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Section 7 Process applications for credit 

National Consumer Credit Regulation 

In 2008, the Council of Australian Governments (COAG) agreed to the 

Commonwealth Government taking over responsibility for the regulation 

of consumer credit with ASIC becoming the national regulator for 

consumer credit and finance broking, taking over from the states and 

territories.  

This meant that home loans, personal loans, credit cards, consumer 

leases, overdrafts and line of credit accounts, among other products and 

services, will be regulated under Commonwealth legislation and 

administered by ASIC. 

Credit licensing 

The requirement for providers of consumer credit and credit-related 

broking services to obtain a licence from ASIC is a key feature of the 

new credit regime.  

The National Consumer Credit Protection Act 2009 creates the Australian 

Credit Licence (ACL). Under the Act, a person or entity will need an ACL 

where they engage in certain credit activities. 

Anyone who suggests credit to consumers or provides consumers with 

credit will need to hold an Australian Credit Licence or be an Authorised 

Representative of a licence holder. The licensing requirements are 

robust and provide enhanced, comprehensive and consistent protection 

for consumers in all elements of consumer credit transactions. 

All persons who engage in credit activities for the first time on or after 1 

January 2011 must apply for and receive an Australian Credit Licence 

before commencing business. 

Australian Credit Licence Holders 

Specifically, an Australian Credit Licence holder will be able to: 

 Lend money and collect money due under a credit contract 

 Act as a broker or intermediary, or provide assistance to a consumer 

about a specific credit product. 
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ASIC’s Powers 

ASIC have a broad range of powers in relation to licensees to enforce 

the law: 

 ASIC have power to take action promptly to cancel or suspend a licence 

or ban people from engaging in credit activities, where it is necessary to 

protect consumers from the risk of financial harm and to maintain the 

integrity of the licensing scheme. 

 A national licensing scheme means that a person who is banned or loses 

their licence or registration will be excluded Australia-wide. 

Specific responsible lending requirements 

Responsible lending has two core elements: 

 If a loan is considered to be unsuitable for a consumer 

 If they do not have the capacity to repay the loan, they will not be 

provided with the loan 

In order for lenders to lend responsibly and advisers to suggest 

responsible loans, they will be required to: 

 Let consumers know who they are, including their licence number and 

provider of their dispute resolution membership (in the event of a 

dispute) 

 Let consumers know that they have to assess whether the loan is not 

unsuitable for the consumer’s needs and the consumer’s capacity to 

repay the loan 

 Let consumers know they can get a copy of this assessment if they ask 

for it 

 Not suggest or provide a loan to a consumer that they think is unsuitable 

for the consumer’s needs and that the consumer could not reasonably 

foreseeably repay 

 Let consumers know what fees and charges they will have to pay upfront 

before the loan is suggested or entered into 

 Let consumers know what commissions the lender or adviser will receive 

for selling the consumer that loan. 

Credit process overview 

A credit analyst is required to validate and analyse prospective 

borrowers’ details to determine whether or not they qualify for the loan. 

They also need to verify and assess submitted applications accurately 

and efficiently before processing the application. 

It is important the credit analyst are not only thoroughly familiar with 

the principles of lending but also the stages involved in processing 

applications for consumer finance and in particular home loan finance. 
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The decision to reject or accept an application is formed on the basis of 

total credit assessment conducted and the credit policy; as a credit 

analyst you may not have the delegation or authority to approve / 

decline loans and as such will refer the application to the correct 

persons, e.g. Credit Manager. 

As mentioned, decisions to advance funds or extend credit that fall 

outside the officer's approval or limits of authority are referred to 

relevant approving personnel. 

If the loan is successfully approved, any required security documents 

are prepared and forwarded to relevant personnel promptly and in 

accordance with organisation procedures. 

Identifying types of applicants 

Applicants seeking consumer finance come in all shapes and sizes. They 

may also be either real people or entities such as partnerships, 

companies or trusts. Generally, applicants will include: 

 Pay as you go (PAYG) applicants 

 Co-borrowers 

 Guarantors 

 Self-employed applicants including sole-traders, partnerships and 

companies 

 Trusts 

 Lo-documentation applicants. 

Lending fundamentals  

The basis for all lending analysis and loan approval is the seven C’s of 

credit, which are: 

 Character—the assessment of the character of the borrower to identify 

whether or not the borrower might be dishonest, fraudulent or 

incompetent. 

 Capacity—the borrower’s ability to meet the loan repayments for the 

term of the loan. 

 Capital—the financial strength of the borrower. 

 Collateral—the value of the asset to be used as collateral security, such 

as the asset being purchased or an asset already owned by the borrower. 

 Conditions—the factors which are outside the control of individual 

borrowers, such as conditions affecting the industry and those affecting 

the Australian economy as a whole 

 Cause—what is the reason for them borrowing money? 

 Common sense—would you lend them your money? What is the reason 

for them borrowing money? 
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The principles of lending are based on the application of the seven C’s of 

credit. Credit analysts need to have a good understanding of the 

principles of lending and how to apply them to applications for consumer 

finance. The seven C's are discussed in detail in Section 4. 

Processing applications 

There are a number of other issues to be considered as well as the 

seven C’s principles of lending and how they are applied in the consumer 

finance. These issues cover: 

 Lending limits, loan to value ratios  

 Factors affecting serviceability and how to calculate borrowing capacity 

 Associated costs. 

Lending limits and loan to value ratios  

All financial lenders will establish both minimum and maximum limits 

that they will lend to potential borrowers. Minimum amounts will be 

determined by the economic cost of assessing and administering the 

loan, whilst maximum amounts will be determined by the lender’s 

acceptable level of risk. Some lenders will lend from $20,000 whilst 

others set a minimum of $50,000. 

Lending limits will also be established using a loan to value ratio (LVR). 

This is the amount of money that the lending institution is prepared to 

advance in relation to the purchase price or valuation and is expressed 

as a percentage. 

Depending on the lender, the higher the loan amount may mean the 

lower the LVR. Some financial institutions will not lend up to an LVR of 

95 per cent if the loan amount exceeds a certain dollar value, while 

institutions which provide lo-doc loans will generally not exceed a LVR of 

80 per cent regardless of the size of the loan. 

The maximum loan granted by lenders is subject to the purchase price 

or valuation figure, whichever is lower. 

The location of a property may also determine the LVR that a lender will 

accept to determine the maximum loan amount. As a rule, the further a 

property is from a major regional centre the lower the LVR will be. In 

many cases, regional centres with a population of less than 15,000 will 

not be considered suitable for loans with a LVR of 95 per cent.  

In areas where the population is less than 5,000 borrowers seeking 

loans which require lenders mortgage insurance (LMI), may not meet 

the mortgage insurer’s requirements. 
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Completing the loan process 

Once a loan application has been received, it will be assessed to 

determine whether or not the lending institution should provide a loan to 

the applicant. Once this assessment is complete, the application will be 

required to be processed, validated and then settled. 

This end-to-end process can be divided into three stages: 

 The approval stage 

 The validation stage 

 The settlement stage. 

Approval stage 

Once the application has been submitted a credit assessor will be 

required to assess the credit worthiness of the application. This 

generally involves: 

 A review of the information provided including a review of the purpose or 

the loan, funds collateral being offered such as deposit sources, the 

applicants’ credit history report and the lender’s own serviceability 

assessment 

 The provision of a conditional approval subject to all conditions being met 

including LMI approval, if applicable and a satisfactory valuation being 

provided for the collateral security offered 

 Ordering a valuation as required 

 Assessing the valuation and confirming the creditworthiness of the 

application, and obtaining concurrence from external agencies such as 

the LMI underwriter, if required 

 Confirming unconditional approval and issuing a letter of offer stating all 

the terms and conditions of the loan. 

Many lenders will claim they can provide conditional approvals within 48 

hours of receiving a full completed and supported application. However 

it will take longer if additional information is required, if the loan is out 

of the ordinary and needs to be reviewed by a higher authority within 

the lender’s organisation, or requires concurrence from an outside 

agency such as the LMI underwriter. 

It is best to adopt the practice of ‘under promising and over delivering’ 

when dealing with prospective borrowers to ensure that unrealistic 

commitments are not made to them. 

Identifying loan purpose and deposit sources 

The assessor is likely to be required to identify whether or not their 

prospective customer is seeking a loan for either acceptable or 

unacceptable purposes. 
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Acceptable purposes for a home loan are generally to acquire: 

 Personal assets 

 Owner occupied residential properties 

 Investment residential properties 

 Approved blue chip shares as determined by Margin Lending 

 Managed fund investments. 

