intermediaries charged informal service fees which were separated out from the
money lenders’ calculation of loan costs. They were exorbitant before the implementation of
the new licensing conditions of money lenders.  As an example, Mr A was charged a HK$4,000
service fee after signing up for a HK$20,000 loan. He was unsure about the identity of
intermediaries and money lenders; those were deliberately left unclear. Threat-making was
also a common practice among second- and third-tier money lenders. Mr A was also of the
view that despite the new licensing conditions, some money lenders or intermediaries would
continue to impose fees and charges on ignorant targets.

Box 4: Case interview with family member of a slow learner who accumulated a total of 37
debts in one and a half years

Mrs B is a middle-aged housewife. She is now working part-time and earns HK$4,000-5,000
per month. Described by her sister, Ms C, as a “slow learner”, Mrs B is poor at financial
management.

As Mrs B does not manage her finance well but pays for insurance, beauty products and
medical expenses of her children, she started to borrow money from different money lenders
and had accumulated 37 loans in a year and a half worth HK$300,000, each debt ranging from
a few thousand dollars to HK$70,000. One of these debts was a loan taken out to repay an
existing one from another money lender. Threatened by debt collectors to repay her debts
close to the due date, Ms C helped to repay part of Mrs B’s debts and narrated her experience.
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To apply for a loan, Mrs B was required to provide information, including her name, age,
number of family members, school addresses of her children, telephone numbers of her
children and two relatives, photos of herself, her ID card, bank statements and address proof
via WhatsApp. The money lender then reverted with the repayment amounts and terms.
Repayment was to be made by bank transfer and a photo of the bank-in slip, being treated as
a receipt of the repayment, had to be sent via WhatsApp as proof of payment. Some of the
money lenders did not accept direct repayment, so Mrs B had to repay her debts through a
third party.

As indicated by one money lender to Ms C, a network of money lenders would share
information about the repayment situation of their debtors. When one of the debts was
settled before the due date, Mrs B would receive new money lending advertisements via SMS
and Facebook. Ms C also noted that the application forms of a few money lenders appeared
to be identical.

Most of the money lenders did not provide an official contract, instead showing a paper card
with the number of instalments.  The card offered no information in relation to the interest to
be paid or the money lender’s licence number, so the debtors could not verify the money
lender’s identity.

Money lenders charged substantial interest rates. For example, Mrs B received only HK$2,000
for a HK$4,000 loan that had a penalty of HK$25,000 if the repayment was late for an hour.
Conversely, even if Mrs B could repay early, the interest to be charged on the remaining
instalments could not be waived.

Ms C was also of the view that many money lenders did not conduct prudent credit assessment
on one’s repayment ability, only making verbal inquiries about the loan one has incurred. Ms
C strongly suggested the establishment of a database on debtors’ credit history and the
promotion of responsible lending among money lenders.  She further suggested that financial
education and guidance should also be offered to debtors to enable them to review their
financial situation and enhance knowledge how to improve their TU credit score so as to
increase access to credible sources.
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Figure 8: Samples of loan contract, application form, record card and receipt
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Source: The interviewees

3.6 Other Issues

Lack of transparency about sub-mortgage loans

As mentioned in Chapter 1, in light of the various restrictions on Als and the limitations of the
size of the mortgage loans that could be made to consumers purchasing first-hand residential
properties, consumers become desperate to borrow the balance from the money lenders and
this contributed to one of the causes of the increased borrowings. However, there has been
reports that money lenders without the informed consent of the borrowers have been bundling
some of their customers’ mortgaged properties as collaterals for borrowing from other money
lenders or Als (sub-mortgage)*.

Despite the fact that such sub-mortgage loans might not be as prevalent® as stated, it is a
moral issue that the money lenders could sub-mortgage the properties of the consumers to
other financial institutions without the informed consent or prior knowledge of the consumers.
If the regulations were revised, this issue could be addressed immediately.

Many migrant domestic helpers are heavily indebted

Migrant domestic helpers play a vital role in the current and future provision of domestic
services in Hong Kong. The number of migrant domestic helpers in Kong Hong has steadily
grown, reaching 385,000 in 2018 and this number is expected to reach 460,000 by 2030,
according to the Labour Department of Hong Kong**.  The strong demand on their services
could be due to the ageing population for home-based care services.

“ See Apple Daily 20 Nov 2018, [BZURIRIFHFEARE T WZE TERT 4 1RIETHHFE

4 According to Hong Kong Monetary Authority’s inSight article in March 2016, during 2014 and the first three quarters of 2015 when
property transactions were relatively buoyant, the number of sub-mortgage cases was a mere 120 or so, less than 0.1% of a total
of over 140,000 mortgage cases recorded in the same period by the Land Registry.

4 From the report of “The Value of Care”. See http://www.enrichhk.org/thevalueofcare/
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A report “The Value of Care” jointly presented by Enrich and Experian in 2019 provided the
money lending situation faced by migrant domestic helpers in Hong Kong. Amongst other
findings, the report showed that there was a high level of debt amongst migrant domestic
helpers, with 83% reporting being in debt in Hong Kong.  Most of them borrowed money with
interest rate at 60% and their indebtedness in some cases affect their employers as well. The
situation is alarming especially they are not familiar with the laws in Hong Kong and are
therefore vulnerable and open to abuse.

3.7 Summary

Over the last year, the Council has reviewed the findings from the IFEC surveys and ORO
statistics to understand consumer attitudes and behaviour towards borrowing and debt. The
analysis of the Council's complaint cases, consultations with the NGOs and meetings with
debtors and their families have also revealed a number of issues and concerns regarding
consumer indebtedness and money lending, which this study aims to address. In summary,
the following consumer issues are identified:

e OQverspending as a habit is a primary cause for bankruptcy and multiple-time
bankruptcies;

e Consumers suffer from poor debt management as well as there being a lack of
knowledge of credit products and the consequence of not making ends meet;

e There is inadequate advice on indebtedness for those in financial difficulty, especially
regarding the availability of and access to credit;

e Marketing and advertising of the ease and convenience of borrowing money, in the
absence of prudent assessment on repayment ability, attract more consumer borrowing
at high or even exorbitant interest rates; and

¢ lllegal money lenders and malpractices by delinquent traders, not only affect vulnerable
consumers but also bring disrepute to legitimate money lenders.
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4 Trade Practices on Marketing and Advertisement

Fair treatment in a marketplace is a fundamental consumer right but in reality, different players
in a market perform differently in their governance for fairness and transparency in business
conduct. To understand what the practices are and how they affect consumer behaviour and
decision-making, this chapter details the research carried out by the Council in relation to the
advertising and marketing tactics of some financial service providers. Meetings and
engagement with different trade participants, including a consumer credit reporting agency,
the money lenders association, and money lenders, have also revealed certain problems in the
money lending market.

4.1 Regulatory Requirements for Money Lending Advertisements

According to the MLO, money lending advertisements are obliged to show the money lender’s
licence number and name as specified in the corresponding licence, in a manner as
conspicuous as any other matter on the advertisement. If the money lending advertisement
shows the rate of interest, it must be shown as a rate per cent per annum as conspicuously as
any other matter on the advertisement. With effect from 1 December 2016, a risk warning
statement "Warning: You have to repay your loans. Don't pay any intermediaries.” ("&£ &
S EIR » BEEREEH/)") must also be included in all money lending related advertisements,
whether in textual, audio or visual form.

For Als, the Code of Banking Practice requires all their advertising and promotional materials
to be fair and reasonable, not to contain misleading information and comply with all relevant
legislation, codes and rules. In any promotional material for a banking service, Als should
indicate the interest rate and relevant fees and charges normally incurred in a clear and
prominent manner, with full details of relevant terms and conditions available on request.
Where reference is made to an interest rate, Als should also indicate the APR. To the extent
practicable, the advertising and promotional materials should provide a description of the APR,
e.g. an APR is a reference rate which includes the basic interest rate and other fees and charges
of a product expressed as an annualised rate. Where the interest rate of a banking product is
commonly quoted in terms of an annualised floating rate, Als are not obliged to quote the
corresponding APR but should show any relevant fees and charges normally incurred, such as
annual fees, in a clear and prominent manner. From 30 November 2016 onwards, the HKMA
also required all advertisements in relation to Als’ lending businesses to retail customers,
whether in textual, audio or visual form, to contain the educational message “To borrow or not
to borrow? Borrow only if you can repay!” (" EIBE ? ZEEILTE | ).

4.2 Review of Money Lending Advertisements

TV advertisements

A local television broadcasting company reported that finance companies’ spending on Hong
Kong broadcasters channel TV advertisements had increased by 40% in the first half of 20174
In order to gauge the frequency and prevalence of these TV advertisements by Als and money
lenders, the Council conducted a review with details as follows (Table 14):

4 TVB 2017 Interim Report. ~ See http://img.tvb.com/corporate/_upload_/article/en/1791df98865e688507358541bfd13504. pdf
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Table14 : Review of TV advertisements

27 May 2018 (Sunday), 28 May 2018 (Monday)
31 May 2018 (Thursday) and 1 June 2018 (Friday)

Covering period

Time From 5:00 pm to 1:00 am (8 hours per day)

Channel TVB - Jade

Over this period, out of the 1,085 TV advertisements recorded and reviewed by the Council,
approximately 48 TV advertisements*® were run by Als (5) and money lenders (43) on money
lending (4.4%)%". In terms of overall time duration, 5.8% were run by Als and money lenders.

The following summarises the key findings of these TV advertisements:

* At least one TV advertisement on money lending in each hour - The Council has no
historical information on money lending TV advertisements and therefore cannot
ascertain whether there are more or less than before. However, from the review
conducted by the Council, generally speaking there was at least one money lending TV
advertisement per hour during the covering period.

*  Advertisement without risk warning message - There was one TV advertisement by an
intermediary*® with no risk warning message “Don't pay any intermediaries.” ("HB45: &

RIERIE - KEEPN).

*  Young working adults as advertising target - About one-third of the money lending TV
advertisements targeted young working adults ranging from 18 to 40 years old, with a 3:1
ratio of male to female actors (Figure 9).

Figure 9: Sample TV advertisements with young working adults as advertising target

*  Message of “simple loan application and assessment” - The following verbal scripts were
quoted from the money lending TV advertisements (Figure 10):

»  UA SNBSS
"UA No Show FAAEFR » NEZEBXH - —[EEERE EARIER"
(Small visual reminder: "X FBRFEHEBEERY - SRINFEHRBETIREBEEX
5")

4 Not included sponsored advertisements by Als and money lenders.
47 Based on the counting and classification by the Council.
4 The concerned intermediary is Intell Finance and Mortgage Company ZEF1&1B 8 #5 /AT
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> mEmE
BRI VIR~ 211 BRSO/ R - SRR SREAA R B
(Small visual reminder: "F78 ER 58 U _EF 11 FRIHER)

> EREGEEWRE
" ARSI A —(E K Cash IREAHIE BRI SRM BN AT R 8"
(Actor demonstrating the case of application by showing the "B{3:fiFgs 1.D.
Card Scanner” and "8&%%54% Digital Signature”)
(Small visual reminder: "#t AT R TERIIERTE @ B LIRKANEFXRE
PRI

> ERME
10 BRI - REEREES"

Figure 10 : Sample TV advertisements carrying messages of “simple loan application and
assessment

.~ 1) .
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e Perception of low interest rate - The following are some examples:

> RAZRBMBAR  FEEZE %L

> BEXEEWRE "FREAMEES B
> BEMX "FEEAMEE 10 B

e Perception of high reward - The following TV advertisement attracted consumers with
high reward offerings:

> REAREE
"R B INERA RS 53E$2000"
(Small visual reminder: "ZEEFUmIE 4R o HEBASEASAARIZIR")

Printed advertisements

The Council also reviewed money lending advertisements in newspapers and magazines, with
details in Table 15 and the key findings are shown as follows:

Table15: Review of printed advertisements

Covering period 25 May 2018 (Friday) to 1 June 2018 (Friday)

Newspapers Paid - Apple Daily, Ming Pao, Oriental Daily and HKO1
Free - AM730, Headline Daily and Metro Daily

Magazines East Week, Oriental Sunday and TVB Weekly

e A few printed advertisements did not meet the statutory requirements - Generally
speaking, these reviewed advertisements have met the statutory requirements on money
lending. However, there were some, as illustrated in Figure 11, which did not show the
money lender’s licence or specify the interest rates.

Figure 11: Samples of printed advertisements without money lender licence number or
with interest rates not a rate per cent per annum
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e Specific target groups in some printed advertisements - Some printed advertisements
specifically targeted university graduates, young working adults, employees in retail
industry, self-employed, part-time employees, housewives, drivers, or civil service workers.
Others targeted those on the black list due to bad debt or bankruptcy (Figure 12).

Figure 12: Specific targets in some printed advertisements

({5 OB 75 ERIR 500 /1 8

BHEEE, BREEN"
BRI : 2155 1892

e Perception of easy and convenient lending services - The following money lenders
provide 24 hours lending services through convenient mobile messaging or telephone
hotlines (Figure 13).

> BAmMEE "24 )\ SMS R

> ERER)BRAR 24/ WhatsApp 75"
> [EHHE 24 /NEFRE RN AR

> RfEYIEZRE 24 INEFEMER”

Figure 13: Easy Iending — 24 hours Iending services in some printed advertisements

AT 6977 3627
a1@2116 1112]

*  Perception of easy and no checking lending services - Some of the printed advertisements
stated that they would not check a consumer’s credit record, often shown in the first few
captions as a selling point.  See Figure 14 for some examples.

Figure 14: No need to check credit record in some printed advertisements
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* Message of “simple loan application and assessment” - The following provides some
examples quoted from the advertisements (Figure 15):

> FBRAXKHE

EHABNE-FRESS  2RABRS FHEAUELME
(Fine print: #EBA T ABRUSDBRFREFAN DT < UBANERE
FEBERANLES  EEPANAARAR TR ) RENERERESE )

> REEEERAT
"EFER$50,000 LU - X - EMEER "
(Fine print: * LB ARSI (BIERE SHHEHKI50,000 ST T iEEMAL
FAERER TR )
> 5
"RBEE R BB 15 HAERSET"

Figure 15 : Sampled printed advertisements carrying message of “simple loan application and
assessment”
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et
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i s fiy S AREE Ay
i TR EAR:2111 2000 Wil AR 609 /2017 ¢ |

*  Perception of low interest rate - The following are some examples (Figure 16):

> RRRITES) "0"BRAER
> RAZRBMBAR FE 6%E
> RATRAT BRFANREE 2.08%

Figure 16: Low interest rate in printed advertisements
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*  Perception of high reward - The following provides some examples that attract people with
high reward (Figure 17):

> &F
"R ThEREE2£$1,800 IR £48”

(In small font: "SUBAREREHARRREBIBELAERZEF - B EFEAE
HK$100,000 Fe3&RHREE 12 5 < )

> XEEE

"IN MARENE S - A B EE AR 1%IR &0 K HK$300 B!
(in small font: "B EAEZMEREMANR > FEBFHNEXSEERPREEEH )

> ERER)BRAR
"HE S UEIHER BIEE$100 BHIRE S

Figure 17: Perception of high reward by some printed advertisements

a213

f EXTERr T LT il o EnEEE REANNT RIS 2530477

Online websites and marketing

As mentioned in Chapter 2, online websites have become popular as they offer consumers easy
and convenient access to market information and money borrowing. The Council reviewed
popular search results on a search engine and identified 27 websites of financial service
providers which formed the subjects of the review (Table 16), with details as in Appendix 1.

Table 16: Review of online websites of financial service providers

Covering period 1 June 2018 (Friday) to 31 August 2018 (Friday)

Search engine Google

Websites 27 (7 Als and 18 licensed money lenders, 2 unknown)
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The Council's key observations of these websites are summarised as follows:

Interest Rate Issues

* Locating interest rates in websites — Some financial service providers tend to show interest
rates in small print or inconspicuously, e.g. 2-3 scrolls below the main content in websites
(Figure 18).

Figure 18: Interest rates shown in small print or inconspicuous parts on websites of financial
service providers
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Wide range of interest rates displayed - Financial service providers tend to indicate a wide
range of interest rates for consumer reference, with vast disparities between the minimum
and maximum interest rates, as well as the terms for repayment. Figure 19 shows
examples with wide range of difference between the minimum and maximum interest rates.

Figure 19 : Range of interest rates displayed on websites of financial service providers

BEmMA=
&EH¥R0.8% BIBRFENRHEFHRI.0NEES59.5%)

[Ego Finance Limited: https://www.ego-finance.com/hk/loan/personal_loan/]

B2 BEEFERE2.01%—-44.72%, MERHEA6ZET2EA.

[Citibank: https://www.citibank.com.hk/chinese/loans/card-debt-consolidation-loan.htm]

VUL REREF2ZRAR » —VELIEAERBHE
Pt 2 SR E -

ERFNEHARE3.271% 2 R 548%

[Easy One Finance Limited: https://www.221.com.hk/tc/]

*faE: Formaxigfit6-601ERERHIRIFAAN G, RIBBUEARG,
BREAEFAEATSRO0E. MEFFEIENFRZEEREA
RMSERE R EPRIZERE. HIRNLAEFREEHKS10,000, 12{EREMK

HARSEFIZ15.94%518, BFIBZHAHKSss4, BRFIEH, KAF
BN TER,

[Formax Finance Limited: https://finance.formax.hk/tc/activity/index/1 ]

L]

Minimum interest rates often taken as example - The Council observed that money
lenders’ websites generally cite examples using the minimum interest rate to illustrate the

cost of repayment.  Figure 20 shows the repayment amount which took the lowest
interest rate for calculation.

