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Treasury Report: EQC Cabinet Paper - Revised Draft 

Executive Summary 

Following our report of 26 July, “EQC Cabinet Paper: Consultation Draft” (T2019/2249 
refers), you have requested further information supporting Treasury’s financial estimates and 
whether the cost of an on-sold policy could be treated outside of budget allowances.  

Costings  
The EQC has proposed a figure of $100-$250 million. The Treasury has proposed a range of 
$100 million - $500 million. 

This report provides a summary of how each agency calculated its cost figures and how they 
compare:  

• The EQC figure ($100 million-$250 million) represents the cost to settle the 
current estimate of known and currently anticipated on-sold claims with an 
allowance for 100 possible future claims that may arise due to the heightened 
awareness of the issue after an announcement is made.  

• The Treasury’s $500 million figure relied on an earlier estimate, but includes the 
1000 EQC claims with provision for an estimated 700 additional claims arising 
from missed damage or failed repairs should this policy be announced.  

The Treasury figure seeks to define the upper credible bound, while the EQC assessment 
focuses more on a scenario they consider to be highly probable.  The Treasury has 
considered an alternative plausible scenario involving a large number of small claims at a 
much lower average cost per claim. The costs may be comparable to the EQC upper cost 
estimate.  

We have recommended you seek an appropriation at this stage for $300 million.  This is 
based on the EQC estimate with a buffer of $50 million as we consider the allowance for 100 
additional claims to be too low.  

The Treasury continue to highlight the risk that costs could go as high as $500 million, 
although a cost of this magnitude is not considered to be a central scenario.  

Options to further reduce cost 

Should you continue to be concerned about the cost of this policy, we have presented the 
costs of three preliminary options that could be used to better target the policy.  These 
options include:  

• Evidential requirements;  

• Financial caps; or  

• Cost sharing arrangements.  
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Budget allowances  

You met with the Treasury on 31 July 2019 and indicated that you would like to recognise the 
cost of this policy outside of budget allowances.   

The attached Cabinet paper has been drafted on this basis.   We have included an amended 
recommendation in this report to allow you to formally indicate your preference. 

Recommended Action 

We recommend that you: 
 
a note that there is significant uncertainty in forecasting the cost of failed repairs or 

missed damage as no full data set exists;  
 
b note that both Treasury and the EQC agree it will cost between $100 million and $250 

million to settle the known and reasonably anticipated on-sold claims; 
 
c note that the Treasury figure of $500 million includes an allowance for 700 new claims 

over the proposed 12 months claims lodgement period;  
 
d note that the Treasury figure is intended to be a maximum credible limit rather than the 

most likely scenario;  
 
e agree to seek an appropriation for $300 million, based on the EQC figure for an upper 

limit with a buffer of $50 million to allow for additional new ‘unknown’ claims; 

agree/disagree 
 

f note that options exist to target the policy, although changes to narrow the policy may 
impact on lower income households or may result in claimants litigating rather than 
choosing to lodge a claim under the proposed policy option;  
 

g note you have indicated to the Treasury a preference to manage the cost of this policy 
outside of budget allowances.  

 
h agree to manage the fiscal impacts of the settlement package outside of Budget 

allowances;  
 

agree/disagree 
 
i refer to the Minister for Greater Christchurch Regeneration 

 
refer/not referred. 

 
 
 
 
 
 
 
 
Helen McDonald 
Manager, Earthquake Commission Policy 

Hon Grant Robertson 
Minister Responsible for the Earthquake 
Commission 
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Treasury Report: EQC Cabinet Paper - Revised Draft 

Purpose of Report 

1. This report provides you with a revised copy of your “On-sold Canterbury Properties” 
Cabinet paper with further information on the potential cost.  

 

Quantifying the on-sold issue  

2. There is a finite amount of missed earthquake damage in Canterbury, but no data 
exists to accurately quantify the extent of the unresolved issues.     

3. Earthquake damage covered by this policy involves:  
 

a Inadequate or faulty EQC earthquake repairs; 
 
b Issues with the EQC repair strategy involving unrepaired damage on a scoped 

building element; or 
 
c Assessment issues where earthquake damage has been missed altogether.  
 

4. The number of any properties with missed damage, and the extent of that missed 
damage is difficult to estimate with any certainty as, by definition, it is a latent or hidden 
issue. The cost of sampling or widespread re-inspection by the EQC remains 
prohibitive and so, by definition, no data exists.  Most issues will remain hidden until the 
building is either sold, inspected, or renovated.  

