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Chairperson’s report to the Annual General Meeting - 17th May 2012 

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.  
A very warm welcome to you all. The Annual General Meeting (“AGM”) is an opportunity to report back to you, the stakeholders, on the activities, achievements and challenges of the past 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 differently, 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 the Forum office-bearers.

I invite you to participate fully in this AGM by questioning and making practical suggestions of how we can improve on our work.  

Allow me firstly to briefly summarise the key events of the last 12 months in the Global and Local economies, and in the Global and Local Securitisation industries: 

Global and Domestic Economic Conditions

The global recovery is facing significant obstacles. Despite concerted efforts by central banks in advanced economies to encourage economic activity, growth remains weak and uneven, partly due to different policy approaches. Global economic growth is likely to continue facing challenges in view of persistent concerns about the Euro area’s sovereign debt and political crises, continued deleveraging by global banks and a possible slowdown in global trade activity. Moreover, the transmission mechanism for the provision of liquidity from central banks to commercial banks and, ultimately, to consumers and businesses is not functioning optimally. This could dampen future investment, production and consumer spending, which might have a further negative impact on global financial stability.

Tension in the Euro area intensified in the second half of 2011 and more recently with much of the focus centering on Greece.Sovereign bond spreads widened amid concerns over fiscal sustainability and banks’ exposure to stressed European sovereign debt. Negative outlooks and rating downgrades of several European countries in the third quarter of 2011 contributed to this concern. Spain appears to be the latest sovereign risk on the horizon, with unemployment rates now approaching those of South Africa. Reflecting this slowdown in the Eurozone – China’s largest trading region – the Chinese economy is also flagging potential danger with manufacturing production slipping for five months.

So serious is the situation in Europe that most analysts are predicting that a new global recession is not a matter of if, but only a matter of time. This grim outlook is echoed by many, including the International Monetary Fund (IMF) and the European Commission whose interim report released in February 2012 saw forecasts revised downwards and a mild recession now expected this year. The UK has recently released figures showing that its economy has indeed already slipped back into recession this past quarter.

Sub-Saharan Africa
Closer to home, and on a largely more positive note, the IMF has forecast 2012 gross domestic product growth for sub-Saharan Africa at 5.4% and its estimate for 2013 is 5.3%. Seven of the ten fastest growing economies globally are now located in Sub-Saharan Africa. 

The IMF further states that the region's economic powerhouse, South Africa, will trail behind sub-Saharan Africa, with growth forecast at 2.7% this year and 3.4% in 2013, which will continue to be insufficient to reverse the substantial job losses of the past number of years. That said, the Government's new re-industrialization policy, renewed focus on localization and beneficiation, and massive planned infrastructure spend, all with a focus on job creation, is a positive step forward, and is to be cautiously welcomed.

Market Developments in the Global Securitisation Industry
2011 issuance data figures reflect a further softening in Global issuance volumes, down to Euro 526bn from Euro 609.2bn in 2010 (2009: Euro 386).  US issuance, which had shown an improving trend in 2010 over 2009, slowed gain in 2011, from Euro 492bn to just Euro 397bn (2009: Euro 326.2bn), a fall of almost 20%. Europe showed a marginal decline in 2011 over 2010 figures, following a significant drop in 2010.

	
	2011 Q1
	2011 Q2
	2011 Q3
	2011 Q4
	Total

Euro Billions
	2010 Q1
	2010 Q2
	2010

Q3
	2010

Q4
	Total

Euro Billions

	US
	118.5
	115.3
	86.2
	77
	397
	119.5
	110.1
	128.1
	134.6
	492.3

	EUROPE
	16.4
	24.5
	9.7
	20.5
	71
	15.1
	17.9
	25.6
	14.0
	72.5

	ASIA
	10.2
	19.9
	13.1
	14.9
	58
	8.7
	8.3
	13.9
	13.4
	44.4

	Total
	145.1
	159.6
	108.9
	112.4
	526
	143.3
	136.4
	167.5
	162.1
	609.2


(Source AFME Securitisation Data report Q4:2011)
So to repeat a comment I made in my address at last year's AGM, the Global Securitisation industry is by no means out of the woods, and still more work is needed to fully restore market confidence in Securitisation as a genuine funding product. The continued challenging global economic environment referred to above, does not bode well for the issuance outlook for the rest of 2012.

