
 

 

12 January 2018  

Steinhoff - sometimes the truth is stranger than fiction 

What happened? 

Steinhoff, the global discount retailer with more than 11 000 stores in over 30 countries, suffered 
a spectacular share price collapse during December 2017. The company was one of the largest 
listed on the JSE. Our equity and multi asset-class funds were invested in Steinhoff equity to 
varying degrees, depending on the mandate of the fund. A concise chronology of events is as 
follows: 

In the period leading up to the release of Steinhoff’s full-year results, several public allegations 
of impropriety at the company were made. The first came in an article published by the German 
Manager Magazin on 24 August 2017. Most of the issues in this article had been previously 
disclosed by Steinhoff, or were known by the investment community. These included: a history 
of numerous acquisitions, an ongoing legal dispute between Steinhoff and Andreas Seifert (the 
owner of its former JV partner XXXLutz) over the ownership of certain of its European retail 
operations and the allegation that losses were being incurred in off-balance sheet entities. 
Steinhoff responded immediately by refuting the allegations on SENS.  
 
On 18 September 2017, Steinhoff released an announcement stating that Seifert had asked a 
Dutch court to review Steinhoff’s financial statements. It was challenging the appropriateness 
of consolidating the retail business referred to above that Seifert believed he still partly owned. 
This announcement was no major surprise, given that the legal battle between the two parties 
had already been disclosed. Steinhoff management was adamant that the counterparty had a 
weak case. In addition, Steinhoff had already raised a provision in their accounts to cover the 
cash amount required to settle the case should they be wrong in their assessment of the likely 
outcome. In the announcement, Steinhoff reminded stakeholders that their financial accounts 
had received an unqualified audit opinion from Deloitte and that they remained confident that 
the case would be dismissed.  
 
A second news article, this time on Reuters, appeared on 8 November 2017 - two days after 
the company had entered into a closed period ahead of the release of its financial results due 
early in December. This article raised some new allegations, one of which was serious: that 
Steinhoff held an undisclosed interest in a company called GT Branding Holdings – a company 
in which its 100% owned subsidiary (GT Global Trademarks) had previously purchased certain 
Steinhoff brands. Since the company was in a closed period, it was constrained in its ability to 
respond to the article. Its only response therefore was a communication on SENS in which it 
vigorously defended the independent nature of the parties with whom it had transacted and its 
accounting treatment of the relevant transactions.   

On 4 December 2017, with stakeholders expecting the release of Steinhoff’s financial results 
and clarity over the allegations, the company surprised the market by announcing that the 
results scheduled for release would be unaudited. Two days later, the resignation of their CEO, 
Markus Jooste, was announced. This confirmed the market’s biggest fears and sparked a 
collapse in Steinhoff’s share price (amounting to a breathtaking 89% decline in that week). The 
almost complete absence of useful information from the company, at a time when confidence 
in the financial position and creditworthiness of the company hung in the balance, spoke 
volumes.  



 

 

Where do we stand now? 

At the time of writing, stakeholders find themselves in an information vacuum. Possible 
outcomes range from the best-case scenario of tax evasion and inadequate disclosure of 
related-party transactions to that of a sophisticated fraud orchestrated by the CEO. The former 
would result in a material, albeit manageable, reduction in Steinhoff’s intrinsic value. The latter 
holds much more serious implications for the long-term future of the company. 

Until we have a better understanding of the nature and scale of these improprieties, we simply 
cannot speculate further. Without such information, and an understanding of how the banks are 
responding to the crisis, it is simply not possible to value the company with any conviction. The 
stock could just as easily be worth more than the current market price as it could be less. At 
current prices, we are therefore likely to retain our equity holding in the company until more 
information has been made publicly available. At this stage, we are expecting that to be by the 
end of this month (31 January). 

There is no doubt that many parties will litigate against Steinhoff and its auditors. Until the full 
nature of what occurred is known, we cannot commit to our actions in this regard; however, we 
will be sure to act in our clients’ best interests. 

Finally, it is important to highlight that none of our portfolios have exposure to any debt or 
convertible instruments issued by Steinhoff.  

Why did so many outsiders miss this?  

