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Workshop: Developing a Framework for Model Law on Consumer Credit
group b: proposals for content of consumer credit law. The following, in no particular order, are the areas that Group B agreed should be considered for inclusion in a Consumer Credit Law:

Preliminary concerns and general issues:

1. Need for a comprehensive law

2. Need for complaints handling and redress

3. Need for a single agency for consumer credit

4. Need for a mechanism for re-opening of unfair contracts_ to be linked to ADR

5. Scope of the act_ to be persons/transactions governed

6. Imposition of interest rate ceilings

7. Sanctions/remedies

8. Responsibility of consumer education and information_ a levy to be imposed on the industry

9. Dealing with fraud_ limitation of liability of consumer

The development of a framework for a model law on consumer credit was discussed under three stages, pre-contractual, contractual and post-contractual.

PRE-CONTRACTUAL ISSUES:

1. Effective rate of interest: cost of credit to be expressed as APR. Interest rate to be calculated on the basis of cash price rather than on list price

2. Costs should reflect monetary costs plus all obligations of the consumer

3. A common and comparable standard is needed for calculating costs

4. There will be disclosure of all obligations and of all terms and conditions

5. Marketing:

i) Evaluation of credit-worthiness.  In the Phillipines, a third-party carries out the evaluation of applications for credit.

ii) Advertising should have sufficient information to allow consumers to make an informed choice.

iii) Vetting for responsible lending to be balanced with need for access.  We do not want too stringent laws to drive customers away to illegal lenders.

iv) Non-discriminatory access to loans.

v) Protection of privacy: there should be protection from inaccurate data storage by way of right to access information about oneself without cost.

vi) Principal to be responsible for actions of agents.

       6. 
Warning to potential borrowers regarding obligations of/defaults by consumers.

       7. 
Fair valuation of and security of the collateral .

 8.
Licensing of traders: choice between:

i. placing a levy or license fee which will increase costs, and

ii. paying from taxes.

Negative licensing is practiced in New Zealand which permits the monitoring             institutions to prevent bad license-holders from re-entering the business. There should be a register of all licensees and negative licensing is recommended.

9. Is the contract technology-neutral?  The requirements should be made technology-neutral.

CONTRACTUAL ISSUES:

1. There must be a cooling-off period.

2. Form/layout/size of the print: the contract should be in plain language. Warnings should be highlighted, preferably in a different colour.  It is the duty of the provider to explain the terms of the contract clearly, including to those who cannot read or do not understand the language.

3. There will be no unilateral variation of the terms of the contract.

4. Contract terms to be excluded.

5. Condition for joint and several liability, in particular as it governs guarantors.  Protection of guarantors.

6. Written document/copy for consumer to take away free of charge.

7. Default charges to be reasonable.

8. Charges must be related to costs.

9. The government will set maximum charges.  Tariff to be specified by government

10. Right to pre-pay and rebate for early repayment.

11. Prohibition of unilateral assignment of debt to other lenders or to a debt-collection agency.

12. Time: post-contractual obligations in relation to default, status of debt.  Time-length for notification should be on fair terms.  There should be no asymmetry between the lender and the borrower.

13. Right to re-structure/re-schedule debt.

14. Limited liability, e.g., for lost cars ( refer to experience elsewhere_ easy terms in developed countries, harsher terms in LDCs).  Discrimination to be avoided.

15. Conditions governing suspension/termination of loan facility.

POST-CONTRACTUAL ISSUES:

1. Non-profit debt-counselling and negotiation by debt counselling agency with all lenders.

2. Code to treat debtors sympathetically and recourse to court and ADR for failure to observe the law.

3. Debt re-scheduling.

4. Protection of other assets with the lender.

5. Controls on re-possession and disposal of collateral.

