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ABSTRACT

The ability to measure the financial health of a company is becoming an increasingly
serious issue. One only needs to think of the widely published irregularities in
companies such as Enron, Parmalat and Macmed to grasp something of the magnitude
of the losses and other problems that investors can face if they do not have the ability to
“predict” possible problems. There are individuals who are constantly identifying new

and ingenious ways to deceive their customers, investors, the government and others.

It is important for parties with an interest in a company to devise new ways to identify
how financial analyses can be used to protect their interests. Managers are primarily
responsible for the prevention and identification of accounting irregularities.
Unfortunately, at the same time, they may also be assumed to be the primary
perpetrators of accounting irregularities, because they are in a position to manipulate
accounting records and bypass control measures more easily than anyone else in a

company.

The main aim of this study is to determine whether financial analysis and interpretation
can be applied by interested parties to measure financial health and by implication
identify accounting irregularities. Proof that this is possible has the potential to be used
in analyses, by all parties with an interest in a company, to determine financial health
and to identify irregularities in the financial statements.

The study begins with a literature review, which provides an explanation of accounting
irregularities and related matters, as well as an overview of previous uses of financial
analyses to determine whether such analyses are useful in the identification of

irregularities in the financial statements.
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The objectives of the study are as follows:

An investigation into the characteristics, as identified by researchers locally and
abroad, that are displayed by companies with a higher risk of or occurrence of
accounting irregularities.

A survey of the media by means of a literature review to identify case study
companies that had allegations of accounting irregularities against them.

The analysis of the case study companies in a quantitative and qualitative way to
determine whether the characteristics that are identified as part of the first
objective hold true in practice.

Statistical analyses of the share price data of the case study companies in the
form of an event study, a regression analysis and a structural break analysis to
determine when and under what circumstances significant changes happened.
Conduct a survey involving the creators and the users of financial statements in
order to observe their experience regarding the usefulness of financial statements
to reveal financial health. This is done by means of questionnaires that are
analysed statistically, designed to derive conclusions of what practitioners tend to
experience in practice and what their feelings are regarding the use of financial
statements and accounting data in an analysis of the financial health of a

company.

On the basis of the case studies, nine of 18 identified characteristics were found to be

useful in the identification of accounting irregularities by parties other than managers.

They are:

© © N o g bk~ w0 N

company age;

company culture;

debt levels;

directors’ behaviour and character;

financial distress;

industry or sector;

liquidity;

management’s behaviour and character; and

remuneration policies.
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A further eight additional characteristics were also identified as useful in

identification of accounting irregularities. They are:

1.

© N o o s~ 0D

acquisitions, mergers and other restructuring;
dividends;

opposite movements from the industry or sector;
period before irregularities are detected;
“preparing” interested parties for the annual report;
share price changes;

significant changes; and

tax.

the

The results of the review of the companies’ financial information are supplemented with

a statistical analysis of the companies’ share price data as well as a questionnaire that

are submitted to the users and compilers of financial statements. The aim of the first

statistical analysis, consisting of event studies, regression analyses and structural break

analyses, is to support the findings regarding the characteristics of companies with

increased risk of accounting irregularities. The questionnaire set out to relate the

subjective opinions of the users and compilers of financial statements with the findings

of the study.

The results of the study provide proof that interested parties have the ability to use the

identified company characteristics to indicate increased accounting irregularity risk.
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vi



(@

CONTENTS

LIST OF TABLES ... oottt e XV
LIST OF FIGURES ...ttt e e XVIII
CHAPTER ONE
INTRODUGCTION .....ceeeiitiiiiiiiess s ss s snss s s ss s s e sam s s s e e e raman e e e e e n s amnnn e e s 1
1.1 BACKGROUND ...t 1
1.2 IMPORTANCE OF THE STUDY ....oiiiiiiiiiiiiiie et 5
1.3 PROBLEM STATEMENT ..ottt 7
1.4 RESEARCH OBUJECTIVES.......oo et 8
1.5 RESEARCH METHODOLOGY ......ouiiiiiiiiiiiieieee e 9
1.6 NATURE AND FORM OF RESULTS......ccoiieiei e 13
1.6.1 Outcomes Of the STUAY ...coooiiie e 13
1.6.2 Outling of the theSIS .....ueeiiii e 14
CHAPTER TWO
CORPORATE MISCONDUCT AND ACCOUNTING IRREGULARITIES. .........ccceeuueee 16
2.1 INTRODUGCTION ..ottt 16
2.2 WHAT IS FRAUD? ...ttt 17
2.2.1 THE FRAUD TRIANGLE ......ooiiiiiee e 17
222 WHITE-COLLAR CRIME AND ITS PERPETRATORS. ..o 20
2.3 FRAUD WITHIN A COMPANY — CORPORATE FRAUD ......cccccoecvieeeien. 23
2.3.1 THE FRAUD TRIANGLE IN CORPORATE FRAUD........cocciieiiiiee e 23
2.3.2 MEASURES THAT ARE PUT IN PLACE TO PREVENT CORPORATE

