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Treasury Report: Review of the EQC Insurance Liability Valuation 
Report as at 30 June 2018 

Executive Summary 

This report provides commentary and analysis on the June 2018 Insurance Liability Valuation 
Report (ILVR) of the Earthquake Commission (EQC), including a broad overview of the risk 
areas in the current actuarial assessment of the remaining outstanding claims liabilities. 

The report focuses on the central estimate of the outstanding claims liabilities as this 
measure informs the modelling and forecasting that is used to estimate the quantum and 
timing of any funding requirements by the Crown under section 16 of the EQC Act (and 
operationalised by the EQC Deficiency Funding Deed).  Increases in the central estimate of 
the outstanding claims liabilities will likely impact on the Crown’s expected funding 
requirements. 

In the report the Treasury highlights a number of potential risks relating to the Canterbury 
earthquake outstanding claims liabilities, the Kaikoura earthquake outstanding claims 
liabilities as well as a number of other risks to the June 2018 ILVR. 

In the Canterbury earthquake outstanding claims liability, 
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Recommended Action 

We recommend that you: 
 
a Note the contents of this report. 
 
 
 
 
 
 
 
 
Shelley Hollingsworth 
Manager, Commercial Performance 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
 
 
 
 
 
Hon Dr Megan Woods 
Minister Responsible for the Earthquake Commission 
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Treasury Report: Review of the EQC Insurance Liability Valuation 
Report as at 30 June 2018 

Purpose of Report 

1. On 30 August 2018, the Earthquake Commission (EQC) sent you an update on 
changes to its total and remaining outstanding claims liabilities as at 30 June 2018.  
The EQC Briefing (refer to BNW 18-10 013) summarised the key findings of its six-
monthly Insurance Liability Valuation Report (ILVR) prepared by the independent 
actuaries of EQC, Melville Jessup Weaver (MJW). 

2. This Treasury report provides commentary and analysis on the ILVR, including a broad 
overview of the risk areas in the current actuarial assessment of the remaining 
outstanding claims liabilities.  The report is intended to provide additional insights as to 
the potential risks when estimating these liabilities. 

3. This report focuses on the central estimate of the outstanding claims liability as this 
measure informs the modelling and forecasting that is used to estimate the quantum 
and timing of any funding requirements by the Crown under section 16 of the EQC Act 
(and operationalised by the EQC Deficiency Funding Deed).  This means that 
increases in the central estimate of outstanding claims liabilities will likely impact on the 
Crown’s expected funding requirements (even if they are still within the ILVR risk 
margin). 

4. The ILVR risk margin provides an additional level of risk provision against the 
outstanding claims liabilities.   

Background 

5. As you are aware, every six months EQC engages MJW to prepare an ILVR that 
estimates the outstanding claims liabilities of EQC at that time.  The ILVR is then 
utilised to adjust EQC’s financial statements to reflect these revised actuarial 
estimates. 

6. The process of estimating the outstanding claims liabilities involves EQC working 
closely with MJW over a number of months to determine the appropriate data and 
assumptions that inform the actuarial estimates. 

7. The 30 June 2018 ILVR has been incorporated into the 30 June 2018 Annual Financial 
Statements of EQC that have recently been provided to you. 
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Overview of the Outstanding Claims Liability in the June 2018 ILVR 

8. EQC’s estimated total outstanding claims liabilities (OCL) as at 30 June 2018 is set out 
in the table below: 

 

Breakdown of OCL components Canterbury 
Earthquakes 
OCL ($’m) 

Kaikoura 
Earthquake 
OCL ($’m) 

Total 
OCL 
($’m) 

Land 

Building 

Contents 

Claims Handling Expenses (CHE)  

Total Unadjusted OCL 857

Business as Usual OCL  31

Total Discounting   (15)

Estimated Reinsurance Receivable  (222)

Net OCL (Central Estimate)  652

Risk Margin  Probability of Adequacy  352

Total Net OCL (with Risk Margin)  1,004

 

9. The central estimate represents the most likely expected outcome.  However, 
estimating these claims is inherently uncertain so the actuaries provide an additional 
risk margin to allow for this uncertainty. 

10. 

11. As mentioned earlier in paragraph 3, this report focuses on the central estimate of the 
OCL as this measure informs the modelling and forecasting that is used to estimate the 
quantum and timing of any funding requirements by the Crown under section 16 of the 
EQC Act (and operationalised by the EQC Deficiency Funding Deed). 
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Risks to the ILVR Central Estimate from the Canterbury Earthquake Events 

12. The table below provides a more detailed breakdown of the OCL as at 30 June 2018 
relating to the Canterbury earthquake events. 