Unacceptable purposes may include: 

 Arms dealing 

 Narcotics 

 Illegal businesses and unauthorised gambling enterprises 

 Terrorism 

 Vendor Finance. 

It is important that assessors can differentiate between acceptable and 

unacceptable purposes, and restricted purposes. 

When confirming acceptable deposit sources the assessor should be able 

to differentiate between: 

 Existing home owners who may already have equity established by 

capital growth in the property or achieved by making larger and more 

frequent payments 

 First home buyers who will have to substantiate their savings record over 

the last 6-12 months. 

Verifying serviceability 

Assessors will be required to verify serviceability by assessing a 

customer’s capacity to repay a loan. 

The three considerations are: 

 Income 

 Cost of living 

 Financial commitments including existing and continuing, as well as 

proposed. 

Sources of income 

When considering income for PAYG customers assessors will be required 

to identify net income (income which is paid to them after their 

employers have deducted their tax component).  

Restrictions on the percentage of net income to be used is dependent on 

the length and type of service (for example, casual, seasonal, 

commission based, overtime) which will be stated in the financial 

institution’s credit policy. 
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Cost of living deductions 

Cost of living deductions are designed to provide a standard allowance 

for basic household expenditure. Some financial institutions may 

designate financial amounts for single applicants and then add additional 

amounts for a spouse or partner regardless of whether the spouse or 

partner is a joint applicant. Additional amounts are then added for other 

dependents or children.  

Lenders' living expense calculations are usually based on the Henderson 

Poverty Index or the ABS Household Expenditure Measurement. The banks 

benchmarking should not be used as guide for living expenses. 

Financial Commitments 

Financial commitment deductions that are continuing; cover all existing 

commitments, including contingent commitments (such as credit cards) 

Existing loans need to take into account potential rises in interest rates and 

therefore payments are to be based on a notional payment which may be 

higher than the actual payment, hence these payments will be assessed 

using the same interest rate and term as the new proposed loan. 

A notional repayment covering a percentage of combined limits for credit 

cards, store accounts or cards and charge cards should also be used. 

Some lending institutions require private school fees and private health 

or medical insurance to be included in the serviceability assessment if 

they are identified. 

Using credit reports 

So far, we have been concerned with objective assessments when 

considering the application of Credit and Lending policies. The assessor 

should now conduct an assessment of the customers’ character and 

establishing that they are willing to meet their obligations. 

This is achieved by: 

 Checking employment details and matching corresponding incomes 

 Checking customers’ residential status 

 Using credit reports as an aid in assessing the creditworthiness of a 

customer. 

Credit reports are obtained through credit bureaus such as Veda 

Advantage and CrediSearch. These agencies maintain credit histories on 

all people who have inquired about obtaining credit. As we have already 

established they will record all enquiries (such as applications for loans 

and credit cards) as well as credit impairments and defaults. 

As a general rule financial institutions will require credit reports for 

applicants seeking a credit facility. To obtain this report the assessor 
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must confirm that a signed and dated authority to obtain credit 

information has been signed by all applicants. 

Lenders Mortgage Insurance (LMI) 

As we have already discussed, generally all loans with a LVR greater than 

80 per cent will require Lenders Mortgage Insurance (LMI). As the loan 

amount and LVR increases the LMI premium increases accordingly. 

In some financial institutions, assessors may be required to calculate 

LMI premiums for loans submitted.  

Conducting title searches and valuations 

The assessor will be required to identify whether or not the prospective 

customer is able to offer appropriate collateral security. 

Security is defined as the rights over an asset owned by another with 

the standard form of security being a registered first mortgage over the 

property offered as collateral. This document involves the mortgagor 

(property owner) assigning certain rights pertaining to the property to 

lending institution (mortgagee).  

By determining the criteria for acceptable property in their credit policies, 

financial institutions are able to minimise their ‘at risk’ positions. 

The mortgage: 

 Identifies the property which is security for the loan 

 Enables the mortgagee to make good the debt if the credit contract is not 

fulfilled by the mortgagor 

 Demonstrates customers’ (mortgagor) commitment to honour their 

obligations. 

Once the status of the collateral being offered as security is acceptable, 

a valuation will more than likely be required. Valuation involves 

assessing the current market value for security purposes.  

Full valuations are generally conducted by independent registered 

valuers who have been validated and are members of the financial 

institution’s panel of accredited valuers. Full valuations will involve a 

comprehensive inspection of the property offered as collateral security. 

Restricted valuations provide similar information but usually do not 

involve a full inspection. In certain cases where there is appropriate 

documentary evidence, the financial institution may forgo a valuation.  

Valuation requirements may also be determined by the geographic 

location of the collateral security and its associated LVR. 
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Identifying fees and charges 

Some States use different terms, such as 'land tax' or 'transfer duty' to 

describe what is generally referred to as 'Stamp Duty' 

All Home Loans generally attract fees including fees associated with the 

purchase of a property such as stamp duty on purchase contract, 

conveyancing fees, insurances and rates. There are also fees associated 

with taking out a Home Loan, which may include a loan establishment 

fee, LMI if applicable, mortgage stamp duty, and ongoing fees such as 

monthly account-keeping fee. 

When considering fees assessors should also be aware of the following: 

 Stamp duty (or other term) covering both the purchase and mortgage is 

determined according to the state in which the property is located 

 Conveyancing costs will be determined by the solicitor or conveyancing 

agency which is carrying out the conveyancing role 

 The amount of council rates will be determined by the solicitor or 

conveyancing agency that is carrying out the conveyancing role 

 The loan establishment fee may likely cover the valuation and 

documentation for one loan and up to two loans for a split loan facility.  

There will also be a need to ensure that the applicants have sufficient 

funds to complete the transaction so it is important that the full cost of 

completing the transaction including external costs, such as contract 

duty, solicitor's costs are accurately calculated and that the borrower's 

contribution is sufficient to cover the requirements with no shortfall at 

settlement. 

Validating loan applications  

Validation is an examination of information and documentation provided 

with an application combined with other inquiries such as valuations, 

credit reports and employment checks. Lending institutions will 

generally outline validation requirements in their respective credit and 

lending policies.  

Conducting a validation provides a thorough check and confirmation that 

the information provided by the customer is true and correct. It also 

enables the lender to manage risk and to prevent or minimise losses due 

to fraud. 

Areas which require verification are likely to include: 

 Income confirmation 

 Credit repayment history 

 Asset confirmation 

 Genuine savings and costs to complete 

 Loan purpose. 
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As a minimum, the following should be validated: 

 Income and employment 

 Savings and cash contributions 

 Loan conduct  

 Credit report 

 Valuation 

 Security. 

Income and employment 

PAYG Applicants 

For PAYG applicants there are two categories of income, which require 

validation: 

 PAYG income 

 Non-PAYG income. 

Income used to demonstrate capacity to repay should be validated by 

the documentation received. This can be confirmed using recent 

acceptable payslips with YTD income displayed or salary direct credit 

history with appropriate statements confirming the applicant’s 

employer’s name. 

Assessors should also be aware of deductions such as Higher Education 

Contribution Scheme (HECS), Workers Compensation, Private Health 

Insurance and Maintenance.  

When validating employment assessors should: 

 Check matching of the business name, address and contact details using 

directories 

 Contact the employer confirming information with someone who holds 

the relevant authority with the company such as a Manager of the 

Human Resources department, the Paymaster or Accounts Payable. 

A general staff member such as a receptionist, secretary, or process 

worker should not be used. 

The customer should also provide a copy of the employment contract if 

they are salary sacrificing or letter clearly stating package details and 

confirmation the employee has the ability to convert to cash at any point. 

Self-employed applicants 

When validating loan applications for self-employed applicants there 

may be a need to consider: 

 How they substantiate income 

 How their serviceability is validated. 
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When validating loans for self-employed applicants a comparison of the 

current years and previous financials should be conducted to identify 

any sudden movement or change. Any changes, which are identified, 

need to be clarified with the customer. 

Profit and Loss accounts need to be checked against the applicant’s 

statement of position and/or the balance sheet. 

Substantiating income 

Self-employed customer can substantiate income by providing: 

 Two years personal tax returns 

 Two years financial statements consisting of balance sheets and profit 

and loss accounts. 

When validating their income assessors should use: 

 Balance sheet for the last two years 

 Profit and loss account for the last two years 

 Tax returns for each applicant or business principal. 

Serviceability for self-employed customers may be validated as follows: 

 Identify net profit and add back: 

 Depreciation 

 One-off or non-recurring expenses 

 Changes resulting from the loan approval 

 Take away:  

 Non-recurring gains 

 The result determines servicing capacity. 

