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The following paper is the ARCA submission to the ASIC Consultation Paper 115 regarding responsible 
lending. 
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1 BACKGROUND TO ARCA 

ARCA is the Australasian Retail Credit Association which is a forum of Australia and New Zealand’s most 
senior credit executives that discuss, debate and promote best practice in credit risk assessment and 
responsible lending, and promote better standards in consumer credit reporting.  The Association takes 
a direct leadership role in examining retail credit issues and developing and sponsoring policies for the 
betterment of the retail credit industry. 

The Australasian Retail Credit Association guides the Governing Principles of Data Sharing in Australia 
and New Zealand. Data are shared only for the prevention of over-commitment, bad debt, fraud and to 
support debt recovery and debtor tracing, with the aim of promoting responsible lending.  

 

2 COMPREHENSIVE CREDIT REPORTING 

Australian law currently only allows negative credit reporting to be exchanged via a Credit Reporting 
Business, which provides limited information regarding a borrower’s lending history. The allowance and 
use of comprehensive credit reporting with the 4+1 elements (date credit facility opened; date credit 
facility closed; type of credit facility; credit limit and 24 months repayment history) plus the outstanding 
balance will enable credit providers to more accurately assess a borrower’s willingness and capacity to 
repay a loan. ARCA acknowledges that the recent Government response to the ALRC supports only the 
4+1 elements but as we detail in section 4.6 outstanding balance adds significantly to the predictive 
value of the shared credit reporting information. Comprehensive credit reporting is required to support 
two important aspects of the responsible lending process, namely:- 

�x As a part of ‘verify financial circumstances’  (proposal B4Q1) 

�x As a part of ‘assessment of unsuitability’  (proposal C2Q4) 

ARCA is making separate direct submissions to government to take immediate action to ensure 
legislation enabling Comprehensive Reporting (CR) passes the parliament at least 12 months before the 
commencement of responsible lending in January, 2011 – that is by December 2009 or ideally earlier. 

This will require government amending the existing Privacy Act Part IIIA to include the 5 new data 
elements for responsible lending. 
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2.1 FUNDAMENTALS 

Credit reporting, and especially more comprehensive credit reporting is becoming an essential part of 
responsible lending decisions. As the United Kingdom Griffith’s Commission into Personal Debt found: 

Many lenders do ask applicants to schedule their commitments but most consumers do not 
present an accurate record of their position and without requiring large amounts of paper 
confirmation, it is difficult to check this with any confidence. As a result, lenders are becoming 
even more reliant on data provided by credit reference agencies.1 

Comprehensive credit reporting is fundamental to the credit provider’s ability to deliver responsible 
lending. ARCA is particularly concerned that unless comprehensive credit reporting is allowed under the 
Privacy Act it will be exceedingly difficult and considerably more expensive, (a cost that will by definition 
be passed on to consumers) to deliver the new responsible lending requirements as described in 
Consultation Paper 115. 

 

3 GENERAL APPROACH TO THE GUIDELINE 

3.1 GENERAL COMMENTS 

ARCA believes most credit providers currently lend responsibly. The impact of the new Responsible 
Lending obligations may be greater than has currently been estimated.  The context of the responsible 
lending obligations indicates that the community has concerns about some cases of inappropriate 
lending in recent years. These concerns can only be addressed if all credit providers are included in the 
responsible lending obligations (note: Telcos and Utilities should continue to be excluded).  

ARCA accepts that not all credit providers will choose to use data based decisioning processes, or credit 
reports, to meet their responsible lending obligations.  

However, the ASIC Guideline should recognise the importance of credit reporting for mature responsible 
lending compliance, and the consumer benefit and efficiency gains from data based, automated 
decisioning processes. To illustrate this ARCA advises that its members process thousands of credit 
applications every day and make over 80,000 credit file inquiries per day. The vast bulk of these are not 

                                                             

1 What price credit? The Griffith Commission on Personal Debt, UK March 2005 p 69 
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face to face transactions. It would be exceedingly onerous and inefficient due to the magnitude of the 
daily volumes to not leverage automated approval procedures. 

The ASIC Guideline should support efficiency and best practice in meeting responsible lending practice, 
including by recognizing, and where appropriate, supporting the use of data based decisioning, including 
credit reports. 

ARCA Recommends: 

The Guideline should support, including with regulatory incentives where appropriate, the use 
of the best available data based decisioning, including credit reports, to support the risk 
approach chosen by the credit provider. 

3.2 GUIDANCE FOR THE FULL RANGE OF CREDIT PROVIDERS 

The Guideline must be effective for the full range of credit providers. While almost all major credit 
providers will rely on comprehensive credit reporting information as soon as it is available for part of 
their responsible lending obligations, others will rely on negative only information in credit reports. Still 
others will probably be too small to rely on credit reports at all. 

