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CULTURE OF BREAKING RULES
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THE MEDIA’S UNIQUE INCENTIVE

Journalists have been fundamental to the exposure of

go.vernance failures — Enron (WSJ and Fortune), Inside the PWC report: What
e i Bl e Rl Wirecard (FT) and Theranos (WSJ) really brought Steinhoff to its

In SA, this list includes Tigon (FinWeek), Regal Bank (FM), knees
Brett Kebble, Nedbank (FM), Alexander Forbes (Business S
Report), EOH (amaBhungane) and Spar (FM)

The media likes to see itself as a guarantor of
accountability, sustainability and responsiveness of @ roBROSE & AMABHUNGANE (@) FINANCIAL MAIL
. L . . . . . FEBRUARY 7, 2025 - 16 MINS READ

institutions. It polices the disclosure obligation, and shifts

behaviour — for example, on the R22m flag debacle, and
Nedbank’s pay.

So what happens when the media weakens? FinWeek,
which exposed many shenanigans, has folded, and FM is
now stopping printing too.




WHY DOESN'T THE TRUTH COME OUT EARLIER?

Many people know a lot about what’s going on in companies, but don’t
say a word. Exposure could have short-circuited recent governance
scandals certainly at Tongaat and EOH.

Analysts are often far ahead of the curve and have an implied ‘avoid’ on
a stock, but this doesn’t become public consciousness because there is
little to incentivise them to do this — to the detriment of price
transparency

Analysts are often leant on, or warned not to cause a fuss, like at
Tongaat and Steinhoff. Corporate architecture doesn’t reward
‘euardians of governance’ for exposing poor governance

Auditors sometimes think they’re in the same boat, given their client
relationships, but they have a unique role and broader social
responsibility

And now, assassinations ....

Collopn—

“Dada’y doesn’t know any magic tricks. Daddy knows accounting tricks.”



THE RED FLAGS AT STEINHOFF

KPMG's woes hit Carl Niehaus: Is bitcoin fuelling How the ANC broke
accounting students p7 serialorphan p9 globalwarming? p13 the economy P30 _ L. : L.
@ Effective tax rates of Steinhoff and acquired entities

ﬁ . l . 1
ey www financialmail.co.za
\,-‘-‘_‘ December 14 - December 20 200
A ~=a SA:R29.20inc Vat
G Botswana: P2920
[ W Swaziand: SZ129.20
Zimbabwe: USS5

SIBIIE“bnsch nnn Figure 44 Effective tax rates of Steinhoff and acquired entities

= Inside Steinhoff’s
S house of cards
& e,
& % Behavior Comment

Cash flow does not match earnings? They bear no resemblance
Hide losses via discontinued operations? Carried JD as discontinued for over 2 years
Aggressive and irrational acquisition spree? Poundland, Darty, Mattress Firm

Change in financial year for no reason?
Change in divisions to make comparisons difficult?
Undisclosed associated party dealings?
Odd investments?

‘Don’'t ask me about my business’

- Michael Corleone, The Godfather b
forSAin2018




POLICING AND
INCENTIVES

Why did Steinhoff’s case take 7-years to get here, given that this is
how blatant it was?

Jooste SMS to Jaap du Toit, November 2017: “Steinhoff is going to
struggle to process all the bad news in America for a long time, so

there dre better places to invest your money, immediately take the
current price and delete this SMS and don't call anyone.”
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TONGAAT’S ARTIFICIAL SWEETENER

R11.3bn of “restatements”. Operating profit fell from R1.95bn to R142m.
Sugar cane roots were overvalued, land deals were backdated, and expenses
capitalised

A broken culture, a weak board, a dominant CEO, and utter lack of
independence

PwC: “there was a culture of deference and lack of challenge at Tongaat that
resulted in employees following instructions on accounting practices without
guestioning the basis for those accounting practices”

Ex-CEO Gavin Hudson: “rather than making reality your friend, ... you do

things in the hope that things will get better next year”

Hudson: "The public at large should be holding companies to account, and
asking more questions. Ultimately, everyone is a shareholder in these JSE-
listed companies through our pension funds”
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THE COMMON TRAITS

Copyright 2008 by Randy Glasbergen www.glasbergen.com

Deon Basson’s ‘Dodginess Matrix” provided a helpful checklist of where
breaches will happen

The ‘Somebody Else’s Problem’ vector. As Christo Wiese said:*how should |
have picked it up, when it went through the internal auditors, the component
auditors, external auditors, and through the risk committees of the banks?2”

Independence has been the key missing ingredient at so many — Regal,
Steinhoff, Tongaat, EOH

‘Sufficient scepticism’ has not been present

Critics were intimidated and threatened, and this was fuelled by a
compliant financial press, and dozy regulators. We saw this with Viceroy
and Resilient.

Cowardice, and an unwillingness to rock the boat, allowed people to resign,
rather than be fired, and reappear at other firms. Even when this is a
breach of the Corruption Act.

INVESTMENTS AND
FINANCIAL PLANNING
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“I retire on Friday and I haven’t saved a dime.
Here’s your chance to become a legend!”




WHEN GATEKEEPERS FAIL

Tongaat: “So much of it boils down to judgment, and a young, inexperienced auditor
is no match for a dominant and forceful executive who can wrap you up in technical
justification and jargon” — David Woollam

The Expectation Gap: "Auditors aren’t fraud investigators, but it’s no longer good
enough for auditors to just say the ‘auditing standards’ don’t expect this from us” —
Bernard Agulhas

At Tongaat, auditors “placed a higher level of trust on the validity of the
information and the authenticity of the engagement” than they should have —
Ruwayda Redfearn

Auditors "should have enhanced requirements, regarding fraud in an audit” — IRBA
CEO Imre Nagy

“No-one can expect a zero failure approach [but] it is important to put yourself in a
position where if there’s a major fraud going on, you’d spot it” — Sir Donald
Brydon
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INSIST THEY
WEAR
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WHAT’S AT STAKE: ‘THERE WILL BE ANOTHER STEINHOFF’

Trust in the business sector is precarious, affecting FDI, as less-reliable financial statements
heightens the risk-adjusted return investors demand.

Faith in the business sector is low. SA has sky-high unemployment of 33%-43%, a crisis of
legitimacy for capital, as 16,7m of 60m (27%) interact with the economic system, and 73%
don’t

Tax Morality on the line. Iraj Abedian: “l was part of board meetings at that time where the
discussion was, morally, should we be paying tax, given all the stealing?”. The tax base is frail,
with 24% of SA’s taxable income comes from 330,000 people.

Nicky Newton-King: “South Africa had an unblemished reputation among emerging markets
for having the strongest management and ethical corporate standards. After Steinhoff [maybe]
we’re no different from other emerging markets”

In SA, with a flailing police, ‘guardians of governance’ have an elevated social role. We need
to recognise it, and live up to that expectation — while knowing there’ll be another
Steinhoff. Taking responsibility
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DISINFORMATION IN A MEDIA APOCALYPE
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