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14 September 2020 
 
 

 
Via email:
 

 Reference: OIA-2019/20-0337 
Dear
 
Official Information Act request relating to 2010-11 Earthquakes - Information held by 
CERA 
 
I refer to your Official Information Act 1982 (the Act) request received on 27 January 2020. 
You requested: 
 
2.1 Any reports, memos, letters, notes, advice, emails or other documents relating to 

the apportionment by EQC or private insurers of residential property damage 
across the different earthquakes in the Canterbury Earthquake sequence (CES) of 
2010/11 that were created between 22 February 2011 and 31 December 2012.  

 
2.2 Any reports, memos, letters, notes, advice, emails or other documents relating to 

discussions with insurance companies or EQC regarding proposals to speed up 
the repair/rebuild of residential properties in Canterbury following the CES that 
were created between 22 February 2011 and 31 December 2012. 

 
 2.3 Any reports, memos, letters, notes, advice, emails or other documents relating to a 

meeting that was held in the office of The Honourable Mr Brownlee on 5 March 
2012 between EQC and a number of private insurers including any action points 
arising out of that meeting.  

 
2.4 Any reports, memos, letters, notes, advice, emails or other documents relating to 

differences between EQC and private insurers in their damage assessments, 
repair and costing methodologies for the repair of residential building that were 
damaged as a result of the CES created between 22 February 2011 and 31 
December 2012. 

 
I note the Department of the Prime Minister and Cabinet (DPMC) wrote to you on 7 April 
2020 to advise that information was able to be released to you but due to the ongoing 
COVID-19 response, there would be a delay in providing that information. I apologise for that 
delay and am now in a position to supply the information we hold, as set out in the attached 
table. 
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Some information has been withheld from the documents as noted. The relevant grounds 
under which information has been withheld are: 
 

• section 9(2)(a), to protect the privacy of individuals, and 
• section 9(2)(ba)(i), to protect the future supply of information provided under an 

obligation of confidence. 
 
In making my decision, I have taken the public interest considerations in section 9(1) of the 
Act into account. I note further, that no documents were considered sensitive to the extent 
that they required withholding in full, however, only extracts from the weekly updates to 
Minister Brownlee have been provided, as the vast majority of the information contained in 
them did not fall within the scope of your request. 
 
For completeness, I note that consideration was given to partially transferring your request to 
EQC as they are likely to hold some information that DPMC does not, however in consulting 
with them on the matter, EQC advised that they were responding to essentially the same 
request from you. I did not therefore consider a transfer necessary.  
 
You have the right to ask the Ombudsman to investigate and review my decision under 
section 28(3) of the Act. 
 
This response will be published on DPMC’s website during our regular publication cycle. 
Typically, information is released monthly, or as otherwise determined. Your personal 
information including name and contact details will be removed for publication.  
 
 
Yours sincerely 
 

 
 
 
Clare Ward 
Executive Director 
Strategy, Governance and Engagement Group 
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Item Date Document Title Status 

1 17/05/2011 Residential Insurance scenario notes 
(email and notes) 

Released in full. 

2 17/01/2012 Statistical analysis of the cost of the 
Christchurch earthquakes 

Released relevant information in full 
except direct contact details of 
individuals. 

3 31/01/2012 Engagement with reinsurers 
(M/12/0214) 

Released in full, except direct contact 
details of individuals. 

4 1/02/2012 Review of Disaster Insurance 
Arrangements: Initial Scoping of 
Options 

Released in full. 

5 2/02/2012 Insurance coordination group weekly 
meeting  

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

6 15/02/2012 Schedule of actual or potential issues 
and impediments to the residential 
rebuild 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

7 17/02/2012 CERA & Treasury Canterbury related 
insurance work programme, 2012 

Released relevant information in full 
except direct contact details of 
individuals. 

8 5/03/2012 Agenda – DRAFT: Solving roadblocks 
to residential claims settlement 

Released in full. 

9 5/03/2012 Notes for Briefing of Minister on Friday 
2 March 2012  

Released in full. 

10 7/03/2012 Canterbury Earthquake Insurance-
Related Workstreams - CERA and 
Treasury 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

11 7/03/2012 Summary of key points and actions 
from CE’s meeting with Minister 
Brownlee on 5 March 2012 

Released in full. 

12 8/03/2012 Canterbury Regulatory and Consenting 
Working Party – Notes of Meeting 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

13 9/03/2012 Record of meeting - Private Insurer / 
EQC Claims Apportionment Working 
Group  

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

14 16/03/2012 Summary of key points and actions 
from CERA and CE’s weekly meeting 1  

Released in full. 

15 16/03/2012 CERA and Chief Executives' Weekly 
Meeting 

Released in full. 

16 22/03/2012 Report from Regulatory and Consenting 
Working Group to CE’s weekly meeting 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

17 23/03/2012 Memo: Insurance Council (ICNZ) AGM 
General Discussion on the Canterbury 
Earthquake 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

18 23/03/2012 Summary of key points and actions 
from CERA and CE’s weekly meeting 2  

Released in full. 

19 29/03/2012 Working draft for discussion – 
Apportionment: Summary of process 
steps, options and issues  

Released in full. 

20 5/04/2012 Note from meeting CERA/Swiss Re Some information withheld as not 
relevant to request. Released 
relevant information in full. 
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Item Date Document Title Status 

21 19/04/2012 Draft Discussion Paper: Proposal for 
handling customers where there are 
unapportioned losses between events  

Released in full. 

22 20/04/2012 Summary of key points and actions 
from CERA and CE’s weekly meeting 6  

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

23 24/04/2012 Update on residential insurance claim 
settlement process (M/12/0353) 

Some information withheld as not 
relevant to request. Released 
relevant information in full except 
direct contact details of individuals. 

24 26/04/2012 CERA & CEs weekly meetings collated 
action points and status as at 26 April 
2012 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

25 3/05/2012 Minutes - EQC/ICNZ Claims 
Apportionment Working Group  

Released in full. 

26 4/05/2012 Summary of key points and actions 
from CERA and CE’s weekly meeting 8  

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

27 14/05/2012 Aide Memoire: EQC Board Meeting 
Notes 

Some information withheld as not 
relevant to request. Released 
relevant information in full except 
direct contact details of individuals. 

28 17/05/2012 Apportionment working group Released in full. 

29 22/05/2012 Road map for agreeing total damage 
and apportionment: residential 
properties with actual or potential 
insurer involvement  

Released in full. 

30 8/06/2012 Summary of key points and actions 
from CERA and CE’s weekly meeting 
13  

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

31 15/06/2012 Summary of key points and actions 
from CERA and CE’s weekly meeting 
14  

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

32 6/07/2012 Residential insurance claim settlement 
– industry working groups 

Released in full. 

33 13/07/2012 Summary of key points and actions 
from CERA and CE’s weekly meeting 
18  

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

34 28/08/2012 Memo - Insurance - Steve Wakefield  Some information withheld as not 
relevant to request. Released 
relevant information in full. 

35 14/09/2012 Insurance Advisory Service  
(M/12-13/102) 

Released relevant information in full 
except direct contact details of 
individuals. 

36 11/10/2012 Insurance Advisory Service  
(M/12-13/128) 

Released relevant information in full 
except direct contact details of 
individuals. 

37 30/10/2012 Canterbury Earthquake Insurance-
Related Workstreams – CERA and 
Treasury  

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

38 7/11/2012 Canterbury Earthquake Insurance-
Related Workstreams – CERA and 
Treasury 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 
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Item Date Document Title Status 

39 14/11/2012 Canterbury Earthquake Insurance-
Related Workstreams – CERA and 
Treasury 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

40 15/11/2012 Residential claims settlement - 
stocktake of progress and options for 
acceleration 

Released in full. 

41 15/11/2012 Residential Claim Settlement: Barriers 
and Progress 

Released in full. 

42 16/11/2012 File Note Released in part. Some information 
withheld to maintain an obligation of 
confidentiality. 

43 21/11/2012 Canterbury Earthquake Insurance-
Related Workstreams – CERA and 
Treasury 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

44 26/11/2012 Canterbury Earthquake Recovery 
Authority - Programme Concept Paper 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

45 28/11/2012 Canterbury Earthquake Insurance-
Related Workstreams – CERA and 
Treasury 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

46 4/12/2012 Canterbury Earthquake Insurance-
Related Workstreams – CERA and 
Treasury 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

47 10/12/2012 Canterbury residential insurance claim 
settlements – update on progress 
(M/12-13/212) 

Released relevant information in full 
except direct contact details of 
individuals. 

48 12/12/2012 Canterbury Earthquake Insurance-
Related Workstreams – CERA and 
Treasury 

Some information withheld as not 
relevant to request. Released 
relevant information in full. 

49 Various Extracts from weekly updates to 
Minister: 
 12 October 2011 
 27 January 2012 
 24 February 2012 
 3 May 2012 
 17 May 2012 
 8 June 2012 
 12 July 2012 
 19 July 2012 
 9 August 2012 
 7 September 2012 
 14 September 2012 
 12 October 2012 

Released relevant information in full. 



From: James Hay
To: Angela Mellish; Rosalind Plimmer
Cc: Bronwyn Arthur
Subject: FW: Residential Insurance scenario notes as at 16 May 2011
Date: Tuesday, 17 May 2011 4:33:08 pm
Attachments: Residential Insurance scenario notes as at 16 May 2011.doc

FYI - just my notes.  interested in discussing where we take this.

________________________________________
From: James Hay [James.Hay@dpmc.govt.nz]
Sent: Tuesday, 17 May 2011 4:31 p.m.
To: James Hay
Subject: Residential Insurance scenario notes as at 16 May 2011

Please consider the environment before printing this e-mail.

The information contained in this email message is for the attention of the intended recipient only and is not
necessarily the official view or communication of the Department of the Prime Minister and Cabinet. If you are
not the intended recipient you must not disclose, copy or distribute this message or the information in it. If you
have received this message in error, please destroy the email and notify the sender immediately.

(DPMC Secured)

Please consider the environment before printing this email and its attachments.
Avoid printing, or print double-sided if you can.
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Draft internal notes only 

Residential Insurance scenario notes as at 16 May 2011 
 
Land remediation  
1. House written-off, land bad EQC land payment capped at maximum of 

pre-quake market value for EQC insured part 
of the damaged section OR the cost to 
reinstate the land to its pre-quake condition 
(if this is less)  
 
EQC do not see “thin crust” as a major issue 
– the T & T advice appears to be (assuming 
house is a write off) the engineering solution 
will cost less than the EQC payment cap 
 
Remaining issue here is EQC only remediate 
part of a section so amenity value may not be 
fully reinstated  
 
Big unresolved issue is who ends up owning 
the land?  Have not asked EQC their view on 
this.  As they pay out for only part of the land 
owners or insurers could claim residual 
interest but as it may well be a liability may 
want to quit bu  sti l insist on some payment 
from CERA or CCC. 

