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22" January 2016

SACC Review Secretariat

Financial Systems and Services Division
Markets Group

The Treasury

Langton Crescent

PARKES, ACT 1600

Dear SACC Review Secretariat,
RE: COMMENTS ON THE INTERIM REPORT — DECEMBER 2015
REVIEW OF THE SMALL AMOUNT CREDIT CONTRACT LAWS

Rentdkeeps (R4K) thanks the Review Committee for providing its current thoughts in the
Interim Report issued in late December 2015 and for the opportunity to make comments on its
contents, which we do in this submission.

In this submission R4K makes comments on the various points raised and also provides
commentary on each Observations relevant to Consumer Leases namely 6, 7 and 8 as well as
making some more extensive proposals to the ones provided in the second submission made to
the Review Committee on the 15" December, 2015 in the body of the submission.

The Executive Summary provides both commentary and facts supporting the position R4K is
taking in this review process.

R4K acknowledges the difficulty of the task facing the Review Committee given the complexities
that exist in the Australian rental market and the short time frame given but makes the
comment that the market is growing, relevant and very much needed so once the review is
completed R4K is confident about the long term life and integrity of the industry and all of its
players providing a workable platform is provided.

Yes, the consumer needs to be protected, as do the lessors who provide the service.

R4K is looking forward to the review providing a structure that everyone can work in happily,
responsibly and profitably in and will assist the Review Committee in any way in which it is
asked.

R4K respectfully asks the Review Committee for a personal meeting with the committee where
it can better detail its position and that of its franchisees and staff to the committee members.

Please advise if this is possible and if so a suitable time and venue.
Thank you for providing R4K with the opportunity to make this latest submission.

Yours truly,

KEVIN PAYNE
Master Franchisor
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Executive Summary - Recommendations:
The following is a summary of the key points R4K would like to make to the Review Committee.

1. SACC and Consumer leases are two completely different markets

Fundamentally small amount credit contracts and consumer leases are different in purpose,
term and the manner in which the service is provided to the consumer. In simple terms, one is
for cash and the other is for a product. Not to mention the myriad of other reasons explained in
earlier submissions.

2. Profitability for stakeholders is paramount or there will be no industry
R4K makes a key statement that lessors need to operate at a reasonable profit level as
otherwise it sees no point in participating in the industry.

3. Consumers prefer Consumer leases over all other forms of credit

The independent consumer survey prepared by Competitive Edge’ indicated 80% of consumers
prefer consumer leasing overall other forms of credit. Therefore it is important that the
industry is well managed, healthy and remains active so consumers continue to have this
preferred service available to them in the future.

4. Manufacturers Recommend Retail Price (MRRP) to be used as the cash price

As the MRRP is not geographically or seasonally adjusted it acts as an objective measure of the
cash price and therefore the MRRP should be the industry standard when determining the cash
price (or cost) of the product being leased.

5. A Pricing Matrix Model will ensure profitability whilst also acting as a cap

R4K believes that pure market forces ultimately determine pricing of a product or goods and
services and not Government intervention or legislation. We therefore do not believe that a
cap is required on costs for leases to influence pricing and thereby protect consumers.

However, should this course be considered necessary by the review committee, then R4K
advocates the use of a Pricing Matrix model that has the features and functionality of acting
like a cap but at the same time offers enough profit so that key stakeholders may operate at a
reasonable profit.

The Pricing Matrix is a means of providing full disclosure of how the Total Amount Payable
(TAP) under a consumer lease is calculated.

Pricing Matrix - There are three key components that work together to formulate the pricing
matrix;

1. Gross Product Cost (GPC) is created by adding:
* Cost price of the product (MRRP)
 Cost price of all add-ons” and services

2. Term Multiplier (TM) — A multiple to apply to the GPC determined by the term of the
lease
3. Total Amount Payable (TAP) by the consumer for the lease is GPC multiplied by the TM

! Market Research Report — Competitive Edge, D. Higginbottom, 7 October 2015. (The entire report was part of the original
submission by R4K to the review committee in October 2015)

2
Add-ons include specific accessories (e.g. phone case, mouse and keyboard for laptop, speakers for TV) to the product plus
any services relating to the product e.g. insurance, delivery, installation, extended warranty and repairs
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Term Multiplier - is the feature that effectively caps the amount payable under the lease and it
alone provides price protection to consumers. A separate multiplier is necessary for each lease
term as consumers have a number of options to the term of a lease.

R4K recommends the following Term Multipliers (TM):

Lease Term Term Multiplier
0-12 months 2.50
12 - 18 months 3.00
18 - 24 months 3.50
24 - 30 months 3.75
30 — 36 months 4.00

An example of the pricing matrix is provided below;

“Mr. Consumer wishes to lease a 50 inch television to use at home for the next 12 months. Mr.
Consumer requires speakers for the television and needs it delivered and installed. He would
also like an extended warranty.”

