
 

1 The Terrace 
PO Box 3724  
Wellington 6140 
New Zealand  

tel.  +64-4-472-2733 
 
https://treasury.govt.nz 

Reference: 20200306 
 
 
8 October 2020 
 
 

 
Dear
 
Thank you for your Official Information Act request, received on 27 August 2020.  You 
requested the following: 
 

I had inferred from the very timely response that we received from the Minister to 
our letter of 24th June, that the Minister would want you to give advice as to 
whether EQC cover should be extended to commercial property. 
 
Can you please provide me with a copy of any correspondence that you have 
sent to the Minister in relation to this matter. 
 

Information being released 

Please find enclosed the following documents: 
 

Item Date Document Description Decision 

1.  14 May 2019 T2019/1337 - Information for your 
Meeting with Insurers on 16 May 
2019 

Released in part 

2.  18 June 2020 T2020/1766 - Future EQC Policy 
Work: Updated Scope and Timing 
for a Review of EQC Scheme and 
Act 

Released in part 

3.  30 July 2020 T2020/2370 - Confirming 
Objectives and Scope of Review of 
EQC Act 

Released in part 

 
I have decided to release the relevant parts of the documents listed above, subject to 
information being withheld under one or more of the following sections of the Official 
Information Act, as applicable: 

• section 9(2)(g)(ii) – to maintain the effective conduct of public affairs through 
protecting ministers, members of government organisations, officers and 
employees from improper pressure or harassment, 

s9(2)(a)

s9(2)(a)
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• section 9(2)(f)(iv) – to maintain the current constitutional conventions protecting 
the confidentiality of advice tendered by Ministers and officials, 

• section 9(2)(b)(ii) – to protect the commercial position of the person who supplied 
the information, or who is the subject of the information, 

• section 9(2)(ba)(i) – to protect information which is subject to an obligation of 
confidence or which any person has been or could be compelled to provide under 
the authority of any enactment, where the making available of the information 
would be likely to prejudice the supply of similar information, or information from 
the same source, and it is in the public interest that such information should 
continue to be supplied, 

• section 9(2)(k) – to prevent the disclosure of information for improper gain or 
improper advantage. 

 
Direct dial phone numbers of officials have been redacted under section 9(2)(k) in 
order to reduce the possibility of staff being exposed to phishing and other scams.  This 
is because information released under the OIA may end up in the public domain. 
 
Information publicly available 

The following information is also covered by your request and will be made publicly 
available on the Treasury website in the near future: 
 

Item Date Document Description Website Address 

1.  December 2019 DEV-19-SUB-0332 - Property 
Insurance Markets: Options for 
Further Work 

https://www.treasury.govt.nz/pub
lications/information-
release/finance-portfolio-
cabinet-material  

 
Accordingly, I have refused your request for the documents listed in the above table 
under section 18(d) of the Official Information Act: 
 

• the information requested is or will soon be publicly available. 
 
Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 
This reply addresses the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  
 
Yours sincerely 
 
 
 
 
 
 
Helen McDonald 
Manager, Earthquake Commission Policy Team 
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Treasury Report:  Information for your Meeting with Insurers on 16 May 
2019 

Date:   14 May 2019  Report No: T2019/1337 

File Number: SH-11-4-3-2-1 

Action Sought 

  Action Sought  Deadline  

Hon Grant Robertson 
Minister of Finance 

Note the proposed talking points for your meeting with insurers 
on recent pricing and access issues in property insurance 
markets. 

Direct the Treasury to brief you on a work programme to explore 
intervention options for improving insurance affordability and 
access by early June 2019. 

Refer this briefing to the Minister Responsible for the Earthquake 
Commission, the Minister for Local Government, the Minister for 
Building and Construction, the Minister of Commerce and 
Consumer Affairs, and the Minister of Climate Change. 

16 May 2019 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Sam Thornton Senior Policy Analyst, Financial 
Markets 

 

Robbie Taylor Team Leader, Financial 
Markets 

 

Actions for the Minister’s Office Staff  

Return the signed report to the Treasury. 

Refer this briefing to the Minister Responsible for the Earthquake Commission, the Minister for Local 
Government, the Minister for Building and Construction, the Minister of Commerce and Consumer Affairs, 
and the Minister of Climate Change.  
 

Note any 
feedback on 
the quality of 
the report 

 

 

 
Enclosure:   No

s9(2)(k) s9(2)(g)(ii)
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Treasury Report: Information for your meeting with insurers on 16 
May 2019 

Executive Summary 

You are meeting with the chief executives of key property insurers in New Zealand and the 
Insurance Council of New Zealand (ICNZ) on 16 May 2019 to discuss recent reports of 
premium increases for property insurance and insurers’ being more selective about where 
and to whom they offer insurance. The meeting is an opportunity for insurers to explain 
current trends in the property insurance market. 

New Zealand property insurance markets are undergoing a period of change. There appear 
to be significant price increases in some areas and for certain property types. There is no 
comprehensive information on the size and extent of the changes. The drivers of change 
may be some combination of greater use of risk-based pricing by insurers (ie. less cross-
subsidisation between higher and lower risk properties), higher modelled or perceived risk, 
insurers’ preferences for diversified portfolios and competition dynamics in the property 
insurance market.  

The trends in property insurance markets towards more granular pricing based on risk and 
potentially more selective coverage based on geography and dwelling type could reduce the 
effectiveness of insurance at managing the cost and impact of natural hazards. Affordable 
and widely-held property insurance helps manage the social and economic costs for property 
owners, and potentially fiscal costs for the government if called upon, in the event of a 
natural disaster. However, insurance pricing that better reflects risk could improve incentives 
to mitigate risk over time.  

The Government has a broad range of options for improving insurance affordability. The 
underlying issue is how public policy can help to manage the optimal level of risk exposure. It 
requires significant trade-offs between present and future costs, and decisions about how to 
allocate costs between society and private property owners. This is a long-standing 
challenge that cuts across many aspects of government policy. 

To inform decisions on other interventions, the Treasury needs to gain a better 
understanding of the scale, extent and cause of insurer pricing and selection behaviour. 

The upcoming review of the Earthquake Commission (EQC) Act is an opportunity to consider 
a range of interventions. The Government already makes a significant intervention in the 
residential property insurance market through EQC to keep take-up rates of natural disaster 
insurance coverage for residential properties high.  
 
The Treasury will brief you the Minister Responsible for the Earthquake Commission in early 
June 2019 on a work programme to explore intervention options for improving insurance 
affordability and access by early June 2019. 
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Recommended Action 

We recommend that you: 
 
a note the list of proposed talking points for your 16 May 2019 meeting with insurers on 

recent pricing and access issues in property insurance markets. 
 
b note that there are a number of work programmes underway across government that 

affect or relate to natural hazard risk and property insurance affordability and access. 
 
c note that the Government has a broad range of options for improving insurance 

affordability, but the Treasury needs to gain a better understanding of the scale, extent 
and cause of insurance pricing and access trends to ensure the options will be 
effective. 

 
d direct the Treasury to brief you on a work programme to explore intervention options for 

improving insurance affordability and access by early June 2019, including any 
linkages with the EQC Inquiry and the Review of the EQC Act. 

 
 Agree/disagree. 
 
e refer this briefing to the Minister Responsible for the Earthquake Commission, the 

Minister for Local Government, the Minister for Building and Construction, the Minister 
of Commerce and Consumer Affairs, and the Minister of Climate Change. 

 
 Refer/not referred. 
 
 
 
 
 
Robbie Taylor 
Team Leader, Financial Markets 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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Treasury Report: Information for your Meeting with Insurers on 16 
May 2019 

Purpose of Report 

1. You are meeting with the chief executives of key property insurers in New Zealand and 
the Insurance Council of New Zealand (ICNZ) on 16 May 2019 to discuss recent issues 
arising from insurer pricing and selection behaviour. The meeting is an opportunity to 
seek an explanation from insurers about general pricing and customer selection (ie. 
insurers decisions about where and to whom to offer insurance) in the insurance 
industry. Proposed questions for you to ask insurers are set out in Annex 1. 
Biographies of the meeting attendees are in Annex 2.  

2. In the meeting competing insurers will be careful to avoid breaching the Commerce Act 
1986 prohibitions regarding cartels. To assist that, we suggest you avoid discussing 
about how individual insurers set prices, compete or target groups of customers or 
geographical areas. In addition, some information in this briefing has been provided to 
us by insurers on a commercial-in-confidence basis. We have flagged the commercial-
in-confidence sections throughout this briefing.  

3. This briefing provides background information for the meeting in the following key 
sections: 

Section A: Overview of the New Zealand property insurance market and an 
update on what we know about the recent changes to property insurance 
pricing and access, including any possible contributing factors. 

Section B: The role of EQC in the New Zealand residential property insurance 
market, including the purpose and function of the EQC cap. 

Section C: Broad options available to the Government to improve the 
affordability of, and access to, property insurance. 

Section D: Proposed next steps, including briefing you and the Minister 
Responsible for the Earthquake Commission on a draft work programme 
addressing property insurance affordability and access issues, and 
recommendations for lead Ministers and broader Ministerial coordination 
on insurance matters. 

4. Supplementary information that you requested is annexed to this briefing. It includes:  

• Annex 3: Information on the insurance broker market. 

• Annex 4: Further information on the role and purpose of EQC. 

• Annex 5: Work currently underway across government that affects or relates to 
property insurance pricing and insurer selection. 

• Annex 6: Information on specific matters relating to insurance for multi-unit 
dwellings, including the requirements of the Unit Titles Act and the application of 
EQC cover. 

• Annex 7: Advice on regulating insurance advocates. 
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Section A: Update on New Zealand property insurance markets 

The focus of this report is on consumer (residential) and commercial property 
insurance 

5. The insurance market has a range of different segments, as shown in Table 1 below. 
This report focuses on consumer and commercial property insurance. The insurance 
market for multi-unit buildings (apartments) has features of both the consumer and 
commercial insurance markets. 

Table 1:  Insurance market and product type 

 Consumer insurance markets Commercial insurance markets 
Building insurance 
 

Home insurance 
 

Business/commercial building insurance

Multi-unit & multi-use building insurance
Other property insurance Vehicle insurance

Contents insurance 
Commercial vehicle insurance 
Insurance for other commercial assets (eg. 
ships, aircraft) 
Local government infrastructure insurance

Other non-property 
insurance 

Travel insurance 
Income protection insurance 
Life insurance 
Health insurance

Professional liability insurance 
Business interruption insurance 

New Zealand’s property insurance market is concentrated in three main insurers 

6. Three main insurers cover a significant proportion of the New Zealand consumer 
market for property insurance. We do not have information on regional market share 
(ie. whether certain insurers have a high exposure to certain regions such as 
Wellington, compared to their overall New Zealand market share). 

Table 2:  Insurance firms’ consumer property market share  

Insurer Brands and partners Ownership 

IAG State, AMI, Lumley, and NZI  
Underwrites insurance sold 
through ASB, BNZ, and 
Westpac. 

IAG is a subsidiary of Insurance 
Australia Group, which is one of 
the top 20 listed companies in 
Australia by market 
capitalisation. 

Suncorp Vero, AA Insurance 
(partnership with AA) 
Underwrites insurance sold 
through ANZ. 

Suncorp Group is an Australian-
based finance, insurance, 
superannuation and banking. It 
is one of Australia’s largest 
general insurers. 

Tower 
Insurance 

Tower Insurance 
Underwrites insurance sold 
through TSB Bank. 

Tower is New Zealand-based, 
and is listed on the ASX and 
NZX.  

FMG FMG - focusing on insurance 
offerings for farmers (including 
residential house insurance). 

New Zealand-based mutual. 

MAS (Medical 
Assurance 
Society) 

MAS - focusing on insurance 
offerings for medical 
professionals (including 
residential house insurance).

Zealand-based mutual. 

Ando Ando 
Underwrites insurance sold 
through Kiwibank. 

Ando is jointly owned by Hollard 
(an international insurance 
company) and the Ando 
management team. 

s9(2)(ba)(i)

 s9(2)(ba)(i), s9(2)(b)(ii)
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Youi New 
Zealand 

Youi  Majority owned by OUTsurance, 
a South African insurer holding 
company. OUTsurance also 
owns Youi Australia 

 
7. In the commercial property insurance market, there are a number of international 

insurers including QBE and Allianz. Large commercial businesses can also access 
insurance offshore (eg. through the London market) when consumers cannot.  

8. A large proportion of property insurance policies are sold through brokers. More 
information on the broker market and brokers’ arrangements with insurers is in Annex 
3. 

Prices are increasing for residential property insurance 

9. Based on our conversations with insurers and anecdotal reports, premium increases 
for residential house insurance are likely to be significant in some areas. However, we 
have limited information about the size and distribution of premium increases.  

10. 

11. These recent changes come after substantial increases in dwelling insurance 
premiums over the past ten years (as measured by the Consumer Price Index), 
including two periods of rapid growth following the Canterbury earthquakes and 
Kaikoura 2016 earthquake. Construction cost inflation and EQC levy increases will 
have contributed. There may also be substantial regional variation.  

Figure 1:  Insurance price indices 

 
Insurers are being more selective about the residential properties they insure 

12. Anecdotal reports suggest some property owners are having difficulty obtaining 
property insurance in the Wellington region. Insurers have told us that the ‘moratorium’ 
on issuing new insurance policies in areas affected by the 2016 Kaikoura earthquake 
has ended. The Insurance Council of New Zealand (ICNZ) reports that their members 
who provide house and contents insurance are not withdrawing from or reducing their 
exposure to the Wellington market.

 s9(2)(ba)(i), s9(2)(b)(ii)

s9(2)(ba)(i)

s9(2)(ba)(i)
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Contents insurance  

13. EQC will no longer provide contents insurance (currently up to $20,000 per event) from 
July 2019. This change was made in the recent Earthquake Commission Amendment 
Act. Compared to house insurance, there is not a clear public policy interest in the 
provision of contents insurance. Instead, contents claims strains EQC’s ability to cope 
with major disasters, and private insurers had indicated that they would continue to 
offer adequate cover for residential contents after EQC withdraws from the market. 

14. Insurers have consistently supported EQC exiting contents, and have not expressed 
any concerns to Ministers or officials regarding this change.1 

15. 

