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Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

 

Note the analysis in this report 

Agree that communications messaging 
should emphasise the stability of 
present arrangements  

Agree that Treasury should report to 
Ministers in mid-October on the timing 
and terms of reference for a review of 
earthquake insurance in New Zealand 

Monday, 29 August 2011 

In time for the announcement 
on Tuesday 30 August 

 

Minister for Earthquake Recovery 

(Hon Gerry Brownlee) 

 

Note the analysis in this report 

Agree that communications messaging 
should emphasise the stability of 
present arrangements  

Agree that Treasury should report to 
Ministers in mid-October on the timing 
and terms of reference for a review of 
earthquake insurance in New Zealand 

Monday, 29 August 2011 

In time for the announcement 
on Tuesday 30 August 

 
 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Tom Hall Manager, Earthquake 
Coordination 

   

Nicola Kirkup Senior Analyst, Financial 
Markets 

   

 
 
 
Enclosure: No 
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[39]
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25 August 2011 TY-2-1  

Treasury Report: Implications of the Earthquake Commission's 
Revised Estimates of Liability 

Executive Summary 

 
As reported in Ian Simpson’s memo of 16 August to the Minister of Finance, the Earthquake 
Commission’s estimates of its liabilities across all Canterbury earthquakes have been revised 
upwards and this will be reflected in its 2011 Financial Statements.  This is due to damage 
from the February earthquake being greater than was estimated for the Budget and to 
damage attributable to the June earthquake.  Depending on the expected Court judgement 
as to the proper interpretation of the Earthquake Commission Act 1993, EQC’s costs may 
rise further. 
 
The revised estimates mean that the Natural Disaster Fund will potentially be exhausted and 
EQC may need to call on the Crown guarantee under section 16 of the EQC Act in order to 
meet its liabilities, probably in 2013/2014.  It is not necessary at this point to determine the 
preferred funding approach. 
 
It is unclear how far the announcement, that the cost of damage is greater than EQC thought 
at the time of the Budget, will come as news to the private insurance market.  It is likely in 
any case to unsettle market sentiment and impact on insurers’ willingness to re-engage in 
the market for building insurance in Canterbury.  It may also have an impact on EQC’s ability 
to obtain re-insurance for land cover from 1 July 2012.  We are monitoring developments in 
and pressures on the insurance market and will report to you on this. 
 
We recommend against adding to the uncertainty with an early announcement of a prompt 
review of earthquake insurance cover in New Zealand, as this would be likely further to delay 
the re-establishment of a functioning private insurance market – which is in itself a necessary 
condition for a properly considered review. 
 
EQC and the Debt Management Office are briefing Standard and Poor’s on Friday (26 
August) and a public announcement is to be made on Tuesday 30 August.  We are working 
with Ministers’ offices on a communications package. 

Recommended Action 

We recommend that you: 
 
a note that EQC’s 2011 financial statements will report a deficit some $4 billion higher 

than BEFU, resulting in negative shareholder funds of over $800 million 
 
b note that this is mainly due to increased claims and assessors expense driven by a 

new actuarial valuation of EQC’s insurance liabilities 
 
c note that this is likely eventually to result in a cash requirement and hence a cash 

demand on the Crown under the guarantee of the Natural Disaster Fund under section 
16 of the Earthquake Act 1993 

 
d note that Treasury officials will provide advice on the operation of the s16 guarantee if 

and when it is called on 
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e note that Treasury and EQC officials are working with your offices on a 
communications exercise to support the announcement of the revised figures 

 
f note that Treasury considers that reform of earthquake insurance provision in New 

Zealand is likely to be more sustainable and effective if decisions are taken in the light 
of a clearer view of the future shape of private insurance markets than is currently 
available 

 
g note that Treasury considers that a public indication of an early review of earthquake 

insurance arrangements in New Zealand is likely further to unsettle insurance markets 
and could delay re-entry of insurance providers and increase the risk to EQC’s ability to 
renew reinsurance cover  

 
h agree that communications messaging should emphasise the stability of present 

arrangements and the Crown’s ability to meet any shortfall in the NDF 
 

Agree/disagree.  Agree/disagree. 
Minister of Finance    Minister for Earthquake Recovery 

 
i note the actions being undertaken by Treasury and others as set out at paragraph 35 

below, and indicate if you are not content with any of these, and 
 
j agree that Treasury should  report to Ministers mid-October on the timing, terms of 

reference and process options for a fundamental review of earthquake insurance in 
New Zealand. 

