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Treasury Report: Earthquake Commission: Briefing for Incoming 
Minister 

Executive Summary 

This report provides you with summary information relating to the governance and oversight 
of the Earthquake Commission (EQC) and its functions. Information is also provided relating 
to key work-streams and upcoming Ministerial decisions required.  

Recommended Action 

We recommend that you note the contents of this report. 
 
 
 
 
 
Craig Weise 
Manager, Commercial Operations – Strategy and Policy 
 
 
 
 
 
Hon Dr Megan Woods 
Minister Responsible for the Earthquake Commission 
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Treasury Report: Earthquake Commission: Briefing for Incoming 
Minister 

Purpose of Report 

1. The purpose of this report is to brief you, as incoming Minister responsible for the 
Earthquake Commission (Minister), on key issues and upcoming decisions regarding 
the Earthquake Commission (EQC) over the near term. 

2. The report provides summary level information on the following content: 

• Statutory Functions. 

• Governance and Oversight. 

• Ministerial Directions. 

• Proposed Royal Commission into EQC. 

• The Review of the Earthquake Commission Act. 

• Natural Disaster Fund and the Crown Guarantee. 

• Risk Financing Strategy. 

• EQC / Southern Response. 

• Upcoming Ministerial Decisions Required. 

Statutory Functions 

3. EQC administers New Zealand’s main source of residential natural disaster cover and 
is a key contributor to the management of natural disaster risk. EQC’s empowering 
legislation is the Earthquake Commission Act 1993 (the EQC Act) and as a Crown 
Entity it is also subject to the Crown Entities Act. Both of these Acts are administered 
by the Treasury1.   

4. EQC’s functions under Section 5 of the EQC Act are:  

a. administering the insurance against natural disaster damage provided under the 
EQC Act; 

b. collecting premiums payable for the insurance;  

c. administering the Natural Disaster Fund (NDF) and (as far as is reasonably 
practicable) protecting its value, including investing money held in the NDF;  

d. obtaining reinsurance in respect of the whole or part of the insurance provided;  

e. facilitating research and education relevant to reducing and preventing natural 
disaster damage, and the insurance provided under the EQC Act; and 

f. any other functions conferred by the EQC Act, or by the Minister, in accordance 
with the Crown Entities Act 2004.  

                                                
1  The Crown Entities Act is jointly administered by the Treasury and the State Services Commission 
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Governance and Oversight  

Overview 

5. EQC is governed by a Board of Commissioners appointed by the Minister. The Board 
is responsible for exercising EQC’s powers and performing its functions contained in 
the EQC Act.   

6. The Treasury is the Government’s principal advisor on economic and fiscal policy and 
is the lead advisor to the Minister on EQC matters. The Treasury actively monitors 
EQC alongside four other Crown Financial Institutions: ACC (Investments), the 
Guardians of New Zealand Superannuation, the National Provident Fund and the 
Government Superannuation Fund.   

7. While this list is by no means exhaustive, you can expect to receive advice from the 
Treasury on matters relating to: 

• the role of EQC in contributing to the management of the Crown’s overall balance 
sheet risk, and the Crown’s appetite for risk retained or transferred by EQC; 

• the EQC Act and the exercise of financial powers and statutory powers and 
obligations under the EQC Act;  

• EQC’s strategic direction, including the Minister’s annual Letter of Expectations 
and the strategic planning documents required under the Crown Entities Act;  

• EQC’s financial and operational performance; and 

• Board appointments. 

8. Whilst EQC will from time to time report directly to the Minister on some of these 
matters, the Treasury as monitor plays an important role in providing independent 
advice, separate to that information provided by the entity itself. This independent 
perspective is an important element of the governance structure for EQC and is 
particularly critical with respect to anything that involves financial arrangements and 
statutory powers or obligations.  

Designation of the EQC Act 

9. Whilst the Minister of Finance is named as the 'Minister' in all CFI legislation other than 
the Accident Compensation Act (non-specified), the responsible Minister may in effect 
be any Minister who is designated responsibility for the legislation by way of warrant 
from the Prime Minister. 

