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Introduction
This financial literacy booklet has been designed to help people make
better financial decisions for themselves and their families.
If you are not financially literate you could encounter financial problems
in your life. This can result in debt and a bad credit history.
But having even a basic knowledge and understanding of a few key
financial processes can help you become financially literate. In this
booklet we will help you gain a better grasp of:

You and Your Budget

You and Your Accounts

You and Your Debt

You and Your Loan

You and Your Savings
Once you have the confidence to make responsible financial decisions
you can avoid financial mismanagement and considerable stress.
Before we get started, here are some common financial terms which
you should familiarise yourself with:
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Basic Financial
Terminology
Credit • money that goes into your account e.g. salary or wages.
Credit is also money that is borrowed from someone or a bank, which you
must pay back with interest;

Savings account

• an account into which you make deposits
every month and the bank pays you interest on the money in your account;

Debit • money that goes out of your account when you withdraw
money or pay an account;

Hire Purchase (HP)

• a system by which a person buys
goods and services on credit, usually after putting down a deposit. Hire
Purchases can be used to buy expensive goods, such as household
appliances and motor cars ;

Lay-by

• a deposit system for consumers to buy non expensive
goods which they do not want to buy with cash or on hire purchase. Laybys which are paid off within six months are considered cash purchases;

Interest

• the cost of money borrowed (e.g. when taking a loan or
buying a car you will be charged interest by the lender);

Initial Payment (Deposit) • the amount that someone
pays when buying a car or furniture on credit. The article is usually paid
off in equal monthly payments, called instalments;

Principle amount • the amount that someone borrows (i.e.
buying a car or furniture) and must pay before any deposit is deducted;

Instalments • equal amounts paid off regularly when buying
something (i.e. a car, furniture) on credit;

Insurance

• an arrangement in which an individual or entity
receives financial protection from an insurance company against losses.
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Why must I practice
financial planning?
There are six main reasons why financial
planning is important:

To know your
destination

Proper
investment
allocation
Weigh your
savings

6
REASONS
FOR
FINANCIAL
PLANNING

Prepare for
your death

Weigh your
insurances

To make use
of all benefits
available

Savings
No matter who you are, or what you earn, saving money every month is
important. For a good future, a future with hope, you need to put away some
of the money you earn.

Many things are possible if we save:

Education for you
and your kids

Starting a small
business

Buying a house

Buying a car

Most of us save for the things we want soon. This is called short-term saving.
This is usually when you save for a few months to a year.
If you save for 3 – 5 years, it is called medium-term saving.
Long-term saving is when you save for 5 – 20 years.
METHOD OF SAVING

ADVANTAGES

The mattress method

None

The savings club
(stokvel)

•
•
•
•

Banks and other
financial institutions

•
•
•
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DISADVANTAGES
•
•

Not safe
No growth

Easy to understand
Usually trust each
other
Take turns to
collect savings
Members usually
live close to each
other

•

No written rules
and contracts
No protection for
money
No interest earned

Safe
Banks have rules to
protect you
Earns interest

•

•
•

People might not
understand banks
and what they do

Budget
A budget is the plan you use to make your money work harder for you
and to prevent you from over spending. A budget will help you to:
•

Plan and manage your own financial well being

•

Develop an understanding of your income and expenditure patterns

•

Plan short and long-term financial commitments

•

Plan your future carefully

Example of a balanced budget:
Income:
Salaries

Bond

Lindiwe

R 2 200

Tito

R 3 400

Tenant

R 500

TOTAL

R 6 100

Expenses:
House
Bond

R 900

Food

R 3 200

Electricity

R 100

Water

R 30

Travel

R 1000

School Fees

R 80 (R40 x 2)

Family

TOTAL

R 6 100
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What is the difference
between Savings and
Investments?

Savings enable you to plan for
your future and that of your
family.

Investments are similar, but they also
make it possible for you to use your
money to make more money. Instead
of spending your extra money, you
can invest the money, either regularly,
or as and when you have money to
invest.

Types of investments
•

Stocks

•

Bonds

•

Unit Trusts

•

Exchange-traded funds

•

Real estate investments

•

Hedge funds and private equities

For more information on investments, contact your financial advisor.
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Beware of
illegal
investments

Ponzi schemes
A Ponzi scheme revolves around a dishonest person
paying old investors with money from new investors.
The person uses the money from the second round
of investors to firstly pay himself and then he will use
some of the money to pay the first round of investors.
Eventually the scheme collapses when the amount of
old investors is larger than the new investors, and the
person can no longer keep up the payments.

The difference between Ponzi and pyramid schemes
Although Ponzi and pyramid schemes share some similarities, they are
not exactly the same. The essential difference between a pyramid scheme
and a Ponzi scheme is that a Ponzi schemer will only ask you to invest in
something. You won’t be asked to take any action other than handing over
the money. He or she will claim to take care of the rest and give you your
returns later.
The pyramid schemer will offer you an opportunity to make the money
yourself. It requires more work though: You have to buy into a franchise or
start recruiting more people like yourself. The recruits will often pay the
recruiter a cut of their profits.
The difference may seem slight, but one point to keep in mind is that, unlike
pyramid schemes, Ponzi schemes are always illegal. It involves deceit to
convince someone to invest money that won’t actually be invested.

I
N

C
O
M
E
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Accounts
There are different types of accounts:
TYPE

EXPLANATION

ADVANTAGES

DISADVANTAGES

30 Day
Accounts

Buy and pay full
amount in 30
days from date of
purchase.

