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Executive Summary

In Hong Kong, the number of domestic households has been consistently on the rise, growing
from 2.3 million in 2010 to 2.7 million in 2023. Most Hong Kong residents live in small-sized
flats owing to the shortage of land supply and high population density in the city. With
consumers’ wish to optimise the use of limited space, the market demand for home renovation
services has always been high. Following the momentum (i.e. increasing domestic households),
the demand is expected to increase further. Moreover, given the issue of ageing flats in Hong
Kong (at the end of 2022, around 51% private residential flats were completed in year 1989 or
before), existing owners and households may require home renovation services to refurbish
their flats. Regardless of the types of flats (e.g. public or private housing, first-hand or second-
hand property), consumers in general are willing to pay a fair amount for customised home
design with bespoke furniture for the sake of meeting their “dream homes".

However, home renovation can be a stressful process for many consumers, often involving
complex procedures, high level of personal involvement and multiple touchpoints with traders.
For consumers to sail through the home renovation journey, some level of knowledge about
home renovation is inevitably required. Yet, the average consumer lacks the requisite
experience, knowledge, awareness or means to properly appreciate the intricacies underlying
a home renovation project, often ending up in having no choice but to rely on the trader’s
expertise.

Yet, the service quality varies drastically among different traders owing to the low entry barriers
in the industry and the existence of a large variety of market players, ranging from sole
proprietors to large-scale renovation companies. While there are companies of good quality
and reputation, there could also be companies providing home renovation services without
professional qualifications or business licences.

With such a fragmented nature, the industry has lacked a representative industry association
to unite and mobilise the whole industry. As a result, despite different efforts made by
individual stakeholders and market players in recent years that targeted to elevate the industry
standards and educate consumers (such as increasing the use of advanced technologies in
service provision and releasing industry guidelines), the effectiveness is limited, and the
awareness and trust of consumers are still low.

Moreover, in the absence of a specific regulatory regime governing home renovation services
in Hong Kong, consumers have to rely on general consumer protection laws and the common
law, which do not offer specific protection. When disputes arise, it may be time-consuming
and costly for both consumers and traders to settle.

Indeed, the Consumer Council (the “Council”) has constantly received complaints from
consumers pertaining to home renovation services in the past few years. From 2017 to 2023,
a total of 1,205 complaints were recorded. The majority of complaints relate to quality of
services, followed by late/non-delivery and price disputes. The common complaints included
(i) defective work, (i) completion delay, (iii) unscrupulous practices (such as unresponsiveness
or poor attitude, ambiguous contractual terms and pricing and exertion of pressure/duress for



payment), (iv) abandonment/non-completion of projects, (v) price inflation and overcharging,
(vi) home renovation companies disappearing or going out of business, and (vii) additional
works carried out and charged for without the consumer’s consent.

Recognising the unique characteristics of the home renovation industry in Hong Kong and the
predicament of consumers, the Council conducted a comprehensive study on home renovation
services in Hong Kong, titled “Home Renovation Industry — Better Governance for Creating
Comfortable Homes" (the “Study”). The scope of the Study covered home renovation projects
of various nature, size, and value in general; however, services in the nature of piecemeal repair
or maintenance of specific fixtures or fittings within the residential property were excluded. The
Study aimed to holistically understand consumer perception of the home renovation industry,
identify problematic trade practices, and with reference to laws, regulations and consumer
protection initiatives undertaken in other markets, propose recommendations that fit the
context of Hong Kong for the consideration of the Government of the HKSAR (the
“Government”), relevant statutory bodies, traders, and consumers.

From April 2022 to January 2024, the Council carried out the Study by adopting a
mixed-method approach, which comprised (i) an analysis of complaint and litigation cases
arising from home renovation projects, (i) a consumer perception survey, (i) focus group
discussions with consumers who had home renovation experience, (iv) a review of
advertisements published via different channels by home renovation companies and online
matching platforms (“traders”), (v) mystery visits for first-hand experience in engaging traders,
(vi) quotation analysis, (vii) in-depth interviews with traders and stakeholders, and (viii) desk
research on relevant laws and regulations in selected markets. The Council hopes that the
release of the Study could arouse awareness of the public and stakeholders of issues in the
home renovation industry, thus the proposed recommendations could be adopted to
safeguard consumer interests and to uplift the quality standards of the industry.

Findings of the abovementioned methods are presented in the form of a consumer’s home
renovation journey. The journey could comprise various stages depending on the consumer’s
needs and budget, but in general, it can be divided into four stages, namely (i) awareness and
information search, (ii) pre-commencement; (i) commencement, and (iv) completion and
follow-up. The Study examined different issues faced by consumers as well as trade practices
of home renovation companies and online matching platforms at the four stages.

As most consumers do not have technical knowledge about home renovation, they generally
would conduct basic research to have a sense of the home renovation process. According to
the consumer perception survey involving 505 respondents who had arranged home
renovation in the past nine years or were planning to do so in the next three years, the top two
sources of information were family, relatives and friends (93%), and online channels like
websites, forums and social media (50%).

Despite the emergence of online matching platforms for home renovation services in recent
years, they have yet to become a popular sourcing channel among consumers. More than
two-thirds of the respondents reflected that they had never heard of online matching platforms,



and among those who had heard of online matching platforms, less than 10% indicated that
they trusted the platform.

Furthermore, respondents expressed that when they chose a home renovation company, their
main considerations were price and discount (79%) and company reputation (73%). Meanwhile,
respondents also anticipated two main difficulties at this stage, which include finding it hard to
compare quotations in different formats (58%) and having too many home renovation
companies with varying levels of quality to choose from (55%). Apart from these difficulties,
the respondents were also worried about certain trade practices, such as exaggerated
promotions by the home renovation companies (58%), application of pressure to purchase
expensive home renovation packages or additional items (52%) and rough quotations (49%).

In light of the aforesaid consumer concerns, the Council took a deeper look into the advertising
tactics employed by traders and reviewed 225 advertising samples. Among the samples
reviewed, some of the advertisements contained superlative and unverifiable claims and
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promises (e.g. “No. 1 (88—)" and "risk-free (EH1K)"), while some put forth ambiguous or

untrue promotional offers (such as claiming in the advertisement to offer a free formaldehyde
removal service which turned out to be chargeable upon enquiry). Consumers might easily be
lured by these claims and offers that could not be realised in the end.

Meanwhile, low information transparency was another issue in this stage. Interviews with
traders pointed out that it was hard for consumers to know the price range for conducting
various kinds of renovation works, and that traders seldom provided consumers with a
comprehensive work schedule, nor did they proactively inform consumers about legal and
regulatory requirements in situation involving wall removal and other alteration of the flat.
These may lead to disputes between consumers and traders at subsequent stages.

To further understand issues faced by consumers and traders’ sales tactics at the pre-
commencement stage, the Council by way of mystery visits engaged 59 home renovation
companies and 14 online matching platforms for quotations for pre-defined home renovation
projects. The mystery visits uncovered some potentially unscrupulous sales practices. For
instance, some traders made suspicious claims that they had not received any complaints
before or that they pledged for a guaranteed completion; some did not honour advertising
claims; and some refused to provide copies of the draft quotation for further consideration.
Some of these problematic sales tactics might have constituted unfair trade practices under the
Trade Descriptions Ordinance (Cap. 362) (“TDO"), such as false trade description, bait
advertising or bait-and-switch, posing considerable risks to consumer interests.

During the mystery visits, some home renovation companies showed a lax attitude towards
compliance with laws and regulations. In particular, despite the wide media coverage of the
alteration of an alleged structural wall of a flat in a private residential development in Tseung
Kwan O in May 2023, three quarters of the home renovation companies advised the mystery
shoppers that wall removal could be carried out without due enquiry as to the nature of the
wall, while 75% of the companies advised that the kitchen door could be replaced by a sliding
door, which could violate the fire safety requirements under the Buildings Ordinance (Cap. 123).

The Council also evaluated a total of 40 draft quotations collected during the mystery visits,
with professional advice and support from the Hong Kong Institute of Surveyors. Overall, the
average score of the quotations was 58 out of 100, with only 8% scoring higher than 80,



reflecting that the majority of quotations were not comprehensive or detailed enough for
proper comparison by consumers. The top three key items mentioned in the draft quotations
were “lump sum of payment” (100%), "payment terms” (93%) and “exclusion of works" (85%.

Nevertheless, the mentioning of other crucial items was not necessarily common. For instance,
only 60% to 70% of the quotations mentioned “project start date and end date/time for
completion”, “method to deal with work changes requested by the client”, “provision of
extension of time” and “defects liability/maintenance period”. On the other hand, items that
were rarely mentioned included “declaration of compliance with statutory regulations” (20%)
and “declaration of compliance with the fitting out requirements of the property management
office” (8%). In terms of breakdown of works, only 38% of the quotations provided a detailed
breakdown for all of the works. As regards pricing information, showing both the quantity and
unit price for each work item in the draft quotations was uncommon. For example, only 28%
of the quotations specified the quantity and 20% provided the unit price for each work item.

Undoubtedly, a proper contract, whether in the form of quotation or service agreement, is of
vital importance from the perspective of consumer protection. The consumer perception
survey also covered a series of agreement-related questions. For instance, respondents were
asked what items they thought should be included in a home renovation contract. Most items
listed in the survey (such as project start date and end date, excluded items and maintenance
period) were considered indispensable by over 90% of the respondents. These findings
reflected that the majority of respondents were conscious of the need for sufficient terms and
conditions (“T&Cs") to protect their interests.

However, laxity towards the importance of formal contracts among some respondents was
undesirable. For instance, nearly 30% of the respondents considered a revised quotation
unnecessary in the event of variation in orders, as long as there was some form of record
documenting the change.

Even when the right home renovation company is chosen, consumers might still have various
types of worries at the work execution stage. Top five worries were unfinished work (73%),
defective work (61%), abscondence of home renovation company after payment (59%), home
renovation company not willing to rectify defects (57%), and delay in work completion (56%).

In fact, some of these worries did happen. Among the respondents who had experience in
home renovation, one in five (19%) had disputes with the home renovation companies they
appointed. The top three types of disputes were delay in work completion (61%), defective
work (39%), and failure to rectify defects (30%). Fortunately, more than three-fourths of them
could resolve the disputes with their home renovation companies eventually.

From trader interviews, the underlying reasons for the above disputes were attributed to a lack
of monitoring authorities and industry guidelines for the home renovation industry to follow,
and the divergence in views between consumers and traders as to the standards of
workmanship.

In the consumer perception survey, the respondents were asked whether they would arrange
third-party inspection upon completion to assess the quality of the home renovation works.
The majority (80%) responded that they did not intend to do so, mainly because of the high



cost they anticipated. In fact, respondents desired other measures and initiatives more to
better safeguard their rights and interests along their home renovation journey. The following
section will cover consumers’ wish list.

In view of the current home renovation industry environment, the Council asked consumers,
traders and other stakeholders respectively for their views on some possible measures to
safeguard consumer rights.

In the final part of the consumer perception survey, respondents rated the home renovation
industry in Hong Kong in terms of their degree of confidence. The majority were neutral (67%),
and the average score was 3.1 out of 5 for confidence in the industry. Nonetheless, those who
had prior unresolved disputes with home renovation companies showed significantly lower
confidence (2.4 out of 5), suggesting that consumers’ experience of disputes posed negative
impact on their perception of the industry.

To elevate the industry standards and thus consumer confidence, the respondents particularly
supported four measures, i.e. establishing a blacklist scheme (66%), establishing a standard
form quotation (40%), setting up a mechanism for handling issues and complaints (34%), and
introducing a home renovation company licensing scheme (34%). However, some of these
measures might not be viable in the eyes of traders.

Owing to the lack of proper governance in the home renovation industry, interviewed traders
pointed out that some bad apples have been able to get away despite their unscrupulous
practices. For example, a problematic trader could easily disguise its identity by closing down
the existing shop and opening a new one under another trade name, thus defeating the
effectiveness of a blacklist scheme. As such, some traders suggested establishing specific
authorities to oversee the industry, handle disputes between consumers and home renovation
companies, and provide professional consulting services. Some others were of the view that
establishing a licensing or registration scheme for specific home renovation works could
prevent unscrupulous traders from absconding. Concurring with consumers’ views, some
traders also opined that as long as consumers are aware of the fact that price is not the only
factor to consider, a mandatory standard form quotation could provide better protection for
consumers through quantifying work items and standardising the T&Cs of home renovation
services.

All stakeholders in the interviews agreed that consumer education is of paramount importance
in raising awareness of the risks and liabilities involved in home renovation projects. Whilst
most interior home renovation works such as internal plastering and painting do not require
approval and consent of the Buildings Department (“BD"), other works such as layout
alterations, window replacement and external wall improvements may affect the structural,
environmental or fire safety of the property and require such approval. The risks of such
contraventions may in some cases not be immediately apparent, but as responsible citizens,
consumers should consult third-party professional advice to avoid regulatory pitfalls. Some



stakeholders pointed to the need for a centralised information dissemination platform to
ensure accuracy and efficiency in the long term.

The private sector preferred industry self-regulation and supported the establishment of an
accreditation or voluntary registration scheme of contractors who have met certain objective
standards for consumers’ reference. The criteria could make reference to the Registered
Specialist Trade Contractors Scheme (“RSTCS") and Reference List of Decoration Contractors
("RLDC") of the Construction Industry Council ("CIC") and Hong Kong Housing Authority (‘HA")
respectively, with such adaptations as desirable to tailor suit the home renovation industry. In
fact, private sector and professional associations have been promulgating guidelines, different
accreditation/certification schemes, alternative dispute resolution (“ADR”") mechanisms and
online matching services relevant to, and seeking to improve, the quality of home renovation
services. However, in view of their fragmented nature and low public awareness, the real impact
at consumer level is yet to be observed.

If the home renovation company has breached the contract or even abandoned the project,
the consumer may claim the cost of engaging another company to complete or rectify the
work and other damages suffered. However, litigation may be protracted and require
potentially expensive expert evidence to establish liability and quantify damages, which add to
financial and emotional strain on the consumer.

Further, upon payment of deposit in advance of work to be carried out which is normally
substantial, the consumer no longer retains any property or right to such sums paid. If he is
required to enforce a judgment against the company, he could only do so as an unsecured
creditor. The shareholders and directors of a corporate trader would also normally not be
personally liable for any liability incurred by the corporate trader.

A review of the laws of Canada (British Columbia and Ontario), Mainland China, Singapore, the
United Kingdom ("UK") and the United States (“US") (New York) shows that these different
markets have adopted a mix of regulatory and non-regulatory consumer protection measures
relevant to home renovation companies and services. Mainland China and New York, in
particular, have enacted specific statutory law and regulation on home renovation companies
and services.

The consumer experience in these other markets is more or less similar to those in Hong Kong,
involving such issues as deceitful home renovation companies, completion delays, defective
goods, unsatisfactory workmanship and sudden closure of companies. Besides laws and
regulations prohibiting misleading advertising claims and unfair trade practices and requiring
certain works to be carried out by suitably qualified workers for safety reasons, further
consumer protection measures are undertaken to address such consumer issues. In gist:

(i) Mandatory or standard contract terms: In most of the markets reviewed, mandatory
written contract terms are statutorily required on material aspects such as price, scope of
work, project period, periodic payment schedules and warranties and guarantees. In
Mainland China and New York, such laws target home renovation contracts specifically.

(i) Mandatory licensing regimes, voluntary accreditation schemes: All markets have
mandatory licensing requirements or voluntary accreditation schemes (or both) in place.
In Mainland China, Singapore (in respect of public housing flats) and New York, home
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renovation companies are required to be licensed or registered upon demonstration of
good financial and/or professional standing. In Singapore, an accreditation scheme is
offered by the Consumers Association of Singapore ("CASE") for home renovation
companies with proven financial and track record, entailing a requirement to post bonds
to protect consumer deposits. In the UK, a raft of similar voluntary accreditation or
membership schemes tailored for home renovation companies is on offer, entailing other
consumer protection measures to consumers such as payment protection and ADR
services. The government-endorsed TrustMark scheme in the UK, which seeks to enlist
trade associations as scheme operators rather than direct accreditation of home renovation
companies, has led to 37 scheme operators (as of 4 January 2024) and around 15,000
registered businesses.

(i) Consumer education: In all markets, the government and government-established bodies
provide consumer education and tips on home renovations. In particular, in Canada,
information on home renovation companies with enforcement decisions against them or
unresponsiveness to consumer complaints is publicly accessible. In Mainland China, the
China Consumers Association regularly offers consumer tips and launches educational
campaigns. In Singapore, the CASE publishes case alerts on home renovation companies
based on complaints received. In the UK, the government collaborated with TrustMark to
develop a mobile home improvements app to guide consumers through their home
renovation journey.

(iv) ADR: In most of the markets reviewed, ADR services are offered free of charge to
consumers to resolve home renovation disputes. In particular, in the UK, the
government-approved Furniture and Home Improvement Ombudsman assists with
determination of disputes with their members. Which? Trusted Traders and TrustMark also
have their designated ADR providers. In Singapore, the CASE offers complaint handling
services and mediation services through its mediation centre. In Mainland China, laws were
enacted to encourage mediation of community disputes, leading to the establishment of
various mediation commissions across the nation by home renovation trade associations

to deal with home renovation disputes.

To alleviate challenges and issues in the current home renovation industry and thus pave way
for better consumer safeguards along consumers’ home renovation journey, the Council puts
forward four major recommendations with reference to practices in other markets. In executing
the recommendations, involvement and close collaboration of the Government, relevant
statutory bodies, professional associations, traders and consumers is indispensable to steer a
more transparent and well-governed home renovation industry.

In view of the various formats of quotations provided by different home renovation companies
and the insufficiency and/or unreasonableness of T&Cs in certain quotations, the Council
recognises the need for relevant Government departments or industry organisations to provide
a standard form quotation which contains standard terms and suggests ways to present the
breakdown of works. The standard form quotation should be widely adopted by players in the
industry, so that consumers would not only be able to make comparisons between quotations
but also be assured of the sufficiency and appropriateness of T&Cs. Fundamentally, the
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standard terms should include the critical items such as completion schedule, description of
work items and materials to be used, work variation arrangement, agreed price or binding
estimate (labour and materials as separate items including quantities and unit prices), payment
arrangement and schedule, remedy for delay, possible inspection arrangement, defect liability
or maintenance period and the company’s obligation to take out insurance and provide policy
information. For details of the proposed elements in the standard form quotation, please refer
to Chapter 8 — Recommendation 1.

On top of the above elements, other provisions such as cooling-off period and ADR mechanism
could consider be added in the standard form quotation. In the longer term, payment
protection such as escrow arrangements might also be studied to provide consumers with
more comprehensive protection.

(i) Cooling-off period: The Council recommends the standard form quotation can include
clauses of cooling-off period of no less than seven days for home renovation projects,
enabling the consumer to cancel the purchase and obtain refund without the need to raise
or litigate a dispute. A reasonable amount of administration fee commensurate with the
preparation work (e.g. on-site measurements) may be charged if so agreed in writing by
the consumer prior to undertaking such preparation work. The right of cancellation should
be extinguished upon commencement of work with the consumer’s written approval.

(i) ADR mechanism: Despite the adoption of standard form quotation, the possibility of
disputes is not completely obviated. The standard form quotation may thus also
incorporate a cost-effective and speedy ADR mechanism. The Council's proposed ADR
mechanism is elaborated in Chapter 8 — Recommendation 3.

(i) Payment protection: The use of escrow arrangements significantly improves consumer
payment protection. They ensure that funds paid by a consumer are properly utilised for
his home renovation project, effectively incentivising home renovation companies to
satisfactorily complete work on time and resolve disputes in an amicable manner, and
mitigating against the risk of misappropriation of such funds for other, non-project related
purposes or abscondence with the money. The Council considers that wider promotion of
escrow or trust arrangements ought to be studied in the long run.

The Council hopes that with a clearer disclosure of works and liabilities of both consumers and
traders in the template, the likelihood of occurrence of disputes will be reduced.

Whilst registration or certification schemes of construction contractors currently exist in public
sectors in Hong Kong, they do not primarily cater for the home renovation projects at large.
Whilst such schemes in the private sector do target the wider consumer market, the cost of
applying for accreditation may be prohibitive for some home renovation companies, in
particular those operating in the mid-range or lower-end market. This affects a massive group
of consumers in their ability to identify quality home renovation companies operating in their
market segment. For registration schemes operated by online matching platforms, the lists of
registered home renovation companies are not publicly available. Further, some companies
and consumers also hold reservation about the reliability or credibility of such platforms and
their services.
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In the circumstances, the Council recommends that the accreditation scheme should be
Government-endorsed and adequately cover different industry segments and different aspects
of a home renovation project. It should also maintain established minimum quality benchmarks
and mechanisms for compliance check.

() The accreditation criteria should cover both objective and subjective core competences.
Objective criteria may include safety, financial health, management and manpower
commitment, track record and dispute resolution processes. Subjective criteria may
include customer satisfaction, business procedures and practices, and ethics and integrity
management.

(i) A tiered accreditation according to the home renovation companies’ business model and
size should be prescribed, with different accreditation requirements for companies
operating in different tiers. This will allow companies operating in different market
segments, including the mid-range or lower-end of the market, an opportunity to become
accredited.

(iii) Instead of directly accrediting home renovation companies, the scheme could seek to
approve qualified trade or professional associations (and in the long run, qualified online
matching platforms, building inspection associations and escrow agents) as accreditation
bodies which, in turn, shall be responsible for ensuring compliance with the scheme
requirements by their accredited member companies. Competition amongst accreditation
bodies may also promote further consumer protection initiatives by them. As the scheme
expands its reach, it should also be less administratively burdensome and more cost-
efficient to oversee such accreditation bodies than overseeing a wider number of home
renovation companies directly.

The establishment of a Government-endorsed accreditation scheme may disrupt the cultural
mindset in the home renovation industry. Thus, Industry stakeholders and the public must be
consulted in formulating the scheme and scheme requirements. In particular, the scheme
should draw on the insights and experience of those who have pursued measures to improve
the quality and standards of the home renovation industry in Hong Kong. Ultimately, it is
hoped that home renovation companies would be incentivised to strive for accreditation as a
differentiating competitive factor, and consumers’ emphasis on price alone in selecting a
company would gradually be changed as a result.

Whilst it is anticipated that the establishment of an accreditation scheme, together with
adoption of standard form quotation, would enhance certainty of the parties’ obligations and
assurance in the quality of services and work, they are nonetheless not a bullet-proof vest
against disputes arising. This leads to Recommendation 3 below.

With the adoption of recommended standard form quotation and accreditation schemes,
theoretically fewer disputes should arise in the market. However, in case a dispute does arise
due to reasons such as delay in completion or substandard workmanship, litigating such
disputes in court may not be in the best interests of the consumer. As the Study identified,
court litigation is prone to take years to complete and potentially expensive for both parties,
often involving the need to engage experts to provide evidence. The cost of litigation may be
disproportionate with the claim amounts with no certainty of recovery in successful claims.



The Council considers that the use of ADR is a viable alternative to court proceedings and, as
indicated in the Recommendations above, should by default be provided for in the standard
form quotation and an accreditation scheme. Existing ADR services marketed for home
renovation disputes in Hong Kong include mediation, arbitration and expert determination:

() Mediation refers to voluntary, private negotiation between the parties with the assistance
of a neutral person (the mediator). Whilst the mediator will render his professional skills
to assist the parties reach a settlement, the outcome depends on the mind and free will of
the parties to do so.

(i) Arbitration is a private and formal dispute resolution process, regulated by the Arbitration
Ordinance (Cap. 609) and the parties’ arbitration agreement. The arbitral award rendered
by an arbitrator is final and binding and may be registered and enforced in court. An
arbitral award cannot be appealed or set aside in court, save in exceptional cases of
procedural irregularities.

(i) Expert determination involves the determination of the dispute by an independent
technical expert pursuant to the parties’ agreement to submit the dispute to such expert.
Whilst the expert’s decision is contractually binding on the parties, it cannot be directly
registered and enforced in court. A party seeking to enforce the decision is required to
commence court proceedings upon the decision.

The Council supports the “Mediation First” approach. Since as early as 2009, mediation has
been promoted by the Judiciary. Stakeholders engaged in the Study are generally supportive
of the use of mediation to resolve home renovation disputes. As the consumer’s real interest
lies in completion of the renovation as early as possible, an early resolution that entails
continuation of services by the original home renovation company and minimisation of delay
in completion would best attain his interest. In the scenario that the parties could not settle
their differences after having attempted mediation, arbitration or expert determination could
take place to resolve the disputes.

As between arbitration and expert determination, the Council considers that arbitration offers
better flexibility and convenience to consumers. If the consumer considers that court
proceedings is more suitable after a dispute has arisen in light of the claim amounts, the issues
in dispute, the status of the home renovation company and his own financial means, under the
Control of Exemption Clauses Ordinance (Cap. 71), he still has the choice of pursuing court
proceedings despite having contractually agreed to arbitration. Secondly, whilst an expert's
decision is contractually binding on the parties, an arbitral award may be enforced against a
company which refuses to honour it upon seeking leave of the court. On the other hand, expert
determination may be suitable for purely technical disputes, such as whether the work has been
completed and entitled the company to final instalment payment.

Given that ADR, be it mediation, arbitration or expert determination, is consensual in nature,
widespread adoption thereof requires both home renovation companies’ and consumers’
recognition and appreciation of its benefits, and provided for in their contracts. To enhance
recognition, fairness and long-term viability, ADR mechanisms would need to be underpinned
by suitably qualified and experienced professionals serving on panels of mediators, arbitrators
and experts (as the case may be) and procedures that appropriately balance between fine
considerations of time, cost, procedural fairness and robustness. The Council suggests that all
these matters should be reviewed and refined as part of the establishment of standard form
quotation and accreditation scheme, in close collaboration with stakeholders.



Given that most consumers only need to conduct home renovation projects for limited times
in their life, lacking industry-specific knowledge and the lax mindset have always been pain
points among consumers to manage home renovation projects closely. On top of the previous
three recommendations, for better consumer safeguards, the Council recommends relevant
Government departments or organisations to intensify consumer education by sharing basic
home renovation information (including the suggested topics below). Campaigns such as
release of online “info-kits”, seminars, and information booths around different residential
estates are worth considering. Through these events, consumers shall manage to obtain more
knowledge and thus be better equipped for their own home renovation projects.

Suggested topics for information sharing

e Common home renovation workflow

e Typical home renovation work schedule

e Critical items in home renovation quotations/contracts

e Lists of registered contractors under different official schemes (such as the CIC's RSTCS,
the HA’s RLDC and the BD’s Minor Works Control System)

e Websites with important and relevant information (such as the BD’s Building Information
Centre, official webpages of leading trade associations and consumer protection
organisations in Hong Kong and other markets)

e Property owners’ legal liabilities

e Existing industry guidelines

e Relevant regulations and requirements

e Penalties for non-compliant works

e Ways to prevent and resolve disputes

In the meantime, the Council puts forward the following tips to help consumers prepare for
their own home renovation works at any time.

Tips for consumers

Awareness and information search
e Acquire basic home renovation knowledge
e Conduct background research on preferred home renovation companies, such as a check
on their licences and qualifications
Pre-commencement
e Compare the quotations and other information provided by home renovation companies
e Pay attention to critical items on quotations
e Stay alert and cool-headed when communicating with home renovation companies
e Read the contents carefully and in detail before signing documents such as
guotations/contracts
e Check approved plans for buildings, relevant regulations and guidelines, and seek
professional advice before conducting alteration and addition works
e Apply to relevant authorities for approval/consent (if needed) or confirm the responsibility
with the company to ensure compliance
Commencement
e Keep close contact with the project manager and conduct on-site visits regularly to
monitor the work progress
e Request an update of the quotation/contract for work variations or additional orders
before committing
e Fulfil payment obligation in accordance with the contract
Completion and follow-up
e Carefully inspect the works done, and seek professional assistance (if needed)
e Make good use of defect rectification and warranty services
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In Hong Kong, there is an on-going and huge consumer demand for customised home
renovation that warrants better protection for consumers in such significant spending.
However, currently Hong Kong does not have a specific regulation to govern the home
renovation industry. Owing to the low barriers of entry, there are many choices of home
renovation companies with varying levels of quality in the market. When consumers search for
a company, the possibility of occurrence of unscrupulous trade practices could thus be
increased. Indeed, the Study uncovered a variety of issues in the industry faced by consumers
when engaging with traders, such as traders varying in levels of quality, with some even
suggesting or endorsing non-compliant home renovation works and low information
transparency. Many consumers spend a large portion of their savings and efforts in home
renovation for a “"dream home”, yet there is often no assurance of the quality of services
provided by home renovation companies. Consumers’ pain points were also reflected in the
Council's complaint cases and the court cases.

Thus, with reference to practices in six other markets, the Council puts forward a set of
recommendations which suits the context of Hong Kong. The recommendations could be
categorised as short-term, medium-term and long-term measures and adopted in a
progressive approach. The findings of the Study concluded that there is a strong and urgent
need to establish a standard form quotation that would work as a “safety net” to provide
consumers with basic protection in the short run. The medium-term objective would be to
establish an accreditation scheme to serve as a good reference of traders for consumers, whilst
providing different consumer protection measures under the scheme requirements. The
proposed voluntary nature of the scheme should balance the impacts on industry players of
different sizes. In tandem with the accreditation scheme, ADR mechanism and other
contractual measures such as cooling-off period should be undertaken. Escrow arrangements
being practised in other markets should also be studied to better safeguard the financial
interests of consumers. It is also of paramount importance that consumer education is
indispensable for equipping consumers with basic knowledge of home renovation and
changing the lax and passive attitude of certain consumers. Consumers should always
remember to heed the tips provided by the Council and stay alert when engaging with traders
so as to safeguard their own rights.

The Council hopes to arouse all stakeholders’ attention to the home renovation industry
through the release of the Study. These recommendations are all important to consumers and
inter-related. The Council calls for collaborative efforts of the Government, relevant statutory
bodies, professional associations, traders and consumers for the execution of the
recommendations suggested above whenever appropriate, with a view to assuring consumers
of a smooth and well-protected home renovation journey. In the meantime, the Council would
continue its public education and industry monitoring work to assist consumers in realising
their lifelong dream of having a comfortable home.
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4 Measures to Strengthen Governance
for the Home Renovation Industry

Recommendation 1:
Establish a Standard Form Quotation
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Recommendation 4:
Intensify Consumer Education
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Recommendation 2:

Establish an Accreditation Scheme
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Introduction

Consistently high demand for home renovation services with customised interior design
in Hong Kong

It has been said that home ownership is a multi-faceted milestone in modern society. The
demand for home renovation arises when a consumer purchases a property, be it on the first
hand or secondary market, for self-use, or when a new household is conceived. Those who
seek to model their “dream homes” are often willing to pay substantial sums on home
renovation services to ensure that the outcome and quality meet, or even exceed, expectations.

With the number of domestic households consistently on the rise, the market demand for home
renovation services is high. Notwithstanding the stagnant population growth rate in recent
years, the number of domestic households increased from 2,325,100 in 2010 to 2,708,200 in
2023 (up to July)’. According to the Census and Statistics Department (“C&SD"), there were
30,700 and 40,400 newly completed residential flats in 2021 and 2022 respectively, comprising
of around 25,400 public rental housing (“PRH") units, 10,200 subsidised sale flats (“SSF") and
35,600 private housing units®. According to the Land Registry’s statistics, 47,657 sale and
purchase agreements for residential building units were entered into between September 2022
and September 2023°.

Secondly, as most Hong Kong residents live in small-sized flats owing to the shortage of land
supply and high population density in the city, there is consistently a strong need for
customised interior design with bespoke furniture to optimise the use of limited space. The
need has been further boosted by the proliferation of “nano flats” in recent years. According
to the figures of the Rating and Valuation Department*, between 2018 and 2022, 38,196 (42%)
of completed private residential flats had a size less than 40m?. Of these, 3,920 (4%) units were
smaller than 20m?. By the end of 2022, there was a stock of almost 14,000 nano flats in Hong
Kong®. Whilst the Government of the HKSAR (the “Government”) has promulgated a new
minimum flat size requirement effective from 2022 that residential units shall have a minimum
size of 26m?, it is likely that small or nano flats will remain prevalent in response to market
demand for affordable housing amidst high property prices.

With the issue of ageing flats in Hong Kong, existing owners and households may require home
renovation services to refurbish their flats. At the end of 2022, a stock of around 635,000
private residential units (51%) were completed in year 1989 or before®. Existing owners may be
incentivised by the Government's Integrated Building Rehabilitation Assistance Scheme which
was launched to combat urban decay to carry out home renovation work. Under the scheme,
they could benefit from the Home Renovation Interest-Free Loan offered by the Urban Renewal

" Census and Statistics Department (2023). Table 130-06102: Statistics on domestic household. Retrieved from
https://www.censtatd.gov.hk/en/web_table.html?id=130-06102

2 Census and Statistics Department (2023). Hong Kong in Figures (2023 Edition) (p.25).

3 The Land Registry (2024). Consolidated Monthly Statistics in respect of deeds received for registration in the Land
Registry (September 2023). Retrieved from https://www.landreg.gov.hk/en/monthly/stat0923.htm

4 Rating and Valuation Department (2023). Hong Kong Property Review 2023 (Table 6).

> Rating and Valuation Department (2023). Hong Kong Property Review 2023 (Table 1).

6 Rating and Valuation Department (2023). Hong Kong Property Review 2023 (p.16).
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Authority to carry out internal repairs and maintenance works for safety and hygiene such as
replacement of drainage pipes and fire-rated doors.

Consumers require knowledge to sail through the home renovation journey

It follows from the range of dwelling options and consumers’ individual needs that home
renovation services are highly personalised, detailed and potentially complex. For second-hand
flats, major overhauls entailing extensive refitting, replumbing and rewiring may be required.
Even in cases of first-hand residential or public housing flats where the work required may be
less extensive and standard renovation packages are commonly on offer, consumers may still
require some degree of customisation or harbour their own expectations of quality and
workmanship. Affluent consumers may also pay a premium for sophisticated designs by
professional interior designers and layout alterations to suit their needs and aesthetic taste. A
typical home renovation journey comprises various stages (Figure 1). Depending on the
complexity of the project, it is likely to take at least months to complete and comprises a
number of important checkpoints that require a high level of engagement on the part of the
consumer. During such journey, the consumer’s requirements may also change, and progress
may be delayed for a myriad of reasons.

Figure 1: Different stages of home renovation journey

Stage Stage 2: Stage 3: Stag? &
puaEnes 9d Pre-commencement Commencement Foripicton and
information search follow-up
Research for information Identification of suitable Demolition works Inspection

related to home renovation

Establishment of budget,
scope of work and intended
completion date

companies
Provision of quotations

Comparing work details
and content in the

Works relating to
electricity and plumbing

Metal works (e.g. windows)

Wood works

Defect rectification

quotations

Plasterin
Confirmation of g

construction drawings,
materials, furniture (if any)
and construction period

Cement or concrete works

Installation of fixtures and
fittings (e.g. air-

Entering into contract conditioners)

Installation of

Completion of all statutory L ;
kitchen-ware, cabinets and

or necessary applications

. furniture
Purchase of insurance —
Consumers’ responsibilities Painting
Companies' responsibilities Alterations
Both parties’ responsibilities Cleaning

Initial deposit Further deposits Final payment

As each stage of the home renovation journey entails different considerations, consumers need
to be aware of the intricacies and possible common problems, so as to identify ways to avoid
or address them: first, by engaging suitable and reliable companies and second, by closely
monitoring the progress of the home renovation. They need to be empowered with the
knowledge to identify reputable companies, guard against superlative or misleading claims,
and properly assess quotations. Consumers also need to understand their rights and
obligations under the contract or arising by operation of law. However, as Chapters 2 to 5 will
highlight, the average consumer may lack the experience, knowledge, awareness or means to
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properly appreciate the intricacies underlying a home renovation project and the high level of
engagement required of him throughout.

It is thus necessary to examine the current state of the home renovation market and identify
viable solutions to empower consumers with the right tools and knowledge in making informed
choice and taking proper steps through each stage of the journey.

Disputes often arise and can be time-consuming and costly to both parties

As will be reviewed in Chapter 2, from the complaints received by the Consumer Council (the
“Council”), allegations such as defective workmanship or materials and delay in completion
often arise. A fallout between the consumer and the home renovation company may result in
further delay in completion of the renovation. As Chapter 6 will illustrate, if a dispute is litigated
in court, it is probable that the aggrieved consumer would incur substantial loss by having to
incur additional cost of completing or remedying the works, finding alternative accommodation
and storage of his possessions, or even losing the ability to enjoy the use of his property.

Fundamentally, on top of the likely additional cost that will need to be incurred by the consumer,
any dispute that risks delaying the completion of the renovation is undesirable. The consumer’s
real interest lies in enjoying his “dream home” as early as possible. Means by which the risk of
dispute could be minimised or, if it does arise, could be amicably, speedily and/or
cost-effectively resolved needs to be explored. In this regard, the nature and possible causes
of disputes will need to be examined from both consumers’ and the companies’ perspectives.
Whilst it is possible that a home renovation company may have failed to honour its contractual
obligations, it is equally plausible for a dispute to stem from the consumer’s high expectations
or failure to properly convey his needs, resulting in imprecise contractual specifications. The
parties may also have been lax in ensuring that key matters such as work items, quality
standards, milestone payment schedules or work variations are adequately provided for in the
contract, albeit given the average consumer’s inexperience and lack of knowledge, the better
part of such responsibility ought to rest with the company.