 
Agree/disagree. Agree/disagree. 
Minister of Finance Minister for Earthquake Recovery 

 
 
 
 
 
 
Tom Hall 
Manager, Earthquake Coordination 
 
 
 
 
 
 
Hon Bill English      
Minister of Finance  

 
 
 
 
 
 

Hon Gerry Brownlee     
Minister for Earthquake Recovery 
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Treasury Report: Implications of the Earthquake Commission's 
Revised Estimates of Liability 

Purpose of Report 

1. This report explains the Earthquake Commission’s (EQC’s) updated estimates of its 
liabilities arising from the Canterbury earthquake series (Ian Simpson’s memo to the 
Minister of Finance of 16 August refers) and the implications for the Crown; and sets 
out an initial response. 

Analysis 

 
EQC’s Financial Statements 2011 
 
2. Subject to sign-off by the EQC Board, EQC’s 2011 audited financial statements will 

report a deficit some $4 billion higher than BEFU, resulting in negative shareholders 
funds of $829 million1.  This is mainly due to increased expense of $11.3 billion, which 
in turn is driven by an actuarial valuation of EQC’s insurance claims cost. 
 

3. The claims cost reported in the financial statements incorporates, inter alia, a 75th 
percentile risk margin ($556 million “up”), but is also discounted ($877 million “down”). 
However, the change story since BEFU is best explained by outlining the movement in 
the undiscounted mean claims cost. The undiscounted mean claims cost is $11.6 
billion gross of reinsurance recoveries, and $7.07 billion net (see graph below). 
 
  

                                                
1  This figure differs from the $380 million negative amount reported in the EQC memo of 16 August mainly due to the 

inclusion of the 75th percentile risk margin ($556 million) required for financial reporting, along with some minor changes 
to the actuarial valuation resulting from the validation process and other financial reporting adjustments that largely 
offset each other. 
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4. The $7.07 billion net undiscounted mean insurance claims cost is $4 billion higher than 

the BEFU estimate of $3.05 billion.  The table below summarises the movements. 
 
 
 
 
 
 
 
 
  

 
 
 
 
5. EQC’s liabilities may be further impacted by an expected Court judgement as to the 

proper interpretation of the Earthquake Commission Act 1993. This judgement, which 
will determine whether EQC’s cover of up to $100,000 applies to each and every event 
or only once across the series of events, will determine who bears some $0.4-0.6b of 
costs.  These costs are currently excluded from the EQC estimates.  
 

6. Damage allocation between events matters significantly for the cost sharing between 
EQC and their reinsurers.  The Actuarial Valuation estimates that reinsurance will be 
triggered for all three events.  We will continue to monitor how these allocations are 
falling to ensure that the Crown’s interests are managed. 

 
7. Given the persistent uncertainties present (and the fact that the Budget 2011 estimates 

for the February costs were required so soon after the quake), we believe that a 
valuation change of the size implied by the EQC figures is realistic.  These figures have 
been audited by Deloitte. However, we are cautious in placing too much emphasis on 
any single figure.   
 

8. The graph below shows the actuary’s range of values that are statistically reasonable 
to expect for the final actual value of EQC’s net undiscounted insurance claims cost. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Budget 2011 – estimated net claims cost 3.05b  
Inclusion of June event – land was large  +1.01 
February Increase – primarily building  +2.15 
Other aftershocks  +0.41 
Post-Earthquake re-evaluation of ongoing costs +0.35 
September increase 
Other 

+0.02 
+0.05 

Mean Estimate of net EQC claims cost 7.07b 

75% risk margin

95 % range    
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Implications for the Crown 
 
9. The impact of these revised estimates on the macro-economic outlook and fiscal 

implications are set out in a separate report “Economic and Fiscal Update ahead of 
PREFU”, expected to be included in Friday’s (26 August) bag, which officials will 
discuss with the Minister of Finance at the Fiscal Issues meeting on Tuesday (29 
August).  

 
10. The revised estimates mean that the NDF will potentially be exhausted and EQC will 

need to call on the Crown guarantee (in section 16 of the EQC Act) to meet its 
liabilities, perhaps in 2013/2014.  The Crown has two broad funding options which 
could be considered – the NDF shortfall could be covered by a grant, or by some sort 
of recoverable advance, funded (for example) by a levy increase.   

