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Make credit work for you

Credit (borrowed money) – we use it because it’s convenient, and because it can help us achieve our financial goals, as long as it’s managed carefully.

This booklet contains essential information for anyone who is thinking about borrowing money, or who already has some form of credit, such as a personal loan, an overdraft, or a credit card.

It provides the basic facts about credit – from the potential benefits and pitfalls of different types of credit, including the cost of credit, through to helpful tips on keeping credit under control and what to do when credit becomes a problem.

Credit basics

What is credit?

Credit is borrowed money that allows you – the borrower – to buy goods or services now, but pay for them later. The business that provides you with the credit is called the lender, or the creditor. Businesses that typically provide credit in Australia include banks, building societies, credit unions, finance companies, payday lenders, and some retail stores.

When you borrow money you enter into a credit contract, sometimes called a ‘credit contract’. Common types of credit, such as credit cards, store cards, an overdraft on your bank account, personal loans and even mortgages, all involve some sort of credit contract.

All credit contracts are enforceable by law, and all involve a cost – this is the price you pay for being able to make use of the borrowed money. The costs of credit may include interest and other fees and charges, (see page 9 for more detail).

Under the terms of a credit contract, you and your lender both have certain responsibilities. For example, you, as the borrower, are required to pay back the borrowed money within a certain time frame and according to certain terms and conditions. Meanwhile, your lender has a duty to give you important information about the loan, such as a full explanation of the terms and conditions and any credit fees and charges that may apply.

Why use credit?

Credit can be a convenient way to purchase goods and pay for them over an extended period of time – especially larger items that we generally can’t afford to purchase on the spot.

For example, a personal loan can make it possible to obtain a car, and then pay it off in instalments over a few years. A mortgage makes home ownership possible for many Australians, as most of us would simply never have the money to pay the full amount up front.

Credit cards are another form of credit for day-to-day purchases – they provide a number of benefits including 24-hour access to money, the ability to shop online, and access to money in emergencies.

A variety of credit options are available to everyday people for everyday purposes, and each has its own mix of pros and cons…

Credit cards

Credit cards are one of the most widely used forms of credit. They are readily available from most banks and other financial institutions. A credit card gives you access to a certain amount of borrowed money. The amount of money you have available (usually called ‘credit limit’) is agreed with your credit provider when you obtain your credit card (but it can also be varied later). You are free to spend some or all of that money over any given period. At the end of each period (usually one month), you will receive a credit card statement. This statement lists all of the purchases you have made using your card over the period, and also serves as a bill that you must pay by a certain date. You are usually required to pay a minimum payment every month – although you are also able to pay more, even all, of your bill if you choose (and doing so may save you interest).

Some pros and cons

Credit cards are one of the most popular forms of credit available. They offer 24-hour access to money and they’re extremely portable, with most major cards being accepted around the world. Also they can be safer to carry around than large sums of cash. They can also be convenient in unexpected situations where you don’t have enough cash to cover a bill – for example, if your car breaks down and you need urgent repairs or if you need unexpected medical attention and must pay the bill immediately.

But all this convenience comes at a cost – interest rates on credit cards are usually higher than those on other forms of credit (such as personal loans).  Fees such as account fees and transaction fees may also be charged, depending on the card provider and on how you use your card. Their convenience also makes it easy to spend without thinking about how the money will eventually be paid back.

Store cards

Store cards are credit cards, but which are generally offered by stores or large retailers. You can use the card to purchase goods at that store (or group of stores). Some store cards can be used anywhere, not just to buy goods or services from the card issuer. In that sense they are more like the general purpose credit cards described on page 4. With store cards, like other credit cards, you will usually receive a monthly bill. Some bills may require a minimum payment, a regular fixed payment amount, or, depending on the card type, you may need to pay back the full amount spent by the end of each period. 

Some pros and cons

Being a store card holder may entitle you to certain benefits such as an interest-free period or a discount on certain purchases made using your store card. Some store cards may charge higher interest rates than general purpose credit cards. They may also charge a variety of other fees. And, of course, they are not always transportable, that is, you can’t necessarily use them anywhere but at the issuing store or retail group.

Personal loans

Personal loans, such as those available from banks, allow you to borrow an amount of money to pay for larger items – such as a car or a holiday - over extended periods of time. The amount of the loan can differ depending on the institution or business offering the loan, your financial situation, and your requirements. Once the loan is approved you can pay for the item using cash or a cheque. You will then be required to pay back the loan to the lender in instalments over time, at an interest rate determined by the lender.

Some pros and cons

Personal loans are suitable for larger purchases that will need to be paid off over a long period of time – for example, over a year or a few years. They generally have lower interest rates than credit cards. They need to be paid off in a series of instalments over an agreed period of time (the ‘term’). 

As well as interest, personal loans may come with extra fees and charges, especially if you miss a payment or don’t pay it back in the time agreed. These fees may, however, also apply to other types of finance such as credit cards.

Personal overdrafts

An overdraft is a credit facility offered by some banks to eligible customers. It is attached to your everyday bank account, and allows you to spend more money than you have in the account – but only up to an agreed credit limit.

Some pros and cons

Overdraft repayments tend to be more flexible than repayment arrangements on personal loans, in that you can usually pay them off in ad hoc amounts over time. Of course, interest charges apply, and additional fees and charges may apply if you exceed your overdraft limit.

Payday loans

Payday loans are generally small, short-term loans that are provided between paydays. They can seem particularly attractive to customers who have been unable to obtain a loan from more mainstream financial institutions such as banks, building societies or credit unions, as they don’t always put customers through the same sort of credit checks as these other institutions.

Some pros and cons

While payday lenders appear attractive with promises of quick and easy cash, there is a catch – extremely high interest rates. The rates that can be charged by payday lenders may be regulated differently depending on what state or territory they operate in. In some states, payday lending rates may be capped (for example in Victoria, payday rates are capped at 48%), but in other states and territories it is possible to pay more than 1000% interest per year on a payday loan – that’s ten times the amount you borrowed, per year.


It is critical that you read the loan contract very carefully before signing up for a payday loan – if you are unsure, or if you are feeling pressured by the payday lender, walk away and seek another alternative.

Loans through finance brokers

Finance brokers are go-betweens who negotiate loans for their customers. Some people might use a finance broker if they don’t understand how and where to obtain loans, or if they are concerned because they don’t speak English or have trouble understanding financial information.

