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Members of the Executive Committee of the South African Securitisation Forum (the “Forum”), chairpersons of the various sub-committees of the Forum, Colleagues, Ladies and Gentlemen.  

First and foremost, a very warm welcome to you all.  If you are here today, you have endured and survived one of the most significant financial crises the modern world has experienced.  However, I will cover this a little later, but first a brief word regarding the purpose of the meeting here today.  

The Annual General Meeting (“AGM”) is an opportunity to report back to you, the stakeholders, on the activities, achievements and challenges of the prior year, and also to dwell a little on the focus for what might lie ahead.  There is of course also the opportunity to engage in open dialogue and hear from you on whether we are achieving, or are on course to achieving the Forum’s objectives and if not what needs to be done to do that, how the finances of the Forum have been managed for the reportable period and, last but not least, an AGM is also a time for the appointment and election and/or re-election of a the leadership members.

The constitution of the Forum provides that the work of the Forum is carried out through a number of sub-committees, specifically the following: Legal and Regulatory, Membership, Tax and Accounting, Education and Communication, Investors’, and the Market Standards sub-committees.  The chairpersons of the various sub-committees will, during the course of this meeting, provide you with a more detailed account of what this Forum has been doing to promote the development of the securitisation industry in South Africa.  

I invite you, in fact ask you, to participate fully in this AGM by questioning and making practical suggestions of how we can improve on our work.  
Allow me to try and summarise the key events of the last 12 months, though please bear in mind that so much has actually happened in comparison to prior years, that this really will be at a summary level.

Global Economic Conditions.
I don’t really need to remind you that following failure of Lehman Brothers a number of major international banks have either failed or  have partially or wholly been nationalized with knock on effects throughout the corporate world.  We are all acutely aware of the costs of the government intervention regarding bank support and can only imagine the strain that this will put on the global economy for some years to come.  However, it is generally believed that the worst is over and that, whilst recovery since then has been slow, some would say it is better than we might have expected this time last year.  Many corners of the globe have suffered what has been referred to as a technical recession.  Technical or not, the recession has hit home harder than we might have expected some 18 months ago – stifled growth and inflation, credit shrinkage, and credit/liquidity spreads, often being one of the key drivers behind the profitability of many organizations – I don’t think I need to remind any of you of the real impacts it has had in both our personal and professional lives.  It is however heartening to see some hope on the horizon, with some markets showing very positive signs.  Not all markets however are out of the woods yet, and we wait to see what the situation in Greece will bring for us all, and the impact that this may have, particularly within Europe. 

Domestic Economic Conditions.

Before looking at the volumes and activity in the securitisation industry in the last 12 months, let us first reflect on the local economic situation so we can put these activities into perspective.  Whilst impacted by the same global trends, to a large extent, South Africa slipped into recession only briefly in the first part of 2009, with negative growth of -7.4% and -2.8% recorded in quarters one and two respectively.  Fortunately, this was relatively short-lived, returning to a positive growth of 0.9% at the end of the third quarter 2009, and a positive outlook for 2010 of around 2.8% for the full year.  This is welcomed by all, and also supports the much more positive sentiment one finds in the market today.

There remain a few challenges to overcome: Revenue collection remained low and below budget, contributing to a widening budget deficit.  Revenue collection is also projected to remain low in the short term, though tax policy is communicated as being “supportive of the economic recovery and providing relief to individuals to compensate for inflation”.  What is perhaps relevant in this forum and for our industry, is that SARS’ 2010 tax proposals list the taxation of financial instruments and other financial transactions as being key areas under review for 2010.  I am sure that some of you may already have first-hand experience in this regard!

The lack of liquid funds and sharp decline in credit extension was also a stark reminder of how inter-linked and fragile our economies had become through the crisis.  However, whilst private sector credit extension remains in negative growth, the decline has stabilized and there is optimism that we will shortly be back on a growth trend.  The costs of funds available for credit had risen sharply throughout 2009, having a knock on effect for both corporate and consumer alike.  Whilst we are unlikely to return to levels experienced prior to the financial crisis for some time, things are certainly starting to improve.  

