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Carillion, BHS and Pensions 
The Work and Pensions Select Committee has said that Carillion’s pensions deficit could stand 
at around £1 billion, and may be as high as £2.6 billion. This is far higher than the £590m 
previously reported by the company's former chief executive, and pension scheme 
contributions have been falling short since 2008.  
 
The committee pointed out that while the company claimed that cash flow problems had 
stopped it making higher pensions contributions, which only rose from £79m in 2012 to £83 
million in 2016, large management salaries and bonuses were paid at that time, including £2.6m 
to the two top executives in 2016. This has caused the comments such as  

“Carillion has been accused of attempting to "wriggle out" of pensions obligations 
while paying out tens of millions in shareholder dividends and pay for bosses.” Sky.com 
(on 30 January 2016): 

 
This aspect of the Carillion case alone might cause a change in the UK company law and the 
reporting environment, especially in the aftermath of the BHS pension crisis whereby a failing 
company paid out huge dividends while allowing the pension deficit to grow, threatening the 
pensions of 32,000 employees. Box 8.1 shows the timeline of the pensions deficit at BHS: 
 
Box 8.1 Timeline of the pensions deficit at BHS: 

2001   Surplus of £5m  
2002    Surplus of £17m 
2009    Deficit of £149m (fairly normal after the GFC) 
2015    BHS sold for £1 and pensions deficit £225.6m 
2016    Pensions deficit actually £571m 
2017    Sir Philip Green agrees to pay £363m into the pension fund (in the face of 
growing media campaigns to strip him of his Knighthood.) 
2018    FRC fines PwC with a record fine plus other sanctions  
            Sir Philip Green calls for a judicial review. Denied. 

FRC issues new guidance for private companies. 
 

 
FRC sanctions 
In June 2018, the FRC announced its sanctions against PwC and has launched an investigation 
under the Accountancy Scheme into the conduct of PwC in relation to the audit of the financial 
statements of BHS Limited for the year ended 30 August 2014. As a result, the FRC has 
sanctioned PwC and audit partner Steve Denison in relation to the 2014 audits of BHS and the 
Taveta Group (owned and controlled by Sir Philip and his family) following an investigation 
under the Accountancy Scheme opened in June 2016. PwC and Steve Denison have admitted 
misconduct and accepted substantial fines and non-financial sanctions. All the fines were 
reduced for early settlement. The sanctions include1: 
                                                 
1 FRC News, 2018, ‘Sanctions against PwC and former audit partner in relation to BHS’, Financial Reporting 
Council, 12 June 2018.   
Available at: 
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PwC: 
 A fine of £10m reduced to £6.5m 
 A Severe Reprimand; 
 A Condition that PwC monitor and support its Leeds Audit Practice and provide 

detailed annual reports about that practice to the FRC for the next three years; 
 An undertaking by PwC to review and amend its policies and procedures to ensure that 

audits of all non-listed high risk or high-profile companies (including private 
companies which employ at least 10,000 individuals in the UK) are subject to an 
engagement quality control review. 

Mr Steve Denison (audit engagement partner at PwC for BHS): 
 A fine of £500,000 reduced to £325,000; 
 A Severe Reprimand; 
 A Condition not to perform any audit work for a period of 15 years (in effect life for 

this auditor); 
 An undertaking by Mr Denison to remove his name from the register of statutory 

auditors and not to apply to have his name re-entered on the register for a period of 15 
years. 

 
Many people, including all of us, would like to know what FRC found and what the audit 
engagement partner did wrong, and what the nature of the misconduct was.  
 
For a more detailed examination of the BHS case and subsequent FRC report, please see 
Appendix 2.09.02 BHS Settlement documents in relation to the 2014 audits of BHS and the 
Taveta Group. This can be found on www.fin-rep.org 
 
Post-BHS governance code 2018 for private companies 
The FRC has published the proposed principles for private companies after an extensive review 
led by construction boss James Wates2. The government is introducing legislation that would 
require companies of a significant size to state in their director's reports whether and how they 
follow a code of corporate governance. Companies with over 2,000 employees or revenue of 
£200 million globally and a balance sheet over £2 billion globally will have to comply with the 
new regulations. The new principles are aimed at helping companies comply with the 
legislation by giving a best practice guide that they can choose to follow. Under the new 
guidelines, which have been published for consultation, there are six principles that need to be 
followed: 

                                                 
https://www.frc.org.uk/news/june-2018/sanctions-against-pwc-and-former-audit-partner-in 
Accessed July 2018. 
2 See the consultation document::‘The Wates Corporate Governance Principles for Large Private Companies’, 
Financial Reporting Council, 13 June 2018 
Available at:  
https://www.frc.org.uk/consultation-list/2018/consultation-the-wates-corporate-governance-princ 
To download this report: 
https://www.frc.org.uk/getattachment/48653f86-92c3-4cd6-8465-da4b7cac0034/;.aspx 
Accessed July 2018. 
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A board that promotes the purpose of the company, a board with an effective 
composition, a board that understands its responsibilities, a board that promotes the 
long-term success of the company, a board that promotes effective remuneration 
structures and a board that oversees meaningful engagement with stakeholders. 

 
 
Pensions and The Pensions Regulator (TPR) 
 Our view is that the board relied on external advisers to help negotiate the absolute minimum 
necessary to keep the TPR off their backs in that the TPR seemed willing to be pushed into 
demanding less and less. However, given the financial situation, there was not much more the 
board could do, unless they cut down on dividends.  
 