2. House repairable, land bad Sub category (a) – no other imminent risk 
Here the cost to EQC of demolishing or 
removing a repairable cost to effect land 
remediation is seen as likely to exceed EQC 
land value cap.  This means insured party 
gets: 

 Land value cap payout from EQC 
and 

 Cost of repair of house (not 
replacement) from EQC and private 
insurer (if over EQC $100k cap for 
buildings) 

This means no physical remediation by EQC 
and leaves insured out of pocket for 
difference between the total of the two itmes 
above and the replacement of the house 
elsewhere 
 
Sub category (b) – imminent risk such as 
rockfall (but not flooding) 
EQC still exploring whether, if there is a 
further imminent risk to the property, the 
insured can claim a further loss of up to 
$100k from EQC that could be used for 
remediation (or payout?).  Note: 

 this additional $100k relates to the 
dwelling, not the land and EQC 
cover for dwelling excludes flood 
damage 

 most private insurers do not 
compensate for imminent damage 
so there would be no private 
contribution in this scenario 

Land ownership issue applies here as well 
Dwelling cover scenarios  
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Draft internal notes only 

1. Cash settlements for total loss of dwelling Many private policies will only pay indemnity 
for those wanting cash rather than to rebuild.  
Insurers are looking to discuss this with their 
reinsurers to see if cash payments at 
replacement value could be paid as they 
understand the Minister favours empowering 
insured parties to make choices rather being 
obliged to rebuild.  Uncertain of reinsurers 
will support such an approach 

2. Rebuild Where an insured party wants to rebuild on 
an alternative site in New Zealand insurers 
are looking reasonably confident of funding 
this at replacement rather than indemnity 
level irrespective of strict policy.  Like for like 
policy here is important – don’t want to 
establish betterment precedents but likely to 
be realistic 

3. Repair This is seen as the hardest area.  Real 
concern about impact of government action 
in closing areas or acquiring land.  Not sure if 
they are distinguishing adequately between 
decisions of EQC under its Act and those 
government or local government might make 
outside the existing EQC framework.  Unique 
EQC model where a government agency 
takes land risk throwing up novel questions.   
 
Timeline to resolution of issues will be a 
significant factor in decision making. 
 
Will look to do greater repair to lift building 
performance instead of agree to demolition 
and replacement that might be required for 
land remediation. 
 
Looking at cash out options for repair 
amounts   

4. New or increased risks May look to repair or rebuild and go back on 
risk but exclude cover for flooding in some 
areas – not common in NZ (although EQC 
does it) but not unusual in Australia. 
 
For rockfall awaiting mapping and geotech 
information as these will drive cover 
decisions – issue here is an undamaged or 
repair house that has risk they will not issue 
new cover for – may be imminent risk for 
EQC but may fall short of that 

5  Involuntarily uninsured Unlikely to be much of an issue for residential 
as insurers recommended policy holders 
maintained reduced cover to keep EQC 
cover in play.  May be an issue in some 
commercial cases 

6. Construction risk and cover renewal Generally issuing this cover where they have 
approved rebuild or replacement – can’t 
really do otherwise.  New cover on 
completion likely in most cases but may 
contain exclusions for new risks and will be 
re-priced. 
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Draft internal notes only 

Some commercial insurers have written this 
cover without confirming a domestic insurer 
will take the risk of the replaced or repaired 
building. 
 
Dispute with EQC over whether contract 
works cover is a cost of repair or separate 
cost to policy holder.  This has been an issue 
the Minister has been pushing for resolution 

  
  
 
Other notes 
 

 EQC believe the reinstatement issue may ultimately only impact a small 
number of the 12,000 “over [EQC] cap” properties.  At say 500 houses this 
would be a maximum amount in dispute of $50m assuming all 22 February 
damage to those houses was at least $100k 

 The interpretation of the law comes down to when does the EQC $100k 
dwelling cover reinstate for the purposes of subsequent events – on payment 
of any monies in respect of a claim made or on making of the claim.  The 
insurers argue the latter. 

 For affected properties this will mean that there is up to $100k of their claim 
that will not be paid by either EQC or the private insurer until the Declaratory 
Judgment is obtained – maybe 3 months from filing of proceedings (to 
happen soon). 

 May have an interim solution where insurers pay on promise of EQC to refund 
if it looses? 

 Where EQC cover has reinstated EQC have to assess or reassess houses 
and apportion losses per event 

 On assessments EQC and private insurers still not fully aligned so some 
double assessments happening.  EQC looking at being ahead of end of June 
target for full assessments on the 12,000 overcap properties 

 Insurers will go through scenarios this Friday so meeting with them next 
Tuesday in Christchurch. 

 These notes reflect conversations with IAG and EQC only.  
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REPORT OF INVESTIGATIONS NOT FOR GENERAL DISTRIBUTION 

Statistical analysis of the cost of the Christchurch 

earthquakes 

David Baird 

Statistical Consultant, VSN NZ, Christchurch. 

George Hooper 

Recovery Liaison, NZ Earthquake Commission, Christchurch  

s9(2)(a)

s9(2)(a)
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REPORT OF INVESTIGATIONS

17 Jan 2012 

Summary	

This study undertaken  for  the NZ Earthquake Commission  involved a doubly stratified survey of 800 residential 

properties across greater Christchurch, stratified according  to geographic proximity and expected damage. The 

sample properties were  then  fully assessed and  the earthquake damage  to each property estimated. The EQC 

liability on that property was then further assessed based on individual claim data and the insurance settlement 

rules that applied, taking into account both claim status and existing insurance provisions.   

The work was  undertaken  in  two  stages.  In  the  first  report  based  on work  undertaken  prior  to  the  June  13 

earthquake the data presented covered the cumulative damage and expected EQC liability arising as a result of all 

earthquake events from September 2010 through to the time of the property assessments, which occurred during 

May/June 2011. 

On the basis of this analysis, the total estimated cost (Exclusive of GST and other attributable management costs) 

of the residential rebuild in greater Christchurch is $8.5 billion of which EQC has liab lity for $6 billion and other 

insurers’ liability for $2.5 billion. Only 9% of residential properties did not make a claim for any earthquake event, 

and  2%  of  properties were  uninsured,  these  predominantly  being  in  the more  expensive  hill  and  north west 

suburbs.  

Further analysis examined  the apportionment of damage and EQC  liability between  the  two main events of 4th 

September 2010 and 22nd February 2011, and all other events combined. This was done through a combination of 

approaches. The apportionment of damage based on previous damage assessments gave the damage occurring in 

the February 22 event as 63% of the total. Different patterns of damage between the events were seen around 

the 12 zones used in this study. 

As a result of the June 13 earthquake all 723 valid properties in the February survey were contacted to confirm 

whether an additional claim was required and a reappraisal of the February survey data undertaken. From this it 

was estimated that 8% of houses in Ch istchurch had extra liability giving a total extra damage due to June of 

$224 million. Apportionment of this damage between the events attributed 27 percent of the damage to 

September, 68 percent to February and 5 percent to June. 

The report itself brings the e two pieces of work together into a single document. No attempt has been made to 

consolidate the different analysis undertaken into a formal research framework.   It should thus be read as a 

statement of record outlining methodology and assumptions used in deriving the findings reported.   
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REPORT OF INVESTIGATIONS

17 Jan 2012 

Survey	Design	

The data from the rapid assessment survey was used as the basis of this survey. The error rate  in the 

provided database was high but the records were cleaned as much as possible, with invalid streets and 

suburbs  being  corrected,  and  16000+  duplicate  records  being  removed.    The  results  from  this were 

analysed. The below graphic gives the average expected claim by suburb.  

Figure 1. Expected average size of claim by suburb. The area of the circles are proportional to the size 

of the claim.  
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REPORT OF INVESTIGATIONS

17 Jan 2012 

These results were used to cluster the suburbs into 12 zones, using geographical proximity and expected 

damage in each suburb. 

Figure 2. Grouping of suburbs into 12 zones based on expected damage. 

Note the  locations of outlying towns, such as Rolleston & Lincoln, were  incorrect  in the database, and 

were manually assigned  to  the appropriate  zones. The  zones  that each  suburb were allocated  to are 

given in Appendix 1. 

The properties  in the database were then allocated to a stratum based on their recorded suburbs and 

damage assessment. The tabulation of the database by zone and damage category is given in Table 1. 
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REPORT OF INVESTIGATIONS

17 Jan 2012 

Estimates	of	Proportions	of	properties	in	8	damage	ranges	

The EQC component of costs for properties was broken down into 8 price ranges, $0 ‐ 10000, $10,000 ‐ 

25,000,  $25,000 ‐ 50,000 , $50,000 ‐ 75,000 , $75,000 ‐ 98,000, $99,000‐100,000, 100,000‐125,000 and 

$125,000+ and the distribution of properties  falling  into these ranges was estimated  from the survey.  

The number and proportions of properties in the 8 price ranges is given in Table 8. The standard errors 

and confidence limits for this were again calculated by bootstrapping.  

Table 8. Distribution of property costs by price range (range given in 1000’s of dollars).  

Range Number of properties Percentage 
0-10 61990 33.2 %

10-25 61072 32.7 %
25-50 23029 12.3 %
50-75 6883 3.7 %
75-99 4809 2.6 %

99-100 17040 9.1 %
100-125 7159 3.8 %

125+ 4698 2.5 %
(Total properties = 186680) 

Table 9. Confidence Limits for estimates of proportions in each price range. 

Range 
$K 

Percentage 
Standard 
Deviation 

80% Confidence Interval 95% Confidence Interval 
Lower  Upper Lower  Upper 

0-10 33.2 % 2.0 % 30.6 - 35.7 % 29.2 - 36.9 %
10-25 32.7 % 1.9 % 30.3 - 35.3 % 29.0 - 36.6 %
25-50 12.3 % 1.3 % 10.6 - 14.0 % 9.8 - 15.0 %
50-75 3.7 % 0.7 % 2.9 -   4.6 % 2.5 -   5.1 %
75-99 2.6 % 0.5 % 2.0 -   3.3 % 1.6 -   3.6 %

99-100 9.1 % 0.9 % 8.0 - 10.2 % 7.5 - 10.9 %
100-125 3.8 % 0.5 % 3.2 -   4.5 % 2.8 -   4.9 %

125+ 2.5 % 0.5 % 1.9 -   3.2 % 1.6 -   3.5 %

Note, the $99‐100,000 group is large as the $113850 (inc. GST) cap gives $99,000 – GST, causing many 

properties over a single cap to end up in this group. 

The mean of cost of the EQC liability for each property in each of the 8 price ranges was calculated and 

these results are given in Table 10.   

Table 10. Mean cost of EQC liability in each price range. 

Range Mean Cost $ 
0-10 2,757

10-25 17,048 
25-50 34,014 
50-75 61,061 
75-99 87,074 

99-100 99,063 
100-125 107,661 

125+ 146,748 
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Figure 7. Mean damage property using previous settlements, broken down by event and year. 

The estimated figure for the 2010 settlement process was a total of $1.693 billon (with a standard error 

of 0.111 and a 95% confidence interval of $1.478 – 1.918 billion). 

The estimated figure for the 2011 settlement process was a total of $4.338 billon (with a standard error 

of 0.184 and a 95% confidence interval of $4.037 – 4.758 billion). 