The need for better payment protection

In all cases, a sizeable deposit payment in advance of works as working capital for the home
renovation company to procure labour and materials is the norm.

Although the consumer may well reasonably expect that his money would be used to source
labour and materials for home renovation, he has no practical control or knowledge over how
the home renovation company chooses to use his money. The consumer faces the risk of the
company appropriating the money for other purposes, or even absconding with the funds. If
the company goes out of business, the consumer would not be able to clawback the sums paid
and may only claim damages as an unsecured creditor. The complaints handled by the Council
show that this risk is real.

The perceived vulnerability of the consumer and associated risks underscore the need to review
the adequacy of current laws and regulations in protecting consumer interest and possible
measures to advance consumer protection.

In recent years, there have been no lack of efforts by stakeholders to educate consumers of
potential unscrupulous trade practices and pitfalls involved in home renovation projects. The
Council had published three CHOICE articles in May 2015, November and December 2020 to
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warn consumers of these potential pitfalls (with case illustrations provided) and to recommend
material contract terms that should be included in home renovation contracts. In July 2018, the
Investor and Financial Education Council (“IFEC") (a subsidiary of the Securities and Futures
Commission supported by four financial regulators and the Education Bureau) published similar
warnings and advice to consumers regarding home renovation transactions and provided a
“House Renovation Budgeting Worksheet” to assist consumers in preparing a budget. Besides,
there were various educational materials provided by stakeholders including the Buildings
Department (“BD") and Hong Kong Housing Authority (“HA") on tips and procedures when
carrying out alterations and additions works.

From time to time, the Customs and Excise Department (“C&ED") has initiated investigations
or prosecutions of home renovation companies or consultants suspected of committing the
offences of false trade description, misleading omission or wrongly accepting payments under
the Trade Descriptions Ordinance (Cap. 362) (“TDO"). However, these investigations are
difficult to prove and successful prosecutions resulted in 17 convictions by far.

Meanwhile, commercially-driven industry efforts have also played a role in promoting
consumer awareness and protection, through the publication of articles, promulgation of
guidelines, recommendation of standard quotations and contract terms and provision of
matching, consultancy and project management services on behalf of consumers.

Despite all these efforts, the Council has not observed any decreasing trend in home
renovation-related complaints or widespread adoption of standard quotations, contracts,
guidelines and recommendations made by the industry players. This may in part be due to the
lack of central coordination of various otherwise fragmented industry efforts, resulting in low
industry acceptance by both companies and consumers alike. Besides contractual disputes,
allegations of unscrupulous trade practices by companies were made from time to time. Given
the significance of home renovation to consumers and the detriment involved in any delay or
dispute, there is a need to conduct a study to ascertain where the common problems lie and
possible measures to improve consumer protection, and to uplift the quality standards of the
home renovation industry.

In Hong Kong, there is no specific regulatory regime overseeing home renovation companies.
Whilst specific works are required to be carried out by licensed contractors, in the context of a
home renovation project, it is the home renovation company which is responsible for sourcing
the necessary manpower, including licensed workers, building materials and coordinating the
work to ensure quality and timely completion. The home renovation company also bears the
responsibility to advise on and ensure that any alteration complies with the regulatory
requirements. In the event of any dispute, be it delay, non-completion or defective work, it is
the home renovation company against which the consumer would seek recourse.

On the other hand, the consumer is responsible for ensuring that his needs and requirements
are properly conveyed to the home renovation company. He needs to be equipped with
knowledge to understand the nature of works involved and his rights and obligations under
the contract and law. During the home renovation, he needs to closely monitor progress, in
particular milestone checkpoints, to ensure that any misunderstanding by the home renovation
company of his needs and any patent defect would promptly be identified and rectified.



This Report, titled “Home Renovation Industry — Better Governance for Creating
Comfortable Homes", intends to cover home renovation projects of various nature, size and
value, including the repairing, remodelling, altering, converting, modernising of or adding to
residential apartments and houses. Such may entail without limitation design and consultancy
services, demolition works, installation of flooring, walls, electricity supply, plumbing and other
fixtures or fittings, metal and wood works, plastering, manufacture of bespoke furniture,
landscaping and other improvements to the residential property. However, services in the
nature of piecemeal repair or maintenance of specific fixtures or fittings within the residential
property are excluded.

In compiling the Report, the Council carried out research in the following areas:

(i) Consumer complaints and perception: A review of the Council's complaint cases was
carried out to ascertain the major problems and the malpractices involved. Statistics on
home renovation related cases received from the C&ED and derived from litigation
searches on civil claims involving home renovation companies were also captured and
analysed. A consumer perception survey and focus group discussions were conducted to
understand consumers’ overall perception and expectations of home renovation services.

(i) Trade practices: A review of online and offline advertisements of home renovation
companies and online matching platforms was conducted. In addition, mystery visits were
also performed to solicit quotations from home renovation companies. The results were
then analysed to examine whether there were problematic advertising and trade practices
that could be improved for better consumer protection.

(i) Stakeholder engagements: Engagements with key stakeholders and trade participants
were carried out to enable a better understanding of the issues involved, including public
sector bodies — the BD, Construction Industry Council ("CIC"), HA and Independent
Checking Unit ("ICU") of Housing Bureau (“HB"); and professional associations in the
private sector — the Asia Designers Community ("ADC"), Hong Kong Arbitration Society
("HKAS"), Hong Kong Building Inspection Association (“HKBIA"), Hong Kong Institute of
Surveyors (“HKIS"), and Hong Kong Mediation Accreditation Association Limited
("HKMAAL").

(iv) Laws and regulations of Hong Kong: Laws and regulations relevant to home renovation
projects were reviewed together with published court judgments to ascertain the nature
of disputes, protection and remedies available to consumers under such laws and
regulations.

(v) Laws and regulations in other markets: By conducting desktop research, the laws and
regulations in Hong Kong were benchmarked against six markets, namely, Canada (British
Columbia ("BC") and Ontario), Mainland China, Singapore, the United Kingdom (the "UK")
and the United States (the "US") (New York). These markets were selected because their
urban cities resemble that of Hong Kong, with a mixture of apartments, houses and dense
population, and also due to similarities in their socio-economic or legal systems with, or
their economic ties to, Hong Kong.




The Report is divided into eight chapters and is structured as follows:
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@

3)

)

©)

(6)

(7)

Chapter 2 examines consumers’ complaints received by the Council, C&ED cases, litigation
searches and published judgments to highlight the nature of disputes, issues and
challenges faced by consumers.

Chapter 3 broadens the review by presenting consumers’' perception towards the home
renovation industry and their experience along the home renovation journey.

Chapter 4 presents the advertising and trade practices of traders in the industry, including
both home renovation companies and online matching platforms for home renovation
services (“online matching platforms”), as found through review of traders’ advertising
materials and mystery visits, thus identifying problematic trade practices in the home
renovation industry. Results of the analysis of draft home renovation quotations are also
covered.

Chapter 5 presents in-depth interviews with traders and various stakeholders to ascertain
the effectiveness of currently available measures and initiatives and obtain their views on
the suggested areas for improvement to advance consumer protection and empowerment
in the home renovation industry in addressing the issues and challenges identified.

Chapter 6 presents the current laws and regulations relevant to home renovation services
in Hong Kong. Together with review of published judgments, the extent to which current
laws and regulations are able to satisfactorily address consumer pain points identified in
previous Chapters is examined.

Chapter 7 reviews the laws, regulations and measures governing home renovation services
in six markets as comparable reference points for potential improvement of the home
renovation industry in Hong Kong.

Chapter 8 provides recommendations to enhance protection for consumers of home
renovation services based on the Study’s findings.

Throughout the Report, words and expressions importing the masculine gender include the
feminine and neuter genders. Words and expressions in the singular include the plural and
words and expressions in the plural include the singular.

Unless otherwise specified, the percentage figures in the tables in the Report are rounded to
the nearest integer and hence the total percentage may exceed 100.



2 Consumer Claims and Complaints

2.1 Introduction

This Chapter provides an analysis of complaint cases received by the Council to identify the
common problems and pitfalls faced by consumers. Statistics from the C&ED were also
obtained. The Council conducted litigation searches to identify the extent and nature of civil
claims involving home renovation companies in the past ten years, along with a review of
published court judgments.

2.2 Complaints Received by Consumer Council

Overview

The Council received 1,205 complaints against home renovation companies between 2017 and
2023, with the total dispute amount involved exceeding HKD270 million and the average
amount involved per complaint case reaching nearly HKD230,000 (Table 1). The number of
complaints received per year ranged approximately from 130 to 210. Particularly, the drop in
2020 might be attributable to the COVID-19 restrictions back then.

Table 1: Overview of complaints received by the Council (2017 — 2023)

210 77 159 131 186 173 169 1,205

40,579,904 | 36,579,021 | 40,790,746 | 25,040,192 | 47,099,491 | 39,073,975 | 47,805010 | 276,968,339

193,238 206,661 256,546 191,147 253,223 225,861 282,870 229,849

Figure 2 further shows the breakdown of complaints in the same time span. The majority of
complaints related to the quality of services, but a downtrend was observed — the number of
complaints received decreased from over 100 in 2017 to around 50 in 2023. Another common
type of complaint was late/non-delivery, and the number of such complaints remained largely
consistent throughout the years.



Figure 2: Breakdown of complaints received by the Council (2017 — 2023)
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To identify the features of the home renovation projects and contracts, 317 complaints received
from January 2020 to December 2023 were randomly sampled for further review. The review
covered background information (for example, profile of home renovation companies and the
scope of work involved), the contractual terms and price paid, the nature of the disputes and
the alleged unscrupulous trade practices (if any).

Profile of home renovation companies and scope of work

In the complaints reviewed, 173 home renovation companies were identified to be limited
companies and one traded as natural person.

The scope of work involved varied among the complaints and might involve multiple scopes,
including (i) interior works: 299 cases (94%), (ii) exterior works: 33 cases (10%), (iii) design work:
47 cases (15%), (iv) demolition: 163 cases (51%), and (v) design and installation of bespoke
furniture and fittings: 157 cases (50%).

Absence of written contracts or sufficient contract terms

Based on the documents attached with the complaints, 54 (17%) of the 317 complaints reviewed
involved renovation works performed without any agreement in writing.

263 (83%) had written agreements or quotations, 189 (72%) of which were printed on the home
renovation companies’ letterhead. In a number of cases, the written contract terms failed to
deal with the following matters pertaining to the project, including:

()  Work schedule and completion date
(i)  Price details, including
e Breakdown of price

e Whether the agreed price is inclusive of labour and materials, or subject to re-
measurement



e Charging mechanism, such as man-day or itemised basis
e Any right to charge for additional works or items
(i) Information on materials to be provided, including model, make or warranties

Of the 263 complaints which had written agreements or quotations, 145 (55%) did not contain
all of the following terms material to a home renovation project:

()  Completion date
(i) Breakdown of price
(iii) Information on warranties

(iv) Payment schedule

Deposits paid

In all of the complaints reviewed, deposits were paid by consumers in advance of work or at
specified stages of work (divided into three to four stages in most cases). Prior to the
commencement of a home renovation project, the consumer would be required to pay a
deposit that generally amounted to 40% of the total contract price. Where complaint of
abandonment or non-completion of work was alleged, it mostly occurred after partial work
had been undertaken.

In most cases, the written contract terms provided that the deposits were non-refundable.

On most occasions, consumers experienced multiple issues. For instance, 121 cases (38%)
involved at least three issues. The following common allegations were identified:

(i) Defective work: 209 cases (66%) involved work with defects or of substandard quality.
Some of the work might not be up to prescribed industry, professional or safety standards
according to the consumers. Poor workmanship often led to problems such as water
leakage, cracked painting, uneven flooring and/or non-alignment of walls and floor tiles.
In cases where the design service (cum bespoke furniture ordering service) was arranged,
a number of consumers witnessed wrong measurement of the flat/furniture and improper
installation of the furniture. There were also cases where home renovation companies
damaged the subject property during the course of work, causing significant loss to the
consumers. Disputes arose particularly when there were variances between consumers’
expectations and companies’ judgment of a reasonable delivery in quality.

(i) Delay in completion: 154 cases (49%) involved delay in the completion of the home
renovation project. Home renovation companies often failed to meet the targeted timeline
with a usual committed work period of 60-120 days, depending on the scale of the home
renovation project, and sought to extend the period for up to one year. Common
explanations given by companies for the delay included delayed delivery of
goods/materials/bespoke furniture by third-party suppliers and shortage of manpower.

(i) Other unscrupulous or unreasonable practices: 129 cases (41%) involved other practices
of home renovation companies, including unresponsiveness and/or poor attitude,
ambiguous contractual terms and pricing; and the exertion of pressure/duress for payment.



(iv) Abandonment/non-completion of project: 98 cases (31%) involved abandonment/non-
completion of project, mostly occurring after partial work had been carried out. In extreme
cases, the projects were abandoned prior to the commencement of work or upon
completing demolition work. Disputes also arose as to whether the works were completed,
resulting in consumers' refusal to make the final payment until the alleged incomplete work
is carried out on one hand and the companies’ refusal to carry out further work until such
payment is made on the other, resulting in deadlock. Some companies considered that
the work was completed and the consumers could request rectification of defects upon
project completion and threatened legal action for the final payment.

(v) Inflation of guotation/agreed price or overcharging: 71 cases (22%) involved inflation of
quotation/agreed price or overcharging after commencement of work. Home renovation
companies might demand extra fees for works that were not stated in the
quotation/contract (e.g. scaffolding works) or other rectification works that however may
be attributable to the companies’ fault.

(vi) Home renovation company disappearing or going out of business: 47 cases (15%)
involved the company disappearing or going out of business. In most cases, the company
disappeared when requested to rectify defects towards completion of the project or during
the warranty period. There were also cases where companies were unreachable or
absconded halfway through the renovation.

(vii) Additional works carried out and charged without consumer’s consent: 21 cases (7%)
involved additional works carried out and charged without the consumer’s consent. Some
companies might have exercised their own judgment in carrying out enhancement works
or purchasing materials/furniture without seeking the consumers’ consent, which only
came to consumers’ notice at the time of payment request. According to the consumers,
the additional charges could be well over HKD100,000.

To better illustrate the extent to which the common issues arose and their impact on consumers,
five case illustrations are provided below.
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Case 1: Case related to defective work or poor workmanship

*The complainant engaged the company for a home renovation project in a first-hand unit,
including renovation and bespoke furniture, at a price of around HKD200,000. A written
contract in the form of an invoice setting out details of the works and a breakdown of the fee
was entered into by the parties. At the final stage of the project, the complainant engaged a
third party to inspect the works and discovered various problems. For instance, numerous
screw holes were found in the bespoke furniture, the bespoke wardrobe was mismeasured
such that one of the drawers could not be opened, the wardrobe was not firmly attached to
the wall giving rise to safety concerns, electrical wires were not properly covered, the kitchen
sink leaked, some electrical switches were wrongly installed, a marble door frame was too
short, hollow sound was noted on bathroom tiles indicating substandard installation, and the
bathroom faucet was not securely affixed. The complainant notified the company of the
substandard works and requested that remedial works be undertaken prior to payment of
the balance of the renovation fee. The company proposed some remedial works which the
complainant considered were sloppy. Unable to agree on the remedial works to be
undertaken, the company demanded payment of the balance of the renovation fee. Failing
to come to a consensus, the complainant lodged a complaint to the Council. During the
course of conciliation, the complainant filed a claim against the company at the Small Claims
Tribunal which was eventually settled.

Cases 2 and 3: Cases related to lack of prior agreement on material contract terms

*The complainant engaged the company for home renovations works. No contract in writing
was signed. Upon handover of the premises and after an alleged delay of 103 days, the total
renovation fees were said to have accumulated to over HKD670,000. Dissatisfied with the
delay and the consequential loss and damage including increased cost of hotel
accommodation, the complainant deducted a sum of about HKD200,000 as penalty for delay
before paying the balance of the renovation fees. According to the complainant, it was
verbally agreed between the parties during previous communications that any delay would
attract a penalty of HKD2,000 per day. During conciliation by the Council, the company
denied that there was a delay and argued that the handover date was extended as a result of
additional works requested by the complainant. As neither the alleged agreement on
penalty for delay and the alleged additional works were documented in writing, factual
disputes thus arose. With both sides insisting on their respective version of events,
conciliation failed to achieve a solution.

*The complainant hired the company for a home renovation project which included
demolition, renovation and bespoke furniture. Prior to commencement of work, the parties
entered into a contract in writing for a total renovation fee of about HKD277,000. The
contract only contained terms on the items of works to be done, a brief breakdown of price,
number of days required and payment terms. The contract was silent on hidden cost items
that would be separately charged (e.g. charges for sockets and switches) and charges for any
additional works. After commencement of work, the company alleged that works not
covered by the contract were performed and unilaterally issued an invoice for a sum of
around HKD470,000, and demanded payment of further deposits under the invoice. The
complainant was shocked and disagreed with the increased fees. He paid the amount of the
fees under the contract and demanded that the company terminate the project and deliver
up the premises. The company refused and counter-demanded payment of a sum around
HKD540,000, claiming the amount to be the value of all works done plus a penalty of
HKD130,000. During the course of conciliation, the company commenced legal proceedings
against the complainant.




Cases 4 and 5: Cases related to lack of deposit protection

*Three complainants engaged a company for home renovation works and custom-made
furniture for their units. The project price for each case ranged from HKD135,000 to
HKD170,000. No proper contract in writing was entered into in all three cases. In two of the
cases, the company provided written estimates of the renovation fees but details of the fees,
the works to be done, payment terms, warranty period, etc., were lacking. Worse still, in one
of the cases, work commenced with just a verbal estimate of a lump sum renovation fee.
Deposits ranging from 12% to 38% of the estimated total fees were paid before
commencement of work. Weeks after work commencement, the company demanded
further payment of 30% to 65% of the estimated total fees as deposits for furniture. Shortly
after such payments were made, the company became out of reach, leaving behind partially
completed works in the units. The complainants attended the company’s places of business
as shown on its business card and on the register of the Business Registry. However, there
was no sign of business and the company could not be located. Unable to reach the
company, the Council was unable to assist the complainants to recover their loss through
conciliation. Loss in sum of HKD330,000 was suffered by the three complainants.

The complainant engaged the company for home renovation works for a total fee of around
HKD360,000. Written contract in the form of a quotation with details of the works to be
undertaken, fees to be charged and payment schedule was entered into prior to
commencement of work. The project would take 90 days to complete, and based on the
payment schedule, the complainant should pay 30% of the fee as deposit before
commencement of work, 40% upon completion of demolition, 25% upon completion of
partitioning and cement works and the remaining 5% immediately upon completion of the
project. Around 20 days after commencement of the work, having already paid 70% of the
fee according to the payment terms, the complainant was requested to pay the next
instalment of 25%. The complainant refused to do so since, upon inspection, she considered
that the demolition and cement works were not yet complete. The complainant engaged a
third party (an online matching platform) to inspect and assess the work done. According to
the third party, the project was completed only up to 17% at a value of HKD62,815. The
company disagreed with the assessment and demanded payment of the next instalment as a
pre-condition for continuing with the project. The complainant refused and the project came
to a standstill. About a week later, the complainant proposed to pay the balance of the fee
to a law firm as stakeholder and to release the same to the company upon completion of the
project. The company refused the proposal claiming that it had completed 85% of the works.
During conciliation by the Council, the company asserted that the complainant had breached
the contract. The company further alleged that it was harassed by debt collectors hired by
the complainant and informed the Council that it would make reports to relevant law
enforcement agencies. As both parties were unwilling to conciliate further, the complainant
was advised to attempt mediation or seek redress from the court.




2.3 Investigation Cases from Customs and Excise Department

Table 2: Number of cases investigated by the C&ED (2018 - November 2023)

From 2018 to November 2023, the C&ED initiated 51 investigations into unfair trade practices
under the TDO against companies or individuals involved in renovation works or custom-made
furniture (Table 2). 28 cases proceeded to prosecution and resulted in 17 convictions. 61% of
the cases were related to false trade descriptions, followed by wrongly accepting payment (21%)
(Figure 3).

Figure 3: Nature of cases investigated by the C&ED (2018 - November 2023) (%)

6 ‘ M False trade descriptions
m Wrongly accepting payment
Misleading omissions

1 Aggressive commercial
practices

Base (all investigations initiated): 51

Information of arrest by the Police was not available from public sources. Upon enquiry, the
Police advised that they did not maintain statistics, material and information in relation to home
renovation works.

2.4 Litigation Searches

Litigation searches were conducted with a database maintained by a legal research services
provider. The searches covered civil actions brought in the Small Claims Tribunal (“SCT"), the
District Court and the Court of First Instance of the High Court ("High Court”) in the period
from May 2012 to May 2022. Actions involving a natural person and a trader which name

[/ "o

contains descriptors “decoration”, “interior”, “renovation”, “design

nou

, "construction company”,
“engineering company”, "X/JE", "EAEET", "EKE" K&, "mEt", "BE 25" and
"T#2/AE)" as adverse parties were identified and screened for potential relevance. Whilst the

results may not be exhaustive of all consumer-related home renovation disputes, they provide
a useful overview of the common nature of such disputes.
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Overview of Civil Actions

Table 3: Total number of claims brought in the Judiciary (May 2012 — May 2022)

The search identified 974 civil actions brought in the SCT, District Court and High Court. Of
the 974 actions, the vast majority (849, or 87%) were brought in the SCT, 116 (12%) were brought
in the District Court and nine (1%) were brought in the High Court. 48% of the actions were
brought by home renovation companies, whilst 52% were brought by consumers (Table 3).

2 7 9 (1%)
56 60 116 (12%)
410 439 849 (87%)
468 (48%) 506 (52%) 974

Actions Brought in Small Claims Tribunal

Figure 4 sets out the nature of claims brought in the SCT by home renovation companies and
consumers respectively as categorised by the litigation search database. Claims for service
charge/works done (76%) constituted the majority of claims brought by companies, while
claims brought by consumers were more diverse. Requests for refund (29%) and compensation
(21%) were the top two types of claims. Nevertheless, no information about the claim amounts
involved in SCT actions was available.

Figure 4: Nature of claims in the SCT (May 2012 — May 2022) (%)

Base:

410

Claims brought by home renovation Claims brought by consumers (%)

companies (%) ® Refund

B Service charge/Work done )
Compensation

Outstanding balance )
= Consumer claim

M Goods sold and delivered
Contract-related

issues/Breach of contract

Dishonoured cheque I Service charge/Work done

M Miscellaneous/Others

M Miscellaneous/Others

439

The database recorded that 369 actions were commenced in the SCT in proceedings in the
period from 2017 to 2021 with 34 judgments handed down by the SCT. This suggests that up
to 91% of the claims may have been settled during the action. The lead time from
commencement of action to judgment was between less than 12 months to less than two years.

Claims Brought in High Court and District Court

In respect of the nature of actions commenced in the High Court and District Court, the majority
of the claims relate to contract (58%), followed by debts (24%) and service charges/work done
(13%) (Figure 5). As regards the claim amounts, the spread was wide, with a median amount

14



of HKD262,000. While more than half of the claims involved an amount of HKD300,000 or
below, up to 14% of claims requested over HKD1.2 million (Figure 6).

Figure 5: Nature of claims in the High Court and District Court (May 2012 — May 2022) (%)

m Contract-related

‘ issues/Breach of contract
13 Debt
Service charge/Work done

24

m Miscellaneous/Others

Base (High Court and District Court cases): 125

Figure 6: Distribution of claim amounts in High Court and District Court (May 2012 — May 2022) (%)

-  Medn HeO262000.

19
14
= 2. B
HKD300,000 HKD300,001- HKD600,001- HKD900,001-  Above HKD1,200,000
or below 600,000 900,000 1,200,000

Base (High Court and District Court cases): 101
* Due to statistical limitations, out of the 125 High Court and District Court cases in the reporting period, claim amounts of 24 cases
were not available and hence not being reflected in the above distribution.

Moreover, two judgments were handed down by the District Court in 2019 and 2020, in respect
of two actions commenced in 2017 and 2015 respectively. The trials took respectively six and
five days, with the respective judgments rendered three months and ten months thereafter.

In December 2020, the District Court issued a Guidance Note for Case Settlement Conference
in civil cases in the District Court. This flowed from a pilot scheme undertaken in 2018 to
introduce the idea of assisted settlement into the case management process of District Court
civil actions to further promote the use of alternative dispute resolution (“ADR") in civil litigation.
It was reported that the settlement rate for the cases falling within the pilot scheme was high.
A case settlement conference is held on a “without prejudice” and confidential basis in court
between the parties (together with their legal team, if any), before a Case Settlement
Conference Master presiding over the conference. Whilst not a must, parties would normally
have attempted and failed mediation before proceeding to a case settlement conference. The
conference will initially be fixed for two hours, and may be extended or adjourned to further
sessions. According to interviews held with two Masters and a solicitor by the Law Society's
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Hong Kong Lawyer Journal’, the Master will go through the issues in dispute, make inquiries
with the parties themselves, and assist them to better understand their rights and obligations,
pinpoint their case weaknesses, the likely consequence of continuing with litigation and focus
them on settlement options in order to make informed, voluntary decisions. In 2021, three case
settlement conferences were recorded in respect of contract claims brought by the home
renovation company in District Court actions.

A review of published court judgments on home renovation disputes identified from the Hong
Kong Judiciary website in the period from 2002 to 2020 was carried out to identify the nature
of disputes and remedies sought by consumers in legal proceedings. A summary of the
published judgments reviewed is set out in Annex 1. Whilst reasonable efforts were exercised
in identifying relevant cases, they may not necessarily be exhaustive.

In gist, similar to the nature of complaints recorded by the Council, the claimants in the cases
generally experienced delay in completion of the renovation, poor or defective workmanship
and/or use of substandard materials. In some cases, the home renovation company
abandoned the project in the course of the renovation or after the dispute arose.

The above complaints and court cases demonstrate that disputes in the home renovation
industry are mostly related to quality of services, unscrupulous trade practices and
disagreement over project prices, and the amounts involved are inevitably substantial.

Undoubtedly, consumers are often placed in a vulnerable position relative to the home
renovation companies. A company which takes possession and control of the premise is in a
position to delay or refuse to carry out work, leaving the consumer in a dilemma over his
avenues of recourse. Consumers are also often required to pay substantial amounts of deposit
ahead of outstanding works, which companies may choose to utilise for purposes other than
the projects. Any defective work, deliberate delay or even abandonment of the project by a
company would cause significant detriment to the consumer in having to incur additional time
and costs to find another company to complete the project. Often times, the additional time
and cost incurred may run well beyond the intended completion date and balance of the
contracted price. Litigation search and published judgments also revealed that renovation
works have given rise to numerous disputes over the years which took substantial time and
costs to resolve in legal action. Consumers also faced difficulties and litigation risk in having
to prove their claims, with the courts often requiring expert evidence on liability and quantum,
which added to mental as well as financial strain of the consumers. Worse still, even if the
consumer obtains a favourable judgment, there is no guarantee that the company could satisfy
the judgment debt.

On the other hand, as mentioned in Chapter 1, not all disputes necessarily arise as a result of
the company’s wrongdoing. The possibility of unclear instructions, misunderstandings or
mismanaged expectations of the consumer as contributing factors cannot be dismissed.
Indeed, in the published judgments reviewed, the consumers were successful in only 8 of the
cases. The ensuing Chapters further investigate into the nature and causes of disputes.

7 Hong Kong Lawyer Journal (2022). CSC, an Alternative Dispute Resolution Opportunity in Court? Retrieved from
https://www.hk-lawyer.org/content/csc-alternative-dispute-resolution-opportunity-court
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3 Consumer Perception of Home Renovation Industry

3.1 Introduction

Objectives

As identified in Chapter 2, there was a considerable number of consumer complaint cases
related to the home renovation industry. Nonetheless, the complaint cases only illustrated the
issues encountered by the complainants and partially reflected consumers’ perception and
expectations of the industry. To complete the picture, the Council conducted a consumer
perception survey and focus group discussions (“FGDs"):

() To gauge consumers’ overall perception of the home renovation industry

(i) To examine consumers’ level of understanding of home renovation works

(i) To understand consumers’ knowledge about ways to protect their interests in home
renovation works

(iv) To delve into issues faced by consumers in home renovation projects and their response

(v) To identify consumers’ concerns and expectations of the home renovation industry

Eventually, having a sound grasp of consumers’ demands would enable the Council to evaluate
whether traders’ current practices can fulfil consumers’ needs and suggest improvement areas.

Methodology

With a view to understanding the home renovation industry from consumers’ perspective, the
Council commissioned an independent research agency to carry out a quantitative street
intercept survey from 22 March to 1 April 2023. Target respondents were Hong Kong residents
aged between 30 and 65 who had renovated their homes in the past nine years or were
planning to do so in the next three years. The breakdown of their home renovation experience
is as follows (Figure 7):

Figure 7: Home renovation experience (%)

W Had experience in the past seven to nine years

Had experience in the past one to three years

B No experience, but plan to conduct home
renovation in the next three years

31 Had experience in the past four to six years
25

Base (All): 505
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To ensure that the sample would properly represent the population in Hong Kong, quotas were
set on gender, age, monthly household income, education level and living district based upon
data from the C&SD®. In total, 505 valid responses were successfully collected. The profile of
respondents is illustrated in Table 4 below.

Table 4: Profile of respondents (%)

Male 43
Female 57
30-39 years old 27
40-49 years old 28
50-59 years old 30
60-65 years old 15
Below HKD20,000 38
HKD20,000-39,999 26
HKD40,000-79,999 23
HKD80,000 or above 13
Below university 75
University or above 25
Hong Kong Island 18
Kowloon 30
New Territories 52

Base (All): 505

Table 5 summarises the key features of respondents’ most recent home renovation projects.

Table 5: Details about respondents’ most recent home renovation projects

PRH flat 41

Flat under the SSF scheme 15

Flat of private housing estate 29

Other types of private housing flats* 15

Whole-home 55

Partial 45

For own occupation 95

For rent 5

Average 248,000"

Range for whole-home renovation 40,000 - 3,500,000

Range for partial renovation 10,000~ — 500,000

Whole-home 83

Partial 27

PRH flat 36
Flat under the SSF scheme 69
Flat of private housing estate 82

Base (Respondents who had home renovation experience): 394
* Other types of private housing include detached houses, village houses, tenement buildings (Tong Lau), etc.
A A few outliers were excluded.

8 Census and Statistics Department (2022). Hong Kong 2021 Population Census - Summary results.
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In addition, eight qualitative FGDs, involving 50 consumers who undertook home renovation
in the past year, were also arranged from 25 April to 10 May 2023 for a deep dive into their
real-life experience. The group composition factored in different parameters such as gender,
age, flat type, scale of renovation and level of satisfaction, to ensure a good mix of interviewees
in each group.

Analysis of the findings from both methods is synthesised and presented below, following the
flow of a typical home renovation journey. Consumers’ level of confidence in the industry and
opinions on protection measures are also covered.

Data presented in this Chapter is mainly based on the total number of respondents. Significant
subgroup data might as well be shown in call-out boxes.

3.2 Consumer Survey and Focus Group Discussions

Conducting Basic Search for Home Renovation Information

The first step consumers typically would take is to conduct basic search for home renovation
information so that they have a rough idea of the logistics and know how to proceed. In
acquiring related information, most respondents indicated that family, relatives and friends
(93%) were their main sources of information (Figure 8). While online channels (like websites,
online forums and social media) ranked second (50%), the results showed a digital divide —the
more mature in years the respondents were, the less likely they would search on the Internet.

Figure 8: Sources of information (%)

TV programmes [N 33
Previous home renovation experience N 21
Newspapers/Magazines [ 13

Renovation-related exhibitions Bl 7

Age 30-39: 84
Age 40-49: 57
Age 50-59: 34
Age 60-65: 6

Promotion and education by the Government B 3

Base (All): Total (505); Age 30-39 (135); Age 40-49 (144); Age 50-59 (149); Age 60-65 (77), multiple answers allowed

Sourcing Home Renovation Companies

Overview of sourcing channels

After gaining some ideas and basic information, consumers would then start to look for home
renovation companies. Regarding the sourcing channels, offline ways still dominate despite
the digitalisation trend — most respondents would prefer asking relatives and friends for
recommendation (98%) and visiting stores in person (74%) (Figure 9). Online channels were
particularly popular among the youngest age group, which is in line with the findings about
the sources of information discussed above.

Interviewees from the FGDs emphasised that relatives and friends’ recommendations were
reliable as their flats renovated were authentic proof, which might help to explain why
word-of-mouth from close ones was found to be the dominant channel for sourcing companies.
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(I asked for quotations from four companies, and ended up engaging the one that was recommended
by my friend as his renovated flat served as a real-life sample.)

Figure 9: Channels for sourcing companies (%)

Offline channels I 100
________________________________________________________ .
Ask relatives and friends for recommendation Y 08 !
Visit stores in person [N 74 |

Use the home renovation company | previously appointed [N 22

!
1
1
1
|

Watch TV programmes/advertisements [l 7
Read newspapers and magazines [ 5
Participate in events like Home Expo M 4
Online channels Y 44
Via online forums [ 16
Via search engines [ 16
Via social media [ 12

Via online matching platforms [l 5

Age 30-39: 70
Age 40-49: 54
Age 50-59: 26
Age 60-65: 17

Browse video platforms W 4

Base (All): Total (505); Age 30-39 (135); Age 40-49 (144); Age 50-59 (149); Age 60-65 (77), multiple answers allowed

Perception of online matching platforms for home renovation services

In recent years, the number of online matching platforms has steadily increased, providing an
alternative way for consumers to look for home renovation companies. Brief online research
shows that there are already more than ten online matching platforms in Hong Kong nowadays;
however, consumers’ awareness and usage of online matching platforms is low in general at
the moment. As shown in Figure 10, more than two-thirds of the respondents had never heard
of them. The proportion is even higher among the older age groups, which could be associated
with their low tendency to search for such services through online means as discussed above.

With respect to the use of online matching platforms, only 7% of the respondents who were
aware of them had tried the services before (Figure 10). It is believed that respondents’ low
usage could be attributable to a relatively low trust in online matching platforms — only less
than 10% of the respondents who were aware of online matching platforms indicated a high
degree of trust in them (i.e. those who chose 4 and 5 in Figure 11).
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Figure 10: Familiarity with and usage of online matching platforms (%)

M Have
used
B Have
not used
H No knowledge atall-1 =2 = 3 =4 mVery familiar -5
Base  All: Total (505); Respondents who had heard of

Age 30-39 (135); Age 40-49 (144); Age 50-59 (149); Age 60-65 (77) online matching platforms: 162

Figure 11: Trust in online matching platforms (%)

fmm e —— i ——— -~
| 1 1
[ > - : W Trust very much - 5
30 4
3
50 .

M Trust a little - 1

— ® Do not know/No opinion

Base (Respondents who had heard of online matching platforms): 162

Digging into the reasons why the majority of respondents had reservations about online
matching platforms (i.e. those who chose 1-3 above), their unfamiliarity (52%), concern over
platforms’ potential bias towards related companies (43%), poor reputation (39%), and relatives
or friends not recommending (34%) were the main explanations (Figure 12).

Figure 12: Reasons for not trusting online matching platforms (%)

P e e e e e e e e T T R )

| am not yet familiar with these platforms _ 52
| worry that these platforms might be biased towards some _ 43

member companies given the connection in between

| have heard that these platforms are poorly-received _ 39

online or have poor reputation

These plaforms are not recommended by _ 34
7

\ relatives or friends

Information provided by these platforms is fake - 18

- —

Personal data and privacy protection measures adopted by - 18
these platforms are insufficient

Technologies used by these platforms are unreliable I 3
I had poor experience using these platforms before I 3

Base (Respondents who did not quite trust online matching platforms): 143, multiple answers allowed
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When asked which parties should be held accountable for issues that occur during home
renovation, most respondents deemed that the home renovation company (89%) and the
online matching platform (82%) should both be responsible (Figure 13). When they were asked
to choose only one party, their view was still the home renovation company (56%), probably
because it is ultimately the party that would carry out the actual works.

Figure 13: Accountable parties for issues that occur during home renovation (%)

Party that should bear the
greatest responsibility
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Considerations in selecting home renovation companies

For factors of consideration when deciding which home renovation company to pick, most
respondents regarded price and discount (79%), and company reputation (73%) as the top two
important factors (Figure 14). However, taking the cost-related factor into account does not
necessarily mean consumers think the cheaper, the better. According to findings from the
FGDs, certain interviewees would choose the company that offered its services at a medium
price to enjoy both affordability and quality of work (as seen in the quote below).

TREBIIE T —EFPEELILG  ARBEPEFAEENG  EEX—EERE , BLEH
i - FXATE TKER, BAE -
(In the end, we chose a medium-priced company. We were worried that the quality would be poor if

the price offered was too low, but at the same time, we did not want those high-priced companies to
take advantage of us.)