FRAUD ..t 24
2.3.3 TYPES OF CORPORATE FRAUD AND ITS IMPACT .....cccoiieeiiiee e 25
2.4 MISAPPROPRIATION OF ASSETS — EMPLOYEE FRAUD............cccue.... 27
2.5 CORPORATE MISCONDUCT BY MANAGERS — ACCOUNTING

IRREGULARITIES MANIFESTED IN THE FINANCIAL STATEMENTS..... 28
2.5.1 DEFINING ACCOUNTING IRREGULARITIES. ... 28
252 REASONS FOR ACCOUNTING IRREGULARITIES.......cccooiiiieeeee e, 31

Vii



(@

2.5.3 MEANS TO PREVENT ACCOUNTING IRREGULARITIES .........cceeenee. 32
2.6 THE MOTIVATION BEHIND ACCOUNTING IRREGULARITIES................ 33
2.6.1 CATEGORIES OF ACCOUNTING IRREGULARITIES RELATED TO
MOTIVATIONS FOR ITS OCCURRENCE ..o, 37
2.6.2 THE ISSUE OF CREATIVE ACCOUNTING ..ot 38
2.7 HOW ACCOUNTING IRREGULARITIES ARE PERPETRATED ............... 40
2.8 THE RESPONSIBILITIES FOR CONTROL, DETECTION AND
IDENTIFICATION OF IRREGULARITIES.......cooiiiiiieee e 45
2.9 DETECTION AND IDENTIFICATION OF ACCOUNTING IRREGULARITIES
.................................................................................................................... 48
2.9.1 RED FLAGS THAT ACT AS INDICATORS OF ACCOUNTING
IRREGULARITIES. ... 48
2.9.2 MAKING USE OF AUDITING OR FINANCIAL MANAGEMENT
PROCEDURES TO DETECT AND IDENTIFY  ACCOUNTING
IRREGULARITIES. ... 49
2.9.3 OTHER MEANS TO DETECT AND [IDENTIFY ACCOUNTING
IRREGULARITIES. ... 50
2.10 REDUCING THE RISK OF BEING DEFRAUDED........ccccooiiiiiieeeee, 53
2.11 SUMMARY e e 56
CHAPTER THREE

THE USE OF CORPORATE FINANCE TECHNIQUES AND THEORIES IN THE

3.1
3.2

3.3

3.4
3.5

DETECTION AND IDENTIFICATION OF ACCOUNTING

IRREGULARITIES ...t s sss s s sanssssssssssnenas 57
INTRODUGCTION ...t 57
THE USE (AND PROBLEMS) OF USING FINANCIAL ANALYSIS TO
DETECT AND IDENTIFY ACCOUNTING IRREGULARITIES.................... 58
FINANCIAL ANALYSES THAT MAY HAVE POWER IN DETECTING AND
IDENTIFYING ACCOUNTING IRREGULARITIES .......cooiiiiiiiee 60
THE EFFICIENT MARKET HYPOTHESIS ... 63
SUMMARY e e 65

