
19 January 2018 

Mr Anthony Honeybone 

Chief Executive Officer 

Southern Response Earthquake Services Ltd 

10 Show Place 

Christchurch   8149 

NEW ZEALAND 

Dear Anthony 

Earthquake Claim Liabilities as at 31 December 2017 

We have been asked by Southern Response Earthquake Services Limited (“SRES”) to make an 

assessment of its insurance liabilities as at 31 December 2017.  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 letter is to provide an estimate of the earthquake claim liabilities for Southern 

Response Earthquake Services Limited (“SRES”) as at 31 December 2017.  This valuation follows 

on from the update we provided at 30 September 2017 and is based on a roll forward of our 

detailed valuation as at 30 June 2017, with changes to valuation assumptions where emerging 

experience suggests changes are appropriate.  We include commentary on the key changes to the 

assumptions later in the letter.   

This letter does not deal with the other non-earthquake retained events that were retained by 

SRES following the transaction on 5 April 2012. 

Summary of Results 

Table 1 summarises our estimates of SRES’ earthquake liabilities at 31 December 2017.  The line 

below the table indicates our estimate of the total amount which will ultimately be paid once all 

claims are settled (including payments already made but excluding SRES CHE expenses).  This 

represents our central estimate of the ultimate liability.  Our recommended provisions incorporate a 

risk margin which we believe to be consistent with the requirements to establish provisions which 

incorporate at least a 75% probability of sufficiency. 
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than our projected sizes for these properties. We had already assumed that the New Over Caps 

would, on average, have incurred less damage than the older Over Caps.  The experience to date 

suggests that the extent of damage may be even less than we had assumed.  At this stage we 

have not adjusted our assumed sizes for unassessed properties but, together with the new Over 

Cap reporting volumes, we will continue to monitor sizes closely.   

Furthermore, the assessed values do not make any allowance for EQC spend that may ultimately 

be disregarded (due to faulty or incorrect work that is deemed to be of no value, or to lead to 

consequential damage) and would therefore be recoverable from the EQC in addition to the normal 

EQC contributions. At this stage there is no reliable dataset available to us that can be used to 

estimate the potential recoveries relating to disregarded costs, and it remains uncertain as to how 

much of this liability the EQC will ultimately accept. As such, we have made no allowances for 

disregarded cost related recoveries for New Over Caps at this stage.  

Valuation of existing properties 

BAU properties  

The table below shows the settlement experience for BAU properties settled during the quarter. 

Table 5 – Actual vs Expected Settlement Experience 
Completed/Settled properties (BAU)

No.

Projected

Completed

($m)

Actual 

Completed 

($m)

Diff

($m)

Average 

Projected 

Completed

Average 

Actual 

Completed Diff

Repair

Cash Settled without BP 23

Cash Settled with BP 14

Construction Completion 17

Other PMO 3

Total 57

Rebuild

Cash Settled without BP 6

Cash Settled with BP 2

Construction Completion 47

Other PMO 7

Total 62

Excluding the Other PMO managed constructions, settlement experience during the quarter was 

better than expected. Some of this is tempered by the greater incidence of partial cash settlements 

being made for Repair constructions, where that cost is only recognised in the “post completion 

payments” allowance.  We have increased this allowance for Repair constructions accordingly, 

which results in the overall projected size for Repair constructions being largely unchanged. 

Whilst we have flowed the better than expected settlement experience through to the valuation 

projections, this good experience has been offset by additional cost development allowances made 

for the outstanding properties. Settlement activity and progression of Builder’s Price quotes has 

been slower than expected.  All else being equal, the longer it takes to progress properties to 

settlement, the greater the cost development expected.  As such, we have increased the future 

cost development allowances for outstanding properties, the effect of which has been to offset the 

better than expected settlement experience to date.  

9(2)(i) and 
9(2)(j)
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TRR properties 

Around 50 TRR properties have settled over the last two quarters.   

 

 

 

 

 

 

 

 

 

 

 

 

 

Other PMO Managed multi-units 

Over the last twelve months we’ve seen a steady upward drift in settlement values for this group.  

The figure below shows settlement experience for Other PMO managed properties, compared to 

Arrow managed and cash settled multi-unit properties.  

9(2)(i) and 
9(2)(j)

RELE
ASED U

NDER THE O
FFIC

IA
L I

NFORMATIO
N A

CT 19
82





jm|N:\SRES17\VALUATION\DEC17\LETTER\L_EQ_LIABS_DEC17_FINAL.DOCX 9 

 

 

  

 

 

 

 

 

 

 

 

 

 

Uncertainty of our Estimates 

It should be noted that considerable uncertainty still surrounds the projection and valuation of 

SRES’ EQ liabilities.  As the claim settlement process has progressed, an increasing proportion of 

SRES’ outstanding claims relates to more complex claims, meaning the uncertainty around future 

settlement outcomes for outstanding claims is magnified (as compared to ‘normal’ residential 

property claims). 

In our view, there remain two key areas of uncertainty which could result in material adjustments to 

the ultimate outcome for SRES’ remaining claims: 

• the volume of future new Over Cap claims which might emerge, and the proportion of these

which will ultimately be the subject of dispute and/or litigation

• higher than allowed escalation in settling the remaining body of outstanding claims, including

the additional costs involved in settling disputed and litigated claims.

Reliances and Limitations 

This letter has been prepared for the use of SRES for the stated purpose.  We understand that a 

copy of the letter may be provided to the Board of SRES.  No other use of, nor reference to, our 

letter other than as required by the Crown, should be made without prior written consent from 

Finity, nor should the whole or part of our letter be disclosed to any unauthorised person.   

Third parties, whether authorised or not to receive this letter, should recognise that Finity will not be 

liable for any losses or damages howsoever incurred by the third party as a result of them 

receiving, acting upon or relying upon any information or advice contained in the report.  

Our letter should be considered as a whole.  Members of Finity staff are available to answer any 

queries, and the reader should seek that advice before drawing conclusions on any issue in doubt. 
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