
Chapter 2
Core

40 New Concepts in Commerce

Personal 
finance
Summer is here! It is time to throw on the 
sunglasses, wax the surfboard, jump in the car and 
head for the beach. No cares, no responsibilities, 
just fun in the sun. For teenagers, summer can be 
exciting, with opportunities to enjoy the company 
of friends doing a whole range of activities.

Along with the many exciting challenges of being 
a teenager, though, come new responsibilities. 
To get to the beach or pool, teenagers need to 
manage their money wisely. Pocket money or wages 
earned through casual work may help to provide 
the sunglasses and the boardshorts; however, the 
purchase of a car will probably be the result of a 
longer term savings plan. To put petrol in the car 
and pay for repairs also requires careful financial 
management. 

It’s possible — and the earlier we start to 
organise our personal finances, the better!

 Student workbook 2.1 Start up!

Focus 
On completion of this chapter, you will have developed 
knowledge, understanding and skills that will assist 
you in achieving financial independence by developing 
the ability to make informed judgements and take 
effective actions regarding the use and management of 
money.
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Chapter 2   Personal finance 41

Glossary
bankrupt when a person is judged by a court to be 
insolvent; i.e. unable to pay her or his debts

cash flow money coming into and going out of a 
business

commission the percentage of a sales price received 
by a salesperson for her or his services

credit bureau an organisation that keeps on file the 
credit records of consumers

creditor a person who is owed money

debtor a person who owes money 

default notice a document from a lender stating 
that a person has failed to carry out the terms of the 
contract

dividend sum payable as profit for shares

equities stocks and shares held by an individual

fee money paid to others for their services

fixed expenses expenses that are the same amount 
every time

garnisheed when a certain amount of money can be 
taken out of a borrower’s wages

guarantor someone who guarantees to pay back the 
money if the borrower does not

impulse buying buying something without giving 
much thought as to whether you really need it

income money received on a regular basis from 
work, property, business, investment or welfare  
payments

interest a payment made for the use of money that 
has been borrowed

investment putting money into something in order to 
make a profit

mortgage a loan for goods or a property

net income the amount a person has left after 
income tax is deducted

overtime time during which work is done outside 
regular working hours. Such time is usually paid at higher 
rates.

portfolio a range of low-risk and high-risk financial 
investments

premium the amount of money to be paid to receive 
insurance cover

profit what remains after all business expenses are 
deducted from sales revenue

rent regular payment made by a tenant to an owner for 
the use of the owner’s building or land

repossess to take back goods bought on credit if 
repayments have not been made

royalty a sum paid to authors, musicians and so on, as 
a percentage of the proceeds from their work

salary a fixed amount of money paid on a regular basis 
(usually fortnightly or monthly) to a permanent employee 
of an organisation

savings plan a commitment to regularly put aside 
some money for future use

secured loan something deposited as a guarantee to 
fulfil the payment of a loan

social welfare payment a payment made by a 
government to help people in need

superannuation a way of saving so an employee has 
some money in retirement

unsecured loan nothing is deposited as a guarantee 
to fulfil the payment of the loan

variable expenses expenses that change over time

wage money received by workers, usually on a weekly 
basis, for services they provide to an employer
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42 New Concepts in Commerce

2.1

types of income
An income is money received on a regular basis 
from work, property, business or welfare payments. 
The main types of income are described in the 
information below. 

Many people earn wages at the age of 15 when they 
begin casual work at supermarkets, bakeries, fast food 
outlets and newsagents. If you work more than your 
allocated hours per week, you might be eligible for 
overtime payments. You also earn penalty rates for 
working on public holidays and weekends. 

Millions of people in Australia rely 
on social welfare payments for full 
or partial support. These include 
unemployment benefits, sickness 
benefits and homeless allowance.

People such as real estate agents and sales 
assistants in car yards may elect to be paid 
on commission. This means that they are 
paid according to the volume of sales that 
they generate through their work.

To earn income, young people may undertake odd jobs, in which they are 
paid to perform small tasks. Odd jobs require the completion of duties 
before you are eligible for payment, whereas pocket money is usually freely 
given to children by parents or grandparents. 

Investing in 
shares can result 
in a shareholder 
receiving an income 
payment called a 
dividend.

People can earn or receive an income in a number of different ways.

earning an income
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Chapter 2   Personal finance 43

Activities
Understand
1 Explain what is meant by the term ‘income’. 
2 Complete the table below.

Term Meaning

A.  Wage
B.  ................................

C.  ................................

D.  Royalties
E.  Commission
F.  ................................

...................................................................................................................

Payment for a service performed
Saving for retirement
...................................................................................................................

...................................................................................................................

A payment for someone who is unemployed

3 In the illustration at left find an example of people who 
may receive an income through:
•	 social	welfare	payments	 •	 commission
•	 wages	 •	 profit.

4 Kayako’s wage is $14.50 per hour. She works a 38-hour week.
(a) What is her total weekly income?
One week, she worked three hours overtime at time-and-a-half.
(b) What was her total income for that week?

5 A real estate agent sells a house for $825  000. Her 
commission is 3 per cent. What is her total commission 
income from this sale?

6 Using cuttings from the employment section of a newspaper, 
prepare two collages. One will display occupations that are 
paid a salary, and the other occupations that are paid a 
wage.

 Student workbook 2.2 Occupations and income

Glossary
commission the percentage of a sales price received by a 
salesperson for her or his services
dividend sum payable as profit for shares
fee money paid to others for their services
income  money received on a regular basis from work, 
property, business, investment or welfare payments
overtime time during which work is done outside regular 
working hours. Such time is usually paid at higher rates.
profit what remains after all business expenses are deducted 
from sales revenue
rent regular payment made by a tenant to an owner for the 
use of the owner’s building or land
royalty a sum paid to authors, musicians and so on, as a 
percentage of the proceeds from their work
salary a fixed amount of money paid on a regular basis 
(usually fortnightly or monthly) to a permanent employee of an 
organisation
social welfare payment a payment made by a government 
to help people in need
superannuation a way of saving so an employee has some 
money in retirement
wage money received by workers, usually on a weekly basis, 
for services they provide to an employer

Salary earners have full- and part-time jobs where 
the employer provides entitlements such as sick 
leave, superannuation and long service leave. 
There is more certainty in salaried employment 
than casual work, where people are paid by the 
hour and can be dismissed at short notice.

Professionals such as dentists, doctors 
and solicitors get their income by 
charging a fee for their services.

People who operate their own 
business are self-employed. 
They make their own income 
from the profit of the business. 

Musicians, artists and 
writers earn their income 
from royalties.

By purchasing a property as an 
investment, people can earn rent 
once tenants are found.
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44 New Concepts in Commerce

2.2

Spending and saving income
expenditure
People who earn money may wish they could 
spend it on whatever they choose, but the reality 
is quite different. Taxes and charges, bank fees, 
rent, mortgage payments and bills quickly take a 
large proportion of the money that we earn. These 
expenses are fixed expenses; that is, they are 

the same amount every time. For example, on your 
mobile phone plan you may have to pay a minimum 
charge of $40 per month. Other types of expenses 
are variable and change over time. For example, 
you may buy a DVD this month and go to the movies 
next month. The secret to managing money is to 
keep careful records of these deductions from 
income and to minimise them wherever possible.

We at the Financial News have 
wanted to interview these two 
sisters for some time now. There 
is a lot to learn from their 
stories. Let’s hear about their 
financial lives.
 Sasha Spendmore and Lizzy 
Spendless are twin sisters who 
may look the same, but could not 
be any more different when it 
comes to their finances.
 Sasha Spendmore loves to 
go shopping. She and her good 
friend Aly Super Shopper are 
often seen together, buying the 
latest clothes, accessories and 
beauty products.
 With a good job at Telstra, Sasha Spendmore loves to 
live for the moment. She earns a good salary at Telstra 
of $1900 per week. Of this amount, Sasha predicts that 
she would spend most of it.
 ‘Shopping is my stress release,’ says Sasha. ‘When 
I am not working I like to see the latest clothes and 
accessories. After all, I have a reputation to look after. 
I am never seen in the same clothes twice.
 ‘I live in an apartment in the city that costs $500 per 
week in rent. I always eat out at restaurants, and I buy 
my lunch when I am working. I bought my car, which is 
a BMW convertible, and the furniture for my apartment 
with loans from the bank.

 ‘My motto in life is to live for 
the moment; after all, there is no 
point being the richest woman 
in the grave!’
 Sasha ended the interview 
because her mobile phone rang.
 Lizzy Spendless has a 
different philosophy when it 
comes to money. She works 
as a manager in a retail store 
earning $950 per week.
 ‘It is my dream to own a home,’ 
she says. ‘I have been looking 
around Bexley, Prospect and 
Dundas. Places in those areas 
start at around $650  000, so I am 

going to have to save a lot of money. I think that in life 
you need to have a dream, and once you know what that 
dream is you can begin to save for it.
 ‘My four-step plan is to firstly establish what my 
priorities are. My priority at the moment is to save for a 
house.
 ‘Secondly, I want to evaluate my spending and 
savings routine.
 ‘Thirdly, I want to begin saving now. I have opened 
up a goal saver account with the Bank of Frewen. I aim 
to save at least $5000 each year.
 ‘And finally, if necessary, I will seek some advice from 
an expert who can help me.’
 We looked a bit closer at Lizzy’s four-step plan.

Monday 28 February Sydney

SAVING AND SPENDING

Lizzy and Sasha — so alike, yet so different!
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Chapter 2   Personal finance 45

Activities
Understand
1 Use examples to explain the difference between fixed 

and variable expenses.
2 Outline the advice that Lizzy provides on managing 

finances.
3 Of the two sisters, who:

(a) earns more money
(b) spends more money
(c) has the highest debt?

Think
4 Why is it important to save?
5 Sasha spends most of her income. Is this a problem? 

How can Sasha reduce her spending?
6 How could Sasha benefit from Lizzy’s financial plan?
7 George’s parents provide him with $50 per week to live 

on. From this he needs to pay for tuckshop lunches 
($20), mobile phone ($10), iTunes, clothing and 
comics ($5). He wants to buy the latest James Bond 
DVD and a Billabong T-shirt.

(a) Prepare a list of George’s expenditure and savings 
potential.

(b) What should George save for first? Justify your 
answer.

(c) If George purchased the DVD for $30, how could 
he finance it?

