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SOUTH AFRICAN

SECURITISATION FORUM




MINUTES OF THE MEETING OF THE ACCOUNTING AND TAXATION SUB-COMMITTEE OF THE SOUTH AFRICAN SECURITISATION FORUM HELD ON WEDNESDAY 22 JUNE 2011 AT 10AM AT DELOITTE & TOUCHE, WOODLANDS PARK DRIVE, WOODMEAD, SANDTON, BUILDING 6, GROUND FLOOR, MAIN BOARDROOM
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3.
Welcome
KS welcomed all the members to the meeting and asked the new members to introduce themselves. 
4.
Minutes of Previous Meeting
The minutes of the last meeting, held on 02 September 2010, were approved and signed by the Chairman.

5. Matters Arising
Relationship with SARS 
NK confirmed that MduP had sponsored tickets for SARS representatives to attend the IMN conference held in Cape Town.  Barbara Kirsten attended on behalf of SARS and expressed appreciation to the committee for the invitation and welcomed further interactions.

There have been no formal meetings set up with SARS.  However, NK confirmed that she continues to engage with members of SARS in order to build relationships, such as inviting them to the Deloitte Budget Update as well as the Africa Tax Summit.
NK confirmed that she had distributed the paper on the Foreign Account Tax Compliance Act.  However, she will distribute to the new members on the committee.

6. For Discussion

Industry Update
AP confirmed that the US market appeared to be recovering, whilst the UK market is declining.  Globally, issuances are down compared to the prior year and approximately 70% of the pre-crises volumes.

The local markets have rallied and demonstrate an encouraging growth of approximately 47% on issuances compared to 2010.  There has been activity in the market with many further issues in the pipeline, however volumes are still lower than the 2007 figures.

In terms of pricing, spreads are slowly decreasing however, they still remain high compared to the past.  

MM confirmed that there is robust demand at the moment and an appetite for longer term paper in the region of 5 years.
IMN Feedback
AP confirmed that Zendi Deyzel from Deloitte attended the global conference.  Accounting and taxation issues did not feature prominently on the global agenda.  The key theme centered on regulation, including Basel 3, Solvency 2, and Rating Agency Regulation.

We are likely to see the impacts of these regulations affecting the local industry in due course.

The IMN conference reinforced the positive sentiment in the market and improved confidence.  
Executive Committee Update
Per AP, the FSB, National Treasury and the DTI have formed a task team headed by Craig Pilgrim to explore ways to boost liquidity and funding in the industry, diversify funding.  According to AP, this will hopefully bring a balance to the SARB view in this regard.
Taxation Issues
KS 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. 

NK commented that based on current discussions, SPV’s could be challenged as to whether they are conducting the business of money lenders.  The principle of substance over form is being applied vigorously and SARS.  One of the amendments includes the possibility of preference shares that are redeemable within three years being taxed as interest.

SARS is still focusing on the VAT leakage and excessive interest, as in the past.  There is still no certainty relating to whether SPV moneylenders can claim a deduction for bad debts.

RM enquired about the tax consequences of using a trust instead of an SPV.  NK stated that the conduit principle no longer exists, hence dividends declared to a trust may not retain their nature to the beneficiaries.

NK stated that there is a Foreign Account Tax Compliance Act (effective December 2012), which has stringent reporting requirements for foreign investors.  As discussed, in the previous meeting, NK recapped that this act affects insurers, medical schemes, banks and other financial institutions.  If a US resident invests funds in a South African institution, then, to the extent that the South African institution invests funds in the US, there will be a 30% withholding tax imposed by the IRS in the US, unless the South African institution complies with the disclosure requirements of the Act.  The requirements are more onerous than the IT 3 (b) disclosure for US residents.  This has significant implications from a confidentiality perspective.  
NK stated that the US issued guidelines on this Act in May 2011, and undertook to distribute this to the committee.  NK stated that some entities such as Standard Bank and ABSA are currently contemplating analyzing their databases and are in the process of formalizing strategies in this regard.
NK stated that if the instruments are sold in secondary markets, such as tax havens, the underlying US investors will still be caught by this Act.  

NK stated that her personal view is that banks that strategically play in the US market may do a cost benefit analysis of complying with the Act, as the cost of compliance may result in a huge drain on resources, compared to paying the 30% withholding tax.
Accounting issues
KS 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. No new matters were raised.  
LV reiterated that IFRS 9 would require consideration and the implementation of systems that would facilitate the assimilation of the required information.

NK requested a high level presentation on the latest standards.
LV and GS undertook to present this at the next meeting.

7. General
Fitch Methodology Amendment
KS enquired about the change in the Fitch methodology and the impact on the industry.  MM responded that the methodology would be out for comment soon.

King 3 and Integrated Reporting

KS raised the King 3 and the impact of integrated reporting on securitized entities.  Certain sections of King 3 may not be practical for entities that are running on autopilot with no employees etc.  
The committee requested more information, and KS undertook to engage with Nina Le Riche and Johann Erasmus to present at the next meeting.

8. Next Meeting

The date of the next meeting will be advised in due course.
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