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Executive Summary

In 2011, the Consumer Council of Fiji commissioned a project on Consumer Credit in Fiji. There
were two parts to this, one dealing with the effectiveness of the Consumer Credit Act 1999, Con-
sumer Credit (Amendment] Act 2006 and Consumer Credit Regulations 2009 and the other with
the practices of the hire purchase (HP) market in Fiji. This report contains the findings of the
second component of the project.

This report examines the size of the hire purchase market in Fiji and issues relating to the con-
duct of the HP business. The report relied on primary data as collected from a nationwide survey

on hire purchase, and that collected from HP outlets.

The survey showed that 46% of all respondents had purchased white goods on hire purchase
during the period January 1997 to June 2011. On the basis of the survey results, it is suggested
that 81,125 households in Fiji purchased goods on hire purchase during the period January 1997
and June 2011.

On the basis of the survey data, we estimate the total value of business involving HP to be $60m
per year. This income is generated on the basis of $35m worth of consumer durable goods sold
on HP per year.

Annually HP companies manage a credit business of $57m per year. Of this, credit charges alone

account for $25.5m annually.

The Consumer Credit Act as amended in 2006 requires full disclosure of all costs of credit ex-
tended by HP companies. This research has found that the leading HP dealers are in breach of

the disclosure requirement provisions of the Act.

Another breach is in the calculation of the credit charges. The law allows a credit charge to be
levied, to no specific limit, on the actual outstanding credit, calculated on a daily basis. No HP
dealer abides by this; instead they levy a credit charge on the sum that is already repaid. To this
extent, this is fraudulent conduct. It is estimated that this fraudulent conduct generates at least

$13.3m per annum.

There is no regulation on interest rates charged by the hire purchase companies. The Con-
sumer Credit Act (supra) provides for the Minister responsible for Commerce to prescribe the
maximum annual percentage rate of interest for a credit contract (s264 (1]). However, no such
regulation has been published to set the maximum percentage rate which the hire purchase
companies can charge.

The study also found that the major hire purchase credit providers in Fiji are Courts (Fiji) Ltd and
MH’s Homemaker, which account for over 95% of the credit business. Between these, Courts is

the market leader by a market factor of 3:1.

. The research examined numerous characteristics of the HP consumers. It finds that about three

quarters of the HP consumers had incomes less than $15,000 per annum, with about 70% of

the consumers having joint family incomes of less than $20,000. 18% of the HP consumers had



their own homes while 82% stayed in rented accommodation. In terms of education, 70% of the
HP consumers had no post-secondary school education. 47% of the consumers, however, had
members of their families who had tertiary education. 31% of the HP buyers are below 35; 36%
are in the age group 35-45, while a third is above 45. The main reason cited for the purchase

decision was convenience.

. The research further found significant consumer illiteracy on the functioning of the HP system;

this is largely on account of lack of clear information given to consumers by the hire purchase

companies.

. The research also shows that the HP contracts consumers enter into, waive the rights of con-

sumers to privacy of their financial/credit information. To this extent, the activities of the Data

Bureau Limited are within the law.

. The results of the research also show that the repossession market is worth approximately $7m

per annum. So far, there is no regulation on resale of repossessed items and there is a serious
need for regulation on the repossession market. Given that repossession is predominantly for
reasons of financial hardship, the default and repossession market of over $7m per year hit the

poorer workers/farmers the most.

. Confusions on warranties, extended warranties, and insurances also abound in the HP industry.

This is the cause of a large share of total grievances which consumers have. From a business
point of view, HP dealers also engage in reselling manufacturers” warranties to consumers for
all periods of warranties over 12 months. This generates an additional business of $1m annually.
Likewise, insurance or related activities [payment protection plans) are additional businesses in
which HP dealers engage. The insurance industry regulator in Fiji has so far not examined the

insurance business component of the HP industry.

. The HP industry is an important industry for consumers and for the durable goods market.

There is, however, a need for serious attention to the industry by the regulating authorities. A
number of unethical practices, together with practices which are contrary to the law, need to be

put to an end. This report has listed a number of such practices.

. A number of consumers noted grievances on HP and/or with their HP companies. But none

sought judicial intervention on account of the costs involved. This calls for an alternative redress

mechanism for resolution of HP disputes.

. This report suggests that the establishment of a Financial Ombudsman and/or Independent

Financial Commission in Fiji is absolutely necessary. The operations of the office can be funded
through both tax contributions and levies on defaulting, inter alia, HP companies.
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In 2011, the Consumer Council of Fiji
commissioned a project on Consumer Credit in
Fiji. There were two parts to this, one dealing
with the effectiveness of the Consumer Credit
Act 1999, and the other with the practice of
hire purchase in Fiji. This report contains the
findings of the second component of the project.
A separate publication is intended for the report
on Consumer Credit Act'.

The terms of reference required the study to be
conducted within the framework of the Consumer
Council's general mandate, that attention be
paid to access consumer redress by the poor,
disenfranchised and consumers in remote areas
of Fiji. This component of the project required a
critical examination of the Hire Purchase Market
in Fiji, with the following tasks/activities:

a. Estimate the size of Hire Purchase business
in Fiji;
b. conduct a comprehensive survey of consum-

ers in urban and rural areas to establish the
extent of problems faced by the consumers

when buying goods and services on Hire Pur-
chase. Consumer complaints registered at
the Council about Hire Purchase should also
be used to identify problems faced by the con-
sumers;

examine strengths, weaknesses and defi-
ciencies in the Hire Purchase provision of the
law and suggest ways to improve consumers’
ability to obtain a credit facility in a just and
fair manner;

develop resource materials to educate con-
sumers relying on Hire Purchase to build
their assets including case studies to high-
light consumer problems and the protection
available under the Consumer Credit Act;

suggest options that are available to consum-
ers to refinance loans and also suggest how
an awareness program should be designed to
empower consumers on loan refinancing;.

assess transparency [if any) in providing ac-

'The legal analysis of the Consumer Credit Act is done by Professor Ram Karan; this component is referenced here

as Karan (forthcoming).



curate and full information as part of good
faith disclosure under the laws;

g. assess the penalty provision for late payment
and how the consumer is protected from un-
fair foreclosure or seizure of properties; and

h. examine the legality and operation of the
Data Bureau and its implication on consum-
ers who access credit.

The Consumer Council articulated its concerns
on consumer credit as follows:

1. With the rapid pace of financial innovation,
the growing complexity of financial prod-
ucts, and the increasing financial risks and
responsibilities transferred to households,
make it very difficult for the average consum-
er to cope. The need to teach people how to
spend, save, invest, borrow and manage debt
wisely has become more important than ever.
Therefore improving consumer financial lit-
eracy and awareness in the credit area has
become a critical need. The consumer credit
sector is often seen as a sector where un-
scrupulous creditors try to make a profit out
of vulnerable consumers.

2. Consumer rights stem out of broad econom-
ic rights as part of our human rights and in
that sense every individual needs the abil-
ity to understand and possess knowledge to
deal with credit providers. In Fiji there is no
financial safety net. Empowering the people
by educating them on their rights related to
the Consumer Credit Act, which is the most
important financial legislation, will assist
consumers to deal confidently with credit
providers or on practices that are unfair and
predatory in nature. Consumer protection in
financial services in this modern day and age
is vital where victims of poor financial advice
are a vulnerable group caught in the never-
ending debt cycle. In Fiji consumer protection
laws are designed to accord consumers’ min-
imum protection when entering into financial
borrowings such as mortgages, loans, cred-
its, etc. However, the Council's research and
complaints data reveal that almost 96%, if not
all the cases, are due to lack of understand-
ing of the terms and conditions of the credit

facility. Consumers do not ask the right ques-
tions to understand the risks associated with
the credit and what protection measures are
in place to safeguard their interests.

3. An assessment of the complaints received by
the Council shows that majority of the credit
problems are because consumers lack un-
derstanding of their rights and responsibili-
ties when borrowing from credit providers.
Lack of understanding of the implications of
credit contracts, over committing to credit,
being unable to make repayments and being
unaware of their protection under the Con-
sumer Credit Act are some of the common
problems faced by the consumers. For exam-
ple, a major concern of the Council for many
years is hire purchase, which has consistent-
ly featured in the top ten most recurring com-
plaints registered with the Council annually.
In the past 4 years, the Council registered 225
complaints from hire purchase customers.
This does not include complaints registered
with other authorities or those that are never
officially lodged because of consumers’ lack
of awareness.

4. For consumers to have access to just, fair
and competitive financial services, it is es-
sential that consumers are educated to allow
them to make informed choices in the mar-
ketplace. The assignment has potential to
disseminate information that will empower
consumers to borrow wisely. To that end, hire
purchase companies will be forced to re-look
at their contracts and market practices once
consumers question them.

The underlying purpose of the project, therefore,
was to unravel the specific provisions of
Consumer Credit Act 1999, Consumer Credit
(Amendment] Act 2006 and Consumer Credit
Regulation 2009 that purport to give rights or
protection to consumers when accessing goods
and services on credit. These provisions were to
be used to generate information and advocacy in
the marketplace to demand fair or just treatment
of consumers as well as to educate and inform
consumers about what to demand when entering
into a credit situation. The ultimate purpose was
to mobilize and empower consumers on their
rights and responsibilities under the Consumer
Credit (Amendment) Act 2006 / Regulations
2009.



Prior to the Consumer Credit Act 1999,
credit transactions were regulated mainly by
contractual agreements prepared by credit
providers. There was no consumer input into
them, and consumers had no option but to
accept terms imposed by the credit providers.
In effect, there was no legal safeguard for them.
The Consumer Credit Act 1999, Consumer Credit
(Amendment) Act 2006 and Regulation 2009 now
sets down minimum compliance standards when
such documents are drafted and executed that
must be fully disclosed and made clearly known
to the consumer at the time of signing and
execution. Right to adequate remedy, especially
under hardship clauses are a crucial aspect
and feature of the Consumer Credit Act 1999,
Consumer Credit (Amendment] Act 2006 and
Regulations 2009. Therefore, consumers have
a right to access and utilize this law for their
benefit, particularly in the current economic
times where credit facilities are open to abuse.
The Regulations provide consumers important
information in relation to credit contracts, such
as how credit is calculated, credit fees and
charges, default interest, etc.

Credit contracts come in various forms such as
hire purchase agreements, loan and mortgage
documents and bills of sale, to name a few,
which are normally technical and legally binding
documents. Such documents are often drafted in
fine printwithvarious “legal” terms and conditions
that purport to give consumers rights and
responsibilities. The practical issue is whether
consumers comprehend the complex legalities
within the documents, or whether the documents
are confusing to an average consumer. The
average consumer lacks legal knowledge and
complex mathematical logic. Unless, therefore,
the minimum compliance standards require
all legal obligations be explained to consumers
in simple terms when they enter into a credit
contract, and that they are provided with all the
calculations which they can take with them for
detailed scrutiny, the chances are strong that
credit contract transactions would be treated
merely as paperwork to kick-start a purchase,

but which in effect could bind the consumer to
many years of legal obligations under a credit
facility. If certain terms and conditions in credit
contracts are drafted in such a manner that they
dilute a consumer’s right to remedy, or reduce
consumer protection, or cause ambiguities,
or simply cause confusion, then that would be
bordering on unfair market practice.

The following aspects of the HP market are
examined in this report:

e The size of the HP business in Fiji;

e problems faced by the consumers when
buying goods and services on Hire Pur-
chase. Consumer complaints registered
at the Consumer Council of Fiji are also
used to identify problems faced by the
consumers;

e strengths, weaknesses and deficiencies
in the Hire Purchase provision of the law
as related by HP consumers;

e ways to improve consumers’ ability to ob-
tain a credit facility in a just and fair man-
ner;

e transparency (or lack of it} in providing
accurate and full information as part of
good faith disclosure under the laws - as
experienced by consumers;

e consumer experiences with penalty provi-
sions on defaults;

e consumer views on Data Bureau Services
and the legality and operation of the Data
Bureau and its implications on consum-
ers who access credit.

Additionally, this section provides the framework
for the development of resource materials to
educate consumers relying on Hire Purchase.

The section is based largely on a nation-wide
survey of consumers carried out between July
and September 2011. The survey methodology is
provided in Appendix I.



Incidence of Hire Purchase

The nation-wide survey of consumers showed
that 46% of all respondents had purchased white
goods on hire purchase during the period January
1997 to June 2011. 29% of these households
had purchases on multiple occasions during
this period. A larger proportion had multiple
purchases on at least one occasion.

The provincial distribution of HP incidence is
provided in Table 1. On the basis of the survey
results, it is suggested that 81,125 households in
Fiji purchased goods on hire purchase during the
period January 1997 and June 2011.

The data, as collated in Table 1 shows that a
large majority of consumers in Serua, Nadroga/
Navosa, and Cakaudrove relied on hire purchase
at least once during the period January 1997 to
June 2011. These provinces are relatively remote.
On the other hand, two other relatively remote
provinces, Ra and Tailevu also had significantly
lower incidence of reliance on hire purchase.
Thus the explanation for the trend would be
founded in economic reasons and the impact of
marketing. The very small number of consumers
from Lau and Kadavu relying on hire purchase
is understable, given the lack of easy access
of consumers from these areas to major hire
purchase companies.

Table 1: Incidence of Hire Purchase

Provincial No White Goods White Goods
Distribution Purchased Purchased

Ba 62 163
Bua 6 10
Cakaudrove 17 41

Kadavu 2 9

Lau 7 4

Lomaiviti 2 10
Macuata 46 85
Nadroga/Nav 9 33
Naitasiri 25 148
Namosi 2 23
Ra 7 22
Rewa 48 89
Serua 2 10
Tailevu 22 55
TOTAL 257 702

225 111 49.3% 24,182
16 8 50.0% 1,408
58 37 63.8% 6,269
11 1 9.1% 178
11 1 9.1% 187
12 6 50.0% 1,597
131 69 52.7% 8,120
42 27 64.3% 7,717
173 82 47.6% 15,660
25 13 52.0% 700
29 11 37.9% 2,267
137 39 28.5% 5,803
12 10 83.3% 3,104
77 27 35.1% 3,932
959 442 46.4% 81,125



Size of Hire Purchase Market

Survey data shows that the total value of business
involving HP is estimated to be $60m per year”.
Table 2 shows the breakdown of the total credit
business amongst these components.

The hire purchase business of $60m per annum
is generated on the basis of $35m worth of
consumer durable goods sold on HP per year; in
Table 2, this is shown as the cash price of the
goods purchased on hire purchase. 5% of the
business accounts for the deposit on the goods.
Charges relating to HP, shown in the table by
‘Credit Charges’ constitute 42% of the total HP
business.

Annually, therefore, HP companies manage
$25.5m of charges from carrying out a credit
business. Total credit business is $57m per year,

which is 95% of the value of the goods sold on
HP annually.

The ‘credit charges’ listed include all incomes
which HP dealers gain from selling goods on HP
credit. These incomes include those from interest
charges, insurance charges, administration
levies, documentation levies and extended
warranties. The leading market HP dealer does
not separate interest charges from other charges
that make up the total credit charge.

The credit business of the HP companies is a
separate line of business from selling goods from
their stores. It is, in essence, business relating to
finance. These companies, however, do not fall
within the ambit of the regulatory authority of the

Reserve Bank of Fiji.

Table 2: HP Business in Fiji:
Annual, 1997-2011 Average

Cash Price

Deposit

Balance

Credit Charges

Total Credit Sum

Total Value of HP Business

Dollar Value (F$) %

34,828,907 57.8%
3,197,366 5.3%
31,631,541 52.5%
25,462,302 42.2%
57,093,843 94.7%
60,291,209

L -

The total HP business for the 4.5 years for which data was gathered from households was estimated to be $271m

for the population.



Hire Purchase Cost Disclosure
I

The Consumer Credit Act requires full disclosure
of all costs of credit extended by HP dealers. The
leading HP dealers are in breach of the Act.

First, the Act (s2) defines “credit fees and charges”
as “fees and charges payable in connection with
a credit contract, mortgage or hire purchase” but
these do not include:

(a) interest charges [(including default charges);
or

(b) any fees or charges that are payable to or by
a credit provider in connection with a credit
contract, in connection with which both credit
and debit facilities are available if the fees or
charges would be payable even if credit fa-
cilities were not available (not being annual
fees or charges in connection with continuing
credit contracts under which credit is ordi-
narily obtained by the use of a card]; or

(c) government charges, or duties, on receipts or
withdrawals; or

(d) enforcement expenses.

The intent of the legislation was to provide a clear
distinction between, and relevant disclosures of,
interest charges and other charges relating to
credit.

Neither of the two largest HP dealers provide this
disclosure to any consumer. They evade this by
utilising terms which are not provided for in the
legislation. The market leader, Courts (Fiji] Ltd,
utilises the term “charge for credit” to refer to all
the consolidated costs of credit. The MHs uses
the term “term charges” to refer to the credit
charges.

The lack of a full disclosure, the above attempt
notwithstanding, is still contrary to law. The
Consumer Credit Act (s14) requires each
consumer to be given a pre-contract statement
before a HP contract is entered into. As part of
the pre-contract statement, they must provide,
amongst other details, the following:

(a) amount of credit

(b) annual percentage rate or rates

(c) calculation of interest charges: The method
of calculation of the interest charges payable
under the contract and the frequency with
which interest charges are to be debited un-
der the contract

(d) total amount on interest charges payable:
The total amount of interest charges payable
under the contract

(e) repayments

(f) credit fees and charges: The amount of any
such fee or charge, if ascertainable, but if
not, the method of calculation of the fee or
charge, if ascertainable.

