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Executive Summary 

Responsible lending obligations are a cornerstone of consumer protection in Australia’s 
retail banking sector. They guide banks and lenders to act with care, fairness, and a strong 
focus on what’s best for the customer—ensuring that any loan offered is both suitable and 
genuinely affordable. At its heart, responsible lending is about helping people borrow 
confidently, knowing they won’t be placed under financial stress. This case study captures 
what I’ve learned about these obligations as someone new to banking. It looks at the key 
rules under the National Consumer Credit Protection Act 2009, the everyday practices like 
checking income and expenses, and how these principles apply in real lending scenarios—
such as home loans, personal loans, and credit cards. 
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Summary of Key Points: 

• Responsible Lending Defined: Lenders must not offer or suggest a loan that is 
unsuitable for the customer. Suitability means the loan meets the borrower’s 
requirements and objectives and can be repaid without substantial hardship. The 
focus is on the customer’s well-being, not just the bank’s risk. 

• Legal Framework: In Australia, responsible lending is mandated by law (Chapter 3 
of the National Consumer Credit Protection Act 2009) and enforced by ASIC. Banks 
and licensed lenders are legally obliged to make reasonable inquiries into a 
borrower’s financial situation and needs, verify the information, and assess that the 
credit is “not unsuitable” before approval. 

• Practical Application: The case study walks through a fictional customer loan 
application illustrating how a bank officer would collect and verify information, use 
tools like serviceability calculators and benchmarks, and decide whether to 
approve the loan or adjust the terms.  

• Challenges: Meeting responsible lending obligations can be challenging in practice. 
Common issues include obtaining accurate information from customers, balancing 
thorough checks with prompt service, dealing with complex and staying compliant 
with evolving regulations. These are discussed along with strategies to manage 
them. 

• Consequences and Importance: Non-compliance can lead to severe 
consequences, including regulatory penalties (multi-million dollar fines), legal 
actions, reputational damage, and, most importantly, potential harm to customers. 
Conversely, following responsible lending practices builds trust, protects both the 
customer and the bank, and contributes to long-term financial stability. 

• Recommendations for New Bankers: The report concludes with practical tips for 
new banking professionals, emphasizing diligence, customer-centric thinking, use 
of available tools/training, and asking for guidance when in doubt. By internalizing 
responsible lending principles, new bankers can confidently help customers borrow 
within their means and achieve their goals responsibly. 
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Introduction to Responsible Lending 

Responsible lending means providing credit in a manner that is fair, transparent, and suited 
to the borrower's situation. In essence, it is about avoiding loans that could be harmful to 
the customer – for example, loans that the customer cannot afford to repay or that don’t 
match the customer’s needs. This concept became a formal obligation in Australia with the 
introduction of a national consumer credit law in 2009, in response to concerns about 
predatory lending and household debt. Prior to that, credit was regulated by state-based 
laws; the new federal law created a unified standard to protect consumers across all 
lenders. 

Why is responsible lending important? From a consumer’s perspective, it ensures they are 
not burdened with unaffordable debt and that the loan product suits their purpose (be it 
buying a home, financing a car, or obtaining a credit card for everyday use). From a bank’s 
perspective, it fosters long-term customer relationships and reduces the risk of defaults 
and legal issues. Failures in responsible lending have real consequences – they can lead to 
financial hardship for customers and costly penalties for lenders. A notable example in 
Australia was the case of a payday lender that was fined a record $18.975 million after the 
Federal Court found it failed to make proper inquiries and lent irresponsibly to low-income 
customers. This case underscored that the law and regulators take responsible lending 
very seriously, and it reinforced the principle that lenders must “make proper inquiries 
about the consumer's income and living expenses” to enable a meaningful assessment of 
suitability. 

Australia’s Banking Royal Commission (2018) further highlighted the importance of 
responsible lending. The Commission examined instances of misconduct in banks, 
including cases where loans were given without adequate checks. Commissioner Kenneth 
Hayne’s message was essentially that the existing responsible lending laws were sound – 
banks simply needed to apply the law as it stands. This led to a cultural shift where banks 
began putting greater emphasis on compliance and customer-centric lending practices. 

In summary, responsible lending is both a legal obligation and an ethical commitment. It 
aligns with the idea of banks acting as “diligent and prudent bankers” – a phrase from the 
industry’s Banking Code of Practice that encapsulates the standard of care expected. The 
Banking Code of Practice (which all major banks subscribe to) explicitly states that when 
providing a new loan or increasing a credit limit, banks will “exercise the care and skill of a 
diligent and prudent banker” and comply with relevant laws and obligations. For a new 
banking professional, understanding responsible lending is fundamental: it’s about doing 
the right thing by the customer while also protecting the bank from credit risk and legal risk. 
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This introduction sets the stage for the detailed sections that follow, which break down how 
responsible lending works in practice in the Australian retail banking context. 