The objective of promoting good or even best practice in credit decisioning in the Guideline should rank 
at least equally with the objective of competitive neutrality.  

The obligation to make ‘reasonable inquiries’ and ‘verify a consumer’s financial information’ require 
some degree of co-operation on the part of other credit providers, in sharing information about a 
consumer applicant’s existing credit contracts. 

The ASIC Guideline should promote this general obligation of credit providers to share information. 

The Griffith’s Commission recommended in 2005 that: 

Accordingly, the Commission proposes a legislative change, notably, that a condition of 
consumer credit licenses for finance institutions should be full disclosure of all data.2 

ASIC may not wish to go as far as the Griffith’s Commission, but there is very good evidence to support 
sharing of credit information for responsible lending obligations. 

 

                                                             

2 Griffith’s Commission p 73 
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ARCA recommends: 

The Guideline should require credit providers to make appropriate arrangements to share 
information on consumers’ credit commitments with other credit providers, including through 
comprehensive credit reporting. 

It is also clear from the international literature3, and now accepted in Australia4 that using 
comprehensive credit reports to assess both capacity (serviceability) and willingness (credit risk) is good 
practice. 

While not all credit providers will be able to include comprehensive credit reports as part of the 
responsible lending approach, those that can, should be encouraged to do so. And where a credit 
provider is able to access comprehensive credit reports, and where their policy requires them to seek an 
external credit report, they should be required to seek a comprehensive credit report. 

ARCA recommends: 

The Guideline should encourage credit providers to use credit reports to meet their 
‘reasonable inquiry’ and ‘verify’ obligations, including establishing capacity to pay. 
The Guideline should require that where a credit provider has access to comprehensive credit 
data, and the policy would require them to seek a credit report, that credit report should be a 
comprehensive file. 

4 RESPONSE TO SPECIFIC PROPOSALS 

 

 

4.1 PROPOSAL B1 (REASONABLE INQUIRIES- SCALABILITY) 

The introduction of the concept of scalability is welcomed by ARCA.  Complexity varies considerably 
between financial products and it is important credit providers have the ability to scale the number and 
type of enquiries needed to assist in determining the credit contract is not unsuitable for the consumer’s 
requirements and objectives. 

                                                             

3 See Griffiths Commission Chapter 8 

4 See ALRC Report, p 1843 “Assisting credit providers to practices responsible lending is the most compelling argument for more 
comprehensive credit reporting.” 
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However, ARCA is concerned that the Guideline is written as if scalability can be achieved by adding 
manual or face to face inquiries to a credit application process. While this may be desirable in some 
cases, in many cases it may be completely unjustified by the size of the loan. 

The Guideline should be written so that it does not assume manual or face to face inquiries are made of 
a consumer. The normal expectation for a simple and relatively low value product would be that 
responsible lending requirements can be met by automated, data based decisioning process. 

 

Recommendation: 

The Guideline should not assume manual or face to face inquiries. The normal expectation 
should be that for simple, and relatively low value credit contracts, responsible lending 
requirements can be met by automated, data based decisioning processes. 

ARCA is concerned with the inclusion of a requirement to assess the financial literacy5 of the client as 
part of the guidance on ‘Scalability of the reasonable inquiries obligations’.   ARCA strongly recommends 
the concept be removed from ASIC’s Guidance Note on Responsible Lending.  ARCA believes the concept 
of assessing financial literacy will be costly, burdensome and impractical to implement, when 
considering frontline and online channel impacts and also the impact on the consumer.  ARCA believes 
the assessment of financial literacy is incorporating a concept more suitable to the execution of financial 
advice obligations and should not be part of the guidance to comply within the Responsible Lending 
obligations under the National Consumer Credit Protection Bill 2009. 

Recommendation: 

The requirement to assess financial literacy should be omitted from the Guideline. 

 

4.2 PROPOSAL B2 (REASONABLE INQUIRIES – FINANCIAL SITUATION AND NEEDS)  

ARCA endorses the introduction of the obligation to inquire about the consumer’s financial situation in a 
scalable way to meet responsible lending obligations. 

ARCA believes understanding a consumer’s capacity to repay is vital in assessing whether a credit 
product is not unsuitable for the consumer’s intents and purposes.  ARCA also believes assessing a 
consumer’s willingness to repay is vital in assessing the full credit risk posed by the applicant.    