5. Notwithstanding this, the evidence that we do have suggests there may be a significant 
amount of missed damage. The EQC received around 6500 reopened claims between 
May 2018 and April 2019.  While some were basic administrative issues, 57 percent of 
these call backs related to either missed damage or defective repairs.   

6. While the EQC receive a large number of claims most can be managed within the EQC 
$100,000 insurance cap (the “cap”). 
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Allocation of cost 

7. The Treasury provided Minister Woods with a previous estimate of cost suggesting the 
cost for all failed building work and/or missed damage could be between $100 million 
and $1.2 billion. This was the cost of all damage relating to failed repairs and/or missed 
damage.  

8. The Treasury has now provided you with a lower estimated cost of Government 
settlement package of $100 million to $500 million. The change in cost is partly 
attributable to a reduction in the population that the proposed Government policy 
package would target.  In designing the eligibility, under the policy, we have sought to 
target on-sold properties.  While the EQC assessed 194,000 properties, REINZ data 
suggests that only around 80,000 properties have sold.  Around 50,000 of these sold 
homes, as of September 2018, are thought to have been EQC assessed (see figure 1) 

Figure 1: Breaking down number of affected properties 

 

9. 

10. We note that costs may still arise with respect to unsold properties.  These would be 
covered by either the EQC statutory insurance regime or private insurers.  

 

 

 

[34]



T2019/2307 Treasury Report: EQC Cabinet Paper – Revised Draft Page 6 

Drivers of cost  

11. The key drivers of cost are the total number of claims that arise and the average cost 
per claim.   

Number of current claims 

12. In drafting the Cabinet paper, both organisations have relied on the EQC’s latest 
estimate of the population of known over-cap on-sold claims, which has been revised 
and is now thought to be close to 1,000 known claims. Of these, 100 are in litigation, 
and another 50 are currently open and working towards settlement. The remaining 
known over-cap on-sold homeowners have been paid their EQC entitlement and had 
their claim closed, potentially leaving them with an uninsured gap.  

13. The EQC inform us that the 1000 claims includes a buffer for 100 new claims that may 
arise as a result of this policy.  

The number of future claims   

14. The Treasury estimate includes an allowance for more future on-sold over-cap claims 
to reflect the variability of the EQC assessment services noted by the Auditor General’s 
2013 review.    

15. We have adapted a figure provided by the EQC’s actuary (Melville Jessup Weaver or 
“MJR”) who estimated that another 890 new over cap claims will arise over the next 
five years, with further over cap claims potentially continuing to arise at a slower pace 
on an ongoing basis (refer figure two).  Only a proportion of these new over caps will 
occur in properties that have sold.  

16. In determining a range of potential claims, we have assumed that a public 
announcement will lead to more claims over a shorter period of time.  While the 
actuaries model the current inflow of claims, a major policy announcement may trigger 
behavioural change (ie. widespread re-inspection of properties). As a result, we have 
chosen a figure that is close to, but below the MJR figure (700 new claims) and a figure 
that is well beyond it (1500 new claims).   
 
Figure 2: Estimates of future new over cap claims  

 
Source: EQC ILVR 
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17. The 700 additional claims is key assumption creating a difference between the EQC 
and Treasury estimates of cost.  This suggests that a total of 1700 on-sold claims will 
arise (roughly 3 percent of properties that have sold).  We note that the EQC informed 
the Auditor General that 8-10 percent of repairs needed corrective repairs, but many 
repairs would presumably be minor in nature suggesting they could be covered within 
the EQC cap.   

18. The EQC and Treasury both see a figure of 700 as an upper bound on claims if we 
receive mostly high value repairs.  

The cost of repairs  

19. Both the EQC and the Treasury estimates now rely on cost estimates that range from 
$100,000 to $250,000 over-cap cost per claim.    

20. Our previous calculations were based on an estimated total cost of $350,000, which 
was based on historical averages.  This figure is now considered to be high as it was 
skewed upwards by the large number of properties that faced an immediate total loss 
(ie. a rebuild).   

21. The $250,000 figure is comparable to the average over cap costs paid by private 
insurers. 

For these reasons, both agencies 
agree that the figure represents a credible upper bound.   

22. 

  It would reasonable to 
assume that residual damage could be concentrated in more modest dwellings.   

23. A counter argument is that a significant amount of missed as missed damage involved 
foundation issues that can be complex and costly to repair.   

The difference between the Treasury and EQC numbers 

24. The Treasury and the EQC have provided you with two different costs for the 
Government settlement package:  

• The EQC cost covers the 1000 current known on-solds that they have identified 
at an estimated cost of $100k-$250k. Both agencies have used known claims as 
the basis for their assessments. 