Figure 20: Examples quoted from the websites
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[Promise: https://www.promise.com.hk/approval-test]
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Express

HE#:$5,000 - #:#:$50,000

H29.2% % £ =58.0%

financeoneTh NERE RERBIF : [FERZELF29.209401E 5 F EFHKS30,000, EXRAHL8H, SHE
MEAMHKS2,082, ERABEEA/HKS37,476 -

[Finance One Limited: https://financeone.com.hk/]

e  Different presentations of interest rates - Monthly, yearly flat rates or APRs were used in
advertising. The monthly/yearly flat rate exhibits the monthly interest for a loan (Figure
21) but gives the impression of a substantially lower rate than the APR which covers both
interest and other related fees and charges of a loan. For instance, for a personal loan
with a 0.2% monthly flat rate, an annual handling fee of 1% deducted from the loan
amount, and a 60-month tenure will give an APR of 6.89%%.

Figure 21: Monthly flat rate adopted by a money lender
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[Aeon Credit Service (Asia) Company Limited: https://www.aeon.com.hk/tc/html/loan/loan-
personal.html]

There is also a third type of interest rate, the True Annual Percentage Rate of Interest (“Effective
Rate”), which is a rate percent per annum calculated in accordance with Schedule 2 of the
MLO*°.  Money lenders are required to show the Effective Rate in their advertisements if they
purport to indicate the terms of interest. The Effective Rate and the APR on a same loan are
different as the APR is the annualised percentage rate and includes fees and charges of the
loan. Forexample, the Effective Rate and the APR for a loan of HKD$10,000 with a total interest
of HKD$576 and a 1-year tenure are 5.76% and 10.98%, respectively. Therefore, the number
value of interest rate alone does not reflect the relative borrowing cost. Cost comparison is
feasible if the same method of interest calculation is used. As observed, representation by
APR is also used by money lenders in advertisements (Figure 22).

4 HKMA, Consumer Education Programme - Personal Loans.  See http://www.hkma.gov.hk/eng/key-functions/banking-
stability/consumer-corner/strengthening-financial-consumer-protection/consumer-education-programme/personal-loans.shtml
%0 See schedule 2 of the MLO for calculation of true annual percentage rate of interest.

42



Figure 22: APR adopted by a money lender

EESR TE, a1
—REBRFNRERZI% - _REBRENREZ12%

[Zero Finance: https://www.zerofinance.hk/zh/x-large-personal-loan/]

Different practices in calculation

. Inclusion of service charges in the calculation of interests — The MLO stipulates that any
fees in excess of the principal should be included in the calculation of a loan’s interest rate.
In other words, service charges should be reflected in the interest rate, but money lenders
often advertise their loans with claims that their "handling fee is waived' to attract
borrowers and have them believe that the cost of borrowing is lower (Figure 23).
Conversely, Als are exempted from the MLO*! and are entitled to charge any fees on a
loan separately (Figure 24).

Figure 23: Claim of waiving handling fee by a money lender
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[Promise: http://www.promise.com.hk/why-promise#product-features]

Figure 24: Handling fee claimed by an Al
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[Bank of China: https://www.bochk.com/tc/loan/personal/instalment.html]

> Section 3 of the MLO
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. Penalties on default or early repayment - Like the service charges, the practices of money
lenders and Als for default repayment are also different. If a borrower is not able to
make a repayment on time to money lenders, the money lenders are prohibited from
increasing a loan's rate or amount of interest in accordance with the Money Lenders
Ordinance. Instead, they are only allowed to charge borrowers a simple interest on the
overdue amount at a rate not exceeding the original interest rate of the loan (Figure 25).
In the same scenario, Als are free to charge borrowers extra on the default repayment.
Figure 26 presents an example of a late repayment surcharge of an Al which consists of a
monthly penalty of 3% of the total monthly repayment amount overdue and an additional
$300 administration fee per month upon default.

Figure 25: lllustration on default repayment by a money lender

o MEMHEAHR - MBMATEHE ?
BMERZBERMNSHE |[MABEXAEASBEZHE] MRASERAHMES

[Ego Finance Limited: https://www.ego-finance.com/hk/faq/]

Figure 26: Charges on default repayment by an Al
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[DBS Bank (Hong Kong) Limited: https://www.dbs.com.hk/personal-zh/loans/personal-tnc.page]

Similarly, the MLO specifies that borrowers are entitled to repay the loan at any time, including
the interest accrued up to the date of repayment. Figure 27 shows the claims made by one
money lender, which made use of the requirements of the Ordinance in its favor. However,
some money lenders did not clearly indicate whether they would charge borrowers in case of
early repayment. Conversely, Als usually impose penalties in the form of penalty interest or
administration fee if the borrower repays early (Figure 28).
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Figure 27: Description on early repayment by a money lender
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[MoneySQ: https://www.moneysg.com/fag#]
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[Finance One Limited: https://financeone.com.hk/ca/repayment.html]

3. EMATRBFREA=ZREAENRIREANEEZHNER - ERABRERHAREAGERZTNAE - REH
B MREARMBARNRENZRR - FIBSHZEE R MRBRAMREBNEEI5HBERTE -

[Aeon Credit Service (Asia) Company Limited]: https://www.aeon.com.hk/tc/html/index.html]

Figure 28: Charges on early repayment by an Al
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[The Hongkong and Shanghai Banking Corporation Limited:
https://www.hsbc.com.hk/content/dam/hsbc/hk/docs/loans/personal-instalment-loan/key-facts-
statement.pdf]

* The claim of “no financial assessment” - The websites of most financial service providers
state that borrowers have to agree to their personal data being used by the provider to
check their credit history upon entering their personal information for preliminary
assessment or enquiry. However, there are some websites that claim no credit record
will be assessed, or applicants with low credit score will be accepted (Figure 29). There
are also some websites which target students by using low interest rate (Figure 30), or
with the message that no income proof is needed (Figure 31).
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Figure 29: Websites claiming no assessment on credit history is required for loan application
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[Thousand FCS Ltd.: http://cashfinance.hk/loan.php]
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Figure 30: Credit product designated for university students by a money lender
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[uFinance: https://www.ufinance.co/student-loan]
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Figure 31: Claim of no income proof required for loan application by a money lender
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[Ego Finance Limited: https://www.ego-finance.com/hk/loan/personal_loan/]

* |dentity of financial service provider - Any money lending related advertisement must
contain the money lender's licence number. However, some websites promoting
personal loans or related services failed to do so (Figure 32).  Similar findings have been
observed in printed advertisements under study. Moreover, the licence number shown
on some money lender websites did not match with the number shown in the website of
the Companies Registry (“CR") (Figure 33). Borrowers would find it difficult to determine
whether a money lender is licensed or not.

Figure 32: Website without money lender licence number displayed
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[Johnston Finance Limited: www.johnstonfinance.hk]
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Figure 33: Money lenders with licence number not in the CR’s list, or corresponds to a different
name

a)
Top Profit Finance Ltd | Room 401-403,
Far East Consortium Building, 204-206 Nathan Road, Jordan,
Kowloon, Hong Kong
Tel: (852) 2375 1021 | Fax: (852) 2375 1020 | Email:
Money Lenders Licence: 0582/2018
b)
4370 Perfect Finance Company Limited BEMBAERAT 26-Jan-19 R
4371 Honour Credit Limited HEEEESARAT 26-Jan-19 R
4372 Bear Bright Limited FEAEATR/A T 26-Jan-19 R
4374 Hong Kong Mortgage Services Limited FE R BAEIRAE 2-Feb-19 R
4375 | |Top Profit Finance Limited SR ARAT 26-Jan-19 R

Figure 33a: Top Profit Finance Limited showed 0582 as its money lender licence number on its
website. However, when the Council looked up the “List of Existing Money Lenders Licensees”
(Figure 33b) provided by the CR, the number appeared to be 4375 instead.

¢ MoneySQ.com
G INCLL ;
AL B B S E e AR E -

TS REHEAANT
info@moneysq.com &7 -

d)
828 Foo Shing Loan And Mortgage Company BRI A PR T8 p g 12-Nov-18 R
Limited trading as Shing Lung Pawnshop
831 Foo Shing Loan And Mortgage Company B IR A PR T4 fE E 12-Nov-18 R
Limited trading as Tak Hing Pawnshop

Figure 33c: MoneySQ showed 0828 as its money lender licence number on its website.
However, when the Council searched through the “List of Existing Money Lenders Licensees”
(Figure 33d), the number corresponded to another company.

According to the explanation given by the CR during the meeting with the Council, the number
shown in its website is not money lender’s licence number.  In other words, it would be difficult
for a borrower to check and determine whether the licence number shown or provided is a
valid one or not.
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4.3 Engagement with the Trade

In Chapter 2, it is noted that official statistics on loans and advances offered by licensed money
lenders in Hong Kong are not available; information on their business nature and operations
are also rarely found. For a better understanding of the money lending market, the Council
interviewed TU and two licensed money lenders to find out their views on the lending market
and possible improvement areas for consumer protection. The Council also received a written
response from the LMLA on the questions posed by the Council.

Views of TU

Collection of consumer credit information by TU

TU members are major financial institutions in Hong Kong, and include all banks and major
money lenders. TU collects data from its members every month. Generally speaking,
enquiry information is immediately reflected on the credit report and account information is
current up to the last calendar month.

As for TU's membership, HKMA requires all banks to be members of the TU as there is a
statutory guideline by the HKMA of the Sharing and Use of Consumer Credit Data through a
Credit Reference Agency and TU is the only consumer credit bureau in Hong Kong.  As money
lenders are not supervised by the HKMA, this is not a mandatory requirement but they are
welcome to do so.

According to TU, only some of the larger money lenders join as members. TU shared with the
Council that some money lenders may not be able to meet its data security standards and
policy requirements while others may have their own strategy in assessing their own customers.
During the Council's meeting with TU, it offered to provide the Council with a list of its members
and information on the money lenders’ market situation. However, at the time of preparation
of this report, the Council has not yet received this information.

Trends of consumer credit

According to TU, money lenders’ involvement in personal loans has been growing rapidly over
the last two years, and banks have been shifting away from personal loans for prime and
subprime groups and moving towards loans for prime plus and super prime groups.

TU explained that it is difficult for money lenders to compete with the low interest rates that
banks offer to prime plus and super prime groups. As a result, money lenders tend to provide
personal loans to prime to subprime groups, which have relatively higher credit risks.
Moreover, as banks are more conservative and subject to the HKMA's supervision, money
lenders may be the first choice for prime to subprime groups to turn to for quick funding. TU
further pointed out that there was a growth among the younger generation in personal loans
and the most common product used by the younger generation was credit card.

Consumer credit scores

Financial service providers will usually take the credit score of an individual applicant and other
factors as reference to make a determination on a lending decision. According to TU, the
credit score in Hong Kong is based on the past 24 month'’s data, mainly on the consistency of
balance, timeliness of repayment and usage of credit limit, but a good credit score does not
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guarantee a successful application; salary and the job of the applicant will also be taken into
account.

TU also advised that credit cardholders should not terminate their credit cards hastily as credit
limit utilisation of each credit card counts towards their level of risks.  If one does not use up
all his/her credit limits, his/her credit score will be higher. It was also noted that the length of
time one holds a credit card relates positively to one’s credit score.

TU further advised that credit score can further be improved if one repays the financial service
provider on time. However, as no records can be obtained if the money is borrowed from
another financial service provider other than those who are on the TU’s members list, this
method to improve credit score is limited.

In Hong Kong, TU examines one’s balance, performance and rate of delinquency only up to
the last 24 monthes.

Consumer credit checks

To clarify the consumer perception that the shopping around and seeking credit score checks
by the financial service providers may lower one’s credit score, TU stated that a soft enquiry at
a financial service provider will not affect the score until one to two written loan application
form(s) is/are submitted.

Claims such as "no credit report required” and “free credit assessment”

As to the prevalent practice of “no credit record check”, TU said that if there is no credit data,
money lenders would review the age, residence and education level of the loan applicant to
make an independent assessment on their risk and return.  In TU’s view, this claim tended to
attract applicants of higher credit risk who have limited access to low cost borrowing.
Therefore in negotiating the interest rates and fees, the money lenders would be able to charge
higher amounts and make a good return.

Overall views with regard to consumer credit in Hong Kong

According to TU, consumer credit business in Hong Kong involves less risk as its delinquency
rate is relatively low. TU advised that consumers should be aware of their credit score as a
high credit score could possibly bring the benefit of a lower interest rate from financial service
providers.

Views of the LMLA

In its correspondence with the Council, the LMLA explained that its objective was to create and
administer a self-regulatory business environment through an established Code of Money
Lending Practice to increase professional ethics and therefore the status of its members.
Apparently, there are regular liaison meetings between the LMLA and the CR, the Police, and
the FSTB.

The LMLA is of the view that licensed money lenders are usually exposed to loan applicants
with a diverse range of credit scores and offer interest rates and loan size corresponding to the
credit risks.  To raise the competitiveness of licensed money lenders in the market, the LMLA
suggested the usage of big data so that money lenders could improve the efficiency of their
money lending end-to-end process, from targeted marketing to credit approval decision.

50



The Council also directed queries to the LMLA regarding some money lending advertisements
that promote spending without paying due regard to prudent borrowing as well as phony
intermediaries using deceptive tactics to entice borrowers, engaging them for loan
arrangements from money lenders, and charging them high fees. The LMLA referred to the
Government’s Four-Pronged Approach in 2016.

The LMLA also indicated that part of their work was to provide channels for money lenders
including its members and the public to make enquiries or complaints. Nevertheless, the
number of complaint cases received by the LMLA was low (no statistics provided) and the cases
were usually referred directly to a member company’s senior management for handling as the
LMLA has no statutory power granted to it and therefore would not usually be involved in the
resolution of any disputes.

Views by licensed money lenders

Referred by the LMLA, the Council interviewed two major licensed money lenders in February
2019 to collect information on their market practices and views of the current regulatory
framework. Box 5 and 6 give summaries of these two interview meetings.

Box 5: Interview meeting with United Asia Finance Limited (“UAF")
Background of UAF

UAF has been providing loans to the local market for 25 years. According to UAF, it is one of
the five biggest money lenders/deposit taking companies in Hong Kong (the other four
mentioned were: Aeon, Prime Credit, Promise (Hong Kong) Co., Limited (“Promise”) and Public
Finance [sic]). Employing about 600 full-time staff in the company, 70% of UAF business is
operated in physical stores while 30% of its business is online.

UAF estimated that of the total consumer loans market in Hong Kong, only 20% of the loans
were from money lenders while 80% were from banks. Despite a substantial growth in the
number of licensed money lenders in Hong Kong, only about 300 money lenders are active in
the market.

UAF considered TU to be an effective channel to obtain information to assess client
creditworthiness, though not their ability to repay a debt.

UAF also viewed advertising as a way to attract customers in a competitive market and to
increase its market share, targeting individuals in financial need.

Customer features

UAF told that it has a wide customer base, from grassroots to professionals, with lending
amounts ranging from a few thousand to two million Hong Kong Dollars. Reasons for loans
are typically consumption and investment with most of the loan applicants using loans to settle
credit card bills, especially for those who do not want to pay the high interest rate or cannot
manage their finances well. As loan applicants can repay their loans in instalments, this
effectively enhances their financial management.

Youth (familiar with online services) and females (more likely to complete application forms)
tend to apply for loans through UAF's online platform. Given that the physical stores and
online application procedures are the same, applicants have sufficient time to read the details
of the terms and conditions when applying for loans online.
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Loan requirements

UAF said that it would give loans to as many customers as possible, with smaller loan amounts
instead of a large sum to the same individual. It would accept most of the loan applications
unless the applicant exhibits a disproportionate ratio of income to expenditure. Loan
applicants are encouraged to convey their financial situation to their family members and, if
needed, apply for a joint loan in order to possibly acquire a larger loan amount.

UAF explained that it has applied strict rules on certain loan applications due to the limited
capital of the company. For instance, when an individual is a “No Show" applicant, i.e. does
not make a personal appearance for a loan application, the standard of requiring other
supporting information would be higher.

Views and recommendations

To enhance industry development, UAF recommended that requirements on capital,
experience and professionalism of money lenders should be included in the licensing criteria.
To increase information transparency and understanding of the industry, UAF also suggested
that money lenders should provide as much information as possible to the public.

UAF acknowledged the role that intermediaries play in the industry, but was of the view that
consumers need not necessary approach an intermediary. To eliminate malpractice, UAF
suggested appropriate regulations be imposed on intermediaries and recommended
establishing a register for debt collection companies.

To mitigate the over-indebtedness issue, UAF suggested that the Government and NGOs step
up efforts in consumer education so that loan applicants have better concept in choosing
trustworthy money lenders. Moreover, UAF supported the idea of the LMLA organising talks
on the right attitude on lending, when necessary.

Box 6: Interview meeting with Promise
Background

Promise, owned by a Japanese consumer finance institution, has been providing personal loan
to the local market since 1992. It is one of the five biggest money lenders/deposit taking
companies in the personal loan market in Hong Kong. At present, Promise employs more
than 200 full-time staff and operates 26 branches.