Several factors could be contributing to insurer pricing and selection changes 

Greater use of risk-based pricing 

18. Full risk-rating implies that insurers are charging a premium that fully accounts for 
known risks, and does not include any deliberate cross-subsidisation (risk that is priced 
equally across a broad group of insured is referred to as ‘community rating’).  

19. Insurers we have spoken to have generally described the move to greater risk-based 
pricing as a reduction in cross-subsidisation between higher and lower risk areas. We 
understand earthquake risk is a major component of the current pricing changes. We 
do not know the extent to which other perils are already factored into insurance 

 
1 The ICNZ submission on the EQC Bill states in part: “ICNZ supports the removal of contents cover (ie. the repeal of section 20 

of the EQC Act). The private insurance market will be able to cover this additional risk and removing EQC from dealing with 
any contents claims removes potential frictional cost and duplication of effort and resources between EQC and private 
insurers.” 

s9(2)(ba)(i)

9(2)(b)(ii)

s9(2)(ba)(i)
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premiums. Further investigation is needed around which risk models insurers are using 
compared to those used by EQC for risk pricing, and what factors are underpinning 
those models. 

20. Risk-based pricing is common in insurance markets, and has been standard practice in 
New Zealand for decades. However, insurers have indicated there has always been 
some degree of cross-subsidisation between higher and lower-risk customers. We are 
not able to verify this as no information is available on a systemic basis.  

21. While these pricing trends have been accelerated by Tower’s April 2018 
announcement that it is moving to full risk-based pricing, we understand most insurers 
were already moving in this direction, reportedly due to improved data and risk 
modelling that helps identify more granular risks.  

Higher risk and reinsurance costs 

22. Higher risk, and the associated reinsurance costs, may be contributing to the pricing 
and selection changes. Feedback from EQC’s discussions with reinsurers indicates 
there is capacity and appetite from reinsurance markets for New Zealand risk.  

• At least one loss modelling company has increased the earthquake risk for               
New Zealand. The Insurance Council has reported that risk modelling company 
Risk Management Solutions (RMS), in its first revision of the New Zealand 
seismic model since the Canterbury series identified a 30 percent increase in 
average annual loss across New Zealand due to earthquakes. The impact of the 
RMS model changes at the property level will vary significantly to the average. In 
addition, the impact on the private insurance component of an insurance policy 
could be orders of magnitude greater than the average 30 percent increase 
(because EQC take the first loss, the residual could have increased significantly).  

• Insurers are required to hold more capital or reinsurance. As a direct result 
of the Canterbury earthquakes, the Reserve Bank of New Zealand (RBNZ) 
issued new regulatory requirements for locally incorporated insurers (eg. IAG, 
Vero/AA, Tower), effective from 2016. The requirements do not apply to insurers 
with New Zealand branches (eg. QBE, Allianz). The requirement is for insurers to 
have sufficient capital reserves to meet a 1 in 1000 year insured event in New 
Zealand as compared to a 1 in 500 year event prior to these events. However, 
while the solvency standard had a transition period for catastrophe reinsurance, 
insurers that already had cover for 1 in 1000 were required to maintain it.  At 
licensing in 2013 all except two insurers said they were already at the 1 in 1000 
reinsurance cover level. This suggests the new requirements are not necessarily 
driving recent trends in insurance pricing.  

Competition dynamics 

23. Competition dynamics in insurance markets are important. Property insurance, as 
identified by the Commerce Commission in 2017, has a number of features that make it 
vulnerable to anti-competitive behaviour (including asymmetry of information and 
prices, signalling activity, concentration of the market, and incentives to coordinate). 
Insurers’ apparent limited appetite, demonstrated by insurers’ behaviour, to grow 
market share of the Wellington property insurance market may increase the risk of poor 
competition in that market. However, where insurers are making greater efforts to 
idenfity profitable customers (and reduce cross-subsidisation), this may reflect a more 
competitive insurance market (but this would mean we should see downward pressure 

s9(2)(ba)(i)

9(2)(b)(ii)

 

 

 

202000306 TOIA Binder
Page 8 of 53



COMMERCIAL-IN-CONFIDENCE 

T2019/1337 : Treasury Report: Information for your Meeting with Insurers on 16 May 2019 Page 9 

COMMERCIAL-IN-CONFIDENCE 

on insurance prices in lower-risk areas, which insurers have indicated is happening in 
Auckland).  

What are the implications from changes to insurance pricing and selection? 

24. New Zealand’s insurance market is starting from a position of very high levels of 
property insurance coverage. However, higher insurance prices could reduce 
insurance penetration, or the quality of insurance (eg. higher excesses, lower fixed-
sum insurance levels, and/or greater use of exclusions). This could: 

• reduce the effectiveness of insurance markets (and EQC) at managing:  

o property-owners distress and loss in the event of a natural disaster; and  

o the fiscal risk to the Crown associated with private property damage in 
natural disasters. 

• reduce the contribution insurance markets make to economic growth 
opportunities in New Zealand (eg. reduce investment in housing, apartments, and 
commercial properties, banks require insurance coverage to lend). 

25. In general, greater use of risk-based pricing is a rational commercial decision by 
insurers. Insurance pricing that better reflects the underlying risks could improve 
incentives to mitigate risks over time. However, the impact on incentives may be limited 
because insurance generally only prices currently known risk for a 12 month horizon 
(the standard term of a property insurance contract) and it is difficult to change the 
existing build environment where new insurance pricing is unanticipated by property 
owners.  

26. The underlying issue is how public policy can help to manage the optimal level of risk 
exposure. It requires significant trade-offs between present and future costs, and 
decisions about how to allocate costs between society and private property owners. 
This is a long-standing challenge that cuts across many aspects of government policy. 

Section B: The role of EQC in the New Zealand property insurance market 

EQC’s purpose is to maintain affordability and coverage in the residential insurance 
market  

27. The policy rationale for EQC is to keep take-up rates of natural disaster insurance 
coverage for residential properties high (in New Zealand this is around 90 percent, one 
of the highest coverage levels in the world). Doing so greatly improves the resilience of 
New Zealand communities against the financial and housing losses that natural 
disasters can inflict.   

28. The presence of pervasive disaster insurance also protects the Government from the 
fiscal and policy risks created by ad-hoc assistance and gives homeowners greater 
certainty of their entitlements. The EQC scheme achieves very high coverage for 
residential properties by having a flat-rate, ie. the same low premiums nation-wide, 
regardless of specific area risk to natural disasters.  

29. The collective impact of this is to protect homeowners, insurers and the government 
against a range of large financial, housing and policy risks associated with natural 
disasters. Without the EQC scheme many homeowners would be under-insured or 
uninsured against catastrophic risks. The experience elsewhere in the world is that in 
these cases governments provide ad hoc assistance to homeowners after natural 
disasters, creating risks and uncertainties for homeowners, insurers, and government.   
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30. The EQC cap is the primary mechanism for achieving this. It splits the share of the risk 
between government and private insurers. Government passed the Earthquake 
Commission Amendment Bill in 2019 to lift the EQC cap from $100,000 to $150,000 (+ 
GST), and removed contents insurance from EQC which is now covered by private 
insurers. By taking on the bulk of the disaster risk, the scheme indirectly supports the 
provision of top-up disaster insurance   (ie. insurance beyond the EQC monetary cap) 
by private insurers.  

How EQC works 

31. As first insurer, EQC pays for the damage costs (less the excess) up to a $100,000 cap 
(excluding GST) for residential building damage and $20,000 (excluding GST) for 
residential contents.  All of these caps are on a per event basis. The homeowner’s 
private dwelling insurer (second insurer) covers the value of the claim above the cap, 
up to the sum-insured or replacement cost of the building, and less any private insurer 
excess if applicable, depending on the particular policy terms. 

32. From 1 July 2019, the cap will increase to $150,000 (excluding GST) and contents 
cover will be removed from EQC. The increase in the residential building cap will take 
effect as home owners policies are taken out or renewed over the twelve months from 
1 July 2019.  

33. Land cover is more complex but primarily relates to land within eight metres of an 
insured dwelling, including site works and access ways, and certain structures such as 
retaining walls, bridges and culverts within a specified distance of the dwelling (whose 
indemnity value is added to the limit of the cover). The land cover caps are site-
specific, determined by the value of the damaged land.   

34. More information on the EQC scheme is included in Annex 4. 

Section C: Options for improving insurance affordability 

35. The trends in property insurance markets towards more granular pricing based on risk 
and potentially more selective coverage based on geography and dwelling type could 
reduce the effectiveness of insurance at managing the cost and impact of natural 
hazards. The Treasury considers that this is an important public policy issue.  

The Government has a broad range of options for improving insurance affordability 

36. If the policy goal is to make natural hazard property insurance more affordable and 
widely held, any successful intervention must increase either or both the supply of, and 
demand for, natural hazard property insurance. The categories of options below are 
adopted from the 2018 OECD report on the financial management of earthquake risk.    

Boosting insurance supply 

37. Broadly, there are four ways in which governments can increase the supply of 
insurance: 

Option How it improves insurance affordability New Zealand responses / actions 

Direct government provision of 
insurance or reinsurance 

Improves affordability by transferring 
risk to the Crown and spreading the cost 
of insurance across a broader group of 
insureds (with no profit margin to 
compensate for the risks).  

EQC. 

Insurer compulsion or regulation, 
specifying aspects of the 

Improves affordability for higher-risk 
properties by transferring risk to insurers 

New Zealand does not require 
compulsory provision of 
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coverage or terms of private 
insurance policies 

(likely at below actuarial cost if it 
includes premium caps) who may 
recover some or all of the cost of 
insuring higher-risk properties from 
other insured customers. 

insurance cover but there are 
consumer protections (eg 
insurance contract law) which 
have a similar effect for matters 
of detail.  

Better understanding and 
management of the risk 

Improves affordability for properties 
which are found to be lower-risk than 
previously believed, and properties for 
which adaption measures have reduced 
the long-term probability of loss from 
natural hazards. 

Measures include funding hazard 
research, (which reduces 
uncertainty, but can increase or 
decrease perceived risk), and 
better management of underlying 
hazards eg. through research on 
building performance, stronger 
building codes, land planning 
rules, and flood protection 
works.2 

Improving the broader business 
environment 

Improves affordability by reducing 
insurers’ costs and promoting 
competition in insurance markets. 

Through measures such as 
providing an enabling business, 
legal and regulatory environment. 

 
Boosting insurance demand 

38. There are also four ways in which governments can increase the demand for 
insurance: 

Option How it improves insurance affordability Examples 

Financial support to take out 
insurance 

Improves affordability for higher-risk 
properties (and reduces affordability for 
lower-risk properties) if it shares risk 
across all property owners through flat-
rate pricing structures (eg. EQC). 

EQC flat-rate pricing can be 
viewed as financial support for 
policyholders exposed to above-
average risks. 

Buyer compulsion Impact on affordability depends on how 
granular the price is. 

Compulsory attachment of 
government cover (EQC) to 
private cover.  

Better policyholder/ homeowner 
understanding and management 
of risk  

Can support more resilient buildings and 
therefore reduce expected claims. 

EQC’s research and education. 

Improving the broader insurance 
consumer environment 

Effective competition regulation and 
consumer protection can improve 
pricing and attractiveness of insurance 
to consumers. 

Legislative frameworks for 
insurance and business 
regulation, consumer protection 
and legal and dispute resolution 
frameworks. 

 
39. As shown in the tables above, the government already intervenes in property insurance 

markets to encourage supply and demand in a number of ways. However, there are a 
number of options for alternative or new interventions that could be explored. 

 
2 In April, the Minister Responsible for the EQC met with reinsurers during her visit to Europe, and among other matters, 
discussed with reinsurers the Government’s programme around New Zealand’s National Science Challenges (NSC) research 
focus. The Minister identified opportunities for the reinsurance sector to link into the New Zealand conversation on climate risk, 
including through participation in the NSC.  This provides a mechanism for new and innovative thinking on how to quantify, 
measure and fund risk management options.  Further information around the NSC will be passed to reinsurers. 

 

 

 

202000306 TOIA Binder
Page 11 of 53



COMMERCIAL-IN-CONFIDENCE 

T2019/1337 : Treasury Report: Information for your Meeting with Insurers on 16 May 2019 Page 12 

COMMERCIAL-IN-CONFIDENCE 

Reducing risk improves insurance accessibility and affordability over the long-term 

40. The management of natural hazard risk and adaptation to climate change will occur 
over the medium and long-term, and this can contribute to insurance accessibility and 
affordability. Annex 5 outlines a number of work programmes underway relating to 
insurance markets and also the broader management of natural hazard risks, including 
risks exacerbated by climate change. However, there may be an opportunity for greater 
coordination and to ensure that the work programme is sufficient as a whole. 

More immediate options to improve insurance affordability 

To inform decisions on other interventions, the Treasury needs to gain a better 
understanding of the scale, extent and cause of insurer pricing and selection behaviour 

41. A possible first step would be for insurers to provide information on the properties they 
insure (eg. the address) to EQC. This would provide information on how many 
properties are insured and not insured across New Zealand and at the local level. 
Insurers have previously been unwilling to provide this information to EQC.

42. We could also explore (with insurers) the feasibility of developing a survey to seek 
more comprehensive information from the main general insurers on premium changes 
(and we could consider re-issuing this every year as a monitoring function).

  

43. We currently do not have enough information to know the scale and extent of property 
insurance price and access changes, or what is driving the changes. Information on the 
causes of the insurance price and selection behaviour is important for assessing the 
effectiveness of any policy response to improve insurance affordability. Broadly 
speaking, the effectiveness of interventions to improve the supply of insurance will 
depend on the whether it addresses the cause of the recent pricing changes, including 
market conditions (eg. competition).  

Increasing public understanding of insurance and risk management to maintain confidence in 
insurance as a product 

44. There is an opportunity for insurers to increase public understanding of insurance and 
risk management (including the risks insurers consider, and how these risks are 
expected to change over time) to maintain confidence in insurance as a product. This 
could improve the ability of consumers to make ex-ante decisions with long-term 
consequences about the risk facing properties without relying on signals from current 
insurance prices.  

