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Treasury Report:  Cabinet Paper Proposing Terms of Reference for the 
Review of the Earthquake Commission Act 1993 

Date: 21 August 2012 Report No: T2012/1959 

Action Sought 

 Action Sought Deadline 

Minister of Finance 
 

(Hon Bill English) 

sign the attached Cabinet paper 
and submit to Cabinet Office. 

12:00pm Thursday 23 or 
30 August.2012 

Minister Responsible for the 
Earthquake Commission 
 

(Hon Gerry Brownlee) 

sign the attached Cabinet paper 
and submit to Cabinet Office. 

12:00pm Thursday 23 or 
30 August 2012 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Martyn Cohen Graduate Analyst, Financial 
Markets 

  

Steve Cantwell Principal Advisor, Financial 
Markets 

 

 

Actions for the Minister’s Office Staff (if required) 

Submit the attached paper to Cabinet Office. 
 
 
Enclosure: Yes (attached)    
 

[39]

[39]

[23]

[23]
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21 August 2012 CM-1-3-15-1 

Treasury Report: Cabinet Paper Proposing Terms of Reference for 
the Review of the Earthquake Commission Act 1993 

Purpose of Report 
1. This report asks that you sign and submit the attached Cabinet paper proposing terms 

of reference for the Review of the Earthquake Commission Act 1993 (“the Review”) to 
Cabinet Office by noon Thursday 23 or Thursday 30 August. 

Analysis 

2. The terms of reference for the Review are largely unchanged from those in a report 
sent in mid June (T2012/1186 refers). The key differences are some aspects of the 
governance arrangements and timing of the Review.  The terms of reference also now 
refer to the Better Public Services programme.  

 
Governance arrangements 
 
3. Previous reporting noted that the cross-agency Governance Group could include an 

independent non-government public policy expert. When we met Minister Brownlee last 
week the Minister indicated he supported the inclusion of an independent expert, 
ideally with an insurance background. 

 
4. The Cabinet paper includes reference to the independent expert, but does not 

nominate any individual to that role.  We suggest that the expert be appointed and paid 
by Treasury, and that we will consult both of you before making that appointment. 

 
5. If you agree to this approach we will test the willingness and availability of potential 

candidates before consulting you regarding the final choice. 
 
 

Timing and milestones 
 
6. The key milestones are as follows: 
 

Date Milestone 
Early September 2012: • Policy review commences. 

Early September 2012: • Minsters publically announce the Review. 

Mid October 2012: • Ministerial decision on intervention design. 

Early March 2013: • Ministerial decision on consultation document. 

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

Mid 2013: • Ministerial decision on final policy decisions.  

Mid 2013: • Cabinet decisions leading to legislation. 

Mid 2013: • Amending legislation introduced. 
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Consultation 
 
7. The Reserve Bank of New Zealand, Canterbury Earthquake Recovery Authority, 

Earthquake Commission and the Ministry of Business Innovation and Employment 
have been consulted on this Cabinet paper and terms of reference. 

 
8. The EQC board was consulted on the terms of reference on Friday 17 August. 

Recommended Action 

We recommend that you: 
 
 
a sign the attached Cabinet paper and submit to Cabinet Office; and 
 
b agree that the interdepartmental Governance Group include an independent expert, to 

be appointed by Treasury following consultation with each of you.  
 

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

Commission  
 



 

 

 
 

 
 

Office of the Minister of Finance 
 

Office of the Minister Responsible for the Earthquake Commission 
 

The Chair 
Cabinet Economic Growth and Infrastructure Committee 

 
 

TERMS OF REFERENCE FOR THE REVIEW OF THE EARTHQUAKE COMMISSION ACT 
1993 
 
Proposal 
 
1. This paper seeks approval of the attached terms of reference for the Review of the 
Earthquake Commission Act 1993 (“the Review”). 
 
Executive summary  
2. The Canterbury seismic sequence is the first major test of the EQC since the inception 
of government-provided disaster insurance.  Therefore it is proposed that the Earthquake 
Commission Act 1993 be reviewed in light of lessons learned to date. 
 
3. All aspects of the current Act are within scope, including scheme coverage, pricing, 
institutional arrangements, and the management of the resulting financial exposures.  
However this review is limited to reviewing the relevant legislation; it is not a performance 
review. 
 
4. The proposed timing is to conduct the Review over about the next 10 months, with 
amending legislation to be introduced in mid-2013.   
 
5. The Review is an officials’ review, however Treasury will appoint an independent 
expert to the interdepartmental Governance Group.   
 
Background 
 
6. The Government has been involved in the provision of disaster insurance in 
New Zealand, through the Earthquake Commission (EQC) and its predecessor entities, since 
the 1940s. EQC pays out on damage caused by earthquake, natural landslip, volcanic 
eruption, hydrothermal activity or tsunami; fire caused by any of these events; and storm or 
flood (in the case of residential land only).  
 