Promise viewed television advertising as a very effective method to attract customers and was
the first company to advertise on TV in the 1990s. At present, its advertising covers a broad
range of channels including television, newspapers and online advertising.

Customer features

As told, the majority of Promise’s customers are between 18-35 years old and more than 60%
are male. Those who find it difficult to borrow money from banks also tend to apply for loans
from Promise. With an upward trend in online lending, the proportion of online and branch
lending is now 50-50.
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Loan requirements

Promise claimed that it has applied strict rules to loan applications. Before applying for a loan,
customers must join its membership. During the loan application, Promise would conduct
credit score checking on customers. In regard to its claim in the advertisements that no
income statement is needed for loan application, Promise said other valid supporting
information would still be required. As for the advertisement of “Get your loan, all online” (&
F2MEIE 5), checking and confirmation of customer identity would also be conducted, and if
the information provided by the customer is not enough or the amount of applied loan is too
large, the customer would still be required to apply loan in person at a branch.

Promise explained that it does not require referee information. Its bad debt rate is low, which
is likely due to the appropriate amount of loans granted and ways to follow-up with customers.

Promise said that customers would be provided with a contract containing details of all the
loan information, but found that customers normally focused only on the amount of repayment
and when they would receive the money.

Views and recommendations

Promise considered its current method of using “daily” interest rates to be the simplest for
consumers to understand the amount they have to repay at any time. Promise claimed that
it does not use any intermediaries. As for debt collection agents, Promise agreed that a
registration system may be useful. At present, Promise said that it would conducts
background checks, regular monitoring and supervision of its debt collection agents.

Promise told that it has a complaint mechanism to handle customer complaints. The number
of complaint cases in recent years is decreasing, which, according to Promise, may be due to
its existing appointment and review mechanism on debt collection agencies.

Regarding promoting a healthy development of the money lending industry, Promise is of the
view that the threshold for licensed money lender should be increased, in particular the
financial threshold and the requirement for more information on the owner/shareholder’s
background.

4.4 Summary

In reviewing the marketing practices of the money lending industry, there are obvious gaps
that will have to be closed to provide a fairer and more informed marketplace for loan
applicants.

The message of “simple loan application and assessment”, the perception of easy and convenient
borrowing as well as low interest rates and high rewards are popular marketing tactics to attract
the potential loan applicants who are in need of quick money to offload their financial pressure.
Claims such as “no credit report required” further impel some chosen targets such as university
graduates, self-employed, part-time employees, housewives and blacklisted, indebted or
bankrupt individuals to attempt to borrow more which further strains their ability to repay.
Despite the two interviewed money lenders explaining they have applied strict rules to their loan
applications, the lending policy of different money lenders could be varied substantially.
Meetings with NGOs, debtors and families confirmed TU's assertion that these advertisements
and claims are intended to attract those loan applicants of higher credit risk.
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Furthermore, apart from the different presentations of interest rate by financial service
providers, the different practices in the calculation of fees or charges, could also confuse the
loan applicants when they are in the process of selecting a money lender. Without clear and
comparable information, the loan applicant could easily be led into taking on a loan with higher
interest which will result in a higher cost of borrowing.  As evidenced by the lack of information
on the licence number of money lenders the Council found in this study, the transparency of
and scrutiny over money lenders have to be improved.

To improve the standard of the industry, the qualification of the money lenders, the licensing
mechanism and governance inevitably will have to be strengthened to offer a fairer and more
responsible money lending market in Hong Kong.
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5 Regulatory Regimes in Other Jurisdictions

This chapter gives an overview of the regulatory framework for money lenders in 5 other
jurisdictions:- Australia, Mainland China, Singapore, Taiwan and the UK. These jurisdictions
are selected either for their geographical proximity or their similarities to Hong Kong in terms
of their state of economic development, business environment, or legal background.

Key areas reviewed are the regulatory bodies overseeing the industry, the licensing
requirements, disclosure requirements, interest rates, requirements for responsible lending or
prudent credit assessment, consumer credit data providers, advertising restrictions, and
enforcement. By referencing these aspects in the different jurisdictions, areas of weaknesses
in the local regulatory regime are identified and analysis can be made, providing a foundation
to formulate the recommendations listed in Chapter 7 of this Report.

5.1 Australia

Overview and Regulatory Body

According to the central source of Australian open government data, there are upwards of
1,050 licensed credit providers out of a total of 5,204 credit licensees in Australia as at 1July
2019 and the loan size is AUD 2,294.8 billion (roughly equivalent to HKD 12.5 trillion) as at
March 20193,

The main legislation that governs the industry is the National Consumer Credit Protection Act
(“National Credit Act”) and the National Credit Code. ASIC is Australia's integrated corporate,
markets, financial services and consumer credit regulator. It regulates Australian companies,
financial markets, financial services organisations and professionals who deal and advise in
investments, pension, insurance, deposit taking and credit. As a consumer credit regulator, it
administers the National Credit Act and regulates people and businesses engaging in consumer
credit activities including banks, credit union, finance companies, along with others®. In
administering the legislation, ASIC issues a number of Regulatory Guides and Information
Sheets to serve the purpose. Regulatory Guides give guidance to regulated entities by
explaining when and how ASIC will exercise specific powers under legislation, how it interprets
the law, principles underlying ASIC's approach and give practical guidance. Information
Sheets provide concise guidance on a specific process or compliance issues or an overview of
detailed guidance®.

According to ASIC annual report 2017-18, specific emphasis was placed, inter alia, on the
enforcement of compliance with responsible lending laws, misleading advertising and poor
debt collection practices. ASIC had success in taking the credit providers to court for
delinquent conducts to include, inter alia, breaches of responsible lending provisions, failure to
make adequate inquiries, making misleading advertising and poor debt collection practices.

52 |ist of credit licensees as at 1July 2019 as shown in the website “data.gov.au” which is the central source of Australian open
government data.

53 Australian Bureau of Statistics, “Australian National Accounts: Finance and Wealth, Mar 2019".
See https://www.abs.gov.au/ausstats/abs@.nsf/Latestproducts/5232.0Main%20Features3Mar%202019?opendocument&tab
name=Summary&prodno=5232.0&issue=Mar%202019&num=_&view=

> See https://asic.gov.au/about-asic/what-we-do/our-role

% Regulatory Guide 207, page 2
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Based on the above, it can be seen that ASIC is taking an active approach towards
enforcement®®,

Licensing

Anyone who wants to engage in credit activities (such as money lenders and financial
intermediaries) must be licensed with ASIC>’. In assessing a license application, ASIC will
consider’®:

(1) whether the applicant is a fit and proper person to engage in credit activities; and

(2)  whether the applicant can comply with the general conduct obligations, which aim to
ensure that the credit business is properly operated.

Fit and proper person

In determining whether the applicant meets this requirement, ASIC will have regard to whether
each of the people involved in managing the credit business are fit and proper people to
perform that role*®. In case of a body corporate, ASIC will consider whether certain people
who are responsible for the management of credit businesses, including directors, company
secretaries and senior managers who will perform duties for credit activities under the licence,
are fit and proper people to perform that role®.

To be a fit and proper person to engage in credit activities means that the person®":

(1) is competent to operate a credit business (as demonstrated by the person’s knowledge,
skills and experience);

(2) has the attributes of good character, diligence, honesty, integrity and judgement;
(3) is not disqualified by law from performing their role in the credit business; and

(4) either has no conflict of interest in performing their role, or any conflict that exists will not
create a material risk that the person will fail to properly perform their role in the credit
business.

To demonstrate that an applicant has these attributes, the applicant will need to%*:

(1) identify the people involved in the management of the business (called “fit and proper
people”);

(2) specify which of those people will the applicant rely on to demonstrate that the applicant
is competent to engage in credit activities (called “responsible managers”). Each
applicant needs to identify at least one person as responsible manager; and

(3) provide ASIC with information about each of those people, their role in the credit business
and their past conduct, and, if they will be responsible managers, their knowledge and
experience.
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For each “fit and proper people”, ASIC requires the applicant to certify whether the person has
not been subject to certain events within the last 10 years, whether in Australia or overseas®.
These events include, inter alia:

(1) refusal or restriction of authorisations required by law for a trade, business or profession;
disciplinary action or investigations that may result in disciplinary action; licence
cancellations;

(2) reprimand or disqualification or removal by a professional or regulatory body in matters
relating to the person’s honesty, integrity or business conduct;

(3) use of different names to those in the application;

(4) administrative, civil or criminal proceedings or enforcement actions, which were
determined adversely to the person; and

(5) declaration of bankruptcy or insolvency; involvement in the management of any
companies or businesses that have had an external administrator appointed, or entered
a compromise or scheme of arrangement with creditors, or been declared insolvent.

For each responsible manager, additional information including educational qualifications and
details of previous employment are required to demonstrate that he has adequate knowledge
and experience to engage in the credit activities to be authorised by the applicant’s credit
licence®.

Capital requirement

Under the National Credit Act®, credit licensees are obliged to have adequate financial
resources to engage in credit activities authorised by the licence and to carry out supervisory
arrangements. The aim of the legislation in imposing financial requirements is to minimise
the likelihood that insufficient resources will put compliance with the National Credit Act and a
credit licensees’ obligations at risk®®.

Notwithstanding the above requirement for adequate financial resources, there is no fixed
capital requirement as it is not possible to prescribe a level of resources®” for each credit
licencee as this varies according to the nature, scale and complexity of the credit activities the
credit licensee engages in%. When determining whether an applicant has adequate
resources®, ASIC will make enquiries during the licensing process and if there is reason to
believe that the applicant will not be able to comply with the financial resources requirement’,
a licence will not be granted.

63

Regulatory Guide 204.277

64 Regulatory Guide 204.280

o

5

66

67

Section 47(1)(I) of the National Credit Act

Regulatory Guide 207.14
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As a minimum, credit licensees would be expected to”":

(1) meet all the debts as and when they become due and payable;

(2) plan and monitor cash flows to make sure they are sufficient to adequately meet the
obligations as a credit licensee under the National Credit Act; and

(3) document the process for determining whether they have adequate financial resources.
The credit licensee has an ongoing obligation to maintain the adequacy of resources and this

will form part of the annual compliance certificate’.

Compliance with the General Conduct Obligations

Before ASIC grants a licence, the applicant must demonstrate that it is able to comply with the
general obligations under the National Credit Act from the time the licence is granted and on
an ongoing basis. The licensee is required to lodge an annual compliance certificate with the
ASIC, in which it must certify whether it has complied with the obligations as a licensee’. In
the broadest sense, these obligations can be divided into several aspects, including compliance
obligations, internal systems relating to risk and conflicts management, monitoring and
supervision of people, maintaining adequate financial, technological and human resources to
engage in the credit activities. Below is a brief summary of the relevant requirements
applicable to businesses engaging in money lending activities.

Pre-contractual information disclosure

A money lender must give a credit guide to a borrower as soon as practicable after it becomes
apparent to the money lender that it is likely to enter a loan agreement with a borrower’.  The
credit guide is a brief document containing certain preliminary information for borrowers, for
example:

(1 lender's name and contact details;
(2) lender's Australian credit licence number;
(3) information about the lender’s procedure for resolving disputes with a borrower; and

(4) information about the lender’s responsible lending obligations under the National Credit
Act, namely, giving the borrower the assessment”™ and prohibition on entering or
increasing the credit limit of unsuitable credit contracts.

Before entering into a loan agreement, a money lender must give to a borrower a quote which
gives the estimated cost of the credit assistance and the borrower can accept the quote by signing
and dating the quote”. The money lender must provide a copy of the accepted quote to the
borrower”. A money lender must also ensure that certain key information such as the amount
of credit, interest rate, total amount of interest payable, details of repayments and other incidental

' Regulatory Guide 207.9
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charges for example credit fees and charges, default rate etc. are included in the loan agreement’.

In addition, the money lender must give the borrower an information statement which is in a
prescribed form, containing some statutory rights and obligations of the borrower, terms and
conditions of the loan contract, which the borrower should know before entering into a loan
agreement®®.

For loans of AUD2,000 or less which are to be repaid between 16 days and 1year, money lenders
can only charge the following fees®":

(1) A one-off establishment fee of not more than 20% of the loan amount;

(2) A monthly fee of not more than 4% of the loan amount;

(3) A government fee or charge;

(4)  Default fees or charges; and

(5)  Enforcement expenses.

For loans which are for amounts between AUD2,000 and 5,000 to be repaid between 16 days
and 2 years, fees are limited to®:

(1) A one-off establishment fee of AUD400; and

(2) A maximum annual interest rate of 48%, including all other fees and charges.

For loans of more than AUD5,000 or with terms longer than 2 years and all continuing credit
contracts, the fees and charges allowable must not be more than 48% (including any
establishment or other fixed fees)®.

Responsible lending/credit assessment

Money lenders must comply with the responsible lending conduct obligations in the National
Credit Act. They are intended to (i) introduce standards of conduct to encourage prudent
lending; and (i) curtail undesirable market practices®®. The responsible lending obligations
enhance consumer protection by ensuring that money lenders do not provide credit to
borrowers who do not have the capacity to repay the loan, or the type of loan which does not
suit the need of the borrower®. The key concept is that lender must not enter into a loan
agreement with a borrower if it is unsuitable for the borrower.

To comply with the responsible lending obligations, the lender is required to take 3 steps®®:

(1) make reasonable inquiries into the borrower’s financial situation, and his requirements
and objectives;

(2)  take reasonable steps to verify the borrower’s financial situation; and

7 Section 17 of National Credit Code

80 Section 16 of National Credit Code and Form 5 of the National Credit Regulations

See https://www.moneysmart.gov.au/borrowing-and-credit/consumer-credit-regulation

See https://www.moneysmart.gov.au/borrowing-and-credit/other-types-of-credit/personal-loans
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(3) make an assessment of whether the loan agreement is “not unsuitable” for the borrower®’
(based on the inquiries and information obtained in the first two steps).

A loan agreement must be assessed as “unsuitable” where at the time of the assessment, it is
likely that®:

(1) the agreement does not meet the borrower’s requirements and objectives;

(2)  the borrower will be unable to meet his payment obligations, either at all or only with
substantial hardship; or

(3)  other prescribed circumstances are applicable to the agreement. For example, a
reverse mortgage is presumed to be unsuitable in some circumstances unless proved to
the contrary®.

Advertising practices

The National Credit Act prohibits the making of false or misleading representations in relation
to a matter that is material to enter into a loan agreement®.  ASIC has issued a good practice
guide for advertising financial products and services (including credit) which helps promoter
comply with their legal obligations in relation to advertising practices. One key requirement
applicable to credit advertisements is the reference to an interest rate. Under the National
Credit Code, it is not mandatory for money lenders to disclose the interest rate in an
advertisement. But where it does so, it is important that the advertisement gives borrowers a
realistic impression of the overall costs”. Furthermore, it is a legal requirement that if an
advertisement contains an interest rate, it must also contain a comparison rate so that they can
make an informed decision as to whether to take out that particular loan or not. A comparison
rate is a tool to help consumers identify the true cost of a loan and includes both the annual
interest rate plus main fees and charges relating to a loan, reduced to a single percentage
figure® enabling easier comparison by the consumers as to how much the loans from different
money lenders will cost them.

Apart from the contents of the advertisement, the guide also covers media-specific issues of
different advertising channels for advertising financial products, financial advice services, credit
products and credit services. These include mass media, audio advertisements, film and video
advertisements, internet and outdoor advertising. To take film and video advertisements as
an example, promoters should ensure that the information about risks and any warnings be
easily understood by an average viewer on the first viewing of an advertisement and the
message should not be undermined by distracting sounds or images®.

Consumer Credit Data Sharing

Currently, sharing consumer credit data is a voluntary practice in Australia. If the licensee
operates its credit business by adopting data sharing, it is subject to the Privacy (Credit
Reporting) Code. This code protects consumer credit data through various ways, such as,
restricting the types of credit information and the circumstances under which such credit
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information can be shared.

Supervision and Enforcement

ASIC supervises the credit market both reactively and proactively. Potential breaches of the
law are brought to its attention in a number of ways, including reports of misconduct from
members of the public; referrals from other regulators; and through surveillance work.
Surveillances are particularly useful because they allow ASIC to engage with industry, often
involving direct interaction with a credit provider, usually on a face-to-face basis, to actively
monitor their activities by exercising ASIC's information-gathering powers to inspect books and
records, or to compel the production of documents or the disclosure of information®.

In terms of enforcement, ASIC has different tools to tackle non-compliance or breaches of the
regulatory requirements, including (i) bringing prosecutions; (ii) imposing financial penalty; (iii)
seeking injunctions; (iv) seeking correction orders to correct misleading advertisement; (v)
accepting undertakings in lieu of other actions; (vi) bringing administrative actions such as
issuing infringement notices and public warning notices, disqualifying a person from managing
a corporation or a ban on engaging in credit activities, or revocation, suspension of licence or
variation of conditions of a licence etc.®.

An individual convicted of a serious criminal offence involving dishonesty could be imprisoned
for up to five years and in the case of serious market offences, the term of imprisonment is up
to ten years. As for criminal fines, the lowest maximum penalty is AUD850 and more serious
offences attract significant fines, for example, it can be up to three times the value of the benefit
obtained by the conduct.  For civil financial penalties, the pecuniary penalty can be up to AUD
200,000 for individuals®.

Although ASIC would usually refer most cases to the Commonwealth Director of Public
Prosecutions, ASIC is in fact authorised to prosecute some minor regulatory offences on its
behalf .