45. Overall, recent public commentary on property insurance can create quite an unclear 
and confusing message to property owners about the extent to which insurers are or 
are not willing to provide cover. This uncertainty may undermine public confidence in 
the insurance sector.  

EQC cover backstop for homeowners  

46. The EQC Act permits EQC to provide EQC cover directly to homeowners (dubbed 
“direct EQC cover”).  The EQC Act requires that any direct EQC cover is the same as 
the EQC cover normally provided via attachment to private insurance policies, including 
the EQC monetary caps ($150,000 for building cover from 1 July). 

47. The EQC Act does not prescribe any requirements that customers must meet for EQC 
to issue them direct EQC cover.  The EQC Act does however enable direct EQC cover 
to be issued “upon or subject to such conditions as the Commission thinks fit”.  It is 

s9(2)(b)(ii) and s9(2)(g)(i)

s9(2)(b)(ii) and s9(2)(g)(i)
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current EQC administrative practice to require applicants seeking direct EQC cover to 
demonstrate that they are unable to obtain private insurance.   

48. Therefore the current EQC administrative criteria do not consider affordability of private 
cover, only availability. These administrative criteria would need to be amended before 
EQC would accept the high cost of private cover as qualifying a customer for direct 
EQC cover.  EQC reviews the criteria annually, or more often if required. 

49. If the criteria were extended to include affordability of private cover, the Government 
could inform/educate the public further on the availability of this option. This option may 
be a useful stop-gap while other options for improving insurance affordability are 
explored, but it has serious deficiencies from the perspective of a homeowner. 
Homeowners with direct EQC cover would: 

• not have the full cover that would normally be provided by insurers (ie. they are 
only covered for natural disasters up to the value of the cap); 

• not have cover for non-EQC covered perils (eg no insurance for building fire or 
flood); 

• not satisfy banks’ insurance requirements for mortgage lending; and  

• not have cover for contents from 1 July 2019. 

50. EQC currently provides direct EQC cover for one property. During the first three 
months of 2019, EQC received 18 enquiries for direct EQC cover.  

• 50 percent of the enquiries related to difficulties obtaining insurance due to the 
condition or location of the property, e.g., the property required 
electrical/renovation work or had no current code of compliance. Other factors 
were also reportedly insurers’ policies regarding new customers and inspections 
of rental properties.  

• 30 percent of the enquiries related to concerns about the affordability of existing 
private insurance, including concerns over ongoing premiums increases in the 
years to come. 

• 20 percent of enquiries were regarding the ability to obtain insurance as a result 
of the criminal convictions of people or family members living in the property. 

51. Two of these enquiries have resulted in formal applications which EQC is now 
considering. Some customers did not progress as they realized the amount of cover 
was limited to the EQC cover caps and there would be no protection for fire and theft. 

52. Similarly, we could explore with insurers their willingness to offer private insurance 
cover for some perils (eg. fire), but limit the coverage for EQC-covered perils (eg. 
earthquake) to the EQC cap. Some insurers have indicated that this split model is not 
appealing because it can create difficulties isolating the cause of loss (eg. a fire that 
starts following an earthquake).   

Longer-term options to improve insurance affordability  

The upcoming review of the EQC Act is an opportunity to consider a range of interventions 

53. The current EQC scheme both increases supply and demand of insurance. It increases 
supply directly through EQC, and indirectly by making private top-up cover more 
attractive for insurers to offer, and by funding research that helps insurers and other 
stakeholders understand New Zealand risks and mitigations.  It increases homeowner 
demand for disaster insurance though research and education, the flat-rate pricing 
structure, and the requirement that EQC cover compulsorily attach to fire insurance.  
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This prevents homeowners buying fire cover without buying disaster cover (as is 
common in other countries).  

54. The upcoming review of the EQC Act will be supported by a substantial policy review, 
intended to ensure that the future EQC Act reflects both the lessons from EQC 
operations to date, and positions EQC well for future challenges.  This would include, 
but not be limited to, consideration of issues such as other hazards covered by EQC 
but not tested to any substantial degree to date, such as tsunami and volcano, the 
evolving insurer appetite and pricing for New Zealand disaster cover, and the treatment 
of risks exacerbated by climate change. 

55. This work will include review of, and advice on: 

• the policy rationale/objectives of EQC; 

• alternative intervention options and designs for government-mandated disaster 
insurers and reinsurers (eg. switching EQC from a first loss insurer to reinsurer, 
but this would require some certainty that private insurers would not withdraw 
from some areas); 

• types of property covered by EQC (should the current focus on residential 
buildings and land be retained, or should it be extended to other types of 
property, eg commercial); 

• types of hazards covered by EQC now, and potential changes in hazards 
covered; 

• EQC residential land cover and its interaction with building cover; 

• the (recently increased) monetary cap on building cover; and 

• EQC funding and risk financing policy issues and options. 
s9(2)(f)(iv)

page 15 removed - s9(2)(f)(iv)
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Section D: Proposed next steps 

68. Further work on exploring options for improving insurance affordability will need to be 
progressed in close connection to the EQC Act review. We will brief you and the 
Minister Responsible for the Earthquake Commission on a proposed work programme 
in early June 2019. We will engage an insurance industry expert to review the work 
programme.  

69. We will then develop a paper for the Economic Development Cabinet Committee on 
the work programme for insurance markets.  

Timeframe Actions 

Early June 2019 The Treasury briefs the Minister of Finance and the Minister Responsible for the 
Earthquake Commission on a draft work programme for exploring options to address 
property insurance affordability and access issues. The work programme will incorporate 
existing work underway across government, including the EQC Inquiry and the EQC Act 
Review.  

June 2019 The Treasury drafts a Cabinet paper to inform the Cabinet Economic Development 
Committee of the insurance market issues and the work-programme for the government 
response.  

July 2019 The Minister of Finance and the Minister Responsible for the Earthquake Commission 
take the Cabinet paper to DEV.  

 
Ministerial responsibilities and coordination 

70. There is significant overlap between the Finance, Commerce and Consumer Affairs, 
and Earthquake Commission portfolios on insurance matters, including the recent 
pricing and selection issues. The Treasury is responsible for providing advice on 
insurance markets generally, and for EQC policy advice [DEV-18-MIN-0150 refers].  

71. On insurance matters, we see the following division of insurance-related matters: 

Portfolio Lead areas Examples 

Commerce and 
Consumer Affairs 

Regulation of private insurer 
conduct. 

Regulation of insurance 
contract rules. 

Disputes about claims processes. 

Concerns about insurers being open and honest with 
customers. 

Competition concerns. 

Earthquake 
Commission 

EQC-related issues. Suggestions to expand EQC. 

Monitoring EQC.  

Review of EQC Act. 

s9(2)(b)(ii) and s9(2)(f)(iv)   
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Crown guarantee funding for EQC. 

EQC Readiness strategy for future significant natural 
hazard events 

EQC Resilience strategy and co-ordination with other 
Government agencies 

Customer disputes with EQC (including litigation) 

Other Canterbury earthquake issues. 

Finance Prudential matters. 

Overall functioning of insurance 
markets. 

General trends in insurance markets. 

Concerns about pricing and access to insurance. 

72. A number of other portfolios have an interest in insurance markets, particularly in 
relation to natural hazard management, including: 

• Building and Construction – building standards can help manage/reduce risk. 

• Climate Change – climate change is likely to exacerbate risk to property from 
weather-related events (eg. flood, landslip). 

• Environment – regulatory frameworks for land-use planning can help 
manage/reduce risk. 

• Local Government – local government is responsible for managing natural hazard 
risks and making decisions on land-use. 

• Civil Defence 

73. Given the number of portfolios with an interest in insurance markets, you may wish to 
convene a group of Ministers to discuss the proposed insurance markets work 
programme before taking a paper to Cabinet. 

74. In our view, both the Finance and Earthquake Commission portfolios need to be closely 
involved in leading on insurance matters.  

• The Finance portfolio is central because of the significant social, economic and 
fiscal impact of natural disasters.  

• The Earthquake Commission portfolio is central because a key purpose of EQC 
to maintain insurance affordability and uptake to pre-fund (and make explicit) 
Crown fiscal risk. Accordingly, a key aspect of the future insurance work will be 
the review to consider whether the EQC model is fit-for-purpose, or whether 
alternative insurance market interventions would be more effective.  

Consultation 

75. The Treasury consulted the Reserve Bank, the Ministry of Business, Innovation and 
Employment, the Ministry of Housing and Urban Development, the Financial Markets 
Authority, the Department of Internal Affairs, and the Earthquake Commission on this 
briefing. 
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Annex 1: Proposed talking points and questions for insurers 

Introduction 

• I have invited you here today to explain what is happening in the property insurance 
market. 

• Affordable and widely held property insurance is an important public policy objective 
for:  

o reducing property-owners distress and loss in the event of a natural disaster. 

o managing the fiscal risk to the Crown associated with private property damage in 
natural disasters. 

o facilitating economic growth opportunities in New Zealand (eg. investment in 
housing, apartments, and commercial properties). 

More information is needed on insurance price changes and coverage 

• I acknowledge that insurers have to face commercial realities when pricing risk and 
selecting customers.  

• However, I want to understand what insurers are doing so I can consider the 
Government’s options for how public policy can help to manage the optimal level of risk 
exposure, including: 

o trade-offs between present and future costs. 

o decisions about how to allocate costs between society and private property 
owners. 

• I want to have a more comprehensive information on insurance pricing and coverage 
across New Zealand. I’ve asked the Treasury to work with insurers on to build a better 
picture of insurance pricing and coverage, acknowledging the need to protect 
commercial information. Is the industry willing to work with the Government on this? 

Need for clearer messaging for consumers about risk and insurance pricing 

• Some of the messaging coming from insurers could be clearer about how insurers are 
pricing risk and what insurers see as high risk. Overall, it can be quite an unclear and 
confusing message to property owners about the extent to which insurers are or are 
not willing to provide cover. 

• This uncertainty may undermine public confidence in the insurance sector.   

• How can insurers increase public understanding of insurance and risk management 
and to maintain confidence in insurance as a product?  

o This could improve the ability of consumers to make ex-ante decisions with long-
term consequences about the risk facing properties without relying on signals 
from current insurance prices.  
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o Increasing information about risks to properties (eg. earthquake, storm, and 
flood) may allow property owners to be more informed of the risks and be 
prepared for the insurance prices. 

• Is the insurance industry willing to engage with the Government and the public to 
improve information about risk for property owners? How can we help property owners 
better understand how they can reduce risk for existing properties? 

 
EQC contents cover 

• ICNZ told the select committee considering the EQC Amendment Bill that the private 
insurance market would be able to cover this additional risk, but there are reports 
insurers are limiting offering contents insurance.  

• Is this correct? 

 
EQC model overall 

• EQC covers around 90 percent or more of the exposure to earthquake risk, so why is 
there such a significant pricing and availability response by private insurers? 

• Insurers have asked to be EQC claims agents. The Government could only have 
confidence in this model if the private sector provides access to insurance.  

Competition issues in the insurance sector 

• I’ve heard concerns about whether there is effective competition and choice of insurers 
in Wellington.   

• If insurers are only offering insurance for existing customers, how do consumers have 
choice and how will there be effective competition?  

• How do first home buyers, customers new to Wellington, or new builds get insurance? 

Next steps 

• I have asked the Treasury to develop a work programme to explore options available to 
the government for addressing issues arising from property insurance affordability and 
access. 

• As noted above, I would like the industry to work with the Government on this, including 
providing more comprehensive information on insurance risk, and helping consumers 
understand what is high risk.  

• The Treasury will contact you to discuss further.  
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Annex 2: Attendees for the 16 May 2019 insurance meeting 

Tim Grafton – CEO, ICNZ 

 

Mr Grafton has been CEO of ICNZ since 2012. He was an executive 
director of the market research company UMR Research prior to taking up 
his position with ICNZ.   

Martin Stokes – CEO, Medical Assurance Society (MAS) & President, ICNZ 

 

Mr Stokes is CEO of the MAS Group, a Wellington-based mutual providing 
insurance and wealth management services to professionals.  

Paul Smeaton – CEO, Suncorp New Zealand & Vice-President, ICNZ  

 

Mr Smeaton is the CEO of Suncorp New Zealand, which includes Vero 
and Asteron Life.  He also holds Directorships at Vero Liability Insurance 
New Zealand and AA Insurance Ltd.  

Craig Olsen – CEO, IAG 

 

Mr Olsen has been CEO of IAG since the start of 2016. Previously he was 
Executive General Manager – Direct Insurance New Zealand and prior to 
that he was Executive General Manager – Transformation.  He joined IAG 
in 2000. 
 

Richard Harding – CEO, Tower Insurance 

 

Mr Harding is the CEO of Tower Insurance, New Zealand’s largest locally 
listed general insurer.  Before joining Tower, Mr Harding was the CEO of 
the Territory Insurance Office, Australia’s last government owned insurer 
Territory Insurance Office (TIO) in Darwin.  

Chris Black - CEO, FMG 

 

Mr Black has held the position of CEO at FMG since December 2008. He 
has previously held various General Manager positions at BNZ.  

John Lyon – CEO, Ando 

 

Mr Lyon is CEO of Ando Insurance Group Limited. He represents Hollard 
on ICNZ. Ando is jointly owned by Hollard and the Ando management 
team. Mr Lyon was previously CEO at Lumley NZ. 
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Annex 3: Insurance broker market 

Insurance brokers sell a large proportion of general insurance policies3 

76. General insurance is sold directly by the insurer, or is intermediated by a broker or 
bank. 

. A few general insurers do not distribute through 
brokers – for example, Tower Insurance. Insurers have seen a continued trend towards 
consolidation of the insurance broker market, with more and more independent brokers 
forming broker groups. 

77. We have no reason to believe that the broker market, or broker arrangements with 
insurers, are driving (or able to significantly limit) the current premium increases and 
insurers’ more selectiveness of property to insure.  

Large insurance broking firms are the most significant players 

78. The main players in this market are insurance broking firms (single corporate entities), 
broker groups, which are clusters of independent broker firms formed to gain scale, 
and retail banks which distribute insurance, usually tied to a single insurer for particular 
insurance products. 