Many observers are asking why such a long list of outsiders (equity and debt investors, banks, 
auditors, and rating agencies) would be taken in by Steinhoff? In the dramatic and emotive 
events of December, it is easy to forget that indications of impropriety only surfaced in the very 
recent past. This is a company that thrived for almost two decades, notwithstanding the stress-
test of the global financial crisis (which did put pressure on the company given its numerous 
European operations and its significant debt issuance to European investors), and the 
increased scrutiny that came from pursuing, and then achieving, a primary listing in Europe 
(which requires such steps as producing a listing prospectus). From its humble beginnings as 
a mid-sized manufacturer of furniture, it grew to become the second largest household goods 
retailer in Europe - a company with 130 000 employees, €13 billion in turnover and more than 
11 000 stores. 

At this stage, with the nature and scale of the improprieties still unknown, the question is of 
course impossible to answer. However, when the information is finally disclosed, I believe that 
one should consider it in the following context: 

1. If this is a case of a serious fraud, then it will have been highly sophisticated and well-
concealed. It is highly likely that the audited financial results misrepresented the facts. 
Somehow Deloitte, which is a top-four audit firm with access to all the internal information 
they needed to perform those audits, did not pick this up. Even an independent review by 
a second audit firm that, we understand, was commissioned by the Board to investigate 
the allegations came out clean. Finally, David Young, a professor of accounting and 
control at INSEAD, who analysed Steinhoff’s financial statements post the events of 
December concluded that these off-balance sheet structures could not have been 



 

 

uncovered using the group’s annual financial statements or other publicly available 
information. 

 
2. A vast number of insiders, who by definition had better information than outsiders, were 

heavily invested in the company and blindsided by recent events. This was an owner-
managed company that had an unusually large number of its executives heavily invested 
in the company and fully aligned with shareholders’ interests. We rank the company as 
high as second on the JSE in terms of breadth and depth of share ownership amongst its 
executives. Not only were its executives heavily invested, but many kept buying Steinhoff 
shares right up until its collapse in December (the CFO, who subsequently resigned in 
early January 2018, bought R4 million worth as late as early November). Even more 
unusual is the fact that very few executives ever sold shares. This is very unusual for a 
listed company where shares obtained by staff in share schemes are perpetually sold. 
Many of these people have now been wiped out financially.  

 
3. Over time, the CEO surrounded himself by more and more highly respected 

businesspeople. Most were astute and experienced individuals, many of whom had no 
history with the company. Most of them stayed with the company right up until the events 
of December.  Examples include:  

 
i. Sean Summers, a former Pick n Pay CEO, who managed some of the group’s UK 

and Australian retail businesses. 

ii. Andy Bond, previously the CEO of Asda (the third largest grocer in the UK). He is 
personally invested in Poundland and currently manages the European General 
Merchandise segment (Poundland and Pep Europe).  

iii. Christo Wiese, who has a formidable multidecade track-record in business. He 
chose to sell Pepkor into Steinhoff and then invested most of the capital he had 
accumulated over his decades in business into the Steinhoff group.  

iv. Jannie Mouton, who is the founder of PSG and one of South Africa’s most 
respected businessmen. He joined the board in October 2002 before retiring as a 
director in May 2016. Steinhoff subsequently remained a material shareholder in 
PSG. 

v. Louis van der Watt, who is a co-founder of the Atterbury group and one of the best 
property developers in South Africa. Louis has been a key development partner of 
Steinhoff in the purchase and development of a number of their European 
properties. 

vi. Jo Grove, who was the CEO of Unitrans when it was acquired by Steinhoff, and 
subsequently stayed in the group in various managerial roles. 

vii. Thierry Guibert, who was the CEO of Conforama when it was acquired by Steinhoff 
and who is now a non-executive director. He is currently the CEO of Lacoste, the 
global fashion label. 

viii. David Sussman, who was the CEO of the JD group for many years before it was 
acquired by Steinhoff. He also stayed at the company for some time after the 
acquisition. 

ix. Eugene Beneke, who was the CEO of Iliad when it was acquired by Steinhoff. He 
subsequently stayed at Steinhoff Africa to run their domestic building materials 
business.  



 

 

 
4. This was a company with a strong and independent board that appeared to take its fiduciary 

responsibilities very seriously. Contrary to what some may argue, we believe that Steinhoff 
has one of the stronger boards on the JSE. It has many astute and genuinely independent 
directors - most of whom have decades of relevant business or accounting experience. Its 
attendance records at board meetings, as well as the composition, and attendance, of audit 
committee meetings were best in class. Board members who increased our confidence in 
the company include: 

1. Johan Van Zyl, the previous CEO of Sanlam. 

2. Steve Booysen, who is a CA and the previous CEO of Absa. 

3. Christo Wiese, who has an exceptional multidecade track record of directorships 
of many JSE-listed companies (Shoprite, Invicta, Tradehold and Brait). 

