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The following paper is the ARCA submission to the Department of the Prime Minister and Cabinet’s
Discussion paper: Clarifying requirements around the new comprehensive credit reporting sets
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ARCA is the Australasian Retail Credit Association (ARCA) 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.

ARCA guides the Governing Principles of Data Sharing in Australia and New Zealand. Data is 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.

ARCA welcomes the opportunity to respond to Department of Prime Minister Office and Cabinet’s
Discussion paper: Clarifying requirements around the new comprehensive credit reporting daid sets
commends the seeking of comments from all interested parties in the development of a Comprehensive
Credit Reporting system for Australia.

2.1 TYPE OF EACH CREACCOUNT OPENED

Upon reviewing the Government response to ALRC Recommendation 55-1 (a) type of each credit
account open, ARCA agrees that limiting “Account Type” to a single field consisting of a small number of
‘basic’ values (Credit Card, Personal Loan, Home Loan) is problematic as it requires each data provider to
choose how to classify their products without sufficient specifications to ensure consistency.

ARCA endorses PM&C suggested model of allowing credit reporting information to be listed in
accordance with the following categories:
a) Industry Type
b) Name of Credit Provider
c) Product Type
d) Attributes of a credit product including
i) Principle & Interest vs. Interest only;
ii) Fixed vs. Revolving or Continuing Credit;
iii) Secured vs. Unsecured.
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ARCA recommends the inclusion of the data field “Industry Type” as this will assist in understanding the
credit risk created by the typeof credit provider supplying a product to the individual. It will also assist
in future proofing the Comprehensive Credit Reporting System should new products be developed by
contributing credit reporting users that are currently outside of their existing product suite.

ARCA strongly agrees that the suggested data elements of principle & interest vs. interest only, fixed vs.
revolving or continuing credit, secured vs. unsecured, are a useful and practicable way to understand
“Type of Account”.

ARCA also recommends additional components of ‘secured’ that allows a credit provider to provide
credit reporting information designating what type of security the credit contract is secured against.
There are many different types of security a credit provider may secure a credit contract against,
including automobiles, cash, shares and property, which dependent on cyclical value, may vary in value.

2.2 DATECREDIT ACCOUNT OEBN

Credit is unconditionally committed when the formal “letter of offer” is sent. There may often be a gap
of up to several months from when the offer of credit was provided to the individual to when the offer
may be accepted by the consumer. Should a credit provider not report a credit account as ‘opened’
when the credit is unconditionally committed there is potential for another credit provider to grant
additional or further credit that may over commit the individual as they will not be receiving the “full
picture” of potential consumer exposure.

Whilst ‘current credit inquiries’ provides an indicationthere has been an application for credit® with the
ability to provide for credit limit* applied for, there is no confirmation that the application was
approved, or if approved, was successful for the credit limit requested and subsequently ‘drawn down’
and utilized by the individual.

The ability for a credit provider to understand the extent of the individual’s potential exposure is
extremely important when assessing the capacity of the individual to repay and in order to assist in
meeting Responsible Lending obligations under the National Consmer Credit Protection Act 201Cth).
This is an opportunity for an individual to take control of the information contained on their credit
report and ensure all credit accounts applied for and approved, if not taken up, are reported as closed.

' s18E(1)(b)(i)(A) of the Privacy Act 198&th)

?518E(1)(b)(i)(B) of the Privacy Act 198&th)
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2.3 CURRENTREDIT LIMIT

ARCA strongly advocates the ‘Current Credit Limit’ of each open account reflecting the degree of credit
exposure that an individual is subject to at a given peridinie.> ARCA recommends ‘current credit
limit’ to be distinguished in accordance with the type of credit provided:

(a) Revolving Facilities
ARCA recommends the “current or actual” credit limit of a revolving facility (such as a revolving line of
credit, overdraft or a credit card), be used and be maintained over the life of the facility.

(b) Fixed amount/Fixed term Facilities

Credit facilities that are for a fixed amount and term should be updated monthly, beginning with the
original amount of credit extended reducing on a monthly basis in accordance with the contractual
amortisation schedule of the credit product. The ongoing maintenance would see the ‘scheduled
exposure’ updated each month over the life of the loan as the ‘limit’ of that facility.