79.  
 These include broking firms such as Aon 

(New Zealand’s largest insurance broker), Crombie Lockwood, Rothbury Insurance 
Brokers, and Marsh. 

80. Broker groups are also a significant part of the broker market, and some of the larger 
broking firms are also members of broker groups (eg. Rothbury is a member of 
Steadfast). The main broker groups are: 

• NZbrokers has over 58 broker firms across 120 locations. 
 

• Steadfast has 43 brokers across NZ.  

• Insurance Advisernet has over 40 brokers across NZ. It was part of NZbrokers 
until recently.  

Brokers have various arrangements with insurers.  

81. These include the following: 

• Standard commissions, where the broker’s share comes from the insurance 
premium. This will differ depending on the complexity of the 

All banks have standard 
commission model in place with insurers. Some large brokers have significant 
market power, and can achieve higher commissions than smaller brokers.  

• Override commission for broker groups. In addition to the broker commission, 
a commission is paid to the broker group as a percentage of the premiums, 

 

• Net (zero) commissions, common for corporate clients where insurance brokers 
don’t usually earn commission from these clients. Rebates and fees are more 
common practice for these arrangements.  

 
 
 

s9(2)(ba)(i), s9(2)(b)(ii)

s9(2)(ba)(i), s9(2)(b)(ii)

s9(2)(ba)(i), s9(2)(b)(ii)

s9(2)(ba)(i), s9(2)(b)(ii), s9(2)(f)(iv)

s9(2)(ba)(i), s9(2)(b)(ii)
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• Profit-share arrangements, which are multi-year arrangements with rights of 
renewal/cancellation. These are only available for a handful of schemes, usually 
with industry associations and some banks. These arrangements are disliked by 
insurers due to their complexity.  

• Broker loyalty programmes, which are points-based rewards systems based on 
each premium sold. Rewards are in the form of soft commissions (eg. 
conferences, hospitality). Insurers are in the process of exiting these schemes.  

 

 

 

202000306 TOIA Binder
Page 21 of 53



COMMERCIAL-IN-CONFIDENCE 

T2019/1337 : Treasury Report: Information for your Meeting with Insurers on 16 May 2019 Page 23 

COMMERCIAL-IN-CONFIDENCE 

Annex 4: The role of EQC in the New Zealand property insurance market 

The EQC monetary cap 

82. The $100,000 cap was originally based on EQC cover providing sufficient funds, by 
themselves, to rebuild a modest home.  The thinking at the time appeared to be that 
the government would provide funds to rebuild a modest home, with homeowners 
wanting more cover being expected to find it in the private insurance market.  The 
policy thinking around the increase to $150,000 moved away from this approach.   

83. Treasury’s more recent advice is the policy aim of having a monetary cap on EQC 
cover is to provide just enough EQC cover to result in high take-up rates, on a 
sustainable basis, of private catastrophe insurance by homeowners in high-risk areas. 
A cap that is too low is more damaging than a cap that is too high.  A cap that is too 
high simply misallocates some risk away from insurers to EQC/the Crown, but 
continues to price the risk.  On the other hand, a cap that is too low has real-world 
effects on community resilience and recovery after a disaster; and exposes the Crown 
to political-economy pressures to provide further unplanned and unpriced support to 
homeowners. 

84. Increasing the cap from $100,000 to $150,000 reduces the implicit risk associated with 
natural disaster liability to government, particularly the risk from underinsurance which 
would require government providing further additional ad-hoc funding to homeowners. 
The primary benefit of increasing the cap is to improve affordability of insurance in 
higher risk areas. The cap will be increased to $150,000 from 1 July.  Lifting the cap 
reduces the risks/liability faced by insurers and therefore the premiums that insurers 
would otherwise charge to provide top-up cover.  

85. Deciding on the value of the cap is a judgement call, taking into account the insurance 
market’s capacity to continue to offer affordable cover, the additional post-quake risks 
faced by government, including the possible calls on government to assist in covering 
private losses.  

86. 

87. However, the effects of changes to the EQC cap will vary by the severity of an event, 
which means the impacts on insurers’ need for reinsurance will differ (this could be 
higher or lower).  Further, there is a wide range of outcomes at the property level which 
feeds into pricing and underwriting.  For example, a high value dwelling, in a high risk 
location, and with high vulnerability (eg old, brick, land characteristics) could have 
limited reduction in risk for the private insurer arising from the EQC change; whereas a 
lower value dwelling, in a low risk location, and with low vulnerability could have a 
considerably higher reduction in risk for the private insurer.  It appears that current 
decisions insurers are making relating to risk appetite (eg. reinsurance purchases, 
pricing & underwriting/availability) are being driven by affecting properties at the higher 
risk end of the spectrum. 

 

 

s9(2)(ba)(i), s9(2)(f)(iv)
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Alternative options considered for the EQC cap 

88. Among the other options considered as part of the work undertaken for the Review of 
the EQC Act, and the 2017 decision to increase EQC’s premiums to 20 cents per $100 
of cover, significant internal and external modelling was undertaken by EQC to 
estimate the impact of different configurations of EQC’s cover.  This included changes 
to both the scheme’s coverage (eg. removal of contents and changes to the 
configuration of land cover) as well as changes to the scheme’s caps (particularly the 
building cap).  Table 3 was provided to the EQC Board in November 2016 and formed 
the basis of discussions with Treasury and Ministers on the decision to increase EQC’s 
premiums in November 2017, forming part of the 2017 Budget. 

 

Table 3:  EQC’s expected losses and break even premiums at different levels of building cap cover 

 
 Current Cover 

$100,000 building  
$20,000 contents 

Amendment Act Cover  
from 1 July 2019  
$150,000 building 
No contents cover 

Discussion Document 
$200,000 Siteworks 
(combined land and 

building cover) 
No contents cover

Average Annual Loss by 
Peril ($m) 

$305 m $329 m $367 m 

Premium Pool to cover 
perils and operating costs 
($m) 

$447 m $485 m  $532 m  

Premium Rate  
(cents/$100 of cover)

23 cents 20 cents 18 cents 

Current EQC premium
($ incl GST) 

$207 $207 $207 

Potential Premium  
($ incl GST) 

$299 $345 $391 

Source: Earthquake Commission: A Risk-based Premium Framework for EQCover, Aon Benfield and Taylor Fry, November 2016 
and EQC estimates 

 

89. This analysis was included as part of the work undertaken by Treasury and EQC to 
support the Select Committee’s consideration of the EQC Amendment Bill in 2018.  
One issue that the Select Committee sought information on was the expected impact of 
changes in the EQC cap on the proportion of claims expected to fall below the then 
proposed cap of $150,000 (plus GST). The distributional impacts are shown below in 
Table 4.  While technical analysis can inform what the cap should be, in the end this is 
a political decision given the distributional impacts that changes in the cap can have. 

 
Table 4: Modelling the distribution of claims from a Wellington event 

  Expected EQC Claims 

Band $  Claims 
Percent of 
claims 

Up to 100k 137,405 90% 

100k - 150k 7,547 5% 

150k - 200k 3,549 2% 

200k+ 4,511 3% 

Total 153,012 100% 

Note: the band values include the claims excess 
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Testing the price elasticity of demand for residential insurance  

90. The Government has a significant interest in maintaining a high level of residential 
insurance penetration.  As part of the work previously undertaken on premium 
increases, EQC commissioned work on the elasticity of residential insurance in New 
Zealand.   

91. The 2016 findings, drawing on both New Zealand data and comparable international 
jurisdictions, concluded that demand for residential insurance is relatively inelastic to 
modest pricing changes.  For example, a 1 percent increase in household premiums 
could lead to a 0.06 percent reduction in final demand (ie. an 8 cent increase in the 
EQC levy, absent any other changes, could result in an additional 8,800 residential 
dwellings being uninsured). 

92. Increases to the EQC cap could also have an impact on final residential demand for 
insurance if the price impacts of EQC cap increases were not off-set by reductions in 
private insurance premiums to recognise the Crown’s assumption of further risk.   

Insurers preferred cap option 

93. The 2015 discussion document on changes to the EQC Act sought public feedback on 
raising the EQC building cap to $150,000 or $200,000 (+GST). Insurers and ICNZ 
preferred the $150,000 cap option, and EQC exiting contents cover, which insurers 
said they would be able to provide in their contents policies. An increase to $150,000 
cap led to the smaller increase in explicit fiscal risks for the Government and the larger 
private insurer contribution to future claims. At the time, insurers told Treasury that 
private premiums in higher risk areas were likely to rise over time, as insurer risk 
models became increasingly sophisticated and competitive pressures led insurers to 
adopt increasingly granulised, individual risk based pricing.  

94. Due to the EQC scheme’s flat-rate pricing, this improves affordability for homeowners 
in high risk areas and is therefore likely to better maintain the high levels of homeowner 
take-up of natural disaster insurance, which is central to the scheme. However, a 
higher cap reduces the size of the premium pool for private insurers and the threshold 
at which they might be willing to continue participating in the market. Given the clear 
willingness by private insurers to continue insuring earthquake risks that insurers’ 
preference for the lower cap of $150,000 signalled, this was chosen as it appeared 
sufficient to maintain the current EQC, public/private model for covering natural 
disaster insurance.  

How can the cap be changed? 

95. The $150,000 cap can be changed by changing the EQC Act, or by regulations made 
under the s.18 of the EQC Act.  A change needs to provide sufficient lead time for 
insurers and EQC to make the necessary changes to customer systems and 
reinsurance contracts (the latter as a change in the cap changes the portfolio risks of 
insurers and EQC).  In 2018 Treasury consulted insurers on transitional issues arising 
from the now-enacted proposals that EQC exit contents and increase the building cap.   
Those consultations would suggest insurers would require at least six months lead-time 
to change the building cap, quite possibly longer, and the impacts on any new change 
on the current 1 July 2019 to 1 July 2020 transition would also need to be worked 
through. 
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Annex 5: Work currently underway across government that affects or relates to 
property insurance pricing and access to insurance 

Across government, there are a number of work programmes underway that affect or 
relate to property insurance pricing and access to insurance 

The Public Inquiry into the Earthquake Commission and the EQC Review 

96. The Public Inquiry into the Earthquake Commission (the Inquiry) was established in 
late 2018, with Dame Silvia Cartwright as the Chair. The Inquiry's purpose is to 
consider and learn the lessons from the Canterbury earthquakes, and ensure that the 
EQC has the appropriate policies and operating structures in place to ensure improved 
claims management experiences in the future. The Inquiry is currently receiving public 
submissions, with public consultation closing on 26 May 2019. A final report with 
recommendations is expected to be completed by early 2020. 

97. A comprehensive review of the Earthquake Commission Act 1993 (the EQC Act) will 
commence in 2019 to ensure the efficacy, availability, and long term sustainability of 
disaster insurance for New Zealand. The review will be informed by the findings of the 
Inquiry, and will consider the impact of changes in the availability and pricing of private 
insurance, to ensure the EQC Act remains fit for purpose.  The timeline is initial policy 
development in 2019/20, and public consultation in 2020 following the final report of the 
Inquiry, to enable legislation to be introduced in 2021. 

Conduct of financial institutions review 

98. The Ministry of Business, Innovation and Employment (MBIE) is currently consulting on 
an options paper containing proposals to better regulate the conduct of financial 
institutions. This follows the Reserve Bank of New Zealand and the Financial Market 
Authority’s review of the conduct and culture of banks and life insurers. While the 
review did not find widespread conduct and culture issues, it highlighted failings in how 
conduct risk is managed in both the banking and insurance sectors. This work parallels 
the Australian Royal Commission into Misconduct in the Banking, Superannuation and 
Financial Services Industry, which released its final report in February 2019.  

99. Options proposed in the paper include overarching duties on institutions (such as 
considering the customer’s interests), restrictions on the most problematic kinds of 
commissions, strong penalties and enforcement, executive accountability, and options 
for insurance claims management that have been informed by the Christchurch and 
Kaikōura earthquake experiences. 

100. Consultation ends on 7 June 2019, and the Minister of Commerce and Consumer 
Affairs will then take policy proposals to Cabinet later in 2019.  

Review of insurance contract law 

101. MBIE is also consulting on an options paper to address problems related to the 
consumer’s duty of disclosure when entering into a contract for insurance, unfair 
contract terms, and the difficulty consumers face in reading and comparing insurance 
policies. 

102. Consultation ends on 28 June 2019. Following that, the Minister of Commerce and 
Consumer Affairs will take policy proposals to Cabinet, with a view to introducing 
legislation to Parliament in mid-2020. 
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Managing natural hazard risk and adapting to climate change can contribute to 
insurance accessibility and affordability   

103. New Zealand has a high exposure to natural hazards, and much of the built 
environment is located in areas with high natural hazard exposure. Climate change will 
exacerbate existing risks by increasing both the frequency, and intensity, of hazards. 
Intensification and expansion of development, among other drivers, is also increasing 
New Zealand’s exposure to natural hazard events. 

104. Government policy can affect the incidence and extent of risk, including through 
adaptation measures, which can help promote insurance access and affordability.  

105. There are a number of work programmes underway across government to manage 
natural hazard risk and respond to climate change:  

 

Work 
programme 

Lead agency Description Timeframe 

Improving 
community resilience 

Department of 
Internal Affairs 

Coordination of measures to improve 
community resilience and adaptation to 
natural hazards and climate change 
across all levels of government 

Cabinet report back in May 2019 on a 
suggested narrative and broad set of 
options for discussion with local 
government at the next Local and 
Central Government Forum, along with 
anticipated next steps 

Zero Carbon 
Amendment Bill 

Ministry for the 
Environment 

Includes a framework for enhanced 
action on climate change adaptation (e.g. 
a regular National Climate Change Risk 
Assessment and National Adaptation 
Plan) 

The indicative schedule for the Bill is that 
it will reach the Select Committee and 
public consultation stage in the second 
half of 2019, and be enacted in late 2019 

Urban Growth 
Agenda 

Cross-government Wider objectives that relate to climate 
change adaptation; the planning and 
supply of housing and public 
infrastructure will have regard to the 
management of natural hazard risks 

Long-term programme 

Reform of the 
Resource 
Management Act 
1991  

Ministry for the 
Environment 

Reform is split between stages one and 
two. 