8 Prepare a poster urging young people to keep track 
of their expenses. It should be visually attractive and 
appealing to young people. Include a warning about 
the temptation to overspend. For some good ideas, use 
the Money Stuff weblink in your eBookPLUS to locate 
NSW Fair Trading’s website and access the ‘Just the 
Facts’ section. 

Glossary
fixed expenses expenses that are the same amount 
every time

variable expenses expenses that change over time

Lizzy’s priorities
Unlike Sasha, Lizzy has always been careful with 
her money. Over the years she has saved and paid 
cash for a LED TV, iPad and computer, and last 
year Lizzy purchased a new car. Her goal now is 
the biggest she has ever aimed for — saving for a 
home unit. Lizzy knows that she is going to have to 
be more careful with her money than she ever has 
been in her life, and implement a financial plan that 
she will stick to.

Lizzy’s current performance
Lizzy likes to record all her spending in a table, so that 
she knows how she is spending her money.
 Lizzy allocates money towards her bills. If she sees 
an item of clothing she likes, she will buy it if she has
enough money allocated for 
clothing. Lizzy likes to think that 
she still has fun and goes out with 
her friends, but she is careful 
about the amount she spends. 
Lizzy takes her lunch into work 
because it saves lots of money.

Lizzy’s saving plan 
Using the table at right, Lizzy points 
out that she can save $400 per week 
— provided nothing goes wrong. 
Last month her car broke down 
and she had to pay repairs of $200. 
This meant that she only saved 
$200. Lizzy accepts that these things 
happen. The important thing is that 
she has a plan.

Income Amount ($)

Salary 950

Weekly expenses for Lizzy Spendless

Expenditure Amount ($)

Rent 200

Electricity  40

Telephone  20

Food 100

Car expenses 120

Clothes  40

Entertainment  30

Total 550

Savings 950 − 550 = $400
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46 New Concepts in Commerce

2.3

Factors that influence the  
need for saving
Russell rips open his first pay slip — his first wage 
of $64.50 has been paid into his bank account. He 
finds an ATM and draws out $50 cash. First stop is 
the music shop where he buys a DVD, then a T-shirt 
that he sees ‘on special’. He plays two video games 
and buys some lunch. As he nears home, the reality 
hits him. Out of his $50, he has only $3.50 left.

Russell has just learned a valuable Commerce 
lesson: you can do two things with money — spend 
it or save it. Russell can, however, do both by 
spending some of his earnings responsibly and 
working out a regular savings plan.

why save money?
There are many reasons why people save and the 
reasons change at different stages of life. For example:
•	 Teenagers might save for a sound system, a car 

or a big holiday at the end of Year 12.
•	 Houses are so expensive that not many people 

can afford to pay cash for them. First home 
buyers must save for a deposit and arrange the 
rest through a loan.

•	 For wage or salary earners with children, the 
saying ‘to save for a rainy day’ means that it is 
important to have some money saved in case 
illnesses, accidents or other emergencies affect 
them or their dependants.

•	 Older people save for their retirement by putting 
funds aside in a superannuation plan. They want 
to have a good lifestyle and to feel secure in 
their old age.

•	 On leaving school, young people may wish to 
experience the excitement of living in an inner 
city location. The cost of living in such areas can 
be high, especially accommodation costs, and 
may make it difficult to save. People living in 
remote rural communities also experience high 
living costs, especially for food and household 
items, due to the added expense of transporting 
supplies to isolated areas. 

•	 Whatever the age, saving money gives some 
people a sense of satisfaction and pleasure. 
When you look at your savings balance you 
might feel a sense of achievement.

budgeting and saving:  
a strategy
Saving is easy for some people; hard work for 
others. Those who do not save usually use the 
excuse that they do not earn enough. In general, 
the more people earn, the more they can save. 
However, most people can afford to save some 
money without too great a sacrifice. The problem 
with establishing a savings plan is that you have 
to show some discipline! If you have a strict 
budget to save for a holiday and you hear that your 
favourite band is touring at a cost of $80 per ticket, 
you shouldn’t give in to temptation. If you have a 
flexible savings plan, you might be able to save for 
your holiday and see the band!

To spend on a concert ticket  .  .  .  or to save for that holiday?  
A responsible savings plan might allow for both.
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Chapter 2   Personal finance 47

responsible spending  
and saving
Saving involves being committed to a medium- to 
long-term plan and allowing for the occasional 
financial ‘hiccup’ or spending indulgence along 
the way. Here are some questions you need to ask 
when developing a savings plan.

If you feel too restricted by 
your savings plan, it won’t 
work. You must allow for 
unexpected items such as 
concert tickets, and less 
interesting items such as 
dental visits. This way, you 
can still enjoy life but can 
show some self-discipline!

Cool! Can I earn more income through 
longer shifts or penalty-rate work?

Maybe, Jack. Some 
employers allow 
casual and part-time 
employees to work 
extra shifts if they 
want to earn more 
in the short term.

Hey, Mrs Lamb, what should 
I use as a guide to what I can 
best save?

Your net income, 
Jack — what you earn 
each week after tax.

Which account will maximise 
my savings potential?

It is very important to ‘shop 
around’ for a bank (or financial 
institution) that offers good returns 
on your savings. Some banks reward 
customers who make no withdrawals 
and at least two deposits per month. 
If your employer allows, Jack, have 
your income paid directly into your 
bank account. This can reduce the 
temptation to impulse buy. You 
can even organise regular direct 
electronic transfers from a savings 
account into an investment account 
to ensure your savings continue to 
grow.What is impulse buying?

Impulse buying is the 
unplanned purchase of goods 
and services. It can really put 
a hole in a savings plan. If you 
aim to save $200 per month 
and in a rash moment buy 
a pair of boots on sale for 
$200, your savings plan will 
suffer. To buy such items, you 
must have allowed for them 
in your plan.

Is my savings 
plan flexible, 
Mrs Lamb?

Activities
Understand
 1 What two things can you do with your income?
 2 What is a ‘savings plan’? Why is it important?
 3 Why is it important that a savings plan not be too 

restrictive?
 4 Explain how impulse buying can quickly damage a 

person’s savings plan.
 5 Explain how preparing a savings plan could help 

Russell save some of his money.

Think
 6 Why do you think Russell spent most of his first 

pay within half an hour?
 7 Elsa Piccoli says that she does not save regularly 

because the amount she can afford to save is too 
small. Is this a good reason? Explain.

 8 What is the relationship of wise money 
management to a savings program?

 9 Savings hidden in a jar is money that is not 
working for you. What other reasons can you give 
why savings should not be kept in a jar? 

Communicate
10 Add extra elements to the mind map started below 

to summarise the reasons for saving.

Reasons 
for saving

To purchase
an expensive item

11 In small groups, advise people of the dangers of 
spending all their money by either:
(a) creating a collage poster
(b) preparing a PowerPoint presentation.

12 As a class, brainstorm other reasons for saving 
that have not been mentioned in the text.

Glossary
impulse buying buying something without giving 
much thought as to whether you really need it

net income the amount a person has left after 
income tax is deducted

savings plan a commitment to regularly put aside 
some money for future use
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borrowing money: credit (1)

2.4

reasons for borrowing money
Most people borrow money (use credit) at some 
time. For example, very few people can pay cash for 
the home or car of their choice.  

Some of the reasons for and against borrowing 
money are given in the table below.

Borrowing money

Reasons for Reasons against

1. Immediate satisfaction. You can 
have the use of an item and pay 
for it later.

1. Interest charges. The cost of 
borrowing is usually high.

2. Convenience. If you use a credit 
card, you do not have to carry 
large amounts of cash.

2. Impulse buying. Because you 
do not hand over any cash, you 
may be tempted to buy more 
goods or expensive items.

3. Possible savings. You can take 
advantage of special sales or 
discount offers.

3. Additional costs. Retailers 
can now pass on to you their 
merchant fee costs.

4. Emergencies. Access to money 
can help you meet unexpected 
expenses.

4. Loss of control. You may lose 
control of your finances and 
overcommit yourself.

5. Improve your quality of life. 
Acquiring more assets may 
improve your standard of living.

5. Inability to repay. This can 
make you very unhappy and ruin 
your quality of life.

6. Forced ‘saving’. You have to put 
money aside to meet the regular 
repayments.

6. False sense of security. You may 
have an unrealistic perception of 
how wealthy you are. 

Com fact
You should borrow money only when you are certain 
that you can make regular repayments. 

Getting a loan
Once you have decided to take out a loan, there 
are four important steps you should take, as shown 
below.
1. Decide how much you need to borrow.
2. Decide if you have enough savings for a deposit.
3. Decide if your income is sufficient to meet the 

repayments.
4. Shop around for the best deal — compare the 

advantages and disadvantages of different types 
of loans and lenders. To make this easier, you 
could use the services of a finance broker — 
someone who acts as a financial intermediary 
(liaison) between the consumer and financial 
institutions, usually charging a commission.

Cost of credit: interest
When you use credit you are borrowing other 
people’s money and therefore have to pay for 
it. This extra amount is called interest. You 
should always be aware of the interest charge by 
comparing how much the cost of an item will be for 
cash and how much it will be for credit.

Interest is usually expressed as a per cent, such 
as 12 per cent or 18.5 per cent. This is the interest 
rate. Unless otherwise stated, interest is usually 
quoted as an annual charge and expressed as 
‘per annum’ (p.a.)

Consider this example: a DVD recorder costs 
$550 cash or $100 deposit and $48 per month for 
12 months.

Deposit $100

Total monthly repayments $576

Total amount paid $676

Less cash price $550

Cost of credit (interest 
charged) $126 

Interest rate 22.9% p.a.
Borrowing too much may 
make it difficult to meet 
your repayments.

Borrowing allows you 
immediate use of an 
item.

($126 × 100 )$550 1
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Chapter 2   Personal finance 49

The total cost of an item will depend on the 
period of the loan, the amount borrowed, the rate 
of interest and whether any additional charges 
have been made. Therefore, the higher the rate of 
interest, the longer the period of the loan or the 

Activities
Understand
1 (a) What is credit?

(b) Why is credit used?
2 What do you consider to be the main (a) advantage 

and (b) disadvantage of borrowing money?
3 What is meant by the term ‘interest’?
4 From any newspaper or catalogue:

(a) List five major items that can be purchased on 
credit.

(b) What deposit is required?
(c) What repayments are asked for?
(d) What is the difference between the cash price and 

the final total payment for each item?
(e) What is the interest rate for each item?

