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Reliances and Limitations 
A number of important reliances and limitations attach to the advice set out in this report.  These are set 
out in Section 1.5 of Part II of this report. 
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Part II Detailed Findings 

1 Introduction and Background 

1.1 Purpose and Scope 
We have been asked by Southern Response Earthquake Services Limited (“SRES”) to make an 
assessment of its insurance liabilities as at 30 June 2018.  SRES is the Crown-owned entity which 
emerged from a transaction whereby, with effect from 5 April 2012, the ongoing business of AMI 
Insurance Limited (“AMI”) was separated from the existing AMI entity and sold to Insurance Australia 
Group.   

The purpose of this report is to assist SRES in setting their outstanding claims provisions for balance 
sheet purposes.  This valuation has been prepared in compliance with the International Financial 
Reporting Standards which are applicable in New Zealand (‘NZ IFRS 4’).  It has also been conducted in 
accordance with the Australian Actuaries Institute Professional Standard 300 and Professional Standard 
30 issued by the New Zealand Society of Actuaries.  

1.2 SRES’ Insurance Liabilities 
There are two parts to SRES’ insurance liabilities: 

• claims incurred by AMI arising from the various Canterbury earthquake events (“EQ losses”) which
had occurred up until 5 April 2012.  These liabilities are the subject of this report.

• claims incurred from certain other events specified by the Sale and Purchase agreement; these
claims relate to events and incidents where there have been, or where it is anticipated that there
will be, reinsurance recoveries on the losses incurred by AMI.  We do not report on these liabilities
in this report as the outstanding amount relating to these claims at 30 June 2018 is not material.
SRES have estimated the outstanding amounts to be less than $10k.

The following sets out in more detail the earthquake events covered by this report and the types of losses 
involved. 

1.2.1 Earthquake Events Covered 

SRES’ insurance liabilities relate almost solely to claims for certain earthquake events which occurred up 
until the time of separation from the ongoing business on 5 April 2012.  Table 1.1 lists the EQ events for 
which SRES is responsible for the outstanding claims liabilities.   
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Table 1.1 – Earthquake events covered by SRES 
Earthquake 

Events
SRES CAT 

Code
4-Sep-10 93
19-Oct-10 97
26-Dec-10 99
20-Jan-11 103
22-Feb-11 106
16-Apr-11 107
6-Jun-11 111
13-Jun-11 112
21-Jun-11 114
9-Oct-11 117

23-Dec-11 122

1.2.2 Policy Coverage 

For the listed events, SRES is responsible for damage across a range of products issued by AMI, as 
follows: 

• House

► Over Cap (“OC”) Physical Damage – Damage to buildings in excess of the amount covered
by the Earthquake Commission (“EQC”), which is currently capped at $100,000 (excluding
GST), noting that the majority of AMI policies provided for full replacement value and as
such do not have specified sums insured

► Out of Scope (“OOS”) Physical Damage – Cover for damage to sheds, fences, driveways,
swimming pools, which are not covered by EQC

► Loss of Rent - For investment properties, cover for loss of rental income while the building is
uninhabitable.

• Contents

► Over Cap Damage – Damage to Contents in excess of EQC cover of $20,000 (excluding
GST)

► Temporary Accommodation – The cost of temporary accommodation is covered for up to 12
months and is subject to a maximum of 25% of Contents sum insured (noting that AMI has
agreement from reinsurers to extend the period to 12 months from the 6 months specified in
its policy wording).

• Other products

► Comprehensive Motor, Farm and Boat – Earthquake related damage covered similarly to
other types of damage.

1.2.3 Management of Claims 

Table 1.2 summarises how the liabilities and the physical management of claims were split between 
SRES and the ongoing AMI business entity.  Service level agreements have been put in place with the 
objective of ensuring that appropriate service levels are delivered by both organisations. 
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Table 1.2 – Division of Claims Responsibilities 

Obligation Products
Financial 

Responsibility 
for Any Liability

Physical 
Management of 

the Matter

Settled, open and future claims on 
eligible EQ events occuring up until 
completion

House, Farm
Motor, Boat

SRES
SRES

SRES
AMI/IAG NZ

Settled, open and future claims on non-
EQ events occurring up until completion 
and which trigger AMI's reinsurance cover

All SRES AMI/IAG NZ

All other settled, open and future claims 
on incidents occurring up until 
completion

All AMI/IAG NZ AMI/IAG NZ

All future obligations emerging after 
completion on policies in force at 
completion

All AMI/IAG NZ AMI/IAG NZ

Any obligations arising after completion 
on expired policies and not falling into a 
category listed above

All AMI/IAG NZ AMI/IAG NZ

1.2.4 Contract Works 

We also note that, as part of managing the earthquake claims run-off, SRES is assuming a level of 
exposure to Contracts Work claims.  This exposure is largely reinsured with a residual exposure of 
$5,000 per claim and as such is not likely to generate any losses of a material nature.  For this 
assessment we have assumed that SRES’ contract works exposure is effectively embedded within the 
claims cost estimates underpinning our projection of ultimate costs (this assumption is unchanged from 
previous valuations). 

1.3 Nature of Estimates 
The estimates of outstanding claims in this report have been prepared initially on a central estimate 
basis.  The valuation assumptions have been selected such that the estimates of these liabilities contain 
no deliberate overstatement or understatement.  The central estimate is intended to be a mean of the 
distribution of outcomes. 

The liability cannot be estimated with certainty due to, among other things, random fluctuations in 
experience and changes in the external environment.  Because of this uncertainty, we believe that the 
balance sheet provisions should include a risk margin above the central estimate.  Consistent with NZ 
IFRS 4, we have included a risk margin in the provision that we believe is sufficient to produce at least a 
75% probability of sufficiency. 

Under NZ IFRS 4, insurers must discount expected future claim payments for the time value of money.  
All results have been estimated gross and net of reinsurance recoveries.  All claims data supplied for the 
valuation was net of GST for all lines of business.  The valuation results in this report are, therefore, net 
of GST. 
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1.4 Structure of Report 
The remainder of this report contains the following: 

Section 2 - describes the approach used to value the outstanding claims liabilities, the 
data supplied for this valuation, details of reconciliations performed and control 
processes  

Section 3 - documents the analysis of the Over Cap claims together with our valuation 
assumptions 

Section 4 - documents the analysis and valuation assumptions for Out of Scope and other 
covers for which EQ losses have been incurred 

Section 5 - sets out the basis behind other assumptions required to form our 
recommended provisions for SRES’ EQ liabilities 

Section 6 - documents the approach used in the Risk Margin review and the 
recommended risk margin 

Section 7 - summarises the outstanding claims valuation results at 30 June 2018 and sets 
out the key uncertainties affecting our valuation of the EQ liabilities. 