Without this, a credit provider “must not enter
into a credit contract” (s14].

None of the credit providers have been complying
with s14 of the Consumer Credit Act. None
provide any disclosure on the calculation of
interest charges, nor any information on the total
amount of interest charges payable. They also do
not provide any breakdown of ‘charge for credit’
or ‘term charges’, which can show the details of
credit fee and/or charges, if any.

A further breach is in terms of non-compliance
with s15 of the Consumer Credit Act. This section
requires that the credit contract contain the
following information:

(a) credit provider's name
(b) amount of credit
(c) annual percentage rate or rates

(d) calculation of interest charges: The method
of calculation of the interest charges payable
under the contract and the frequency with
which interest charges are to be debited un-
der the contract

o

total amount of interest charges payable: The
total amount of interest charges payable un-
der the contract

(f) repayments



(g) credit fees and charges: A statement of the
credit fees and charges that are, or may be-
come, payable under the contract, and when
each such fee or charge is payable.

For credit that is over $5,000, further additional
breaches are in terms of non-compliance with
additional provisions under s15 of the Consumer
Credit Act. These are:

(h) changes affecting interest and credit fees and
charges: If the annual percentage rate or
rates or the amount or frequency of payment
of a credit fee or charge or instalment pay-
able under the contract may be changed, or
a new credit fee or charge may be imposed, a
statement or statements to that effect and a
statement of how the debtor will be informed
of the change or the new fee or charge must
be given

(j) default rate: If the contract is a contract un-
der which a default rate of interest may be
charged when payments are in default, a
statement must be made to that effect on the
default rate and how it is to be applied

(k) enforcement expenses: A statement given
that enforcement expenses may become pay-
able under the credit contract or mortgage (if
any) in the event of a breach.

(m] commission: If a commission is to be paid by
or to the credit provider for the introduction
of credit business or business financed by the
contract, then the quantum of this, and de-
tails on the payees are required

(n) insurance financed by contract

(o) other information: Any other information and
any warning required by the regulations.

The law provides that it would be sufficient
compliance if the information required above
is provided in the pre-contract statement and
contract document respectively (5.8 Amendment
Act).

But none of the credit providers give any
information on the calculation of interest

charges, nor any information on the total amount
of interest charges payable. They also do not
provide any breakdown of ‘charge for credit’
or ‘term charges’, which can show the details
of credit fees and/or charges, if any, or of any
commission chargedtothe consumerforinsuring
the items sold on HP. These comprise a breach
of both, s15 as well as s157 of the legislation.
5157 makes a breach of s15 a criminal offence.
To date, however, no dealer has been prosecuted
under this section of the law?.

None of the dealers comply fully with s157 of the
legislation. This section states:

(1) Before any hire purchase agreement is en-
tered into in respect of any goods -

(a) any person conducting negotiations leading to
the making of the hire-purchase agreement
must inform the intending hirer in accord-
ance with sections 12, 13, 15, 16, 17, 18, 19
and 20, as applicable to hire purchase agree-
ments; and

(b) the credit provider must provide the intending
hirer with a written summary of the hirer’s
financial obligations, in the form set out in
Schedule 4.

TheleadingHP dealerisinbreachofthelegislation
for not providing in its credit contract details
of credit fees and charges. Some details are
provided separately, as an addendum?® on delivery
charges, documentation fee and a number of
charges on defaults and repossessions. But
given that these are done in an ‘addendum’ and
not on the invoice, consumers cannot ascertain
whether the dealer’s “charge for credit” sum
contains only the interest charges, delivery fee
and documentation fee, and not any other hidden
charge or fee.

Since there is no separate listing of various
components of the credit charges, any
assessment of the ratios of various credit
charges becomes less than perfect. However,
on the basis of disclosures by some other HP
dealers, insurance is estimated to comprise
approximately 7% of the cash price value. Only
one HP dealer charges consumers directly

3The information to be provided is to be done in a form which the legislation prescribes. The form uses the term
‘term charges’, which is not defined anywhere. This is a weakness of the legislation. However, this does not prevent
dealers from providing the disclosures required under s15, as one item in the form requires them to disclose
“Particulars relating to Financial Obligations” under which all necessary information required under s15 ought to

be provided.

“The Addendum is printed in a faint colour, making it quite impossible to read it. This matter is discussed later in

the report.



for insurance. Other HP dealers do not reveal
any information on whether they have built in
insurance charges in the total credit charge.

Courts (Fiji) Ltd has advised that it does not
provide “insurance”. Instead, it provides a

‘Payment Protection Cover” which pays off the
balance of the HP or credit account in the event of
certain events as covered. This cover is through
what it calls a ‘Credit/HP Pearl option’. Under
this, consumers are charged a higher interest

rate (currently at 20.9%) that includes a Payment
Protection Plan (Courts (Fiji] Ltd's response
to the draft report). From this response, it can
be deduced that the insurance component is
the difference between the ‘normal interest’
and the Pearl interest rate. The current ‘Opal
option has an interest of 18%, while a ‘Take-Ten’
option has an interest rate of 12% for 10 months,
during which period the repayments need to be
completed.




Credit Charges
e

The legislation provides the maximum amount
of an interest charge that may be imposed or
provided for under a credit contract. This sum
[526] is:

(a) if only one annual percentage rate applies
to the unpaid balances under the contract -
the amount determined by applying the daily
percentage rate to the unpaid daily balances;

(b) in any other case - the sum of each of the
amounts determined by applying each daily
percentage rate to that part of the unpaid daily
balances to which it applies under the contract.

the outstanding credit. In fact they have been
charging an interest for the entire duration of
the credit contract on the basis of the full sum of
credit taken®. This is contrary to law.

The overcharges have ranged from 87% to 95%,
thatis, almost twice what the charge should have
been. This is a serious breach of the legislation
as well as a considerable amount of consumer
money being siphoned off by HP dealers through
adopting a method of calculation which is
contrary to law. Table 3 provides the data on
credit charges.

Table 3: Interest Overcharge

C-1 C-2 c-3 C-4 C-5 C-6
Credit Taken $1,008.00 ¢ 860.16 $1,685.00 $1,947.00 459.00  2053.55
Period (Months) 12 12 24 12 24
Interest Rate 15.5% 16.5% 20.9% 20.9% 20.90% 20.90%
Dealer: Monthly repayment $98.00 $48.00 $170.00 $116.00 $47.00 $122.00
Dealer: Residual Repayment $86.24 $0.00 $167.17 $92.85 $37.93 $105.93
Dealer: Total Repaid $1,164.00 $1,152.00 $2,037.17 $2,760.85 $554.93 $2911.93
Daily Reducing Bal: Monthly Payment  $90.70 $40.08 $155.64 $99.28 $42.40  $104.722
Daily Reducing Bal: Total payment $1,088.35 $1,009.88 $1,867.69 $2,382.74 $508.77 $2513.14
Credit Charge: Dealer Calculated $156.00 $291.84  $352.17 $813.85 $95.93  $858.38
Credit Charge: As per Legislation $80.35 $149.72 $182.69 $435.74 $49.77  $459.59
Overcharge of Credit Charge $75.65 $142.12  $169.48 $378.11 $46.16  $398.79
% Overcharge of Credit Charge 94% 93% 87% 93% 87%

The law provides for regulations to be put in place
by the Minister to provide for the calculation of
unpaid daily balances. So far, no such regulation
has been published. Given this, the provisions of
the legislation hold - that interest charged be
on the actual outstanding credit, calculated on
a daily basis. Any deviation from this would be
contrary to law.

Six random consumer documents have been
analysed for credit charges, and the charges
compared with the provisions of the legislation.
The analysis shows that dealers have been
charging an interest on a sum greater than

5This is compound interest rate.

The legislation provides for the calculation of
total interest payment for any period before the
termination of the credit contract. This method
is referred to as the ‘Rule of 78'. But for the Rule
of 78 to be utilised, one would need to know in
advance the total interest that the consumer is
required to pay as per the credit contract. The HP
dealers in Fiji do not provide this information. As
such, neither the consumers nor analysts can
utilise the Rule of 78 with precision.

The Rule of 78 is consistent with the provision
of s26 on the method of calculation of interest,
which is on the basis of interest on daily unpaid
balance. The method utilised in this report to
assess the overcharge of interest by HP dealers



produces the same results as the Rule of 78 on
actual credit, term of credit and interest rate
figures.

There are mixed views on the Rule of 78. Karan
(forthcoming) calls for this rule to be abolished.
The Reserve Bank of Fiji agrees that the rule
should be abolished “because it is confusing
and difficult to understand” (response to Draft
Report]. MH's, on the other hand, states that
this rule is “a universally accepted method
of determining interest income/ rebate. It is
the legislated authority determining interest
apportionment on Hire Purchase goods pursuant
to the Consumer Credit Act. It is our submission
that the Rule of 78 is a logical and fair means
of determining interest income. It considers
condition of the goods.”

Thus, since the Rule of 78 is used to calculate
interest rebate in the event a customer pays
the debt off earlier than the full term of the
credit contract, a correct method of calculating
interest rebate is provided for. To this extent,
there is no problem with the Rule. The problem
arises, however, because there are two different
standards used by HP dealers in working with
credit charges. They charge interest throughout
the life of the credit term, including for that
component of the credit which consumers pay
off through repayments. While this is contrary to
law, HP dealers have persisted with this method.
However, when it comes to interest rebate for
early repayments, they utilise the Rule of 78,
which yields results with are the same as one
would arrive at by calculating credit charges on
a reducing balance method. This inconsistency is
more worrying than any confusion that Rule of 78
generates.

It is established that the method of calculating
the actual total interest payment and monthly
repayments is incorrect. The dealer declares
the interest rate. But given that the quantum
of interest charged at each repayment remains
the same over the term of the loan, in effect
the consumers are charged an interest for both
credit due, and credit already made good by
repayments.

One of the HP dealers, Courts (Fiji) Ltd defends
this position on account of depreciation: *

the ‘straight line" or ‘upfront interest on a
reducing balance” methods will not be fair or be
economically viable for HP providers for the main
reason that our product item/s condition or value

depreciates at a much faster rate and is usually
in a dilapidated state or condition with a much
lower, if not zero, value, in the inevitable cases
of default and/or recovery action processes”.
(Response to Draft Report].

The massive overcharge, which is contrary to
law, has gone on unchecked for a long time. Atan
estimated $25.5m of credit charge per year with
an average 92% overcharge as calculated from
the six cases given above, amounts t0$13.3m
appropriated per year by HP dealers contrary to
law. This substantial sum of money appropriated
from consumers, who are generally less well to
do in Fiji, a sophisticated fraud outside the law
which fraud detecting agencies have not been
able to uncover so far. Urgent action needs to
be taken on this. The legislation does not make
any provision for any specific penalty for acting
contrary to law in the matter of calculating the
interest payments. The law (s184) provides for
a penalty of a fine of $5,000 for a first offence
and $10,000 for a second or subsequent offence
- which relate to offences specified in the
legislation. The matter here is that of fraud. The
law makes a general provision for fraudulent
activities; s184(2) provides:

If a natural person is convicted of any offence
against this Act and the court by which the
person is convicted is of opinion that the offence
was committed with intent to defraud, the person
is liable, in addition to or instead of any other
penalty, to imprisonment for 3 years.

The issues here are two-fold. First, the law does
not regulate on how the interest is calculated;
it is assumed that an interest is only due on
amount that is actually on loan, and that there
is no interest on sums which have been repaid.
Any demand for an interest on a sum that is not
owed by a consumer, is fraudulent. The second
issue has to do with that of prosecution: who is
the authority who can commence a prosecution
on the matter of fraud? The likely agents could
be an affected consumer, or the state, or a
consumer body. So far, this matter has not been
dealt with by these bodies, possibly on account of
a lack of awareness that such systematic frauds
are taking place in the industry. The penalty for
fraud by a body corporate is a fine that is 5 times
the fine provided in s184(2) The law also provides
for the people affected by the fraud to be paid
back the extra sums that they lost through the
fraudulent activities.



The matter of charging interest where no credit
is due is aside from the rate of interest itself.
Consumers have been complaining about ‘high
interest rates’. HP interest rates range from
about 12% to more than 20% per annum. The
larger share of HP business falls in the higher
interest rate side.

The leading HP provider, Courts (Fiji} Limited,

responded to the matter of the high interest rate

stating:
HP providers have very little alternative or
option but to apply a slightly higher interest
rate on our Hire Purchase products because
we simply engage in high risk lending or
credit which is afforded to lower and/or aver-
age income earners. A few of the reasonable
justifying aspects we would like to highlight
are as follows:

1) Unlike banks and semi financial institutions
that secure their funds from the public at very
low interest rates, Courts (Fiji) Ltd secures its
funds from commercial banks at significantly
higher interest rates. Therefore our cost of
capital is much higher and therefore we have
to charge slightly higher interest rates to help
cushion this effect.

2] HP is risky lending with approvals given in
minutes for our customers’ convenience
without charging any approval fee. We also
deal with a substantial number of very low
to middle income earners who have very
sketchy and/or no proof of income details or
verification records at all.

3) Lending without security - effectively the
chattels do not constitute security as most
often these items once used or if not main-
tained well will have a much lower value or
even a nil value for damaged items etc.

4) We also lend on high risk items such as fur-
niture, electrical equipment, brush cutters,
power tools, outboard engines, other small/
micro business items etc which if not main-
tained well become dysfunctional, damaged
or broken etc resulting in customers gener-
ally refusing to pay up.

5] A good portion of our customers live in re-
mote, rural, interior and outer island areas
and access becomes very difficult or impos-
sible for collections, repossessions and/or
even pursuing legal action, with the Credit
Data Bureau logging also a non issue as
it has very little or no effect on them. This
greatly impacts on our credit recovery capa-
bilities thus escalating our risks and losses.

6] Bad debt write offs are generally high due to
the nature of this risky lending which war-
rants a marginally higher interest rate to help
recover and/or compensate these relative
costs .

7) Our lending rates are very reasonable and
comparable to interest rates charged by
banks and credit card companies on credit
card facilities and unsecured loans, including
money lenders etc. Credit card companies
and banks offer these unsecured facilities to
higher net worth customers, whilst we offer
these facilities to lower and middle income
earners. Therefore we relatively offer more
competitive and reasonable rates in general.

The justification for high interest rates needs
to be examined by a regulatory authority.
Unfortunately, while financial transactions
involving banks and insurance companies are
regulated by the Reserve Bank of Fiji, there is no
regulatory authority on financial transactions of
the consumer credit industry. In the absence of
this, the prospect of a fair trading body examining
the basis of the interest charges needs to be
explored by consumers and/or consumer bodies
like the Consumer Council of Fiji.

Another HP Dealer’s parent company, Carpenters
Fiji Ltd also responded in like terms stating:

Hire Purchase financing is in a different type
of credit financing compared to Mortgage and
Bill of Sale. Risks are high and rewards have
to be high as well to mitigate high risk factor.

The reason risk is high is because target
market is generally average to lower end
income earners or the job profile is riskier.
These persons are often refused loans by
commercial banks as they cannot meet strin-
gent finance conditions....



Furthermore, interest rate is reflective of the
risk in terms of the following:

(i} target market includes civil servants, teach-
ers, farmers, garment factory workers, office
staff and other low income earners

i) high default rates

(iii) susceptibility of items financed being subject
to misappropriation and natural disasters

(iv] different demographics make it difficult to lo-
cate customers

(v] high collection costs
(vi) high bad debts

The default rate ranges from 45% to 50%, whilst
the ratio of collection staff to total staff is above

53%. In this regard, a high number of accounts
are settled according to their hire purchase
contract in order to generate a positive return on
funds utilized (Response to Draft Report).

Interest rate regulation is provided for by the
law. The Consumer Credit Act provides for the
Minister responsible for Commerce to prescribe
the maximum annual percentage rate of interest
for a credit contract (s264(1)). So far, however, no
such regulation has been published. The market,
therefore, has been left to determine this rate. In
this respect, the HP dealers are within the law,
the concerns of consumers notwithstanding.
What is needed, however, is to bring financial
transactions of the consumer credit industry
under a credible regulatory authority.




Market Concentration
I

The major hire purchase credit providers in Fiji
are Courts (Fiji] Ltd and MH's Homecentres.
These outlets dominate the market, accounting
for over 95% of the credit business. Between
these, Courts is the market leader by a market
factor of 3:1. Other smaller providers are
Subrail's Furniture Centre, Tappoos Home and
Leisure, Comfort Home Furnishing Ltd and Deo’s
Furniture & Joinery. None of the companies,
however, release their financial statements.

The HP business is a critical business for a large
segment of Fiji's people. As already stated, over
46% of all households in Fiji relied on HP during
the past 4.5 years to acquire goods. Of this,
according to the own assessments of those who
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purchased on HP, 73% of the households would
not have been able to purchase these goods
without the provision of HP. Overall, therefore, at
the very minimum, 34% of Fiji's entire population
would not have been able to purchase white
goods without hire purchase.

But this same proportion pays to HP dealers
nearly twice (1.73 times more) for the goods as
they would have paid if they could afford to buy
cash: goods worth $34.8m in cash yielded for
the HP dealers a revenue of $60.3m, comprising
$3m in deposit, $31.6m in loans to consumers,
and $25.5m in charges for the loans per year. The
total credit business itself is $57m, comprising
$31.6m in loans and $25.5m in credit charges.
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Consumer Characteristics
.