Analysing balance sheets 

The purpose of analysis is to determine if the business is operating 

successfully and achieving a sufficient rate of return on funds invested in 

the business. This involves: 

 Comparing current assets to current liabilities which provides an 

indication of the liquidity of the business 

 A comparison of non-current assets with non-current liabilities to provide 

an indication of solvency 

 Confirming that there is a positive in owners’ equity 

 Examining where funds have originated, that is, through business 

operations, equity injections from the owners or principals or through 

borrowings. 

 Comparing prior years’ financials to the current year’s financials to 

identify any sudden movements or changes 
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 Clarifying any changes to identify what they are and why they occurred 

 Checking the balance sheet back to the customer’s statement of position 

 Identifying any abnormal expense or revenue items. 

Analysing the profit and loss account 

The profit and loss account lists the revenue and expenses for a business 

over a certain period of time, usually one year. It may also be known as 

the Statement of Financial Performance or the Income Statement.  

When analysing this statement it is important to identify the type of 

business that is being conducted, as this will determine how the profit 

and loss account is to be structured: 

 A trading business needs to incorporate a calculation for the cost of 

goods sold which were sold in the business 

 A service business is simpler as it does not sell goods. 

When analysing sales or revenue, trends should be identified and 

whether or not upward trends will continue or what action will be taken 

to reverse a downward trend. 

If advertising is an expense, trends should be explained, but an increase 

in expenditure should also be reflected in increased levels of sales. 

Depreciation is a no-cash expense therefore, it is disregarded as an 

expense and added back to the net profit figure. It reduces the business’ 

net profit and in turn reduces the business’ tax liability. This enables 

financial institutions to obtain a more accurate picture of the cash 

generated in the business. 

Add backs 

Add backs are expenses that are added back to net profit in order to 

identify actual income to establish servicing capacity. Care should be 

taken not to include loan repayments because they will show a double-

dip later in the calculation when the commitments are subtracted for 

these liabilities. This lessens the amount of available income; thereby 

reducing the customer’s borrowing capacity. 

With regard to adding back non-recurring and extraordinary expenses: 

 If the expense is one-off or is not going to be replaced with another 

expense it can be assumed that the profit will increase accordingly in the 

next accounting period 

 A full explanation of the expense and why it is not going to recur, needs 

to be recorded. 

Deprecation is an accounting expense, which is not paid to anyone but is 

used to depreciate the value of assets used in the business. 
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Before adding back deprecation, the following should be considered: 

 The nature of the business operation 

 The life span of the asset to be depreciated 

 When it really will be replaced. 

As a general rule, deprecation should not be added back where the 

nature of the business demands regular turnover of the asset being 

depreciated, such as the depreciation of a truck used by self-employed 

truck drivers to provide for their livelihood, which should be replaced 

every five years 

In other words, it should not be used to increase income so that 

serviceability can be achieved. 

Where there is no real direct impact on the running of the business, 

such as office furniture, fittings and so on, and which have a much 

longer lifespan than the depreciation term, it would be fair to add back 

this item as a source of income. 

When validating add-backs: 

 Identify the expense being considered, how long it will continue and the 

type of business being conducted by the customer 

 Obtain a copy of the depreciation schedule, identify the asset being 

depreciated and the cost or timeframe for replacement 

 Highlight legitimate add backs and justify them 

Director’s fees, insurance and loans 

Director’s fees only appear in the profit and loss statement for a 

company not a sole trader or partnership. Drawing should be sufficient 

to cover their own daily living expenses, as well as sufficient to cover 

any loans in their personal names.  

Increasing insurance levels should be commensurate with rises in fixed 

asset balances. 

If the business is paying interest on loans, overdrafts and other 

borrowings and it has been noted as an expense in the P & L Account, it 

should be cross-checked with the balance sheet or statement of position 

to identify the corresponding loan. 

Leasing and renting premises 

The method of financing plant and equipment should be identified. 

Finance leases are a financial commitment with the item included on the 

business’ balance sheet whereas operating leases are treated as a rental 

and the item is not listed.  
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All leases should be recorded in the customer’s assets and liability 

statement in the application. 

For businesses paying rent for their premises: 

 The rental terms should be examined 

 The expiry date of the lease should be identified and whether or not 

there is an option to extend the lease  

 Determine whether or not rent will increase in the next financial year. 

 Repairs and maintenance. 

Repairs and maintenance 

When analysing repairs and maintenance it is important to look for 

extraordinary amounts. A high repairs and maintenance bill usually 

indicates that some plant and equipment may soon need to be replaced. 

Salaries and wages 

If the business is growing, it can be expected that wages will rise. It is 

also important to clarify if any director’s wages have been included in 

this figure. 

Travel and accommodation 

Travel and accommodation involves the identification of any large 

movements and why they have occurred 

Profit 

Net profit before tax is simply gross profit minus operating expenses and 

equates to the business’ taxable income. As a percentage of sales, we 

are looking for improving trends. It can also be used to identify if there 

is overspending in the P & L account. 

When analysing tax payable it is important to remember companies are 

taxed at 30 percent while sole traders, partners and trust beneficiaries 

will be taxed at their personal marginal rates of tax. It is also important 

to identify if the business is paying its tax by the required date and also 

confirm that the business has sufficient funds to pay its tax bills when 

they fall due. 

Savings and cash contributions 

Copies of deposit account statements providing evidence of genuine 

savings or access to sufficient funds to complete the transaction are 

required to validate funding availability, particularly for first-time 

buyers. The statements should be in the applicant’s name. 

If Lender’s Mortgage Insurance is required, the LMI underwriter will 

usually require statements covering a minimum period of six months to 

evidence genuine savings. If the statement is older than 60 days, the file 

must also include a current outstanding balance or transaction print. 
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The source of all large or abnormal deposits should be identified to 

ensure these are not proceeds of external borrowings or windfall gains. 

The statements may also reveal any history that may be an issue for the 

lender such as; abnormal credit or spending activity. 

In some cases, financial institutions may allow an applicant’s 

contribution to be sourced by a gift. A gift should be evidenced by a 

declaration which clearly states the amount of the gift and that the 

funds are not repayable. The declaration should be prepared, signed by 

the family member making the gift and witnessed in accordance with 

statutory requirements of the individual State or Territory in which the 

declarant resides. 

Loan conduct  

When validating a client's credit repayment history, the most recent 

statement covering a minimum period of six months should be used. 

The statement should confirm a regular repayment history.  

Where a loan application is submitted to refinance or consolidate 

personal loan debts, the most recent statement covering a minimum of 

six months is required. 

Credit reports 

When validating an applicant’s credit report, care should be taken to 

investigate and check all entries less than 12 months old. This ensures a 

true picture of the customer’s financial position is recorded in the 

application. 

Adverse comments on the credit report should be explored and 

appropriate comments noted. 

When validating credit reports for small business, care should be taken 

to verify information covering other companies and directorships. 

A Company search should also be used to verify the following information: 

 That the company is currently registered 

 The name of the company and the ACN 

 The current secretary and directors.  

A search should also be conducted to confirm that the business name is 

registered including: 

 The registered name of the business 

 The proprietor(s) of the business name.  
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Conducting company search and business name search can be 

conducted by: 

 Having the customer obtain the search themselves  

 Obtaining search information from ASIC to verify companies 

 Obtaining business name search information from the Office of Fair 

Trading. 

Both types of searches can be obtained via the Internet. Assessors can 

also search using CITEC. 

Valuation 

When validating valuations it is important to ensure that the report is 

current or for new facilities, is less than six months old. Care should be 

made to ensure that the Valuation Report includes the Valuer’s 

Certification and: 

 Name, signature and registration number of the Valuer 

 That the Valuer has personally inspected the property on the specified 

date. 

 Is addressed to respective lending institution and LMI underwriter. 

The following property details should be checked on the Valuation Report: 

 Street Address matches the Contract 

 Lot and Plan details match the Contract 

 Property zoned residential or rural residential 

 Land area (some lending institutions will not lend if it exceeds four 

hectares and living area is less than 50 square metres) 

 The existence of any heritage or environmental issues 

 The existence of any non-general easement listings 

 Any identified repairs noted and covered off in the lending proposal. 

 The Lender must check all summary and comment sections within the 

Valuation. 

The validation should also include comparable sales information and any 

comments, which may impact on the Lender’s Right of Recourse, for 

example, evidence of white ants. 

When the purpose of the loan is to purchase a property, a check that the 

assessed market valuation amount equals the contract price should be 

conducted. Comparable sales data on the report should be checked to 

ensure that it shows at least three comparable sales within the last six 

months. They should be of similar style and location.  

If the valuation differs from that indicated initially in the application 

stage, the loan should be recalculated to show the correct LVR. 