Infringement notices are intended to facilitate payment of relatively small financial penalties in
relation to relatively minor contraventions of the law. There are a number of different
infringement notice regimes with differing levels of potential penalty. If an infringement
notice is complied with, e.g. the penalty is paid, no further regulatory action will be taken
against the recipient for that breach. However, if the infringement notice is not complied with,
ASIC is entitled to bring a civil penalty action against the notice recipient®.  Apart from taking
enforcement actions, other regulatory tools that ASIC use are engagement with industry and
stakeholders, surveillance, guidance, education, and policy advice®.

With regard to market transparency, ASIC's enforcement statistics such as numbers of
prosecutions, bans, infringement notices, compensation and court enforcement undertakings,
and also number of investigations are published half yearly in the ASIC Enforcement Update'®.
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5.2 Mainland China

Overview and Regulatory Body

At present, there is no regulatory authority for money lenders (usually referred to as small-sum
loan companies or microfinance companies) on a national level in Mainland China. In 2008,
the Guiding Opinions of China Banking Regulatory Commission and the People’s Bank of China
on the Pilot Operation of Small-sum Loan Companies™ (“Guiding Opinions”) was promulgated,
which sets out the fundamental requirements for establishing, registering and operating a
small-sum loan company at the national level.

Pursuant to the Guiding Opinions, the relevant competent government authority at the
provincial level, such as a finance office’® specifically designated by the provincial government
for supervising small-sum loan companies, is responsible for the administration and
supervision of these companies'™®. In addition, some relevant regulations are also set out in
the Provisions of the Supreme People’s Court on Several Issues Concerning the Application of
Law in the Trial of Private Lending Cases'™. As at March 2019, there are 7,967 small loans
companies in Mainland China and the total outstanding loan for these companies stands at
RMB 927.2 billion (roughly equivalent to HKD 1.05 trillion)™®.

Getting Authorised

Any applicant must apply to the competent authority of the provincial government and, upon
approval, comply with the registration formalities to obtain all necessary business licences,
approvals and certificates for the establishment of a small-sum loan company'™®.

Capital requirement

If a small-sum loan company is a limited liability company, its registered capital must be at least
RMB 5 million, and if it is a company limited by shares, its registered capital must be at least
RMB 10 million®”.

Source of funds

The major source of funds for a small-sum loan company is limited to capital contributed and
funds donated by shareholders as well as funds raised from, at most, two banking institutions.
Subject to the relevant laws and regulations, funds obtained by a small-sum loan company
from banking institutions may not exceed 50% of its net capital'®.
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Fit and proper person

Any founder being a natural person, an enterprise or other social organisations of the small-
sum loan companies and any natural person as a director, supervisor, or senior management
of small-sum loan companies should not have any criminal or bad credit record'®.

Interest Rates

The interest rate charged by a small-sum loan company cannot exceed the maximum loan
interest rate set by the PRC Supreme People’s Court in the Provisions of the Supreme People’s
Court on Several Issues Concerning the Application of Law in the Trial of Private Lending
Cases' issued by the Supreme People’s Court, which provides that (i) annual interest rates up
to 24% per annum are valid and enforceable™; (i) for annual interest rates ranging from 24%
to 36%, if the interest has already been paid to the lender, and so long as such payment does
not conflict with the interests of the state, the community or any third parties, the courts will
likely reject the borrower’s request to demand the return of the interest payment above 24%";
and (iii) where the annual interest rate is higher than 36%, the agreement on that portion of
the interest exceeding the maximum interest rate is invalid™,

In addition, the Notice of the Supreme People’s Court on Issuing the Several Opinions on
Further Strengthening Financial Trials™ issued by the PRC Supreme People’s Court in August
2017 further emphasises that if the total amount of interest, compound interest, default interest
and other fees charged by a lender under a loan contract substantially exceeds the actual loss
of such lender, then the request by the debtor under such loan contract to reduce or to adjust
the part of the aforementioned fees exceeding the amount accrued at an annual rate of 24%
will be upheld™.

Compliance with the General Conduct Obligations

A small-sum loan company is required to establish prudent financial accounting systems, asset
classification systems and provision systems for accurate asset classification, and make
adequate provision for losses™. In addition, a sound corporate governance structure and
loan management system, and strengthened internal control™ should also be put in place.

Pre-contractual Information Disclosure

Regarding pre-contractual disclosure to borrowers, it is the duty of the lenders to provide
information on the type of the loans, repayment terms and interest to the borrowers according
to the General Rules for Loans as adopted by the People’s Bank of China™®,
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Consumer Credit Data

With respect to consumer credit data, the Credit Reference Center under the People’s Bank of
China, with the approval of the State Commission Office of Public Sectors Reform, operates and
maintains the national centralised commercial and consumer reporting system'. It is noted
that the Credit Reference Center also collects a comprehensive array of credit information from
both enterprises and individuals™® and this information is collated into credit reports which are
accessible by banks, rural credit operatives and micro-finance institutions for risk management
and other purposes and by individuals''.

Enforcement

According to the Guiding Opinions, small-sum loan companies must not raise funds by illegal
means. Companies involved in such activities shall be handled by the provincial government
in accordance with the relevant legislations issued by the State Council. For cross-provincial
illegal activities, the provincial government may request determination of the matter at the
Inter-ministerial Joint Conference for the Disposal of lllegal Fund Raising'??.  For other matters
contravening national legislations and regulations, they shall be determined by the relevant
department of the provincial government™?® and be penalised according to the law™*.  The
Credit Reference Center also collects, inter alia, court judgments and bureaucratic actions.

5.3 Singapore

Overview and Regulatory Body

According to the website of the Registry of Moneylenders, there are 158 money lenders as at
1t July 2019%> and the amount of outstanding loan is SG$416 million (roughly equivalent to
HKD 2.4 billion) in 20182,

The regulatory regime for money lenders in Singapore is primarily governed by the
Moneylenders Act and the Moneylenders Rules, supplemented with various binding directions
issued by the Registrar of Moneylenders ("RML"). It is noted that the Moneylenders Act was
recently amended and these amendments were put into force either on 30" November 2018
or 29" March 2019'7,

Licensing Regquirements

Money lenders are required to obtain licences from the RML in order to carry on money lending
business and they are valid for twelve months. They must meet several criteria before their
licences are granted. Those criteria are'?®:
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(1) the applicant and every person who is or will be responsible for the management of the
business must:

(@) be ordinarily resident in Singapore;

(b) be of good character;

(c) be afit and proper person to carry on money lending business;
(

(

o

) be atleast 21 years old; and
e) be familiar with the provisions of the Moneylenders Act and the Moneylenders Rules;

(2) the proposed business premise has been deemed suitable by the RML for the conduct of
the money lending business;

(3) a security deposit of SG$20,000 for every place of business; and

(4) the applicant must be incorporated as a company limited by shares with a minimum paid-
up capital of SG$100,000™>.

In order to make sure that a person who is responsible for money lending business is familiar
with the relevant laws and regulations, he is required to sit and pass a written test administered
by the RML (a department under the Ministry of Law)®. The duties of the test-qualified
manager include ensuring that staff are given adequate training on laws relating to the money
lending industry; and to review the loan documents and money lending business procedures
to ensure that all relevant laws are complied with™'.

The grant of a licence is subject to various conditions. Some of them are relevant to consumer
protection and will be discussed below. The RML may at any time, by notice in writing to the
licensee, vary or revoke any of the existing conditions or impose new conditions'®.  In addition,
the RML is empowered to issue binding “directions” for money lenders to comply with™3. Prior
approval from the RML is also required for the admission of any person who will be responsible
for the management of the money lending business and the appointment of directors™* of the
money lender.

General Lenders’ Obligations

The Moneylenders Act, Moneylenders Rules and licensing conditions provide a wide range of
regulatory requirements on money lenders. Some key requirements are set out below. Failure
to comply with these obligations constitute a criminal offence under the Moneylenders Act.

Disclosure requirements and interest rates

It is a licensing condition that every money lender shall display the latest edition of the “Notes
To Borrowers When Obtaining Loans From Moneylenders” (“Notes to Borrowers”) in a
conspicuous position in each of its place of business™. The Notes to Borrowers is basically a
document containing important information that a borrower should know before entering into
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a loan agreement, such as the maximum loan amount, the permitted interest rate and fees,
and the computation of interest etc.

Before granting any loan to a borrower, the money lender must inform the borrower in writing
of the following information™®:

(1) the nominal interest rate (capped at 4% per month™) for the loan;
(2) the interest will be computed on the monthly outstanding balance of the principal™®;

(3) the date or day when the interest on the principal will be credited to the loan account as
payable;

(4) the nominal interest rate for the interest (if any) to be charged on late payment of the
principal and interest (capped at 4% per month™?);

(5) the late interest (if any) will be computed on the monthly outstanding balance of the
amount of principal or interest or both that is overdue;

(6) whether any permitted fees will be charged and if so, what the permitted fees are, how
they are or will be computed and the circumstances under which they will be charged.
At present, moneylenders are only permitted to impose the following charges and
expenses™?;

(@) a fee not exceeding SG$60 for each month of late repayment;

(b) afee not exceeding 10% of the principal of the loan when a loan is granted; and

(c) legal costs ordered by the court for a successful claim by the moneylender for the
recovery of the loan™!.

(7) inthe case of a term loan:

(@) the frequency of the instalment payments if the borrower does not default on any
payment;

(b) the amount of each such instalment payment;

(c) the portions of each such instalment payment that will be appropriated to repayment
of the principal and payment of the interest (excluding late interest); and

(d) the total number of instalments and the total amount the borrower will pay over the
entire term of the loan if he does not default on any payment.

The lender shall cause the above written information to be signed by the borrower
acknowledging that he has been informed by the lender of the terms and conditions of the
loan. In addition, a note of contract, in a prescribed form, containing the most important
particulars of the loan such as the principal, nominal interest rate per month and the repayment
schedule, must also be signed by the parties. The note of contract serves as a key term sheet
which can facilitate borrowers to understand the important terms of the loan. It also functions
as a written confirmation for the borrower to acknowledge receipt of the principal sum from
the money lender without any unauthorised deduction. The Act provides that no contract for

136 Section 8 of the Moneylenders Rules
B7 Section 11 of the Moneylenders Rules
38 Also called reducing balance method
139 Section 11 of the Moneylenders Rules
140 Section 12 of the Moneylenders Rules
™ See the Notes to Borrowers
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a loan is enforceable and no money granted is recoverable unless a note of contract is duly
signed'.

Responsible lending
(i) Designated credit bureau

The RML has been given the power to establish the Moneylenders Credit Bureau™?
("MLCB") by designating one company at any one time to be the credit bureau to provide
credit reports, and to serve as a repository of data for the purpose of policy review'4,
The information which the MLCB collects from different money lenders provides critical
knowledge to others by allowing them to access and view a debtor's unsecured loans with
other money lenders. The MLCB also gives money lenders access to up-to-date details
of the borrower's creditworthiness and indebtedness, therefore helping licensed money
lenders make an informed decision on loans™. Money lenders are required to obtain a
credit report of the borrower from the MLCB before granting a loan™¢.  Such credit
reports are provided by MLCB at a fee not exceeding an amount approved by the RML™.
Upon obtaining a credit report, if the money lender intends to grant a loan, it must submit
the loan information such as the principal amount, repayment details, rate of interest to
the MLCB for record™®. However, if the money lender declines to grant a loan, the
reasons for so declining™® must also be reported to the MLCB. In addition, after a loan
is granted, money lenders must update the information relating to any repayment of the
loan™®.  All these requirements encourage and promote responsible lending on the part
of the money lenders.

From the borrower’s perspective, these requirements encourage borrowers to develop
greater financial prudence and borrow within their means, given that their loan
information will be accessible by all licensed money lenders.

These credit reports from the MLCB can be accessed by both borrowers and licensed
money lenders.  Borrowers can therefore use their own credit reports to keep track of
and better manage their own loans while money lenders can use the credit report for
better credit risk assessment before granting a new loan, enabling them to deny loans to
those who are borrowing beyond their means.  This in turn can help money lenders lower
the default rate and hence, their cost of doing business. Money lenders can also use the
credit reports to keep track of borrowers with active loan contracts with them, including
whether the borrowers have taken up other new loans. The Ministry of Law and the RML
use the data at the MLCB for better monitoring of borrowing and lending activities.
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(i) Loan cap

The total maximum amount for unsecured loans that can be borrowed at any time across
all money lenders in Singapore is stated in the Notes to Borrowers. For Singapore
citizens and permanent residents, the total maximum loan amount that can be borrowed
is SG$3,000 for an individual with annual income below SG$20,000 and 6 times the
monthly income for those with a higher income. For foreigners residing in Singapore,
the total maximum loan amount is SG$1,500 for an individual with annual income below
SG$10,000; SG$3,000 for those with an annual income between SG$10,000 and SG$20,000;
6 times the monthly income for those with an annual income higher than $SG$20,000.
Money lenders cannot extend loans beyond this cap, and must obtain credit reports from
the MLCB before granting a loan®™'.  There is no cap for secured loans'?,

Advertising Activities

Under the Moneylenders Act, money lenders are prohibited to use or publish any advertising
or marketing materials which contain any false or misleading information™3.  Pursuant to the
RML Directions dated 31 July 2013™* money lenders are only permitted to advertise their
business in the following media:

(1) business or consumer directories in print or online media;

(2) internet websites belonging to the money lender; and

(3) advertisements placed within the approved place of business, or on the exterior side of
the wall, door, shutter, gate or window of the approved place of business.

In addition, all advertisements must not:

(1) contain a material misrepresentation;
(2) omit to state a material fact;
(3) contain any information which cannot be verified;

(4) create an unjustified expectation about the results that can be achieved by the money
lender or a borrower (e.g. understating the cost of borrowing or overstating the ease of
borrowing); or

(5) contain graphics that could convey an impression that is inaccurate or inconsistent with
the nature of the loan product or the risks to the borrower in taking up the loan product.

Furthermore, all advertisements must contain the following information:

(1) the business name as stated in the licence;
(2) the licence number;

(3) where it states a business address, it shall state only the address of the money lender’s
place of business approved by the RML;

(4) where it states a contact number, it shall state only the land telephone line(s) of the money
lender which has been approved by the RML;

5T Section 30N(5) of the Moneylenders Act
52 Notes of Borrowers

153 Section 16 of the Moneylenders Act

154 Directions of the Registrar under Section 16(3) Read with Section 26(1) of the Moneylenders Act Regarding the Advertising &
Marketing Activities of Licensed Moneylenders. See https://www.mlaw.gov.sg/content/rom/en/information-for-moneylenders
/relevant-laws-and-regulations.html
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(5) where it states a contact person, it shall state only the name of any officeholder or
employee of the money lender to whom the advertisement relates and whose office-
holding or employment has been approved by the RML;

(6) where it states the interest rate, the rate is to be expressed only as a percentage per
annum with the words “per annum” or “p.a.” added;

(7) where it purports to offer a discounted rate, or any other special offer, e.g. payment
holiday/waiver, it shall also state:

(@) whether there are any fees payable at any point in time which are not as a result of
the borrower defaulting on the loan; and

(b) additional information, such as the qualifying criteria for the loan or any special terms
and conditions which apply.

According to the news release issued by the Singapore Police Force, in the first quarter of 2018,
there were 127 cases relating to loan scams, some of which involved advertising through SMS
or WhatsApp messages™®.

Supervision and Enforcement

Money lenders are required to submit on a quarterly basis to the RML a statement containing
every money lending transaction entered into by the money lender together with a statement
showing its cash and loan positions for that period™®.  In addition, money lenders must submit
annual audited accounts to the RML™ and as mentioned in the Moneylenders Act, , accurate
borrower information must be provided to the MLCB™® together with timely updates to the
MLCB when borrowers repay their loans'™.

The RML and the Police are the enforcement authorities under the Moneylenders Act. There
are two major remedies provided by the Moneylenders Act to tackle non-compliance or
breaches of the legal requirements, including (i) bringing prosecutions; and (ii) bringing
disciplinary actions such as forfeiture of security deposit, suspension or cancellation of licence,
and variation of conditions of a licence etc. Upon conviction, offenders are liable to a
maximum penalty of SG$500,000 fine and/or imprisonment for a term of 7 years™. It is noted
that Singapore Police Force issues enforcement news on unlicensed moneylending from time
to time™®'.

5.4 Taiwan

Overview and Regulatory Body

In Taiwan, lending activities are not exclusively conducted by banks, though research shows
that such activities are mainly conducted by local licensed banks and financial institutions and
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News Releases issued by Singapore Police Force dated 9 May 2018

Section 24(3)(a) of the Moneylenders Act; section 17A of the Moneylenders Rules 209

Section 24A(8) of the Moneylenders Act

Section 30R of the Moneylenders Act

Section 30P of the Moneylenders Act

For conviction of unlicensed money lending. See section 14 of the Moneylenders Act

Singapore Police Force, Unlicensed Moneylending.

See http://www.police.gov.sq/resources/prevent-crime/unlicensed-moneylending/latest-news#content
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their activities are governed by the Banking Act’®.  Generally speaking, private parties may
enter into agreements'®, including loan agreements'™*, under the Civil Code™ and those
parties which are not covered by the Banking Act would be governed by the Civil Code.
However, the Civil Code only provides the general principles applicable to loan agreements but
there is no stipulation as to which institutions can be registered to conduct lending activities.