Survey results show that about three quarters
of the HP consumers had incomes less than
$15,000 per annum. The joint family incomes of a
vast majority of HP consumers (70%), as shown
in Table 4, was in the less than $20,000 category.

Table 4: Income Profile of HP Consumers

Self Family
<5,000 22% 13%
5,000 to < 10,000 27% 25%
10,000 to < 15,000 24% 21%
15,000 to < 20,000 12% 1%
20,000 to < 25,000 6% 8%
25,000 to < 30,000 5% 9%
30,000 to < 35,000 1% 4%
35,000+ 3% 8%

18% of the HP consumers had their own homes
while 82% stayed in rented accommodation. In
terms of education, as Table 5 shows, 70% of the
HP consumers had no post-secondary school
education. 47% of the consumers, however,
had members of their families who had tertiary
education.

Table 5: Education Profile of HP Consumers

Self Family
No education 2% 2%
Primary (class 1-8) 20% 3%
Forms 3-4 23% 8%
Forms 5-6 20% 30%
Form 7 6% 10%

Tertiary Certificates/diplomas 19% 29%
Tertiary: degrees 10% 18%

While age is not an important feature in the HP
propensity, for the record, 31% of the HP buyers
are below 35; 36% are in the age group 35-45,
while a third are above 45.

As Table 6 shows, in 18% of all purchases,
children were the main advocates. Parents of the
household heads formed 12% of the principal
advocates. In the remaining cases, the husband
or the wife in the household formed the principal
advocate for the purchase.

Table 6: Principal Advocate of the Purchase

Husband 36%
Wife 35%
Son 1%
Daughter 7%
Father 6%
Mother 6%

The main reason cited for the purchase decision
was convenience, with 65% of the purchases
citing this as the main reason. Another 8% cited
time saving as the principal reason. As Table 7
shows, extraneous factors - like pressure from
family, demonstration effects, etc. - comprised
26% of the purchase decisions.

Table 7: Reasons for Purchase

Convenience 65.4%
Time saving 8.3%
Pressure from family 9.8%
All neighbours had it 2.5%
All relatives had it 2.2%
House looked empty/ incomplete

without it 5.7%
Appeared good on TV/radio/news- 13%

paper

41% of the population claim that they are loyal
HP consumers. Of those relying on HP, 79%
understand that HP is a loan that they take from
the seller to purchase the items. A fifth, on the
other hand, think that the HP system is a system
of delayed payments for the items bought,
without any additional charge on the cash price
of the item.

Of those who purchased goods on HP, 36%
stated that for their last purchase, the supplier
did not advise them of the interest and principal
components of the purchase. As a part of the
HP requirements, sellers are required to provide
documentation on the various charges and
fees for the items. These are given as part of



the contract between the seller and the buyer.
However, not all buyers are financially literate. As
such, an explanation in their preferred language
would have a lasting impact on their minds on
the key financial commitments that they are
making under the contract. There currently is
no requirement that each HP customer receive
an explanation in a language of their choice of
the financial terms and conditions of the HP
agreement.

53% of the HP customers asked the seller to
advise them of the total interest payments on
the purchase. Most were shown the contract
between the seller and the buyer. The contract
does not have any statement or explanation on
the way the interest rates are calculated.

Financial literacy empowers a party to assess
the options available to each. One option that
consumers of HP have is paying off their loans
earlier than the due date. To exercise this option

they would need to know the financial advantages
that they would get out of early payments. Actual
responses from consumers show that 71% of the
consumers do not get shown any calculations on
rebates for early payments. Of the 29% who were
shown some calculations or any formula on the
calculation of the rebates, a quarter could not
understand the calculations.

HP companies also levy a ‘'documentation fee’ on
every HP activity. The legislation is silent on the
types of fees which credit providers can levy, and
their quantums®.

44% of the consumers in Fiji do not know that
there is a documentation fee that is included in
the calculations for the HP credit terms. Further,
of the 56% who are aware of this fee, only 58%
learnt of this before they bought the items on HP;
42% learnt of this fee either after they had agreed
to buy the item or after repayments had started.

¢Historically, in credit provisions, interest payments were justified on one and only one basis: providing credit is an
investment for the credit provider, and in making this investment, the credit provider incurs some expenses, as well
as foregoes the use of the funds which it has provided. These costs - which are the direct cost of the credit and the
cost of the opportunity forgone - are covered by an interest charge. Over the years, however, credit providers have
begun to recover the direct costs through levies other than interest charges, thereby leaving the interest component
as a net margin. Regulators and society generally have tolerated this in the name of free enterprise - where buyers
and sellers can agree on any price they wish to. As a side note, one finds a similar logic creeping in public sector
finance - where, for example, municipal and local authorities levy a rate to provide all the services, and then levy
separate rates for services already included in the rate levy - like garbage services, loan repayment levy, or street
light services. In like manner, governments levy taxes to, amongst other services, provide roads and infrastructure,
and then load on additional user pay levies like a road levy or a departure tax at the airport, etc.



Confidentiality of
Consumer Information
]

HP consumers in Fiji do not have a right to
confidentiality of their financial information. HP
contracts require consumers to sign in for the
following:

e their financial information to be listed on the
Data Bureau Limited;

e their financial information to be made avail-
able by the HP company to any other credit
provider, and

e the HP company permitted to seek financial
information on them from any other source’.

The contracts also require consent from the
consumer that his/her electronic signatures
can be retained and relied upon by the company
“for any purpose”, including legal or other debt
recovery proceedings.

Data Bureau Limited is a company that was
initiated by a group of financial institutions
and insurance companies in Fiji in 2001. lIts
membership covers 100% of the financial market.
An official statement from the Data Bureau
states: “The beauty about this service is that it
is absolutely free. We do not make a commission
on the recoveries nor do we charge a fee for the
uploading of files. Members are only charged
for their membership or for the use of the
credit search services” (http://www.databureau.
com.fi/fiji/index.aspx). The core function of the

company is the “operation of a Credit Bureau
database where members can access the credit
history and identify details of their customers”;
the Bureau also assists its members “with debt
collection when defaulting debtors are listed on
the Credit Bureau” (http://www.databureau.com.
fj/fiji/index.aspx]. Information is obtained from
the members of the Bureau and from public
records.

60% of HP consumers in Fiji did not know that
their records could be listed on the Data Bureau
Limited database. 62% did not know that their
credit information could be provided to others.
And 60% did not know that the HP company could
seek information on them from other businesses
or sources.

The lack of awareness on Data Bureau listing
is despite the fact that the HP contract that
consumers sign contains a provision that by
signing the contract, they allow the HP to provide
their credit information to the Data Bureau, for
this information to be made available to others,
and for the HP seller to seek information on
them from other sources. A majority of HP
consumers, therefore, do not seem to have read,
or understood the terms of the contract before
they sign the HP contract. It is clearly more likely
that the credit providers do not advise consumers
of this conditionality in the credit contract in a
language that the consumers understand.

"The exact contractual terms which HP consumers are required to sign by one of the larger HP dealers are:

1.

I/We irrevocably authorise (company name) to obtain a report about my/our commercial activities or commercial
credit worthiness from Data Bureau Limited and/or any other firm or company which provides information about
a person’s commercial credit worthiness for the purpose of assessing my/our credit application

. I/We irrevocably authorise (company name) to exchange information about my/our credit arrangements including

information about my/our credit worthiness, credit history, credit standing or credit capacity with other credit
providers. This information may be used to assess application for credit and or my/our credit worthiness, to
assist me/us to avoid default and notify other credit providers of my/our default.

. I/We irrevocably authorise (company name) to make enquiries about the information included on my/our credit

application from any other sources.

. I/We hereby authorise and consent to (HP Company name), obtaining through means of electronic signature pads

or electronic scanning, my/our electronic signatures on the Credit Agreements and other ancillary documents
relating to the Credit purchase(s] and to retaining and relying on such Electronic Signatures for any purpose,
including any legal or other debt recovery proceedings.



Data Bureau member MH defends the Data

Bureau practices:
The Data Bureau is a key agency for Hire Pur-
chase financing as it acts as a credit assess-
ment tool. Itis a mechanism that allows credit
providers determine customer rating and this
is the usual practice overseas where similar
agencies offer this service. Our demand no-
tices carry a disclaimer that customer details
would be loaded on Data Bureau if customer
defaults repayments.

In Fiji, government and statutory bodies such
as Fiji Electricity Authority, Water Authority of
Fiji, Fiji Development Bank and the Municipal
Councils are also members of Data Bureau
(Response to Draft Report).

The Reserve Bank of Fiji also defends the

operations of the DBF, saying that it
plays an important role in the area of credit
risk management and the promotion of a
sound credit culture in the financial system
of the country. The existence of DBL makes
it easier for financial institutions to make
informed and responsible lending decisions
in a timely manner. Checking with the Credit
Bureau would also help the financial insti-
tutions to mitigate any possibility of serious
problems such as fraud oases and the pos-
sibility or the risk of defaulting (Response to
Draft Report].

The RBF, however, accepts the issue of consumer

confidentiality. It states:
The Reserve Bank of Fiji is of the view that to
protect the confidentiality of consumer infor-
mation the data bureau should only provide
personal credit information to a financial in-
stitution for the purpose of assisting the fi-
nancial institution to evaluate a credit facility
application or for a periodical credit review
if the person is an existing borrower. The fi-
nancial institutions should not be allowed
to access credit information for purposes
other than evaluating credit facility applica-
tion or credit review. For example, financial
institutions cannot use the credit report to
market their financial products or services
(Response to Draft Report).

While there is contractual conditionality on
making credit information of HP consumers
available to others, which can be interpreted
as an individual waiving ones rights to privacy
of credit information through signing a credit
contract, the issue of right to privacy remains. In
Fiji, there is no law that guarantees consumers
a right to privacy. The Data Bureau Ltd is a
duly registered company in Fiji, which under its
articles, is involved in sharing private information
on clients of its members with each other and
with other entities in Fiji. Given that hire purchase
consumers sign a contract which allows their
private information to be shared by Data Bureau
Ltd, this part of the activity of the Data Bureau
Ltd is within the law.

The fact that this is within the law, however,
does not end the matter of the right to privacy.
A majority of the consumers did not know that
their records could be listed on the Data Bureau
Limited database or provided to others, or that
the HP company could seek information on them
from other businesses or sources. But over a third
knew this and still entered into the contract of
the purchase. The issue here concerns financial
literacy. If it was believed that consumer privacy
is an important virtue in societies like ours, then
the matter could be addressed as a matter of
consumer rights advocacy. Legal challenges on
the basis of the existing situation may not be a
viable option. Consumer advocacy which results
in a vast majority of consumers refraining from
entering into HP agreements which impact the
privacy of their credit information would be more
desirable. The state may, however, consider
enacting legislation on protection of privacy; this
may address the issue of privacy of personal
credit records.

A better alternative, however, is to encourage
alternative financial institutions that enable
consumers to save money and purchase goods
on a cash basis. There are a number of informal
‘clubs’ in Fiji, through which members save and
deposit small sums of money, to later withdraw
to fulfil the purpose of their savings. This concept
has a good foundation for growth in Fiji. So far,
however,the governmentagencies have remained
oblivious of the potential of this mechanism -
resulting in about $25m of consumer money
being transferred to HP companies. To address
this matter, however, new thinking is necessary
on the role of government in an economy.



Credit Liability Grievances
and Disputes
...

8% of HP consumers disputed their liabilities
with the seller. 29% of the disputes resulted in
positive outcomes; some of the outcomes were
as follows:

e money was refunded

e agreement to vary payments made
e goods were returned

e seller corrected the mistake

But a resolution in favour of consumers was
not the preponderant outcome. In 21% of the
cases, the consumers lost out leading either to
them paying off for the items early in frustration,
or escalating the grievances to the Consumer
Council of Fiji, or losing the items through
repossession. For 43% of the disputes, the
sellers held their grounds claiming contractual
provisions, while in 7% of the cases, the
consumers were given the runaround within the
seller's premises (see someone else, come later,
manager is not in, etc).

An interesting finding is that in none of the
grievances in which the consumers had liabilities,
did consumers seek judicial intervention. The
likely reason could be that seeking judicial
intervention would be a more expensive exercise
than the total value of liabilities in most cases.
Typical legal commencement charges in Fiji for
documentation and filing of civil cases involving
contracts are around $500; legal professional
charges are additional. These sums are
disproportionate to the gains that an average
HP consumer may get from litigation, since on
average, the HP loan is $1,224. This explains why
95% of the consumers had not even considered
taking legal action against the sellers for their
grievances.

In Fiji, the Small Claims Tribunal is one avenue
through which aggrieved parties could seek
remedies on claims or disputes. However,
data shows that of all claims filed in the Small

Claims Tribunal between 1997 and 2008, only
0.135% of the claims were by consumers against
HP dealers. In contrast, 23% of all claims filed
were by HP dealers against their clients for non-
payment. For this period, the average value of the
unpaid sums was $5818.

That a very small proportion of HP consumers
filed claims in the Small Claims Tribunal
raises the issue of whether the SCT operations
are empowering consumers. What is known
is that a large majority of the HP consumers
are those with established incomes. They are
either in employment or self employed. Both
these categories, but more so those who are
employees, would hardly get time off from their
work to file claims in the SCT; the SCT operating
hours are quite restrictive. The lack of flexibility,
particularly of sitting during times when workers
would be able to access the SCT facilities, is
prohibitive of HP consumers access the SCT with
their claims grievances.

About 30% of all consumers apply for variations in
payment agreements. Of this, about 70% receive
the variations. However, this comes at a cost,
which the consumers bear. Financial hardship
is the only reason for application for variation
that involves extension of repayment period.
The outcome is that those who are financially in
difficult situations are required to pay more for
variation documentation.

For those who did not get any variation approved
borrowing from others, including money lenders,
to pay the instalments was normally considered.
This created further debt and interest burdens.
Defaults in payment, which again attract penalty
charges, were also common.

Atotal of 33% of the HP consumers have defaulted
in payments to the extent of receiving default
notices. But the awareness on key aspects of
defaults has been generally lacking. 60% of the
consumers did not know that there is a default

8Approximately a half of all claims lodged in the Small Claims Tribunal are claims by commercial entities. Of this,

46% are claims by HP dealers.



penalty that the seller charges for each default.
While 43% of the consumers knew that if they
default, the dealer will charge for every letter and
every call that it made to them, 80% didn't know
that the phone call charges billed are above the
normal call rates. For those who default, dealers
earn an estimated gross revenue of $0.6m per
annum through sending default notices.

Case Study: 1

Mrs Prasad, a machinist, bought a
twin tub washing machine from a hire-
purchase company. When she entered
into the credit contract with the company,
she was not informed about any hidden
fees and charges attached to the contract.

A happy Mrs Prasad took the washing
machine home. She made her payments
on time until her husband, who was a
temporary staff in a factory, lost his job.

Because of financial hardship, she missed
two months payment after which she
received a couple of phone calls and a
default notice.

Mrs Prasad noted a significant sum added
to her account; this was an amount other
than what she owed to the hire purchase
company for two months of payment. She
was charged for the two telephone calls
made to her to remind her of the payment
(total of $4.40, which is more than $2 per
call), the default document posted to her
was charged at $3, and late penalty fee
at $10. http://www.fijitimes.com/story.
aspx?ref=archive&id=185664

Variation of payments also includes paying off the
total sum due earlierthan the scheduled payment
date. 26% of all HP consumers discussed their
intention of paying off the total sum due early. Of
these, 57% actually paid off the sum early. 74% of
those who enquired about early payments were
shown calculations that showed early payments
to be beneficial to the consumer, while a quarter
saw no benefit of paying off the sum early.

On variation of the credit contract, 8% of the
consumers advised that they tried to return the
goods to the seller. Only 56% of these consumers
succeeded, but 90% did not get any money back
for the goods returned. The only benefit that
these consumers had from the goods that they
were paying for was for the brief period that they
had the goods with them before their return.

About 12% of all customers have reported
that their goods have been repossessed. This
means that repossession affects about $7.2m
of the credit market; this is the potential size of
the primary repossession market. Within this
market, for the households whose goods were
repossessed, they had already repaid 63% of the
total repayment sum when the repossessions
took place. Resale of repossessed items is the
additional repossession market.

There is no regulation on resale of repossessed
items. The law provides for the division of
proceeds of a resale where the consumer
determines the HP contract. ? But there is no
such regulatory provision on resale of items
where the dealer terminates the contract on
account of non-payment. This means that the
dealer is not required to refund the consumer
any proceed from the sale if the sale earned more
than the amount owed to the dealer. There is also
no requirement that the dealer sell the item at a
fair market value, or to even advise the consumer
of the process of resale and/or the date of the
resale, or the price at which the resale took
place. 5163-167, which deal with repossession,
are silent on these matters.

Case Study: 2

A consumer purchased lounge suite for
$2,303. The consumer paid a deposit
of $69 and repayments of $1,626.70.
But 7 months later, consumer defaulted
and the item was repossessed and sold
for $595. The dealer filed a claim in the
Small Claims Tribunal for an additional
$1,164.82.

The provisions are (s162(5)): if the value of goods at the time when they are returned to the owner is more than the
balance outstanding under the hire purchase agreement, the hireris entitled to the difference, which is recoverable
as a debt due to the hirer. If the value of the goods at the time when they are returned to the owner is less than
the balance outstanding under the hire-purchase agreement, the owner is entitled to the difference, which is

recoverable as a debt due to the hirer.