5 Why is it important to know how much you will have 
to pay for credit?

6 Lee Tan is interested in buying a digital camera. If he 
pays cash, he can buy the camera he wants for $895. 

Or he can buy it on credit for a deposit of $100 and 
$85 a month for twelve months. What is the (a) total 
cost and (b) interest rate of using credit? 

Think
7 Examine the cartoon above. 

(a) Why does Tom have a right to charge Ross interest?
(b) What is the rate of interest Tom charges Ross?
(c) Why was Ross charged extra? Do you think it was 

reasonable for Tom to do this? Explain your answer.
(d) If you were a financial counsellor, what advice 

would you give to Ross?
(e) Do you think it is appropriate to borrow money 

from a friend? Explain your answer.
8 Why should you only borrow money when you are 

certain that you can make regular repayments?

Glossary
interest a payment made for the use of money that 
has been borrowed

Here you go, Ross. Here’s that 
$200 you wanted to borrow to

buy a new skateboard.

I can’t pay you back.
Can I pay you next week?

Thanks, Tom. I’ll pay
you back next

week, but
is there

any catch?

Ross, I’d like to charge $20
interest. That covers my risk.

Next week… The next
week…No problems. But 

it will cost you
$5 more.

Thanks! It’s good
doing business

with you.

Here you go, Ross. Here’s that 
$200 you wanted to borrow to

buy a new skateboard.

I can’t pay you back.
Can I pay you next week?

Thanks, Tom. I’ll pay
you back next

week, but
is there

any catch?

Ross, I’d like to charge $20
interest. That covers my risk.

Next week… The next
week…No problems. But 

it will cost you
$5 more.

Thanks! It’s good
doing business

with you.

larger the amount of money borrowed, the higher 
the cost of the loan will be.

Before agreeing to any credit contracts you 
should be fully aware of the interest rate being 
charged.
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50 New Concepts in Commerce

borrowing money: credit (2)

2.5

types of loans and lending 
institutions
There is a wide variety of financial institutions that 
provide many different types of loans. The main 
types are shown in the diagram below.

The main 
�nancial institutions

that lend money

Banks

Building societies

Credit unions

Finance companies

Private
money lenders

The sources for borrowing

Wise consumers should always select the most 
appropriate type of loan for what they want to buy.
1. Personal loans. These are available as:

•	 secured loans — something is deposited as a 
guarantee to fulfil the payment of the loan

•	 unsecured loans — nothing is deposited as a 
guarantee to fulfil the payment of the loan.
Personal loans are mainly used to purchase 

such things as cars, furniture or travel. The 
interest rate on an unsecured personal loan is 
normally high because the lender accepts a higher 
risk that you may not be able to pay it back. The 
security for a secured personal loan is usually the 
asset being purchased and, if you fail to pay the 
loan, the lender can take the item back from you. 

2. Mortgage loans. A home is the biggest single 
purchase most families ever make. Few buyers 
have enough savings to pay cash. Most of them 
only have enough for a deposit; then they 
borrow the balance. The loan you take out when 
purchasing a house or land is called a mortgage 
or home loan. Under the terms of the loan, the 
bank has the property as security. If you are 

unable to repay the loan, the lender will sell the 
property to get back what it is owed.

Mortgage loans may run as long as twenty or twenty-five years.

3. Bank overdraft. Sometimes people are allowed to 
write cheques greater than the amount in their 
account. This is referred to as an overdraft and 
must be arranged with the bank. This is especially 
useful for businesses that might have a cash 
flow problem and need to pay their suppliers. 

4. Credit cards. This is a popular form of borrowing. 
Credit cards normally have a credit limit; that 
is, a specified level the cardholder is allowed to 
spend. If the account is not paid by the due date, 
interest is charged on the outstanding amount. 
The major credit cards are MasterCard and Visa, 
while charge cards (a credit card for which the 
balance must be paid off each month) include 
American Express (Amex) and Diners Club. 
Charge cards do not incur interest but have a set 
fee for use of the card plus large penalties on 
any unpaid balances. 

5. Store credit. The major retailers offer store cards 
that allow you to purchase goods on credit at 
their stores. There is usually minimal credit 
checking on these cards and consequently they 
are offered to a wide range of people. Because of 
the greater risk of customer default, these cards 
charge a higher interest rate.

6. Payday loans. This type of loan is basically a 
cash advance against your next pay slip. These 
loans are normally for a few hundred dollars and 
usually must be paid within two to four weeks. 
If possible, avoid this type of loan as the interest 
charges and fees are extremely high.
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Credit rating
When you apply for your first loan, you will have 
no credit history and you will have to convince 
the lender of your credit worthiness. Just as you 
need to know all about the terms and conditions of 
the loan, the lender wants to know all about your 
ability to repay: your credit rating (worthiness). 

In deciding whether or not to extend credit, 
and to determine your credit rating, lending 
institutions are guided by ‘three ‘C’s’ of credit’.
1. Character refers to the person’s reputation 

for honesty and reliability in paying debts. 
Credit will be extended only to those who 
have a reputation for paying their bills 
promptly or have not defaulted on  
previous loans.

2. Capacity is the ability to pay the debt.  
A borrower may be honest and willing to 
pay a debt but lack the ability to pay it. 
The main measure of capacity includes 
income and the number of existing debts.

3. Collateral is the assets used as 
security for the payment of the loan, 
which will be forfeited if the borrower 
is unable to pay back the credit.

Your credit reputation is therefore important 
because it is a record of your credit history.  
Your success in gaining credit depends  
largely on how responsibly you have used  
it in the past.

Activities
Understand
 1 What is the difference between:

(a) a secured and an unsecured loan
(b) a personal and a mortgage loan?

 2 Why is the interest rate on an unsecured loan 
normally higher than on a secured loan?

 3 What can the lender do if you fail to repay a:
(a) secured personal loan
(b) mortgage loan
(c) credit card debt?

 4 What factors determine a person’s credit rating?
 5 Why is it important to maintain a good credit rating?

Think
 6 Explain why all credit is a form of borrowing.
 7 Why do you think lenders rely on the ‘three C’s’ when 

determining a person’s credit rating?
 8 Should a person buy on credit just to establish a credit 

rating even though he or she has the money? Why?

Communicate
 9 As a class, prepare a series of questions to determine 

a person’s credit rating. Record the questions on the 
board.

10 In pairs, obtain and read an application form for a 
credit card, and then answer the following questions.
(a) Why does the bank want to know this 

information about an applicant?

(b) What are the conditions regarding the maximum 
credit limit, minimum monthly repayments and 
annual charge?

(c) What is the interest rate and interest-free period 
for this card?

11 Search the websites of the major banks and record 
in a table the types of personal loans they offer. 
Compare their features and terms. Which loan would 
you choose if you wished to borrow $5000 to help 
pay for a car?

12 Use the InfoChoice weblink in your eBookPLUS to 
investigate the range of credit cards available and 
find out which one has the lowest interest rate and 
the best interest-free period currently offered.

 Student workbook 2.3 Excuse me, I’d like to apply for 
a credit card

Glossary
cash flow money coming into and going out of a 
business 
mortgage a loan for goods or a property
secured loan something deposited as a guarantee to 
fulfil the payment of a loan
unsecured loan nothing is deposited as a guarantee 
to fulfil the payment of the loan
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borrowing money: credit (3)

2.6

How much debt can  
you afford?
It is impossible to make a rule for everyone about 
how much debt is acceptable because so many 
factors are involved. For example, a childless 
couple living in a small unit can handle more debt 
than a couple with a large house and six children, 
even if their incomes are equal. Ultimately, each 
consumer must establish his or her own credit limit 
based on the level of risk they are prepared to take 
and their ability to repay.

Ability to repay
As a school student, if you applied for a $1000 
personal loan, your application would probably 
be rejected. However, if Australia’s richest person 
wanted to borrow $10 million, a number of 
institutions would be very eager to lend the money 
because the person has the ability to repay the 
debt. This is the main factor lending institutions 
take into account when determining whether to 
approve a loan.

Your ability to repay is linked to your financial 
position, that is:
•	 your present and future income (what you earn)
•	 the value of your assets (what you own)
•	 any outstanding debts (what you owe).

A wise borrower will limit the amount they 
borrow to how much they can repay.

WARNING
BORROWERS BEWARE
Financial charges ahead.

Please, before you apply for 
a loan, review your �nancial situation

to determine your ability to pay.

A warning on borrowing

If you fail to repay your debts for any reason, 
you stand to lose a great deal. The lender may 
repossess the item for which payment is 
overdue. The lender has the legal right to do this 
since, in most cases, the item belongs to them 
until it is paid for. Therefore, you should use 
credit wisely. 

Before using credit of any kind, you should 
be aware of all the risks involved. Of course, 
the more debt you take on, the greater the risk. 
Unfortunately, some lenders make it so easy 
to obtain credit that many consumers get into 
difficulties by taking on more debt than they can 
handle.

One of the main risks involved in using credit

Going guarantor
Someone with a poor credit rating may ask you to 
‘go guarantor’ for her or his loan.

A guarantor is someone who guarantees to 
pay back the money if the borrower does not. 
‘Going guarantor’ therefore can be risky, because 
people cannot always be relied upon. For example, 
a friend or relative may become ill and be unable 
to pay the debt even if they wish to. Alternatively, 
the borrower may prove to be unreliable or 
untrustworthy and intentionally not pay back the 
loan. There have been cases of adult children 
defaulting on their loans, requiring their parents 
to repay the outstanding amount. So why would 
anyone ‘go guarantor’?
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Firstly, people go guarantor because they love 
or trust the person who is applying for the loan. 
They believe they can be trusted to repay the 

money. Secondly, many people are 
unaware of the obligations of a 
guarantor. Often they think they 
are just providing a reference to 
the organisation checking the 
character of the applicant. 

People should consider 
carefully before agreeing to 

guarantee a loan 
for someone. 
Before 

signing as a 
guarantor, you 

must receive:
•	 a copy of the 

loan contract, 
and 

•	 an explanation of 
your rights and 
the liabilities you 
would incur if the 
debt is not paid.

Activities
Understand
1 Why is it difficult to say how much debt consumers 

can afford to carry?
2 What factors determine a person’s ability to repay 

a loan?
3 Under what circumstances will the lender have the 

right to repossess goods bought on credit?
4 Explain what it means to be a guarantor on a loan 

and what the consequences are if the loan contract 
is broken.

Think
5 Alex Fischer claims that only people earning 

$70  000 or more a year should be allowed to use 
credit. He believes credit is a luxury that only those 
on higher-than-average incomes can afford. Do you 
agree or disagree? Why?