As mentioned above, money lending services are generally provided by banks. There are 38
domestic banks, 26 local branches of foreign banks (Taipei Branch only) and 3 local branches
of Mainland Chinese Banks (Taipei Branch only)'®.  As at May 2019'%, the amount of consumer
loans made by domestic banks is NT$8,285,813 million (roughly equivalent to HKD 2.1 billion).

The Financial Supervisory Commission of the Republic of China ("FSC") is the authority
responsible for development, supervision, regulation, enforcement and examination of
financial markets and financial services enterprises',

Licensing Regime

Entities conducting finance-related activities such as engaging in a money market or credit card
business have to obtain the approval of the Central Competent Authority, which is the FSC'®,
These entities are generally banks and their scope of business may include the extension of
loans™®. It is noted that the scope of business for each bank shall be determined individually
by the FSC and would be noted on the bank’s business licences'".

Capital requirement

As aforementioned, mainly local licensed banks which are governed by the Banking Act, are
able to register as a financing company to carry on lending activities in Taiwan. According to
the Banking Act'?, the minimum capital requirement for different types of banks shall be
determined by the Central Competent Authority, i.e., the FSC, based on the population and
economic conditions in each of the geographic areas, and the type of bank under consideration.
There is therefore no fixed capital requirement for banks.
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Article 153 of the Civil Code

Article 199 of the Civil Code
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Central Bank of the Republic of China (Taiwan), “List of Financial Institutions”.

See https://www.cbc.gov.tw/Ip.asp?ctNode=495&CtUnit=210&BaseDSD=7

FSC, “Consumer Loans at General Banks and Credit Cooperatives”.

See https://www.banking.gov.tw/ch/home.jsp?id=157&parentpath=0,4&mcustomize=bstatistics_view.jsp&serno=201105120014
Financial Supervisory Commission “Introduction”.  See https://www.fsc.gov.tw/en/home.jsp?id=9&parentpath=0,1
Articles 19 and 47-1 of the Banking Act

Article 3 of the Banking Act

Article 4 of the Banking Act

Article 23 of the Banking Act
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Interest Rates

The Civil Code provides general principles governing the interest rates for loans. It states that
if loan agreements do not specify interest rates, it would be set at 5% per annum as a default'”3.
If the interest rate is set at 12% per annum, the borrower can choose to repay at any time after
a year'™. If the interest rate exceeds 20% per annum, the creditor would not be entitled to
claim any interest over twenty percent.  There is no differentiation as to whether the loan is
secured or unsecured.

The Banking Act stipulates that as from 15 September 2015, the interest rates charged by banks
on cash cards or the interest rates charged by financial institutions engaging in credit card
businesses involving revolving credit cannot exceed 15% per annum™®. In addition, the
calculation of interest on cash cards using a compound interest method is prohibited’.

It is an offence for creditors to charge usurious interest as a result of the debtors’ urgent
situations, negligence and inexperience. The maximum penalty for this offence is three-
years imprisonment and a fine of no more than NT$300,000'"°,

Consumer Credit Data

Pursuant to the Banking Act and relevant regulations, an entity collecting credit-related
information from financial institutions, processing such information and maintaining the
relevant database and providing credit-related information and records to financial institutions
for credit checking purposes must obtain prior approval from the FSC'®,  Currently, the Joint
Credit Information Center ("JCIC") is the only FSC authorised entity that offers such services'™'.

Credit Approval/Responsible Lending

Card issuers must establish a credit approval process to approve the credit limit which include
the following criteria:

(1) the applicant must be at least 20 years old™?;
(2) he has independent and stable financial resources with the ability to pay off the debts3;

(3) the debtor’s total unsecured debt balance at all financial institutions should not exceed
the average monthly income by twenty-two times'4 and

73 Article 203 of the Civil Code
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Article 204 of the Civil Code

Article 205 of the Civil Code

Article 47-1 of the Banking Act

Article 9 of Regulations governing the Cash Card Business of Financial institutions

Article 344 of the Criminal Code of the Republic of China

Article 344 of the Criminal Code of the Republic of China

Articles 3(22) and 22 of the Banking Act

“History of JCIC".  See https://www.jcic.org.tw/main_en/docDetail.aspx?uid=242&pid=242&docid=347;

“Organisation of JCIC".  See https://www.jcic.org.tw/main_en/docDetail.aspx?uid=368&pid=368&docid=120

Article 5(1) of the Regulations Governing the Cash Card Business of Financial Institutions; Article 21 of the Regulations Governing
Institutions Engaging in Credit Card Business

Article 5(2) of the Regulations Governing the Cash Card Business of Financial Institutions; Article 22(1) of the Regulations Governing
Institutions Engaging in Credit Card Business

Article 5(3) of the Regulations Governing the Cash Card Business of Financial Institutions; Jin-Kuan-Yin-(4)-Zi-09600523370 which
announced on 7" January 2008
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(4) the card issuers should obtain information to try and understand the applicant's debt
situation ¥ by making considerable number of credit inquiries with the JCIC
contemporaneously™ but this should not form the only basis for application approval'’.
If the JCIC holds a note that “the applicant’s relative paid off the loan for the applicant”,
the financial institution should not raise the line of credit or issue a new card separately
when it cannot verify the applicant's repayment ability®.

Regarding student applications, the following criteria applies:

(1) a full-time student cannot hold more than two cash cards with the initial line of credit
exceeding NT$10,000 from each card issuer’™ or three credit cards with a credit limit not
exceeding NT$20,000 from each card issuer™;

(2) the initial line of credit for a credit card can be raised up to NT$20,000 with the consent
of the applicant’s parents'™;

(3) the financial institution must notify the applicant’s parents and ask them to pay attention
to the use of the card by the cardholder'; and

(4) if the financial institution finds that the student applicant holds more than two cash cards
issued by different financial institutions with the line of credit for each card exceeding
NT$20,000, the financial institution must immediately suspend the card and notify the
cardholder™,

Advertising

The Consumer Protection Act states that traders must ensure the accuracy of the contents of
advertisements™* . Where the content of the advertisement is found to be misleading
consumers by giving them incorrect value and money management concepts, the FSC may
order the card issuer to take remedial action during a prescribed period of time and suspend
the advertisement'®.

It is noted that banks in credit related transactions with consumers must disclose in their
marketing advertisement the annual percentage rate of all charges payable™®. Consumer
credit transactions in this context include personal loan transactions and revolving credit
transactions such as credit card and cash card transactions'’.

18

@

18

>

18

<

18

®

18

©

19

S

19

19

~

19.

@©

194

19

vl

19

>

19

N

Article 22(1) of the Regulations Governing Institutions Engaging in Credit Card Business
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The forms and restrictions in advertisements are governed by the Regulations Governing Cash
Card Business of Financial Institutions issued on 22" May 2007 and the Regulations Governing
Institutions Engaging in Credit Card Business issued on 23 July 2014 and the relevant

requirements are as follows:

V)
@)

the financial institutions shall not engage in marketing campaign targeting students™®;

"o

it cannot appeal to the public using marketing tactics of “fast card approval”, “get a card
by another card”, “get a card with a name card or business card” or similar tactics that will
give the consumer an impression that no credit review will be conducted in the card

approval process';

the financial institution is prohibited from peddling such marketing in the streets including
arcade areas®®. The term “street” in the context of credit cards is defined as any space
having the character of an open space, such as corridors of underground shopping streets,
underpasses, gas stations, or public transport stations®®’;

the provision of gifts, prizes or other benefits to potential or current cardholders or other
third parties during the application, revision or activation of the cards is prohibited®®;

for printed advertisement:

(@) itshallinclude easy-to-understand warnings, for example, “if you don't pay back what
you borrowed, it will be difficult for you to borrow money again ((E#17= HBEH
2", "You might suffer all your life if you pay back debt with debt (L{(&Z (&, #EG5%
Z)", in its printed advertising and other forms of advertising and the proportion
should not be smaller than one-eighth of the entire printed page®®; and

(b) the size of the words or characters cannot be smaller than font size #14%%* and
interest rates and all other charges should be clearly provided in the
advertisements2%;

for dynamic advertisements:

(@) they have to use the warning statements as follow, “please use your cash card with
prudence (FEZEEFFH%4)"°%. The warning statement must occupy at least
one-eighth of the screen space and be run throughout the duration of the
advertisement?”’;

(b) it should not state that such kind of lending is designed for financing start-up
companies, or investments including medium to long term financing®%;

%8 Article 6(1) of the Regulations Governing the Cash Card Business of Financial Institutions; Article 23(1) of the Regulations Governing

Institutions Engaging in Credit Card Business

99" Article 10 of the Regulations Governing the Cash Card Business of Financial Institutions ; Article 19(1) of Regulations Governing

200

201

202

203

204

205

206

207

208
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Article 10 of the Regulations Governing the Cash Card Business of Financial Institutions; Article 19(2) of Regulations Governing
Institutions Engaging in Credit Card Business

Jin-Guan-Yin-Piao-Zi-No.10040000440 issued on 15" February 2011

Article 10 of the Regulations Governing the Cash Card Business of Financial Institutions; Article 19 of Regulations Governing
Institutions Engaging in Credit Card Business

Article 11 of the Regulations Governing the Cash Card Business of Financial Institutions

Article 11 of the Regulations Governing the Cash Card Business of Financial Institutions

Article 11 of the Regulations Governing the Cash Card Business of Financial Institutions

Article 11(1) of the Regulations Governing the Cash Card Business of Financial Institutions

Article 11(1) of the Regulations Governing the Cash Card Business of Financial Institutions

Article 11(1) of the Regulations Governing the Cash Card Business of Financial Institutions
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() the advertisement space for the interest rates and all other charges shall occupy at
least one quarter of the screen space and there is specific regulation providing that
the proportion for interest rates must occupy at least one-twelfth of the screen
space’®;

(d) the length of the advertisement on interest rates and other charges have to last for
at least four seconds?'®; and

(e) atthe end of the advertisements, the warning statement “please use your cash card
with prudence (F8Z£1B/Z 1 # % -)" must be played for one-eighth of the entire play
time (at least five seconds) during the advertisement and the said statement has to
be read out in the same voice used in the advertisement?™.  Simultaneously, the
following statements have to be shown in full screen, namely, “(7) Make sure you
check the content of the contract (ZBHAWIEIRZAIAZ)", "(2) Make sure that you

e A

manage and balance your income and expenditure (FEEE &7 F#)" and "(3)
Make a reasonable repayment plan (;E#52)5 FEEE12) .

Enforcement

It is noted that violation of the provisions in the relevant regulations®® and the Banking Act®",
for example, operating business in contravention of the scope of business as stated in its
Business Licence?”, could result in criminal prosecutions®® and the imposition of administrative
fines?” as stated in the Banking Act. Directors that led to the above violation shall be
punishable by imprisonment for not more than three years and/or a criminal fine of not more
than NT$5,000,0002®.  Further, there could be an administrative fine of not less than
NT$500,000 and not more than NT$10 million for failing to obtain approval from FSC to engage
in money market or credit card business?'.

It is noted that the National Police Agency of Taiwan issues enforcement statistics on the
number of cases and individuals involving illegal money lending and illegal debt collecting on
a monthly basis?®.

5.5 United Kingdom

Overview and Regulatory Body

In the UK, there are around 39 million people with outstanding borrowing, estimated at more
than £1.63 trillion (roughly equivalent to HKD 15.9 trillion), and of this, £216 billion (roughly

209 Article 11(2) of the Regulations Governing the Cash Card Business of Financial Institutions

Article 11(2) of the Regulations Governing the Cash Card Business of Financial Institutions

Article 11(3) of the Regulations Governing the Cash Card Business of Financial Institutions

Article 11(3) of the Regulations Governing the Cash Card Business of Financial Institutions

Article 55 of Regulations Governing Institutions Engaging in Credit Card Business

214 Articles 3, 4, 47-1 and 47-2 of the Banking Act

25 Articles 3 and 4 of the Banking Act

26 Articles 126 and 127 of the Banking Act

27 Articles 130(5) and 131(7) of the Banking Act

28 Article 127 of the Banking Act

29 Article 131(7) of the Banking Act

20 thE REINBIE S BEE B .
See https://ba.npa.gov.tw/npa/stmain.jsp?sys=220&ym=10707&ymt=10807&kind=21&type=1&funid=q07020101&cycle=41&out
mode=0&compmode=0&ohtml=q250x&outkind=1&fldIst=111&codspc0=0,1,6,2,&rdm=eUlimmdr
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equivalent to HKD 2.1 trillion) is consumer credit borrowing®'. Financial Lives Survey 2017
published by the FCA showed that in total, 15% of UK adults were over-indebted??? and there
were over 3 million people in the UK using high-cost credit?®3.  According to the FCA website,
there are 1,251 authorised credit institutions in July 2019 and these institutions, among other
businesses, include credit companies??*.

Consumer credit in the UK is regulated by the Financial Services and Markets Act ("FSMA") and
Consumer Credit Sourcebook ("CONC") which sets out the detailed obligations that are specific
to credit-related regulated activities and activities connected to those activities carried on by
these credit companies?®.

FCA is the integrated regulator of the conduct of financial services firms and financial markets
and its duties and powers are set out in the Financial Services and Markets Act 2000%%%,  The
FCA is responsible for overseeing what firms do, their conduct, and how they carry out their
businesses. It regulates all financial services firms, irrespective of their sizes. There are
approximately 58,000 financial services firms being regulated by the FCA?%, including banks,
building societies, credit unions, financial advisers, general insurers and insurance
intermediaries, mortgage lenders and intermediaries, and consumer credit firms such as credit
card issuers, money lenders, pawnbrokers, credit brokers and debt management and collection
companies etc.

Recently, FCA has introduced new rules to clarify its expectations in relation to the credit
companies in relation to the assessment of creditworthiness for consumer credit. In particular,
the credit companies should make a reasonable assessment, not just of whether the customers
will repay, but also of their ability to repay affordably and without significantly affecting their
wider financial situation??®.  Although the FCA found that the credit firms’ practice fell below
their expectation in relation to the standard of debt advice given, recent efforts of continuing
scrutiny and close supervision has led to improvements but there are still areas that the FCA is
working on, especially in relation to the identification and treatment of vulnerable customers®?.
One of the focuses of enforcement this year is on reinforcing the Threshold Conditions®*® and
FCA had cancelled 226 firms' permission to conduct regulated business and prohibited
7 individuals®'.

Getting Authorised

Broadly speaking, the same rule applies to all consumer credit firms, including money lenders,
which is that authorisation from the FCA?? has to be obtained. A checklist informs applicants
of the required information and documents for an authorisation application. The checklist is
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divided into different areas, including the firm'’s history and details, business activities and plan,
financial details, system and controls and compliance monitoring etc.?®.

Threshold conditions

All firms have to demonstrate that they meet and will continue to meet the FCA's minimum
standards to become authorised. These are known as the threshold conditions. The FCA will
assess each application in a way that is proportionate to the size and nature of the business,
and the potential risks to consumers. The threshold conditions are?*:

Q) Legal status and location of offices - Firms must have a legal status to carry out the
regulated activities.  If the firm is a body corporate constituted under the law of the UK,
the firm’s mind and management, e.g. directors, compliance function, audit function,
should be in the UK.

(2)  Effective supervision - A firm must be capable of being effectively supervised by the FCA.
Matters which may affect this include the complexity of its business, the products it offers
and how the business is organised. In most cases, firms should have a UK establishment.

(3)  Appropriate resources - The firm must demonstrate appropriate resources relative to the
nature and scale of the business.  This requirement applies not just to financial resources
but also to other resources which are essential to effectively run the firm, such as the
knowledge and competence of staff and the assets of the business, such as premises and
technology.

(4)  Suitability - The firm must demonstrate the competence and ability of management, and
that the firm'’s affairs are conducted in an appropriate manner regarding the interests of
consumers and the integrity of the UK financial system.

(5)  Business model - The firm's strategy for doing business must be suitable for its regulated
activities and have regard to the FCA's operational objectives.

Approved person

Apart from the above, at least one individual of the firm must be approved by the FCA®>.  This
individual will be the "approved person” of the firm. The FCA can approve an individual only
if it is satisfied that he complied with the “fit and proper test”.  When considering a candidate’s
fitness and propriety, the FCA will look at (i) honesty; (ii) integrity and reputation;
(i) competence and capability; and (iv) financial soundness?®. In the process, the candidate
is required to disclose his employment history and any on-going and concluded civil, criminal,
disciplinary and regulatory investigations and proceedings concerning the candidate and
entities of which the candidate is or has been a controller, director, or senior manager etc. In
determining a person's honesty, integrity and reputation, the FCA will have regard to all relevant
matters including, but not limited to®*":

M whether the person has been convicted of any criminal offence;

(2)  whether the person has been the subject of any adverse finding or any settlement in civil
proceedings;
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(3)  whether the person has been the subject of, or interviewed in the course of, any existing
or previous investigation or disciplinary proceedings;

(4)  whether the person has been the subject of any justified complaint relating to consumer
lending;

(5)  whether the person has been involved with a company, partnership or other organisation
that has been refused authorisation;

(6)  whether the person has been a director, partner, or concerned in the management, of a
business that has gone into insolvency;

(7)  whether the person, or any business with which the person has been involved, has been
investigated, disciplined, censured or suspended or criticised by a regulatory body;

(8)  whether the person has been dismissed, or asked to resign and resigned, from
employment or from a position of trust, fiduciary appointment or similar; and

(9)  whether the person has ever been disqualified from acting as a director or disqualified
from acting in any managerial capacity.