10. We note that historically the Minister of Finance has been the 'Minister' for the 
purposes of the EQC Act (and is named as such in the Act). Since 2011, the Minister 
Responsible for the Earthquake Commission (and earlier portfolio iterations) has been 
designated to be the Minister of Finance (by way of warrant) for the purposes of the 
EQC Act in its entirety. Given the significant emphasis on insurance scheme operations 
(claims management) post the Canterbury earthquakes, this designation has some 
practical benefits. 

11. However, the Treasury notes that EQC also plays a key role in managing financial risk 
to the Crown through the operation of a risk transfer programme and the management 
of the NDF. Given the importance of risk and liability management activities undertaken 
by the CFIs and the importance of CFI assets on the Crown balance sheet and their 
potential influence on fiscal decisions, the Treasury would recommend that appropriate 
oversight and powers are retained by the Minister of Finance across all CFIs including 
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EQC. This would allow for consistent central oversight of the CFIs, including EQC, and 
the very specific risk attributes that they entail, both individually and in aggregate. 

12. One option would be to divide the designation of powers under the EQC Act between a 
"responsible Minister" in relation to portfolio matters and the Minister of Finance in 
relation to financial powers. Such an approach would be consistent with other 
legislation. In recent practice, the Minister has consulted the Minister of Finance on 
those EQC decisions that have had significant financial implications. 

Typical Ministerial Responsibilities 

13. The Minister is required to engage with EQC through the business planning cycle. The 
business planning cycle for the CFIs is established in legislation and through the 
Treasury’s Owner’s Expectations Manual (OEM), which also applies to State Owned 
Enterprises, Crown Companies and Crown Entities.  The OEM outlines responsible 
Ministers' expectations of the entities and various other governance-related matters.  
The planning cycle follows the general process described below, starting with the 
release of the Letter of Expectations, with each stage resulting in scheduled Ministerial 
decision points.  

Stage in the Business Planning Cycle Timing Treasury’s Role Minister’s Role and 
Authority 

Letter of Expectations: Issued by the 
responsible Ministers to the board of the 
entities setting out the Ministers’ expectations 
for the coming year.   

Oct-Jan Draft the letters for the 
responsible Ministers to 
review. 

Ministers review, amend 
as required and approve 
their release.   

Strategic Issues Letter: Sent from the boards 
to responsible Ministers in response to the 
Letters of Expectations, detailing the various 
issues the entity is dealing with and wishes to 
bring to the Minister’s attention.   

By 28 Feb2 

 

Review and provide 
advice to Ministers as 
required.  

Ministers may respond if 
they desire, either in 
correspondence or face 
to face.   

Statement of Intent (SOI) and Statement of 
Performance Expectations (SPE): Draft 
planning documents are provided to the 
responsible Ministers for review and approval.  
Once approved, they must be presented to the 
House of Representatives.   

SOI – 3 yearly 
SPE – Annual 

Draft by 31 May
Final by 30 Jun 

Review the entities’ 
planning documents and 
make recommendations.   

Ministers can direct 
changes to the draft or 
final SOI or SPE. 
Ministers must present 
final documents to the 
House.   

Quarterly Reporting:  The entities provide 
unaudited quarterly reports on their financial 
and operational performance.    

Mar, Sep Report on CFI 
performance half-yearly, 
highlighting areas of focus.   

Minister’s decision 
whether to raise any 
issues with the board.   

Annual Report:  These documents are 
provided to responsible Ministers, who are 
required to present them to the House of 
Representatives.   

Sep Review and summarise 
entity performance, 
highlighting areas of focus.   

Upon receipt of the 
Annual Report Ministers 
present these to the 
House.   