Stage two includes consideration of 
adding a strong and specific directive to 
consider an activity’s positive effects on 
New Zealand’s transition to a low 
emissions economy 

Stage one – introduction of an 
amendment bill in mid-2019 

Stage two – scoping policy document to 
Cabinet in late May 2019 

The EQC has recently developed a 10-year Resilience Strategy for natural hazard risk 
reduction 

106. The Resilience Strategy articulates the type of actions around land and the built 
environment that need to be forefront in the minds of decision-makers to improve 
resilience to the impacts of natural hazards and climate change.  

107. The Resilience Strategy directly promotes the development of useable scientific 
knowledge and data on natural hazards, especially that used in loss modelling, and the 
integration of this information into New Zealand’s research, regulatory, and investment 
frameworks. Practical examples of the strategy in action include the recent Technical 
Guidelines on Liquefaction rolled out to local government planners. 

s9(2)(f)(iv)
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ICNZ is facilitating the ‘ReZealiance project’ to develop an open source database of natural 
hazard risks for property in New Zealand 

108. The objective of the project is to make hazard risk data and modelling more readily 
available to insurers, planners and other users of this information to allow a common 
view of New Zealand risk to be developed.  This will allow a range of potential 
outcomes including allow improved public communication to ensure natural hazard 
risks are more easily understood.  

109. The ReZealiance project is still in its scoping stage.  Participating government agencies 
include GMS, NIWA, EQC, the Treasury, the Department of the Prime Minister and 
Cabinet, and the Reserve Bank.   

110. There is significant work still be undertaken on this project including how the 
governance and administrative arrangements might work for this.  A range of the 
relevant hazard risk databases are owned and maintained by a number of central and 
local government agencies.  
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Annex 6: Insurance for multi-unit dwellings 

The Unit Titles Act requires body corporates to insure to the full insurable value 

111. We have heard anecdotal reports that body corporates for residential apartment 
buildings in Wellington are not taking out full replacement or market value insurance, or 
are not insuring at all due to the high cost of insurance premiums. There are also 
anecdotal reports that insurers are unwilling to fully insure residential apartment 
buildings in Wellington. 

112. Under section 135(1) of the Unit Titles Act 2010, a body corporate “must insure and 
keep insured all buildings and other improvements on the base land to their full 
insurable value.” This could be achieved through an all-perils total replacement or fixed 
sum insured cover based on market value. A fixed sum insurance policy set below the 
replacement cost or market value may not be permitted under the Unit Titles Act. It is 
difficult to be definitive, as it can often be a subjective test whether the proposed 
replacement cost or market value specified in an insurance policy is an accurate 
reflection of the “full insurable value”. 

113. This requirement for insurance is intended to ensure that unit owners in multi-unit 
buildings have an adequate level of insurance cover that will enable them to be fully 
indemnified following an insurable loss. The requirement protects unit owners, who in 
some situations may be in the minority who want insurance, from being overridden by 
the majority who do not want insurance. This also enables certainty about the provision 
of mortgages for units, as insurance is generally a condition of a mortgage. 

114. If a body corporate does not insure to the full insurable value, it is breaching the Unit 
Titles Act. There are no mechanisms in the Unit Titles Act to enforce the requirement to 
insure to the full insurable value. However, unit owners and body corporates have 
remedies available to them through the courts. For example, unit title owners can take 
civil action against the body corporate through the courts, and unit owners and body 
corporates can take civil action against third parties who may have been negligent in 
their insurance advice. 

115. In practice, if all apartment owners agree to a lower fixed sum insurance (eg. to reduce 
the cost of insurance), there is unlikely to be any adverse action taken against the body 
corporate’s behaviour unless, or until such time as, there is an insurable loss and it 
transpires that the multi-unit building is under-insured. As noted above, there are 
means to hold body corporates to account. 

116. In addition to insurance cover that can be obtained for multi-unit buildings, it is open to 
body corporates to manage the cost of insurance through a deductible or co-payment. 
However, we understand that such arrangements are very rare.   

117. 

The application of the EQC Act has created some complex insurance issues for multi-
use buildings 

118. EQC insures against natural disaster damage to dwellings and residential buildings.  
Dwelling and residential buildings are different concepts with different definitions.  The 
Act defines a dwelling as (in part) “…any self-contained premises which are the home 
or holiday home.”  A residential building is the building or parts of a building covered by 
EQC, including the dwellings.  

s9(2)(f)(iv)

 

 

 

202000306 TOIA Binder
Page 28 of 53



COMMERCIAL-IN-CONFIDENCE 

T2019/1337 : Treasury Report: Information for your Meeting with Insurers on 16 May 2019 Page 30 

COMMERCIAL-IN-CONFIDENCE 

119. If 50 percent or more of the total area of a building is made up of dwellings, EQC will 
cover damage to any part of the building, up to the monetary cap.  If a building is under 
this threshold (ie. less than 50 percent of its area is dwellings), it is considered a non-
residential building and EQC will only pay for damage to the parts of the building with 
dwellings, appurtenant structures and services.  Any damage to the rest of the building 
is not covered by EQC.   

120. Although private insurance cover would then usually apply, mixed-use minority-
residential buildings are usually insured under commercial insurance policies, with high 
claims excesses (deductibles) – typically 5 or 10 percent of the sum-insured.   
The concerns raised by Marion Square apartments in their submission to select 
committee on the 2018 EQC Amendment Bill centred on this issue, as the apartment 
owners needed to fund their share of the high commercial claims deductible, and 
believed this was due to EQC interpreting the definition of “dwelling” too narrowly (and 
as a result EQC calculating the building as less than 50 percent dwelling, and therefore  
non-residential). Officials’ advice to select committee was that these issues are best 
considered in the future substantive review of the Act. 

121. Any future review of the EQC scheme’s treatment of dwellings and residential buildings 
will need to consider this EQC policy issue and the wider policy context, including its fit 
with central and local government efforts to encourage increased living density, 
including though multi-use buildings, to make for more efficient city design, less 
transport congestion, more liveable cities, and reduce the impacts of climate change 
from dispersed living and city sprawl. 
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Annex 7: Regulation of insurance advocates  
122. The following information is provided by the Ministry of Business, Innovation and 

Employment.  

Context  

123. “Following the February 2011 earthquake there was a significant increase in the 
number of advocates working on behalf of claimants”.4 MBIE has heard a number of 
anecdotal problems with these insurance advocates. You have requested advice on 
regulation of insurance advocates.  

Problems that we have heard of include:  

124. Claims Resolution Services Ltd (an earthquake claims company in Christchurch) is 
being sued in a class action. The case alleges the company misrepresented services, 
costs and the qualifications and independence of experts used by the companies to 
further claims5.  

125. When the Insurance and Financial Services Ombudsman met with Minister Woods on 
5 September 2018 she noted that claims advocates have “caused a lot of problems” in 
Christchurch.  

126. IAG’s submission to MBIE’s insurance contract law review noted that “advocates raised 
unreasonable expectations by steering customers into seeking cash settlements for 
sums far greater than actual repair costs, rather than actually getting their homes 
repaired or receiving reimbursement for actual repairs.  There were also issues with 
opposing repair strategies and interpretation of how the insurance policy worked.  This 
added activity and time to the settlement of these claims.”1  

127. IAG also noted that “some advocates took on large workloads that they could not 
manage. Their delays added to the time to reach settlement. These issues are still 
relevant today and have led to many long and protracted disputes.”1  

128. It is difficult to assess the scale of the problems. MBIE has not, in the course of its work 
on the conduct of banks and insurers, undertaken explicit consultation on insurance 
advocates. MBIE does not have data on insurance advocates or the scale of the 
anecdotal issues raised.  

The picture is not unequivocally bad – there are insurance advocates who have helped 
their clients to achieve positive outcomes  

129. An independent claims management company has provided MBIE with data from 181 
claims that it helped to manage following the Christchurch earthquakes. Across the 181 
claims the average value of the claim (as assessed by the insurer) when the customer 
approached the claims management company was $294,503. Following the 
intervention of the claims management company the average value of the final 
settlement was $727,056. This is an average increase of $432,553 per claim and 
comes to a total increase of $78,292,148 for these 181 claims.  

 
 The ICNZ submission on the EQC Bill states in part: “ICNZ supports the removal of contents cover (ie. the repeal of section 20 

of the EQC Act). The private insurance market will be able to cover this additional risk and removing EQC from dealing with 
any contents claims removes potential frictional cost and duplication of effort and resources between EQC and private 
insurers 

 

orm?Search=insurancecontractlawreview+iag  
5 https://www.stuff.co.nz/the-press/news/106914959/earthquake-advocates-sued-by-17-former-clients  
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130. Community Law Canterbury could arguably be classed as insurance advocates in 
some situations and have told MBIE that they have considered around 5,000 
earthquake cases. During the course of the review of insurance contract law MBIE has 
also talked to one or two other insurance advocates in Christchurch who, on the face of 
it appear to have worked in their clients’ interests and helped those clients to obtain 
positive settlements with their insurers.  

The limited evidence that we have suggests that issues with insurance advocates may 
not be an enduring problem  

131. The fact that there was a significant increase in the number of advocates working on 
behalf of claimants following the February 2011 earthquake suggests that the problem 
is likely to be transitory in nature, with advocates setting up business following a major 
insurance event and then fading into the background once the number of claims dies 
down.  

132. IAG mentioned in its submission on the insurance contract law review that the move to 
sum-insured had limited the ability of advocates to bid up the value up of and therefore 
they were unable to operate the business models that they had used following the 
Canterbury earthquake sequence. If this suggestion is correct it is unlikely that 
problems associated with insurance advocates will occur to the same extent in future. 
Another source has told us that there were very few advocates following the Kaikoura 
earthquake.   

Does regulation of insurance advocates meet the tests set out in CO (99) 6: Policy 
Framework for Occupational Regulation?  

133. Cabinet Office circular CO (99) 6 sets out a policy framework for occupational 
regulation. The aim of regulating occupations is to protect the public from the harm that 
could be caused by incompetent, reckless or dishonest practice of an occupation. The 
policy framework weighs that protection against the need for overall net benefits and 
the potential for occupational regulation to harm competition.  

Assessment against the Policy Framework for Occupational Regulation  
STEP ONE: IDENTIFY WHETHER INTERVENTION IN AN 
OCCUPATION IS NECESSARY.  

• Consider the nature of the risk from the occupation: 
• Probability of significant irreversible harm occurring; 
• Availability of other means of handling risk (e.g. 

insurance). 
If significant irreversible harm is likely there is a case for 
intervention in the practice of the occupation.  

• The nature of the risk is financial loss (which can lead 
to or exacerbate other stresses).  

• Significant harm is possible at an individual level (for 
instance if an advocate’s fee significantly outweighs the 
benefit gained or if the advocate provides poor advice 
that does not result in any benefit gained). However, 
we have not seen evidence to suggest that it is likely.  

• The risks appear to be relatively transitory (following a 
major insurance event) and the move to sum-insured 
policies may limit the ability of insurance advocates to 
operate in future.  

• Many of those who might be thought of as insurance 
advocates are already regulated in some way e.g. 
lawyers and financial advisers.  

STEP TWO: IDENTIFY WHETHER INTERVENTION BY 
GOVERNMENT IS JUSTIFIED 

• Consider whether existing means of protection from 
harm for consumers and third parties are sufficient 
(eg. civil law, consumer legislation); 

• Consider ability of industry to regulate itself; 
• Consider likely effect of intervention by Government; 

If significant harm is likely, existing means of protection are 
insufficient, the industry is unable to regulate itself 
adequately and intervention by Government is likely to 

• There are existing protections for consumers – e.g. the 
Fair Trading Act and the Consumer Guarantees Act. 
The fact that a class action is being taken against an 
insurance advocate suggests that there are existing 
means of redress for consumers. Complaints against 
lawyers or financial advisers could be lodged with the 
Law Society or Financial Markets Authority 
respectively.  
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improve outcomes, there is a strong case for Government 
intervention. 

• In Christchurch there are alternative government-
funded claims settlement services such as: RAS, 
GCCRS and the insurance tribunal. These provide a 
positive alternative to using insurance advocates and 
are a way to mitigate the risk of harm without needing 
to impose occupational regulation.  

 
Conclusion  

134. MBIE does not consider that the tests in the first two steps6 for assessing the need for 
occupational regulation have been met and therefore regulating insurance advocates is 
likely to be more costly than beneficial.  

135. The shift to sum-insured policies has changed the market since the Canterbury 
earthquake sequence, making it less likely that insurance advocates will cause 
significant issues following future natural disasters.  

136. MBIE also has a full work programme reviewing financial advice laws, how to regulate 
bank and insurer conduct, insurance contract law and KiwiSaver laws. The review of 
insurance contract law and the work to regulate bank and insurer conduct both contain 
regulatory significant changes that will improve consumers’ insurance outcomes. These 
changes include amendments to the law of disclosure that will rebalance the current 
bias towards insurers, codification of the duty of utmost good faith to clarify how it 
applies and creating a duty for insurers to settle claims in a fair, timely and transparent 
manner. These changes will reduce the potential for insurance issues in future natural 
disasters. This work programme is extensive and leaves extremely limited resources 
available to further examine the issue of insurance advocates.  

 
6 The next two steps presume that there exists a strong case for Government intervention and consider what the most effective 

form of government intervention might be.  
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Treasury Report:  Future EQC Policy Work: Updated Scope and Timing for 
a Review of EQC Scheme and Act  

Date:   18 June 2020 Report No: T2020/1766 

File Number: TY-2-1-17-2 

Action sought 

  Action sought  Deadline  

Hon Grant Robertson 
Minister Responsible for the 
Earthquake Commission 

Meet officials to discuss ambition, 
process and timing of review of EQC  
Act. 

Indicate your preferences regarding 
timing and process for that review.  

You are scheduled to meet 
officials regarding this paper at 

4.30 p.m. Wednesday 1 July 
2020 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Steve Cantwell Principal Advisor, Earthquake 
Commission Policy Team 

N/A 
(mob) 

 

Helen McDonald Manager, Earthquake 
Commission Policy Team 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: Yes 
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Treasury Report:   Future EQC Policy Work: Updated Scope and 
Timing for a Review of EQC Scheme and Act  

Executive Summary 

This report provides information to support a discussion with you regarding the potential 
ambition, scope and timing of the future reform or review of the Earthquake Commission Act 
(the EQC Act). 