6 ‘Getting a loan is too easy; people do not 
fully realise the difficulties they may face if 
they overcommit themselves.’ Do you agree or 
disagree? Why? Share your answer with the rest 
of the class.

7 Read the case study above and then answer the 
following questions.
(a) Why do you think the mother was tempted to go 

guarantor?
(b) Do you believe the credit company should have 

allowed the mother to go guarantor? Justify your 
answer.

(c) Would you have approved the $55  000 loan if you 
were the credit company’s representative? Justify 
your answer.

(d) Explain what the financial adviser meant by his 
words of advice to the mother.

Communicate
8 As a class, devise a list of guidelines that you believe 

credit providers should have to follow when getting a 
person to sign a contract of guarantee.

Case study
A young couple applied for a personal loan of $10  000 
for a holiday but a credit check showed they had 
defaulted twice. Consequently the loan application 
was rejected. Nevertheless, four months later they 
applied for $55  000 to purchase a car. The lender’s 
check showed the couple had unsuccessfully applied 
with two other credit companies for loans during the 
last three months. The lender, however, approved the 
$55  000 loan on the condition that the girl’s mother, 
who was an elderly widow receiving an age pension, 
go guarantor. The daughter did not tell her mother 
about the previous defaults. The credit company also 
required a mortgage be taken over the mother’s house, 
which meant that her house was the security for the 
loan.
 Fortunately, the mother was advised by a neighbour 
to seek independent financial advice and have the loan 
documentation checked. Her financial adviser warned 
her that she had put herself in a very risky situation. 
He advised her not to sign the contract of guarantee 
as it was. His words of advice — ‘love can be blind
when it 
comes 
to credit 
obligations’ 
— were a 
sobering 
warning to 
her.

Glossary
guarantor someone who guarantees to pay back 
the money if the borrower does not

repossess to take back goods bought on credit if 
repayments have not been made

A guarantor may be liable 
for another person’s debts.
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Managing your money

2.7

budgeting
No-one wants the worry of overspending and ending 
up in debt. By careful budgeting, you can make sure 
your spending is not greater than your income. 

If your spending is too high or your income is too 
low, you will need to cut back some of the things you 
would like to buy. Normally, you will find it easier to 
cut back non-essential, variable expenses.

If you are still not satisfied, you will have to 
modify some fixed expenses; for example, walk to 
work or school, and make your own lunch. 

If you are not able to reduce your spending, you 
either have to earn more income, borrow money or 

Step 1 Calculate your total income
Calculate and record all the income you 
are likely to receive. Your budget can be 
recorded either in a book or as a computerised 
spreadsheet. (Refer to page 33 for a detailed 
description of how to set up a spreadsheet.)

Step 2 Record your expenses
Make a list of all your expenses. These should be 
divided into two types:  
fixed and variable.

Step 3  Total your  
expenses

Calculate and record the  
total of all your spending.

Step 4  Compare your total income 
with your total expenditure

Calculate whether  
you have sufficient  
income to meet  
your list of intended  
expenditures.

Step 5  Assess your  
financial position

If necessary, modify  
your budget.

Com fact
Some tips on responsible financial management:
•	 prepare a budget
•	 save some of your income
•	 monitor and record your income and expenses
•	 avoid overcommitment.

go without. Remember though, borrow only if you 
are certain you can make the repayments. 

If you are a compulsive shopper, you will 
need to monitor your spending very carefully, 
especially if you use some form of credit. Set up 
a budget, try to save on a regular basis no matter 
how small the amount, keep accurate and up-to-
date records, monitor your spending and avoid 
overcommitments. Following these practices will 
help you manage your finances responsibly and 
provide greater financial security.

A budget should follow a number of steps.
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responsible financial 
management
Some people mistakenly think that responsible 
financial management means being miserly and 
doing without all luxuries. 

Responsible financial management actually 
means making the best use of our limited amount 
of money. This involves making sensible choices. 
For example, saving a part of your income is a 
responsible thing to do. However, those people who 
try to save all their income are no more sensible 
than those who spend all theirs. Ultimately, 
responsible financial management means using 
money so as to obtain the greatest possible amount 
of satisfaction in return.

Activities
Understand
1 Why is it necessary to prepare a budget?
2 Construct a flow chart to show the steps in 

preparing a budget. Alternatively, prepare this as 
a PowerPoint presentation. The first step has been 
done for you.

1. Calculate your total income

3 Copy the following budget into your notebook and 
fill in the missing spaces.

Budget for 9–15 September

Income $ ................................. $

Wages 50
Babysitting ..................

Fixed
Train fares 20
Lunches 15

Total income 70

Variable
Entertainment 10
Presents ...........

................................. 60

Savings (income − spending = $.............)

4 (a) Use the following information to draw up a 
budget either in your notebook or using a 
spreadsheet program. 
 Ethan earns $100 a week working at Coles 
part time. He also receives $30 weekly mowing 
the neighbour’s lawn. He has to pay his mother 
$20 board and gives her another $10 a week to 
help her pay bills. He spends $5 a day on food 
and another $4 a day on travel. He is saving up 
to buy a motorbike. Draw up his weekly budget. 

(b) Do you consider Ethan good at budgeting? Can his 
budget be improved? Explain your answer.

5 In two or three paragraphs, outline some of the 
consequences of poor budgeting. Discuss your answers 
as a class.

Investigate
6 Using a computer spreadsheet, record all your income 

and spending over a two-week period.
(a) What was your balance for each week?
(b) Were you satisfied with how you managed your 

finances?
(c) Predict changes you would make over the next 

three months.
(d) What changes would you make if you wanted to 

increase your savings? 
7 (a) Working in pairs, construct a form to complete 

Antonia’s budget for the month. Your form must be 
capable of displaying the following details: 
 Antonia earns $2800 a month (after tax). She 
also earns $200 a month coaching tennis. She 
has some money invested in a term deposit where 
$60 in interest is paid each month. Monthly 
expenses include: mortgage $1200, food $500, car 
expenses $400, medical $50, entertainment $250, 
telephone $150, electricity $75, insurance $110, 
presents $25 and books or CDs $60.

(b) Antonia would like to buy some new clothes next 
month and anticipates spending $300. Can she 
afford to do this? Explain your answer.

8 Use the ASIC MoneySmart weblink in your eBookPLUS 
to access the ‘Quizzes’ section and complete two 
quizzes that interest you. Compare your score with 
those of other class members. 

 Student workbook 2.4 Making a budget

 Student workbook 2.5 Visual learning

Wise consumers manage their 
finances responsibly.
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Insurance

2.8

Life can be a risky business. 
Every day you and members of 
your family face the possibility 
of a financial loss. A car may be 
damaged in an accident, or it may 
cause injury to people; a home and 
all its contents could be destroyed 
by fire or a flood. Personal 
possessions may be stolen. Income 
may be lost as a result of an injury, 
disability or death. 

People protect themselves from 
such situations by taking out 
insurance. This means paying an 
annual or monthly amount to an 
insurance company in return for 
the company’s guarantee to pay for 
certain damages or losses.

Insurance is simply a system of 
protection that works by spreading 
risks. Instead of one person taking 
all the risk, an individual pays other 
people to share some of the risk. 
When people purchase any type 
of insurance, they pay a premium 
(a sum of money) to an insurance 
company to protect them against a 
possible future loss.

the cost of insurance
The level of risk involved is the 
main factor determining the amount 
of the premium. The greater the 
risk, the higher the premium will 
be. Insurance companies study their 
records of past losses to determine 
what they might have to pay for 
future losses. From their records, 
for example, they can estimate how 
many of their policy holders will 
probably have a car accident; how 
many homes will probably catch 
fire and what the average loss will 
be; how many will probably become 
ill and so on. These estimates 
determine the amount to charge in 
premiums.

Insurance

Income protection
Rachael had a car loan of $30  000 and a credit card debt of $3500. As a single 
person, she was concerned about how she could meet the repayments if she 
was to suffer a long-term illness or accident. After contacting a local insurance 
company, she decided to take out insurance for sickness and accident. This 
would provide her with some income if she could not work for a while.

Travel insurance
Fayez was excited about his trip to Peru, 
especially the four-day trek along the Inca 
Trail to Machu Picchu. To be on the safe side, 
Fayez decided to take out travel insurance in 
case he needed medical assistance overseas, 
lost his luggage or had to cancel the holiday 
unexpectedly.

TYPES OF INSURANCE

Life insurance
Hanwar, 35, was cautious by nature. He wanted to make 
sure that if he died unexpectedly his wife and two 
young children would not be left with debts and with 
insufficient money to support themselves. Hanwar decided 
to take out a life insurance policy. He shopped around for 
the best premium and a policy that suited his needs.
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Glossary
premium the amount of money to be paid to 
receive insurance cover

Health insurance
As a regular player in the local football team, Steve 
considered himself to be fit and healthy. However, before 
the start of the season he had taken the advice of a 
friend to join a private health insurance fund, just in 
case he was injured while playing. As he lay in hospital 
awaiting an operation for a knee reconstruction, he felt 
relieved that his health insurance would cover most of 
the cost of the doctor’s fees, the hospital bill and future 
visits to the physiotherapist. 

Car insurance
Shaun was involved in an accident with another car 
at a roundabout. Fortunately, no-one was injured 
but both cars were extensively damaged — and the 
accident was Shaun’s fault. Shaun was relieved that 
he had recently upgraded his motor vehicle insurance 
to a comprehensive policy. 

Home insurance
The fire officer comforted Mrs Rideau as the Captain of the 
Tarlo Rural Bushfire Brigade, Angelika, and her crew worked 
hard to save the house. However, the wind was too strong 
and there was very little they could do. Mrs Rideau was 
devastated. She had meant to insure her home and contents 
but had not got around to doing it. She had lost it all!

Activities
Understand
1 What is the purpose of insurance?
2 Identify some economic risks that people face daily.
3 What is the difference between health insurance 

and life insurance?
4 How does an insurance company determine what 

premium it must charge policyholders?
5 Determine whether the following statements are 

True or False.
(a) The main purpose of insurance is to spread the 

risk.
(b) All insurance companies charge the same 

premium for similar types of policy.
(c) Comprehensive motor vehicle insurance covers 

only damage to other people’s property.
(d) A premium is the amount of money a person 

has to pay for an insurance policy.
(e) Accident and sickness insurance will protect a 

person’s income.
6 In small groups, discuss and decide if you agree 

or disagree with the following statements about 
insurance. Be able to provide a reason for your 
selection.
(a) Insurance is for only wealthy people.
(b) Life insurance is more important for a man than 

a woman.
(c) You do not need to worry about insurance if 

you are young.
(d) It is better to take a risk than pay a premium 

for insurance.
(e) Insurance is a better protection than savings 

against possible personal losses.