                                                             

5 ASIC Consultation Paper 115 Responsible Lending, para 20 
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We note that the UK FSA responsible lending project suggested that the traditional credit risk 
assessment of ‘willingness’ is also an important consideration of ‘capacity’.6 

It is important that the verification requirement does not cause an exorbitant increase in the cost and 
time of assessing a consumer’s application for a credit product.    

ARCA believes the most efficient and accurate way to ascertain a consumer’s current indebtedness is to 
link this requirement to the availability of a more comprehensive credit reporting system. 

ARCA advises that the reliance on provision of information relating to indebtedness by the consumer is 
flawed.  Research conducted by Veda Advantage and other credit providers demonstrates the frequent 
inaccuracy of application information provided by the consumer. 7  This inaccuracy may take the form of 
both human error but more importantly fraudulent input, particularly in situations where the consumer 
is already vulnerable to debt stress.   

Without comprehensive credit reporting, there is no independent, time efficient and cost effective way 
for a credit provider to ascertain a consumer’s level of indebtedness.   

Paragraph 48.16 of Discussion Paper 72 quotes Professor Daniel Solove who explains, credit reporting is 
an understandable response to a modern, interconnected world containing ‘billions of people’ and 
where ‘word-of-mouth’ is insufficient to assess reputation. He goes on to state: 

“Credit reporting allows creditors to assess people’s financial reputations in a world where first-
hand experience of the financial condition and trustworthiness of individuals is often lacking”. 

Paragraph 48.20 also highlights the primary rationale as follows, ‘while the major purpose of credit 
reporting is to provide information to assist credit providers to assess applications for credit, credit 
reporting also may be seen as serving the associated purpose of facilitating responsible lending. That is, 
the information provided by credit reporting to credit providers may help to prevent individuals 

                                                             

6 An example of good practice is cited where “The firm declined an application as the customer's adverse credit history raised 
significant doubt over the applicant's ability to repay. This was despite the customer certifying a healthy income which 
appeared reasonable given the stated occupation. “ see 
http://www.fsa.gov.uk/Pages/About/What/thematic/resp_lending/index.shtml 

 

7 See Veda Advantage Australian Consumer Debt Study 2007   showed 18% of Australians admitted having made misleading 
claims in their credit applications. Another study by an ARCA member found that 92% of customers in the study did not disclose 
their existing level of indebtedness, that the level of undisclosed debts ranged from $3,000 -$120,000 and that if the full 
amount of indebtedness had been disclosed that the credit decision would have changed in over 75% of the cases examined. 
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becoming financially overcommitted. Credit reporting also assists in trade and mortgage insurance and 
in debt collection’. 

ARCA advises that the best process in terms of fully understanding a consumer’s ability to repay a debt 
or potential debt is to have full disclosure of all the relevant credit information. To achieve this, ARCA 
believes that full comprehensive credit reporting would provide the optimum solution to the community 
at large.   

ARCA advises that sufficient time is required to ensure all industry is able to implement comprehensive 
credit reporting as it is an important ingredient supporting the achievement and implementation of 
responsible lending. 

ARCA recommends: 

 The Guideline note that reasonable inquiries should desirably include seeking a 
comprehensive credit report to identify the consumer’s credit exposures. 

 

4.3 PROPOSAL B3 (REASONABLE INQUIRIES – PROCESSES TO ENSURE REASONABLE 
ENQUIRIES ARE MADE) 

ARCA endorses the requirement to make certain processes are in place to ensure reasonable enquiries 
are made.  ARCA supports the principle of reciprocity for the use of credit information available from 
Credit Reporting Businesses.   ARCA believes that a credit provider that shares all available information 
from its particular industry e.g. a Telco should be able to access all credit reporting information from a 
different industry e.g. an ADI.   ARCA also acknowledges that although there may be limitless variations 
to the forms of reciprocity, it may for implementation purposes also need to keep the policy relatively 
simple.   

ARCA believes the principles of reciprocity will assist in the development of processes to ensure 
reasonable enquiries of a consumer’s level of indebtedness are made. 

 

 

4.4 PROPOSAL B4 (VERIFICATION) 

ARCA endorses the requirement to verify information provided in the process of conducting reasonable 
enquiries but recommends taking a practical approach which considers both time and cost implications 
for both the credit provider and the consumer.   
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ARCA believes comprehensive credit reporting will provide a cost and time effective manner of not only 
independently ascertaining, but also verifying the consumer’s level of indebtedness.   

ARCA strongly recommends ASIC’s Guidance Note proposes comprehensive credit reporting as the most 
efficient and practicable way to ascertain and verify a consumer’s level of indebtedness. 

ARCA notes that to support the verification of a consumer’s financial situation it is important that credit 
reporting information is shared by all industry in a consistent and up to date manner. To help achieve 
this we recommend all credit providers that share and use credit reporting information are signatories 
to the ARCA Code of Conduct. 