The SC’s evidence showed weakness in the Pensions process and in particular the failure of 
The Pensions Regulator. See Box 8.2. 

 
Box 8.2 SC’s view of Pensions 
 
The pension trustees were outgunned in negotiations with directors intent on paying as little 
as possible into the pension schemes. Largely powerless, they took a conciliatory approach 
with a sponsor who was their only hope of additional money and, for some of them, their 
own employer. When it was clear that the company was refusing to budge an inch, they 
turned to the Pensions Regulator to intervene.(Paragraph 134) 
 
The Pensions Regulator’s feeble response to the underfunding of Carillion’s pension 
schemes was a threat to impose a contribution schedule, a power it had never—and has still 
never—used. The Regulator congratulated itself on a final agreement which was exactly 
what the company asked for the first few years and only incorporated a small uptick in 
recovery plan contributions after the next negotiation was due. In reality, this intervention 
only served to highlight to both sides quite how unequal the contest would continue to be. 
(Paragraph 142) 
 
The Pensions Regulator failed in all its objectives regarding the Carillion pension scheme. 
Scheme members will receive reduced pensions. The Pension Protection Fund and its levy 
payers will pick up their biggest bill ever. Any growth in the company that resulted from 
scrimping on pension contributions can hardly be described as sustainable. Carillion was run 
so irresponsibly that its pension schemes may well have ended up in the PPF regardless, but 
the Regulator should not be spared blame for allowing years of underfunding by the 
company. Carillion collapsed with net pension liabilities of around £2.6 billion and little 
prospect of anything being salvaged from the wreckage to offset them. Without any sense of 
irony, the Regulator chose this moment to launch an investigation to see if Carillion should 
contribute more money to its schemes. No action now by TPR will in any way protect 
pensioners from being consigned to the PPF. (Paragraph 143) 
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Post-Carillion 
As an intermediate action, in early 2018 the FRC has written to the boards of construction 
companies (i.e. management and not the auditors) warning them to pay particular attention to 
accounting issues, including going concern, risk and viability reporting, and business 
models3. 
 
Writing in the Observer (Sunday 20 January 2018), Prime Minister Theresa May announced 
that within weeks, the UK Government would reveal plans to hit irresponsible company bosses 
who “line their own pockets” while failing to protect workers’ pension schemes with significant 
fines. After the collapse of Carillion with a massive deficit in its pension scheme, the prime 
minister revealed her government will act urgently to stamp out “abuse”. 
 
The Times on 21 January 2018 reported a headline: ‘Fines for fat cats who put pensions at risk’ 
and they went on: 

“The prime minister has threatened punitive fines and pledged “tough new rules” to 
deal with company bosses who put pension schemes at risk while lining “their own 
pockets” in the wake of the collapse of Carillion last week. 
“Theresa May promised to take action against “top executives reaping big bonuses for 
recklessly putting short-term profit ahead of long-term success””. 

 
In 2013, the predecessor to the CMA, the Competition Commission, heavily criticised the Big 
Four for having too close a relationship with company management which resulted in a 
"tendency for auditors to focus on satisfying management rather than shareholders' needs".  
 
The SC echoed this recommendation  

We recommend that the Government refers the statutory audit market to the 
Competition and Markets Authority. The terms of reference of that review should 
explicitly include consideration of both breaking up the Big Four into more audit firms, 
and detaching audit arms from those providing other professional services”. Page 85. 

 
So the government has appointed the Kingman Review to consider all aspects of the FRC. The 
competitions authority (CMA) is considering the possible beak-up of the Big Four. Meanwhile 
they Big Four are tasked with coming up with suggestions to increase competition. (See the 
series volume Disruption of the Audit Market). And the government has now made a referral 
tot e CMA to consider among other things a formal review to the possible breakup of the Big 
Four.  
                                                 
3 Sent shortly after the Carillion collapse, the six-page letter focussed on their reporting responsibilities in 
highlighting problem areas such as judgments and estimates, the importance of revenue recognition in the context 
of reliable estimates of contract outcomes, and completion dates. In the letter, the FRC emphasize that effective 
systems and balanced judgment based on all current and relevant evidence are required when estimating the cost 
to complete long-term contracts and future revenue streams from those contracts. They further say that this is 
especially important where significant risks (i.e., demand risk, costs changes and contractual targets) are borne by 
the company. They also added that there are some situations where management may need to quantify the key 
assumptions underlying their estimates to ensure shareholders and analyst understand the company's position and 
performance, and to facilitate intercompany comparison.  
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JF is an advocate of this break-up principle, while KB has to conclude that these examples do 
seem to confirm that this is a significant problem. RS meanwhile argues that there is sufficient 
distance and separation between auditors and management and that recent changes will ensure 
a better quality of auditing - though he sees the necessity for change.   
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Steinhoff and the CEO (now resurfaced) 
Steinhoff - the situation and problems  

The Steinhoff group employs 130,000 people and has a turnover close to €17 billion4. It has 
interests in South Africa, the UK , Europe  and the US,  as well as other countries and regions.  