Investigate
7 Look through newspapers and business magazines and 

cut out five advertisements for insurance companies. 
Paste them into your notebook. Beside each one, 
identify what type of insurance is being offered.

8 Mike, a 20-year-old apprentice carpenter who lives 
in Dubbo, wants to take out comprehensive motor 
vehicle insurance for his 5-year-old V8 Holden which is 
valued at $25  000. Research the cost of the premium. 
To help you, use the National Roads and Motorists’ 
Association (NRMA) weblink in your eBookPLUS for 
information about motor vehicle insurance. 
(a) Change things to see if you can lower the 

premium; for example, a smaller engine size or 
a newer model. 

(b) What is the premium if Mike decides to take out 
insurance only for third party property damage? 

(c) Which type of insurance would you recommend 
for Mike?

(d) Compare the cost of an identical policy from 
another insurance company.
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Consequences of poor financial 
management (1)

2.9

Managing your personal finances and staying 
within a budget takes a great deal of self-discipline, 
especially if you see friends ‘spending up big’. 
Credit can be very easy to arrange, but paying it 
back is the hard part.

Getting into debt can lead to many problems. 
People may end up losing goods, being sued or 
even being declared bankrupt.

Hooked on credit! Make sure you control the credit and the 
credit does not control you.

Financial consequences
It is sometimes necessary when taking out a 
loan to mortgage the goods being purchased 
because the lender wants some security. You sign 
a mortgage over the good being purchased, such 
as a car. As part of the contract you, the mortgagor, 
give the mortgagee, usually the lender, the right 
to repossess the car if you fail to keep up the 
repayments. Repossession means the lender will 
take the goods away from you. In addition to losing 
the goods, you may have to pay what it costs the 
lender to repossess them. If the goods are resold 
for less than the amount of the debt, you are still 
responsible for the difference.

Com fact
Each year more than 800  000 motor vehicles in Australia 
are purchased on credit; more than 12  000 of these 
vehicles are subsequently repossessed.

Sometimes people who owe money have their 
wages garnisheed. This means that a lender has 
applied to get a legal order so that a certain amount 
of money can be taken out of the borrower’s wages. 
This money is deducted until the debt is paid. This 
is a serious situation and a responsible consumer 
should always try to repay debts on time.

Credit cards are often blamed for putting 
people into debt, especially swipe-happy young 
Australians. They are often susceptible to 
persuasive marketing campaigns and too readily 
sign up for a card on impulse. The temptation then 
becomes too great: they see the credit limit as a 
target to reach rather than something to keep to a 
minimum.

With around 250 different cards on the market, 
you should select a credit card that best matches 
the type of user you are: a revolver or transactor 
(see page 59). At all times you should control your 
card and not let it control you. Remember, debt at 
an early age can affect your financial independence 
later in life.
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Activities
Understand
 1 Why do people sometimes find it difficult to 

manage their finances?
 2 Use the following words in a sentence to explain 

their meaning:
•	 mortgage
•	 mortgagee
•	 mortgagor.

 3 What losses do you suffer when goods are 
repossessed?

 4 What happens when a person has his or her wages 
garnisheed?

 5 What type of credit card is best suited to the 
following type of users:
(a) revolver
(b) transactor?

 6 A friend has many different loans and is in 
financial difficulty. Why would you advise her to 
consolidate her loans?

Think
 7 Do you think it is fair for the lender to have the 

right to repossess goods or garnishee wages? Why? 
Share your answer with the rest of the class.

 8 Which one of the four traps of spending on a credit 
card do you consider the most dangerous? Give 
reasons for your answer.

 9 ‘Unwise consumers, and not the easy access to  
credit, are to blame for debt problems.’ Give reasons 
why you agree or disagree with this statement.

Communicate
10 Draw a cartoon explaining the consequences of poor 

financial management.

11 Use the Coles Group Card weblink in your eBookPLUS 
and find the following information:
(a) the interest rates on the card and how they vary
(b) card benefits
(c) how repayments are made and the minimum 

repayment.

Glossary
garnisheed when a certain amount of money can 
be taken out of a borrower’s wages

,

h

.

g

CONSOLIDATE

LIVE YOUR LIFE, USING CREDIT SENSIBLY

Credit cards are a handy way of paying for goods and services,
but we must be able to afford them before we begin to use them. 

Plan your purchases and budget your money so that you can
keep track of your finances. 

Do you have many different types of loans ? You may have a credit card
a store card, a personal loan and a mortgage. For some people, debt

consolidation is the best way to get out of the mess of trying to repay
many different types of credit at high interest rates.

Debt consolidation means to use a single form of debt  to pay for the
credit cards, store cards and personal loan. The form of debt is normally

a mortgage, because it has the lowest interest rate. Then, all
repayments can go into paying one form of debt.    

THE TRAPS OF SPENDING ON A CREDIT CARD

1. Impulse buying rather than planning your purchase. You may
buy more than you intended, or purchase a more expensive item.

2. An inability to pay back the debt by the due date. Some
credit cards allow you 15–55 days interest free. If you cannot
pay within that time, you will be charged interest.

3. Having to pay interest on a credit card, plus any other
transaction fees.
Thinking that you are wealthier than you actually are. 4.

TAKE CONTROL OF YOUR CREDIT CARD
What should you know about your credit card?
1. What is the interest rate?
2. Do you have interest-free days?
3. Do you pay an annual fee? How much is it?

hen are the repayments due?
5. What happens if you miss the repayment? Are there charges?
6. What is your limit? Do you need a limit this high?
7. Shop around. Are there other cards that offer cheaper rates?

4. .W

HOW DO YOU REPAY DEBT?

Revolver
akes repayment on

their credit card each
month, on time 
epays only the minimum

amount each month
• needs a card with a low

interest rate.  

Transactor
• pays the full balance off 

their card each mont
• needs a card with a long

interest-free period (e.g
55 days) — this means
they can avoid incurrin
any interest.  

•m•m

•m•r
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Consequences of poor financial 
management (2)

2.10

Legal consequences
Any money you owe is a debt. The person who 
owes the money is called a debtor or borrower 
and the creditor is the person who is owed the 
money. As a debtor, you have certain liabilities 
or obligations to the creditor. These obligations 
must be fulfilled. Failure to do so will result in the 
creditor taking legal action against you to recover 
the money owed.

Social consequences
The financial pressures created by being 
overcommitted may have a number of social 
consequences. The pressure of debt may cause 
stress at home and work. As the debts mount up, a 
person can feel as if they are caught in a spiral with 
no way out. This can seriously affect their wellbeing. 
Pressures of debt are seen as an important cause of 
domestic violence, physical and emotional illness, 
family breakdown and even suicide.

what if I cannot repay  
my loan?
Ignoring the problem will only make it worse. 
Therefore you should contact the lender as soon as 
possible to explain your situation. If you receive a 
default notice, or legal proceedings have started, 
you need to seek advice from a lawyer or financial 
counsellor.

There are a number of options available to you if 
you are in this position. These are:

1 Pay the amount owing.  
Clear the debt by the due date listed on the default 
notice.

2 Negotiate a change in your repayments.  
Seek the assistance of a financial counsellor to help you 
with this.

3 Apply for a hardship variation.  
You may be eligible for this even if the lender does not 
want to negotiate.

4 Negotiate a postponement of repossession.  
You may be able to stop the repossession of your goods 
while negotiating a new payment plan. 

5 Refinance the loan.  
Try to get a better deal on a new loan.

6 Sell your goods and repay the loan.  
You do need the lender’s approval for this.

7 Voluntary surrender.  
Give the goods to the lender and ask them to sell them. 
The price will normally be lower than if you sell them 
yourself.

8 Apply for bankruptcy.  
Use this option only as a last resort as it has serious 
consequences.

Case study
Nick’s car loan
Nick left the bank feeling pleased 
that his loan had finally been 
approved and he could buy that new 
car. Nick was sure he was doing the 
right thing.
 However, Nick lost his job and 
this forced him further into debt. 
Eventually, Nick was unable to pay 
any of his debts. He decided the only 
way out was to apply to the courts 
to be declared bankrupt. This meant that some of his 
goods, including his much-loved car, could be sold off so 
the creditors could receive some of their money back. 
 Nick also discovered that being declared bankrupt 
could permanently affect his ability to get credit in 
the future. Nick’s bankruptcy was also on the public 
record as it would be listed on his credit report for 
seven years. Once declared bankrupt, Nick remained 
legally classified as bankrupt for three years, and a 
trustee was appointed by the court to take control of 
his spending. 
 While Nick realised bankruptcy was not a quick 
and easy way of getting out of debt, it did offer him 
another chance.

Com fact
Approximately 25  000 people declare themselves 
bankrupt each year. 
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Financial counselling
If you find yourself in financial difficulty with 
credit, contact either the Financial Counsellors’ 
Association of NSW (FCAN) or the Consumer 
Credit Legal Centre (CCLC). These voluntary 
organisations are staffed by financial counsellors 
and advocates, who aim to assist people in 
managing their finances. They offer free advice 
on dealing with a range of financial issues 
including bankruptcy, credit card debt and rental 
problems. 

The Consumer Credit Legal Centre (NSW) Inc. is a community 
legal centre which has a particular focus on issues that affect 
low-income and disadvantaged consumers. 

Debt collectors
If you fall behind with your payments, your debt 
may be transferred to a debt collector: a business 
that operates to recover money that is owed on 
overdue accounts, for which they are paid a fee. 
You will then owe the debt to that business. It is 
important to get financial advice if you receive a 
letter demanding payment. 

Credit bureaus
Credit bureaus such as Veda Advantage — which 
has the country’s largest database of credit files for 
more than 16.5 million consumers — hold details 
of people’s credit history. The bureau assists its 
members in deciding whether to accept or reject 
credit applications. The consumer who fails to pay 
her or his accounts at one business usually finds 
credit will be refused at other businesses.