The Appendices to this report provide more detail on the data provided, the analysis undertaken and the 
valuation results. 

1.5 Reliances and Limitations 
This report is being provided for the sole use of SRES for the purposes stated in Section 1.1 of this 
report.  It is not intended, nor necessarily suitable, for any other purpose.  This report should only be 
relied on by SRES for the purpose for which it is intended. 

You can provide the report to the auditor of the 2018 financial statements and to New Zealand Treasury. 
It may also be passed onto other parties involved in the audit of the Crown’s accounts.  If you do this, you 
should provide the report in full. The auditor must only use the report in connection with its work as your 
auditor.  The auditor should confirm whether our conclusions are appropriate.  

No other distribution of the report is allowed, unless we give our approval in writing.  Any third party 
receiving this report should not rely on it, and this report is not a substitute for their own due diligence. 
We accept no liability to third parties relying on our advice.  

Please read the report in full. If you only read part of the report, you may miss something important. If 
anything in the report is unclear, please contact us.  We are always pleased to answer your questions. 

We relied on the completeness and accuracy of the information we received.  If the information provided 
to us is inaccurate or incomplete, please let us know as we may need to change our advice.  We did not 
audit or verify the information provided to us, but have reviewed it for general reasonableness and 
consistence. 

Many things may change in the future.  We have formed our views based on the current environment and 
what we know today.  If future circumstances change, it is possible that our findings may not prove to be 
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correct. It is not possible to put a value on outstanding claim liabilities with certainty.  Differences 
between actual experience and our estimates are normal and to be expected.  

As well as difficulties caused by limitations in the historical information, outcomes remain dependent on 
future events, including legislative, social and economic forces.  We have generally assumed that the 
run-off of claims will proceed as in the recent past, and we have not anticipated any extraordinary 
changes to the legal, social or economic environment (or to the interpretation of policy language) that 
might affect the cost, frequency or future reporting or re-opening of claims. It is quite possible that one or 
more changes to the environment could produce a financial outcome materially different from our 
estimates. 

It has been assumed that any amounts arising from the reinsurance programs protecting SRES will be 
fully recoverable on a prompt basis.  If any reinsurance proves not to be recoverable (either through 
insolvency of a reinsurer or contract dispute) the net liability of SRES could be higher.  We are not aware 
of any current reinsurer solvency problems or disputes over reinsurance recoveries. 
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2 Approach and Information 

2.1 Approach to Estimating EQ liabilities 9(2)(b)(ii)
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2.2 Control Processes and Review 
Our valuation and this report have been subject to Technical and Peer Review as part of Finity’s standard 
internal control process: 

• Technical review focuses on the technical work involved in the project.  The technical reviewer
reviews the data, models, calculations and results, and also reviews our written advice from a
technical perspective.

• Peer review is the professional review of a piece of work.  The peer reviewer reviews the
approach, assumptions and judgments, results and advice.

We have conducted, where possible, a range of cross-reference checks and reconciliations to assess the 
suitability of various components of the data.  This process has been aided by the availability in a number 
of cases of the same (or similar) data elements from different sources.  In most of the areas critical to our 
analyses, we are satisfied with the results of these reconciliations and cross-checks. 

9(2)(b)(ii)
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3 Over Caps 
Over Cap claims can be considered in three groups, with each group subject to a different cost projection 
process: 

1. Over Caps reported on or before 30 September 2016, where SRES and Arrow are managing the
settlement process

2. Over Caps reported on or before 30 September 2016, where another insurer and PMO are
managing the settlement process (multi-unit blocks where another insurer is taking lead)

3. Over Caps reported on or after 1 October 2016 (including IBNR Over Caps)

The segregation based on reporting date recognises the differing nature of the two groups of Over Caps.  
Around October 2016, a Joint Agency Review Team (JART) was formed. The JART includes 
representatives from each of the major insurers, as well as the EQC.  The JART was formed to deal with 
the unresolved and disputed properties being managed by the EQC, which had been a source of new 
Over Caps, in order to establish greater clarity around the status and ownership (between the insurer and 
EQC) of each claim.   

3.1 Pre 1 October 2016 Over Caps (SRES Managed) 
3.1.1 Approach to estimating ultimate cost 

The majority of Over Caps reported prior to 1 October 2016 have had detailed damage assessments 
completed, and therefore have case estimates based on these assessments (i.e. the Arrow DRAs).  Our 
valuation approach is to: 

A separate allowance is also made for “additional payments” that may be made sometime after 
construction is completed or the cash settlement payment made. These additional payments include 
items such as:  

9(2)(b)(ii)
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The table below details, by completion quarter, the average additional payments per property expected 
for each property type, as well as the total projected payments for all properties.  In total we have an 
allowance of around $20 million for outstanding additional payments (for both outstanding claims, as well 
as claims completed within the last four years).   

The additional payment allowance per property decreases with time since completion.  Given SRES’ 
intention to cash settle those customers that have not already elected an Arrow Managed construction, 
the construction additional payment streams only apply to those customers that have already joined the 
construction queue.  All other Open properties receive the Cash Settled Repair loading.   

Table 3.7 - Additional Payments by Completion Quarter (Average per property and Total) 

3.5 Ultimate Number of Over Cap Properties 
Table 3.8 shows the projected ultimate number of Over Cap properties and the change since June 2017. 

Table 3.8 – Projected Ultimate Over Cap Properties 

Over Cap Claims Jun-17 Jun-18 Movt from 
Jun-17

Over Cap
Overcaps Recorded Currently 8,122   8,417   295   
Future additions 440   181   -259

Ultimate No with Over cap damage 8,562   8,598   36   

We have increased the total number of Post 1 October 2016 Over Caps by 36 since the previous 
valuation. 

