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THE mystery surrounding Nic Frangos’s sudden resignation as a director of Corpcapital last week had the market guessing. 
The development has highlighted growing concern among shareholders about one of Corpcapital’s investments in the British Virgin Islands that apparently had a significant effect on management bonuses in 2000 and 2001. 

The investment is an Internet gambling service called Cytech. As is usual with international companies registered in tax havens, disclosure about its operations has been limited, even more so than normal for private SA companies. 

In Corpcapital’s latest annual report, a few basic figures were disclosed. They revealed that Corpcapital’s share of the Cytech acquisition was only US$0,3m (R2,7m). 

The date of the acquisition is not given but, according to UK Data, Cytech was incorporated on 20 January 2000 with authorised share capital of $50 000. The company’s original name, Education Online Company, was changed to Cytech on 1 February that year. No shareholders or directors are listed. 

According to Corpcapital’s annual report, the group has a 48% interest in Cytech. When FW asked Corpcapital CEO Jeff Liebesman in October who owned the balance, he said Cytech management – one Israeli and a former South African living in Israel. “Both are fine fellows,” says Liebesman. 


According to sources close to the company, Cytech’s value had reached R150m by Corpcapital’s financial year-end in August 2000. 

But until 2001, Cytech was regarded as an ordinary investment. At that stage, changes in the “marked to market” value of ordinary shares were reflected as profit in the income statement. 

So Cytech, which had a cost price of R2,7m, is revalued within months to a rather staggering R150m. To put this in perspective, on a pro forma basis Corpcapital showed headline earnings of R152m in the 2000 financial year, raising serious questions about the quality of Corpcapital’s headline earnings in that year. 

In 2001, the investment in Cytech was ratcheted up from R150m to R221m. This increase provided a R71m contribution to Corpcapital’s headline earnings which, on a pro forma basis, were reported as R191m. 

Corpcapital reclassified certain investments such as Cytech, Aqua Online and OneLogic as associate investments in the 2002 financial year. Although just a different accounting approach, it couldn’t have come at a more convenient time. 

Cytech’s value was cut by almost half, from R221m to R110m. Under the old accounting treatment, this would have meant a loss of R111m. 

Now Corpcapital’s R8m share in Cytech’s alleged profit is being brought to account. It is a huge difference, which raises the question of whether the necessary adjustments were based on like-for-like comparison when the directors’ remuneration was determined. 

According to Corpcapital’s latest annual report, problems in the Internet gambling market stemming from stricter US credit card transaction regulations had a negative effect on Cytech’s profit performance. Due to this, Cytech’s contribution to Corpcapital’s profit fell from R13,3m to R8m. 

Whether a p:e of 13,8 is justified for an Internet gambling company is doubtful, especially considering the poor disclosure, its unlisted status, and probably high-risk nature. 

Yet in 2000 and 2001, it apparently contributed handsomely to the Corpcapital directors’ profit bonuses. As a former chairman of the remuneration committee, Frangos was closely involved in determining bonuses, which are designed to “incentivise” management to reach certain targets. 
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The formulas for calculating profit bonuses are crucial. The accounting policy and, significantly, the consistency of its application, play a major role in determining the integrity of the remuneration policy. Co-ordination between the remuneration committee and the auditing committee is therefore essential. 

Apart from Frangos, Corpcapital chairman Eric Ellerine and Advocate Wim Trengove serve on the remuneration committee as non-executive directors. Liebesman is its only executive director member. Frangos, Ellerine and Trengove serve on the auditing committee under the chairmanship of Tom Wixley. 

If a target for return on equity (ROE) determines the size of bonuses, it is fair to assume that an exact formula exists for determining the ROE. If the classification of investments changes, the formula will also change dramatically. So, if Cytech’s value falls, the return on equity falls. 

If profits are restated on a “marked to market” basis and the value of investments therefore declines in the following years, the question then is whether bonuses paid were justified. 
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In 2000-2001, Cytech contributed R221m to Corpcapital’s profit, which presumably contributed to the directors’ bonuses in those years. Its value is now only R110m. Shareholders, if they are at all concerned with their value, should ask whether 50% of the bonus, which was earned from Cytech, should be repaid. 

Frangos, as chairman of the remuneration committee, would normally have compiled this committee’s report in the latest annual report. The committee reports: 

“It measures the performances of executive directors and approves all remuneration and payments made to directors. It is responsible for making recommendations to the board on the principles of remuneration and terms of employment of senior executives, including all bonus, profit-sharing schemes and employee ownership initiatives. 

“The core remuneration policy of the group is to employ top calibre people who are regarded as leaders in their area of expertise and to reward them in line with the upper quartile of the market. The committee benchmarks remuneration of directors and senior executives on an annual basis using external consultants and advises the group on compliance with the disclosure requirements of the JSE Securities Exchange and King 2. 

“The committee met four times during the current year, including two special meetings. Progress had been made in formulating policies and procedures and the committee arranged the preparation of a manual which deals with all aspects of executive remuneration, including basic salary, the performance bonus scheme, share options, payments for restraint of trade and any potential conflict of interest. PE Consulting was appointed by the committee to advise the non-executives with a mandate to benchmark all incentives prior to approval.” 

Following Frangos’s resignation, shareholders should ask if the remuneration committee’s report differs from Frangos’s version. If so, who made the changes and on what authority? 

How has the company complied with the principles set out in the report? 

Shareholders should also ask whether Corpcapital’s management complies with the strict requirements in the report, and whether it is remunerated in the upper quartile. 

The report also referred to “restraint of trade” payments. Was a “restraint of trade” paid to management and was it disclosed? 

Corpcapital has no controlling shareholder. So management, which comprises 60% of the board, has de facto control. Theirs should not be the only voice heard. 

* See Open Season on p 31 
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