Cost of Product (MRRP) $800
Add-ons Speakers $200
Services Delivery $20
Installation $40
Extended Warranty $60
Gross Product Cost - GPC $1,120
Term Multiplier — TM? (12 months) x 2.50
Total Amount Payable - TAP $2,800

6. The cost of add-on products should be disclosed separately and included in the GPC
Add-on products (accessories) and services such as insurance, delivery, installation, extended
warranty, and repairs shall all be disclosed separately on the consumer lease but importantly,
shall all be included in the products costs and therefore form part of the calculation in
determining the GPC.

3
This will not be disclosed on consumer documentation, however the MRRP and TAP will be disclosed and so we note that the
consumer can perform a calculation themselves to derive the TM.
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7. Additional disclosure is required to further protect the consumer

The consumer will be better informed about the relationship with the lessor by adopting
additional disclosure requirements at the point a consumer enters into a consumer lease.

These additional items would include but are not limited to;

* Product pricing — to be Manufactures Recommended Retail Price (MRRP)

* Add on items and services - to be individually detailed and costed on the rental agreement
for absolute clarity.

* Total Amount Payable (TAP) — each component of the TAP (with the exception of the TM)
including add-ons and services shall be disclosed to the consumer. No retailer should be
expected to disclose their margins.

* Fact sheet — each consumer to be given a fact sheet that details all the associated costs,
services and obligations the lessor has to them as well as the obligations the consumer has
back to the lessor.

* End of lease statements - to be provided to the consumer listing the options available to
the consumer at the end of the lease

* An acknowledgment statement - from the consumer that they are aware of the MRRP of
the goods and the TAP that they will be paying for the goods over the term of the lease

* No door to door selling — under any circumstances.

* Protected earnings cap for Centrelink recipients — if 50% of a consumer’s verified income is
from Centrepay their repayments can be no higher than 20% of their total verified income

* No early termination fees - to apply to genuine hardship consumers

* No differential pricing for consumers

8. Minimum 25% surplus serviceability

Implement a pre-qualification serviceability standard where all the consumers verified living
expenses and obligations are deducted from their verified and documented income to create a
minimum surplus dollar figure equal or greater than 25% of their verified income amount
before a lease can be entered into.

9. Protected earnings cap for Centrelink recipients

If 50% of a consumer’s verified income is from Centrepay then their repayments can be no
higher than 20% of their total verified income. The interim report suggests that protected
earnings for a centrelink recipient be set at 10%. R4K believes setting an earnings target of an
amount below 20% will further exclude consumers and not promote financial inclusion.

10. Lease terms of 12 months to 36 months
R4K believes consumer leases should have a defined duration of between 12 months and 36
months. Any term outside 36 months should not be considered a consumer lease.

11. Centrelink changes that will assist lessors

Centrelink allow welfare groups to reinstate deductions from recipients that have agreements
with them who for no apparent reason cancel their payment. This ability should also be
granted to lessors resulting in a significant saving in debt recovery time. Recipients stop
payments because they can and in the majority of instances for no good reason.
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13. Consumer leasing is the domain of Private Enterprise — Not Government

Given the sheer size and growth of the consumer leasing market the Government is ill equipped
to handle the demand, nor should it apply the financial resources to meet the needs of those
consumers who in the Review Committee’s words are financially disadvantaged or excluded as
the lessors are currently providing these funds and resources at no cost to the Government or
the tax payers.

R4K has calculated that the size of the current consumer lease market to be well in excess of
$1.040 billion”

Good Shepherd acknowledge the financial commitment to service 325,000 consumers is over
$600 million® p.a.

Given the current Government faces a budget deficit of $35.1 billion®it is unreasonable to
expect that the needs of the leasing industry will be met by anyone other than private
enterprise.

14. ASIC providing much clearer guide lines to ensure compliance

The regulator has a difficult job but more prescriptive guidance is necessary if lessors are to
benefit from ASIC’s involvement in the industry. Compliance by all lessors will be enhanced,
but only if the regulator continues to strictly enforce the regulations.

ASIC has a difficult task but needs to lead the way by responding quickly to lessor request and
queries.

Too many times lessors are waiting on responses from ASIC for too long.

Business needs ASIC to work with them to grow their businesses as well as to regulate given
that business creates jobs and economic activity that benefits all Australians.

*See page 13 of this submission

® See page 12 of this submission

® Budget 2015 | The Economy. 2016. Budget 2015 | The Economy. [ONLINE] Available at: http://www.budget.gov.au/2015-
16/content/highlights/economy.html. [Accessed 21 January 2016].
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More Detailed Commentary

R4K will now provide a more detailed commentary on various matters raised in the Interim
Report and the relationship between consumers and lessors.

Profitability

A cap of 48% would force lessors to leave the industry

The Interim Report makes comment about a 48% cap which in our opinion is completely
unacceptable and unreasonable and will cause a mass exit of most of the lessors in the market
today. According to NCPA management this is what has happened in the SACC area which had
new guidelines introduced in 2013 and now has only 80 operators compared to the over 1,000
just 18 months ago. We urge the Review Committee to not create a set of guidelines that sees
this happen to lessors leaving over 500,000 Australians with little to no access to credit.

