
 
 

Postal. PO Box 53341, Kenilworth, 7745 
c. + 27 (0) 82 875 7101 e. erich@ultreia.co.za 
 
 
Directors:  E.G. Kröhnert, M.E. Kröhnert 
Ultreia Consulting Services (Pty) Ltd | Reg. No. 2017/192759/07 
A registered Financial Services Provider in terms of the FAIS Act (Licence no. 48384) 

 

 

ULTREIA 
C O N S U L T I N G  S E R V I C E S  ( P T Y )  L T D  

go further 

0829280524 
0215549891 
kaveer@ubiquity.co.za 
A303 Pardis Bay 
Big Bay 
Cape Town 
7441 

 

 

 

 

By email: speaker@parliament.gov.za; awicomb@parliament.gov.za;  

tsepanya@parliament.gov.za; lurwinj@da.org.za 

 

To the Speaker of the National Assembly, Committee Chair and Secretariat: The Standing Committee 

on Finance   

 

Joint comment by Ultreia Consulting Services (Pty) Ltd and Ubiquity Ai (Pty) Ltd :  

Serious concerns relating to proposed Pension Funds Amendment Bill 2020 

 

Dear Speaker and Mr Maswangyani  

We write to you as professionals with combined experience of more than 30 years in the financial 

services sector who share a passion for broadening access to financial services for ALL South Africans 

with businesses both involved in alleviating consumer debt and promoting financial wellness.  Our 

extensive experience in the financial services industry informs our decision to express our 

disagreement with the proposed amendments by the Democratic Alliance (DA) to the Pension Funds 

Act 1956, which will have a dire impact on South Africa’s workers and retirement fund members, while 

handsomely benefiting the financial sector, providing a clever new revenue stream at zero risk, on the 

backs of ordinary South Africans’ savings.  

Dr Dion George of the DA proposes an amendment to the Pension Funds Act 1956 to allow members 

of pension funds to obtain pension-backed loans of up to 75% of their accumulated savings from 

registered lending institutions so as to alleviate the impact of COVID-19 or such similar emergency. 

This appear to be nothing than a scheme for the industry to generate new revenue streams that will 

benefit lenders, retirement  administrators and other providers in the retirement value chain – all the 

expense of over-indebted workers, which will be a captive market.   

 

The flaws in the proposal 

1. Conflict with the National Credit Act 

The first part of the proposal is that members of funds will be given access to a pension-backed loan 

from a lending institution at competitive interest rates of up to 75% of their share of value in a pension 

fund.  While one cannot fault the proposal for its intended purpose of providing much-needed 

financial relief, the mechanism used is faulty and at odds with the National Credit Act.  
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Lending institutions are required to apply the measures set out in the National Credit Act 34 of 2005 

in assessing whether members will be granted loans or not.  The “ability to repay” criterion is not only 

the most important determinant in whether loans are granted or but has a direct impact on the 

continued ability of borrowers to service the debt.  The application of this criterion alone would deny 

many members the relief sought irrespective of the quantum or cost of the relief.  For most members, 

the fact that members are applying for access to funding in times of distress is already an indicator of 

an inability to pay which is indicative that the relief is unlikely to be granted. 

  

2. Hidden costs associated with the proposed scheme 

It is important to consider that the interest rate charge is not the only charge levied against pension-

backed loans.  To illustrate this we refer to the existing pension-backed housing loans. 

• Pension Funds Act Notice 2 of 2017 prescribes the interest rate that institutions may levy for 

pension-backed housing loans as the repo rate plus 2% per annum.  Unfortunately, it does not 

prescribe the transactional fees and costs that institutions may levy for these loans.  At present 

these costs vary from provider to provider but include a range of fees from inception fees to 

monthly service charges and in some cases other transactional fees.  While we concede that the 

interest rate of repo plus 2% p.a. is not excessive, once these other costs are added these loans 

only serve to further enslave members in a spiral of debt. 

• Pension-backed lending allows the lender to claim full payment of the outstanding loan balance 

on default of payment or on exit from the pension fund by the member.  This default position does 

not aim to preserve the preferential lending conditions that were envisioned in Notice 2. This, 

instead, reinforces the principle that the lenders give these loans with almost no risk of default, 

with ready access to redemption at events which threaten default.  The intended purpose of 

granting low-cost loans while allowing for growth in pension savings is almost never realised by 

early realisation of pension savings and early redemption of loans.   