Some pros and cons

Approach finance brokers with care – while many may be able to assist you to find a loan that is appropriate for your needs, some may charge you a fee for this service. Furthermore, some can recommend loans which may not be suited to the customer but for which the broker may earn a higher commission from the lending institution issuing the loan.

In many cases, it is simply cheaper to do your own homework by shopping around and visiting a variety of credit providers, then comparing the products they offer, and making your own decisions about which products will suit your needs and provide you with the best value for your money.

Credit providers and the law

In Australia, a variety of financial institutions and businesses can provide credit. Sometimes, deciding which business to go to can seem as complicated as deciding which type of credit to choose. Different credit providers have their own pros and cons, so it’s important to choose carefully.

Looking after your interests – the Consumer Credit Code

The Consumer Credit Code (sometimes known as the ‘Uniform Consumer Credit Code’) is a law governing consumer lending in Australia and is designed to protect the interests of consumers. The Code does not apply to credit for business or investment purposes. In summary, it applies to credit provided wholly or predominantly for personal, domestic or household purposes where you are an individual or a strata corporation.

The Code covers all major financial institutions and other providers of credit, including:

· banks

· building societies

· credit unions

· finance companies

· friendly societies

· retail stores and other businesses

· government bodies that offer credit

· payday lenders

Credit products covered by the Code include:

· personal loans

· credit cards

· store cards

· overdrafts

· housing loans

· hire of goods

· payday loans

The Code also applies to related mortgages and guarantees.

Before you sign…

In accordance with the Code, the credit provider must provide you with a pre-contractual statement before you offer to enter into a credit contract with them or actually do so (such as by signing the contract or using a credit card). The statement must be in writing and must be easy to understand. It should include:

· the credit provider's name 

· the amount of credit that is to be provided 

· the annual percentage rate(s) (often called the interest rate)

· how interest is calculated and when it is charged 

· the total amount of interest if the loan is paid within seven years 

· any enforcement expenses that may become payable 

· credit fees and charges 

· how you will be informed of changes to the contract 

· any default rate of interest and how this is calculated 

· how often statements will be provided 

· commission charges 

· whether a mortgage or guarantee applies to the loan

· any related insurance that is financed under the contract 

You must also be given an information statement that outlines your rights and obligations under the credit contract. You may get these two types of statements together or separately, but you should receive them (and read them), before you sign a contract or otherwise accept its terms.

After you sign…

The Code still applies once you’ve entered into the contract – in fact it applies for the life of the credit contract. 

Statements

Once you have entered into your credit contract, your lender is bound by the Code to provide you with regular account statements that include:
· all credit provided during the statement period

· fees and charges applying in the statement period

· the name of the supplier in any credit card purchases

· interest charges (including when they were charged) and the interest rate

· opening and closing balances for the statement period

· dates on which the statement period begins and ends

· payments and transfers to and from other accounts

· the minimum payment owed and the due date for that payment

· certain insurance payments made, including the name of the insurer and any commission paid

· any corrections to previous accounts

If you’re experiencing hardship…

The Code recognises the importance of protecting consumers and allowing changes to credit contracts, such as loans, in special circumstances. If your circumstances change as a result of job loss, illness, or another reasonable cause but your inability to pay is only temporary, talk to your lender because it may be possible to have your repayments adjusted. Note that hardship variations are not likely to change the interest rate on your loan agreement or reduce the amount you owe. Ultimately, you must still be able to repay the loan, even if it may take longer than the original terms of the loan agreement.

Hardship variations can alter loan agreements by:

· extending the length of the contract or reducing the amount of repayments

· postponing the dates of repayments

· extending the length of the loan and postponing payment during a specified period

When doesn’t the Code apply?

The Consumer Credit Code doesn’t apply to all consumer credit. For example, the Code does not apply to the following types of credit:

· credit provided for 62 days or less but only where the maximum credit fees and charges are less than 5% of the amount of credit and the maximum interest charges are not more than 24% per year

· credit provided without prior agreement (for example, when a cheque account becomes overdrawn and there is no agreed overdraft facility)

· continuing credit where the only charge that is made for providing the credit is a periodic or other fixed charge that does not vary according to the amount of credit provided

· the debit part of a joint debit and credit facility

· credit arising from bills of exchange or promissory notes

· credit provided by an insurer for the payment of insurance premiums by instalment

· credit provided by either pawnbrokers or by trustees of deceased estates

· employee loans in certain circumstances (some provisions of the Code still apply)

The costs of credit
Borrowed money comes at a price, and that price generally takes the form of interest, or fees and charges, or both. The cost of a credit arrangement will depend on a number of factors, including the type of credit you select, the amount you borrow, the type of provider offering the credit, the time you’ll take to repay the debt, and whether or not the credit is secured or unsecured.

Generally, the more you borrow and the longer you take to pay it off, the more interest you pay.

What is interest?

Interest is the amount you pay to the credit provider for the use of their money. The interest you pay is calculated as a percentage on the amount of money you have borrowed (or the amount you still owe), and is then added to the total amount you must pay back. Interest is usually payable at regular intervals over time.

The type of interest can vary depending on the credit product and the credit provider. For example, personal loans may be described as fixed rate or variable rate loans, while credit cards may be described as offering interest-free days or offering ongoing interest. Let’s have a look at some of these terms in more detail.

Fixed rate loans

Fixed rate loans mean the interest rate is set for the life of the loan. Your repayment amount and frequency may also be set at the beginning of your term. With such loans, you may have to pay an early repayment fee if you make additional repayments along the way or pay out your loan early. 

Fixed loan repayments are easy to include in your budget as you always know what your repayments will be – they’ll never change until the loan is paid out. Fixed rate loans are protected from changes in interest rates. While this means that if interest rates go up, your repayments will still stay the same, it also means that if interest rates come down, your repayment amount won’t.

You may also be able to get a fixed rate loan which is ‘interest only’ in that the principal is repayable at the end of the loan and you only make interest payments during the loan term.

Variable rate loans

Variable rate loans have interest rates that are subject to change. Such changes may occur at the credit providers’ discretion or according to market rates. If the market rate goes up, so will the interest payments on your loan, and if market rates come down, your interest payments will decrease as well. 