 

Legal Framework and Key Legislation 

Australia’s responsible lending obligations are grounded in legislation. The primary law is 
the National Consumer Credit Protection Act 2009 (NCCP Act), often referred to as the 
National Credit Act. Within this Act, Chapter 3 outlines the responsible lending conduct 
obligations that apply to providers of consumer credit (including banks, credit unions, 
finance companies, and even brokers who arrange loans). Simply put, any person or 
business engaging in consumer lending must hold an Australian Credit License and must 
comply with these responsible lending requirements. 

Key legislative elements include: 

• “Not Unsuitable” Obligation: A credit licensee must not enter a credit contract 
with a consumer (or suggest or assist with one) if the contract is unsuitable for the 
consumer. In other words, you cannot knowingly approve a loan that is a poor fit for 
the borrower’s needs or that they cannot afford. A contract is deemed “unsuitable” 
if, at the time of the assessment, it is likely that the consumer would be unable to 
repay without substantial hardship, or the loan won’t meet their requirements and 
objectives (for example, if the loan purpose doesn’t match what the customer wants 
to achieve). The law requires affirmative assessment that a loan is not unsuitable 
before proceeding. 

• Obligations to Inquire and Verify: To decide whether a loan would be not 
unsuitable, the law sets out specific steps. Lenders must make reasonable inquiries 
about the consumer’s financial situation and their requirements and objectives, and 
take reasonable steps to verify the consumer’s financial situation. This is codified in 
the Act and further detailed in ASIC’s Regulatory Guide 209. Practically, it means a 
lender should gather information on things like the customer’s income, 
employment, current debts, living expenses, and the purpose of the loan, and must 
check that information (for instance, by viewing paychecks, bank statements, credit 
reports, etc.). 

• Assessment Documentation: The lender must then assess the loan’s suitability 
using the information gathered. If you are the credit provider (the lender itself), you 
make a final assessment; if you are providing credit assistance (like a broker), you 
make a preliminary assessment. If the consumer requests a copy of this 
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assessment, the lender is obliged to provide it. This requirement encourages 
lenders to keep clear documentation of how they determined the loan was 
appropriate – a practice that also protects the lender if the decision is later 
scrutinized. 

• National Credit Code: Embedded as Schedule 1 of the NCCP Act is the National 
Credit Code, which provides detailed rules on consumer credit contracts (for 
example, disclosure requirements, calculation of interest, hardship variations, etc.). 
While much of the day-to-day responsible lending work revolves around the 
inquiries and assessments described above, the Credit Code is relevant if a contract 
turns out to be unjust. Notably, a court can declare a credit contract “unjust” and 
provide remedies if at the time of entering the contract the lender could reasonably 
have known the borrower could not pay without substantial hardship. This 
complements the responsible lending rules by giving courts broad power to remedy 
egregious cases of irresponsible lending (even outside of direct ASIC action). 

• Regulator and Guidance: The Australian Securities and Investments Commission 
(ASIC) is the regulator enforcing these obligations. ASIC issues guidance to help 
lenders comply – Regulatory Guide 209 (RG 209) is the key guide, which provides 
ASIC’s interpretation of the responsible lending requirements and practical 
examples. While RG 209 is not a law itself, lenders generally follow it closely to 
ensure they meet ASIC’s expectations. ASIC has demonstrated its willingness to 
enforce the law through investigations and court actions.  

• Recent Developments: It’s worth mentioning that responsible lending laws have 
sparked debate in recent years. In 2020–2021, the government proposed changes to 
make credit easier to access, suggesting that the existing rules were too strict and 
could slow down lending. The idea was to ease some of the legal requirements for 
banks and instead rely more on APRA’s standards, which focus on managing credit 
risk sensibly. However, as of 2025, the main responsible lending obligations under 
the National Consumer Credit Protection Act (NCCP) are still in place for consumer 
lending. Banks also must follow APRA’s updated standards—especially APS 220 
(Credit Risk Management)—which now support responsible lending principles. For 
example, APS 220 makes it clear that banks shouldn’t rely only on benchmarks like 
the Household Expenditure Measure (HEM); they must still ask borrowers about 
their actual living expenses. On top of that, the Banking Code of Practice and parts 
of the ASIC Act (such as the duty to provide services with due care and skill) 
continue to strengthen what’s expected of lenders when dealing with customers. 
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In summary, the legal framework for responsible lending in Australia is robust. It creates a 
positive duty on lenders to probe a customer’s situation and lend prudently, rather than the 
old notion of “borrower beware.” For new bankers, this means that every loan application 
must be approached methodically, with an understanding that the law requires you to 
gather enough information and evidence to ensure the loan will genuinely benefit the 
customer and not put them in financial distress. 

