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THE OBSERVER,


Thursday, 30 March 1989





The lies told by the Fayeds





THE CONCLUSIONS





The Government, the House of Fraser Board and shareholders, the Office of Fair Trading and the Press were all misled about the Fayeds’ origins, wealth and business interests.





2.1.1 THE Fayeds dishonestly misrepresented their origins, their wealth, their business interests and their resources to the Secretary of State, the OFT [Office of Fair Trading], the Press, the HOF [House of Fraser] Board and HOF shareholders, and their own advisers.


    2.1.2 During the course of our investigations we received evidence from the Fayeds, under solemn affirmation and in written memoranda, which was false and which the Fayeds knew to be false.  In addition, the Fayeds produced a set of documents they knew to be false.  This false evidence related mainly, but not exclusively, to their background, their past business activities and the way in which they came to be in control of enormous funds in the autumn of 1984 and the spring of 1985.  


    2.1.3 The Fayeds had at their disposal on 31 October 1984 deposits of £50.5 million and $330 million at Royal Bank of Scotland (‘RBS’) in London and $225 million in cash and securities at a Swiss bank.  We have seen no credible evidence to explain how the Fayeds came to control such sums.  We are of the view that these sums, or at any rate a large part of them, were not beneficially owned by the Fayeds and had come under their control not long before October 1984.


    2.1.4 We explain in Chapter 16 the limits to our compulsory investigative powers.  Because of those limits on our powers we have been unable to discover conclusive evidence to prove the source of the funds which were used in the acquisition.  We do not consider that there is any reasonable chance that we would uncover such evidence if we continued our investigations any longer.  The evidence before us, however, indicates that it is likely that the Fayeds used their association with the Sultan of Brunei and the opportunities afforded to them by the possession of wide powers of attorney from the Sultan of Brunei to enable them to acquire those funds.


    2.1.5 The lies which the Fayeds were telling about themselves and their resources were given a credibility they would not have otherwise attained when they were repeated by their very reputable advisers.  Their advisers accepted at face value what they were told by the Fayeds.  In our opinion they did not take sufficient steps to check the accuracy of what they were told.


    2.1.6 The Fayeds were allowed to proceed with the acquisition of HOF by AIT [Alfayed Investment Trust] without reference to the MMC [Monopolies and Mergers Commission] for further inquiry (or other Government hindrance) because: 


    It has been Government policy, following a statement in July 1984, that references to the MMC should be made primarily on competition grounds.  Ministers were readily satisfied that no such grounds existed in this case.  The practical effect of this policy was that references to the MMC on other grounds involving the public interest were only made in really exceptional cases.  An example of such a case would be one in which vital strategic interests are at stake.  HOF was not regarded as one of these.  


    The Secretary of State saw no practical alternative but to accept the representations and assurances which were made to him, and in particular those which he and his officials saw as having been made by the Fayeds, Kleinworts and Herbert Smith, coupled with the comfort he derived from the recommendations of the Fayeds’ bid by the HOF Board and Warburgs.





    2.2 BUSINESS INTERESTS AND INCOME GENERATION


2.2.1 The OFT, and subsequently the DTI, were left with a seriously misleading impression of the Fayeds’ business interests and wealth after an oral session at the OFT on 11 March 1985 attended by the Fayeds, Kleinworts and Herbert Smith which was followed by a factually wrong written submission accompanied by qualified letters of support from Kleinworts and Herbert Smith.


    2.2.2 We consider that two press releases which stated that the Fayed family ‘has widespread international interests including, in particular, ship-owning, luxury hotels, construction, oil, oil services, banking and property’, conveyed an entirely wrong impression and were likely to mislead.


    2.2.3 In particular, in Chapters 11 and 12 we show that:


(i) Shipowning — The Fayeds only owned two 1,600 ton roll-on roll-off Mediterranean cargo ferries and 14 vessels which they had recently bought as part of a small enterprise in Dubai which provided services to the local offshore oil industry.


(ii) Luxury hotels — The Fayeds owned only one luxury hotel, the Ritz Hotel in Paris.


(iii) Construction — The Fayeds’ involvement as middlemen in connection with construction projects in Dubai and other countries in the United Arab Emirates had ended for all practical purposes at the end of the 1970s, and in 1984-85 they had no current involvement at all.


(iv) Oil — The Fayeds had a small (6% and 16%) minority interests in two oil concessions in Abu Dhabi.  These had been granted in 1980 and 1981 and their exploitation since that time had not yielded commercial quantities of oil.  In 1984-85 the concessions were of no value.