Case Study: 2 continued

Purchase price $2,303.56
Less Deposit $69.00
$2,234.56
Charges:
Interest $793.92
Insurance $161.25
Interest on Arrears  $66.59
Collection Fees $44.00
Default Notice $50.50
Field Fees $39.00
Transport Fees $40.00
Documentation Fee $10.00 $1,205.26
TOTAL $3,439.82
Less:
Payments $1,626.70
Credit Note $595.00
Interest $26.46
Insurance $26.84 $2,275.00
Claim $1,164.82

The reduction in value by $1,438 within 7
months represented a depreciation rate of
127% per annum. The consumer had no
legal redress in this matter.

One approach to this matter could be the
introduction of a regulatory mechanism for the
resales. In this, a number of possibilities exist.
The following options, not all mutually exclusive,
exist:

1. No item is to be sold at a price below the de-
preciated value of the item, with the depre-
ciation rate used being the Fiji Reveue and
Customs Authority rate.

2. The dealer and consumer agree to independ-
ent market valuation of the item, and no item
to be sold below the independent market val-
uation of the item'™.

3. The consumer to be refunded the difference
between the amount owed and the price
fetched. This requirement already exists in
the legislation, but is hardly abided by.

4. The dealer be required to advise the con-
sumer of the process and/or the date of the
resale, and be given the option of attending
the resale event.

5. The repossessed item can not be sold until
the dealer has obtained an order from a court
or the Small Claims Tribunal on the resale.

In practice, however, dealers in HP treat the
resale of repossessed items as a third market,
with the first time being the sale of the item
itself, and the second being the credit business.

A repossession does not end the liability that a
consumer has. HP dealers claim the difference
between the total credit sum and the sum the
dealer received through repayments and resale.
Since repossession arises due to defaults,
normally repossession takes place before the
end of the repayment period. But dealers claim
the credit charge for the entire period. In the
case study cited above, the credit period was for
24 months, but the repossession took place in 7
months only.

The above needs to be addressed through, first,
enforcing the provisions of the law in correct
interest charges. This will reduce the burden of
repayments and consequently the incidences of
repossession. Second, as is the case with limited
liability companies or mortgages, an appropriate
provision must be made in the legislation that
once a good is repossessed, all liability on the
hirer ends. This will require an amendment to
the legislation.

Where repossession can not take place, dealers
resort to claiming the amount due through other
means, typically the Small Claims Tribunal.

The following case study shows the makeup of
the claim sum.

Case Study: 3

Aconsumer purchased a chainsaw $1,629.
The consumer paid a deposit of $400 and
repayments of $581. The contract was
for 24 months. Dealer claimed a sum of
$2,035.15 within 13 months through a
claim filed in the Small Claims Tribunal

%f the highest price offered is less than the fair market value, then the chances are that the initial value of the good

was above the initial fair market value.



Case Study: 3 continued

Purchase price $1,629.00
Less Deposit $ 400.00
$1,229.00
Charges:
Interest $1,017.75
Insurance $268.79
Interest on Arrears  $23.61
Default Notice $17.00
Finance Fee $30.00
Transport Fees $20.00
Documentation Fee $10.00 $1,387.15
TOTAL $2,616.15
Less:
Payments $ 581.00
Claim $2,035.15

The dealer claimed interest and insurance
charges of $1,286.54 despite the fact
that the claim was lodged before the
24 months was over. It also claimed an
additional $23.61 as interest on arrears.
The interest and insurance is 105% of the
sum loaned to the consumer.

Given that repossession is predominantly for
reasons of financial hardships, the default and
repossession market of over $7m per year hit the
poorer workers/farmers the most'".

On repossession, under law, the seller has to
fulfil certain conditions before exercising the
repossession option; these are (s163):

(a) there have been 2 successive defaults of
payments, or a default in respect of the last

""The reasons given for defaulting payments are as

follows:

e Due to family commitments and financial hardship
(vast majority)

e Bad crops that year

e Delay in wages

¢ Income earner migrated overseas

e Got sick and didn’t go to job or lost job (often)

e Funeral in family

¢ Direct did not deduct on time

o Family disputes arose (often)

e Forgot payments
(or person asked to pay didn’t do so)

payment; and

(b) the owner has served on the hirer a notice in
writing at the last known address provided to the
owner and the period fixed by the notice (being
not less than 21 days after the service of the
notice) has expired.

Two successive defaults means a period of 60
days from the last payment. To this, another 21
days is added. Thus a repossession can only take
place after at least 81 days from the last payment
made. This means that at least 51 days must pass
from the first default date before a repossession
can take place™.

After the repossession, within 21 days, the owner
must serve on the hirer a written notice advising
the consumer of the cost of repossession and
amount to be paid under the agreement and
specifying a time within which the amount must
be paid if the hirer is to avoid the good being re-
sold. The cost of repossession is charged only
after the repossession notice is served on the
consumer and the goods are taken by the HP
Company.

A dealer therefore cannot sell an item within
51 days from the last date of default, and for a
further period of time after repossession which
is given to the consumer which specifies the date
by which the consumer needs to pay to prevent
losing the good entirely. If during this period the
hirer pays the sum together with the costs of
repossession, or remedies any breach otherwise,
the dealer has to return the goods to the hirer
forthwith and restore the HP agreement.

Upon repossession, the law provides the dealer
the right to determine the date by which the
default has to be made good (s163(4)). This notice
can be given immediately upon repossession,
and the date specified could be anywhere from as
early as the date and time of repossession. The

e Good not working properly
e Distance is a problem
e |tem was not returned when given for repairs

e Didn't get the papers from the person who bought
the item

e Mistaken about the date of payment
e Other cultural obligations and children’s education
e Miscalculated my budget

?The only exception is when there are “reasonable
grounds for believing” that the goods will be removed
or concealed by the hirer. The onus of proving the
existence of this ground lies upon the owner (s163(3)).



law does not provide for any mandatory layover
time for the consumer to arrange payments.

79% of the consumers whose goods were
repossessed claim that the seller did not write to
them within this time frame. 68% of those whose
goods were repossessed did not clear the default
or take the good back.

Case Study: 5 continued

customer to keep seeking the trader’s
assistance as the trader would only repair
the freezer, only for the consumer to have
the problems to re-emerge. She then
lodged a complaint with the Consumer
Council stating very clearly that she did

Case Study: 4

Consumer purchased a 4-burner gas stove
from a company on credit terms last year.
Due to non-payment of timely instalments,
the company moved in to repossess the
stove under the terms and conditions
of the Hire Purchase Agreement. The
company’'s bailiff repossessed the gas
stove on the condition that within 21 days
the consumer must clear all the arrears,
upon which she would get her stove back.
The consumer then arranged to have her
arrears cleared within the 21 day limit
but the company would not accept her
payment because they had resold the
stove to another customer.

The consumer then lodged a complaint
with the Consumer Council regarding
breach of her terms and conditions in the
Hire Purchase Agreement because she
was ready to clear the arrears within 21
days, but the company had sold the stove
without honouring the Agreement.

Upon the Council's intervention, the
consumer was able to get a replacement
stove by clearing the arrears as she was
entitled to.

Case Study: 5

A consumer purchased a new
Westinghouse freezer which she later
discovered was not working properly.
The problem was with the deep freezer
where ice condensed in high volumes
at all times. The consumer complained
about the problem to the trader and the
freezer was repaired and given back to
the consumer. However, it started to give
the problem again. It became hard for the

not want any further repairs, but sought
either a refund or a replacement. Upon
the Council's intervention, she was given
a new freezer.

Case Study: 6

Consumer purchased a stereo system
from a major dealer for $1600. However
every time he inserted a CD disk to view or
listen, the stereo showed disk error in the
display. The disk tray would also get stuck
and would not open easily. The consumer
consulted the dealer, who collected the
stereo system for repairs. After the repair,
the item was returned to the consumer.
However, the consumer found that the
same problem persisted. The item was
sent again for repair. Again, upon its
return, the same problem persisted.
The consumer was not satisfied with the
item and service and decided to take the
matter up with the Consumer Council. The
Council then consulted with the dealer,
who agreed to provide the complainant
with a replacement.

In cases of death of the hirer, only when there are
4 successive defaults by the estate of the hirer,
can the company repossess the good. (s163(2).

In law, “within 21 days” after the owner has
taken possession of the hired goods, the HP
company “must serve on the hirer and on every
guarantor of the hirer a notice, in writing, setting
out the cost of repossession and amount to be
paid under the agreement and specifying a time
within which the amount must be paid” (s163(4)).

Furthermore, after taking possession, the HP
company ‘must deliver or cause to be delivered to
the hirer personally a document acknowledging
receipt of the goods”; if the hirer is not present
at that time, the company is to “send to the hirer



immediately after taking possession of the goods
a document acknowledging receipt of the goods.”
This document must provide a short description
of the goods and the date on which, the time
at which and the place where the owner took
possession of the goods (s163(5-6)).

Before and when exercising a power of taking
possession, the owner or the owner’s servant or
agent must also comply with the requirements
on changes on grounds of hardship and unjust
transactions (s163(7).

Under this (séé), a consumer who, because
of illness, unemployment or other reasonable
cause, is unable to meet the debtor’s obligations
under a credit contract, but reasonably expects
to be able to discharge the obligations if the
terms of the contract were changed, may apply
to the credit provider for such a change.

None of the consumers surveyed whose good|(s)
were repossessed reported that the HP dealer
or its representatives advised the debtor of this
option. Consumers who purchased under HP
did not do so to eventually lose the item through
repossession. A large majority intended to pay off
the item, but financial circumstances precluded
them from paying as agreed. Variation in payment
sums could result on consumers saving the item
from repossession.

The variation could take the following forms:

(a) extending the period of the contract and re-
ducing the amount of each payment due un-
der the contract accordingly;

(b) postponing for a specified period the date on
which any payment is due under the contract;

(c) extending the period of the contract and
postponing for a specified period the date on
which any payment is due under the contract.

The dealer is allowed to charge reasonable
finance fees or penalty interest for the changes
made.

This option to prevent repossession was not
known by the consumers whose goods were
repossessed.

The lack of a fuller financial literacy of
consumers in Fiji also prevents sensible financial
decision making on HP. While the HP market is
an important market in Fiji, there is almost a
complete lack of knowledge of consumers and
potential regulating authorities that the HP
business is, additionally, also a credit business
and a repossession and resale business. But
these are only 3 of the 5 businesses which the
HP industry generates for consumer durable
dealers, with the other two being the warranty
business, and the insurance business.




Warranties, Insurance and
Defective Goods
|

A large majority of HP consumers - 85% - knew
that the goods they purchased were under some
sort of a warranty. However, of the 85%, only 72%
were advised of this before they had agreed to
purchase the item; 26% learnt of this when they
had agreed to purchase the goods, while 1% each
respectively, learnt of this when repayments had
started or when they took the items for repair.
In total only 61% of the consumers had been
advised of the existence of a warranty before they
purchased the goods.

Case Study: 7

A consumer purchased a water blaster
that had a three month warranty. After
using it twice on two separate occasions,
he discovered that the water pressure
was low and it was not working the way
it should have or as expected of a new
product. He then took the item back to
the supplier hoping that they would either
fix the problem or replace the product.
The supplier took about two months to
examine the item, with the explanation
given that the part that was needed to
fix the product had to be brought in from
abroad, which took time. He was then
asked to pay for the repair, as the warranty
period had already expired. The consumer
took the matter to the Consumer Council
of Fiji.

The Council's representation was that
the consumer took the product to the
dealer within the warranty period. The
fact that the repairs took longer does not
prevent the product from being covered
by the warranty as it was returned to the
supplier within the specified time period.
The matter was still under discussion with
the dealer when this report was written.

These are, in Courts’ words:
e Normal wear and tear

The Consumer Credit Act provides that in “every
hire purchase agreement there is a condition that
the goods are of merchantable quality” (s161(2)).
Merchantable quality means that the item
would achieve the purpose which most ordinary
people expect it to with normal use. Normally a
manufacturer provides this warranty.

HP consumers are not advised by any dealer
on the exact entity which provides the warranty
on the goods. Consumers also are not aware
of the source of the warranty. MH's, the market
follower, has a manufacturer’'s warranty and an
extended warranty which itself provides on a
number of goods. On the other hand, Courts, the
market leader, does not extend manufacturers
warranty on any goods. By purchasing goods on
HP from Courts, consumers waive the right to
any manufacturer’'s warranty. The sales contract
states: “The Courts warranty supersedes and
shall not be read in conjunction with any other
warranty offered by the manufacturer whether
stated or implied. In some cases, we have made
arrangements with local suppliers for warranty
terms that differ from normal warranty”. As
there is currently no provision in trade standards
legislation on this, nor any separate law, this
exclusion of manufacturer’'s warranty is within
the law now.

The Courts” warranty has a number of
exclusions™. Some of these exclusions are also
applicable to manufacturers’ warranties

In addition, any commercial utilisation of
equipment purchased on HP from Courts deems
the Courts” warranty null and void.

Finally, the Courts’ warranty is in some cases
lower than the manufacturer's warranty. The
Fisher & Paykel 172L F/Freezer 169TR, for
example, has a 2 year comprehensive warranty,
a 5 years rust free warranty and a 5 years
sealed system [parts only) warranty from the



manufacturer'; the same product under Courts
warranty is for 12 months only. But consumers
can purchase an additional year of ‘extended
warranty’ by paying an additional sum.

In all cases where manufacturers provide a
warranty of over 12 months, Courts sells the
manufacturers’ warranties for any period over 1
year to consumers as ‘extended warranties’.

An additional business for the market leader
in HP, therefore, is reselling manufacturers’
warranties to consumers for all periods of
warranties over 12 months. Extended warranties
generate an estimated $1.013m revenue
annually. This is approximately 4% of the total
credit which is extended to consumers.

Many consumer durable products sold in HP
stores in Fiji are either unknown ‘brands’ or
generic brands or clones, or concocted brands
(defined here as "brands without factories’). Over
the past 15 years, especially with the rise of mass
production consumer durable industries in China
and some Asian countries, the proportion of such
brands has increased markedly. The standard
practice is for a retailer and/or a distributor on
behalf of a retailer to register ‘brand’ names in
a country, and purchase generic products made
by production companies with the brand names
supplied.

¥Continues...

e Incorrect operation of the item including failure to

follow proper operating procedures or instructions

Failure to perform routine maintenance, servicing,

cleaning or adjustment

e Damage caused by theft, burglary, and accident
including extreme weather conditions , moisture ,
fire , impact and acts of God

e Damage resulting from excessive volume, over
driving of components or excessive amplification

e Damage resulting from inadequate or improper
voltage. We recommend the purchase of a UPS
(uninterruptible power supply] for all computer
equipment.

e Computer software and operating system issues of
any kind. This includes (but is not limited to) damage
caused by viruses, malware, failure to perform
software maintenance, or upgrades , We accept no
responsibility for loss of data and recommend the
regular back up of all valuable data.

e Replacement of any consumables or accessories.

e Animal or insect infestation or intrusion.

e Removal or swapping of internal components,
factory seals, warranty stickers , model numbers or
serial numbers.

A widely marketed brand in Fiji, for example,
is Akita. This brand was registered in Fiji by
Courts (Fiji) Ltd. A number of consumer goods
lines have been imported by the company
under Akita branding. There is no ‘Akita’ factory
anywhere in the world™. There is, therefore no
manufacturer’s warranty that a consumer can be
provided. For this reason, and to prevent scrutiny
on product standards and certifications, the
retailer itself provides warranties to consumers.
It is highly likely that the factory producing the
item may provide the distributor/retailer which
orders the product with a warranty. But because
there is no factory by the name of the brand
produced, this warranty can not be extended to
the final consumer’™. It is also the case that the
same factory would produce the same goods
under different brand names as ordered by the
factory".

Given that 15% of the consumers did not even
know of the existence of a warranty, adds to
the weight of opinion that suggest that a large
number of consumers are not being advised by
the sellers on the full rights of the consumers
on the goods. The consumers do get product
specifications and warranty documents. But
given that financial literacy in Fiji is quite low, it is
unreasonable to expect that all consumers would
be aware of their rights, like those on warranties
on goods.

e Loss of resilience or shape of furniture interior
fillings, fading or colour loss.

e Servicing of a faulty item by a repairer not authorized
by Courts and/or servicing of a faulty item without
Courts knowledge.

¢ The cost of examination/diagnosis of an item where
no fault is found.

“See:http://www.fisherpaykel.co.nz/product/
fridge-freezer/compact-fridge-freezer/index.
cfm?productuid=D2EFC10E-96A1-D771-
A815F921238587FB

A google search on ‘Akita’ does not produce any
return for the first 50 pages of listing. Other similar
brands sold are Infinity, Simmons, and Maxton

¥The Akita ‘brand’ marketed in Fiji raises a number
of issues on quality; Appendix Il discusses some of
these issues.

"The second largest dealer, MHs, states that “most” of
its products come with “acclaimed quality standard
and are CE certified”, and that the “products that
are financed undergo quality checks from respective
regulatory authorities from the country of origin
before they are allowed to be sold in Fiji. Every
effort is made to comply with these requirements”
(Response to Draft Report).



36% of all consumers were asked by the seller
to take an ‘extended warranty’. The MH's
Homemaker calls its extended warranty ‘Super
Protector Extended Warranty'. This kicks in after
the expiry of manufacturer’s warranty.