Bruno Steinhoff started the company in 1964 in Germany, buying cheap East German furniture 
and selling it in the West. In 1997, he bought a similar South African company and listed in 
Johannesburg the following year. Markus Jooste qualified as an accountant and worked his 
way up to become CEO. Jooste expanded the organisation by buying other companies, 
including the largest deal in 2014, when his friend Christo Wiese exchanged his budget clothing 
brand, Pepkor, for stock worth  6 billion euros in Steinhoff. Wiese became the largest 
shareholder and chairperson. The business embarked on a string of takeovers from 2010, 
buying furniture and electronics retail chain Conforama in France that year; Britain’s 
Slumberland and Dunlopillo in 2013 and, in 2016, Mattress Firm of the US and then 
Poundland, for almost £600m. Though Steinhoff failed to buy Argos in the UK and Darty in 
France (the leading French electric retailer).  

The full extent of the problems at Steinhoff are yet to be fully understood. On the top of the 
Annual Report for 2016 and on every page, the words “Information can no longer be relied 
upon” appear.  In terms of financial reporting, that is pretty much a disaster. Steinhoff appointed 
PwC and announced that the 2016 financial statement would need to be restated. (KB thinks 
that may be true for earlier years as well). The full extent of the accounting irregularities will 
not be known until PwC have finished their investigation. Steinhoff has yet to say what has 
been misstated, but has confirmed questioning the validity and recoverability of certain non-
South African assets of the company, which amount to circa Euros 6 billion (£5 billion). 

The crisis on 6 December 2017 was precipitated by a critical report published online by a short-
selling group Viceroy asserting that Steinhoff  artificially inflating earnings by doing deals with 
entities that were linked to the company and controlled by associates of  CEO Markus Jooste. 
The Sunday Times (4 February 20185 ) claimed that there was evidence of Steinhoff using 
companies in Switzerland to disguise losses and create imaginary profits. 

Just before the Viceroy report was published, Steinhoff announced that it had discovered 
accounting irregularities, and that some £5 billion (Euros 6 billion) of assets were possibly 
unrecoverable (in fact it may be more). This led to a fall in the company’s share price of around 

4 Difficult to be precise because not all associated companies are consolidated in and were intentionally 
excluded. Then some of the larger subsidiaries in Europe are now claimed to be only 50% owned by Steinhoff 
and the accounts may therefore be restated.  
5 Laurance, B., and Gillard, M., 2018, ‘Missing: the Poundland tycoon . . . and £5bn: Profits at South Africa’s 
Steinhoff seemed to defy reality while it went on a buying spree. But as irregularities emerge in the accounts, 
was it all smoke and mirrors’, The Sunday Times, 4 February 2018. 
Available at: 
https://www.thetimes.co.uk/article/missing-the-poundland-tycoon-and-5bn-2zs2jbckq 
Accessed July 2018. 



Routledge Focus on Business and Management 
Financial Failures & Scandals: From Enron to Carillion 
By Krish Bhaskar and John Flower 
Online companion volume:  
Appendix 2.08.01 Recent Cases: BHS, Steinhoff, Conviviality and SIG  
  
 

Page 7 
 
 
 

90%, though it was thought that the price might recover somewhat over time. However, by 
May 2018 the fall was 98% and falling as new problems were found, and new legal claims 
announced. According to data compiled by Bloomberg, possible debt/borrowings, both 
exposure to lenders and other creditors, was almost 18 billion euros by March 2017, though it 
is possibly larger as not all debts are included in the balance sheet. Markus Jooste, allegedly 
went missing but has since returned for the various court cases. The Chairman, Christo Wiese, 
also resigned. He was the company’s largest shareholder, owning more than a fifth of the 
Steinhoff group and now claims he is a victim and is suing the company and the auditors.   In 
his testimony to the South African parliament, Christo Weise said that detecting fraud within 
a company was hugely difficult for board members‚ especially if the CEO was allegedly 
involved.  
 
There is no question that the company can survive. The new management team has been 
appointed from existing senior members. The new vision is to become Europe’s largest 
discount variety business within 5 years. A new credit facility has been arranged. As at 
September 2016, the assets of the company were stated at Euros 32 billion. Although Euros 6 
billion is a lot to lose, it is not terminal and the individual brands  remain broadly profitable. 
That said, it may be that in some future reorganisation and restructuring, the company may be 
broken up into more focussed parts – currently the group has at least 200 subsidiaries and 
affiliates. 
 
Steinhoff warnings and development 
All the way back in 2007, analysts at JPMorgan Chase & Co spelled out warning signs. In a 
56-page research report, they asked why Steinhoff’s accounts lacked “pivotal information” 
about where it was generating revenue and why it appeared to focus on tax breaks rather than 
the actual business. Other issues of concern were: 

 During the GFC, it is reported that some lenders became suspicious of sales at some of 
Steinhoff’s furniture businesses which appeared to be holding up well despite sharp 
falls at competitors. 

 Suspicion that executives made money by selling their own assets to the company at 
inflated prices.  

 Possible unrealistically low levels of depreciation thereby inflating profits. 
 A suspiciously low tax charge. 
 Various investigations by South African and German tax authorities.  
 The rapid expansion and period changes made it difficult to compare one year with 

another, especially when joint ventures and debt fuelled takeovers are taken into 
account. 

 Creating artificially high provisions on taking over a company, which could then be 
written back as profits later when the provision were not deemed necessary. Many of 
the takeovers were generating good cash flows and profits.  

 German prosecutors claimed in 2015 that they had suspicions that sales figures had 
been artificially boosted leading to an inflated book value of the group. 