Note the sum of these two years settlements ($6.031 billion) differs slightly to the total of 6.035 due to a 

few missing values in this data.   

Thus based on the settlement figures a much higher percentage of the damage occurred in 2011 (73.5%) 

than  that  based  on  the  apportionment  estimation  of  the  assessors  (57.2%)  and  the  previous  survey 

(61.3%).  
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September	4	2010	survey	

An earlier survey, begun after the September 4 event was halfway finished when the February 22 event 

occurred.  This survey was stopped, but the completed records have been summarized. The survey was 

designed as a  stratified  survey with  sampling  in each  strata proportional  to expected  claim  size. The 

Canterbury region was divided into 6 zones, North, East, West, South and Central, and Christchurch City. 

Christchurch was then divided into 10 zones based on clustering adjacent suburbs with similar levels of 

damage  (these  zones  are  shown  in  Figure  8  –  two  pages  forward).  A  number  of  residences  outside 

Christchurch,  but  listed  under  Christchurch  (e.g.  on  Banks  Peninsular),  had  to  be  reallocated  to  the 

correct Canterbury  zone. The number of  samples per batch of 200 within each of  the 15  zones were 

based on an optimal sampling strategy which uses the number of claims  in the zone and the standard 

deviations between the expected building costs  for the claims  in that zone. The optimal allocation  for 

each batch is given in the Table 17 below. Four batches of 200 were planned to be done but only 2 were 

completed. There were 22053 claims that did not have enough address information to allow them to be 

allocated to a zone. Also 11700 claims had already been settled and the actual sum paid out for these 

were used in the estimates.  

Table 17. Sampling statistics for 2010 survey 

Canterbury Zone Chch Zone Count Mean Std Dev. Samples Average Claim 
Christchurch 1 8764 11008 28613 25 30970
Christchurch 2 2806 7793 23470 7 42077
Christchurch 3 4804 2545 10120 5 31182
Christchurch 4 10455 1395 4266 5 7363
Christchurch 5 14201 2485 9317 13 11496
Christchurch 6 7191 9236 24667 18 18910
Christchurch 7 14647 4118 13921 20 27373
Christchurch 8 16684 2609 9748 16 21745
Christchurch 9 6430 12554 25805 16 24374
Christchurch 10 17445 3779 13835 24 14138

Central  7985 5656 16971 13 23205
North - 9614 8011 19813 18 27073
South - 3446 1997 5978 5 11554
West - 1556 3541 10921 5 19880
East - 7275 4946 14666 10 6251

Unknown  22053 19135

The  samples within  each  zone were  selected with  probability  according  to  the  expected  size  of  the 

bu lding  pay  out.  Thus,  large  claims  are  thus  over  represented,  as  these will  contribute most  to  the 

overall claim total.   

These zones used  in  this survey are different  to  that used  in  the February 22 survey. Also  this survey 

used the claims as the sampling frame, so that houses with no claim were not included in the survey. 
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The estimate of EQC liability from a prior survey for all of Canterbury from the September 4 event was 

$2.440 billion  (‐GST)    ($ 2.806 billion  inc. GST). This survey  included more properties  that  the current 

survey, but going back to that survey and reducing the population to the same region covered  in this 

survey  (from 118432  to 106753  claims)  gives  an estimate of  the  cost of  September event of $2.333 

billion  (with  standard error of 0.195). The  figures  from  the  two  surveys  (2.333 vs. 2.413)  then agree 

within $ 0.080 billion, well within the standard error of  the difference  ($ 0.237 billion). Allocating  the 

claims to the 12 zones used in the 2011 survey gave the average value per claim (not per house) as given 

in Table 18. 

Table 18. Mean value per claim from the 2010 survey for the 12 zones used in the 2011 survey 

Zone Mean value per claim ($) 
River 32,299 
Hill 23,399 
NWCentral 23,561 
Beach 16,076 
Bays 19,228 
South 16,731 
North 35,907 
ECentral 19,020 
NCentral 23,250 
SWCentral 13,498 
NWest 14,489 
West 6,267 

 

Note: this is a mean per claim, not a mean per property. 

Using  the  two  survey  results,  and  ignoring  the  very  small  other  event  category,  suggests  that  the 

February 22 earthquake accounted for $6.025 – 2.333 = 3.702 billion = 61.3% of the damage, which  is 

lower  than  the  settlement  data  (73.5%),  closer  to  the  assessors  allocation  (57.2%)  and  damage 

percentage (63% ‐ see page 20)  
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Figure 8.  Zones used in 2010 survey. 
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These results show a similar pattern to the settlement apportionment, although the percentages apportioned to 

June (on average 2.9%) are lower than that for the settlement (5%). This is because, as a relatively small event, all 

of the June damage contributes to the EQC liability, whereas a good proportion (about 30%) of the September 

and February damage is over the cap and does not contribute to the EQC liability. 

 

Figure 2. Apportionment of Damage by field assessors over all events 

Note, the zones have been sorted into decreasing order of the September percentage. 
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EXECUTIVE SUMMARY 

The Government has announced its intention to review disaster insurance 
arrangements to ascertain whether change from existing policy settings is desirable. 
During the initial scoping phase of the review, Treasury needs to form a judgement 
about whether to focus the review on the existing EQC model or open the review to a 
broader consideration of alternative options for future Government intervention in 
disaster insurance markets. In line with this need, the purpose of this paper is to: 
 
 Revisit the rationale for Government intervention in disaster insurance markets. 
 Propose a set of Government objectives with regard to natural disaster insurance. 
 Identify the range of options for intervention in disaster insurance markets. 
 Narrow down the range of plausible options for investigation in the review. 
 
Rationale 
 
This paper proposes that there is a rationale for Government intervention in disaster 
insurance markets due to a combination of insurance market dysfunction and political 
economy risks that can impose significant costs on society as a whole. The 
Government therefore has a legitimate interest in reducing these costs, not least 
because of the potential impact they may have on the Crown’s own balance sheet. 
 
Objectives 
 
The paper proposes the following Government 
 
 Minimising the potential for socially-unacceptable distress and loss in the event of a 

natural disaster. 
 Minimising the fiscal risk to the Government associated with private property 

damage in natural disasters. 
 Promoting the economic efficiency of disaster insurance arrangements. 

 
Recommendation 
 
We recommend the Government focus the review on the existing primary insurance 
(EQC) model rather than expand the review to explore the benefits of alternative 
options. There are three main reasons for this argument: 
 
 There is not an obviously strong case to move away from the existing primary 

insurance model. 
 There is a reasonably strong case to retain the existing model, based primarily on 

the experience New Zealand has built up running the EQC scheme over the past 
twenty years, including through the Canterbury quakes. 

 Considerations of speed and certainty for market participants are also relevant 
given the unsettled conditions in insurance markets and the lack of an obvious case 
for significant change to the existing model. A tightly-scoped review of the EQC 
scheme will create less uncertainty in insurance markets than a broader (and 
necessarily lengthier) review of different types of insurance arrangements. 
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PURPOSE 

Context 
 
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 
represents the first major test of the EQC model since its inception. In light of the 
lessons learned from the earthquakes, the Government has announced its intention to 
review disaster insurance arrangements to ascertain whether change from existing 
policy settings is desirable. During the initial scoping phase of the review, Treasury 
needs to form a judgement about whether to focus the review on the existing EQC 
model or open the review to a broader consideration of alternative options for future 
Government intervention in disaster insurance markets. 
 
Objectives 
 
The objectives of this paper are to: 
 
 Revisit the rationale for Government intervention in disaster insurance markets. 
 Propose a set of Government objectives with regard to natural disaster insurance. 
 Identify the range of options for intervention in disaster insurance markets. 
 Narrow down the range of plausible options for investigation in the review. 
 
Scope 
 
The review will cover the management of natural disaster risk associated with private 
property. The review is not expected to cover: 
 
 The Crown’s overall approach to natural disaster risk.  
 The management of disaster risk associated with central government or local 

authority property. 
 
Structure 
 
This note is divided into four main parts. 
 
Part One provides a brief introduction to the practice of disaster risk management, 
outlines the role of insurance in disaster risk management, and outlines the objectives 
and key features of the current EQC scheme. 
 
Part Two explores the rationale for Government intervention in disaster insurance 
markets. 
 
Part Three proposes a set of Government objectives with regard to natural disaster 
insurance. 
 
Part Four explores the range of options for Government intervention in disaster 
insurance markets and identifies a preferred option for taking forward in the review. 
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PART ONE: UNDERSTANDING THE EQC 

This Part provides an introduction to the practice of disaster risk management, outlines 
the role of insurance in disaster risk management, and outlines the objectives and key 
features of the current EQC scheme. 
 

Approaches to the management of disaster risk 

At its core, risk management is about making a conscious decision to accept, avoid, 
mitigate or transfer risk. There are a number of mechanisms available to the 
Government and to property-owners to manage the risks they face from natural 
disasters. These include: 
 
 Information and/or research – so property-owners understand the nature of the 

risks they face and can make an informed decision about their preferred risk 
management strategy. 

 The configuration of land use – for example, property-owners can avoid risk by 
locating buildings, structures and activities in safer areas or reduce risk by investing 
in mitigation works. 

 The quality of building standards – buildings and struc ures constructed to a higher 
standard are less likely to suffer damage in the event of disaster. 

 Ownership choices – individuals can choose to own or rent properties; larger 
property-owners can hold geographically-diversified portfolios of rental properties to 
reduce the risk they face from disaster in any particular region. 

 Risk transfer – primarily through insurance markets. 
 Post-disaster recovery arrangements. 
 
The Government already intervenes in most of these areas. It manages land use 
through the Resource Management Act (RMA), establishes building standards through 
the Building Act, and organises civil defence and emergency response efforts through 
the Civil Defence and Emergency Management Act (CDEMA). Through the Earthquake 
Commission (EQC), the Government provides disaster insurance for residential 
properties and funds research and public information campaigns on matters relevant to 
natural disasters. In the case of the Canterbury quakes, the Government also 
established a new department, the Canterbury Earthquake Recovery Authority, to 
coordinate the long-term recovery process. 
 

The role of insurance 

Insurance is likely to be a part of any balanced approach to the management of 
disaster risk. This is because it is impossible to avoid or reduce natural disaster risk 
altogether. There are four general reasons why: 
 

1. Natural/physical forces 

 The physical forces unleashed by natural disasters can be enormous. No human 
structure or settlement, for example, could directly withstand the forces generated by a 
volcanic eruption. 

 Natural disasters can expose hitherto unexpected weaknesses in the design, 
configuration and building quality of human structures and settlements. 

2. Economic considerations 
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 It may be uneconomic to minimise risk through the use of measures such as stricter 
building standards or land use restrictions alone. In other words, it may be more 
efficient to either accept or transfer the risk. 

3. Political economy considerations 

 It may be impossible to minimise risk through the use of measures such as stricter 
building standards or land use restrictions alone due to political economy considerations 
(e.g. relating to the size and distribution of the costs of change). 

4. Timing issues 

 Even if society agrees to minimise risk through measures such as stricter building 
standards or land use restrictions, it may take considerable time to upgrade and 
reconfigure the stock of buildings, particularly if the costs of change are high and the 
probability of disaster small. 

