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What Is Financial Planning?

Financial planning is the process of setting, planning, achieving and
reviewing your life goals through the proper management of your
finances.
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https://www.thechinfamily.hk/web/tc/tools-and-
resources/multimedia/video/life-events-videos-2.html



Why do you need a financial plan?
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Key steps to draw up a basic financial plan

1.

Assess your 2

financial situation
Create a budget

6 key steps =3

Getting started with Set your
~ abasic financial plan AlCUEEIEEES
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Work out and 4
implement your -

financial plan ‘Know your
risk tolerance
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Home - Tools & Resources -~ Money Management Tools - The Chin Family

Money Management
Tools

A suite of interactive tools for
managing your finances

Tools &
Resources

Hot topics

The Chin Family offers a suite of free interactive tools to help you better plan and manage your
personal finances anytime, anywhere.

Multimedia Money Management Tools and Mobile App

Programmes
Meoney Retirement Savings Goal Budget
Tracker Planner Calculater Planner

Campaigns & Activities

e-newsletters e
< k3
Publications

Plan, budget and track Work out your Come up with a plan to Set your budget and take
Glossary your expenses and retirement budget with  achieve your saving goals.  control of your spending
income on your action plans. and savings.
. smartphone.

Useful links
Recently Viewed
Debt collection %dding Budgeting E Study Abroad House Renovation Having A Baby

- i Worksheet Budgeting Worksheet Budgeting Worksheet Budgeting Worksheet

Debts and borrowing

© O 6 O |

Saving for the future Plan and manage your Parents and/or students Plan and manage Plan and manage

Managing your Money -




Step 1: Assess your financial situation
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the Chin family

Net worth calculator

Knowing your net worth is important to assessing your financial situation and achieving your financial goals. This net worth
calculator helps you work out if what you own outweighs what you owe and therefore helping you to check out how good you

are at managing your wealth.

Gross annual salary HKD 0 Gross annual expenses HKD 0

Annual extra income from
savings and investment

gAssets Q Collapse all
° Liguid assets

HKD 0
. Cash

HKD 0 Income tax HKD 0o

Liabilities

Outstanding mortgage loan

.0@

. HKD 0 Outstanding car loan
[ HKD 0
‘ Savings account
' HKD 0 Outstanding credit card
[ ] HKD 0
Current account
. HKD 0 Outstanding overdraft
@® HKD 0
Fixed deposit
[ ) HKD 0 @ Other loan(s) @
@ HKD 0 7
Other liquid assets
HKD 0




Assets Liabilities

Step 1: Assess your financial situation 9 G ﬁ

Saving $128,000
Property $2,300,000
Stocks $210,800
Bonds $20,100
Fund $136,000
Insurance (e.g. Annuity, investment-related) $320,000
MPF / P-fund $250,000

Other (e.g. gold) -

Mortgage -
Credit $3,000
Loan $50,000
Other -

B NS
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Step 2: Create a budget
T =D

the Chin family

Budget planner

Create a budget to understand your money habits and take control of your spending and savings. Our Budget Planner helps you keep track of
your finance. You can save the results on your computer, print out and do it later, or you can set up a budget by downloading our budgeting
spreadsheet into your computer.

i(.) Savings and Expenses

8 pvestments
Collapse all
~ Salary
~ Income per month
Basic salary Monthly v HKD 20000
HKD 36,000.0
Allowances or subsides @ Monthly v HKD 1000 ’
Salary:
Commission Monthly v HKD 0 HKD 21.000.0
Bonus Monthly v HKD 0 Spouse's salary:
@ Others Monthly v HKD 0 HKD 15,000.0
Other income:
Top HKD 0.0
~ Spouse's salary
~ Savings and investments
Basic salary Monthly v HKD 15000 per month
Allowances or subsides @ Monthly v HKD 0
HKD 4,000.0
Commission Monthly v HKD 0
v Expenses per month
Bonus Monthly v HKD 0
@ Others Monthly v HKD 0O HKD 3,500.0
;ﬁiﬂr
=) To
I F E C P Result
HKD 28,500.0

~ Other income




Step 3: Set your financial goals

* Short-term goal
(e.g. buy a mobile phone, computer and travelling)

*  Medium-term goal (1 to 5 years)
(e.g. further studies, working holiday, marriage)

* Long-term goal (more than 5 years)
(e.g. education fund for your children, retirement)

 How to turn your ‘wants’ into financial goals?