 The Viceroy Group was wondering why Steinhoff purchased the Mattress Firm 
company in 2016 for $3.8 billon in 2016. The US company was doing badly, there were 
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no synergies, apart from the desire to break into a new market, but then why did 
Steinhoff pay more than twice the price that the company’s shares were fetching before 
the takeover. 

 
Steinhoff – where did the money go? 
The assumption is that money was creamed off  by the CEO Markus Jooste and possible 
accomplices. (It is difficult to believe there were none, and recent press reports seem to indicate 
European executives may allegedly have been involved). Bloomberg6 reported: 

Aside from Jooste, the identity of other executives that Steinhoff wants to target is more 
of a mystery. At least some are likely to have been based in Europe, as that's where the 
accounting wrongdoing took place….In Germany, where Steinhoff moved its primary 
stock listing from Johannesburg in 2015, Sueddeutsche Zeitung reported that Jooste 
conspired with fellow European executives to move revenue figures around subsidiaries 
to boost their balance sheets, citing internal emails. "  

 
However, some of the boosted profits went into creating a bigger empire, easily able to borrow 
funds to continue to fuel an unrivalled expansion and takeover programme.  
 
Viceroy found that Steinhoff had lent money to a Swiss company, Campion Capital, to buy a 
Steinhoff subsidiary, GT Branding Holding. Steinhoff then boosted its declared profits by 
crediting its accounts with interest income on the loan — but didn’t tell its shareholders that it 
had a connection to GT. Three directors of Campion or its subsidiaries had previously worked 
for Steinhoff. The net effect was to boost Steinhoff’s reported profits by recording interest 
income, but failed to include the debts and losses of the Swiss company it had financed – they 
remained off the balance sheet. So in effect, Steinhoff was claiming gains but ignoring losses 
- a kind of one sided double entry.  
 
It seems Steinhoff allegedly used some subsidiaries or preferably related companies – not fully 
owned or consolidated into Steinhoff’s account. None of this is confirmed or substantiated. 
However, it seems there were various companies that were in effect arguably part of Steinhoff 
(but not consolidated in their accounts) that provided loans to customers, some of which were 
never repaid. Some of these companies were funded by Steinhoff and then later acquired by 
Steinhoff.  
 
Other companies are said to have allegedly processed loans and collected debts but did not 
actually grant credit. Hence, there was no risk of losses if consumers failed to repay. So a 
Steinhoff company could book genuine profits from handling the processing of consumer credit 
and loans without having to incur losses on loans that turned sour. Steinhoff could include 

                                                 
6 Bowker, J., 2018, ‘Steinhoff Hunts for Executives Behind Accounts Scandal’, Bloomberg Business, 10 May 
2018. 
Available at: 
https://www.bloomberg.com/news/articles/2018-05-10/steinhoff-on-manhunt-for-executives-behind-accounting-
scandal 
Accessed July 2018. 
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interest on funds lent to related companies, not incur any losses on bad loans, and still reap the 
rewards from encouraging customers to buy from Steinhoff outlets, thus boosting sales. None 
of this is as yet proven. Much of the current evidence comes from a Sunday Times article on 4 
February 20187 . There are artificial and deliberately inflated revenues without the associated 
matching expenses or liabilities, over-statements of assets, sales created by offering loans 
which could never be repaid, understatement, or completely ignored liabilities and the story 
goes on. Certainly, it would appear that the 2014, 2015 as well as the 2016 accounts are suspect. 
 
Questions about ownership of subsidiaries 
In terms of ownership, the latest event is that two of the largest retail outlets previously claimed 
to be wholly owned by Steinhoff are now claimed to be half owned by someone else.  Poco the 
German retailer and Conforama the French homeware store, are both huge retail outlets and 
market leaders. They contribute around 40% of the Steinhoff Group’s profit before tax,  interest 
and depreciation.  On 19 February 2018,  a Dutch court  ordered the Steinhoff Group’s Dutch 
holding company to restate its accounts with only a 50% stake in Poco. There may be more 
rulings about the ultimate ownership of Steinhoff’s subsidiary.  Steinhoff and all parties in the 
hearing at the German court had agreed to settle the matter, while Seifert entities, who had 
claimed ownership, offered to buy the residual 50% stake in Poco based on an agreed equity 
valuation of €532.5 million for the whole business8. 
 
Post-Failure events 
Poundland (UK) sealed a deal for £180m financing deal to reduce reliance on Steinhoff. This 
loan will allow the UK retailer to distance itself from the scandal-hit South African owner.9  
 
Jooste’s colleague, and alleged friend Christo Wiese (Titan Group) has instituted a R59bn ($5 
billion) claim against the Steinhoff group of companies, citing cash investments made between 
2015 and 201610. Businessman GT Ferreira is also seeking 100 m Euros.  Parties related to 
Tekkie Town, a South African shoe retailer bought by Steinhoff in 2016, are claiming 120 
million euros;  investigation into the overstatement of profit and treatment of off-balance-sheet 

                                                 
7 Op. Cit. Laurance, B., and Gillard, M., 2018. 
8 Matussek, K., 2018, ‘Steinhoff to Settle With Old Foe Seifert After POCO Sale Pact’, Bloomberg Markets, 25 
April 2018. 
Available at: 
https://www.bloomberg.com/news/articles/2018-04-25/steinhoff-to-settle-with-old-foe-seifert-after-poco-sale-
pact 
Accessed July 2018. 
9 Butler, S., 2018, ‘Poundland seals £180m financing deal to reduce reliance on Steinhoff: Loan will allow UK 
retailer to distance itself from scandal-hit South African owner as it reports record Christmas trading’, 3 January 
2018. 
Available at: 
https://www.theguardian.com/business/2018/jan/03/poundland-seals-180m-financing-deal-reduce-reliance-
steinhoff 
Accessed July 2018. 
10 Op. Cit. Matussek 2018. 
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entities will result in further material impairments beyond the 6 billion euros ($7.2 billion) 
announced in December 11. 
 