 

Key Principles of Responsible Lending 

Beyond the black-and-white letter of the law, it’s important to grasp the core principles 
that underpin responsible lending. These principles guide how lenders implement the rules 
in daily practice and help maintain a customer-centric approach. Here are the key 
principles explained in practical terms: 

• Suitability and “Not Unsuitable” Test: At the heart of responsible lending is a 
simple question – Is this loan suitable for the customer? A loan is suitable if it 
matches the customer’s needs and objectives, and the customer can afford to 
repay it comfortably. Conversely, a loan is “unsuitable” if it fails one or both of those 
criteria. For instance, if a customer wants a basic low-interest loan but is sold a 
premium product with features they don’t need (and which is more expensive), that 
loan might be unsuitable for their requirements. Similarly, if a customer would have 
to skip meals or fall behind on other essential bills to meet the loan repayments, the 
loan is clearly not suitable because it would cause them hardship. The “not 
unsuitable” principle flips the traditional notion – it’s not enough for a loan to be 
possibly okay; it must be affirmatively assessed as appropriate for the customer’s 
circumstances. This principle ensures the focus stays on the customer’s best 
interest and well-being (in fact, for certain products like consumer mortgages, 
lenders and brokers also have separate “best interests” obligations, reinforcing the 
customer-first approach). 

• Reasonable Inquiries into Customer’s Situation: Responsible lending is grounded 
in facts about the borrower. Lenders are expected to get a clear picture of the 
customer’s financial situation and what they’re aiming to achieve with the credit. In 
practice, this means conducting a thorough “fact find” for each application. Key 
pieces of information include: 

▪ Income: How much does the customer earn (salary, wages, self-employment 
income, government benefits, etc.)? Is the income stable or variable? 
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▪ Expenses: What are the customer’s living expenses and recurring 
obligations? This includes everything from housing costs, utilities, and 
groceries to existing loan repayments and credit card bills. 

▪ Assets and Debts: What does the customer own (savings, property, cars) and 
what do they owe (other loans, credit card balances)? 

▪ Requirements and Objectives: Why does the customer want this loan or 
credit product? Are they buying a home, refinancing, purchasing a car, 
consolidating debt, or seeking a credit card for everyday convenience? What 
features do they need (e.g. a fixed interest rate for certainty, an offset 
account, a certain credit limit, etc.)? 

Both aspects – the financial situation and the requirements/objectives – are equally 
important. A responsible lender will ask targeted questions to draw out this information. 
For example, for a home loan, the lender might ask: “What purchase price range are you 
looking at? How much deposit do you have saved? Do you need flexibility to make extra 
repayments?” This ensures the product can be tailored appropriately. 

• Verification of Information: It’s not enough to take the customer’s word for 
everything. A key principle is “trust, but verify.” Lenders must take reasonable steps 
to verify the customer’s financial information. Common verification practices 
include: checking pay slips or tax returns to confirm income, reviewing bank 
account statements to see actual expense patterns, and obtaining a credit report to 
verify debts and see the customer’s repayment history on other loans. Verification 
serves two purposes – it ensures accuracy (people might forget obligations or be 
optimistic in estimating expenses), and it helps detect any red flags (for instance, 
undisclosed debts or gambling expenditures that the customer didn’t mention). 
According to industry guidelines, verification should use independent and up-to-
date sources (e.g. recent documents, third-party records). 

• Use of Benchmarks and Common-Sense Checks: In the process of assessing 
expenses, banks often use benchmarks like the Household Expenditure Measure 
(HEM) as a tool. The HEM is a statistical measure of typical household living costs. A 
principle that has emerged from both regulation and case law is that benchmarks 
can be used as a supplement, not a substitute, for actual inquiries. For example, if a 
customer claims exceptionally low living expenses, a prudent lender will compare 
that claim against the HEM or other benchmarks. Banks generally will take the 
higher of the customer’s stated expenses or the benchmark as the effective expense 
figure when calculating affordability. This ensures that overly optimistic budgeting 
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by the customer doesn’t lead to overlending. However, the lender still needs to dig 
deeper if something looks off – if declared expenses seem unrealistically low, the 
lender should ask additional questions (“How are you managing to spend so little on 
groceries? Are you sure this covers everything?”) and possibly request further 
evidence. This principle was emphasized in regulatory actions – for instance, ASIC’s 
case against Westpac highlighted that solely relying on HEM without considering 
actual expenses could be a breach of obligations. The takeaway for a new banker is 
to use benchmarks as a safeguard but always consider the individual customer’s 
situation. It’s part of applying common sense – does the information make sense 
and paint a consistent picture? If not, more inquiries are needed. 