14. Outside of the scheduled Ministerial decision points, the Minister may be asked to 
make decisions on a wide variety of matters regarding EQC. For example, these may 
relate to risk financing parameters; payments under the Crown Guarantee; 
administration of the EQC Act; Ministerial Direction on the investment of the NDF; EQC 
levy rates; or Crown Guarantee fees. Further detail on these matters is contained in 
this report. 

Board Appointments 

15. The Minister has the power to appoint and remove members on the Board of the 
Commission.  Board appointments are ongoing throughout the year.  Their timing is 
driven by the Board’s composition, end of term dates, the length of time directors have 
been on Boards, and whether Board members seek reappointment.   

                                                
2  The CFIs are not required to send Strategic Issues letters under the OEM but will do so if the boards deem 

that a response to the Letter of Expectations is necessary. The Guardians send one each year 
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16. The Minister is expected to consult with or inform their Cabinet colleagues on 
appointments or removal of board members by taking a paper to the Appointments and 
Honours (APH) Cabinet Committee and Cabinet before making a decision. 

17. Board appointments are governed by a Cabinet agreed process which generally takes 
around 4-6 months. Treasury’s Commercial Operations Group provides advice, 
administrative and nomination support throughout the appointments process.  This 
includes: 

• Analysis of board size, composition and skill requirements. Treasury works 
closely with the Chair to understand the skill requirements to meet the agreed 
strategy and address any performance issues; 

• Analysis of nominations and search for appropriately skilled candidates; 

• Due diligence interview process of candidates selected by the Minister; and 

• Preparation of Cabinet documentation. 

18. The following table sets out the current Board members and their tenure. 

Member Commencement Term end 

Sir Maarten Wevers (Chair) 12/06/2013  31/05/19 

Mary Jane Daly (Deputy Chair) 14/03/2014  29/02/20 

Roger Bell 1/08/2013   30/06/18 

Tim Hurdle 1/07/2016  30/06/19 

Paul Kiesanowski 14/03/2014  29/02/20 

Dr Alison O’Connell 1/09/2013  30/06/18 

Gordon Smith 17/10/2011   current3 

 
19. Treasury will provide a summary briefing on the currently outstanding (Smith) and 

upcoming Board appointments processes for 2018 in the current quarter. 

20. The Minister also sets Board fees in accordance with State Services Commission’s 
fees framework.  

Ministerial Directions 

21. Since 2010 the Minister that has been responsible for EQC (under various portfolios 
over time) has issued several Ministerial Directions to EQC under section 112 (Power 
to add functions) and section 103 (Power to direct Crown agents to give effect to 
government policy) in accordance with the section 12 of the EQC Act (Directions by 
Minister). These directions have mostly related to the expedition of the managed repair 
programme in the Canterbury Earthquake Series and ensuring appropriate 
management of the NDF.   

22. Most recently, in April 2017, a Ministerial Direction was issued to allow for EQC to 
manage the removal of silt, debris and other matter from land in the town of 
Edgecumbe (whether or not the land is residential land or is insured under the EQC 
Act). A related appropriation of $455,000 was subsequently established. 

                                                
3  Expired term – acting under letter of extension since term end on 30/06/2017 

 

 



T2017/2291 : Earthquake Commission: Briefing to Incoming Minister Page 7 

23. Going forward we note that Ministerial Direction is an important tool that can be used to 
signal the Crown’s financial risk appetite, for example with regard to obtaining 
reinsurance, implementing investment policies and maintaining liquidity.   

Proposed Royal Commission into EQC  

24. Labour party pre-election policy was to establish a Royal Commission into EQC.  The 
Department of Internal Affairs provides administrative assistance to Public and 
Government Inquiries established under the Inquiries Act 2013.  This includes Royal 
Commissions, which are appointed by and report to the Governor-General, with the 
Inquiry report tabled in Parliament. An alternative mechanism for reviewing or 
investigating aspects of EQC operations is a Government Inquiry, which we would like 
to discuss with you. Government Inquiries are appointed by and report to a Minister.  
The intention is that these are simpler and quicker to establish.  Both types of Inquiry 
have the same legal powers.  The best choice of inquiry depends in part on your 
objectives.   