Market Developments in the Local Securitisation Industry
Per JSE data, South African listed term securitisation issuance in 2011 was up 126% on 2010, at R25.015bn (2010: R12.554bn) with a further R16.13bn issued in just the first three months of 2012. The market is thus making significant progress towards getting back to the R42bn issuance achieved in 2007, and the R32bn issuance in 2006. The following listed term securitisation transactions issued or refinanced in 2011:

	2011 - Programme
	Month
	Asset Class
	Issued Amount
	Senior Spread

	Private Residential Mortgages 1
	Feb 11
	RMBS
	2 000 000 000
	135bps over 3mJibar

	Inguza Investments
	Feb - Dec
	CDO
	2 746  600 000
	325bps – 450 over 3mJibar

	Nqaba Finance 1
	May 11
	RMBS
	1 295 000 000
	125bps over 3mJibar

	SA Securitisation Programme
	May 11
	Equip Leases
	560  000 000
	105bps over 3mJibar

	Bayport Securitisation
	Jun 11
	Receivables
	1 920 300 000
	475bps over 3mJibar

	Private Residential Mortgages 2
	Jun 11
	RMBS
	1 500 000 000
	123bps over 3mJibar

	Thekwini Fund 9
	Jul 11
	RMBS
	1 600 000 000
	121bps over 3mJibar

	Nitro 4 Securitisation
	Aug 11
	Vehicles
	2 905 000 000
	Various bps over 3mJibar

	Blue Granite No 2
	Aug 11
	RMBS
	2 193 000 000
	140bps over 3mJibar

	Super Drive Investments
	Sep 11
	Vehicles
	2 000 000 000
	120bps over 3mJibar

	Commissioner Street 4
	Oct 11
	CLO
	1 890 200 000
	15bps over 3mJibar

	Blue Granite No 3
	Oct 11
	RMBS
	2 245 800 000
	115bps over 3mJibar

	Thekwini Fund 9
	Oct 11
	RMBS
	512 800 000
	135bps over 3mJibar

	Bayport Securitisation
	Oct/Nov 11
	Receivables
	530 000 000
	390bps over 3mJibar

	SA Securitisation Programme
	Nov 11
	Equip Leases
	317 000 000
	108bps over 3mJibar

	Thekwini Fund 6 
	Dec 11
	RMBS
	800 000 000
	135bps over 3mJibar

	TOTAL
	
	
	25 015 700 000
	


Pleasingly, the above term issuances covered 6 asset classes, i.e. RMBS, Receivables, Equipment Leases, Vehicles, CLO and /CDO. CMBS remains the obvious gap.
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2010

	Programme
	Month
	Asset Class
	Issued Amount
	Senior Spread

	Nqaba Finance 1
	May 2010
	RMBS
	876 000 000
	110 bps over 3mJibar

	On the Cards
	Aug 2010
	Receivables
	1 400 000 000
	215bps over 3mJibar

	HOMES
	Aug 2010
	RMBS
	2 358 000 000 
	145bps over 3mJibar

	Fintech Receivables 2
	Oct 2010
	Equip leases
	773 000 000
	175bps over 3mJibar

	Vukile
	Nov 2010
	CMBS
	462 000 000
	145bps over 3mJibar

	Blue Granite 1
	Nov 2010
	RMBS
	1 485 239 802
	75bps over 3mJibar

	Thekwini 8
	Dec 2010
	RMBS
	1 659 407 349
	75bps over 3mJibar

	Private Residential Mortgages 2
	Dec 2010
	RMBS
	600 000 000
	119bps over 3mJibar

	Commissioner Street 1
	Dec 2010
	CLO
	581 032 139
	100bps over 3mJibar

	SA Securitisation Programme
	Jan 2011
	Equip leases
	351 000 000
	85bps over 3mJibar

	Private Residential Mortgages 1
	Feb 2011
	RMBS
	2 000 000 000
	135bps over 3mJibar

	Total Term Issuance
	
	
	12 544 679 290
	


Source: JSE data
The Securitisation conduits also continue to issue commercial paper regularly at decreasing spreads. The volume of issuance is up 113% over last year. The increase has been driven primarily by increased liquidity in the local market. There is real demand from money market funds for short term paper, combined with a reduction in supply from certain corporate issuers who have chosen to lengthen their funding profile with term bond issuances.
The following listed Conduits tapped the market in the past 12 months:

	Programme
	Amount Issued

2010
	Amount Issued 2011

	Grayston Conduit
	2 917 335 000
	6 697 800 000

	iNdwa Investments
	10 933 000 000
	19 915 000 000

	Ivuzi Investments
	8 604 000 000
	13 584 000 000

	Synthesis Funding
	5 969 000 000
	20 277 000 000

	Total listed conduit issuance
	28 423 335 000
	60 473 800 000


Source: JSE data
This equates to total market issuance of listed securitisation paper of R85.5bn in the past 12 months, which is a significant improvement on the roughly R40bn issued in 2010 and a continuation of the strong upward trend in local market issuance over the past three years. 