The following information is usually recorded on 
a consumer’s credit file: 
•	 previously overdue accounts which have been 

brought up to date or settled 
•	 court judgements or bankruptcy orders 

Glossary
bankrupt when a person is judged by a court to be 
insolvent; i.e. unable to pay her or his debts

credit bureau an organisation that keeps on file 
the credit records of consumers

creditor a person who is owed money

debtor a person who owes money

default notice a document from a lender stating 
that a person has failed to carry out the terms of the 
contract

Activities
Understand
1 What is the difference between a debtor and a 

creditor?
2 Define the term ‘bankrupt’.
3 (a) What is a default notice?

(b) What should you do if you receive a default 
notice?

4 What is the first thing a person should do if she or 
he is unable to make a repayment on time?

5 Which one of the eight options (on page 60) would 
you select if you were unable to repay your loan? 
Give reasons for your selection.

6 Outline the role of a credit bureau.

Communicate
7 You have been employed as a finance reporter 

with the local newspaper. You are asked to 
prepare an article about the problems consumers 
can find themselves in because of poor financial 
management. The headline of your article is ‘Caught 
in the debt trap’. Share your article with other class 
members.

8 In small groups, roleplay a situation where you 
approach a lender for help with your inability to 
meet the repayments on your personal loan. You 
may wish to video the roleplays and view and 
discuss them as a class.

9 Prepare a flow chart on ‘Dealing with debt’. Be sure 
to refer to repossession and financial counselling. 
To help you, use the Redfern Legal Centre or the 
Consumer Credit Legal Centre weblinks in your 
eBookPLUS.

•	 records of some current credit accounts 
•	 records of any previous application for credit
•	 any previous defaults with members of the 

bureau.
Individuals can apply to a credit bureau to see a 

copy of their credit file.
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2.11

Sources of financial advice
Throughout your life you will need to 
make informed financial decisions and 
often need up-to-date specialist advice 
to ensure you understand the impact of 
these decisions on your financial future. 
As well, the world of finance is complex 
with many ways of investing your money, 
from relatively simple term deposits to 
complicated financial derivatives. With 
so many options available, it is difficult 
to select the most suitable one. You need 
expert financial advice. 

the financial services 
industry
There is a wide variety of financial 
organisations that would like to 
look after your money. Each type of 
organisation offers a different type of 
financial advice and service. 

Financial services
organisations

Banks

Building
societies

Credit
unions

Insurance
companies

Stock-
broker

Financial
planner

Estate
planning

Insurance

Wealth creation
strategies

Investment
reviews

Online
broking

Taxation
planning

Investment
planning

Financial
planning

Retirement
planning

Superannuation

Loans

Rollover
funds

Services offered

Organisations and services of the financial services industry

Case study
Tamzin is with some friends at a café.
Tamzin: What do you think I should do with the $50  000 
redundancy payment I recently received? I don’t want 
to waste it. Do you think I should put some into 
superannuation?
Steve: Why don’t you talk to a stockbroker about 
investing it in the share market? I know a friend who can 
help you.
Tamzin: No, shares seem too risky. This money has to last 
for quite a while. I want something a bit safer.
Luke: Recently, my brother went to a financial planner 
attached to one of the big banks. He said this adviser 
gave him good advice.
Tamzin: Yes, but I’ve heard they charge a lot for their 
service.
Luke: He said the first interview was free.
Steve: Why don’t you go and see your accountant? She might 
be able to give you some advice or tell you who to see.
Tamzin: I guess so. Last Saturday, I looked in the 
financial pages of the newspaper but it’s so confusing! I 
did a search on the internet for financial advisers and got 
about 6500 hits!

Getting the right advice can sometimes be difficult.

Luke: It seems to me you need expert advice. Why not 
access the Financial Planners of Australia website and 
find a local financial planner? Or contact your bank and 
ask for some brochures on financial planning?
Steve: I saw a TV ad last night for an insurance company 
called Northcorp, which said it specialised in wealth 
creation and financial advice. Why don’t you contact them?
Tamzin: Yeah, I’ll think about it.
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Banks are the most widely recognised 
organisations within the financial services industry. 
Over recent years, they have developed many new 
financial products and provide a range of financial 
planning services.

responsibilities and legal 
obligations of lenders and 
financial advisers
Any advice provided by a licensed financial 
planner/adviser or proposal from a lender must:
1. be realistic and suit your needs
2. be honest, fair and reasonable
3. take into account your long-term goals and 

present financial position
4. follow strict legal safeguards, such as a cooling 

off period, if applicable.

A financial planner should regularly review your plan to 
ensure that it suits your current and future needs.

Additionally, all licensed financial planners/
advisers must:
 1. hold a current licence from the Australian 

Securities and Investments Commission (ASIC) 
or be employed by a licence holder

 2. supply you with a copy of the Financial 
Services Guide, which outlines how the adviser 
is paid and who the adviser works for

 3. advise you how complaints will be handled
 4. renew your agreement to ongoing fees every 

two years

 5. provide you with a product disclosure 
statement (PDS) informing you of the risk, 
cost and features of the financial product, and 
providing taxation information

 6. advise you of the total costs or fees charged, 
showing any commission gained by the adviser

 7. determine your attitude to risk
 8. provide you with a written copy of any plans, 

recommendations and receipts for any money 
paid

 9. abide by full confidentiality with your financial 
details

10. inform you of their qualifications and experience
11. act ethically and professionally.

Ultimately, a licensed financial planner/adviser 
can, by helping you manage your assets, maximise 
your net worth over time. They do this by:
•	 interpreting and explaining complex financial 

issues including appropriate tax structures
•	 identifying your short- and long-term goals
•	 preparing a financial plan customised to your 

specific needs.

Activities
Understand
1 List the financial organisations referred to in the 

conversation between Tamzin and her friends.
2 If you were Tamzin, what would you do in regard to 

seeking financial advice? Why?

Think
3 Imagine you are going to interview the loans manager 

at a local financial organisation. Draw up a table 
with two columns in your notebook. In the left-hand 
column, write a list of questions you would ask the 
manager about the loan. In the right-hand column, 
write a list of questions the manager would ask you if 
you were applying for a loan.

4 Why must any financial advice or loan proposal 
take into account your long-term goals and present 
financial position?

5 Why should consumers be aware of the 
responsibilities and legal obligations of financial 
advisers and lenders? 

Communicate
6 Take cuttings from the financial pages of a 

newspaper and make a collage illustrating the range 
of financial organisations and the services they 
offer. Display your collages in the classroom.

7 Use the NAB Financial Health Check weblink in 
your eBookPLUS and complete the financial health 
check to determine how financial planning can 
benefit you.
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Laws that regulate and monitor 
the financial services industry

2.12

The Australian Securities and Investments 
Commission (ASIC) is responsible for:
•	 monitoring the financial services industry
•	 monitoring the provision of financial services 

such as investment advice 
•	 providing consumer protection in financial services 

including shares, managed funds, superannuation, 
insurance, credit and deposit taking. 
As a consumer or investor, you can access free, 

independent information about money matters 
through ASIC’s consumer website. Use MoneySmart 
to help find lost money, or MoneySmart’s calculators 
to compare products, test advice and help plan your 
financial future.

Key tips for getting advice
1  Deal only with a licensed financial advisory 

business.
2  Take the time to find the best person for your 

needs.
3  Make sure the advice suits you and offers 

value for money.

Some tips from ASIC to help consumers with their  
financial planning

the Financial Services Reform 
Act (FSRA) 2001 
The federal government’s Financial Services Reform 
Act (FSRA) 2001 extensively reformed the financial 
services industry. Administered and monitored 
by ASIC, this law resulted in three key changes 
to consumer laws that protect individuals buying 
financial products. The changes are:
1. provision of a product disclosure statement 

(PDS)
2. licensing of all financial organisations
3. licensing of financial planners.

This Act also sets out the minimum standards of 
conduct for financial advisers. The most important 
element for consumers is the full disclosure 
measures contained in the product disclosure 
statement. Included in the PDS are:
1. information on risks
2. the level of fees charged
3. a full description of the financial product
4. tax information.

You must receive a copy of a PDS before 
making any final agreement. As well, there are 
strict regulations making it unlawful for financial 

MoneySmart — ASIC’s website that provides information to help people make 
smart choices about their personal finances 

organisations and advisers 
to use false or misleading 
information. The PDS makes 
it easier for consumers to 
compare financial products, 
making it possible to select the 
financial service that best suits 
their needs. 

If you purchase managed 
funds, superannuation, life 
insurance or general insurance, 
you generally get a 14-day 
cooling-off period in case you 
change your mind and want 
your money back. There are 
some exceptions, such as buying 
shares.
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National Consumer Protection 
Act 2009
The National Consumer Credit Protection Act 2009 
(Cwlth) establishes a single, standard, national 
system for the regulation of consumer credit. As 
part of this, state and territory governments have 
adopted the National Consumer Credit Code, which 
improves consumer protection for a wide range of 
credit activities by requiring:
•	 credit transactions and practices be standardised 

across Australia 
•	 responsible lending conduct to ensure 

consumers are not enticed into credit contracts 
they cannot afford 

•	 information to be presented in a clear and easy-
to-understand format

•	 lenders not to increase credit card limits to 
customers who they know would find it difficult 
to manage a higher limit

•	 the stopping of exploitative practices by 
predatory lenders, such as using household items 
as security for cash loans 

•	 lenders to truthfully disclose all fees, 
commission and interest rates in a written 
contract.
The Code also protects consumers if they get 

into difficulty with their credit. For example, if 
you lose your job or are sick, you can ask to have 
your contract changed so that you can better 
meet your repayments.

The Australian Securities and Investments 
Commission (ASIC) manages external dispute 
resolution (EDR) schemes for consumers who 
have a complaint about a possible breach of the 
Code.

the Future of Financial Advice 
(FoFA) legislation
In 2012, the Future of Financial Advice (FoFA) 
package of legislation was passed by the federal 
government, which provides greater protection for 
investors by tightening up on the:
•	 duties and commission payments of financial 

planners
•	 types of products they are allowed to recommend 

to customers.
FoFA requires financial advisers to send a 

renewal notice to clients every two years. This 
reduces the risk of clients paying ongoing fees 
unknowingly for services they are not getting. Most 
importantly, FoFA also requires that a financial 
adviser must act in the best interests of the client, 
even if it is in conflict with the interests of their 
company or products.

Com fact
The National Consumer Credit Code is based on the 
concept of truth-in-lending which allows borrowers to 
make informed choices when purchasing credit.

Activities
Understand
1 Complete the statements in your notebook by 

selecting the correct words from the list below.

risk
ASIC
Code

product disclosure
dispute
fees 

(a)  has the function of monitoring 
the financial services industry.