Lessors need to be profitable

Little regard seems to be placed on the need of lessors to remain reasonably profitable given
the vital service they are providing consumers. By our calculations over 500,000 Australians are
using consumer leases.

In the Interim Report on page 21 it highlights there are 485 lessors offering home appliances
rental services with a net before tax profit of 19% based on revenues of $593m and profits of
$113m. This is clearly not a high profit margin for anyone wanting to own and operate a
business with all the necessary costs and associated risk. In fact, the 19% is well above the
figures being achieved at R4K.

Excessive profits just not a reality

The thought the industry is making excessive profits is incorrect and is made by emotive people
who lack understanding of how lessors work as ours is a difficult market requiring close
management. Lessors just don’t provide money / finance like Flexi Rent does for example to
Harvey Norman customers. Lessors provide a full and personal service.

The Australian rental market needs lessors

Lessors want to operate in a well defined and managed system where the consumers are
treated fairly, are given the respect they deserve including allowing them to make financial
decisions for themselves, where lessors are able to make reasonable profits and ASIC are able
to regulate to ensure everyone is acting as they should. For this all to become a reality the
lessors need to be reasonably profitable.

No mention of lessors providing a needed service in the 8 Observations

At the Melbourne round table consultation it was stated by the Chair Danielle Press that the
Review Committee was not about destroying the consumer lease industry but the Interim
Report does not contain one word about the need for lessors services and the good they
currently do in the market or how the 500,000 + consumers would be serviced without lessors.

Viability of Lessors

It seems incomprehensible to R4K that not one of the 8 Observations noted in the Interim
report has anything to do with the viability of lessors and the possible impact any changes
could have on their survival. This is very concerning to us as it makes us feel the Review
Committee is not concerned about the lessors who are providing this much needed service to
over 500,000 Australians at no cost to the Government or the Australian tax payer.
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R4K franchisees and state master franchisees have invested heavily into their lessor businesses
and are working hard to comply with all statutory requirements while providing a much needed
service to a growing consumer base that the Government and Welfare Groups simply cannot
economically service.

Lessors ask for consideration in the review of their stake in the relationship

R4K urges the review committee to give 100% of the lessors the same consideration it appears
to be giving the 1% of consumers who are financially excluded and may be in need of financial
assistance. Throughout the Interim Report there are many one off examples of consumers
experiencing financial hardship or disadvantage, yet there are thousands of good transactions
that seem to be ignored or given no recognition whatsoever by the Interim Report which is
difficult to understand.

Front end lease cash requirements

The third model on page 21 of the Interim Report (lessors who have no shop front who
purchase goods from a retailer) is heavily cost weighted to the front end process with a time
line that reflects this — all of R4K’s leases are completed in a time period of between 6 months
and 36 months with our average term being 16 months.

Under this model the lessors fund all leases on day one with the income generated from these
leases coming in over the term of the lease. This places an immediate and heavy cash burden
on all lessors who operate under this model.

During the lease term lessors have to recover the initial outlay of acquiring the product leased,
work with the consumer, who is often disorganised or lacks financial discipline to commit to
their obligations, and cover all its operating costs in order to make a reasonable profit.

The associated costs are substantial and with the consumer being quite transient and very
street wise, the challenge of getting paid is a long and expensive one.

Please refer to Appendix 1.

It takes a long time to make a profit in the consumer lease industry
But by year three the rental business is starting to return satisfactory profits despite the non-
payers, skips and ever-increasing compliance and operational costs.

Protection

Who are we trying to protect?

R4K believes that the financially vulnerable were defined at the roundtable consultations at
being less than 1% of the market so whilst we recognise they need consideration the balance of
the market is currently provided with adequate protection. We urge the Review Committee not
to “throw the baby out with the bath water” by imposing harsh sanctions across the whole
industry as the significant negative impact on the 99% (who in the main are happy and coping
with their payments) could see lessors leave the marketplace. A point, which cannot be over
emphasized. Please provide a structure that protects both the consumer and lessors and not
one at the expense of the other.

The emphasis seems to be protect consumers at all costs

The Interim Report and the whole process so far seems very intent on focusing on the welfare
of what appears to be 1% of the consumers that make up the market and pays little attention
to the other 99% who are happy with the services being provided in a professional manner in
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line with the responsible lending regulations that are currently in existence and are working
perfectly well.

We urge the committee to consider the position of consumers if lessors vacated the market
due to protection of consumers at all costs and how that may have a potentially significant and
long lasting negative social impact.

Our R4K franchisees also need protection

Most of our franchisees have borrowed on their homes or used life savings to create their
rental business and for us it is extremely important that they too are protected. It’s not just the
consumer who needs protection albeit we acknowledge we have an obligation to protect the
1% who are financially disadvantaged or excluded.

R4K urges the Review Committee to provide a workable model so that our people and the
businesses providing consumer lease services receive similar protection to the 500,000
Australians who currently use their services.