7. The parameters of EQC insurance coverage are established by the Earthquake 
Commission Act 1993. EQC covers residential land, building and contents, with coverage 
triggered automatically by the purchase of private fire insurance. The EQC scheme has not 
been the subject of review for some twenty years; in fact the 2010-2011 Canterbury 
earthquake sequence represents the first major test of the EQC scheme since its inception. 
 
8. In October 2011, the Government announced its intention to review the Act in light of 
the lessons learned from the Canterbury earthquakes. At the time, we indicated we would 
progress the Review as and when permitted by conditions on the ground in Canterbury.  
 
9. We propose the Review should happen now as it is unlikely to increase market 
uncertainty because market contacts expect the Review will address existing uncertainties, 
not exacerbate them. The major risk is that insurers will be unwilling to increase or maintain 
their catastrophe exposures in the absence of any signals about the likely future 

 



 

 

configuration of the EQC scheme. We therefore see the Review as having no adverse effects 
on the progress of the Canterbury rebuild. 
 
 
Comment 
 
Proposed Objectives 
 
10. The Crown’s overarching objective with regard to natural disasters is to minimise the 
cost of natural disaster risk to New Zealand (i.e. households, businesses and 
Government). In the immediate context of a disaster, this means the Government seeks to 
minimise the distress of affected citizens, minimise wider disruption to New Zealand’s society 
and economy, and support the recovery of the affected area. In ordinary times, the 
Government seeks to reduce the potential for distress and disruption in future disasters 
through readiness and risk reduction measures. Lastly, the Government attempts to achieve 
these objectives at least fiscal cost. 
 
11. Based on this range of interests, we propose the following objectives to guide the 
Review of the EQC Act: 
 

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

• 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 

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

 
12. These objectives do cut across each other to some degree. There is a tension, for 
example, between trying to minimise fiscal risk while at the same time trying to minimise 
distress and support recovery. As the Review progresses, we will need to decide how best to 
balance these objectives. 
 
Scope 
 
13. We propose to undertake a reasonably wide-ranging review of the EQC Act. There are 
two main reasons for taking such an approach: 
 
• There are many lessons to be learned from the Canterbury experience. We have 

learned, for example, that there are significant problems with some aspects of the EQC 
scheme, such as the way it deals with multiple events and land cover. There are also 
questions about the efficiency of EQC’s involvement in claims management and 
settlement activities and the interface between EQC, private insurers and households. 
The Review will need to be wide-ranging if it is to fully address the lessons learned. 
 

• The EQC scheme has not been the subject of major review for nearly twenty years, 
and some key parameters of the scheme remain unchanged since its inception. We 
need to ask whether the main settings of the scheme remain fit for purpose after the 
passage of so much time. 

 
14. The proposed scope is wide and will examine core elements of the current EQC 
arrangements. However the Review starts from a view that the case for continuing significant 
Government role in disaster insurance market does not have to be re-established. Therefore 
it will not examine options such as closing EQC. In addition, the Review is a legislative 



 

 

review of the existing Act. Therefore the focus of the Review will be on how to use recent 
lessons to improve the policy settings and legislation of the scheme; the Review is not 
intended to provide, and will not include, a management audit of EQC’s performance in 
Canterbury. 
 
15. On this basis, we propose to review the following aspects of the scheme: 
 

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? 

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 
 
16. The Review will be led by the Minister of Finance and the Minister Responsible for the 
Earthquake Commission. 
 
17. 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: 

 
• Treasury 
• RBNZ 
• EQC 
• MBIE 
• An independent policy expert (appointed by Treasury following consultation with 

the Minister of Finance and Minister Responsible for the Earthquake 
Commission) 



 

 

 
Consultation arrangements 

 
18. 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. 
 
19. We propose to establish a private Insurance Reference Group to enable private 
insurance industry stakeholders to provide input on the efficiency, effectiveness and 
feasibility of the proposals emerging from the Review.  
 
20. 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. 
 
21. Any proposed legislative changes will also be subject to the Select Committee public 
submissions process.  
Timelines 
 
22. The major milestones of the Review are as follows: 

Date Milestone 
September 

2012: 
• Policy review commences. 

March 2013: • Release of discussion document for comment. 

Mid 2013: • Cabinet decisions leading to legislation. 

Mid 2013: • Amending legislation introduced. 

 
Consultation  
 
23. The following departments have been consulted on this paper: the Reserve Bank of 
New Zealand, Canterbury Earthquake Recovery Authority, Earthquake Commission and the 
Ministry of Business Innovation and Employment. 
 
24. The Department of the Prime Minister and Cabinet was informed. 
 
Financial Implications 
 
25. There are no direct financial implications arising from this paper. The costs of the 
Review will be met from existing departmental baselines. 
 
Human Rights 
 
26. There are no human rights implications arising from the paper. 
 
Legislative Implications 
 
27. There are no legislative or regulatory implications from the proposal in this paper. 
However, it is expected the Review will be recommending changes to the Earthquake 
Commission Act 1993, and its associated regulations, at a later stage. 
 