(b) A  statement must be given to 
a consumer before she or he makes a final 
agreement.

(c) Consumers must be informed of the  
involved with any investment advice or product 
and the level of  to be charged.

(d) ASIC manages external  resolution 
(EDR) schemes for consumers who have a 
complaint about a possible breach of the 
National Consumer Credit .

2 (a) What do the letters PDS represent?
(b) What information is contained in a PDS?

3 Outline the main roles of the: 
(a) National Consumer Credit Code
(b) FoFA legislation.

Think
4 In small groups, brainstorm these questions:

(a) Why was a new law dealing with financial 
information and advice needed?

(b) What are the benefits of the FSRA and FoFA to 
consumers?

(c) Why is the concept of truth-in-lending an 
essential feature of consumer credit?

5 Use the ASIC weblink in your eBookPLUS to find 
out more about the role of the Australian Securities 
and Investments Commission. Use the navigation 
tools to look for interesting articles contained in 
the ASIC and consumers section.

6 Locate a financial adviser in the Yellow Pages and 
use the FPA weblink in your eBookPLUS to find out 
if they are accredited by the Financial Planning 
Association.

 Student workbook 2.6 Financial scavenger hunt
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Investing money

2.13

Before you complete these pages, assess your 
attitude to saving and investing. Decide whether 
you agree, disagree or are undecided for each of 
the following statements. Keep a record of your 
responses.

Agree Disagree Undecided

1. Saving and investing are 
possible only if you are 
rich.

2. Every person should save at 
least 10 per cent of her or 
his income.

3. For most people, financial 
security depends mainly 
on a long-term saving and 
investment plan.

4. Because people can access 
the old age pension, they 
do not need long-term 
investment plans.

5. Saving only a small amount 
each week is worthwhile.

6. Instead of saving and 
investing for the future, 
a person is better off 
spending the money and 
enjoying it while they can.

7. Individuals should try to 
achieve the highest rate of 
return on their money and 
not be concerned about the 
level of risk.

If you check the responses of other students, 
you may find they are different from yours. This 
is because people have a variety of attitudes to 
financial security. However, regardless of what it 
may mean to you, it is important to make plans for 
it early in life.

what is investment?
Investment is a type of saving, but it is more than 
just saving. It is the next step after saving. 

Some people do not spend all of their income on 
their immediate needs but save some of it. These 
savings are the beginning of investment because 
investment means putting money into something in 
order to make a profit. 

Money not invested eventually loses its value.

Suppose you put all the money you save under 
your mattress. If you do, as prices rise over time 
(inflation) your money loses some of its value; 
that is, it can buy less than previously. Your money 
is not ‘working’ for you. If, however, you put your 
savings into some type of investment, you are 
putting your money to work and it will grow — 
your money will go further.

Com fact
If inflation continues at 10 per cent over a 10-year period, 
every $1000 of your money will be reduced to $348. If 
your money is not earning interest, inflation will cut its 
spending power by about 65 per cent over that time.

Naturally, how much you are able to save at 
one time will limit your choice of an investment. 
Some investments require a large initial outlay of 
money. A savings account, on the other hand, is 
one investment in reach of everyone who can save 
anything at all. At most banks, credit unions and 
building societies, a savings account can be opened 
with a few dollars.

As your savings grow, you may want them 
to work harder and give you a higher return. 
Consequently, you may look for more profitable 
ways to invest your money. Remember though, 
make sure you avoid the few sharks out there 
circling and waiting to entice you into their risky 
scams.
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Activities
Understand
1 Why is a savings account a good investment for 

anyone who can save only a small amount at a time?
2 Explain the effect that inflation has on the value of 

your money.
3 What are the three main reasons for investing?
4 Describe the relationship between saving and 

investment.
5 Now that you have completed these pages, revisit 

the opening statements on page 66. For a second 
time, record your response to each statement and 
note any difference from your first attempt.
(a) Have you changed any responses? If so, why?
(b) What does this tell you about changing an 

individual’s attitude to saving and investing?

Think
6 Why is it wise for young people to start saving and 

investing as soon as possible?
7 A friend says that he does not save regularly 

because the amount he could afford to save is too 
small. Is this a good reason? Why or why not?

8 What is meant by the expression ‘It takes money to 
make money’?

9 ‘Saving and investing require individuals to give 
up something now so they can gain more in the 
future.’ Explain.

 Student workbook 2.7 Generation Y and the  
Six Thinking Hats

Case study
Share scams
Rosa became involved in the Share Market Game at school 
and from there developed an interest in shares. So when 
she was told about a company that had developed a new 
share computer package, Rosa invested all her savings 
from her part-time job at McDonald’s. It cost her $3000 
to buy the share software, and another $2000 to invest in 
shares in the company. Rosa was assured that the share 
software was a ‘sure thing’ and would alert her to the 
companies that would only increase in value.
 Rosa soon discovered that there are no guarantees 
with the share market. She borrowed money from her 
parents to invest in a mining company that went broke a 
few weeks later, and learned the hard way that the share 
software did not always highlight sharemarket winners. 

She tried to contact the software company, but discovered 
that her initial $3000 had been invested in an overseas 
company that did not exist.

Come on, Fred! Just give her the 
software and get the $5000. 
We’ve got to get this 
money off-shore so that 
we can ‘guarantee’ the 
investment.

reasons for investing
There are three main reasons why people want to 
invest and improve their financial situation.

Major purchases
Most people have to save for expensive items such 
as a car or house. Regardless of how small the 
amount invested, in time these small amounts will 
grow into larger sums.

Extra income
By investing, you can gain extra income. For 
example, if you purchase some shares in a 
company and the company makes a profit for the 
year, then you will normally receive a dividend. 

Retirement
People want to invest so they can have a financially 
secure life in their old age. By investing, they can 
safeguard their future welfare.

Today, many people plan to retire in their mid-
to-late fifties. Coupled with improved health 
which results in people living longer, this means 
that some Australians will spend more time in 
retirement than in the workforce. Consequently, 
they need to plan early and invest wisely.

Glossary
investment putting money into something in order 
to make a profit
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overview of 
investment 
options

2.14

Play it safe or take a risk? 
The simple rule with investing is that the higher 
the promised rate of return, the higher the risk. If 
an institution promises you a return of 20 per cent 
per annum on your investment, this would be an 
excellent result (you invest $1000 today and have 
$1200 this time next year). The reality is that such 
investments are sometimes risky, because your 
money is placed into markets that may be subject 
to wide fluctuations (rises and falls).

Most investors try to achieve a balanced 
portfolio (range of investments). They take a 
risk on some investments that could fetch higher 
returns, while playing it safe in other areas.

types of investments
There are four main types of investments available.
1. Shares involve purchasing equities, which 

represent a small slice of the ownership of 
a company. In return for your holding in the 
company, you are paid a dividend, which is 
money paid to you by the company based on its 
performance. The higher the profit, generally the 
better the dividends received.

Shares are usually purchased online or 
through a stockbroker, who arranges the 
purchase of shares via electronic share dealing 
processes. Investors can find out how their 
shares are performing by examining the All 
Ordinaries Index, which is a summary of each 
day’s share trading in our major companies. 
The Index is drawn from the share prices of 
about 500 major Australian companies and is the 
principal means used to measure sharemarket 
performance in any one day.

2. Property involves purchasing land or buildings 
in the expectation that they will increase in 
value over time — known as capital appreciation. 
People who buy land may not receive any annual 
income from the investment, whereas purchasing 

a property and then renting it generates income 
for the investor.

3. Managed funds are available through major 
financial institutions and they usually offer a 
higher rate of return than term deposits. The 
reason for this is that your money is placed in 
both high-risk and low-risk investments. If the 
high-risk investment ‘pays off’ you can expect a 
good result overall.

4. Superannuation has become very popular in 
Australia and most employees are now required 
to join a ‘super fund’. The aim of superannuation 
is to set aside a percentage of your income 
each year to contribute towards your income 
when you retire. While you are free to make 
voluntary contributions, it is now compulsory for 
employers to pay an additional 9 per cent of your 
gross earnings into your super fund.

Many people have lost their 
life savings in ‘get-rich-quick’ 
schemes that did not work.
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Choose investments carefully
Some investments are suitable for long-term goals 
but not for short-term ones. Some require a large 
outlay of money all at one time. Others provide 
an opportunity for the small investor. With some 
investments, you can get your money back almost 
anytime you want it. With others you might have to 
wait or lose part of the money you have invested. 

The less money a person has to invest, the less 
risk she or he can afford to take. That is why many 
first-time investors select an investment option that 
offers the greatest safety for their money. Someone 
who already has one or more safe investments 
may be willing to risk some money in the hope 
of making a gain. If the investment proves a 
failure, then they still have some others to 
fall back on.

Ultimately, whether an investment 
is a wise or unwise choice depends 
on the circumstances of the 
investor.

Com fact
Words of wisdom from a wise investor: ‘Never buy 
shares with money you can’t afford to lose’.

Glossary
equities stocks and shares held by an individual

portfolio a range of low-risk and high-risk financial 
investments

Activities
Understand
 1 What is meant by the terms ‘equities’ and ‘portfolio’?
 2 Explain the relationship that exists between the 

rate of return (the interest rate payable) on an 
investment and the degree of risk involved.

 3 What is the All Ordinaries Index? What purpose 
does it serve in helping people to decide whether 
to buy shares?

 4 Which of the four main types of investments do 
you most prefer? Why?

 5 Why should your first investment be one that 
provides the greatest safety for your money?

 6 What determines whether a particular investment 
is wise or unwise?

 7 List the main reasons why some investors fail to 
obtain the best return on their money.

Think
 8 Would you expect the return to be higher or lower on 

a safe investment? Explain.
 9 Some people say that there is no such thing as a 

‘perfect’ investment. Explain why.

Investigate 
10 Suppose you have $40  000 to invest in shares. Using 

the stockmarket report in a newspaper, choose three 
companies to invest in. Use the database below to 
record your transactions. 
(a) At the end of each week, modify the portfolio 

using changes in share prices.
(b) At the end of the four-week period, sell all your 

shares.
(c) Calculate your total gain or loss at the end of 

the four weeks.

 Student workbook 2.8 Reading a stockmarket report

Company name Purchase price
Number of shares 

bought

Amount paid 
(Price × number 

of shares bought) Date sold Selling price

Amount received 
(Price × number 
of shares sold)

1.

