@ SOUTHERN AFRICAN VENTURE CAPITAL
AND PRIVATE EQUITY ASSOGIATION

Craig Dreyer (Ethos Private Equity) and Richard Flett (Horizon Equity), both of whom
serve on the SAVCA sub-committee for legal and regulatory matters, look back on the
work done by the committee during 2015.

SAVCA: SAVCA has done a great deal of work, since its inception in 1998, to represent the
private equity and venture capital industry to various regulators and policymakers. What is
your impression now, at the end of 2015, of the major trends and shifts seen in regulation of
the financial sector, and of private equity in particular?

CD: One’s overall impression is that there has been a significant increase in the compliance
burden for private equity in recent years, owing to the introduction of a range of new pieces
of legislation and requirements for reporting, for business in general.

RF: We continue to see new legislation and regulations being proposed that are so broad as
to capture private equity in their ambit even though this was not the original intention. Recent
examples include the Davis Tax Committee’s interim report on estate duty, and the proposed
default investment portfolio regulations under the Pension Funds Act.

SAVCA: SAVCA worked on various regulatory, legal and tax matters during 2015. What
were some of the major developments over the past year?

RF: Members had their first round of reporting for FATCA this year, for residents and non-
residents, with most funds likely to have submitted a nil report. SAVCA successfully lobbied
SARS to provide a nil reporting channel that could be accessed by eFiling in a (relatively)
simple fashion without needing an IT specialist. The industry has also been made aware of
the imminent requirement for reporting under the Common Reporting Standards (CRS),
which will extend the US-based FATCA reporting requirements on a worldwide scale. It will
be a major challenge for private equity funds to comply with CRS, not just in terms of
information content but also the third-party data channel that SARS insists must be used for
filing reports. We expect most managers will have to turn to an outside service provider for
this function, adding to their overhead costs.

CD: With regard to South African tax legislation, there has been engagement by SAVCA with
National Treasury on sections 23N and 23M, which now are better understood within the
industry. SAVCA has continued to request roll-over relief under section 23N, for interest not
deducted within a given year. Separately, SAVCA engaged with National Treasury on
section 12J, the portion of the Income Tax Act which governs the venture capital company
regime; further proposals were made regarding changes that would render these incentives
more workable.

CD: Licencing by the FSB, under the FAIS Act, has been a further area of continued focus
for SAVCA. The creation of a dedicated licence for private equity remains a work in
progress, and we expect to have more to report in this regard during the coming year. And,
on a different note, SAVCA made representation to the Financial Sector Charter (FSC)
Council regarding the new FSC codes and their alignment with the generic DTI codes.
These new codes, which are yet to be released, will have notable implications for private
equity fund managers and their portfolio companies.

SAVCA: What are the most likely regulatory, legal and tax developments for private equity in
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RF: We hope to get finalisation of a dedicated FAIS license category for private equity and
with it perhaps some clarity on the Twin Peaks legislation, which is likely to usher in an era
of expanded market conduct regulation and may possibly also lead to new regulation of
private equity funds as well as their managers. Further, judging by proposed amendments to
the FICA legislation which are out for comment, the compliance and reporting obligation
under this regime will intensify, too.

CD: Private equity fund managers should look out, also, for the outcomes from proposed
changes to the taxation of trusts, as recommended during the course of this year by the
Davis Tax Committee. SAVCA will monitor closely any developments relating to the taxation
of trusts and, in particular, changes to the flow-through principles for trust beneficiaries. Also
on SAVCA’s radar for 2016 will be the outcome from industry feedback to National Treasury
on its proposed Retirement Reform measures, which will have implications for private equity
—and for all asset classes included into pension portfolios.

RF: Looking internationally, developments relating to AIFMD will remain of interest to
SAVCA members planning on fundraising in Europe. Non-EU managers are currently
required to register and comply with individual European countries’ regulatory authorities,
rather than having the benefit of a European-wide passport, and this regime looks set to
continue for some time. If so, it is likely to make fundraising in the EU too risky and costly for
smaller funds; even larger funds will probably want to concentrate their fundraising efforts on
a small number of EU countries.