• Assessing Ability to Repay (Affordability): Once information is gathered and 
verified, the next principle is to assess affordability prudently. Banks use 
serviceability calculators which factor in the customer’s income, expenses, and the 
loan details (amount, interest rate, term) to check if the customer can afford the 
repayments. Importantly, industry practice (and APRA guidelines) is to include a 
buffer or margin in interest rates during this assessment – for example, assessing 
the loan as if the interest rate were 2-3% higher than the current rate. This is to 
ensure the customer can still pay if rates rise in the future. For credit cards, a 
specific legal requirement now is to assume the customer pays off the entire credit 
limit within 3 years – essentially a tougher test to prevent chronic credit card debt. 
Affordability assessment should result in a clear outcome: either the loan is 
affordable with a comfortable surplus in the customer’s budget, or it’s not. If it’s not, 
the responsible action is to adjust the loan (reduce the amount, for example) or 
refuse the credit. 

• Customer Understanding and Transparency: A subtle but important principle is 
ensuring the customer understands the loan contract and their obligations. If a 
customer doesn’t fully grasp the risks or features (say, an elderly customer with 
limited English applying for a complex loan product), that scenario demands extra 
care. The ME Bank’s broker guide notes that if a customer has limited capacity to 
understand the contract (due to language or other factors), the lender should be 
extra cautious and thorough. Responsible lending isn’t just form-filling – it often 
involves educating the customer or clarifying information. For example, a lender 
should explain if a loan has an initial interest-only period that later converts to 
higher payments, so the customer isn’t caught by surprise.  

• Documentation and Record-Keeping: Good record-keeping underpins all the 
above principles. A responsible lender documents the inquiries made, the 
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information provided by the customer, the verification steps taken, and the rationale 
for the decision. Not only is this often required by internal policy and to fulfill the 
legal requirement of providing an assessment on request, but it’s a best practice to 
protect the banker and the institution. If later a question arises – “Why was this loan 
approved?” – there should be a clear file showing that the decision was grounded in 
evidence and aligned with the customer’s needs. Many banks have standard 
checklists or forms to ensure all necessary questions are asked and answered (for 
example, a responsible lending checklist that a loan officer must tick off before 
submission). Using such checklists diligently is a hallmark of a responsible lending 
practice. 

• Ethical and Customer-Centric Culture: Finally, beyond mechanics, responsible 
lending is a cultural mindset. It’s encapsulated well by a statement from one major 
bank: “As a responsible lender, we are committed to doing the right thing by taking 
appropriate steps to ensure that the debt our customers take on is appropriate given 
their needs and financial capacity.”. This principle means the institution and its staff 
value the customer’s long-term financial health over short-term gains. It includes 
things like only offering products that are suited to the customer, even if that means 
suggesting a smaller loan than the customer initially wanted or saying no when 
credit isn’t the answer. It also extends to marketing responsibly (not targeting 
vulnerable people with inappropriate offers) and supporting customers in hardship 
(if a customer’s circumstances change, working with them on solutions rather than 
immediately hitting them with penalties). For a new banker, embracing this ethical 
stance is crucial – it will guide you to take pride in responsible lending, rather than 
seeing it as just a box-ticking compliance exercise. 

By adhering to these key principles, banks aim to fulfill both the spirit and the letter of 
responsible lending laws. The next section will put these principles into action with a 
practical scenario, showing how a loan application is handled responsibly from start to 
finish. 
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Practical Application in Banking (Fictional Scenario) 

To put responsible lending principles into context, I’ve worked through a fictional case 
study as a personal learning exercise. This practice scenario follows a typical retail loan 
application—from the first enquiry to the final decision—based on what I’ve learned about 
lending responsibly. The example focuses on a home loan application, featuring a fictional 
customer named Alex, and shows how the responsible lending process might be applied in 
a real banking environment. 

Scenario: Alex is a first-time home buyer in her late 20s, looking to purchase a small 
apartment. She has a stable job and has saved some deposit but also has a car loan and a 
couple of credit cards. She approaches her bank (XYZ Bank) to apply for a home loan of 
$500,000. As a new loans officer at XYZ Bank, you will handle Alex’s application 
responsibly. 

 

Step 1: Initial Discussion and Requirements Gathering (Fact Find) 
Alex meets with you to discuss the home loan. Your first task is to conduct a fact find, 
making the necessary inquiries: 

• You start by discussing Alex’s goals and requirements. Alex explains that she wants 
to buy an apartment for about $600,000 and will live in it (owner-occupier). She’s 
looking for a loan term of 30 years and prefers a fixed interest rate for the first few 
years to have certainty in her repayments. This tells you her objectives – e.g., a 
stable repayment plan and a loan suitable for a first home purchase. You note why a 
particular loan product is chosen: Alex opted for a basic package home loan with a 
fixed rate, rather than a more feature-laden loan, because keeping costs down is her 
priority. (If Alex had expressed something like wanting an offset account or the 
ability to make extra repayments, you would ensure the product matches those 
needs. If her stated goal was misaligned with her product choice – say she wanted 
the lowest interest rate but picked a more expensive loan with features – that would 
be a red flag requiring clarification.) 