(v) Oil services — The Fayeds owned one very small British company which yielded a profit for the first time (of £8,000) in 1985 and the small company in Dubai which is mentioned under (i) above which had been loss-making prior to 1984.


(vi) Banking — The Fayeds owned a 4.9% stake in a Texas bank with a value of $8.7 million in March 1985.


(vii) Property — The Fayeds owned quite valuable interests in property, particularly in Great Britain, USA and France.  The underlying capital value of their interests in some of these properties had appreciated since they were acquired, but none of them were wealth-producing and the Fayeds did not suggest that they were.


    2.2.4 The Fayeds represented in March 1985 that they were international businessmen who, from the profits of their businesses, had accumulated in their central bank accounts at Compagnie de Gestion et de Banque Gonet SA (‘Banque Gonet’) in Switzerland sufficient funds to acquire HOF without having to borrow any money at all.  We are of the very clear opinion that none of the activities of the Fayeds of which we have been told generated sufficient cash for the Fayeds to have been in a position to acquire HOF, or any substantial part of it, with their own funds.


    2.2.5 In particular, we show in Chapters 10 and 11 that:


(i) We received no worthwhile evidence to support their claim that by the time they left Egypt in 1962 they had accumulated £20 million, mostly inherited wealth, and we reject that claim;


(ii) Shipowning and shipping - (a) The profits which the Fayed companies made on the two cargo ferries were extinguished by the interest payments on the loans they incurred;


(b) The profits of their Gilnavi and Genavco groups of companies were negligible in the context of the sums required to by HOF;


(c) In 1984 their Dubai company, International Marine Services (‘IMS’), made a profit of £1.1 million which was negligible in that context.


(iii) Luxury hotels – The Ritz Hotel, Paris made a loss on ordinary activities in the years 1983-85 and the Fayeds never suggested that it was the source of the funds they used to acquire HOF.


(iv) Construction – We are satisfied that Mohammed did not retain commissions in excess of £50 million net, spread over 15 years, in connection with construction contracts in Dubai and other Emirate States.  Even on his own story the funds from this source did not exceed about £85 million.


(v) Oil – The oil concessions generated no income at all and were not likely to.  £8.4 million had been realised on the sale of half of the Fayed interests in one of the concessions in the early 1980s.


(vi) Oil services – See (ii)(c) above for IMS: their British company made a profit of £8,000 in 1985.


(vii) Banking – The dividends from their National Bancshares Corporation (‘NBC’) shares were negligible in the context of the sums required to buy HOF.


(viii) Property – The Fayeds told us that their property was not purchased for its income-generating ability but for capital appreciation.  The income from their business interests in property was negligible in the context of the sums required to buy HOF.


(ix) Other – Other business interests which yielded income were a right to receive commission on sales of Gulfstream aircraft in 1981-84 ($8 million), profits from the film ‘Chariots of Fire’ ($20 million up to 1985), and fees from the management of the Dubai Trade Centre (in excess of $1 million a year).  These were negligible in the context of the sums required to buy HOF.


    2.2.6 At a late stage of our investigations we were told by the Fayeds that the monies deposited in RBS (see paragraph 2.1.3 above) were their share from the dissolution of a secret oil trading syndicate.  We examined this possibility very carefully.  We have no hesitation in concluding that this story is untrue (Chapter 13).





2.3 ASSETS


The Fayeds’ assets were worth a. fraction of what they portrayed to the public.  They were certainly not worth ‘several billion dollars’, as a director of Kleinworts said on television on 10 March 1985.  Although the Fayeds were rich by the standards of the average man, we show in Chapter 12 that they had assets of only modest value in the context of a £600 million cash acquisition.  The largest values which they attributed to their assets in 1985, and which they would still maintain today, are still hope values — future expectations of a value of a trading name or of a reversionary interest in property.  The values which were given to the OFT and the DTI in March 1985 were greatly overstated.  Nor were, or are, they bankable assets in the context of the HOF acquisition.  The figure for cash holdings which they gave then was plainly wrong.





2.4 BACKGROUND


2.4.1 The Fayeds are not ‘members of an old established Egyptian family who for more than 100 years were shipowners, landowners and industrialists in Egypt’ as was said of them, with their knowledge, in November 1984 and as was repeated in a draft of their offer document which was provided by Kleinworts on 13 March 1985 to the DTI.  After very detailed inquiries which were confirmed by a visit by a member of our staff to Egypt we conclude in Chapter 10 that they came from respectable but humble origins and are the sons of a teacher.


    2.4.2 The Fayeds had not, as they claimed to us, accumulated £20 million outside Egypt by the time of nationalisation in 1962 from their inherited wealth and business interests.