Requirements and objectives of the customer — not mentioned in the Interim Report
The Interim Report makes no reference of the need to satisfy the consumer’s requirements and
objectives — the very assumption and principle the Credit Act is predicated upon.

The Interim Report needs to accept that consumers must have a genuine need and
requirement for the product they are seeking to lease. Tightening the lending criteria may
protect the consumer from financial exclusion with an unintended consequence of physically
excluding them from society and the enjoyment that arises, not to mention they may be
excluded from owning and using the basic fundamentals of a quality of life and access to basic
household goods e.g. bedding, fridge, freezer, mobile phone, computer etc.

If the industry is forced to tighten its lending criteria and margins via stricter regulation and
caps then consumers may ultimately miss out on obtaining the basic products they require for
their everyday existence. Given at least 3 million consumers do not have access to a credit card
and even more do not have access to any other forms of credit, where will these consumers
(who we are trying to protect) go to obtain their products? Who will look after their needs and
objectives?

Consumer demand is making the market grow quickly

The consumer lease market is growing quickly as the demand for the service is great. The
consumer survey ' conducted by Completive Edge noted 86% of the people surveyed
considered consumer leases to be important to extremely important to their quality of life. The
negative social impact that could follow from the removal of consumer leases cannot be over
stated. It would more than likely drive the demand underground and create significant
problems in the community.

’ Market Research Report prepared by Competitive Edge, D. Higginbottom, 7 October 2015, p. 5
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R4K believes all consumers are already protected by the current regulations
It is the enforcement by the regulator that is contributing the failings in the system and not the
system itself. The Interim Report’s own Observation 1 states;

“ASIC enforcement of the responsible lending practices of SACC providers should be a priority”

R4K believes the truly vulnerable — the 1% of the industry that needs special consideration,
protection and assistance should be given it when making financial decisions, and not just with
consumer leases, but certainly not to the detriment of the other 99% who are protected by the
existing regulations.

Everyone is charged the same

The Interim Report® states that two lessors were reviewed and found to be charging Centrelink
recipients more than other consumers. Firstly, we do not know of anyone (that attended either
of the round table consultations) who is charging different consumers different fees. And
secondly, 2 lessors (who no longer operate) out of 485 is less than one half of one percent of
the lessors operating in the industry so we see no reason for its prominence in the Interim
Report.

Giving The Consumer A Voice

No consumer involvement in review process so far

R4K continues to be concerned that there has been little or no involvement by the consumer
into the review or part of the consultative process. The Review Committee seem to be relying
on the few negative examples provided to them by the welfare groups to support their
arguments and conclusions.

R4K wishes to remind the committee that all of the welfare group’s examples are drawn from
their consumer base that represents close to 100% of the 1% of consumers the review is
focusing on. Accordingly, their examples obviously show specific one-off or exceptional poor
practices. But in no way do these examples reflect the manner in which the consumer base is
being serviced or treated en masse by lessors.

Competitive Edge Consumer Survey of over 1,000 consumers not mentioned

R4K had Competitive Edge complete a consumer survey of over 1,000 real and actual consumer
lease consumers yet no reference of the survey is made in the Interim Report about the
numerous subsequent positive outcomes that were included in the Completive Edge Report.

The report demonstrates the very positive consumer sentiment towards lessors and to our
knowledge is the only attempt made by anyone to give the consumer a voice in this review.

A copy of the Competitive Edge Report is attached to this submission.

R4K CRM and systems review

We again offer access to the Review Committee to our R4K CRM where they can see the detail
and effort being put into assessing an application before a lease is approved and the significant
resource management that each lease requires over its term.

8 .
Review of the small amount credit contract laws, Interim Report, December 2015, p. 23
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Consumers need and appreciate the lessor service

R4K believes there is no justification for burdening 99% of a market with restrictions to protect
the other 1%. It is much more prudent to create procedures to protect the 1% that need
protection and allow the other 99% access to credit that they currently need, want, enjoy and
can afford.

Who will service the demand? Welfare groups or the government?

R4K believe there is no viable alternative to lessors providing the service

Good Shepherd, a group put forward as a possible alternative by some to fill the void and write
consumer leases for the financially disadvantaged and excluded, made some comments in their
initial submission to the Review Committee in October 2015, which indicates they do not have
the resources to service the industry/consumer demand.

Good Shepherd could not cope with the volume
The CEO of Good Shepherd, Mr Adam Mooney, stated in their October 2015 submission to the
Review Committee®:

“In order to meet the demand for access to safe, fair and affordable loans, estimated by the
Centre for Social Impact to be 325,000 consumers, an annual increase in the Federal
Government investment from 56 million to 5100 million per annum in operational funding
would be required. This would also mean an increase in capital 530 million to $500 million, with
a broader commitment from other sources.”

Good Shepherd asks Federal Government for increased funding from $36m to $600m
p.a.

Good shepherd’s requested increase from $36 million per annum to $600 million per annum
would service about 325,000 leases.