• Next, you gather personal and financial details. You ask Alex about her income, 
employment, expenses, and debts: 

▪ Income: Alex earns $80,000 per year (before tax) as a marketing analyst. She 
has been in this job for 3 years. She also does occasional freelance design 
work, earning roughly $5,000 extra per year. You’ll need to verify these – likely 
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by getting her recent payslips, an employment letter, and tax returns for the 
freelance income. 

▪ Expenses: Through conversation and an expenses questionnaire, Alex 
estimates her monthly living expenses are about $2,200 (including rent, 
utilities, food, transport, etc.). However, as a responsible lender, you probe a 
bit deeper. You ask her to break it down and consider any expenses she might 
have overlooked. You also note that once she buys the apartment, some 
expenses (like rent) will be replaced by mortgage payments, but there will be 
new costs (council rates, strata fees, etc.). 

▪ Debts: Alex has an existing car loan with $10,000 remaining balance, and 
two credit cards with limits of $5,000 each (one has a small balance owing, 
the other she pays in full each month). The car loan costs her $300 per 
month, and the minimum payment on each credit card is about $100. All this 
will factor in her ability to afford a new loan, so you gather exact figures. You’ll 
also obtain a credit report (with Alex’s consent) to verify these liabilities and 
see her repayment history. The credit report is a key verification tool – it might 
show, for example, if she has other loans she forgot to mention or any past 
credit issues. 

▪ Savings and Deposit: Alex has $100,000 saved for a deposit. She will use 
$60,000 (10% of purchase price) as down payment and keep some for stamp 
duty and other purchasing costs. She also mentions her parents might gift 
her an additional $20,000 if needed. You will document the source of her 
deposit and any gift, as per bank policy (often banks require a gift letter if 
family funds are involved). 

All this information is recorded on the loan application form and in the bank’s system, 
forming the basis of the responsible lending assessment. Throughout, you’ve been careful 
to ensure Alex understands your questions and the importance of answering them 
accurately. You also provide her with the bank’s Credit Guide and Product Disclosures as 
required, to be transparent about fees, interest rates, etc. 

 

Step 2: Verification of Information 
With the initial data collected, the next step is to verify the key information provided by 
Alex: 

• You request documents: Alex emails you her last 3 months of payslips and last 
year’s PAYG payment summary (confirming her $80k salary). You cross-check the 
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salary on the payslips against what she stated – it matches up, indicating her 
income is as said. For the freelance income, she provides a copy of her latest tax 
return and some invoices. As a conservative approach, your bank’s policy might only 
count 50% of secondary irregular income, or even exclude it if it’s not consistent – 
you note this for the assessment stage. 

• To verify expenses, you ask for 3 months of her bank statements (where her salary 
goes and bills are paid). Scanning through these, you identify her average spending 
aligns roughly with the $2,200 she mentioned, but you notice she didn’t include an 
annual insurance payment that occurs every December. You include that in her 
expense total. Importantly, you compare her stated expenses to a benchmark (the 
HEM for a single person in a capital city with her income). Suppose HEM for her 
profile is $2,400/month; since her stated $2,200 was slightly below that, you err on 
the side of caution and use $2,400 as her monthly expense figure for the 
affordability calculation. This is in line with our principle: use the higher of the 
customer’s estimate or the benchmark to ensure her cost of living is not 
underestimated 

• You run a credit check. The credit report shows a good score and confirms the car 
loan and credit cards Alex mentioned. No hidden debts or defaults appear – a relief 
and a sign that Alex has been responsible in her credit use.  

• Because Alex is borrowing 90% of the property value (a higher loan-to-value ratio), 
the bank’s policy requires lenders’ mortgage insurance (LMI) approval. You note that 
the loan will need LMI and that might entail stricter scrutiny as well. You ensure all 
documents that the mortgage insurer might need are in order. 

• Throughout the verification, you remain alert for inconsistencies. If any discrepancy 
arose (say her bank statements showed a regular outgoing $300 payment that she 
didn’t mention), you would pause and ask Alex for clarification. This actually 
happens: on her statements, you see a $250 monthly transfer to an account named 
“Invest Saver”. Alex explains she has been putting $250 aside each month into a 
separate savings account for emergencies – this isn’t a liability, but it’s good to know 
her saving habit. It doesn’t negatively affect her ability to repay (in fact it shows she 
has some budget flexibility), but you document the explanation for completeness. 
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Step 3: Affordability Assessment and “Not Unsuitable” Decision 
Now, with verified data, you perform the serviceability assessment. Using the bank’s 
calculator, you input: Alex’s income (annual $80k salary, which equates to roughly $5,333 
per month after tax, plus maybe a portion of her freelance income if allowed), her monthly 
expenses (we decided on $2,400 as a safe figure), her existing debt commitments ($300 car 
loan + we assume credit card repayments of say $200 to account for those limits). Then you 
input the details of the proposed home loan: $540,000 total loan (she’s borrowing $500k 
plus maybe some costs, or if only $500k we still check buffer), 30-year term, interest rate 
e.g. 5.5% fixed. 