We understand from your office that current Ministerial thinking is to modernise, rather than 
review, the EQC Act, and introduce amending legislation in June 2021.    

Review of EQC Act – evolutionary/ modernising reform, or first-principles review? 

We see three broad options regarding the level of ambition of a reform or review of the EQC 
Act.  Of these, we consider that the first two options could see legislation introduced by June 
2021, if no further formal public consultation occurs (i.e. there is no discussion document or 
exposure draft of the bill), and you make decisions no later than November 2020 on the final 
reform package to take to Cabinet in early 2021.  Achieving this will be fairly demanding.  

The options are: 

• a targeted reform that identifies and implements a small set of discrete, high-priority 
changes, akin to the 2019 EQC Amendment Bill; 

• an evolutionary reform that thoroughly reviews the EQC and the EQC scheme, 
including all relevant Inquiry recommendations, while retaining core features of the 
current design (we see this option as most closely matching an ambition to “modernise” 
the EQC Act); and 

• a first-principles review that retests the objectives motivating the EQC intervention in 
insurance markets, and evaluates the EQC scheme design, against other intervention 
models.  If the EQC model is endorsed, this would then become an evolutionary 
reform.  If another model is preferred, this would then become a comprehensive 
reform initiative.   

It would be infeasible to deliver the last option by June 2021, due to it considering, and 
requiring consultations on, more complex policy and option sets.  However, the last option, 
being the most ambitious, also has the most scope to explore the potential for different future 
EQC designs to help address Ministers’ concerns regarding property insurance market 
dynamics, including affordability and availability, that have motivated other insurance work 
streams.  Therefore we would like to discuss these options and competing priorities with you 
before you choose the path forward. 

If introduction of amending legislation in mid-2021 is a key goal, we recommend an 
evolutionary (modernising) review.  If the mid-2021 target introduction date is flexible, a first-
principles review also becomes a viable option, trading off a longer process for a broader 
policy and option analysis.   

Ideally the choice between the evolutionary and first-principles options would be informed by 
an assessment of the trade-off between the respective options’ effort, timing, and 
contribution to wider government goals.   

However, we cannot properly assess that trade-off now, as that exercise involves links and 
dependencies with several other work streams that are on unknown or extended timeframes 
due to Covid-19, and are not yet mature enough to provide useful insights.  That other work 
includes the outcomes of policy work on insurance market affordability, the National 
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Emergency Management Agency (NEMA)-led work on roles and responsibilities in the 
emergency management system, and the Department of Internal Affairs (DIA)-led cross-
government Community Resilience work programme.  Waiting for these work streams to 
generate products that can inform future EQC design choices would considerably delay an 
EQC Act review, and expose it to timing and delivery risks.     

Reviewing monetary caps on EQC building cover 

We have proposed in earlier advice that several of the recommendations of the Public Inquiry 
into the Earthquake Commission (the Inquiry) be addressed via a review of the EQC Act.   

One Inquiry recommendation is that Government should review the monetary cap on EQC 
building cover to determine if it should reflect current building costs.  You previously 
commissioned work on insurance affordability, now paused due to Covid-19 demands, that 
included reviewing monetary caps for EQC building cover.  We would like an indication of 
your view on the future priority and timing of this work.   

If you proceed with an evolutionary reform, we could provide advice on lifting the EQC cap as 
part of the broader reforms to the EQC Act. That advice would cover your options for 
implementing a new EQC cap, which if necessary could occur via regulation in advance of 
the passage of any EQC reform legislation. 

Alternatively, if you proceed with a first-principles reform on a longer timeframe, a moderate 
change to the cap could be progressed in advance of the broader reforms. We could provide 
advice in October 2020 seeking policy decisions on lifting the EQC cap, and implementation, 
prior to the broader reforms. 

We do not recommend a large increase in the EQC cap in advance of a first-principles 
reform. Significantly increasing the EQC cap would create transition costs for short-lived 
benefits if the reforms resulted in fundamental changes to the current EQC model. 

Proactive release of Cabinet paper proposing changes to EQC cover of MUBs. 

We also take this opportunity to seek a decision on timing for the proactive release of the 
Cabinet paper on the treatment of mixed-use buildings under the EQC Act.  Do you wish the 
Cabinet paper be proactively released this Parliamentary term (including potentially to 
coincide with the release of the Government’s response to the Public Inquiry into EQC), or 
when the bill is introduced next Parliamentary term?  

Recommended Action 

We recommend that you: 

a meet officials to discuss: 

i.  our recommendation that Government ambition be either an evolutionary (i.e. 
modernisation) or a first-principles review of the EQC Act, and therefore not be 
limited to a targeted reform; and 

ii.  your feedback on the proposed indicative process and timing for a future 
evolutionary reform of the EQC Act. 

b note the trade-offs between policy ambition, public consultation, and timing of a future 
EQC amendment bill outlined in this report; 

c note that, on reasonable planning assumptions, introducing an EQC Bill in June 2021 
will require you make decisions no later than November 2020 on the final reform 
package to take to Cabinet in early 2021; 
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d indicate whether you want the review of the EQC Act to be: 

i.  evolutionary (modernising); or 

ii.  first principles. 

e indicate whether you want the review of the EQC Act process to include: 

i.  a public discussion document; or 

ii.  an exposure draft of the EQC bill 

noting that, on our draft timeline, introduction of an EQC amendment bill in June 
2021 is only possible if both these steps are omitted; and 

f indicate whether you want consideration of increasing the monetary cap on EQC 
building cover to be included as part of:  

i.  an evolutionary reform of the EQC Act; or 

ii.  in advance of a first-principles reform of the EQC Act (implying a moderate 
increase to the cap); or 

iii.  as part of a first-principles review of the EQC Act on a longer timeframe.  

g indicate whether you wish the Cabinet paper and associated advice proposing 
changes to EQC’s coverage of mixed-use buildings (CAB-20-MIN-0120 refers) be 
proactively released either: 

i.  this Parliamentary term, or  

ii.  when the bill is introduced next Parliamentary term. 
 
 
 
 
 
Helen McDonald 
Manager, Earthquake Commission Policy  
 
 
 
 
 
 
Hon Grant Robertson 
Minister Responsible for the Earthquake Commission 
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Treasury Report:  Future EQC Policy Work: Updated Scope and 
Timing for a Review of EQC Scheme and Act  

Purpose of Report 

1. The purpose of this report is to provide information to support a discussion with you 
regarding the potential scope and timing of the future reform or review of the EQC Act, 
including:  

• process and timing for that reform or review, and its links to related work, and 

• your level of ambition for a reform or review of the EQC Act. 

2. This report updates and replaces T2020/212. 

Background 

3. A review of the EQC Act was first announced by the previous Government in 2012.    
That review envisaged a comprehensive policy and legislative review, culminating in a 
new EQC Act.  Reform of the EQC Act, and associated policy issues, has been on 
Treasury’s work programme since then.  The EQC Amendment Act 2019 drew on that 
work to address four high-priority reforms.  It increased EQC building cover from 
$100,000 to $150,000, exited EQC from contents cover, extended claims filing 
deadlines, and improved EQC’s information-sharing powers.   

4. During the policy process associated with the 2019 EQC Amendment Bill, the previous 
Minister Responsible for EQC indicated to Cabinet that she envisaged that the EQC 
Act would be substantively reviewed following the Inquiry (CAB-18-SUB-0081 refers).   

5. Dame Silvia Cartwright PCNZM DBE QSO DStJ was appointed in November 2018 to 
chair the Inquiry.  The Governor-General received the Inquiry report on 27 March 2020, 
and it was presented to the House on 9 April 2020.  Your accompanying press 
statement noted that “Many of the recommendations will require legislative change and 
will be included in a full review of the EQC Act, set to be undertaken next year.”   

6. We recently reported to you on a proposed Government response to the Inquiry 
(T2020/1325 refers).  The draft Cabinet paper accompanying that report proposes that 
10 of the Inquiry’s 70 recommendations be addressed in a future review of the 
Earthquake Commission Act 1993 (the EQC Act).  These 10 recommendations are 
listed in Appendix 1, along with four further recommendations where the proposed 
formal response is outside of the review of the Act, but an Act review could still usefully 
consider them.  

7. Other policy work that directly touches on EQC policy or legislation includes: 

• work on insurance affordability, paused due to Covid-19 demands, which 
includes reviewing monetary caps for EQC building cover (DEV-19-MIN-0332 
refers); 

• the proposal to amend the EQC scheme’s coverage of mixed-use buildings that 
contain one or more dwellings (CAB-20-MIN-0120 refers); and 

• EQC’s proposed move to an insurer agency model for EQC claims handling.   
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8. 

9. Broader relevant contextual policy work includes NEMA-led work on roles and 
responsibilities in the emergency management system, the DIA-led cross-government 
Community Resilience work programme, and considering the recommendations of the 
Resource Management Review Panel.  These work streams are described in more 
detail in T2020/1325 (Proposed Government Response to the Public Inquiry into the 
Earthquake Commission).  

10. We would like to discuss with you options regarding the ambition, process and timing of 
the future reform or review of the EQC Act.   

Review of EQC Act –  
an evolutionary/ modernising reform, or first-principles review? 

11. Broadly we see three options, in order of increasing ambition, regarding the scope of a 
review of the EQC Act: 

• a targeted reform that identifies and implements a small set of discrete, high-
priority changes, akin to the 2019 EQC Amendment Bill, 

• an evolutionary reform that thoroughly reviews the EQC and the EQC scheme, 
including all relevant Inquiry recommendations, while retaining core features of 
the current design (those features include that capped first-loss EQC cover is 
provided to homeowners by compulsory attachment to private insurers’ fire cover, 
the community rating of EQC premium, and that EQC is able to, but not required 
to, handle its own claims), and 

• a first-principles review that retests the objectives motivating the EQC 
intervention in insurance markets, and evaluates the EQC scheme design, 
against other intervention models.  If the EQC model is endorsed, this would then 
become an evolutionary reform.  If another model, such as a reinsurance scheme 
along the lines of the UK’s Flood Re, is preferred, this would then become a 
comprehensive reform initiative.   

12. We have been advised by your office that current Ministerial thinking is to “modernise” 
rather than review the EQC Act, with a view to introducing an EQC amendment bill in 
June 2021.  We think the option that most closely aligns with current Ministerial thinking 
is an evolutionary reform. 

13. If introduction of amending legislation in mid-2021 is a key goal, we recommend an 
evolutionary (modernising) review.  If the mid-2021 target introduction date is flexible, a 
first-principles review also becomes a viable option, trading off a longer process for a 
broader policy and option analysis.   

14. Ideally the choice between the evolutionary and first-principles options would be 
informed by an assessment of the trade-off between the respective options’ effort, 
timing, and contribution to wider government goals.   

15. However, we cannot properly assess that trade-off now, as that exercise involves links 
and dependencies with several other work streams that are on unknown or extended 
timeframes due to COVID-19, and are not yet mature enough to provide useful 
insights.  That other work includes the outcomes of policy work on insurance market 
affordability, the National Emergency Management Agency (NEMA)-led work on roles 
and responsibilities in the emergency management system, and the Department of 

s9(2)(b)(ii) and s9(2)(g)(i)
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Internal Affairs (DIA)-led cross-government Community Resilience work programme.  
Waiting for these work streams to generate products that can inform future EQC design 
choices would considerably delay an EQC Act review, and expose it to timing and 
delivery risks.     

16. While a first-principles review has the most risk being the most ambitious, it also has 
the most scope to explore the potential for different future EQC designs to help address 
Ministers’ broader policy concerns regarding property insurance market dynamics, 
including affordability and availability, that have motivated other insurance work 
streams.  Therefore we would like to discuss these options and competing priorities 
with you before you choose the path forward.  The following section “Scope of Review” 
outlines some of the issues that would inform this decision. 

17. We do not recommend a targeted reform as: 

• EQC has been subject to a wide range of internal and external reviews since 
2011.  Extracting the full benefits from those reviews, in terms of an EQC better 
positioned to achieve Government policy goals and deal with future claims 
events, will require making wide-ranging changes to the Act, even if an 
evolutionary approach is adopted.  For instance, the Inquiry recommends that a 
purpose section be added to the EQC Act.  Achieving the full benefits of doing 
this from a legal interpretation perspective would require reviewing the Act as a 
whole in light of the new purpose section, 

• the other two approaches provide Ministers the opportunity to consider their 
objectives for the scheme as a whole and the role they want the EQC to play in 
the future, and the design that best supports those objectives, well-informed by 
the lessons from, and the various reviews of, recent large claims events, and 

• the appetite for comprehensive legislative reform will reduce over time. A pattern 
in the history of the EQC Act is that major changes have only occurred after large 
claims events (the 1979 Abbotsford landslip, the 1987 Edgecumbe earthquake, 
and the current processes following the Canterbury and Kaikoura earthquakes). 

18. The two main arguments for a targeted reform are time and resources – an 
evolutionary or first-principles review will take longer and make bigger demands on 
Ministers, officials and stakeholders. However, policy analysis undertaken for the 
review of the Act begun in 2012, positions us well for this work.  

Scope of Review  

19. Broadly, we see an evolutionary or first-principles policy and legislative review 
canvasing the following areas.  While the phases are similar across an evolutionary or 
first-principles review, with a first-principles review each phase will ask more 
foundational questions, and take longer, than an evolutionary review.  Both options 
would provide an opportunity to fully address all the Inquiry recommendations with 
implications for the EQC Act listed in Appendix 1.  

• Determining EQC’s intervention logic/ purpose/ policy objectives: What 
does the Government want EQC to achieve?  The current intervention logic for 
EQC centres on contributing to maintaining high rates of insurance uptake in 
higher-risk areas.  Firming up the policy objectives will strongly shape our advice 
on design options.   

• Design options (first-principles review only): Identification and assessment of 
competing strategic designs and determining which best supports the 
Government objectives.  This would include previously identified options such as 
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redesigning EQC to focus on large aggregate losses (akin to a conventional 
reinsurer), reversing the risk stack so private insurers take the initial loss and 
EQC the second layer of loss, and hybrid models such as the UK’s Flood Re.     