 

Breakdown of OCL 
Components 

ILVR Central Estimate 
($’m)

Land 

Buildings 

• Open claims 

• Individual litigation 

• Insurer finalisation 

• Future reopened claims 

Contents 

Claims handling expenses 

Total 

 

13. We discuss each of the OCL components and the potential risks for each component in 
the sections below. 

Land Claims 

14. In respect of the land OCL,

15. The June 2018 ILVR also indicates that there is a
 

Open Claims 

16. The open claims portion of the building OCL is based on the number of recorded open 
claims as at 30 June 2018 that are likely to result in a claims settlement amount being 
paid by EQC.  The recent average cost of settling these claims has risen to around 
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17. There is a potential risk that the complex nature of assessing and settling claims 
relating to a number of earthquake sequence events that 

Individual Litigation Claims 

18. The individual litigation OCL uses the number of open claims that are in litigation or 
expected to go to litigation as at 30 June 2018.  EQC reported 

19. 

Insurer Finalisation 

20. The June 2018 ILVR has a

21. Insurer Finalisation includes the following parts: 
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22. It is important to note that EQC  

23. 

24. 

25. 

26. 
  The claim has been settled with the 

customer; the Insurer Finalisation process does not intend to revisit or affect any 
customer settlement. 

27. 
The Board of EQC is now receiving monthly updates 

regarding this work programme.  The Treasury continues to monitor the developments 
relating to Insurer Finalisation and considers this a high priority matter within its 
engagement framework with EQC. 

Future Re-opened Claims 

28. One of the most significant assumptions within the June 2018 ILVR valuation is the 
future level of inflow of re-opened building claims.  
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29. The above approach 

30. From 1 July 2018 to 30 September 2018 EQC has re-opened   
This means that 

Contents 

31. As almost all contents claims have been resolved and the remaining provision of $2m 
is immaterial compared to the other Canterbury ILVR components, we do not view this 
as a significant potential risk area. 

Claims Handling Expenses (CHE) 

32. The CHE related to settling Canterbury earthquake claims will continue for as long as 
there are outstanding claims.  The issue of re-opened claims is also highly uncertain 
and will affect the actual CHE costs. 

33. Due to the higher than expected number of claims that have been re-opened over the 
three-month period from 1 July 2018 to 30 September 2018, there is a potential risk 
that the CHE estimate may need to be increased. 

Summary  

34. There are significant potential risks to the Canterbury earthquake outstanding claims 
liabilities.  

35. It is important to note 
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  The Treasury will continue to monitor these developments and will update you 
as required. 

Risks to the ILVR Central Estimate from the Kaikoura Earthquake Events 

36. 

37. The risk with this approach is that

38. EQC partially mitigates these risks through 

39. 

40. Accordingly, there is some residual uncertainty regarding the estimate for the Kaikoura 
earthquake, primarily due to the lag in reporting assessment and settlement information 
from private insurers. 

41. In addition, the claims have been settled by way of cash payment.  It will be up to the 
claimant to manage their repair.  Some of the claimants live in smaller communities 
with limited resources available to remediate the damage.  With limited alternative 
accommodation and limited labour resource, it may take some time for the repairs to be 
carried out. 

42. The June 2018 Kaikoura OCL includes an allowance for 

  Accordingly, the Treasury will continue to 
closely monitor the number of claims re-opened and will provide you with advice as 
required. 
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Other Risks to the ILVR Central Estimate 

43. One of the most significant risks to the ILVR is the reliability of the underlying data.  
The assumptions and modelling used as the basis for the ILVR are based on the 
expectation that the data accurately represents the current state of claims.  Poor data 
will distort the distribution of possible outcomes and as such would affect the likely 
central estimate outcome and potentially the risk margin required.  EQC is aware of the 
importance of its data and data practices, and continues to review and improve its 
practices. 

44. The nature of future natural hazard events is that they are inherently difficult to predict 
and to estimate the future claims liabilities that will result.  In order to incorporate more 
‘normal’ annual natural hazard events, EQC has included outstanding claims liabilities 
of $31m in the June 2018 ILVR for business as usual events.  An unexpected future 
significant natural hazard event will only be incorporated into the ILVR when such an 
event occurs. 

Next Steps 

46. We will continue to monitor and engage with EQC regarding its remaining outstanding 
claims liabilities and the impact that this could have on the Crown.  We will update you 
as and when we become aware of any matters that may materially impact on these 
outstanding claims liabilities. 
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