The chairperson reported last year on how certain sectors had been particularly hard hit, mining, manufacturing and the motor industries. At that time, NAAMSA reported (May 2009) that year on year decline in motor vehicles sales had been the worst on record.  The strength of motor vehicle sales is always a strong indicator as to consumer appetite and it is pleasing to see year on year vehicle sales back into reasonable growth at 18.4% year on year to April.  Another strong indicator of positivity comes from the House price indices, forecasting growth of between 5% and 10% for 2010 compared to -4.2% last year.

Developments in the Securitisation Industry. 
As is typical in a recovery scenario, certain industry segments will suffer a time lag before things get back to “normal”, whatever normal can be described as.  I believe that this is what we will see in our market, particularly as the rating agencies are expected to remain conservative about risk prognoses in the shorter term and the key challenge remains on bridging the gap between investor return expectations and acceptable cost of issuance for the banks and corporates.
The South African securitisation market first suffered a reduction in issuance in 2008.  Moody’s Investor Services issued a Special Report in February 2010 summarizing the structured finance activities for last year.  It reported that the decline in issuance volumes continued in 2009 and volumes were low across all asset classes.  Total term issued volumes decreased to just over R7.87 billion in 2009, a decline of 14% on the 2008 levels, which was about R9.18 billion.  There were only 8 transactions concluded in 2009, compared to 9 in 2008 and the average transaction size was approximately R1billion, the same level experienced in 2008.
According to the Moody’s Special Report referred to above, Asset-Backed Securities (“ABS”) were the main contributor to issuance in 2009 and 2008, in terms of both number of transactions and volume, with five transactions valued at R5.98 billion, representing 75% of the total volume issued for the year.  Residential Mortgaged-Backed Securities (“RMBS”) had two transactions valued at R1.64 billion whilst Commercial Mortgage-Backed Securities (“CMBS”) had only one transaction with a value of R250 million. 

Total issued term to date stands at R142 billion, a 6% increase on previous figures, though the outstanding term issuance, as listed on the JSE, declined by 17.9% to R60.5 billion.  
On the positive side, it is generally believed that the decline has now “bottomed out” and whilst issuance will remain slow in 2010, refinancing requirements should drive some activity in the latter part of the year.  This fits with the activity being seen currently in Europe. 
New Challenges will also present themselves in the coming years with uncertainty over the impacts that the New Companies Act and new International Financial Reporting Standards may have.  The work of our various subcommittees will however ensure that these aspects are thoroughly investigated and appropriately addressed.
Summary of the status of the Forum.
I am pleased to report that for the period under review, the Forum has functioned well.  In this period, regular EXCO meetings have been held to discuss various issues the Forum has been dealing with and to receive reports from the various sub-committees on their activities.  Once again, the chairpersons’ of these sub-committees will give you more detailed reports of what their sub-committees have been doing.  You will indeed notice that good progress is being made towards the achievement of the objectives we set for ourselves in our constitution.  

The finances of the Forum continue to be well managed and a summary of the financial status will also be presented shortly.

Summary.
In summary, whilst things are looking better and better, there is still some work for us to do in promoting securitisation as a sound funding and investment mechanism.  There is certainly investor appetite, and certainly a drive from issuers and banks to continue to use securitisation within financing portfolios.  In achieving our objectives of the Forum through the constitution, we must focus on a number of key aspects for the coming period:
· The Forum must continue to communicate its objectives and actively participate alongside other relevant industry bodies, both nationally and internationally;

· Various sub-committees must find ways to maintain or even increase their membership and the level of participation in their meeting, thus leveraging from key stakeholders in the industry;

· Each sub-committee must clearly spell out its programme of action for the year and actively engage with their stakeholders;  and

· The Forum must continue to strengthen the relationships with various other organisations throughout the world and leverage of the work being undertaken there.
I invite you to reflect on this report and provide us with your suggestions on how we can improve on the functioning of the Forum.

In conclusion, I would like to thank all EXCO members for their time and support of the Forum over the last year.  I would also like to thank the participants of the various sub-committees for the work that they have completed, and in particular, I would like to thank Pat, the engine of the Forum, for her professionalism, dedication and hard work as our secretariat.  

Thank you.
Mike Dennett,
Chairperson.
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