The calculator will apply a buffer, perhaps assessing as if the rate were ~8% (5.5% + buffer). 
After crunching the numbers, the result shows estimated monthly mortgage payment 
around $2,840 (at the assessment rate). Combined with her other debt payments ($300 
car, etc.), her total outgoings under the new loan would be around $2,840 + $300 + $200 = 
$3,340. Against her net income (roughly $5,333), this leaves her about $1,993 surplus per 
month. This is a positive outcome – it indicates she can afford the loan with some room to 
spare for safety. The debt-to-income (DTI) ratio is also considered: with $500k debt on $80k 
income, DTI is 6.25, which while not low, is within many banks’ acceptable range (often 
DTIs above 7 or 8 might be flagged). 

At this point, you assess the qualitative side: Does the loan meet her requirements and 
objectives? Yes – she wanted a stable repayment and home ownership; a fixed-rate home 
loan fulfills that. Can she repay without substantial hardship? Based on the numbers, yes – 
she has nearly $2k/month buffer by current estimates. You also consider future scenarios: 
even if interest rates rise after the fixed period, her income may increase over time, and she 
has some savings to cushion shocks. All signs point to the loan being “not unsuitable” for 
Alex. In fact, it appears quite suitable: she gets the home she wants, and she can handle 
the repayments responsibly. 

Because this assessment is favorable, you prepare to proceed with approval.  

 

Step 4: Final Approval and Documentation 
With the green light on suitability, you finalize the application. XYZ Bank’s credit 
department reviews the file. They check that all steps were done: income verified, credit 
checked, affordability calculated. If everything is in order, they issue a conditional approval  

You inform Alex of the good news: she’s approved for the loan amount, subject to finding a 
property and the bank valuing it satisfactorily. You also reiterate the loan terms to ensure 
she still wants to proceed (interest rate, approximate repayment, etc.). Alex is delighted. 



15 
 

Finally, you make sure to document the assessment formally. You fill out a responsible 
lending assessment form stating: “Based on inquiries made and evidence obtained, the 
loan of $500,000 is assessed as not unsuitable for Alex. The loan meets her requirements 
(home purchase with a fixed rate for stability) and she can repay $2840 per month from her 
verified income with an adequate surplus, thus she is not expected to experience 
substantial hardship.” This internal document is saved in her file. If Alex later requests a 
copy of the assessment, the bank can provide a version of this information as required by 
law. 

Throughout this scenario, various practical tools and aids come into play: 

• Checklists and forms: XYZ Bank uses a checklist embedded in the application 
system, which you followed. For example, it prompts: “Have you obtained proof of 
income? Did you ask about dependents? Did you discuss future changes (like 
maternity leave or retirement plans) that might affect ability to repay? Have you 
provided required disclosures to the customer?” These act as safeguards that 
reinforce compliance in practice. 

• Budget calculators: In conversation with Alex, you perhaps used a budget planner 
tool to double-check her expense estimates. This not only helps you gather accurate 
info but can be given to Alex as a resource to manage her finances. 

• Visual aids for customers: Responsible lending can also involve educating the 
customer. You might have shown Alex a graph of how her loan balance will decrease 
over time or a scenario analysis chart of how repayments might change if interest 
rates rise after the fixed period. These visuals help ensure she fully understands the 
commitment she’s taking on. 

By following the responsible lending process in this scenario, we achieved a good 
outcome: Alex gets a loan appropriate for her, and the bank has confidence that it’s a 
prudent credit decision. This example is, of course, simplified – real cases can involve more 
complexity (for instance, multiple borrowers, irregular incomes, or borderline affordability 
that requires careful judgment). In any case, the fundamental practices remain the same. 
As a new banker, applying these steps diligently for every application is key to fulfilling your 
responsible lending obligations. It not only keeps you compliant with the law but also 
builds trust with customers, as they see you are thorough and act in their best interest. 

 

 



16 
 

 

 

Figure 1: The responsible lending process flowchart outlines the key steps a banker follows 
from initial inquiry to final loan decision.  
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Challenges in Meeting Responsible Lending Obligations 

Implementing responsible lending in practice comes with several challenges—especially 
for those new to the banking industry. Understanding these difficulties is key to applying 
the principles effectively in real-life scenarios. 

• Obtaining accurate customer information: Customers don’t always provide a full 
or accurate picture of their finances—sometimes due to oversight, sometimes 
unintentionally. Irregular expenses like insurance or medical costs might be left out, 
or debts forgotten. In these situations, it’s important to ask the right questions and 
cross-check details using documents such as bank statements or credit reports. 
The challenge lies in being thorough without making the process feel intrusive or 
frustrating for the customer. 

• Adapting to different customer situations: No two borrowers are the same. The 
depth of inquiry should reflect the nature of the loan, the customer’s history, and 
the potential risks involved. A small personal loan may require a lighter touch, while 
a large mortgage or application from a financially vulnerable customer demands 
deeper investigation. There’s no fixed checklist—judgment and context matter. 
Being able to identify red flags, financial pressure, or mismatched products is 
essential to tailoring the assessment process appropriately. 

