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17 May 2011 CM-1-3-15-1  

Treasury Report: Should the EQC Levy Increase? 
 
1. You requested advice from Treasury on whether the EQC levy should increase as a 

result of the two Canterbury earthquakes. At this stage, our view is that the EQC levy 
should not be increased in the short term, because: 

 
• the EQC should still generate an annual surplus even with the current levy, and 

therefore the Natural Disaster Fund (NDF) will continue to grow over time; 

• in the long term, the EQC levy should be set at a level which reflects the cost to 
the Crown of providing natural disaster insurance. This cost does appear to have 
increased as a result of increases in reinsurance prices following the Canterbury 
earthquakes, and other natural disasters overseas such as the Japanese 
earthquake and tsunami. But it is not yet clear for how long these increases will 
be sustained, and if they do, whether the EQC should still continue to purchase 
the same level of reinsurance; 

• it is likely that the natural disaster cover provided by the EQC will be changed as 
a result of lessons learned from the Canterbury earthquakes. Any changes to 
EQC’s coverage should be reflected in changes to the EQC levy; therefore it may 
be preferable to hold off making any adjustments to the levy until changes are 
made to EQC’s coverage (or a decision is made not to change the coverage); 
and 

• the EQC levy can be increased at any time – increases do not have to be 
implemented from 1 July. 

 
2. Therefore our recommendation is that the EQC levy should not be increased in the 

immediate future. 
 
3. We would reconsider our advice if the cost of the 22 February earthquake to EQC was 

likely to be significantly greater than $4.0 billion.  
 
4. If this happened, EQC’s reinsurance cover for the 22 February quake would be fully 

used up, and the costs of that quake above $4.0 billion would need to be met from the 
NDF. This would reduce the NDF’s size to less than $3 billion, once all claims from the 
Canterbury earthquakes were paid out. As a result, the EQC levy might need to be 
increased in the short term, both to reflect the greater risk being carried by the Crown, 
and the reduction in the EQC’s investment income from the smaller NDF. 

 
5. We would also reconsider our advice if there was another significant natural disaster in 

New Zealand which further reduced the size of the NDF. 
 
Impact of the EQC Levy on the NDF 

6. As you know, the EQC levy is currently set at 5 cents plus GST per $100 of natural 
disaster cover provided by the EQC (excluding cover for land damage, where the EQC 
does not charge a premium). This is a maximum of $69 including GST per household 
per year, and raises around $86 million of revenue for the EQC each year. In 2009/10 
the EQC levy was less than 20% of EQC’s total revenue. 

 
7. Prior to the Canterbury earthquakes, the EQC levy roughly matched EQC’s expenses, 

depending on the level of natural disaster claims received in any given year. In most 
years, levy revenue has exceeded EQC’s expenses and claims payments (which is 
what we would expect, given that there were no major natural disasters in New 
Zealand for a number of years prior to the Canterbury earthquakes). 
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8. On top of the levy, the EQC earns income from the investments in the NDF. This 

income changes from year to year depending on market returns, but in 2009/10 the 
EQC’s investment income  was $377 million. Overall in 2009/10 the EQC had a surplus 
of $355 million, which was reinvested into the NDF. 

 
9. Once the EQC has paid out all claims from the Canterbury earthquakes, the NDF 

should reduce from $6 billion to around $3 billion, and therefore EQC’s investment 
income in future years should halve. 

 
10. We also know that the cost of EQC’s reinsurance purchases from overseas will 

increase. EQC has advised us that it is likely to spend around $65 million on 
reinsurance in 2011/12 (up from around $40 million last year). Because EQC has 
previously purchased its reinsurance in 3-year tranches, increases in the cost of 
reinsurance take time to flow through to EQC’s costs. If current reinsurance prices 
hold, in 3 years time EQC would need to spend around $100 million to purchase the 
same level of reinsurance cover that it currently has.  

 
11. However, the EQC can also choose to either increase the excess on its reinsurance to 

greater than $1.5 billion, or purchase less than $2.5 billion of reinsurance cover, both of 
which would reduce the cost of its reinsurance (but increase the risk that the Crown 
was bearing through its guarantee of the NDF). 