 
Property-owners will therefore continue to bear some degree of residual risk relating to 
natural disasters even if society agrees to implement stringent building standards and 
restrictive land use planning and they themselves take reasonable measures to reduce 
or avoid risk. In the absence of insurance, this risk may crystallise into significant 
losses when a natural disaster occurs. 

 
Insurance therefore represents an important mechanism to minimise the residual 
natural disaster risk that cannot be reduced or avoided for either practical or economic 
reasons. On this basis, it makes sense for the Government to investigate the provision 
of disaster insurance as part of society’s overall approach to the management of 
natural disaster risk.  
 

The EQC scheme 

The Government has been involved in the provision of disaster insurance in New 
Zealand, through the EQC and its predecessor entities, since the 1940s. EQC is a 
Crown Entity that provides basic disaster insurance to residential properties in New 
Zealand. EQC pays out on claims 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).  
 
Objectives 
 
The current EQC scheme resulted from a significant review of disaster insurance that 
began under the Fourth Labour Government in the late 1980s and continued under the 
Fourth National Government in the early 1990s. The review defined the Government’s 
under ying objective in relation to natural disasters as being to “reduce distress”, both 
for those immediately affected and for New Zealand society and economy as a whole. 

 
The review was also motivated by a strong desire to reduce the fiscal risk associated 
with the existing public sector disaster insurance scheme, which was managed at the 
time by the Earthquake and War Damages Commission and covered both residential 
and commercial property. There was much concern that the level of the Disaster Fund 
and the strength of the Crown’s balance sheet were insufficient to meet the claims 
likely to arise from a major earthquake in Wellington, which was considered to be the 
most likely major disaster to call upon the public insurance scheme. 
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The intention of the reforms was therefore to contain the Crown’s exposure to natural 
disasters. In this context, the Government stated its interest in natural disasters was 
limited to “humanitarian” concerns – the provision of basic, adequate housing and the 
re-establishment of basic infrastructure – rather than what was described as “extensive 
obligations to those home owners who are better off, and to business”.  
 
Policy principles 
 
The Government’s general approach was to complement, rather than replace, the 
actions of private parties making their own insurance arrangements. On this basis, it 
decided that insurance arrangements could be left to private parties where (i) property 
owners would bear the costs and benefits of their decisions over obtaining insurance 
cover, and (ii) the market was able to provide such cover. 

 
The Government decided that both of these conditions could be met for non-residential 
property, which was accordingly removed from the new EQC scheme (representing a 
major liberalisation of New Zealand insurance markets). Residential property remained 
subject to public insurance, but caps were introduced for payments on buildings, land 
and contents in order to limit the Crown’s exposure. The maximum payments were 
considered sufficient to rebuild an “adequate” dwelling, and were thus intended to strike 
a balance between the Government’s “humanitarian” concerns and its need to manage 
fiscal risk. 
 
At the same time, the new scheme allowed private insurers to enter the market to 
provide disaster insurance above the caps. The provision of disaster insurance in New 
Zealand today is therefore shared between publ c and private insurers. 
 
Coverage 
 
The parameters of EQC 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.1 Property-owners pay a uniform 
levy of 15c per $100 of insurance cover, with an annual cap of $207 (including GST). 
The current structure of EQC coverage is as follows: 
 

 Building – the costs of rebuilding or repairing up to $100,000 + GST (less excess). 

 Contents – replacement or indemnity value (depending on the type of fire insurance 
coverage) up to $20,000 + GST (less excess). 

 Land2 – the lower of the value of damaged land or the cost of repairing the land to its pre-
disaster condition. The value of damaged land will be the lower of: 

i. the market value of the destroyed or damaged land; 
ii. 4,000 square metres of land in the neighbourhood; or 

iii. the minimum-sized building allowed in the area by the district plan. 

                                                 
1 EQC’s land cover is unique by international standards. The only other major insurer known to 
cover land is the state-sponsored California Earthquake Authority, which pays up to $US10,000 
of the costs of land rebuilding/stabilisation if such work is necessary for the repair/reconstruction 
of an insured dwelling.  
2 EQC only covers land within 8 metres of the house or buildings serving the house; land under 
the main access way up to 60 metres from the house or buildings serving the house; and some 
retaining structures, bridges and culverts. 
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The current configuration of EQC has not been subject to major review since 1993. The 
levels of coverage remain unchanged since 1993 (during which time the value of EQC 
cover has been steadily eroded by inflation), while the levy has only been increased 
once (it was tripled from 5c to 15c per $100 of cover in February 2012 in order to 
rebuild the NDF). 
 
Other responsibilities 
 
EQC is tasked with responsibilities in the areas of research and education. The EQC 
Act requires the Commission to facilitate research and education about natural disaster 
damage, methods of reducing/preventing damage, and the coverage it provides. 
 
Financing 
 
The EQC manages its obligations through a number of financial instruments: 
 
 An accumulated reserve called the Natural Disaster Fund (NDF). The NDF totalled 

$5.6 billion at the time of the Canterbury quakes. The NDF was wholly invested in 
New Zealand fixed interest securities such as Government stock until 2001. In late 
2001, EQC began to invest in international equities in line with a Ministerial 
direction to geographically diversify the NDF’s assets (i.e. beyond the markets that 
would be directly affected by any major natural disaster covered by EQC in New 
Zealand). Investment in equities was to be maintained within a range of 27-33% of 
the total portfolio of assets. 
 

 Reinsurance totalling several billion dollars at the time of the Canterbury quakes. 
 
 A backstop Government gua antee to be called upon if the EQC’s reserves and 

reinsurance lines are exhausted  
 

The cost of the Canterbury quakes is currently estimated to be $12 billion. The 
earthquakes have exhausted the NDF and many of EQC’s layers of reinsurance, 
triggering the Government guarantee, and leaving a shortfall of perhaps $800 million to 
be covered by the Crown. 
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PART TWO: RATIONALE FOR INTERVENTION 

Before we consider the range of options available for Government intervention in 
disaster insurance markets, we need to assure ourselves that there is a rationale for 
intervention in the first place. This Part explores the rationale in three main steps: 
 
 It outlines the key characteristics of private markets for disaster insurance. 
 It describes the outcomes generated by private markets for disaster insurance, 

including implications for the Government. 
 It proposes a rationale for Government intervention. 
 

Natural disasters and insurance 

The classic economic model of risk exchange predicts that competition in insurance 
markets will lead to a Pareto-efficient allocation of risks in the economy 3 All risks will 
be pooled in financial and insurance markets; in particular, the residual systematic risk 
in the economy will be borne by the agents who have a comparative advantage in risk 
management. In such a model, all risks are insurable and there is no need or rationale 
for any Government intervention. By incentivising property-owners to reduce risk before 
disaster occurs, and providing resources for recovery afterwards, insurance serves as 
an efficient mechanism to maximise national welfare. 

 
In practice, however, natural disasters have a number of characteristics that are 
problematic for the insurance industry to manage  
 
The risk of catastrophic losses 
 
Natural disasters tend to have a fat-tailed probability distribution. In other words, there 
is an irregularly high likelihood of catastrophic events. A fat-tailed distribution means 
that historical averages tend to understate the probability of future extreme events, so it 
is difficult for insurance companies to assess the likelihood and magnitude of the costs 
they actually face. Natural disasters are also highly correlated risks: they damage large 
numbers of similarly-situated properties at the same time, and tend to reoccur in the 
same general areas over time (e.g. around faultlines or floodzones). 

 
The result of these characteristics is that natural disasters can generate massive and 
unexpected losses for primary insurers. These losses, in turn, create an intertemporal 
smoothing problem for insurers: they must match regular premiums, which are 
insufficient in any given year to cover a large loss, with the need for enormous sums of 
capital in a catastrophic year. The provision of catastrophe insurance therefore entails 
a much higher insolvency risk for primary insurers than other lines of insurance. 

 
There are limits to the extent to which primary insurers can reduce their insolvency risk 
through aggregation, especially in a small market such as New Zealand. Instead, 
primary insurers tend to transfer much (but not all) of their risk to a secondary market of 
reinsurers, which pool risk on a global basis. The main way in which reinsurers manage 
their own exposure is by holding extremely large capital reserves. The cost of this 
capital is a major driver of reinsurance pricing and has an indirect effect on primary 
insurance pricing. 
 
                                                 
3 See Gollier (2005) for a summary of the classical Arrow-Borch model of efficient risk-sharing. 
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Behavioural issues 
 
The attitudes of property-owners towards natural disasters also create barriers to the 
efficient management of catastrophe risk. There is a substantial body of research 
pointing towards evidence of myopia and bounded rationality among property-owners 
regarding the likelihood of catastrophic loss in natural disasters.4 The research finds 
that property-owners tend to underestimate disaster risk and so many are unwilling to 
either invest in risk mitigation or pay for insurance against an event they judge to be 
extremely unlikely. 
 
Markets for catastrophe risk 
 
Partly as a result of these issues, markets for catastrophe risk are not complete and 
may at times be subject to outright market failure.5 The supply of disaster insurance, in 
particular, is notoriously unreliable. It is not unknown for disaster insurance to become 
completely unavailable at times, as occurred in the market for earthquake insurance in 
California after the 1994 Northridge earthquake. A common cause of restrictions in 
supply in the immediate aftermath of a disaster is lack of information. It usually takes 
some time for insurers to establish whether assessments of the underlying risk in the 
area need to be revisited. In the meantime, insurers may be unable to price insurance 
cover and unwilling to maintain (let alone increase) their exposure in the affected 
region. Such a phenomenon is currently playing out in Canterbury, where the seismic 
event is ongoing and insurers are generally unwilling to take on new customers. 
 
