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WHEN PLUNDER

MEETS

BLUNDER
The collapseof the Mega supermarketchain illustrateshow

greedand mismanagement characterize many

or even most business disastersin Israel

THE STORY is all too familiar.Bad

management and greeddrive once great

company into bankruptcy,threatening

the livelihoodof 005,3hardworkingloyal

employees.

The company is the supermarketchain

Mega,with 126 stores across Israel,second

onlyto the Shufersalchain,which operates

284 stores. After massive losses,itis now

inreceivershipand up forsale,whole or in

part.Some 000,1workers have alreadybeen

firedand thejobsoftheremaining 005,2are

injeopardy,

The cause? Plunder company owners

who bled the company'sprofitsbypouring

excessivedividendsintotheirpockets,while

pilingup excessivedebt,at time when most

wise managers were tryingto reduce debt.

And blunder series of very bad

decisionsthat could have and should have

been avoided,while company directorskept

quietto avoidendangeringtheirfatpayoffs.

All this,meanwhile, was hidden behind

veilofsecrecy sincethecompaniesinvolved

were privatelyheld and not bound to reveal

data as are publiccompanies.Even though

Mega'sBlue Squareparentcompany is

public,Blue Squaredoes not have to break

down the financialdata of each of the

separatebusinessesitowns.

decade ago, the picturewas very

different.BillionairelawyerShragaBiran.

now ,38Polish-born and Holocaust

survivor,made fortune in the 1990s by

helpingkibbutzim and moshavim to gettheir

landrezoned forhousing.Despitehiswealth,

Biranis self-styledsocialist.His 2008 book

titled"Opportunism"callsforredistribution

ofwealth,

BOARDS OF

DIRECTORS ARE OFTEN

NEGLIGENT AND

COMPLIANT, AND

AVOID CHALLENGING

MANAGEMENT

He says:I'm not radical. don'tsuggest

distributingassets in the hands of private

individualsbecause, firstof all,you will

create new corruptbureaucracy.I'magainst

revolutionaryrevolution. am against

the redistributionof distributed assets.

What am in favorof isthe distributionof

undistributedassets;some 70 percentof

wealth thatexiststodayisnew wealth that

didn'texistbefore .0891

Togetherwith his close relativeDavid

(Dudi)Weissman, Biran built powerful
business pyramid,alongwith the Kibbutz

PurchasingOrganization.At the top: Ion

Holdings.In the layersbeneath it Alon

Blue Square,Dor Alon (energy),Mega

(supemiarketchain)and Blue SquareReal

Estate,among others

Weissman, the Blue SquareCEO, built

conglomeratecombininggas stations(Alon)

and food (Mega).Weissman and Biran even

attracted powerfulinvestor,Canadian

Matthew Bronfman (who latersold his

holdings,cleverlysensingloomingtrouble).
Under Weissman, Mega grew to rivalthe

venerableShufersalchain which, ironically,

isnow owned byBronfman and doingwell.

And then plunderand blunder,thekey
words thatcharacterizemany or even most

businessdisastersinIsrael.

Firstplunder.ruleofgoodmanagement,

and keytenet ofhealthycapitalism,isthat

you grow your businessmainlybyplowing

your profitsback into the business while

borrowingas littleas possible,especially

duringtimes of deflationwhen debt is

dangerousand burdensome. Intel Corp.,

forinstance,an enormous, highlyprofitable

globalcompany with strongpresence in

Israel,has only dollarofdebtforevery five

dollarsinassets.

But Israelitycoonsconsistentlybreak this

rule,bleedingtheircompaniesby paying
themselves huge dividends while using

theirinfluence to borrow massivelyand

irresponsiblyfrom banks and pensionfunds.

More oftenthan not, thisleadsto disaster,as

tycoonNochi Dankner and hisIDB pyramid

proved.
Between 2006 and 201 ,1Blue Squarepaid

out 5.1billionshekels(today,worth about

S375million)individendsto itsowners. That

money should have been plowedback into
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Employeesof the Mega supermarket

chain, concerned about the possible

lossof theirlivelihood,demonstrate

inTelAviv

the business.Instead,the Ion businesses,

especiallyMega, borrowed heavilyfrom

banks and bondholders. Opportunism,

indeed,but not thekind Biran laudedin his

book.