 
12. Even if EQC decides to retain its current reinsurance settings, and reinsurance prices 

remain at their current levels so that EQC’s reinsurance costs increase from $40 million 
to $100 million, and investment income halves, EQC should still make a surplus each 
year (assuming no more major natural disasters). Therefore the NDF would continue to 
grow, albeit at a significantly slower rate than prior to the Canterbury earthquakes. So 
at this stage there is no need to increase the EQC levy to ensure the NDF’s solvency. 

 
13. As previously advised, even very significant increases to the EQC levy make little 

difference to the speed at which the NDF grows. On current settings, the NDF will grow 
back to $6 billion in roughly 15 years (assuming amongst other things, no significant 
natural disasters during that period). If the EQC levy was doubled, this would be 
reduced to roughly 12 years1. Even if this year’s reinsurance costs were maintained in 
the future, on its own this would not justify a doubling of the EQC levy. 

 
14. For comparison, over the last 10 years, the NDF grew by around $2.1 billion, from $3.9 

billion on 1 July 2001 to $6 billion prior to the September earthquake.  
 
15. Therefore we do not think there is a need to increase the EQC levy, in the short term, 

to grow the NDF. 
 
The Cost of Natural Disaster Insurance 

16. In theory the EQC premium should be set so in the long run it recovers the cost to the 
Crown of providing natural insurance disaster to residential property in New Zealand 
via the EQC. 

 
17. Given that the EQC provides cover for large, rare natural disasters, we would not 

expect the EQC premium to change very often – and in fact we understand that the 
EQC premium has not changed since the EQC was first established in the 1940s 
(presumably because until the Canterbury earthquakes, there were no major natural 
disasters to prompt a reassessment of the levy). 

 

                                                
1  EQC has done similar calculations; EQC’s results suggest 16 years to grow back to $6 billion on 

current settings, and 10 years if EQC levies were doubled. 
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18. Increases in the cost of reinsurance (if sustained for a number of years) and decreases 

in the size of the assets held within the NDF both mean that the expected cost to the 
Crown of the EQC’s natural disaster insurance are higher. Assuming the EQC levy was 
set at the appropriate level before the Canterbury earthquakes (which is questionable), 
this would justify an increase in the EQC levy. 
 

19. The difficulty is knowing how much the levy should increase by. 
 
20. Historical experience suggests that reinsurance premiums increase significantly 

following major natural disasters, but then over time decline due to competition 
between reinsurers. Therefore the reinsurance prices that EQC is facing for next year 
may not be sustained in future years. 

 
Possible Changes to the EQC 

21. We think it is inevitable that, at some point, there will be a review of the EQC in light of 
the experience from the Canterbury earthquakes. Given the significance of the 
Canterbury earthquakes, we expect that all aspects of the EQC’s policy and operations 
will potentially be up for review. In particular, policies around coverage for land are 
likely to require reconsideration – particularly as EQC does not charge a premium for 
land cover. 

 
22. Any changes to the EQC’s natural disaster insurance should be reflected in changes to 

the EQC levy. Therefore, it may be appropriate to leave the EQC levy unchanged until 
such time as a review is carried out. At that point, a full actuarial review of the likely 
costs of the EQC’s natural disaster cover could be undertaken to help decide the 
appropriate level for the EQC levy. 

 
23. Given the potential for a review of the EQC, and uncertainty around the costs that EQC 

will pay for reinsurance, we think it would be preferable to hold off on any changes to 
the EQC levy. We think this would be preferable to making a number of short-term 
adjustments to the EQC levy. 

 
Process for Changing the EQC Levy 

24. The EQC levy is set by clause 3 of the EQC Regulations 1993. It can be changed at 
any time by issuing a new regulation that amends or replaces the 1993 regulations. A 
Cabinet decision would be required. 

 
25. There is no reason why changes in the EQC levy need to happen from 1 July; changes 

can be made at any date during the year. Insurance companies would need to be given 
advance notice of the change in the levy so that they could pass it on to their 
customers. 

 
26. We do not expect that there would be any operational issues or constraints for either 

the EQC or private insurers in changing the levy, assuming they were given sufficient 
advance notice - although if an increase was being considered it would be worth testing 
this, given that the EQC levy has not been changed for a long time. 
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Recommended Action 

We recommend that you:  
 
a. note the contents of this report; and 
 
b. indicate if you would like to discuss the EQC levy at your next weekly catch-up with 

Treasury. 
 

 Yes /No. 
 
 
 
 
 
 
Andrew Blazey 
Manager, Sector Monitoring 
for Secretary to the Treasury 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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