Subgroup analysis based on the consumer perception survey further found that for
respondents whose renovated flats were private ones (and were with better financial strength),
they are concerned more about the quality of outcome than financial consideration. Notably,
respondents who encountered disputes before would place higher emphasis on the
comprehensiveness and detailedness of contract terms and conditions (“T&Cs") to ensure they
have sufficient safeguards when arguments arise.
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Figure 14: Considerations while sourcing home renovation companies (%)

|' Price and discount
1
1

Company reputation

Quality of materials and furniture

Whether the renovation package meets my needs
Promised duration of renovation

Company qualifications and licences

Promised maintenance period

Previous cases conducted by the company
Company history and scale

Contract's detailedness and comprehensiveness
Quality of customer services

Dispute resolution mechanism

Arrangement of insurances

Whether the materials are environmentally friendly

PRH: 89
SSF: 83
Private housing: 69

SSF: 14
Private housing: 37

)
7
i2
i2
1

Encountered disputes: 19
Did not encounter disputes: 9

Base (All): Total (505); PRH (163); SSF (59); Private housing (172); Encountered disputes (74); Did not encounter disputes (320),
multiple answers allowed

Difficulties in selecting home renovation companies

Meanwhile, respondents also anticipated various difficulties at the company selection stage.
Primarily, they considered it “hard to make comparison due to the different quotation formats”
(58%) and “too many home renovation companies with varying levels of quality to choose from”
(55%) as the two main obstacles (Figure 15). Better education and advisory support may be
needed to alleviate these pain points.

Figure 15: Difficulties while sourcing home renovation companies (%)

H Hard to make comparison due to the different I ss \:
! quotation formats 1
1 Too many home renovation companies with varying \
. levels of quality to choose from _ 55 )

Information might not be reliable and hard to verify

Lack of public information or untransparent information
about home renovation companies

Lack of related knowledge to make judgements
Lack of channels to obtain reliable information
Information is too scattered

Base (All): 505, multiple answers allowed
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Interviewees from the FGDs further expounded why they were concerned about the
abovementioned difficulties:

Tl = Z VIR GZ 7B E - [BFAETETILLE - BEMPIFERIIEA—EARIEERS -
1B7ZE S T ARV 4
(I requested quotations from three to four companies, but | could not compare them myself. Although
the quotations seemed to talk about the same item, their presentation could vary drastically.)

FEHEL G —[IE BT RERIE KRS EEE - (BF AL F IS T - AT FERE
FHECHEEEE S - EEEBHEEHE -
(Home renovation companies often attract consumers with photos of successful renovation. But those
photos look so good that | cannot tell whether they are authentic or computer-generated.)

Worries arising from home renovation company trade practices

Apart from difficulties encountered in company selection, consumers also have different
worries in terms of trade practices. Respondents reflected that they were most worried about
exaggerated promotions by the home renovation company (58%), being pressurised to
purchase expensive home renovation packages or additional items (52%), and rough or unclear
quotations (49%) (Figure 16).

Figure 16: Worries before work execution (%)

[ The promotion materials by the home renovation company are _ 1
: too exaggerated 58 :
1 The home renovation company keeps pressurising me to _ 1
: purchase more expensive packages or extra items 52 :
: The quotation or contract provided by the home renovation _ 49 :
N company is too rough and does not state details """ T T .

The home renovation company keeps pushing me to reply or _ 39

confirm the quotation

The design graph does not meet my requirements and hence _ 33

needs to be revised multiple times

Poor customer service quality by the staff - 17

The home renovation company does not provide actual cases - 15
or photos for my reference

Hard to understand the jargon when communicating with the - 10
home renovation company/workers

Base (All): 505, multiple answers allowed

Entering into Agreements with Home Renovation Companies

After deciding which home renovation company to choose, the next step is to sign a contract
or quotation to confirm the home renovation works. Overall, 92% of the respondents
considered that both the consumer and home renovation company should sign the contract.
However, 7% of them took the view that a signature from just the company would suffice, and
the percentage is even higher among the older age groups (Figure 17), indicating that the older
the respondents, the less importance they attach to written contracts. This laxity needs to be
discouraged and corrected.
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Figure 17: Parties involved in contract signing (%)

Age 30-39: 3

Age 40-49: 5 ® Only the home renovation
Age 50-59: 9 company

Age 60-65: 14 Only the consumer

m Both of the above

Base (All): Total (505); Age 30-39 (135); Age 40-49 (144); Age 50-59 (149); Age 60-65 (77)

Over 90% of the respondents believed that most items listed in the survey questionnaire (such
as “project start date and end date”, “excluded items” and “maintenance period”) were
indispensable in a home renovation contract (Figure 18). VYet, 16% of the respondents
considered “ADR mechanism” less important, which might be a reflection of their anticipation
of a lower possibility of resorting to this solution. Besides, 28% of the respondents deemed
"whether any works are subcontracted” unimportant too, likely because they cared less about
who would carry out the works as long as the project was duly completed in the end.

Moreover, the FGDs revealed that in reality, some consumers might accept the contract even
if some of these important terms were omitted. For example, some interviewees signed
quotations which only contained price information without other T&Cs, and some only
confirmed details of their projects via messaging apps like WhatsApp without formal
documentation or record keeping. In the absence of a proper written agreement, it could be
difficult to ascertain the rights and obligation of the parties solely based on verbal dialogues
when disputes arise.

Figure 18: Items to be included in contract (%)

Project start date and end date 10 - 9

Excluded items or items subjected to additional charges 1 14 Gy

Base (All): 505

Maintenance period 1 16 g

Payment arrangement 2 24 A

Compensation for delay or refund 12 18 7o

Information about insurances 3 33 64

Brand, cost and quantity of materials to be used 4 27 6
Cost breakdown 1 9 30 60

Dispute resolution mechanism 3 13 42 42

Whether any works are subcontracted 4 24 46 26

B Very unimportant Unimportant Important B Very important

On handling contracts, only 11% of the respondents agreed or strongly agreed with signing the
contract after the project has kicked off (Figure 19), meaning that the majority deemed it better
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to have the contract signed beforehand. However, 29% agreed that in the event of variation
in orders, the home renovation company need not issue a new quotation if there is a change
in works to be carried out, as long as there are other records, implying that some consumers
are lax about the formality of contracts, which is undesirable.

Figure 19: Agreement with statements related to ways of handling contracts (%)

In case of any work change, the home renovation company need _ 21 I’ - EZ ]
not issue a new quotation as long as there are other records I

The consumer and the home renovation company can sign the _ 23 r '7 i|
contract after the project starts -
m Strongly disagree Disagree Agree  mStrongly agree B Do not know/No opinion

Base (All): 505

Respondents who had home renovation experience further evaluated contracts from different
aspects (Figure 20). It was nearly unanimously agreed that contracts are necessary for home
renovation projects (99%). When evaluating the usefulness of home renovation contracts for
consumer protection, consumers in general held a relatively positive attitude, with
approximately 90% of the respondents with home renovation experience agreeing that the
presence of contracts is reasonable and effective in consumer protection. However, in terms
of clarity and T&Cs sufficiency, the agreement level was not as high — 80% and 72% respectively.
These could be areas where disputes usually arise from, so improvement might be necessary.

Figure 20: Agreement with statements related to contracts (%)

) : (
Contracts are necessary for home renovation projects I1. 15 _:
~

T&Cs in home renovation contracts in general are reasonable to 8 (~-~~"~~~=° _72 __________ ﬁ 1
both the consumer and the home renovation company M

Home renovation contracts in general can protect both the 9 T ;1 """"" ﬁ \I

consumer and the home renovation company effectively S J)

Home renovation contracts in general state the I 18 (~=~~° :lg T “'"ﬁ"l

project details clearly . I —S—. )

Home renovation contracts in general include sufficient T&Cs to I 3 T '55 """ -“ﬁ1
cover important matters, and rights and liabilities of both parties L

m Strongly disagree Disagree Agree  mStrongly agree B Do not know/No opinion

Base (Respondents who had home renovation experience): 394

Executing Home Renovation Work

Concerns during work execution

During work execution, the top five concerns of consumers were unfinished work (73%),
defective work (61%), abscondence of the home renovation company upon payment (59%), the
home renovation company not willing to rectify defects (57%), and delay in completion (56%)
(Figure 217).
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Figure 21: Concerns during work execution (%)

Unfrished work - [ 73
Work carried out by the home renovation company is of poor _ 61

quality and not corresponding to descriptions

I

1

1

1

1

: The home renovation company absconds _ 59

1 upon receiving payments

1

: The home renovation company refuses to rectify defects _ 57

1

. Deley in completin NI 56
The furniture or materials do not match descriptions _ 46

The home renovation company keeps suggesting extra _ 33

chargeable works

N ———————

The home renovation company does not honour its promise of - 14
maintenance period

The home renovation company carries out extra chargeable - 10
works without prior notice

The home renovation company refuses to - 10
compensate for my losses

Base (All): 505, multiple answers allowed
* Only attributes not less than 10% are shown.

Disputes encountered

Indeed, some of the concerns expressed above did happen in practice. Among respondents
who had renovated their flats, 19% had disputes with the home renovation companies they
appointed (Figure 22). Disputes were more likely to occur for those who conducted whole-
home renovation (27%), which could be attributable to the fact that whole-home renovation is
more complex and hence more prone to arguments arising.

Figure 22: Whether respondents encountered disputes (%)

Whole-home renovation: 27
Partial renovation: 9

M Yes

© No

Base (Respondents who had home renovation experience): Total (394); Whole-home renovation (218); Partial renovation (176)

As shown in Table 6, the top three types of disputes were delay in completion (61%), defective
work (39%), and company not willing to rectify defects (30%), largely in alignment with the
concerns indicated in Figure 21, as well as the nature of complaints received by the Council.
Interviewees from the FGDs shared some typical examples:
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"N TEESIEYRAK - ELFKERIIEE L F R BEKL - AKX BES - IR #EEEH
ET—1EF7ZL -
(The company always sent me the wrong materials. For example, the colour of the headboard was

not what | requested, and they needed to resend the correct one. This back-and-forth meant the
time of completion was set back by a month.)

TRP—FFINV 7—%] ; SHEPINELE T [ KIETDEL T | ZKWEELF T —HEAHE - B
RIEHFERE - F [ HEFHEEEEE -
(A nail was found missing from one of the doors, the refrigerator door was wrecked, the water tap

was faulty; a stone was stuck inside the floor drain for unknown reasons. Anyway, the problems
were very serious, and | was at a loss of words to describe the workmanship.)

TR 7B FE SR L EERAwE - AT Rt PIE R R ET 1TEE - 1BMIFHEAE - 2R
FEREROIPTILEE LK - [T P B A E R AL E TFFRTE 4
(I was very dissatisfied with the company's workmanship, so | requested to pay the final payment

only after they rectified the defects, but they refused this arrangement. | ended up quarrelling with
them, and they uninstalled my windows in revenge.)

Table 6: Details about disputes (%)

Delay in completion 61
Work carried out were of poor quality and not corresponding 39
to descriptions

Top 5 Types of Disputes* The home renovation company refused to rectify defects 30
The furniture or materials did not match descriptions 15
Short supply of labour or absenteeism 12
Successfully resolved with the home renovation company 76

. after negotiation

RIS R Failed to resolve with the home renovation company 21

Others 3

Base (Respondents who encountered disputes): 74
*Multiple answers allowed.

Having said that, approximately three-fourths of the respondents that encountered disputes
were able to resolve the issues with the home renovation companies after negotiation. For
instance, some interviewees from the FGDs mentioned that they would talk to the designer or
the project manager first, and the person in charge would help instruct on-site workers to fix
the problems.

Besides, interviewees from the FGDs also pointed out that the final project spending and
duration did not necessarily align with initial understanding, and they often ended up with
extension of completion date and increase in spending. In general, they would accept the
extension in time and increase in spending if the underlying reasons were legitimate. Reasons
such as COVID-19 restrictions (which affected shipment of materials and furniture), upgrade of
materials based on mutual agreement, and additional costs to fix problems which only surfaced
after the kick-off of projects were considered justifiable. Having said that, the delay and
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additional costs had to be within their tolerable range. Related quote from the interviewee is
shown as follows:

TE—EFLIES - (BEWREE—EFHAFEE T - BmBES HIEELE T
(One-month delay is acceptable, but not beyond that — | have to pay extra rent, which is costly.)

Following up on Completed Work

Respondents were asked if they would arrange third-party inspection to evaluate the quality of
home renovation works. Most respondents (80%) did not intend to do so after completion of
the home renovation (Figure 23). Having said that, the intention was higher among private
housing owners with whole-home renovation. Apart from their better affordability, the
complexity of whole-home renovation might have also made them more willing to inspect the
work done thoroughly.

Respondents who did not intend to arrange third-party inspection were asked about the
reasons behind (Figure 24). Up to three-fourths of them indicated that the high cost was the
primary reason. Respectively, around one-third of them doubted the reliability of the third
parties and another one-third explained that they did not know the sourcing channels at all.

Figure 23: Intention of arranging third-party inspection (%)

PRH: 2
SSF: 17
Private housing: 27
Whole-home renovation: 21
Partial renovation: 8

M Likely yes

W Likely no

m Do not know/No opinion

Base (All): Total (505): PRH (163); SSF (59); Private housing (172); Whole-home renovation (218); Partial renovation (176)

Figure 24: Reasons for not intending to arrange third-party inspection (%)

P e e e e e e e e T i T e S

I am worried that the inspection cost will be high I 75

I think even third-party organisations or persons are _ 31
not necessarily reliable

| do not know any channels to find a third-party _ 31
organisation or person

With professional knowledge, | inspect by myself - 9

It is not needed as the home renovation company will - 9
rectify the defects within the maintenance period
| am confident about the quality of the home . 6
renovation company | choose

| do not know there is the step of inspection . 5

Base (Respondents who would likely not consider arranging inspection): 403, multiple answers allowed
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Consumer Confidence in Home Renovation Industry

Respondents were asked to rate the home renovation industry in Hong Kong in terms of their
degree of confidence after answering questions pertaining to their home renovation
experience. As shown in Figure 25, the majority of respondents were neutral (67%), with an
average score of 3.1 out of 5 (5 as “very confident”). Noteworthily, 19% graded a score of 4 or
above. Those who did not encounter any disputes obviously had a better impression on the
industry and thus gave a higher score — 23% rated 4 or above. Nonetheless, those who
previously had disputes with the home renovation companies but failed to resolve them
showed significantly lower confidence — 51% rated 2 or below, and the average score was 2.4
out of 5 — suggesting that home renovation experience highly affected consumers’ perception
of the industry.

Figure 25: Confidence in home renovation industry (%)

- ———

Total §043°0 67 w181,
Encountered disputes but failed to resolve them lri ------- 3 -8 ------ \ 43 6
Encountered disputes and resolved them
successfully I 21 64 13
Did not encounter disputes 8 lf 68 22 1'
No home renovation experience 18 68 12 I

M 1- Very unconfident 2 = 3 14 W5 - Very confident M Do not know/No opinion

Base (All): Total (505); Encountered disputes (74); Did not encounter disputes (320); No home renovation experience (111)

Respondents further pointed out that the top three areas in which they desired improvement
were quality of workmanship (63%), promise keeping (e.g. compensation, refund and
maintenance) (45%), and payment description and arrangement (35%) (Figure 26).

Figure 26: Desired areas of improvement (%)

S T T T T T T T T T T T T T T T T T T T T T T T T T mmm—— ~
] Quality of workmanship T 63 :
1
! Promise keeping I 45 :
\__Paymentdescription and arrangement NN s 20000000 ;

Work progress control and monitoring [N 26
Supply and quality of furniture/materials  IEEG_G—_Gu_y 22
Contracts' detailedness and comprehensiveness [N 17
Dispute resolution mechanism [N 17
Labour arrangement [ 13
Customer services [ 9
Communication efficiency I 9
Quality of design 1 8
Payment escrow [ 8
Protection of flat property B 4
Handling of impacts on neighbours [l 4

Arrangement of insurance M 3

Base (All): 505, multiple answers allowed
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Below are some quotes from interviewees from the FGDs regarding the areas they felt
dissatisfied with:

TEHTE - DGR B AL EMENBELEET - TR EE - AT —ERIFEERHT
BRI -
(As for painting, there were some areas that the workers did not paint. Maybe because they thought
I would not see them. | only noticed this a while after moving in.)

TN TEERI IR BRI - (B0 SJASE AL - FEZRBER - [1ElFE18 [ 12N EREET
— K8 LPIHEFE -
(Even though it was within the two-year maintenance period, the company always procrastinated
instead of solving the issues in a timely manner. The company would only carry out repair works
in one-go when five to six issues had been piled up.)

TLUKE TRERB - AIEREGEEEINEANLTT] - BRAEE TES) - €T IETHE - T
B BENEEIMNE - 1BMERAALEEFHEE ° J
(To take plumbing installation as an example, the worker initially said that the installation could be
either inside or outside the flat, and | opted for the latter. Only after the work was done did he tell
me there was an addition charge for outside installation, which he had not informed me about
initially.)

Aside from gauging the concerns of consumers and their overall attitude, the Council also
examined their knowledge and opinions about measures to safeguard themselves.

Necessity of steps to take

Respondents were asked to evaluate the necessity of a series of steps to take before and during
renovation work execution. All the steps put forward were considered necessary by over 90%
of the respondents (Figure 27), but in reality, not all were followed. For example, certain
interviewees from the FGDs admitted that they did not check information like licences and
qualifications for different reasons, such as assuming these were prerequisites for home
renovation companies’ operations, feeling it would be too awkward to ask, or paying no
attention to such matters (as the quotes following Figure 27 indicate).
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Figure 27: Necessity of steps related to home renovation (%)

Prior to work execution

The consumer learns about the licences and
qualifications the company/worker holds

The consumer obtains basic information related to
home renovation

The company informs the consumer about legal
compliance

During work execution

The consumer visits on-site to check progress

The company assigns a project manager for work
monitoring and communication

M Totally unnecessary
Base (All): 505

T AT 1\ S E B R ©

(The company must have been licensed.)

Quite unnecessary I Quite necessary M Very necessary

PHA IIEBRA KRNI - ZEBARIEND - .

(It is impossible for me to ask people to show their licences. It would be very awkward.)

TBAHE  REEEEEHELGTEREM

(I did not know. | did not pay attention to whether the company was licensed or not.)

Some other interviewees from the FGDs also shared that even when they recognised the
necessity of those actions, they might encounter hindrances from the home renovation
companies. Forinstance, the companies might dodge their questions and even persuade them
to conduct non-compliant works. Instances are quoted below:

TR LGEREEI - I RAIEECIE - R EFZ M EETRERL] - FERLEEE - &

KRB - 4

(I asked the company whether they were licensed, but they did not reply directly. They just said their
workers were professional and there would not be issues. The answer was very vague.)

THEHICETNLE - Bieiis e fI LRI SRR ETLER [ em A AR EEZ
BIBARL T - (BETIFEEHRRBZEE - aRE MBS - .

(I lived in an old-style PRH flat. | heard that the Housing Department (“HD") has some requirements
for installing split type air-conditioners. It might not be allowable if the air-conditioner is too big or
too many are installed. Nonetheless, the workers still persuaded me to install them, saying that others
were doing the same thing.)
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Perception of industry quidelines

The Council noticed that some practitioners in the industry voluntarily published “guidelines”
to help consumers arrange their home renovation projects and remind them of items that
require attention. However, in terms of the awareness of these industry guidelines, 85% of the
respondents expressed that they had little knowledge or none at all (Figure 28). Among the
60-65 age group, the proportion rose to 96%. The findings imply that public awareness of the
guidelines is still low, especially among the elderly. Noteworthily, respondents who had
encountered disputes with the home renovation companies before expressed higher familiarity,
which could be because they came across the industry guidelines when conducting research
to resolve the problems encountered.

Figure 28: Awareness of industry guidelines (%)

Total | I s8 27 1 12 3
Age 30-39 56 31 n 2
Age 40-49 54 25 17 4
Age 50-59 56 27 12 5
Encountered disputes 37 24 f:::__:is:::__:::ﬁ:__j
Did not encounter disputes 56 29 12 3

No knowledge at all - 1 2 3 4 Very familiar - 5

Base (All): Total (505); Age 30-39 (135); Age 40-49 (144); Age 50-59 (149); Age 60-65 (77);
Encountered disputes (74); Did not encounter disputes (320)

In spite of the overall low awareness, among respondents who had heard of the industry
guidelines, more than 80% agreed that they are effective in protecting consumers. Comparing
those who encountered disputes previously and those who did not, the proportion that agreed
among the former was significantly (68%) lower than that among the latter (90%) (Figure 29),
hinting that they found the industry guidelines not necessarily helpful in preventing or resolving
their arguments with home renovation companies, or that the general public had an over-
expectation of the guidelines.

Figure 29: Perception of effectiveness of industry guidelines (%)

Total 13, 78 5,4

. [ttt ettt )

Encountered disputes 30 ! 66 22

Did not encounter disputes 7 86 4 3

Strongly disagree = Disagree I Agree M Strongly agree ® Do not know/No opinion

Base (Respondents who had heard of industry guidelines): Total (213); Encountered disputes (47); Did not encounter disputes (140)
* Data of the remaining n=26 respondents who had no home renovation experience is not shown.
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As reflected by the abovementioned issues and difficulties, there is still room for improvement
in the industry. Thus, respondents called for various actions to improve the professionalism of
the industry. Among the measures asked, establishing a blacklist scheme was most supported
(66%), followed in order by establishing a standard form quotation (40%), setting up a
mechanism for handling complaints (34%), and establishing a home renovation company
licensing scheme (34%) (Figure 30).

Figure 30: Measures for enhancing industry standards (%)

Establish a blacklist scheme _ 66 \
Establish a standard form quotation _ 40
Set up a mechanism for handling issues and complaints _ 34
\ Establish a home renovation company licensing scheme _ 34 ,

Establish industry-specific regulations [N 26

Set up a Government-recognised home renovation company list [N 25

—— - ——

Increase information transparency in the industry [ 23

Set up a designated organisation for regulation [ 20

Intensify training for employees of home renovation companies [N 13
Arrange a third-party organisation for payment escrow - 9

Self-discipline by the industry . 4

Base (All): 505, multiple answers allowed
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Meanwhile, interviewees from the FGDs opined that these measures had certain limitations.
Details are as follows:

On the blacklist scheme, regulations and regulatory bodies:

I BL B FACE I R F NG S 1ThE - EEL SR FTMEE - P EFFEFEAE - L
HTHI S A B S B2 - FIEE & E B A It IR TIEEE -
(There are professional fraudsters who swindle people under different company names. When the
original company is caught red-handed and closes down, the fraudster will just set up a new company

to continue deceiving consumers. Even with regulations or regulatory bodies, this kind of case cannot
be prevented.)

On the standard form quotation:
I BEFREZZLLZHIE - REFZ—HT > 4
(I think renovation involves too many items, so it is hard to standardise them.)

On the complaint handling mechanism:

T RFUKLEH - R EIEEEE L - BRI EMITIEELRE ERHIE -
(Sometimes, complaining might not be effective as the workers might be illegal workers. After being
complained about, they might just flee back to their home countries for a while.)

On increasing information transparency:

TESRENE—FLE  EPILTUTXRR#AES « FLFMKIFEL - BHEES X
019 ? IR EEEE LR THT © 4
(After all, renovation is business. Some companies can charge more because of their better experience

and workmanship. Even if transparency is enhanced, how they charge consumers cannot be
regulated.)

On the licensing scheme:

FF T 8RR R#RER - FAHE CEEELNERIF LI FLE -
(It is hard to define items like workmanship, given the lack of means to evaluate the workmanship of
workers.)
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Consumers generally demonstrate a neutral attitude towards the home renovation industry in
Hong Kong, although certain unscrupulous trade practices had lowered the confidence of
some. Issues like exaggerated promotions, hard sell, delay in completion and defective work
were common worries among consumers, which are in line with issues identified in the analysis
of consumer complaint cases in Chapter 2. Indeed, the consumer perception survey also found
that approximately one out of five consumers encountered these types of disputes in their
previous home renovation experience.

Although many consumers were aware of precautions against general malpractices, such as
signing the contract before project kick-off and looking for basic information beforehand, they
might not necessarily do so in practice. Even if they do, they might still face hindrances. For
instance, at the company selection stage, they may have difficulties in comparing quotations
provided by different home renovation companies and choosing a suitable company; during
work execution, they might have no choice but to follow the suggestions proposed by the
company which could potentially be incompliant with laws and regulations.

To reduce the risks and smoothen consumers’ home renovation journey, education is of
paramount importance. Meanwhile related stakeholders should consider the feasibility of the
major measures called for by consumers.
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4 Common Trade Practices in Home Renovation

Industry

As revealed in Chapters 2 and 3, consumers might encounter various difficulties and issues
along their home renovation journey. In particular, some home renovation companies
exaggerated their promotions or adopted hard-sell tactics at the pre-work execution stage to
attract consumers.

Against this backdrop, the Council took a deeper look into the marketing and sales tactics
employed by home renovation companies and online matching platforms (“traders”) from the
perspective of consumers by conducting (i) an analysis of traders’ advertising materials that are
available to the public, (i) mystery visits through which traders were engaged, and (iii) a review
of quotations received from home renovation companies. The Council aimed to identify
common malpractices in the industry and hence alert consumers of potential sales traps via
these exercises. Respective findings are presented in the following sections.

To kick off a home renovation project, the first step consumers would usually take is to search
for information through different channels. Clear and accurate information on advertisements
and other marketing materials is legitimately expected so that consumers can choose which
traders to engage based on that information. In fact, from the consumer perception survey
(Chapter 3), it is found that the top concern of consumers prior to the execution of home
renovation projects was exaggerated promotions of home renovation companies (58%). Thus,
the Council conducted a review of related advertisements to identify the common marketing
tactics being used.

Currently, advertisements of home renovation works are not subject to specific regulatory
requirements. Like other advertisements in general, they are mainly governed by the TDO
which prohibits certain unfair trade practices deployed against consumers, including (i) false
trade descriptions, (ii) misleading omissions, (i) aggressive commercial practices, (iv) bait
advertising, (v) bait-and-switch, and (vi) wrongly accepting payment. Of these prohibitions,
false trade descriptions, misleading omissions and bait advertising are of particular relevance
to some of the home renovation advertisements found in the review.

To collect market information from traders and review their ways of advertising, the Council
collected 225 samples in Q1 2023 for analysis, including pamphlets and advertising materials
randomly sampled from physical shops, official websites and social media pages, newspapers
and magazines, online videos and TV programmes. Details of the sampling method are shown
below in Table 7.
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Table 7: Information sources of selected traders’ advertisements

) e Random shops in seven districts (North Point, Wan Chai,
Physical shops 30 .
Kowloon Bay, Kwun Tong, Shatin, Tsuen Wan and Yuen Long)
Official websites and 6 e Random samples found in search engines (Google, Yahoo)
social media pages and social media platforms (Facebook, Instagram)
e Samples found in home magazines (Home Journal, Modern
Newspapers/ 14 Home, Today's Living)
magazines e Samples found in newspapers with property magazines (Hong
Kong Economic Times and Sing Tao Daily)
e Random samples found on YouTube
Online videos/ 20 e Random episodes from TV programmes relating to home
TV programmes renovation (TVB — X/Z225), ViuTV — fZFLEE
HOY TV - & &5 42, &EZRXET)
225

Traders usually used multiple advertising channels to attract consumers from different sources,
thus for advertisements found on different channels but belonging to the same traders, the
Council analysed them together to review their consistency and clarity. A total of 178 traders
were covered in these 225 samples.

Potential Issues in Advertisements

Among the samples reviewed, some of the advertisements contained problematic and
suspicious content, including superlative claims, promises that were not easily verifiable and
unclear offer details. The following highlights some examples to illustrate the degree of
exaggeration or unclarity of offers. The Council took follow-up actions such as mystery
enquiries and visits to engage with the concerned traders as phase two of the advertisement
review to further verify the information or sales claims in their advertisements.

Superlative claims

Taking Figures 31 and 32 as examples, some advertising materials of traders included not just
factual descriptions, but wordings such as “absolutely trustworthy (4B¥3T] LU fS#8)", “the best

output (BREFEIRIR)", “No. 1 (88—)", "done perfectly without unfinished work (EEBRFE)",

“super-low price ($5F)" and “risk-free (BF{X)”, which were superlatives that consumers can
hardly ascertain their truthfulness.
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Figure 31: A trader claimed that it was absolutely trustworthy

| > 2AKE > AN > BETE > RRAE > AEERE > KETE

...................................................................................... g

Figure 32: A trader claimed that it was risk-free and would not leave any work unfinished

Promises that are not easily verifiable

Besides, some traders promised “punctuality CERF5E )", “within budget (R#83z)" (Figure 33),
“exceptionally long warranty period (&R F 45 )" without details in their advertising
materials. Meanwhile, a trader claimed that its price was “as low as one-third of its counterparts
(BEZ—/AE] 1/3 BIEHR)" (Figure 34). It might be difficult for consumers to conduct a fair

comparison and check if these guarantees and claims are truthful.

Some traders also promised that there were “no hidden charges (B#&FEH# U E)" (Figure 35),

or “no add-on costs (RE-REREN)", yet it was not easy for consumers to verify if the promises

would be upheld before entering into a contract.

Figure 33: A trader promised punctuality and budget control
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Figure 34: A trader claimed that its price was cheaper than those of its counterparts
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Unclear offer details

Some traders offered unclear discounts in their advertisements. For example, one trader stated
that “the first five patrons (BETL&ZF)" in a particular estate or in a particular month could

enjoy special offers” (Figure 36). However, when the trader was asked about the details, its
response was very ambiguous. Tempted by this kind of promotional material, consumers might
easily get into impulse purchase due to the low entry price and the discounts without due
regard to the total project price. Also, consumers could hardly validate if they were entitled to
the special offers but count on the trustworthiness of the traders.

In addition, some traders enticed consumers with reward offerings mentioned in their
advertising materials, but in fact, some of them were chargeable (Figure 37) or subject to certain
conditions which were not shown correspondingly (Figure 38). Consumers may be lured by
these reward claims that could not be realised in the end.

Figure 36: A trader claimed that discount offers would be available for the first five patrons
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Follow-up enquiry:

B RIIEEE L Bl I ? ol iE XXX - 75 B150E 7 4
(What are the “designated estates"? | live in XXX. Am | eligible?)

Trader's response upon mystery enquiry:

"REEFEER  BEFEFEERMEEFMHS - ) ( 2GR EIEELEES JZHZEE )
(Our company has different discounts and other colleagues will explain in detail during the face-to-face
meeting.) (Not responding directly if the consumer could enjoy the said discount.)

Figure 37: A trader claimed that it would offer “free services” including formaldehyde removal service,
but some of them in fact were chargeable

Eﬁwﬁﬁ

BEPR RS

= EAFTRIRO

Follow-up enquiry:

FERI R & L R RS A R T =0 2

(Are the free offers mentioned in your advertisement still available?)

Trader's response upon mystery enquiry:

TERERRE - 18512 - FPERESIERE - 4
(Cleaning service is included, but there are additional charges for the inspection and formaldehyde
removal service.)

Figure 38: A trader claimed that free products and services would be provided for contracts above
HKD200,000, but they were in fact subject to certain conditions
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Follow-up enquiry:

TORPIERI E R E SENERI G PREARFENG 7

(Are the offers of free smart lighting and formaldehyde removal service for real?)

Trader's response:

B EBRE T EORL RGBT B -
(The smart lighting will be provided only if the renovation works involve the installation of lighting
trough.)

Good Advertising Practices

Notwithstanding the potentially problematic examples shown above, certain good practices
were also found in the review exercise, albeit only in limited instances.

Display of licences and qualifications

Some traders provided their registration numbers for Electrical Contractor for Electrical Work
and Minor Works Contractors, as well as their professional qualifications and relevant awards
in the advertisements, which facilitated consumers to ascertain whether the traders are licensed
and professionally qualified (Figure 39).

Figure 39: Traders displayed their licences and certificate numbers on their advertising materials
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Price list for reference

Some traders provided a price list on their websites for reference (Figure 40). This practice not
only increases the transparency of the fees to be charged and allows consumers to roughly
estimate the budget required, but it also gives consumers an idea of what types of works will
be involved in a home renovation project.

Figure 40: A trader displayed a price list on its website, stating clearly whether renovation materials
were included, the measurement unit and the fee for each work item

any/
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After reviewing and comparing the marketing and advertising materials of different traders, the
next step consumers would take is to communicate with prospective or selected traders for
more information and get draft quotations for review. To obtain first-hand experience of trade
practices and sales tactics adopted by home renovation companies and online matching
platforms, the Council conducted mystery visits in Q2 2023.

In total, 59 home renovation companies (including those that were randomly selected and
those recommended by online matching platforms), and 14 online matching platforms were
engaged by eight mystery shoppers. Four sample residential flats, which were unmodified,
developer-standard units with basic finishes and operational utilities, were used in this exercise.
The mystery shoppers communicated with the traders based on a series of preset questions,
aiming to ask them to provide advice and a draft quotation according to the home renovation
requests provided (Table 8). Communication channels included (i) face-to-face meetings;
(i) telephone calls and (i) messaging apps — often with the salespersons, designers or project
managers of traders.

Table 8: Home renovation requests provided to traders

Item Details
Style Japanese minimalism
Replace all doorknobs
Change the flooring colour/material
Whole flat J ring corour/
Conduct plastering works
Install lighting troughs and lighting
. Customise TV cabinets, shoes racks and display shelves
Living room
Add power sockets
. Change the kitchen door to a sliding door
Kitchen :
Change the colour of cabinet doors
. Replace the bathtub with a shower cubicle
Toilet — -
Replace the countertop basin with an undercounter basin
Bed Remove the wall between two bedrooms
edrooms Customise beds, wardrobes and work desks

* Professional advice had been sought on the above specifications, such that common home renovation works required for an average
household were covered.

A total of 40 draft quotations (68%) were received from the home renovation companies before
the payment of deposits (Figure 41). On average, it took almost two weeks (13.5 days) to receive
a quotation from a home renovation company, while the longest waiting time was 38 days.
The remaining 19 companies did not provide quotations for different reasons as illustrated in
Table 9.
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Figure 41: Quotation provision by home renovation companies before the payment of deposits (%)

Base (All): 59

Table 9: Reasons for not being able to get quotations

= Yes

= No

Deposits were needed in advance 9

Further details (e.g. choice of materials, structural dimensions of the flats 6

based on on-site measurement) needed to be confirmed in advance

Quotations were presented to the mystery shoppers during face-to-face

meetings, but photo-taking of the quotations was not allowed, or no 2

hard copy was available

Home renovation company did not respond 1

Home renovation company shut down 1
Base (All): 19

Indeed, it is understandable that to mitigate the risk of abuse, some home renovation
companies would rather provide services such as drafting quotations, advising brief design
graphs or conducting on-site measurement only after receiving payments. For comparison of
the service quality with and without the payment of deposits, the Council randomly selected
nine out of these 59 home renovation companies and had the mystery shoppers further engage
with them by paying deposits (ranging from HKD1,000 to HKD3,000) to use extra services and
collect further information from them.

Nevertheless, not much difference between the free and paid quotations in terms of
detailedness was observed. While the home renovation companies might be able to provide
more accurate design graphs after on-site measurement, the services they provided in general
did not differ significantly given that the mystery shoppers still had not commissioned them for
the home renovation projects at that stage.

Regarding the online matching platforms, the mystery shoppers submitted matching requests
to 14 platforms. The average time required for the platforms to make the first matching
suggestion was 2.7 days. In general, the platforms matched one to three home renovation
companies for the shoppers to choose. In cases where the platform only returned with one
matching suggestion, the shopper would follow up by asking for more choices. Two platforms
refused to do so and recommended the shopper to meet the suggested home renovation
company first.
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Initial Contact and Meeting with Traders

After submitting the home renovation requests, the mystery shoppers asked the home
renovation companies to advise a ballpark cost before further engagement for a more detailed
quotation. Yet, only 20 out of 59 (34%) companies agreed to do so (Figure 42) — 15 of them
advised an estimated total, and five advised an estimated total along with subtotals for different
categories of works.

Figure 42: Provision of ballpark costs (%)

Base (All): 59

= Yes

Given that a ballpark cost is not always provided, consumers might not have a good sense of
the level of charges of a home renovation company until further engagement happens. Among
those who provided an estimation, the deviation of the actual quotation from the ballpark cost
ranged from -32% to +28%.

Issues Identified in Mystery Visits

During initial contact and meetings with home renovation companies and online matching
platforms, the communication covered details of works and procedures. From the
conversations, it was observed that some suspicious claims, undesirable practices and
potentially problematic sales tactics might have been adopted, which could be sales traps or
end up as areas for disputes after the consumer commissioned the project. Even worse, some
traders showed a lax attitude towards compliance with laws, which could cause significant
safety and financial risks to consumers too.

Suspicious claims

Some traders made suspicious claims when engaging with the mystery shoppers, such as
claiming that they had not received any complaints before, and guaranteeing not to leave the
home renovation project unfinished (Figure 43). Such claims cannot be verified by consumers
without further engagement.