 

 

Understanding Financials, Loan Application Process 

 

 

  

Learning guide V2.1 © AAMC Training Group 153 

If the property being purchased is to be constructed then; an On 

Completion valuation, which confirms the Plans have been sighted, 

should be confirmed. Progress inspections may also be required at 

various stages of the build.  

Security 

When conducting a security validation it is important to cross-check 

details on the application form against the following: 

 Title Search 

 Property Contract 

 Building Contract 

 Valuation. 

Fully approved loan applications 

Once all of these actions have been carried out and the lending 

institution is satisfied that the applicant/s meet all of its requirements, 

an unconditional offer will be made to the applicant. This will outline the 

details and conditions of the loan. Once this is accepted, the lending 

institution will arrange settlement so that funds can be provided.  

Documentation – settlement stage  

Once a letter of offer has been accepted and returned to the lending 

institution from the prospective borrower, the settlement stage 

commences. This involves the lender’s solicitor, or if handled in-house 

the lender’s legal department, raising the appropriate security 

documentation and any additional requirements in order for settlement 

to be effected. This documentation will be forwarded to either the 

borrower or their solicitor/conveyancer. 

Loans are secured by a variety of security types and will depend largely 

upon the type of loan, which is being approved and the asset, which is 

being used. 

The more common types of security are: 

 Mortgage of land 

 Guarantees  

 Liens 

 Floating charge 

 Mortgage of goods or chattels 

 Credit sale (hire purchase) and lease contracts. 

Technically guarantees, credit sale and lease contracts are not classified 

as security. Security is defined as documentation giving the lender the 

right to claim certain assets in the event of default and strictly does not 
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apply to these documents. In a practical sense though, they should be 

regarded as security as they can be used to recover debts in the event 

of default by clarifying the lender’s legal rights in relation to debt 

recovery. 

Mortgage of land 

This by far the most common type of security and not only secures loans 

to buy real estate but also has to been used to finance developments or 

for general lending purposes. 

There are two types of mortgage: 

 A legal mortgage that has been completed correctly and has been 

registered with the respective state land titles office. The mortgagor 

(borrower) has the right to remain in possession of the land but is 

obligated to repay the loan principal an interest in accordance with the 

terms of the mortgage, keep the property insured, pay rates and taxes 

and keep it in good condition. In the event of loan default, the mortgagee 

(lender) has the right to sue the mortgagor, sell the mortgage property 

and repay the debt from the sale proceeds. 

A mortgage of land can be either a first mortgage or a second or 

subsequent mortgage. The holder of the first mortgage stands legally 

in first place when it comes to a claim on the property in front of a 

second or subsequent mortgage. The holder of the first mortgage 

must give consent for a second or subsequent mortgage being taken 

out. 

 An equitable mortgage requires no mortgage document to be signed 

and nothing is registered with the Titles Office. Although legally binding 

on both parties an equitable mortgage is subordinate to a legal mortgage 

Guarantees 

Guarantees are instruments given by one party, the guarantor, to 

another party, the creditor as security for the lending of funds to a third 

party. Lenders will take precautions to preserve the efficacy of a 

guarantee as security including a requirement for the guarantor to seek 

independent legal advice, which is to be certified in writing.  

This certificate is secured with the guarantee so that it can be used to 

verify a guarantor’s obligations should they attempt to avoid them.  

Settlement  

After the security documentation and listed requirements have been 

signed and returned to the lender’s legal representatives, settlement can 

be effected. However, settlement may not occur unless the following has 

been arranged: 

 In the case of a property refinance, a discharge authority has been 

received and acknowledged by the customer’s current lender 
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 For property purchases, the stamp duty (or other term) for the purchase 

has been paid to the relevant authority, and funds have also been made 

available to pay the mortgage stamp duty and appropriate fee to register 

the mortgage 

 A certificate of currency of insurance has been raised for the collateral 

security showing the new lender as the mortgagee or interested party, 

and the policy covers the value stipulated by the lender 

 All property searches for the collateral security have been completed  

 Where appropriate all indemnities, such as evidence of receipt of 

independent advice for a guarantor, have been signed and returned. 

When the new lender is satisfied all of these requirements have been 

met, settlement can be effected. This involves the lender’s legal 

representative booking a mutually convenient time for all parties 

involved. In the case of an existing lender, the current loan account will 

be frozen so that a payout figure can be calculated for the day 

settlement is booked. On the day settlement is booked, all the relevant 

parties to the transaction will meet and settlement will be effected. 

Organisational policies & procedures and 

standard operational procedures  

Policies and procedures are clear, concise sets of guidelines outlining 

how the organisation operates. They describe to you what has to happen 

in certain situations and what practices should be implemented so that 

work is done efficiently and consistently in line with the organisation’s 

wishes. Policies and procedures are designed to ensure that all staff 

upholds legislative obligations.  

Policies are developed to help you, in many ways:  

 Divert you from re-inventing the wheel 

 Hurried or spur of the moment decisions are avoided  

 Your actions are guided so that stress on you is lessened  

 Consistency in the way things are done by everyone on staff is ensured  

 Consistency in tasks is assured, even though a member of staff may 

leave  

 Clarify your legal obligations by giving clear directions and guidelines to 

workers. 

Failure to comply with the guidelines contained in Policy and Procedures 

may result in disciplinary action or even dismissal. 
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Australian Standards: Record management 

The standardisation of records management policies and procedures 

ensures that appropriate attention and protection is given to all records, 

and that the evidence and information they contain can be retrieved 

more efficiently and effectively, using standard practices and 

procedures. 

Below is an example of a record management policy that could be 

employed in an organisation: 

 The organisation must ensure efficiency in the creation, dissemination, 

storage and disposal of all records; 

 To provide record management systems which meet the corporate needs 

of the organisation and are consistent with the requirement of 

Government Acts and Regulations; 

 All communications in the form of records, whether paper or electronic, 

and whether internal or external, are to be captured within the 

appropriate record keeping system; 

 Prevent the loss or damage of records, including inward and outwards 

correspondence (including copies); 

 To prepare a disposal and retention schedule based on the requirement 

of the organisational and legislative schedules; 

 All records are to be managed according to whether they are significant 

or ephemeral records, vital or non-vital records, and in accordance with 

their security classification; 

 Any records / files in the possession of individual staff are to be 

registered to them and, dependent upon security classification, kept 

accessible;  

 Only approved record formats are to be used in effecting the 

organisation’s business;  

 Records are not to be removed from the organisation’s sites unless in 

accordance with the approved retention and disposal schedule or in the 

custody of an officer performing approved business. 

Registers are to be maintained of all records series and special 

categories, including but not limited to, registers of policies, databases, 

Freedom of Information applications, assets, tenders photographs, 

forms, vital records, files and contracts. 
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Section 8 Reading and understanding financials  

Learning outcomes 

Upon completion of this section, you will be able to: 

 identify and understand the basic information in financial statements 

 clearly advise the lenders of your client’s correct income if they are self-

employed 

 understand the difference and the relationships of corporate entities.  

The purpose of this section is to enable you to confidently understand what 

the various financial reports cover, the entities structures concerned and 

assessing the income to be able to present it to the lender. 

The Corporations Act 2001 requires companies to follow appropriate 

accounting procedures so that true and fair accounts of the company 

may be prepared. The Act also requires that the accounts to be prepared 

and kept in a manner to allow a proper audit. Hence, the following 

financial reports must be duly presented in line with the requirements as 

stated above. 

We are not looking at how to run a business, rather how to interpret and 

portray the relevant figures to a prospective lender. 

Financial reports 

There are a number of reports that make up a set of financials. The 

main statements that we use are – Balance sheets and Profit and Loss 

Statements. 

The Balance sheet contains a list of a business’s assets and liabilities 

and the current equity in the business, in other words, what the 

business is worth. 

The profit and loss statements show the income and expenses for the 

business for that particular period. 

Let us look at these reports more closely:  

Balance sheet 

Balance sheets may be very simple or extremely complex. However, 

they all tend to follow a certain format or code with the main criteria 

being that they are acceptable to the Australian Taxation Office. 

Common definitions used in Balance Sheets: 
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Assets 

These are what the business owns and are divided into current and non-

current assets. Assets can be in the form of money, bills owed to the 

business or can be fixed, such as property.  

Liabilities 

These are what the business owes and are divided into current and non-

current liabilities. 

Equity 

Equity is the amount of true ownership you have in a property i.e. the 

difference between the value of the asset and what you owe on the 

asset. In this case, what the total assets of the business are worth 

minus the total liabilities of the business. In addition to this, any 

retained earnings or share capital in the business is calculated within the 

equity equation. 