3.6 Future Escalation 
Adjustments made to the DRA values vary according to DRA age, and the adjustments adopted are 
based upon an analysis of increases observed in the past based on nominal dollar values.  As such, the 
adjustments made to the current DRA values implicitly include an allowance for future escalation (at a 
rate broadly in line with the historic average).  Therefore we make no further explicit allowance for future 
escalation.   

9(2)(i) and 9(2)(j)
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has been to add volatility to the June event allocation at recent quarterly valuations. Upon further 
investigation we found that there had been changes in the practices for recording interim event 
apportionment data (prior to the final apportionments being recorded upon closure of the claim). As a 
result, as event apportionments were being finalised in the system, a different view of apportionment was 
slowly being picked up in our analysis. We have modified our analysis to account for this change in 
practice, and this has been the main driver of the movement between events. 

As both major events, September and February are well over their reinsurance limits, it is only the 
decrease in allocation to the June events that has an impact on reinsurance recoveries and hence on 
SRES’ net liability. The lower allocation to the June 2011 event results in an $8 million reduction to 
expected reinsurance recoveries. 

3.7.2 EQC Contributions 

Pre October 2016 Properties 
EQC contributions are taken from three data sources, where available (in hierarchical order): 

• EQC contributions recorded in SRES’ data

• Actual recoveries adjusted for uninsured works

• The EQC contribution recorded directly in EQC’s database for properties that haven’t been
endorsed.

For those properties without valid data from any of these sources, we assume the EQC contribution will 
be the same as the average contribution size recorded to date, allowing for differences by property type.  
Due to the varying observed sizes, we project EQC contributions separately for each of Repairs, Group 
Home Builds, Non-Group Home Builds and Multi-units. Our projected EQC contributions for outstanding 
properties are shown in Table 3.9.  

Table 3.9 – Projected Average EQC Contributions for outstanding Pre October 2016 Properties 

Property Type No of Properties
Average EQC 

Contribution ($)
Previous Average 

EQC Contribution ($)
Repair 223 117,000 122,000
Group Home Build 64 117,000 122,000
Non Group Home Build 27 132,000 137,000
Multi Repair 66 105,000 106,000
Multi Rebuild 49 103,000 110,000
Total 429 114,000 119,000

The projected EQC contribution for remaining Pre October 2016 properties has reduced slightly. During 
the year we received new data relating to EQC Emergency Works, which formed part of the recorded 
EQC contributions. As these amounts had already been spent by the EQC they act to reduce the 
expected EQC contribution that SRES will receive. The exclusion of this component of the EQC 
contribution reduces the average expected EQC contribution size on the remaining Pre October 2016 
claims by approximately $5,000. The net impact on the liability is a reduction in expected EQC recoveries 
by $2 million. 
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3.8 Summary of Projected Over Cap Claim Costs 
The table below summarises the resulting projected claims costs, as well as the outstanding amounts.  
We also show the current values recorded in the system, where DRAs exist, as well as the additional 
allowance above those DRA estimates.  This allowance reflects both a projected estimate for properties 
where a DRA does not yet exist (and therefore no estimate is recorded), as well as our IBNER allowance 
above the current DRA values where a DRA exists. 

Table 3.11 – Summary of Over Cap Claim Costs (net EQC, CHE) 
9(2)(i) and 9(2)(j)
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4.2.2 Results Summary 

Table 4.4 summarises the results of the experience to date and our projected ultimate cost.  Details of 
the analysis by claim type can be found in Appendix E. 

Table 4.4 – Projected Ultimate Cost of Temporary Accommodation Claims 

Over Caps Under Caps Contents 
Only Total Jun17 Valn

Reported Claims
Open Claims

Claim Numbers 246 13 15 274 273
To Date Average Claim Size ($) 8,837 4,824 13,894 8,923 6,872
Ultimate Average Claim Size ($) 15,631 12,851 14,715 15,449 15,879

Finalised Claims
Claim Numbers 3,999 9,153 1,449 14,601 14,465
Finalised Average Claim Size ($) 12,689 5,039 4,186 7,050 6,924

Claims to Date 4,245 9,166 1,464 14,875 14,738
Average Size 12,879 5,050 4,294 7,210 7,095
Reported to Date Total ($m) 54.7 46.3 6.3 107.2 104.6

IBNR Claims
Claim Numbers 92 26 16 134 261
Adopted Average Claim Size ($) 17,000 9,600 10,500 14,782 14,018
IBNR Total ($m) 1.6 0.2 0.2 2.0 3.7

Total
Ultimate Claim Numbers 4,337 9,192 1,480 15,009 14,999
Ultimate Average Size 12,966 5,063 4,361 7,278 7,215
Estimated Ultimate Liability ($m) 56.2 46.5 6.5 109.2 108.2

In order to project the ultimate number of Temporary Accommodation claims, we analyse the proportion 
of recent Over Cap cash settlements that have a related Temporary Accommodation claim and assume 
that this proportion will be similar for future settlements.  We have increased the number of IBNR claims 
expected for Temporary Accommodation in line with the increase in Over Cap claim numbers.   

Table 4.5 shows the split of the temporary accommodation costs by event, which is calculated based on 
the allocation implied by payments recorded against these claims in the ERT report. 

Table 4.5 – Projected Ultimate Cost of Temporary Accommodation Claims by Event 
Sep-10 Dec-10 Feb-11 Jun-11 Dec-11 Other Events Total

Ultimate Claims 3,044 34 11,355 425 112 38 15,009
Ultimate Liability ($m) 22.2 0.2 82.6 3.1 0.8 0.3 109.2
Paid to Date ($m) 21.6 0.2 80.0 2.9 0.8 0.3 105.8
Outstanding Liability ($m) 0.6 0.0 2.6 0.1 0.1 0.0 3.4

% Allocation of Ult to Event 20.3% 0.2% 75.7% 2.8% 0.7% 0.3%RELE
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4.3 Other Cover Types 
Table 4.6 shows our adopted ultimate cost for the other cover types: 

Table 4.6 – Other Cover Types Ultimate Cost Summary 

Claim 
Numbers

Average 
Size

Claim 
Numbers

Average 
Size

Estimated 
Cost ($m)

Paid to Date 
($m)

Outstanding 
($m)

Estimated 
Cost ($m)

Jun-17
Lost Rent 2,433    6,960    2,477    7,442    18.4 16.5 1.9 17.9
Contents 1,945    9,680    2,033    10,142    20.6 18.4 2.2 20.2
Vehicles 3,912    1,527    3,912    1,527    6.5 6.5 0.0 6.0
Other 155    6,567    155    6,567    1.0 1.0 0.0 1.0
Total 8,445    5,062    8,577    5,368    46.0 42.5 4.1 45.1

Reported Ultimate

Overall, there has been an increase of $0.9 million in the other claim classes since the June 2017 
valuation. The increase is driven by ongoing reporting of new Lost Rent and Contents claims. We 
previously allowed for only a small amount of IBNR claims, but have increased our projection of claim 
numbers in light of the ongoing reporting activity. 

