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Reference: T2016/2167     CM-1-3-15-2 
 
 
Date: 21 November 2016 
 
 
To: Minister of Finance 

(Hon Bill English) 
 
Minister Responsible for the Earthquake Commission 
(Hon Gerry Brownlee) 

 
 
Deadline: None 
(if any) 
 
 
Aide Memoire: Update on the EQC Claims Liability (Canterbury) 

This Aide Memoire updates the Minister of Finance on movements in the Canterbury 
earthquakes claim liability. Please note that this information was prepared prior to the 
Kaikoura event and pertains only to the Canterbury claims liability as at 30 June 2016. 
 
The EQC claims liability has been revised up by $20m (0.17%) following an external 
actuarial valuation  
 
EQC has its Canterbury claims liability valued by an external actuary every six months.  The 
most recent actuarial valuation (the Insurance Liability Valuation Report (the ILVR)), 
completed by Melville Jessup Weaver (MJW), dated 15 August 2016 increased the total 
gross value of the claims liability by $20m to $11,279m, as at 30 June 2016.  The previous 
six month period ending 31 December 2015 saw the claims liability amount increase by 
$10m.  
 
Canterbury event claims paid to date total $9,360m, leaving an estimated $1,919m of claims 
yet to be settled as at 30 June 2016.   
 
The $11,279 million figure represents the central estimate of the total insurance liability (i.e. 
does not include any risk margin) for the 2010/11 Canterbury Earthquake series.  The liability 
is to be met by EQC via the Natural Disaster Fund (NDF), reinsurers, and potentially the 
Crown guarantee of the scheme (under section 16 of the Earthquake Commission Act 1993). 
Net of reinsurance recoveries the claims liability was $6,950m (as at 30 June 2016). This a 
$23m increase from the previous period’s net liability figure.  

 
In September the EQC Board ratified the final valuation of the liability, which has now been 
incorporated into Treasury’s forecasts. 
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Overall, the major movements in the gross liability were: 
 
• a decrease in the Land Liability of $134m primarily due to the application of updated 

Diminution of Value (DoV) rates for some but not all Increased Liquefaction 
Vulnerability (ILV) damaged properties, and 
 

• an increase in the Building Liability by $154m as a result of an increase in provisioning 
for remedial work (materials, mis-scoping, workmanship issues), and inclusions into the 
ILVR pertaining to ministerial directions on drainage repairs and unclaimed damage to 
residential buildings.  

 
EQC’s HYEFU 2016 operating balance forecasts have been revised upwards   
 
To calculate EQC’s forecasts for the settlement of the remaining claims, a risk margin is 
included for the claims liability (being from the 50th to the 75th percentile of the expected 
claims liability), reinsurance recoveries are netted off against the gross liability and the 
forecast profile of claims settlement is used to apportion the liability over the forecast period.   
 
For EQC’s forecasts (submitted for the budget forecast rounds i.e., HYEFU and BEFU), it is 
assumed that the risk margin is amortised (i.e., written off) from OBEGAL in future years. 
This represents an increase in OBEGAL for those forecasts years as an expense is being 
unwound. The timing of the risk margin amortisation is matched to EQC’s claims settlement 
profile.  
 
The HYEFU 2016 forecast for EQC’s net surplus are shown in the figure below, compared to 
the BEFU 2016 and HYEFU 2015 forecasts. The change to EQC’s net surplus, in this case a 
$75m increase, flows directly through to the Crown OBEGAL. The main reason for this 
increase is due to a higher amortisation of risk margin in the June 2016 ILVR. That is, more 
claims are being settled at the 50th rather than the 75th percentile. 
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Changes in the Insurance Liability Valuation 
 
The following graph shows the movement in the central estimate of the Canterbury 
earthquake claim costs, including Claims Handling Expenses (CHE). Significantly, the central 
estimate has declined by close to $1b from its peak of $12.2b at 30 June 2012. The graph 
also includes payments to date, part of which has been funded from reinsurance recoveries. 
Total reinsurance recoveries are forecast to be $4,298m, approximately 38% of the gross 
liability.    
 

Canterbury earthquakes gross claims payments actual and future 

 
Source: Melville Jessup Weaver, ILVR 30 June 2016. 

 
Major contributions to the reduced forecast total cost are the result of:  
 
• Clarification of EQC’s approach to settling complex land claims (i.e. increased flooding 

vulnerability (IFV) and increased liquefaction vulnerability (ILV)) which has reduced 
EQC’s forecast exposure. Over time there has been greater certainty regarding which 
claims qualify for a settlement and with respect to the methodology to be used to settle 
the claims. The declaratory judgment process was used to provide this greater 
certainty and has resulted in a combination of Diminution of Value (DoV) and repair 
costs being used to calculate settlements. 
 

• Greater recognition of actual settled costs for buildings as the percentage of building 
settlements increases, rather than cost forecasts. This data has also been used to 
refine future costs of settlements remaining.  
 

• The structure of the Canterbury managed repair programme has been a significant 
contributor to both containing inflation related to the repair costs and minimising fraud 
across the entire programme of work. 
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Some of the above has been offset by claims handling costs increasing through this period 
as a result of need to bring in more external expertise to determine settlement methodology 
and approach (e.g. geotechnical and valuation expertise for land) and to recognise that the 
programme has needed to continue longer than originally forecast.  Maintaining a flexible 
workforce through this period has allowed EQC to scale resources up and down as dictated 
by workflows. 
 
Changes in the Reinsurance Program 
 
EQC secured $4.69b of reinsurance at a total net premium spend of $163.1m during its June 
2016 negotiations. A new aggregate layer of insurance was purchased for the first time. The 
layer allows EQC to aggregate losses on individual events with claims greater than $25m 
occurring over the next three years. Reinsurance of up to $500m will be paid if total claims of 
this type exceed $1b.  
 
Beyond the aggregate reinsurance layer, the next reinsurance layer begins at $1.75b. This 
leaves $250m between $1.5b-1.75b which EQC or the Crown will be liable for in the event of 
a natural disaster. Restructuring the reinsurance programme in this manner allowed for costs 
savings. It also lowered the level at which reinsurers will be required to contribute to any 
future natural disaster (the first loss deductible) from $1.75b from $1b. This reduces the risk 
that the Crown guarantee will be called upon while the NDF is replenished. 
 
The Natural Disaster Fund is not expected to be fully depleted 
 
The NDF had previously been forecast to be fully depleted by the Canterbury earthquakes. 
Following this, EQC’s liabilities would then be funded by the Crown as required under section 
16 of the Earthquake Commission Act (until EQC levies started to build the NDF up again).   
 
However, the two most recent cash forecasts, for BEFU 2016 and HYEFU 2016, show EQC 
remaining cash positive. Consequently the Crown Guarantee is not expected to be called 
upon.   
 
The lower forecast level of cash required by EQC reflects the gains from a slower than 
forecast pace of settlement resulting in additional investment income and levies, and a 
reduction in the forecast total claims liability (which has reduced by close to $1b since 
June 2012). Currently, EQC is forecasting its low point year-end cash position to be $73m as 
at 30 June 2019.  
 

Fiscal year forecast (as at 30 June) $m 
2016 2017 2018 2019 2020 

BEFU 2016 

Cash balance 317 303 156 141 180 

Latest Update HYEFU 2016 

Cash balance 548 131 86 73 75 
 
Bradley Woods, Senior Analyst, Strategy and Policy, 
Craig Weise, Manager, Strategy and Policy,
 
Disclaimer: This information was prepared prior to the Kaikoura event and pertains only to 
the Canterbury claim liability as at 30 June 2016. 
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