Looming Regulatory Challenges

New and continued challenges will present themselves in the coming year with continued uncertainty over the impacts that Basel III, the New Companies Act, the new JSE listing requirements and especially the potential impact of the revision of Notice 1503 of the Collective Investment Schemes Control Act will have on the Industry.  The work of the Forum’s various sub-committees will, however, ensure that these aspects are thoroughly investigated and appropriately addressed. We expect the Legal and Regulatory sub-committee in particular to have another busy year ahead.

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.  

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;
· Tax and Accounting; 

· Membership; and
· Education and Communication. 

The Chairpersons of the various sub-committees will, during the course of this meeting, provide you with a more detailed account of what the Forum has been doing to promote the development of the securitisation industry in South Africa over the past year.

Changes in Exco over the past 12 months

There have been a few changes in the composition of the Executive over the past 12 months:

· Leigh Cunningham-Scott resigned from Investec and her replacement representative on Exco and the Tax & Accounting sub-committee was Sharyn Zall.
· Kumeshnee Singh of Deloitte took over the Chair of the Tax & Accounting sub-committee from Andre Pottas. 

· Vishala Dilsook is the Fintech representative on Exco. She took over from interim replacements Ridwaan Patel and Hanlie Burger, who were standing in until a permanent representative was appointed.

· Burger van der Merwe of RMB resigned from the SASF Exco and Direen Eraman represented RMB going forward. 
· Olga Meshoe resigned from Webber Wentzel and thus also as the Webber Wentzel representative on Exco and Chair of the Legal & Regulatory sub-committee. Webbers still has to advise their decision as to whether they will appoint a replacement Exco representative.
I would like to take this opportunity to make a special mention of Olga's significant contribution to the Forum and the industry during her tenure as Chair of the Legal and Regulatory sub-committee and to wish her well in her future endeavours.
I would also like to take this opportunity to thank the outgoing Exco members for their service to the Forum and to the industry over the years, and also to welcome the new members onto Exco.
Key issues addressed by Exco over the past 12 months:

JSE Listings Rules

The Forum, through the legal and regulatory sub-committee, arranged a meeting with members of the JSE responsible and/or involved in debt capital transactions. This was an opportunity for Forum Members to meet the JSE team and to understand their rationale and approach to making additional changes to the listing requirements. The JSE team was there to present their case and to discuss the listing requirements and the developments in that field.  It would appear that a lot of the issues have been resolved between the JSE and the issuers on a one on one basis. Feedback was very favourable and it was a successful, useful and fruitful meeting for both sides to get to understand each other and to express their views.

ASISA/Bondcom

There is an initiative underway between the DIA and ASISA where investors are listing their disclosure requirements, and instead of trying to get this included in the JSE rules, the two parties have agreed to sign a memorandum of understanding between issuers and investors where they will agree the general disclosure principles that issuers should comply with to satisfy the needs of investors. The Forum is considering joining the memorandum of understanding and to then bring Securitisation Issuers into those accepted principles.

Collective Investment Schemes Control Act - Revision Notice 1503

The Forum submitted a response to the revision of Notice 1503 under the Collective Investment Schemes Control Act to the FSB. The Forum’s response covered its concern regarding the unintended consequences whereby an asset manager will be prohibited from including in a Money Market or Short Term Debt Portfolio, high quality money market instruments including ABCP programmes. To date the Forum has not received any response to its comments from the FSB and the final notice has been issued and is effective.

Website

Statistics
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There has been a steady increase in the use of the SASF website with the average return visits to the site moving from around 40 per month to 80 per month. With the exception of December 2011 (being the holiday period) the number of page loads has also increased by almost double.

The number of reports and regularity of investor reports loaded onto the website has also greatly improved. We are getting more and more “buy-in” from issuers in that more are submitting reports to be uploaded onto the site.