 
11. From a cashflow perspective, it is likely to be some years before any call on the Crown 

is made, but EQC are likely to press for an early decision on this point to provide it with 
certainty.  Nevertheless, we do not believe this to be necessary at this stage.  We will 
provide you with advice on the operation of the guarantee, if it appears that it will be 
required.   

 
12. EQC has reinsurance in place for the rest of the 2011/12 year, but it is likely that it 

would have to rely on the Crown guarantee to meet its share of costs in the case of any 
future event.   

 
Implications for the Canterbury Earthquake Recovery Fund 
 
13. The Canterbury Earthquake Recovery Fund (CERF) of $5.5 billion was set up to help 

manage the costs of the earthquakes over six years.  It is a notional fund, with funding 
from existing baselines, the Budget 2010 contingency and new money in Budget 2011.  
Core Crown costs to be charged against the CERF include infrastructure, land 
remediation, housing, welfare, business support, AMI costs and CERA expenses.  
Health, social welfare payments, Crown Entity and SOE expenses are excluded except 
where an entity receives a capital injection as a direct result of the earthquakes. 

 
14. Incorporating a potential cash shortfall in the CERF would be consistent with 

recognising actual and potential core Crown costs including AMI costs.  Although 
EQC’s cost estimates (and therefore the potential shortfall amount) remain uncertain, 
we have temporarily recorded a $380 million placeholder in the CERF to keep this 
potential cost “on the radar”.   This amount is based on an actuarial estimate in EQC’s 
report of last week.  We are now working with EQC to estimate the likely cash shortfall 
and will update the CERF when a new estimate is available. 

 
15. Funding available in the CERF will continue to be inexact as estimates of a number of 

core Crown costs are only preliminary and some items counted against the Fund have 
yet to be considered by Cabinet.  The CERF also includes placeholders for costs the 
government is not currently committed to and excludes costs that cannot yet be 
reasonably estimated. 

 
16. If the guarantee is called upon, it may be provided to EQC as either a grant or an 

advance.  This will have a bearing on whether this item continues to be charged 
against the CERF.  The potential costs for EQC, and the potential increase in its 
liability, that may arise from the current court case are not currently included in the 
CERF on the basis that these costs relate to EQC as a Crown entity outside the core 
Crown.  Work being undertaken within Treasury on the status of the liability may 
change our thinking on this. 
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Implications for the private insurance market 

 
• Residential insurance 

 
17. EQC’s revised estimates do not reflect a change in the level of physical damage to 

Canterbury properties as a result of earthquakes since September 2010, but rather a 
more accurate modelling of the cost of damage.  As discussed above, this change is 
attributed, in part, to new information that is emerging as EQC moves from ‘rapid 
assessment’ to a process involving fuller inspection.   

 
18. We have consulted with RBNZ, who confirm that it is unclear how far the revised 

estimates will represent a ‘new shock’ to the private insurance market.  EQC advise 
that some insurers have already revised their expected loss estimates upwards, 
potentially anticipating cost increases. 

 
19. Regardless of whether the new estimates represent a previously unknown increase in 

the liabilities faced by private insurers, the news regarding EQC’s increased damage 
estimates may impact on the willingness of private insurers to re-enter the Canterbury 
market.  In addition, the new estimates may impact on the reactions of international 
reinsurers to the private insurance book as reinsurers look for certainty around the 
damage estimates private insurers have provided.  

 
20. In addition to the new estimates, private insurers’ liability will be impacted by the 

expected Court judgement.  
 

• Land insurance 
 

21. The revised estimates of the cost of damage to land are directly relevant only to EQC, 
which has full land reinsurance cover in place until the end of June 2012.  However, 
they advise that the cost increases may reduce international reinsurer appetite to offer 
reinsurance cover for land post-June 2012.   

 
 
Implications for the provision of public earthquake insurance in New Zealand  

 
22. These developments will have a bearing on the terms of reference for a general review 

of the nature and funding of public earthquake insurance provision in New Zealand.  
However, they do not in themselves make the review immediately urgent.   

 
23. Arrangements are in place for the Crown’s present liabilities to be met.  The potential 

exhaustion of the NDF does not alter the Crown’s liability in the respect of any future 
events; rather it changes the way in which the liability will be met.   Land reinsurance 
cover is in place until the end of June 2012; and EQC advises, and Treasury concurs, 
that Government action on land cover in the short-term may negatively impact 
reinsurers’ willingness to renew cover, as action may strengthen doubts about the 
stability and predictability of the EQC regulatory regime.  