Of the 36% who were asked to take an extended
warranty, 75% of the consumers stated that
they were advised on the costs of the extended
warranty plan and the benefits. However,
none were given any specific product related
document on extended warranty to read or to
take away. 51% of the consumers, who were
asked to take extended warranties, actually took
these warranties. These consumers received a
one page fine-printed Terms and Conditions’ of
extended warranty. This document is common
to all goods on which consumers took extended
warranties. No consumer received any product-
specific extended warranty document. The
MHs extended warranty provides 20 exclusions,
while Courts’ extended warranty provides 15
exclusions. But no consumer was advised that
the extended warranty is a dollar value warranty.
This means that the maximum liability on the
dealer is the purchase price of the item. Thus,
though a consumer may have an extended
warranty for 2 years, if the product required a
number of repairs within the first 6 months of the
extended warranty the cost of which totalled the
price of the product, the remaining 18 months of
the extended warranty, already paid for by the
consumer, would be of no effect. Each occasion
the extended warranty facility is invoked, costs
build up. These costs include costs of inspection,
transportation, parts and repairs. Consumers
are not provided with any breakdown of the costs
of attending to the needs under the warranties.

‘Extended Warranties' is another profit centre for
the dealers. As such, and given that consumers
cannot take their product under the extended
warranties to more skilled technicians than
those with the dealer, the call on the costs of
attending to the invocation of the warranties is
that of the dealer.

Case Study: 8

Consumer bought a twin tub washing
machine with 1 year warranty provided
expressly by the manufacturer. In addition,
he purchased an extended warranty for
two years, which means that the product

Case Study: 8 continued

in totality had a 3-year protection. After
lapse of a year, consumer discovered
that his washer tub was not spinning or
operating as it used to. When he contacted
the supplier, he was informed that it will
not be able to repair it because his 1 year
warranty had already expired and under
his extended warranty for two years, such
parts were not covered. This was the first
time the consumer was informed that
extended warranties have limitations
and restrictions. This information was
never disclosed to the consumer when
the extended warranty was sold to him.
Consumer then lodged his complaint with
the Consumer Council of Fiji.

The Council found that the complainant
was not given a proper extended warranty
docket, and the docket did not state
which parts were covered and which were
not. After strong representations by the
Council, the supplier agreed to repair the
washing machine and was given another
three months warranty, which covered
everything, including the parts.

The Council also advised the dealer to
specify clearly in its documents all the
restrictions and/or limitations under the
extended warranty and advice consumers
accordingly.

Extended warranties have their own terms
and conditions which may, for example,
only cover certain parts for repairs and
maintenance

Given the case study above, claims by dealers
that certain parts are not covered when these
fail during normal use of the product, contradict
their own contracts. Such attempts at evading
liability is contrary to contracts, which consumer
advocate bodies could raise with the judiciary for
clear determination; any action by dealers which
are contrary to the court interpretation of the
extended warranty contracts could be deemed
as contempt of court.



Case Study: 9

Mr X bought a water blaster that had a
three month warranty. After using it twice
on two separate occasions, he discovered
that the water pressure was low and it
was not working the way it should have
or as expected of a new product. This all
happened within the first month of the
warranty period of the product. Mr X then
took the item back to the supplier hoping
that they would either fix the problem or
replace the product for one in working
condition.

Unfortunately, the supplier took about
two months to have the item completely
repaired and by this time, Mr X's warranty
period had already expired. According to
the supplier, the part that was needed to
fix Mr X's water blaster had to be brought
in from overseas, which was why it had
taken so long to be repaired. The supplier
then asked Mr X to pay for the repairs
because the warranty had expired. Not
convinced with the explanation given by
the supplier, Mr X brought his case to the
Consumer Council of Fiji.

Mr X returned his water blaster within the
first month of the warranty period. The
product was not functioning in the way
that a reasonable person would expect
it to, and the supplier was alerted to this
well within the warranty period. The fact
that the repairs took so long that the
warranty period had expired does not
prevent the product from being covered
by the warranty as it was returned to the
supplier within the time period covered by
the warranty.

There is ample documentary and actual
consumer history evidence that full disclosure
of the terms and conditions of both warranties
and extended warranties are not provided by the
dealers. This applies to purchases of products
under any conditions - even cash buyers are not
specifically advised of the terms and conditions
of warranties. Until consumers specifically
ask about warranties, consumers are not even
advised by the dealer that the product comes
with a warranty.

Extended ‘warranties’ are warranties provided
by the retailer. As such it is the dealer which
imposes the terms and conditions of the extended
warranty. The extended warranty ‘terms and
conditions’ are not explained to the consumers,
nor are these amenable to understanding by
the average consumer. The general terms and
conditions provided are in a font that makes it
impossible for an average reader to read with
average comfort. Appendix 2 shows a 600dpi
scan of these documents. As could be seen from
these, there is considerable wastage of page
space either with unnecessary information, or
with large tabs (Homemakers), or information
is formatted to fill the page in small letters with
considerable blank spaces.

To confirm the fine-print problem, both Courts
and MH documents were given to two people
with Form 6 level education to read; both stated
that they lost interest in reading after a few
sentences, given the small lettering. This also
meant that they could not understand whatever
they read as the stress of trying to read kept
their attention on the reading rather than in the
understanding domain.

Given that this ‘fine print’ tactic has been taken
to a literal effect in a number of consumer
contract situations such as consumer credit
and insurance, it is important to recognise
that this habit is not likely to change through
internal regulation. It is a deliberate tactic
utilised by dealers to keep consumers from
reading and seeking clarifications on the terms
of the contracts. To prevent this, the legislation
has made a clear provision. S172 provides that
a credit contract given by a credit provider
“must be easily legible”, and "must be clearly
expressed”. As such agreements are in print,
they “must conform with the provisions of the
regulations as to print or type”. However there is
no regulation under this legislation that provides
for the print and type sizes. Dealers therefore
continue to issue agreements in fine, generally
illegible print®.

The legislation (s172), however, provides that if a
Court is satisfied, “on application by the Director
of Fair Trading and Consumer Affairs”, that a
provision of a credit contract does not comply with
the requirements of this section, it may prohibit
the credit provider from using a provision in the
same or similar terms in future credit contracts,
guarantees or notices.



The Fair Trading and Consumer Affairs
Department has been merged with the Fiji
Commerce Commission. The Commission
can, therefore, apply to the courts for orders
on the matter of legibility and/or expression of

consumer credit agreements.

A second step in this would be to make it
mandatory for dealers to provide the contracts in
local languages as well, and for them to explain
the terms and conditions in the local language to
potential buyers.

A potential worrying feature of the extended
warranty business, revealed by the companion
report on HP by Karan (forthcoming), is that at
least some dealers seem to engage their regular
paid employees to sell extended warranties for
a commission. The incentives provided to the
employees over and above the normal wages
compromises the integrity of the employees
as white goods salespeople. In effect, these
employees are enabled to hold two jobs - one of
a salesperson selling goods on HP, and another
of an agent of the company selling extended
warranties. The consumers are not aware of this
fact. In other industries where similar services
are marketed, notably the insurance industry,
consumers can identify the agents. In the HP
industry, consumers are unable to identify
‘extended warranty agents” when they purchase
goods in the HP outlets.

The Consumer Credit Act therefore needs
to be amended to require credit institutions
extending extended warranties to identify clearly
their ‘extended warranty agents’, and to make
provision of this declaration to the consumers
before any dealing in ‘extended warranties'.

Karan (forthcoming) has further called for
disclosure of the commission which the extended
warranty agents receive on each sale to the
consumer. This call for disclosure is within the
law. Section 15 of the Consumer Credit Act
requires that consumers be provided, in writing,
anumber of disclosures, including “If the amount
of credit to be provided is ascertainable... the
persons, bodies or agents (including the credit
provider] to whom it is to be paid and the amounts
payable to each of them...” In this case, because
employees who sell the extended warranties are
clearly ascertainable, it is a legal requirement
that the commission on the extended warranties
sold on credit be disclosed to the consumers.

The leading HP dealer, Courts [Fiji] Ltd, has
responded to the call for disclosure of the
commission on extended warranties. In its
response to the Draft Report, it states that the
commission needs to be treated
like any other sales incentive commissions.
In the car industry the sales people receive
% incentives for selling vehicles. In the insur-
ance industry the brokers receive commis-
sions from the insurance companies. In these
sectors the customers are not advised how
much commissions the salesman or broker
receives. We appreciate therefore that the
policy be consistent across all industry trans-
actions... Therefore, if disclosure is required
then it must be made compulsory across all
segments.

The suggestion by Courts (Fiji] Ltd on provision
for disclosure of all commissions from all
types of enterprises does have merit. However,
the absence of any legislation on this does not
eliminate the legal obligation of disclosure of the
commission on extended warranty sales on HP
dealers. The non-disclosure is a breach of the
Consumer Credit Act.

The two major HP dealers have divergent
approaches to insurance of the product dealt
with under HP. MH’s Homemaker levies an
insurance charge separately from the credit
charge on all goods sold under HP. It charges
for the Queensland Insurance Company 3.5%
per annum of costs of general goods; 5% per
annum for computers, and 5.5% per annum for
generators, outboard engines, car stereos, air
compressors, video cameras, and fast fones.
MH’s Homemaker states:

Credit insurance is important given the na-
ture of finance involved where the item fi-
nanced is subject to misappropriation, theft
and unforeseen events such as fire and
natural disaster. The credit provider is re-
quired to reduce its exposure by ensuring
insurance cover is placed. The nature of Hire
Purchase finance does not allow customers
to seek their own insurance as title has not
passed to hirer. Credit insurance covers the
interest of the debtor; for instance during

'®One dealer, MH's has responded saying it “can work with the industry to improve and standardize wording, font
size and location within a document” (Response to Draft Report)



natural disasters, customers are relieved of
their continuing obligation to repay the bal-
ance outstanding. On average, approximately
$250,000 worth of claims has been settled
by insurers in the past five years, which has
reduced customers’ outstanding balances.
In some instances, refunds have also been
passed to customers.

What needs to be appreciated at this junc-
ture is that once a customer signs a credit
contract or a Hire Purchase agreement, they
are bound to the credit provider for the total
sum financed. In the event the goods are de-
stroyed or lost, the customer still has to pay
the contract amount to the credit provider.
A credit insurance therefore protects the
continuing obligation of the customer to the
credit provider in the event the item is subject
to insurable risk as per the insurance policy
(Response to Draft Report).

Consumers, however, are not given the insurance
policy, nor are the details of the policy/cover
provided to them. It is granted that the goods do
not belong to the consumer at the material time,
the fact remains that the consumers are ones
who are paying the insurance. The prima facie
basis of disclosure is that the person who pays
for a good needs to have all the information on
the subject of payment.

Courts, on the other hand, state that there is
no compulsory insurance for goods under any
of the Hire Purchase options, but it provides
for a payment protection plan that covers for
items being lost or damaged due to fire, flood
or natural disasters; for death of the consumer;
for permanent disability of the consumer; or for
the consumer becoming redundant/retrenched
or hospitalised. The plan, called “Option Pearl”,
provides for a number of exclusions.”The interest
rate for option Pearl is 20.9%. There are other
options, like ‘option opal’, for which the interest
rate was 15.5%, which has now been increased
to 18%. Opal does not provide any ‘payment
protection’. The company has asserted that a
“substantial number of our Customer’s who were
made redundant or retrenched in the past years
have greatly benefited from this ..... government
workers, Emperor Gold Mines, Natural Waters

Fiji Ltd, Resort & Garment workers and many
small business enterprises that were forced to
close due to economic downturns... A substantial
number of our Customers that were affected by
recent natural disasters, floods etc., have also
benefited including approximately 150 in the
recent Nadi, Lautoka, Ba, Tavua & Rakiraki floods
that devastated most low line area dwellings”
(Courts (Fiji) Ltd's response to the draft report).

But purchase of ‘Pearl option” is not compulsory.
For those who do not purchase Courts” payment
protection and are subject to loss, there is
no explicit protection. This risk would, in all
reasonable business behaviour, need to be
accounted for in establishing the charges. It
is likely, therefore, that the ‘insurance’ charge
is included in the ‘charge for credit, a term
which the company uses to refer to the amount
consumers need to pay on the credit they are
taking. Consumers are not advised or informed
on the way the ‘charge for credit’ is calculated; no
formula is provided, nor any detailed calculation
table provided.

Product insurance is a matter on which there
are significant problems. First, by changing the
tag ‘insurance’ to ‘payment protection plan’, the
company has maintained the insurance nature of
the service and still makes the consumer pay for
goods which haven't changed ownership to the
consumer, but it has also evaded the scrutiny of
the national insurance regulator (the Reserve
Bank of Fiji).

Second, for both the largest HP providers,
one of which uses the term ‘insurance’ and
the other does not, no consumer was provided
with a written document on the terms of the
‘insurance’, or the ‘insurance policy’. 54% of the
consumers did not even know that the product
they purchased was insured. Of those who were
aware that the product was insured, 41% learnt
of this only when they had agreed to purchase
the product or when repayments started, or
when the item was stolen or damaged. 66% of
the consumers were not even asked by the seller
to pay any insurance. Of the 34% who were asked
to pay insurance, 22% (i.e. 7.5% of all consumers]
were asked to take additional insurance on the
product. 77% of the consumers did not know how
much insurance they paid for the product.

""There are other options that are available (like Option Opal, Take 10, Trade Accounts), but the payment protection
plan is not included in any of these. Details of the other options are not available. Consumers with “Option Pearl”
are provided with a ‘Certificate of Payment Cover’, which lists the scope of the plan and the exclusions. There is no

reference to any mechanism for claims under this option.



Case Study: 10

A consumer purchased some furniture
from a smaller HP dealer in 2008.
A year later, she passed away. Not
knowing what to do, the consumer’s
husband went and informed the dealer
that his wife had passed away and
enquired what he should do with the
furniture his late wife had purchased.
The dealer informed him that he would
have to continue with the payments.
The consumer’s husband replied that
he did not sign any agreement with
the company, and was ready to return
the items but not make any payments
on them. The dealer insisted that he
continue with his late wife's payments.

The husband sought the assistance
of the Consumer Council. Upon
consultation with the company, the
Council was advised that it was stated in
the Consumer Credit Act that should an
account holder pass away while making
payments, the next of kin must continue
payments until the account is paid off.
After examining the Act, the Council
again consulted the dealer’s director.
It was then that the Director advised
that the consumer’s husband would not
need to continue with any payments as
this should all be covered by insurance.
The director apologised for the
misinformation the company's Finance
Manager had provided and agreed to
train all his staff on this matter

Third, no information on claims is provided to the
consumers. If a consumer who has, for example,
paid 85% of the loan, loses the product under
insurance or payment protection, there is no
written advice on whether the consumer would
get a replacement value. For the payments
protection plan, the rules are more easily
ascertainable: the consumer does not get the
85% equivalent value; only the debt due from him
is covered by the insurance. The only benefit to
the consumer is that the consumer would not

need to complete the payments. There is no
disclosure of what the HP dealer has insured
with its insurers — whether it is only the payment
protection, or the value of the good.

For the HP company which provides for
insurance, however, the good itself is insured.
But there is no evidence that all consumers who
purchase insurance get the item replaced if it
is lost due to a factor that is provided for in the
insurance cover. Consumers do not get a full
and clear disclosure of the insurance policy and
coverage scope.

The Reserve Bank of Fiji, which also regulates
the insurance industry, states:

If there is credit-related insurance, the credit
contract must clearly state who pays the in-
surance premiums and whose interest the
insurance cover will protect. If the cost of the
insurance is borne by the debtor, then the
credit provider should be required to provide
a copy of the insurance policy to the debtor.

For the HP industry, the consumers pay the
insurance - whetheritisinthe name of insurance
or payment protection. As such, under RBF
interpretation, consumers must be provided with
a copy of the insurance policy. Non-disclosure is
a breach.

Of concern here is also the fact that to date, the
insurance industry regulator has not looked into
this component of the insurance business in Fiji.
This is negligence of duty.

21% of the consumers reported that the goods
they purchased went bad before payments were
completed. 71% reported that the goods were
repaired. 55% of the consumers whose goods
went bad stated that they asked fora replacement
product during the repair period, but only 19%
received replacement products.

The factthat approximately 30% of the consumers
reported that the seller did not repair the items
taken on HP raises issues on the quality of the
goods sold. Fiji has a trade standards body. But
whether the goods sold by the HP dealers meet
the standards is a matter that needs further

investigation.



Case Study: 11

A customer purchased a portable DVD
player for his grandson’s birthday
present. The total cost was $249.00.
After a week, the DVD player failed
to function. Upon inspection, the
complainant realized that the internal
part where the DVD is slotted in was
obstructed or not held in its position,
which made it impossible to take the
DVD out. The complainant’'s grandson
then put super glue so that the part
remained at its position to allow
flexible manoeuvring of the DVD.

The item was later taken back to the
trader for fixing. The trader refused
any service saying that the complainant
had repaired the item himself in which
case they would not attempt any
repairs. The complainant was also not
given any warranty documents at the
time of sale. The complaint was lodged
with the Consumer Council. Upon
its intervention, the trader agreed to
repair the DVD player. However, later
the trader informed the Council that
the item was beyond repair and so
it agreed to refund the whole sum of
$249 to the customer.