2.

3.

Total amount invested: $ ; Total proceeds from sales: $ ; Gains or losses: $ .

why do some investments fail?
Some investors fail to obtain the best return on 
their money for the following reasons:
•	 They may be inexperienced and fail to carry out 

sufficient research into the range of investment 
options.

•	 They may be poorly advised, especially if the 
advice comes from a friend who is a novice in 
regard to investing.

•	 Economic conditions may change, 
resulting in some investments 
becoming more attractive and others 
less so.

•	 They do not regularly check the return 
on their investments and consequently 
miss out on better performing 
investment options.

•	 They do not keep up-to-date or 
adequate records.
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Check

Earning an income
 1 Copy the following list into your notebook. 

Write next to each occupation the usual income 
type the occupation falls into.
(a) Teacher
(b) Labourer 
(c) Self-employed electrician 
(d) Accountant
(e) Shareholder
(f) Elderly retired person
(g) Pop group
(h) Landlord

Spending and saving income
 2 Briefly outline the reasons why people save.
 3 List three fixed and three variable expenses.
 4 Why are variable expenses easier to modify 

than fixed expenses?
 5 Complete these sentences:

(a) You should save part of your income 
because  .  .  .

(b) Preparing a budget should help me  .  .  .
(c) To stop money ‘burning a hole in my pocket’ 

I can  .  .  .
(d) Saving money is sometimes difficult 

because  .  .  .

Borrowing money
 6 Who are the two parties to every credit 

transaction?
 7 How does a person establish a credit rating?
 8 Study the photographs at right and explain 

which type of loan is best suited for each 
item.

 9 Do you think teenagers should have credit 
card accounts? Why?

Managing finances
10 What may a person lose in addition to the 

goods if she or he fails to keep up the payments 
on a personal loan?

11 Draw a diagram to show how insurance shares 
the risk between policyholders.

12 Give examples of different kinds of risk that 
may be covered by insurance.

Investing money
13 Explain the relationship between risk and 

return.
14 Why is it advisable to have a balanced portfolio 

(range of investments)?
15 Why are some people willing to buy risky 

investments?

Which type of loan might be best for each of these 
situations?
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Challenge

Personal finance
16 Collect some articles on Australian consumer 

debt from newspapers or the internet. Select 
one of the articles and read it carefully. Make 
up your own comprehension questions on the 
article. Swap these with another student and 
answer her or his questions.

17 Complete the following tips.

18 Financial organisations that offer savings 
accounts do not all pay the same rates of interest. 
Why don’t all consumers always deposit money 
where it will gain the highest rate of return?

19 Use a spreadsheet to prepare your monthly 
budget. Do you save money or spend it all? 
Suggest how your budget could be improved.

20 Write a letter or email to the editor of a 
newspaper, arguing either for or against 
restrictions on credit facilities for teenagers.

21 Write a story in which you imagine that you 
are unable to pay your mobile phone account. 
Explain how you came to be in this position 
and what you plan to do. 

22 Fleur recently received an inheritance of $5000. 
She would like to invest in some shares but she 
is unsure how to go about it. Explain to Fleur the 
process by which shares are bought and sold 
using either a stockbroker or electronic trading.

23 You should only buy shares with money you 
can afford to lose. Do you agree or disagree 
with this statement. Why?

24 Prepare a database of organisations that 
provide advice for people who are experiencing 
difficulties with credit.

25 The Choi family is typical of many Australian 
families. Let’s meet them.

Father (Alex) Engineer — earns $1000 per week (net)

Mother (Angela) Part-time nurse/home duties — earns $200 per 
week (net)

Matthew Eldest child — aged 11 years

Daniel Youngest child — aged 6 years

A few key facts about the  
Choi family:
•	 They live in a home valued at $420  000.
•	 They have two cars, and bank accounts totalling 

$1800.
•	 They have a mortgage of $180  000 and pay 

$1200 per month to the bank.
•	 Alex has just been retrenched from his job. He 

received a termination payment of $100  000.
•	 A friend has offered Alex a share in a new company 

he is forming. Alex’s entire termination payment 
would be used to start the operation.

The current state of the financial 
markets:
•	 Interest rates are expected to rise over the next 

12 months.
•	 Managed funds can earn a return of between 5 and 

6 per cent, but the rates fluctuate depending on 
international trends and events.

•	 The All Ordinaries Index has performed strongly 
over the past three months, but events such as 
threats of terrorism have seen shareholders become 
nervous.

•	 Superannuation is returning a rate of between 
2 and 4 per cent due to heavy losses by super funds 
on overseas investments.

The Chois have come to you for advice. Prepare 
a 300-word report for them, setting out the 
following:
(a) the current state of the financial markets
(b) your recommendation for the best way(s) to 

invest the $100  000
(c) an explanation as to whether the strategies 

that you are adopting are high, medium or 
low risk.

 Student workbook 2.9 Ups and downs

 Student workbook 2.10 Going guarantor

 Student workbook 2.11 Wrap up!
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must complete a monthly budget for Madison using the 
information below. Ensure you use correct formulas 

to calculate the totals. Print the budget 
once you have completed it and 

make sure that you submit this 
with your final project.

 Madison is a Functions 
Coordinator for a luxury 

international hotel and earns a 
salary of $50 000 net. She is lucky 

that she lives at home; paying her 
parents $100 a week for board. She 

has recently bought a new car and 
has a monthly repayment of $280. 

In addition to this, she pays $70 a 
month for her car insurance. She has 

calculated that every month she spends 
about $200 on fuel and car maintenance. 

Madison eats out for lunch every working 
day, on average spending about $15. She 

has also calculated that she spends about 
$400 a month on clothes and about $200 
on entertainment. Added to these expenses 
is the cost of a mobile phone on a $75 
monthly plan and a private health insurance 
plan that costs $47 a month.
3. Help Madison to finance her wedding, 

based on the following information:
Madison is yet to save any money at all 

towards her wedding. the wedding planner 
has estimated that this most important day 
will cost about $14 000 in total. Madison 
and her fiancé will share the cost equally.

Look at the budget you created for 
Madison and calculate how much money 
she could save in the next four months. 
Navigate to the Media Centre and open the 
‘Recommendations to Madison McMulligan 
Template’. Refer to Part 2 of the template 
and outline how much money you believe 
Madison could save, as well as your 
recommendations for some cutbacks in 
Madison’s expenses.

Smart financial  
management

Searchlight ID: PRO-0132 

Scenario
You are an experienced financial adviser and a 
client has come to you looking for advice on how to 
maximise her financial situation. Madison is a young 
professional who is planning her wedding, which 
is to be held in four months’ time. Madison and 
her fiancé, Taylor, are planning to buy a house 
within the next two years. Madison’s job as a 
Function Coordinator is well paid and she prides 
herself on being very well organised not only 
in her personal life, but also in her money 
management.  In your role as a financial 
adviser, you must take into account your 
client’s short, medium and long-term financial 
goals, before making a recommendation.  

task
Madison has a number of goals with 
varying time frames for achievement. To 
offer her sound advice, you will need 
to gather information from a variety of 
sources about different types of credit 
cards, personal loans and term deposits. 
You are provided with information about 
Madison’s financial situation, her goals 
for the future and a video interview with 
Madison. You must provide Madison with 
a recommendation on how she should 
proceed in order to reach her goals.

Process
1. Form a group with other members of 

your class. Open up your ProjectsPLUS 
application for this chapter, located in 
your eBookPLUS. View the Project Brief 
and then click the ‘Start new project’ 
button and set up your project group. 
Save your settings and the project will 
be launched.

2. Navigate to your Media Centre, and 
open the ‘Monthly Budget for Madison 
McMulligan’ template. Using the 
spreadsheet template provided, you

eBookpluseBookplus Using ICT
Name: Madison McMulligan 

Age: 24

Education: BA Hospitality Management

Employment: Function Coordinator,  

 
Luxury International Hotel  

 
Group (Full-time)

Income: $50 000 per year (gross)  

 
plus superannuation

72 New Concepts in Commerce
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DIGITAL
resources for this chapter

Your ProjectsPLUS application is available in the 
Student Resources section inside your eBookPLUS. Visit 
www.jacplus.com.au to locate your digital resources.

Suggested software
•	 ProjectsPLUS
•	 Microsoft Word
•	 Excel

Media centre
Your Media Centre contains:
•	 a video interview with Madison McMulligan 
•	 a ‘Recommendations to Madison McMulligan’ 

template
•	 an assessment rubric.

4. If she looks like running out of time, she may need 
to find another source of finance. Use the internet to 
find a range of credit card and personal loan options 
for Madison and enter your findings as articles 
under these topics in your Research Forum. Refer 
to the weblinks provided in the Media Centre to get 
you started. You can view and comment on other 
group members’ articles and rate the options they 
have entered. When you have decided on the best 
credit card and best personal loan, refer to Part 3 
of the ’Recommendations to Madison McMulligan 
Template‘. Complete the table provided and then 
make recommendations on what Madison should do 
to finance her wedding.

5. After the wedding, Madison and Taylor will be 
concentrating on saving their pooled money to buy 
their first home. As their financial advisor, your role is 
to propose the best type of term deposit. Research the 
term deposit options that are currently available from 
Australia’s lending institutions and enter your findings 
as articles under the ’Term Deposits‘ topic in your 
Research Forum. Refer to the weblinks provided in the 
Media Centre to get you started. Rate and comment 
on the options that have been entered. 

  As a group, decide on the best option and then 
refer to Part 4 of your ’Recommendations to Madison 
McMulligan template’ where you will need to propose 
and justify which term deposit Madison should use.

6. Print the Research Report, Monthly Budget for 
Madison McMulligan and Recommendations to 
Madison McMulligan documents and submit them to 
your teacher

SHAre MArket bASICS
Many Australian’s choose to invest their money in 
shares. Buying shares in a company means that 
you are investing in its future. As the value of a 
company’s shares goes up or down, so too does 
the value of your investment. Owning shares also 
means that you benefit from the company’s profits, 
which can be given to you as dividends or as extra 
shares. Shares are bought and sold in a share 
market. This video eLesson will help you understand 
how a share market works and teach you the skills 
you need to read a share market chart.

Searchlight ID: eles-0256

reveLAtIon: tYPeS oF InCoMe
There are many different ways that people can 
earn an income. This interactive Revelation 
game will challenge you to identify the main 
types of income. Success rewards you with a fun 
animation.

Searchlight ID: int-3071

LOW RES
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