 
24. There is sufficient time to disseminate a fuller picture of land issues, emphasising that: 

it is likely that the worst damage has occurred; new building will take place in less risky 
areas; and, in time, there should be a much clearer story about liquefaction risk.  The 
forthcoming gathering of insurers at Monaco in September, which will be attended by 
the Minister for Canterbury Earthquake Recovery, EQC and Treasury and CERA 
officials, will provide opportunities for these discussions with reinsurers.    
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25. Further, decisions about the longer term future of EQC and the NDF are more likely to 

be sustainable once the private insurance and reinsurance market has had a chance to 
adjust to a ‘new normal’.  Ideally, consideration of future earthquake insurance 
arrangements should be driven by a long term view rather than a response to the 
current specific circumstances.    

 
26. We do not therefore recommend expediting decisions on the longer term future of the 

NDF and of EQC.  The urgency for the completion of the review will depend in large 
part on the prospects of EQC renewing its land reinsurance.  Discussion at Monaco 
should provide an early indication of this.  We propose a report to you in mid-October 
about the timing and terms of reference of a review project. 

 
27. In the shorter term, the issue of lack of new insurance cover in Canterbury remains.  

We set out options to address this in Treasury Report T2011/1708 and in our 
discussion with you both on 15 August.  Our advice on this issue remains the same; 
namely, that a strategy of information provision and dissemination to insurers and 
reinsurers is key to addressing short-term availability issues.  We are working on CERA 
on implementing this.   

 
28. We are monitoring the situation through contacts with building firms, banks, insurance 

companies (directly and through RBNZ) and CERA.  We propose to formalise this 
process with fortnightly reports on what we are hearing. 

 
29. We will also continue work on contingency options should the private market fail to 

resume the writing of new cover for residential property and construction works.  This 
work includes considering the market pressures that would lead us to advise that an 
intervention is desirable.     

 
Communications 
 
30. Immediate communications are planned this week with rating agencies and EQC’s 

reinsurers: 
 

a EQC and DMO have contacted Standard and Poor’s advising them of the liability 
revaluation.  Full briefings by both Treasury and EQC are scheduled for Friday 
(26 August).  S & P is the only ratings agency that provides a rating for EQC and 
also is shortly to complete a sovereign rating review of New Zealand. 

 
b EQC also expects to notify its reinsurers before the announcement is made, 

following Board approval of the revised estimates. 
 

31. We understand that you are intending to make a public announcement about EQC on 
Tuesday 30 August.  DMO proposes to advise other ratings agencies of the headlines 
shortly before the announcement. 

 
32. There are several key audiences who will have an interest in these changes and their 

implications, including the public (both in Canterbury and across New Zealand), 
insurance and reinsurance markets, rating agencies, and other Ministers.  We 
understand your offices are coordinating communications planning and preparation of 
required material and we are working with your communications staff to provide the 
necessary material. 

 
33. The principal objective of the communications exercise will be to provide assurance for 

affected Canterbury residents about EQC’s ability to meet their current liabilities (either 
through the NDF or by calling on the Crown guarantee) and for the general public that 
EQC has the necessary reinsurance arrangements and the Crown guarantee in place 
to provide cover for any future events (either in Canterbury or elsewhere).   
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34. It will also be important to consider the impact of Government statements on the private 

insurance and reinsurance markets.  Indications that the Government might be 
considering intervention or expanded participation in the market will further increase 
uncertainty and encourage private insurance companies to stay out of the market until 
Government’s intentions become clearer.  For this reason we would advise that the 
communications around this do not suggest that the Crown is considering intervention.  

 
Next Steps 

 
35. We are happy to discuss with the revised EQC figures or any other aspect of this 

report.  If requested we can provide a more detailed written briefing on EQC’s revised 
figures.  In addition, we are: 

 
• Working with your offices on communications in relation to EQC 
• Monitoring insurance market developments and will report fortnightly to you 
• Working with CERA on a strategy for information provision and dissemination to 

insurers and reinsurers 
• Working with EQC to estimate the likely cash shortfall and to update the CERF 

accordingly, and 
• Preparing to report to Ministers in mid-October on the timing, terms of reference 

and process options for a fundamental review of earthquake insurance. 
 

 

 

 


	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...