The supply of natural disaster insurance is also a function of cycles in the stringency of 
underwriting standards and the capacity of the insurance industry (known as the 
‘underwriting’ or ‘insurance’ cycle) that do not appear to be related to changes in the 
industry’s understanding of its underlying exposures. While there has been a long 
debate in the literature about the cause of the underwriting cycle, the current 
consensus appears to be that the cyc e is caused by capital market/insurance market 
imperfections, which mean capital is not able to flow freely in and out of the industry in 
response to unusual loss events (Cummins 2006).6 

 
The international reinsurance cycle is reflected in reinsurance premiums that can be 
many times higher than one might reasonably expect to see. For example, in an 
analysis of reinsurance contracts over the period 1970-1994, Froot and O’Connell 
(1999) found that reinsurance premiums could be up to seven times higher than the 
expected loss. There is a general market perception that New Zealand avoided the 
brunt of this cycle before the Canterbury quakes because New Zealand’s risk profile 
was not well understood by either the domestic insurance industry or the international 
reinsurance industry. If this perception is correct, it is unlikely to hold in the future: the 
earthquakes have been a rude awakening and premiums are rising.7 
 
                                                 
 See Kunreuther and Michel-Kerjan (2009) for a summary of the evidence of bounded 

rationality among decision-makers. 
5 A financial market is said to be complete when a market exists with an equilibrium price for 
every asset in every possible state of the world. 
6 See Lamm-Tennant and Weiss (1997) for a summary of the main positions in the debate. 
7 Market intelligence as of November 2011 indicates Australasian premiums for residential 
property catastrophe insurance currently range from 3-6 times expected losses (100 year return 
period) to 1.5-2 times expected losses (3-5 year return period). Rates in NZ are presumably 
higher than the Australasian average due to the high (and active) earthquake risk on this side of 
the Tasman. 
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At the same time, voluntary demand for natural disaster insurance is known to be weak 
in risk-prone jurisdictions where figures are available. The penetration rate of 
residential earthquake insurance in a number of jurisdictions with voluntary earthquake 
insurance is outlined below.8  

 
Country Rate Year 

Turkey 23% 2011 
Chile 25% 2010 
Japan 23% 2009 

 
The residential earthquake insurance attachment rate (i.e. the percentage of residential 
property-owners that purchase earthquake insurance with their fire insurance) s also 
known to be low; it ranges from 12% in California (Pomeroy 2010) to 48% in Japan 
(Non-Life Rating Organisation of Japan 2010) in 2010. The main argument advanced in 
the literature for such low levels of demand is that most buyers consider the price of 
insurance to be too high for the extent of coverage actually provided, even though – in 
the case of California – premiums through the state-sponsored California Earthquake 
Authority were found to be close to expected losses (Jaffee 2005)  

 
New Zealand is unusual in that it possessed high levels of insurance penetration before 
the Canterbury quakes. The extent of insurance take-up appears to have been driven 
by a variety of institutional factors, the most important of which is the existence of basic 
earthquake coverage through a state-sponsored insurance scheme. The fact that EQC 
cover is tied to fire insurance means New Zealand automatically has an earthquake 
insurance attachment rate of 100%, and levels of fire insurance are generally high due 
to the major retail banks’ requirement for all mortgaged properties to be insured. A 
major adjustment is now underway in the industry, however, as insurers absorb the 
lessons from the earthquakes and reassess their risk positions. We are already seeing 
changes to the pricing, structure and availability of private sector disaster insurance. In 
some areas, for some segments of the market, private disaster insurance may be 
either extremely expensive or simply unavailable at any price. 
 

Implications for the Government 

The existence of incomplete markets for catastrophe risk means property-owners may 
face large losses from a natural disaster, even after taking reasonable steps to reduce 
or avoid risk, because they are unable to transfer the residual risk they face into 
insurance markets. In the first instance, individual private losses are a matter for the 
individual, not the Government. However, an accumulation of private losses across a 
region may have wider impacts on social order, specific industries such as the banking 
and finance sector (e.g. by impairing mortgage portfolios), or economic activity, at least 
at the regional level. If private losses are sufficiently large and widespread, the costs 
facing society, and ultimately the Crown, may be significant. 

 
The existence of large numbers of uninsured residential victims presents a difficult 
management challenge from a political economy perspective. While the owners of all 
types of property are likely to seek assistance from the Government, there will be 
particularly strong pressure for the Government to relieve the owners of residential 
property, and strong political incentives to make the relief as generous as possible. The 
key drivers for Government action are likely to be: 

 
                                                 
8 Data sourced from Denton (2011), Ríos (2011) and Nomura Research Institute (2011). 
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 A democratic expression of solidarity with affected citizens. 
 A desire to ensure that victims have access to adequate housing arrangements. 
 Distributional or ‘fairness’ concerns associated with the fact that there will be an 

element of randomness to the distribution of losses.  
 
Governments do not tend to face the same type of pressure in the case of non-
residential properties. For example, there appears to be a widespread community 
consensus following the Canterbury quakes that it is reasonable to expect the owners 
of these types of properties to manage their own risk as they see fit in the private 
market place, without Government intervention or assistance. Still, this consensus was 
formed over a period in which private sector disaster insurance was both widely 
available and easily affordable; the community’s views regarding non-residential 
property may well change in the future if private sector insurance is seen to be 
unavailable or considered to be unaffordable. 
 
At the very least, however, any democratic Government is likely to feel compelled to 
assist residential property-owners after a natural disaster. The prob em is that policy 
decisions taken in the aftermath of a disaster tend to generate inequitable results and 
substantial moral hazard effects. Common assistance measures, such as the provision 
of blanket Government aid to all victims, are likely to discourage property-owners from 
purchasing insurance or incurring the expense of risk mitigation in the future, since they 
will expect a similar response from Government if disaster strikes again. In this case, 
the perverse outcome of Government generosity is actually to increase the costs 
associated with future disasters.9 
 
In essence, then, the Government is confronted with a time-consistency problem. It is 
difficult for any Government to credibly commit ahead of time not to provide some form 
of aid to the victims after disaster strikes. Property-owners come to expect that some 
form of aid will be forthcoming; in fact, the larger the number of the uninsured, the more 
likely it is that some form of aid will be forthcoming – and this, in turn, will reduce the 
incentive for other property-owners to seek insurance. A large population of uninsured 
property-owners therefore represents a sizeable fiscal and policy risk to the Crown. 
 
A major natural disaster could also cause significant disruption in insurance markets, 
including insolvencies. The Government may feel compelled to intervene if faced with 
the insolvency of an insurer that is either systemically important or expected to play a 
major role in recovery efforts. There is recent New Zealand experience of this type of 
situation. Two insurance companies sought Crown assistance after the Canterbury 
quakes: Western Pacific, which operated on the basis of an extremely risky business 
model  was not systemically important and was left to fail, but the Crown did support 
AMI, which held some 30% of the Christchurch residential insurance market as of 
2010. The problem with such interventions is that they tend to have high fiscal costs 
and generate ongoing moral hazard risks with regard to the remaining players in the 
industry, resulting in greater costs for society in the future. These costs may be 
characterised as a negative externality arising from the mismanagement of private risk. 
 

                                                 
9 Buchanan (1975) names this phenomenon “the Samaritan’s dilemma”. The most notorious 
example of the dilemma in action is the Alaskan Earthquake of 1964, after which the U.S. 
Government offered such generous aid that uninsured victims were actually left better off than 
their insured counterparts. It is no coincidence that 1964 was also the year of a Presidential 
election (Kunreuther and Michel-Kerjan 2009). 
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There is also some anecdotal evidence to suggest that private insurers do not always 
prioritise catastrophe response planning for long tail risk. For example, the Chilean 
insurance regulation agency (SVS) believes the Chilean insurance industry’s response 
to the 2010 Cobquecura Earthquake in Chile was hindered by a lack of capacity and 
planning (Ríos 2011). In fairness, however, large natural disasters will tax the systems 
and processes of any insurance entity, whether private or public, and all insurers face 
difficult decisions about how much standing capacity to maintain for responding to large 
events that occur relatively rarely.  
 

A rationale for Government intervention 

We can extract two general rationales for ex-ante Government intervention in 
insurance markets from the preceding discussion: 
 
Social costs 
 
Private markets for disaster insurance are incomplete and can be subject to outright 
market failure. As a result, property-owners may face significant losses of wealth in the 
event of a disaster, even after taking reasonable steps to avoid and/or reduce risk. An 
accumulation of private losses in a single region may have wider impacts on social 
order, specific industries, or economic activity. In this context, the Government is likely 
to face strong and irresistible pressure to relieve the victims (at least with regard to 
residential property), and strong political incentives to make the relief as generous as 
possible. The problem is that policy decisions taken after a disaster tend to be rushed 
and ad hoc. The resulting policy frequently creates inequities and/or future moral 
hazard risks that will increase the costs of future disasters. In summary, then, a 
combination of insurance market dysfunct on and political economy risks can impose 
significant costs on society as a whole    
 
Budget management 
 
An incomplete market for catastrophe risk in which large numbers of residential 
property-owners are unprepared and uninsured (to one degree or another) creates a 
major fiscal and policy risk for the Crown. The problem is that the Government cannot 
control when this risk may crystallise; it may, for example, crystallise during a period in 
which the Crown’s position is already stressed due to other factors. The Government 
therefore has an interest in managing the contingent liability it faces so it can reduce 
the potential for large and unexpected calls upon the Crown’s resources. 
 

Competing considerations 

While there is a rationale for Government intervention in the management of disaster 
risk, the costs and benefits of any particular intervention must be carefully considered. 
This is because intervention itself creates considerable risks. The major problem is that 
the Government may subsidise imprudent private-sector risk-taking. The public sector 
is often unable adopt a risk-differentiated approach in disaster risk schemes because of 
political pressure to provide ‘affordable’ coverage and treat all citizens ‘equally’. As a 
result, public sector catastrophe schemes around the world, particularly for flood and 
wind events, are riddled with moral hazard risks (Freeman and Scott 2005). A poorly-
designed intervention may increase the overall level of risk that society faces to such a 
degree that intervention becomes self-defeating. At some point, the costs and risks 
generated by intervention may be greater than the Government can actually bear. 
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Equally, the involvement of the private sector brings many benefits to the management 
of disaster risk. Well-functioning private markets can bear some of the costs that would 
otherwise fall upon the Government, reducing the direct fiscal impacts of disaster, and 
the private sector may be able to offer operational efficiencies or economies of scale in 
terms of claims assessment, management and processing. Any intervention should 
therefore look to build upon the resources and strengths of private insurers. 
 

Assessment 

The inefficient management of private risk can generate substantial social costs, due 
primarily to an interaction between dysfunction in insurance markets and political 
economy risks. The Government has an interest in reducing these externa ities, 
particularly as they may stress the Crown’s balance sheet by resulting in large and 
unexpected expenditures in the event of a disaster. This interest does not, however, 
translate into a blanket justification for Government intervention. Any intervention must 
still be judged on its own merits with a view to the costs, benefits and risks that the 
options for intervention present. Following sections of this paper will explore the costs 
and benefits of various options for intervention that we have identified to date. 
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PART THREE: GOVERNMENT OBJECTIVES 

This part proposes a series of objectives to guide the Government’s interest in natural 
disaster arrangements. 
 
Are the original objectives of the EQC scheme still relevant? 
 
The objectives of the current EQC scheme are twofold: to reduce distress to citizens 
and to reduce fiscal risk to the Government. It is difficult to argue that the high-level 
objectives proposed for the EQC scheme in the early 1990s are not relevant today: the 
Crown clearly continues to have an interest in reducing the distress caused by natural 
disasters and in managing the fiscal risk associated with private property damage in a 
natural disaster. However, familiarity with the objectives of the EQC scheme has 
declined over time, in particular because the scheme has drifted away from its original 
intent in certain key respects.10 On this basis, it would be desirable to develop a clear 
statement of the Government’s objectives at this point to guide future policy. 
 
A proposed restatement of the Government’s objectives 
 
At the highest level, the Government’s overall objective with regard to natural disasters 
is essentially to maximise national welfare over time, taking into account the full range 
of pre-disaster costs (mitigation, insurance, etc) and post-disaster costs (disruption, 
recovery, etc). In the immediate context of a disaster, this means minimising the 
distress of affected citizens, minimising wider disruption to New Zealand’s society and 
economy, and supporting the recovery of the affected area. In ordinary times, this 
means reducing the potential for distress and disruption in future disasters through 
readiness and risk reduction measures  
 
Within this context, we propose the following objectives to guide the Government’s 
interest in disaster insurance arrangements: 
 
 

Proposed Government Objectives with regard to Natural Disaster Insurance 
 
 Minimising the potential for socially-unacceptable distress and loss in the event of a 

natural disaster  
 
 Minimising the fiscal risk to the Government associated with private property 

damage in natural disasters. 