Profitability 

Is determined at any point of time during the financial year and 

measurement may be determined by calculating, Net Profit Margin 

Ratio’s, Gross Profit Margins, Return On Assets Ratio, Operating 

Expenses to sales ratio. 

A business that has more income than expenses is described as being 

profitable. While the actual profitability may not always show a positive, 

allowed add backs may paint a different picture when assessing the true 

business profitability position. 

Liquidity 

Liquidity refers to the assets of the business being readily cashable to 

satisfy current creditors if called upon, with minimal loss to the business 

in converting the assets to cash. 

Solvency 

Can the business meet all current and non-current liabilities if called 

upon? This area can be breached by directors if they continue to trade 

when they know they cannot meet outstanding liabilities. ASIC monitors 

and acts on these breaches. 

Balance sheets comprise of several reports, which set out the position of a 

business, it is a snap shot of that time. They are produced at regular 

intervals to show what an enterprise is worth. It indicates what the 

business owns (assets) and what it owes (liabilities). The differences 

between these two amounts report the net worth (equity) of the business. 

All balance sheets follow a typically standard format and are compiled at 

least annually for submission to the taxation department. 
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A standard format would include the following: 

Current and non-current assets. Current assets include items that 

will be used in the next 12 months such as cash, stock and accounts 

receivable. Non-current assets are assets that are unlikely to be used up 

in the next 12 months. These could include: plant, machinery, land, 

furniture and fixtures etc. 

Current and non-current liabilities. Current liabilities are current 

debts, short-term loans, bills etc. that will be required to be paid in full 

in the next 12 months. Non-current liabilities will be paid off over a 

longer period, e.g. Mortgage, business loan etc. 

An example of a small business balance sheet follows: 

 

FLINTSTONES LANDSCAPING 

BALANCE SHEET as at June 30, 20XY 

 20XY 20XX 

ASSETS 

Current Assets 

Cash at bank 9,735.50 8625.50 

Accounts receivable 4500.00 3500.00 

Stock on hand 15600.00 12600.00 

Total Current assets 29835.50 24725.50

  

Non-current Assets 

Vehicle 26,000.00 30000.00 

Office Furniture 15,000.00 17000.00 

Total Non-current Assets         41000.00 47000.00

   

TOTAL ASSETS 70835.00 71725.50

  

LIABILITIES 

Current Liabilities 

Accounts payable 3650.00 5325.00 

Tax liabilities 579.00 798.00 

Total current liabilities 4229.00 6123.00 

 

Non-Current Liabilities 

Loan from ABC Bank 13200.00 17600.00 

Total non-current liabilities 13200.00 17600.00 

 

TOTAL LIABILITIES 17429.00 23723.00 

 

NET ASSETS $53406.00 $48002.00 

EQUITY $53406.00 $48002.00 

 ======= ======= 
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The Balance Sheet provides information that helps us to assess three 

main aspects: profitability, liquidity and solvency. Profitability measures 

how effective an enterprise is. Liquidity and solvency show the ability to 

meet liabilities. 

Profit and loss 

The Profit and Loss Statement (or Income Statement) reports the 

revenues and expenses incurred for the accounting period. From this 

information, a calculation of a profit or loss can be made. 

Revenue is what the business earns, e.g. sales of product, equipment or 

service. 

Expenses are the costs incurred by the business, e.g. salaries and 

wages, telephone expenses, insurances etc. 

Profit/Loss = Revenue (income) less Expenses (payments)  

Most businesses would produce a profit and loss statement monthly. A 

Profit and Loss Statement indicates the financial activities of the 

business in a certain time frame. Businesses often use their profit and 

loss statements to compare the activities of the business month by 

month, year to date or compare one year to another. 

Items to note on the profit & loss 

 Gross profit – Sales revenue less the cost of goods sold. 

 Net profit – The profit remaining after all expenses have been deducted 

from the income. Net profits may be applied to one or all of the following 

areas – to pay any income taxes, paid to proprietors as drawings or to 

shareholders as dividends, or retained within the business for further 

use. 

 Salaries/wages – paid to the owners. This income is used by the 

owners to pay for their personal expenses and therefore is accessible for 

repayment of debts. These appear on the P&L – as Directors’ 

Salaries/Wages. 

 Add backs – Some items are accepted to be able to adjust the net profit 

figure when calculating loan affordability. These can be amounts that are 

purely accounting figures and not truly paid out amounts e.g. 

depreciation, one-off payments, interest paid and superannuation. 

 Depreciation – This sum reflects the amount by which fixed assets may 

have deteriorated through time or use. Money has not been spent on this 

expense, so it artificially reduces profits but it has not reduced cash 

holding. However, some financiers consider depreciation is also to allow 

businesses to build a cash reserve within the business to replace these 

deteriorating assets. Therefore, they will not allow this sum to be added 

back. 
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 Interest – As it is usual to ascertain capacity for all loan commitments 

and as existing loan repayments usually include part to pay interest, you 

must also add back these interest expenses to show a true calculation 

(otherwise the sum is doubled). 

 Superannuation – If Directors have paid more than the SCG rate of 

their Gross income into Superannuation, the amount over and above of 

this rate may be added back (the total figure will appear on the P&L in 

the expenses column). 

 One-off payments – This relates to a one off expense or income that 

will not occur the following year. 

An example of a small business profit and loss is shown below: 

 

FLINTSTONES LANDSCAPING 

PROFIT AND LOSS STATEMENT 

FOR THE YEAR ENDING 30TH JUNE, 20XY 

     20XY 20XX 

 INCOME 

 132,546 Sales 172,645 

       325 Interest earned – ABC Bank        597 

132,871 Total Income 173,242 

___________________________________________________ 

  EXPENSES 

    1,312  Accounting     1,596 

       578  Advertising        895 

       650  Bank charges        720 

    1,876  Depreciation     1,435 

    1,542  Electricity     1,770 

    1,600  Insurance     1,750 

    1,032  Interest paid – bank     1,032 

       646  Office expenses       722 

       412  Postage and courier costs        565 

  24,000  Rent   28,000 

       752  Repairs and maintenance        697 

  58,325      Salaries   72,396 

    2,400  Telephone     2,100 

  95,125 Total expenses 113,678 

___________________________________________________ 

  37,746 NET PROFIT   59,564 



 

 

Understanding Financials, Loan Application Process 

 

 

   

162 © AAMC Training Group  Learning guide V2.1 

Considerations for assessing net profit 

Most lenders will adjust the net profits when calculating loan 

serviceability with amounts that may be purely for accounting purposes 

or that are one off expenditure items. The actual profit figure can be 

arrived at by adding back the amounts that the lender has agreed upon 

as fitting into one of the above categories. This increases the client’s 

income figure and hence the serviceability. These add-backs vary from 

lender to lender and not all lenders allow any add-backs. 

Calculating income for self-employed income 

Understanding self-employed clients’ Profit & Loss statements may be 

daunting for someone new to the finance industry. However if you ask 

the right questions it is a simple task and everything will fall into place. 

Information to be extracted from the profit and loss statement for loan 

purposes: 

Sole Trader/Partnership 

Item Y/N Reason 
Tax 
Assessment 

Net Profit 
Before Tax 

Yes Income less expenses $27,116.00 
(See example) 

Drawings/Wage
s 

Yes Owner’s income may be shown as 
Drawings or Wages. 

$7,722.00 
(See example) 

Staff Wages No Ensure you check with owners which 

is owner or staff as sometimes all 
income is shown as one figure in the 
P&L statement. 