• The Treasury has sought to identify a cost that we use as a credible upper bound 
that we are confident that costs should not go beyond. A key difference is that we 
have included a higher (ie more conservative) allowance for costs arising from 
another 700 claims using the same estimated cost ($100k - $250k).  
 

Estimated average cost of repairs  $100,000  $250,000  $350,000  

Current on solds only (1000) 
$ 100m 

(both agencies 
lower cost) 

$ 250m 
(EQC upper 

bound) 
$         350m 

plus Low Future claims (+700 claims) $170m 
$425m 

(Treasury upper 
bound) 

$726m 

25. The total upper bound on the Treasury estimate is $425 million.  We have applied a 16 
percent claims handling expense ($68 million) to this on the basis of the costs 

[26]

[34], [37]
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disclosed in the 2018 EQC financial statement.  This suggests an upper bound to our 
cost estimates of around $493 million.  

26. In presenting an upper bound, both agencies have assumed that costs will be 
comparable to over cap costs faced by insurers.  Credible arguments can be made that 
this is conservative as historic over cap costs for insurers include properties that have 
required a complete rebuild. This outcome is less likely in this context as missed 
damage would usually be less severe given it was not readily apparent when the 
building was first inspected.  In light of this, an equally plausible outcome is one where 
we receive a large number of smaller over-cap claims for corrective repairs with very 
view instances of total loss.  

27. While $500 million represents an upper bound on what Treasury consider to be a 
credible cost, you could opt to seek an appropriation for the EQC’s upper figure of 250 
million.  Given our view that the policy will attract more than 100 new claims, we 
recommend that you apply a $50 million buffer, suggesting a total cost for the package 
of $300m.   

Options to reduce cost   

28. The Government has a number of options to reduce cost.  Two options discussed in 
previous advice include:  

The application of higher evidential requirements 

29. Previous Treasury advice has favoured higher evidential requirements to more clearly 
place the responsibility for identifying damage and potential insurance claims on 
homeowners.  Our previous advice (T2019/2249 refers), indicated that the EQC prefer 
to assess their properties themselves given the variability in evidence lodged by 
homeowners.   

30.  

31. This sort of restriction would not affect the effectiveness of the policy limiting the risks 
of litigation, but would impact on its effectiveness as a social intervention. Higher cost 
claims (ie. those most likely to progress to litigation) would be more likely to lodge a 
claim.  There may, however, be a social cost if requirements are set too high as lower 
income households would be less reluctant to pay for inspections.  

32. Should you set high evidential requirements we would expect future claims to decline.  
 

Fixed payment caps 

33. A cap on the Government contribution could be used to further limit cost.  Under a cap, 
the Government would pay up to a fixed amount of, for example, $100,000.  

34.  

35. Other claims may exist elsewhere.  Our discussions with the Greater Christchurch 
Claims Resolution Service (GCCRS) suggest that they have around 200-300 on-sold 
claims 

 

[34]

[34]

[27]
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36. A key issue with confidential case-by-case out of court settlements is that the home 
owners that are more wealthy (or those funded by litigation funders) are most likely to 
receive compensation. The EQC’s more vulnerable clients would be disadvantaged.  

37.  The ex-gratia payment has been structured as an opt-in alternative to litigation:   

• A cap on the Crown’s contribution would provide a very basic form of emergency 
support to the EQC’s more vulnerable clients that are unable to afford legal 
representation.   

• The owners with more substantive damage would likely elect to go to Court.

38. If you cap the contribution at $100,000 cap then for 1700 claims the upper bound on 
our cost estimates would be $170 million.  

Partial cost sharing arrangements   

39. A final option would be to announce a cost sharing arrangement, whereby the Crown 
pays a percentage of the cost.  

40. While a discount was applied with respect to repairs to leaky homes, the Crown’s 
specific liability was determined by the Courts. The different nature of building and 
assessment related liabilities suggests this is a less viable option in this context.  

Budget allowances 

41. You met with the Treasury on 31 July 2019 and indicated that you would like to 
recognise the cost of this policy outside of budget allowances.  The cost is uncertain as 
no data exists to estimate the extent of the problem.  

42. Our previous report provided advice recognising this uncertainty around the cost of the 
policy (T2019/2249) but did not provide this option to manage the fiscal impacts outside 
of Budget 2020 allowances.   

43. The attached Cabinet paper has been drafted to recommend that this cost be managed 
outside budget allowance.   We have included an amended recommendation in this 
report to allow you to formally indicate your preference. 

 

[34], [38]
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