 Promoting the economic efficiency of disaster insurance arrangements. 

                                                 
10 For example, the caps on insurance payments have never been adjusted for inflation and are 
now insufficient to pay for reconstruction of an “adequate” dwelling. 
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PART FOUR: OPTIONS FOR INTERVENTION 

This Part explores the range of options for Government intervention in disaster 
insurance markets and identifies a preferred option for taking forward in the review of 
disaster insurance arrangements. It works through the options in three main steps: 
 
 A brief description of the key options for consideration. 
 An outline of the main advantages and disadvantages of the options, along with 

selected international examples of their use. 
 Options analysis and recommendations for the focus of the review. 
 

Main options 

The main options for consideration are as follows: 
 
1. No insurance intervention 
 
Rely on ex-post disaster aid to relieve victims rather than ex-ante intervention in 
insurance markets. 
 
2. Require supply 
 
Regulate to require all private insurers that offer fire insurance to also offer disaster 
insurance. 
 
3. Require purchase 
 
Regulate to require all property-owners to purchase disaster insurance. 
 
4. Provision of primary insurance (i.e. the current EQC model) 
 
Provide primary disaster insurance through a state-owned or state-sponsored entity. 
The entity essentially operates like an insurance company: it offers insurance to 
consumers and is directly responsible for managing and settling their claims. The main 
features of a prima y insurance model are: 
 
 A direct insurance relationship between property-owners and the Government. 
 Defined levels of coverage for different types of property. 
 Fees/levies for coverage. 
 Financial instruments to manage the entity’s obligations to insured parties (e.g. an 

accumulated disaster fund). 
 
5. Reinsurance intervention 
 
Provide or facilitate reinsurance to private primary insurers. Reinsurance is essentially 
insurance for insurers. A reinsurance intervention could take the form of a reinsurance 
pool, either administered or sponsored by the Government. Under this model, private 
insurers accept the first tranche of losses, but a growing proportion of the losses will be 
covered by the pool (and ultimately the Government) as the size of losses increase. 
The main features of a reinsurance pool are: 
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 No direct insurance relationship between property-owners and the Government. 
 Varying degrees of risk sharing between private insurers and the pool as the size of 

losses increases. 
 Fees for private insurer access to the pool. 
 
6. Tax intervention 
 
Encourage the supply and/or demand of disaster insurance through changes to tax 
policy. One frequently suggested option to encourage supply involves allowing disaster 
insurers to claim a rebate against previous tax paid in the event of a disaster. Countries 
such as Japan also offer tax deductions on premiums in order to encourage demand  
 
7. Funder-of-last resort 
 
Encourage the supply of disaster insurance by establishing a formal expectation that 
the Crown will automatically provide loan or equity support to any insurer facing 
liquidity or solvency issues due to large disaster losses. 
 
8. Funding of research and provision of information. 
 
Fund research and disseminate information on natural disaster risk. 
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Advantages and Disadvantages 

Note: these interventions are not mutually exclusive; some of them may be combined, and are combined in certain jurisdictions. 
 

Option Potential Policy Considerations Advantages Disadvantages Selected Examples 
1. No insurance intervention  When to provide disaster aid? 

 How much to provide? 
 Under what conditions? 

Costs 
 No ongoing costs outside of disaster 

contexts. 
Risks 
 No risk of government failure or 

unnecessary distortion to private markets. 
 
 
 

Impacts 
 Unreliable supply and weak demand for 

insurance means large numbers of 
property-owners likely to be uninsured & 
unprepared when disaster ccurs. 

Costs 
 Government likel  to provide ex-post 

disaster aid to affected victims. 
 No revenue stream to offset costs of aid. 
Risks 
 Fiscal risk  Govt faces large & undefined 

contingent liability related to disaster aid. 
Ex-post disaster aid tends to be rushed, 
inequitable and expensive.  

 Timing. Liability may crystallise 
unexpectedly during periods of heightened 
sovereign risk/stressed balance sheets. 

 Moral hazard. Expectation of Govt aid 
reduces incentives for property-owners to 
reduce/avoid/mitigate disaster risk before 
disaster occurs. Result: increases overall 
cost to society of future disasters. 

Italy offers Govt compensation for earthquake 
losses on an ad hoc basis after the event. 
There is limited involvement by private insurers 
in the management of earthquake risk. 
 
Insured losses accounted for only 2% of total 
economic losses from earthquakes in Italy over 
the period 1970-2011 (vs. 80% in NZ). 

2. Require supply  What scope and pricing is acceptable for 
compulsory cover?  

 How will Govt deal with insurers that do not 
offer coverage? 

 How will Govt deal with property-owners 
who refuse to purchase coverage? 

Impacts: 
 May increase supp y of private disaster 

insurance if: 
(i) there are no/m nimal Govt restrictions 

on insurance p icing rates; or 
(ii) there are Govt restrictions on insurance 

pricing rat s but other lines of property 
insurance are profitable and insurers 
are willing to provide disaster coverage 

s a ‘cost of doing business’. 

Impacts: 
 By itself, will not address issue of weak 

demand for insurance. 
 May reduce supply of private disaster 

insurance if some insurers consider risks of 
provision too great and decide to exit NZ 
altogether. 

Costs: 
 Compliance costs for insurers. 
 Enforcement costs for Govt. 
Risks: 
 Fiscal risk. Govt will face pressure to bail 

out any insurers overwhelmed by claims 
after an event.  

 Moral hazard. Insurers may imprudently 
increase exposures in expectation of future 
Crown support. 

California required private insurers to offer 
earthquake coverage after the 1994 Northridge 
quake. This obligation triggered a major crisis 
in insurance markets: insurers covering 93% of 
the market were either severely restricting or 
refusing to write new policies by January 1995 
due to concerns about the risk they faced in 
offering such coverage. 
 
California now requires insurers to offer a 
state-sponsored earthquake insurance scheme 
(the CEA) to their customers instead. But take-
up is voluntary and insurance penetration rates 
are low. 

3. Require purchase  What scope and pricing is acceptable for 
compulsory cover?  

 How will Govt deal with insurers that do not 
offer coverage? 

 What will Govt do in a situation where 
insurance is unavailable in some/many/all 
segments of the market? 

 How will Govt deal with property-owners 
who refuse to purchase coverage? 

Impacts: 
 Maximises demand for private insurance & 

eliminates the adverse selection problem 
faced by private insurers. 

 Will make the cost of risk explicit to all 
property-owners. 

Impacts: 
 By itself, will not address issue of 

unreliable supply of insurance. 
 Will reduce welfare of those property-

owners who have a rational reason not to 
purchase insurance. 

Costs: 
 Enforcement costs. 
Efficiency: 
 Creation of captive market likely to impact 

price & quality of private insurance in 
absence of any countervailing intervention.  

Spain and Turkey combine a requirement to 
purchase insurance with the establishment of a 
state-owned insurance scheme. But Turkey 
lacks a mechanism to enforce the insurance 
requirement so its earthquake insurance 
penetration rate is low (23%). 
 
Many countries automatically link disaster 
insurance to fire insurance (e.g. Norway, 
Taiwan, NZ). NZ’s high rates of property 
insurance translate into high rates of 
earthquake insurance under this model. 
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Option Potential Policy Considerations Advantages Disadvantages Selected Examples 
4. Provision of primary 

insurance 
 Scope and pricing of cover. 
 Voluntary or mandatory purchase? 
 Structure of the delivery entity. 
 Investment strategy. 

Impacts: 
 Directly increases supply of insurance. 
 Option value. Govt can use the entity to 

deliver other measures on the ground, 
consistent with broader policy objectives, if 
it wishes to do so. 

Costs: 
 Premium revenue offsets costs of scheme. 
Efficiency: 
 Govt can capture coordination benefits 

by efficiently sequencing overall rebuild 
after an event 

 Allows for possibility of building a critical 
mass of recovery capability within a single 
entity. 

Risks: 
 Fiscal risk. Allows Govt to define and limit 

its contingent liability in disaster situations. 
 Reduced moral hazard risk because Govt 

not reliant on private insurers to achieve 
core policy objectives on the ground. 

Impacts: 
 By itself, will not address issue of weak 

demand for disaster insurance. 
Role of Govt: 
 Involves Crown in claims management 

which may distract Govt attention from 
broader recovery process. 

Costs: 
 Management & administration costs. 
Efficiency: 
 May create potential for double-handling 

of claims by private insu ers and the state-
owned entity. 

 Many (if not most) claims will be managed 
by the state-owned entity – imposes heavy 
adminis rative and organisational 
burdens n that entity. 

Risks  
 Govt failure. Poor design may expose 

Govt to unexpected fiscal/policy risks and 
unnecessarily distort insurance markets. 

NZ provides primary insurance through the 
EQC, which offers basic coverage for 
residential land, building and contents that can 

e supplemented in the private market. 
 
The 2010/11 Canterbury quakes represent the 
first major test of the EQC model. Reflections 
on the lessons learned from that experience 
are summarised in the Annex. 

5. Reinsurance intervention  Who owns and operates the pool? 
 Scope and pricing of primary cover to be 

reinsured by the pool. 
 Should the pool be capped? At what level? 

What happens if the cap is breached? 
 How much risk should be borne by the 

Crown vs. private insurers? 

Impacts: 
 May indirectly increase supply of 

insurance (but cannot guarantee private 
insurers will enter market). 

Costs 
 Premium revenue offsets costs of scheme. 
Role of Govt: 
 Reduces need for Ministers to focus on 

claims management; allows them to focus 
on broader recovery process. 

Efficiency: 
 Reduces potential or double-handling of 

claims by removing the state entity from 
the claims process. 

 Claims managed by multiple insurers: 
reduces burden on any one entity. 

Risks: 
 Fiscal risk. Allows Govt to define and 

place hard cap on its contingent liability in 
disaster situations. 

Impacts: 
 By itself, will not address issue of weak 

demand for disaster insurance. 
Costs: 
 Management & administration costs. 
Efficiency: 
 Difficult to capture coordination benefits 

from competing insurers during rebuild 
phase 

 Recovery capability diffused among 
multiple insurers with incentives to under-
invest in recovery planning/preparation. 

Risks: 
 Govt failure. Poor design may expose 

Govt to unexpected fiscal/policy risks and 
unnecessarily distort insurance markets. 

 Moral hazard. Govt reliant on private 
insurers to achieve its policy objectives on 
the ground so cannot allow them to fail. 
Govt also hostage to private insurers in 
terms of timing & quality of service delivery. 

The Japan Earthquake Reinsurance Co. (JER) 
is a private entity that operates a reinsurance 
pool on behalf of Japan’s private insurers. The 
JER pool is capped at ¥5,500 billion and risk 
shares with Japan’s Govt as follows: 
 

Claims (¥bn) JER share Govt share 
0 - 115 100% 0% 

115 - 1,925 50% 50% 
1,925 – 5,500 5% 95% 

 
Claims are reduced proportionately if total 
claims exceed the ¥5,500bn cap. 