45



Figure 43: Selected examples of suspicious claims

/‘

- THMFREERE - BET - AHE  BAHLES 2B - .
(We guaranteed to be professional, responsible, and leave no work
unfinished. If negative reviews are found online, a 30% off discount will be
provided.)
- TRENRBIBIER - B SRR -
(The company has never received any complaints, and its record on the
Bold claims -< platform is also excellent.)
s TAEIRFE4E  RE—BRATT -
(There has not been a single case of delayed works in the company's 14
years of operation.)
- TRAEIREZE - AOE - MBS - ARASIERAEE - .
(The company has operated for many years, has good reputation, and with
a physical store there's no need to be worried of sudden closure.)

\Y4

s TRMAMEBE T RERM-_FEEREHZALEE - |
(We offer free maintenance services to consumers even if the warranty
period has expired by two or three years.)

s TRMFGERERWEERAZEIBY% - |
(We promise that the difference between the quotation price and the
actual price will not exceed 5%.)

Service claims < - TERETETIBUERS . -
(No limits on the number of revisions to design plans.)

- TEEASEEREEREFRABEALAR  FEBAEAUREE
BRIETRESEMMHE - |
(If the consumer has any discontent with the renovation services, the

platform has the power to request the home renovation company to redo
the specific works.)

£)F]

Undesirable practices

During detailed discussion with traders, undesirable practices such as discrepancy between
written and verbal messages, unclear payment arrangements, and lack of transparency were
also observed (Figure 44).
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Figure 44: Selected examples of undesirable practices

Discrepancy in
statements

Referral to other
companies

Low transparency

Lack of customer support

Absence of a clear
quotation validity period

Shift of responsibilities for
compliance and work
monitoring to consumers
who are supposedly not
qualified professionals

<

<

<

<

<

/'

« AT EWhatsApp L EFEREASINE - BOEBRKAIEREERTW
1,00070E] & - B AZ BIEREAPHIRR -
(The company stated via WhatsApp that quotation would be free of
charge, but during verbal explanation, the company requested a deposit of
HKD1,000 for quotation and design, which could later be offset in the total
payment.)

NEHEREMANET AT BAEA TELAEEEEARMASMGE
18 ? M ASBEEZGLERER - |
(The staff mentioned that he recently moved to another company and
asked the mystery shopper, "Would you consider using the renovation
services of my new company instead? The fees of the new company should
be lower.")

NEHEEREAEEERMAEESHET  BLEHE - M HRA
HBHWIFBE—AT -
(The staff of a company informed the mystery shopper that his business

partner would take over the project. Upon enquiry, the staff revealed that
his business partner and him belonged to different companies.)

AEEFRABRES - MAOEAMZIBRAERR - BOEEABRIELC
(The company had prepared a quotation and explained each item to the
mystery shopper, but did not allow him to take photos for record or take
home the quotation.)

CEFERREHEMIUHEFE - FHIREEE - JERERISTEE -
(The platform only provided an email address for enquiries. If there are
any problems, it may be hard to get help from the staff)

FITEMAZRBREEE - FTalREBRASH -

(When meeting with the company in the platform's office, platform
representatives were not present or involved throughout.)

AERARAGIAREESYY  BRNBEEMERANEEN -
(The company did not specify the validity period of the quotation, but
claimed that usually the quotation was valid for three months.)

PEREEARTTHERSERMENELTREEE T2 RERM - 1
REANARERE AEERESASLE -
(The company pointed out that consumers should proactively monitor the
on-site workers and check whether the electrical works comply with
relevant requirements. If the shopper did not check carefully, it would be
his fault.)

PERLRBASEFRI  TAEBCKRE -
(The company pointed out that it would not send staff to help check defects,
and consumers had to check by themselves.)
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Problematic sales tactics

Different discounts and offers were used to attract consumers. Some sales tactics were
considered problematic and some even potentially constituted unfair trade practices under the
TDO. Examples are illustrated below.

Potential bait advertising/false trade description

One home renovation company advertised “zero-deposit package: kick off the project first, and
pay later ($0 HEEEFH LEMM)" (Figure 45). However, the offer was subsequently
refuted by the company on telephone enquiry by the mystery shopper.

Figure 45: A home renovation company claimed that it could offer a zero-deposit package

$0 MEERTMLENR  RMBERBTHED !

$0 EEBREMITERSN » MOVMRIETEMRMED | WhatsappRif)

Shopper's question:

THERITAHIE LES0 REEE  BH T FERERN 7

(I saw that there is an offer of zero-deposit package on your website. Is this offer available? )

Company'’s response upon mystery enquiry:

THRILIER - OB AATE LB T BTN AIE AR EZAL -

(There is no such offer. It may have been wrongly displayed by our colleagues on the website. No
companies in the home renovation industry would start the work before receiving deposit from
consumers.)

Potential bait-and-switch

Another home renovation company displayed a discount offer on its Facebook page (Figure
46). When the mystery shopper enquired about such offer, the company responded that the
offer was not available, and suggested another discount package to the mystery shopper.
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Figure 46: A home renovation company displayed a discount offer which was not available
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Shopper's question:

"B BRI Facebook LA/ ITIEE - A% I/ LXHEEERN 7

(I saw that there is a 20% off discount on your Facebook page. Is this discount available? )

Company'’s response upon mystery enquiry:
" EEEELE  HEOTEIRIETFE 75— EERNEELLN - 4

(This discount is not applicable. | have included another cheaper discount package in the quotation.)

Service attitude of traders/salespersons

In the communications with different traders, most traders had a good service attitude.
However, there were some who adopted aggressive sales tactics, while some seemed to show
a lack of professionalism.

Lure consumers to pay a deposit

A home renovation company asked the mystery shopper repetitively to pay a deposit of
HKD1,000 before providing further advice on the design style and the estimated budget. The
company explained that by paying the deposit, fees of two to three initial design drawings
could be waived. If the consumer decided not to proceed further due to an unsuitable design
or budget, the deposit would not be refunded, and the fund could only be used to purchase
products at the store. Yet, the company did not provide any information about what products
were available after being prompted.
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Lack of professionalism

During face-to-face meetings, there were cases where the responses given by the home
renovation companies or their staff were not satisfactory. For instance, a staff misread the
floorplan two to three times; and another one could not answer whether the company was
registered as a minor works contractor under the Buildings Ordinance (Cap. 123) ("BO") and
whether their workers were licensed. When asked if there would be any compensation for
delayed work, a home renovation company shot back bluntly at the mystery shopper, asking
"what would you offer if we finish ahead of schedule?”.

Compliance with laws

In the home renovation requirements (work specifications) provided to the traders, two items
of works might require extra attention and sensitivity as to whether the works were lawful, i.e.
(i) replacing the kitchen door with a sliding door, and (ii) wall removal.

According to the Code of Practice for Fire Safety in Buildings 2011, for flats with a single exit
door, the kitchen should be separated from the rest of the flat by walls and a door of prescribed
fire resistance rating. Open kitchens require installation of smoke detectors, sprinklers and a
fire-rated, full height wall with a minimum width of 600mm.

In addition, according to the provisions of the BO, for alteration and addition works carried out
inside a unit of a private building, if structure of the building is involved, e.g. removal of a
structural wall, the owner is required to appoint an authorized person and a registered
structural engineer for advice on the feasibility of the works to be carried out and to submit
building plans to the BD. The works should be carried out by a registered contractor after
obtaining approval and consent from the BD®. Details about the current regulatory regime in
Hong Kong can be found in Chapter 6.

Shopper's question on replacing the kitchen door:
T BT AR B BERETE 7 4

(Are there any fire safety requirements | should bear in mind when replacing the kitchen
door with a sliding door?)

When the home renovation companies were asked about the viability of replacing kitchen
doors, more than 75% of them advised that the mystery shoppers could use a sliding door for
the kitchen, which in fact could violate the BO.

Shopper's question on wall removal:
T BB R RENIE TIGFE M - WRBHria I EMEEEITEZLEN 7 4

(With the recent incident of alteration of an alleged structural wall, is there anything |
should bear in mind for a wall removal between the two bedrooms?)

9 Buildings Department (2023). Alteration and Addition Works in Domestic Premises. Retrieved from
https://www.bd.gov.hk/en/resources/fag/index_alteration_and_addition_works_in_domestic_premises.html
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When asked about the scenario of wall removal, three-quarters of the home renovation
companies claimed that the wall could be removed. Some companies asserted that the wall
was not a structural wall just from reading the floorplan provided by the mystery shoppers, and
they did not mention the need to check for any restrictions on alteration of the unit in the Deed
of Mutual Covenant ("DMC") or check with the property management office concerned.

Although the removal of non-structural walls in a domestic flat may be exempted building
works, the Council is of the view that a prudent home renovation company should conduct
appropriate verification before advising consumers on the feasibility of the works. According
to the BD, consumers are advised to refer to the approved plan of the flat and to seek
professional advice on their home renovation works. Whether a wall is structural or not cannot
be concluded by simply referring to a floor plan which is not an approved plan, nor be
determined according to the thickness of the wall. In other words, thickness of a wall as appears
on the floor plan should not be relied on to determine whether it is a structural wall or not.
Moreover, even when the wall is not a structural wall (which may serve other functions), removal
of it could be prohibited by other rules and regulations, such as fire safety regulations.

Despite the widespread news coverage in May 2023 about the incident of alteration of an
alleged structural wall of a flat in a private residential development in Tseung Kwan O, some
home renovation companies still advised the mystery shoppers that restructuring could be
carried out without further verification, which suggested a lack of awareness and prudence
pertaining to legal compliance on the part of the industry.

In addition, it was found that some home renovation companies gave erroneous information
about the laws and regulations to consumers. Some even gave suggestions to help consumers
avoid detection of non-compliance. Some of the examples are quoted below in Figure 47.

51



Figure 47: Selected examples of home renovation companies’ responses regarding legal compliance

[ ANERBENEANEREMKER - MRERFKEX - EEHES
%TT . TR AEREFKIEE -
(The company asserted that the mystery shopper did not need to strictly
comply with the fire safety requirements. If strict compliance was followed,
the price would go up by a few thousand dollars. Only property developers
needed to strictly comply with fire safety laws.)

Provide erroneous < AEMIAEANEBERRRNPXERBARER - BUFHEEKEKRT

znfo[rmqtzon on laws and '< REHBPHNKEKREES - RO E R 51T -

regulations to consumers (The company asserted that there was no special attention required of the
mystery shopper to the fire safety requirements, as the Government's fire
safety requirements for residential buildings were not as strict as those for
commercial buildings, so sliding doors could still be installed.)

- AEEEEFBILAYESERNA - FRAAER -
(The company asserted that as the kitchen door was within a private
property, fire safety laws were not applicable.)

N
/-
AERBEE AT SM—EFFIRFIE - WEFRHRBRIEM (FFX ) P
Suggest devious ways to MBEFBERIBEMKL -
avoid detection of non- (The company suggested that the mystery shopper could make a new door
compliance and door frame first, and keep the original (fireproof) door, which could be
installed back should inspections occur.)
N
/-

103

AETOBEEMMELEMEERE ZERREEE - WEETFEEER - Z
B1RE - BZAE2RELHE - AL LITE -
(The company ascertained that the wall between the two rooms was a
brick wall. He added that as shown on the floorplan, the wall looked thin
. . and was unlikely a concrete wall, so it could be removed.)

Give advice to consumers

i ificati Nofn EEA/" & HNHNBEEW L EEMEZER
without verification ATRHBETAECANMESESRENE  BEMEZMEAE
A BEEE BT 08
(The company said that it could ascertain whether a wall was a structural
wall just from reading the floorplan. Normally there was no structural wall

between bedrooms, while such walls might exist between the living room
and the bedroom.)

While the mystery visits revealed certain practices of home renovation companies and online
matching platforms that posed potential risks to consumer interests, the mystery shoppers still
could come across good practices (Figure 48). These practices should be promoted for the
sake of consumer protection, especially when the market information is scattered and
unsystematic.
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Figure 48: Selected examples of good practices of traders

Explain clearly and

provide detailed <

information

Provide advice to
consumers

Explain related statutory
procedures and show
company licences to
consumers
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<

<
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PEBERHFANEBERER  JBEF—E2+tHRNE R TES
% - BEHRNEBRERRE
(The company provided a detailed project schedule, listing details of
procedures 1-10 and the estimated renovation time required. The
procedures were explained with a PowerPoint presentation during the
face-to-face meeting.)

AN HERE LWERIETHER - LEBOEHT - Mo MBERSEIE -
(The company made use of the information on its website for
explanation, which is clearer and can also be accessed anytime.)

AEERPRETETULZOR - URLEWE -

(The company stated clearly the number of times that the design plans
could be revised and the fees for this.)

EXRRELATERFREER  FoXBRIESALATIBEER
LG

(After the quotat[on was prepared by the home renovation company,
the platform proactively offered to accompany the mystery shopper to
the company to discuss renovation and design details.)

BITRTHEZA-—RBESLEBEB AT - tNERE—LEATEE
BARBCEENR - RREENHEAGE  XEESALRLEEE
AR -

(The stdff stated that they knew consumers normally would shop
around and compare a few companies. The staff had also heard that
some companies required payment just for consultation, which the staff
stated was unreasonable. The staff also reminded the mystery shopper
to compare the T&Cs.)

PNIERET SRR FERPUEEFEENEERERRMH -
(The company provided reminders that the National Day Golden Week

and the Lunar New Year holiday might affect production in Mainland
China and the delivery time.)

AEFERENRFZINE  HEENHEEIEFERF —HEHR
oLUBRERZEEEE iE -
(The company proactively explained that for wall removals, the most
prudent approach was to obtain a floorplan from the BD, which would
clearly show whether a wall is a structural wall.)
AENREARQEAENE  EPRR FEBEBRIER -
(The company introduced itself to the mystery shopper using its website,
where related licences and qualifications were shown.)

4.4 Analysis of Quotation Samples

In selecting a home renovation company to carry out the home renovation project, consumers
would compare the draft quotations provided by different companies and evaluate them based
on their budgets in mind. Therefore, it is important to analyse the quality and usefulness of
the quotations provided by home renovation companies, including the presence of clear T&Cs

that would help protect the interests of consumers.

Through the mystery visits, a total of 40 draft quotations were collected (Table 10), and the
analysis was conducted based on these samples. It is important to note that this exercise did
not proceed to further commitments (e.g. signing a contract), analysis based on the finalised
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quotations and verification on some quotations were not viable. Moreover, since the
quotations were not obtained via random sampling, care should be taken before interpreting
the results as a snapshot of the whole industry. Rather, the results may serve to point out areas
for improvement as well as good practices that are worth referencing.

Table 10: Breakdown of quotations collected in mystery visits by sources

From individual companies 17

From companies recommended by online matching platforms 23
Base (All): 40

To ensure a professional and fair evaluation of the draft quotations, the Council invited the
HKIS to develop a comprehensive marking scheme and conduct anonymous assessment
accordingly. In the marking scheme, a total of 31 parameters were set (Annex 2). Aside from
25 parameters that considered whether certain key information was included in the draft
quotations (e.g. validity of quotation and payment terms), there were also six parameters that
considered the level of detailedness of the key information such as specification of work items
and insurance arrangement. Parameters related to specific works such as scaffolding erection
and dismantling were not covered in the assessment because they were not required in the
renovation specifications provided by the mystery shoppers to home renovation companies.
However, it is strongly recommended that consumers should also take these factors into
account in practice (if applicable) when considering a quotation.

The average score of the 40 draft quotations was 58 out of 100 (Figure 49). Most quotations
(33%) fell into the range of 61-70; and only 8% could score higher than 80, reflecting that the
majority of quotations were not comprehensive enough to enable a fair and meaningful price
comparison. In general, quotations provided by home renovation companies recommended
by online matching platforms (score of 63) performed better than those offered by individual
ones (score of 48). One possible explanation is that the former were guided by certain
templates or guidelines provided by the platforms.

Figure 49: Score distribution of the 40 draft quotations provided by home renovation companies (%)

33
15 15 17
10 I g
HINIIrE
[ |
0-10 1-20 21-30 31-40 41-50 51-60 61-70 71-80 81-90 91-100

Base (All): 40

Looking into the parameters specifically, the top three key items mentioned in the draft
quotations were “lump sum of payment” (100%), “payment terms” (93%) and “exclusion of
works” (85%) (Figure 50). Nevertheless, the mention of other crucial items was not necessarily
as common. For instance, only 60% to 70% of the quotations mentioned “defects
liability/maintenance period”, “project start date and end date/time for completion”, “method
to deal with work changes requested by the client” and “provision of extension of time”. On

the other hand, items that were rarely mentioned included “declaration of compliance with
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statutory regulations” (20%) and “declaration of compliance with the fitting out requirements
of the property management office” (8%). When disputes over these areas arise, the presence
of related clauses would be of vital importance.

As reflected in Chapter 3, consumers considered most items asked in the consumer perception
survey to be so important that they were indispensable in a home renovation contract. Such
items included “project start date and end date”, “excluded items or items subject to additional
charges” and “maintenance period”. While there were indeed quotations that contained these
items, the number of those quotations was not necessarily high, implying a discrepancy

between expectation and reality.

Figure 50: Mention of selected parameters in quotations (%)

Base (All): 40

Declaration of compliance with the fitting out requirements of - 8

- e e e e e e e e e e e e

N
[ Lump sum of payment [ 100
1

| Payment terms [ 93

1

\ Exclusion of works [ 85 ,

Defects liability/maintenance period [ 68
Project start date and end date/Time for completion _ 65

Method to deal with work changes requested by the client _ 63

Provision for extension of time _ 60
List of materials to be provided by the client _ 60
Validity of quotation [ 50
Provision for liquidated and ascertained damages _ 38

Declaration of compliance with statutory regulations - 20

the property management office

*Only 12 key parameters are shown here, the remaining 13 basic parameters (e.g. name of the contractor, address of flat to be renovated,
contractor’s signature or chop, etc,) are not presented due to limited space.

In addition, Figure 51 demonstrates the evaluation results of the detailedness of key information
in the draft quotations. On breakdown of works, only 38% of the quotations provided a
detailed breakdown for all of the works. For insurance arrangement, 42% of the quotations
mentioned the provision of both employees’ compensation insurance ("ECI") and contractors’
all risks insurance ("CARI")/third party liability insurance (“TPLI"); 38% mentioned either one,
and 20% did not mention any at all. Information disclosure related to both parameters (i.e.
specification of work items and insurance arrangement) needs to be improved.

As regards pricing information, showing both the quantity and unit price for each work item in
the draft quotations was uncommon. For example, only 28% of the quotations specified the
quantity per work item; and only 20% of the quotations provided the unit price for each work
item. Related examples are shown in Figures 52 and 53.
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Figure 51: Detailedness of selected parameters in quotations (%)
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Figure 52: Example of quotation with both the quantity and unit price per work item
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Figure 53: Example of quotation only showing subtotal prices for groups of work items
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The above evaluation suggests that quotations of some home renovation companies may not
be comprehensive and detailed enough. To respond to consumers’ demands and provide
better consumer protection, home renovation companies should consider reviewing their
quotations (regardless of whether they are draft or finalised versions) and enhancing their
comprehensiveness, accuracy and sufficiency. To this end, home renovation companies may
refer to the standard form quotation recommended in Recommendation 1, Chapter 8 of this
Report for guidance.

The collected quotations were further analysed by the Council based on the (i) quotation
formats, and (ii) content of T&Cs such as payment terms, contract termination, insurance
arrangement, etc.

Apart from discrepancies in the level of comprehensiveness and detailedness between
quotations, different home renovation companies might have also different quotation formats.
In terms of price calculation, while there were companies including the prices of unconfirmed
items in the lump sum or subtotal (Figure 54), there were also companies that excluded these
items from the calculation (Figure 55). As a result, the price disparity could be large (Table 11).
This might be confusing or inconvenient for consumers to make a fair price comparison.

Figure 54: Example of a quotation highlighting an unconfirmed item
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Figure 55: Example of a quotation excluding unconfirmed items from the price calculation
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Table 11: Price range of quotations

Flat A (two bedrooms) 88,900 — 362,000
Flat B (two bedrooms) 145,700 — 386,800
Flat C (three bedrooms) 300,950 — 450,000
Flat D (three bedrooms) 360,000 — 645,500

Base (All): 40; Flat A - 8; Flat B~ 15; Flat C - 3; Flat D - 14

Moreover, disparity in the T&Cs section was also observed. While some home renovation
companies included clauses mainly related to issues such as liabilities, project termination and
dispute resolution in their T&Cs (Figure 56), some included items like project cost, payment
arrangement and work schedule as part of their T&Cs too (Figure 57). As companies included
different items in their T&Cs, consumers might find it hard to compare the T&Cs stated by
different companies.

Figure 56: Example of quotation with T&Cs about liabilities and project termination
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Figure 57: Example of quotation with T&Cs about project cost and payment arrangement
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Content of Terms and Conditions

In the review of T&Cs stated in the collected quotations, some potentially problematic areas
were identified, as illustrated below.

High deposits or down payments

Some home renovation companies included clauses for huge deposits or down payments,
requiring consumers to pay a huge sum upon entering into the contract and prior to the
commencement of work. As shown in Figures 58 and 59, both companies required a 40%
down payment for their projects. As analysed in Chapter 2, the complaints handled by the
Council normally involved 40% deposit prior to commencement of work. Given the total
project costs (HKD386,800 and HKD285,400), the down payments would be HKD154,720 and
HKD114,160 respectively, which might be unreasonably high and unjustified considering that
the consumers had yet to see the design graphs, and no work had been executed at that stage.

Figure 58: Example of clause mentioning high deposits and first instalment
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Figure 59: Example of clause mentioning high deposits and first instalment
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Unclear payment terms

Some home renovation companies included unclear milestones on payment arrangement,
such as using certain percentages of work completed as payment milestones (Figure 60).
Without relevant technical knowledge, consumers might not be able to assess the progress of
work and when the payment should become payable. This kind of ambiguity often gives rise
to disputes between the parties.

Figure 60: Example of clause with unclear payment milestones
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Photo-taking

A few home renovation companies included clauses to give themselves the right to take photos
of the renovated flat for marketing purposes (Figure 61). Such clauses were, however, not
brought to the attention of the consumers nor was the consent of consumers specifically
sought, potentially compromising their privacy.

Figure 61: Example of clause related to photo-taking
AESEHEAZREMFGHETHE, TFEEESEHHER AR,

Good examples

Notwithstanding certain potential problematic clauses found in the review of T&Cs of home
renovation companies, some good instances were also spotted. For example, some companies
required written proof and signature of both parties upon any changes (Figure 62); some also
included clauses that mentioned the acceptance criteria of the renovation works would be
determined by both the company and consumers before work execution (Figure 63), and some
ensured the compliance with statutory regulations (Figure 64). These clauses may promote
fairness for both parties and protect consumer interests.

Figure 62: Example of clause requiring written proof and signature upon any changes
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Figure 63: Example of clause mentioning the acceptance criteria would be defined with consumers

WEARHERE /AR B F £ TRERBA AT 17 7€ ©

Figure 64: Example of clause ensuring the compliance with statutory regulations
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As revealed in Chapter 3, consumers expressed their worries about different difficulties and
issues when engaging with home renovation companies, which prompted the Council to take
a deeper look into the marketing and sales tactics employed by home renovation companies.

At the stage of information search, it was found that some traders made use of superlative
claims and descriptions in their advertising materials to lure consumers. Consumers might not
be able to ascertain the truthfulness of the claims in the advertisement and might be misled
into making misinformed decisions. In addition, it was found that some discounts and offers
stated in the advertisements may be unclear, invalid, or often subject to specific conditions.
Consumers might also dwell on the attractive offers without being sufficiently attuned to the
total project price. Consumers were exposed to risks and uncertainties when assessing and
choosing home renovation companies.

Various problematic sales tactics were also found at the pre-commencement stage in the
course of the mystery visits. Some even appeared to have constituted unfair trade practices
under the TDO, posing serious risks to consumers. For instance, the majority of responding
home renovation companies continued to demonstrate a laxity towards compliance with
renovation-related laws and regulations despite the widely-reported incident of alteration of
an alleged structural wall of a flat in a private residential development in Tseung Kwan O in
May 2023. Some even advised consumers to ignore the fire safety requirements, which could
pose risks to the safety of consumers. Traders’ sense of legal compliance should be improved.

Meanwhile, the low transparency and the lack of adequate information provided by home
renovation companies amounted to barriers for informed decision making on the part of
consumers. Only one-third of the home renovation companies engaged in the mystery visits
provided a ballpark cost in the form of estimated total prior to providing detailed quotations
or further engagement.

On the other hand, the Council found good trade practices from home renovation companies
and online matching platforms that should be promoted and adopted by traders, such as
explaining procedures and related laws clearly and providing detailed information and advice.
Nonetheless, to safeguard their own interests, consumers should always remain vigilant of
suspicious practices of traders.

In the draft quotations provided by home renovation companies, potential issues detrimental
to consumers were spotted. For instance, in line with the worries expressed by consumers in
Chapter 3, disparity in the specification breakdown between different companies was huge,
and some quotations presented the work items unclearly, making it difficult for consumers to
comprehend and make comparison. Improvement in all these areas is needed to safeguard
consumer interests.
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5 Challenges and Improvement Measures Shared by
Traders and Stakeholders

The preceding Chapters highlight the consumer pain points along the home renovation
journey. At the outset, in a highly fragmented market that is filled with players of diverse
background and scale, consumers may encounter difficulties in making choices, especially
when facing quotations of varying format and level of detail on one hand and superlative,
misleading or inaccurate claims made by some companies on the other. Whilst online
matching platforms provide services purporting to identify one or more suitable companies for
the consumer, consumers are either unaware of the availability of such services or do not hold
a high level of trust in them. These platforms also limit the consumers’ choice to one to three
home renovation companies.

Although consumers generally agree that it is necessary to ascertain the licensing qualifications
of home renovation companies and their workers and to closely monitor and communicate
with the company on work progress, such due diligence measures may not have been carried
out in practice. Further, whilst consumers generally agree on the need for written contracts
prior to commencing work, some do not consider further quotations or contracts to be
necessary on work variations.

As shown in Chapter 4, not all of the quotations reviewed adequately cover the material aspects
of a home renovation project and/or the parties’ rights and obligations. Indeed, the complaints
reviewed in Chapter 2 also showed that many did not contain such material terms as
completion date, price breakdown, payment schedule and warranty information. In this regard,
consumers with no home renovation experience may not appreciate the importance of
adequate written contract terms in preventing or addressing disputes. The complaints handled
by the Council and court judgments indicate that such disputes do arise from time to time,
mainly involving alleged defective work or materials and delay in completion (and in some
cases, abandonment of project). Not all disputes could be amicably resolved and, when they
do not, litigation to resolve such disputes may take years to complete, entailing cost and
litigation risk to the detriment of both the consumer and the home renovation company.

In light of these findings, the Council invited home renovation companies, online matching
platforms, various professional associations and public sector bodies for in-depth interviews to
gauge their perspective on the challenges and issues faced by the industry. Their views on
current initiatives and possible improvement measures were also collected.
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To collect industry practitioners’ views about the industry, the Council invited 66 home
renovation companies and online matching platforms for individual interviews in Q12023. The
selection of traders was based on two methods: (i) random sampling from a compiled list™ that
contained home renovation companies which were members of industry associations and/or
contractors of government-related organisations, and (i) referrals by stakeholders. In the end,
16 in-depth interviews were successfully arranged, among which, 12 were conducted with home
renovation companies (75%) and four were with online matching platforms (25%). The rest of
the invitees rejected the interviews, citing that their business was gradually picking up after the
stabilisation of COVID-19 so they were too busy to attend the interviews.

Regarding the roles of the trader representatives who attended the interviews, 15 of them were
founders/CEQOs of their companies, and one was a senior manager. In terms of other
qualifications, three interviewees were members of the Hong Kong Professional Interior Design
Association, and one was a consultant to an online matching platform. These interviewees
handled projects ranging from residential projects, commercial projects, to projects
commissioned by the Government. Interviewees in general had around 10-30 years of
experience in the home renovation industry.

Questions asked during the interviews could be divided into two aspects, namely at company
level and at market environment level. While the former was about the business operations,
contract and payment arrangements, progress monitoring, compliance of works, etc., the latter
covered the outlook of the home renovation industry, challenges the interviewees were facing,
and their expectations of the Government. Results are presented below in detail.

Home renovation companies

Based on their business models, home renovation companies can be classified into three types,
(i) design and build, (ii) design only, and (iii) project management only, in which “design and
build” was the most common according to interviewed traders. Likewise, among the 12 home
renovation companies interviewed, eight provided design and build services, and the remaining
four provided project management services only.

In general, traders maintained a list of free-lance outsourced workers for specialised tasks, such
as carpentry and plastering, and called for their services when new business was solicited.
Interviewees explained that such a practice was cost-saving, as salaries would not have to be
paid when there were no projects.

With respect to the source of customers, all interviewees reflected that they mainly relied on
referral by previous clients; and they seldom promoted online or participated in marketing
events such as exhibitions.

10 A'list of 13,705 traders in the renovation industry was compiled from the publicly available member lists or contractor
lists of different Government bureaux/departments, statutory bodies and industry associations, including the BD, CIC,
HA, Hong Kong Trade Development Council, Hong Kong Decoration & Engineering Association, Hong Kong Furniture
and Decoration Trade Association, Hong Kong Interior Design Association, and Hong Kong Professional Interior Design
Association. The compilation process involved cross-checking and deleting duplicate and irrelevant traders collected
from various lists.
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Online matching platforms

Compared to individual home renovation companies, business models of online matching
platforms are less diverse. As reflected by interviewees, some could only provide matching
services, and some could provide one-stop services from matching to project management.

Regardless of the business models, online matching platforms commonly set a variety of criteria
to determine whether a home renovation company may be included in their database, such as
their licences, experience, feedback from consumers, etc. Three out of the four interviewees
emphasised that home renovation companies must pass a knowledge test or submit draft
quotations for evaluation before they can register on their database.

As regards the matching mechanism at the initial stage, both technology-aided and manual
approaches were commonly adopted. For example, three interviewees, which were larger in
scale, revealed that matchmaking software or even artificial intelligence were incorporated in
their matching services with human staff reviewing the results. One interviewee even
emphasised that its staff would review each of the results to ensure suitability. The remaining
interviewee conducted matching services manually throughout.

For each matching request, online matching platforms normally suggested one to five home
renovation companies for consumers to choose. One interviewee emphasised that it would
assign no more than three concurrent projects to one home renovation company at any time,
to ensure the company has sufficient manpower and resources for the project, and to minimise
risk of project delay. Besides, two of the interviewees claimed that they would provide a
standard quotation template to guide their member companies, and the companies need to
follow the T&Cs specified.

Some online matching platforms provided value-added services to consumers such as
evaluating or commenting on quotations provided by home renovation companies, etc. One
interviewee would perform three inspections free of charge upon completion of (i) plumbing
and electricity, (ii) plastering and (iii) the whole project respectively. It also provides stake-
holding services to consumers whereby the deposit and instalment payments made are stake-
held as the project progresses which would only be released after the platform’s inspection
and satisfaction that the relevant stage of work has been completed.

Regarding the sources of income, all four interviewed online matching platforms revealed that
service charges or commissions on successfully-matched cases paid by home renovation
companies were the primary source, and the commission rate usually ranged from 5% to 10%
of the project amount. There could be other chargeable items depending on the business
models of platforms. For example, one interviewee stated that it provided add-on services to
consumers, such as consulting and quality control services, while another also charged member
companies an annual membership fee.
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Box 1: Challenges faced by home renovation companies in the use of online matching platforms

As reflected from the consumer perception survey, online matching platforms had yet to be popular
among consumers in Hong Kong despite their growing number and scale in recent years. This finding
was corroborated by the interviews with the 12 individual home renovation companies. Although five
of them had joined at least one platform before, they reflected that the platforms were not of much help
for getting businesses. Thus, they had reservations about using their services. Challenges faced by
these home renovation companies included:

(i)

(i)

(iii)

(iv)

Low success rate: Home renovation companies spent time and effort in preparing quotations,

but clients referred by online matching platforms usually ended up not choosing them.

Consumers’ sole focus on price: Consumers on online matching platforms usually regarded

project cost as the only criterion for choosing home renovation companies. Companies that are
of better service quality but provide higher quotations easily ended up losing in this “race-to-
the-bottom”.

Low transparency in matching mechanism: The matching process was unclear. Some online
matching platforms might have a priority list of home renovation companies for projects, but
companies hardly knew how the list was created.

High membership fees or commissions: Home renovation companies deemed online
matching platforms as not cost-effective as they might only receive limited referrals.

During the interviews, interviewees reflected some key issues they had observed in the home
renovation industry, which include:

Large variation in service quality of home renovation companies without licensing system

Owing to low entry barriers in the industry, even individuals lacking professionalism or business
licences could provide home renovation services. Consumers, without sufficient knowledge of
home renovation, could hardly judge their professionalism and simply place trust on them.

Interviewees reflected that if the home renovation company committed malpractices or
received complaints, it could simply register a new company and continue to provide
substandard services, as no licensing was required for basic home renovation services except
for electrical works and water works.

PATTFIEXIE - A S EIRE I RE A FEEIET » 4
(The threshold for market entry is too low. There are no avenues for legal remedy even if
the company’s work is incomplete.)

TET1EAR G AR E CHELE & B -
(Workers operate their own businesses as contractors even if they do not have enough
working experience.)
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Lack of monitoring authorities and guidelines

Interviewees further reflected that, due to the lack of monitoring in the home renovation
industry, some improper and low-quality traders have been able to get away with their
unscrupulous practices. For instance, some home renovation companies would ignore certain
formal procedures to save time and costs for alterations and additions works, such as removing
partition walls, turning an enclosed kitchen to an open kitchen, adding a loft in the flat, etc.
There was also a lack of clear and official guidelines for the home renovation industry. Without
professional knowledge, consumers cannot assess whether the work is up-to-standard, and
there are no authorities they could rely on and no guidelines they can make reference to. For
some home renovation works, there was no standard criteria to assess the quality of the output,
as this was more a matter of aesthetics. Disputes might arise easily when the company and the
consumer had not reached a consensus in this regard in advance.

Low information transparency

Low information transparency in the industry was another key issue. For example, it was hard
for consumers to know the price range for conducting different kinds of works; and it was not
a common practice for traders to provide a comprehensive work schedule to consumers or
proactively inform them about compliance requirements. Interviewees said that some traders
might not give consumers a comprehensive work schedule, and very often, consumers might
think that the home renovation company was delaying when they did not see workers working
on-site. Failing to fully inform consumers at the outset all the work items and expenses required
could also give rise to problems, as consumers might become frustrated in learning during
work execution that add-on work items with extra costs are needed. These kinds of problems
could eventually lead to misunderstandings or even disputes between consumers and traders.

Consumers'’ lack of related knowledge

Interviewees pointed out that consumers without basic understanding of home renovation
might easily be tempted by unrealistically cheap service offers. There were also unscrupulous
practices, such as enticing consumers with budget home renovation packages but intentionally
omitting crucial items in quotations, and requesting extra money after contracts are signed.

F BT IR IEE VLA FIAE - SHIEZEEIGEER - XA
BHIE PR E I B 1B E B3+ - (BREK L feT #RZKRESNEE N -
(Some traders deliberately list fewer items and details on the quotation to make the
quotation apparently cheaper. Customers who lack relevant knowledge will think that the

quotation is detailed enough, but they will be asked for costs of additional items during the
renovation.)

In addition, some consumers perceive themselves knowledgeable enough to question the ideas
proposed by professionals while knowing little about the industry in practice. Some consumers
may purchase unsuitable materials based on non-professional comments, request
non-compliant modifications, or hire non-professionals for home renovation works.
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FEHEZ O A TE) | FIRIEEZE I EEIEA# - AIIAE FEE FE RERE - (Hi54
BN -
(Consumers can receive knowledge on home renovation from a variety of sources, such as

online matching platforms and television programmes, but the information may not be
accurate.)

Manpower shortage

Interviewees noted that home renovation workers tended to be above 50 in age. Labour supply
in the industry is falling, both at working and supervisory levels, due to ageing, emigration and
unwillingness of the younger generation to enter the industry. The situation would keep
worsening in the next decade if the above problems were not solved or alleviated.

"TANFRELEITERK - BIEFEAR - 1BXRZFEANTT - REEGIETEN L+
Zik S IREFEEEANSRETHEHFAEE -

(There is not enough manpower to cope with the demand. The on-site workers are getting
older, but there is a lack of young people entering the industry. The youngest workers are
already in their 50s. Many middle managers and supervisors have already left Hong Kong.)

Increase in costs

Costs of both labour and raw materials had been rapidly increasing. Given the shortage in
labour supply, traders had to follow the wage increases announced by the Hong Kong
Construction Industry Employees General Union to compete for on-site workers.

Interviewees put forward or provided views on the below suggestions to improve the overall
quality and professionalism of the home renovation industry, although difficulties in
implementation are anticipated.

Blacklist scheme

Concurring with consumers' views, some interviewees also opined that a blacklist scheme might
be useful at least for informing consumers of certain unscrupulous traders. However,
interviewees also questioned the scheme’s usefulness as blacklisted traders could carry on with
impunity by setting up a new company with a different trade name.

