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Expect to be 
bruised!

The Actuary magazine – March 2016 
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Client’s share price (10 years)

Source: Sharenet 29.08.2019

What went wrong?
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Purpose of this presentation

• For us, as CERA’s/actuaries,
− to learn from my experience
− so that we are better prepared in future

• NOTE: I am subject to a confidentiality agreement, thus
− “the client”, no names given
− only publicly available information used
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Agenda

1. My entry to CERA wider fields

2. Background to Construction Industry in SA

a. Pause – How CERA’s can add value here

3. About my Client

a. Pause – How I (a CERA) assisted the Client

4. What went wrong?

5. Lessons learned

6. Closing
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1. My entry to CERA wider fields
1. 2011 - approached a client in construction industry 

2. Appointed in 2013
– exciting - diverse construction sector!

3. Regarding my appointment:
a. Limited brief
b. Limited budget
c. Reported directly to CRO

– little exposure to Risk Committee
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2. Background to the construction industry in SA

1. Risks faced in the construction industry are an eye-opener!
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Risks from Client’s 2016 integrated report
• Country – culture, corruption, labour, politics, 

revolution, terrorism, climate, geography 

• Regulatory – domestic and foreign laws, 
changes in laws

• Logistics – transport, costs, terrain

• Procurement – supplier, quality, deadlines, lead 
times

• Currency - exchange rates, inflation, repatriation

• Funding – availability of credit, cost, equity vs 
debt, performance bonds

• Design – expertise, quality control, flaws, timing, 
penalties 

• etc etc

Source: Client’s 2016 Integrated report
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2. Background to the construction industry in SA

1. Risks faced in the construction industry are an eye-opener!

2. The guarantees given are mind-boggling
- example –solar panel plant:
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Each solar photovoltaic 
plant will produce 82.5 

MW DC

Source: Client’s 2016 Integrated report
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2. Background to the construction industry in SA

1. Risks faced in the construction industry are an eye-opener!

2. Guarantees given are mind-boggling
- example –solar panel farm:

3. “Performance bonds” – bank guaranteed promises to meet 
deadlines

4. Little new construction work, much competition
- 0% profit margins!
- many companies folded

3. We are exposed to other professions e.g. engineers!
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2(a) How CERA’s can add value in construction sector

1. Usually just use risk registers

2. CERA can assist Board of Directors to:
a. Link risks (VaR) to balance sheet (using Merton model)
b. Set Risk Appetite
c. Determine if there is capacity to take on new projects
d. And so help Board with strategy!

3. CERA seen as impartial ERM expert – credible in eyes of , especially, non-
executive directors

4. Thus definitely a place here for CERA’s!!
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3. About my Client

1. Large SA construction company with 40-year history
- typical projects (requiring VaR calculations)
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3. About my Client

1. Large SA construction company with 40-year history

2. Robust ERM framework



Risk management framework

Source: Client’s 2016 integrated report



3. About my Client

1. Large SA construction company with 40-year history

2. Robust ERM framework

3. Shareholder pressure        seek work outside SA, riskier projects
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3(a) My CERA work at Client

1. Appointed by client in 2013

2. Took two years to:
a. Determine main risk drivers (experts)
b. Obtain loss data (a challenge!)
c. Calculate VaR for each of current projects
d. Place value on balance sheet (credit rating =BB then) 
e. Set formula for Risk Appetite
f. Determine capacity for more projects
g. Do future projections allowing for run-off of projects
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3(a) My CERA work at Client - ctd

3. 6-monthly report for CRO

4. This scientific approach to risk quickly found favour with Board of 
Directors

a. Board would not approve a project without this report
b. CERA’s work mentioned in annual reports: 

5. CERA assisted Board to set strategy for company
a. This is where CERA can add real value!
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4. What went wrong at Client?

1. Substantial losses made on $400m power plant project 

2. In addition, missed deadlines       penalties of $106m 

3. Reasons for loss:
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Problems with Power Plant project
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Problems with Power Plant project (ctd)

The design challenge had been identified previously and mitigated:
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5. Lessons learned

I believe that there are 4 main lessons to be learned:

Lesson 1:
CERA’s can add value in the non-financial arena
Be bold - plant the seed and be patient!

Lesson 2:
Include in your brief: scenario analysis, stress testing

Lesson 3:
Ensure that client understands limitations of VaR

Lesson 4:
Develop a close relationship with the Risk Committee
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6. Closing

I was recently told by a (non-CERA) actuary:

“What a pity that this had to happen to you, Arthur. It has destroyed the 7 
years of good work that you have put in.”

My View:
− profit-driven companies need to take on more risk than public-interest 

entities
− hence must expect things go wrong from time to time

CERA’s and actuaries: When things go wrong, don’t give up 
– learn, and continue!



Thank you!
Arthur Els