Meanwhile Steinhoff has won a three-year extension on most of its 9.6 billion euros of debt as 
the retailer battles to come to grips with an accounting scandal that’s wiped more than 96 
percent off the share price12. Their shares fell again sharply in May 2018. Although we think 
Steinhoff will survive, the group is fighting for its continued existence.  
 
Auditor’s statements - Steinhoff 
Though Steinhoff was audited under Dutch law by Dutch Deloitte’s, many of the principles 
and procedures have converged, and so are similar but not identical to UK auditing.  The 
problem is that this is a South African/Dutch company with major operations in Germany, 
France, the UK and the US. Auditing this conglomerate was always going to be difficult with 
or without senior management help. 
 
The audit approach was similar to the UK and aimed to endorse the reports as giving a true and 
fair view. The auditors collected ‘sufficient and appropriate’ evidence to provide a basis for 
their opinion that the accounts gave a true and fair view. This included examining vendor 
allowances, valuation of goodwill and intangible assets, acquisitions – accounting for business 
combinations. 
 
If the chief executive was in cohorts on the misstatement, as discussed earlier in this chapter, 
then it may be difficult to determine the accuracy. Senior management are in a position to 
persuade most conscientious auditors. The usual lines of possible defence are that there may 
very well have been internal communications and warnings between the auditors and 
management/the audit committee but these have not been made public, nor is there any 
requirement to make them public (as yet).  
 
With Steinhoff the highest level of management allegedly conspired to deceive. We assume 
(but have no evidence) that there must have been collusion at the highest levels of both the 
main company and the some of the subsidiaries, as well perhaps as some companies that were 
not associated at the time of audit but later would be taken over by Steinhoff. Nevertheless, it 
is the auditor’s job to question, challenge and collect their own evidence.  
 
Deloitte named as defendant in Steinhoff class action 

                                                 
11 Kew, J., ‘Steinhoff scandal just got WORSE! Profit hole is much bigger, wider’, BizNews.com, 10 May 2018. 
Available at: 
https://www.biznews.com/sa-investing/2018/05/10/steinhoff-scandal-worse-profit-hole-bigger-wider/ 
Accessed July 2018. 
12 Kew, J., and Casiraghi, L., 2018, ‘Survival mode: Steinhoff in desperate bid to restructure massive debt’, 21 
May 2018. 
Available at: 
https://www.biznews.com/global-investing/2018/05/21/steinhoff-to-restructure-massive-debt/ 
Accessed July 2018. 
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The auditors Deloitte are now facing a class action from Dutch law firm BarentsKrans, which 
is bringing legal proceedings on behalf of shareholders in Steinhoff. It is likely that Deloitte’s 
will vigorously defend their audit actions and opinions. That said, it will be the Dutch courts 
that will decide liability, possibly negligence if proven, and the level of compensation to the 
shareholders for their loss in value. 
 
If shareholder compensation is to be won then this could be serious for all parties deemed to 
be liable by the courts. How serious? From a peak market capitalisation of around €25 billion, 
then to just below €20 billion in November/December 2017 (before the announcements), the 
value then dropped to its current value of just over €1.25 billion – quite a dramatic loss of more 
than €23 billion.  If Deloitte’s was in any way liable (there is no suggestion that they are) then 
it would be serious for the audit firm, although they may have had limited liability agreements 
in some areas. However, as with KPMG, the scope of the audit always has many caveats and 
it is ultimately just an opinion.  
 
Steinhoff: what now?  
One source said: “Steinhoff’s forensic auditors [PwC] have turned up ‘sensational evidence’.13 
However this is complicated by the Dutch court’s decisions about ownership of major 
subsidiaries and this is likely to delay resolution of the remaining issues and perhaps precipitate 
further actions.  At the Dutch parliamentary hearing, David Maynier of the opposition 
Democratic Alliance said: “I think that the truth, when it emerges, is that Markus Jooste 
probably was at the centre of corporate fraud, but he had accomplices.”   
 
Steinhoff’s problems were “hidden in plain sight”. Whether he had accomplices remains to be 
seen. We think it would have been impossible for other not to have been involved in what is a 
growing problem. The loss of £5 billion is one thing, the loss of a major portion of assets plus 
of more than €700 million contribution to profits is quite another. 
 
With the re-emergence of Markus Jooste, nothing has been admitted though it would appear 
that the press reports from the on-going cases in South Africa have made up their own minds 
as to who is the guilty party:: 

Why would Markus Jooste do such a thing? Revelations that Steinhoff’s former CEO 
tipped off friends to sell shares, as relations with Deloitte soured, are damning14.  

