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1.0an buyoffs: Should horrowers
pay twice for switching lenders?

A frienid had long wanted to switch his loan from his
old hanl becatise of several issties, poor CUstomer care,
high intereat rales and generally a frustrating experi
ence.

Attopportunity opened for him when another bank
reached out with a loan buyoff offer at an interest three
percentage points lower than what he was ctirrently
paying.

This was his chance to switch and he wonld grahit
with both hands. However, as he got into the details the
information exchange and caleulations with the new
hank, he realised that he wot ild actually be paying more
with the new “lower”interest rate

The new banlk had caleulated credit insurance on the
oulstanding loan amotint although he had paid credit
insurance upfront on his original loan amotnt

Loan buyoffs are meant to empower consumers by of
fering better interest rates, improved service, and more
competitive financial solutions.

When a borrower transfers a loan from one bank to
another, the insurer’s responsibility should contintie
uninterrupted until the loan is fully settled, regardless
of the institution that may now hold the facility

The requirement for the borrower to pay for a credit
policy on the outstanding loan amotint at the new bank
forces them to pay twice for protection against the sarme
risk, resulting in an unfair duplication of cost.

Insurance, by principle,should follow risk, not institu
tions. Consider how motor vehicle insurance works: a
caris insured as an asset,and its cover does not lapse be
cause a different person is driving it.

The risk being covered remains tied to the asset itself.
In the same way,a loan should be treated as the insured
asset, regardless of the institution that takes it on.

This would open the door to a progressive solution,
moving credit insurance from individual lenders and
centralising it within a neutral entity like a credit refer-
ence bureau to allow coverage to be linked to the bor-
rower’s credit exposure.

Under such a system, when a loan is bought off, the in-
surance would move with the obligation, eliminating
the need for borrowers to pay again for the same pro-
tection.

) This would enhanced consumer protection by recuc-
ing unnecessary costs and ensuring that borrowers are
not unfairly disadvantaged when switching lenders.

Without reform, the current structure discourages ex-
actly the behaviour that financial systems should en-
courage,competition.

Borrowers may remain locked into existing banks, not
because they offer the best value, but because switching
comes with repeated costs that should be avoided.

‘Lonn_ buyoffs should be simple, fair,and beneficial.
Lhargu_\g borrowers twice for insuring the same loan is
none of these. ‘

It is tirlne for regulators and industry players to cham-
pion arisk-based model of credit insurance that puts
consumers first and strengthens the integrity of Ugan-
da's financial system.
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