From this research, what is now known is that
28% of the consumers whose goods became
non-functional - which accounts for 6% of all
HP consumers - reported that they had stopped
repayments during the period the item was being
repaired. But they were levied default charges.
When the consumers queried this, they were
given the run-around - that the repair section
is separate from payments and debt section.
Thus these consumers suffered from additional
charges, as well as non-availability of the goods.
Table 10 shows a sample of problems with goods
and the repair time.

Table 10: Problems and Repair Times

AC problem

Bed -Creaking sound of bed
despite tightening

Blocked water way, non
working drier

Brush cutter

Brush Cutter - Motor not
working

Digital Camera - damaged
lens

DVD Player - Can not open
or read disc

DVD Player (Head Problem)

DVD Player- cannot play
disc properly

DVD player malfunctioned
DVD Player not working

Fridge not working

Fridge went bad after 2
years

Iron broke

Iron burnt

Kettle - not heating well
Laptop - not working
Laptop - Not working
Mobile Phone - No power

Mobile Phone - no sound

Mobile Phone - Speaker
not working

Phone stopped working

Radio - Speakers not
working

1 week
not repaired

A day

2 months; after 1
month it was stopped
again

2 weeks

1 month

3 months

3 weeks

1 month

1 month
Still waiting
3 months
Not repaired
3 weeks

not repaired
1 month

3 weeks

Not repaired
2 months

2 weeks

2 Weeks

not repaired

2 weeks



Table 10: Problems and Repair Times

Refrigerator

Rice Cooker - Doesn’t keep
heat

Settee - Infested with
Insects

Sewing Machine - Motor
not working

Speaker wiring snapped

Stereo - electronic system
not working

TV - faulty on the day of
delivery

Washing Machine - Drain-
age not working

Washing Machine - Lid is
loose

3 months

1 month

Not Repaired

Still Waiting

2 weeks

3 weeks

Replaced same day
2 months

Not repaired

Table 10: Problems and Repair Times
Washing Machine - Motor

not working AL
Washing .Machlne - Spinner Sl i
not working

Was_,hlng Machine - Water 2 months
drainage problem

Washing Machine blocked 1day

water tray, dryer working

Water Blaster - Pump not

working Not Repaired

14% of the consumers reported that the good
they purchased was damaged before payments
were completed, while 3% reported that the
goods were lost or stolen before payments were
completed. 89% of these consumers stated that
they did not have to complete the payments.




N
CCF Hire Purchase Report 2012

Consumer credit is a socially useful enterprise.
Without consumer credit in market based
economies, a large proportion of consumers who
fallinthe wage earning category, and a significant
proportion of salaried earners would not be able
to purchase consumer durables. Cross-cutting
demands for expenditure in Fiji do not allow
the average family in Fiji to save sufficiently to
purchase large expenditure consumer items on
a cash basis. Another category that relies on
consumer credit comprises those who join the
ranks of employed persons for the first time.
These employees do not come with prior savings;
their reliance on consumer credit to set up the
basics of independent living as an employee, is
strong.

Consumer credit business, on the other hand, is
a large and a lucrative business. For the major
companies in the consumer durable market,
consumer credit is a business line on its own
- with all the essentials of a profit centre. One
approach to growing credit is to get consumers
hooked to it.

The leading company, Courts (Fiji) Ltd, does this
through a tool called ‘Ready Finance'.

The Ready-Finance facility functions like a credit
card, where card-holders can spend up to the
credit limit at their pleasure, and pay interests on
these. The only difference between ready finance
and credit cards is that the ready finance card is
usable only in the stores of one company. Other
than that, the single aim, from the business
point of view, is to keep the consumers hooked
to both the company and debt. The card holds
consumers to products sold by the card-issuing
company. And a card with pre-approved credit
limit raises the incentives to purchase on credit.
A credit business, by its nature, survives with
debt; equally, a credit business grows with
growing debt. The single outcome of a growing
credit business is growing present consumption
on the strength of future incomes.



Consumer Perceptions

of Hire Purchase
I

An interesting finding is that just under a half
of the consumers (47%) did not shop around
for the goods before purchasing. This may be
due to several factors. First, a vast majority of
the HP consumers are working consumers,
many of whom also work on Saturdays, thereby
having a constrained shopping time available.
Such a reality makes advertising a powerful
tool in influencing consumer behaviour. The
company which emerged as the market leader
in HP sector, has had a long period of sustained
advertising in Fiji. Branding work for the leading
dealer has been quite effective. Third, the outlet
décor is a powerful factor in ensuring a sale
when a customer enters. Many of leading market
company outlets are stylistically designed, with
air conditioned comfort, creating a feel of being
with the sophisticated part of society by shopping
in these outlets.

38% of HP consumers have complaints about
the HP system and their purchases. As Table
11 shows, 56% of the first ranked complaint
was on repayment, with consumers saying that
the repayment sum was too much. 19% of the
consumers who had complaints (that is 7% of
all HP consumers] ranked defective goods as
the leading complaint, while 15% of those who
had complaints complained of long queues when
paying instalments.

Table 11: Leading Complaints (Ranked
No. 1)

The item was defective 19%

| was sent a reminder notice or called over

the phone when | had paid on time 9%
Long queues when paying instalments 15%
Too much repayment 56%

The repayment amounts and terms are contained
in the pre-contract agreement which consumers
sign with the sellers. This raises the question on
whether consumers understood their contracts.
68% of the consumers stated that they read the
conditions in the agreement fully. Of this, 61%

stated that they understood the conditions. This
implies that 41% of all consumers understood the
terms of the agreement. Conversely, 59% either
did not read the conditions, or did not understand
them fully. This assessment is confirmed, for
when asked separately whether they understand
their rights under the agreement, 55% stated
that they did not.

A major issue relating to the conditions is that
they are in fine print and dull lettering. An
assessment of the actual conditions in the
leading HP dealers shows that the font size
used is 7 [possibly Arial 7], while the printing
has produced an outcome which is equivalent to
background watermark standard?. A 600x600 dpi
scan image of the condition is shown in Appendix
[l. These make it immensely difficult for average
people to read the conditions that are applicable
in the contract.

Other complaints listed by consumers were:

e After making the deposits they told us we pay
insurance

e Customer service is not responsive and not
helpful

e Given item for repair, still paying payment
and dont have the item

e Hidden charges, high repairing costs, false/
wrongful charges, luring of consumers.

e High late payment fee

e Interest rate very high

e They never explained the consequences
e No choice

e Phone calls all the time even if payment was
up to date, adding to costs

* Products not repaired on time

e The item bought is not working after just one
month

As this footnote shows, font size point 7 is not easily readable even if printed in normal black ink. For a legal
document, which is written in dry language, and which is dense in content, a 7 point font dull/watermark standard

document is aimed at averting close reading and scrutiny.



e The machine was already damaged when we
started using

e Theydon't attend to our complaints on time.
¢ They give defective items

e Too much penalty charges on late payment
e Travelling cost/expenses

e Warranty is not worth what we pay

e When paying for my sewing machine, it got
bad, they had to repair it several times but
they did not replace with a new one

e Wrong item was confiscated

Thus, 39% of consumers stated that given their
experiences, they restrained themselves from
buying on HP. However, 61% of the consumers
state that after knowing how the HP system
works, and having purchased goods on HP
already, they would still purchase goods on HP.

81% of the consumers reported that they trusted
their supplier to be fair. And 64% never thought
that they had been dealt with unfairly in a
transaction.

79% of the consumers who purchased goods
on HP listed financial constraints as the leading
reason for them to purchase goods on HP rather
than cash. 19% stated that HP either looked an
attractive system or was a good way to avoid
spending a lot of money. 82% of the consumers
had no access to any other source of funds
which they could utilise to purchase goods on a
cash basis. 87% of the consumers are also not
members of any contributory financial system
which they could rely on to draw from for cash
purchases.

Overall, approximately two thirds (65%) of the
consumers state that more information is needed
for consumers to make decisions on HP. The
prominent areas in which consumers considered
more information was needed before they made
their HP decisions, grouped into clusters of
related areas, were:

e Documentation fee, and administration fee -
all these should be explained

e Interests charges

Additional charges on phone calls and on
sending of notices

Advice on calculation on interest before buy-
ing the good instead of during the payment
period

All charges should be displayed

All extra charges, including how they are cal-
culated, should be explained in detail

All hidden charges, all the extra charges that
are added to the cash price of the item

Deductions that are included in the instal-
ments

Calculation of all financial sums - like pay-
ments, final prices, insurance, warranty, etc.,
in simple terms

Freight charges for goods sent to outer is-
lands

Warranties

Insurance, its purpose, formulas, benefits,
and replacement conditions.

Agreement document in full

Consumers should be given time to read
terms and conditions of agreement

Terms and conditions needs to be explained
in own language

I'Taukei and Hindi translations of conditions
and agreement

Terms and conditions to be simplified (hard
terms are difficult for lay people to under-
stand]

Sales reps to take their time while explaining
conditions to follow

Differences in amounts to be paid between
cash and HP transactions.

Right of a consumer on repairs of goods be-
fore completing the payments

Consumer rights on the item



e Percentage of their salary/wages that would
be going for HP payments, and credit limits

e Make of items to purchase, and durability

e Product details, and details of products from
different countries, especially China

Consumers also suggested a number of other
areas in which they needed information, but
which may not be directly related to the business
of a HP sale by a seller. Such information could
be provided by independent parties like the
Government of Consumer advocacy groups,
including Consumer Council of Fiji. These areas
are:

e Consequences of HP
e Why sellers should be fair
e Awareness regarding impulsive buying

e Basic information as illiterate people don't
understand the concept of HP

e Tactics used by the seller before making a HP

e Importance of comparing items and prices
across different sellers before rushing to buy
from any one seller.

¢ Government should introduce more competi-
tive markets

e How not be persuaded to buy goods through
HP

¢ On saving money

e On information buyers should seek for any
HP, and how to use these.

e Social responsibility of sellers, and
e Ethical aspects of selling goods on HP.

51% of the consumers feel that the government
has not done enough to regulate the HP industry.

The information provided above is amenable

to a number of issues concerning consumer
advocacy. First, noteworthy is that almost two
thirds of consumers state that after knowing how
the HP system works and the problems they have
encountered in HP, they would still purchase
goods on HP. This is on account of the financial
strengths of the families concerned. Better
financial management behaviour is necessary for
consumers to avoid the HP trap. This can come
from financial literacy programmes through
agencies like the Consumer Council of Fiji and
schools with some attention paid to cultural
contexts in which individuals or families may find
it difficult to withhold accumulated savings when
asked for contributions to traditional obligations.

Second, activist agencies can subject the HP
companies to greater scrutiny through becoming
the vehicle through which consumers channel
their grievances. Regular media coverage of
consumer problems with HP dealers - through
new TV programmes such as Consumer Watch -
would shame HP companies into behaving more
ethically.

Therelated issue of the mandate of the Consumer
Council of Fiji also needs to be addressed.
Whether the scope of the legal authority of
the Council should be extended to enable the
Council to also become a financial ombudsman
- with decision making authority on consumer
grievances about HP and other financial matters
- is relevant. What is clear is that the existing
mechanisms in Fiji do not work. A new approach
to addressing consumer financial grievances,
including those on banks and insurances,
is necessary. Granted this will show lack of
confidence inthe existing institutions, particularly
the Reserve Bank of Fiji, which claims to be the
authority on financial grievances But this matter
of turf needs to be kept aside and real consumer
issues addressed; after all this matter involves
hundreds of millions of dollars of consumer
incomes and expenditures annually. In any case,
at present there is no institution which can
authoritatively deal with HP grievances. To this
extent, the matter of an independent Financial
Commission and Financial Ombudsman needs
to be pursued further.



Recommendations

Urgent action needs to be taken against hire
purchase companies for over charging the
consumers for payment of interest. Consum-
ers affected by the fraud committed by hire
purchase companies should be paid back the
extra sums that they have lost through this
practice.

Since there is no regulatory authority on fi-
nancial transactions of the consumer credit
transactions, the prospect of a fair trad-
ing body examining the basis of the interest
charges needs to be explored by consumers
and consumer bodies such as the Consumer
Council of Fiji.

There is a need to bring financial transac-
tions of the consumer credit industry under a
credible regulatory authority.

Consumer advocacy is needed which will
refrain consumers from entering into hire
purchase agreements which will impact the
privacy of consumers’ credit information.

. A legislation on protection of privacy should
be enacted which will address the issue of
privacy of personal credit records.

A regulatory mechanism for the resale of re-
possessed hire purchase products should be
introduced. The following options should be
considered for this regulatory mechanism:

A. No item is to be sold at a price below the
depreciated value of the item, with the
depreciation rate used being the Fiji Rev-
enue and Customs Authority rate.

B. The dealer and consumer agree to inde-
pendent market valuation of the item, and
no item to be sold below the independent
market valuation of the item.

C. The consumer to be refunded the differ-
ence between the amount owed and the
price fetched. This requirement already
exists in the legislation, but is hardly abid-
ed by.

D. The dealer be required to advise the con-
sumer of the process and/or the date of
the resale, and be given the option of at-
tending the resale event.

E. The repossessed item can not be sold un-
til the dealer has obtained an order from a
court or the Small Claims Tribunal on the
resale.

Enforcement of provisions of the Consumer
Credit Act is compulsory to correct interest
charges on repossession.

Appropriate provision in the Consumer Credit
Act needs to be incorporated to include that
once a good is repossessed, all liability on the
hirer ends.

Financial literacy programs for better finan-
cial management behaviour needs to be im-
plemented by Consumer Council of Fiji and
schools.

. Activist agencies can subject the hire pur-

chase companies to greater scrutiny to be-
coming the vehicle through which consumers
channel their grievances.

. The State may consider extending the scope

of the legal authority of the Consumer Coun-
cil of Fiji to become the financial ombudsman
with decision making authority on consumer
grievances about hire purchase and other fi-
nancial matters.

. A new approach to addressing consumer fi-

nancial grievances including those on banks
and insurance needs to be considered.

. The State needs to pursue the matter of an

independant Financial Commission and Fi-
nancial Ombudsman.



Conclusion
.

In 2011, the Consumer Council of Fiji
commissioned a project on Consumer Credit in
Fiji. There were two parts to this, one dealing
with the effectiveness of the Consumer Credit
Act 1999, and the other with the practice of
hire purchase in Fiji. This report contains the
findings of the second component of the project.
A separate publication is intended for the report
on Consumer Credit Act.

This report examined the size of hire purchase
business in Fiji and issues relating to the conduct
of the HP business here. The report relied on
primary data as collected from a nationwide
survey on hire purchase, and that collected from
HP outlets.

The survey showed that 46% of all respondents
had purchased white goods on hire purchase
during the period January 1997 to June 2011.
Twenty nine per cent of these households
had purchases on multiple occasions during
this period. A larger proportion had multiple
purchases on at least one occasion. On the basis
of the survey results, it is suggested that 81,125
households in Fiji purchased goods on hire
purchase during the period January 1997 and
June 2011.

On the basis of the survey data, we estimate the
total value of business involving HP to be $60m
per year. This income is generated on the basis
of $35m worth of consumer durable goods sold
on HP per year. 5% of the business accounts for
the deposit on the goods. Charges relating to HP
constitute 42% of the total HP business. Annually
HP companies manage $25.5m of charges
from carrying out a credit business. Total credit
business is $57m per year, which is 95% of the
value of the goods sold on HP annually.

The Consumer Credit Act requires full disclosure
of all costs of credit extended by HP dealers. This
research has found that the leading HP dealers
are in breach of the disclosure requirement
provisions of the Act.

Another breach is in the calculation of the
credit charges. The law allows a credit charge
to be levied, to no specific limit, on the actual
outstanding credit, calculated on a daily basis.
No HP dealer abides by this; instead they levy a
credit charge on the sum that is already repaid.

To this extent, this is fraudulent conduct. It is
estimated that this fraudulent conduct generates
at least $13.3m per annum.

So far, there is no regulation on interest rates.
The Consumer Credit Act provides for the
Minister responsible for Commerce to prescribe
the maximum annual percentage rate of interest
for a credit contract (s264(1)). So far, however, no
such regulation has been published. The market,
therefore, has been left to determine this rate. In
this respect, the HP dealers are within the law,
the concerns of consumers notwithstanding.

The study also found that the major hire purchase
credit providers in Fiji are Courts (Fiji] Ltd and
MH's Homecentres, which account for over 95%
of the credit business. Between these, Courts is
the market leader by a market factor of 3:1.

Theresearch examined numerous characteristics
of the HP consumers. It finds that about three
quarters of the HP consumers had incomes
less than $15,000 per annum, with about 70%
of the consumers having joint family incomes
of less than $20,000. 18% of the HP consumers
had their own homes while 82% stayed in rented
accommodation. In terms of education, 70% of
the HP consumers had no post-secondary school
education. 47% of the consumers, however, had
members of their families who had tertiary
education. 31% of the HP buyers are below 35;
36% are in the age group 35-45, while a third are
above 45. The main reason cited for the purchase
decision was convenience.

The research further found significant illiteracy
on the functioning of the HP system; this is
largely on account of lack of clear information
given to consumers by the dealers.

The research also found that HP consumers do
not have a right to confidentiality of their financial
information, since the HP contracts they enter
into require them to sign for their financial
information to be listed on the Data Bureau
Limited, their financial information to be made
available by the HP company to any other credit
provider, and permits the HP company to seek
financial information on them from any other
source. The contracts also require consent from
the consumer that his/her electronic signatures
can be retained and relied upon by the company



for any purpose, including legal or other debt
recovery proceedings.