• Managing time pressure vs. thoroughness: There is often pressure to approve 
loans quickly—whether from customers eager for fast results or from internal sales 
targets. However, responsible lending processes take time: collecting documents, 
verifying information, and carefully assessing suitability. The key is to stay efficient 
while maintaining accuracy. Tools like automated data collection and calculators 
can help speed up the process without compromising quality, but it’s critical not to 
skip necessary steps for the sake of speed. 

• Addressing inconsistencies and red flags: It’s common to encounter mismatched 
information—like stated income not aligning with bank deposits, or low declared 
expenses for a large household. Handling these discrepancies requires confidence 
and diplomacy. Sometimes there’s a valid explanation, but in other cases, further 
questioning or even escalation may be necessary. It’s better to clarify issues early 
than to approve a loan that may later prove unsustainable. 

• Considering future financial changes: A responsible lending assessment looks 
beyond the present. Factors such as expected job changes, parental leave, or 
economic uncertainty can affect a customer’s ability to repay down the line. If a 
customer’s situation is likely to change, that must be factored into the suitability 
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assessment. This could mean adjusting the loan amount, changing the product, or 
building in buffers like offset accounts or redraw facilities. 

• Navigating evolving regulations: Lending rules and expectations change over time. 
New legislations, updated regulatory guidance, or changes in internal credit policy 
all require constant learning. For example, APRA’s APS 220 standard makes it clear 
that benchmarks like HEM can’t replace genuine inquiries into a customer’s 
expenses. Staying up to date through internal training, bulletins, or discussions with 
colleagues helps ensure compliance and sound decision-making. 

• Managing customer expectations: Customers may not always understand why so 
much documentation and questioning is necessary. This can lead to frustration or 
reluctance to provide details. It helps to clearly explain that responsible lending is 
designed to protect them from financial strain—not just to satisfy internal 
processes. Framing questions in a helpful, respectful way and using simple tools 
like visual guides or brochures can go a long way in making the process smoother 
for everyone involved. 

These challenges highlight that responsible lending is not just about following rules—it’s 
about applying sound judgment, maintaining professional standards, and looking out for 
the customer’s long-term financial wellbeing. With the right mindset and support systems 
in place, these challenges become manageable parts of a responsible and rewarding 
lending process. 
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Consequences of Non-Compliance 

Failing to meet responsible lending obligations has serious repercussions for consumers, 
individual bankers, and financial institutions. 

• Consumer Harm and Financial Distress: The primary consequence is significant 
financial hardship for borrowers given unsuitable loans, potentially leading to 
missed payments, stress, collection actions, foreclosure, and even bankruptcy. 
These outcomes have devastating personal and social impacts. The core ethical 
concern is that irresponsible lending can ruin lives. 

• Regulatory Penalties: Regulators like ASIC can take enforcement action, imposing 
hefty civil penalties for breaches. Landmark cases, such as The Cash Store's 
$18.975 million fine, demonstrate the severity of these punishments, which can 
threaten a business's viability. Even large banks have faced substantial fines and 
legal costs, signaling active monitoring and enforcement by regulators. 

• Legal Liability and Remediation: Lenders face legal consequences through courts 
and dispute resolution schemes like the Australian Financial Complaints Authority 
(AFCA). AFCA can order compensation, interest waivers, or loan cancellation for 
irresponsibly provided loans. Courts can also deem contracts "unjust," leading to 
altered loan terms or refused enforcement. Such outcomes often result in costly 
and resource-intensive remediation programs for banks. 

• Reputational Damage: Public scandals from irresponsible lending can severely 
damage a bank's reputation and customer trust. Events like the Royal Commission 
highlighted failures and eroded public confidence. In the age of social media, 
negative stories can quickly spread, leading to lost business and increased 
regulatory scrutiny. 

• Internal Consequences – Employment and Accountability: Individually, bankers 
who fail to follow procedures can face disciplinary actions, retraining, or 
termination. ASIC can also ban individuals from the industry. Accountability regimes 
like BEAR (and the forthcoming FAR) hold executives responsible for misconduct, 
making responsible lending a personal concern to bank employees at all levels. 

• Financial and Strategic Impact on the Bank: Beyond fines, large-scale 
irresponsible lending can lead to higher default rates, increased capital 
requirements, and, in extreme cases, liquidity issues or collapse. While short-term 
loan volumes might rise, poorly underwritten loans ultimately result in losses and 
can damage investor confidence. 
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In summary, the severe consequences of non-compliance—ranging from consumer harm 
to financial and reputational damage for the institution—far outweigh any perceived 
benefits of approving questionable loans. 

