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Treasury:2707277v1 

Treasury Report:  EQC Act Review: Confirmation of Core Policy Proposals 
for Consultation 

Date: 30 August 2013 Report No: T2013/2074 

Action Sought 

 Action Sought Deadline 

Minister Responsible for the 
Earthquake Commission           
(Hon Gerry Brownlee) 

Agree to the recommendations in 
this report. 

None. 

Associate Minister of  Finance  
(Hon Dr Jonathan Coleman) 

Agree to the recommendations in 
this report. 

None. 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Bevan Lye Senior Analyst  

Steve Cantwell Principal Advisor  

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

Return the signed report to Treasury. 
 
 
Enclosure: No 
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[39]
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30 August 2013 CM-1-3-15-1 

Treasury Report: EQC Act Review: Confirmation of Core Policy 
Proposals for Consultation 

Executive Summary 

This report seeks your confirmation of the core policy proposals for consultation on change to 
the Earthquake Commission (EQC) Act 1993.  It will be followed by a second report that 
seeks your agreement to a set of secondary policy proposals for consultation. 
 
On Thursday 6 June, you agreed to the introduction of a single cap for building and land 
cover, subject to further advice on the implications of a single cap for homeowners 
(T2013/1128 refers). 
 
On Monday 5 August, you decided not to proceed with the single cap proposal and instead 
consult on the basis of an ‘improved status quo’ option (T2013/1953 refers).  The structure of 
this option is as follows: 
 
 
 

 
We are seeking your confirmation that you wish to consult on the basis of the improved 
status quo option.  This will require you to rescind your previous decision to consult on the 
basis of the single cap option.   
 
This report also responds to your requests for further information on several other proposals, 
including the reinstatement of cover in the context of multiple events, the role of Ministers in 
setting the EQC levy, and the proposed test on the Ministerial powers of direction. 

 

Building cover 
Includes payments 
for foundation 
works & 
excavations for 
foundation works. 

Top-up land cover 
Additional voluntary 
land cover on same 
terms & conditions 
as basic land 
cover.

Basic land cover
Pays for any other site works, 
including repair of land within 8 
metres of house & under access 
way. No land cover for 
appurtenant structures.

Overall obligation
EQC must determine the least cost option to fix or replace the residential building, 
taking into account building & site works. As a first priority, land payments must be 
directed towards site works that support the reinstatement of the building. 

Cap: $200k + GST 
Excess: $2k + GST 

Cap: $350k + GST 
Excess: $2k + GST 

Cap: $500k + GST 
Excess: Nil 

PROPOSAL FOR CONSULTATION: ‘IMPROVED STATUS QUO’ OPTION 
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Recommended Action 

We recommend that you: 
 
a note that on Thursday 6 June you: 

 
i. agreed to replace separate building and land cover with a single reinstatement 

cap for buildings (including site works) and a total loss top-up cap 
 

ii. agreed that EQC will exit from the provision of storm and flood cover for land 
 

iii. agreed to a reinstatement cap of $250,000 + GST 
 

iv. agreed to a total loss top-up cap of $220,000 + GST 
 

v. agreed to a flat-rate reinstatement excess of $2,000, irrespective of claim size 
 

vi. agreed that the Ministerial powers of direction will be subject to a test that any 
new functions assigned to EQC must not, in the Minister’s mind, unduly detract 
from its core business in settling residential insurance claims 

 
b rescind the decisions referred to in recommendation a 
 
 Agree/disagree. Agree/disagree. 

Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 
 

c agree to introduce a three-part EQC entitlement comprised of building cover, basic 
land cover and voluntary top-up land cover 
 

 Agree/disagree. Agree/disagree. 
Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 

 
d agree that there will be no land cover for ‘appurtenant’ structures (e.g. sheds, garages, 

etc.) 
 

Agree/disagree. Agree/disagree. 
Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 

 
e agree to a building cap of $200,000 + GST 
 
 Agree/disagree. Agree/disagree. 

Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 
 

f agree to a basic land cover cap of $350,000 + GST 
 
 Agree/disagree. Agree/disagree. 

Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 
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g agree to a voluntary top-up land cover cap of $500,000 + GST 
 
 Agree/disagree. Agree/disagree. 

Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 

 
h agree to a building cover excess of $2,000 + GST 
 
 Agree/disagree. Agree/disagree. 

Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 

 
i agree to a basic land cover excess of $2,000 + GST 
 
 Agree/disagree. Agree/disagree. 

Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 

 
j note that there will not be an excess for voluntary top-up land cover 
 
k agree that EQC cover will continue to attach to private home fire insurance 

 
 Agree/disagree. Agree/disagree. 

Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 
 

l agree that the levy for voluntary top-up land cover will be collected directly by EQC or 
its agents 

 
 Agree/disagree. Agree/disagree. 

Minister Responsible for the  Associate Minister of Finance 
Earthquake Commission 

 
 
 
 
 
Steve Cantwell 
Principal Advisor 
Project Lead, EQC Act Review 
 
 
 
 
 
Hon Gerry Brownlee  
Minister Responsible for the Earthquake Commission 
 
 
 
 
 
Hon Dr Jonathan Coleman  
Associate Minister of Finance 
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Treasury Report: EQC Act Review: Confirmation of Core Policy 
Proposals for Consultation 

Purpose of Report 

1. This report seeks your confirmation of the core policy proposals for consultation on 
change to the Earthquake Commission (EQC) Act 1993. 
 

2. This report will be followed by a second report that seeks your agreement to a set of 
secondary policy proposals for consultation. 

Structure of Cover 

3. On Thursday 6 June, you agreed to the introduction of a single cap for building and 
land cover, subject to further advice on the implications of a single cap for homeowners 
(T2013/1128 refers). 

 
4. On Monday 5 August, you decided not to proceed with the single cap proposal and 

instead consult on the basis of an ‘improved status quo’ option (T2013/1953 refers).  
The structure of this option is as follows: 

 
 
 

 
 
5. We are seeking your confirmation that you wish to consult on the basis of the 

improved status quo option.  This will require you to rescind your previous decision 
to consult on the basis of the single cap option.   

Value of Cover 

6. Treasury originally proposed to set the building cap at $200,000 + GST, the basic land 
cover cap at $220,000 + GST, and the top-up land cover cap at $500,000 + GST 
(T2013/1953 refers). 
 

7. At our meeting on Monday 5 August, you indicated that you were comfortable with the 
proposed value of the building cap and the top-up land cover cap, but thought that a 
basic land cover cap of $220,000 + GST would not be high enough to meet public 
demands for assistance after a disaster. 

Overall obligation
EQC must determine the least cost option to fix or replace the residential building, 
taking into account building & site works. As a first priority, land payments must be 
directed towards site works that support the reinstatement of the building. 

Building cover 
Includes payments 
for foundation 
works & 
excavations for 
foundation works.

Basic land cover
Pays for any other site works, 
including repair of land within 8 
metres of house & under access 
way. No land cover for 
appurtenant structures.

Top-up land cover 
Additional voluntary 
land cover on same 
terms & conditions 
as basic land 
cover. 

PROPOSAL FOR CONSULTATION: ‘IMPROVED STATUS QUO’ OPTION 
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8. We now propose a basic land cover cap of $350,000 + GST.  This will be sufficient 

to cover the full value of 85-90% of section values across New Zealand, and 
approximately two-thirds of Auckland section values. 

 
9. The combination of basic land cover and voluntary top-up land cover will result in a 

maximum land exposure per residential building of $850,000 + GST. 

Value of Excess 

10. On Thursday 6 June, you agreed to replace the current excess provisions with a flat-
rate excess of $2,000 + GST for the single cap (T2013/1128 refers). 
 

11. Following your decision to adopt the improved status quo option, you have indicated 
your comfort with a flat-rate excess of $2,000 + GST for building cover and $2,000 + 
GST for basic land cover.  There will be no excess for top-up land cover. 

Reinstatement of Cover 

12. We have proposed that EQC cover reinstate in full after every event (T2013/1128 
refers).  You have agreed to this proposal, but asked us to explore alternative options 
for the reinstatement of cover.  In particular, you suggested linking the reinstatement of 
cover to the terms set out in EQC’s reinsurance contracts.  We understand you are 
concerned that several large disasters may hit the scheme in a single year, 
compromising the fiscal position. 
  

13. We advise against linking the EQC entitlement to reinsurance contracts.  Reinsurance 
terms and conditions can be volatile.  As a result, the value of EQC cover provided to 
homeowners could fluctuate, depending on the amount of reinsurance that EQC 
purchases from year to year, and on conditions in international reinsurance markets, 
which may have little to do with New Zealand risk.  In the long run, this may undermine 
the viability of the scheme because homeowners will not know from year to year what 
they are entitled to and some homeowners will be seen to benefit from more or less 
generous entitlements in disasters in different years. 
 