25. We are aware of the Parliamentary petition of Dr Duncan Webb (now MP for 
Christchurch Central) reported by the Finance and Expenditure Select Committee in 
March 2017, which may form the basis for the Terms of Reference: 

“That the House note that 3,054 people have signed a petition calling for a Royal 
Commission to be established to investigate the standards of repairs to properties 
following the Christchurch earthquakes, and that the House support the request for the 
terms of reference for the Commission to be as follows: - Identify the causes of the 
defective repairs; - Recommend steps to prevent such defective repairs being carried 
out in the future; - Provide advice to the Earthquake Commission, private insurers, and 
territorial authorities to ensure that in future the risk of defective repairs is substantially 
reduced.” 

Review of the EQC Act  

Background 

26. The Crown has provided insurance against natural perils in New Zealand since 1945.  
The current EQC scheme has existed since 1993.  In 2012 the previous Government 
announced that Treasury would lead a legislative review (the Review) of the EQC Act.  
The Review was designed to be a lessons-learnt exercise, drawing on experiences 
from the operation of the EQC scheme since 1993, including from the Canterbury 
earthquakes. 

27. In 2015, the Treasury released a discussion document with a series of reform 
proposals. The proposals aimed to resolve complexity and uncertainty around 
interactions between EQC land and building cover (highlighted by the Canterbury 
earthquake events), and proposed an approach more closely aligned with normal 
insurance practice. The proposals were expected to clarify and simplify EQC’s cover 
and repair obligations, and lead to significantly better experience for future EQC 
claimants. The proposals also looked to focus the EQC scheme on the efficient 
reinstatement of residential dwellings and the access to them. 
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28. In June 2017, the previous Government announced a number of decisions had been 
made on the Review.  The decisions, which in large part focused on land and building 
cover, were aimed at simplifying the relationship between the EQC scheme and private 
insurance and to help provide faster and smoother resolution of claims following a 
major event.  The announced reforms were: 

• Increasing the monetary cap from $100,000 (plus GST) to $150,000 (plus GST) 
for EQC building cover. 

• Clarifying EQC land cover is for natural disaster damage that directly affects the 
insured residence or access to it. 

• Standardising the claims excess on EQC building cover at $1,000. This currently 
ranges from $200 to $1,150 depending on the size and type of the claim. 

• EQC no longer providing any residential household contents insurance. 

• Requiring EQC claimants to lodge claims with their private insurer who would 
pass the claim on to EQC (if the property is insured). 

29. Subsequent to announcing decisions on the Review, the Treasury held a workshop 
with key stakeholders, including EQC and insurers, on issues and options for the 
technical design of the announced scheme. Also, the 2015 discussion document 
generated 62 submissions, of which 19 were published on the Treasury website in July 
2017. The remainder are ready for release, pending your approval.  

Next Steps 

30. The next step would involve engaging with you to confirm whether you wish the Review 
to proceed under the new Government, and if so, on what basis and timeframe. 
Options include ceasing the Review; continuing the Review in its current form; 
modifying the Review; or pausing the Review until after a Royal Commission (or 
substitute process) has reported. 

31. Work to date has identified opportunities to improve the legislation in ways that would 
improve the claims experience, even if the current scheme coverage does not change. 
Our current advice would be to proceed with the Review once a Royal Commission (or 
substitute process) has reported, so any insights and recommendations from that 
process can be incorporated into the Review.  However, our advice on this might 
change if the Terms of Reference of the Royal Commission does not touch on 
legislative issues.      

32. If the Review proceeds, we anticipate engaging with you to focus on understanding 
your policy objectives, in order to advise you on confirming or amending as appropriate 
those decisions that have been announced to date regarding high-level design choices.  
The high-level design announced by the previous Government was consistent with our 
advice, but that advice was in part shaped by Ministers’ objectives.   