                                                 
13 Hogg, A’, 2018, ‘Steinhoff’s forensic auditors have turned up sensational evidence in saga with “mini series” 
written all over it’, BizNews.com, 1 June 2018. 
Available at: 
https://www.biznews.com/undictated/2018/06/01/steinhoff-forensic-auditors-mini-series/ 
Accessed July 2018. 
14 Rose, R., 2018, “Why would Markus Jooste do such a thing? Revelations that Steinhoff’s former CEO tipped 
off friends to sell shares, as relations with Deloitte soured, are damning”, Financial Mail, 18 October 2018. 
Available at: 
https://www.businesslive.co.za/fm/opinion/editors-note/2018-10-18-rob-rose-why-would-markus-jooste-do-
such-a-thing/ 
Accessed October 2018. 
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Markus Jooste told friends to sell their Steinhoff shares before collapse: Message sent 
by Jooste days before retailer’s accounts crisis15.    
 
Markus Jooste warned friends of impending Steinhoff crash: Former CEO sent text 
messages advising friends to sell shares in the company in the days leading up to the 
revelations of accounting irregularities16. 

 
The full extent of what happened and what activities occurred will probably never be told in 
full. But some of the accounting tricks will be revealed in time.  

 
 
 
 
 

  

                                                 
15 Prinsloo, L., Kew, J., and Bonorchis, R., 2018, “Markus Jooste told friends to sell their Steinhoff shares 
before collapse: Message sent by Jooste days before retailer’s accounts crisis”, Moneyweb, 11 October 2018. 
Available at: 
https://www.moneyweb.co.za/in-depth/investigations/steinhoff-ex-ceo-told-friends-to-sell-stock-before-
collapse/ 
Accessed October 2018. 
 
16 Prinsloo, L., Kew, J., and Bonorchis, R., 2018, “Markus Jooste warned friends of impending Steinhoff crash: 
Former CEO sent text messages advising friends to sell shares in the company in the days leading up to the 
revelations of accounting irregularities”, 10 October 2018. 
Available at: 
https://www.businesslive.co.za/bd/companies/retail-and-consumer/2018-10-10-markus-jooste-warned-friends-
of-impending-steinhoff-crash/ 
Accessed October 2018. 
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Conviviality plc and systems 
Listed on the AIM market and auditors KPMG, Conviviality was a drinks wholesaler and 
retailer with fast growth achieved partly through acquisition, revenue of £1.6 billion and a 
wafer thin profit of £18m. Run by the charismatic Diana Hunter until she was forced out in 
March 2018, the reports seem to indicate a few problems which were not highlighted in the 
2017 annual report. The one that the annual report did highlight was the cost of Brexit in terms 
of increased prices of imports, though the annual report makes light of this – saying the impact 
is likely to be overall lower. Conviviality was worth £500m and it wiped out the shareholders 
and investors and put the jobs of 4,000 at risk – though some were saved by sell-offs by the 
administrators of parts of the business. The earlier time line is given in Box 8.3 below: 
 
Box 8.3 Expansion Phase 
1981   Conviviality started life with Bargain Booze in Sandbach, Cheshire  
and changed ownership several times.  
July 2013  Floated on the AIM market by the private equity firm ECI Partners  
and group named Conviviality with 611 franchise stores. Listing was led by the CEO Diana 
Hunter (ex-Waitrose and Sainsbury).  
2014   Bought a number of small off-licence chains.  
September 2015 Takeover for £200m of the drinks wholesaler Matthew Clark,  which 
supplies pub owners such as JD Wetherspoon and Stonegate. 
December 2016. Took a majority stake in Peppermint (a high-performance festival bars 
and event solutions)  
January 2017 Restated its half-year results after miscalculating its own earnings per share.  
EY review the company’s financial controls 
May 2017  Paid £60m for Bibendum, the upmarket wine distributor. 
November 1, 2017 Shares reached a peak value of 428p rising from 150p.  

Market capitalisation of well over £500m. Mark Moran    replaces 
Andrew Humphreys as finance director 

According to a Sunday Times article the creditor amount owed to 
Heineken and Diageo was not £25m but £50m.   

Early 2018  Analysts predations of profit around £70m 
 
 

 
Diana Hunter revealed that there had been a “material error” in its financial forecasts, which 
would reduce its predicted earnings by £5.2m. This wiped more than £300m or 60% off the 
AIM market capitalisation. But worse was to come. From the Sunday Times 18 March 2018: 

…. Hunter lowered earnings guidance again, and admitted there had been an 
“arithmetic error” in its forecasts. In other words, someone in its finance department 
had typed the wrong number into a spreadsheet, or substituted a plus for a minus sign. 
The following morning, Conviviality made another shocking revelation. It had 
uncovered an unforeseen £30m tax bill, which had to be paid by the end of the month. 



Routledge Focus on Business and Management 
Financial Failures & Scandals: From Enron to Carillion 
By Krish Bhaskar and John Flower 
Online companion volume:  
Appendix 2.08.01 Recent Cases: BHS, Steinhoff, Conviviality and SIG  
  
 

Page 14 
 
 
 

It suspended trading in its shares, and, in a desperate attempt to preserve cash, axed its 
dividend. On Friday, it admitted it was exploring an emergency cash call17. 
 

The problem phase timeline is shown in Box 8.4. 
 