Capital requirement

There is no fixed capital requirement imposed by the FCA for consumer credit firms. However,
all consumer credit firms authorised by the FCA are required to maintain adequate financial
resources at all times (Principle 4 of the FCA Handbook?®®). In order to satisfy the threshold
conditions for authorisation purposes, consumer credit firms must demonstrate to the FCA that
they have appropriate resources relative to the nature and scale of the business?® and also
show how these resources are to be organised to achieve their business plan®®.

General Lenders’ Obligations

Once authorised, firms have a continued responsibility to satisfy the threshold conditions, and
follow the FCA'’s rules and guidance applicable to consumer credit firms, which are primarily
set out in the CONC. The rules are principle based and it is the firm's obligations to consider
how to comply with the rules taking into account its individual circumstances. The Principles
for Businesses are the fundamental obligations that firms must comply at all times and of key
relevance to all regulated firms is Principle 6 on consumers’ interests - “a firm must pay due
regard to the interests of its customers and treat them fairly”?4.  Below is a brief summary of
the relevant requirements applicable to consumer credit firms.

Pre-contractual information disclosure

Before the loan agreement is made, the firm must disclose the terms of the agreement to the
borrower, such as nature/parties of the agreement, provision of credit, rate of interest, total
amount payable, repayments, charges, right of withdrawal and early settlement?*?. The
disclosure must be made in a table form?4.  Furthermore, the firm must provide the borrower
with an adequate explanation of the following matters in order to place the borrower in a
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8 Guide for consumer credit firms, page 11; Principle 4 of FCA Handbook

Guide for consumer credit firms, page 20

Guide for consumer credit firms, page 22

FCA Guide for Consumer Credit Firms

Section 3 of the Consumer Credit (Disclosure of Information) Regulations 2010
Section 8 of the Consumer Credit (Disclosure of Information) Regulations 2010
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position to assess whether the agreement is adapted to the borrower's needs and financial
situation®*:

(1)  the features of the agreement which may make the credit to be provided under the
agreement unsuitable for particular types of use;

(2) how much the borrower will have to pay periodically and, where the amount can be
determined, in total under the agreement;

(3) the features of the agreement which may operate in a manner which would have a
significant adverse effect on the borrower in a way which the borrower is unlikely to
foresee;

(4) the principal consequences for the borrower arising from a failure to make payments
under the agreement at the times required by the agreement including, where applicable
and depending upon the type and amount of credit and the circumstances of the
borrower:

(@) the total cost of the debt growing;

(b) incurring any default charges or interest for late or missed payment or under-
payment;

(c) impaired credit rating and its effect on future access to or cost of credit;

(d) legal proceedings, including reference to charging orders, and to the associated
costs of such proceedings;

(e) repossession of the borrower's home or other property; and

(5) the effect of the exercise of any right to withdraw from the agreement and how and when
this right may be exercised.

In addition, the firm must provide the borrower with an opportunity to ask questions about the
agreement and advise the borrower on how to ask the firm for further information and
explanation®®.  Even where a borrower states or implies that there is no need for an
explanation of the loan agreement, the lender must continue to comply with the above
disclosure obligations?46,

Responsible lending

A firm must establish and implement clear and effective policies and procedures to make a
reasonable creditworthiness assessment?*’.  Before making a loan agreement, the firm must
undertake an assessment of the creditworthiness of the borrower?#® by considering the
potential for the commitments under the loan agreement to adversely impact the borrower's
financial situation, taking into account the information of which the firm is aware at the time
the loan agreement is to be made; and the ability of the borrower to make repayments as they
fall due®®. As the assessment should include the firm taking reasonable steps to assess the
borrower's ability to meet repayments in a sustainable manner without the borrower incurring
financial difficulties or experiencing significant adverse consequences®’. Where appropriate,
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a credit assessment must be based on sufficient information obtained from the borrower, or
obtain such information from a credit reference agency®*!, where necessary, the firm should
also take adequate steps, insofar as it is reasonable and practicable to do so, to ensure that the
information on an application for loan relevant to a creditworthiness assessment is complete
and correct®>,

Interest rates

There is no specific interest cap for loans in the UK other than for high-cost short-term credit,
sometimes known as payday loans which are unsecured loans to be repaid within a maximum
of 12 months with an annual percentage rate equal to or in excess of 100%. In order to protect
borrowers in these situations, the FCA has implemented specific measures, requiring the firms
offering such loans to meet the following criteria®>:

(1) an initial cost cap of 0.8% per day — interest and fees charged must not exceed 0.8% per
day of the amount borrowed;

(2) a £15 cap on default fees — if borrowers default, fees must not exceed £15. Firms can
continue to charge interest after default but not above the initial rate; and

(3) atotal cost cap of 100% — borrowers must never pay more in fees and interest than 100%
of what they borrowed.

Consumer credit data

In the UK, there are three main credit reference agencies which are independent organisations,
regulated and authorised by the FCA, namely, Callcredit Limited, Equifax Limited and Experian
Limited.

Financial Promotions and Advertising

A firm must ensure that a financial promotion is clear, fair, and not misleading. It must ensure
that each financial promotion?**:

(1) is clearly identifiable as such;
(2) is accurate;

(3) is balanced and, in particular, does not emphasise any potential benefits of a product or
service without also giving a fair and prominent indication of any relevant risks.
Information or a statement included in a financial promotion will not be treated as
“prominent” unless it is presented, in relation to the other content of the financial
promotion, in such a way that it is likely that the attention of the average customer to
whom the financial promotion is directed would be drawn to it*>;

(4) is sufficient for, and presented in a way that is likely to be understood by, the average
member of the group to which it is directed, or by which it is likely to be received; and

21 CONC paragraph 5.2.1(3)

252 CONC paragraph 5.3.3

233 An article "Price cap on high-cost short-term credit” issued by FCA. ~ See https://www.fca.org.uk/firms/price-cap-high-cost-short-
term-credit (updated on 21" June 2016)
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(5) does not disguise, omit, diminish or obscure important information, statements or
warnings.

In a financial promotion to a borrower, a firm must not state or imply that credit is available
regardless of the borrower's financial circumstances or status®®. A statement or an
implication that credit is guaranteed or preapproved, or is not subject to any credit checks or
other assessment of creditworthiness, may contravene the rules relating to responsible
lending®’.  Certain expressions in credit advertisements such as “interest free”, "no deposit”,
“loan guaranteed” or “pre-approved” are restricted if they are actually subjected to certain

conditions?>8.

Further, the Committee of Advertising Practice of the Advertising Standard Authority (“ASA”")
published an advertising guidance in 2016 which emphasises the importance of not trivialising
the seriousness of taking out a short-term, high interest loan®°. Advertisements must be
prepared with a sense of responsibility to the borrowers and to society?®. It provides
examples of spending that is likely to be considered non-essential and frivolous, including
holidays, to go on a shopping trip, to fund a social life, “a weekend away”, or “a slap up meal”.
It also provides advice on the risk of advertisement being disproportionately jolly, light-hearted
or humorous which may distract consumers from the serious nature of a loan®®’.  Some factors
which have the potential to distract viewers from the seriousness of the decision to apply for a
loan are listed, for example, the use of animation, use of songs, light-hearted and humorous
tones or catchy/upbeat jingles®®?.  Clear warning is provided that advertisements would likely
to be problematic if they suggested loans were a suitable means of addressing ongoing
financial concerns®®.  According to the FCA's website, there were 10 open enforcement cases
as at 31t March 2019 in relation to financial promotions?%+.

The Office of Communications ("Ofcom”) is the co-regulatory partner of ASA and acts as ASA’s
legal "backstop” for broadcast advertising relating to loans.  This means failure of an advertiser
to following an ASA ruling could result in it being referred to Ofcom, which has the power to
take legal action.

Supervision and Enforcement

The FCA takes an active approach to monitoring and engaging with regulated firms.
Supervision may take one of the following forms, namely, proactive supervision, reactive
supervision, whistleblowing, thematic reviews, specialist supervision teams, prudential
supervision, financial promotions, unfair terms in consumer contracts and so on®®®.  From time
to time, it may proactively contact a firm to gather information and address identified risks.
For the market as a whole, the FCA will conduct market studies to look for structural issues. It
will generally aim to resolve issues without the use of formal powers. However, where
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appropriate, it will take enforcement actions for severe and/or repeated breaches of FCA's
standard and expectations. All authorised firms are required to report information, mostly
financial information and transaction volumes, to the FCA online on a regular basis, typically
6 months or annually depending on the nature and size of the business®.  For example, key
financial figures, breakdown of value and amount of loan, arrears, interest rate etc.?®’.

As regards enforcement, FCA have an extensive range of disciplinary, criminal and civil powers
to tackle breaches of rules and other regulatory requirements against regulated firms and
individuals®®.  They include, inter alia:

(1) withdrawing a firm'’s authorisation;

(2) banning individuals from carrying on money lending activities;

(3) suspending firms (up to 12 months) from undertaking money lending activities;
(4) suspending individuals (up to 2 years) from undertaking specific functions;

(5) imposing financial penalties on firms or individuals;

(6) censuring firms and individuals through public statements;

(7) seeking injunctions and restitution order; and

(8) bringing criminal prosecutions.

In suitable cases, the FCA may also invite firms to sign a voluntary requirement which would
prevent on-going harm to consumers, or senior managers to provide attestations to stop such
breaches®®.

In order to support FCA's commitment to being a transparent regulator, details of the case
length and case costs of their enforcement activities on regulatory, civil and criminal cases®”
are published. The FCA also publishes enforcement statistics such as the number of cases
opened and closed each year?”' and some tribunal statistics including regulatory cases on both
disciplinary cases against firms and individuals, and non-disciplinary cases?’?. In addition,
outcomes such as variation/cancellation/refusal of authorisation/approval/permissions,
financial penalty, public censure, suspension/restriction, criminal outcome, civil outcome,
prohibition and redress/restitution by financial year?” are also published. Further, they also
publish enforcement statistics on actions taken against firms and individuals that do not meet
the minimum standards i.e., the Threshold Conditions for firms and the Fit and Proper test for
individuals®’4.

266

267

268

269

270

27

272

273

274

FCA Guide for Consumer Credit Firms, page 38

FCA Guide for Consumer Credit Firms, page 40

FCA Enforcement Information Guide

FCA — Our approach to supervision, pages 17 and 18
Enforcement annual performance report 2018/19, pages 6-10
Enforcement annual performance report 2018/19, page 8
Enforcement annual performance report 2018/19, page 9
Enforcement annual performance report 2018/19, page 10
Enforcement annual performance report 2018/19, page 17

81



5.6 Summary

For ease of reference, an overview summary of the regulatory framework for money lenders in
the researched jurisdictions is set out in Appendix 2.

The regulatory framework adopted in some of the researched jurisdictions, such as Australia
and the UK, differs markedly from the local regime. Nevertheless, review of these regulatory
frameworks reveals that in the main, specific measures have been implemented on the licensing
regime, credit assessment, responsible lending, advertising, supervision and enforcement
aspects so that there is rigorous control on the activities of the money lenders making such
measures comparable to that of the banks and financial institutions in their own jurisdictions.
In Hong Kong, while the Als are appropriately regulated by the HKMA, there is a lack of
comparable regulation for money lenders.

Notably, Australia and the UK take an integrated approach whereas in Hong Kong, there are
sector specific regulators for different players in the financial markets. The regulations for
Singapore are more prescriptive whereas in Mainland China, the laws tend to be less specific
and regulation falls on the provincial government authorities.  For Taiwan, the more stringent
restrictions on loans are targeted at young borrowers and focus on advertising.

Turning to the interest cap, in all of the researched jurisdictions, they are lower than that set in
Hong Kong except for the UK where there is no interest cap for loans except for high-cost short
term credit.

Despite these differences, the regulatory regimes in these jurisdictions all share a common
objective of strengthening the regulation of money lenders which in turn leads to enhanced
consumer protection. It can be observed that for most of these regulatory frameworks, 2
aspects are involved, a statute based framework and a more flexible rule based regulation with
the regulator being empowered to make binding rules from time to time. Money lenders are
required to comply with a wide range of obligations when conducting their businesses, in
particular in the areas of licensing, pre-contractual disclosure, responsible lending, advertising
practices and regulatory reporting. Insofar as enforcement is concerned, diverse tools are
also available to the regulators, including civil, criminal and administrative actions.

In many aspects, compared to Hong Kong, the money lenders in the researched jurisdictions
are currently subject to much more stringent controls. In the next chapter, the Council will
identify areas of weaknesses, concerns and loopholes relating to the existing regulatory
framework in Hong Kong by drawing references to the different regulatory regimes mentioned
in this chapter.
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6 Areas of Concern

This chapter reviews the areas of concern of the existing regulatory framework for money
lenders in Hong Kong. In carrying out this review, the Council has taken into account the
relevant practices in the researched jurisdictions in Chapter 5, local circumstances and
information analysis as presented in previous chapters in relation to the money lending industry.

6.1 Lack of a Sector Specific Regulator

As cited in previous chapters, the MLO was enacted in 1980. The purpose of the legislation
was “to provide a framework of law which will allow the present power of the loansharks to be
broken but which would at the same time permit reputable money lenders to carry on their
business without unnecessarily onerous or burdensome controls". There has been no major
reform of the regulatory framework since the MLO came into operation. With the changes
both in the landscape of the money lending business and the prevalence of consumer
indebtedness over the past 4 decades, the Government should consider reviewing the MLO to
better regulate this growing market with reference to the industry and regulatory
developments both in Hong Kong and internationally.

As mentioned in Chapter 2, at present, the application for a money lender’s licence in Hong
Kong involves 3 bodies, the Licensing Court, the Registrar and the Police.

Although there are regular liaison meetings between the Registrar and the Police and a joint
operation was conducted to combat money lending-related malpractices, centralised oversight
is lacking in the existing regime. Given that there are a sizeable number of 2,260 money
lenders in Hong Kong?®, the existing arrangement of dividing the administration of the
regulatory regime into 3 separate bodies is not the most effective and therefore unsatisfactory.

Furthermore, the usual role one would expect from a regulator, for example, identifying
systemic risks and problems of the industry, and providing regulatory guidance to all or specific
licensees where appropriate to tackle issues so that there is timely intervention or prevention
resulting in better protection for the consumers is not being taken up by either the Registrar
or the Police. Without the necessary resources and expertise, not to mention the fact that
they have their core mandates, neither one is the right body to perform the role of a regulator.
In most of the researched jurisdictions, the responsibility of licensing and supervision of money
lenders is borne by a single regulator.

Nowadays, regulators in finance industries are set up to supervise the industry, taking a holistic
approach so that it could identify and tackle any problems swiftly and proportionately. The
Police deals with the unscrupulous practices of money lenders and investigates all the
complaints vigorously, but at the moment, this is only upon receiving complaints or intelligence
or observing an upsurge of crime in the community that the Police would take enforcement
actions or caution the public. This is a reactive approach and often this action comes too late
for those who have fallen victim to unscrupulous money lenders’ practices.

25 | MLA, Market Data and Statistics. See https://www.Imla.com.hk/statistical_highlights.aspx
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6.2 Inadequate Vetting on Licence Applications

One of the NGOs which provides counselling services to people in financial distress criticised
the low application threshold and the ease of obtaining a money lender licence, causing there
to be inconsistent quality amongst the industry players. The current vetting process fails to
ensure that every person who is in control of the affairs of the applicant is sufficiently qualified
and suitable.

The MLO specifies that the Licensing Court should consider, among other factors, whether the
applicant s a fit and proper person to carry on money lending business in a licence application.
Yet at present, other than the application forms, there is only a one-page guideline published
by the Police about the required documents to be submitted by an applicant.  Unlike most of
the other jurisdictions researched e.g. Australia, Mainland China, Singapore and the UK, where
specific criteria on the eligibility for licence are in place, the local guideline does not specify any
minimum requirements expected by the Police of the applicant, e.g. education level and
working experience etc.  Furthermore, approval from the Licensing Court is not required under
the MLO for a person to become a director, partner or ultimate shareholder of the applicant.
Only when complaints are made against money lenders will the Police conduct investigations.

Although the MLO provides that a licensee has a duty to notify the Registrar about certain
changes, such as a change of the directors and management of the company?’, this
notification requirement applies only after changes have taken place. Hence, no prior
approval is necessary.

The scope and extent of due diligence are also subject to criticism.  An insufficient background
check may fail to prevent “phoenixing” whereby individuals set up new credit businesses under
a different name after they have had their licences revoked/refused/not renewed. It is noted
that the current check mainly concentrates on criminal convictions and disciplinary sanctions®’’.
The applicant is not required to reveal on-going and concluded investigations, and civil
proceedings.

Although the applicant is required to submit a supplementary information sheet containing
information in relation to its intended business®’8, the required information is considered to be
too general and brief.  The applicant is not required to provide in the course of its application
a business plan detailing the source of funding, organisation structure, loan approval processes,
internal audit and compliance monitoring policies, credit risk management, and responsibilities
of senior management etc.

Contrasting the licensing conditions which impose capital requirements for Als, the current
MLO and the Licensing Conditions do not have similar provisions for money lenders. While
the Guideline on Application issued by the Police requires the licence applicants to provide
documentary proof to show their financial situation, this only refers to the bank statements of
the company, directors or shareholders?’®. Should there be circumstances warranting an
investigation during the licence application, the Police could request the applicant to produce
for inspection such books, records or documents relating to the application?® but this falls
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short of there being any requirement to ensure that a money lender has adequate financial
resources to run its business.