CHAPTER FOUR

viii



(@

UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

RESEARCH METHODOLOGY .....cccoesmmmrinmisssmnnnssssssssssssssssssssssssssssssssssssssnssssnsssssssssnses 67
4.1 INTRODUGCTION ..ceiiiiiiiiieiee ettt e e as 67
4.2 RESEARCH STRUCTURE, OBJECTIVES AND AIMS .......ccooiiiiiiieeee. 67
4.2.1 Research design StrUCLUIE ...........uuiiiiiiiiieieeeee e 67
422 Research objectives and @ims ...........eeveiiiiiiiiiiiii e 73
4.3 METHOD OF INVESTIGATION.....oetiiiiiiiiiiie et 76
4.3.1 ReSearch desSign ... 76
4.3.2 Data COIBCHION ..o 78
4.3.3 Data @nalySiS ...cceeiiiiiieieiii e —————————— 79
4.4 THE QUALITATIVE AND QUANTITATIVE ANALYSES ..o 82
4.4.1 QUAlItALIVE @NAIYSIS .. .eveeieieei it 82
4.4.2 Quantitative @nalySiS........coou i 83
4.5 THE STATISTICAL ANALYSIS ..o 84
4.5.1 EVENE STUAIES ..o 85
452 Regression and structural break analysis ..o, 87
4.6 A SURVEY BY MEANS OF QUESTIONNAIRES ..o 89
4.6.1 The QUESTIONNAINE ... 90
46.2 Development of the qUESIONNAIFE ........coooiiiiiiiiiii e, 91
4.6.3 Profile of reSpoNdeNntS .........coov i 92
46.4 Sampling design and sampling Method ... 93
4.6.5 Collection Of FESUILS ....eveieiiiiiiie e 93
4.6.6 ANalysis Of the reSUILS .........uueiiiiiii e 94
4.8.1 Permission to collect data.........cccuumiiiiiiiii e 95
4.8.2 INfOrMEd CONSENT ... 96
4.8.3 Confidentiality and @anonymity .........ooocueeeeioiiiiie e 96

CHAPTER FIVE
CHARACTERISTICS DISPLAYED BY COMPANIES THAT HAVE AN INCREASED

RISK OF ACCOUNTING IRREGULARITIES.........ccooimmiimmnmnnianeennssnnennnas 98
5.1 INTRODUGCTION ...t 98
5.2 CATEGORIES OF CHARACTERISTICS THAT INCREASE THE RISK FOR

THE OCCURRENCE OF ACCOUNTING IRREGULARITIES. ................... 98



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(@

5.3 THE ANALYSIS OF COMPANY CHARACTERISTICS AND
RELATIONSHIPS ..ottt 99
5.3.1 Accounting tranNSaACHIONS ........oiiiiieee e 100
5.3.2 JANE o[ (o] =TT o1 =T o - TSP PP RPPPRPPR 102
5.3.3 LO7= 1] 1 1 1[0 PP PR 103
5.3.4 (070]00] o7= U1V 2%-=To L= PP PRRRR 104
5.35 (070]00] o 7= U g1V AK] 2= SRR 105
5.3.6 L0701 { o ) SRR 106
5.3.7 (00 ][0 ] (PP PRRRP 108
5.3.8 DY o OSSR 109
5.3.9 D1 =T} (o] £ TP OPPPPPPPP 110
5.3.10 Financial diStreSS ....cooo oo i 112
5.3.11 GeographiC [0CAtION .......ccii i 112
5.3.12 (€T 0) 1 o SRR 113
5.3.13 INAUSTTY e 114
5.3.14 LIQUIITY e 117
5.3.15 1Y =Yg E=To =10 =T o | PSP PRPPOP 117
5.3.16 [T 670 | = S 119
5.3.17 Profitability ..o 121
5.3.18 Receivables and iNVENtOries ...........uuuiiiiiiiiiiii e 123
5.3.19 REeMUNEIAtioN ...cooeeeeeieeee e 124
5.3.20 Shar€holdiNgG.....ccooi i 125
5.3.21 Stock market performancCe..........ooooi i 126
5.3.22 SITUCTUIE .t e e e e e e e e e e 127
5.4 THE RESULTS .ot e e e e e e ee e 128
5.5 SUMMARY ettt e e e s e e e e e e e breee e e e e 130
CHAPTER SIX
THE SELECTION OF THE CASE STUDY COMPANIES AND MATCHING CONTROL
GROUPS ...t s s s e n s e mmnn e s nas 132
6.1 INTRODUGCTION ..coiiiei ittt e e e s e e e e e e e e e e e e e eeee s 132
6.2 THE SELECTION METHOD TO IDENTIFY FIRMS WITH KNOWN