A number of consumers noted grievances on
HP and/or with their HP dealers. An interesting
finding is that in none of the grievances in which
the consumers had liabilities, did consumers
seek judicial intervention. Judicial intervention
is an expensive exercise, often resulting in costs
greater than the total liabilities (the average
HP loan is $1,224). There needs to be other
mechanisms to address consumer grievances
on HP. In Fiji, the Small Claims Tribunal is one
avenue through which aggrieved parties could
seek remedies on claims disputes. However,
data shows that of all claims filed in the Small
Claims Tribunal between 1997 and 2008, only
0.135% of the claims were by consumers against
HP dealers. In contrast, 23% of all claims filed
were by HP dealers against their clients for non-
payment.

The results of the research show that the
repossession market is worth approximately
$7m. So far, there is no regulation on resale of
repossessed items. There is a serious need for
regulation on the repossession market.

Given that repossession is predominantly for

reasons of financial hardship, the default and re-
possession market of over $7m per year hit the
poorer workers/farmers the most.

Confusions on warranties, extended warranties,
and insurances also abound in the HP industry.
This is the cause of a large share of total
grievances which consumers have. From
a business point of view, HP dealers also
engage in reselling manufacturers” warranties
to consumers for all periods of warranties
over 12 months. This generates an additional
business of $1m annually. Likewise, insurance
or related activities (payment protection plans)
are additional businesses in which HP dealers
engage. The insurance industry regulator in Fiji
has so far not examined the insurance business
component of the HP industry.

The HP industry is an important industry for
consumers and for the durable goods market.
There is, however, a need for serious attention
to the industry by the regulating authorities. A
number of unethical practices, together with
practices which are contrary to the law, need to
be put to an end. This report has listed a number
of such practices. If the report provides the
catalytic effect in this regard, it would have been
a worthwhile effort.
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Appendix 1
Survey Methodology

The terms of reference for the study provided
for a “comprehensive survey of consumers in
urban and rural areas”. This was bound by the
financial provision of a random sample of 1000
households.

Actual sampling included 1,144 households in
anticipation of responses that would have to be
rejected. These households resulted in a total of
1052 returns. Of this, 93 responses were excluded
from the analysis on account of incomplete
responses or responses that contained major
inconsistencies.

Table A.1 summarises the sample data.

Table A.1: Sample Data

Attribute No.
No. of Families in Sample 1144
No. of Returns 1052
Responses excluded 93
Responses for Analysis 959

Acceptance Rate
% of Fiji's Households in Sample 0.63

% of Households in acceptable Responses 0.52

The acceptable responses that are included in
the analysis, therefore, represent 0.52% of the
households in Fiji.

The subject households were selected on
the basis of a multi-stage sampling so as to
reflect proportionality in the sample with the
characteristics of the national population,
especially in terms of provincial distribution,
spatial distribution (rural-urban), and ethnic
distribution. The stages involved in the sampling
were:

a. The desired distribution by province, rural-
urban, and ethnic composition was deter-
mined in the first stage.

b. The targeted households were divided into
138 clusters on the basis of the distributions
determined in the first stage.

c. The National Household Database, main-
tained by the Fiji Institute of Applied Studies,
was then used to select the exact clusters.

d. The exact households in each cluster were
determined on the basis of a random selec-
tion of one household in the cluster, and se-
lection of 8 to 12 immediate households to
the one selected by random sampling.

All sampling was done using computerised
sampling tools.

Table A.2 provides the details on the clusters

Table A.2: Sample Clusters
Total Households Clusters HH/Cluster  Total

Vitilevu 107 8 856
Vanua Levu 28 9 252
Islands 3 12 36

Total Households: 138 1144

The provincial distribution of the sample is shown
in Table A.3.

Table A.3: Provincial Distribution

Ai::;?;ile -Sacr'/;ple P:/?)n

Responses
Ba 225 23% 28%
Bua 16 2% 2%
Cakaudrove 58 6% 6%
Kadavu " 1% 1%
Lau " 1% 1%
Lomaiviti 12 1% 2%
Macuata 131 14% 9%
Nadroga/Nav 42 4% 7%
Naitasiri 173 18% 19%
Namosi 25 3% 1%
Ra 29 3% 4%
Rewa 137 14% 12%
Serua 12 1% 2%
Tailevu 77 8% 7%

TOTAL 959



52% ofthesample comprised| Taukeihouseholds;
46% comprised Indian Fijian households, and 2%
comprised other ethic groups. The distribution
by province was maintained approximately to the
provincial distribution of the ethnic groups. The
only exceptions were Ba, Nadroga and Macuata.
In Ba and Nadroga, because of larger rejection
rates on account of lack of assessed credibility
of the enumeration exercise, relatively greater
proportion of I'Taukei households were included,
and Macuata, where good returns showed a
relatively greater proportion of Indian Fijian
households in the sample.

Interviews were conducted utilising structured
questionnaires. Questionnaires were designed
and field-tested before being finalised. Detailed

instructions for interviewers were also written.

Interviews were held with the head of the
households. Where the head of the household
was not available on the site visit, a repeat visit
was made if the enumerators were still in the
area. If the head of the household was still not
available, or if there were difficulties ascertaining
the head of the household, the immediate
neighbour of the household in the cluster was
included. Enumerators were prepared well on
the ways of handling responses, or lack thereof
through prior training.

Questionnaires were collected as they were filled
and subjected to preliminary verification by each
team leader. They were then submitted for data
entry and analysis.
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Appendix 3
Concocted Branding of Consumer
Durable Goods: Akita Brands

Akitais the name of a town in the prefecture by the
same name in Japan. There is no manufacturing
entity called Akita in Japan, or in any other place
in the world. Courts (Fiji) Ltd sells a number of
products branded ‘Akita’. The name Akita’ has
a similar ring with Akira, which is a recognised
international brand registered by the Habara
Electric Corporation group of companies.

The documentations on the products can not
be always verified or authenticated. In one case
studied, it was plainly incorrect. The “Akita
Refrigerator Model HD-496FW” has a label
of 4-star energy rating, with a statement that
the product was “tested in accordance with
AS/NZS4474.2, which is a joint Australia/New
Zealand standard for regulating energy labelling
for refrigerators and freezers. The label on the
door of the fridge - as shown in Fig A.1, shows
that the rating can be checked at www.energy.
gov.au. However, a check on the listed site
produces no result for Akita Model DH-496FW.

A search on the site only by the model HD-
496FW returned 3 results; these were for the
products telmann (marketed in Australia and
New Zealand), and Midea (marketed in Australia,
Fiji, New Zealand and other countries). There
was no return for Akita product. The 2 results all
had 2-star ratings. The Akita product marketed
by Courts has an energy rating of 4-star. The
company has not provided any evidence that
the product has a 4-star energy rating. With no
way of any independent verification of either the
product, or its energy rating, a conclusion that
the energy rating label has been fraudulently
utilised on the product can not be excluded.

The case above raises serious issues of trade
standards in Fiji, which is a matter for authorities
to examine in detail.

Fig A.1: Energy Rating Search - Akita Branded Fridge
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Fig A.2: Energy Rating Search - HD-496PW Model Fridge
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The manuals/booklets/documentations which products emerging from the Asian markets. A
accompany the products are quite shoddy, and scanned image of “Akita Refrigerator Model:
have a clear lack of professionalism, with ample HDO496FW™ illustrates this quite clearly.

similarities with the wide range of counterfeit
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FHRCONMERCEC MISSION
HEAD OFFICE & CENTRAL
EASTERN DIVISION WESTERN DIVISION NORTHERN DIVISION
. 1 Floor Cornerof
Rolwai, Swv. 155 Vitogo Parade, PO Box 262, Labasa
PO Box 5031, Rawaca Suva. PO Box 594, Lautoka Telephone/Fax: (679) 81 1155

Fiji OMMERCE COMMISHION S
Commerce

Commission

Consumer Council of Fiji's Draft Report on “Consumer Financial Protection &
Building Credit Competency for Vulnerable Groups: Consumer Credit Law and
Practice in Fiji".

Fiji Commerce Commission Feedback

Introduction:

Fiji Commerce Commission (“Commission”) welcomes the opportunity to comment on Consumer Council of Fiji's Draft
Report on “Consumer Financial Protection & Building Credit Competency for Vulnerable Groups: Consumer Credit Law
and Practice in Fiji".
The Commission has a keen interest in such analysis because of the following objectives;

1. promoting effective competition in the interest of consumers;

2. ensure equitable returns for businesses with fair and reasonable prices charged to consumers.

Background:

The Commission is an Independent Statutory Body that promotes effective competition and informed markets,
encourages fair trading practices, protects consumers and businesses from restrictive trade practices and
controls prices of regulated industries and other markets where competition is lessened or limited.

Being the custodian of the Commerce Ct ission Decree 2010 the Commission is aware that there is a need
to review consumer protection laws such as the Consumer Credit Act 1999 to make it more effective. The
study by Consumer Council of Fiji is indeed warranted as it the Consumer Credit Act and Consumer Credit
Regulation has not been providing relevant and needed protection for consumers. Due to the ever escalation of

consumers complaints on these issues and the evident never ending debt cycle most of us are in the laws need
to be reviewed.
Credit allows consumers to finance transactions without having to pay the full cost of the merchandise at the
time of the transaction. A common form of consumer credit is a credit card account issued by a financial
institution. Merchants may also provide direct financing for products which they sell. Banks may directly finance
purchases through loans and mortgages. On 1st October 2009 the government enforced Consumer Credit
Regulation 2009 with the purpose to assist in the enforcement and implementation of the Consumer Credit Act
1999 and provides detailed operational aspects of the Act in three following areas;

1. The manner of disclosure of information in credits contracts;

2. The Calculation of interest rates;

3. Various forms required under the Act.

The purpose of having a consumer credit laws is to protect consumers obtaining credit to finance their
transactions, ensure that adequate credit is provided, and govern the credit industry in general.

Comments:
The Commission will provide comments on the following issues;
1. Protecting the Vulnerable Consumer Group
2. Do existing laws protects the Consumer
3. Warranties
4. Merchantable Quality
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1. Protecting the Vulnerable Consumer Group:

Being a consumer makes an individual vulnerable and therefore a consumer is always in a position to be taken
advantage of from credit providers the one with the bargaining power. Generally speaking the consumer
protection laws currently implemented in Fiji provides rights and responsibilities for both consumers and credit
providers. However, there is always disparity between the bargaining powers of a consumer and a credit
provider and in many instance this disparity of power works to the advantage of the credit provider. The law
only provides an avenue to make consumer aware that they have protection if they have reasonable ground to
believe that they have been unconscionably treated by the credit provider. In reality consumers mostly do not
use this avenue because firstly they do not know that it exist and for some it is a costly affair they cannot afford.
Further the laws with the terms and conditions provided by the credit providers are not always understood by

How then should be able to make informed decisions if they do not understand what
they are getting themselves in? The laws should contain provisions that constrain the practices of financial
institutions that consumer credit cards. These include bans on practices such as retroactive or unfair rate
increases and late fees that result from bills that arrive close to the due date, among other prohibitions. In
addition it should also include various requirements for credit card issuers, including that contract terms be
written in language that consumers can see and understand, and remain stable for the first year of the
contract.

2. Do existing laws protects the Consumer:

The Commission is confident that the current existing laws are able to offer protection to consumers to a certain

level but there is still more that needs to be done. Consumers firstly need to know that they have rights to
protect them as a consumer and with those rights come certain responsibilities on their part. Therefore a
consumer has to be proactive about consumer protection laws and be able to make informed decision in their
daily transactions. Fiji's consumer protection laws offers needed protection to consumers however it is not as
effective since itis not applied and enforced as it should be.

Consumers themselves should have prior knowledge before entering into any form of credit agreements be
informed about their rights and ibilities. Only when are aware of their rights and
responsibilities they will know what and how to gather all required information before they make their decision.
Most people buy products on credit under the impression that it's the best method to buy household products
but they are not aware that they will end up paying and risking a lot more.

3. Warranties

Numerous complaints received by the Ct ission are on issues of ies. A warranty is an ing in
relation to the quality, performance or characteristics of the goods, repairs and damaged parts and future
availability of the product or identical product will be available. Many distributors in the country fail to honour
their warranties because they fail to provide the services required for the product they sold. There is a reliance
by the distributors that the product will experience failure once the warranty period expires therefore distributors

do not have to provide such services for the consumers. Hence most distributors do not disclose such relevant
information to their customers.

Distributors have a duty to inform the consumers whether there is a local service agent for that certain product
or not. So that consumers have all necessary information before a product is purchased by them. In most cases
warranty are not honoured because the part needed for repair are not available locally and the overseas
supplier cannot get the item within the warranty period.

4. Merchantable Quality

The Commission understands that a consumer has a right to buy and receive products that are of
merchantable quality. Merchantable quality meaning that the product bought should be fit for its purpose but
there is no clear definition concerning the period of the product being merchantable quality. It is necessary that
the law should provide a clear definition including the durability of the product which should be reasonable.

The fact that there is no specified period on when the product should be of merchantable quality creates
avenue for distributors and sellers like to rely on when complaints are received against them. Everyday
consumers work hard for their money so that they may live comfortably and some seller's sale unmerchantable
quality products to desperate and vulnerable consumers who are not aware of the rights. Not have a definite
merchantable period does not give consumer any protection for their purchase and sellers can always use it to
their advantage.

Conclusion:

The Commission has also received similar complaints mentioned in the report and therefore the Commission is
grateful that the Council has addressed this important issue of consumer credit.

The Council has been very proactive with consumer issues and from the draft report it is evident the Consumer
Credit Act and the Consumer Credit Regulation is not to the Council's expectations. Since the laws has failed to
consider the disparity of the bargaining powers between consumers and credit providers. The consumer has
the right to be disclosed all necessary information prior to them making any decision concerning the purchase
or entering into an agreement. The Commission notes that Fiji has a relevant Consumer Credit Act but to some
extent it seems to be misplaced. The Commission suggests that the Consumer Credit Act be given a better
ownership to get the provisions tested and then amendments made accordingly as issues are identified. The
review of the legislation may not be appropriate at this point in time as it is still to be tested fully in the market.
The Commission welcomes and supports the direction in which the Consumer Council of Fiji is heading with
regards to the strengthening of consumer rights and reviewing consumer protection laws. Also the Commission
supports the report that addresses relevant issues of consumer protection and awareness.
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Courts (Fiji)
Limited

Courts (Fiji) Ltd’s response to Consumer Council Hire Purchase Report :

Quote -

DRAFT REPORT ONLY INTENDED TO SOLICIT COMMENTS FROM
SELECTED STAKEHOLDERS. IT IS NOT MEANT TO BE CIRCULATED OR
QUOTED FROM.

Consumer Financial Protection & Building Credit Competency for Vulnerable
Groups : Consumer Credit Law and Practice in Fiji

A Report for the Consumer Council of Fiji

1. Analyse Consumer Credit Act into non technical (layman’s) language
including resource materials which can be easily understood by an ordinary
consumer at the grassroots level including traders and service providers; and to

2. Critically examine Hire Purchase market in Fiji to establish the effectiveness of
the Consumer Credit Act to a ly protect v

Courts (Fiji) Limited Response dated 16/03/2012:

We have perused your relative report and provide herewith our fair and honest
feedback on various immediate issues relating to our business:

Warranties & Extended Warranties

On the commissions, we need to treat this like any other sales incentive
commissions. In the car industry the sales people receive % incentives for selling
vehicles. In the insurance industry the brokers receive commissions from the
insurance companies. In these sectors the customers are not advised how much
commissions the salesman or broker receives . We appreciate therefore that the
policy be consistent across all industry transactions etc. Therefore, if disclosure is
required then it must be made compulsory across all segments.

Interest on Hire Purchase

We, Courts (Fiji) Limited like all other HP providers have very little alternative
or option but to apply a slightly higher interest rate on our Hire Purchase
products because we simply engage in high risk lending or credit which are
afforded to lower and/or average income earners. A few of the reasonable
justifying aspects we would like to highlight are as follows:

1) Unlike Banks and semi financial institutions who secure their fund from
the public at very low interest rates, Courts (Fiji) Ltd secures its funds
from commercial banks at significantly higher interest rates. Therefore our
cost of capital is much higher and therefore we have to charge slightly
higher interest rates to help cushion this effect.

HP is risky lending with approvals given in minutes for our Customer’s

convenience without charging any approval fee. We also deal with a

substantial number of very low to middle income earners who have very

sketchy and/or no proof of income details or verification records at all.

3) Lending without security - effectively the chattels do not constitute

security as most often these items once used or if not maintained well will

have a much lower value or even a nil value for damaged ones etc.

We also lend on high risk items such as furniture, electrical equipment,

brush cutters, power tools, outboard engines, other small/micro business

items et which if not maintained well become dysfunctional, damaged or
broken etc resulting in Customers generally refusing to pay up.

5) A good portion of our Customers live in remote, rural, interior and outer
island areas and access becomes very difficult or impossible for
collections, repossessions and/or even pursuing legal action with Credit
Data Bureau logging also a non issue as it has very little or no effect on
them. This greatly impacts on our credit recovery capabilities thus
escalating our risks and losses.

6) Bad debt write off's are generally high due to the nature of this risky
lending which warrants a marginally higher interest rate to help recover
and/or compensate these relative costs .