Table 4.7 summarises the claim numbers and average sizes adopted for other classes, apportioned by 
event.   

Table 4.7 – Other Cover Types Ultimate Cost Summary by Event 

Claim 
Numbers

Average 
Size

Claim 
Numbers

Average 
Size

Estimated 
Cost ($m)

Estimated 
Cost ($m)

Jun-17
Lost Rent 418    7,413    418    7,478    3.1 3.1
Contents 406    6,041    428    6,791    2.9 3.0
Vehicles 1,278    992    1,278    992    1.3 1.3
Other 91    7,429    91    7,429    0.7 0.7
Total 2,193    3,417    2,215    3,601    8.0 8.00
Lost Rent 1,857    7,011    1,901    7,623    14.5 14.0
Contents 1,414    11,237    1,480    11,640    17.2 16.7
Vehicles 2,248    1,938    2,248    1,938    4.4 4.4
Other 40    6,463    40    6,463    0.3 0.3
Total 5,559    6,031    5,669    6,409    36.3 35.30
Lost Rent 124    5,543    124    5,549    0.7 0.7
Contents 64    5,174    64    5,174    0.3 0.3
Vehicles 194    991    194    991    0.2 0.2
Other 11    4,026    11    4,026    0.0 0.0
Total 393    3,193    393    3,195    1.3 1.30
Lost Rent 34    3,761    34    3,761    0.1 0.1
Contents 61    2,532    61    2,532    0.2 0.2
Vehicles 192    818    192    818    0.2 0.2
Other 13    3,002    13    3,002    0.0 0.0
Total 300    1,595    300    1,595    0.5 0.5

Total 46.0 45.1

Reported Ultimate

4 Sept 2010 
Darfield 

22 Feb 2011 
Lyttleton

13 June 
2011 

Lyttleton

Minor 
Events
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4.4 Escalation 
The table below summarises the escalation rates assumed for each of the other cover types.  

Table 4.8 – Summary of Escalation Assumptions 

Claim Type Jun-18 Jun-17
Out of Scope 0.0% 0.0%
Lost Rent 3.0% 3.0%
Contents 3.0% 3.0%
Vehicles 3.0% 3.0%
Temporary Accommodation 0.0% 0.0%

Effective Rate (% pa )
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6 Risk Margin 

6.1 Background 
We have reviewed the risk margin to be incorporated into the 30 June 2018 outstanding claims liability 
valuation for SRES’s EQ liabilities. This note documents the results of that review. 

6.2 Risk margin adopted previously 
A gross risk margin of 14% was adopted at the 30 June 2017 valuation, intended to provide a 75% 
probability of sufficiency (PoS). This risk margin was also adopted at the 30 September 2017 valuation. 
For the quarterly valuations thereafter, we chose to hold the dollar risk margin adopted at 30 September 
2017 (~$69 million) constant. This decision was intended to foreshadow an increase in the risk margin 
percentage to be adopted at 30 June 2018. 

As we move further into the run-off and as the outstanding liability reduces, the exposure to external 
environment risks (in particular the impact of adverse legal rulings) does not reduce at the same rate as 
the reduction in the outstanding claims amount. 

6.3 Recommended risk margin for 30 June 2018 valuation 
We recommend a gross risk margin of 20% be adopted for the 30 June 2018 accounts. This risk margin 
is intended to provide a 75% PoS. 

6.4 Approach 
Our assessment of the risk margin incorporates the key elements of the framework proposed by the 
Australian Actuaries Institute’s Risk Margin Taskforce in their paper ‘A Framework for Assessing Risk 
Margins’2. Specifically, our assessment attempts to explicitly consider and allow for uncertainty arising 
from each of the following sources of variability: 

• Independent error: This is the component inherent in the claim settlement process - the
randomness that will be present no matter how good the data and methodology, or how stable the
environment.  This relates primarily to the variability in individual claim settlement outcomes
relative to estimates.

• Internal systemic risk: Represents the uncertainty associated with the valuation models inability
to perfectly represent the underlying insurance processes and therefore variability expected to
arise as a result of having imperfect models.

• External systemic risk: There remain risks which are external to the modelling process.  In the
case of SRES’ earthquake liabilities, the major exposure being exposure to the cost of litigation,
both in terms of legal fees involved as well as the impact of court rulings on claim settlement
outcomes.

For each component of variability, we have estimated a Coefficient of Variation (CV), which is a measure 
of the relative variability arising due to that source of risk. The CVs are then aggregated into a 
“consolidated CV”, assuming each component to be independent of one another (thereby producing 
some diversification across the risk types). The risk margin at the 75th percentile is then derived by 
applying the consolidated CV and assuming the liability follows a LogNormal distribution. 

2 https://www.actuaries.asn.au/Library/Framework%20for%20assessing%20risk%20margins.pdf 
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6.5 Assessment of risk margin components 
6.5.1 Independent Error 

Our independent error assessment excludes IBNR claims. Given the poor data and relevant history on 
which to project IBNR claims, we have considered the impact of IBNR exposure as part of the internal 
and external systemic risk assessments. 

For the known (already reported) claims, we have constructed an individual claim level stochastic model 
that simulates individual claim outcomes. The model allows for variations in future settlement volumes 
and individual claim outcomes relative to current estimates.  The model generally assumes that the 
longer a claim takes to settle, the more cost development there will be. It is also assumed that claims 
settled later will be subject to greater variability. Variability assumptions have been calibrated with regard 
to the most recent settlement experience.  We have seen the level of variability in individual claim 
outcomes, relative to estimates, increase as time has gone on.  As such, we have assumed that the level 
of variability in individual settlements will continue to increase in future. 