14. If you are concerned about the open-ended exposure associated with reinstatement 
after every event, you could introduce a cap on the entitlement (e.g. a cumulative cap 
of 1-2 times the per event cap applying over a defined period, such as a year). 
 

15. Such a cap will be costly and complex to administer, and may result in some 
unfairness.  (This is because the value of EQC payouts will depend on the timing of the 
disaster: a homeowner may potentially receive less if a disaster happens on the day 
before the period ends as opposed to the day after.)  Insurers are likely to push 
forcefully for EQC cover to reinstate in full after every event in order to manage the 
risks to their own balance sheets. 

 
16. We recommend that you retain your original decision that EQC cover should reinstate 

in full after every event.  We accept that reinstatement on this basis will increase the 
cost of the scheme.  However, this cost can be recognised and reflected in the EQC 
levy to mitigate the impact on the fiscal position. 
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Pricing 

17. You have asked for further information about the Minister’s role in setting EQC levies.  
At a high level, the legislation will require the aggregate levy revenue to be sufficient 
over time to fully compensate the Crown for the costs and risks imposed on the Crown 
by the scheme. 
 

18. We propose to allow for the Minister to depart from this principle, subject to 
transparency disciplines regarding the reason for departure and the intention to return 
to this principle over time. 

 
19. The reason for allowing flexibility is that there may be some occasions when the 

Government decides it is not appropriate to price on a risk-adjusted basis.  For 
example, there may be a step change in the level of pricing when the underlying 
catastrophe model is updated or replaced, and the Government might wish to phase 
the pricing changes in over time. 
 

20. The transparency disciplines will ensure there is an opportunity for public scrutiny over 
any decisions to move away from risk-based pricing, and should consequently ensure 
the scheme remains close to a risk-based price over time. This approach – combining 
flexibility with transparency – follows the principles of responsible fiscal management 
established in the Public Finance Act 1989. 

Distribution: Collect the Land Levy via Local Government Rates? 

21. You have asked us to consider the possibility of collecting the land levy via local 
government rates. 
 

22. Treasury examined this option in a 2005 review of the EQC scheme that was motivated 
by the experience of the Lower North Island floods.  The 2005 review found that not all 
local authorities have the necessary information to charge a levy based on the value of 
land.  We have not made fresh enquiries, but expect the situation today is unchanged.  
The 2005 review also found that the only charging option that was not prohibitively 
expensive to implement would be to levy a flat fee per rating unit, irrespective of the 
value, location and number of dwellings.   
 

23. The other major issue identified in the 2005 review was rates arrears.  About 5% of 
properties nationally are in rates arrears, and the treatment of such properties will 
complicate the claims process for EQC.  For example: 

 
• If a homeowner has paid an insurance premium for the building, but not the rates 

on the property, should they be eligible for building cover but not land cover? 
 
• If a homeowner has paid the rates on the property, but not an insurance premium 

for the building, should they be eligible for land cover but not building cover?  
 

24. Providing partial cover along these lines will complicate the claims process.  However, 
the alternative – to provide land cover to landowners who have not paid their rates – 
will create a different set of fairness problems. 
 

25. Given the complexity associated with the use of the local government rating 
mechanism, we recommend you confirm your decision to retain the current levy 
collection mechanism via insurance companies, with the voluntary top-up land cover 
levy collected directly by EQC or its agents. 
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The Test on Ministerial Powers of Direction 

26. We have proposed to introduce a test in the Act such that any new functions assigned 
to EQC must not, in the Ministers’ mind, unduly detract EQC from its core business in 
settling residential claims (T2013/1128 refers).  The intention of our proposal was to 
discipline EQC’s involvement in non-core activities. 
 

27. You have asked us to examine the necessity for the proposed test.  In light of your 
request, we have studied the interaction between this proposal and the existing 
requirements under the Crown Entities Act.  Section 112 of the Crown Entities Act 2004 
already requires Ministerial directions to be “consistent with the entity’s objectives.”  For 
this reason, the impact of the proposed Ministerial test will be small; it will primarily 
serve a signalling purpose. 

 
28. Given your reservations about the test, and the small impact it is likely to have, we 

recommend that you rescind your previous agreement to the proposal. 
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