By reporting the ‘current credit limit’ as defined above, the amount of credit outstanding remains
accurate over time and subsequently holds fast to ALRC Recommendation 58-4 (b) to establish and
maintain controls to ensure that only credit reporting information that is accurate, complete
& up-to-date is used or disclosetis information is a critical input to assessing capacity to repay
without hardship, and the ability of lenders to assist consumers in preventing over commitment.

It is important to reiterate, the scheduled amortisation of a credit exposure will not incorporate
amounts paid in advance, as this would be effectively recording balance which is outside of policy
decisions made by the Government.

2.4 DATE ACCOUNT CLOSED

ARCA supports the PM&C proposed data scope for ‘date account closed’, defined as “The date a credit
account was closed would be the date from which no further cieditailable to be obtained by the
individual or provided by the credit provider and the indivithaslno further commitments under the
credit contract*

* Department of the Prime Minister & Cabinet Discussion paper: Clarifying requiretteearound the new
comprehensive credit reporting data sety

* Department of the Prime Minister & Cabinet Discussion paper: Clarifying requirements around the new
comprehensive credit reporting data setd 1
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ARCA highly recommends incorporating the following additional data elements to ensure ‘date account
closed’ is usable, practicable and meaningful to the individual, including (in addition to the above
mentioned data element):

X the accountis closed but there is still an outstanding balance providing an accurate view of
the individual’s current exposure, whilst still reflecting a closed status (as would be expected
to be seen by the individual);

X when a credit exposure is ‘scheduled to end’, (ie) the remaining term of the loan (for fixed
term products only).

These clarifying elements of the comprehensive credit reporting field date account closed are essential
to both risk and capacity to repay assessments, providing an accurate and complete view of the
exposure of the individual.

An important aim of the NationalConsumerQredit ProtectionAct 2010(Cth) responsible lending
obligations are to ensure credit providers do not approve credit where ‘the consumer will be unable to
meet the repayments, either at all or only with substantial hardship’.

In the same way credit providers require scheduled exposure on a term loan to understand the
customer’s level of indebtedness, they also require the time remaining before maturity in order to
calculate repayment requirements. Without a forward looking close date or alternatively a “scheduled
close date”, credit providers will not have the ability to know whether a $300,000 loan has 10 years or
30 years remaining. These two remaining terms will drastically alter the required repayment amounts
and subsequently impact on the individual’s exposure and capacity to repay assessments.

ARCA recommends and endorses the proposed PM&C policy position on repayment history. ARCA
supports the counting of missed payments as occurring “...after thedue date of payment but the
representation in the credit reporting information will relate to whether repayment obligations have
been met on anonthly basis”® ARCA strongly endorses the use of a common industry measure of
counting days past due and equating this to contractual missed payments. For example, an account that
is 1-29 days past due would be listed as “1” missed payment, and would be incremented to having

missed 2 payments when the number of days past due reached 30-59 days past due and so forth. ARCA

> Department of the Prime Minister & Cabinet Discussion paper: Clarifying requirements around the new
comprehensive credit reporting data setd3
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believes this will standardise the determination of missed repayments over a set timeframe (monthly)
eliminating the issue created by variable repayment frequencies and support the proposed PM&C policy
position.

ARCA endorses the definitions of repayment performance under a credit contract as the following
elements of data:
x That an amount due under the credit contract was received by the credit provider on or
before the contractual due date;
That there was no amount due for payment under the credit contract;
That an amount due under the credit contract was not received by the credit provider on or
before the contractual due date.

ARCA also supports the Industry developed Credit Reporting Code of Conduct as providing the standards
by which practical issues such as how to deal with delayed processing of payments by institutions and
incorrect payment arrears will be managed.

ARCA are currently formulating a position to provide to Department Prime Ministers Office & Cabinet on
the interactions of repayments history and hardship applications.

ARCA commends the PM&C proposed position requiring a “general obligation” to provide notification to
individuals, at appropriate periods, about the process for listing repayment history. ARCA agrees with
the provided examples of notification being generally at the time of account origination, through
generally available information to the individual and where reasonable and practicable, as close as
possible to the time of listing the payment in arrears, whilst not necessarily before the missed payment
is listed.
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