With most variable rate loans it is possible to choose the frequency of your repayments, for example, you might choose to make a repayment weekly, fortnightly or monthly. You also have the freedom to make additional payments at any time, or simply increase the amount of your regular repayment – two strategies that will help you to pay off your loan faster and therefore save on the overall amount of interest you pay. Depending on the loan, you may incur an early termination fee if you pay out your loan earlier than the term stated in the loan contract.

Variable rates typically also apply to personal overdrafts and credit cards.

Interest-free days on credit cards

Many credit cards offer interest-free days – this is a set number of days during which interest is not payable on new purchases. If purchases are not paid off in full by the end of the interest-free days period, interest will become payable on the purchases, up until the time they are paid off in full.

The interest-free days available are usually up to 44 days, although some credit cards may offer up to 55 interest-free days. You will be sent a statement at the end of each billing period that shows you the full amount owing as well as the minimum payment required. Unless you pay the full amount owing (not just the minimum payment), by the relevant due date you are likely to incur interest on both the outstanding balance and new purchases in subsequent statement periods until the entire debt is paid off. This is subject to the terms and conditions applying to your credit card which may provide for interest to be calculated in a different way. Interest charging terms are important and you should pay special attention to them.
Store cards may also allow you to buy goods on credit and pay no interest for, say, the first six or twelve months. After that, interest will be payable and that interest may be at a relatively high interest rate (and may even be backdated to the date of the original purchase). 

Paying minimum repayments only can be a costly way to pay off your credit card debt. The consumer watchdog, the Australian Securities and Investments Commission, advises that paying off a credit card debt of $1,000 can take more than 11 years if paying minimum payments only, and would cost $860 in interest. Paying a debt of $10,000 would take 27 years, and would cost $11,000 in interest!*

*Source: Australian Securities and Investments Commission, www.fido.asic.gov.au. Calculations are based on a typical credit card with an interest rate of 16% per year, and minimum repayments of 2.5% or $10 (whichever is the lesser), and interest charged from the date of purchase.

Ongoing interest on credit cards


Not all credit cards offer interest-free days. Some cards charge interest from the time the purchase is made until the time the purchase is paid off in full. However, these cards usually offer lower rates of interest than the interest applied to a card with interest-free days.

So, disciplined spenders who pay off the outstanding balance on the card in full, every month, by the due date, might consider a credit card that offers interest-free days, as they will be able to avoid any interest payments (if they stick to the payment plan). Interest savings could also be achieved if only part of the outstanding balance is paid off.
However, people who are more likely to always carry some amount of debt on their credit card may be better off considering a card with a low rate of ongoing interest – even though there are no interest-free days, the overall interest to be paid is likely to be lower in the long run depending on spending patterns.

You should also remember that, although many credit card terms offer interest-free days on credit cards, it is common practice to charge interest on cash advances on a credit card account from the date the cash advance is drawn until it is repaid in full. 
Low interest and interest-free credit offers

Sometimes you may see loans or credit cards offering low interest, or even no interest, for a fixed period of time (for example, for six months or one year). Some of these offers provide good opportunities for consumers. However, some also come with a catch.

Some low interest loans may only offer low interest for a certain period of time, (often called the ‘honeymoon period’). Once that period is over (usually after six months or a year), significantly higher interest rates may apply from that point forward.

Other fees and charges

In addition to interest, other fees and charges usually apply to credit arrangements, such as annual fees on credit cards, or administration fees on personal loans. The credit provider has the obligation to let you know what fees, charges and interest rates apply and when they will apply. It is vital to be fully aware of any fees and charges that apply (as well as interest rates) before entering into a credit arrangement. 

In the table below, we’ve summarised some of the typical fees and charges that apply to credit products. We can’t tell you how much the fees are in each case, as they will differ depending on the credit provider and depending on the credit product. The credit provider will be able to tell you more about any costs that apply to the products they provide.

Common credit fees and charges

	Fee
	When it may apply
	Who charges the fee

	Administration fee (also called ‘account-keeping fees’)
	An ongoing fee that may be charged on some personal loans at regular intervals – such as monthly or yearly, depending on the loan and depending on the provider.
	Some credit providers

	Annual fee
	Most credit cards now have an annual fee which is applicable to all card holders on the account.
	Some credit providers

	Application fee
	May be charged when applying for a loan, and may still be payable even if your application is not successful.
	Some credit providers

	Cash advance fee
	Usually applied when obtaining cash on your credit card – it may be charged as a percentage of the total amount advanced.
	Some credit providers

	Dishonour fee
	May be charged if you have tried to make a payment with a direct debit, and the payment was declined because you have exceeded your credit limit (if paying with a credit card) or didn’t have enough funds in your account (if paying from a bank account). You may also incur a charge from the business you were trying to pay…such as a gas company if the direct debit was intended to pay your gas bill.
	Some credit providers 

	Early termination fee
	This fee may apply to a personal loan if you pay out the loan earlier than within the stated term of the loan.
	Some credit providers

	Establishment fee
	This one-off fee may be applicable when you open a personal loan or other form of loan.
	Some credit providers

	Government taxes and charges
	Government taxes, such as stamp duty, may apply to some credit arrangements depending on the state or territory you live in.
	Federal and State Governments, where applicable

	Merchant fees (also known as surcharge fees)
	Some merchants may choose to charge a fee when you pay for goods or services using your credit card. Merchants are required by law to tell you if a fee applies for credit card transactions, and how much that fee is.
	Some merchants

	Overdrawn account fee
	If you have exceeded the limit on your overdraft or your credit card, you may incur an overdrawn account fee.
	Some credit providers

	Overdue payment fee (also known as late payment fee)
	This fee may apply if you miss a payment on your credit card, or if you miss a repayment on a personal loan.
	Some credit providers

	Reward program fee
	Of the credit cards that offer reward programs for card holders, many charge an annual reward program fee (this is in addition to the annual fee for the credit card itself).
	Some credit providers


Related product costs – consumer credit insurance

Some credit providers may offer consumer credit insurance (CCI) when you apply for credit. CCI is not compulsory. If you do take out a CCI policy, you can cancel it at any time.

However, if you become unemployed or disabled, CCI policies usually pay part of your monthly balance for a set period. If you die, CCI may also cover all your balance up to a set limit. The cost of your cover often depends on your outstanding monthly balance. You will need to read the policy wording carefully and then decide whether the risks you are taking are worth the cost of taking out the insurance.