Extrapolated out across the whole rental industry this equates to around $1.5 billion dollars a
year. Clearly, this is not a viable option for the Government especially when the current lessors
are providing this service to the Australian public, taxpayers and Government at zero cost.
Moreover, 99% of consumers are happy with the service and coping with their payments.

Good Shepherd — don’t do consumer credit checks

As an aside Good Shepherd does not currently conduct credit checks when assessing
applications so one would assume their bad debts are significantly higher than commercial
lessors that do conduct credit checks. Also it is hard to see how they can be lending tax payers
money “responsibly” given the fact they do not conduct credit checks.

Yes, we know they are not regulated in the same way as lessors (being a welfare group) but the
consumer base is progressively working this out as well, and the cost projected of $600 million
per annum by Good Shepherd would more than likely significantly blow out to a massive and
growing number each year.

Again in the Good Shepherd report™ it states, “Since its establishment, Good Shepherd
Microfinance has reached over 170,000 Australians through its programs.”

9
Good Shepherd Microfinance, Review of the Small Amount Credit Contract Laws, submission 15 October 2015, p. 2

10
Good Shepherd Microfinance, Review of the Small Amount Credit Contract Laws, submission 15 October 2015, p. 4
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By way of background Good Shepherd started in 1981 and in its entire life has assisted 170,000
Australians with 115,000 being NILS loans. To quantify further Good Shepherd in 2015 wrote
11,191 NILS loans with an average value of $916 to a total of just over $20 million. This is a long
way from the 500,000 leases that exist today.

Despite the great work they do, the servicing of this market is beyond the capacity of the Good
Shepherd or the Government without a massive annual cash injection by the Government and
the creation of a significant infrastructure.

In it’s 2014 annual report, Good Shepherd stated the Government has made a commitment of
$33.3 million over 5 years to the Good Shepherd with no further detail provided. This amount
is insignificant to the $1.5 billion needed each year to satisfy this market.

Clearly Good Shepherd is not a viable option to replace lessors.

Consumer Leases is the domain of Private Enterprise — Not Government

Major Industry Comment
Again, this market is best serviced by private / commercial lessors and not the Government.

Lessors pay big money to the Government

Lessors also pay all the necessary taxes that go with providing consumer lease services e.g. GST,
PAYG, Group tax, Payroll Tax, commissions to Centrelink, etc. as well as providing substantial
employment to the thousands of people who provide the service.

Size of market more like 500,000 leases than 325,000

In order to put the size of the current consumer household goods lease market into context, we
note on 18 August, 2015 at Thorn Groups AGM it reported'’ for the year ended March 2015
revenue of $246.1 million in their Consumer Leasing Division.

In the Interim Report on page 21 it was detailed that Thorn had 23.6% of the market which
means the actual size of the consumer lease market is more likely to be $1.040 billion than the
$593 million reported in the first paragraph.

On this basis the current market has over 500,000 leases in place and not the 325,000 as was
detailed in Good Shepherd’s submission (page 2) — which states they drew their information
from the March, 2014 Centre of Social Impact Report.

1 Thorn Group, annual Report to Shareholders 2015, p. 22 “Consumer Leasing — Revenue for the consumer leasing segment
grew 25.1% from $196.8m to $246.2m”
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ASIC REPORT 447

ASIC Report 447 should be totally disregarded
ASIC Report 447 is misleading and is a misrepresentation of the consumer leasing industry. Its
contents and conclusions should be totally disregarded.

Report 447 considered 11 lessors and 613 leases. In the Interim Report on page 21 it states
there are 485 lessors offering rental services in Australia. This means the lessors represented in
the report represent only 2.2% of the market and which translates to 0.2% of leases written. On
this basis alone we see no reason for ASIC Report 447 to be included in the Interim Report
given its absolute insignificance to the market for which it represents.

Its findings and outcomes are based on poor sample sizes and the report is just not a good one,
yet the Review Committee continue to use it as the yard stick in measuring the industry. For
example, the two companies detailed in the report may not operate any more namely Zaam
Rentals Pty Ltd and Amazing Rentals Pty Ltd. The Zamm Rentals directors were subsequently
banned and their ACL cancelled in 2013. The Amazing Rentals company saw ASIC accept
Enforceable Undertaking from them in June 2015.

This is hardly reflective of the lessors who operate in the Australian market yet some references
from it continue to be used extensively throughout the Interim Report. We are disappointed,
confused and offended by its inclusion in the Interim Report.

R4K understand there is current market speculation that the authors of the report are
disappointed with ASIC for the manner in which the report was produced and edited. The
authors believe the report was not representative of their overall submission to ASIC, which on
balance was positive towards lessor’s activities.
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Comments on Observation 6

The high cost of consumer leases appears to be causing financial harm. While there are
technical differences between credit contracts and consumer leases, these differences do not
appear to justify consumer leases being excluded from the consumer protection regulations that
apply to other forms of finance under the Credit Act.