Step 3: Set your financial goals
Setting SMART goals

=
®

Specific

U
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Measurable

Attainable

Realistic

@

Time-bound
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a Savings goal calculator

How much w How long will

> you will have it take

How much do you need to save?

This calculator helps you find out how much you’ll need to save regularly to reach your goal in time.

® @Education @ 0 Starting a business © ’Saving forarainyday © OWedding
(€] 'Setﬁng up home ® eBuying acar ® Q Having a baby (€] ‘Holiday

© Others

Your savings goal @ HKD

Amount you have already HKD

Expected rate of return @ % p.a. (Up to two decimal places)
Saving period Year(s) Month(s)

Compounding frequency @ © Yearly ® Monthly © Weekly




Step 4: Know your risk tolerance

1. Investment Target
 Expected return?
* Investment horizon?

Factor Situation Risk tolerance
Age q) N7
Investment horizon NZ NZ
Asset NZ NZ
Financial burden N NZ

(g]:]
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Step 5: Work out and implement a basic
financial plan

Responsible
Borrowing

Retirement
Planning

15



Step 5: Work out and implement a basic
financial plan

e  Prioritization of your needs and targets

* Choose suitable investment products

* Understand consumer rights and responsibilities
e Diversification in investment
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Step 6: Regularly review and adjust your
financial plan

e Review your existing budget and investment portfolio from time to
time

* Review the performance of your portfolio regularly and rebalance
your investments when necessary.

* Avoid keeping a portfolio that may over-concentrate on certain
asset classes.

IFEC 17



i

(@]

=



Retail Investor Study Research Report

1. https://www.thechinfamily.hk/web/common/pdf/about_iec/IEC-
Retail-Investor-Study-report.pdf
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How to build wealth?
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Control Debt

Debt Calculator Debt Calculator

This calculator provides you with an overview of all your personal debts, including credit cards, personal loans and other loans (eg This calculator provides you with an overview of all your personal debts, including credit cards, personal loans and other loans (eg

relatives and friends); as well as options and tips to help you manage your debis effectively. relatives and friends); as well as options and tips to help you manage your debs effectively.

Credit Oth "
= =

The personal loan calculator works out the repayment of personal loan. It converts the annualised percentage rate

(APR) to estimate the effective monthly interest and then works out the average monthly repayment amount required Personal loan overview
to settle the debt. Learn more.

Total amount of debt

(You can provide details up to 10 loans) No. of loan Loan amount including cost of Total cost of borrowing ~ Repayment period
borrowing

Personal loan(s) 1 HKD 300,000.0 HKD 460,712.4 HKD 160,712.4 60 months
Financial institution BOC

Financial Amount of debt Average monthly

B Loan amount including costof  APR Cost of borrowing  repayment Repayment period
Loan amount HKD 300000 institution B

borrowing amount

Loan period 60 months v BOC HKD 300,000.0 HKD 460,712.4 20% HKD 160,712.4 HKD 7,678.5 60 months
Annualised percentage rate (APR) @ 20 % (Up to two decimal places)

Average monthly repayment amount @ HKD

© Add another loan

oo | = Costofborrowing

Your monthly income is HKD o W | oan amount

0 S0 10 150 200 250 300 350 40 450 500 550
Amount(HKD in thousand)

S
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Total amount of debt
including cost of
borrowing