You may cancel your CCI policy and get a refund, within 14 days of first receiving confirmation of your CCI policy or at the end of the 5th day after the policy was issued or sold to you.

Comparison rates


In accordance with the Consumer Credit Code (see page 7), lenders are required to make ‘comparison rates’ available for their fixed term credit products, such as fixed term personal loans and home loans.

The comparison rate is a tool for helping consumers identify the cost of credit. It is a rate which includes the interest rate (sometimes also called the ‘annual percentage rate’) of the loan, as well as certain fees and charges that relate to the loan. So, while a personal loan may be advertised with an interest rate of 5.75% per year, once fees and charges are taken into account, its comparison rate may in fact be 6.25% per year.

Looking at the comparison rate can be useful.  But consumers should be aware that comparison rates don’t include all fees and charges. For example, Government fees and charges such as stamp duty and other taxes are not included, nor are one-off charges that might only apply in certain circumstances, such as redraw fees or early repayment fees or overdue payment fees if you miss a repayment.

They also don’t include other factors which may make the loan more attractive or less attractive than other similar products, such as discounts on other products offered by the same lender, or flexible repayment arrangements.

Consolidation loans – do they save you money?

If you have more than one personal loan, it may be worth looking into consolidating your loans – you may be able to reduce the overall interest rate you are paying, and you may be able to reduce the fees you pay. Consolidation loans can also make your credit repayments more easy to manage, as you will only need to make a single repayment per month (rather than multiple repayments if you had multiple credit arrangements to repay).

Always remember, the aim of consolidating is to reduce your overall interest rate and the amount you pay in fees and charges. You will need to do your homework and read the fine print to make sure consolidating really will save you money in the long run. Watch out for unscrupulous dealers who advertise consolidation loans that seem to be a convenient answer to all your debt problems, but instead trap you into paying even higher rates of interest, as well as fees and charges.

Applying for credit
What type of credit is best?

Different types of credit suit different circumstances. The type of credit that’s best for you will depend on how you want to use the borrowed money, and on your individual financial circumstances. Refer to the table, Comparing Credit on page 15 to compare the pros and cons of various forms of credit, and for some recommendations on how (and how not) to use them.

Can you afford it?

Credit is a big responsibility, so it pays to do your sums before applying for a credit arrangement. Do a budget to get a clear understanding of your current financial situation. Can you afford to take on the debt? Can you afford to make the repayments? And don’t forget to think ahead. If your circumstances change – for example, if you are temporarily out of work, or if you encounter an unexpected expense such as a car repair bill – will you still be able to make the repayments?

Are you eligible?

So, you’ve decided to borrow some money from your bank. How will your bank determine your eligibility for a loan or credit card? Banks typically consider a number of factors, including your employment status, income, savings, existing debts, and your credit report. 
What is a credit report?

In Australia, reporting agencies hold credit reports on individuals who have, at some point, applied for credit. If you have applied for a loan, a credit card or even a telephone account, you probably have a credit report.

Credit reports contain information such as the types of credit you’ve applied for and, any overdue payments of 60 days or more in cases where you’ve been sent notice of the default and the credit provider has taken steps to recover the amount. 

Getting a copy of your credit report

If you’re thinking of applying for credit, it’s a good idea to check your credit history first in order to make sure the details listed are accurate and up-to-date. Sometimes, the first time people become aware of their credit report is when a loan or credit application is declined, and this occasionally happens as a result of an incorrect listing on your credit report, or an error in your personal details. You can obtain a free copy of your credit report by applying in writing to Baycorp Advantage. The report will be mailed to you within 10 days of receiving your written request.  Alternatively, for a fee of $23, they will provide a copy of your credit report by fax or mail within one day of receiving your request. Contact Baycorp Advantage on (02) 9464 6000 to find out how, or visit www.baycorpadvantage.com. 
Before you sign up…the credit contract

All forms of credit come with a credit contract, whether it’s agreeing to terms and conditions on a credit card, or signing a credit contract when taking out a personal loan or taking advantage of an interest-free deal at a local store. Once you sign the contract or otherwise accept it (such as by using a credit card) you are bound by the conditions in the contract – regardless of whether you have read them. 

So, always read the detail in the information provided before entering into any credit arrangements. It’s the only way to be sure of what you’ll be paying – now, and down the track. 
Remember, although some deals may look attractive, you need to read the detail so you understand the fees, charges and interest rates that make up the cost of the deal. 

Avoid signing up on the spot, and never feel pressured to do so (no matter how insistent the sales person might be). Take the time you need to read the necessary paperwork. When it comes to making a final decision, ‘sleep on it’ for a few days (or longer), that way you’ve got time to consider all the implications of the credit arrangement and change your mind before you commit yourself.

Decline any offers that you’re unsure of or uncomfortable about. And listen to your gut – if it’s telling you that something’s not quite right, walk away. At the very least, take a step back and reassess the offer, and consider getting a second opinion.


Comparing credit

All forms of credit give you the ability to purchase goods now and pay for them later. On the other hand, the potential to spend more than you can afford to repay is a potential trap that all forms of credit share. We’ve put together the following table to help you compare the different types of credit available, and see which ones may or may not be suitable for certain situations. But remember, the most important question to ask about credit is whether you can repay the debt within a realistic time frame, and without causing you financial and emotional hardship.