    2.4.3 The Fayeds produced to us birth certificates which were false and which they knew to be false.  They repeatedly lied to us about their family background, their early business life and their wealth.  Furthermore, in the course of giving their own English solicitor a tour of properties and people during a visit to Egypt in September 1987, the Fayeds either caused him to obtain an incorrect impression of their past or allowed him to develop that impression unchecked.  He returned to England and gave his account of what he had seen and heard to us in good faith.  Very little of it stood up to independent inquiry.





2.5 THE PRESS


2.5.1 The true facts about the provenance of the Fayeds’ funds, or any evidence which came close to the true facts, were strenuously denied by the Fayeds, and attempts to investigate their finances by the Press were frustrated or impeded by threats of legal action.  Much of this activity took place after April 1985, but the steps which they took from November 1984 onwards (which included vigorous action by their lawyers and emphatic public statements which were quite untrue) to deny the evidence which was beginning to emerge, led to a public acceptance of the picture painted by the Fayeds and their advisers.


    2.5.2 During the course of our investigations the Fayeds made serious accusations of lack of professional integrity against a responsible freelance journalist who had discovered the true story of their Egyptian past.  We inquired into these allegations at great length and we reject them.


    2.5.3 Certain aspects of press coverage in this case concern us deeply, because the overall impression created by the Press in a matter of this complexity is widely accepted.  We devote Appendices 7 and 8 of our report to our concerns.





2.6 MANAGEMENT OF HOF


2.6.1 We are of the view that the representations made by the Fayeds to the Secretary of State and others about the future management of HOF were sincerely meant at the time.  Furthermore, we consider that Mohamed and Ali Fayed have taken a close and personal interest in the HOF Group (Chapter 19).


    2.6.2 We doubt, however, if the Fayeds have allowed the management of HOF the extensive autonomy which they said they intended to give it.  Mohamed Fayed has been concerned primarily with Harrods where his leadership has been, to say the least, mercurial.  Ali Fayed as Chairman of House of Fraser (Stores) Limited (‘HOF (Stores)’) is more inclined to let his managers manage without interference.  The Fayeds are more deeply involved in the management of HOF than they originally said they would be.  No undertakings were, however, required of them when they were permitted to acquire HOF without an MMC reference.


    2.6.3 There has been a large turnover of senior executives in the group.  This has been due partly to the need to inject ‘new blood’ into the group after the war of attrition with Lonrho.  A partial cause, however, has been the inability of Mohamed Fayed to delegate or to leave senior directors of companies within the group with the authority they expect (Chapter 19).





2.7 KLEINWORT BENSON


2.7.1 The representatives of Kleinworts accepted the image and the claimed wealth of the Fayeds.  To some extent they added to that image when they adopted earlier statements about their clients which they had inherited, added to them their own impressions and put those statements, with the authority of the bank’s name behind them, into the public sphere.


    2.7.2 The bank put out in its own name a press release on 2 November 1984 (‘the November press release’) describing the Fayeds as ‘members of an old established Egyptian family who for more than 100 years were shipowners, landowners and industrialists in Egypt’.  The bank’s name was also used in a press release which was issued by the Fayeds’ public relations consultants on 7 March 1985 which stated that Kleinworts was satisfied that the Fayeds ‘have more than adequate funds of their own to finance the offer’.  


In the offer document which was published 16 days later Kleinworts expressed themselves satisfied ‘that AIT has available, from the existing resources and the and the normal trading facilities of the Al-Fayed family, the necessary financial resources to implement the offers in full.’  These statements were unsubstantiated and our inquiry has shown that the bank was misled.


    2.7.3 Kleinworts gave comfort on behalf of its clients to the Board of HOF and its advisers, to the public through the media of the Press and television, to the OFT and to the DTI and Secretary of State.  Whether so much comfort should have been taken is another matter.


    2.7.4 The regulatory authorities presumed that Kleinworts had undertaken much more original inquiry than was in fact the case.  When deciding not to conduct further inquiries at the time of the bid they preferred the strength of support which was given by Kleinworts to the Fayeds to the contrary evidence which they received from Lonrho and its associates.


    2.7.5 While not disputing that the statements about the Fayeds were made in good faith, we do not consider that Kleinworts undertook adequate independent verification or inquiry before it allowed these statements to be made in its name.  The assurances apparently given by Kleinworts on behalf of the Fayeds and the bank’s support for them was an important factory in the Secretary of State’s decision not to refer the bid to the MMC.