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(@

VIOLATIONS ..ottt e et e e e e e s e e e e e e ennnreeeaeeeanns 133
6.3 THE RESULTS FROM THE MEDIA SEARCHES PER CASE STUDY
COMPANY ...t e e e e e e e e e e bt e e e et ee e e e nreeeeenneeas 134
6.3.1 Beige Holdings Limited ... 134
6.3.2 Johannesburg Consolidated Investments (JCI) .......coovviiiiiiiiiiiiiiiiieeeene 136
6.3.3 Macmed Healthcare Limited .............oeeeiieiiiiiiiiiii e 137
6.3.4 Saambou Holdings Limited ..........cooiiiiiiiiiiiiiieeee e 140
6.3.5 TIgON LIMIEA ... 142
6.4 SELECTION OF A CONTROL SAMPLE OF FIRMS WITH NO KNOWN
ACCOUNTING IRREGULARITIES. ...t 145
6.5 SUMMARY ettt e e s s e e e e e e e b eea e e e 146
CHAPTER SEVEN
ANALYSES OF FIVE SOUTH AFRICAN COMPANIES WITH ALLEGED
ACCOUNTING IRREGULARITIES. .......ccccirirrrineennnnsnsssssss s sssssssssnsnsenas 147
7.1 INTRODUGCTION ..coiiiiiieiiie ettt e e e s e e e e e nnree e e e e e e nnnneeeeeas 147
7.2 RESULTS FROM THE CASE STUDIES PRESENTED PER COMPANY 147
7.21 Beige Holdings Limited .........coooiiiiiiieee e 147
7.2.1.1 QUAITTALIVE @NAIYSIS.........eeeeiie i 147
7.2.1.2 QUANHEAHIVE ANAIYSIS........eeeiie i s 148
7.2.1.3 StAtISHCAl @NAIYSIS ...ccceiiiiieee et 152
7.2.1.4 SUMMAIY «.oviiiiiee ettt et e e e e e e e ennee e 156
7.2.2 Johannesburg Consolidated Investments (JCI) .......coooviiieiiiiiiiiiiiieeeenne 159
7.2.2.1 QUAITTALIVE @NAIYSIS.........eeeeiie e 159
7222 QUANHEAHIVE @NAIYSIS.......eeeeii et 160
7.2.2.3 SEALISHCAl @NAIYSIS ...coeeiieeiiie e 163
7224 SUMMAIY ..ot 168
7.2.3 Macmed Healthcare Limited ... 172
7.2.3.1 QUAITALIVE @NAIYSIS ... 172
7.2.3.2 QUANHEAHIVE ANAIYSIS........ueeiie e 173
7.2.3.3 SEALISHCAl @NAIYSIS ...coeeiieeiiie e 177
7.2.3.4 SUMMAIY .ottt et e e e e e e ennne s 181

Xi



(@

UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

7.2.4 Saambou Holdings Limited ...........cooiiiiiiiiiiieeee e 185
7.2.4.1 QUAITALIVE @NAIYSIS ... 185
7.2.4.2 QUANHEAHIVE ANAIYSIS........ueeiie et 186
7.24.3 SEAtISHCAl @NAIYSIS ...ccooiiieeee e 190
7.24.4 SUMMAIY ..ot 194
7.2.5 TIgON LIMIEA ... 197
7.2.5.1 QUAITALIVE @NAIYSIS ... 197
7252 QUANHEALIVE @NAIYSIS.......eeeeiiiieeiee e 198
7.2.5.3 StAISHCAl @NAIYSIS ...ccoeiiiieee e 202
7.2.5.4 SUMMAIY .ottt e e e e e e 206
7.3 SUMMARY et 209
CHAPTER EIGHT
THE SURVEY ...t snces s s ssss s ssss s s s sas s s n s s e mn s e mns nsssnnas 211
8.1 INTRODUGCTION ...ttt 211
8.2 THE SURVEY ...t 211
8.3 SURVEY RESEARCH METHODOLOGY ....cceiiiiiiiiiiieeenieee e 213
8.4 STATISTICAL ANALYSIS OF THE QUESTIONNAIRE ..o 217
8.4.1 Basic descriptive analySiS ........couoiuuiiiiiiiiiieeee e 218
8.4.2 FrEQUENCIES ... 221
8.4.3 FaCtOr @nalySiS.....cooiiiiiii i 234
a. Analysis of FaCIOr 1. ... 240
B.  Analysis Of FACIOr 2........ooviiiiiiiiie e 241
C. ANalysis Of FACIOr 3.......cooiiiiiiiee e 242
d. Factor scores and interpretation.............oooooiiiiiiiiiiiiii 242
8.5 SUMMARY ettt s b e e e e nne s 244
CHAPTER NINE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS.........ccccoemrmisnmmrmssssnnsnnnans 246
9.1 INTRODUGCTION ...ttt 246
9.2 CONCLUSIONS ..ottt st e e snneee s 246
9.2.1 Characteristics that are displayed by companies with a higher risk of