6. Tax intervention  What precedent effects would these 
changes create for other sectors of the 
economy? 

 Implications for the efficiency of tax 
administration? 

Impacts: 
 Some options may increase supply of 

insurance by boosting effective size of 
insurers’ reserves. 

 Some options may increase consumer 
demand for disaster insurance. 

Impacts: 
 Unclear whether these issues represent a 

significant barrier to the supply & demand 
of disaster insurance given: 
(i) unique characteristics of disaster risk; 
(ii) the incentive set facing shareholders 

and management of private insurers; 
(iii) bounded rationality/myopia that affects 

demand for disaster insurance.  
Costs: 
 Revenue reductions. 
 Tax administration costs. 
Risks: 
 Fiscal risk due to abuse or manipulation. 

Earthquake premiums in Japan are tax 
deductible to encourage the take-up of 
earthquake insurance; take-up, however, is 
very low (a residential earthquake insurance 
penetration rate of 23%). 
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Option Potential Policy Considerations Advantages Disadvantages Selected Examples 
7. Funder-of-last-resort  Under what circumstances should the 

Crown offer support? 
 How much support should be offered? 
 What conditions should be attached to 

support? 
 Should the Crown charge for support? 

Impacts: 
 May increase supply of private disaster 

insurance by reducing insolvency risk for 
private insurers. 

Impacts: 
 By itself, will not address issue of weak 

demand for disaster insurance. 
Risks: 
 Exposes Crown to major fiscal risk, 

especially since decisions to offer s pport 
are likely to occur in fraught contexts with 
little time for full consideration of isks.  

 Moral hazard. Insurers may imprudently 
increase exposures in expec ation of future 
Crown support. 

 Option would need to b  combined with a 
robust prudential gime to manage moral 
hazard and fisca  risks. 

We are not aware of any jurisdiction where 
such an approach is in force, but there have 
been many occasions where governments 

ave intervened on an ad hoc basis in 
response to actual/potential insurer failures 
(e.g. the Crown support agreement with AMI 
following the Canterbury quakes). 

8. Research & information  Public vs. private benefits: how much cost 
should be borne by the Crown vs. private 
parties? 

 How to prioritise requests for funding. 

Impacts: 
 May increase supply of private insurance 

by increasing information on the probability 
& potential magnitude of disaster risk. 

 May increase demand for insurance by 
increasing consumer awareness & 
understanding of disaster risk. 

Impacts: 
 Effects may be limited: information is not 

the only barrier (and not necessarily the 
most s gnificant barrier) to the supply and 
demand of insurance. 

Costs: 
 Fiscal costs. 

EQC is tasked with facilitating research and 
education about natural disaster damage, 
methods of reducing/preventing damage, and 
the coverage it provides. The CEA has a 
similar responsibility to educate residents to 
make informed decisions about earthquake 
preparedness and earthquake insurance. 
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Options Analysis 

We have identified a range of potential options to achieve the Government’s objectives 
with regard to disaster insurance arrangements. 
 
Discarded options 
 
We advise against taking the following options forward in the review: 
 

Option Assessment 
1. No intervention. Not recommended for further investigation. Reasons why: 

 Likely outcome: large numbers of property-owners 
uninsured and unprepared, increasing the costs of 
disaster. 

 Govt faces large & undefined contingent liability related 
to disaster aid. 

2. Require supply Not recommended for further investigation. Reasons why: 
 Creates significant risk of breakdown in insurance 

markets (as occurred in Californ a in the mid-1990s when 
this option was implemented) 

 Creates substantial moral hazard/fiscal risk 
3. Require purchase Not recommended for further investigation as a stand-alone 

option. Reasons why: 
 Does not deal with issue of unreliable supply of disaster 

insurance 
 BUT mandatory purchase could be considered as a 

feature of other options for intervention 
6. Tax intervention Not recommended for further investigation as part of the 

review. Reasons why: 
 Unlikely to have a significant impact on the private 

supply of disaster insurance 
 BUT may be worth investigating in the future to 

encourage supply at the margins once the configuration 
of Govt intervention is confirmed 

7. Funder-of-last-resort Not recommended for further investigation as part of the 
EQC review. Reasons why: 
 Unlikely to have a significant impact on the private 

supply of disaster insurance 
 Creates substantial moral hazard/fiscal risk 

 
Viable options 
 
We have identified three viable options for intervention: 
 
 Option (4): Provision of primary insurance. 
 Option (5): Reinsurance intervention. 
 Option (8): Research and information. 
 
There is a clear public good rationale for the Government to continue to fund research 
and disseminate information on disaster risk, as it currently does through EQC. The 
review could usefully assess what level of investment is appropriate and which entity is 
best placed to perform this function. 
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The key choice facing the Government, however, is whether to focus the review on the 
existing primary insurance (EQC) model or expand the review to explore the benefits of 
a reinsurance model as an alternative option. 
 
Primary insurance vs. reinsurance models 
 
We are unaware of conclusive evidence to suggest that either model is ‘better’ than the 
other. In fact, there is a fairly even balance in the use of insurance and reinsurance 
models among key comparator countries/jurisdictions, as the table below indicates: 
 

Primary insurance 
models 

Reinsurance 
models 

New Zealand (EQC) Japan (JER) 
California (CEA) Taiwan (TREIP) 
Spain (CCS) France (CCR) 
Turkey (TCIP)  

 
Following a survey of catastrophe schemes, Gurenko et al (2006) have found that the 
choice of an insurance model is largely been pre-determined by the local insurance 
market’s level of development and ability to retain catastrophe risk. On this basis, the 
current unwillingness of domestic insurers to increase their exposure to first losses 
means it is unlikely the Government would be able to exit from the provision of primary 
insurance even if it wanted to, at least in the short-to-medium term (i.e. potentially the 
next 5+ years). Nevertheless, moving to a reinsurance model remains a viable option 
for the medium-to-long-term. 
 
With this in mind, the following table summarises some of the key considerations 
associated with the two models, which generate different types of risks and benefits 
and also have different implications for the role of Government: 
 
Considerations Primary insurance model Reinsurance scheme 
Role of Govt  Involves Govt in micro-level 

details of claims settlement 
process  

 Gives Govt greater scope to sit 
above claims settlement and 
focus on the broader recovery. 

Impact  Guarantees supply of insurance 
regardless of market conditions. 

 Allows Govt to define and limit its 
contingent liability in disaster 
situations. 

 Encourages but can’t guarantee 
supply of private insurance. 

 Allows Govt to define and place 
hard cap on its contingent 
liability in disaster situations. 

Efficiency  Empirical evidence suggests 
state insurance monopolies are 
more efficient than competitive 
insurers in some contexts.11 

 Govt can capture coordination 
benefits by efficiently sequencing 
overall rebuild after an event. 

 A single entity will manage most 
claims: heavy administrative and 
management burden. 

 Competition among private 
primary insurers may deliver 
unexpected benefits – if they are 
willing to enter the market. 

 Difficult to capture coordination 
benefits from competing insurers 
during rebuild. 

 Administrative and management 
burden of claims shared among 
multiple entities. 

Moral hazard  Reduced moral hazard risk with 
regard to private insurers. 

 Govt reliant on private insurers 
to achieve policy objectives so 

                                                 
11 See: Efficiency of monopoly insurance providers (Treasury:2248379v1) Add to worklist 
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cannot allow them to fail. 
Capability  Single entity may be able to build 

a critical mass of recovery 
capability. 

 Capability diffused among many 
insurers with incentives to under-
invest in recovery planning. 

Option value  Govt can use the entity to deliver 
other measures consistent with 
broader policy objectives. 

 Requires the creation of a 
bespoke mechanism to deliver 
other measures on the ground. 

 
Assessment 
 
We recommend the Government focus the review on the existing primary insurance 
(EQC) model rather than expand the review to explore the benefits of a reinsurance 
model as an alternative option. There are three main reasons for this argument: 
 
 There is not an obviously strong case to move away from the existing primary 

insurance model. While the reinsurance model offers a different range of potential 
advantages and disadvantages, we can find no indication to suggest it would 
deliver significantly better outcomes overall than the current EQC model.  
 

 There is, on the other hand, a reasonably strong case to retain the existing model:  
 
o The experience of running EQC over twenty years and responding to a 

broad range of disasters has allowed New Zealand to accumulate a 
substantial knowledge base about the operation of primary insurance 
schemes. It makes sense to build on this experience where possible rather 
than jettison these learnings in favour of an option which may not 
necessarily deliver greater benefits. 
 

o The experience of the Canterbury quakes, in particular, demonstrates that 
the EQC scheme can respond reasonably successfully to a major natural 
disaster (one that is, in fact, far greater than anticipated in previous planning 
exercises), even if there are clearly many areas where the scheme could be 
improved. 

 
 Considerations of speed and certainty for market participants are also relevant 

given the currently unsettled conditions in insurance markets and the lack of an 
obvious case for significant change to the existing model. A tightly-scoped review of 
the EQC scheme will create less uncertainty in insurance markets than a broader 
(and necessarily lengthier) review of different types of insurance arrangements. 
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CONCLUSION 

This note has arrived at two main conclusions: 
 
1. There is a rationale for Government intervention in disaster insurance 

markets. 
 
Markets for disaster insurance are incomplete and sometimes subject to outright 
market failure. There are two main reasons for this: 
 
 Weak demand for insurance by property-owners, due to: 

o Myopia/bounded rationality regarding the probability and magnitude of 
potential losses; and 

o The expectation of Government support in the event of a disaster. 
 Unreliable supply of insurance, due to; 

o Capital market imperfections that impede the flow of capital into the 
insurance industry in response to unusual loss events; and 

o Insurer uncertainty and/or loss aversion following a disaster event. 
 
As a result, large numbers of property-owners may be either uninsured or underinsured 
and therefore face the prospect of significant wealth losses when disaster occurs. In 
the first instance, private losses are a matter for the individual, not the Government. But 
an accumulation of private losses across a region may have wider impacts on social 
order, specific industries such as the banking and finance sector (e.g. by impairing 
mortgage portfolios), or economic activity, at least at the regional level. If private losses 
are sufficiently large and widespread, the costs facing society may be significant. 
 
In this context, the Government is likely to face strong and irresistible pressure to 
relieve the victims (at least with regard to residential property), and strong political 
incentives to make the relief as generous as possible. The key drivers of Government 
action are likely to be: 

 
 A democratic expression of solidarity with affected citizens. 
 A desire to ensure that victims have access to adequate housing arrangements. 
 Distributional o  ‘fairness’ concerns associated with the fact that there will be an 

element of randomness to the distribution of losses.  
 
The problem is that policy decisions taken after a disaster tend to be rushed and ad 
hoc. The resulting policy frequently creates inequities and/or future moral hazard risks 
that will increase the costs of future disasters. 
 