HKD 502,594.0

Credit card debt overview

No. of credit card Debt amount

Personal loan overview

No. of loan Loan amount

1 HKD 300,000.0

Other loan overview

No. of loan Loan amount

1 HKD 20,000.0

Tell us what
vou think

Total cost of borrowing

HKD 162,594.0

Total amount of
debt

Personal @ Other M\
Loan 0 Loan A/

Repayment period

60 months 0

Total cost of .
Repayment period

including cost of borrowing

borrowing

Total amount of

debt Total cost of Repayment period
including cost of borrowing pay! P
borrowing

HKD 460,712.4 HKD160,712.4 60 months

Total amount of
debt including
interest

HKD 20,000.0

Total interest Repayment period

HKD 0.0 24 months

How satisfied are you with
this Debt Calculater?
(1is the lowest, 5 is the

Debt-to-income ratio

Debt-to-income
ratio

View details

Debt-to-income
ratio

0

Debt-to-income
ratio

0
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How to build wealth?




Figure 1.1 - Investment in Financial Products in the past 12 months

Stocks
Forex
Funds
Bonds
Derivatives
ETF | 1%

REIT | *

Structured
products

* denotes <0.5%; - denotes =0%
Base: Individuals aged 18-70 (n=501)

48%

Figure 1.3 — Proportion of Liquid Asset Invested into Financial Products

<30% 30-<40%

24%

Base: All respondents (n=1,002)

28%

40%-<50%

18%

50%-<60%

13%

70%-<80%

9% 1% 5%

60%-<70%

80%+
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Are you ready to invest?

Is your debt under control?

Do you have enough case for emergencies?
Do you have adequate insurance protection?
Do you understand how to invest?

25



Basic principles

* The power of compounding
* Riskand return

e Dollar cost averaging

e Diversification

e Asset allocation

26



The power of compounding — Example 1

Age when Number of Monthly Savings at Assumer Total
saving begin years for saving age5 annual principal and
saving amount interest rate interest at
(compoundin age 65
g once a year)
Fiona 25 40 $1,000 $480,000 6% Around
$1,857,000
Kary 35 30 $1,333 $480,000 6% Around
$1,265,000
Jason 35 30 $1,000 $360,000 6% Around
$949,000

S

The above example is for discussion only

The above example is for discussion only

(g]:]
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The power of compounding — Example 2

Assumed annual Monthly savings/ | Monthly savings/ Total principal
interest rate investment from investment from and interest at
(compounding age 25-45 age 45 - 65 age 65
once a year)
Kenus 6% $1,000 SO Around
(a total of' $1,416,000
$240,000 in 20
years)
Matthew 6% SO $1,000 Around
total of
(a total o $441,000

$240,000 in 20
years)

b3

o
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The above example is for discussion only
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Saving early to let your money grow

Vivian and Thomas are both 25 years old. Vivian invests HKD10,000 at an annual
compound interest rate of 5.5%. When she turns 50, her investment will have grown to
HKD38,134. Thomas waits until he is 35 to invest HKD10,000 at the same interest rate. By
the time he reaches age 50, his investment will be worth HKD22,325.

Even though they both invested the same amount, Vivian gave her money more time to
grow. She earned a total of HKD28,134 in interest, while Thomas earned only HKD12,325.

Comparative savings of Vivian and Thomas

HKD

@ vivian
45,000
' Thomas
40,000 4
35,000 4
30,000 4
25,000 4
20,000 4

15,000

10,000 4

1
H
&
s_

The sooner you start saving, the sooner you start benefitting from the power of
compound interest — which puts time to work on your savings. The more time you allow
for your savings to grow, the greater the effect of compound interest —which is why it's a
good idea to start saving early on.

29



Figure 2.3 — Perceived Complexity vs. Risk Level of Financial Products

100%

80%

5
Perceived as 60%
High Risk

40%

20%

0% @ Forex
0%

Base: all respondents n=1,002

@ Derivatives

Structured
R 4 Products

Trend line
y =0.9794x - 0.3474

.e%-{'F R2=0.9748
® Stock
o &ngund

Perceived as Complex

20% 40% 60% 80% 100%

Figure 2.2 — Perceived Risk Level of Different Investment Products

W High

0%

Half-and-hali W Low M Depends/ Don't know

20%

40% 60% 80% 100%

Derivatives 18% 1§

Structured Products

ETF

REIT

Fund

Stock

Bond

Forex

* denotes <0.5%

Base: All respondents (n=1,002)

30%

31% 54% [14%
56% %
63% C211%
1% 7%
32% . 8%
= 26% I
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Risk and return

1. Whatis risk?
 The chance that you may get lower return than expected, zero

return or even negative return

* Riskis also about volatility. The possibility that your investment

will fluctuate (go up or down).

