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Treasury Report:  Briefing for Discussion on Terms of Reference for the 
EQC Review 

Date: 15 June 2012 Report No: T2012/1186 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Read this report before your 
meeting with Minister Brownlee at 
2.30pm on Monday 18 June 

Monday 18 June 

Minister for Responsible for the 
Earthquake Commission  

(Hon Gerry Brownlee) 

Read this report before your 
meeting with Minister English at 
2.30pm on Monday 18 June 

Monday 18 June 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Martyn Cohen Graduate Analyst  

Steve Cantwell Principal Advisor, Financial 
Markets 

 

 

Minister of Finance’s Office Actions (if required) 

None. 
 
 
Enclosure: Yes (attached) 
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15 June 2012 CM-1-3-15-1 
 

Treasury Report: Briefing for Discussion on Terms of Reference for 
the EQC Review 

Purpose of Report 

1. This report briefs you for a joint discussion scheduled for 2.30pm on Monday 18 June 
about the terms of reference for the EQC Review.  

Analysis 

2. The Minister of Finance and the Minister Responsible for the Earthquake Commission 
are scheduled to meet with officials on Monday 18 June to discuss the terms of 
reference for the EQC Review. 

 
3. You have already jointly agreed to the following objectives and scope for the review 

(T2012/460 refers). The objectives for the review are to: 
 

• Minimise the potential for property-owners to experience socially-unacceptable distress 
and loss in the event of a natural disaster; 

• Minimise the fiscal risk to the Crown associated with private property damage in natural 
disasters; 

• Support an efficient approach to the overall management of natural disaster risk and 
recovery; and 

• Support the contribution of a well-functioning insurance industry to economic growth 
opportunities in New Zealand. 

 
4. The review will cover the following matters1: 

 
What EQC insures: the 
structure & extent of EQC 
cover 

 

• Which layer of loss (first loss/second loss) should be 
covered? 

• Which types of natural disasters should be covered? 
• How should multiple events be treated? 
• Which types of property should be covered? 

o Residential 
o Non-residential (commercial, not-for-profit) 
o Coverage of land/buildings/contents 

• What types of limits, caps, and excesses should the 
scheme have? 

• Should the EQC be mandatory or voluntary? 
How EQC prices its 
insurance 

• Should the EQC levy be risk-based? 
• If so, should it be a uniform levy reflecting national risk, 

or some finer level of pricing better reflecting particular 
regional or policyholder risks?  

• What revenue collection mechanism should the EQC 
use? 

                                                
1 The wording has slightly changed since the previous report to make the intent clearer.  
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Institutional design 
 

• What roles and expectations should the Crown have of 
EQC? This includes: 
o Research capabilities and information 
o Hazard risk management 
o Claims management and settlement 
o Scope of independence or Ministerial direction 

• What structure or institutional form should the EQC 
take? 

The financial management of 
the Crown’s risk exposure 
 

• What is the Crown’s risk preference?  
• How should the risk be financed? Including: 

o The size and composition of the Natural Disaster 
Fund 

o Alternative risk financing instruments 
 
Governance arrangements  
 
5. The Review will be led by the Minister of Finance and the Minister Responsible for the 

Earthquake Commission. 
 
6. At the officials’ level, we propose to establish a cross-agency Governance Group to 

provide strategic guidance and oversight. The Governance Group will be Chaired by 
the Treasury and will call upon representatives from the following agencies: 

 
Agency Rationale for inclusion 

Treasury Responsible agency 

EQC Administers EQC Act 

Reserve Bank Regulates the insurance industry 

MBIE Broader focus on economic growth and business 
compliance issues. 

 
7. The Governance Group could also include an independent public policy expert to 

provide an additional layer of scrutiny for the proposals developed by the Review team. 
 
Consultation arrangements 

 
8. There will be keen interest in the outcome of the review, particularly on the part of 

property-owners and the insurance industry. We therefore think it would be desirable to 
establish reasonably broad consultation arrangements for the review. 

 
9. We propose to establish a private sector Stakeholder Group to provide input on the 

efficiency, effectiveness and feasibility of the proposals emerging from the Review. The 
Stakeholder Group will comprise of representatives from the insurance sector. 

 
10. We also propose to release a discussion document that outlines proposed changes 

and invites submissions to allow the general public to offer their views on the future of 
the EQC scheme before final recommendations are made to Cabinet. 

 
11. Any proposed legislative changes will also be subject to the Select Committee public 

submissions process. 
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Timing and milestones 

 
12. We anticipate the policy review will take about a year.  We see this as a tight 

timeframe. However it would enable introduction of legislation in the second half of 
2013. The key milestones are as follows: 
 

Date Milestone 

August 2012: • Policy review commences. 

March 2013: • Release of discussion document for public comment. 

Mid 2013: • Cabinet decisions leading to legislation. 

Next steps 

13. Following our discussion, we propose to conduct targeted consultation on the terms of 
reference with key stakeholders in the insurance industry. The intention of this 
consultation will be to identify any insurance industry concerns about the direction of 
the review before Cabinet makes a binding decision on the terms of reference.  We will 
work towards securing Cabinet approval for the terms of reference by the end of July. 
 

14. We look forward to discussing these and any other issues you may wish to raise about 
the review on Monday 18 June. 

Recommended Action 

15. We recommend that you: 
 

a read this report before your meeting at 2.30pm on Monday 18 June 
 

b note the attached proposed agenda for that meeting (Annex A), and 
 
c note the attached terms of reference for the review (Annex B). 