	
	Pros
	Cons
	Potential uses
	But may not be a good option if 

	Credit card
	· Offers 24-hour access to money and can be accepted by many businesses worldwide

· Interest-free credit if well managed and paid off in full by the due date

· Safer to carry around than cash

· Can use to purchase over the phone or Internet, as well as in person

· Fully itemised statements showing all purchases made over the statement period

· May offer additional benefits such as travel insurance and purchase protection


	· Relatively high interest rate

· Can be easy to overspend if not managed carefully

· If only making minimum repayments it can take years to repay (and add lots of money on interest)

· Various fees and charges may apply

· If used to obtain cash, i.e. through a cash advance, additional fees and interest can apply
	· Everyday outlays for small to medium items that can easily be paid off within the statement period

· Making purchases online or over the phone

· Travelling overseas, and in situations where cash is not safe or convenient to carry

· Emergency or other unavoidable situations where you don’t have cash available to pay
	· Obtaining cash (i.e. through cash advances)

· Purchasing large items that will take a long time to pay off (a personal loan may provide a cheaper option in this situation)

· You tend to make purchases without keeping track of how much you’re spending and without knowing whether you can afford to pay for it within a realistic time frame

	Store card
	· May provide access to interest-free deals in the store or retail group that issues the card

· May provide access to discounts on purchases and in-store reward programs 
	· Interest rates may be higher than credit card interest rates

· Can be easy to overspend if not managed carefully

· Can involve a number of fees and charges

· May only be able to be used in the store or retail group that issues them (depending on card type)
	· Everyday purchases in specific stores, particularly if ‘special offers’ are available to store card holders  

· May be able to be used more widely
	· Another form of credit with cheaper interest rates can be used instead

· Purchasing large items that will take a long time to pay off (a personal loan may provide a cheaper option in this situation)

· You tend to make purchases without keeping track of how much you’re spending and without knowing whether you can afford to pay for it within a realistic time frame

	Overdraft
	· Can provide a short-term buffer if you need to spend more than you have in your account

· Generally have flexible repayment options


	· Interest and fees and charges apply


	· Covering short-term emergency outlays

· Temporarily cover cash requirements if there is not enough money in your account
	· Another form of credit with cheaper interest rates can be used instead

· Purchasing large items that will take a long time to pay off (a personal loan may provide a cheaper option in this situation)

· You tend to make purchases without keeping track of how much you’re spending and without knowing whether you can afford to pay for it within a realistic time frame

	Personal loan from a bank
	· Allow you to purchase larger items that may take some time to pay off

· Generally offer cheaper interest rates than credit cards

· Can sometimes choose between different repayment options – e.g. fixed term or variable

· Banks must provide a comparison rate to aid shopping around
	· Can’t be used for everyday purchases
	· One-off purchases that are large enough for you to require some time to pay them off, for example a holiday or car
	· Making day-to-day purchases that you could either save up for in a short space of time, or could obtain using a credit card

	Finance broker
	· Can act as go-betweens between you and credit providers to help you find a loan
	· May charge you a fee for the service – often calculated as a percentage of the loan amount

· Unscrupulous brokers may recommend a product, not because it suits your needs or meets your cost requirements, but because they will receive a high commission for signing you up

· Can’t necessarily find a loan that’s any cheaper than you could find yourself – and the addition of their fee will ultimately make the loan more expensive
	· May provide a credit option when all other potential credit solutions have been exhausted and there is no other alternative


	· Other mainstream credit solutions are available

	Payday loan
	· Can allow you to obtain money when in dire need

· Sometimes available to those who have been unable to get money through mainstream providers such as banks or credit unions
	· Can pay extremely high interest rates – in some cases as high as 1000% per year

· May also pay a variety of fees and charges

· Not suitable for long-term credit requirements
	· May provide a credit option when all other potential credit solutions have been exhausted and there is no other alternative


	Other mainstream credit solutions are available


Keeping credit under control

Credit can be convenient when it comes to making day-to-day purchases, and even essential when it comes to obtaining some of life’s ‘bigger ticket’ items, such as cars and holidays. But in order to make sure credit works for you, rather than against you, it must be kept under control. 

Here we’ve listed some simple ‘dos’ and ‘don’ts’ to help you make the most of your credit and keep it under control.

	To keep credit under control - do:

	· pay with cash if you can afford to

	· keep a budget and make debt repayments a priority in your budget

	· pay off the full balance owing on credit cards, not just the minimum payment

	· stay within your credit limit at all times

	· reduce the number of credit cards you have (preferably down to one at the most)

	· keep all records relating to your credit contracts and any related transactions

	· keep a running tally of your debts – especially anything you spend on your credit card – so that you are always aware of what you owe

	· read the fine print on all credit contracts and other financial products before you sign anything, and ask your creditor questions if you don’t understand it

	· shop around for the credit that’s best suited to your situation, and will provide you with value for money

	· refuse a credit contract (or an increase of credit limit) if you don’t think it’s right for you, especially if you’re being pressured to sign…you’re the only one who knows your situation and what you can afford to repay

	· take at least a few days to think over any large credit purchases and agreements before you commit yourself 

	· take decisive action as soon as you think you may have trouble repaying a debt, starting with contacting the credit provider, and with contacting a financial counsellor if necessary

	

	To keep credit under control – don’t:

	· take out a credit contract if you could use cash instead, or save up and purchase it later

	· purchase anything on credit that you know you don’t really need

	· take out any form of credit if you are not sure how you will repay it

	· get more than one credit card

	· throw away banking records and records of other financial transactions and contracts

	· ignore the fine print associated with any credit contracts

	· succumb to sales pressure, even if you’re told the offer ‘can’t last’

	· take the sales assistant’s word for it that it’s ‘the best deal around’; do your homework – shop around to find the credit that really is best for you

	· ignore a problem debt – it will only worsen the situation

	· accept the bank’s offer to increase your credit limit unless absolutely necessary


Reversing or cancelling credit
Sometimes we might enter into a credit contract, only to find that we need to reverse the transaction or cancel the agreement altogether. So, what can we do if we need to make a change?

If you’ve already signed the contract

Cancelling or reversing credit arrangements isn’t always easy, and your potential to do so will depend on the credit provider and the terms of the credit contract. Once you’ve entered into the contract, in most cases you are legally bound by that contract.

Most credit contracts are separate from the contract to buy the goods. For example, if you’ve signed the agreement but then decide you no longer want the goods, you may not simply be able to cancel the contract.

If your circumstances have changed

If your circumstances have changed (for example, due to illness or unemployment), and your credit contract is covered by the Consumer Credit Code (see page 7 to find out more), you may be eligible to have your repayment schedule adjusted accordingly due to temporary hardship. Note you will still ultimately be liable to pay off the loan, even if it is with an adjusted repayment schedule.

Early termination of a loan

If you decide to pay out a loan earlier than the term originally stated in your loan agreement, you may incur certain fees and charges for doing so. While in some cases the interest you save by paying off the loan early may outweigh those fees and charges, in other cases it won’t. Check what fees and charges apply to early termination of your credit contract before you terminate, and make sure the interest savings will definitely outweigh the penalty costs.