 

Add-backs    

Depreciation Yes Check with your lender as this add-
back may not be allowed where LMI 
is involved 

 

Interest Yes Only if the interest showing on the P 
& L statement is for existing loans 
that will be paid out or refinanced 
by this loan 

 

Superannuation 

(Owner) 

Yes This is because it is voluntary at the 

behest of the owner 

 

Superannuation 
(Staff) 

No This is normal statutory business 
expense 

 

Non- Recurring 
Income 

Yes This is a one-off situation such as, 
an asset sale or a windfall 

 

Non-Recurring 

Expenses 

Yes This is a one - off situation such as, 

major repairs or an unexpected 
expense 
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Example – Personal Tax rates 2014-15 

The following rates for 2014-15 apply from 1 July 2014: 

Taxable income Tax on this income 

0 – $18,200 Nil 

$18,201 – $37,000 19c for each $1 over $18,200 

$37,001 – $80,000 $3,572 plus 32.5c for each $1 over $37,000 

$80,001 – $180,000 $17,547 plus 37c for each $1 over $80,000 

$180,001and over $54,547 plus 45c for each $1 over $180,000 

The above rates DO NOT include the Medicare levy of 2% 

TAXABLE INCOME 

Net Profit (Say)  $27116.00 

Drawings (Say)  7722.00  

Total  $34838.00 

Therefore, tax payable from the 2014/15 Income Tax schedules would 

be $3161 plus the Medicare levy, at 2% of $696 (rounded)  

NET INCOME 

Taxable Income $34,838.00 

Less Tax Payable  3,161.00 

Less Medicare  696.00 

NET INCOME $30,981.00  

ABC Pty Ltd (small to medium enterprise) 

Item Y/N Reason 
Tax 

Assessment 

Net Profit Before 
Tax 

Yes Income less expenses Company Tax Rates * 

Director Salaries Yes  Personal Tax Rates* 

Staff Wages  No   

Add-backs    

Depreciation Yes As for Self Employed  

Interest Yes As for Self Employed  

Superannuation 
(Director) 

Yes However, unlike the self-employed, 
Directors can add-back only the 
difference between the Statutory 
SGC and the actual contribution 
made 

 

Superannuation 
(Staff) 

No As for Self Employed  

Non- Recurring 
Income 

Yes As for Self Employed  
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TAXABLE INCOME 

The same method is used as for Self Employed income, however we do 

not include the company profit as this is taxed at company rates. Most 

lenders will use the net income of a borrower and add-back the profit 

before tax figure of the company in assessing loan service ability. 

The illustrations in this segment can be subject to change and 

we urge you to verify these points with your lender before 

seeing a client.  

It cannot be emphasised enough that taxation matters are the 

province of accountants not finance brokers. 

Self-employed borrower 

The following is an overview of:  

 How we define a self-employed person  

 Documents required to assess income of a self-employed person 

 How to determine serviceability 

 Practical exercises – case studies. 

Q.  How does the bank define a self-employed person? 

A. Self-employed person is one who: 

– manages a business in a personalised way 

– has the principal decision making function  

– has direct control over the work they do, the hours they work, 

fees they charge, who they employ etc. 

– is independent of external controls  

– contributes most, if not all of the capital. 

Q.  Why is it often more difficult to assess the income of a 
self-employed customer? 

A. Because their income is tied to their business and their profits 

directly affect their income. 

 Also, the tax is more complex when a business is involved. 

Q. Who would that include? 

A. Tradesman e.g. plumbers, electricians, etc. 

– Shopkeepers, e.g. florists, fashion boutiques 

– Consultants/professional who work from home, e.g. 

photographers, accountants 

– Professionals, e.g. doctors, solicitors  

– Sub-contractors, e.g. builders  

– Any person in a partnership 

– Any person who is a sole trader. 
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Q.  Why are both a tax return and tax assessment needed? 

A. Tax assessment is the official record of earnings from the tax 

department. The tax return provides a fuller picture of income and 

expenses. 

Q. Difference between a tax return and a tax assessment?  

A. Tax return – is what customers send to tax office. It shows income 

earned and deduction/rebates claimed. 

 Tax assessment – is the notice received from the taxation office 

showing the tax office’s assessment of income earned. 

Sole trader 

As the name indicates, a sole trader operates a business alone. The 

owner is solely responsible for all of the transactions of the business and 

in turn receives all of the profits from the business or is responsible for 

any losses the business may make. All debts of the business are the sole 

responsibility of the owner. To this end, if the business has debts and 

the business itself cannot service the debts, the owner must do this. 

Due to the unlimited liability of the owner, should the business no longer 

operate, the assets of the owner could be legally sold up to repay the 

outstanding debts. 

A sole trading business can operate under the owners name or can 

operate under a business when the name is registered under the 

Business Names Act. 

The business is not an entity in its own right and therefore does not pay 

tax. The owner however must pay tax on the business profits. 

Partnership 

This is when two or more people form a partnership and while each 

partner may hold a different shareholding amount, both partners are 

jointly and severally liable for any outstanding debts. All partners are 

responsible for the others’ actions and a creditor may seek restitution 

from any of the partners, involved.  

Nature and formation of companies 

Corporate entities can be confusing to the untrained professional and 

the flow of income between them can make the process of determining 

income difficult. Here we discuss different types of corporate entities 

that you may encounter as a broker.  

Nature of a company 

A company is a corporation. A corporation has been defined as an 

association of persons having in the estimation of the law an existence, 

as well as rights and duties, distinct from those of the individual persons 
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who from time to time comprise it. There are two main types of 

corporations, namely corporations aggregate and corporations sole. 

Corporations aggregate 

Corporations aggregate are constituted by a number of individuals 

joined together in one society and enjoying perpetual succession, e.g. 

councillors of a city (municipal corporations) and incorporated 

companies. This chapter is concerned only with the law relating to 

incorporated companies. 

Corporations sole 

Corporations sole, consist of one person only and her or his successors 

in some particular office, e.g. the Public Trustee. The purpose of a 

corporation sole is to give certain legal advantages that cannot be 

achieved in a personal capacity, e.g. the performance of the office of 

public trustee continues under the corporate name quite irrespective of 

any change in the personnel who hold the office. This is referred to as 

‘perpetual succession’ when applied to corporations. 

The incorporated company 

The modern limited liability company is a company incorporated under 

the Corporations Law having a registered capital, divided into shares of 

fixed amount, and formed on the principle of having its members the 

holders of those shares and no other person. 

Corporate personality 

The principle behind corporate existence is that the acts of the 

corporation are in no sense the acts of its members, and the assets and 

property of the corporation belong to it, not to its members. Thus, a 

company is a distinct legal entity apart from the holders of its shares 

who are its members, and the company, not the members, owns the 

property and assets of the undertaking. 

At law, a company is regarded as a ‘person’ just as the author of a book 

is a person. The memorandum of association of the company can grant 

it wide powers; for example, it can purchase, own, sell or lease any kind 

of property, keep a banking account, be a creditor or debtor, employ 

agents and servants, enter into partnerships and engage in any kind of 

lawful business. 

As the company can incur debts, it may become insolvent, and this or 

some other reason may cause it to go out of business. It is then said to 

go into liquidation and a liquidator is appointed to wind up its affairs. 
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Types of companies 

The most important method of company incorporation is that of 

formation under the Corporations Law. The types of companies that may 

be registered under the Corporations Law, s. 115, are: 

Companies limited by shares 

This means a company formed on the principle of having the liability if 

its members limited by the memorandum of association to the amount 

unpaid on their shares. It may be either one of the following: 

a. a public company; 

b.  a proprietary company (see later in this section). 
 

Generally speaking, the main bulk of ordinary trading companies will 

come under one of the above classifications. 

Companies limited by guarantee 

This means a company formed on the principle of having the liability of 

the members limited by the memorandum to such an amount as the 

members may respectively undertake to contribute to the assets of the 

company in the event of its being wound up. This class of company may 

or may not have a share capital and is usually confined to associations 

not for profit, e.g. a club, or an association using its profits to advance it 

objects. 

Companies limited by both shares and by guarantee 

This means a company in which the member has liability as a shareholder 

(to the extent of the unpaid portion if the nominal value of her or his 

shares) and as a guarantor (to the amount nominated in the memorandum 

or association as undertaken to be paid on a winding up). 

No liability companies 

This class of company may be formed only for the purpose of mining, 

the treatment of ores or minerals, or to carry out any acts incidental to 

the business of mining and on the principle of its members incurring no 

liability to pay calls, that is to say, the acceptance of a share does not 

constitute a contract to pay calls in respect of money unpaid on such 

shares. There are special provisions in the Corporations Law relating to 

the liability of members, payment of calls and dividends. 

Unlimited companies 

This means a company formed on the principle of having no limit placed 

on the liability of its members. The holders of shares have no limit on 

the liability to contribute to the assets of the company in the event of it 

being wound up and consequently they can be called upon to pay any 

amount necessary to discharge the liabilities of the company. In 

Australia, such types of companies are very rare. 
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The limited liability principle 

Some of the main features resulting from the incorporation of a 

company may be listed as follows: 

1. The liability of members is limited. A person taking up shares in a 

company knows from the beginning the extent of her or his 

individual liability; and at any time during her or his membership of 

that company the amount he or she may be called upon to pay is 

restricted to the unpaid portion of the nominal value of hers or his 

shares. For example, a shareholder with 100 shares of $1 each 

cannot be made to pay more than the $100 represented by her or 

his shares. Once the full $100 is paid for the shares, the member has 

no further liability. 

2. A member may transfer her or his interest in the company by the 

comparatively simple procedure of executing a formal transfer of 

shares. The transferee (the person to whom the shares are 

transferred) takes them subject to the same rights and liabilities as 

the transferor (the person by whom the shares are transferred. 

