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Reference: T2015/466 CM-1-3-15-2 
 
 
Date: 17 March 2015 
 
 
To: Minister of Finance (Hon Bill English) 
 Minister Responsible for the Earthquake Commission (Hon Gerry 

Brownlee) 
 
 
Deadline: None 
 
 
Aide Memoire: Update on the EQC Claims Liability and BEFU 15 
Forecasts 

The EQC claims liability has been revised down following an external actuarial 
valuation  
 
EQC have their claims liability valued by an external actuary every six months. The 
most recent actuarial valuation completed by Melville Jessup Weaver (MJW) in 
February 2015 decreased the total gross value of the claims liability to $11,543 million 
(as at 31 December 2014) from $11,746 million (as at 30 June 2014).  

 
In March 2015 the EQC Board signed off the final valuation of the liability, which will be 
incorporated into Treasury’s preliminary forecasts for BEFU 2015.  
 
Overall, the decrease in the gross liability of $203 million was largely driven by: 

• a decrease in Building Liability of $324 million, due mainly to the greater use of 
actual repair data rather than estimates. 

• a increase in claims handling expenses (CHE) of $137 million: 
o  $24 million relating to the extension of the Canterbury Home Repair 

Programme (CHRP) from December 2014 to April 2015 
o  $50 million for the wind down of CHRP from April 2015 to December 2015  
o  $50 million geotechnical costs associated with increased liquefaction 

vulnerability (ILV) and increased flood vulnerability (IFV) assessment and 
settlement. 

 
EQC’s BEFU 15 operating balance forecasts have been revised upwards  
 
As a result of this updated valuation EQC’s forecast of its operating balance has been 
revised upwards. 
 
To calculate EQC’s forecasts, reinsurance recoveries are netted off the gross liability 
and the forecast profile of claims settlement is used to apportion the liability over the 
forecast period.  Relatively complex actuarial adjustments are applied to account for 
discounting and risk. 
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The preliminary BEFU 15 forecasts for EQC’s net surplus are shown in the table and 
figure below compared to the HYEFU 14 forecast. The positive changes to EQC’s net 
surplus flow directly through to the Crown OBEGAL.  
 

 
 

 
 
The main drivers of these changes were:  
 
• a lower cash requirement in the current financial year and more favourable yield 

movements in Government Stock has resulted in additional investment income in 
the 2014/15 year, and 

 
• the updated actuarial valuation included large changes in the release of the risk 

margin in the 2014/15 and 2015/16 years.  The change in risk margin is due to 
the lower claims valuation at December 2015, and claims settled since the 
June 2014 valuation being settled on average slightly below the central estimate 
of the claims cost.  These risk margin movements were somewhat offset by the 
release of the Canterbury element of the unexpired risk liability (URL).  The 
2016/17 increase in net surplus is largely driven by movements in the URL. 

 
The Natural Disaster Fund will be fully depleted in 2015/16 
 
The Natural Disaster Fund (NDF) is expected to be fully depleted in the 2015/16 year. 
Following this, EQC’s liabilities will be funded by the Crown as required under section 
16 of the Earthquake Commission Act. The Crown funding has been included in 
Budget forecasts.  It is currently modelled as an advance that EQC is required to pay 
back over time.   

 

 



Treasury:3137534v1  3 

The table below shows a preliminary forecast profile of the Crown ‘guarantee’ over the 
BEFU 2015 forecast period and a comparison with BEFU 2014.  The forecast total 
funding requirement is now $375 million, being $254 million lower than that was 
forecast to be required one year ago and funding is now not required until the 2015/16 
financial year.   
 
 

Fiscal year forecast Forecast Total cash 
required ($ millions) 2014/15 2015/16 2016/17 2017/18 2018/19 

BEFU 2014 

EQC Crown guarantee 
outstanding ($ millions) 

601 629 602 581 
 

 

Marginal increase (decrease) 
in guarantee ($ millions) 

601 28 (27) (21) 
 

629 

Latest Update BEFU 2015 

EQC Crown guarantee 
outstanding ($ millions) 

- 368 375 365 342 
 

Marginal increase (decrease) 
in guarantee ($ millions) 

- 368 7 (10) (23) 375 

 
The lower forecast level of cash required by EQC reflects the gains from a slower than 
forecast pace of settlement, additional investment income and levies, and a reduction 
in the forecast total claims liability.    
 
 
 
Aaron Gill, Senior Analyst, Commercial Advice,  
Angela Graham, Acting Manager, Commercial Advice,

 

[39]

[39]
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