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Introduction

The word "bankrupt" often carries a negative
connotation in society. Our community has traditionally
looked down on bankrupt individuals, viewing it as a
shameful act. However, bankruptcy is actually a legal
process that helps individuals or businesses who are
unable to repay their debts. Laws exist to either
eliminate or reorganize their debts under the protection
of a court.

Bankruptcy offers a fresh start for those facing
overwhelming financial difficulties. By understanding
the legal process, it can relieve individuals or businesses
of the burden of financial obligations and provide a
path to recovery.

This article focuses on Malaysian laws. Bankruptcy in
Malaysia is governed by the Insolvency Act 1967
(Revised 2017), and the legal process is handled
through the Malaysian court system.

In Malaysia, a debtor may initiate bankruptcy
voluntarily, while involuntary bankruptcy is initiated by
creditors. Both are categorized as personal bankruptcy.
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Previously, a person could be declared bankrupt if their
debt exceeded RM 50,000. However, following the 2017
amendments to the Insolvency Act, the threshold was
graciously increased to RM 100,000.

If a debtor is unable to repay their debts and fails to
meet the conditions set out in a judgment debt, the
creditor may file a bankruptcy petition under Section
3(1) of the Insolvency Act 1967 (Revised 2017). However,
the process differs for a petition filed by the debtor
themselves, which is done through Form 3 of the
Insolvency Rules 1969 (Revised 2017). Before filing the
petition, the debtor must first deposit RM 1,500 with the
Director General of Insolvency to cover the costs of
administering the bankruptcy.

After receiving a sealed copy of the petition from the
court, the petition must be served to the Director
General of Insolvency. The court will then set a date for
the hearing, and it is crucial to note that the debtor's
attendance is compulsory; otherwise, the petition may
be dismissed.

Once declared bankrupt, the debtor’s financial affairs
are overseen by the Director General of Insolvency, who
will manage the debtor’s assets and attempt to repay
creditors. Simply put, the Director General of Insolvency
will assist the debtor in settling their debts.
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Living as a Bankrupt: Consequences

Living as a bankrupt in Malaysia comes with several
consequences, including:

a) Asset Seizure: Upon being declared bankrupt, the
debtor’s assets (such as property, vehicles, and bank
accounts) can be seized by the Director General of
Insolvency to pay creditors.

b) Restricted Travel: A bankrupt individual is restricted
from leaving Malaysia without obtaining permission
from the Director General of Insolvency.

c) Employment Limitations: Certain jobs, especially in
professional sectors like banking or finance, may
impose restrictions on individuals who are bankrupt.

d) Credit Restrictions: A bankrupt individual will face
difficulties in accessing credit, loans, and mortgages.

Discharge and Annulment

A bankrupt person may be discharged from bankruptcy
after meeting certain conditions set by the Director
General of Insolvency, such as repaying debts or
reaching a settlement with creditors. Under the 2017
amendments, an automatic discharge may occur after
three years if the bankrupt individual meets repayment
criteria, such as filing their Statement of Affairs and
making targeted contributions.

However, the law also provides an easier route to end
bankruptcy through annulment under Section 105 of
the Insolvency Act 1967 (Revised 2017). Annulment
differs from discharge; it completely erases the
bankruptcy record, as if it never happened.
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The debtor may settle the debt with paying to Jabatan
Insolvensi. After the debt was settled, Jabatan
Insolvensi issued a receipt as acknowledgment. This
receipt was attached as an exhibit in an Affidavit in
Support, alongside a Notice of Application for
Discharge of Bankruptcy under the Insolvency Act 1967
(Revised 2017).

The court then set a hearing date, and if the debtor has
legal representation, their solicitor may appear on their
behalf. In such cases, the debtor is not required to
attend the court hearing personally.

The annulment process usually takes about one month
to be legally and officially completed. Once the debtor
receives a sealed copy of the Order for Discharge of
Bankruptcy under the Insolvency Act 1967 (Revised
2017), it must be served to Jabatan Insolvensi. Jabatan
Insolvensi will then process the debtor's order, and the
individual will be declared no longer bankrupt.

Conclusion

Bankruptcy is a serious financial decision, but it can
offer relief to individuals or businesses unable to repay
their debts. Whether it involves eliminating debt or
creating a manageable repayment plan, bankruptcy
provides a legal framework to help those in financial
distress. While the process comes with challenges, it
can also offer a fresh start for those ready to rebuild
their financial future. If you are considering bankruptcy,
seek professional advice to fully understand your
options and make the best choice for your unique
situation.

Disclaimer: This newsletters contains general
information only. It does not constitute legal advice nor
an expression of legal opinion. For further information or
inquiries kindly contact info@legalasa.com