3. Permanent existence. The company continues in existence 

irrespective of the death or bankruptcy of a member. This is known 

as perpetual succession. 

4. Contracts. The company may contract in any legal manner, and its 

capacity to contract does not depend upon the legal capacity of any 

individual member. It is liable only to the extent of its separate 

property. It may sue and be sued in its own name. 

5. Constitution. The constitution and objects of the company are set out 

in the memorandum of association and the provisions for its internal 

management are given in the articles of association. 
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Differences between a partnership and company 

The following is a summary of the main difference between a 

partnership and a limited company. 

 Company Partnership 

Number of 
members 

Small minimum but no 
maximum except in certain 
cases such as proprietary 
company. 

Maximum number restricted by 
provisions of the Corporations 
Law. 

Liability of 
members 

Limited to the amount unpaid 
on the shares held 

Unlimited and extends to private 
property. 

Formation 
Mainly under the Corporations 
Law 

By private partnership agreement 
or maybe implied. 

Property and 
assets 

Belong to the company as such 
and not the members 

Vests in the partners. 

Capital 
Small parcels of shares may be 
held by an individual member. 

Partners may be required to 
contribute substantial amounts. 

Management 

Vested in the directors and 
exercised under the provisions 
of the articles of association. 

Each individual partner is entitled 
to share in the management 
subject to the terms of the 
partnership agreement. 

Legal action 
Company may sue and be sued 
in its own name 

Partners sue and are sued 
personally. 

Agency 

A member as such is not an 
agent of the company and has 
no authority to bind the 
company. 

Each partner is, unless restricted, 
an agent of the partnership. 

Alteration of 
constitution 

Must be carried out under the 
provisions of the Corporations 
Law. 

A matter of mutual consent 
between partners. 

Continuity of 
existence 

Death or bankruptcy of a 
member or members does not 
affect the company. 

Dissolution may be necessary 
upon death, bankruptcy or 
retirement of a partner. 

Transfer of 
interest 

Transfer is made under the 
provision of the articles of 
association 

Consent of the remaining partners 
must be obtained. 

Status 
A separate legal entity apart 
from members forming it. 

Does not have a separate legal 
existence apart from members. 

 

Trusts  

 A separate body of law, called the law of Equity, governs a trust. 

 The law does not recognise a trust as being able to own assets, borrow 

funds and sue or be sued in its own capacity. A trust entails obligations 

imposed on the legal owner, called the ‘trustee’ to hold and deal with 

certain property, called ‘the trust property’ for the benefit of persons, 

called ‘the beneficiaries’. The fundamental aspect of a trust is the 

relationship between the trustee and the beneficiaries in respect to the 

trust property. 

 The powers and duties of a Trustee are recognised under the Law of 

Equity and the document is called a Trust Deed. 
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 A trustee is an entity, which holds the legal title or exercises control over 

the disposal of property for the purpose of applying it to the benefit of 

others (i.e. beneficiaries or unit holders). 

 A trustee can be a natural person or a company. As a trustee is 

personally liable for the liabilities of a trust it is usually not desirable for a 

natural person to hold this office where the trust is incurring commercial 

risk. For this reason, trustees of trusts carrying on business are usually 

companies (e.g. ABC Pty Ltd as Trustee for the XYZ Trust). 

 A Discretionary Trust is one where the trustee is given discretion 

(amongst other things) as to the amount of trust income to be 

distributed to beneficiaries. 

 A unit trust is one in which ownership of trust assets are divided into a 

number of units (similar to shares in a company) and any profits are 

distributed proportionately amongst the unit-holders according to the 

units held. 

 A trust has some tax advantages and asset protection. 

Family trusts 

Similar to trusts, by having a separate legal entity, the trustees can 

borrow under a family trust. It was previously a very popular structure 

as it usually involves husband and wife with some children; it can have 

single or multiple directors. The husband and wife may be the trustees 

or they may have a company as the trustee with them and the children 

the beneficiaries. It was a tax efficient way of distributing income to 

minimise tax, however, changes to the taxation laws in recent years 

have diluted their effectiveness. You will often be presented with 

financials for them when assessing loans and it is important to assess 

them in income calculations. 

Discretionary trusts 

Beneficiaries’ entitlement to income or capital is not immediately 

ascertainable and is determined by the trustee from time to time or at 

maturity of the trust. 

Unit trusts 

Ownership of trusts assets are divided into a number of units and profits 

are distributed proportionately amongst the unit holders, depending 

upon the units held. 

Hybrid trusts 

These trusts are part fixed and part discretionary. In a hybrid trust, the 

trustee must pay a certain amount of the trust property to each 

beneficiary fixed by the settlor. However, the trustee has discretion as 

to how any remaining trust property, once these fixed amounts have 

been paid out, is to be paid to the beneficiaries. 
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Non-resident trusts 

Is when a trustee was not an Australian resident, or management and 

control of the trust was not conducted in Australia during the financial 

year concerned. 

Self-employed case study  

To calculate income for self-employed where Financial Statements 

(Balance Sheet and Profit & Loss) are held. 

Your customer Mr & Mrs Simpson, have approached the lender for a loan 

to purchase a home.  

The following worksheet has been completed as an example for you to 

refer to. Let us look at where the figures have been obtained from to 

complete this form. 

Please note that wages shown in the profit and loss account are paid 

equally to Homer and Marge and that no PAYG income tax is payable in 

20XX. 
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Homer & Marge Simpson 

Profit and Loss Statement 

for the year ended 30th June 20XY 

Income:  20XX                                                                                                   20XY 

Last year  This year 

66,970 Contract earnings 88,264 

0 Interest received – Challenge Bank 4 

66,970 Sub total 88,268 

Expenditure: 

1,867 Accounting fees 1,722 

0 Advertising 20  

1,090 Bank charges 766 

0 Contracting 800 

3,353 Depreciation 3,630 

 23 Donations 60 

 966 Electricity 980 

 (773) Less; private usage (784) 

0 Freight and cartage 577 

 50 Gas 0 

 388 Plant and equipment 98 

 92 Insurance 422 

 1,086 Interest paid – bank 606 

 25 Licensing fees 138 

 200 Maintenance Protective Clothing 200 

20,569 Materials 23,428 

5,903 Motor vehicle – Fairlane 7,980 

9,568 Motor vehicle – van and Holden 10,396 

 176 Postage and stationery 90 

 120 Protective clothing 99 

 379 Repairs and maintenance 0 

 134 Subscriptions 0 

 0 Sub-contractors 800 

 0 Superannuation contributions 0 

 1,284 Telephone 1,569 

 (257) Less private usage (157) 

3,529 Travelling expenses 1,855 

7,019 Wages 7,722 

56,791 Sub Total 63,017 

10,179 NET PROFIT 25,251 
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Worksheet for Calculating Self Employed Applicant(s) Income   

  

Use this worksheet to calculate the net income for applicant(s) who 
receive income from their business that they operate as either an 
incorporated company (must be wholly owned by the applicant(s), sole 
trader or partnership 

 For FAST TRACK applications: Use only those headings formatted with 
double border boxes, (figures are to be input from ATO Assessments 
ONLY) 

  

      Primary Applicant Name   Additional Applicant Name   

      Homer Simpson     Marge Simpson   

      Previous Tax Year   Current Tax Year   Previous Tax Year   Current Tax Year   

       20XX   20XY   20XX   20XY   
                      

A Taxable Income   $Actual   $Actual   $Actual   $Actual   

  S/E Taxable Income   8599    16486   8589   16486   
                      

B Superannuation ("Add Back")                   

  Voluntary Superannuation   0     0   0     0   
                      

C Non-Recurring Income                   

  Less Non-recurring items   0    0    0    0    

                      
                      

  Total Non-Recurring Income   0  0  0  0   
                      

D Total Net Income (A + B - C)   8589   16486   8589   16486   
                      

E Non-Recurring Expenses                   

  Non-Recurring Items    0    0    0   0    

  (Not available for Mortgage Ins Loans)                   
                      

F Total Non-Recurring Expenses   0   0   0   0   
                      

G Total Net Income (D + F)   8589   16486   8589   16486   
                      

  Less Income Tax       936       936    

  Less Medicare Levy       247        247    

                      

H Net After Tax Income   8589   15303   8589   15303   
                      

I Expense "Add Backs"                   

  Allowable Depreciation   1676   1815   1676   1815   

  Interest (Bank / Other) Borrowings   543   303   543   303   

  Leasing / HP charges                   

  Amortisation of goodwill                   

  Other                   
                      

J Total "Add Backs"   2219   2118   2219   2118   
                      

K TOTAL Net Income (H + J)   10808 
 

17421   10808   17421   
                      

L Average / Actual Total Income        

  (Use current year's figure if lower of the two)                 

M Base Monthly "Income Net"   901 / 1452   901 / 1452  

N Rental Income Information (If not included in "I" above)             

  Did applicant(s) purchase any income producing properties during the period of their last taxation return(s)?   Yes / No   

  Have the applicant(s) purchased any income producing properties since completing their last income tax return(s)   Yes / No   
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Section 9 Develop and nurture relationships  

Various legislative processes determine how you develop and network 

with other professionals, clients and third party referrers. These 

guidelines help address the appropriate methods of nurturing these 

relationships. Over a period of approximately 30 years the 

Commonwealth Government and the State and Territory Governments 

have introduced anti-discrimination laws to protect people.  

