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SOUTH AFRICAN

SECURITISATION FORUM




MINUTES OF THE MEETING OF THE TAXATION AND ACCOUNTING SUB-COMMITTEE OF THE SOUTH AFRICAN SECURITISATION FORUM HELD ON THURSDAT 10 JULY AT 11 AM  AT DELOITTE & TOUCHE,  BUILDING 6, WOODLANDS PARK DRIVE, WOODMEAD, SANDTON ON GROUND FLOOR IN THE MAIN BOARDROOM OF CORPORATE FINANCE
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The attendance register was circulated.

2. Apologies
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3.
Welcome
The Chairman welcomed all the members to the first meeting of the new tax and accounting sub-committee for 2008-2009.

4.
Minutes of Previous Meeting
The minutes of the last meeting were approved and signed by the Chairman.

5. Taxation Issues

AP asked the committee to raise all current taxation issues impacting the industry, with a view to assessing areas where the committee should look to become involved.

1. Taxation of Securitisation Transactions – Draft guidance note issued by SARS

AP summarized the issue as documented in the minutes of the previous meeting. The SARS draft guidance note did not address all the taxation issues affecting securitization transactions at the time that it was issued. The sub-committee therefore commissioned the drafting of a submission to raise the remaining issues with SARS (eg  - are securitization SPE’s money lenders?). BG gave an update on the status of the submission document - the submission had been drafted by Ian Mackenzie of Webbers, and circulated to the committee for comment. As far as BG could recall, Michael Rudnicki of KPMG had disagreed with certain of the conclusions, but it was unclear what had subsequently happened to this process. AP undertook to raise the issue with Wildu du Plessis, the previous chairman of the sub-committee in order to obtain clarity on the status and on the way forward.

2. VAT apportionment issue
KB of  RC&C raised a VAT apportionment issue that RC&C were currently dealing with. SARS had issued a ruling and then 6 months later SARS changed their mind and issued a new ruling with a different conclusion. The sub-committee felt that this was not in line with the intention of the advance rulings legislation, and the committee agreed to look out for any further instances of this, and to raise it at future committee meetings if this recurred.

3. S23(a)

LR of BMW Financial Services commented that BMW was currently dealing with a number of tax queries with SARS. It appeared as if SARS were looking for information. The queries dealt principally with S23(a).

4. No Term notes

PW of WWB asked whether anyone on the committee had come across No Term Notes in a securitization context, or any tax issues in connection therewith. No-one present had dealt with these in a securitization structure. PW commented that there were apparently 5 legal opinions with differing views, but that SARS had now resolved the issue with a ruling. No Term notes are undated and are used as hybrid capital, having previously been issued as T1 and T2 capital by the banks. They are basically perpetual debt. The tax issue revolved around interest deductibility – yes/no, and if yes, S24J or not? SARS had originally drafted an unpublished negative ruling, but now a positive ruling has been issued, allowing deductibility, and not under S24J.

5. Discussing issues of general interest

AP asked whether the committee felt that the purpose of the sub-committee should include the opportunity for committee-members to ask questions and to share information around issues of general interest. KB and LM supported this view, especially for the non-bank issuers who only see their own transactions, and are not otherwise exposed to new trends or issues in the industry. They believed that the committee should act as a sounding board and provide a forum to debate issues of interest and to share information. FP suggested a standing item on the agenda to facilitate this. AP undertook to explore the possibility of using technology to share information and to facilitate debate on issues in between committee meetings, through the creation of an e-room for the sub-committee on the Forum’s website.

6. Relationship with SARS

AP raised the issue of the relationship between the forum and SARS, and how actively this committee should engage with SARS in order to develop a relationship with them. TMJ commented that there was value in approaching SARS as an industry body. MdP of Nedbank undertook to track down the appropriate person within SARS with whom to build a relationship. The committee proposed an annual meeting with SARS, in addition to any interim interactions, in order to raise and debate issues of interest.

6. Accounting issues
AP asked the committee to raise all current accounting issues impacting the industry, with a view to assessing areas where the committee should look to become involved.

1. Hedges and Swaps and Fair Value Mismatch issue

FP of PWC raised the issue of valuations in the current market environment.

TMJ commented that the IASB is revisiting the FV model. The US has adopted an exit value methodology in response to the liquidity issues that had severely impacted realiseable values in the US recently. FAS 157 had been issued and was already in use in the US. The IAS is waiting to see how well this methodology works in practice. The IASB is as a result a couple of years behind the US in this respect, and is only now reaching the discussion paper stage. 

The term that has been coined is “marking to common sense” (vs the old “marking to model” that has been severely criticized in recent months). The issue is around a liquid trading market, and how one determines fair value in a  liquid market, or in a stressed market, as we are experiencing at the moment. 

BG commented that the SA debt capital market is not liquid, even when not stressed, and that a distinction needs to be drawn between the two concepts. It would not assist the SA market, if the IASB rules apply only to distressed markets, and not also to illiquid markets that are not stressed.

2. IFRS 7

TMJ updated the committee on IFRS 7, and the overriding principle that internal risk management tools are to be disclosed, ie that it is not correct to give disclosures required by IFRS 7, if management are not using those disclosures in the day to day management of the entity.

BG gave the example of an issue they had had with liquidity risk. There is by design no liquidity risk in a term securitization SPE, so why must one make disclosures around liquidity risk?

The conduits do however require liquidity risk disclosures as they do have liquidity risk, since their liquidity facilities do not typically cover the full quantum of their liabilities.

7. Possibility of combining with the Legal and Regulatory sub-committee

AP raised the question of whether the accounting and taxation sub-committee should be merged with the legal and regulatory sub-committee. There was broad consensus amongst the committee members that there are still sufficient items impacting both committees to keep them separate at this time, in order to ensure that adequate attention is devoted to the issues in both areas.

8. General

No additional matters were raised, given the open nature of the agenda for the first meeting.

9. Next Meeting

The members agreed that the sub-committee should meet quarterly.


The next meeting is scheduled for Thursday 2 October 2008 at 11am at Deloitte.
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