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Expect to be
bruised!

Where precision meets innovation
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Arthur Els shares some of

others to venture beyond
the finanoial arena
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Client’s share price (10 years)

Prices at least 15 minutes delaved. Source: JSE Ltd.

What went wrong?

2010 2012 201 4 2016 201 8

Source: Sharenet 29.08.2019 O S N G ARG E N
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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: | 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 | (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

A~ SNG ARGEN
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2. Background to the construction industry in SA

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

A SNG ARGEN
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The group rmonitors this contract against the following key risk factors i1 the contract:

RISK FACTORS M\T\GAT\DN FACTORS

The group has operated in Ghana for over 15 years i

b cince the cmmmencemer\t of the Kpone contract, N0 coumw/specmc {ssues ave \mpac(ed on the
execution of the contract

e C
ountry
— culture
| revolution t’ corruption; labour ..
enu\ror\m'em - | ‘ ‘\\\ ’ errorISm’ Climate ’ polltlcs’
V4

P Some delays have peen exper\emced in detivering certain equ\pmen\ to site. The group has
adequa\e\y ocoped for these risks and no delays have \mpao‘ed the programme. None of these

* R
egulato
\ ry — .
astes 7 ‘;h;‘;m:;;a;;g;;a;;;;;n;;;;\;;wn;;:o;;;r;;;;w;ﬂ;;:N;;; """"""""""" - chan qomestm and forei
| ges in laws eign laws,

PROCUREMENT s

The group has long re\amor\sh\ps with the main suppliers: which include General Electnic,
Giemnens and NEM and has successfu\\y worked with their equwpment on other contracts

* Logisti

° S p ort
performance guarameee nave been received and all major equment orders have peen p\aced c u re m ) e r ra I n
The original equ\pment manu(acmreré orders were p\a(ed at the crart of the contract cchedule. ‘ e nt — .
with no negative jmpacts on the proqramme i . S u p p | I e
P Akey element of this contract is the 5€3 water intake sygtemAThe group has appomted {eading i t I m r’ q u a | .
experis in the \mp\ememanor\ of minro/\unne\\mg technolody 1o execut® his aspect, with | e S I y d e .
procurement fromwor\d \eaders 0 Germany 4 a | I n e
h Major equwpmer\t toundations are either comp\e\ed or under construction and progressmg well. S’ | e a d

Both the 835 rurbines and heal recovery steam generatore nave been delivered © cite and aré in

the procese of being instatied. The stea™ turbine 18 €0 route and expected to arrive i Ghana N \
al Fo0N7. This will be the Last of the major eqmpmem deliveries |

[ ]
Currency - exchan
ger .
| ates, inflation, repatri
’ riation

CURRENC\' b Ao the group has adequate\y stmctured this contract, including the flow of funds, the impact ofa

weakening tocal currency @t the risk of loss 0N conversion of currencies have been m\mm»ged i

REPATR\AT {ON

([ ] F °
'\\ b The contract 1s a Do\\ar/deswgnated contract | - ava i Ia 1h
. The comr\acxcis:mcu s to be executed N line with the appro«zed ctructure: There has not been 3 d e bt’ p e rfobrl I Ity Of C re d it’ CO St e
mance b , equity

CRED\T
Where p

{
!
4 |
y n : o \ e .
3 Contracma\ nilestones and the receipt of pa\/mer\\e nave been ach\e\xed in line with the | n a t I e
e ‘\ S
‘ t
)]
etc etc

| Source: Client”
ient’s 2016 Integrated re |
port
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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:

A SNG ARGEN
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7 e — : e Each solar photovoltaic
""" ST 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:

'S be\eaguefed

Africa
ol for SOV <t ighting O

3. We are exposed to other professions e.g. engineers!
& SNG ARGEN
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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 strateqy!

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)

rrently viewing: Sectors / Real Estate
(WG TR | -

rrently viewing: Sectors / Transport

SNG ARGEN
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3. About my Client

1. Large SA construction company with 40-year history
2.  Robust ERM framework
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Risk management framework

B Contract Risk Lifecycle

Opportunity :
Risk management Contract start up Construction

Pre-contract planning
Earty warning | ‘ ‘ ‘
| Contract
: Closure
londer Contract .
handovat launch laanch .
|
A A .
e . |
‘ |
GATE GATE
Fandar and rick Mid-terry Coatract
handovar fon W suteas
aarnt
» n Tendeor
Llaanng houss Hish roviaw =
\ pLLIns |
' Source: Client’s 2016 integrated report|
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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



3(a) My CERA work at Client
1. Appointed by client in 2013

2. Took two years to:

Determine main risk drivers (experts)

Obtain loss data (a challenge!)

Calculate VaR for each of current projects

Place value on balance sheet (credit rating =BB then)
Set formula for Risk Appetite

Determine capacity for more projects

Do future projections allowing for run-off of projects

Q@ ™Moo T Qe
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RBC vs Var - Current projects

600.00

500.00

400.00  Buffer(20%)

Capacity
300.00

S Millions

200.00

100.00

0-00 I I I 1 1 I 1 I I 1
0 3 6 91215182124273033363942454851545760

Months into future
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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

d.

Board would not approve a project without this report
b.

CERA’s work mentioned in annual reports:

VALUEAT Y \‘ 9 The groupsvalue at ris for s cotract s vt the rougs sk bearing capacy and isk

RISk | appelite

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

1. Substantial losses made on $S400m power plant project
2. In addition, missed deadlines —) penalties of $106m

3. Reasons for loss:

&~ SNG ARGEN
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Problems with Power Plant project

the contract is expected to be

completed in the fourth guarter of
the 2017 calendar year.

As outlined with the F2017 interim
W0 results release in February 2017 and

oe\'a‘\s in the market announcement in May
634\%“,'“% 2017, design and certain tunnelling
0““6\\\ delays have bean experienced. The
X -

and the completion of the steam pipe
SyYSLem, as well as Lhe on-shore an
off-shore seawater intake chamber
to complation.

The design delays, togather with the
Late arrival of procured items on sita

Where precision meets innovation

follswing a change in Ghanaian law
during the contract, negatively
imipacted the completion date.

i ((These delays will result in a N

complation date post the
contractual date, with potential

analties. Howavar, when

G |

the contract to which the group
has assassad its entitlernent, we do
not expect this to further negatvely
impact the contract’s profit
recognition reported to 30 June
2017. The contract continues to
receve dedicated senior and
executive managemeant attention
im line with its contract size.
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Problems with Power Plant project (ctd)

The design challenge had been identified previously and mitigated:

e nm o r.rrvaErrIrrIE

& A key element of this contract is the sea water intake system. The group has appointed leadin
experts in the implementation of micro-tunnelling technology to execute this aspect, with
procurement from world leaders in Germany

> An essential element Is the professional design input. The group has contracted with
reputable partner RSA and USA as the design engineering
partner. Their scope includes concept and detail demgﬂ procurement, construction and
commissioning support until handover to the client's team

NG ARGEN
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5. Lessons learned

| 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

Where precision meets innovation
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6. Closing

| 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!
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Thank you!
Arthur Els
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PS: Some good news -
Managers hqye ann
9 000 jobs qt the

the business rescye
Ounced that 3 500 of the
Client haye been saved