The following legislation includes: 

 Age Discrimination Act 2004 

 Disability Discrimination Act 1992 

 Racial Discrimination Act 1975 

 Sex Discrimination Act 1984. 

This will also improve your ability to communicate with a wide variety of 

clients and other professionals. Interpersonal skills will be necessary in 

order to be non-discriminate against age, disability, race and sex. 

Having this knowledge of legislation and defining your communication 

skills accordingly will allow you to establish rapport with clients, 

professionals and other third party referrers. 

Interpersonal styles and methods 

Interpersonal skills are skills that a person uses to interact with other 

people, thus communication methods and skills are extremely important 

when networking. If you used these communication skills when 

networking, you will promote a long relationship with your client or if 

used destructively will end that rapport. Having positive interpersonal 

skills will increase productivity in the organisation as communication will 

be controlled in both formal and informal settings.  

In the workplace, you need to recognise that you will be networking with 

people from different cultural backgrounds. What this means in 

communication, is the ability to adapt to these situations will increase 

the organisations scope in networking. When dealing with people from 

diverse backgrounds you need to understand their different cultures, 

perceptions, how they act and their ability to communicate.  
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Privacy Act & Ethics 

The Privacy Act 1988 

The Privacy Act 1988 states that information gathered must only be 

used for its intended purpose; sanctions apply to organisations that do 

not comply with this legislation, therefore organisation’s should have 

strict procedures in place to safe guard the information that it gathers. 

Information that an organisation gathers that should not be given out to 

other people or organisations is referred to as confidential information. 

Confidential information can include: 

 Personal details of staff 

 Names and information about the organisation’s clients 

 Financial information. 

Business and ethical standards 

Ethics are constantly evolving as each generation develops and changes. 

This can be defined as the critical, structured guidelines of how an 

organisation should behave when dealing with clients, professionals and 

other third party referrers. It examines and regulates both social 

interactions and financial interactions. An example is an organisation that 

has business ethics when dealing with their financial records and invoicing 

will establish a good reputation as being honest and reliable. Goodwill is 

promoted and this in turn will bring the organisation productivity and a 

good working environment amongst all staff members.  

An organisation’s code of professional ethics will define standards of 

integrity, professionalism and confidentiality. An example of a Code of 

Professional ethics is: 

 

Code of Professional Ethics 

I. Purpose and scope 

Article 1  
a. This Code of Professional Ethics (hereinafter called the "Code") lays down the standards of integrity, 

professionalism and confidentiality, which all members of the Association shall be bound to respect in 
their work as conference interpreters.  

b. Candidates shall also undertake to adhere to the provisions of this Code.  

The Council, acting in accordance with the Regulation on Disciplinary Procedure, shall impose penalties 
for any breach of the rules of the profession as defined in this Code. 

II. Code of Honour 

Article 2  
a. Members of the Association shall be bound by the strictest secrecy, which must be observed towards 

all persons and with regard to all information disclosed in the course of the practice of the profession 
at any gathering not open to the public.  

b. Members shall refrain from deriving any personal gain whatsoever from confidential information they 
may have acquired in the exercise of their duties as conference interpreters. 
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Article 3  
a. Members of the Association shall not accept any assignment for which they are not qualified. 

Acceptance of an assignment shall imply a moral undertaking on the member's part to work with all 
due professionalism.  

b. Any member of the Association recruiting other conference interpreters, be they members of the 
Association or not, shall give the same undertaking.  

c. Members of the Association shall not accept more than one assignment for the same period of time. 

Article 4  

a. Members of the Association shall not accept any job or situation which might detract from the dignity 
of the profession.  

b. They shall refrain from any act which might bring the profession into disrepute. 

Article 5  
For any professional purpose, members may publicise the fact that they are conference interpreters and 
members of the Association, either as individuals or as part of any grouping or region to which they 
belong.  

Article 6  
a. It shall be the duty of members of the Association to afford their colleagues moral assistance and 

collegiality.  

b. Members shall refrain from any utterance or action prejudicial to the interests of the Association or its 
members. Any complaint arising out of the conduct of any other member or any disagreement 

regarding any decision taken by the Association shall be pursued and settled within the Association 
itself.  

c. Any problem pertaining to the profession which arises between two or more members of the 
Association, including candidates, may be referred to the Council for arbitration, except for disputes 
of a commercial nature. 

III. Working conditions 

Article 7  

With a view to ensuring the best quality interpretation, members of the Association:  

a. shall endeavour always to secure satisfactory conditions of sound, visibility and comfort, having 
particular regard to the Professional Standards as adopted by the Association as well as any technical 
standards drawn up or approved by it;  

b. shall not, as a general rule, when interpreting simultaneously in a booth, work either alone or without 
the availability of a colleague to relieve them should the need arise;  

c. shall try to ensure that teams of conference interpreters are formed in such a way as to avoid the 
systematic use of relay;  

d. shall not agree to undertake either simultaneous interpretation without a booth or whispered 
interpretation unless the circumstances are exceptional and the quality of interpretation work is not 
thereby impaired;  

e. require a direct view of the speaker and the room and therefore will not agree to working from screens 
except in exceptional circumstances where a direct view is not possible, provided the arrangements 
comply with the Association's appropriate technical specifications and rules;  

f. shall require that working documents and texts to be read out at the conference be sent to them in 
advance;  

g. shall request a briefing session whenever appropriate;  

h. shall not perform any other duties except that of conference interpreter at conferences for which they 
have been taken on as interpreters. 

Article 8  
Members of the Association shall neither accept nor, a fortiori, offer for themselves or for other 
conference interpreters recruited through them, be they members of the Association or not, any working 
conditions contrary to those laid down in this Code or in the Professional Standards.  

IV. Amendment procedure 

Article 9  

This Code may be modified by a decision of the Assembly taken with a two-thirds majority of votes cast, 
provided a legal opinion has been sought on the proposals.  
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A customer charter or a professional code of practice although seem to 

be different names all have the same objective, to lay down an outline 

of an organisations ethics and strategies when dealing with clients, 

professionals and third party referrers.  

A customer charter will generally cover the following points: 

 Introduction regarding the organisation’s commitment to its clients 

and professionals 

 Accessibility – how they can be contacted and when 

 Personal information – the aim at always protecting the personal 

information attained from clients and professionals and adhering to the 

privacy act. An understanding of confidentiality. 

 Guarantees – any guarantees on their products or services 

 Dispute resolution – an overview of the dispute resolution process and 

their commitment to resolving any issues 

 Summary close. 

Marketing 

When an organisation develops and maintains business relationships and 

professional networks it enhances the organisation’s reputation and also 

performs a form of advertising or marketing. An organisation will be 

promoted by a third party or a client or a professional if a strong rapport 

has been established between the two parties. If as an organisation or a 

representative of an organisation you adapt and co-operate with these 

networks you will enhance the reputation of the organisation and have 

the chance to find out about new and improved business practises. All 

these things will increase productivity and help grow the business 

Referral business 

Referral business simply means methods by which you receive business 

from. Some examples include friends, relatives, previous clients and 

other professional references to people that are interested. When you 

have lists of referees, it is important to follow these up accordingly to 

develop a relationship that is beneficial to the organisation and to them. 

Some methods of communication or follow-up include: 

 Advertisements 

 Community events 

 Face-to-face meetings 

 Mail drops 

 Emails 

 Seminars. 
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Assessment  

Now you have finished this section, Loan Applications MCQ 3 is to be 

completed.  

These multiple-choice questions are found in the Online Content and 

Assessments section of the AAMC Member Area. Once you have 

completed each assessment, you will be immediately advised of your 

competence via an automated email.  

Once you are successful, we advise you to download and complete 

written Loan Application Process Assessment and ensure you upload 

only the relevant pages of the Loan Application Process Skills 

Signoff. 
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