33. The future EQC Act would also need to be consistent with any broader decisions 
regarding Government policy to establish a tribunal to hear claims-related issues with 
EQC and private insurers. We will look to engage with you further on this policy so that 
we may consider and provide advice with regard to potential implications for 
contractual law and existing avenues of redress. 

34. Once a high-level design is agreed by Cabinet, the Treasury, in consultation with EQC 
and private insurers, will develop recommendations for you as the responsible Minister 
on the detail of that design.  That would include further technical development of the 
agreed design as well as a number of second-order issues identified by officials, in the 
2015 discussion document and in past public submissions. 
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35. Once the detail of that design is agreed by Cabinet, drafting instructions reflecting 
those decisions would be issued to the Parliamentary Counsel Office.  Due to its 
technical nature we would recommend that any future EQC reform bill be released as 
an exposure draft for public comment prior to introduction into the House.  

36. Insurers have sought at least 18 months transition time between passage of any new 
legislation and its entry into force to allow for systems, processes and products to be 
updated for changes to the legislation. 

Natural Disaster Fund and the Crown Guarantee 

37. EQC’s assets are held in the NDF to meet future insurance liabilities. The Canterbury 
and Kaikoura earthquakes have had a significant impact on the balance of the NDF 
such that EQC’s exposure to liabilities is estimated to be in excess of its current level of 
assets.  EQC’s assets have reduced from $6 billion pre-Canterbury earthquakes to 
$0.8 billion as at 30 June 2017.   

38. During the 30 June 2018 financial year EQC anticipates that its investments and cash 
will be materially depleted.  It is possible (but not certain) that the NDF may go into 
deficit in late 2018 or early 2019.  Treasury is continuing to work closely with EQC, 
regularly assessing and monitoring its financial situation and forecasting. 

39. In the event that EQC informs the Minister that its assets are insufficient to meet its 
liabilities, the Crown, under Section 16 of the EQC Act, is obliged to provide, by way of 
grant or advance, sufficient funds to meet the shortfall in the NDF.  The Crown has 
confirmed, in writing to EQC, its intention to meet its obligation, to ensure that EQC can 
meet all of its liabilities as they fall due.  The Treasury and EQC have planned for the 
possibility of a deficit by preparing a Deficiency Funding Deed agreement that 
operationalises the Crown guarantee by way of a grant should it be required.  The 
Deed will be provided to the Chair of EQC and the Minister in the coming months for 
consideration and, if agreed, joint signing.    

40. Of note, the actual need or timing of any initiation of Section 16 depends on factors 
outside of EQC’s immediate control.  For example, whether there is a further significant 
natural disaster event with a scale impact on EQC or the outcome of litigation against 
EQC. 

Risk Financing Strategy 

41. The Treasury and EQC are jointly working on a plan for implementing material 
improvements to the risk financing framework for EQC.  EQC is responsible for the 
management of risks attached to its balance sheet.  Risk management conducted by 
EQC is primarily by the purchase of reinsurance from the international reinsurance 
market and the accumulation of surplus funds in the NDF.   

42. Risk management activities conducted by EQC directly impact the total Crown in two 
ways.  First, EQC forms part of the total Crown, so financial impacts on EQC’s balance 
sheet flow through to the Crown’s consolidated balance sheet.  Secondly, the 
institutional design of EQC explicitly recognises that any residual costs of the scheme 
not met by EQC will be borne by the Crown (implemented via the Crown guarantee).   

43. The impacts of EQC’s balance sheet on, and it relationship with, the Crown balance 
sheet is well understood.  However, despite the impact EQC’s financial outcomes have 
on the Crown, decisions on EQC’s risk management activities have historically been 
made by the EQC Board without explicit input from the Crown.   
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44. Prior to the Canterbury Earthquake Sequence, this limited Crown input was not seen 
as much of an issue; the NDF was relatively large ($6 billion), the geological 
environment was less active and EQC’s reinsurance programme required to manage 
the risk was stable, relatively modest and cost effective.   