Cancelling direct debits

If you are cancelling a direct debit request, what needs to be done, depends on whether the account to which the direct debit is made, is your credit card account or your transaction account.

Direct debits from credit card accounts 
If you have given a merchant (retailer or a biller) the right to debit your credit card account, you need to cancel the direct debit request with the merchant. Card scheme rules do not provide for your bank or credit card issuer to process your request to cancel the direct debit from your credit card.

It is also a good idea to check that the cancellation has been successful and the debit has stopped.  When you receive your next bank or credit card statement, read it carefully. If the transaction has been debited, contact your bank straight away and dispute the transaction.

If the debit is unauthorised (you have told the merchant it must stop yet it continues), then your bank will seek to chargeback the transaction to the merchant’s bank. You need to be vigilant, check your regular credit card statement and if the debit continues, seek a chargeback each time.

Of course, cancelling a direct debit does not mean that you no longer have to pay a bill. If you owe money to a business, you may need to discuss an alternative form of payment before you cancel your direct debit.

Direct debits from transaction accounts 

You can cancel a direct debit from an account (not a credit card account) either by notice to the merchant and/or to the bank. If your bank has adopted the revised Code of Banking Practice, and the direct debit request applies to your account, then the bank will promptly process this direct debit cancellation request, without suggesting that you first raise the cancellation request directly with the merchant. However, in agreeing to process your cancellation request, your bank may suggest that you also contact the merchant. To check if your bank has adopted the Code, please check the Australian Bankers’ Association (ABA) website: www.bankers.asn.au.

Bear in mind, that it can take a few working days for a cancellation to become effective. If you try to cancel one day before a payment is due, it might take longer for this to go through the system. Many businesses require a minimum of three working days to cancel a direct debit, so check with the business to see how much notice you will need to give them. 

You need to be vigilant, check your regular account statement and if the debit continues, contact your bank and complain. 


Charging back a credit card transaction 

If you find a charge on your credit card statement that you do not agree with (unauthorised or irregular), notify your credit card provider immediately. You may dispute the transaction when:

· mail order goods fail to arrive, or arrive broken or faulty

· you get charged for a transaction twice, or for a higher amount than you authorised

· you cancel a direct debit authority but the merchant is still directly debiting your account

· your credit card is stolen and is being used illegally to buy things – either by forging your signature or by buying things over the phone or online

Usually, in these circumstances, your credit card provider will reverse the transaction immediately. The provider then seeks a chargeback from the merchant’s bank. Unless the merchant can establish that you, or a secondary cardholder, did in fact receive the goods or authorise the transaction, the reversal will remain in place.


Time limits do apply to reversing transactions, so always check your credit card statements carefully and take immediate action if you cannot account for a transaction that you see.

Before you request a reversal, double check that the transaction can’t be matched to one of your credit receipts, as some merchants appear under a different name when they are listed on your credit statements. For example, you may have purchased a rake from Greg’s Garden Gadgets, but the transaction may appear on your credit statement under a different name, such as G Smith Trading Co.

Resolving problems with your bank

Sometimes, things can go wrong with the banking products and services you receive. In accordance with the law, you have the right to complain if you are not happy about any aspect of a financial product or service. Your bank is also required to have a procedure in place for dealing with your complaint.

The most effective way to get your complaint resolved is to follow this three-step procedure:

Step 1: Contact your bank and tell them about your problem
Your bank should be your first port of call. Once you tell your bank that you have a problem they can take the necessary steps to fix it. A customer service representative should be able to assist when you first contact the bank. If your bank can’t resolve your problem then and there, the bank will take the following steps:

a) let you know who is handling your complaint;

b) keep you informed of what is happening;

c) aim to resolve your complaint within a specified time frame.

Fortunately, most complaints can be quickly sorted out just by talking to your bank. However, in some cases it may be necessary to take your complaint further. If you have raised the problem with your bank but they have been unable to help you, you may need to go to Step 2.

Step 2: Make a formal complaint to the bank
Some banks have customer advocates who can make a free and independent assessment of your complaint and then help achieve a quick and unbiased solution. If you still don’t think your complaint has been resolved to your satisfaction, and you’d like an independent review of the complaint and any responses you’ve received to date, go to Step 3.

Step 3: Make a complaint to the Ombudsman
The Banking and Financial Services Ombudsman is an independent complaints scheme that is free for consumers. Refer your complaint to:

The Banking and Financial Services Ombudsman

GPO Box 3

Melbourne, Vic 3001

You can also telephone the Ombudsman’s office on 1300 780 808, or visit www.bfso.org.au for more information.

Resolving problems with other credit providers

If you have any dispute with your credit provider, or if you feel one of the requirements under the Consumer Credit Code may have been broken and you have not been able to resolve it with them yourself, you can raise the matter with the Consumer Affairs or Fair Trading agency in your state or territory. Alternatively, contact the Banking and Financial Services Ombudsman on the number provided above, and they will be able to direct you to an appropriate complaints resolution scheme that will be best able to assist with your complaint.

Financial assistance
Sometimes, no matter how hard we try, we might find ourselves in a situation where we just can’t make ends meet. Maybe you or your partner has become unemployed, or maybe you’ve fallen ill. Perhaps you’ve taken on a loan without realising how much interest you would be paying, and now you find you can’t afford to repay it. Whatever the reason, if you’re feeling like your debts are getting on top of you, it’s important to realise that you don’t have to handle it on your own. 

Early warning signs

No-one ever intends to take on a debt they can’t afford to repay, but debt can sneak up on us. The sooner you are aware of the problem, the sooner you can act and avoid the serious financial and emotional consequences that can result from a severe debt situation. Early warning signs can often indicate that your credit situation may be getting beyond your control. Such signs include:

· ignoring a bill, or skipping a payment and hoping you can make it up next time

· accepting offers to increase the limit on your credit card, without considering your financial position
· having more than one credit card but still finding you don’t have enough credit available to cover all your purchases

· getting a new credit card to pay off another credit card

· getting to Christmas this year when you’re still trying to pay off Christmas from last year

· only ever paying the minimum payment on your monthly credit card bill

· having no money left over after your debt repayments to pay for necessary items like food, clothes, items for the children and medical bills

· having a credit application refused by a bank or other mainstream credit provider

What to do when difficulties arise

If you’re having trouble repaying a debt, the most important step is to contact your credit providers and let them know that you have a problem, and that you want to sort it out. If lenders are notified sooner, rather than later, where possible, they will be in a better position to work with you to arrange a solution.