ARCA Recommends: 

All credit providers that share and use credit reporting information are signatories to the ARCA Code 
of Conduct.  

4.5 PROPOSAL B4 (VERIFICATION – MULTIPLE ROUNDS OF INQUIRIES) 

The Consultation Paper seems to suggest (paragraph 32) that multiple rounds of inquiries may be 
necessary where verification has revealed inconsistent information.   

ARCA is concerned that this has the potential to make decisioning process recursive as well as not 
scalable. This approach may work for those credit contracts where there is substantial face to face 
contact. But many consumers seek relatively simple credit products, such as plain vanilla credit cards, 
and expect rapid decisions. 

The Guideline needs to make clear that the scale of inquiries is proportional to the complexity and 
impact of the product on the consumer, and that in less complex circumstances, the credit provider can 
rely on verified information from reliable, independent sources of data.  

Recommendation: 

The Guideline should make clear that in less complex circumstances, the credit provider can rely 
on verified information from reliable, independent sources of data. 

 

4.6 PROPOSAL C1 (ASSESSMENT OF UNSUITABILITY) AND PROPOSAL C2 (DETERMINING 
THE CONSUMER’S FINANCIAL SITUATION, CAPACITY TO REPAY AND SUBSTANTIAL 
HARDSHIP) 
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ARCA supports the concept of an assessment of unsuitability being made by the credit provider.  ARCA 
endorses the reference to understanding capacity to repay as a component of assessing the unsuitability 
of the credit contract for the consumer. 

ARCA believes a key component of understanding and assessing a consumer’s ability to repay is being 
able to independently verify the consumer’s current exposures to debt and how they are executing 
those obligations.  ARCA believes the only practicable and efficient way for a credit provider to do this is 
to have access to comprehensive credit reporting.   

ARCA also notes the FSA’s view that the traditional credit risk assessment of serviceability may be an 
important adjunct to the assessment of capacity. That is, where an consumer has a poor payment 
history, their capacity to make payments on the loan may be questioned, despite an apparently high 
income. ARCA notes that the ALRC recommendation which it has supported does not include the 
reporting of outstanding credit balance but we restate that from our assessment its inclusion will 
increase the predictive value of comprehensive credit reports from 55% to 74%. 

Having access to a consumer’s current level of indebtedness and their performance with those credit 
contracts will allow a credit provider to (in conjunction with other financial information such as income 
and other expenses such as living expenses) determine whether entering into, or increasing a current 
credit contract will be able to be complied with without substantial hardship.  

Recommendation: 

The Guideline should acknowledge the contribution of payment history and the credit balance 
to an assessment of capacity.  

4.7 PROPOSAL D1 (WRITTEN ASSESSMENT THAT THE CONTRACT IS NOT UNSUITABLE) 

ARCA wishes to reiterate the difficulties in balancing the appropriate level of detail to provide a 
consumer should they be requested to provide a written assessment that the contract is not unsuitable 
for the consumer’s stated objectives and requirements. 

ARCA recommends ASIC provide clear guidance to credit providers detailing what is expected to be 
provided in a written assessment.  ARCA recommends a written assessment should provide general 
statements indicating that the information provided by the consumer, combined with their stated 
objectives were assessed and the contract was found to be ‘not unsuitable’. 

ARCA strongly recommends ASIC provides guidance that acknowledges no commercially sensitive 
information such as application or behavioural scoring forms part of the written assessment.  
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5 RECOMMENDATIONS 

 

ARCA Recommends: 

1. The Guideline should support, including with regulatory incentives where appropriate, 
the use of the best available data based decisioning, including credit reports, to 
support the risk approach chosen by the credit provider. 
 

2. The Guideline should require credit providers to make appropriate arrangements to 
share information on consumers’ credit commitments with other credit providers, 
including through comprehensive credit reporting. 

 
3. The Guideline should not assume manual or face to face inquiries. The normal 

expectation should be that for simple, and relatively low value credit contracts, 
responsible lending requirements can be met by automated, data based decisioning 
processes. 
 

4. The requirement to assess financial literacy should be omitted from the Guideline. 
 

5. The Guideline should note that reasonable inquiries should desirably include seeking a 
comprehensive credit report to identify the consumer’s credit exposures. 

 
6. The Guideline should note that all credit providers that share and use credit reporting 

information are signatories to the ARCA Code of Conduct 
 

7. The Guideline should make clear that in less complex circumstances, the credit 
provider can rely on information from reliable, independent sources of data. 

 
8. The Guideline should acknowledge the contribution of payment history and 

outstanding credit balance to an assessment of capacity. 