4. Dr Theunie Lategan, who is a CA and was previously the CEO of FNB Corporate 
& Commercial Banking, FirstRand Africa and Emerging Markets. He currently 
serves as vice-chairman for Absa corporate. 

5. Thierry Guibert, a former KPMG auditor and, as mentioned above, CEO of 
Conforama prior to it being acquired by Steinhoff. (Guibert was therefore very 
familiar with a material part of the European retail operations.) 

6. Dr. Len Konar, who has held numerous directorships of listed companies, was 
previously the head of accounting at University of Durban-Westville, is a member 
of the King Committee on Corporate Governance and a past chairman of the 
External Audit Committee of the IMF. 

What was our investment case?  

For the first decade of Steinhoff’s listing, we were very skeptical of the company, its numerous 
acquisitions and the quality of its earnings. However, over time, we gained comfort for the 
following reasons:  

1. Over almost two decades the company steadily built a very impressive global business 
from modest beginnings:  

• It made many astute acquisitions (Unitrans, the UK furniture retail operations 
(Homestyle), Conforama) that delivered handsomely, despite our skepticism at the 
time. 

• The operational delivery throughout the company’s history was stellar - whether one 
looked at Unitrans, KAP, the UK retail assets or the European retail assets.  

• This operational delivery was not due to a single individual, Steinhoff runs a very 
decentralised model, it had been delivered by numerous high-calibre managers, 
many of whom were respected independent managers who had established track 
records outside of the group.  

2. The defining event that changed our view of the company was its purchase of the Pepkor 
group in 2014. We were shareholders in Pepkor at the time of its listing on the JSE in the 
early 2000s. It is a formidable company, with one of the best track records in South Africa. 
It generates lots of free cash and continues to grow strongly despite a demanding base. 



 

 

We were very optimistic about the company’s growth prospects in both South Africa and 
Eastern Europe, where the apparel market is large but the opportunity significant for a 
well-managed value/discount retailer. We believed that Steinhoff had bought Pepkor at a 
good price and that it had fundamentally changed the quality and prospects of Steinhoff.  

 
3. We did extensive due diligence that extended far beyond analysis of the company’s 

financial statements. Over the last 15 years, four different Coronation analysts, all of whom 
are chartered accountants, covered the company. We constantly challenged quality of 
earnings, cross-checking margins against competitors for reasonability and cross-
referencing management’s assertions with more junior employees of the company, non-
executive board members and outsiders (typically competitors and suppliers). Although 
we cannot, for confidentiality reasons, disclose the names of those people, we can confirm 
that we spoke to at least 82 individuals during that research process (51 of those being 
outsiders). 

 
4. Due diligence work on management always reached the same conclusion - that although 

this was an aggressive and entrepreneurial team, it was one that was ethical and 
respectful of the law. There were many sources for these reference checks, but the most 
compelling were always those individuals who had joined through businesses bought by 
Steinhoff. 

 
5. The company significantly improved its board composition through the calibre and 

independence of its directors. The same is true of its audit and risk committee (which had 
three independent directors, one of whom, Steve Booysen, was chairman).  

 
6. Finally, after extensive due diligence over the years we also gained comfort around the 

company’s quality of earnings. A key reason for this was its conversion of earnings to cash 
flow, which is always the acid test of earnings quality and which had improved dramatically 
over time.  

After gaining comfort on Steinhoff’s investability we built our investment case, which was 
premised on the following points:  

1. An extremely undemanding valuation that we felt significantly undervalued the underlying 
businesses. 

2. Although we are highly skeptical about the prospects of most bricks and mortar retailers 
in a digital world, we believe that certain segments will be resilient to this threat. We believe 
that discount retail (Steinhoff’s overwhelming retail format) is one such example and 
believed that the market was being too penal in its harsh rating of the company, tarring it 
with the same broad brush as all other conventional retailers. (I should note here that this 
leg of the case seems to be vindicated with indications of strong recent trading from many 
of Steinhoff’s retail operations). 

3. Finally we believed that with a heavily invested and entrepreneurial team of managers (not 
just the CEO as outlined above), Steinhoff would continue to grow the business in a 
fragmented market as it had throughout its 20-year history. 

 



 

 

Did we give due consideration to the risks? 