There has been improvement in the speed with which the reports have been uploaded onto the site, with it being more complete and up-to-date. There are logistical issues that sometimes delay the uploading of the reports and the Webmaster is working on additional ways to improve this as the Forum website is becoming the accepted primary distribution mechanism for issuing investor reports in the market. We are also in the process of creating a ‘Blog’ functionality for the website, to enable users to submit questions, comments, viewpoints, etc. on the South African Securitisation market.

Finance

The finances of the Forum continue to be well managed and a summary of the financial status will be presented shortly in the Treasurer’s Report.
Review of Exco performance

Self-assessment of the Forum’s purpose and the achievement of its goals

During the March Exco meeting the Exco debated a self-assessment of the Forum’s activities and concluded that the Forum was meeting its envisaged purpose.  Good progress is being made towards the achievement of the objectives we set for ourselves in our constitution, namely:

	Objectives per Section 4 of SASF Constitution
	Response

	4.1 Meet with regulators, etc. It is anticipated that members of the SASF and appropriate committees will meet with regulators and other relevant parties on a regular basis to develop a constructive dialogue that serves to educate regulators and improve industry appreciation for, and influence on, the development of legal, accounting, regulatory, capital and other related issues.
	In the past year the following interactions with regulators have taken place;
· Sponsored two SARS delegates to attend the IMN Cape Town Securitisation Conference.

· Continued meetings with Fitch Ratings and Moody's  Investor Services regarding their performance levels;
· Working group meeting with JSE to discuss approach and updated to JSE listing requirements;
· Working group interaction with SARB relating to changes to the BA501 return; and
· Working group response to the Collective Investment Schemes Control Act on revision Notice 1503.

	4.2 Inform members. The SASF will regularly keep members informed of important ongoing issues and developments.
	· This is achieved through the regular sub-committee meetings and the annual report backs of the sub-committees to the AGM.

	4.3 Education programs. The SASF will sponsor high level education programmes that will attempt to be more focused on serving the securitisation community than those currently available from commercial programmes.
	· SASF endorses and SASF members lecture on the UCT Law School annual introductory and advanced securitisation courses.

· SASF endorses the annual IMN Cape Town Securitisation Conference.

· In the coming year the Forum will also endorse the week long Financial Sector conference to be held in the Sandton Convention Centre in November 2012.

	4.4 Industry communication. The SASF will promote discussion and consensus between all member groups of the SASF.
	· This is done through the work of the sub-committees and the broad industry representation on Exco.

	4.5 Standards. The SASF will develop industry standards and endeavour to standardise matters within the industry. The SASF will also sponsor research into new developments.
	· Standardised investor reporting standards were developed by the Forum some years back under the stewardship of Jana Roode of OMIGSA. These require updating, but this was postponed in the past year until Fitch Ratings methodology review for South African transactions has been resolved.


Investor education, continued collaboration with the JSE Debt Listing team, SARS and the SARB, as well as continued enhancements to the website are considered by Exco to be priorities in the coming year.

Summary

In summary then, the local Securitisation market is showing encouraging signs of returning to a state of more regular issuance. There is certainly investor appetite, and certainly a drive from issuers and banks to continue to use securitisation within financing portfolios. There is, however, still work for us to do in promoting securitisation as a sound and competitive funding and investment mechanism.  

In achieving our objectives for the Forum through the constitution, we must continue to focus on a number of key aspects for the coming period:

1. The Forum must continue to communicate its objectives and actively participate alongside other relevant industry bodies, both nationally and internationally;

2. Regular sub-committee meetings must again be scheduled and held by all the sub-committees;

3. Sub-committees must find ways to maintain and increase their membership and the level of participation in their meetings, thus leveraging from key stakeholders in the industry.

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

5. The Standardised Investor Reporting Standards must be revised and updated; and

6. The Forum must continue to strengthen the relationships with various other organisations throughout the world, and especially our sister Securitisation Forums, and leverage off the work being undertaken there.

I invite you to reflect on this report and to provide us with your suggestions on how we can improve on the functioning of the Forum going forward.

In conclusion, I would like to thank all Exco members for their time and support of the Forum over the past year.  I would also like to thank the participants of the various sub-committees for the work that they have tackled and 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, and Caryn, our Webmaster, for keeping the website up to date and relevant to the needs of market participants.  

André Pottas,

Chairperson

17 May 2012
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