14 Corporate Governance    

14.1 Corporate Governance in this report represents merely one element of the fiduciary responsibility of directors, and is not meant to replace or substitute or compromise fiduciary duties as required by the Companies Act and/or other appropriate legislation.  In this regard refer to a document prepared by Frangos (Annexure K).

14.2 The King-report of 2002 refers to the following seven characteristics, which can be regarded as constituting good corporate governance:

14.2.1 Discipline   
14.2.2 Transparency - this is a measure of how good management perform in making necessary and useful information available in a candid, accurate and timely manner.  It reflects whether or not investors obtain a true picture of what is happening inside the company.  Based on our findings, it cannot be said that investors obtained a true picture of the happenings inside the company or group.

14.2.3 Independence - relates to those mechanisms that have been put in place to avoid potential conflict of interest that may exist. 

14.2.4 Accountability - individuals or groups in a company who make decisions and take actions on specific issues, need to be accountable for their decisions and actions.  Transparency with regard to such actions provides investors with the means to query and assess the actions of the board and its committees.  It makes no sense where the people whom were involved in material valuations, deny their responsibility regarding the verification, validity or accuracy of such valuations.  It has the effect that only the directors, all of whom had not been fully informed, carried the ultimate responsibility for the valuations and its disclosure in the F/S.

14.2.5 Responsibility - management and/or directors should be prepared to put mechanisms in place in order to set the company on the right path.

14.2.6 Fairness
14.2.7 Social responsibility
14.3 The King-report of 2002 also supports AC000:  "What shareowners … want are understandable measurements, to enable them to judge stewardship, performance, conformance and sustainability on a common basis."  Based on our findings the shareholders did not get what they wanted.

14.4 The King-report of 2002 also sets out a "Code of Corporate Practice and Conduct" which inter alia include to the following:

14.4.1 "The board should define levels of materiality, reserving specific powers to itself and delegating other matters with the necessary written authority to management."

14.4.2 "The board should have an agreed procedure whereby directors may, if necessary, take independent professional advice at the company's expense".

14.5 The book "What You Must Know About Corporate Governance" by co-authors Tom Wixley and Geoff Everingham, refers to the following:

14.5.1 "The principal dangers faced by a board in its vital task of making key strategic decisions are twofold - the risk of lack of perspective and the risk of dominance by one individual.  Independently minded directors are vital if these dangers are to be avoided"  (pages 12 and 13, par 3).

14.5.2 In reference to the demise of Dimension Data:  "According to press reports, the board of directors were lulled into a false sense of security regarding the company's earnings long after it should have been apparent that their expectations were over optimistic (par 3, page 13).

14.5.3 In order to assist in preventing the above, the authors refer inter alia to the following:  "Ensure that strong independent non-executive directors who are both knowledgeable and prepared to speak their mind are appointed", and "communications with stakeholders are accurate, timeous and fully in compliance with financial reporting and other standards and rules" (page 14, par 3).

14.6 In reference to remuneration:

14.6.1 "Of all the functions of the board of directors, the one with the greatest potential for conflicts of interest is the remuneration of the directors themselves"(page 55, par 5).

14.6.2 "It is vital that the measurement criteria used to determine incentive payments should be appropriate.  This means that they should be challenging but achievable and that they should be aligned with the interest of shareholders" (page 56, par 5).
14.7 In relation to external auditors (Chapter 9, page 87):

14.7.1 "The object of an audit may be said to be threefold:  
(1)    The detection of fraud, 
(2)    The detection of technical errors, 
(3)    The detection of errors of principle" 
         LR Dicksee, Auditing (1892). 

14.7.2 "In it simplest terms, the purpose of an audit is to give additional credibility to the accounts which directors give of their stewardship"  (page 87, par 1).
14.8 The auditors of the 2000/2001/2002 Group F/S did not qualify their report to the members.  Due to imprudence, material non-compliance and/or incorrect disclosure, as well as the uncertainties shrouding certain valuations and/or investments in the F/S, we are of the opinion that the auditors should have qualified the consolidated F/S of the Group in 2000/2001/2002.

14.9 By given an unqualified report the auditors gave credibility to the F/S and its contents.  It probably contributed materially to the members and even the directors' acceptance of the F/S and its content.  Furthermore, based on our findings in this report, the audit should not have given additional credibility to the F/S and/or accounts.

14.10 The authors quote from the King-report as follows:  "An annual audit is an essential part of the checks and balances required, and is one of the cornerstones of Corporate Governance" (page 88, par 1).  In our opinion, this cornerstone of Corporate Governance did not meet its objectives as envisaged.