Such borrowingis called "leverage,"

fancyword forrisk.Ifyou investyour own

money and thingsgo wrong, well, you

tightenyour beltand tryagain.Ifyou invest

lot of borrowed money and thingsgo

wrong when you failto pay your creditors,

theyask thecourts forprotection,i.e.you go

broke.

Archimedes saidhe could move the world

ifhe had bigenoughlever.Itistrue, ifyou

invest shekeland borrow four more, you

can do fivetimes more with themoney than

when you borrow nothing.But ifyouborrow

and blunder,theburden ofthosefourshekels

you owe can be fatal the levercan snap

back and knock you out. For Mega,thatis

what happened.

Under Weissman, and Biran above him,

the Mega chain alone piledup 3.1billion

shekels($360m.)in debt, about half of it

owed to suppliersand halfto banks. When

the extent of Mega'swoes became apparent

earlylast year, Biran fired his nephew

Weissman, in bitterdispute.and Weissman

soldallhisshares.

Suppliers,who were not paid,stopped

supplyingfood.Mega sliddownhill.Biran

was humiliated when, last year, Bank

Hapoalim,itsbiggestcreditor,insistedhe

appear in DistrictCourt in Lod to explain

not pleasantexperiencefor highly

respectedseniorcitizen.

TO RUB salt into the wounds, Raviv

Bruckmayer,who replacedWeissman

as Mega CEO, drew reported million

shekels(as contractualsalary,he claims)

for few months' work, and newlyappointed

Alon chairman AvigdorKaplan, former

insurance executive,was paid bonus of

000,065shekels ,)000,041$(justone week

beforeMega collapsed.

Bruckmayerkeptthe plunder,sayinghe

earned every penny and saved many jobs.

Kaplan,mortifiedby the outcryof Mega

workers,donated the money to Histadrut

laborfederationcharity.

But plunderalone usuallywillnot sink

business.You alsoneed blunder,and Mega

management and directorsmade long

stringofvery bad,ultimatelyfatal,mistakes.

Here are justfew.

Disruptivecompetition:Entrepreneur

Rami Levy shook up the supermarket

industrybybuildingchain of some 35 low-

pricediscount stores (seeThe Jerusalem

Report,"Checkout champion,"April ,32

.)2102Also,another33-storediscountchain

sprang up calledVictory.

Mega failedto meet thechallenge.Mega's

cost structure was high;the average age of

itsemployeeswas ,54and theirseniority

meant theirwages were higherthan those

paidby competitors.Mega revealedto the



courtsוו thatitswage costs were 600

shekelsannually,or 11 percentof sales

or percenthigherthan itscompetitors

Rami Levy,Victoryand Shufersal.When

profitmarginsare slim thatcost differential

ispotentiallyfatal.Yet.insteadof slashing

costs, Mega spent fortune on two big

logisticscenters.

When socialprotestsin the summer of

2011 focused on the highcost of living,

Israelishoppersbeganto shun Mega, high-

pricechain.Mega triedto launch discount

brand, spent fortune on refittingstores

and advertising,but itwas decade too late.

Managementmissed the boat.

Angeryour best customers: Weissman

had acquiredchain of convenience stores

calledAM:PM thatwere open on Shabbat.

This led the ultra-Orthodoxto boycottall

Mega stores. costingMega many hundreds

of millions in lost revenues. With large

and growingfamilies,the ultra-Orthodox

are among the biggestand fastest-growing

populationof food shoppersin the country.

Now thatMega isno longerin Weissman's

hands the Haredim have liftedthe ban. But

itcame too late.

Skullduggery:Weissman spun off new

company called Blue SquareReal Estate,

whose main assets were 86 stores rentedby

Mega,two-thirdsof all Mega stores, and

offereditssharesto thepublic.Blue Square
Real Estatecut dealwith Mega to leasethe

86 stores forvery highrents in some cases,

double the goingmarket rates. claims the

businessdailyTheMarker.

For supermarketchainbattlinglow-cost

competitors,highrents are bigproblem.

Indirectly,thistransactionalso fallsunder

plunder.