The CV estimated from the stochastic model is 2.4%. The relatively low CV estimated for the 
independent error reflects the fact that claims that are already being actively managed by SRES are 
reasonably predictable in aggregate.  

We have adopted a CV for the independent error component of 3%. Our adopted CV is a little higher 
than the modelled CV, to allow for the fact that our stochastic model is a simplified representation of the 
actual valuation models and won’t fully reflect all process uncertainties inherent in the valuation model. 

6.5.2 Internal and External Systemic Risk 

The systemic risks assessment focuses upon more qualitative considerations. For each of the internal 
and external systemic risks we have selected: 

• A “CV Scale”, which is intended to reflect the relative exposure to variability, and

• A score (out of 5) to reflect

► How well the actuarial valuation process captures the sources of variability (in the case of
internal systemic) and

► The extent of the risk arising from external factors

► A higher score reflects a lower assessment of these risks.

The table below shows the range of CV scales that are typically used, the CVs corresponding to the 
scoring range (out of 5) as well as the scores and scales we have selected. 
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•  decrease due to a reduction in the projected size of Post October 2016 Over Caps.
This reflects both the settlement experience during the year, and a reduction in the projected sizes
(net of EQC) for the outstanding claims.

• A  increase in the cost of OOS claims, largely as a result of new OOS Only claims
continuing to be reported for a longer period than anticipated.

• A  increase to other classes, mostly relating to additional Temporary Accommodation and
Lost Rent claims arising from the greater volume of Over Caps now expected, as well as a slightly
higher average size.

•  in additional legal fees, which reflects the higher average size of legal costs across the
recently settled and outstanding claims and additional claims expected to be subject to litigation.

•  in additional Claims Handling expenses, which relates to additional expenses
anticipated in the finalisation of the tail claims.

• Decreased allocation of costs to the June event has decreased the reinsurance recoverable, which
has acted to increase the net provision by around .

• A  increase arising from a lower discount rate.

• A  decrease due to the extension of the assumed payment pattern.

•  of additional risk margin

• A lower allocation to the June event resulting in a reduction in the reinsurance recoverable, and
therefore an increase in the net liability.

7.6 Sensitivity Testing 
Table 7.4 sets out a summary of the sensitivity tests we have applied to our central estimate, to illustrate 
the sensitivity of the central estimate to the key assumptions. The sensitivities shown focus upon the 
Over Cap costs.  The volume of outstanding claims relating to other covers (OOS, Temporary 
Accommodation, Contents, etc.) is now around $10 million.  Therefore, we have not included sensitivities 
for these segments, as they do not represent a material exposure. 

9(2)(b)(ii), 9(2)(i) and 9(2)(j)
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Table 7.4 – Summary of Sensitivity Tests 9(2)(i) and 9(2)(j)
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Part III Appendices 

A Data 

A.1 Data Sources
The flowchart below shows the data sources used to construct the property database which underpins 
most of where our data is for analysis in the valuation.  

Figure A.1 – Property Database Data Sources 
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Table A.3 - Reconciliation to Canterbury Earthquake Report – Claim Estimates Details 
Property Database 2018-06-06 ($000s)
Status
Open
Closed
Withdrawn
Entered in Error
Declined
Total

Cantebury Earthq
Status
Open
Closed
Withdrawn
Entered in Error
Declined
Total

5ifference
Status
Open
Closed
Withdrawn
Entered in Error
Declined
Total

wejected
Status
Open
Closed
Withdrawn
Entered in Error
Declined
Total

5ifference Accounting for wejected
Status 93 97 99 103 106 107 111 112 114 117 122 Total
Open 0 0 0 0 174 0 0 0 0 0 0 174
Closed 0 0 0 0 21 0 0 0 0 0 0 21
Withdrawn 0
Entered in Error 0
Declined 0
Total 0 0 0 0 195 0 0 0 0 0 0 195

9(2)(i)
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B Payments Data 
Table B.1 – Gross Payments Summary By Event as at 30 Jun 2018 

Summary of Payments Cat 93 Cat 97 Cat 99 Cat 103 Cat 106 Cat 107 Cat 111 Cat 112 Cat 114 Cat 117 Cat 122
As at 30 Jun 4-Sep-10 19-Oct-10 26-Dec-10 20-Jan-11 22-Feb-11 16-Apr-11 6-Jun-11 13-Jun-11 21-Jun-11 9-Oct-11 23-Dec-11

$000s $000s $000s $000s $000s $000s $000s $000s $000s $000s $000s
Gross Paid to Date ($m)

Rebuild 178,970 1,051 998 0 497,519 57 39 12,011 223 0 904 691,772
Repairs 54,617 53 2,104 155 243,403 26 107 4,984 12 0 627 306,089
Cash Settled 505,464 784 9,182 2 1,646,894 79 1,558 66,466 36 4 4,163 2,234,633
Overcap Multi Units 22,426 4 189 3 117,004 0 0 2,191 80 0 64 141,962

Unallocated Arrow Costs ($m) 1,199 0 76 0 10,261 0 0 369 0 0 45 11,949
DoA EQC Recoveries ($m) -20 0 0 0 -109 0 0 -37 0 0 0 -166

Net Rebuilds Paid to Date 179,247 1,051 1,004 0 499,536 57 39 12,057 223 0 911 694,125
Net Repairs Paid to Date 54,702 53 2,117 155 244,390 26 107 5,003 12 0 632 307,197
Adjusted Net Cash Settled Paid to Date 506,247 784 9,237 2 1,653,569 79 1,558 66,724 36 4 4,195 2,242,436
Net Multi Unit Builds Paid to Date 22,461 4 190 3 117,478 0 0 2,199 80 0 65 142,481

Out of Scope (Net of Cancelled Cheques) 144,160 1,219 10,098 533 170,307 305 655 10,863 627 374 8,898 348,039
Out of Scope (Cancelled Cheques) -1,880 -12 -115 -0 -2,120 -10 -8 -107 -1 -0 -91 -4,345