Box 8.4 Problem Phase18 
 
January 25, 2018  Mark Moran told the board that full-year underlying earnings target 
of £70m was “tight but deliverable”19.  
March 2018  Weather poor leading to low sales of alcoholic drinks  
March 8, 2018  Discovery of error in master spreadsheet manually updated to keep 
track of its incomings and outgoings. Stray cell found. Effect of over-stating earnings by 
£5.2m. Human error.  
March 8, 2018  Profits warning of 20% because of error and trade had softened  due 
to poor weather. Then a savage stock market reaction to that profits warning. Shares dropped 
from over 300p to 115p.  Credit insurers credit insurers began withdrawing cover to some of 
Conviviality’s suppliers – that included big groups such as Heineken and Diageo. 
March 13, 2018  Discovery that £30m alcohol tax and VAT payment had been left  off 
the master spreadsheet manually updated. Reassured the market that it was on track to meet 
its revised earnings target of £55.3m to £56.4m. 

Second profits warning. 
March 14, 2018 Shares on AIM suspended at 101p  
   PwC appointed to help 
   Attempt to raise a rescue rights issue of £125m. 

Conviviality’s remaining credit insurance evaporated and suppliers 
demanded cash on delivery 

March 29, 2018 PwC appointed as administrator. 
April 2018  C&C bought Matthew Clark and Bibendum for  £100m 

Bestway picked up the Bargain Booze chain for £7.25m.  
 
 

 

                                                 
17 Duke, S., ‘Conviviality’s one too many for the road 
A shock £30m tax bill has left the drinks retailer with a hangover from which it will be hard to recover’, The 
Times, 18 March 2018. 
Available at: 
https://www.thetimes.co.uk/article/convivialitys-one-too-many-for-the-road-zcbq8br7p 
Accessed July 2018. 
18 Some of the background was drawn for a Sunday Times spread article on the 15 April 2018. 
Shah, O., 2018, ‘Revealed: how not to run a p***-up at an off-licence: The collapse of Conviviality is a case 
study in how a £500m company can fall apart in a matter of weeks’, The Sunday Times, 15 April 2018. 
Available at: 
https://www.thetimes.co.uk/article/revealed-how-not-to-run-a-p-up-at-an-off-licence-cr2h8037b 
Accessed July 2018. 
19 Ibid. 
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The group has now hired accountants PwC to review its business and explore the possibility of 
fundraising by selling new shares to effect a recapitalisation of the business. PwC according to 
press reports is looking to raise more than £125m to shore up its balance sheet. Since the float 
in 2013, investors have backed the company with more than £250m. Though as e have said, in 
Hunter’s hands, Conviviality has been transformed through acquisitions such as Matthew Clark 
and many smaller rivals.  
 
However this was not to be and the company appointed administrators on 29 March 2018. This 
attracted much comment reported in the Times:  

Conviviality was “grossly mismanaged by overpaid management,” according to one of 
the retailer’s former franchise holders, while Frank Field, chairman of the parliamentary 
work and pensions committee, called the situation a “mess” and urged the Financial 
Reporting Council to investigate 

and 
Mr Field said KPMG, Conviviality’s auditors, had questions to answer after failing to 
flag the accounting errors. “This is a mess. Increasingly these audit reports aren’t worth 
the paper they’re written on,” he said. “The auditors are taking us all for a ride and the 
sooner the government decide what they’re going to do about it the better.” In response 
to the demise of Conviviality, a spokesman for the FRC said: “The FRC does not 
comment on individual companies, but we monitor emerging accounting or audit issues 
and take action where appropriate.” 

and 
KPMG said: “We stand by our audit opinion for Conviviality plc for the year ended 30 
April 2017, and our opinion signed in respect of the prior year.”20 

 
Conviviality is now the subject of an FRC investigation.   

                                                 
20 Narwan, G., and Walsh, D., 2018, ‘Watchdog ‘must investigate Conviviality’’, The Times, 30 March 2018. 
Available at: 
https://www.thetimes.co.uk/article/watchdog-must-investigate-conviviality-bm6ds2s8r 
Accessed July 2018. 
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SIG plc and the whistle-blower 
The following case broke in January 2018 and possibly involved lower level employees 
initially alerted by a whistleblower. Though all the details are still the subject of various 
investigations, a whistleblower brought this to the attention of management. SIG plays an 
important role in the construction industry supply chain, both in the new build and the repairs, 
maintenance and improvement sectors. While SIG’s largest markets are the UK, France and 
Germany, which together account for 84% of sales, it also operates in the Benelux, Poland, 
Ireland and the Middle East.  It is in the FTSE 250 and uses the reduced FRS 101 framework 
for its financial statements.  
 
Briefly on 1 February 2018, SIG overstated its profit by up to £6.6m (over a number of years) 
after a review, less than a month after it revealed an overstatement of cash and creditors – of 
tens of millions of pounds. The press reports indicated that the company said a review with 
auditors at Deloitte and KPMG had found a number of balances related to rebates and other 
potential recoveries from suppliers had been overstated, and in some cases intentionally. 
However, there were significant impacts on its cash balances. The FT claimed21: 

The company had also overstated its cash balances by around £20m at the end of 2016 
and £27m in its 2017 half-year results. The misstatements did not affect SIG’s income 
statement, but made the company’s debt levels look notably better than reality, 
artificially cutting its June 2017 leverage from 1.9x earnings to 1.6x. 

 
 
Full marks for a beautifully laid out and every comprehensive annual report for 2016. Many 
simulacra and too much glossy and boilerplate comment, but in general one of the more honest 
and balanced reports. Krish gives it his personnel award for that year. They know there are 
problems. The highlights on page 1 has 6 circles of actions or comments: Identified actions to 
reduce leverage, restoring SIG’s customer focus and new management team appointed.  
  