Financial counsellors


Contacting your credit provider is the first step – working on a solution for your debt problem is the next. And that’s where financial counsellors can help. Free financial counselling services are available in every state and territory in Australia. Every year financial counsellors provide assistance to thousands of people who are experiencing difficulty with their finances – whether it’s by creating a budget they can work to, or coming up with plans to help them see their way clear of heavy debt burdens.

Working closely with you, a financial counsellor can:

· help you organise your financial information

· design a personal budget

· suggest ways to change and improve your financial situation

· see whether you’re eligible for government assistance

· negotiate with your lenders to see if you can come up with a more manageable repayment plan

· explain debt recovery procedures, bankruptcy and other alternatives

· refer you to other services if you need them, such as family support services, gambling counselling services, personal counselling or community legal aid

Refer to page 22 to find a financial counsellor in your area.

Finding a financial counsellor

Use the following contacts to find a free service in your region:

Australian Capital Territory

· Care Financial Counselling Service
(02) 6257 1788

New South Wales

· NSW Financial Counsellors Association
0500 888 079
www.acwa.asn.au/fcan
· Credit Helpline
1800 808 488

Northern Territory

· Anglicare Northern Territory Financial Counselling Service
(08) 8985 0000

Queensland

· Credit Help Line
1800 808 488
· Lifeline Creditline
131 114

South Australia

· Uniting Care Wesley Adelaide
(08) 8202 5180

· Northern Community Legal Service
(08) 8281 6911

· Dept of Family & Community Services
(08) 8226 7000

· The South Australia Financial Counselling Association website lists financial counsellors in South Australia: www.users.bigpond.com/safca/

Tasmania

· Anglicare Financial Counselling Service
(03) 6234 3510

· Consumer Credit Solicitor at Hobart Community Legal Service
(03) 6223 2500 

Victoria

· Financial and Consumer Rights Council
(03) 9663 2000

· Credit Helpline
(03) 9602 3800 

· Financial & Consumer Rights Council lists all financial counsellors in Victoria:
avoca.vicnet.net.au/~fcrc/
Western Australia

· Financial Counsellors Resource Project
(08) 9221 9411
www.fcrp.org.au
· Consumer Credit Legal Service
(08) 9221 7066
· Financial Counsellors’ Assoc of WA
(08) 9325 1617

Definitions of common credit terms
	Baycorp Advantage
	A credit reference agency that is the largest source of credit information about Australian consumers.



	Consumer Credit Code
	A law governing consumer lending in Australia.



	Contract
	An agreement between two or more parties, usually in writing and enforceable by law.



	Credit
	Borrowed money that allows us to obtain goods now, but pay for them later. Typical forms of credit include credit cards, personal loans, overdrafts and home loans.



	Credit contract
	An agreement between a lender and a borrower that sets out the terms and conditions of the loan (see also the definition of ‘contract’).



	Credit cards
	A card that is linked to a set amount of credit which can be used to purchase goods and services now, but pay for them later.



	Credit file
	A file containing information about an individual consumer’s history of mismanaging debts and repayments. Also called a ‘credit history’. Credit files are kept and maintained by credit agencies, and may be accessed by banks and financial institutions if the individual has made an application for credit.



	Credit limit

	Credit limit is the amount of debt committed under the terms of the agreement with a credit provider. For example, if the credit limit on your personal overdraft is $1000 that means that the bank has agreed to let you carry a debt of up to $1000 on the bank account that the overdraft is attached to.



	Credit reports
	Records showing a history of how individuals have mismanaged their debts and repayments (sometimes called a ‘credit history’ or ‘credit file’). Credit reports are kept and maintained by credit agencies, and may be accessed by banks and financial institutions if the individual has made an application for a loan or credit card. Credit reports only contain records of negative events, so, if an individual has always paid bills on time and has never defaulted on loan or credit repayments, they will not have a credit report at all.  See also definition of Credit file.



	Credit union
	A co-operative organisation that may provide credit to its members.



	Debt
	An amount of money that is owed to another party.



	Interest
	Interest is the amount a borrower pays to a lender for the use of the lender’s money. For example, if money is borrowed from a bank in the form of a loan, the bank will charge interest for the use of that money.



	Lender
	The business that provides the credit in a credit contract and is therefore owed the money. The lender is sometimes also called the ‘creditor’ or ‘credit provider’.  For example, a lender can be a bank that lends money in the form of loans, or a department store that lends money in the form of store cards.



	Lien
	This is the right of a trader to retain goods until an account is paid. For example, a car repairer can retain the vehicle until the owner pays for the repairs that were made.



	Minimum repayment
	The minimum amount to be paid off a credit statement or loan.



	Payday lender
	Payday lenders offer small, short-term loans between paydays. They can seem like an attractive option to people who have been unable to obtain credit through a mainstream credit provider, but the loans can often come with exceptionally high interest rates.



	Per annum (pa)
	Per annum essentially means ‘by the year’. Interest rates, for example, are usually calculated by the year. So, if the interest rate on a personal loan is 8% per annum, it means the borrower must pay 8% in interest each year. 



	Pledge
	This is the method used by a pawnbroker, who provides money in return for valuable goods which they hold until the loan is repaid. A fee is usually charged on this type of loan.



	Secured credit
	A form of credit where you are required to provide an asset (such as a car) as security for the loan. In the event that you fail to pay back the loan, the lender can potentially claim that asset as full or part payment for the loan amount outstanding. Home loans and some personal loans are secured forms of credit, as are some personal overdrafts.



	Statement
	A record summarising all the transactions of your account and any fees charged or interest paid over a given period. How frequently you receive statements can depend on the type of credit and the credit provider. For example, credit card statements are usually sent monthly, whereas statements on personal loans may be sent every three months.



	Store card
	A form of credit card offered by some stores and retail groups.



	Unsecured credit
	Any form of credit where you do not have to provide an asset as security against the loan. Credit cards, store cards and some personal loans and overdrafts are usually unsecured forms of credit. Note that unsecured forms of credit usually have higher interest rates than secured forms of credit.