2.8 HERBERT SMITH


2.8.1 At the end of the meeting with the OFT on 11 March 1985 the representatives of Herbert Smith, who had acted as the Fayeds’ advocates, told the OFT that they were only willing to say what their professional judgment of their clients amounted to.  In a letter which Herbert Smith sent to the OFT later that day it stressed that the contents of its clients’ written submission were based on what its clients had told them, and that they were not confirmed by any independent source.  On the other hand the letter continued by saying that two named partners in the firm ‘were and are entirely satisfied both as to the completeness and as to the accuracy of the instructions given to us by the Al-Fayed brothers throughout the period that we have been instructed by them’ .It explained that the period had started in the previous June.  This led to confusion about the extent of the firm’s knowledge of its clients’ affairs.


    2.8.2 This qualified statement of confidence was directly associated with the submission to the OFT and it made an impact on the regulatory authorities.  An official at the DTI was subsequently of the view that the reputations of the Board of HOF, of Kleinworts and of Herbert Smith were aligned with the Fayeds.  We do not consider that this was an unreasonable view to take, although we understand the reasons why the firm maintains that the nature of its support for its clients was misunderstood. 





2.9 THE HOF BOARD


2.9.1  The recommendations of the bid by the Board of HOF and its support for it, were major factors in influencing the Secretary of State.


    2.9.2 In reaching its decision to recommend the bid the Board of HOF did make some independent inquiries of the Fayeds and received advice from S G Warburg & Co Limited (‘Warburgs’) and other advisers.


    2.9.3 We consider that the Board of HOF was entitled to take into account the counsel of its own financial advisers, Warburgs, and the assurances given by the Fayeds through Kleinworts and we make no criticism.





    2.10 GROUP BORROWING


2.10.1  A large part of the funds used to acquire HOF have been replaced by bank borrowings.  Further funds have subsequently been borrowed by HOF to finance its own development and also, in December 1987, to finance an investment (amounting to almost one-third of HOF’s net asset value) in a 10% holding in Sears Plc (‘Sears’).  This investment was subsequently refinanced in April 1988, through a new subsidiary of HOFH.  This new subsidiary, House of Fraser Property Investment plc (‘HOFPI’), however, is not financed independently from HOF.  Two valuable freehold properties have been transferred, along with the investment in Sears, from HOF to HOFPI as security for its borrowing.  Part of the consideration for the transfer of these assets has been satisfied by way of interest-free and reduced rate loans (see Charter 20)


    2.10.2  As a consequence the combined bank borrowings of HOFH and its subsidiaries amounted to £870 million as at 30 April 1988.  The extent of these borrowings are such that HOF at its current rate of profitability does not generate sufficient funds from its ordinary trading activities to meet the interest liabilities of HOFH, HOFPI and HOF.


    2.10.3 The Fayeds have submitted to us that HOFH’s holding company Al Fayed Investment and Trust SA (‘AITSA’) has large amounts of funds under management and that these are the Fayeds’ personal funds available to assist HOFH if needed.  





2.11 THE OFT


2.11.1  We see no reason to find any fault with the conduct of the Director General of Fair Trading and his staff in connection with the inquiries they made into the Fayeds’ offer for HOF in 1984-85.  It is, we hope, rare for deception of regulatory authorities to be practised on such a grand scale.  They relied on what the Fayeds and their advisers were telling them which they tested to the extent which their resources permitted.  Chapter 25 of this report raises issues which need to be considered by the OFT if it is to feel safe in relying on assurances by advisers in future.


    2.11.2 Nevertheless the comfort taken by the OFT from the assurances of Kleinworts and Herbert Smith was greater than those advisers thought they were giving.  This lack of meeting of minds on the giving and taking of comfort in this (or any other situation) must be overcome in future if healthy Government/City reliance and trust is to prosper.





2.12 THE DTI


2.12.1 The timescale for consideration of the bid by the Secretary of State was short because of the DTI’s self imposed wish to follow its usual practice of making a decision on whether to refer a bid before the bidder acquires effective control of a company.  The timescale became absurdly short when Lonrho sold its shares in the market and the Fayeds acquired effective control at the same time as conflicting evidence about them was pouring in to the Department and eventually arrived before the Secretary of State in person.  


    2.12.2 In our opinion it was impossible for officials and ministers to grasp the true significance of all the evidence which was before them and to reach an informed decision in such a short time.  In the event the press release which said that the Secretary of State ‘... took into account the statements made and assurances given by the Al-Fayed Family ...the support given to those statements and assurances by Kleinwort Benson Limited and the facts that the Board of House of Fraser and its advisers … had announced that in the absence of unforeseen circumstances they intended to recommend the offer’, placed most of the responsibility for the decision outside the Department.
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