Lost Rent 2,894 0 59 0 12,834 3 9 647 3 0 58 16,507
Temp Accom 21,623 42 245 12 79,156 21 81 2,834 76 35 779 104,904
Contents 2,273 20 13 3 15,662 8 1 338 0 18 93 18,428
Motor 1,306 1 12 0 4,839 1 3 205 8 0 136 6,513
Other 685 1 24 0 262 0 0 44 2 0 12 1,031
Total Gross Paid to Date ($m) 935,599 3,176 23,000 709 2,798,032 499 2,453 100,913 1,068 432 15,779 3,881,661
Less Adjustments to Cash Settlements for EQC 
Recoveries not recorded in AMIGO -140,608 -218 -2,554 -1 -458,127 -22 -433 -18,489 -10 -1 -1,158 -621,622
Plus Uninsured Works Adjustment 7,099 40 45 0 20,286 2 2 484 9 0 37 28,004
Less Unallocated Costs -1,179 0 -76 0 -10,151 0 0 -332 0 0 -45 -11,783
Less Farm, Boat and Motor -1,991 -2 -36 -0 -5,101 -1 -3 -249 -10 -0 -148 -7,544
Plus Cancelled Cheques 1,880 12 115 0 2,120 10 8 107 1 0 91 4,345
Total Before Adjustments 800,799 3,009 20,494 709 2,347,058 488 2,026 82,434 1,057 431 14,557 3,273,062
Event Split Adjustments in AMIGO1 -252,040 998 2,761 160 209,450 164 1,271 35,888 -318 2 1,638 -26
Total Before Split Adjustment 1,052,839 2,011 17,733 549 2,137,608 324 754 46,546 1,376 429 12,919 3,273,088
Total From Canterbury Earthquake Report 
2018-07-02 1,052,834 2,011 17,733 549 2,137,572 324 754 46,546 1,376 429 12,919 3,273,046
Difference 5 0 0 0 36 0 0 -0 0 0 0 41

1 AMIGO system uses separate field to adjust payments to the event splits agreed with the EQC. Payments in the Canterbury Earthquake Report are before this adjustment.

Total
$000s
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Table B.2 - EQC Recoveries Summary By Event as at 30 Jun 2018 

Summary of Recoveries Cat 93 Cat 97 Cat 99 Cat 103 Cat 106 Cat 107 Cat 111 Cat 112 Cat 114 Cat 117 Cat 122
As at 30 Jun 4-Sep-10 19-Oct-10 26-Dec-10 20-Jan-11 22-Feb-11 16-Apr-11 6-Jun-11 13-Jun-11 21-Jun-11 9-Oct-11 23-Dec-11

$000s $000s $000s $000s $000s $000s $000s $000s $000s $000s $000s
Recoveries to Date ($m)

Rebuild (EQC Recovs) -70,892 -104 -333 0 -97,706 2 1 -1,558 8 0 -115 -170,697
Repair (EQC Recovs) -26,627 -106 -310 0 -64,702 0 0 -950 0 0 -99 -92,794
Adjusted Cash Settled (EQC Recovs) -147,393 -250 -2,870 -1 -472,852 -22 -439 -19,539 -10 -1 -1,229 -644,606
MUBs (EQC Recovs) -7,684 0 -106 0 -35,584 0 0 -769 -80 0 -4 -44,227

Lost Rent 204 0 -4 0 245 0 -0 41 0 0 0 486
Temp Accom -67 0 -3 0 854 0 0 116 0 0 -23 878
Contents -27 0 0 0 -136 0 0 -7 0 0 -1 -171
Motor -39 0 0 0 -483 0 0 -13 0 0 -6 -540
Other -9 0 0 0 -4 0 0 -0 0 0 0 -13

Total Recoveries to Date -252,534 -460 -3,626 -0 -670,368 -20 -437 -22,679 -82 -1 -1,477 -951,685
Plus Adjustments to Cash Settlements for 
EQC Recoveries not recorded in AMIGO 140,608 218 2,554 1 458,127 22 433 18,489 10 1 1,158 621,622
Less Uninsured Works Adjustment -7,099 -40 -45 -0 -20,286 -2 -2 -484 -9 -0 -37 -28,004
Plus Farm, Boat and Motor 48 0 0 0 487 0 0 13 0 0 6 553
Less Cancelled Cheques -1,880 -12 -115 -0 -2,120 -10 -8 -107 -1 -0 -91 -4,345

Total Before Cash Settlement Adjustment -120,858 -294 -1,232 -0 -234,160 -10 -13 -4,769 -82 -0 -441 -361,859
Total From Canterbury Earthquake Report 
2018-07-02 -120,858 -294 -1,232 -0 -234,160 -10 -13 -4,769 -82 -0 -441 -361,859
Difference -0 0 0 0 0 0 0 0 0 0 0 -0

Total
$000s
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C New Over Cap Claims Projection 
We expect future Over Caps to emerge in three ways: 

• Properties previously reviewed by SRES and deemed EQC owned, emerging as Over Cap

• Some of the ~3,600 properties (at industry level) unresolved EQC properties ultimately emerging
as Over Cap

• Future EQC reopening of previously resolved Under Cap claims leading to some properties
becoming Over Cap

Reassessment of properties previously assessed as EQC Owned 

Since the initial JART review, some properties which were assessed as EQC Owned have turned Over 
Cap due to new information regarding the damage profile of the property. We have assumed that a 
decreasing proportion of the currently outstanding EQC Owned properties will turn Over Cap over the 
remainder of this year, based on the Over Cap rate over the last three quarters.   

Table C.1 – Over Cap rate on EQC Owned properties 

Qtr

O/S at 
beginning 

of Qtr

Over Cap 
reports 

during Qtr
Over Cap 

Rate
Projected 

Over Caps

Projected 
Over Cap 

Rate
Sep-17 2,136 66 3.09%
Dec-17 3,135 27 0.86%
Mar-18 3,176 13 0.41%
Jun-18 3,172 11 0.35% 7 0.56%
Sep-18 3,351 18 0.55%
Dec-18 3,333 12 0.35%

Total 117 37

Note that the June 2018 quarter has only two months of data, and so our projection includes the month of 
June 2018.  We have projected an additional 37 Over Caps from this group. 

