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Date:  15 May 2012 
 
 
To:  Minister for EQC 
 Minister of Finance 
   
 
Aide Memoire: EQC’s 2012/2013 Reinsurance Renewals 

On 11 May 2012, you received a letter from EQC seeking your views on its proposed 
reinsurance arrangements for 2012/13. This aide-memoire outlines our perspective on 
the proposal.  
 
Proposal: More cover, higher cost 

Reinsurance markets have hardened considerably due to the Canterbury earthquakes 
and other recent disasters. EQC will not be able to renew its current program at the 
same prices and terms as in previous years. The current proposal is as follows: 
 
1. EQC has placed an order for a “base” program attaching at $1.75 billion (higher 

than the 2011/12 attachment point of $1.5 billion) and providing $1.75 billion of 
cover up to $3.5 billion.  
 

2. EQC is seeking your views on the purchase of an additional $1.5 billion of cover 
attaching at $3.5 billion.  

 
The following diagram illustrates how the “base” programme and the additional cover 
compare to the 2011/12 arrangements: 
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Note that this diagram is simplified. Twenty five percent of the proposed program is based on previous contracts and still 
attaches at $1.5 billion. Furthermore the “additional layer” option may be placed so that EQC co-insurers 50% up to $6 
billion.    

 

The cost of the 2012/13 programme will be significantly higher than the 2012/12 
programme, as the following graph illustrates: 
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There is room within EQC’s annual operating surplus to absorb the additional cost, 
particularly following the levy increase. 
 
Analysis: Treasury supports the purchase of additional reinsurance  

Overall, Treasury supports the purchase of the “base” programme and the purchase of 
additional insurance for the following reasons: 
 
• Current debt levels in the Crown’s balance sheet are high. Higher debt levels 

reduce the ability of the Government’s balance sheet to absorb shocks without 
approaching or exceeding its borrowing limits. Additional reinsurance is desirable in 
the current context, where the NDF has been depleted by the costs of the 
Canterbury quake and forecast net debt is approaching undesirable levels; 
 

• Non-EQC earthquake costs need to be considered – The Crown faces costs in 
an earthquake in addition to its EQC liability (e.g. costs associated with damage to 
central and local government infrastructure). In essence the Crown faces a much 
larger earthquake risk than its EQC risk in isolation, thus increasing the overall risk 
to its balance sheet in a catastrophe. Because the Crown cannot easily transfer its 
other risks to the market, increasing EQC’s risk transfer by more than would 
otherwise be the case is reasonable. 

 
A higher attachment point 
 
You should be aware that the attachment point will rise for the “base” programme from 
$1.5 billion to $1.75 billion. We are comfortable with that outcome. The Crown’s 
balance sheet can absorb small shocks, but its ability to cope with large shocks is 
limited. For a given dollar of reinsurance expenditure additional cover for large events 
is preferred to gaining cover for small events, even though small events are more likely. 
Because reinsurance at the bottom of EQC’s program is more expensive than at the 
top, we agree that shifting the program up, but expanding its size, is prudent. This 
upward shift is consistent with increasing the Government’s cover for larger 
earthquakes, which is when the balance sheet is at risk and the Crown is more likely 
going to need the cover.      
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Additional reinsurance 
 
EQC is considering placing an additional $1.5 billion of cover above its “base” 
programme, attaching at $3.5 billion. The additional programme will include: 
 

1. A “top-and-drop” layer giving $500 million of cover. 
 

2. $1 billion additional cover, attaching at $4.0 billion.  
 

We support the purchase of both the top-and-drop layer and the purchase of the 
additional $1 billion cover on the basis that this will provide a greater level of cover in 
higher loss layers where the Crown’s ability to absorb losses is lower. We also suggest 
you ask EQC to investigate the potential for purchasing more reinsurance than the $1 
billion proposed, subject to it being cost-effective. 
 
We suggest you also ask EQC to explore ways to structure the $1 billion additional 
cover to allow other reinsurers to participate in the top layer. To the extent that the top 
layer is dominated by any single reinsurer, other industry players may feel aggrieved 
that they were not offered the right to renewal for this layer. In an industry driven by 
historical relationships, it is desirable to minimise the potential for such reactions.  
 
 
Thomas Quirk, Graduate Analyst, Deposit Guarantee Scheme, Commercial 
Transactions Group, DD  or Mob 
John Park, Manager, Deposit Guarantee Scheme, Commercial Transactions Group, 

 
 
 

 

[23][39]

[39]

 


	eqc-inquiry-coversheet.pdf
	The Treasury
	Material Provided to the Public Inquiry into EQC Information Release
	August 2021
	Information Withheld
	Copyright and Licensing
	Cabinet material and advice to Ministers from the Treasury and other public service departments are © Crown copyright but are licensed for re-use under Creative Commons Attribution 4.0 International (CC BY 4.0) [https://creativecommons.org/licenses/by...





