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Reference: T2016/463 CM-1-3-15-2 
 
 
Date: 31 March 2016 
 
 
To: Minister of Finance  
 (Hon Bill English) 

 

cc:  Minister Responsible for the Earthquake Commission  
 (Hon Gerry Brownlee) 
 
 
Deadline: None 
 
Aide Memoire: Update on the EQC Claims Liability 
This Aide Memoire is in response to a request from the Minister of Finance for 
information regarding the change to the EQC claims liability over time and how this 
liability has been reduced. 
 
The EQC claims liability has been revised up by $10m (0.08%) 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 10 February 2016 
increased the total gross value of the claims liability by $10m to $11,259m, as at 
31 December 2015.  The previous six month period ending 30 June 2015 saw the 
claims liability amount decrease by $294m.  
 
Canterbury event claims paid to date total $9,136m, leaving an estimated $2,123m of 
claims yet to be settled as at 31 December 2015.   
 
The $11,259 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).   However, net of reinsurance recoveries the claims liability 
was $6,927m (as at 31 December 2015).  This a $23m reduction from the previous 
period’s net liability figure.  

 
In February the EQC Board accepted the final valuation of the liability, which has now 
been incorporated into Treasury’s forecasts. 
 
Overall, the major movements in the gross liability were: 

• a decrease in the Land Liability of $165m primarily due to the application of 
updated Diminution of Value (DoV) rates for some but not all Increased 
Liquefaction Vulnerability (ILV) damaged properties, and 
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• an increase in the Building liability by $165m as a result of an increase in 
provisioning for settling reopened over cap claims with insurers (increased by 
$74m) and an observed increase in the average cost of repairs, recognising the 
remaining claims represent some of the most complex and costly claims in the 
home repair programme.  Situations whereby claims may be reopened include 
building warranty remediation, the customer dispute process and finalisation of 
the different events with insurers. 

 
EQC’s BEFU 2016 operating balance forecasts have been revised downwards   
 
To calculate EQC’s forecasts a risk margin is included for the claims liability (being 
from the central estimate 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 assumption implies that the final cost of settlement 
will converge on the central estimate rather than the 75th percentile that the risk margin 
implies.  The timing of the risk margin amortisation is matched to EQC’s claims 
settlement profile.  
 
The BEFU 2016 forecast for EQC’s net surplus are shown in the table and figure 
below, compared to the HYEFU 2015, and BEFU 2015 forecast.  The change to EQC’s 
net surplus, in this case a $25m reduction, flows directly through to the Crown 
OBEGAL.  
 

 

 
 
The main reason for the negative change to OBEGAL in 2015/16 was due to EQC 
adding a provision of $30m for new claims in relation to the recent quake activity in 
Christchurch and Seddon.    
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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, as 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 
$4,223m, approximately 38% of the gross liability.    
 

Canterbury earthquakes gross claims payments actual and future 

 
Source: Melville Jessup Weaver, ILVR 31 December 2015 

 
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 reduce 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. 

 
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. 
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The Natural Disaster Fund is no longer expected to be fully depleted 
 
The Natural Disaster Fund (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 HYEFU 15 and BEFU 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 
$159m as at 30 June 2019.  
 

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

HYEFU 2015 

Cash balance 245 173 111 141 204 

Latest Update BEFU 2016 

Cash balance 316 307 169 159 197 
 
 
 
Aaron Gill, Senior Analyst, Commercial Advice,
Angela Graham, Manager, Commercial Advice,  

 

[39]

[39]
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