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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 THURSDAY, 02 SEPTEMBER 2010 AT 11AM AT DELOITTE & TOUCHE, WOODLANDS PARK DRIVE, WOODMEAD, SANDTON, BUILDING 6, GROUND FLOOR, MAIN BOARDROOM
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3.
Welcome
AP welcomed all the members to the first meeting of the accounting and tax sub-committee for 2010, and introduced KS as the new Chairman of the sub-committee.  KS thanked AP for his contribution to the sub-committee and congratulated AP on his appointment as chairman of the SASF.  AP will continue to attend the accounting and tax sub-committee meetings on an ad-hoc basis to provide insight into matters arising out of the SASF meetings.

4.
Minutes of Previous Meeting
The minutes of the last meeting, held on 10 June 2009, were approved and signed by the Chairman.

5. Matters Arising

1. Relationship with SARS (Item 5.1 from the previous minutes)
MduP confirmed that with the securitization market being quiet, there was not much activity from SARS in this space.  MduP proposed that we invite certain key SARS members to the IMN conference in Cape Town, and undertook to liaise with AP and Christelle Brits from SARS in this regard.

AP said that since Deloitte was not sponsoring the IMN conference in the current year, he did not have free passes, as he did in the past, and would try to approach the banks that were sponsoring the event for potential spare passes.  MduP undertook to approach Nedbank in this regard.

NK proposed setting up a meeting with SARS before the end of October in order to get an update of developments prior to the IMN conference.  NK and MduP undertook to action this item and would provide feedback at the next accounting and taxation sub-committee meeting.

2.  Accounting update (Item 5.2 from the previous minutes)
LV gave a power point presentation of IFRS 9 and the impact thereof on securitization.  The proposed date of implementation is 2013, however it is more likely to occur in 2014.

LV stressed the importance of entities having systems and processes to fair value their mortgage assets.  The board is still debating the impairment and hedge accounting requirements of the IFRS, but the derecognition criteria remain the same as IAS 39, with additional disclosure required for instruments that are derecognized and moved off balance sheet.

The main change in IFRS 9 pertains to greater focus on financial assets.  There is a new classification model, dependant on the business model test and the contractual cash flow characteristics.   In order for a financial asset to be classified as amortised cost, the business model of the entity needs to be that of the collection of cash flows, and the cash flows have to be interest on the principal amount outstanding.  If there is a concentration of credit risk, then the cash flow test is failed, and by default the instrument would be held at fair value.  

This creates an anomaly for warehousing entities that originate assets and then sell them into securitized entities as they do not conform to the business model test.  Consequently, in a group situation, the mortgage assets may be held at amortised cost for consolidated financial statement purposes, but at fair value in the underlying warehousing entity financial statements.

There is a change in the requirements for embedded derivatives.  Where a host contract for a financial asset has an embedded derivative, the entire contract needs to be held at fair value (regardless if the financial asset is held at fair value or amortised cost).  This is different to financial liabilities where the host and embedded need to be split out and valued separately (either amortised cost or fair value).

FP discussed the potential benefits of early adopting the standard, i.e. 

the option to “park” fair value adjustments in equity and only release them once the instruments are sold.  The early adoption would be prospective and hence entities would not need to restate three balance sheets.

6. 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 there were no specific amendments relative to securitization at this stage.  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.

NK stated that there is a Foreign Account Tax Compliance Act (effective December 2012), which has stringent reporting requirements for foreign investors.  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 undertook to distribute a paper on the impact on South African entities, prior to the next meeting.
7. 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.  Refer to point 5.1 above.  LV mentioned the other new standards including the Revenue and Leasing standard.  IFRS 9 was considered to have the most significant impact on the securitization industry.

8. General

AP gave the committee a summary of the current developments in the market as well as the SASF executive committee feedback.
ABSA has concluded a R2.3bn residential mortgage securitization, with approximately 17-18% credit enhancement, compared to 2-3% industry norms in the past.  This is very positive for investors but expensive for originators.  There is general consensus that the market is turning and there are several players busy on transactions which were previously shelved.  The increase in activity will be evident with deals being finalised in the first half of 2011.

ABSA offered 3-5 year paper with attractive spreads, which is positive from a liquidity perspective.  

SASFIN is encouraged by the longer tenure of notes in recent transactions. 

Fitch methodology has been amended, resulting in the downgrading of existing vehicles, even though the assets remain the same as the past and/or are more seasoned.  There is uncertainty as to whether Moody’s is going to follow the same route, and this could present a problem where entities require dual ratings with Fitch and Moody.

AP mentioned that the new Basel 3 requirements would impact the securitization industry negatively from a capital enhancement requirement perspective, but there would be a liquidity advantage.

AP mentioned that there would be a UCT conference at foundation level on 20-21 September exploring what went wrong in the US and UK securitization markets.  LV from Deloitte would be one of the presenters at the conference.

KS mentioned that the IMN conference will be held on 18-19 November in Cape Town and that the agenda was available on the IMN website.  The theme of the conference this year was more broadly focused on the debt capital markets within the African context.

BvdM raised the new legislation (17GF), whereby rating agencies would post all information on a secure website (including information gathered via telephone calls, meetings etc), so that any other agency could access the information at a price in order to perform a dual rating.  This process may be suggested for the South African market.

9. Next Meeting

The next meeting is scheduled for Thursday, 25 November 2010 at 10am at Deloitte & Touche, Woodlands Park Drive, Building 6, Ground Floor, Main Boardroom Corporate Finance.
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