 

 

Regulatory Impact Analysis 
 
28. A Regulatory Impact Statement (RIS) is not required as there are no regulatory 
changes at this stage of the Review. A RIS will be required at subsequent stages of the 
Review.  
 
Gender Implications 
 
29. There are no gender implications arising from this paper.  
 
Disability Perspective 
 
30. There are no disability implications arising from this paper.  
 
Publicity  
 
31. We propose that the Minister of Finance and the Minister Responsible for the 
Earthquake Commission announce the Review by joint media statement. 
 
32. Media enquires will be handled by the offices of the Minister of Finance and the 
Minister Responsible for the Earthquake Commission as appropriate.  
 
Recommendations 
 
33. We recommend that the Committee: 
 

1. approve the attached terms of reference for the Review of the Earthquake 
Commission Act 1993. 
 

2. note the timelines for the Review, set out in the table below: 
 

 
 

  
 
 
 
 
 
 
 

3. note the Minister of Finance and the Minister Responsible for the Earthquake 
Commission will announce the Review by joint media statement. 
 

4. note all media inquiries will be handled by the offices of the Minister of Finance 
or the Minister Responsible for the Earthquake Commission. 

 
 
 
 
 
 
 
Hon Bill English Hon Gerry Brownlee 
Minister of Finance Minister Responsible for the Earthquake 

Commission 
 
Date:  

Date Milestone 
September 
2012: 

• Policy review commences. 

March 2013: • Release of discussion document for comment. 

Mid 2013: • Cabinet decisions leading to legislation. 

Mid 2013: • Amending legislation introduced. 



 

 

Annex 1 Terms of Reference for the Review of the Earthquake Commission Act 1993 

 
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.   
 

3. The Review is also an opportunity to consider changes consistent with other 
Government initiatives, particularly the Better Public Services programme.    

 
Proposed Objectives 

 
4. The Government will seek to achieve the following objectives through the Review: 
 

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

• 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 

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

 
Scope 

 
5. 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) 
• 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? 

• 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 
 
6. The Review’s scope is to recommend changes to the governing legislation of the 

Earthquake Commission, namely the Earthquake Commission Act 1993.  It is not a 
performance review or audit.  

 
Governance 

 
7. The Review will be led by the Minister of Finance and the Minister Responsible for the 

Earthquake Commission. 
 

8. 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 
• An independent policy expert 

 
Consultation 

 
9. The Treasury will establish a private Insurance Reference Group to provide input on 

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



 

 

10. The Treasury will also consult groups representing home owners or other non-industry 
stakeholders as appropriate. 

 
11. 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 shape 
of the EQC scheme. 

 
Timeframes and Milestones 

 
12. The overall approach to the structure and timeline for the Review is: 

Date Milestone 
September 2012: Policy review commences. 

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

Mid 2013: Cabinet decisions leading to legislation. 

Mid 2013: Amending legislation introduced. 

 



 

 

If this form covers two pages ensure that both certification sections are completed and attached at the 
back of the Cabinet/committee submission

CAB 100/2012 
 

Consultation on Cabinet and Cabinet Committee Submissions 
Certification by Department: 
Guidance on consultation requirements for Cabinet/Cabinet committee papers is provided in the 
CabGuide (see Procedures: Consultation): 
http://www.cabguide.cabinetoffice.govt.nz/procedures/consultation 

Departments/agencies consulted: The attached submission has implications for the following 
departments/agencies whose views have been sought and are accurately reflected in the 
submission: 
Reserve Bank of New Zealand, Canterbury Earthquake Recovery Authority, Earthquake 
Commission and the Ministry of Business Innovation and Employment. 
      
Departments/agencies informed: In addition to those listed above, the following 
departments/agencies have an interest in the submission and have been informed: 
Department of Prime Minister and Cabinet      

Others consulted: Other interested groups have been consulted as follows:  
      

Name, Title, Department: Steve Cantwell, Principal Advisor, Financial Markets, The Treasury       

Date: 
      /     /      

Signature 

 
Certification by Minister: 
Ministers should be prepared to update and amplify the advice below when the submission is 
discussed at Cabinet/Cabinet committee. 

The attached proposal: 
Consultation 
at Ministerial 
level 

 has been consulted with the Minister of Finance
 [required for all submissions seeking new funding] 

 has been consulted with the following portfolio Ministers:       
 did not need consultation with other Ministers 

Discussion 
with National 
caucus 

 has been or   will be discussed with the government caucus 
 does not need discussion with the government caucus 

Discussion 
with other 
parties 

 has been discussed with the following other parties represented in 
Parliament: 
  Act Party   Maori Party   United Future Party 
  Other [specify]       

 will be discussed with the following other parties represented in Parliament: 
  Act Party   Maori Party   United Future Party 
  Other [specify]       

 does not need discussion with other parties represented in Parliament 
Portfolio 
      

Date 
      /     /      

Signature 
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