Furthermore, references drawn from the other jurisdictions show that all of them have
stipulations on what constitute adequate financial resources for money lenders. For small-
sum loan companies in Mainland China, the capital requirement for a limited liability company
and company limited by shares are RMB5 million and RMB10 million respectively?®. In
Singapore, the incorporated company must have a minimum paid-up capital of SG$100,000
before being eligible to apply for a money lenders licence?®. For Australia, Taiwan and UK,
there is no set amount for capital requirement but the respective laws provide detailed
descriptions as to what constitute adequate financial resources for money lenders.  In Australia,
the credit licensees are obliged to have adequate financial resources to engage in credit
activities, carry out supervisory arrangements and have adequate risk management systems?3,
In Taiwan, the FSC would determine the level of capital requirement of each bank based on the
population and economic conditions in each geographic area and the type of bank involved?34,
In UK, the FCA would determine the level of adequate resources based on the nature and scale
of the business®®.

6.3 Inadequate Regulation on the Conduct of Money Lenders

The conduct of money lenders is mainly governed by the MLO and the licensing conditions.
Emerging malpractices in the market are regulated through the imposition of licensing
conditions, which can only be done by the Licensing Court. Neither the Registrar nor the
Police has power to make binding rules/directions to regulate money lending practices.
Clearly, this situation is undesirable as the relevant authorities are unable to react effectively to
address different industry-wide problems. This is in contrast to the regulators in the
researched jurisdictions, for example the FCA in the UK, the RML in Singapore and ASIC in
Australia who are empowered to issue binding rules and therefore are able to have a more
immediate and effective supervision of the industry.

The stringent licensing conditions implemented in 2016 served to address the unscrupulous
practices of financial intermediaries associated with money lenders in Hong Kong. However,
debt collectors who have close relationships with money lenders remain under-regulated.
Money lenders are not required to supervise or take responsibility for the undesirable practices
of the debt collectors they use or employ. Although there are criminal sanctions in place to
combat the illegal practices of debt collectors, there is no administrative measures to govern
the activities of debt collectors engaged by money lenders.  In general, money lenders are not
liable for the undesirable practices of their debt collectors unless an agent and principal
relationship can be established.

At present, the COP issued by LMLA is the only code of practice available in the money lending
market. Only members of the LMLA are required to comply with the COP.  As in July 2019,
LMLA has 42 members®® out of the 2,713 licensed money lenders and they are the key industry
players in Hong Kong. For various reasons, one of which could be that they choose to trade
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on the fringes, the majority of the licenced money lenders have opted not to become a member
of LMLA. In other words, the majority of money lenders in Hong Kong are not obliged to
follow the COP. In any event, review of the COP shows that it merely sets out minimum
standards and provides some useful principles on the practices of money lenders.  In addition
to the COP being a voluntary code with no legal status, the COP also does not provide for any
consequence of non-compliance.

6.4 Lack of Prudent Credit Assessment

According to the two NGOs interviewed, borrowers may choose to obtain smaller loans from
multiple money lenders (ranging from a few thousand dollars up to ten thousand dollars) in
shorter terms of one year or less. In some cases, borrowers are indebted to more than 10
money lenders, with one extreme case where a borrower accumulated debts with 120 money
lenders. The reason for this borrowing behaviour stemmed from some money lenders being
willing to grant a loan without conducting any prudent affordability check on the borrower.
While of course consumers who seek out the money lenders are to blame, equally, a
responsible money lender should try to make reasonable enquiries into both the level of
indebtedness of the borrower and the borrower’s ability to make repayments as they fall due.
In other words, the money lenders should make sure that the loan they grant should be
predictably affordable by the borrowers. Although the COP requires money lenders to take
into account the borrower’s ability to repay during the process of approval of the loan, as
mentioned previously, it is only a voluntary code, and there are no legal consequences for non-
compliance.

In the researched jurisdictions, it is clearly observed that where there is mandatory consumer
credit data sharing, credit assessment can be facilitated and this is helpful both to the money
lenders and the borrowers.  Although some consumer credit data is available via TU, provision
of this data is only limited to its members, with no control on its collection and all this affects
the effectiveness in monitoring the consumer lending market in Hong Kong or using the
collected data as useful statistics for market surveillance.

6.5 Abuse of Referee’s Personal Data

Some money lenders require borrowers to provide the names of referees in the loan application
process. The previous requirement under the licensing conditions was that money lenders
were only required to obtain written confirmation from the borrower that the provision of
referee’s personal data is not in contravention of the Personal Data (Privacy) Ordinance.
Recent amendment of the licensing conditions in October 2018 now requires money lenders to
obtain consent from the referees that they agree to become referees. However, there is still
no requirement to obtain consent from the referee that he/she agrees to his/her personal data
being used, whether for marketing purposes or otherwise. Tightening of regulations on this
front will address potential malpractices where referees suffer from marketing cold calling or
nuisance calls from money lenders.
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6.6 High Interest Cap

The MLO provides a two-tier structure for prohibiting charging of excessive interest. In
essence, any interest rate exceeding 60% per annum is strictly prohibited®®” and any person
charging an interest rate higher than 60% per annum commits a criminal offence.  An interest
rate exceeding 48% per annum is presumed to be extortionate, and the Court can reopen the
transaction and substitute just terms®®. However, the Court could equally declare that such
transaction is not extortionate having regard to all the relevant circumstances of the case.

The setting of interest rate of a particular transaction is effectively a risk based decision to be
assessed on a case by case basis, taking into account various factors such as the borrower’s
repayment ability, creditworthiness, quality of collateral, risk appetite of the money lender and
financial capability of the individual money lender.

One crucial problem which is not addressed in the current regime is the “exorbitant” interest
rates charged by money lenders which, under current market conditions, is an extremely heavy
burden to the borrowers regardless of the presence of security and collaterals, and is
disproportionately high as compared with that of other loan products in the market. This leads
to the question as to whether the current interest rate cap in the MLO is too high and should
be decreased. After all, the current interest rate cap was imposed at the time of the enactment
of the MLO in 1980 and there has been no revision for decades.

Noting the interest caps imposed in other jurisdictions — 48% per annum in Australia, 4% per
month in Singapore, and 36% per annum in Mainland China and 20% per annum in Taiwan,
there is naturally a question as to whether, from the consumer protection perspective, a lower
interest cap should be imposed. The Council is also mindful that an interest cap which is set
too low may make it commercially unprofitable to lend and will therefore adversely impact and
stifle the business of smaller scale money lenders, which could give rise to unhealthy market
consolidation in the long run. This would ultimately have an impact on consumers as this
could adversely affect the high risk borrower's access to credit.

One further point worth noting is that there is currently no distinction in interest rate cap
between secured and non-secured loans. It is a matter of general practice that when financial
institutions consider a loan application, interest rate of a secured loan will enjoy a lower rate
than that of an unsecured one.

6.7 Excessive and Misleading Advertising

In general, the majority of businesses in Hong Kong are free to use various channels to promote
their goods/services to the general public. Insofar as money lenders are concerned, there are
no specific restrictions controlling the advertising media, number, location contents, tone and
frequency of advertising activities. Typically, advertising media favoured by money lenders
include TV, radio, internet, newspaper/magazine, social media and telemarketing. In most of
the researched jurisdiction (Australia, Singapore, Taiwan and UK), there is requirement for the
advertisements to be accurate and not to contain misleading information.

It has long been recognised that consumption behaviour can be heavily influenced by
advertisements and those from financial institutions are frequently found via different media

87 Section 24 of the MLO
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especially targeting younger and other more vulnerable consumers. It can be observed that
some advertisements placed by money lenders and Als are light-hearted or humorous and
distract viewers from the seriousness and financial implications of making a borrowing decision.
Such high intensity of misleading advertisement could possibly give the perception that access
to credit is easy, leading to irresponsible borrowing and spending as a result. Taiwan and the
UK have imposed specific restrictions on the use of certain expressions in credit advertisements.

Although money lenders are required to display/broadcast a risk warning statement in its
advertisements, over-exposure to these warning messages together with the advertisements
might reduce consumers’ receptiveness to the message, especially for those having a tendency
to overspend and rely on credit to manage their own finances.

6.8 Limited Enforcement Tools and Consumer Redress

Non-compliance of the requirements of the MLO or the licensing conditions constitutes an
offence which attracts fines and/or imprisonment28. It may also lead to administrative
sanctions such as the suspension/revocation of a licence. A person convicted of an offence
under the MLO could also be disqualified by the magistrate from holding a money lender
licence for 5 years?%®. However, at present, the Registrar and Police have no power to impose
a fine or ban an individual from engaging in the money lender’s business in the absence of
criminal prosecution/conviction, or issue a remediation order to compel the money lender to
take certain remedial actions.

6.9 Low Market Transparency

The problem of the poor market transparency here is twofold.  Firstly, there is a shortage of
credit data relating to the industry such as the total amount of new loans/outstanding loans,
arrears, default rate, ratio of secured to unsecured loans and demographics of borrowers etc.,
in which such data could be used for the purpose of policy review. Secondly, the Council
observes that there is a lack of publicly available enforcement statistics, for example, the
number of objections made, the number of licence revoked, reasons for objection or revocation,
number of on-site inspections made, and number of warnings/advisory letters issued etc.
From a regulatory perspective, the publication of the enforcement statistics could improve
transparency, thereby foster the adoption of good practices by money lenders.

Based on the foregoing observations, the Council will set out in the following chapter its
recommendations.

289 Section 29 of the MLO
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7 Recommendations and the Way Forward

In previous chapters, the report reviewed the money lending market and its development over
the years, analysed the consumer and trade issues which have arisen from such development;
and examined the current regulatory framework of money lenders in Hong Kong and other
jurisdictions.

As a result, the report concluded that the current regulatory framework governing money
lenders in Hong Kong is outdated due to the changed landscape in the money lending industry
over the past 40 years and changes in the consumer behaviour in borrowing. In turn, this led
to the emergence of new types of challenges being faced by borrowers which were not
originally envisaged by the MLO. The weaknesses and inadequacies of the existing legislation
and regulations which warrant immediate attention and need to be addressed have been
outlined in detail in Chapter 6.

Further, research of comparable jurisdictions for relevant legislations and regulations also
showed that the existing MLO falls short of international standards and reinforces the need to
reform. Responsible lending is one of the key messages embedded in the regulations of these
jurisdictions.

The report also concluded that over-indebtedness of consumers can be minimised with
consumer education and easy access to help and advice for those in financial difficulties.

That being the case, in order to enhance consumer protection, the Council urges the
Government to conduct a comprehensive review of the regulatory regime for money lenders
with a view to strengthening the laws and regulations relating thereto and to direct time and
resources into consumer education in relation to consumer indebtedness. The Council
recognises that some of the recommendations will have commercial repercussions on the
money lenders in that their compliance costs would inevitably be increased and this could
ultimately have an impact on the consumer, either by the costs being passed on or some money
lenders deciding not to continue due to a decrease of profits which means there is less choice
for the consumer.  Taking into account the need to strike a proper balance between enhancing
consumer protection, maintaining business sustainability and allowing borrowers to have
reasonable access to credit, the Council puts forward the following 4 key recommendations.

(1) Strengthen consumer education and the provision of advisory services;

(2) Amend existing legislation;

(3) Establish a new sector specific regulator with the recommended areas the regulator
should focus on; and

(4) Improve market transparency.

Technology is reshaping every single industry and lending is no exception. With technological
innovations, the traditional lending model is changing dramatically.  While the topic of FinTech,
which involves complicated legal, technical and security issues, is beyond the scope of this
report, the evolution of FinTech (e.g. P2P lending, digital lending) should be taken into
consideration by the Government when formulating and implementing the above
recommendations.
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7.1 Strengthen Consumer Education and the Provision of Advisory
Services

It is clear from the results of the consumer survey and exchanges with the NGOs that public
education on consumer indebtedness should be carried out in tandem with the proposals of
the Council to further increase awareness of responsible borrowing and the risk of over
indebtedness.

For consumers to make rational, well-informed choices about different credit or loan products,
they need to have easy access to information, and be given the ability to understand that
information.  Consumers will also require guidance and assistance in making financial
decisions and managing their money especially at those points in their lifecycle when they are
most vulnerable to over-indebtedness (such as losing a job or facing long-term illness). The
availability of adequate support and free debt management advice is crucial. The Council
therefore recommends that the Government should take a leading role in working together
with the NGOs and the trade to co-ordinate an effective strategy and roll out a platform to
deliver timely and handy consumer education, information and advice on debt management,
as well as explore alternatives for credit provision to consumers.

Services should include general information and budgeting advice, support in managing and
repaying debts, and specialised legal advice. To help reduce the number of consumers who
become over-indebted, loan searching facilities and alternatives for credit provision will need
to be in place.

7.2 Amend Existing Legislation

Establish a sector specific regulator

Over the years, Hong Kong has adopted a sector specific approach in the regulation of the
financial market. Regulators work to prevent consumer detriments on an ex-ante basis through
licensing and positive conduct obligations, rather than simply providing remedies for dealing
with misconduct after it has emerged.

Currently there is a lack of a regulator for the money lenders and this has been identified as a
substantial gap in resolving a few of the problems in the industry.

In Australia and the UK, under an integrated regulatory model, one regulator oversees all major
players in the respective financial markets, including banks and financial institutions, insurance
companies, finance and securities companies etc. However, in Hong Kong, a sector specific
approach has been adopted to regulate financial services, such as the HKMA and the Insurance
Authority in their regulation of the banking and insurance sectors respectively. The money
lenders have been left to be managed by other bodies such as the Licensing Court, the
Registrar and the Police.

The analysis in Chapter 6 clearly showed that the current approach cannot adequately manage
the rapidly growing money lending business and thus, the Council recommends that the
Government should establish a sector specific regulator i.e. a new statutory authority, to
oversee the money lending industry.
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Impose a duty to carry out prudent credit assessment

To ensure responsible lending, in most of the researched jurisdictions (Australia, Singapore,
Taiwan and the UK), there is the requirement in their relevant legislations that money lenders
must comply with the responsible lending conduct obligations.  This obligates money lenders
to carry out credit assessment before granting a loan to determine whether the loan is suitable
for the borrower, thereby enhancing consumer protection.

Once the duty is in place in the legislation, the regulator can then issue further guidelines on
how the money lender should discharge its responsible lending obligations and comply with
the requirements under the legislation. Further details will be discussed in the following
section under the recommendations to the sector specific regulator.

Adjust the interest cap

As discussed in Chapter 6, the MLO provides a two-tier structure for prohibiting charging of
excessive interest whereby interest rate of 60% and above is illegal and interest rate of 48% is
presumed to be extortionate with the Court being able to reopen the transaction and substitute
just terms.

There has not been any revision of the interest cap since the enactment of the MLO in 1980.
Since then, interest rate has fallen dramatically and the current rates of 48% and 60% seem
grossly disproportionate to reflect the market conditions.  Comparisons with jurisdictions with
interest rate caps also show that 60% is an inordinately high percentage.

Contrasting local and international bank lending rates, 48% is still considered high. However,
given comparisons to levels in the different researched jurisdictions and the recognition of the
fact that the commercial risk level of money lending business is higher than that of other
financial institutions, this figure could be a good reference point for adjustments of the current
interest rate.

Research into other jurisdictions also revealed that a universal cap rather than a 2-tier cap is
more popular. This is probably due to the fact that the presumption of extortionate interest
is rebuttable and as it tends to create uncertainty which has to be resolved by the Court on a
case by case basis, the value of this 2-tier system rather than a universal cap is diminished.

Research further showed that in the jurisdictions under review, there is no differentiation
between secured and unsecured loans insofar as the interest cap is concerned. It is the
general view that the percentage interest should be lower for secured loans and for vulnerable
consumers. However, much depends on the quality of the security which translates into credit
risks in determining the interest rate.

The Council proposes that there should be a maximum universal cap which should not be more
than 48%. The Government should consult the industry as to which is the most appropriate
rate to apply.

As for the fees charged, the regulator should ensure that such fees should not be
disproportionate to the loan amount and the money lender should be required to include in
the disclosure to consumers a clear and accurate breakdown of all fees and charges related to
the loan transaction.
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Additional requirements on advertising practices

The report’s research showed that the primary regulatory concern in other jurisdictions was
whether the advertisement delivered clear, accurate and balanced messages to consumers,
with mandatory warning messages to be included in some jurisdictions. However, the focus
of their concern did not extend to the number and frequency of advertisements as media
placement was at the discretion of the credit providers.

Although there is no single piece of comprehensive legislation to regulate advertising practice
in Hong Kong, where the product advertised is known to cause harm, whether to health (e.g.
tobacco), or of particular sensitivity (e.g. alcoholic beverages, betting or infant formula),
legislation or codes of practice would be introduced to regulate in order to offer enhanced
protection to consumers. Where services are involved (e.g. medical or legal), the relevant
regulatory body will impose codes of practice to regulate what constitutes acceptable levels of
advertising taking into account inter alia, matters such as ethical considerations.

However, when proposing measures to deal with advertising, the Council is cognizant of the
restrictions that Als are subjected to and has taken this into account when making the
recommendations so that there would be parity between money lenders and Als.