Mandatory standard form quotation

Some interviewees agreed that having a standard form quotation could provide better
protection for consumers. However, some cautioned that a standard form template might only
be helpful in some regards, such as quantifying items and standardising T&Cs. Conversely, a
standard form quotation may fail to cater for different approaches of works provided by
different home renovation companies given the complexity of renovation works and variety of
consumer requirements. Moreover, with a standard contract, consumers may eventually shift
their focus to pricing as it is directly comparable, and neglect other factors and details.
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Mandatory licensing/registration scheme

Some interviewees suggested establishing a licensing/registration scheme for specific home
renovation works in order to prevent home renovation companies from absconding. However,
some interviewees expressed concern that the scheme could significantly increase the
operational costs of small-scale companies and aged workers who offer cheaper services. To
strike a balance, they suggested that the scheme coverage should be limited to home
renovation companies rather than individual workers. Also, a structured monitoring
mechanism would be crucial to ensuring effectiveness of the scheme and to undertake
enforcement actions.

One interviewee proposed that the licensing/registration scheme could be developed based
on the current Minor Works Control System (“MWCS") by the BD.

Views against imposing control

TIREZLTEFREEE - BB PIE AT O E L IR L IFAER - UARER
BHOEHE ~ BT FEXEIETHIE  EEEBEFELENIARE -

(Many on-site workers don't like to be requlated because they fear that the
Government can access their employment records, and check their compliance with

tax returns and their eligibility for applying for unemployment allowance, whether
their income exceed the criteria for PRH, etc.)

TREIESRAZAAZEES - REE -

(Renovation works involve too many specialised items, so requlation would be hard.)

P ZNEREEHE S/ BIEFE RA# K FERIBAIZENE BN - FLAME T E
B EEZ REERERLVIIREER - FIXBTFERE—LFENG  SHE
EREEE /| HIEFEEFEIEE -

(Licensing system may make it harder for small scale businesses and aged workers
with lower knowledge level. Some vulnerable consumers can only afford a fairly low
renovation expense, so the Government shouldn't obliterate those companies which

could provide cheaper options as this will increase the burden on consumers. Small-
scale businesses also have their role to play.)

Specialised requlatory authorities

Three interviewees suggested establishing specific authorities to oversee the industry, handle
disputes between consumers and home renovation companies, and provide professional
consulting services.
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Views supportive of strengthening control

T RTIEN %21 2\ SR & E ST - 4
(The Government should strengthen the supervision of companies and impose
harsher penalties.)

TR —EELHE - BBIEEFZEH TFLER (#KF) 1 - B OfpIEEZE
BB -
(Establishing a registration system, similar to the CIC's “Green Card", may prevent
unfinished projects and absconding traders.)

TETEEBREREHEEFNE - BIMPIRIFRELIIEE - 4

(The Government should implement policies and mechanisms to monitor workers’
charges, such as their charging standards on time basis.)

BT EREL I IRIEE T B A IFA L - B2 IR IIAEEE
RIEZ BB S ISRAKFRHILFE © 4
(The Government can require home renovation companies to submit quotations to

the relevant council for record, or even establish a compensation system to provide
assurance for projects that exceed a certain amount of expense.)

Better public education for consumers

Some market players voluntarily published guidelines as reference for consumers, yet some
interviewees deemed them more akin to marketing materials and some contents were not fair
or practical enough. It was suggested that the Government and industry associations should
enhance consumer education by setting up an official channel to publicise accurate and
practical home renovation information. Interviewees also emphasised that it was essential to
educate consumers not to just focus on prices when choosing home renovation companies.
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Views on information provision and consumer education

TERIBEELFTERRE BEENEHEZE  FESFETEZSE -
(Strict regulation is unbeneficial to the industry's development, it is necessary to
change the mindset of consumers, such that the price tag is not their sole focus.)

TEEZHMNIRES O YouTube BEIFEM - 1BMIFIITZ TR Z Al X 15
1B FEESHE Ty & -
(Although consumers can easily obtain information from YouTube, they lack the
knowledge to evaluate the quotations and distinguish the tricky ones.)

T TR EE— A BELEE Ripi LIz - IWERFIZHE -
(The industry should play a consultancy role to monitor and coordinate projects, and
help evaluate quotations as well,)

" HhF B L IBIRI N BIFE S 12\ SIER T AAE LIE A FRIE AN - AP E A —
EEE - [BZH— NGB ILHIEE RINA —HIRIEEH  HEZHEEZIE
BRI E AL &S T L FE LHIBE ©
(Nowadays there are many different private organisations or companies which
provide different information on the internet, but such information may not be
accurate. There should be a representative authority to disseminate renovation

knowledge, as communication of the parties can be facilitated when consumers have
more accurate information.)

Escrow services

Two interviewees suggested establishing an authorised organisation to provide escrow service
for home renovation payments to safeguard the service quality of home renovation companies.
Stake-holding of payments might be also useful in preventing project failure. One interviewee
recommended that payment for a whole-unit renovation be split into five instalments and that
the final payment be released to the home renovation company only upon receipt of furniture,
considering most of the disputes or failure arose when payments had substantially been made
before bespoke furniture was delivered.

FE—EETRBA FEEBYFREREER HEREZXH - WREELNTFEE
T BB INUBRENE LT - T LRESR - FREE - ) L EEEEE -
B~ JBERTHE - |
(An official institution or platform is needed to help keep the home renovation fee until the
completion of the project. If the home renovation company requires capital, the institution
can provide a low-interest loan to the company. Higher interest rates would be charged

for lengthier periods of time required to complete work, which may minimise the chances
of slow work progress, delay, or unfinished projects.)
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Standardised works for public rental housing estates

Targeting issues that mainly concern PRH estates, one interviewee proposed standardising PRH
design. Specifically, the HA could provide a fixed number of options for each item (e.g. paint
colour, flooring materials, lighting, etc.) for consumers to choose and the corresponding works
would be carried out by designated home renovation companies, to minimise renovation costs
and lower the chance of disputes.

Various market-driven initiatives promulgated by professional associations in the private sector
have purported to advance consumer protection and empowerment through the home
renovation journey. The public sector bodies interviewed also maintain sectoral measures
aimed at ensuring quality of home renovation companies and works within the scope of their
purview. Initiatives of other bodies such as the Hong Kong Q-Mark Council ("QMC") and IFEC
are also set out below for reference.

Box 2: A snapshot of the stakeholders interviewed

Professional associations

Asia Designers Community

The ADC was set up by Home Journal, an interiors and design magazine in Asia which has a readership
comprising mainly middle to high-end property owners. According to the ADC, there are currently
around 6,000-7,000 interior designers in the market, most of whom belong to boutique interior design
firms. Quite often, consumers rely on referrals to look for quality designers.

Hong Kong Arbitration Society
The HKAS is a non-governmental arbitral institution in Hong Kong. The HKAS supports the “Mediation
First, Arbitration Next” dispute resolution mechanism.

Hong Kong Building Inspection Association

The HKBIA was founded by a group of building inspection personnel specialised in the inspection of flats.
According to the HKBIA, there are around 50-100 businesses offering building inspection services in the
market. Building inspectors focus either on inspection of first-hand properties and drafting of a defect
list for rectification by developers, or other more complicated projects such as preparing inspection
reports on water seepage incidents.

Hong Kong Institute of Surveyors

Established in 1984, the HKIS is a surveying professional body in Hong Kong incorporated by legislation.
It has 11,013 members, of which 7,756 were corporate members, 55 were associate members and 3,202
were probationers and students. Its scope of work includes setting standards for professional services
and performance, establishing codes of ethics, determining requirements for admission as professional
surveyors, and encouraging members to upgrade skills through continuing professional development. It
also has a consultative role in government policy making and on issues affecting the profession. It has
advised the Government on issues such as building safety and unauthorised building works, construction
quality, as well as problems of property management.

71



Hong Kong Mediation Accreditation Association Limited

The HKMAAL is a leading accreditation body for mediators in Hong Kong. It sets accreditation standards
of mediators and accredits trainees as mediators upon their satisfaction of such standards. All HKMAAL
accredited mediators are required to observe the Hong Kong Mediation Code.

The HKMAAL maintains panels of accredited mediators under two categories: “General” and “Family”.
Under the General category, i.e. the HKMAAL General Panel of Mediators, mediators may further be sub-
categorised according to their areas of practice, e.g., accounting, banking, building, construction,
employment, IT and professional negligence, etc.

Public sector bodies

Buildings Department

The BD is the government department which enforces the BO. Pursuant to the BO, any person intending
to carry out building works in private buildings or on private land is required to appoint an authorized
person and, where necessary, a registered structural engineer to prepare and submit plans for approval
by the BD, unless the works are exempted under section 41(3) or (3B) of the BO or fall within the scope
of minor works that can be carried out under the simplified requirements of the MWCS provided in the
Building (Minor Works) Regulation (Cap. 123N) (“"BMWR"). The MWCS provides an alternative for
building owners to carry out small-scale building works in a lawful, simple, safe and convenient manner.
There are currently 187 minor work items which are classified into three classes under the MWCS
according to their nature, scale and complexity, as well as the risk of safety they pose. Examples of minor
works relevant to home renovation include erection of non-load bearing block walls in a flat and
construction, repair or alteration of windows.

Construction Industry Council

The CIC is a statutory body established in 2007 under the Construction Industry Council Ordinance (Cap.
587) ("CICO"). The main functions of the CIC include, amongst other things, to improve the performance
of persons connected with the construction industry through establishing or administering registration
schemes or rating schemes; and to promote good practices in the construction industry in relation to
dispute resolution, environmental protection, multi-layer subcontracting, occupational safety and health,
procurement methods, project management and supervision, sustainable construction and other areas
conducive to improving construction quality. Registration schemes include the registration of workers
under the Construction Workers Registration Ordinance (Cap. 583) (“CWRQ"), the Registered Specialist
Trade Contractors Scheme (“RSTCS”) and the Technically Competent Persons Registration Scheme.

Hong Kong Housing Authority

The HA is a statutory body established in 1973 under the Housing Ordinance (Cap. 283). The HA develops
and manages different types of public housing, including PRH. It is responsible for providing new SSF
developments as part of the Government's housing policy. The HD serves as the HA's executive arm.

Independent Checking Unit of Housing Bureau

The ICU of the HB exercises statutory building control of properties developed by the HA that have been
sold or divested, under the delegation of the Building Authority, in accordance with the BO and the
policies and guidelines of the BD.
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Consumer education through information dissemination

Hong Kong Renovation Guideline by HKBIA, HKAS and an online matching platform

With the stated objective of promoting good practices in the home renovation industry, the
HKBIA has in conjunction with the HKAS and an online matching platform promulgated a set
of guidelines entitled “Hong Kong Renovation Guideline” (“Renovation Guideline”) which is
publicly accessible on its website. Importantly, the Renovation Guideline provides education
and guidelines to consumers on various types of works including demolition, waterproofing,
plastering and painting, a self checklist for inspection upon handover, a sample standard
quotation with contract terms and a list of items to be retained during renovation at the option
of the consumer such as air-conditioners, curtains and door frames. These institutions
encourage companies and consumers to adopt the Renovation Guideline in their contracts.

BD’s Building Information Centre, HA's Housing Electronic Building Records Online System
and other information sources

In the public sector, informational sources include:

() The Government website which provides general information on water seepages, windows
maintenance, unauthorised building works and licensed and qualified contractors™.

(i) The BD’s Building Information Centre (“BIC") and its online Building Records Access and
Viewing On-line ("BRAVOQ") system', which makes available public plans and minor works
records for inspection to facilitate consumers’ assessment of whether certain works such
as alterations may legitimately be carried out or otherwise require regulatory approval.
The BD also provides educational alerts to consumers on the need to follow relevant
procedures (including seeking regulatory approval) when carrying out alterations and
additions works on its website'.

(i) The HA's Housing Electronic Building Records Online System maintains a record of the
approved plans and related documents of HA buildings®.

(iv) The IFEC which provides a model spreadsheet to assist consumers in budgeting for home
renovation, together with six consumer tips to avoid pitfalls'.

Accreditation and other schemes to empower consumer choice of quality companies

HKBIA's accreditation scheme of quality contractors

In 2023, the HKBIA also launched an accreditation scheme of quality contractors ({8 E¥#).

Accreditation is based on five broad assessment criteria: (i) company operations; (ii) terms of
contract, (iii) quality of customer service, (iv) project management and (v) quality of renovation.

"Hong Kong Building Inspection Association (2022). Hong Kong Renovation Guidelines. Retrieved from
https://hk-bia.org/en/%E9%A6%99%E6%B8%AF %E8%A3%ID%E4%BF %AE%E 6%8C %87 %ES5%BC%I5/

2. GovHK (2023). Home Maintenance and Repair. Retrieved from
https://www.gov.hk/en/residents/housing/maintenance/tips/homemaintenance.htm

3 Buildings Department (2023). BRAVO - Online building records. Retrieved from
https://www.bd.gov.hk/en/resources/online-tools/BRAVO-online-building-records/index.html

4 Buildings Department (2023). Alteration and Addition Works in Domestic Premises. Retrieved from
https://www.bd.gov.hk/en/resources/fag/index_alteration_and_addition_works_in_domestic_premises.html
> Hong Kong Housing Authority (2014). What is HeBROS. Retrieved from
https://eservices.housingauthority.gov.hk/hebros/home?locale=en

16 The Investor and Financial Education Council (2018). Budgeting for home renovation — 6 tips to avoid pitfalls.
Retrieved from https://www.ifec.org.hk/web/en/blog/2018/07/how-to-avoid-renovation-pitfalls.page
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Each criterion includes various sub-criteria. For instance, under “company operations”, the
company is required to provide information on qualifications of itself and its staff,
organisational structure, modus operandi, performance pledge, complaint handling
mechanism, customer service, self-assessment upon project completion and staff training. The
company is required to provide supporting documentation in support of each sub-criterion. In
addition, the company is required to provide samples of recent written engagement contracts
for the HKBIA's inspection. The company’s engagements shall be subject to three onsite
inspections by and two reports from the HKBIA according to its Renovation Guideline.

There are currently around 50 companies accredited under the scheme. The annual
certification fee is HKD8,000 and HKD10,000 for member and non-member of the HKBIA
respectively. An accredited company is required to apply for re-certification each year.

ADC’s SGS x Home Journal Interior Design Service Excellence Certificate

In 2021, with the stated objective of uplifting the standards of the interior design industry and
empowering consumers with better means of access to quality services, the ADC in
collaboration with SGS (a globally recognised certification services provider) established the
“SGS x Home Journal Interior Design Service Excellence Certificate” certification scheme (“ADC
Scheme”). Obtaining the certificate demonstrates the service provider's commitment to meet
client expectations along with its competence to deliver quality design services. The ADC's
Home Journal magazine also provides media coverage for certified design companies to
promote their services.

In order to be certified under the ADC Scheme, an applicant must first become an ADC member
upon payment of a yearly membership fee ranging from HKD30,000 to HKD78,000. An
assessment is then conducted by the ADC and SGS based on documents review, on-site
assessment, the member’s legal and financial status, qualifications and licences, and presence
of minimum contract terms in its project quotations. Other criteria include the level of
compliance with laws and regulations, licences and insurances obtained, availability of
information privacy and data security measures and mandatory basic safety training courses
attended by employees and subcontractors (such as green card training course of the Hong
Kong Institute of Construction). Consideration will also be given to the member’'s commitment
to green procurement and waste reduction. The fee for a three-year certificate is HKD50,000.

During the three-year period of certification, SGS will carry out annual audits of the trader’s
work to ensure continued compliance with the certification requirements. SGS will also conduct
customer satisfaction surveys of completed projects. Since 2021, out of 40 to 50 ADC members,
some 10 interior design companies have applied for and obtained the certificate. Most of these
companies operate on a larger scale (e.g. with more than 10 staff).

Hong Kong Q-Mark Service Schemes

The Federation of Hong Kong Industries” QMC administers various Q-Mark Schemes with a
view to enhancing the product, service and environmental standards of companies. All
products and services with displayed Q-Mark labels are audited by the QMC on a regular basis
to ensure that the stringent quality requirements of the schemes are met. Home renovation
service providers may apply for certification under two Hong Kong Q-Mark service schemes,
which aim to recognise companies offering excellent services and assist them with upgrading
their service standards continuously. Assessment criteria include mystery shopper visits and
assessment of the company including reviewing documents and management control system
such as the operational manuals. The mystery visits aim to assess the company on aspects
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such as appearance, greeting and objection handling. Upon the grant of licence, there would
be regular follow-up surveillance visits including mystery visits and company visits before the
licence could be renewed. Currently, there are seven companies providing interior
design/renovation/furniture which have received the Q-Mark certification under the above
schemes.

HA's Reference List of Decoration Contractors

The HA maintains a Reference List of Decoration Contractors (“RLDC"), which aims to facilitate
tenants of newly completed PRH estates and owners of new SSF developments to access and
engage decoration contractors (“DCs") for decoration works. For PRH estates, tenants are
required to submit application and obtain prior approval from the HA before the execution of
decoration work. For SSF development, owners should submit application and obtain prior
approval from the respective property management agent. If the alteration contravenes
relevant clauses of the DMC or involves structural element, approval from relevant authorities

is required. The stated purposes of the RLDC are to ensure that decoration works would be

carried out properly, so as not to adversely affect the building structure and to reduce, as far
as possible, the disturbance caused to tenants by other decoration personnel. It also seeks to
prevent infiltration of triads and provide more choices of DCs to tenants, so that indoor
decoration works in new estates and courts can be carried out in an orderly manner during the
intake period. As of 3 January 2024, there were 201 DCs on the RLDC which is publicly
accessible on the HA's website".

Open invitation for admission onto the RLDC is made every two years and assessed according
to established criteria: (i) have an amount of cash at bank and/or usable unutilised balance of
bank overdraft facility at a total sum of not less than HKD2.4 million, (ii) have at least five years’
experience in decoration works, (iii) total value of works carried out in the past three years
should not be less than HKD3.2 million per year, (iv) have undertaken at least one contract of
value not less than HKD640,000 in the past three years, and (v) possess a proper
workshop/shop/office of reasonable size. Police records would be checked against owners,
directors and staff for absence of triad activities.

At least two DCs would be allocated to station at new PRH blocks/estates or SSF developments
by a ballot process, with a ratio of one contractor to 250 households. Upon allocation and
prior to stationing, the DCs will be required to sign a licence/agreement, normally valid for 12
months, requiring DCs to (amongst other things): (i) display its Business Registration Certificate
on site, (ii) not use duress, intimidation, threat or other illegal means in negotiation and
concluding engagements with residents, (iii) issue a work order in relation to each renovation
item containing prescribed T&Cs as set out by the HA, (iv) hold all necessary licences and
permits, (v) comply with the BMWR, and (vi) not sublet or subcontract any part of the works
without the HA's prior written approval.

A DC may be suspended or removed from the RLDC and/or have its licence/agreement
terminated if it () commits serious misdeeds such as offence or misconduct (including
corruption, fraud, breach of faith and acts which would cause serious damage to property or
serious nuisance or disturbance), (ii) fails to heed the HA's warnings or make good its fault, or
(iii) becomes bankrupt, goes into liquidation or have a petition for bankruptcy or winding-up
presented against it. In this regard, through a bi-monthly assessment, the HA shall monitor

7 Hong Kong Housing Authority (2023). Reference List of Decoration Contractors. Retrieved from
https://comis.housingauthority.gov.hk/ha/eng/ctp_list_adc.jsp?LIST_CD=ADC
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each DC's performance and investigate into any unfavourable comments from tenants/SSF
owners, with written warnings issued if under-performance is found.

DCs on the RLDC are, however, not service contractors, employees, agents or representatives
of the HA/HD. PRH tenants and SSF owners are free to engage any DC on the RLDC, employ
any other contractor in the open market, or do the decoration works by themselves, but all of
them must follow certain mandatory T&Cs for decoration works printed at the back of each
works order as required by the HA. The HA/HD also assumes no legal liability whatsoever for
loss or damages arising from the decoration works.

Minimum or standard contract terms providing clarity on parties’ rights and obligations

The standard contract provisions in the ADC's scheme, HA’s RLDC, the Renovation Guideline
and the HKIS' standard form of contract seek to walk through the entire journey from
commencement of work to project completion, as well as provide for how disputes shall be
resolved. A high-level comparison of the scope and nature of such provisions is set out in
Table 12.
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Table 12: Comparison of scope and nature of standard contract provisions between organisations

Basic information

SGS x Home Journal

Guidelines for Reference

Hong Kong Renovation

Standard Form of Contract

workmanship

provide quality
assurance and

(Reasonable skills)

Source Interior Design Service List of Decoration Guideline for Decoration, Repair and
Excellence Certificate Contractors Maintenance Works
Year 2021 2022 2022 2008
D - -
L . . New PRH estates and SSF . gcoratlon, repair and
Applicability Interior design contracts Home renovation contracts | maintenance works of a
developments .
simple nature
Nature Voluntary Voluntary Voluntary Voluntary
Work and price
_ Company v v v v
information
Pri v x v v
rice . )
(Itemised price)
Scope of work and
specification of work v x v v
items and materials
v v v
Company needs to According to standards in .
Standards of ( pany v ( "9 ! (Good and workmanlike

the Renovation Guideline,
including handover self-

manner; reasonable skill and

permits)

. care
guarantee) check list) )
Project period
(mcludn'qg start/ v v v v
completion dates
and extensions)
Periodic
payment schedule (if v x v v
any)/payment terms
v v
Deposits x x (Deposit to be paid as per | (Deposit to be paid as per
payment schedule) payment schedule)
Payment protection x x x x
Operational aspects
Y v
- . Th to gi
Sufficient working (The consumer o give (The consumer to keep
x x vacant possession of . -
area ) working areas sufficiently
premises to the company by .
clear of obstructions)
commencement date)
v
(Price shall be referable to
Work variations N « price of same or similar v
items in the contract;
otherwise, to be agreed by
parties)
v v
Subcontracting N (No subcontra}cting M (No subcontractirjg w.ithout
without the HA'’s prior the consumer’s prior
written approval) consent)
Health anc'| safety v v « v
precautions
Protection of
L. x x x v
finished works
v
C li ith (as well as holdin Y
omplance wi v . 9 x (as well as DMC and to
laws necessary licences and
apply for approvals)
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v

Completion x x (Able to reasonably occu Y
standards y ) Py (Free from obvious defects)
and use the premises)
Cleaning upon v v v

. X
comiletlon

Warranty and

(Six months of defect

liability period upon

Liquidated damages v N + (Optional) .
for delay
v
{ . e
v (Defect liability period to be (Thr'eed—month dEfe;t. I1|ag)|l|t;/
v (Six months of defect agreed; part of final period or as agreed; 10% o

payment (to be agreed) may

final or each progress
payment (or as agreed) may

Cooling off rights

guarantees o . ; :
liabil i hhel
iability period) completion) 'bg withheld, to be palq be withheld, to be paid
within seven days of making| .~ .
within seven days of making
good any defects)
good any defects)
v
v (Either party may terminate
(Quotation to expire within | the contract if the other
30 days of issue unless it is does not comply with
v signed by both parties. certain obligations stated
(The consumer may such as the company’s
terminate the contract if | Works to commence within | fajlure to carry out the
L the company fails to one month of the works regularly and
Termination x ) .
execute the decoration commencement date as | diligently, non-payment of
works in accordance with | stated, failing which the amount due from the
the contract by giving | quotation shall be deemed |consumer and prevention of]
seven days' written notice)| o pe terminated unless | carrying out the works by
there are reasonable the consumer; and failure to
grounds for delay) remedy the default vylthln
seven days upon written
warning)
v
(Upon breach of the
company, the consumer is
not bound to make any
further payment to the
v .
) v company until after
(RI?ht tto sgt—c();‘f the (A party who terminates a | completion of works by
. cgn ract price aue or contract before another company, and may
Remedies for breach x which may become due L
against anv sum commencement date shall |recover the additional costs
9 y pay 10% of the contract sum| of completing works and
recoverable from the as liquidated damages) ;
company) q g damage caused; upon
breach of the consumer, the
consumer shall pay the
value of the work properly
executed and unfixed
materials/goods ordered)
Insurance v v v v
X X X X




ADC's SGS x Home Journal Interior Design Service Excellence Certificate

Companies accredited under the ADC Scheme are required to include minimum contract terms
in their project quotations. Such terms include a list of project charges, project period
(including time extension criteria), liquidated damages for delay, description of materials,
payment by instalments, six-month defect liability period and complaint-handling mechanism.

Hong Kong Renovation Guideline by HKBIA, HKAS and an online matching platform

The Renovation Guideline contains standard contract provisions on various aspects of a home
renovation project, including payment arrangements by instalments, construction and warranty
periods. The dispute resolution mechanism is mediation followed by arbitration at the HKAS.
Companies accredited under the HKBIA accreditation scheme are required to adopt the
Renovation Guideline, including the standard contract provisions in their engagements. The
HKBIA encourages companies and consumers at large to adopt the Renovation Guideline,
including the standard contract provisions.

HKIS’ Standard Form of Contract for Decoration, Repair and Maintenance Works

In 2008, the HKIS published a standard form of contract for decoration, repair and maintenance
works. Whilst stated to be applied to works of a simple nature with a contract value up to
HKD400,000 (at 2008 prices), the HKIS considers the standard form of contract to be suitable
for home renovation projects in general. The standard form of contract is publicly accessible
free-of-charge on the HKIS' website™.

HA's Reference List of Decoration Contractors

As mentioned, the HA also requires DCs to include, in verbatim and legible Chinese characters
at the back of each works order, prescribed standard T&Cs for each item of renovation.

Alternative dispute resolution services to court litigation

HKAS - mediation and arbitration

Whilst court litigation may be protracted and (if brought in the District Court or High Court)
expensive, the HKAS seeks to offer a potentially speedy, cost-efficient alternative of arbitration
under its arbitration rules. Under the Renovation Guideline which HKBIA-accredited companies
are required to adopt, the dispute resolution mechanism is mediation followed by arbitration
at the HKAS.

According to the HKAS, a typical arbitration would normally be able to be completed within
three months of commencement. A compact timetable is provided for in the HKAS' arbitration
rules for submission of evidence, with hearings taking place in the course of one day and
without legal representation. The arbitrations would be conducted by barristers (with some
holding also surveyor or civil engineer qualifications) and the awards would be reasoned.

Under the HKAS arbitration fee scale, the arbitration fee is based on the aggregate claim and
counter-claim amount. For example, a fixed arbitration fee of HKD25,000 is charged for claims
and counterclaims between HKD80,001-250,000 in aggregate. The highest arbitration fee is
HKD480,000 involving an aggregate dispute amount exceeding HKD20 million. In the HKAS's

'8 Hong Kong Institute of Surveyors (2014). Standard Form of Contract for Decoration, Repair and Maintenance
Works. Retrieved from https://www.hkis.org.hk/ufiles/DRMW-201406e.pdf
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experience, most home renovation disputes involved claim amounts under HKD250,000 and
the final instalment payment.

The HKAS also offers mediation services at a price of HKD7,000 for the first two hours and
thereafter HKD1,500 per hour of mediation.

HKIS — expert determination

In 2022, the HKIS established the Building Affairs Expert Determination Centre (Pilot Scheme)
("BAEDC"), a platform for promoting the use of expert determination in respect of building
related technical issues or disputes, including water seepage, decoration or fitting out works,
repair and maintenance works for existing buildings (but excluding disputes on the handover
status of new flats or commercial units) and liability of unauthorised building works.

Upon receiving an application for the nomination of experts, the BAEDC will nominate one
expert under its list of experts with appropriate qualifications in surveying, who shall enter into
a separate engagement agreement with the parties and determine the dispute. Such expert
determination shall, in the absence of manifest error, be final and conclusive and binding on
the parties. The expert would give reasons for his decision unless otherwise agreed by the
parties. If a party fails to honour the expert’s decision, the other party may enforce the decision
in court by suing for breach of contract.

According to the HKIS, with reference to water seepage cases, the engaged expert would
normally be able to render a decision within 180 days or a shorter period subject to individual
merits and agreement of parties. The time required for home renovation disputes may be
shorter as tests may not need to be conducted. The expert would normally charge on a time
spent basis.

The HKIS opined that expert determination is more cost-effective than traditional litigation and
arbitration. The expert is a qualified surveyor with legal training and may act as both the
adjudicator and expert in the relevant field. In contrast, it is often necessary for parties
embroiled in litigation or arbitration to engage different experts on issues of delay, defective
workmanship and quantification of damages which significantly add to litigation cost (and in
the case of arbitration, the arbitrator’s fees). Unlike litigation or arbitration which is adversarial
in nature, the expert would also be able to adopt an inquisitorial role in understanding and

resolving the dispute.

Since its implementation in 2022, there has been one application for expert determination in a
water seepage case. The HKIS took the view that it would take time for consumers and
companies to know about expert determination as an ADR, as consent of the parties is a pre-
requisite for submitting the case for expert determination. Currently, there are six surveyors
on its list of experts which the HKIS is seeking to expand.

Mandatory standard form quotation

All professional associations and public sector bodies are supportive of the inclusion of
mandatory terms into a standard contract for renovation with a view to avoiding disputes. Such
terms may cover such matters as specification of works, schedule of rates, payment terms,
drawings, completion schedule, liquidated damages for delay, insurance as well as ADR
mechanisms. Qualifications of workers such as obtaining Hong Kong Construction Industry
Trade Testing Centre trade test certificates can also be considered.
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The public sector bodies are further supportive of including a cooling-off provision for home
renovation projects. On the other hand, the HKIS suggested that its effectiveness in achieving
consumer protection should be reviewed. It observed that it is common for home renovation
companies to demolish the fixtures and fittings shortly after engagement. Owners would also
expect the company to commence work as soon as possible. It considered that other measures,
such as clear payment terms, are more important in protecting consumers.

Accreditation schemes

Whilst some trader interviewees supported the mandatory licensing or registration of home
renovation companies, the HKBIA and ADC promoted their accreditation schemes as a means
of facilitating consumer choice in quality companies.

Some public sector bodies opined that the trade should be consulted on the establishment of
an accreditation scheme, whereas one public body opined that an in-depth consultation with
construction industry stakeholders is required. They suggested that reference could be made

to various current schemes, such as the CIC's RSTCS (Box 3) catered for the construction
industry and HA’s RLDC catered for the PRH tenants and SSF owners.

Considering the nature of the accreditation scheme being to protect the average consumer,
the contract value of renovation works targeted by the accreditation scheme should cater for
different scale of home renovation projects.

Box 3: Construction Industry Council’s Registered Specialist Trade Contractors Scheme (“RSTCS")

The RSTCS was launched in 2019, succeeding the then Subcontractor Registration Scheme established in 2003.
The RSTCS aims at building up a pool of capable and responsible specialist trade contractors and
subcontractors with specialised skills and strong professional competence in the construction industry.

The RSTCS imposes comprehensive registration requirements on safety, management, job experience,
execution, finance and integrity. Contractors are categorised into groups, where higher-tier group is not
subject to tender limits. More stringent registration requirements are imposed for higher-tier groups in
relation to the six core registration elements. Registered subcontractors who no longer meet the registration
requirements or stipulated standards of conduct may receive regulatory sanctions, including written warnings,
suspension, demotion to lower tier, or revocation of registration.

At the time of this Report, the RSTCS covers 14 designated trades in the construction industry. The categories
"building maintenance” and “interior fitting out” were included on 1 October 2023.

In respect of the “interior fitting-out” category, Group 1 contractors and Group 1 (Advanced) contractors are
eligible to tender for subcontracts of value up to HKD2 million and HKD10 million respectively, whilst Group 2
contractors do not have tender limits. Taking the “Group 1" category which would cover the renovation
spending up to HKD2 million as reference, the company is required to have: (i) at least one safety staff with
safety supervisor qualifications, (i) average annual contract value of works completed over the past three years
in sum of not less than HKD800,000, (iii) at least two semi-skilled/skilled workers or registered construction
workers who completed any Hong Kong Institute of Construction courses in building repair, maintenance and
renovation or other recognised training courses, and (iv) a minimum employed and working capital of
HKD200,000 respectively. Minimum one senior management, technical staff and safety staff must also have
completed training course for registration as Registered Minor Works Contractor (“RMWC") recognised by the
BD or equivalent (or already a RMWC). Management is required to undertake continuous professional
development.
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Self-regulation

Whilst some trader interviewees supported mandatory licensing or registration of home
renovation companies, the ADC considered that self-regulation of the industry is preferable to
regulatory oversight. Guidelines could be rolled out for the reference of the industry and
consumers, taking into account the assessment criteria and requirements of the ADC Scheme.

Inspection by neutral third-party inspectors

The HKBIA considered that inspection by a neutral third-party inspector during substantive
stages of the project and at completion could avoid or facilitate resolution of disputes, by
delivering impartial, fair and professional comments and advice on, for example, defective work
or substandard materials. In its experience and view, some complaints originated from
consumers’ unfamiliarity with different aspects of the renovation process or holding
unrealistically high expectations of workmanship, bearing in mind that construction is not a
piece of artwork.

Mediation to resolve home renovation disputes

Both the HKIS and HKMAAL were supportive of attempting mediation to resolve home
renovation disputes. The HKMAAL expressed that it may consider adding home renovation as
a new area of practice in the general category of mediators.

Better public education for consumers

All public sector bodies agreed that consumer education is of paramount importance in raising
awareness of the risks and liabilities involved in home renovation projects. In particular, some
stakeholders pointed out that, whilst most interior home renovation works such as internal
plastering and painting do not require prior approval and consent of the BD, some works such
as layout alterations, windows replacement and external wall improvements may affect the
structural, environmental or fire safety of the property or the building which is regulated by
legislation. The risk of such contraventions may in some cases not be immediately apparent
to home renovation companies, let alone the average consumer. There may also be alteration
restrictions in the DMC. Some home renovation companies seeking to promote their
renovation services may refer consumers to similar (unauthorised) alterations made at adjacent
flats, thus conjuring an impression that such alterations are legitimate.

As such, some public sector bodies considered that prior to commencing renovation work,
consumers should consult relevant building professionals on legality of the works or otherwise
the regulatory approvals required. Two currently available information sources were suggested:
(i) property management companies for preliminary advice and (ii) the BIC of the BD for
inspection and copying of building/minor works records for all private buildings.

Some public sector bodies pointed out the need for a centralised information dissemination
platform in the long term, such that important information pertinent to home renovation could
be given to consumers, including their obligations under the relevant legislations and the DMC.
The HKIS suggested that consumer tips could be given based on lessons learnt from prevailing
incidents.
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Escrow arrangements

Whilst some public sector bodies do not oppose the use of escrow arrangements to stake-hold
consumer’s deposit payments, some stakeholders expressed concern that the fees charged by
the escrow agent may be passed onto consumers, thus increasing the cost of the renovation.

Compensation fund

The HKAS suggested the establishment of a government trust fund to protect consumers
against insolvent traders. The fund should have a right of recourse against the company for
reimbursement of sums paid to consumers to protect public money from abuse by
unscrupulous traders.

After revisiting traders’ actual practices when they engage with consumers, the Council
interviewed 16 home renovation companies and online matching platforms to understand the
issues and challenges from their perspective. The interviews revealed that many of the issues
discovered in the preceding Chapters were attributable to the industry’s nature and structure.
For example, interviewees revealed that some improper and substandard traders have been
able to get away with their unscrupulous practices owing to the lack of monitoring in the home
renovation industry. Low information transparency in the industry was another key issue. It
was difficult for consumers to know the price range for conducting different kinds of works;
and it was uncommon for traders to provide a comprehensive work schedule to consumers or
proactively inform them about compliance requirements. These kinds of problems could give
rise to misunderstandings or even disputes between the two parties.

In addition to the above issues observed, traders commonly came across challenges such as
labour shortage, cost increases, and insufficient support for the home renovation industry.
There was also a lack of clear and official guidelines in the industry for traders to follow.

In view of the above issues, interviewed traders were of the view that regulating the industry
could be challenging but certain measures could still be considered, such as establishing a
licensing/registration scheme for specific home renovation works; and establishing specific
authorities to monitor the industry, handle disputes between consumers and home renovation
companies, and provide professional consulting services. Meanwhile, for measures such as
creating a blacklist scheme and providing a standard form quotation, some interviewees
anticipated limitations. For example, traders could easily set up a new company to replace the
blacklisted one; and it might be hard to set an objective standard for some home renovation
works that might be included in a standard form quotation.

