Consumers oblivious to 50m Christmas warranty Rip Off

An alarming lack of awareness could cost consumers at least 50m in Rip Off Extended Warranties over the next two months as British households buy new washing machines, fridges and TVs before Christmas, according to insurance specialist, Warranty Direct. 

With a quarter of all electrical products sold during November and December, new research by Warranty Direct shows that only 1 in 8 people are aware that they have an alternative to the point of sale policies being sold by the big name retailers. 

As a result, the majority of the 1 in 5 brown and white goods sold with Extended Warranties will be bought over the counter where consumers can pay 63%*1 more than alternative sources like manufacturers, banks and insurance companies. The price disparity stands at an average of 38%. 

The one-off cost of a four-year warranty (which has a cancellation period of only 14-28 days from point of purchase) can be as high as 50% of the cost of the item itself. Yet, the Rip Off is proportionally even greater if consumers opt to buy using a retailers own finance scheme. 

A four-year extension to the manufacturers warranty on a 550 washer-dryer can cost 199. Bought over 3 years at the typical 29.9% APR found on the High Street, the real cost of the policy increases to 303.48 over 55% of the actual price of the product.*2 

But its not just the High Street retailers who benefit from the general lack of awareness. The Treasury will see its coffers bulge by approximately 22m this Christmas thanks to the 17.5% VAT applicable on Extended Warranties sold at the till. Comparably, policies sold by alternative suppliers are subject to a 5% Insurance Tax, giving the Treasury a boost of nearer 6m. An effective difference of 15m. 

Extended Warranties need to be demystified. Its too much of an afterthought at present, said Duncan McClure-Fisher, managing director of Warranty Direct. People need to realise there is absolutely no need to rush into buying a policy there and then. Every product comes with at least 12 months cover from the manufacturer, so in reality you only need to worry about extending protection the following year. 

According to Warranty Direct, the four most popular items to be covered by UK Households are: washing machines (16%), dishwashers (12%), televisions(11%) and fridge freezers (10%). McClure-Fisher added: A retailer will sell you a warranty on any good regardless of whether its worth it or not. 

You can even get cover for a 20 kettle. It simply doesnt add up to insure some goods like stereos, vacuum cleaners and microwaves, but a washing machine will need repairing three times on average during its 8-10 year life span, and thats when its worth it. 

The fact is this is only a Rip Off because not enough consumers realise they have a choice. Historically, the electrical retailers have the upper-hand but thats only because the public needs to be educated. The insurers behind Warranty Direct, Cassidy Davis Insurance Group support thisview. A spokesman said, Increasingly, purchasers of domestic appliances are becoming more aware that they are able to obtain warranties though every day sources such as credit cards, household policies, their mortgage or directly as through Warranty Direct. We absolutely support this development of affording the customer more choice and at a cheaper price than is available in the high street. We believe that the Warranty Direct insurance provides a more flexible option where the customer can choose which appliances are insured and has the additional benefit of not being restricted to new appliances. 

The market for Extended Warranties is estimated to be worth 500m annually to the electrical retail sector. The Competitions Commission is currently investigating the market after a nine-month long investigation by the Office of Fair Trading. 