To address the concerns in relation to advertising as outlined in Chapter 6, acknowledging the
fact that advertising could possibly affect borrowers’ behaviour, and drawing reference from
the UK, the Council recommends that provisions should be inserted in the MLO to both prohibit
the placing of misleading advertisements and to regulate the tone of the advertisements.
Advertisements should not imply that credit is available regardless of the borrower’s financial
status; nor should they trivialise the seriousness of taking out a loan or be disproportionately
light-hearted. Examples of these requirements can be found under the section on UK
regulations on financial promotions and advertising in Chapter 5.

The Council also recommends that the current guidance notes annexed to the CR Guidelines
be incorporated into regulations mandatorily requiring that a warning statement be displayed
at the bottom or either side of the screen throughout the entire advertisement (irrespective of
the duration) with the backdrop of the warning statement covering at least 10% of the screen
(i.e. additional requirement) together with a clear read-out for at least 3 seconds. The need
for an educational message in advertisements to promote responsible borrowing similar to the
requirement by the HKMA of Als should also be considered.

Furthermore, the Council recommends that a common approach in relation to the calculation
and presentation of interest rates should be adopted across credit providers. As consumers
are already familiar with the Al's method of calculation and presentation, i.e, the use of APR,
the Council proposes that money lenders should be required to follow suit. This would
facilitate consumers to make proper comparisons between the interest costs of credit/loan
products offered by different credit providers.

Failure to comply with either the licensing conditions or regulations constitutes a breach which
should result in disciplinary sanctions such as the revocation or suspension of licence and other
penalties e.g. fines to be imposed. The regulator may also instigate prosecution in
appropriate cases.
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7.3 Recommendations for the New Sector Specific Regulator

Strengthen the vetting process of licence applications and to raise the bar for entry
requirements and introduce a fit and proper criteria for money lenders

As mentioned previously, under the MLO, the current licensing process involves 3 parties,
namely the Registrar, the Licensing Court and the Police. Should a sector specific regulator
be established, the licensing role would then fall within the remit of the regulator who could
then set down guidelines to strengthen the vetting process of licence applications by:-

. Setting threshold requirements for a fit and proper person and setting the requisite
professional standards expected of a money lender such as implementing minimum
requirements in terms of working experience and education level for the management of
the licensee;

. Setting capital requirements;

. Ensuring that background checks are extended to the management of the licensee to
include on-going/concluded investigations and civil judgments/proceedings;

= Requiring the applicant to submit a business plan detailing the source of funds, internal
compliance monitoring, loan approval processes, credit assessment, credit risk
management etc.; and

. Introducing approval requirements when there are subsequent changes in directors and
management of the money lender.

In relation to setting capital requirements for money lenders, reference from other jurisdictions
show that it may not be necessary or appropriate to set a fixed capital requirement for money
lenders in Hong Kong as long as there is stipulation that money lenders need to have adequate
financial resources to meet their obligations, business operations and credit activities as
authorised.  Given the varying scales of business of the different money lenders, the
Government should consult the industry as to which is the most appropriate model to apply.

Lay down regulations/quidelines for prudent credit assessment

In Hong Kong, under the voluntary COP of the LMLA (section 14), when assessing a loan
application, money lenders should take into account the borrower’s ability to repay and may
have regard to various factors such as borrower's income and expenditure, assets and liabilities,
information from credit reference agencies etc. As mentioned previously, the low percentage
of money lenders being a member of the LMLA and the fact that the COP is voluntary means
that it is difficult to know whether proper credit assessment would be carried out before loan
approval.

With a sector specific regulator in place, licensing conditions can be introduced to ensure that
there is an obligation imposed on the money lenders to carry out such credit assessment.
When carrying out the assessment, money lenders should be required to: (1) make reasonable
inquiry about the borrower’s financial situation; and (2) take reasonable steps to verify the
borrower’s financial situation before approving aloan. A loan should only be granted if, based
on the assessment, the borrower will be able to meet his payment obligations without incurring
substantial financial hardship. In other words, the loan is likely to be affordable by the
borrower. The extent and scope of such an assessment should be dependent upon and
proportionate to the type of credit and the size of the loan. For small amounts of credit, the
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approval process should be quicker whereas for property mortgages, a longer approval process
with more in-depth inquiry is to be expected.

Itis further recommended that the regulator should issue practical guidelines on how the above
requirements could be interpreted and complied with. These guidelines should provide
guidance and reference but not be too prescriptive as this may increase compliance cost and
ultimately cause harm to borrowers. However, money lenders should be prepared to justify
their decisions, if challenged.

For example, if the monthly repayment of the loan is greater than the borrower's monthly salary,
the situation is likely to result in substantial financial hardship to the borrower and be
unsustainable, unless the borrower can show unreported regular income from other sources.

As mentioned in Chapter 5, in some of the researched jurisdictions such as Singapore, Taiwan
and the UK, money lenders are required to provide consumer credit data to third parties
agencies which are authorised by the regulatory body to collect consumer credit data and
share this data so that the money lenders can make informed decisions about lending and
encourage better financial prudence on the part of the borrower.  In Australia, this practice of
credit data sharing and collection is voluntary. To ensure the information is current, there is a
continuous duty on the money lender to update the loan information until the loan is fully
repaid.

Having referenced other jurisdictions, to enable money lenders in Hong Kong to more easily
carry out this credit assessment exercise, the regulator could consider putting in place some
guidelines to require mandatory collection of consumer credit data into a central data
repository which could then be shared amongst relevant stakeholders. The regulator could
consider as to whether this collection and sharing should be limited to money lenders or be
extended to include Als.

Introduce best practices and eliminate unscrupulous trade practices through use of
strengthened licensing conditions and introduce regulations

Although LMLA’s voluntary COP aims to regulate the conduct of money lenders, its voluntary
nature and the limited number of members mean that this could hardly be expected to curb
the unscrupulous trade practices of some of the market players.

The regulator can, where appropriate, consider incorporating issues contained in the voluntary
COP into the licensing conditions so that money lenders would be obliged to follow best
practices and existing licensing conditions can be strengthened. Such best practices could
include issues such as information disclosure requirements.  Alternatively or in addition, where
appropriate, regulations should be introduced to address areas of concern in order to address
specific unscrupulous practices as and when they arise. Examples of currently observed
unscrupulous practice by money lenders include the unchecked use of debt collectors and the
abusive use of personal data of referees. In the former example, regulations should be put in
place to governing the practice of debt collectors engaged/appointed by money lenders by
requiring money lenders to enter into formal contractual relationship with debt collectors to
ensure that the money lenders become responsible for the debt collectors’ misconducts. In
the latter example, regulations should be introduced to require the money lenders to obtain
from the borrowers the referee’s written consent for use of his/her personal data for marketing
or other purpose in order to prevent abuse of use by money lenders.
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In addition, there should be regulations in place to ensure that the money lenders clearly inform
and disclose to the borrowers the possibility of sub-mortgage of their properties, if applicable,
as security before entering into the loan agreement.

Enhance enforcement and handle complaints

To increase the deterrent effect against any breaches of the law and licensing conditions, and
at the same time providing additional flexibility to the regulator in tackling non-compliant cases,
the Council recommends that the regulator be given more enforcement tools such as:

e  the power to issue a public reprimand;
e the power to give enforcement notices;
e the ability to impose a financial penalty on the licencee or their staff;

e the ability to impose a ban on an individual prohibiting him/her from engaging in money
lending business;

e  the power to issue a remediation order to compel the money lender to take remedial
action; and

e the authority to take disciplinary action against a director, a partner or the management
of the money lender.

The Council also proposes that the regulator set up a special division to handle complaints and
possible breaches of regulations.

7.4 Improve Market Transparency

The Council is of the view that credit data of money lending transactions could serve an
important function in policy formulation or review. Although money lenders are obliged to
provide information relating to their businesses as and when required by the Registrar or the
Police, and they have to submit financial data such as financial assets and liabilities to the CR
upon renewal of licence, there are no requirements for the provision of meaningful credit
statistics such as the total amount of new loans, outstanding loans, average tenure, general
demographics of borrowers, arrears and default rates which could aid in more effective policy
making and oversight of the level of indebtedness of the community.

Therefore the Council recommends that the regulator should collect loan profiles from money
lenders on a systematic and regular basis, such as the types of statistics mentioned above.

In addition, the Council recommends that enforcement statistics be published regularly in order
to enhance regulatory transparency. Statistics to be published should include the number of
objections made, the number of licences revoked and or suspended, reasons for objection,
suspension or revocation, the number of inspections made, the number of warnings/advisory
letters issued and the number of complaints received etc. It is hoped that enhanced
transparency could help foster the adoption of good practices by money lenders and raise the
professional standard of the industry through ongoing market surveillance.

95



7.5 The Way Forward

The Council hopes that the above recommendations will stimulate and generate an informed
and in-depth discussion among the different stakeholders in the community so that their views
and concerns can be heard and taken into account.

The report does not seek to moralise on the rights and wrongs of consumer borrowing. The
Council reiterates that it recognises the legitimate role and function of money lenders in the
society and their business needs of earning a return that can compensate the risks they bear.
The Council also understands that over regulation could have negative impact on the access
to credit for some borrowers, leaving them with no choice but to borrow from illegal lenders.

Striking a balance between maintaining reasonable access to credit from money lenders and
enhancing consumer protection is the objective of this report. The Council hopes that a
revamp of this outdated legislation will mean that the money lending industry will be subject
to a regulatory regime that ensures fairness between a money lender and a borrower, bringing
with it strengthened consumer protection.

From research findings, excessive spending in leisure activities is a main reason for the younger
generation to borrow and thus, fundamentally consumer education on financial management
and prudent access to credit is critical to developing a culture of healthy and responsible
borrowing for Hong Kong.
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Appendix 1: Review of Online Websites of Financial Service Providers

Covering period 1 June 2018 (Friday) to 31 August 2018 (Friday)

Search engine Google

27 (7 Als and 18 licensed money lenders, 2 unknown)

7 Authorised Institutions

Bank of China (https://www.bochk.com/tc/loan/personal/instalment.html)

China Construction Bank (Asia) (http://www.asia.ccb.com/hongkong_tc/personal/)

Citibank (https://www.citibank.com.hk/chinese/loans/loans.htm?lid=HKZHCBGPLMITLOverview)
DBS Bank (Hong Kong) Limited
(https://www.dbs.com.hk/personal-zh/loans/personal-loans/default.page)

Public Bank (Hong Kong) (https://www.publicbank.com.hk/tc/retail/ploan/personal)

Public Finance Limited (https://www.publicfinance.com.hk/2/finance/html_form/tc/index.aspx)
The Hongkong and Shanghai Banking Corporation Limited
(https://www.hsbc.com.hk/zh-hk/loans/)

18 Licensed Money Lenders

@ e N e o =

[
=

11.
12.
13.
14.
15.
16.
17.
18.

Aeon Credit Service (Asia) Company Limited (https://www.aeon.com.hk/tc/html/index.html)
Cashing Pro (http://www.cashingpro.com.hk/zh/)

Easy One Finance Limited (https://www.221.com.hk/tc/)

EasyLend (https://www.easylend.hk/zh-hant/)

Ego Finance Limited (https://www.ego-finance.com/hk/)

Finance One Limited (https://financeone.com.hk/)

Formax Finance Limited (https://www.formax.hk/)

i-Choice (https://www.i-choice.hk/zh-hant/)

K Cash (https://kcash.hk/)

MoneyMonkey (https://www.moneymonkey.hk/tc/)

PrimeCredit Limited (https://www.primecredit.com/chi/index.php)
Promise (http://www.promise.com.hk/)

Thousand FCS Ltd. (http://cashfinance.hk/loan.php)

Top Profit Finance Limited (https://www.tpfhk.com/personal_loan.php)
Turbo Credit Company Limited (http://www.turbocredithk.com/)
uFinance (https://www.ufinance.co/studentloan)

Welend (https://www.welend.hk/)

Zero Finance (https://www.zerofinance.hk/zh/)

2 Unclassified (during the review period)

1.
2.

Johnston Finance Limited (http://www.johnstonfinance.hk)

Money SQ (https://www.moneysq.com/) (now with Money Lender’s Licence)

97



Aoyiny
1ONpUO) |epueUl

UoISSILUWOD)
Kiosiniadng [epueul

siopuajhauoln
JO Jessibay

sanuoyine
JUBWIUIBAOD |BIDUIAOIY

UOISSILUWIOD) SIUBWISIAU|
pue Sa111INJaS Uel|esny

Apog buisuadi]

Aioyiny
12NPUOD) |eduUeUl

UOISSILIWOD)
Kiosiazadns |eidueul

SI9pUd|AUOIN
Jo Ansibay

sanloyine
1UBWUIBA0D [BIDUINOIY

UOISSILUWIOD) SIUBWIISIAU|
pue Sa11IND9S ueljessny

Apoq Aiojenbay

%00Q324N0S
1paJD) JAWNSUOD

SUOIIN}ISU| [eIDUBUIS JO
ssauisng pJied ysed ay}
BuiuIaA0D) suoie|nbay

ssaulsng pJed Upald)
ul buibebug suonnmnsu|
BuiuIsA0D) suoie|nbay

sa|ny slapus|Asuo

SN
[epueul buluayibuainis
Jayyn4 uo suouido
[eJanas ay1 buinss|

uo 1no) s,9|doad
awaidns ay1 Jo d2110N

sase)
BuipuaT a1eALd JO [Bl]
33 Ul me jo uonediddy
ay3 buiuiaduo)

SONSS| |BJOASS UO

1no) s,9|doad awaidns
3yl JO sUOIsSIACIg

saluedwo?) ueo
wins-jjews jo uonesadQ
10]id ®Y1 Uo euly>d

Jo 3jueg s,ajdoad ayy pue
uoISsIWWOo) Aiolejnbay
Bupjueg euiyd

}Jo suoluidQ buiping

suole|nbay
U01303310.d 1paid)
Jauwinsuo?) |euoieN

8poD Mpai) [euoheN

2cuepIND/sa|ny

DY SIBBIA
pUE S32IAISS |eIDuUBUI4

SpOD [IAID
Py bupjueg

uemie|

SuondIPSKUIN( JI3Y1Q Ul s1dpud] Asuo 10} duomawelq Aiojenbay Jo MaIAIDAQ g Xipuaddy

1OV SIopua|Aauoin

alodebuls

V/N

BUIYD puejuley

10y U0129101d 1Ipaid)
Jawinsuo) |euolieN

eljessny

uone|siba

uonoipsuny

98



‘%80 38 ded 1502 Ajlep [eljuUl UE Sey YdIYym HPaId WI3-1oys 31503-ybiy 40y 1dadX3 - JN «
"UOIIBULIOJUI B3 JO Adeundde By} 03 se |1DUNno) ay3 Aq uaaib si Aueliem
paljdwi Jo ssaidxa ou Joalay UoReWIOUl 3Y} JO ADBINDOE BY} 2JNSUS O} SINOABSPUS |IDUNOD) 3y} ISIYM  Ajuo asodind aousiayal U0y SI Xxauuy Sy} Ul papiaosd uoneuliopul ay |

Seway
juswiulanob
[eruinold ayy
SAneISIuIWpe Jo 1uswpiedap ueAsal
AJeuididsip pue jeuiwid pue [euiwud | Aseunddsip pue jeuiwid ay1 Ag pajpuey aq o] | Aseundsip pue jeuiwnd JusWadIopu]
suoiuido buiping
SO\ SOA S9A | @yl Japun papiroid 10N SOA SuoI1d1ISal BuIsIaAPY
« IIN wnuue Jad 907 yuow Jad % wnuue Jad 99¢ wnuue Jad %8y ded 1sa81U]
SjuaWwaiinbal 8Inso|asip
SOA - SO\ SOA SOA |en1oeJIu0d-aid
¥4 Aq paslioyine eulyd 4o
sapuabe adusI9)al J21U9) neaing | >ueg s,2|doad ay} Jjopun

1pald Juspuadapui

uoreulou| 1pald ulof

1pal) siapus|Asuoln

IENIE EoRlIEIETENRI[oEYlp)

salpuabe pajeubisap oN

Aousbe aduaisyal 1pald

suoluidpo buiping

JUBWISSDSSE
1palD/Auswalinbal

SOA SOA SSA | @Y1 Japun papiroid 10N SOA Buipua| s|qisuodsay
saleys Ag paywi|
Auedwod 4o} [lW OLGINY
$921n0sal $92IN0sal 000'00L$DS J0 Auedwod Ayjigey| $92IN0Sal

[epUeUl 1enbape pasN

|edueul} axenbape pasN

|euded dn pied wnwiuip

PSHWI IO I SEINY

|epueul} axenbape pasN

1uswalinbai jeuded

SOA

uemie|

SOA

alodebuls

SOA

BUIYD pueulei

SOA

eljessny

Juswalinbal
uosJad Jadoud pue 14

uondIpsuny

99



R CHEEEEE
CONSUMER COUNCIL

HFAIABEE1VREEREA G221
TEh 1 2856 3113

{8H : 2856 3611

TEFHFE © cc@consumer.org.hk

@i © www.consumer.org.hk

22/F, K. Wah Centre, 191 Java Road
North Point, Hong Kong

Tel: 2856 3113

Fax: 2856 3611

E-mail: cc@consumer.org.hk

Web: www.consumer.org.hk

HEBEEZEE2019F98 R Published by Consumer Council, September 2019
ONR#ERRA * T15EIED  © All rights reserved