On the other hand, various market-driven initiatives by trade or professional associations in the
private sector seek to advance consumer empowerment and education, through promulgation
of the Renovation Guideline covering major aspects of a home renovation project,
accreditation of contractors under quality schemes, establishment of standard contract terms
and offering of ADR services including arbitration, expert determination and mediation. In the
public sector, the HA maintains a list of contractors for the benefit of residents of PRH estates
and SSF developments, and the BD provides services to the public for inspection of relevant
building plans and minor works records. These stakeholders unanimously agreed that
consumer education is most critical, with public sector bodies advocating for a centralised
information dissemination platform, as well as third-party professional advice and third-party
inspections for consumers who often lack expertise to assess whether the works involved are
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compliant with laws or contract. They were also generally supportive of establishing mandatory
contract terms to better protect consumers and, upon industry consultation, the establishment
of accreditation schemes with reference to the HA’s RLDC and CIC's RSTCS. In this regard, the
private sector bodies preferred self-regulation of the industry rather than regulatory oversight.
Other supported measures include escrow arrangements for stake-holding consumer’s deposit
payments and cooling-off periods, albeit some stakeholders expressed concern that escrow
arrangements could increase the consumer’s cost of the renovation and that cooling-off
periods may run contrary to both the consumer’s and the home renovation company’s desire
for work to commence as soon as possible upon engagement. One stakeholder also suggested
the establishment of a government trust fund to protect consumers against insolvent traders.
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6 Consumer Protection under the Current Regulatory
Regime

6.1 Introduction

Whilst Chapter 5 examines the current initiatives and services launched by stakeholders seeking
to enhance consumer education and empowerment in the home renovation journey, this
Chapter reviews the extent to which current laws, regulations and judicial system are able to
effectively protect consumers and, in case of dispute, provide redress to a party.

6.2 Laws and Regulations Relevant to Home Renovation Projects

Technical Safety Aspects of Renovation Works

A myriad of laws and regulations seek to regulate the safety of renovation works (Table 13):

Table 13: Laws and regulations regulating the safety of renovation works in Hong Kong

To ensure that the
property remains
structurally safe, the BD's
approval of  building
plans and consent s
required for alteration
and addition works.

Removal of structural
wall, beam or column.

Fine of up to HKD400,000
and two years'
imprisonment, or up to
HKD1 million and three
years’ imprisonment if
risk of personal injury or
damage to property is
involved.

The BD may also issue
removal or alteration
orders, non-compliance
with which may attract a
fine of up to HKD200,000
and one year's
imprisonment, plus
HKD20,000 per day of
non-compliance.

Minor works, exempted
works and designated
exempted works

To simplify the statutory
procedures, not all
building works require
the  BD's  approval.
However, to maintain
safety of such works,
certain  “minor works”
need to be carried out by
prescribed building
professionals and/or
prescribed registered
contractors under the
MWCS. There are
currently 187 minor work
items which are classified
into three classes under
the MWCS according to
their nature, scale and
complexity, and the risk
to safety they pose. The

Erection of non-load
bearing block walls in a

flat

Construction, alteration,
repair, removal  or
replacement of windows

Erection/Alteration of an
internal staircase which is
not a fire escape staircase
or means of rescue

Fine of up to HKD100,000

and Six months’

imprisonment.

In addition, a person who
knowingly engaged
unqualified workers to
carry out minor works is
liable to a fine of up to
HKD100,000.

Certain items are
exempted works under
the BO and 30 items are
designated  exempted
works under MWCS of
which the complexity and
risk to safety are assessed
to be lower than that of
minor works. Examples
include erection,
alteration or removal of
supporting frames for
specified air-conditioning
unit/light  fittings and
drying racks of specified

dimensions or
specifications,  painting,
internal  plastering  or

wallpaper works, repair
or  replacement  of
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carrying out of such
works needs to be
notified to the BD prior to
commencement and/or
after completion.

internal  branch  pipe
(other than embedded
pipe) or sanitary fitment
works, and removal of
non-load bearing
partition walls which do
not require fire resistance
rating.

Electrical works on fixed
electrical installations
such as wiring
installations and lighting
fittings which are fixed in
premises shall be carried
out by qualified electrical
workers registered with

Lighting fittings fixed in
premises

Fine of up to HKD50,000
on a first conviction and
HKD100,000 on a
subsequent  conviction
and in either case liable
to imprisonment for six
months.

A person who is not a
registered electrical
worker could work under
the oral or written
instruction of a registered
electrical  worker  for
specified work who is
aware of and responsible

the Electrical and for that person’s work; or
Mechanical Services participate in approved
Department. training courses or tests.
Specified plumbing | Construction, alteration, | Fine of HKD25,000 Alterations or repairs
works related to fire | installation or removal of which are of a minor

service or inside service
require approval of the
Water Supplies
Department and/or shall
be carried out by licensed
plumbers or registered
plumbing workers.

a fire service or inside
service.

nature and subject to
certain conditions, such
as replacement of pipes
or fittings within a flat
and repairs to leaking
pipes or fittings such as
tightening  joints  of
leaking pipe and fixing
components of leaking
fitting.
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On the other hand, the owner of a property is responsible for ensuring compliance with these
laws, as well as any restriction in the DMC. The owner may face a risk of being visited with the
penalties and consequences of any contravention or at least an investigation by the regulator.
Any such contravention may also affect the owners' fire and home insurance policies.

In addition, under the Occupiers Liability Ordinance (Cap. 314), the owner as occupier of
premises owes a duty of care to ensure that his visitors (that is, workers) are reasonably safe in
their contemplated use of the premises. In this regard, the Occupational Safety and Health
Council has suggested that consumers should take steps to ensure that the home renovation
company has purchased ECl and TPLI covering the renovation works and premises, naming the
owner as principal and co-insured.

As the preceding Chapters identify, however, consumers generally do not make (or make
sufficient) inquiries into whether home renovation companies will engage suitably qualified
workers. They may also have relied on misrepresentations or wrong advice of companies in
proceeding with unauthorised works. Public sector bodies had also expressed concern that
consumers (and indeed companies) may lack adequate expertise to ascertain whether any work
require regulatory approval or otherwise is restricted. The assessment may not be
straightforward as, for instance, a piece of work exempted from regulatory approval under the
BO may still be regulated by other laws, such as those relating to environmental or fire safety.
The problem may further be exacerbated by inaccurate or deliberate misleading statements of
unscrupulous traders seeking to persuade consumers into believing that unauthorised or
dangerous works may legitimately or safely be carried out.

In light of the foregoing, whilst various laws and regulations provide safeguards against unsafe
works, the consumer is in practice reliant on the home renovation company’s advice, good
corporate governance and ethics to ensure that such works are carried out safely and in
compliance with law. The consumer is exposed to the risk of consequences and penalties
arising from any contravention by the company. To mitigate such risk, the consumer needs to
obtain sufficient information and knowledge in order to engage a reliable and professional
company that would provide proper advice and execute work in a legally compliant manner,
as well as to conduct his own due diligence on the legal requirements underlying the intended
home renovation works.

In the absence of a specific regulatory regime overseeing home renovation companies, their
conduct and dealings with consumers are governed by general consumer-related legislation
and common law. Whilst such laws provide certain legal redress for consumers in specified
circumstances, they do not comprehensively address all the issues that may arise in a home
renovation project.

Remedies for home renovation companies’ misrepresentations

Chapter 4 highlights that at the pre-contractual stage, home renovation companies may make
superlative, bold or suspicious advertising claims.

Where a false representation of fact was made by the home renovation company, its staff or
agent which was intended to and did induce the consumer into a contract, the consumer may
claim rescission of the contract and/or damages under the Misrepresentation Ordinance (Cap.
284) or at common law. Rescission means the annulment of the contract and restoration of
the parties to their pre-contractual position.
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However:

(i)

(i)

(iii)

Not all advertising claims constitute representations at law. Statements of opinion or “mere
puffs”, such as “absolutely trustworthy”, “the best output” and “done perfectly without
unfinished work” in the advertising claims reviewed in Chapter 4, are not statements of fact
and thus are not representations. Further, generally speaking, non-disclosure of facts is

also not misrepresentation.

Given the consumer’s inexperience or lack of knowledge, a misrepresentation may only
have been discovered well after works have already commenced or even completed. For
instance, the consumer may only discover the home renovation company’s
misrepresentation that certain unauthorised alterations could be carried out without
regulatory approval upon the BD's commencement of an investigation after completion of
such works. Irrespective of whether the contract could be rescinded, the consumer’s
practical remedy would likely be to seek damages for reinstatement work, there being no
certainty however that the company would financially be able to pay such damages.

More broadly, unless the misrepresentation was made fraudulently (that is, knowingly or
recklessly), the court retains discretion not to rescind the contract, limiting the consumer’s
remedy to damages only — for instance, where by reason of the works already carried out,
the parties could no longer be substantially restored to their pre-contractual position.

Remedies for the home renovation companies’ unfair or unconscionable practices

The TDO prohibits specific unfair trade practices deployed against consumers (Table 14).
Contravention of the TDO is a criminal offence. As Chapter 2 highlights, the C&ED had initiated
28 prosecutions and secured 17 convictions for contraventions of the TDO from 2018 to
November 2023. The maximum penalty upon conviction of offences in relation to unfair trade
practices is a fine of HKD500,000 and imprisonment for five years.
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The trade description is false or (though not false)
is misleading to a material degree.

Table 14: Offences in relation to unfair trade practices under the TDO

A home renovation company representing that it
was a registered minor works contractor, when in
fact it was not.

The omission or concealment of material
information, or provision of material information
in an unclear, unintelligible, ambiguous or
untimely manner and as a result causes the
average consumer to make a transactional
decision he would not have otherwise made.

Material information refers to information that the
average consumer needs, according to the
context (including the nature of the service), to
make an informed transactional decision and may
include the identity (such as trading name) of the
trader.  Information that merely assists the
consumer or is relevant to the consumer's
decision making would not suffice.

According to some trader interviewees, some
home renovation companies may omit crucial
items in their quotations with a view to
demanding additional charges for such items
after engagement.

Bait advertising:
Advertising by a company of goods or services

which, having regard to the nature of the market
and the nature of the advertisement, there are no
reasonable grounds for believing that it will be
able to offer for supply at the advertised price in
reasonable quantities and for a reasonable
period; or the company fails to offer those
products for supply at that price for a reasonable
period and in reasonable quantities.

Bait and switch:

The making by the company of an invitation to
purchase a product or service at a specified price
if, having made the invitation, it then refuses to
show or demonstrate the product or service with
the intention of promoting a different
product/service; or refuses to take orders for the
product/service or deliver it within a reasonable
time; or shows or demonstrates a defective
sample of the product.

As Chapter 4 highlights:

(i) Discounts or free gifts offered by a home
renovation company on its website were in
fact not available.

(i) A home renovation company stated via
WhatsApp that a quotation would be free of
charge but later verbally requested a deposit
for the quotation and design.

A commercial practice which significantly impairs
or is likely significantly to impair the average
consumer’s freedom of choice or conduct in
relation to the product or service concerned
through the use of harassment, coercion or
undue influence; and it thereby causes or is likely
to cause the consumer to make a transaction
decision that he would not have made otherwise.

A home renovation company commenced works
when the parties had not yet agreed on the exact
items of work to be performed, thereby exercising
undue influence upon the consumer and coercing
him into accepting the same.

At the time of accepting payment, the company
does not intend to provide the services (or intends
to provide services that are materially different),
or there are no reasonable grounds for believing
that it will be able to provide the services within
the period he promised or within a reasonable
period.

According to complaints received by the Council
(Chapter 2), some home renovation companies
abandoned the projects or became out of reach
after receiving deposit payments or demolition
works.
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Under section 20 of the TDO, directors who consented to or connived in the offence may also
be prosecuted. Pursuant to section 18A, the court may order the convicted person to pay
compensation to any person who has suffered financial loss resulting from the offence. Section
36 further provides for a civil right to compensation by consumers who suffered loss or damage
caused by the home renovation company or other person involved, if such action constituted
an offence under the TDO and was directed to the consumer.

Besides the TDO, the Unconscionable Contracts Ordinance (Cap. 458) (“UCQO") empowers the
Court to refuse to enforce a contract or a contractual term if it finds the contract or the term
to be unconscionable in the circumstances relating to the contract at the time it was made. It
may also revise or limit the application of any unconscionable part of the contract, so as to
avoid any unconscionable results. In determining whether a contract or any contractual term
was unconscionable, the Court may have regard to the factors (among other things) including:
(i) the relative strengths of the bargaining positions of the consumer and the home renovation
company; (ii) whether, as a result of conduct engaged in by the company, the consumer was
required to comply with conditions that were not reasonably necessary for the protection of
the legitimate interests of the company;, (iii) whether the consumer was able to understand any
documents relating to the supply of the goods or services, (iv) whether any undue influence or
pressure was exerted on, or any unfair tactics were used against the consumer, and (v) the
amount for which, and the circumstances under which, the consumer could have acquired
identical or equivalent goods or services from a person other than the company concerned.

However:

(i) As in the case of misrepresentations, consumers may not be aware of a home renovation
company’s unfair practice until after its engagement. For instance, as the consumer
perception survey indicates, consumers may have little means of ascertaining the financial
standing and credibility of a company which absconded after receiving the consumer’s
deposit payment. By the time of discovery, the consumer would have already suffered loss,
with no certainty of actual recovery of sums paid. Such sums may be substantial, as the
review shows that the initial deposit may be as high as 40% of the total price quoted.

(i) As some trader interviewees postulated, home renovation companies may also seek to
mislead inexperienced consumers with attractive low-price packages that omit crucial
renovation items. A review of some quotations from mystery visits also indicated that not
all material aspects of a renovation project are covered. Milestone payment schedules may
be ambiguous, for instance, by specifying milestones according to specified percentages
of work completed rather than actual work items completed. By the time that work has
commenced, the consumer may feel that he has no other option but to pay additional
sums as demanded and/or for additional works in order to complete the project on time.

(iii) More broadly, it is possible that deficient contract terms are merely the outcome of poor
drafting as opposed to unfair or unconscionable practice. In these cases, the TDO and
UCO do not lend assistance to the consumer. Indeed, desktop research and review of
published court judgments (Annex 1) indicates that civil claims in home renovation disputes
were normally pursued on grounds of alleged breach of disputed contractual terms rather
than unfair trade practice or unconscionability. Research indicates that there has hitherto
been no reported judgment on home renovation disputes for damages pursuant to section
36 of the TDO or for relief under the UCO.
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Contractual Dealings with Consumers

Unclear or absence of contractual terms

A major pain point identified is the lack of adequate contractual terms that cover all material
aspects of a home renovation project, as well as work variations arising in course of a project.

The courts have time and again recognised that parties may often fail to express themselves
well or clearly in the contractual terms. In home renovation disputes, the courts have on more
than one occasion observed the lack of formal written contract in typical home renovation
cases. In construing the meaning of an unclear contractual term, the court will adopt the
context (referred to as the “factual matrix” or “background matrix”) and purpose of the contract
as the starting point to determine how a reasonable person would have understood the term™.
On the other hand, save in cases where a party seeks the court’s relief to rectify a mistake in
the contract, the courts would not consider the parties’ pre-contractual negotiations and their
subjective intention®.

In the absence of express contract terms on a subject matter, the courts are generally guided
by the following legal principles in determining the parties’ rights and obligations (Table 15):

Table 15: Legal principles in determining the parties’ rights and obligations

The company shall carry out the work with | N/A
reasonable care and skills, which is a term implied by
the Supply of Services (Implied Terms) Ordinance
(Cap. 457) ("SS(IT)O").

The company shall use materials that are of | N/A
merchantable quality, fit for the purpose and
correspond with sample (if any), which are terms
implied by the Sale of Goods Ordinance (Cap. 26)
("SOGO").

The company shall perform the work within a | N/A
reasonable time, which is a term implied by the
SS(IT)O. Further, time is not of the essence of the
contract unless expressly agreed, meaning that
failure to complete the work by the contractual date
would not in itself entitle the consumer to terminate
the contract.

N/A The consumer shall pay for additional works or
materials that he has agreed to be provided. If a price
was not agreed, it shall be a reasonable fee for such
works or materials, as implied under the SS(IT)O.
However, the consumer normally need not pay for
additional works carried out without his consent.

N/A Unless the contract clearly provides that entire
completion is a condition precedent to the
company’s right to payment, the consumer shall be
obliged to pay the price upon practical completion of
the work, subject to abatement for minor defects.
“Practical completion” means that the works have
been completed free from patent defects other than
minor or trifling defects.

The company shall rectify minor defects upon | The consumer shall afford the company a reasonable
practical completion. opportunity to rectify minor defects upon practical
completion.

' Fully Profit (Asia) Ltd v The Secretary for Justice (FACV 17/2012) (13 May 2013).
20 Investors Compensation Scheme Ltd v West Bromwich Building Society [1998] 1 WLR 896 at 912-3, a case often cited
by the Hong Kong courts.

91



Whilst the law operates to plug the gaps in unclear or in the absence of express contractual
terms:

() In most instances, the law implies a term of “reasonableness” in the party’s obligations,
such as to perform within a reasonable time or to pay a reasonable price. Whilst a court
would possess the requisite expertise and experience to make a fair determination of what
“reasonableness” entails in the circumstances of each case, from the parties’ perspective in
a non-litigious context, this begs the question of what is reasonable.

(i) More importantly, the parties as laymen may not be familiar with their rights and
obligations arising from operation of law. This is borne out in the published court
judgments reviewed. In one case, the consumer refused the home renovation company’s
access to premises to remedy defects, contrary to his obligation to afford reasonable
opportunity for it to do so. In another, the consumer refused to pay the contractual price
on account of minor defects, contrary to his obligation to do so upon “practical completion”
of the work. In the absence of clear contractual terms stipulating the parties’ rights and
obligations, the consumer is placed at risk of misunderstanding his legal position and
inadvertently acting in breach of the contract himself.

Remedies for breach of contract

Where a party has breached a contract, the general rule is that the aggrieved party shall be
entitled to damages in an amount to put him in the same position as if the contract had been
performed. The following losses would normally be recoverable: (i) all loss which flows naturally
from the breach and (ii) all loss which was in the contemplation of the parties as a probable
result of the breach at the time the contract was made.

In a home renovation dispute, the damages suffered by a consumer would normally comprise
the diminished value of the work carried out and costs incurred in engaging another home
renovation company to carry out the uncompleted or repair works. Other damages may also
be suffered and claimed. In particular, as a result of the delay in completing the renovation,
consumers would have lost the use and enjoyment of their property or otherwise suffered from
inconvenience and discomfort. They might have to rent storage for their belongings, rent
alternative accommodation or (if they intended to rent out their property) lose rental income.
Often such costs are substantial and may even exceed the contractual price of renovation.

However, the consumer’s real (and probably sole) interest lies in having the renovation
completed to enjoy his use of the property as early as possible. Whilst the law could offer an
aggrieved consumer monetary compensation, his real interest would still not have been met.
In this regard, the court would not normally make an order compelling the home renovation
company to complete the works as it cannot supervise the company’s performance in doing
so and because damages would normally be considered an adequate remedy for the consumer.
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Further:

(i) As the published court judgments show, litigation may be protracted in view of intense
factual disputes. A case could take at least one year and up to six years before judgment,
with trial lasting for days, all of which translate into substantial legal costs.

(i) The court is also likely to require expert evidence on the value of work carried out, the
existence and extent of defects and the cost of remedial works, without which the
consumer risks dismissal of his claims. Even where a home renovation company is found
liable, the court may also conclude that the actual costs incurred by the consumer was not
reasonable or necessary and award a lesser sum.

(iii) Even'if a favourable judgment is obtained, there is no guarantee that the home renovation
company (usually a limited company) could satisfy the judgment debt. As a judge has
commented?, the use of corporate vehicles to shield natural persons from personal liability
often leaves victims with empty judgments.

(iv) The current state of law also offers little protection for the deposits paid by a consumer
and his entitlement to recover the same. Unless an express term provides for the specific
use of the deposit or an instalment, the home renovation company is normally free to use
the sums paid by the consumer for any purpose. The consumer does not retain any
property right to the sums paid, could not dictate how such shall be used or otherwise
assert that such sums are held on trust for his benefit. The practical consequence is that if
the company does not utilise the sums paid for the renovation or closes down, the
consumer will only be able to claim and recover damages as an unsecured creditor. He
would not be able to pursue recovery on the ground that the sums paid remained his
property, or to trace into assets wrongfully purchased with such sums.

There is no specific regulatory regime overseeing home renovation companies, which is subject
to general consumer protection laws. Whilst certain works may require regulatory approval
and/or need to be carried out by licensed contractors, the consumer is reliant on the company’s
professional advice and good corporate governance to take the necessary steps. The
consequences and penalties arising from the company’s failure to do so may be visited upon
the consumer.

The TDO and UCO prohibit home renovation companies from engaging in unfair or
unconscionable practices. Legal remedies are also available to consumers arising from
companies’ misrepresentations. However, given the average consumer’s inexperience and lack
of knowledge, these matters may not be discoverable until after engagement and
commencement of work. By then, the consumers may be left with no practical option but to
find ways of damage control. Although consumers may pursue claims to recover damages,
such claims are subject to uncertainty of outcome, including whether the company is financially
able to pay such damages.

21 Chan Cham Pong Cedric v Too Ka Man and Manson Water and Electric Company Limited (DCCJ 1463/2017).
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The same concerns underlie claims for alleged breach of contract, where litigation may be
protracted and in addition require potentially expensive expert evidence to establish liability
and quantify damages. The absence of contract terms (or clear contract terms) cast further
uncertainty. Consumers who are unfamiliar with their rights and obligations arising by
operation of law in those circumstances face the risk of misunderstanding his legal position
and inadvertently acting in breach of contract.

In light of these concerns, further measures are necessary to mitigate the consumer risks
identified. Fundamentally, whilst the law provides redress to aggrieved consumers after a
fallout with the home renovation company, preventive measures are required to minimise the
occurrence of fallout in the first place. After all, the consumer’s real interest lies in having his
home renovation completed such that he could enjoy his “dream home" as early as possible.
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7 Regulatory Regimes and Consumer Protection
Initiatives in Other Markets

7.1 Introduction

In light of the limitations in the current state of Hong Kong laws and regulations in addressing
consumer pain points identified in preceding Chapters, the Council conducted research on the
state of laws and regulations as well as the consumer protection initiatives undertaken in other
markets relevant to the home renovation industry, to serve as references for developing its
recommendations for the Hong Kong market.

The markets reviewed are Canada (BC and Ontario), Mainland China, Singapore, the UK and
the US (New York). These markets were chosen primarily because their urban cities resemble
that of Hong Kong, with a mixture of apartments, houses and dense population, and also due
to similarities in their socioeconomic or legal systems with, or their economic ties to, Hong
Kong (Table 16).

Table 16: Population density in the researched markets (with reference to the latest official/census
data available, circa 2020-2023)

Hong Kong, China 6,740 2022
New York City, US 11,232 2020
Beijing, China 1,331
Chaoyang District 7,564
2022
Xicheng District 21,769
Dongcheng District 16,818
Shanghai, China 3926
Huangpu District 28,451
: o 2021
Jingan District 26,193
Hongkau District 30,443
Singapore 8,058 2023
Toronto, Ontario, Canada 4,428 2021
Vancouver, BC, Canada 5,750 2021
London, UK 5,596 2021

7.2 Consumer Issues Experienced

The consumer issues experienced in these other markets are more or less similar to those in
Hong Kong. In New York, 1,264 complaints were received by the Office of the Attorney General
against home renovation/improvement companies in 2022%, comprising of (amongst other
issues) repair issues and deceitful contractors, ranking 8" in its list of top 10 complaints. In
Singapore, it was reported that 807 complaints were lodged with the Consumers Association

22 New Tork State Attorney General (2023). Attorney General James Releases Top 10 Consumer Complaints of 2022.
Retrieved from https://ag.ny.gov/press-release/2023/attorney-general-james-releases-top-10-consumer-complaints-
2022
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of Singapore (“CASE") against home renovation contractors in the first half of 2022, arising
from completion delays, unsatisfactory workmanship and sudden closure of companies™. In
the same year, according to statistics provided by the CASE, 310 complaints were made against
home renovation companies registered to conduct works in public housing flats, involving
alleged defective goods, unsatisfactory services, delays, failure to honour, misleading claims
and pricing (including overcharging and refunds).

Similar to Hong Kong, regulatory regimes in other markets prohibit misleading advertising
claims and unfair trade practices. Such laws and regulations also seek to ensure the technical
safety of works, by requiring them to be undertaken by licensed workers and/or with regulatory
approval. Statutory implied terms provide that goods shall be of satisfactory quality and work
shall be carried out with reasonable skill.

In connection with the consumer issues identified in the preceding Chapters, further regulatory
regimes and consumer protection initiatives undertaken in other markets as summarised in
Figure 65 and further elaborated below provide valuable guidance on how they may be
addressed.

As the preceding chapters highlight, not all of the quotations reviewed adequately cover the
material aspects of a home renovation project and/or the parties’ rights and obligations.
Further, quotations vary in format and level of detail, rendering it difficult for consumers to
make useful comparisons and informed choices.

In all the markets reviewed save for Singapore, laws and regulations require specified consumer
contracts (including home renovation contracts) to be in writing and contain specified
mandatory terms. In Mainland China and New York, laws regulate the home renovation
industry specifically and provide for minimum contract terms to be included in written contracts.
These mandatory terms are complemented by further statutory consumer protection rights
and other government measures. In Singapore, whilst no statutory mandatory contract terms
are imposed, in May 2022, the Competition and Consumer Commission of Singapore (“CCCS")
promulgated the “Guide on Fair Trading Practices for the Renovation Industry” recommending
five key matters for inclusion in companies’ standard home renovation contracts.

Whilst the scope and content of the requirements may vary between markets and nature of
contracts, a high-level summary of these requirements insofar as relevant to home renovation
contracts is presented in Table 17, adopting the format of Table 12 in Chapter 5 for ease of
comparison.

2 Channel NewsAsia (2022). Unsatisfactory Workmanship, Broken Deadlines Behind Spike in Complaints about
Renovation Contractors. Retrieved from https://www.channelnewsasia.com/singapore/home-renovation-contractors-
complaints-rise-2022-case-2841091
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Figure 65: Requlatory regimes and consumer protection initiatives in
selected markets

® Mandatory written contract terms apply to future performance consumer contracts and direct
agreements with price of CAD50 or above

® Voluntary accreditation with Better Business Bureau and RenoMark

® Consumer education by Consumer Protection BC in providing public access to enforcement
and licensing decisions, and licensing status

® Payment protection to consumers who may withhold 10% of price for 55 days from the date of
completion that can be used to settle unpaid claims from subcontractors and suppliers

® Mandatory written contract terms apply to
future performance consumer contracts and
direct agreements exceeding CAD50

® Voluntary accreditation scheme offered by
Better Business Bureau and RenoMark

® Consumer education by Consumer Protection
Ontario in providing information and tips on
engagement of home renovation companies,
quotations and contract terms, consumers’

rights and responsibilities and common scams.

. . (X X )

The Consumer Beware List also provides 00000

; ; ; ; o000

information on companies which do not respond e

to complaints or have contravened consumer (XYxy’

i eeo0000

legislation TX XY X

. eeo000

® Payment protection to consumers who may 00000

: 9 : eeo00o00

withhold 10% of price for 45 days from the date e

of completion that can be used to settle unpaid

. . 000000000000
claims from subcontractors and suppliers 00000000000
e0000000000

® Alternative dispute resolution available for 000000000

consumers to file complaints with Consumer
Protection Ontario

® Mandatory written contract terms apply to home renovation contracts specifically
® Mandatory licensing of home renovation companies

® Consumer education by the Office of the New York State Attorney General in providing general
consumer protection guidelines on home renovations and the Department of Consumer and Worker
Protection ("DCWP") conducts public education on home improvements at least semi-annually

® Payment protection to consumers under regulatory measures, including deposit of consumer
payments in an escrow account (or post a bond, contract of indemnity or irrevocable letter of credit
in lieu) to guarantee the application of payments to purposes of the renovation contract. Companies
are also required to provide a bond to DCWP or participate in the Home Improvement Business
Trust Fund established to provide for payment of outstanding awards to consumers




United Kingdom

® Mandatory written contract terms apply to certain types of consumer
contracts like distance selling
® Voluntary accreditation schemes offered by various bodies, including the
local authorities’ “Trading Standards Approved” and “Buy with Confidence”,
Government-endorsed TrustMark, and “Which? Trusted Traders”
® Consumer education by the Government-established Citizens Advice in
providing general consumer protection guidelines on home renovations __
® Payment protection to consumers under various voluntary accreditation or
member schemes, including TrustMark'’s escrow services, the Furniture & ® Mandatory written contract terms
Home Improvement Ombudsman’s, Consumer Protection Association’s and apply to home renovation contracts
Home Improvement Guarantee’s payment protection schemes, insurance specifically
backed guarantees and/or deposit protection. In addition, if payments were ® Mandatory licensing of home renovation
made by credit card, the credit card provider may be jointly and severally companies
liable for any contract breach or misrepresentation by the company ® Consumer education by the China
® Alternative dispute resolution services offered free of charge to Consumers Association in provision of
consumers under various voluntary accreditation or membership schemes consumer warnings, tips, public lectures,
XXX and campaigns
©00000000000000 000
® 0000000000000000000000000000| ® Payment protection to consumers
000000000000000000000000000000 :
000000000000000000000000000000 offered by the Consumer Professional
000000000000000000000000000000 . .
0000000000000000000000000000 Committee of Guangdong Decoration
0000000000000000000000000000 e -
oo e0cccc00 ° Industry Association’s (BEEREEKMITH
oo ceccse BEHEESEXEZER) escrow services
oo eeoc000 .
Slelelelele through ZhuangXiuPay
eeo000 L . -
YY) PS ec0c000 ® Alternative dispute resolution (mediation)
eeo0o0o000 eeo000 ) .
0000060 s services offered free of charge by various
ceoos cecaes mediation commissions established
“oocs, ceooes pursuant to the People’s Mediation Law
XXX Y) . :
ceecese . and Provisions of the Supreme People’s
eeo000 eoeo iati i '
oos oos Court on Mediation Invited by People’s
oo Courts
°
°
°

® Voluntary contract terms promulgated by the
Competition and Consumer Commission of Singapore

® Mandatory Licensing and registration of home
renovation companies carrying out renovation
works in public housing flats of the Housing and
Development Board (HDB) on its Directory of

Renovation Contractors (DRC)

Voluntary accreditation scheme offered by
Consumers Association of Singapore (CASE),
namely the “CaseTrust Accreditation Scheme for
Renovation Businesses” and the “CaseTrust-RCMA
Joint Accreditation Scheme” jointly developed with
the Singapore Renovation Contractors and Material
Suppliers Association for the latter's members

Consumer education by CASE in publishing case
alerts with relevant consumer advice

Payment protection to consumers including
posting of surety bond by DRC contractors and
deposit performance bond by CaseTrust accredited
companies to safeguard consumers’ deposits against
closure, winding up or liquidation

Alternative dispute resolution services offered by
CASE (including through its mediation centre), the
Singapore Mediation Centre or the local Small Claims
Tribunal




Table 17: Terms and conditions of home renovation contracts in selected markets

Basic information

Business Practices and Consumer

Consumer Rights Act 2015

Dispute resolution
(including any ADR)

Source . Consumer Protection Act 2002 Consumer Contracts (Information, Cancellation
Protection Act e .
and Additional Charges) Regulation 2013
Year 2004 2002 2015
- F rf i ie. i i . .
Applicability uture performance contracts gnd direct agreements ({ e. entered into outside Direct agreements exceeding GBP42
company premises) exceeding CAD50 in value
Man —in nsumer m n ntr ithin on rif h n
Nature andatory — i Iavy, consumer may ca ;e{ contract wit i one year if he does not Mandatory
receive the contract containing the prescribed terms
Work and price
Company information v v v
v v’ (itemised and total price; other costs v
. N ) ayable. In law, the company cannot .
Price (itemised and total price; other costs pay v o pany (total price and other costs payable, or
charge more than 10% of any contractual K .
payable) . . charging mechanism)
price estimate)
Scope of work and
specification of work items v v x
and materials
Standards of workmanship x x x
Project period (including v’ (In law, consumer may cancel the
start/completion dates and v contract if work is not commenced within v
extensions) 30 days after commencement date)
PeItIOdIC payment schedule v v v
(if any)/payment terms
Deposits x x v (Information on deposits for direct agreements)
Payment protection x x x
Operational aspects
Sufficient working area x x x
Work variations x x x
Subcontracting x v' (with names and contact information) x
Health and safety
N x x x
precautions
Protection of finished
X X X
works
Compliance with laws x x x
Completion standards x x x
Cleaning upon completion x x x
Liquidated damages for
X X X
delay
v v
Warranty and guarantees X ! . (To state conditions of any after-sales services and
(To clearly describe any warranties)
guarantees)
L v (To state conditions for termination where contract
Termination x x L .
duration is indeterminate)
Remedies for breach x x x
Insurance x x x
v v v
Cooling off rights (Statutory 10-day cooling-off period for | (Statutory 10-day cooling off period with (Statutory 14-day cooling off period for direct
direct agreements) no cancellation fee for direct agreements) agreements)
v

(To state complaint handling policy)
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Basic information

Administrative Measures for Residential Interior
Decoration and Renovation

(EEEARMEEEEINE)

Article 36-A, Chapter 20 (General Business) of the
Consolidated Laws of New York

Guide on Fair Trading Practices for Renovation
Industry

2002

2019 (first enacted 2014)

2022

Home interior decoration and renovation contracts

Home renovation contracts exceeding USD500 in value

Home renovation contracts

Mandatory (model contracts are published by various

Mandatory (a model contract is published by New York

X

X

provincial and municipal Governments, such as Beijing, | City's Department of Consumer and Worker Protection Voluntary
Guangdong and Zhejiang as references) as references)
Work and price
v v x
L, v
) . v (itemised price, additional fees and reasonable fee
(to state charging mechanism) .
estimates)
Y v
to state number of rooms, gross floor area, project . I . v
( g ) pro) (including make and model number of materials)
method, specifications)
v (to state quality requirements) x x
v v
v . . S Consumer’s consent required prior to commencement
(including whether time is of the essence) ( a P
of work)
v v v
x v x
« v (Notice of legally required escrow arrangement, «

bond, indemnii or letter of credit)

X

v
(To state conditions for modifications)

X

(In law, no material deviation from plans, specifications,
or contractual terms without consumer’s consent)

v
(Consumer’s consent required)

x (but in law, warranties bind subcontractors) x x

X X X

X X X

X X X
v’ (To state acceptance method. In law, the property

manager is obliged to conduct site inspection, provide < «
advice to consumer and demand company to rectify

defects.)
X X X

(To state mechanism)

X X X
v (Scope and period of warranty. In law, consumers
are entitled to a minimum warranty period of two years v
from date of acceptance, or five years for kitchen x (To clearly state any exchange, repair and refund policy
leakages and waterproofing of bathrooms and exterior and warranty coverage)
walls)
v
X X
(To state conditions for termination)
v v’ (To provide notice of contractor’s lien against «
(To state liabilities for breach) property for unpaid works)
v
x (Notice of any relevant property and/or casualty x
insurance policy, and contact details of insurer)
v
(Statutory three-business day cooling off period. In
« law, companies need to provide a reasonable fee «
estimate upon request for quotation, but may charge a
reasonable fee disclosed in advance, and itemised as
part of total estimated price.)
v
X X
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It is notable that in Mainland China, besides statutory mandatory contract terms, other industry
stakeholders have also sought to promulgate standard term contracts and codes:

(i)

(i)

The Shanghai Consumer Council (LB HEEZEZREZEE), together with its
industry associations (/8™ %= A % &fi 172 1% &), industry leading enterprises and
professional institutions, formulated the Code for Quality Acceptance of Residential

I:IFF?

Decoration (FE&RAMFEmMEBERUIRE). The Code formulates specifications for the

acceptance requirements and acceptance methods in four material aspects: (a) water and
electricity, (b) plastering works and carpentry and joinery works, (c) painting and (d)
completion in the process of home renovation. The Code also encourages and guides
consumers in close participation in the home renovation and works acceptance process in
order to timely identify quality defects and properly communicate with companies for early
resolution.

The Consumer Professional Committee of Guangdong Decoration Industry Association (&
REEMITERZHEEEHEEZE D) ("CP Committee”)?, a trade association seeking to
assist with complaints handling and upholding quality of home renovations, has published
contract templates covering material aspects, including the scope of work and the parties’

obligations therefor, work and time variations, work safety, materials used, acceptance
mechanism, defect warranties and legal liabilities. Tri-partite contract templates further

provide for the use of the CP Committee or its agent BN ENEXEM I EE2ETES
PR/2AB]("ZhuangXiuPay") to provide third-party acceptance inspection, quality inspection

and/or escrow arrangement services.

24 ZhuangXiuPay ($51198) (2022). Contract Template (& [E&E4A). Retrieved from
https://www.zhuangxiupay.com/news/hetong/
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One major issue identified in the Study is consumers’ limited ability to identify suitable, reliable
and credible companies for their needs, whether due to inexperience, lack of knowledge and
due diligence effort, unawareness of currently available informational resources and services,
or a mixture of these factors.

Whilst Hong Kong law prohibits companies from engaging in misleading claims, unfair or
unconscionable practices and requires regulatory approval or suitably licensed workers for
carrying out of certain works, inexperienced consumers may not be able to verify a company’s
claims or otherwise detect irregularities until after the event.

By empowering consumers with the means to identify and engage reliable companies, the risk
of falling victim to problematic practices is reduced. In the markets reviewed, such
empowerment measures include: (i) mandatory licensing regimes or voluntary accreditation
schemes, and (ii) consumer education efforts and information resources provided by the
government on home renovations.

