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Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Read the report prior to attending 
the Ad Hoc Cabinet Committee for 
Canterbury Earthquake Recovery 

Tuesday 30 November 2010

Minister for State Owned Enterprises 

(Hon Simon Power) 

Note contents of the report None 

Associate Minister of Finance 

(Hon Steven Joyce) 

Note contents of the report None 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Diana Solomon Analyst, Sector Monitoring   

Joanna Gordon Manager, Financial Markets  
 

Minister of Finance’s Office Actions (if required) 

None. 
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26 November 2010 KI-3-6-9-2 
  
Treasury Report: Update on EQC Excess Options for Land 

Remediation 

Purpose of Report 

1. The report briefs you on possible excess options available to the Crown in relation to 
the Earthquake Commission’s (EQC) excess provisions for land remediation in 
Canterbury. 

Background  

2. On 16 November 2010, Cabinet invited the Minister for Canterbury Earthquake 
Recovery and the Minister of Finance to report back to Cabinet with further information 
on insurance excesses for damaged residential land (ACE Min (10) 6/1 refers). Cabinet 
is seeking information on the legislative framework that applies to insurance excesses 
for damaged land and how the EQC will charge and collect the excesses from affected 
homeowners.  

 
3. The Canterbury Earthquake Policy Response Team, Department of the Prime Minister 

and Cabinet is currently drafting a paper on these matters in consultation with the 
Treasury and the EQC.  

 
4. We understand the Minister for Canterbury Earthquake Recovery may be concerned 

about the application of the EQC’s excesses for land remediation. The Minister may 
wish to amend the EQC’s excess provisions. This paper advises on the likely impact of 
any changes.  

Insurance Excess Options 

Status Quo 

5. The details on the EQC’s current excess limits for various claim categories, and the 
manner in which the EQC has or is planning to collect the insurance excesses from 
affected homeowners are outlined in Annex 1. 

 
6. Under the status quo, the EQC will typically meet 90% of the costs of remediating 

damaged land. Overall, affected homeowners are estimated to pay around 1% of the 
costs of the Canterbury earthquake in excesses, either to the EQC or private insurers. 

 
7. We strongly advise against changing the existing excess provisions. Charging 

excesses is an established insurance market practice intended to discourage the 
lodging of large numbers of trivial claims, and to ensure that insured parties have an 
incentive to avoid or mitigate damage to their property, where possible. The EQC’s 
public documents are also very clear about the excess provisions, so insured parties 
should clearly understand their duties and obligations regarding excesses. 

 
8. Moreover, changing the excess provisions now would generate considerable 

differences of treatment across claimants. Given the EQC is already deducting 
excesses for house repair claims below $10,000 and above $100,000 (the EQC cap), it 
may not seem reasonable to waive excesses for repairs between $10,000 and 
$100,000 while homeowners continue to be charged the existing excesses for claims 
above and below these figures.  
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Alternative Options 

9. There are a number of alternatives if Ministers wish to change the existing excess 
provisions. All of these options will generate negative precedent effects and differences 
in treatment across claimants. They will also all increase the costs of the land 
remediation works to the Crown. Fiscal costs to the Crown will further increase if 
Ministers decide to refund the excesses already paid out by the homeowners.  

 
10. The following options are ordered in terms of increasing risk to the Crown: 
 

a. Crown pays excess on behalf of the homeowner. This option involves the 
Crown directly meeting the costs of the excesses at their current levels. It does 
not involve legislative change. This option would maintain the principle that the 
EQC needs to charge excesses and the Crown could potentially argue that an 
intervention of this nature is an exceptional response to an exceptional event. 
Nevertheless, this option will weaken the integrity of the excess regime and any 
precedent established will increase the cost of responding to future disasters.  

 
b. Crown sets flat excess. The Government could establish a flat excess (e.g. of 

$500) across all claim categories to ensure that all parties face the same costs. 
Although a flat excess will reduce the costs of the intervention relative to the 
other options, it will not reflect differing damage impacts across the Canterbury 
region. A flat excess will also reduce the incentive for insured parties in especially 
hazardous areas to take precautionary measures to protect their property thereby 
increasing the cost of responding to future disasters. 

 
c. Remove excess provisions from EQC Act and regulations. The most extreme 

measure would be to amend the EQC Act and associated regulations. This 
change would affect the response to all future natural disasters, and would be 
particularly complicated in terms of its impact on the Canterbury response (where 
many insured parties have already been charged excess by EQC).  Initial 
estimates suggest it would cost at least $20 million to remove the excess 
provisions relating to the Canterbury earthquake alone. 

 
Removing excess provisions will have ongoing fiscal implications. These costs 
cannot be quantified, but are likely to be significant and rising over time. The 
practical implications of removing excess provisions are equally serious. In the 
absence of excess provisions, it is likely that EQC would be swamped by trivial 
claims in future events, compromising its ability to process significant claims 
within an appropriate timeframe.  
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Recommended Action 

We recommend that you: 
 

a. note that the EQC’s current provisions ensure equity and fairness across all claim 
categories, and are considered best practice in the insurance industry; 

 
b. note that our first-best advice is to retain the current EQC insurance excess provisions; 

and 
 

c. note that the alternative options outlined in the report generate significant and ongoing 
risks for the Government.  However, if the integrity of the excess regime is to apply, it 
may be preferable for the Crown to pay excess on behalf of the homeowner. 

 
 
 
 
 
 
Joanna Gordon 
Manager, Financial Markets 
for Secretary to the Treasury 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Annex 1: Summary of EQC’s Insurance Excess Provisions 
 
1. The EQC Act and the Earthquake Commission Regulations 1993 require EQC to 

impose an insurance excess on affected homeowners in relation to insurance claims 
for land, building and contents damage. These excess limits differ for each type of 
claim, and are as follows:  

• Land - $500 or 10% of the amount payable, whichever is greater to a maximum 
of $5,000. 

• Buildings - $200 or 1% of the amount payable, whichever is greater to a 
maximum of $1,000. 

• Contents - flat $200 per claim. 
 
2. For the above, it is assumed that excesses will only be collected on the land 

remediation work required under the EQC Act, i.e. excesses will not be charged on the 
land remediation work to a higher standard, which is being funded by the Crown. There 
would be a number of legal and practical difficulties in charging an excess on this extra 
land remediation work. 

 
3. Across the six categories of claims processed by the EQC, the manner in which the 

EQC has or is planning to collect excesses is outlined below: 
 

Claim Type Status Excess Collection Mechanism 
Urgent repairs (e.g. 
weathertightness) 

Current None at this stage. Repair costs are paid without 
deducting an excess, in the expectation that the 
excess will be deducted from the subsequent 
claim for the full amount of damage 

Building damage 
less than $10,000 

Current  Settlement amount paid out less required excess 
($200 plus GST) 

Building damage 
$10,000 - $100,000 
 

Potential 
and not yet 
underway  

Proposed: Excess collected from affected 
homeowner after remediation work has been 
completed. Excess is 1% of the cost of repairs, 
with a minimum of $200 plus GST 

Building damage 
more than $100K 

Current Settlement amount paid out less required excess 
($1,000 plus GST) 

Contents damage Current Settlement amount paid out less required excess 
of $200 plus GST 

Land damage Potential 
and not yet 
underway 

Proposed: Excess collected from affected 
landowner after remediation work has been 
completed. Excess is 10% of the cost of repairs, 
with a minimum of $500 and a maximum of 
$5,000 plus GST 
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