The first sentence is not correct and the Observation is incomplete - it should have
the words added “for about 1% of the consumer lease market.”

The first sentence is not correct for almost all of the current 35,000 R4K consumers. If anyone is
in financial hardship we work with them and in almost every circumstance finish at a point that
both parties are happy with. The whole statement is not reflective of any data we have seen or
that has been produced and is certainly not representative of our R4K consumer base. The first
sentence should have the words added “for about 1% of the consumer lease market.”

99% of consumers are able to cope with consumer lease payments

The review should look to assist the 1% who need additional assistance and not burden the
other 99% with over regulation or create a structure where the providers of the service cannot
operate in an environment, which allows reasonable profits to be made.

Complaints to the Credit Ombudsman Service (COSL) in 2014 are insignificant

In the COSL 2014 Annual Report on operations, 4,512 complaints related to finance providers
across Australia. However, only 117 of these specifically related to complaints about consumer
leasing. This statistic more than supports our argument that less than 1% of consumers have
issues with consumer leasing and therefore the other 99% of consumers are perfectly satisfied
with the consumer leasing industry as no complaints have been made to COSL.

Please don’t take credit options from this happy and coping 99%

Care needs to be taken when formulating regulations to protect the 1% not to create the
unintended consequence of removing access to credit for the other 99% who are able to cope
with their payment obligations when leasing.

Consumers are already protected

R4K believes all consumers are already protected by the current regulations providing they are
adhered to and enforced but it is the enforcement by the regulator that is contributing to the
failings in the system and not the system itself.

ASIC needs help with enforcement
Observation 1 states, “ASIC enforcement of the responsible lending practices of SACC providers
should be a priority.”

Clearly ASIC need additional resourcing to fulfill their large and difficult role but this is the area
that needs the most focus.

High consumer satisfaction rate with over 60,000 R4K leases
Since October 2011 R4K has written more than 60,000 consumer leases that have met the R4K
credit criteria and current regulations. In around 95% of cases, those leases have reached their
full term with no significant dispute being raised by the consumer.
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48% cap will take lessors out of the market

The Australian rental market can operate within a cap but it cannot operate with a cap of 48%.
If a 48% cap was imposed this industry will simply close up as the costs and uncertainty of its
income is too great. R4K has proposed a Pricing Matrix model earlier in this submission.

Lessors provide so very much more than finance to consumers
These all are expensive to provide as detailed in Appendix 1.

Comments on Perspective 1

High Cost leases

R4K disagrees that the cost of leases is high given the circumstances in which they are provided.
The term of the lease will have a large bearing on the total amount paid by the consumer. In
the examples provided no length of term is provided so the examples are not quantifiable and
therefore of no use. Again, data provided to the Review Committee that cannot be used as it
simply wrong or incomplete.

ASIC Report 447 — should be totally disregarded

The report considered 11 lessors and 613 leases. In the Interim Report on page 11 it states
there are 485 lessors offering rental services in Australia. This means the lessors represented in
the report are 2.2% of the market and 0.2% of the leases written. On this basis alone we see no
reason for The ASIC Report 447 to be included in the Interim Report.

Its findings and outcomes are based on poor sample sizes and the Report is just not a good one
yet the committee continue to use it as the yardstick in measuring the industry. For example,
the two companies detailed in the report may not operate any more namely Zaam Rentals Pty
Ltd and Amazing Rentals Pty Ltd. The Zaam Rentals directors were banned and the ACL
cancelled in 2013. The Amazing Rentals company saw ASIC accept an enforceable undertaking
in June 2015.

This is hardly reflective of the lessors who operate in the Australian market yet some references
from it continue to be used extensively throughout the Interim Report. We are disappointed,
confused and offended by their inclusion in the Interim Report.

Everyone is charged the same

R4K again states that all its consumers are charged using the same Pricing Matrix including
centrelink recipients. To our knowledge all the companies at the two round table consultations
and in their written submissions also made this statement. R4K is confused as to why it again
gets mentioned in the Interim Report when it is simply not correct.

Lease payments consume a high portion of income

R4K currently has over 35,000 active leases with “real customers”. These real customers have a
surplus of over 41% when their actual living costs are deducted from their verified income.
See Appendix 3.

At R4K we have no concern with capping the percentage amount that rental payments can be
to qualify for a rental agreement with us. For the information of the Review Committee our
actual and current figure is 17% of verified income so based on these actual numbers R4K
believes 20% would be acceptable to both the consumer and R4K.
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All of the welfare examples are drawn from their consumer base that represents close to 100%
of the 1% of consumers this review seems to giving full attention to. So their examples
obviously show specific one off poor practices but in no way reflect the manner in which lessors
are servicing the consumer base.

The welfare group’s examples were quoted in the Interim Report. R4K states that for every
example they quote we can provide a thousand consumers who were correctly assessed, are
happy with the leases they have, and are able to meet their repayments.