Mandatory licensing regimes and voluntary accreditation schemes

Through imposing minimum quality-related registration or scheme requirements, mandatory
licensing regimes and voluntary accreditation schemes seek to ensure the good quality and
accountability of home renovation companies.

In Mainland China and New York, home renovation companies are required to be licensed. In
Canada, Singapore and the UK, as well as Mainland China, voluntary schemes offer
accreditation to home renovation companies which meet minimum quality-related scheme
requirements to assure their credibility in the market. Tables 18 and 19 summarise the
respective details.
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Table 18: Details of mandatory licensing regimes in selected markets

Administrative Measures for Residential Interior Decoration and Renovation
(EBZEREMBIEEIRINE) (2002)

Trial Measures for the Administration of Domestic Renovation
(REBEZELRMBESEHTINEY (1997)

Measures for the Administration of Home Decoration in the National Interior Decoration Industry

(EBEIZARMTERERMEEMWE) (1997)

Companies and their subcontractors undertaking interior decoration and renovation projects of residential
buildings must be examined by the competent administrative department of construction and obtain a
corresponding Construction Enterprise Qualification Certificate ( (FEEEHEBHEBBEHRE) ). Design companies
engaged in home decoration activities must also hold the requisite design unit and construction enterprise
qualification certificates issued by the competent department of the interior decoration industry.

Home renovation companies are graded into two categories, Group 1 and Group 2. Group 1 companies are
graded based on their net asset position, number of professional qualified staff, and track record, whereas Group
2 companies are exempted from the track record requirement.

Group 1 companies may undertake home renovation projects of any value, whilst Group 2 companies are limited
to projects not exceeding RMB20 million in value?®. Such companies must only undertake work within the scope
authorised by the certificate.

Housing and Development (Renovation Control) Rules (“HDRCR")

In Singapore, 80% of residents live in public housing provided by the Housing and Development Board ("HDB").
To carry out renovation works in HDB flats, companies must first be registered and listed on the HDB's Directory
of Renovation Contractors ("DRC"). There is no requirement for registration in order to carry out renovation works
for non-HDB flats.

The DRC registration criteria includes, amongst other things: (i) successful completion of training course on
renovation for public housing, (i) at least three years of experience in renovation works and active involvement in
the renovation trade, (i) minimum one-year registration with the Accounting and Corporate Regulatory Authority,
(iv) the owners have owned the company for at least one year, and (v) the owners and directors do not have
criminal records and are not undischarged bankrupts.

Audited reports are required to demonstrate the company’s financial standing and five completed quotations and
invoices (totalling at least SGD100,000) involving wet and/or hacking works are required to demonstrate track
record. The registration is valid for two years (three years for CaseTrust accredited companies). A demerit points
system is implemented for infringements of renovation and administrative rules. 24 demerit points within 24
months shall result in delisting.

Separately, windows-related works in HDB flats may only be carried out by companies approved by the Building
and Construction Authority. The registration criteria are similar to those under the DRC system.

New York City Administrative Code

New York City Administrative Code safeguards and protects homeowners against abuses and fraudulent practices
by licensed contractors engaged in the home improvement, remodelling and repair business. Contractors must
be licensed for carrying on a home improvement business.

To apply for a licence, the contractor or its proprietors are required to pass a home renovation examination;
provide business information, workers compensation insurance information and the US Environmental Protection
Agency certification; sign a compliance agreement; enrol in the DCWP Trust Fund or post a USD20,000 surety
bond; and provide residential address proof, fingerprints as well as photographs. A licence is valid for two years.

25 Ministry of Housing and Urban-Rural Development of the People’s Republic of China (S A B 3B 1+ 5= 14 40
3258 E8) (2014). Construction Enterprise Qualification Standard ( (EREEZEFEEBIZHE) ) (Section 23).
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Table 19: Details of voluntary accreditation schemes in selected markets

Building Decoration Industry Home Improvement Enterprise Credit Evaluation System

(BEEMTERECEERTERSR)

The credit evaluation system was established by the China Building Decoration Association (B2 EEEEEIHRE),
which is a decoration industry association in Mainland China. In 2023, Beijing Xingou Credit Management Company
Limited (IR 151815 FIBE BPR/A 8)) and Beijing Union Crediting Company Limited (It REt & &S B R A S]) were
engaged as the assessment units in evaluating submissions from home renovation companies in Mainland China.
The China Building Decoration Association awards credit ratings to member companies applying for evaluation.

All applications are evaluated upon qualitative and quantitative analysis of quality, management level, financial
strength and public credibility. The credit rating is valid for three years.

Better Business Bureau (“BBB")

The BBB, a private, non-profit organisation, seeks to empower consumers to find trustworthy companies in the US
and Canada, by providing free business profiles and accreditation services for companies. In addition, the BBB
provides consumer tips, issues scam alerts and handles complaints free of charge to consumers. Accreditation
criteria for home renovation companies include (i) establishing and maintaining a positive track record in the
marketplace; (i) advertising honestly; (iii) representing the products and services honestly; (iv) identifying the
business’s nature, location and ownership, and disclosing all material facts on a customer’s consumption decision;
(v) fulfilling all contracts, commitments and representations; (vi) promptly addressing complaints forwarded by the
BBB; (vii) safeguarding privacy; and (viii) approaching all business dealings, marketplace transactions, and
commitments with integrity. Accreditation status remains active for so long as the BBB standards are upheld.
RenoMark

RenoMark is a voluntary accreditation programme for Canadian home renovation contractors. It was developed
to provide homeowners with a reliable way to identify professional and trustworthy home renovation contractors,
who must adhere to a specific code of conduct.

CaseTrust Accreditation Scheme for Renovation Businesses

An accreditation arm of the CASE, the CaseTrust offers accreditation for home renovation companies, amongst
other specified industries such as spa and wellness and e-commerce. A similar scheme known as the CaseTrust-
RCMA Joint Accreditation Scheme jointly developed with the Singapore Renovation Contractors and Material
Suppliers Association ("RCMA"), a non-profit organisation seeking to promote the home renovation industry by
engaging with the government on setting standards and guidelines and offering educational courses to its
members, is available for RCMA members.

Accreditation is based on stringent assessment of companies’ policies, business practices, proven financial and track
record, ethical advertising and dispute resolution procedures, staff capabilities as well as staff training. Notably,
the accreditation fees are based on annual sales turnover of the company.

Accredited companies are required to adhere to a Code of Conduct. A breach of the Code may result in warning,
suspension or expulsion. The accreditation status is valid for four years. Interim assessments are carried out after
two years of accreditation.
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Trading Standards Approved (e.g. operated by Surrey County Council)

Buy With Confidence

In the UK, local councils’” and boroughs’ Trading Standards seek to enforce a broad range of laws, including fair
trading and product safety.

Trading Standards Approved is a scheme operated either directly by Trading Standards or in partnership with other
bodies to provide consumers with a list of traders who have committed to trading fairly. Whilst not specifically
tailored for the home renovation industry, home renovation companies may apply to become a member of the
scheme.

The Buy with Confidence Scheme is a nationwide scheme run through cooperation of a number of Trading
Standards Services and provides consumers with a list of local businesses which have attained Trading Standards
Approved status. In order to become a member, a business must pass a set of background checks, including an
audit of complaints history and customer references, and agreement to abide by a code of conduct. Business
conduct will continue to be monitored through customer feedback and via Citizens Advice, a body established by
the government that advocates for consumers and offers advice to them.

TrustMark

A government-endorsed quality scheme, TrustMark seeks to enhance consumer protection across a range of
industry sectors in the home renovation industry, such as insulation, plumbing, windows and dooring, roofing,
electrical works, paint, solar panels and double-glazing. Instead of accrediting businesses directly, TrustMark
sublicenses certification and trade bodies as TrustMark scheme providers to deliver a membership scheme that
meets the TrustMark standards, including its Framework Operating Requirements and a Code of Conduct.
Companies seeking to become a TrustMark registered business shall register with a TrustMark scheme provider in
accordance with the requirements of the membership scheme. Through this modus operandi, there are currently
37 TrustMark scheme operators (as of 4 January 2024) with around 15,000 registered businesses.

Pursuant to the Framework Operating Requirements, in order to become a scheme provider, the body has to
demonstrate amongst other things sufficient financial probity, adequate resources, staff competence, integrity and
quality to develop and grow the TrustMark membership scheme. The attainment of relevant ISO standards may
satisfy such criteria. Businesses seeking to register under a scheme need to demonstrate suitability in the areas of
(amongst other things) financial and credit record, capability to supply the relevant services, compliance with laws
and advertising standards, proper communication processes with consumers, provision of honest and clear advice
to consumers, proper provision of quotations, contracts and related documents and responsive and user-friendly
complaints and dispute handling policies and processes (including access to ADR processes).

TrustMark audits scheme providers annually to ensure sustained compliance, whilst providing a suite of resources
and tools to support the scheme providers. In turn, scheme providers are required to ensure (including through
desktop audit) registered businesses’ compliance with the Framework Operating Requirements and Code of
Conduct.

Separately, TrustMark also offers Trading Standards Approved accreditation in partnership with local authorities’
Trading Standards.

Which? Trusted Traders

Which?, the largest independent, non-profit consumer protection advocate in the UK, provides endorsement to
home renovation companies which meet its standards.

Endorsement is based on comprehensive financial, behavioural, competence and reference checks. Such include
review of credit reports, sample quotations and invoices, business T&Cs, customer satisfaction feedback, financial
and credit checks, trading history, criminal record and other background checks, thorough examination of business
and administrative procedures and a face-to-face visit and interview for full understanding of all aspects of the
business. The assessor may also provide a list of actions to complete before endorsement is given, with guidance
given on completing them as may be required. The endorsement fees vary based on the number of employees of
the company.

Endorsed companies are required to adhere to a Code of Conduct, which covers all aspects of the consumer
relationship and the home renovation project including (amongst other things) professional competence,
compliance with laws, reasonable contract duration, minimum terms of quotations and contracts.

The endorsement status remains active so long the standards are met, which is subject to regular reassessment.
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Consumer education efforts and information resources provided by the government

In Canada, Mainland China, New York and the UK, the government or government-established
bodies have further sought to provide consumers with information and tips on avoiding home
renovation disputes (Table 20).

Table 20: Consumer education efforts in selected markets

The China Consumers Association and its provincial counterparts issue consumer warnings and
tips on a regular basis and hold public lectures on home decoration consumption.

For instance, during June — October 2023, the China Consumers Association and the China
Building Decoration Association launched a special supervision campaign in providing
information and consulting services to help consumers assess and understand issues relating to
excessive construction and safety hazards.

At the federal level, general consumer protection guidelines on home renovations are set out on
the website of the Office of Consumer Affairs by the Consumer Measures Committee. At state
level, Consumer Protection BC in BC maintains a blog section on home renovations. It also
provides public access to enforcement and licensing decisions against companies and
individuals, as well as their licensing status. In Ontario, Consumer Protection Ontario provides
information and tips on company engagement, quotations, minimum contract terms, consumers’
rights and responsibilities and common home renovation scams. Links to additional information
resources are provided, such as the Consumer Beware List.

Licensing information of companies is publicly accessible. General consumer protection
guidelines on home renovations are set out on the website of the Office of the New York State
Attorney General. The New York City's Administrative Code further requires the DCWP to
conduct public education on home improvements at least semi-annually.

Besides operating the CaseTrust Accreditation Schemes, the CASE publishes case alerts based
on complaints received from consumers, including complaints on home renovation companies,
with relevant consumer advice. In 2022, for instance, the CASE published an alert after receiving
a total of 21 complaints against three companies for failing to complete home renovation projects
according to committed timelines despite payment of substantial deposits upfront.

The HDB's DRC is publicly accessible online, including HDB-registered renovation companies,
BCA-approved window installers, and those which are CaseTrust accredited. The resources also
show the company's infringement history, if any, in the past 24 months.

General consumer protection guidelines on home renovations are set out on the website of
Citizens Advice, a government-established body that advocates for consumer and offers advice.

In addition, in autumn 2022, TrustMark in collaboration with the Health and Safety Executive
(Britain's national regulator for workplace health and safety) has launched a free mobile “Home
Improvements App” that seeks to guide consumers on how to engage a company, what to look
for in terms of quality and protection and tips to procuring a good quality home renovation.

A number of private or privately-funded entities may also offer consumer education and tips.
For instance, in the US and Canada, the BBB maintains an information webpage with consumer
tips on the steps to take when selecting and engaging a home renovation company, including
common mistakes to avoid and terms of a contract. Links to additional information resources
are provided, including on necessary permits and post-completion inspections. In addition,
consumers may search for reviews and complaints lodged with the BBB.

Payment protection

As the preceding Chapters noted, consumers are often required to pay substantial deposits, in
certain cases as high as 40% of the price, prior to commencement of work and thereafter,
progress payments until completion. Under Hong Kong law, the consumer does not retain any
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property or interest in such sums paid, exposing them to risk if the home renovation company
appropriates such sums for purposes other than the renovation or goes into insolvency.

In all the markets reviewed, various statutory and market-driven measures have sought to
provide some level of protection for consumers in respect of their deposit payments.

Canada

In BC and Ontario, the Builders Lien Act and Construction Lien Act respectively provide that the
consumer is entitled to withhold 10% of the total cost for a specified period (55 and 45 days
respectively) from the date of completion, which may be used to settle unpaid subcontractors
or suppliers engaged by the company. Limited protection is thus afforded to consumers
against the risk of such subcontractors and suppliers raising claims against consumers for
unpaid fees.

Mainland China

As mentioned above, the CP Committee offers escrow arrangement services through
ZhuangXiuPay. Consumer deposits are paid into a segregated, closed escrow bank account
designated by ZhuangXiuPay. The consumer and ZhuangXiuPay shall jointly supervise and
appropriate such sums for use by the home renovation company in the home renovation
project, such as for the purchase of materials. Whilst the consumer may unilaterally transfer
funds from the escrow account to the company at any time, ZhuangXiuPay is contractually
authorised to make such transfer if the relevant work has passed acceptance inspection and
the consumer unreasonably delays payment.

Singapore

Under the HDRCR, as a condition of registration on the DRC, the company shall deposit and
maintain a security deposit with the HDB for the due performance of its obligations in the form
of a performance bond or banker’s guarantee in sum of SGD10,000 (or such lesser amount as
the HDB may specify).

Under the CaseTrust accreditation schemes, companies are required to purchase a deposit
performance bond to protect consumers’ deposits against contractual non-performance,
closure, winding up and/or liquidation. Prepayments are insured through the CaseTrust's
prepayment protection requirements.

United Kingdom

A variety of payment protection schemes are offered to consumers in the home renovation
market:

(i) TrustMark offers escrow services in collaboration with an escrow service provider regulated
by the Financial Conduct Authority to consumers of its accredited businesses. According
to the fee scale of the escrow service provider, the escrow fee ranges from GBP5.98 (for
sums less than GBP10,000) to GBP592.32 (for sums exceeding GBP100,000) with a charge
of GBP2.95 per pay-out. Different but broadly similar charges are levied for transactions
in other currencies.

(i) The Furniture & Home Improvement Ombudsman (“FHIO"), established by the Office of
Fair Trading as a government-approved, non-profit organisation set up to help resolve
disputes and raise standards, operates a payment protection scheme to consumers who
have made 100% advance payment of a home improvement installation to FHIO members
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participating in the scheme. These FHIO members are required to deposit an amount,
being 20% of the cumulative gross contract price of all legitimate complaints handled by
the FHIO against participating members, in a designated account that can be drawn upon
to pay an award of compensation to consumers following a complaint being upheld in
their favour.

(i) In addition, different trade associations offer other payment protection products to
consumers of its members. For instance, the Consumer Protection Association (a
TrustMark scheme operator) and the Home Improvement Guarantee offer insurance-
backed guarantees and deposit protection. According to the latter, it is granted Trading
Standards Buy with Confidence Approval and the majority of its members have attained
the same status.

(iv) Lastly, if payments were made by credit card, section 75 of the Consumer Credit Act 1974
provides that, depending on the price of specified work items, the credit card provider may
be jointly and severally liable to the consumer for any contract breach or misrepresentation
by the home renovation company.

United States (New York)

The New York Lien Law provides that payments made prior to substantial completion of work
shall be deposited within five business days in an escrow account in a bank or a depositary
institution in the State, and be clearly identified as belonging to the consumer in the company
books and records. The company must then inform the owner the name of the depositary
within ten business days®®. Alternatively, the contractor is given the option to post a bond or
contract of indemnity issued by a licensed surety company, or an irrevocable letter of credit
issued by a bank or financial institution located in the State, guaranteeing the return of
payments or proper application of the payments to the purposes of the contract. The bond,
contract of indemnity or irrevocable letter of credit shall be delivered to the consumer within
ten business days after receipt of payment.

Deposit payments remain the consumer’s property until proper payment, breach, default and
substantial performance of the contract. The deposits withdrawn shall not exceed the total
amount shown in the schedule of payments and the amount must bear a reasonable
relationship to the amount of works to be performed, materials purchased, or expenses for
which the contractor would be obligated.

Separately, companies must also provide a bond in sum of USD20,000 in cash or via a surety
company bond to the DCWP, or participate in the Home Improvement Business Trust Fund (at
a fee of USD200 per licence) which is established to provide for the payment of outstanding
awards to consumers and fines owed to the DCWP.

Canada (Ontario)

In Ontario, consumer complaints may be filed with Consumer Protection Ontario. The
company in question would be notified of the complaint and is expected to respond to the
complaint, and address and resolve the issue to the consumer’s satisfaction. If no action is
taken by the company after two notifications, it will be included in the Consumer Beware List.

26 Subsection 4(a) of Section 71-A of the NY Lien Law.
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If Consumer Protection Ontario determines that the company may have contravened consumer
protection legislation, it may provide mediation free of charge to the parties.

Mainland China
In 2011, the People’s Mediation Law of the People’s Republic of China (F#E A RHFME A RFHE

%) came into effect. According to the law, people’s mediation commissions may not charge
fees for the mediation of community disputes.

In 2016, the Provisions of the Supreme People’s Court on Mediation Invited by People’s Courts
(R ARZEZRBERARZEZRSEABENVRE) came into effect. Under the Provisions and
subsequent related provisions and notices, the people’s courts are encouraged to invite
litigating parties to attempt mediation where considered suitable before filing a case (and at
any stage of proceedings) and shall invite, certify and maintain a public list of mediation bodies
and mediators for carrying out such mediations. Mediators so invited shall also receive
professional training organised by the people’s courts. The online People’s Court Mediation
Platform (AR AP E) was launched to connect and integrate various resources offering
a comprehensive community dispute resolution service throughout the nation.

Pursuant to these initiatives, various mediation commissions have been set up by trade
associations that offer mediation services in the home renovation sector, such as:

() The China National Interior Decoration Association Mediation Commission
(TEZEARMFEARBREES)

(ii) The China Building Decoration Association Legal Services and Mediation Commission
(PEIZEEEFE ARRE RAREES)

(i) The Wuhan Building Decoration Association Mediation Commission
(R ERERMBETEUNDARTAREZES)

Singapore

Consumers may seek assistance through the CASE (including its mediation centre which
maintains a pool of volunteer mediators), the Singapore Mediation Centre or the local Small
Claims Tribunal. From statistics provided by the CASE, out of the 59 cases that were lodged
against CaseTrust accredited companies, 12 consumers authorised the CASE to represent them
in the negotiations, of which six were resolved through the CASE's direct intervention and two
through its mediation centre.

United Kingdom

The various scheme operators offer ADR services for disputes between consumers and their
members. For instance:

() The FHIO determines disputes encountered with its full member companies where the
consumer’s claim amount does not exceed GBP10,000 (excluding any claim for refund of
the purchase price). The scheme is supported by fees charged to companies registered
with the FHIO and is free of charge to consumers. The determination process includes
receiving and reviewing information, documents and materials from each party and, if
necessary and the consumer consents, an inspection by an independent expert arranged
by the Ombudsman. The process and the award are confidential to the parties.
Opportunities for settlement will be explored during the process. An award will be
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rendered taking into account also relevant consumer legislation and what appears to be
fair and reasonable in the circumstances. The consumer may choose to accept the award,
upon which it becomes contractually binding, or reject it. Hence, a consumer dissatisfied
with an award may still pursue legal action.

(i) TrustMark requires its scheme providers to investigate a complaint against the company,
liaise with the parties and arrange with the company concerned to carry out remedial work
if necessary. Scheme providers may also have an ADR provider for resolving disputes
under their schemes. If these measures are unable to resolve the dispute, the dispute shall
then be submitted for determination under the FHIO’s Dispute Resolution Ombudsman
(TrustMark being a member of the FHIO).

(i) Under Which? Trusted Traders’ Code of Conduct, the company is required to address a
complaint and attempt a resolution within eight weeks. Failing which, the dispute shall be
referred to a dispute resolution provider contracted by Which? free of charge to the
consumer. Whilst the dispute resolution provider had been the FHIO's Dispute Resolution
Ombudsman, since 31 October 2023, the Royal Institution of Chartered Surveyors has taken
up the role. In all cases, the complaint will be audited by Which? and used as compliance
checks against the company.

In the markets reviewed, various consumer protection initiatives are undertaken by the
government, government-endorsed bodies and/or private entities in the home renovation
sector. These include (i) the imposition of mandatory contract terms in most markets,
(i) mandatory licensing requirements in some markets and voluntary accreditation schemes in
others, (iii) information resources including consumer tips, lists of licensed/accredited
companies and enforcement/complaint history against companies, (iv) payment protection
measures including escrow arrangements, insurance-backed guarantees and deposit
protection schemes, and (v) ADR mechanisms in most markets.

It is insightful that in markets that lack specific licensing and regulatory oversight of home
renovation companies, there is no lack of self-regulatory efforts by the industry and the
government alike. In the UK in particular, an abundance of government-endorsed and private
accreditation and membership schemes offer a host of consumer protection services ranging
from adoption of scheme contracts, payment protection measures and ADR services.

Further, irrespective of whether a specific regulatory regime exists, most markets place
emphasis on the use of mediation and ADR to resolve disputes, as part of accreditation scheme
benefits (as in the UK) or as independent judicial promotion (as in Mainland China).

While no one-size-fits-all model can be directly applied in Hong Kong, it is important to
consider the benefits and insights that can be gained from the review. A hybrid model that
combines elements of the regulatory and self-regulatory approaches may offer a viable
solution for Hong Kong's home renovation industry. By drawing on the strengths of each
approach, it is possible to create a regulatory framework that promotes consumer protection,
fosters fair competition and ensures the delivery of quality renovation services.
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8 Recommendations

The driving force underlying this Study is the betterment of consumer education and
empowerment in the engagement of a suitable, professional and reliable home renovation
company. The home renovation industry is diverse. Home renovation companies vary in scale,
operations and services offered, ranging from one-person companies to “one-stop” shops that
offer also professional design services. The needs of consumers also vary extensively,
depending on the extent of renovation required, budget and type of housing. These factors
underlie the necessity of extensive research and forethought by a consumer ahead of
embarking on a home renovation project and engaging a home renovation company.

On the other hand, superlative advertising claims, inaccurate advice, lack of market
transparency and industry standards coupled with the consumer’s own inexperience render it
difficult for useful comparisons between different companies and proper assessment to be
made. Unwary, inexperienced consumers may fall victim to unscrupulous trade practices or
otherwise lack awareness of whether and how certain works may legitimately be carried out.

When disputes arise that could not be amicably resolved, legal action may ensue that could
take years to complete. Complex factual and technical disputes underlie issues commonly
arising, including allegations of progress and completion delays, defective work and materials,
excessive charges and the damages suffered. Expert evidence is often required, adding to cost
of litigation. For the consumer, the damages suffered may be substantial as work is likely to
have already commenced, leaving the property in an unhabitable state, forcing the consumer
to seek alternative accommodation and incur additional cost to complete the renovation.

Whilst market-driven initiatives seek to empower consumers with services ranging from
accreditation, matching, inspection and ADR, they are fragmented and have not yet gained
recognisable market traction and consumer trust to date. Such services may also entail
additional cost that consumers may not be willing or able to afford. Likewise, home renovation
companies may generally prefer to rely on client referrals to promote their businesses than pay
for accreditation or online matching services.

Lastly, whilst some works may only be carried out by qualified minor works contractors or with
regulatory approval, there is no specific law and regulation that regulates home renovation
companies. General consumer laws such as the TDO offer a layer of protection, but do not
provide a comprehensive shield for consumers. Indeed, prosecutions and convictions procured
by the C&ED are limited in number considering the challenges in gathering enough evidence.

In the circumstances, the Council puts forward the following recommendations to strengthen
consumer protection, awareness and education in their home renovation journey and, in so
doing, drive the quality of the entire industry:

() Establish a standard form quotation
(i) Establish a Government-endorsed accreditation scheme

(iii) Adopt a cost-efficient and effective ADR mechanism
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(iv) Intensify consumer education

In proposing these recommendations, the Council has considered whether mandatory licensing
and regulatory control of home renovation companies similar to those adopted in Mainland
China and the US are apposite. The Council considers that given the diversity of companies
and professional associations operating in the home renovation industry in Hong Kong, the
potential impact of a mandatory licensing regime on smaller-scale companies as well as current
market-driven initiatives would need to be further analysed to avoid inadvertent stifling of
competition and innovation. Instead, non-regulatory consumer protection measures adopted
in Canada, Singapore and the UK offer invaluable insight on how the Hong Kong market may
be self-regulated. Itis probable that full implementation of the recommendations herein would
to a certain degree empower consumers to make well-informed choice, reduce the risk of
disputes and in the event that a dispute does arise, facilitate speedy and cost-effective
resolution and redress. As such, whilst the possibility of regulatory control and oversight may
be reviewed in the long run, the Council considers that short- and medium-term measures
should be adopted to provide consumers with advanced protection.

In the consumer perception survey (Chapter 3), respondents expressed consensus that
contracts are necessary for home renovation projects. In the “consumers’ wish list”, the
availability of a standard form quotation ranked second on the list.

In practice, consumers often encountered difficulties when making comparisons between
quotations provided by different traders due to absence of standard form and content. Results
of the mystery visits (Chapter 4) also revealed that for the same project, the items of work and
specifications covered could differ drastically between quotations. As revealed in Chapter 2, of
the 263 complaints which had written contracts or quotations, 55% did not contain completion
date, price breakdown, payment schedules and information on warranties. In some cases,
unreasonably high deposits and unclear payment terms were stated. From the complaints
reviewed, the initial deposit would normally be as high as 40% of the total contract price.

The absence of clear contract terms on these matters may prove to be a fertile ground for
dispute. According to the published court judgments reviewed, the absence of quality-related
specifications often results in allegations of defective work. As some stakeholders suggested,
renovation is not an artwork and some consumers may hold unrealistically high-quality
expectations. It is thus important that, if the consumers hold quality requirements beyond the
legal standard of “reasonable care and skill”, that they be expressed and particularised in the
contract. Further, the contract should clearly specify the materials to be used, such as flooring
and furniture specifications, and the party responsible for their purchase.

The absence of contractual mechanisms on work and work schedule variations is another
common reason for disputes on whether such variations were agreed by the consumer and the
consequences (including price variation), and whether the company ought to be liable for any
delay. As the consumer perception survey indicated, however, nearly 30% of respondents
considered that it is not necessary for work variations to be agreed in the form of a revised
quotation. Lastly, the judgments indicate that consumers may not be aware of their legal
obligations, such as to pay the price upon “practical completion” (that is, free from patent
defects, but subject to abatement for minor defects) and to afford the home renovation
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company a reasonable opportunity to rectify minor defects. As a judgment identified®’, a
contractual right by the consumer to withhold payment (say 10% of the price) upon completion
would serve both parties’ interests by giving them the opportunity to find and make good any
faulty workmanship. As the judgments indicate, consumers inadvertently acting contrary to
their legal obligations may be in breach of contract and find themselves at the receiving end
of a claim.

As Chapter 6 identifies, the owner of a property is responsible for ensuring compliance with
various safety laws and regulations. He may also be liable as occupier for the reasonable safety
of the workers. The owner should thus ensure that ECl and TPLI/CARI policies are taken out,
either by the home renovation company or himself, naming the owner as principal and co-
insured against such liabilities.

The adoption of consumer-focused standard terms boosts consumer protection whilst
balancing between the consumer's and the home renovation company’s interests.
Stakeholders in the public sector and professional associations in the private sector support
the inclusion of mandatory terms in the contract. Indeed, the HKBIA, the HKIS and a few online
matching platforms have promulgated standard form quotations and guidelines. Nonetheless,
lack of familiarity and trust by the general public and the industry with these resources have
inhibited their widespread adoption. Some traders also expressed that there was room for
improving these standard form quotations and guidelines for better alignment with the realities
of how home renovation projects are carried out.

In light of the foregoing, the Council recommends the promulgation of an industry-wide,
publicly accessible standard form quotation that could be adopted by companies for
consideration and acceptance by consumers, the acceptance of which by the consumer shall
constitute a binding contract on its terms. The standard form quotation should be developed
in consultation with the public and the industry for alignment with prevailing industry best
practices.

Hong Kong lacks general consumer legislation imposing mandatory written contract terms in
consumer contracts, including those relating to home renovation. A review of the various
regimes in other markets and standard contract templates published in the Renovation
Guideline and by the HKIS and HA suggest that industry-driven standard form quotations is
preferable in addressing the specific problems identified:

() In Canada and the UK, mandatory written contract terms are imposed for consumer
distance contracts. They are generalised with the objective of spanning different industries.
As such, they are not able to pinpoint the consumer pain points specific to the home
renovation industry. For instance, there are no mandatory provisions required for
standards of workmanship, work variations and completion standards that commonly give
rise to disputes.

(i) In Mainland China and New York, legislation which specifically targets the home renovation
industry afford better precision in addressing specific issues arising in the industry. For
instance, in Mainland China, contracts are required to state the rooms and gross floor area
to be renovated, together with standards of workmanship and the inspection and

21 pamax Ltd v Cross Max Interiors Ltd (HCA 2181/2002).
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acceptance mechanism upon completion. Complementing such terms, the law also
provides for minimum two-year warranties, which bind subcontractors. In the US, contracts
are required to state the make and model number of materials to be used and whether
time of completion is of the essence. Complementing such terms, the law also provides
that deposits paid by consumers remain their property until proper appropriation to the
purposes of the contract and requires that they be deposited into escrow accounts.

(i) Nonetheless, as these laws seek to balance between consumers’ rights, home renovation
companies’ interests and freedom of contract, they are not able to condescend into detail
in accordance with industry best practices or promptly adjust to industry developments,
such as the prevalence of online matching platforms and associated use of information
technology, and entailing consumer issues arising such as data protection requirements.

(iv) In contrast, industry-driven standard terms could flexibly adapt to change in circumstances
and specifically provide for the protection and clarity that consumers need in their home
renovation journey. For instance, the Renovation Guideline provides that work variations
shall be charged at a price referable to those of same or similar items in the original
contract. It also provides that the home renovation company shall be responsible for
seeking approvals under the DMC as well as the law, thus recognising the consumer’s
expectation to rely on the company’s professional knowledge and expertise. The HKIS and
HA templates require the consumer’s prior consent for any subcontracting. Importantly,
the Renovation Guideline and HKIS templates expressly reflect the legal standard of
“practical completion” in their standard terms, whilst providing for the consumer’s right to
withhold part of the final payment and a defect liability period during which the company
shall be obliged to remedy minor defects.

Taking into account the foregoing considerations, it is recommended that the following
material aspects of a home renovation project be included in the standard terms:

Aspect ’ Details
Work and price
e Company details (e.g. name, shop address, company and business registration
number, contact information, licences obtained, etc.)
Company information | e Staff and (if any) subcontractor credentials (e.g. professional qualifications and
relevant experience)
e Signature and company chop on the quotation

e Total and itemised price (or binding, reasonable fee estimate) (labour and
materials as separate items; including quantities and unit prices)

e Agreed fixed fees for specific work items

e Additional fees payable (e.g. third-party transport costs of materials)

e Detailed charging mechanism for additional works outside agreed fixed fees
(e.g. installation of additional power sockets) on itemised basis with reference
to the same or similar items originally contracted for, and authority to incur
additional fees up to a specified amount

e Additional work items not to be charged without the consumer’s prior written
approval (see work variations below)

Price

e Overall scope of work

e Annexed floorplan of the property and any agreed layout, design and
drawings

e Detailed breakdown of work items to be carried out

Scope of work and
specification of work
items and materials
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Excluded work and items, in particular, materials and/or furniture to be
purchased directly by the consumer (or the company on his behalf)
Specifications and method(s) pursuant to which each work item shall be
carried out

The property or parts of the property (e.g. kitchen, living area, dining area,
room(s), patio(s) and garden/outdoor area) in respect of which each item of
work shall be carried out

Details of materials to be used, including brand name and model
Arrangement for materials to be purchased by the consumer (e.g. transport,
installation, liability for damage, etc.)

Standards of
workmanship

As a minimum, good and workmanlike manner, using reasonable skills and
care
Specifically agreed quality standards for specific work item(s), if any

Project period
(including start/
completion dates and
extensions)

Project period, with expected dates of commencement and completion
Working period and hours (e.g. whether work is excluded on Saturdays,
Sundays and public holidays)

A work schedule of the material work items, showing the intended order in
which the work items shall be concurrently or consecutively carried out (this is
to avoid allegation of non-commencement or delay in carrying out certain
work items)

Mechanism for seeking extension of project period or any part thereof,
including as a minimum: (i) written notice be given for agreed bases for
extensions, including inclement weather, shipping delays for third party
supplies, variations or additional works not attributable to the company’s fault,
and (i) for other reasons, no variation of project period without the consumer’s
prior written approval

Periodic payment
schedule (if any)/
Payment terms

Progress payment schedule (i.e. milestone payment events by reference to
specific work item(s) completed (including materials purchased) rather than
specified percentages of overall completion of the project)

Consumer’s payment obligation is subject to (i) satisfactory completion of
relevant work item(s) according to agreed standards, (i) consumer’s right to
inspect in accordance with agreed inspection mechanism, and (iii) the
company's obligation to rectify defects

In the event that the company is obliged to rectify defects as aforesaid, the
consumer’s withholding of making further payment pending defect
rectification as per the agreed terms shall not entitle the company to suspend
work

Agreed payment method(s)

Deposits

Deposits to be paid per periodic payment schedule
The consumer’s rights to the deposits paid under escrow or trust
arrangements, if any

Operational aspects

Sufficient working area

The consumer shall procure that the premises (or part thereof as the case may
be) is sufficiently clear of obstructions at the time of handover to enable the
renovation work to be carried out

Work variations

Mechanism for variations or additional works, including as to price (with
reference to the same or similar items originally contracted for, absence which
to be agreed with the consumer) and project extension

No variation or additional work to be undertaken without execution of
additional written quotation or contract by the consumer, which shall state the
agreed work item(s) and the price

Subcontracting

List of subcontractors intended to be engaged by the company, their
professional qualifications, licences, and the work item(s) to be carried out by
them

Provision of information of other subcontractors proposed to be engaged by
the company in the course of the project

15




No further subcontracting allowed without the consumer’s prior written
approval

Health and safety
precautions

The company shall prevent health and safety risks, minimise pollution,
nuisance to neighbours, and take safety and security measures and bear all
costs incurred in making good any damage caused

Protection of finished
works

The company shall protect the premises and any finished work item from
damage or harm until completion of the project and handover of the premises
to the consumer

Compliance with laws

The company shall ensure that the works comply with (i) all statutory
requirements, and (i) the DMC and house rules of the property, in each case
including but not limited to alterations and additions, working hours, control
of noise, fire safety, environment, waterworks, wastewater disposal and waste
The company shall be responsible for seeking regulatory approval, and
approval from property management if required

The company shall be responsible for wage payment of the workers. The
company shall engage suitably qualified and competent workers, including
licensed workers where applicable, and shall not engage illegal workers

Completion standards

Work items shall be considered as completed when they are free from patent
defects other than minor or trifling ones

An inspection mechanism pursuant to which the consumer shall be entitled to
(whether directly or appointment of a third-party inspector to) inspect the
work (i) in the course of the project, (i) at each milestone payment event stage,
and (i) upon completion, with right to demand the company to rectify any
patent or minor defect identified

Cleaning upon
completion

Upon completion of the works, the company shall remove all plant, tools and
materials and deliver up vacant possession of the premises to the consumer
in a clean and tidy condition

Warranties, rights and remedies

Liquidated damages
for delay/
Other remedies

If so agreed, liquidated damages for delay at a rate to be agreed by the parties
shall be payable by the company if the delay is attributable to the company’s
fault, with the right of set-off against any sums due or payable to the company
Other remedies may be expressly provided for — e.g. defective materials (such
as floorboards and furniture) or workmanship (such as installation thereof)

Warranty and
guarantees

Agreed defect liability period

During the defect liability period, the company shall upon the consumer’s
request rectify all defects which do not conform to the specifications

Agreed terms for withholding final payment pending defect rectification and
payment arrangement upon rectification of all such defects

Termination

The validity period of the company’s quotation for the consumer’s acceptance
The consumer may terminate the contract by written notice if the company
(i) does not regularly and diligently carry out the works, (i) does not comply
with statutory requirements, the relevant DMC and house rules, (i) is
incompetent so that the works are of an unacceptable standard or otherwise
not in accordance with the work details, and the company does not remedy
the default within a mutually agreed period upon receiving the consumer’s
written warning

The company is entitled to terminate the contract by written notice if the
consumer (i) does not pay an amount properly due to the company, or
(ii) prevents or obstructs the company from carrying out the works for an
agreed period of time, and does not remedy the default within an agreed
period of time after receiving a written warning from the company

Remedies upon
termination

Upon termination by the consumer for the company’s breach, the consumer
shall not be required to make any further payment until after completion of
works by another contractor, and may recover from the company the
additional costs to him of completing the works and any direct or
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consequential loss and/or damage caused to him by the termination of the
contract

e Upon termination by the company for the consumer’s breach, the consumer
shall pay the company within 14 days the value of the work properly carried
out and unfixed materials and goods ordered for the works

e The company shall take out and maintain ECl and TPLI/CARI policies; if the
company fails to do so, the consumer may take out such insurance and seek
reimbursement from the company

e The company shall provide copies of the said policies to the consumer

Insurance

In addition, standard provisions may provide for:

(i)

Cooling-off period

The Council's long-time advocacy for introduction of a mandatory cooling-off period in
specific service industries extends to the home renovation industry:

e Suspicious claims and dubious sales practices may impair a consumer’s judgment.
Chapter 4 observes discrepancies between written and verbal terms, and haphazard
(or even deliberate) wrong advice given on permissibility of illegal structural alterations.
A consumer may only discover such discrepancies or wrong advice subsequent to
entering into the contract.

e Secondly, consumers may be lured into immediate commitment for modestly priced
partial renovation projects, at times in return for promised discounts, without affording
time for consideration. The mystery visits showed that there were occasions where
traders lure consumers to pay a deposit immediately to secure some discounts. In the
consumer survey, consumers expressed concern of pressure sales tactics to force them
into purchasing expensive packages.