accounting IrreguUIANTIES ........eeeeeeieeeeee e 247

Xii



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(@

9.2.2 Identification of companies with known violations of accounting irregularities
.................................................................................................................. 249
9.2.3 Quantitative and qualitative analyses of five case study companies......... 249
a. The characteristics that proved to be of use as indicators of accounting
IIPEQUIAITTIES ...t 250
b. The characteristics that proved not to be useful indicators of accounting
IPEQUIAITTIES ... 253
c. Additional characteristics that proved to be of use as indicators of
accounting irreQuUIANTIES .......oueiiiiiiieie e 254
9.2.4 Statistical analyses of share price data............cccccveeiiiiiiiiiie e 257
9.2.5 Questionnaire survey to users and compilers of financial statements ...... 258
9.2.6 Back to the problem statement ... 259
9.3 RECOMMENDATIONS. ....coooiiiee ettt e e e e 260
9.4 OPPORTUNITIES FOR FURTHER RESEARCH ........cccocoiiiiiieeeeceeen 261
9.5 CONCLUDING COMMENTS ...ttt 262
REFERENCES. ........cocociiiimmiiiemsr s ssssms s sssns s ssssss s s s ssss s s s ssms s snssassssssssnss nsssnns snsnns 264
APPENDICES .......cotiiiimriismnrssssnmssssssams s ssms s s sms s ssssams s ssssasssssssans sesssnsssssssnsasssssnsnnsse 270

Xiii



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(@

LIST OF TABLES

Table 5.1:

Table 5.2:

Table 5.3:

Table 5.4:

Table 5.5:

Table 5.6:

Table 5.7:

Table 5.8:

Table 5.9:

Table 5.10:

Table 5.11:

Table 5.12:

Table 5.13:

Table 5.14:

22 Categories of company characteristics considered in accounting
irregularity analySes........ooi i 99
Findings regarding the accounting transactions found in firms that have an
increased accounting irregularity risk ... 100
Findings regarding the auditors and the relationship between the auditor
and the firm in cases of an increased accounting irregularity risk .......... 102
Findings regarding the cash flow of firms that have an increased
accounting irregularity FiSK........cooceriiiiiiee e 104
Findings regarding the age of firms that have an increased accounting
IPEQUIATTTY FISK ceeeeieiiee e 105
Findings regarding the size of firms that have an increased accounting
IFPEQUIAINITY FISK ... 105
Findings regarding the controls employed in firms that have an increased
accounting irregularity FiSK..........oo e 107
Findings regarding the culture of firms that have an increased accounting
IFPEQUIAIITY FISK ... 108
Findings regarding the debt in firms that have an increased accounting
IFPEQUIAIITY FISK ... 109
Findings regarding the directors of firms that have an increased accounting
IFPEQUIAIITY FISK ... 111
Findings regarding financial distress in firms that have an increased
accounting irregularity FiSK........cooceriiiiiie e 112
Findings regarding the geographic location of firms that have an increased
accounting irregularity FiSK........oooceriiiiie e 113
Findings regarding the growth levels of firms that have an increased
accounting irregularity FiSK........cooceiiiiiiee e 113
Findings regarding the industry in which firms that have an increased risk
for accounting irregularities operate ...........ccccuviiiiiiiiii e 115

Xiv



Table 5.15:

Table 5.16:

Table 5.17:

Table 5.18:

Table 5.19:

Table 5.20:

Table 5.21:

Table 5.22:

Table 5.23:

Table 7.1:
Table 7.2:
Table 7.3:
Table 7.4:
Table 7.5:

Table 8.1:
Table 8.2:

Table 8.3:

(@

UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

Findings regarding the liquidity of firms that have an increased accounting
IPEQUIANTTY FISK ceeeiie i 117
Findings regarding the management of firms that have an increased
accounting irregularity FiSK........cooceeiiiiiiee e 118
Findings regarding the personnel of firms that have an increased
accounting irregularity FiSK........ooocermiiiiiee e 120
Findings regarding the profitability of firms that have an increased
accounting irregularity FiSK........oooceriiiiiie e 122
Findings regarding the receivables and inventories of firms that have an
increased accounting irregularity risk .........ccccceeiiiiiiiin e 123
Findings regarding the remuneration structure of firms that have an
increased accounting irregularity risk .........cccoeeeiiiiiiiin e 124
Findings regarding the shareholding structure of firms that have an
increased accounting irregularity risk .........ccceeeeiiiiiiin e 125
Findings regarding the stock market performance of firms that have an
increased accounting irregularity risk .........cccceeeiiiiiiin e 126

Findings regarding the structure of firms that have an increased accounting

IFPEQUIAIITY FISK ... 127
Quandt-Andrews unknown breakpoint test results for Beige Ltd. ........... 155
Quandt-Andrews unknown breakpoint test results for JCI Ltd................ 168
Quandt-Andrews unknown breakpoint test results for Macmed Ltd. ...... 181

Quandt-Andrews unknown breakpoint test results for Saambou Ltd...... 193
Quandt-Andrews unknown breakpoint test results for Tigon Ltd. ........... 206

The statements of experts on which the questionnaire was based ........ 214
Summary of means and standard deviations of the questionnaire
STAIEMENTS ... 219
Accounting data in the annual report has the power to predict problems
with financial health (S1) ... 222

XV



Table 8.4:

Table 8.5:

Table 8.6:
Table 8.7:

Table 8.8:

Table 8.9:

Table 8.10:

Table 8.11:

Table 8.12:
Table 8.13:

Table 8.14:
Table 8.15:

Table 8.16:

Table 8.17:

Table 8.18:

Table 8.19:

Table 8.20:

UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(@

The annual report can help one to make financial decisions about a
COMPANY (S2) .eeeeeiiiiiieiie et ee e e s s e e e e e e s nnree e e e e e e annneeeeeeas 222
Information in the annual report is not enough to make deductions about
the financial health of a company (S3) .....cooviiiiiiiiiiiiii e, 223
It can happen that false information appears in the annual report (S4) .. 223
It is important to consider the interactions between financial statement
items when evaluating a company (S5)........cceeeiiiiiiiinie e 224
It is the purpose of financial statements to provide information to make
decisions about the financial health of a company possible (S6) ........... 224
Models (e.g. the Altman model for financial distress) used to measure
financial health cannot be trusted to give a perfect view of the state of a
COMPANY (S7) 1eeeeeeiiieie ettt e e e e e e e e e annnneeee s 225
More than only numbers need to be considered when one analyses the
annual report to determine financial health (S8)...........ccccciiiiiiiiiieneee. 225
I am willing to make decisions about a company based on historical
INFOrMation (S9) ...ceeii i 226
Predicting the future is one of the objectives of annual reports (S10) .... 226
Qualitative information in the annual report is generally viewed as being of
lesser impPortance (S11) .o 227
Ratio analysis as a tool ought to be eliminated (S12)........cccccevviiieennen. 227
Ratio analysis can serve a number of purposes and can even be used to
indicate problems with financial health (S13) ..o 228
Ratios are not as effective as some other measures of analysis (S14) .. 228
Ratios can be useful, but it depends on the selection of ratios (S15)..... 228
So-called “fraud” allegations can cause enough damage to a company so
that it failS (ST6) weveeeeiiiieie i 229
The analysis of the financial statements in the annual report by means of
ratios can be used to detect financial health problems (S17) ................. 229

The information from financial statements can be used for decision-making

XVi



Table 8.21:

Table 8.22:

Table 8.23:

Table 8.24:

Table 8.25:

Table 8.26:
Table 8.27:

Table 8.28:
Table 8.29:
Table 8.30:
Table 8.31:
Table 8.32:
Table 8.33:
Table 8.34:
Table 8.35:
Table 8.36:

UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(@

The information in the annual report can be used for predictive purposes

(2 1 ) TSP OPPPPP PRI 230
The information in the annual report’s financial statements is not enough to
base decCiSioNS 0N (S20) ......uuueiiieiiiiiiieie e 231

The narrative parts of the annual report may be of more value than the
NUMENIC PAMS (S271) coiiiiiiiiiie e 231
There are measures other than the annual report that can be used to
indicate the financial health of a company (S22) .......cccccooviiiiieeieiiiinnee 232
There are other sources of information that need to be consulted when
analysing a company’s financial health (S23)..........ccccccoiiiiiinie, 232
There are various means to manipulate the financial statements (S24). 233
There is a relationship between the fairness of presentation in the annual

report and a company having financial difficulties (S25).........ccccccoeuuneee. 233
Rotated Factor LOadings ........ccocvuiieiiiiiiiiieeeeee e 236
Histogram of Eigenvalues of unaltered correlation matrix ..................... 238
Total variance explained............oooeiiiiiiiiie e 239
Cronbach Alpha Reliability Coefficient for the three identified factors .... 239
Rule of thumb in interpreting Cronbach’s Alpha ..., 240
Statements that form part of Factor 1.........cceeeiiiiiii 240
Statements that form part of Factor 2., 241
Statements that form part of Factor 3. 242
Descriptive statistics summary for the three factors ...........cooovvvvviinnnnnnnn. 243

XVii



(@

UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

LIST OF FIGURES

Figure 1.1:

Figure 2.1:

Figure 2.2:

Figure 2.3:

Figure 4.1:

Figure 7.1:

Figure 7.2:

Figure 7.3:

Figure 7.4:

Figure 7.5:

Figure 7.6:

Figure 7.7:

Figure 7.8:

Figure 7.9:

Figure 7.10:

The “whole systems model of science” or the “Mitroff model” .................. 10
The fraud tHanNgIe ........eeeeiii s 18
An updated fraud triangle ... 19
Common methods of accounting irregularities ...........ccccceeeviiiiiiee e 43

lllustration of how the triangulation methodology is applied in this study.. 70

Graph illustrating the return from Beige Ltd. and the market over the period
of the alleged accounting irregularities ...........ccccceeiiiiiiiieii e 153

Scatter plot of Beige Ltd. return against the market return over the same

Graph illustrating the return from JCI Ltd. and the market over the period of
the alleged accounting irregularities ..........cccooiiiiieeiiiiniie e 165

Scatter plot of JCI Ltd.’s return against the market return over the same

Graph illustrating the return from Macmed Ltd. and the market over the
period of the alleged accounting irregularities .............ccooeeiiiiiiiiiiiieeeee. 178
Scatter plot of Macmed Ltd.’s return against the market return over the
=10 0= 01T oo [ PP PPPPPPPPPT 179
Graph illustrating the return from Saambou Ltd. and the market over the
period of the alleged accounting irregularities .............ccooeeiiiiiiiiiiiieeneee. 191
Scatter plot of Saambou Ltd. return against the market return over the
=10 g L= 01T o o [P PPPPPPPRPRR 192
Graph illustrating the return from Tigon Ltd. and the market over the period
of the alleged accounting irregularities ...........ccccceeiiiiiiiiieii e 203

Scatter plot of Tigon Ltd. return against the market return over the same

xViii



&
UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA

Qe YUNIBESITHI YA PRETORIA

Figure 8.1: Respondents’ experience with financial statements...............c.ocoeiine 218
Figure 8.2: Mean and median distribution (N = 237) ... 221

XiX



P
si UNIVERSITEIT VAN PRETORIA
"/ UNIVERSITY OF PRETORIA

Que# YUNIBESITHI YA PRETORIA

“Many have made a trade of delusions
and false miracles, deceiving the stupid multitude.”

- Leonardo da Vinci

“Blinding ignorance does mislead us.
O! wretched mortals, open your eyes!”
- Leonardo da Vinci
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