The Competitive Edge Consumer Survey of over 1,000 actual consumer lease consumers
provided nothing but positive outcomes from consumers about all aspects of their dealings
with lessors yet not a word of it found its way into the Interim Report. R4K urges the Review
Committee to read the contents of the survey again as it is based on comments from real
consumer lease customers.

R4K refutes the summary position that the absence of any cap on the maximum amount that
can be charged for consumer leases appears to be having a significant impact on low - income
consumers and is exacerbating their financial exclusion.

No compelling evidence has been provided to make such a statement and the R4K experience
does not support it either. The statement is emotive and unsubstantiated. We need to deal in
facts. Our customer survey provides the facts.

Length of lease term a factor
R4K recommends a minimum lease term of 12 months and a maximum term of 36 months.

Comments on Perspective 2 — SACC’s and consumer leases are functionally
different
R4K agrees with most of what has been written in this section with a few exceptions.

The comments made in the second last paragraph on page 27 are not as described to us by the
NCCP who state the SACC market is all but gone with only 80 operators still in existence today
compared to over 1,000 in 2013 and Money 3 abandoning the market completely. They state
that in 2010 there were 285 offices operating that had 3 or more people in them and today
there are 19.

We don’t want this happening to lessors but if lessors are not profitable it may well happen to
them as well. We do not believe a cap is necessary but if forced to use one (other than the
Pricing Matrix which we have proposed) we will support it providing it allows for a reasonable
profit to be made.

Please refer to Appendix 1 that highlights the costs and net profit being made at R4K.

Option 9 - introduce a cap on the maximum amount a lessor can charge. That cap
would apply to a defined class of leases covering low-value goods.

* As stated previously R4K will support a cap style Pricing Matrix providing it allows for
reasonable profits to be made by lessors.
* Please refer to Appendix 1 for the costs and net profit being made at R4K.
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CONSIDERATIONS FOR IMPLEMENTING A CAP ON COSTS FOR LEASES

A cap of 48% would see the lessor industry closed in Australia for anyone operating in the third
category of operator as detailed on page 27 of the Interim Report.

R4K recommends:

* Whilst not agreeing one is needed, R4K will support a cap style Pricing Matrix providing it
allows for a reasonable profit to be made by lessors.

* Defining the class of products that can be leased

* The cost of goods to be valued via a combination of manufactures recommended retail
price (MRRP) plus add on costs and services to create a Gross Product Cost (GPC) which has
a term multiplier (TM) applied to create a TAP (total amount payable)

* All detailed and disclosed to the consumer with the exception of the TM.

* That a GPC should include add-on products and services

* However we note, if a standard cap approach was adopted it should exclude add-ons and
services and only apply to the proposed MRRP.

* Additional avoidance measures should be introduced

The examples in table 3'* clearly show why the cap cannot be 48%. Lessors cannot operate
under such a low margin. Who could? No one can and provide anything like the service we
provide at such a low margin and make any profit let alone a reasonable one.

In the 1 year example a lessor will advance $1,000 at the point of writing the lease, service the
consumer for a year to earn a gross profit of $276.17 less GST if the consumer pays in full. This
is a ridiculous business model doomed to fail and is an impossible scenario that surely needs no
further justification.

The class of consumer lease a cap should apply to:

R4K prefers the using of the features of the good so that the cap applies to a lease of household
goods, furniture, phones and electronic goods.

To assist the committee R4K has provided at Appendix 2 a breakdown of the products leased
since 2012, which totals just under 64,000 products.

How should the cash price for determining a cap on leases be determined?

R4K recommends the use of the Manufactures Recommend Retail Price (MRRP) as it is not
geographically or seasonally adjusted and can act as an objective measure of the cash price of a
product.

12 .
Review of the small amount credit contract laws, Interim Report, December 2015, p. 30
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Comments on Observation 7

During consultation, stakeholders noted that a large proportion of the cost of consumer leases
can be attributed to add-on products. There is little transparency regarding the nature or cost of
these services and the value that they provide to consumers. It may not be clear to consumers
that these features are available when they enter into a lease or that they extend beyond the
statutory guarantee under the Australian Consumer Law.

R4K believes the following points are important in the context of observation 7;

* Add on products and services to be individually detailed and costed on the lease.

* Consumers should not be obliged to take up additional products or services

*  Where a consumer decides they want an add-on product or service they need to pay for
them as like everything comes at a cost.

* Consumers must be allowed to make commercial decisions for themselves. Being on a
Government benefit or low income doesn’t make you incapable of thought or logic. It is an
Australian basic quality of life to be able to make personal choice decisions. Take this away
and Australia and retailing will be changed forever.

Option 10 - include the cost of add on features and products under the cap

* The cap should not include the add-on product or services as they all come at a cost and
provide additional benefit to the consumer who needs to pay for them.

* Because the add-on products and or services vary from lease to lease it is not possible
to add them into the cap. They need to be individually detailed on the rental agreement
so the consumer is in no doubt about their cost.

