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INTRODUCTION

The fourth iteration of the King Code on Corporate Governance (King IV) was first published in
2016. It strongly emphasised the need for independent non-executive directors on the boards of
companies. Independence is, of course, a very important consideration. We continue to advocate
strongly for appropriate independent oversight within investee companies (as detailed in our
annual Stewardship Report). However, as important as independence may be, we believe that
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industry experience. Wherever there is complexity in life, there are inevitable trade-offs that need to be made. Since
no individual can bring everything to the table, compromises are unavoidable if a company is
to appoint a balanced board that can succeed in the very demanding undertaking of exercising
ethical and effective leadership (which is how the Code ultimately defines corporate governance).

At the time of King IV’s release, we feared an unintended consequence - that in the single-minded

pursuit of director independence, companies (and the shareholders who are required to vote

for those appointments) would not put sufficient weight on the need for skilled directors with

business acumen and decades of business experience. In the cut and thrust of the boardroom,

por';‘fovl‘;ger;;:;:’:rov;hh we believe that these are practical necessities if a non-executive director is to succeed in acting
as a check and balance over the executive and truly hold management teams to account.
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In the years since King IV’s release, we believe that our concerns have been realised. We have
seen an obsessive pursuit of independence, to such an extent that many institutional share-
holders will automatically vote against directors with more than nine years of service - even
if those directors can add tremendous value, have rare skills (in a skill-short environment) and
a deep knowledge of the company. As a consequence, the quality of many South African (SA)
boards has suffered as they have steadily lost credible directors with the business acumen and
experience needed to effectively lead a company.

Many high-quality, commercially-minded candidates with a desire to give back to corporate SA
have told us that they sadly will not consider board appointments. A myopic focus on narrowly
prescribed governance criteria has reduced the crucial role of corporate governance to a by-rote,
box-ticking exercise. As a consequence, we hear repeatedly from frustrated directors that too
little time is left at board meetings to interrogate the key business issues that will ultimately
dictate the success or failure of that business. As a result, many boards fall short of achieving the
overriding objective of any board - that of providing the effective leadership that is required
for the business to thrive and create value for all stakeholders.

This note bears testimony to the value that a non-executive director with the necessary business
acumen and experience can add to a company whose board they serve on. Over the last five
years, we have had the privilege of working with one such director, Mr Mike Bosman, in his role
as chairperson of two separate, but equally challenged, businesses.

A PRIME EXAMPLE

Our first engagement with Mr Bosman was when he was appointed chairperson of the Spur
Group. As we have catalogued in many stewardship reports over the years, Spur was a prob-
lematic investment for us. It was plagued by poor governance, pervasive conflicts of interest,
and a very flawed remuneration process. Our issues were not addressed by the board, despite
multiple engagements and several years of voting against resolutions at their AGMs. After many
years of our concerns being ignored, we collaborated with other investors and voted against
a number of its directors. This necessitated the appointment of some new directors, the first of
whom was Mr Bosman.

It was immediately clear to us that we were dealing with a new paradigm. Mr Bosman was keen
to meet with shareholders to discuss their concerns and, once these engagements were held,
he immediately set about making many of the changes that were needed for Spur to return to
its winning ways.

First, he overhauled the board, spending much time identifying capable directors who could
competently cover key areas and at the same time improve the overall diversity of the board. Five
years later, the company is fortunate to have a smaller, more skilled, diverse, and engaged board.

As the new board made the necessary changes to its remuneration process and removed the
conflicts between the company and its franchisees, it became apparent that the executive team
needed to be overhauled. Over time, a new CEO, CFO and COO were appointed. This team has
executed very well, initially through the Covid period and very strongly since then.

One of the most impressive contributions of the new board has been its excellent allocation
of capital. This is an area that governance codes tend to pay very little attention to. It is a very
particular skill set and one in which many professional board members have little experience.
In many cases, they end up simply deferring to the executive. Mr Bosman’s extensive business
acumen enabled him to identify significant flaws in the existing capital allocation framework
and to remedy historic mistakes. Under his watch, the company cut loss-making ventures in
non-core geographies and initiated a very accretive share buyback programme.

Fortuitously for the Group, Mr Bosman’s appointment coincided with the outbreak of the Covid
pandemic. We believe that without his substantial experience, strong leadership, and ability
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to take decisive action, the impact of the associated economic lockdown on Spur and its stake-
holders would have been far more severe. Since then, the company has moved from strength
to strength, outperforming its quick service restaurant peers and delivering superb returns for
its shareholders.

TWO FORTWO

As fate would have it, a company one vowel different, the SPAR Group, would soon be needing
Mr Bosman’s services. While it is a larger business, with extensive operations abroad, it has a
similar organisational structure, but with its stores run by independent retailers (while the Group’s
focus is building and maintaining the brand, sourcing, and distributing stock for its retailers).

SPAR was also suffering from several governance failures that had compounded and become
an existential threat to the business and all its stakeholders. Many of these issues echoed the
challenges at Spur, with concerns over conflicts of interest and poor allocation of capital.

Although the SA business had performed reasonably well over the preceding decade, margins had
come under increasing pressure. There were also mounting signs that all was not well between
the Group and its retailers. Then, in 2020, a serious breakdown between SPAR and one of its
largest independent retailers saw the Group head to court in a bid to remove the operator and
take over the related stores. In addition, there were allegations of undeclared conflicts of interest
between executive management and the company; racism and disputes with black retailers;
questionable accounting; and ignored whistleblower reports.