Loss of focus:Weissman made an

inexplicableseriesof bad acquisitions.He

bought51 percentof an organicfood chain,

Eden Teva Market, but leftcontrolwith its

founderand saw itpileup losses.He bought

toystore chain. household textileschain

and freedailynewspaper, IsraelPost,co-

owned byJerusalem PostpublisherEliAzur.

When you acquirecompanies.you look for

synergiesways the businessesstrengthen

and complementeach other. see few such

synergiesinWeissman's decisions.

Where was the board of directors?

Managementitselfcannot sink company.

Italso takes negligentboard of directors.

The roleof the board is to trackcarefully

key management decisions,guidethem.

focusthem. challengethem and, ingeneral

carefullyscrutinize how management

spendsmoney.

believe that Israeliboards often are

negligent.Board members are often

appointedbecause theyare compliantand

pliableand avoid challengingmanagement.

This appears to be the case with Alon, Blue

Sqtiareand Mega. stronglyadvise start-

up entrepreneursto assemble boards with

directorswho willputtheirfeetto the fire

regularly.Some do.But Mega management's

feetwere putto thefireonlywhen itwas far

too lateto save thecompany.

What angers me most about blunder and

plunderisthatthe perpetratorsresponsible

forthe disasterbailout with pocketsfullof

cash,while theworkersare dumpedonto the

street with very littleor nothing.Many of

the Mega supplierswho willlosemoney are

farmers,who can illaffordtheloss.

How willthisplayout?Severalcompanies

are biddingto buythe Mega chain,whole or

in part,includingRami Levy and Victory.

An unnamed Antitrust Authorityofficial

toldThe Marker thatitwould probablybar

Rami Levyfrom buyingMega,and possibly

Shufersalas well,on groundsof excessive

monopolypower. Levy says thispolicyis

misguidedand thathe would bringlower

pricesto many neighborhoods,not higher

ones.

The trustees the court appointedto

liquidateMega'sassets and repay some

of itsdebts believe Mega is worth more

when sold in pieces e.g.itsMega in the

Citychain, upscaleurban stores that are

profitablethan ifsoldas whole.But for

those 005,2remainingMega workers, itis

farbetterto sellMega as whole, as going

concern, so many could probablykeeptheir

jobs.By theway, thelawyersmanagingthe

court-supervisedMega liquidationwillalso

pocketmany millions.

Meanwhile, in lightningdeal.Biran and

the Kibbutzim soldAlon Blue Squareto

real estate developer,Gindi Holdings,for

just115 millionshekels(S29m.),conditioned

on Gindi payingoff 2.1billionshekelsof

Blue Squaredebt.Otherwise,Blue Square

may have had to pay offbondholders of its

downgradedbonds at once and lacked the

money to do so. Gindi covets Blue Square's

Tel Aviv Wholesale Market, massive

developmentprojectultimatelyworth

fortune.Blue Squarebondholders are

challengingthe sale,fearingtheywill get

an unwanted "haircut"(reductionin their

bonds'value).

For me, theMega fiascoisvery personal.

shopforgroceriesevery Fridaymorning.

For years shoppedat Mega. The stores

were clean,the workers were polite,and

loved seeingweeklythe amazingarray of

food thatwe Israelistake forgranted.In

world where so many are hungry,the Land

of Milk and Honey offersqualityfood,

fruits,vegetablesand dairyproductsthat

thinkno othercountrycan rival,even ifthey

are bitexpensive.
atchedmy Mega storeSlowly,painfully,

go downhill. The manager was nowhere

to be seen. There was malaise among the

workers. Servicedeteriorated.Prices were

high.

Why could see this,when theCEO, senior

managers and board could not? Were they

sittingin theirglass-walledcorner offices,

isolatedand insulatedfrom customers who

could have toldthem what was goingon?

Do overpaidmanagers avoid the coal face,

where the coal ismined, and insteadline

theirpocketswith bigbonuses even when

the company theymanage isdrowningin

redink?

switched to Shufersal,sadlyand

reluctantly,unableto witnessMega'spainful

dyinggasp.

The writer is senior researchfellowat the

S.Neaman Institute,Technion and blogsat

www. timnovate.wordpress.com

ShragaBiran built powerfulbusiness

pyramid then plunderand blunder

crippledthe Mega supermarketchain

chen
Rectangle