As with all investments, we were very cognisant of the risks inherent in the investment case, 
and duly accounted for them as follows: 

Low tax rate: Steinhoff’s low tax rate has consistently been the biggest concern. We took this 
issue seriously and questioned management in detail on the matter. Ultimately we gained 
comfort from the fact that Steinhoff did not use tax havens, that they had legitimate operations 
in certain low tax jurisdictions (such as the UK and Switzerland) and that they benefited from 
manufacturing tax incentives in Eastern Europe. One should also remember that many global 
multinationals achieve low tax rates (e.g. Ikea, their largest competitor; Richemont; Pfizer, 
Johnson & Johnson; Google and Apple). After recent revelations, we now think it likely that 
some of Steinhoff’s structures crossed the line between tax evasion and tax avoidance.  

Numerous acquisitions. Although many case studies of corporate failure include highly 
acquisitive companies, we would caution against sweeping generalisations that all acquisitive 
companies fail. Many successful South African companies have been built through acquisitions 
- examples include SAB, Bidvest and Bidcorp. Steinhoff had also increasingly demonstrated 
capital discipline, by walking away from the Darty and Home Retail Group (Argos) bids when 
pricing had reached unattractive levels.  

Accounting complexity. We do not believe that companies with complex financial accounts are 
uninvestible. It is the job of a professional investor to sift through detail and complexity in the 
task of unearthing value. Many of our greatest successes over the years have come from 
complex businesses with complex financial accounts. 

Off-balance sheet transactions. This was a matter we took very seriously since first noted in 
December 2015 that the company was being investigated by the German tax authorities. We 
spent a great deal of time investigating the issue. At the time we concluded that motivation was 
tax structuring and we took account of the risk by assuming higher tax rates in the future and in 
our valuation of the company. 

Our actions in the last few months of 2017 

As soon as the allegations were made in Manager Magazin (24 August) we made contact with 
the magazine’s editor to request the contact details of Steinhoff’s former JV partner so that we 
could call him in our capacity as a shareholder of Steinhoff. The editor did contact him on our 
behalf, but unfortunately advised that the individual would not speak to us. We assumed this 
was because the matter was sub judice. 

The Reuters article (8 November) contained allegations around Steinhoff’s ownership in GT 
Branding Holdings (and that it was part of the Campion Capital Group).This ownership stake 
had never been disclosed by the company (as it should have been). This was our biggest 
concern, because it alleged that the Campion group had also bought JD Financial Services’ 
lending book from Steinhoff 18 months earlier. At the time we had questioned the sale with 
management, and the risk of an undisclosed related-party transaction, only to be given the 
plausible explanation that no related parties were involved and that the book had been sold to 
a European private equity firm with other sub-Saharan lending businesses.   



 

 

The Reuters allegation was made only a few weeks before the group’s financial results were 
due for release and the company did emphatically reject the accusation via SENS. We were 
unable to speak to the company (because they were in a closed period), but arranged to discuss 
the issue with them as soon as results were in the public domain. We took comfort from the fact 
that Steinhoff had a strong and independent board, one that would be closely monitoring all 
company announcements. In addition, both the CFO and chairman of the supervisory board 
(Christo Wiese) bought material tranches of shares in early November. Ultimately, we 
elected not to be rash and sell when we felt that the stock more than priced in many of these 
concerns, and especially because our base case was very much that the motivation for the 
structuring was tax related (and not fraud, as has become more likely with developments since 
then).   

Conclusion 

It is often said that you learn something new every day in financial markets; This was a learning 
that we would have hoped to avoid having had a healthy level of skepticism throughout and 
having conducted an enormous amount of independent due diligence. Despite this, in the end, 
we still got it wrong. Although errors are part of the investment process, this one is hard to 
stomach. The failure of the board and the company’s independent auditors to identify what is at 
least two years of misstated financial statements is frustrating. It is mystifying that so many 
smart insiders, who, by definition, had better information than outsiders, were so heavily 
invested in the company and so blindsided by recent events. 

When more information comes to light we will be able to undertake a more comprehensive 
study of what went wrong and update our clients accordingly.   

Finally, as much as the loss on Steinhoff is disappointing, we do take comfort from the fact that 
it is ultimately portfolios, as opposed to single-stock views, that we produce for our clients, and 
that our portfolios proved resilient in their performance, both through that first week of 
December and for 2017 as a whole. 

Kind regards  
 

 
 
Karl Leinberger 

Chief Investment Officer  

 
 
 