 
 
 
 
 
Steve Cantwell 
Principal Advisor, Financial Markets 
 
 
 
 
 
 
 
Hon Bill English Hon Gerry Brownlee 
Minister of Finance Minister Responsible for the Earthquake 

Commission  
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Annex A: Agenda 

 
AGENDA 

 
Confirming the Terms of Reference for the EQC Review 

 
Monday 18 June at 2.30pm 

 
 
• Recap: 

 
• Previously agreed objectives: 

• Minimise the potential for property-owners to experience socially-
unacceptable distress and loss in the event of a natural disaster; 

• Minimise the fiscal risk to the Crown associated with private property 
damage in natural disasters; 

• Support an efficient approach to the overall management of natural disaster 
risk and recovery; and 

• Support the contribution of a well-functioning insurance industry to 
economic growth opportunities in New Zealand. 

 
• Agreed scope: 

• What EQC insures: the structure & extent of EQC cover; 
• How EQC prices its insurance; 
• Institutional design of EQC; and 
• The financial management of the Crown’s risk exposure. 

 
• Proposed governance and consultation arrangements: 

• Governance Group consisting of Treasury, Reserve Bank, MED and EQC; 
• Targeted consultation with stakeholders; 
• Discussion document and submissions; 
• Legislative process including Select Committee examination. 

 
• Proposed timing: 

 
Date Milestone 

August 2012: • Policy review commences. 

March 2013: • Release of discussion document for public comment. 

Mid 2013: • Cabinet decisions leading into a Parliamentary process. 

 
• Next steps: 

 
• Targeted consultation with insurance industry prior to Cabinet paper seeking to 

establish review; 
• Cabinet paper seeking approval to review Terms of Reference; and 
• Lessons learned from the Canterbury experience 
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Annex B: Terms of Reference 

 
EQC Review: Terms of Reference 
 
Background 
 
1. The present form of national disaster insurance in New Zealand was established by the 

Earthquake Commission Act in 1993. The 2010-2011 Canterbury earthquake sequence 
represented the first major test of the EQC model since its inception. 

 
2. In light of the lessons learned from the earthquakes, the Government wishes to review 

disaster insurance arrangements to ascertain where experience has not matched 
policy expectations or intentions, or where experience suggests that changes to 
existing policy settings are desirable. 

 
Proposed Objectives 
 
3. The Government will seek to achieve the following objectives through the Review: 
 

• Minimise the potential for property-owners to experience socially-unacceptable 
distress and loss in the event of a natural disaster; 

• Minimise the fiscal risk to the Crown associated with private property damage in 
natural disasters; 

• Support an efficient approach to the overall management of natural disaster risk 
and recovery; and 

• Support the contribution of a well-functioning insurance industry to economic growth 
opportunities in New Zealand. 

 
Scope 
 
4. The Review will cover the following matters: 
 

What EQC insures: the 
structure & extent of EQC cover 

 

• Which layer of loss (first loss/second loss) 
should be covered? 

• Which types of natural disasters should be 
covered? 

• How should multiple events be treated? 
• Which types of property should be covered? 

o Residential 
o Non-residential (commercial, not-for-profit) 
o Coverage of land/buildings/contents 

• What types of limits, caps, and excesses should 
the scheme have? 

• Should the EQC be mandatory or voluntary? 
How EQC prices its insurance • Should the EQC levy be risk-based? 

• If so, should it be a uniform levy reflecting 
national risk, or some finer level of pricing better 
reflecting particular regional or policyholder 
risks?  

• What revenue collection mechanism should the 
EQC use? 
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Institutional design 
 

• What roles and expectations should the Crown 
have of EQC? This includes: 
o Research capabilities and information 
o Hazard risk management 
o Claims management and settlement 
o Scope of independence or Ministerial direction 

• What structure or institutional form should the 
EQC take? 

The financial management of 
the Crown’s risk exposure 
 

• What is the Crown’s risk preference?  
• How should the risk be financed? Including: 

o The size and composition of the Natural 
Disaster Fund 

o Alternative risk financing instruments 
 
Governance 
 
5. The Review will be led by the Minister of Finance and the Minister Responsible for the 

Earthquake Commission. 
 
6. The Treasury will establish a cross-agency Governance Group to provide strategic 

guidance to the review at the officials’ level. The Governance Group will be Chaired by 
the Treasury and will call upon representatives from the following agencies: 

 
• The Treasury 
• The Reserve Bank of New Zealand 
• Earthquake Commission 
• Ministry of Business Innovation and Employment 

 
7. The Governance Group will also include an independent public policy expert. 
 
Consultation 
 
8. The Treasury will establish a private sector Stakeholder Reference Group to provide 

input on the efficiency, effectiveness and feasibility of the proposals emerging from the 
Review. 

 
9. The review will result in a discussion document that outlines proposed changes and 

invites submissions to allow the general public to offer their views on the future of the 
EQC scheme. 

 
Timeframes and Milestones 
 
10. The overall approach to the structure and timeline for the review is: 

Date Milestone 
August 2012: • Policy review commences. 

March 2013: • Public consultation – a discussion document available for public 
comment. 

Mid 2013: • Cabinet decisions leading to legislation. 
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