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information from the same source, and it is in the public interest that such information should continue 
to be supplied 

[31] 9(2)(f)(ii) - to maintain the current constitutional conventions protecting collective and individual 
ministerial responsibility 

[33] 9(2)(f)(iv) - to maintain the current constitutional conventions protecting the confidentiality of advice 
tendered by ministers and officials 

[34] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and frank expression of 
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government organisations, officers and employees from improper pressure or harassment; 
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[37] 9(2)(i) - to enable the Crown to carry out commercial activities without disadvantage or prejudice 

[38] 9(2)(j) - to enable the Crown to negotiate without disadvantage or prejudice 

[39] 9(2)(k) - to prevent the disclosure of official information for improper gain or improper advantage 

Where information has been withheld, a numbered reference to the applicable section of the Act has been 
made, as listed above. For example, a [23] appearing where information has been withheld in a release 
document refers to section 9(2)(a). 
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Reference: T2017/1167 BM-1-7-323 
 
 
Date: 2 May 2017 
 
 
To: Minister of Finance  
 (Hon Steven Joyce) 
 

Minister Responsible for the Earthquake Commission  
(Hon Gerry Brownlee) 

 
 
 
Deadline: 12.30pm Wednesday, 3 May 2017 
 
 
Aide Memoire: EQC Review: Update on Expected Costs of Potential 
Future EQC Schemes 
 
As requested by the Minister of Finance during a meeting with Treasury officials on Monday, 
1 May, this paper provides you with an update on expected claims costs under current and 
proposed design options for the EQC scheme, for your meeting on the EQC Review 
scheduled for 12.30pm, Wednesday, 3 May. 
 
The costs of different EQC scheme designs have, to date, been modelled using EQC’s 
Minerva model.  This models only earthquake exposures.  Costs arising under hazards not 
currently captured in the Minerva model (volcano, tsunami, hydrothermal eruption, and storm 
and flood damage to land) have been treated as responding to different scheme designs in 
the same way as the modelled earthquake costs.  Therefore, the exclusion of these 
exposures did not change the relative cost or rankings of different EQC designs. 
 
Minerva modelling results over the course of the EQC Review consistently indicate that 
reforming the EQC scheme by exiting contents cover and increasing the monetary cap on 
building cover would reduce overall scheme costs, as the cost reductions from exiting 
contents cover exceed the cost increases from the higher building cap (the most recent 
report covering this is T2016/560).    
 
In 2016, as part of work undertaken to fully examine EQC’s long-term risk financing strategy, 
EQC received advice from a range of experts including GNS, which more closely assessed 
the likely contribution to potential EQC losses from non-earthquake perils, including volcanic 
and tsunami.  This work was developed using expert judgement rather than being built on 
quantitative models.  The key insights from that work regarding EQC’s long-run average 
annual losses are that:  
 
• non-earthquake hazards make a greater contribution to EQC’s expected average 

annual loss than previously thought; and  
 
• the distribution of non-earthquake losses is more sensitive to changes in the EQC 

monetary caps than earthquake-related losses.   
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The first insight shifted officials’ previous assessment that the current 15 cent EQC premium 
rate was close to EQC’s break-even premium.  The best estimate of EQC’s break-even 
premium under the current EQC scheme settings is now 23 cents.   
 
The intuition behind the second insight is that volcanic and tsunami hazards cause 
concentrated, highly destructive damage.  Therefore, a much larger proportion of tsunami 
and volcanic claims are expected to be total loss situations making the cost of these hazards 
more sensitive to changes in EQC’s monetary cap.  In contrast, earthquake claims are 
characterised by a long tail of low cost claims with relatively few claims over the EQC 
monetary cap.   
 
This table summarises EQC’s current best estimate of the long-run expected average annual 
losses (claims) under the current and proposed scheme designs.   
 
EQC’s expected losses under current and proposed scheme designs 

EQC Cover 

Current Cover Modified Status Quo Change 
$100,000 
building  $150,000 building $ % 

$20,000 
contents No contents cover     

Earthquake – building $135m $144m $9m 7% 

Liquefaction – building  $13m $15m $2m 15% 

Earthquake – contents $17m $0m -$17m -100% 

Liquefaction – contents $2m $0m -$2m -100% 

Total Earthquake $167m $159m -$8m -5% 

Tsunami – building $37m $56m $19m 51% 

Tsunami – contents $7m $0m -$7m -100% 

Volcanic $67m $87m $20m 30% 

Attritional losses (land) $27m $27m $0m 0% 

Total non-Earthquake $138m $170m $32m 23% 

Total EQC Claims $305m $329m $24m 8% 

EQC operating costs $58m $58m $0m 0% 

Net reinsurance costs $84m $98m $14m 17% 

EQC Premium Pool to 
cover perils and 
operating costs 

$447m $485m $38m 9% 
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This table shows the EQC break-even flat-rate premium rates and annual premiums paid by 
a homeowner necessary to fund the EQC premium pools described in the table above.  

 

EQC Break-Even Premium Rate and Annual Premium Paid by Homeowner 
 

 

Current Cover Modified Status Quo 
$100,000 building $150,000 building 
$20,000 contents No contents cover 

Break-even 23 cents 20 cents 
Premium Rate per $100 of cover per $100 of cover 
Potential Max 
EQC Premium $317 $345 
($ incl GST) 
Current Max. 
EQC premium $207 $207 

($ incl GST) 

Source: Both tables constructed using data from the Earthquake Commission: A Risk-based Premium Framework for EQCover, 

Aon Benfield and Taylor Fry, November 2016 and EQC estimates  
 
 
Treasury intends to provide more advice on the proposed EQC premium change prior to 
lodgement of the Cabinet paper on this issue.    
 
This note was developed in consultation with EQC.  
 
 
 
 
Steve Cantwell, Principal Advisor, Financial Markets,
Melody Guy, Manager, Financial Markets, 

 

[39]

[39]
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