• Buy now and pay
full amount in 30
days;
• Do not have to
carry cash on you;

Tempts you to
spend more than
you can afford

Clothing
and
Furniture
accounts:

Gives a credit
limit;
pays off over
period

• Do not need cash
immediately
• Can plan expenses
per month;
• 12, 18 or 24 months

• Could spend
more than you
can afford;
• May end
up skipping
payments

Hire
Purchase
accounts

Buy item for a
fixed amount;
interest is added;
pay over a fixed
term

• Do not have to buy
expensive items
(cars, computers,
television sets) for
cash;
• Pay the large
amount in small
portions (i.e.
instalments);

• Pay more
because
of interest;
repossession

Tips: if you have accounts

Know how much, and
what types of accounts
you have

Open account
envelopes (balances,
instalments)

Buy what you need,
not what you want
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Debt
What is debt?
To be in debt means that you owe somebody money:
Micro lenders (e.g. money borrowed to start a business)
Account purchases (furniture, clothes)
Friends or family who lent you money.

What happens if I can’t pay my debt?
Legal proceedings can be instituted against you (see Addendum A);
You will get a bad credit history, which will make it harder for you to
borrow money in the future;
Garnishee/Emoluments Attachment Orders
Administration / Debt Counselling

Garnishee/Emoluments Attachment Orders (EAO)
•

Section 61 of the Magistrate Court Act (MCA) Act 32 of 1944
describe emolument as: compensation/salary, wages, remuneration
or any allowance.

•

Section 65J of the MCA grants the creditor the opportunity to
receive weekly or monthly deductions made from the debtor’s
wages or salary by the debtor’s employer before the debtor receives
such wage or salary.

•

The debtor’s employer is obliged by court order to make such
deductions, and in this instance is referred to as the garnishee
(employer).

•

Hence EAO is popularly known as Garnishee Order.

•

It is a preferred method of collection, especially when the consumer
doesn’t have any attachable assets.

•

The EAO process forms part of the debt collection process.

•

The order can only be obtained if the court has authorised it.

•

The Magistrates’ Court Act (MCA) states that a credit provider must
issue the order in the district where the debtor’s employer resides/
carries on business/is employed.

•

The order must be signed by the judgement creditor/their attorney
and the clerk of the court.

•

A sheriff of the court must serve the order to the employer.

•

If the employee changes employment, CP’s attorney must serve a
copy of the order on the new employer by sheriff.

•

Should the order be lost or misplaced, the court can issue a new one
upon application to court - all parties to be informed by registered mail.

•

If a consumer can prove that s/he has insufficient funds after
deductions, the order can be rescinded, or alternatively the
instalment amounts can be decreased.
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Debt counselling (See Addendum B)
Debt Counselling is a process to help over-indebted consumers meet
their debt commitments.
Over-indebted means a consumer is unable to meet all his/her debt
repayments at the end of the month.
Once under debt counselling the creditors are not allowed to take any
legal steps.
The consumer cannot access any credit.
The debt counsellor will conduct an assessment to see if the consumer is
indeed over-indebted.
The over-indebted consumer pays a R50 application fee.
The debt counsellor will accept or reject the consumer’s application.
Rejection letter will be sent to the consumer within 20 business days.
The consumer pays a once-off professional fee of up to R6000 &
monthly after-care of up to R400 excluding VAT.
The consumer who fails to pay debt review will be removed from debt
counselling and creditors may immediately take legal action.
If all the creditors agree to the proposal, the debt counsellor will prepare
a consent order.
If one or more of the creditors do not accept the debt counsellor’s
proposal, the debt counsellor will refer the matter to the magistrate court.
Once an order is granted, the consumer will then pay the new
re-negotiated instalments until all the debts have been paid up.
When all the debts have been paid up, the debt counsellor will issue a
Clearance Certificate and inform the credit bureaus to expunge all the
information related to the consumer’s debts.
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The difference between debt counselling and debt
administration:
DEBT COUNSELLING

DEBT ADMINISTRATION

Helps clients to reduce their overall
debt with creditors in the most
effective way.

Takes a large part of the
disposable income to offset the
relatively high cost.

Introduced by the National Credit
Act to deal with people who are
in trouble with their finances and
therefore have the support of,
and have to be approved by, the
Government.

Introduced prior to the new
Credit Act with the view to
resolve an individual’s over
indebtedness. This method can
be very costly and with various
limitations.

Ninety five percent (95%) of the
debtor’s monthly payments go to the
creditors under a debt counselling
plan.

One hundred percent (100%) of
the debtor’s monthly payments
go to the debt administrator
who distributes the payments
per group of creditor at a time.

The debt counseling plan will manage
all the payments to creditors from
a central distribution agency on a
monthly basis on behalf of the debtor.

Distribution of payments
is done by lawyers and it is
only done after all the costs
have been deducted. In some
cases it can take longer than a
year before creditors get any
payments.

Any amount of debt can be
consolidated through debt
counselling.

Debt cannot exceed R 50 000
in order to be placed under
administration
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Drawing up a will
(See Addendum C)

Nobody likes to talk about death, but what will happen to your family
after you die? You are responsible for what happens after your death.
If you die without leaving a will, the Master of the High Court freezes
your estate. This includes any money you have and all your possessions.
The Court then decides how to share this out. Everything you worked
for in your lifetime could end up in the wrong hands, and the people you
worked hard to provide for may end up with nothing.
A basic will can be bought at a stationery shop and signed by you and
two witnesses, but it is best to go to a lawyer or your bank. They will help
you draw up a professional will. Your bank or lawyer will be able to tell
you how you can prepare your will to save tax and how to protect the
interest of your dependants.

What is an executor?
When you draw up your will, you have to appoint an executor. This
person will do all the legal and administration work to settle your estate
after your death. If your bank has drawn up your will, it will probably
name itself as your executor.
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Consumer Help Line: 0800007081
Tel: 021 483 9282
Fax: 021 483 5872
Email: Consumer.protector@westerncape.gov.za
www.westerncape.gov.za