7) Our lending rates are very reasonable and comparable to interest rates
charged by Banks and Credit card companies on credit card facilities &
unsecured loans including Money Lenders etc. Credit card companies &
Banks offer these unsecured facilities to higher net worth customers,
whilst we offer these facilities to lower and middle income earners.
Therefore we relatively offer more competitive & reasonable rates in
general.

&

*




Courts (Fiji)
Limited

Rebate formula & method

The Rule of 78 formula can also be simply detailed as follows:

FORMULA :
Sum of remaining terms / Sum of total terms X $ Service charge = Rebate

With regards to the issue of the HP Rebate process of Rule of 78 we enclose
herewith a spreadsheet showing how the interest is earned in a $10,000 case
under Reducing Balance or Straight line Method (as applied by Banks) compared
to the Rule of 78 Method currently utilized by HP Companies including Courts
(Fiji) Ltd. Also detailed is the interest that would be rebated in case there is an
early settlement which confirms that there is hardly any difference in the interest
rebated under the two systems.

* ps: Excel attachment for your reference

Please also refer your report case study on : 4.7 Transparent and Fairer Methods
of Disclosing Debt and Interest on Hire Purchase, which reflects a mere $12.06
difference on your $1.4k purchase in comparison to the risks involved on HP’s.

Therefore the 'Straight line' or 'upfront interest on a reducing balance'

methods will not be fair or be economically viable for HP Providers for the main
reason that our product item/s condition or value depreciates at a much

faster rate and are usually in a dilapidated state or condition with a much lower
value if not a zero value in the inevitable cases of default and/or recovery action
processes.

Other Observations :

We observe that this survey was only done for rural areas not covering urban
towns & cities etc which may or will have an affect on the accurateness of the
report therefore restricting a more fairer and true analysis on the industry and
major stakeholders like us.

We also note that the survey covered only 442 cases country wide compared to
the substantial number of customers and accounts the whole HP industry
services.

This represents only 0.63% of total customer a/c’s a sole leading HP/ Credit
provider like Courts helps maintain and service to the very best of our ability
and more.

Thank you for allowing us to provide our genuine feedback to help provide you
with a much better understanding of the various issues highlighted including its
market and relative risks etc.

Yours sincerely

Charles ] Work
Director of Credit
Courts (Fiji) Limited

Ph: 679- 3380777 DL:3380872 M:9990532




Courts (Fiji)

Limited

Credit related Insurance :

Kindly note that Courts (Fiji) Ltd also provides this Payment Protection Cover
not Insurance cover which pays off the balance of the HP or credit account in the
event of certain events as covered, occur.

Our Credit/HP Pearl option which offers a slightly higher interest rate at 20.9%
includes a Payment Protection Plan that covers loss of items due to - Fire, Flood
& Natural disasters, Death, Hospitization, Disablement &
Redundancy/Retrenchment in comparison to Banks non coverage charging
19.5%-21% on certain credit facilities including loan approval and administration
fees apart from interest alone.

A substantial number of our Customer’s who were made redundant or
retrenched in the past years have greatly benefited from this premium product
namely; previous employees of the Civil Service -Government workers, Emperor
Gold Mines, Natural Waters Fiji Ltd, Resort & Garment workers and many small
business enterprises that were forced to close due to economic downturns etc

A substantial number of our Customers that were affected by recent natural
disasters, floods etc have also benefited from this premium product including
approx: 150 in the recent Nadi, Lautoka, Ba, Tavua & Rakiraki floods that
devastated most low line area dwellings.

COURTS Customer Care - CCC

We understand that our CUSTOMERS are the key and success to our business
and have placed them paramount in our Corporate Vision & Values to help focus
in our strive for Superior Customer Service & Care at all times.

To confirm our genuine commitment, responsibility and accountability to our
Customers and Business we have also introduced a Customer Care unit together
with its processes to ensure that we deliver on what we promise in giving all our
Customers very easy access to recourse for better service and value for their
money.

Other Observations :

We observe that this survey was only done for rural areas not covering urban
towns & cities etc which may or will have an affect on the accurateness of the
report therefore restricting a more fairer and true analysis on the industry and

major stakeholders like us.

We also note that the survey covered only 442 cases country wide compared to
the substantial number of customers and accounts the whole HP industry

services.

This represents only 0.63% of total customer a/c’s a sole leading HP/ Credit
provider like Courts helps maintain and service to the very best of our ability

and more.

Thank you for allowing us to provide our genuine feedback to help provide you
with a much better understanding of the various issues highlighted including its

market and relative risks etc.

Yours sincerely

Charles ] Work
Director of Credit
Courts (Fiji) Limited

Ph: 679- 3380777 DL:3380872 M:9990532
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COURTS (FIJI) LIMITED
COMPARISON OF METHODS OF EARNING INTEREST ON LOANS

Loan Principal $10,000.00
Interest Rate 15% par annum
Period 12 months
Monthly Repaymant 560258
REDUCING BALANCE METHOD RULE OF 78 METHOD
Interest Interest
Month Principal B/F  Eamed Repa!mmr Principal C/F Month _Principal BF _Eamed Renﬂmenl?rimalCJ‘F
1 10,000.00 125.00 (902.58) 922242 12 $10,000.00 127,85 (902.58) 9,225.26
2 922242 11528 (902.58) 843511 1 822526 ERTAL] (902 58) B,43987
3 BA43511 10544 (B02.58) 763797 10 BA430.87 106.54 (902.58) 764383
4 763797 G547 (802.58) 6.830.86 9 TBa3B3 95.86 902 58) 683713
] 6,830.86 8539 (902.58) 6.01366 8 GETI3 8523 (902.58) 601978
[ 6,013,658 A7 (902.58) 518628 7 601978 7458 (802.58) 518177
7 518825 6483 (902.58) 434850 8 519177 6392 (802.58) 435311
8 4,348 50 5436 (902.58) 3.500.27 5 435311 5327 (902.58) 3,50379
L] 3,500.27 4375 (902.58) 2641.44 4 350379 4262 (902.58) 2843283
10 2,841.44 3302 (902.58) 177187 3 254383 3196 (802.58) 177320
11" 1.771.87 2215 (902.58) B51.44 2 177320 Fa k] (902.58) 891.93
12 891.44 11.14 {902.58) {0.00) 1 881.93 10,65 (602.58) (0.00)
831.00 78.00 831.00
Exampl f Interest Rebated on Ea ment;
% Rebated % Rebated
Aftér 2 Months. 89072 % After 2 Months 585.96 %
After 4 Months 389 80 47% Adter 4 Months 383.54 46%
After 8 Months. 2035 28% After & Months 22373 %
Afer 8 Months 110,05 13% Adter & Months 06,54 13%
After 10 Months 329 a% After 10 Months 3196 4%

Hire Purchase Report

The original copy with the “interest calculation spread sheet” was delivered at

3.45pm today at your office.

Kindly note as an added notation to the report on our unique “Courts Customer
Care services” is a toll free line and email/website address which avails an
“open 24 -7 communication access” to all our Customers & stakeholders
confirming our genuine passion in helping resolve all complaints, concerns,
suggestions as well as logging positive compliments etc to help us improve

going forward.

This we believe is not available or offered by any other Retailer in Fiji.

Kind Regards
Charles J Work
Director of Credit

Courts (Fiji) Limited

Merchant
Finance
Limited

From: Napolioni Batimala [napolionib@mfl.com.fj]
Sent: Tuesday, March 13, 2012 1:49 PM

To:Project Manager; Dineshwar Lal

Subject: Re: Hire Purchase Report
Bula

We have gone through the report and it seems ok
from our end.

Thanks

Naps




Hire Purchase Report

Thanks for offering us the opportunity to be part of the
consultative process.

Unfortunately, our business does not entail finance of
white and brown goods and as such issues highlighted in
the report are not relevant to us.

Credit Corporation (Fiji) Limited is licensed as a credit
institution by the Reserve Bank of Fiji under Banking Act
unlike other credit providers ie retail financiers and with

Suva.

strict policy and guidelines.

We feel it will be unfair for us to comment as we
completely operate under different conditions and totally
different products.

Just for your records, we have ceased using Rule 78 some
3 years ago.

Regards
Krishna Raju
General Manager Lending

Credit Corporation (Fiji) Ltd

Hire Purchase Report

Hi,
Our organization currently deals with Lending
institutions to finance motor vehicle that we

sell. Customers enter into HP with the lending
institutions.

We have gone through the contents and have no
comments as such.

Kind Regards
Daljeet Singh

Hire Purchase Report
Good Morning

We have gone through the Draft Report which we
think covers a wide cross section of the issues
underlying the Hire Purchase Market in Fiji.

However, Nivis Motors is not engaged in any
Hire Purchase trading and it would be best to
allow the relevant business enterprises and
stakeholders to comment on this.

Thank you for allowing us this opportunity.

A Singh

For the General Manager
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Submission to Consumer Council of Fiji

Vulnerable Groups: Consumer Credit Law and Practice in Fiji

FINANCE

CARPENTERS FIJI LIMITEEL

Hire Purchase Report

“Consumer Financial Protection and Building Credit Competency for

-

Introduction:

Fiji Commerce Commission (“Commission”) welcomes the opportunity to comment on Consumer Council of Fiji's Draft
Report on “Consumer Financial Protection & Building Credit Competency for Vulnerable Groups: Consumer Credit Law
and Practice in Fiji".
The Commission has a keen interest in such analysis because of the following objectives;

1. promoting effective competition in the interest of consumers;

2. ensure equitable retums for businesses with fair and reasonable prices charged to consumers.

Background:
The Commission is an Independent Statutory Body that promotes effective competition and informed markets,
encourages fair trading practices, protects consumers and businesses from restrictive trade practices and
controls prices of regulated industries and other markets where competition is lessened or limited.
Being the custodian of the Commerce Commission Decree 2010 the Commission is aware that there is a need
to review consumer protection laws such as the Consumer Credit Act 1999 to make it more effective. The
study by Consumer Council of Fiji is indeed warranted as it the Consumer Credit Act and Consumer Credit
Regulation has not been providing relevant and needed protection for consumers. Due to the ever escalation of
consumers complaints on these issues and the evident never ending debt cycle most of us are in the laws need
to be reviewed.
Credit allows consumers to finance transactions without having to pay the full cost of the merchandise at the
time of the transaction. A common form of consumer credit is a credit card account issued by a financial
institution. Merchants may also provide direct financing for products which they sell. Banks may directly finance
purchases through loans and mortgages. On 1%t October 2009 the government enforced Consumer Credit
Regulation 2009 with the purpose to assist in the enforcement and implementation of the Consumer Credit Act
1999 and provides detailed operational aspects of the Act in three following areas;

1. The manner of disclosure of information in credits contracts;

2. The Calculation of interest rates;

3. Various forms required under the Act.

The purpose of having a consumer credit laws is to protect consumers obtaining credit to finance their
transactions, ensure that adequate credit is provided, and govern the credit industry in general

Comments:
The Commission will provide comments on the following issues;
1. Protecting the Vulnerable Consumer Group
2. Do existing laws protects the Consumer
3. Warranties
4. Merchantable Quality

March 2012
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It is our submission that the Rule of 78 is a logical and fair means of determining interest
income. It considers condition of the goods.

Furthermore, interest rate is reflective of the risk in terms of the following:

(i) target market includes civil servants, teachers, farmers, garment factory workers, office
staff and other low income earners

(ii) high default rates

(i) susceptibility of items financed being subject to misappropriation and natural disasters

(iv) different demographics make it difficult to locate customers

(v) high collection costs

(vi)  high bad debts

The default rate ranges from 45% to 50%, whilst the ratio of collection staff to total staff is
above 53%. In this regard, a high number of accounts are settled according to their hire
purchase contract in order to generate a positive return on funds utilized.

3.2 Product Disputes/ Warranties (Ref: Pg. 23
Consumer Council/ Consultant’s Observation

“The respondent was asked to clearly specify in their documents what parts were covered under
tended warranty. as consumers deserve to know such information”.

Our Submission

Our products are subject to warranties from suppliers/ manufacturers. The scope of the
warranty is documented in our Super Protector Extended Warranty Terms and Conditions.
These include the following:

(i) what is covered

(ii) what is not covered

(i) the limit of liability

(iv) when MH Homemaker Super Protector extended warranty service contact will cease to
operate and no claims will be accepted

(v)  steps to follow when claiming & general provisions.

The document is provided to the customers at the time of purchase and customers are advised
generally on the nature and effect of the warranty terms and conditions.

[AFINANCE

ARPEHTRES F1J

Product Quality (Ref: Pg. 25
Consumer Council/ Consultant’s Observation

“The poor quality products sold in Fiji are both imported and locally made...
quality products enter the market can be very difficult, if not possible”.

.ensuring only

Our Submission

Most of our products come with acclaimed quality standard and are CE certified. The products
that are financed undergo quality checks from respective regulatory authorities from the
country of origin before they are allowed to be sold in Fiji. Every effort is made to comply with
these requirements.

Fine Prints (Ref: Pg. 41
Consumer Council/ Consultant’s Observation

“This clause can be hidden somewhere in the credit contract or mortgage documents — possibly
in fine prints. hether knowingly or unknowingly, he or she will be legally bound by it”.

Our Submission

Carpenters Finance is in li with the doct ion requirements however we can
work with the industry to improve and standardize wording, font size and location within a
document.

Pre-contractual Statements (Ref: Pg. 55)
Consumer Council/ Consultant’s Observation

“The law requires the credit provider to give to the debtor a pre-contractual statement.......in the
form prescribed by the regulations.”

Our Submission

A pre-contractual statement as well as Information Statement pursuant to the Consumer Credit
Regulations 2009 is provided to our customers and our frontline staff are trained to explain the
contents of the contract to customers prior to the customer entering into the contract.
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Credit Insurance (Ref: Pg. 82]
Consumer Council/ Consultant’s Observation

“Credit insurance is a form of insurance that the debtor pays for but it actually benefits his

lender..........better balance between the interest of credit providers and consumers”.

Our Submission

Credit insurance is important given the nature of finance involved where the item financed is
subject to misappropriation, theft, an unforeseen event such as fire and natural disaster. The
credit provider is required to reduce its exposure by ensuring insurance cover is placed. The
nature of Hire Purchase finance does not allow customers to seek their own insurance as title
has not passed to hirer. Credit insurance covers the interest of the debtor, for instance, during
natural disasters, customers are relieved of their continuing obligation to repay the balance
outstanding. On average, approximately $250,000 of claims has been settled by insurers in the
past 5 years, which has reduced customers’ outstanding balances. In some instances, refunds
have also been passed to customers.

What needs to be appreciated at this juncture is that once a customer signs a credit contract or
a Hire Purchase agreement, they are bound to the credit provider for the total sum financed. In
the event the goods are destroyed or lost, the customer still has to pay the contract amount to
the credit provider.

A credit insurance therefore protects the continuing obligation of the customer to the credit
provider in the event the item is subject to insurable risk as per the insurance policy.

PART Ill: HIRE PURCHASE: SIZE, PRACTICES AND PERCEPTIONS

3.7 Hire Purchase Cost Disclosures/ Credit Fees and Charges (Ref: Pg. 3)
C Council/ C: ol
“Credit providers do not provide any disclosure on the of interest charge: do
E FI NAN CE not provide any breakdown of charge for credit or term charges which can show the details of
e n o T e credit fee and/ or charges, if any”.
3.8 Language (Ref: Pg. 8] Our Submission
Consumer Council/ Consultant’s Observation Credit fees and charges are provided to our customers as part of the contract documents. The
written summary of hirer’s financial obligations is provided to customers.
“There currently is no requirement that each HP customer be explained in a language of their v o P
choice. terms and of the HP
Our Submission
Explaining financial terms and conditions to customers in a language of their choice, is being
practiced on some occasions, however we can consider enhancement in this area. With regard
to translation of our credit documents, Fiji is a multiracial country hence it would be difficult to FI N AN' E
determine which languages the documents must be translated into as the company can be seen AP nmoEEE EiiiLomicrE
to be discriminatory. However, the major contents are explained to the customers and they are 310  Warranty (Ref: Pg. 17)
also provided the Summary of Financial Obligations.
Consumer Council/ Consultant’s Observation
“In total, thus, only 61% of the customers had been advised of the existence of a warranty
3.9 Ce of Customer (Ref: Pg. 10) before they purchased the good”.
Consumer Council/ Consultant’s Observation Our Submission
“Customers allow the HP credit provider to provide their credit information to the Data We advise all customers of existence of warranty. Furthermore, we offer extended warranty to
Bureau........seek information on them from other sources” all customers with an additional charge.
Our Submission
The Data Bureau is a key agency for Hire Purchase financing as it acts as a credit assessment 4.0 CONCLUDING REMARKS

tool. It is a mechanism that allows credit providers determine customer rating and this is the
usual practice overseas where similar agencies offer this service. Our demand notices carry a
disclaimer that customer details would be loaded on Data Bureau if customer defaults
repayments.

In Fiji, government and statutory bodies such as Fiji Electricity Authority, Water Authority of Fiji,
Fiji Development Bank and the Municipal Councils are also members of Data Bureau.

We reiterate that the Hire Purchase market must be assessed in its entirety and not compared to other
forms of finance. The market for Hire Purchase is also different from that of commercial banks as there
is higher degree of risks at stake.

Our customers shop with us due to easy availability of finance, the credible name of Carpenters and the
convenience of all our locations in relation to sales, service and repayments.

Any study conducted on the Hire Purchase Market in Fiji and any potential changes to legislation must
take into account the contents of this submission.

We hope that our submission would be given due consideration.
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