 

Recommendations for New Bankers 

Australian credit law (the NCCP Act) and ASIC guidance require that lenders never suggest 
or grant a loan that is unsuitable given the borrower’s situation. New bankers should follow 
these practical recommendations to meet those rules: 

• Know Your Responsible Lending Duties: Understand the legal requirements first. 
Chapter 3 of the National Credit Act and ASIC’s Regulatory Guide 209 spell out strict 
responsible lending obligations. You must operate under a valid Australian credit 
license and follow the official checklists. In practice this means you must make 
reasonable inquiries about a borrower’s needs and finances, verify that information, 
and assess whether the credit is not unsuitable. Remember: it is illegal to assist a 
consumer into a credit contract if they can’t meet repayments or if the loan doesn’t 
meet their objectives. 

• Gather and Verify Customer Information: Always collect full financial details from 
the customer. Ask about their income, living expenses, debts and the purpose of the 
loan. Then verify everything with evidence – for example, check payslips, bank 
statements or bills. ASIC explicitly requires lenders to make “reasonable inquiries” 
and take “reasonable steps to verify” the consumer’s financial situation and goals. 
This diligence protects both the customer (by catching errors or omissions) and the 
bank (by preventing bad loans). 

• Assess Affordability and Suitability: After gathering data, run the numbers: plug 
everything into an affordability calculator or budget worksheet. The customer must 
be able to make repayments without undue hardship. Never push a loan that will 
clearly strain their budget. By law, you must not help a consumer enter a loan if the 
borrower will likely struggle to repay it or if the loan doesn’t match their needs. For 
example, a home loan should only proceed if the customer can handle the 
repayments (even if rates rise) and the property serves their objectives. In short, only 
approve credit that fits the customer’s situation. Loans causing “substantial 
hardship” are expressly off-limits. 

• Provide Clear Disclosures and Documentation: Be transparent with customers. 
Give them a written quote showing the total repayment amount (principal + interest 
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+ fees) before finalizing the loan. Provide all required disclosure documents – 
especially the Credit Guide – which explains fees, terms and how to complain. If the 
customer requests it, give them a copy of the financial assessment or suitability 
report you prepared. Clear documentation (quotes, contracts, guides) helps 
customers understand the deal and proves that you follow the rules. 

• Act as a Diligent, Prudent Banker: Follow the spirit of the law by treating every 
application with care. The industry’s Banking Code of Practice calls for the “care and 
skill of a diligent and prudent banker”. In practice, that means dealing honestly and 
fairly with borrowers. Answer questions respectfully, listen to their needs, and 
explain terms in plain language. Pay special attention to vulnerable customers (for 
example, the elderly or those in hardship) – show sensitivity and seek sustainable 
solutions if they struggle. This customer-focused approach not only keeps you 
compliant but also builds trust. 

• Stay Updated and Seek Guidance: Regulations evolve, so keep learning. For 
instance, ASIC recently updated RG 209 (March 2025) with new guidance on treating 
student HELP debts. Make sure you understand any such changes and use your 
bank’s policies or training materials (and tools like ASIC’s calculators) to guide you. 
If you’re ever unsure whether a loan meets the rules, ask a supervisor or compliance 
officer. It’s always better to double-check in advance than to discover a breach later. 

By following these steps, new bankers can meet Australia’s responsible lending obligations 
in practice. Each point above – from conducting thorough inquiries to acting as a prudent 
banker – helps ensure customers get suitable loans and the bank stays compliant. In the 
long run, responsible lending builds trust and reduces risk. As you gain experience, make 
these practices a habit: clear, customer-focused lending is the foundation of a successful 
banking career. 
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Conclusion 

Responsible lending obligations in Australia serve as a vital safeguard in the banking 
industry, ensuring that credit is extended prudently and ethically. This case study has 
shown that responsible lending is more than just a regulatory requirement – it's a mindset 
that places the customer’s financial well-being at the centre of every lending decision. 

In practice, it means being thorough and thoughtful: asking the right questions, verifying 
facts, and judging whether a loan truly makes sense for the borrower. Lending becomes a 
professional advisory service, not just a transaction. When loans are suitable, affordable, 
and clearly understood, bankers help customers reach life goals while avoiding over-
indebtedness. 

The Australian framework – from the NCCP Act and ASIC’s guidance to the Banking Code – 
offers a solid foundation. New bankers should feel confident that by following these 
principles, they are on the right track. And in complex situations, they can rely on 
colleagues, compliance teams, and guidance tools. 

A key takeaway is that good ethics and good business go hand in hand. Responsible 
lenders build trust and long-term relationships; irresponsible ones risk hardship, penalties, 
and reputation loss. Responsible lending should be seen not as red tape, but as essential 
to customer care and sustainable banking. 

And a note to self: Do not rush. Stay curious, stay careful. Every application is a chance to 
build trust. Ask when unsure, listen more than you speak, and always act in the customer’s 
best interest. That’s not just good banking—it’s the kind of banker you want to be. 
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