The availability of a cooling-off period enables the consumer to cancel the purchase and
obtain refund without the need to raise or litigate a dispute. In this regard, the Council
considers that a seven-day period offers reasonable protection to consumers whilst
preserving the home renovation company’s interest in commencing work as soon as
practicable. On the other hand, the right of cancellation should be extinguished upon
commencement of work with the consumer’s written approval. Further, recognising that
preparation work may already have been carried out by the company prior to formal
engagement, such as on-site measurements and preparation of a detailed quotation, a
reasonable administration fee commensurate with the preparation work may be charged
if so agreed in writing by the consumer prior to undertaking such preparation work.

(i) Alternative Dispute Resolution mechanism

Despite the adoption of standard form quotation, the possibility of disputes is not
completely obviated. In particular, disputes may arise as to whether the home renovation
company has carried out work according to agreed standards such that the consumer’s
obligation to pay a progress payment arises. The standard form quotation may thus also
incorporate a cost-effective and speedy ADR mechanism. The Council's proposed ADR
mechanism is elaborated in Section 8.4.
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(i) Payment protection — escrow or express trust arrangements for deposits paid

As Chapter 6 highlights, under Hong Kong law, the consumer does not retain any property
in deposits paid to the home renovation company. The company is free to use the deposit
as it wishes, including for purposes other than the consumer’s project. If the company
enters into insolvency, the consumer may only claim recovery of sums paid as an unsecured
creditor.

In contrast, in New York, consumer’s deposits are required to be paid into an escrow
account. Such deposits remain the consumer’s property until proper payment according
to the payment schedule or substantial completion of the renovation project. In the UK,
some professional associations offer escrow arrangement services to those who engage
their member companies.

The use of escrow arrangements significantly improves consumer payment protection.
They ensure that funds paid by a consumer are properly utilised for his project, effectively
incentivising home renovation companies to satisfactorily complete work on time and
resolve disputes in an amicable manner, and mitigating against the risk of misappropriation
of such funds for other, non-project related purposes. If the company winds up or
becomes insolvent, the consumer would be entitled to return of the funds which remain
his property.

The Council nonetheless recognises that escrow arrangements would entail professional
fees of third-party escrow agents, which is likely to translate into additional cost of the
home renovation project to be borne by the consumer. The additional administrative
burden and delay involved in approving and arranging payments out of an escrow account
may be another disincentive and indeed a potential cause of dispute. The credibility,
independency and trustworthiness of such escrow agents would also need to be
considered. Importantly, if a home renovation company is itself longstanding, reputable
and financially stable, it begs the question whether placing funds with a third party
necessarily enhances the security of those funds.

To address these concerns, the possibility of establishing a Government-approved escrow
agent should be explored. Reference could be drawn to the escrow agent ZhuangXiuPay
in Mainland China which is supervised by the Consumer Professional Committee of
Guangdong Decoration Industry Association, which in turn is a self-regulatory organisation
in the decoration industry established with government approval. In the UK, the escrow
service offered by TrustMark is provided by an escrow service provider authorised and
regulated by the Financial Conduct Authority to do so.

An alternative, no-cost option is to incorporate express trust provisions into the contract.
By expressly providing that the home renovation company holds such deposits on trust for
the consumer and the circumstances under which such funds may be utilised, a similar
level of protection is offered to the consumer. Whilst it remains possible for the company
to misappropriate the funds paid to him in breach of contract, the consumer would (subject
to certain legal constraints) be legally entitled to trace the whereabouts and seek recovery
of such funds or assets purchased with such funds. Related parties, such as the proprietor
of the company, may also be personally liable for sums misappropriated by him.
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In any event, wide-spread adoption of escrow or trust arrangements would involve a
cultural change of mindset and behaviour of both home renovation companies and
consumers alike. As noted in the consumer perception survey, respondents’ support for
escrow arrangements is relatively low. Companies naturally also desire the ability to use
funds generally as working capital. Nonetheless, it is necessary to bear in mind that escrow
arrangements have been implemented in other markets, whether mandatorily or on
voluntary basis, which testifies to their practicability, effectiveness, operability and
importance in consumer protection. Given the significant payment protection that could
be gained, coupled with the fact that the sums could be substantial, the Council considers
that wider promotion of escrow or trust arrangements ought to be studied in the long run.

Whilst industry-wide adoption of a standard form quotation would definitely assist consumers
in comparing quotations from different home renovation companies and, if a contract is
entered on those terms, confer important consumer protection rights, the promulgation of
such template and the enhancement of consumers’ ability in sourcing reputable and
trustworthy companies require additional measures. This leads to Recommendation 2 below.

In 2000, a spate of non-compliant construction incidents (in particular, defective piling works
in HA properties) prompted widespread public concern of the need to reform the construction
industry. As a result, the Government set up the Construction Industry Review Committee
("CIRC") to review and identify improvement measures. In its report, the CIRC recommended
over 100 improvement measures, covering the whole spectrum of activities in the construction
industry, such as realistic project planning and programming, site supervision, construction
procurement and nurturing a professional workforce, so as to lift their quality and cost
effectiveness. A number of the CIRC's recommendations were implemented and passed into
legislation. In 2007, the CIC was established pursuant to the CICO.

Relevant to this Recommendation, the CIRC identified that the quality and performance of
renovation contractors and decorators, especially those engaged in home decoration business,
was a major concern to the general public. The CIRC recognised the typical small scale of home
renovation projects on one hand and the vast number of decorators and renovation
contractors in the market on the other. Balancing the need to raise the quality of decoration
and renovation works while avoiding a cumbersome regulatory mechanism, the CIRC
recommended a “Voluntary Registration Scheme of Renovation Contractors” (“Voluntary
Registration Scheme”) for renovation contractors and decorators by a statutory industry co-
ordinating body but administered by the industry itself. In so doing, the CIRC made reference
to the then Quality Mark scheme (now the government-endorsed TrustMark Scheme) in the
UK initiated for builders in the domestic repair, maintenance and improvement sectors with the
aim of raising the standards of workmanship. It was intended that, under the Voluntary
Registration Scheme, consumers would be able to identify reputable builders (including
plumbers, electricians, decorators and other specialist trades) who have shown to independent
assessors that they possess the skills and competence to complete work to a high quality and
customer standards. In addition, work undertaken by companies registered under the scheme
will be protected by a comprehensive third-party warranty covering them against defects and
unfinished work. In turn, contractors with a poor performance record will be weeded out
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through market forces. While the idea could bring direct benefits to the public, the Voluntary
Registration Scheme has not been implemented to date.

In the absence of a mandatory licensing regime, the Council supports the CIRC's
recommendation to establish an accreditation scheme for home renovation companies as
being necessary to empower consumers to make well-informed choice:

(i)

(i)

(iii)

(iv)

v)

(vi)

As the consumer perception survey (Chapter 3) shows and echoing the CIRC's observations,
consumers expressed concern that there are far too many home renovation companies in
the market on one hand and the lack of public and transparent information on the other.
The establishment of a home renovation company licensing scheme ranks fourth in the
“consumers’ wish list".

Whilst certain works may need to be carried out by licensed workers to ensure their
technical safety, as the consumer perception survey noted, consumers generally do not
know whether a home renovation company would engage licensed workers. They could
only rely on the company’s representations to such effect, if any were sought or made.

From the consumer perception survey and trader interviews, there is currently a lack of
authoritative guidance for consumers. Some may go for the cheapest quotation, whilst
others may balance price with quality, relying in this regard on referrals from relatives who
underwent renovations themselves. Neither approach offers an objective and authoritative
guidance to consumers.

The value of an accreditation scheme for home renovation companies thus lies in boosting
consumer assurance of the quality of companies so accredited. Through professional and
objective assessment by the scheme operator, consumers are thereby alleviated of the
burden of having to conduct in-depth due diligence themselves, in circumstances when
they lack expertise to do so.

Accreditation schemes are prevalent in most of the markets reviewed. These schemes are
most established in the UK, such as TrustMark and Which? Trusted Traders, followed by
Singapore with its CaseTrust scheme. In this regard, it is insightful that TrustMark is
government-endorsed. Further, its modus operandi of sublicensing and partnering with
certification and trade bodies of different industry sectors acting as scheme operators has
allowed an extensive outreach of the availability of accreditation to companies offering
different types of services, spanning from general home renovation works to such specialist
trades as plumbing, electricity, roofing, paint, fabrics and energy efficient works.

Whilst Chapters 3 and 5 indicate that consumers and some trader interviewees support a
blacklist of problematic home renovation companies (in fact, ranking first in the
“consumers’ wish list"), an accreditation scheme publicising a whitelist of quality companies
may well be more effective given the vast number of home renovation companies in the
market.
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The Council further suggests that the accreditation scheme should be Government-endorsed,
but administered by the home renovation industry. In Hong Kong, whilst registration or
certification schemes of renovation contractors exist in both public and private sectors, they
have their own limitations:

() In the public sector, the RSTCS administered by the CIC and the HA's RLDC target only
specific audiences rather than the wider consumer market. The RSTCS covers primarily
subcontractors operating in the construction industry, and it is not known how many also
offer services for home renovation projects. For the HA's RLDC, the primary audience is
tenants of newly completed PRH estates and owners of SSF developments. Further, whilst
consumer protection is in part enhanced through imposition of minimum registration
requirements (including as to track record), mandatory contract terms and oversight by
the HA, its stated purposes are to ensure that the decoration works do not adversely affect
the building structure and other tenants, as well as combatting triad activity.

(i)  The accreditation or certification schemes offered by the HKBIA, ADC and QMC target the
wider consumer market. Nonetheless, the cost of application may be daunting for
smaller-scale contractors serving the mid-range or lower end of the market. In particular,
the ADC Scheme appears to cater for the upmarket segment but not the general mass.
Contractors operating in the lower end market may be of good quality, but nonetheless
do not have the resources, systems or measures in place to meet the scheme requirements.
This disadvantages lower end consumers in their ability to identify quality contractors
operating in their market segment.

(iiiy  Online matching platforms require home renovation companies to be registered with the
platforms before providing matching services for them. In so doing, such platforms
require such companies to satisfy a variety of criteria, including their licences, experience
and customer feedback. Assessment interviews may also be held. However, consumers
do not have access to the register. Those who purchase matching services are assigned
only several companies to choose from, thus limiting their choice.

(iv) Further, as the preceding Chapters observe, the confidence and trust of these online
matching platforms are yet to be popularised. This suggests that for an accreditation
scheme to be truly effective, a coordinated effort is required to cement and fortify current
fragmented efforts, whilst collectively exploring improvements to scheme requirements
that satisfy both consumer and company needs and expectations to gain wider market
acceptance.

A Government-endorsed accreditation scheme for home renovation companies is likely to be
more receptive by the public as being credible and reliable, compared to current private
registration schemes and services. The longstanding nature of registration schemes operated
by the CIC and the HA are testimony to their respective target audience’s confidence in such
schemes and their utility in facilitating selection of quality contractors.

Instead of accrediting home renovation companies directly, the scheme should seek to approve
trade or professional associations as accreditation bodies, which in turn shall be responsible for
ensuring compliance with the scheme requirements by their accredited (or registered) member
companies. This is what the UK's TrustMark scheme offers in achieving industry self-
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administration. An example of a similar scheme in Hong Kong is the “No Fakes Pledge” scheme

launched by the Intellectual Property Departmen

t?® with 11 trade associations spanning

different retail sectors as issuing bodies. The advantages are:

(i)

(i)

(iii)

(iv)

v)

Given the efforts and experience of various trade associations, the accreditation scheme
may benefit from the experience and expertise gained by these stakeholders. Through
close collaboration with them and their close ties with the home renovation market,
continuous refinement and improvement to the scheme could efficiently be achieved in
response to the changing consumer needs in the market.

The Government-endorsed accreditation scheme could seek to adjust and align such
stakeholders’ services with a standard set of scheme requirements that meet consumer
and trader needs, with such adjustments as appropriate to the service type(s) under each
stakeholder’s purview. Such alignment would be to the private stakeholders’ benefit as,
by aligning its requirements to those of the Government-endorsed accreditation scheme
in order to obtain the status of a Government-endorsed accreditation body, its market
visibility, credibility and reliability in the consumer market would be enhanced.

In this regard, the approval of accreditation bodies offering similar services is likely to
foster market-driven competition.  As accreditation bodies seek to promote
competitiveness for their own benefits and those of their accredited members, they may
be incentivised to undertake or require members to undertake further value-added
consumer protection initiatives on top of the standard requirements of the scheme.

In addition, as the home renovation industry encompasses different service types (for
instance, plumbing), other trade associations of such service types (for instance, the HK
Licensed Plumbers Association Ltd.) may be encouraged to join in the accreditation
scheme, thereby improving the quality and standards of their members. In the long run,
online matching platforms, building inspection associations and escrow agents, if qualified,
may also become accreditation bodies.

Last but not least, as the scheme develops and expands its reach to consumers at large,
oversight of a comparatively limited number of accreditation bodies may be less
administratively burdensome and more cost efficient than if it were to directly oversee
accredited home renovation companies.

In order to facilitate consumers’ informed decision-making, an accreditation scheme needs to
establish minimum quality benchmarks that home renovation companies are required to
comply, as well as mechanisms for compliance check. It should also adequately cover different
market segments and different aspects of a home renovation project. With reference to the
current schemes available in Hong Kong and other markets, the Council recommends that the
following matters should be considered and incorporated:

% Intellectual Property Department (2023). "No Fakes Pledge" Scheme. Retrieved from
https://www.ipd.gov.hk/en/promotional-activities/promotion-education/index_id_8.html
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(i)

(i)

Accreditation criteria

The accreditation criteria should cover a blend of objective and subjective core
competences. The following eight core criteria is suggested:

Safety

Financial health

Management and manpower commitment

Track record

Dispute resolution process (ADR)

Customer satisfaction

Business procedures and practices

Ethics and integrity management

Tiered accreditation

Home renovation contracts vary in scale and budget, so do size and resources of home
renovation companies. Companies undertaking small scale or modestly priced
renovations may not reasonably be expected to have the same level of working capital,
manpower, experience, skills and business practices of companies which serve on large or
luxurious projects. A reasonable level of consumer protection may nonetheless still be
afforded if such companies maintain a level of working capital sufficient to undertake such
projects and have demonstrated a proven track record of serving on similar projects.

A dynamic framework is therefore required to address the extensive variances in the home
renovation industry and cater for the needs and expectations of different classes of
stakeholders (home renovation companies and consumers alike). By offering a tiered
accreditation according to the companies’ business model, operation size, risk profile and
other factors, as well as level of compliance with the accreditation criteria, companies
operating in different market segments would have equal chance of obtaining
accreditation. In turn, consumers in different market segments would have access to a
pool of accredited companies matching the particular scale, budget and needs of their
home renovation project.

This is precisely what the RSTCS offers, whereby registered subcontractors enjoy rights to
tender for specified value contracts according to their tier (or group), with more stringent
registration requirements imposed for those wishing to tender for higher valued contracts.
For example, whilst Group 1 contractors and Group 1 (Advanced) contractors on the
“interior fitting out” category of the RSTCS are eligible to tender for subcontracts up to
specified values, Group 2 contractors do not have tender limits but are required to be a
registered minor works contractor (class 3), demonstrate business track record, employ
more safety and technical staff and skilled workers, and maintain higher employed and
working capital. The Council suggests that when establishing the accreditation criteria for
different tiers of home renovation companies, reference may be made to that for “interior
fitting out” category of the RSTCS with such adjustments as appropriate to reflect the
(normally) lower contract value of home renovation projects.
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(i) Commitment to comply with scheme requirements

To ensure that accredited contractors commit to minimum quality standards and pre-
defined level of skills and competences, the scheme requirements should include, as a
minimum:

e The adoption of standard form quotation, as proposed in Recommendation 1 above.

e Commitment to offering free-of-charge quotations upon request, or to do so at
reasonable fees commensurate with the work involved in preparing the quotation,
such as on-site measurements.

e The deployment of suitably skilled workers, including licensed workers and trade test
certified workers as applicable, for the project.

e Proper, ethical and integrity management of the project commensurate with the needs
of the project and the consumer’s reasonable expectations.

e Responsible handling and resolution of disputes, with the accreditation body assuming
the responsibility as conciliator of such disputes where appropriate, and agreement to
adopt ADR and be bound by its outcome.

e Attendance of training on various technical and non-technical aspects of the home
renovation project organised by the accreditation body.

e The right of the accreditation body to monitor or audit compliance, and processes for
dealing with contraventions and penalties. In turn, the accreditation body shall submit
periodic reports to the Government body responsible for overseeing the scheme.

It is probable that the establishment of a Government-endorsed, publicly recognised
accreditation scheme would disrupt the traditional mindset in the market. Home renovation
companies would be incentivised to strive for accreditation, and in so doing adopt good
practices and measures required by the scheme, with their compliance overseen by an industry
accreditation body. They would be encouraged to compete based on expertise, quality, track
record and value-added services. From the perspective of consumers, whilst (as the consumer
perception survey in Chapter 3 shows) price has been the first and foremost consideration in
selecting a company, they would have the means to objectively assess the companies’
reputation and quality of works through the basket of considerations leading to accreditation
under the scheme.

Given the presence of an accreditation scheme is transformational to the industry, it is
imperative that the Government and industry stakeholders collaborate to discuss and agree on
the scheme requirements, implementation details and the relevant Government constituency
to oversee the scheme.

Whilst it is anticipated that the establishment of an accreditation scheme, together with
adoption of standard form quotation, would enhance certainty of the parties’ obligations and
assurance in the quality of services and work, they are nonetheless not a bullet-proof vest
against disputes arising. This leads to Recommendation 3 below.
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With the adoption of recommended standard form quotation and accreditation schemes,
theoretically fewer disputes should arise in the market. However, in case a dispute does arise
due to reasons such as delay in completion or substandard workmanship, litigating such
disputes in court may not be in the best interests of the consumer. As Chapter 2 demonstrates,
litigation (no matter in the SCT or the higher courts) may be protracted and take years to
complete. For the average consumer, the mental strain of litigation and entailing litigation risk
may well be taxing. Further, the costs of litigation may be prohibitive for the parties or
disproportionate to the claim amounts. As the judgments show, the Court expects the parties
to adduce expert evidence on the quality or progress of works carried out and the cost of
alleged remedial work required. In particular, for claims brought in the SCT, the cost of
obtaining such expert evidence may be disproportionate to the claim amounts. Even if the
parties are willing to fund the cost, there is no certainty of recovery in successful claims.

The Council considers that an ADR process, be it mediation, arbitration or expert determination,
is desirable from the consumer protection perspective and, as indicated in the
Recommendations above, should by default be provided for in the standard form quotation
and an accreditation scheme. All stakeholders engaged in the Study agreed that some form
of ADR is desirable to resolving renovation disputes. With reference to the other markets
reviewed in Chapter 7, various scheme operators in the UK require their member companies
to contractually commit to ADR, including mediation and expert determination. In Mainland
China and Singapore, mediation is widely encouraged. In Hong Kong, the HKBIA in
collaboration with the HKAS promotes the latter's arbitration services, whilst the HKIS has
recently promulgated its expert determination services, for home renovation disputes.

Mediation refers to the voluntary, confidential and private dispute resolution process in which
a neutral person, the mediator, assists the parties in negotiating a mutually acceptable solution
to their disputes. Whilst the mediator does not give legal advice to either party or seeks to
impose any settlement, he is professionally trained to foster and manage -effective
communication between the parties in attempt to close the gaps between them. Mediation is
interests-based rather than focusing on (or solely on) the parties’ legal rights.

Since as early as in the 2009 Civil Justice Reform, mediation has been promoted by the Judiciary
as a means of ADR. It was stated by the then Chief Justice of Hong Kong that mediation as an
alternative and complementary method to litigation is in the public interest, entailing benefits
of reduction in stress, saving of time and costs and achievement of a satisfactory solution, and
must now be regarded as an indispensable feature of a credible legal system. In the same year,
the “Mediation First” Pledge campaign was launched, with commitment from corporations and
entities making such pledge to first explore the use of mediation to resolve disputes before
resorting to formal dispute resolution means.

Further efforts had been made by the Government to promote mediation over the years. In
2011, the Financial Dispute Resolution Centre was set up with Government seed funding to
administer the Financial Dispute Resolution Scheme, providing cost-efficient independent and
impartial mediation and arbitration services through the “Mediation First, Arbitration Next"
approach for consumers embroiled in disputes with their financial institutions. In 2018, the
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District Court introduced a pilot scheme, which was further extended in 2021, aimed to assist
parties in reaching out-of-court settlement of their civil disputes. Whilst not mediation in the
strict sense, the use of “Case Settlement Conferences” under the scheme involves a Court
Master assisting the parties to narrow down their issues in dispute with a view to helping them
conclude a settlement.

Stakeholders engaged in this Study are generally supportive of the use of mediation to resolve
home renovation disputes. The Renovation Guideline advocates for the “Mediation First,
Arbitration Next” approach. The HKMAAL indicated the possibility of including home
renovation as a new area of practice in its general category of mediators.

Likewise, in the other markets reviewed, in particular in Mainland China and Singapore,
mediation is encouraged as a means of dispute resolution of home renovation disputes.

The Council encourages parties to attempt interests-based mediation in resolving home
renovation disputes before considering legal action and, in particular, the consumer be entitled
to require the use of mediation to resolve any dispute:

() Based on statistics of SCT proceedings in Chapter 2, up to 91% of claims may have been
settled during legal action. This suggests that in most home renovation disputes, there is
scope for out-of-court settlement. The assistance of a professionally trained mediator may
provide the appropriate communications platform conducive to achieving such settlement
at the early stage of the dispute, obviating the need for litigation and associated time,
stress, risk and cost of the parties.

(i) The intervention of a mediator may facilitate parties’ better understanding of the other’s
position and management of their expectations in reaching a compromise. In this regard,
as some stakeholders postulated, disputes may arise due to miscommunication and
misunderstanding of the home renovation process and/or outcome. For instance, delay in
completion may be due to legitimate reasons beyond the home renovation company’s
control. Work variations may have been necessitated in the course of renovation or
requested by the consumer, to which the company should be legally entitled to additional
reasonable remuneration.

(iii) The consumer’s real interest lies in completion of the renovation as early as possible,
irrespective of his legal rights to claim damages arising from any breach by the home
renovation company. As the published court judgments show, the engagement of another
company to complete a home renovation is likely to result in further, potentially substantial
delay in the consumer’s enjoyment of the property. Whilst an aggrieved consumer may
legally be entitled to monetary damages, he still would have suffered inconvenience thus
caused. An early resolution entailing continuation of services by the original company
where practicable, thereby minimising further delay, would best attain the consumer’s real
interest.

(iv) In the scenario that the parties could not settle their differences after having attempted
mediation, arbitration or expert determination could take place to resolve the disputes.

Having reviewed the relevant ADR mechanisms available for home renovation disputes in Hong
Kong and other markets, the Council considers that the use of ADR may be a more time and
cost-efficient alternative to court litigation:
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() Under the principle of party autonomy, the ADR rules may be written in layman terms to
ensure readability and designed to enable quick, simple and cost-effective resolution of
the dispute, whilst affording reasonable due process to the parties. Unlike the court's
adversarial process, the adjudicator may be empowered to adopt an inquisitorial role in
raising his own inquiries and interrogations and guiding the parties on narrowing down
the issues. Simplified and streamlined procedures on submission of evidence and hearings
leading to a reasoned decision may be provided for. In appropriate cases, the parties may
even agree to dispense with detailed reasons or formal hearings.

(i) In an ADR process, there is flexibility of choice of a suitably qualified adjudicator with
experience in issues arising in home renovation disputes. Depending on the technical and
legal issues involved, a surveyor or a barrister with surveyor or civil engineering
qualifications may be appointed. The adjudicator would thus be qualified to understand
the technical issues, as well as able to conduct his own investigation or inspection, thus
obviating the need for the parties to incur the cost of engaging their own experts as
evidenced by the HKAS arbitration and HKIS expert determination schemes.

(i) These measures translate into savings of time and cost in the dispute resolution process.
By way of example, the HKAS has indicated that an arbitration under its rules could
normally conclude within 3 months of commencement, and its fixed fee scale based on
aggregate claim amounts (e.g. HKD25,000 is charged for claims between HKD80,001 and
HKD250,000) facilitates management of the parties’ costs expectations.

As between arbitration and expert determination, each carries its own advantages. In the
context of home renovation disputes, the Council considers that arbitration offers better
flexibility and convenience to consumers. If the consumer considers that court proceedings is
more suitable after a dispute has arisen in light of the claim amounts, the issues in dispute, the
status of the home renovation company and his own financial means, under the Control of
Exemption Clauses Ordinance (Cap. 71), he still has the choice of pursuing court proceedings
despite having contractually agreed to arbitration. Secondly, whilst an expert's decision is
contractually binding on the parties, an arbitral award may readily be enforced against a
company which refuses to honour it upon seeking leave of the court under the Arbitration
Ordinance (Cap. 609).

On the other hand, an expert determination process may be appropriate to resolving purely
technical or quality-related disputes. For instance, the dispute may simply require the
engagement of a building inspector or surveyor to determine whether the project was
satisfactorily completed and thus entitled the home renovation company to payment of the
final instalment. Secondly, whilst an arbitral award is final and cannot be appealed or set aside
in court, save in exceptional cases of procedural irregularities, an expert determination
mechanism may provide that the expert's decision is not binding on the consumer at his choice,
thus affording him the ability to seek legal adjudication if he disagrees with the decision.

Given the varying nature of home renovation disputes, a tiered or separate ADR mechanisms
catering for different disputes may be warranted in consultation with the stakeholders and the
public. The Council suggests that, as part of a tiered ADR mechanism, the consumer should
be afforded the choice of attempting mediation as an informal means of ADR. Whilst
arbitration and expert determination are offered as viable alternatives to litigation, they are
nonetheless formal dispute resolution processes that potentially impose stress on consumers
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and carry legal and costs consequence. Further, certain claims may be minor or modest such
that a consumer may not be willing to pursue any formal dispute resolution process.

Given that ADR, be it mediation, arbitration or expert determination, is consensual in nature,
widespread adoption thereof requires both home renovation companies’ and consumers’
recognition and appreciation of its benefits, and provided for in their contracts. To enhance
recognition, fairness and long-term viability, ADR mechanisms would need to be underpinned
by suitably qualified and experienced professionals serving on panels of mediators, arbitrators
and experts (as the case may be) and procedures that appropriately balance between fine
considerations of time, cost, procedural fairness and robustness. The Council suggests that all
these matters should be reviewed and refined as part of the establishment of standard form
quotation (Recommendation 1) and accreditation scheme (Recommendation 2), in close
collaboration with industry stakeholders.

In addition, the benefits of ADR should be promoted to consumers as part of wider consumer
education efforts. This leads to Recommendation 4 below.

Consumer education has always been a key to the enhancement of consumer protection.
Meanwhile, it is also crucial to change consumers’ consumption attitude when engaging in
home renovation projects. Useful information could be shared with consumers so that they
could efficiently equip themselves with basic industry knowledge prior to conducting their
home renovation projects.

Given that most consumers only need to conduct home renovation projects for limited times
in their life, lacking industry-specific knowledge and the lax mindset have always been pain
points among consumers to manage home renovation projects closely. In Chapter 3, the
consumer perception survey revealed that certain consumers held a lax attitude about critical
items. For example, nearly 30% of the respondents agreed that the home renovation company
need not issue a new quotation as long as there are other records.

Moreover, consumers were in general rather passive when communicating with their home
renovation companies. As discovered by the mystery visit exercise in Chapter 4, some traders
might give advice to consumers which were non-compliant with relevant laws and regulations.
To take the change of kitchen door to a sliding door as an instance, there were traders who
advised the mystery shoppers that they could simply do it. It is difficult for ordinary consumers
to verify the truthfulness of the advice given their lack of industry background and knowledge.
In the end, consumers might passively believe in this kind of misinformation, which could
eventually expose them to serious safety risks and violation of laws and regulations.

The Council puts forward the following tips to help consumers prepare for their own home
renovation works at any time.
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Tips for consumers

Awareness and information search
e Acquire basic home renovation knowledge
e Conduct background research on preferred home renovation companies, such as a
check on their licences and qualifications

Pre-commencement

e Compare the quotations and other information provided by home renovation
companies

e Pay attention to critical items on quotations

e Stay alert and cool-headed when communicating with home renovation companies

e Read the contents carefully and in detail before signing documents such as
quotations/contracts

e Check approved plans for buildings, relevant regulations and guidelines, and seek
professional advice before conducting alteration and addition works

e Apply to relevant authorities for approval/consent (if needed) or confirm the
responsibility with the company to ensure compliance

Commencement
e Keep close contact with the project manager and conduct on-site visits regularly to
monitor the work progress
e Request an update of the quotation/contract for work variations or additional orders
before committing
e Fulfil payment obligation in accordance with the contract

Completion and follow-up
e Carefully inspect the works done, and seek professional assistance (if needed)
e Make good use of defect rectification and warranty services

Findings from the consumer perception survey (Chapter 3) and the in-depth interviews with
traders (Chapter 5) suggested that consumers mainly acquired information from family,
relatives and friends, and through online channels, such as home renovation companies’
websites, video platforms and social media.

Nevertheless, there is no guarantee that information acquired through these channels are
completely accurate. For example, some industry practitioners from the trader interviews
(Chapter 5) pointed to the risk of misinformation — information found online could be
erroneous or might merely be the promotion materials used by a particular home renovation
company or online matching platform to attract consumers.

For better consumer safeguards, the Council recommends relevant Government departments
or relevant organisations to intensify consumer education by sharing basic home renovation
information. Campaigns such as release of online “info-kits”, seminars, and information booths
around different residential estates are worth considering. Through these events, consumers
shall be able to learn about the topics listed below and thus empower themselves.
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Suggested topics for information sharing

e Common workflow

e Typical work schedule

e C(ritical items in quotations/contracts

e Lists of registered contractors under different official schemes (such as the CIC's
RSTCS, the HA's RLDC and the BD's MWCS)

o Websites with important and relevant information (such as the BD's BIC, official
webpages of leading trade associations and consumer protection organisations in
Hong Kong and other markets)

e Property owners’ legal liabilities

e Existing industry guidelines

e Relevant regulations and requirements

e Penalties for non-compliant works

e Ways to prevent and resolve disputes, including use of ADR

Currently, the BD provides educational materials to the public on items to be aware of, and
relevant procedures to follow when carrying out alterations and additions works, etc. on its
website. Meanwhile, the BD established the BRAVO system which enables online viewing of
the building or minor works records upon payment of fees. The HA also established its Housing
Electronic Building Records Online System for HA buildings. Consumers are advised to obtain
an approved plan of the flat from a credible source, and consult professionals on their home
renovation projects. Consumers need to beware that floor plans available on the websites of
real estate agents may not be approved plans, hence should only be treated as reference. The
IFEC also provides a model spreadsheet to assist consumers in budgeting for home renovation,
together with consumer tips to avoid pitfalls.

Meanwhile, it might be worth exploring whether important information about first-hand
properties, such as what home renovation works are allowed and what are not, could be
disclosed in a more transparent way for consumers to check before conducting any home
renovation projects.

Recognising the time and effort that would be required to develop and implement the
recommendations, the Council considers that a progressive approach may be taken, prioritising
measures that will have the biggest impact on consumer protection on one hand and could
gain early market traction on the other:

(i)  Short-term:

e A standard form quotation should be developed in consultation with stakeholders and
the public as early as possible, containing contract terms that offer consumers and
companies alike with clarity on their rights and obligations relevant to the home
renovation project.  Such terms should include at least those set out in
Recommendation 1.

e To advance and maintain consumer awareness of common issues arising and the due
diligence and other measures that consumers ought to undertake through each stage
of the home renovation journey, public information campaigns involving the release
of online “info-kits”, information leaflets, seminars, and information booths should be
initiated from time to time.
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(i) Medium-term:

In tandem with the development of the standard form quotation, in-depth stakeholder
consultation and “buy-in" of the accreditation scheme, ADR mechanism and other
contractual measures such as cooling-off period and escrow arrangements should be
undertaken. Whilst such measures remain extremely important in the overall scheme of
consumer empowerment, it is equally important to have obtained industry-wide
consensus on their adoption prior to roll-out to ensure widespread adoption.

(i) Long-term:

Sufficient consumer education is necessary in the long run to encourage positive change
in consumption behaviour and mindset — that is, the need to consider a basket of factors
rather than price alone in selecting a suitable home renovation company and to closely
follow through a project. Interactive tools and training materials may be offered by
stakeholders to both consumers and companies on their respective rights and obligations.
Pitfalls and lessons learnt from prevailing home renovation incidents may be advertised.
The availability of the accreditation scheme, ADR mechanisms, cooling-off periods and
escrow arrangements which by then should have been developed may also be promoted.

Having a comfortable home has always been a lifelong dream of many Hong Kong consumers,
making home renovation one of the most important topics in life. In Hong Kong, there is an
on-going and huge consumer demand for customised home renovation that warrants better
protection for consumers in such significant spending. However, currently Hong Kong does
not have a specific regulation to govern the home renovation industry. Owing to the low
barriers of entry, there are many choices of home renovation companies with varying levels of
quality in the market. When consumers search for one, the possibility of occurrence of
unscrupulous trade practices could thus be increased.

As revealed in this Report, different kinds of issues have existed in the home renovation industry
for a long time. It is important for stakeholders to enable consumers realise the dream of
creating a comfortable home.

Compared to Hong Kong, consumer protection measures specifically targeted at the home
renovation industry in other markets are more comprehensive, and have good practices that
Hong Kong can refer to.

The Council hopes that the Government, relevant statutory bodies and traders could consider
adopting similar measures and, as importantly, intensifying consumer education.
Understanding that different measures require different levels of resource and manpower input,
the Council suggests classifying the measures into short-term, medium-term, and long-term
ones, and executing them in a progressive manner. Meanwhile, the Council would continue to
monitor the market to prevent unscrupulous trade practices and educate consumers about
ways to safeguard themselves. The Council believes that consumer protection in the home
renovation industry would be enhanced, and the dream of having a comfortable home would
be achieved easier through collaborative efforts of all stakeholders.
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Annex 2: Parameters in Marking Scheme for Quotation Assessment

A. Mention of Parameters

Name of contractor

Address of contractor

Date of quotation

Validity of quotation

b jlw | N |—=

Contractor's signature or chop

6 Address of flat to be renovated

7 Name of client

8 Project start date and end date/time for completion

9 Defects liability/maintenance period

10 Declaration of compliance with statutory regulations

. Declaration of cqmpliance with the fitting out requirements of the property
management office

1 Clarification of responsib.ility for paying the deposit required by the
property management office

13 Liability for materials to be provided by the client

14 Payment terms

15 Liability for non-payment by the client

16 Provision for extension of time

17 Provision for liquidated and ascertained damages

18 Method to deal with work changes requested by the client

19 Lump sum

20 Exclusion of works

21 Transportation of materials

22 Rubbish removal during and after work

23 Protection of existing property during work
24 Cleaning after work completion

25 List of materials to be provided by the client

B. Evaluation of Detailedness of Parameters

26 Breakdown of work

27 Insurance arrangement

28 Specification of work items
29 Brand names of materials
30 Quantities of work items
31 Unit prices of work items
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