Current and future unresolved EQC properties 

Information regarding the exposure of unresolved EQC properties is limited.  Since the start of 2017, the 
EQC has provided some snapshot summaries around the outstanding and in and outflow of unresolved 
properties; however these snapshots were only provided twice at a SRES level, and once more at an 
industry level.  From this information and some additional publicly available information we have 
estimated the exposure of unresolved properties since the start of 2017, and projected the inflow and 
outflow of unresolved properties.  Based on the estimated historical exposure, we have projected the flow 
of EQC reopenings to continue until June 2020, with a total of 700 future reopenings relating to SRES 
insured properties.   
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Table C.2 – Unresolved EQC Exposure 

Inflow Outflow
O/S at end 
of Month

Future 
Over Caps

Feb-17 2,160
Mar-17 420 698 1,882
Apr-17 367 611 1,638

May-17 315 524 1,429
Jun-17 262 436 1,255
Jul-17 210 349 1,116

Aug-17 157 262 1,011
Sep-17 105 175 942
Oct-17 52 87 907
Nov-17 78 246 739
Dec-17 87 181 645
Jan-18 87 50 683
Feb-18 75 82 676
Mar-18 80 70 686
Apr-18 80 70 696

May-18 365 70 991
Jun-18 80 70 1,001 6
Jul-18 80 70 1,011 6

Aug-18 60 70 1,001 6
Sep-18 60 70 991 6
Oct-18 40 70 961 6
Nov-18 40 80 921 7
Dec-18 40 80 881 7
Jan-19 40 80 841 7
Feb-19 40 80 801 7
Mar-19 30 80 751 7
Apr-19 30 80 701 7

May-19 30 80 651 7
Jun-19 30 80 601 7
Jul-19 20 80 541 5

Aug-19 20 80 481 5
Sep-19 20 80 421 5
Oct-19 20 60 381 5
Nov-19 20 60 341 5
Dec-19 0 60 281 5
Jan-20 0 60 221 5
Feb-20 0 60 161 3
Mar-20 0 40 121 3
Apr-20 0 40 81 3

May-20 0 40 41 3
Jun-20 0 41 0 3

Key EQC data (SRES level)
Estimated from EQC data (industry level / public information)
Interpolated / estimated from other data points
Projected

Note: Inflow refers to new EQC reopenings of SRES properties, while Outflow refers to EQC’s resolution of 
properties (either passing on as Over Cap, or closing out Under Cap and EQC land cover issues) 

In order to project the number of new Over Caps flowing from the resolution of EQC claims, we have 
assumed that the Over Cap proportion will be similar to the rate of Over Cap claims since the conclusion 
of the initial JART review.  We consider the initial JART review to have identified most of the difficult 
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claims with long-term outstanding issues, while those identified since the review are representative of 
new reopenings, which now make up the outstanding.  

Table C.3 – Selected Over Cap Proportion 
Total New Over Caps since September 2017 72
Total EQC properties resolved 856

Over Cap proportion since September 2017 8.4%
Selected Over Cap proportion 8.5%  

We have assumed that this group of properties will have the same Over Cap proportion as the current 
outstanding unresolved properties. 

Table C.4 – Total Future Over Cap Reports 
Future reports from current EQC Owned 37
Future reports from current unresolved 84
Future reports from future reopenings 60
Total future New Over Caps 181

Across these three sources, our total projected number of new over cap reports comes to 181. 
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D Additional Payments 9(2)(i)
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Figure E 3 – Incremental Average Claim Sizes 
9(2)(i) and 9(2)(j)
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F Other Claim Classes 

F.1 Lost Rent
The loss of rent cover applies if the policyholder has an AMI Rental House or House policy with a ‘lost 
rent cover’ option.  Southern Response must reimburse the claimant for loss of rent during the period in 
which the house is deemed unfit to be inhabited due to earthquake damage. 

We have used a Payment Per Claim Finalised (PPCF) approach to value the Lost Rent claim class in this 
valuation.  This involves: 

• Selecting a stream of future claim reports based on recent experience and considering our
assumptions relating to future New Over Cap claims

• Selecting a finalisation pattern to project claim finalisations

• Selecting an average claim size per finalisation.

For IBNR lost rent lodgements we have adopted an average claim size of $20,000. 
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Table F.1- Lost Rent Claim Numbers 

Cat 93 Cat 106 Cat 112

Month
Valid 
Claims

Valid 
Claims

Valid 
Claims

Sep-11 174 493 45
Dec-11 189 564 50
Mar-12 197 616 56
Jun-12 210 675 63
Sep-12 221 753 73
Dec-12 227 814 81
Mar-13 248 902 91
Jun-13 272 1,000 96
Sep-13 288 1,105 98
Dec-13 301 1,164 106
Mar-14 332 1,278 109
Jun-14 360 1,377 114
Sep-14 376 1,502 115
Dec-14 384 1,550 117
Mar-15 393 1,621 119
Jun-15 405 1,653 120
Sep-15 406 1,688 121
Dec-15 408 1,720 122
Mar-16 412 1,752 122
Jun-16 412 1,777 122
Sep-16 414 1,799 122
Dec-16 414 1,817 122
Mar-17 415 1,829 122
Jun-17 416 1,835 122
Sep-17 418 1,840 122
Dec-17 418 1,846 123
Mar-18 418 1,853 124
Jun-18 418 1,859 124
Sep-18 418 1,865 124
Dec-18 418 1,871 124
Mar-19 418 1,877 124
Jun-19 418 1,883 124
Sep-19 418 1,889 124
Dec-19 418 1,895 124
Mar-20 418 1,901 124

Lost Rent
Claims
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G Other Factors 
Table G.1- Payment Pattern 

Month All 
Overcaps

Out of 
Scope 
Pattern

Lost Rent 
Pattern

Temp 
Accom 
Pattern

Contents 
Pattern

Vehicles 
Costs 

Pattern

Other 
Pattern

Arrow 
Costs 

Pattern
Jul-18 4.87% 33.33% 4.87% 4.87% 4.87% 16.14%

Aug-18 4.87% 33.33% 4.87% 4.87% 4.87% 19.75%
Sep-18 4.87% 33.33% 4.87% 4.87% 4.87% 13.19%
Oct-18 4.87% 4.87% 4.87% 4.87% 9.71%
Nov-18 4.87% 4.87% 4.87% 4.87% 10.89%
Dec-18 4.87% 4.87% 4.87% 4.87% 29.28%
Jan-19 4.87% 4.87% 4.87% 4.87% 0.35%
Feb-19 4.87% 4.87% 4.87% 4.87% 0.35%
Mar-19 4.87% 4.87% 4.87% 4.87% 0.34%
Apr-19 4.12% 4.12% 4.12% 4.12%