45. Post Canterbury, and with a depleted NDF, EQC’s focus has turned to managing as 
much of the residual risk as possible through reinsurance, where budget allows.  In the 
short term, officials considered this prudent due to the increased risks faced by EQC. 

46. EQC has modelled its own upper end financial risks (known as probable maximum 
losses) for four large natural disaster events as a part of gaining an understanding into 
the losses it might face.  EQC’s liabilities accounted for 44 percent of the Crown’s total 
outgoings relating to Canterbury, but the impact of different scenarios (e.g. volcanic 
eruption, tsunamis) across different locations may produce quite different financial 
impacts on the Crown.  For instance, a major event in a low population-density, remote 
region, such as Kaikoura, could result in low dwelling losses but high Crown 
infrastructure losses and vice versa.  

47. One of the outcomes of the work undertaken by EQC, in close consultation with 
Treasury, was an agreement by the previous Government to increase EQC’s premiums 
from 1 November 2017.  EQC’s premiums will increase from $207 to a maximum of 
$276 per annum and reflect the expected long-run costs of the perils covered by the 
scheme and the cost of administering EQC, including the purchase of reinsurance. At 
this new premium level, it is expected that in the absence of any further substantial 
natural hazard events, the NDF will increase to reach EQC’s current reinsurance 
deductible of around $2 billion in approximately 10 years. 

48. The Treasury and EQC are now developing a longer term approach to managing this 
financial risk that balances a number of factors, including: overall Crown risk appetite, 
availability and cost of reinsurance and other risk transfer products, the size of the 
NDF, Crown cost of capital and probable maximum loss scenarios.   

49. This approach is comprehensive, focused on long term risk management and funding 
and represents a material improvement on what has occurred historically. The 
Treasury anticipates briefing you on developments in Q1 2018 prior to EQC entering 
into its next reinsurance round.   

EQC / Southern Response 

50. Southern Response Earthquake Services Limited (Southern Response) was formerly 
AMI Insurance Limited and is now a Government-owned company, also monitored by 
the Treasury. Under the previous Government, both EQC and Southern Response 
were the responsibility of the Minister Responsible for the Earthquake Commission4.  

51. The main business of Southern Response is to manage and settle the outstanding 
insurance claims against AMI arising from the Canterbury earthquakes.  The company 
operates as a run-off insurer, not taking on any new insurance business except to the 
extent that it is ancillary to its claims management business. Southern Response and 
EQC have a common need to complete the settlement of claims from residential 
customers affected by the Canterbury earthquakes. 

52. EQC and Southern Response are currently investigating whether a joint approach may 
be the optimal way to manage remaining and contingent claims, and what form that 
might take. At one end of the scale would be an operational solution, e.g. separate but 
co-located operations, while at the other end, some form of joint vehicle or entity (for 

                                                
4  The Minister of Finance is also a shareholding Minister of Southern Response 
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example) would be likely to require legislative amendment and / or a Ministerial 
direction. As monitor of both entities, the Treasury wants to see an outcome that is the 
most efficient, both in terms of timeframes for claim resolution and value for the 
Crown’s money. 

Upcoming Ministerial Decisions Required 

53. The following table highlights upcoming decisions that are expected to be required 
either in the remainder of 2017 or the first quarter of 2018. 

Action or Decision Expected Timing1 

Engage with officials regarding objectives of the proposed Royal Commission of EQC 
and your policy direction with respect to a review of the EQC Act  

Q4 2017 

Consider outstanding (Smith) and upcoming Board appointment processes for 2018 Q4 2017 

Review and approve Crown Guarantee documentation and potentially delegate 
payment authority 

Q1 2018 

Consider EQC’s risk financing framework and the indication of Crown appetite for risk 
transfer to EQC 

Q1 2018 

Consider approach to determining Crown Guarantee fee in future periods Q1 2018 

1 Quarters are based on calendar years 
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