¢ If the consumer is not obliged to take up the add-on product or services they will assess
the worth to them and decide if they want them or not.

e If the lessor is getting no benefit for adding them into the cost of the good it may lead to
the consumer missing out on being offered them.
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Comments on Observation 8

If a cap were to be introduced on a restricted category of consumer lease, it should be designed
in a way that limits the risk of avoidance.

Although extending a cap to all leases and broadening the scope of the Credit Act to include
indefinite term leases are matters outside the terms of reference of the review, Government
may wish to consider the implications for those leases outside the scope of this review.

R4K accepts the comments made in the introduction as commentary only.

Lease affordability

* R4K make a significant effort to understand its customer’s financial position and clearly are
not one of the lessors claimed to be failing to undertake a robust assessment of the
consumers living expenses. The lessors that R4K are in regular contact with all have good
approval processes in place.

* R4K does not believe there are any systemic problems with the way it complies with the
responsible lending regulations requirements with any of its customers including those low
income customers and centrelink recipients. In fact, R4K believes with its R4K CRM and
operating procedures it is doing an excellent and responsible job in this area.

Option 11 - Cap the amount of net income that can be used to service all lease

payments

* R4K suggests a percentage of 20% would be reasonable and responsible figure.

* SAAC and Consumer Leases must be kept exclusive. They are in no way the same (explained
in previous submissions) in terms of purpose, length, or manner in which they are provided
e.g. one provides cash whilst the other provides a product. This is a significant difference,
and one of a myriad of other differences.

Early Termination Fees - Options 12 and 13

* R4K has no objection to the ETF’s being defined and quantified.

* R4K will support anything that stops a lessor acting in an unconscionable manner.

* The level of discount offered needs to consider the remaining amount due on the lease and
the behaviour of the customer during the lease term and the reason for the termination.

* R4K will support any logical formula that calculates a discount.
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Final Comment

R4K respectfully asks the Review Committee for a personal meeting with the committee where
it can better detail its position and that of its franchisees and staff to the committee members.

Please advise if this is possible and if so a suitable time and venue.
Thank you for providing R4K with the opportunity to make this latest submission.

Yours Truly,

KEVIN PAYNE
Master Franchisor
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Appendix 1
Profit & Loss Breakdown
100%
Income received from customer
Revenue
37% Purchase of product, Delivery, Installation, Warranty,
COGS Insurance
15% Rent & Outgoings, Wages, Superannuation, Work Cover,
Staff / Admin Payroll Tax, Training, Vehicle Costs
10%
GST on Revenue
GST
6% Legal costs, Dispute Resolutions, VEDA, Verification of
Compliance Income & Expenses, Product Suitability
5%
Income Written-off
Bad Debts
5% Cost of working capital
Funding Funding Varies by individual
5% Letterbox, Brochure, TV, Radio, Rewarding good
Marketing behaviour
5% Phone, Letters, Email, Default Process, Site Visits, Home
Ao Mo e Visits, Renegotiate, Repossess
ge On average 15% of customers miss a payment every
week
12%
Net Profit
B4 Tax
Comments:-

e The longer the term of an agreement the greater
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the compliance and arrears and debt
management costs become

e On average 15% of all customers miss a payment
each week and require follow up

e Having a computerised debtors system makes the
management much easier

e There is a complex number of issues when
dealing with our customer base

e Our customer base generally do not have a fall
back position to cope with even a modest new
financial hurdle. And this frustrates them
generally. Our industry helps enormously
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Appendix 2

R4K Statistics - Product Leasing Breakdown

S ar

IV and Home Entertainment

Phones
271 %

Computing
24%

Top 11 Product Categories Quantity
Phones 17,392 27%
Computing 15,017 24%
TV and Home Entertainment 10,860 17%
Beds and Bedroom Furniture 5,555 9%
Laundry and Cleaning 4,404 7%
Living Furniture 3,567 6%
Kitchen 3,559 6%
Outdoor Garden 1,941 3%
Dining Furniture 638 1%
Baby Needs / Fitness 516 1%
Home Office / Cameras / Car Accessories 353 1%
Grand Total 63,802 100%
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Appendix 3
R4K APPLICANTS
15,983
1 Dec, 2014 - 1 Oct, 2015
6%
o R4K
83% PAYG & :
Centrepay Centrepay Typical
13,308 947 Applicant
$ $ $
Total Income 1,090 1,629 1,333
Outgoings 662 822 698
Rent 225 329 239
Food 157 140 152
R4K Payments 104 99 122
Other Rental 72 55 75
Tobacco / Alcohol 38 65 49
Utilities 35 43 46
Other Expenses 31 91 15
Surplus 428 807 635

Serviceability ~ [[1138% (| [NNUS0% 1 [TAs%

Please Note:

» Need Serviceability Definition

e An Applicant is a person who has been successful in gaining approval for a rental agreement
e All figures are based on a fortnightly cycle as payments are received fortnightly

e This 15,983 applicants has 32,282 agreements in which 22,370 active agreements currently
e The R4K CRM records all activities by an applicant and therefore analysis is made easy

e Each Applicant has 1.4 active agreements at any point in time