May-19 4.12% 4.12% 4.12% 4.12%
Jun-19 4.12% 4.12% 4.12% 4.12%
Jul-19 3.37% 3.37% 3.37% 3.37%

Aug-19 3.37% 3.37% 3.37% 3.37%
Sep-19 3.37% 3.37% 3.37% 3.37%
Oct-19 3.00% 3.00% 3.00% 3.00%
Nov-19 3.00% 3.00% 3.00% 3.00%
Dec-19 3.00% 3.00% 3.00% 3.00%
Jan-20 2.62% 2.62% 2.62% 2.62%
Feb-20 2.62% 2.62% 2.62% 2.62%
Mar-20 2.62% 2.62% 2.62% 2.62%
Apr-20 1.87% 1.87% 1.87% 1.87%

May-20 1.87% 1.87% 1.87% 1.87%
Jun-20+ 13.11% 13.11% 13.11% 13.11%

Table G.2 - Selected Future Inflation Rates 

Quarter
Treasury 
National 

Forecast (% pa.)

Selected - 
Canterbury 

(% pa.)
Jun-18 2.7% 3.0%
Sep-18 2.4% 3.0%
Dec-18 2.4% 3.0%
Mar-19 2.7% 3.0%
Jun-19 2.8% 3.0%
Sep-19 2.9% 3.0%
Dec-19 3.0% 3.0%
Mar-20 3.1% 3.0%
Jun-20 3.1% 3.0%
Sep-20 3.2% 3.0%
Dec-20 3.3% 3.0%
Mar-21 3.3% 3.0%
Jun-21 3.4% 3.0%RELE
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Table G.3 – Discounting Rates 

Month Spot 
Rate

Discount 
Factor

Jul-18 1.75% 0.999
Aug-18 1.75% 0.998
Sep-18 1.75% 0.996
Oct-18 1.75% 0.995
Nov-18 1.75% 0.994
Dec-18 1.76% 0.992
Jan-19 1.76% 0.991
Feb-19 1.76% 0.989
Mar-19 1.76% 0.988
Apr-19 1.77% 0.986

May-19 1.77% 0.985
Jun-19 1.78% 0.983
Jul-19 1.78% 0.982

Aug-19 1.78% 0.980
Sep-19 1.79% 0.979
Oct-19 1.79% 0.977
Nov-19 1.80% 0.976
Dec-19 1.80% 0.974
Jan-20 1.81% 0.973
Feb-20 1.81% 0.971
Mar-20 1.82% 0.970
Apr-20 1.83% 0.968

May-20 1.83% 0.967
Jun-20 1.84% 0.965

Discounting
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H Accounting Disclosures 
Table H.1- Outstanding Earthquake Claims 

Group Company Group Company
$000 $000 $000 $000

Outstanding claims 317,155 317,155 562,736 562,736

Risk margin 64,967 64,967 78,478 78,478

Claims handling costs 18,606 18,606 26,673 26,673

400,729 400,729 667,888 667,888

Jun-18 Jun-17

Table H.2 - Claims Development 
Total
$000

Discounted central estimate 317,155

Claims handling expense 18,606
Risk margin 64,967

Gross outstanding claims liabilities 400,729

Expected Reinsurance Recoveries -11,104
Impact of discounting on 
reinsurance recoveries

179

Reinsurance receivables -10,924
Net outstanding claims liabilities (refer Note 3) 389,805

Table H.3 - Key Actuarial Assumptions - Earthquake 

Group Company Group Company
Future Inflation

Building Cost 0.00% 0.00% 0.00% 0.00%
Out of Scope 0.00% 0.00% 0.00% 0.00%
Temporary Accommodation 0.00% 0.00% 0.00% 0.00%
Other cover types 3.00% 3.00% 3.00% 3.00%
Claims Handling Expenses 0.00% 0.00% 0.00% 0.00%

Discount Rate 1.80% 1.80% 2.04% 2.04%
Risk margin – Outstanding Claims Liabilities 20.00% 20.00% 14.00% 14.00%
Risk margin – Liability Adequacy Test n/a n/a n/a n/a
Average weighted term to settlement from
reporting date

0.90 yrs 0.90 yrs 0.88 yrs 0.88 yrs

Jun-18 Jun-17
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Table H.4 - Sensitivity Analysis – Impact of Changes in Key Variables 

Jun-18 Jun-17
$000 $000

Inflation Rate +1% p.a. 3,214 4,992
-1% p.a. -3,203 -4,978

Discount Rate +1% p.a. -3,396 -5,464
-1% p.a. 3,474 5,589

Claims Handling Expense +10% higher 2,233 3,038
10% lower -2,233 -3,038

Net Outstanding claims impact
Movement in Variable
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I Non-EQ Claims 
Table I.1 – Summary of Non-EQ Claims Provision 

Gross 
Incurred Cost

less Paid 
to 30 Jun

Gross 
Central 

Estimate
Reinsurance 

Recoveries

Net 
Central 

Estimate
Risk 

Margin
Recommended 

Provision
Events CAT 121 1,854.6 (1,854.6) 0.0 0.0 0.0 0.0 0.0

CAT 116 3,848.1 (3,844.5) 3.5 0.0 3.5 0.4 3.9
CAT 115 1,639.1 (1,638.1) 1.0 0.0 1.0 0.1 1.1
CAT 108 1,617.0 (1,617.0) 0.0 0.0 0.0 0.0 0.0
CAT 105 1,824.8 (1,824.8) 0.0 0.0 0.0 0.0 0.0
CAT 100 1,696.1 (1,696.1) 0.0 0.0 0.0 0.0 0.0
CAT 98 418.0 (418.0) 0.0 0.0 0.0 0.0 0.0
CAT 96 1,676.3 (1,676.3) 0.0 0.0 0.0 0.0 0.0
CAT 90 925.4 (925.4) 0.0 0.0 0.0 0.0 0.0
CAT 91 2,473.9 (2,473.9) 0.0 0.0 0.0 0.0 0.0

Per Risk Claims 1,736.8 (1,736.8) 0.0 0.0 0.0 0.0 0.0
Total 19,710.0 (19,705.5) 4.5 0.0 4.5 0.5 5.0
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