Industry participants may say that the details can be worked out by lawmakers, but they simple cannot 

escape the fact that they will maximise the opportunity to generate revenues in new ways that have 

not even and likely would not have been anticipated yet. There is simply a moral hazard too great to 

let his proposal see the light of day.  

3. Cumulative costs significantly erode the value of retirement benefit upon retirement   

The second part of the proposal is cloaked in a positive outcome claiming that the members will be 

able to leverage their “pension fund investment prior to their retirement date, without eroding their 

provision for eventual retirement”.   

Various financial institutions have already spoken out in support of the need for members to remain 

invested until retirement even during the Covid-19 pandemic.  It cannot be denied that this serves the 

purpose of achieving desirable retirement outcomes.  Having said this, none of these institutions have 

admitted that the proposal, or alternatives, may impact their own incomes, or the cumulative effect 

of costs on retirement fund value over the long term.  
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We will gladly compile data at Parliament’s request, if required, but it is a well-established fact that 

just a few basis-point increase in fund fees has a cumulative and exponential erosive effect on the 

value of people’s retirement nest-egg upon retirement. There is no conceivable mechanism by which 

a retirement fund administrator will administer and facilitate these loan guarantees at no cost.  This 

results in an increase in fund administration costs before the impact of investment management fees 

are considered. 

Furthermore, asset managers and many financial advisors, including Dr George and his colleagues, 

derive their income as a percentage of the savings of investors, including retirement fund members.  

While ensuring that retirement savings remain invested may be good for retirement outcomes, it is 

undoubtedly better for financial institutions.  It is important to remember that these outcomes do not 

align.  Financial institutions are remunerated by the mere fact that assets remain invested irrespective 

of returns whereas investors require inflation-beating returns to achieve their outcomes.   

To compound matters for pension fund members who will use Dr George’s loan proposal, the returns 

will not only need to beat inflation but beat the interest rate charge plus the other charges levied by 

the lending institutions before their investments will be worthwhile.  The reality is that there is no 

guarantee of this – with 100% of the risk borne by retirement fund members.  

The winners and the losers 

The underlying premise of the amendment, like the existing pension-backed housing loan regime, is 

that pension fund savings should earn more in investment returns over the long-term than the interest 

charge levied on these loans.  However, when the cost of loans, the cost of pension fund investments 

and the impact of early redemption is considered, this may not be the case.  Workers and retirement 

fund members would be better served by accessing their savings in cash and paying off debt, via a 

once-off cash payment. 

The true beneficiaries of pension-backed loans are the financial service institutions – primarily banks 

and investment managers – who will earn administration fees, interest margins and investment fees 

from the greater scheme.  The real losers are members who will remain enslaved in a debt spiral to 

retirement and beyond with the only hope that their savings might provide some respite someday. 

 

An alternative pragmatic approach that achieves the objectives of providing relief without costing 

workers and retirement members 

Any relief provided to members must seek to free them from being enslaved to debt, especially any 

debt raised against their own savings.  This is debt of the worst kind which has no risk for the lender 

and places all the risk on the members who pay away their salaries in loan repayments and their 

savings in administration and high investment fees. 

The Portfolio Committee on Trade and Industry unpacked the dire effect of household debt for more 

than two years during deliberations around the National Credit Amendment Act (known as the Debt 

Relief Act). The proposals made in the Pension Funds Amendment Bill 2020 will directly undermine 

those efforts and Government’s broader objectives and efforts to alleviate the debt burden of millions 

of South African households.      
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Cash payments directly to members without requiring existing debt to be reduced may alleviate the 

immediate need for further debt.  However, this will allow debt levels to remain intact and growth will 

return in the form of fees and interest over time.  This may also create the temptation for wastage to 

creep into the system. 

A controlled environment in which members are provided with direct access to their benefits for debt 

reduction purposes is the most desirable solution.  Not only does this reduce the monthly repayment 

burden but will free members from perpetual enslavement to debt. 

We are based in Cape Town and willing to participate in any meaningful way to assist.  

Yours sincerely 

 

Erich Kröhnert       Kaveer Beharee 

Managing Director      Chief Executive Officer 

Ultreia Consulting Services (Pty) Ltd    Ubiquity AI (Pty) Ltd 

   www.ubiquity-ai.com 

 

 