The Chairman said:  

Although 2016 was a disappointing year for SIG, significant potential remains. While 
we have been pursuing the right strategic direction, implementation has proved 
challenging22. 

The chief executive said: 
During 2016 the business suffered from internal initiative overload as it attempted to 
implement its strategic change programme too quickly, thereby distracting the business 
from its customers23. 

                                                 
21 Megaw, N., 2018, “SIG shares drop after discovery of ‘intentional’ accounting misstatements”, 1 February 
2018. 
Available at: 
https://www.ft.com/content/7ffb4f34-0742-11e8-9650-9c0ad2d7c5b5 
Accessed February 2018. 
22 Page 4 of the SIG plc Annual Report and Accounts, 2016 
23 Page 5 of the SIG plc Annual Report and Accounts, 2016 
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SIG plays an important role in the construction industry supply chain, both in the new build 
and the repairs, maintenance and improvement sectors. While SIG’s largest markets are the 
UK, France and Germany, which together account for 84% of sales, it also operates in the 
Benelux, Poland, Ireland and the Middle East. 
 
The company is selling off or closing some non-core parts of its business so the income 
statement looks peculiar. And it is not easy to see or understand what has been sold or closed. 
But it seems they have closed the e-commerce business (which may be short-sighted) and loss-
making operations in Saudi Arabia. And KB would have added Brexit as a principal risks as 
much of the company’s business is in Europe. See Table 8.1. 
 

 
Table 8.1 Summary of salient values in SIG’s financial statements 

  2016 2016 2016 2015 2015 2015
Income statement  Core 

business
Other one-

off or 
exceptional

Total Core 
business

Other one-
off or 

exceptional 

Total

Revenue £m £2,749 £105 £2,845 £2,463 £103 £2,566
Operating profit £m £91 -£182 -£91 £100 -£34 £66
Profit after tax £m £58 -£177 -£119 £67 -£31 £36

       
Balance Sheet 
selected items 

   2016  2015

Total assets £m   £1,493  £1,591
Goodwill & intangible 
assets 

£m   £430  £526

Cash  & cash 
equivalents 

£m   £128  £146

Bank & other loans £m   £375  £407
 

 
SIG said the whistle-blower allegation centred on SIG Distribution, its core insulation and 
interiors business in the UK. The company asked the company’s external auditor, Deloitte, 
along with KPMG, to conduct a forensic review in relation to rebates and other potential 
recoveries from suppliers. 
 
The review said that a number of amounts were overstated in 2016 and in some cases 
intentionally. This resulted in an overstatement of the 210 profit of up to £3.7m with up to a 
further £0.4m overstatement of profit in former years, and £2.5m for the first half of 2017. 
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The company retreated quickly. IN its 2017 annual report it stated24: 
A number of employees are leaving the business following disciplinary investigations 
into the circumstances. The Group has also confirmed that, whilst no incentives were 
paid in error as a result of the overstatements, potential bonus payments to certain 
individuals in relation to 2017 will not be payable. 

So no employee will gain from this. The company also said it will introduce stricter financial 
reporting controls and a number of recommendations made by KPMG (after the review 
process). 
 
What went wrong? 
The 2017 annual report explains25: 

The Group reported in its Trading Update on 9 January 2018 that during the initial year 
end close processes, the Group identified a historical overstatement of cash and trade 
payables related to cash cut-off procedures. This was associated with the issue of 
cheques around previous period ends whereby cheques had been written and passed to 
suppliers but not accounted for. There was no impact from this on the Consolidated 
Income Statement, but it resulted in an overstatement of cash of  £20m at 31 December 
2016 and £27m at 30 June 2017. Internal Audit has completed a review of the controls 
around cheque issuance. 
After adjusting for the overstatement, the headline financial leverage at 31 December 
2017 is 1.9x (2016: 2.4x). This did not impact compliance with the Group’s covenants 
but resulted in additional interest charges of £0.4m. The Group continues to target a 
1.0-1.5x leverage range during 2018 and is aiming to maintain leverage below 1.0x 
over the medium term. 

 
The auditor’s report by Deloitte looks comprehensive with lots of visit. That said, the sums 
affecting profit are fairly small and would not be a major risk for the company. The missing 
£20m cash and £27m in 2017 were more serious. No doubt Deloitte’s will have a good 
explanation. However, it once again reinforces the expectations gap – public perception versus 
the reality. The materiality figure defined was £3.1m in 2016 – that is less than all the overstated 
figures (at least for profit and cash in 2016).  
Yet the scope and materiality statements look good to an outsider but are of course written to 
obfuscate liability.  
 
SIG deserve full marks for a beautifully laid out and very comprehensive annual report for 
2016 and the restated 2017 report.  Even though it contains many simulacra26 and too much 

                                                 
24 Page 61, SIG, Annual Report and Accounts, 31 December 2017. The auditors signed the accounts (re-stated) 
on 8 March 2018. 
25 Ibid page 61. 
26 Simulacra in financial reporting, is the use of signs, images, graphs, photos, diagrams, boxes, text, coloured 
displays, and a whole array of techniques used in annual reports, to manage impressions and tone of the report. 
Often used to hide information or persuade the reader that the entity being reported on is performing much better 
than in actual fact. The authors have found this a common practice in the FTSE 350. See the Rutledge volume in 
the series: Disruption in Financial Reporting.   
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glossy boilerplate comment. It is in general one of the more honest and balanced reports. The 
management knew there were problems.  
  
 
 
 
 
 
 
 