We were very concerned. The company faced many serious allegations of governance failures
and its board lacked both the necessary independence and the skill set needed to steer the
company through these challenging waters.

At around this time, the Group undertook a material re-platforming of its warehouse system
to SAP. Very cognisant of the number of failed (and expensive) SAP implementations in SA, we
interrogated the executive robustly over the progress and the plans in place to ensure a low-risk
implementation. We were provided with many assurances that they were on top of the issues
and that they had appointed the appropriate skills to manage the process.

In late 2022, new allegations surfaced, implying that the newly appointed CEO had been
involved in various accounting misstatements relating to fictitious loan agreements in his
previous role in the Group. Given the seriousness of these allegations, we felt we could no
longer engage with the board constituted in its current form. We scheduled a call with the lead
independent non-executive director to inform him of our decision to vote against the current
chairperson’s re-election at the upcoming AGM. We also recommended Mr Bosman as a good
potential candidate for the role. Soon after this, the Group announced that Mr Bosman would
be appointed as the new chairperson of SPAR’s board (this was subsequently supported by
shareholders at the next AGM).

He immediately applied himself to dealing with the many governance issues plaguing the Group.
One of these was commissioning a legal and accounting review of the allegations against the
then-CEO. The conclusion of this review saw the incumbent step down in early January, with Mr
Bosman assuming the role of interim CEO until a new, suitable appointment could be made.

There are very few non-executive directors today with the experience and competence needed
to confidently assume the demanding role of interim CEO of a large multinational corporation.
That Mr Bosman was not only able to do so but was also willing to do so, speaks highly of his
skill set as well as his acknowledgement of his fiduciary responsibilities as a director.

In this period Mr Bosman also set about strengthening the board of SPAR. In so doing, he

addressed one of the key concerns we had previously raised with the lead independent director,
that of an alarming lack of retailing and IT skills on the board.

TRUST IS EARNED™ 3



143

ot everything
that counts can be
measured and not
everything that
can be measured
counts.”

codhos

Unfortunately, it was not a smooth ride on the operational side of the business. It became evident
a few months later that the SAP project had gone completely awry. This resulted in a failed
implementation and significantly impaired service levels to stores. Thankfully, Mr Bosman, in
his role as acting CEO, was well-equipped to take many far-reaching decisions on how to deal
with the situation and how to position the business for recovery.

By the middle of the year, the board had finalised the recruitment process and selected a new
CEO (from within the Group). In recognition of the many operational challenges the company was
facing, it also appointed an externally sourced COO to help resolve them. This freed Mr Bosman
up to deal with the next shareholder concern, that of its underperforming business in Poland.

Under the watch of the previous board and CEO, the Group had purchased a failing Polish
business, with the intent of building out a SPAR solution in Poland. Despite many attempts to
boost customer loyalty ratios (the amount of goods franchisees buy from the central compa-
ny-owned distribution centres), after a number of years they had failed to get to the levels needed
for the business to generate a profit. Mr Bosman and a newly appointed non-executive director
with deep retail experience spearheaded a review of the Polish business, the net result of which
was the decision to exit. This was another good outcome for stakeholders as shareholder capital
was protected and the Group could prioritise and focus its resources on more pressing issues.

It is still early days in the turnaround at SPAR, and there is much uncertainty as to the final
outcome. However, we believe that the Group is much better placed to face its challenges as a
result of the considerable efforts put in by Mr Bosman and the new board to improve governance
and the calibre of people in its business.

CONCLUSION

Our view is that our industry needs to rethink the notion of director independence. It is a multi-
faceted characteristic that needs to be approached in a more thoughtful and holistic manner,
considering that:

« Not everything that counts can be measured and not everything that can be measured
counts.

- Independence certainly shouldn’t be measured by as blunt a metric as board tenure; nor
should it be approached through the lens of a technocratic, box-ticking framework.

We have highlighted the risks of a technocratic approach to independence throughout this
article. Further considerations that illustrate the point would be:

« A multitude of directors are drawn from the accounting and legal professions. Although
these directors score highly in terms of being technically independent, and many serve
valuable roles in important oversight responsibilities, such as on audit committees, they are
often ill-equipped to truly serve as a check and balance over the executive. This is because
they lack the business experience and the commercial acumen needed to challenge an
executive on commercial issues. For this reason, all boards should seek to balance these
accounting and legal skills with the appropriate commercial skill sets.

- Many professional independent directors who screen well for independence are techni-
cally independent of the business but financially dependent on the incomes they earn as
non-executive directors. This can impair independence.

For the reasons articulated above, we believe that considerations such as the person’s state of
mind; their diligence and conduct at board meetings; and, lastly, their integrity ought to carry
far more weight in the independence assessment process.

Finally, we make the impassioned point that independence is but one of many qualities that
directors bring to the boards that they serve. The SA economy has performed poorly for a decade.
The challenges that both executives and non-executives face in this environment are many and
daunting. And it is increasingly difficult to persuade people with the right skills to join boards.
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In the preceding case studies, an independent chairperson was desperately needed to
address numerous governance failures. But much more than that was needed for the
companies to be stabilised and the foundations built out for a more prosperous future. In
both cases, stakeholders were very lucky to get a non-executive with Mr Bosman’s skill set
and appetite for taking on a challenge.

There are many variables that need to be solved for in the process of identifying and
appointing suitable directors. If corporate SA does not place enough weight on directors’
skill set, diligence, experience and value-add, then it will lose its hard-won reputation of
being a stand-out emerging market in terms of its governance. +
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC™). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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