My submission included hard copies supplied to all committee members which included:

1. A hard copy example of a loan agreement  between African Bank and one of my employees

2. A hard copy of the EAO from the Magistrate’s Court in Simonstown

3. A hard copy of the opinion piece I wrote for Business Day in August 2012 highlighting the destructive effect that credit provision has on South Africans as well as on the economy

4. A hard copy of the opinion piece I wrote for Business Day in November 2012 providing a simple solution

The thrust of my submission was as follows:

1. People with a sound secondary and often a tertiary education do not have an understanding of compound interest – even they don’t understand their loan agreements

2. How then can a blue collar worker who has not had the benefit of a good education and who is to all intents, financially innumerate ever hope to comprehend a complex loan agreement as well as understand the implications of exorbitant interest and hidden costs?

3. That millions of loans (as per the example submitted) are in force in SA

4. That the rates of interest and hidden costs amount to extortion and that all these agreements in their current form should be cancelled

The loan agreement example I provided was as follows:

1. Loan of R 10 000

2. Raising fee of over R 770-00 – or 7,7% of the loan

3. Bank charges of over R 50-00 per month or annualised 6% of the loan

4. Life cover of R 108-00 per month or R 1 300-00 per year – 13%  of the loan

That the net effect of all these hidden charges meant that on a R 10 000-00 loan and an 18 month repayment period, that the employee will pay R 1 049-00 per month or R 18 882-00 to settle the loan in full
THAT THIS AMOUNTS TO AN EFFECTIVE 93% INTEREST / HIDDEN COST CHARGE
Further, in my presentation I indicated that the employee managed to reduce her debt to about R 4 300-00 and then the wheels fell off. African Bank obtained judgement in the magistrate’s court against her in an amount of just under R 22 000-00.  The principal debt was  only R 10 000-00.
My submission included and criticised the unholy alliance which exists between credit providers, debt collecting attorneys and an asleep at the wheel judiciary.

I highlighted the  intention of the NCA was:

1. To have a responsible credit providing industry

2. To facilitate the access of credit to South Africans who were previously excluded 

I highlighted that one of the objectives of the Amendment Bill was to:

1. Empower the National Credit Tribunal to suspend reckless credit agreements

As an employer of blue collar workers it is quite evident that that the noble intentions of the NCA have been circumvented by listed credit providers (like African Bank and Capitec), by credit providing retailers like Woolworths, Edgars etc. and by retailers of white goods  (furniture stores).

Many millions of South Africans are affected by these agreements and thus render the NCA fatally flawed and any attempt at an amendment to be futile.
I offered a solution which was based on the following:   
1. All people with the ability to repay their debt need access to credit – by definition, this would be employed people

2. That the higher up the food chain, the more credit management was conducted by the banks / credit providers i.e. a middle class individual applying for a R 20 million mortgage would be refused by the bank purely on the inability to repay the loan and yet, a blue collar worker is granted credit for which they have no chance of ever settling their debts based on the interest rates they are charged

3. That hard working blue collar workers are just as responsible as any other group, yet they are prejudiced by unfair interest rates

4. That credit providers justify high interest rates because the credit in unsecured – this is not true as they have access to EAO’s – in fact it suits them for a debtor to default and rather get an EFT EAO from the employer in place

THE PARTIES INVOLVED  IN WHAT I BELIEVE TO BE THE SOLUTION:

THE EMPLOYER

· Whether employers like it or not, their employees’ debt is their problem, whether it is dealing with calls from credit providers to dealing with the sheriff and counselling staff on the effect of an EAO to dealing with demotivated staff under financial pressure to dealing with above average wage increases because of lack of disposable income due to large repayments

THE EMPLOYEES

· That employees, particularly ones of long standing require affordable credit at a rate that is similar to that of wealthier South Africans

THE GOVERNMENT

· The driver of simple  legislation to facilitate an entirely new system of credit provision

THE RETAIL BANKS WHO CONDUCT BANKING ON BEHALF OF BUSINESSES, THE DE FACTO EMPLOYERS

· Blue collar workers represent a massive market in credit provision, the retail banks simply don’t know how to access this market (up until now)

THE ACTUAL SOLUTION

GOVERNMENT

· Government passes legislation allowing employers to register on a national database of “responsible credit managing employers”

· Registration on this database and active involvement by the employer creates an entire new score card opportunity for BEE points

· Government passes legislation which allows for two forms of credit being:

(a) Credit to employees via their employers’ banks where all debt is consolidated into ONLY ONE revolving credit facility OR
(b) Alternative credit avenues (much like what is in force today)

· Legislation passed that if a credit provider offers credit to an employee employed by an employer who is registered on the “credit managing employer database” and that employer does not approve the credit then if such a loan is made, then the condition is that the credit provider CANNOT apply for an EAO in the event of non-payment. In effect this makes the debt truly unsecured.

THE EMPLOYERS

· Identify which staff want a single revolving credit facility at an attractive interest rate – the employer will do a monthly EFT to the bank to effect monthly loan repayments

· Call in their commercial bank to effect the credit agreements with staff members – can be done at no cost on the employer’s floor meaning the avoidance of raising fees

· The employers can vouch for the solid employees meaning that the bank has  good credit risk debtors on their books

· Employees who the employer cannot vouch for – i.e. new employees – can still access traditional credit at the exorbitant rates

THE BANKS

· Access to all their business clients

· These business clients provide their factories / offices for banks to visit their workforce and consolidate debt

· No expensive signing up fees as no overheads for branches near taxi ranks train stations / shopping centres – effectively, the banks’ principal customer (the business client) provides office space to conclude agreements

· No collection costs – the employer does the EFT – after all, if they have to effect an EAO under the current system, then an EFT is no additional work

· Provide a revolving credit facility in the loan agreement between the bank and individual employees

THE EMPLOYEES

· Option of consolidated debt at say 15% in which case that is the only line of credit they will have attract a lower interest rate meaning more disposable income and the option to buy everything for “cash” – white goods will now be bought at 15% or maybe 20%  OR  

· Choose to access credit like they currently do
BENEFITS

· Affordable credit

· Avoidance of unnecessary charges – life cover, bank charges

· Minimal debt exposure for banks – employees are effectively pre-authorised by employers

· Motivated work force with more personal  disposable income

· Good management tool for new employees to be motivated to be on the system

· One line of credit meaning it is easier to track what an individual’s situation is 

· More disposable income in the economy – my estimate is R 100 billion per annum 

· Ability for banks via employers to communicate on a weekly basis (email communication to be printed to go onto staff noticeboards)  with “employee clients” educating them about solid financial products  and explain the benefits of saving to buy a house – the comparison of what two packets of cigarettes per day  per month can buy in terms of a monthly bond repayment

A radical solution is required for a radical problem – the above represents such a solution.
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