• What EQC insures: EQC should insure what buildings, what land, against what 
disasters, to what levels and on what conditions?  The work on property 
insurance markets (paused due to COVID-19 demands) will help inform thinking 
on this. 

• How EQC handles claims: How should operational and policy aspects of claims 
handling design be balanced? Should there be more statutory guidance on 
claims handling matters e.g. claimant protections? Should EQC be required to 
use private insurers to handle its claims? Should the Act require EQC to offer 
dispute resolution processes for claimants? 

• How EQC prices its insurance: What statutory guidance and review provisions 
should be included? (EQC levy rates were unchanged from 1945-2012). 

• How EQC manages financial risks and investments: The EQC Act predates 
the Acts governing other Crown Financial Institutions and the Crown Entities Act. 
Should the provisions governing management of financial risks and investments 
be modernised? 

• EQC’s institutional design: Should EQC retain all its current functions, or take 
on new ones? Is the governance model appropriate? Should it remain a crown 
entity? 

• Technical improvements: A raft of technical improvements have been 
identified, drawing on experience gained from operation of the Act to date, and 
various post-Canterbury reviews, including the Inquiry. 

20. Proceeding with a review of the EQC Act ahead of completion of the NEMA-led work 
on agency roles would mean that the EQC Act would need to remain permissive and 
flexible regarding EQC’s role in post-disaster managed repair.  This would enable the 
updated EQC Act to accommodate a wide range of potential outcomes regarding 
EQC’s future role in housing recovery.   

21. For similar reasons, reforms to the Act would need to retain the current Act’s flexibility 
regarding EQC’s claims handling models, and permit both EQC handling its own 
claims, and also outsourcing, including insurers acting as EQC claims handling agent 
(T2020/1394 Update on Insurer Finalisation - May 2020 refers).  

When and How to Review the EQC Monetary Cap 

22. You previously commissioned work on insurance affordability, now paused due to 
Covid-19 demands, which included reviewing monetary caps for EQC building cover. 
We would like an indication of your view on the future priority and timing of this work.  

23. If you proceed with an evolutionary reform, we could provide advice on lifting the EQC 
cap as part of the broader reforms of the EQ Act.  That advice could cover your options 
for implementing a new EQC cap, which could occur via regulation in advance of the 
passage of any EQC reform legislation.  

24. Alternatively, if you proceed with a first-principles reform of the EQC Act on a longer 
timeframe, a moderate change to the cap could be progressed in advance.  We could 
provide advice on lifting the EQC cap in October 2020 following the election.  
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25. We do not recommend a large increase in the EQC cap in advance of a first-principles 
reform.  Significantly increasing the EQC cap would create transition costs for short-
lived benefits if the reforms that resulted in fundamental changes to the current EQC 
model. 

26. We do not know what level of the EQC cap implies a significant change to the EQC 
model. A key aspect is how the cap changes the role of private insurers. Previous 
feedback from the Insurance Council of New Zealand was that increasing the EQC cap 
to $200,000 would be consistent with the current model, but a $400,000 cap would 
have implications for the attractiveness of the residential catastrophe risk market to 
private insurers. 

Timing and Process 

27. An indicative structure and timeline of an evolutionary (modernising) review is outlined 
below. Three processes, with and without a public discussion document, and exposure 
drafts of an EQC bill, are shown.  The need for a discussion document will depend on 
the level of ambition or complexity of the proposed reforms, and the extent they have 
already been canvased in previous public consultative and engagement processes, 
including the 2015 discussion document, and the Inquiry.  One gap to date in policy 
consultation to date is that with Māori.  Further public consultation would provide an 
opportunity to remedy that. 

28. The option without an exposure draft of the Bill is to meet a June 2021 introduction 
date.  We would recommend the process including an exposure draft if possible. 

29. On reasonable planning assumptions, introducing an EQC Bill in June 2021 will require 
you make decisions no later than November 2020 on the final reform package to take 
to Cabinet in early 2021.  That would require engaging on a stream of substantive 
policy advice between now and November this year, i.e. through the period either side 
of the general election.   
 

Indicative 
Timing Phase 

To July 
2020 

Discuss this report with officials.  Provide advice on high-level design issues, such as 
the policy objectives for EQC.  

Aug.-Oct. 
2020 

Further advice and decisions on all policy issues that are candidates for inclusion in 
the EQC Amendment Bill.  General election 19 September. 

Nov. 2020 Ministerial decisions made on final EQC Act reform package to take to Cabinet in 
Feb 2021 (this timing and the timing below is based on an evolutionary reform; a 
comprehensive reform will take longer). 

Dec. 2020-
Jan 20211 

Drafting and officials’ consultations on draft Cabinet policy paper on proposed 
changes to EQC Act paper. 

Late Jan. 
2021 

Consultation draft of Cabinet policy paper on EQC Act reforms delivered to Minister. 

Late Feb.  
2021 

Reform package taken to Cabinet. 

Early-mid 
2021 

Discussion Document 
released  
(typically 6-12 weeks for 
submissions, more if over 
Christmas holidays). 

No Discussion 
Document 
PCO draft Bill  

No Discussion 
Document and no 
exposure draft of Bill 
PCO draft Bill (PCO have 
previously advised 
drafting likely to require at 
least 16 weeks). 
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Indicative 
Timing Phase 

Mid 2021 Consider feedback and 
finalise policy, Cabinet 
commission drafting of bill. 

Cabinet approve 
exposure draft of bill for 
release, exposure draft 
released. 

Cabinet approves bill as 
amended for introduction, 
bill introduced c. 1 June 
2021. 

Mid-late 
2021 

PCO draft bill (we anticipate 
PCO requiring at least 16 
weeks). 

Cabinet approves bill as 
amended for 
introduction; bill 
introduced. 

Parliamentary process 
and passage. 

Early 2022 Cabinet approve exposure 
draft of bill for release, 
exposure draft released 
(typically 3-6 weeks for 
submissions). 

Parliamentary process 
and passage. 

 

Early-mid 
2022 

Cabinet approves bill as 
amended for introduction; bill 
introduced. 

  

Mid-late 
2022 

Parliamentary process and 
passage (assuming usual 6 
months consideration by 
select committee). 

  

2022-2024 Phased implementation of new legislation  
(insurers have previously indicated that for major changes insurers need at least 18 
months between enactment and implementation). 

Proactive Release of Cabinet Paper on EQC Cover of Mixed-Use Buildings 

30. We would also like to take this opportunity to seek your decision on timing for the 
proactive release of the Cabinet paper, minute and associated advice on the treatment 
of mixed-use buildings under the EQC Act. Cabinet considered the paper, titled ‘Mixed-
use buildings under the Earthquake Commission Act’ on 23 March 2020 (CAB-20-MIN-
0120 refers). However, due to Covid-19 priorities, work on drafting the bill has been 
paused. The Parliamentary Counsel Office advise that the bill will not be able to be 
introduced before the election.  

31. There is a decision as to whether the Cabinet paper be proactively released this 
Parliamentary term, or when the bill is introduced next Parliamentary term. Either 
option is in line with Cabinet Office Circular CO (18) 4.1  That states that all Cabinet 
papers must be released within 30 business days of final decisions being made by 
Cabinet, unless there is good reason not to publish all or part of the material or to delay 
the response. Reasons for delay include for purposes of aligning a release with a 
public announcement or a Bill to be introduced to the House.  

32. Should you prefer an earlier release, one option would be to coincide the proactive 
release with the release of the Government’s response to the Public Inquiry into EQC. 

33. If you decide to release the Cabinet paper this term, we will provide you with a 
Treasury report including the versions of papers proposed for release and suggested 
redactions consistent with the Official Information Act 1987.  

 
1  Proactive Release of Cabinet Material: Updated Requirements: https://dpmc.govt.nz/publications/co-18-4-proactive-

release-cabinet-material-updated-requirements 
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Consultation and Next Steps 

34. We consulted EQC, NEMA and DIA on this report. The Department of Prime Minister 
and Cabinet has been informed. 

35. We would like to discuss this report with you. 
 
 
 
 
 
 
Helen McDonald 
Manager, Earthquake Commission Policy  
 
 
 
 
 
 
Hon Grant Robertson 
Minister Responsible for the Earthquake Commission 
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Treasury Report:  Confirming Objectives and Scope of Review of EQC Act 

Date:  30 July 2020  Report No: T2020/2370 

File Number: TY-2-1-17-2 

Action sought 

  Action sought  Deadline  

Hon Grant Robertson 
Minister Responsible for the 
Earthquake Commission 
 

(None) 

Agree or provide feedback on the 
recommendations in this report 
regarding the objectives and role of 
EQC, and proposed exclusions from 
the scope of the review of the EQC 
scheme.  

6 August 2020 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Steve Cantwell Principal Advisor, 
Earthquake 
Commission Policy 
Team 

N/A 
(mob) 

 

Helen McDonald Manager, Earthquake 
Commission Policy 
Team 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury. 

 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: No 

s9(2)(k)

s9(2)(g)(ii)
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Treasury Report: Confirming Objectives and Scope of Review of EQC 
Act 

Executive Summary 

The purpose of this report is to seek decisions from you on the high-level objectives and 
scope of the review of the Earthquake Commission Act 1993 (the EQC Act). The objectives 
and scope issues explored in this report have cross-cutting implications across multiple 
streams of advice. Your decisions will therefore help ensure that future advice on the reform 
of the EQC Act is correctly focussed. The analysis and the judgements in this report 
regarding your interests draws on your feedback and decisions on previous reporting. 

Government policy interests- why does EQC exist? 

The usually policy rationale for schemes like EQC is that natural disasters can inflict large 
losses of wellbeing and living standards on affected communities. If those communities are 
uninsured, demands for government support from those affected communities, can combine 
with the charity and humanity of unaffected communities and Government leaders to create 
irresistible pressures for ad-hoc government support. This has fiscal costs, and can 
discourage future investment in insurance and risk management by homeowners. The EQC 
scheme short-circuits this process by creating an environment in which disaster insurance 
take-up rates are very high, due to it being affordable and widely available.    

Policy objectives to guide review of the EQC Act 

The policy objectives included in the recommendations draw on objectives provided in 
previous advice, modified to reflect your feedback. We also include a specific objective to 
reflect the role of the review of the EQC Act in the Government response to the Public Inquiry 
into EQC. 

Defining EQC’s role in a future EQC Act 

We seek your agreement that the future EQC Act include a clear, principles-based legislative 
mandate so EQC can support whole of government efforts and adapt as required. This is in 
part for good legislative design reasons. EQC’s operating environment, demands and 
challenges are unpredictable, so the EQC Act needs to be adaptable.  

Exclusions from scope of evolutionary review of EQC Act 

You have previously indicated that you prefer an evolutionary reform of the EQC Act. We 
seek confirmation of what matters you consider to be outside the scope of an evolutionary 
reform. Unless you indicate otherwise, we propose to retain these features in future advice 
on the Bill, and do no significant reporting or advice on these issues.  

The seven proposed exclusions are specified in the recommendations. The collective effect 
of choosing to retain these features would be to retain the EQC scheme in broadly its current 
form (that is, a natural disaster insurance scheme that attaches to private insurance policies 
and provides capped cover on residential property).  
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Recommended Action 

We recommend that you: 
 
Policy objectives to guide review of the EQC Act 
 
a agree that the below list accurately captures your policy objectives for the future EQC 

scheme and EQC Act:help create the right conditions for high levels of homeowner 
disaster insurance, including through supporting availability and affordability of 
insurance, and facilitating better public understanding of property risks and 
insurance, 

2. minimise the potential for property owners to experience socially unacceptable 
distress and loss in the event of a natural disaster, 

3. support an efficient approach to the overall management of natural disaster risk 
and recovery, that contributes to New Zealand’s long-term preparedness and 
resilience, both nationally and across regions,  

4. contribute to the effective management by the Crown of fiscal risks associated 
with natural disasters; and 

5. respond to the recommendations of the Public Inquiry into the EQC that have 
been identified as being addressed through the review of the EQC Act (Cab DEV-
20-MIN-0116 refers).   

Agree/disagree. 

Defining EQC’s role in a future EQC Act 
b note the Public Inquiry recommended that the EQC Act include more legislative 

guidance regarding EQC’s role and functions, including a purpose statement 
 
c agree that the future EQC Act include a clear, principles-based legislative mandate so 

EQC can support whole of government efforts and adapt as required. 
 

Agree/disagree. 
 
Exclusions from scope of evolutionary review of EQC Act 
 
d agree that we will not provide advice on alternative design options for the following 

design elements of the EQC scheme and Act: 
1. EQC cover being first-loss cover (i.e. EQC takes the first loss in the event of a 

damaging event, with the private insurer picking up losses beyond the EQC cover 
as required);  

Agree/disagree. 

2. Access to EQC cover being determined by compulsory attachment to qualifying 
private insurance policies on the relevant property; 

Agree/disagree. 

3. EQC premiums being collected by private insurers and passed to EQC; 

Agree/disagree. 
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4. The EQC scheme being focused on only residential property (although we will 
provide advice on boundary issues such as MUBs, land cover, definitions, 
technical changes and so on);  

Agree/disagree. 

5. EQC building and land covers be retained (although we will advise on the 
configuration and coverage of both building and land cover); and 

Agree/disagree. 

6. EQC continuing to be a Crown Entity. 

Agree/disagree. 
 

e note that we consider that the above exclusions will not impede the review of the EQC 
Act addressing the relevant recommendations of the Public Inquiry. We will advise you 
if this assessment changes. 

 
 
 
 
 
 
Helen McDonald 
Manager, Earthquake Commission Policy Team 
 
 
 
 
 
 
Hon Grant Robertson 
Minister Responsible for the Earthquake Commission 
 

 

 

 

 

 

202000306 TOIA Binder
Page 47 of 53



IN-CONFIDENCE 

T2020/2370 Confirming Objectives and Scope of Review of EQC Act Page 5 

IN-CONFIDENCE 

 

Treasury Report: Confirming Objectives and Scope of Review of EQC 
Act 

Purpose of Report 

1. The purpose of this report is to seek decisions from you on the high-level objectives 
and scope of the review of the EQC Act. Your decisions on these cross-cutting issues 
will help ensure that future advice on the reform of the EQC Act is correctly focussed. 