To order this booklet

This booklet has been prepared by the Australian Bankers’ Association (ABA) – an industry association that represents Australia’s banks. The banking industry is committed to helping Australians better understand banking and make more informed choices when it comes to managing money and everyday finances.

If you’d like to obtain more copies of this booklet please contact the ABA:

Telephone:
1800 009 180

E-mail:
reception@bankers.asn.au
Website:
www.bankers.asn.au
Or, write to us at:

Australian Bankers’ Association

Level 3, 56 Pitt Street

Sydney NSW 2000
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Secured credit versus unsecured credit





All credit arrangements are either ‘secured’ or ‘unsecured’ forms of credit. Secured forms of credit require you to provide an asset (such as a car) as security for the loan. In the event that you fail to pay back the loan, the lender can potentially claim that asset as full or part payment for the loan amount outstanding. Home loans and some personal loans are usually secured forms of credit, as are some personal overdrafts.





Unsecured credit is any credit arrangement where you do not have to provide an asset as security against the loan. Credit cards, store cards and some personal loans and overdrafts are usually unsecured forms of credit. 





Note: unsecured credit usually comes at a higher interest rate than secured credit.





Providing a guarantee





Sometimes, security for a loan is provided in the form of a guarantee. This is when a person, referred to as the ‘guarantor’, agrees in writing to pay back a loan on behalf of the borrower in the event that the borrower isn’t able to, or refuses to, pay back the loan.





‘Going guarantor’ for anyone, even if they are a family member or friend, is a risky move that requires extremely careful consideration. If that friend or family member fails to repay the loan, as their guarantor, you will be solely responsible for paying back the full amount owing. If you are not able to pay back the money owed, the lender may take legal action against you.





Too good to be true





Payday loans may seem to offer quick and easy cash when you need it most, but in some states or territories it is possible to pay more than 1000% per year in interest on a payday loan – that’s neither quick, nor easy, to pay off.





Find out more about the Consumer Credit Code





You can find out more about the Consumer Credit Code by visiting the Consumer Credit Code website at: � HYPERLINK "http://www.creditcode.gov.au" ��www.creditcode.gov.au�





Read before you sign!





It’s your responsibility to read pre-contractual statements and information statements. If there is anything you don’t understand, make sure you ask the lender about it before you sign the contract.





Once you sign a credit contract it becomes legally binding – regardless of whether or not you’ve read it, and regardless of whether or not you understand all of it. So, always read, and ask if necessary, before you sign.





Pawnbrokers





Pawnbrokers provide money in return for valuable goods which they hold until the loan is repaid. A fee is charged on this type of loan. Pawnbrokers are not covered by the Consumer Credit Code. Instead, they are generally covered by separate legislation in the various states and territories.�






How to pay no interest





If you have a credit card with interest-free days, avoid paying any interest on your purchases by always paying the total amount owed on your statement (not just the minimum payment) by the due date.





Costly cash advances





A cash advance on your credit card is when you use your card to withdraw cash. Sounds simple enough – but cash advances are usually an expensive way to access cash.





Most cash advances incur interest from the date you obtain the advance, right through until the date you pay off the advance in full. You might also incur a cash advance fee, usually around 1.5% of the total amount advanced.





Top tips for keeping fees and interest down





Avoid late fees on loans and credit cards by always paying your bills and instalments by the due date


Avoid over-the-limit or dishonour fees on overdrafts and credit cards by always staying within your credit limit


Try to keep your credit card interest charges to a minimum by always paying more than just the minimum payments


If your credit card offers interest-free days, avoid all interest charges by always paying your bill in full by the due date – that means paying the full closing balance shown on your statement, not just the minimum payment


Always try to avoid costly methods of accessing money, such as obtaining cash through credit card cash advances


Try to keep to one credit card only – not only will your credit situation be easier to manage, you will also avoid doubling up on annual fees





Factors to consider before you apply





Can you afford it?


Do you really need the item you are trying to purchase?


How much is the item going to cost you over time, once you add interest and fees and charges to be paid for the loan?


Are there any other alternatives, such as saving up for the item and purchasing it later, or purchasing it gradually through a lay-by arrangement?


Is your credit history in good shape?


Which type of credit is best suited for your situation?


Who is the credit provider – are you confident they will uphold your rights and their responsibilities?


Will you need to take out any other products? association with this credit? For example, does the credit provider require you to take out any credit insurance with your loan?





Shop around





Every bank is different, and most banks offer a range of options when it comes to borrowing money. Don’t just take the first product you hear about – instead, take the time to find out about the products they offer. Then, compare the results of your search and select the product and the bank that you feel best suits your needs.





Has your credit card been lost or stolen?





If your credit card is lost or stolen, notify your bank immediately. This will enable your bank to put a stop on your card straight away so that no-one else can use it and get access to your money. Most banks have a 24-hour phone number for reporting lost cards – it’s a good idea to keep a record of this number handy at all times, just in case. If you don’t know the number, ask your bank.








Keep good records and compare your notes





Always keep receipts of all your credit card transactions and always read your credit card statements carefully. If you see a transaction you can’t account for, see if the amount matches one of your receipts – it could be that the name of the shop you visited isn’t the same as the name it is listed under when they appear on your statement. If you’ve double checked and you still think there is a problem, notify your credit card provider immediately.





Making an effective complaint





Clarify the problem: clearly think through what’s bothering you and why before you contact your bank. Write it down if it helps you to think it through more logically.


Be prepared: get organised before you contact your bank. Have your customer reference number, account number or card number handy, as well as other relevant details – this will help the person at the bank deal with your problem more quickly.


Stay calm: it’s natural to feel angry, embarrassed or upset when things have gone wrong, but you will be better able to explain your problem clearly and logically if you can stay calm while talking through the issue.


Keep a record: document any discussions or correspondence you have with your bank, including times and dates, names of contact people, and advice or information received. These records will be useful if you are unable to resolve the problem and need to proceed further through the complaints process.








Centrelink’s Financial Information Service





Centrelink’s Financial Information Service is an education and information seminar program that’s available to everyone.





The program can help you to make more informed financial decisions for your current and future needs. It can also help you understand the possible short, medium and long-term consequences of your financial decisions.





Contact Centrelink to book a place at a seminar near you. Phone 13 63 57, or visit Centrelink’s website to find out more: � HYPERLINK "http://www.centrelink.gov.au" ��www.centrelink.gov.au�
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