Comparison of volatility

15

10
S Stock A
0 Stock B

2012 2013 2014 2015 2016

=5 e -



Risk and return

1. Whatis return?

e




Risks of investing in stock market

*  Market Risk

* Interest Rate Risk

e Global riskj

e Business Risk

e Corporate mis-governance
e Liquidity risk

e  Currency risk

e Policy Risk

wp
i
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Interest / Dividend/ other

Capital gain/ loss

HKD Saving J ) 4
Stocks \/ /¥ \/
Bond J x J

Property x J
Lease \/ \/
Gold ) 4 \/

v v

Foreign Currency

é RER

IFEC
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~meRiSK.@nd.return of different asset classes

Different investment products have different

degrees of risk -

Return

Risk



Risk and return

People who can tolerate lower risks tend to employ more conservative investment
strategy

Investor
C

Investor

Return B

Investor
A

Risk

p

Ircw



Risk and return

Risk tolerance Low High
Investment horizon Short Long
Age Old Young
Demand for liquid assets Strong Weak
Financial resources Limited Abundant
Financial burden Heavy Light

37




Dollar cost averaging

Amount invested

Price per share

Number of shares

January
February
March
April
May
June

Total

S500
$500
$500
$500
S500
S500

$3000

S50
S5

sS4

S5
$10
$12.5

$6.45

Average cost per share$6.45

Video

50

100

125

100

50

40

465 units

38



Diversification

WHY

e Each type of investment tends to respond differently to economic
factors and market events

e Itis unusual for all asset classes to perform badly at the same time

INVESTMENT

39



Figure 3.1 — Stock Markets invested-in in the past 12 months

HK main board [ 98%
HK GEM board [N 46%

Mainland China market I 8%

Overseas market | 3%

Base: those who have invested in stocks in the P12M (n=791)

Figure 3.2 — Types of Stocks Invested-in in the past 12 months

2nd/3rd tier stocks [ 70%
Blue chips [N 61%
Small cap stocks [ 389
IPOs [ 13%

Base: those who have invested in stocks in the P12M (n=791)
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Asset allocation

 The process of deciding what share of your investable should be
invested in what asset class

e How much was invested in each asset class

* Asset allocation decision is the main deciding factor for a portfolio
returns and risks

* Asset classes
- Currency
- Stocks
- Bonds
- Commodity
- Property

IFEC 41



Asset allocation

B-quities Bonds B Cash

Conservative Balanced Adventurous

D

§ ﬁ%‘é’ Fgr_illustration purposes only. They are not a replacement for financial
advice.




Diversification — spread your risk

Benefits
* Spread the investment over a range of different investment asset
classes

 Don’t put all your eggs in the one basket

How
* Investin different types of investments

* Invest in different companies/ industries / countries within a type
of investment

é IFEC 43



Diversification — spread your risk

1. Which portfolio is the most diversified?

Portfolio 1 Portfolio 2 Portfolio 3

Items

China Bank A
HK Bank B
RMB Bonds

RMB Deposit

REg

< IFEC

Value

$30,000

$20,000

$20,000

$30,000

Items

Global
equities fund

China
equities fund

HK stocks

Value

$50,000

$40,000

$10,000

ltems

Global
equities fund

iBond

RMB Deposit

Euro Deposit

Value

$30,000

$30,000

$20,000

$20,000

44



Diversification — spread your risk

1. Consider

e Asset classes

* Geographical location
* Industry

wp
i
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Building an investment portfolio

Know yourself

Know your investments

Diversify portfolio risks

Conduct regular review

Rebalancing
your portfolio

46
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