Background 

2. Treasury has to date provided a range of reports on EQC, its role, and potential scope 
of changes to the EQC Act (T2019/2590 and T2020/1766 refer), and reporting on 
insurance market trends and dynamics more generally, including EQC’s role and its 
potential use as a tool to address current policy concerns (T2019/2234 and 
T2019/2933 refer). The analysis and the judgements in this report regarding your 
interests draws on those reports, and your feedback and decisions on them. 

Analysis 

Government policy interests - why does EQC exist? 

3. In order to advise you on the future configuration of the EQC scheme, we need a 
shared understanding of the Government’s specific interests in the provision of disaster 
insurance. 

4. EQC is part of the Government machinery for dealing with natural hazard risk. New 
Zealand manages natural hazards as part of an “all hazards – all risks” approach to 
national security.1  

5. From a Living Standards Framework perspective, EQC supports housing resilience, 
directly supporting financial and physical capital, and indirectly supporting human and 
social capitals (due to the benefits from resilient housing and community recovery). We 
see the government’s overarching objective with regard to natural disasters being to 
minimise the impact of preparing for, and recovering from, natural disasters on the 
intergenerational living standards of New Zealanders.  

6. At a high level, the EQC scheme and role should be whatever configuration and design 
best supports that overarching objective. EQC will meet this requirement when its 
involvement results in better living standards outcomes than is achieved by other 
competing options for supporting natural disaster resilience, e.g. entirely private 
provision.   

EQC only covers some assets… 

7. EQC currently covers only some classes of assets, i.e. residential buildings and land, 
against natural hazards. Other major asset classes, including commercial, industrial 
and primary sector buildings, are entirely covered by private insurers. In addition, EQC 
cover is capped, so residential property also has significant private insurer involvement. 

 
1  Page 7, National Security System Handbook, DPMC, New Zealand Government, August 2016 
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8. This mixed model of private and Crown insurance raises an obvious question – what 
are the guiding principles in designing the scope of EQC’s coverage? 

…as EQC coverage is strongly shaped by political-economy judgements…  

9. The traditional policy analysis is that the individuals and businesses are best-placed to 
manage their own risks, and should be left to do so, unless that imposes costs on 
others. International evidence suggests that in the absence of an intervention like EQC, 
the take-up of natural disaster insurance by homeowners is low, especially in higher-
risk areas. Demands from large numbers of uninsured homeowners for government 
taxpayer-funded assistance following natural catastrophes often prove irresistible.   

10. In these circumstances, post-disaster ad-hoc government support then feeds 
expectations of future government post-disaster assistance, further weakening 
homeowner incentives to insure.  

11. The traditional overriding policy rationale of the EQC scheme is therefore to avoid the 
need for an ad hoc intervention after a major event. The scheme achieves this by 
encouraging high levels of insurance uptake. The high levels of uptake reduce 
uninsured community losses to levels which do not provoke irresistible demands for 
post-disaster ad-hoc government support. We have previously described this objective 
as “minimising the potential for unacceptable distress and loss” (as unacceptable 
losses create the imperative for an ad-hoc government response).   

…while also contributing to wider disaster resilience and recovery objectives.  

12. Although this is primarily a political-economy rationale, it also directly supports higher 
wellbeing, as it achieves its political-economy goals by reducing to socially acceptable 
levels the natural disaster losses of affected individuals and communities. This 
supports important broader government disaster resilience and recovery objectives by 
ensuring that sufficient capital will be available for communities to rebuild and/or 
recover after a major natural disaster.  

13. In this analysis, the core policy goal of the EQC scheme is to create the right conditions 
for very high levels of homeowner disaster insurance. Several features of the EQC 
scheme combine to achieve this: namely the compulsory attachment of EQC cover to 
private insurance fire policies on residential property; affordable premiums (including 
for higher-risk areas and properties); and by EQC taking on most of the natural disaster 
risk, private insurer top-up cover on disaster risk can remain ubiquitous and affordable. 

This framing explains many features of the existing scheme… 

14. This view has also informed past decisions on the coverage of the EQC scheme. In this 
view the coverage of the scheme should be whatever it needs to be to forestall 
widespread demands for ad-hoc post-disaster government support, and no larger.  

15. The decisions to exit EQC from all non-residential property from 1993 (EQC used to 
cover commercial, industrial and rural property too) and, more recently, to exit EQC 
from residential contents cover, reflected judgements that future governments would be 
able to resist demands to provide ad-hoc post-disaster assistance to owners of the 
assets that were no longer being covered by EQC. In the case of EQC exiting 
commercial and industrial property, the pre-1993 judgement proved correct when 
tested in a series of earthquakes from 2010-2016. Conversely, EQC land cover was 
introduced following what was seen as unacceptable outcomes for homeowners 
following the 1979 Abbotsford landslide that destroyed, or forced the relocation of, 69 
houses.  
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…and emphasises post-disaster durability in scheme design. 

16. Lastly, an implication of the EQC scheme’s purpose being to address a political-
economy problem is that, while policy analysis can help inform decision-making, there 
is no “right” technocratic answer regarding the coverage of the scheme. Scheme 
coverage hinges on political judgements about how future disaster-affected 
communities and governments will be willing to share losses and risks.  

17. A key question Ministers should ask of any future scheme design is whether Ministers 
judge it to likely to be robust to post-disaster political economy pressures for extension. 
In balancing the risks, an EQC scheme coverage that is too extensive is likely less 
damaging than coverage that is too parsimonious. The former transfers, for a premium, 
risks to the Crown that might be successfully carried by insurers, while the latter risks 
policy failure by not retaining the necessary conditions to keep high rates of insurance 
coverage in the target population, and so avoid pressure for ad-hoc post-disaster 
extension. 

Insurance Supply 

18. The above discussion focused on the demanders of insurance (i.e. homeowners). The 
EQC scheme also has two-way interactions with the supply side of the insurance 
market.  

19. On one hand, the EQC scheme improves the supply and availability of private top-up 
disaster insurance. EQC taking a large tranche of disaster risk helps make it attractive 
for private insurers to continue to offer all-risk residential insurance policies without 
disaster exclusions. On the other hand, insurance market conditions affect the EQC 
scheme’s success – a scheme that achieves its policy goals at one point in time may 
no longer do so if market conditions change, for reasons outside of the EQC scheme, 
in ways that increase non-insurance or under-insurance.  

20. Changes in insurance market conditions are of current policy interest. Considering 
insurance industry dynamics and the merits of alternative non-EQC intervention options 
would be a much longer-duration and more ambitious project than the current review of 
the EQC Act. Therefore, for the purposes of the review of the EQC Act, we intend to 
consider insurance market supply issues only to the extent that they are relevant to the 
EQC Act. In particular, we expect that analysis of insurance market pricing and margins 
will help inform our advice as to whether increasing EQC caps on building cover would 
improve insurance affordability and availability in high-risk areas. This could inform next 
steps on addressing any broader insurance market issues that fall outside the EQC 
Act.  

Policy work on broader insurance market issues regarding consumer understanding of 
property insurance pricing and availability will progress though a separate stream of 
advice.  

Our understanding of your objectives for EQC and related insurance work 

21. The previous Minister Responsible for the EQC (the Hon Dr Megan Woods) accepted 
advice that the review seek to achieve an EQC Act that supports the following policy 
objectives: 

1. minimise the potential for property owners to experience socially unacceptable 
distress and loss in the event of a natural disaster; 

2. support an efficient approach to the overall management of natural disaster risk 
and recovery, both nationally and across regions; 

3. contribute to the effective management by the Crown of fiscal risks associated 
with natural disasters; and 
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4. that, in achieving the above three objectives, the future Act both reflect lessons 
from previous events, and positions EQC to support government and national 
preparedness, mitigation and response to future natural disasters, including those 
exacerbated by climate change. 

22. We also previously provided you with advice on potential objectives for the broader 
work on property insurance markets (T2019/2234 and T2019/2933 refer). In response 
to that advice, you asked for further advice on options that: 

a facilitate better public understanding of insurance (e.g. costs, availability, and 
risk-factors) and property risks to help people manage their risks and promote 
confidence in the insurance market, and 

b ensure that property insurance is affordable and available and appropriately 
contributes to New Zealand’s long-term resilience (i.e. the 4Rs – reduction, 
readiness, response, recovery) against all natural hazards, including hazards 
exacerbated by climate change. 

23. Lastly, the review of the EQC Act is the vehicle for the Government addressing 14 of 
the recommendations of the Public Inquiry into the EQC (Cab DEV-20-MIN-0116 and 
T2020/1766 refer). Our advice will need to address all these recommendations.   

24. We intend to draw on the above understanding of your objectives in the development of 
our advice on the review of the EQC Act. Do you consider that the above section 
provides an accurate and complete overview of your objectives? 
 

Key question: does this section accurately capture your high-level objectives for this 
work? 

Defining EQC’s Role in a Future EQC Act 

25. A strategic question for the review is what should future legislation envisage for EQC’s 
role, beyond the core functions of administering the scheme and its associated 
finances. 

26. The Public Inquiry into EQC made the following recommendations regarding legislative 
role and mandate:  

“1.1.1 Provide a mandate in legislation for EQC (or another 
appropriate agency) to coordinate the residential 
insurance response to ensure housing recovery 
following a natural disaster, including setting roles 
and responsibilities, monitoring performance and 
requiring assistance from other government agencies. 
 
1.1.3 Determine how a managed repair programme 
might be initiated and executed should it be 
required and whether EQC should be the lead 
agency to conduct the programme. If not, then 
specify EQC’s role in a managed repair and rebuild 
programme. As part of this, review the discretion in 
Schedule 3 of the EQC Act enabling EQC to manage 
the replacement or reinstatement of properties. 
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1.2.1 Consider inclusion of a purpose statement and set 
of principles in the EQC Act that will guide the 
discharge of EQC’s responsibilities as an insurer  
with a social responsibility to claimants.” 

 
27. We anticipate providing advice recommending that the EQC’s role, responsibilities and 

mandate be clarified in the future EQC Act through the inclusion of a purpose 
statement and set of principles. 

28. As outlined earlier, EQC’s role should be whatever leads to EQC best supporting the 
broader government goal of minimising the impact of preparing for, and recovering 
from, natural disasters on the intergenerational living standards of New Zealanders. 
This includes supporting the Crown’s balance sheet through the purchase of 
reinsurance. 

29. Disaster response and recovery are inherently unpredictable and uncertain 
environments. From a legislative perspective, we consider that the EQC Act should 
provide a clear, principle-based legislative mandate for EQC to provide natural 
disaster, insurance and risk management expertise into wider government and national 
disaster risk management, preparedness planning, risk sharing, and post-disaster 
response and recovery activities.    

30. Regarding Inquiry recommendation 1.1.1, this approach would result in a clear, 
principle-based legislative mandate for EQC that would enable, but not require, EQC to 
perform this role.  

31. Regarding recommendation 1.1.3, a principles-based legislative mandate regarding 
managed repair would avoid progress on the Bill becoming dependent on the 
Government making a firm decision on the lead agency for future post-event housing 
managed repair programmes. This NEMA-led work stream is expected to take one to 
two years, with an initial report due in December 2020, so the results of this process 
will not be known in time to be reflected in a mid-2021 Bill (T2020/2426 refers).  

32. If you agree to our proposed approach, we will provide further advice on potential 
purpose statements and associated principles. Initial discussions between Treasury 
and EQC indicate that both agencies support clear, principles-based legislative 
statements regarding EQC’s role. It is unclear at this point in time how closely agency 
views will align regarding the substance of all provisions. We expect to work 
collaboratively on this and will report to you in due course. 
 

Key question: do you agree to the future EQC Act including a clear, principles-based 
legislative mandate so EQC can support whole of government efforts and adapt as 
required. 

Exclusions from Scope of Review 

33. You have indicated that you envisage an evolutionary review of the EQC scheme. As 
reported previously, introducing an EQC Bill in July 2021 requires all substantive policy 
decisions to be made by you before Christmas.  

34. We understand that by “evolutionary” you mean that the core features and 
characteristics of the current scheme be retained, while being improved and 
modernised. We have identified a number of key design features of the current scheme 
that we consider are likely outside the scope of this framing of an evolutionary review. 
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Therefore we propose to retain these features in future advice on the Bill, and do no 
significant reporting or advice on these issues, unless you request it.  

35. The collective effect of choosing to retain these features would be to retain the EQC 
scheme in broadly is current form (that is, a natural disaster insurance scheme that 
attaches to private insurance policies and provides capped cover on residential 
property). The design features we propose to not provide advice on alternative design 
options are: 

• EQC cover being first-loss cover (i.e. EQC takes the first loss in the event of a 
damaging event, with the private insurer picking up losses beyond the EQC cover 
as required); 

• access to EQC cover being determined by compulsory attachment to qualifying 
private insurance policies on the relevant property; 

• EQC premiums being collected by private insurers and passed to EQC; 

• the EQC scheme being focused on only residential property (although we will 
provide advice on boundary issues such as MUBs, land cover, definitions, 
technical changes and so on);  

• EQC building and land covers be retained (although we will advise on the 
configuration and coverage of both building and land cover); and 

• EQC continuing to be a Crown Entity.  

36. We consider that the above exclusions will not impede the review of the EQC Act 
addressing the relevant recommendations of the Public Inquiry. We will advise you if 
this assessment changes. 

37. We seek your confirmation or feedback on these exclusions. We can provide more 
advice on any of these issues if you wish. 
 

Key question: do you agree with the above six issues being excluded from the current 
review of the EQC scheme and Act? If not, what issues do you want more advice on? 

Next Steps 

38. We have recently reported on the high-level process for delivering an EQC Bill by July 
2021 (T2020/1766 refers). The next three reports we intend to provide will cover: 

• advice on options for the future coverage of EQC scheme,  

• EQC land cover and 

• EQC hazards exacerbated by climate change.  

Consultation 

39. The Earthquake Commission, Reserve Bank, Department of Internal Affairs, and 
National Emergency Management Agency were consulted on drafts of this report. The 
Department of Prime Minister and Cabinet was also informed. 
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