It is also difficult for any Government to credibly commit ahead of time not to provide 
some form of aid to the victims after disaster strikes. Property-owners come to expect 
that aid will be forthcoming; in fact, the larger the population of uninsured property-
owners, the more likely it is that aid will be provided, which turn reduces the incentive 
for other property-owners to seek insurance. For this reason, a large population of 
uninsured property-owners represents a major fiscal and policy risk. 
 
In summary, then, a combination of insurance market dysfunction and political 
economy risks can impose significant costs on society as a whole. The Government 
therefore has a legitimate interest in reducing these costs, not least because of the 
potential impact they may have on the Crown’s own balance sheet. 
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2. The review of disaster insurance should focus on the existing EQC scheme 
 
There is a range of options that can be used to intervene in disaster insurance markets. 
We recommend the Government focus the review on the existing primary insurance 
(EQC) model rather than expand the review to explore the benefits of alternative 
options. There are three main reasons for this argument: 
 
 There is not an obviously strong case to move away from the existing primary 

insurance model. Alternative models do not appear to deliver significantly better 
outcomes overall than the current EQC model.  
 

 There is a reasonably strong case to retain the existing model, based primarily on 
the experience New Zealand has built up running the EQC scheme over the past 
twenty years The experience of the Canterbury quakes, in particular, demonstrates 
that the EQC scheme can respond reasonably successfully to a major natural 
disaster (one that is, in fact, far greater than anticipated in previous planning 
exercises), even if there are clearly many areas where the scheme could be 
improved. 

 
 Considerations of speed and certainty for market participants are also relevant 

given the currently unsettled conditions in insurance markets and the lack of an 
obvious case for significant change to the existing model. A tightly-scoped review of 
the EQC scheme will create less uncertainty in insurance markets than a broader 
(and necessarily lengthier) review of different types of insurance arrangements. 
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ANNEX: MAJOR LESSONS FROM CANTERBURY 

The response to the Canterbury quakes is still underway, so a full analysis of the 
effectiveness and efficiency of the EQC scheme in the Canterbury context is not yet 
possible. Nevertheless, even at this stage, some high-level lessons are emerging. 
 
The scale of the event 
 
Previous disaster planning was based on the assumption of a single major shock that 
would be followed by relatively minor aftershocks. EQC anticipated that a major 
earthquake in Wellington would generate approximately 150,000 claims. In Canterbury, 
however, the February 2011 aftershock was even more damaging than the primary 
shock in September 2010. Over the course of the entire quake sequence, Canterbury 
has experienced 15 claim events, two of which generated 150,000+ claims each, for a 
total of 650,000+ claims. The scale of the event has a number of implications: 
 
 There must be careful management of stakeholder expectations regarding what is 

reasonable and possible in terms of claims settlement. 
 

 The structure of future cover must be influenced by judgements about what can 
feasibly be delivered by the responsible entity. 
 

 The most frequent natural disasters have relatively minor impacts. What kind of 
standing capacity can be justified to deal with rare but major events? 

 
Multiple events 
 
The fact that we are responding to multiple events, in particular, has caused a number 
of additional problems: 
 
 The High Court has determined that EQC cover immediately and fully reinstates 

after each event so long as the contract of fire insurance is in force. This 
interpretation transfers costs from private insurers to EQC and massively increases 
the future liability associated with the EQC scheme in its current form. 

 
 It is challenging to ‘apportion’ damage to specific events, especially in cases where 

it was not possible to conduct an initial damage assessment before subsequent 
shocks caused further damage. 

 
 The uncertainty associated with timing, combined with the High Court’s decision on 

reinstatement, creates strong incentives for cost-shifting: private insurers can 
transfer much or all of the costs of repair to EQC if they can successfully argue that 
each shock caused relatively small amounts of damage (i.e. below the cap in each 
event); equally, EQC can transfer some or much of the costs of repair if it can 
successfully argue that the damage occurred in a single shock (in which case any 
costs over the cap will fall onto the private insurers). 

 
The public/private split 
 
One of the goals of the 1993 reforms was to reduce the Crown’s natural disaster 
liability by transferring all non-residential property risk and some residential property 
risk to the private sector. This goal has largely been achieved in two ways: 
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 The private insurers have met their obligations with only two exceptions: Western 

Pacific (a small player) has gone insolvent and AMI required some Crown support. 
 

 Claimants and stakeholders generally seem to be accepting the outcomes 
delivered by the EQC scheme for buildings and contents. 

 
However, the transfer of risks has not been complete in two areas: 
 
 The Crown provided additional assistance in residential Red Zones where Ministers 

considered outcomes generated by EQC + private insurance to be unsatisfactory in 
two regards: (i) the long time it would take to resolve claims in areas of extreme 
land damage where substantial remediation works would be required; and (ii) the 
level of payouts that EQC + private insurance would deliver in some cases. 
 

 The Crown has faced a number of residual costs in commercial areas (e.g. there is 
not a robust cost recovery mechanism for demolitions to protect life or reduce risk 
to nearby property), largely where Crown actions motivated by response/recovery 
concerns have intervened in the chain of causality between the disaster and the 
final damage to the insured property. 

 
Land coverage 
 
The Canterbury quakes are unusual in that they caused much of their damage 
indirectly, through the deformation of land (liquefaction, lateral spreading), rather than 
directly through shaking damage. The extent of land damage has revealed flaws in the 
current design of EQC land cover: 
 
 The description of land coverage in the Act is unclear and poorly-drafted. The 

determination of EQC’s liability for land involves complex engineering and legal 
considerations that were not anticipated in the legislation. Reaching a secure 
position on these obligations s time-consuming and resource-intensive. 
 

 It is unclear whether the outcomes generated by the current structure of land cover 
are consistent with the intentions of the cover. Examples include: 

 
o EQC is required to return the land to its pre-quake state, but this standard of 

land may exhibit a different risk profile due to broader changes in the 
environment and may not be sufficient for subsequent consenting/building. 
 

o Some buildings suffering less than total damage must be demolished for 
land remediation to occur. Private insurers will only pay out the cost of the 
damage, not the full sum insured/replacement value of the building. This 
means the owners of lightly-damaged buildings may be left worse off than 
the owners of severely-damaged buildings in terms of total (EQC + private 
insurer) payout in areas where substantial land remediation must occur. 

 
 Stronger foundations reduce the need for extensive land remediation, and vice 

versa. This dynamic creates an incentive for cost-shifting between various parties, 
particularly in cases where the extent of EQC’s land obligations is difficult to define. 

 
Further reflections on the lessons learned in Canterbury are available here and here. 

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



IN-CONFIDENCE 

Treasury:2256076v1 IN-CONFIDENCE 27 

BIBLIOGRAPHY 

Alberto Monti. Policy Framework for the Improvement of Financial Management 
Strategies to Cope with Large-Scale Catastrophes in Chile. OECD presentation, 2011. 
http://www.oecd.org/document/20/0,3746,en 2649 34851 48435028 1 1 1 1,00.htm
l Accessed 20 January 2012 
 
Alberto Monti. ‘Policy Approaches to the Financial Management of Large-Scale 
Disasters’ in OECD, Financial Management of Large-Scale Catastrophes. Policy 
Issues in Insurance No. 12, 2008. 
 
J. Buchanan. ‘The Samaritan’s Dillema’ in Altruism, Morality and Economic Theory, ed. 
E. Phelps. New York: Russell Sage Foundation, 1975. 
 
Consorcio de Compensación de Seguros. Natural Catastrophes Insurance Cover: A 
Diversity of Systems. Madrid: CCS, 2008. 
 
J. David Cummins. ‘Should the Government Provide Insurance for Catastrophes?’ in 
Federal Reserve Bank of St. Louis Review 88(4), 2006. 337-379  
 
Stephanie Denton. Turkish Catastrophe Insurance Pool only covers 7% of homes in 
earthquake zone. http://www.insuranceinsight.eu/insurance-
insight/news/2119760/turkish-catastrophe-insurance-pool-covers-homes-earthquake-
zone Accessed 20 January 2012 
 
Paul Freeman and Kathryn Scott. ‘Comparative Analysis of Large Scale Catastrophe 
Compensation Schemes’ in Catastrophic Risks and Insurance. Paris: OECD, 2005. 
 
Kenneth Froot and Paul O'Connel . ‘The Pricing of U.S. Catastrophe Reinsurance’ in 
Kenneth A. Froot, ed., The Financing of Catastrophe Risk. Chicago: U of Chicago 
Press, 1999. 
 
Christian Gollier. ‘Some Aspects of the Economics of Catastrophe Risk Insurance’ in 
Catastrophic Risks and Insurance. Paris: OECD, 2005. 
 
Government Accountability Office. Public Policy Options for Changing the Federal Role 
in Natural Catastrophe Insurance. GAO Report GAO-08-7, 2007.  
 
Eugene Gurenko and Rodney Lester. Rapid Onset Natural Disasters: The Role of 
Financing in Effective Risk Management. World Bank Policy Research Working Paper 
3278, 2004. 
 
Eugene Gurenko, Rodney Lester, Olivier Mahul and Serap Oguz Gonulal. Earthquake 
Insurance in Turkey: History of the Turkish Catastrophe Insurance Pool, 2006. 
Washingston, D.C.: World Bank, 2006. 
 
Ian Harrison. Catastrophes, inefficient markets, insurance regulation and Crown risk: 
Some thoughts towards an integrated policy framework. Mimeo, 2011. 
 
Dwight Jaffee. ‘The Role of the Government in the Coverage of Terrorism Risks’. In 
Policy Issues in Insurance: Terrorism Risk Insurance in OECD Countries. Paris: OECD 
Publishing, 2005. 

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



IN-CONFIDENCE 

Treasury:2256076v1 IN-CONFIDENCE 28 

 
Dwight Jaffee and Thomas Russell. ‘Financing Catastrophe Insurance: A New 
Proposal’ in John Quigley and Larry Rosenthal, eds, Risking House and Home: 
Disasters, Cities, Public Policy. Berkeley: Berkeley Public Policy Press, 2008. 
 
Howard Kunreuther and Erwann Michel-Kerjan. At War with the Weather: Managing 
Large-Scale Risks in a New Era of Catastrophe. Cambridge & London: Massachusetts 
Insitute of Technology, 2009. 
 
Joan Lamm-Tennant and Mary A. Weiss. ‘International Insurance Cycles: Rational 
Expectations/Institutional Intervention’ in The Journal of Risk and Insurance, Vol. 64, 
No. 3, 1997. 415-439. 
 
Nomura Research Institute. Summary of Japan’s Earthquake Insurance System and of 
the Great East Japan Earthquake. Presentation, 2011. 
 
Non-Life Rating Organisation of Japan. Trend of Earthquake Insurance Attachment 
Rate by Prefecture. http://www.nliro.or.jp/english/pdf/data/e data10 pdf Accessed 23 
November 2011. 
 
Glenn Pomeroy. Testimony of Glenn Pomeroy, CEO, California Earthquake Authority 
Before Congressional Joint Subcommittee, March 10, 2010; “Approaches to Mitigating 
and Managing Natural Catastrophe Risk: H.R. 2555, The Homeowners’ Defense Act”, 
http://www.earthquakeauthority.com/UserFiles/File/Release/Testimony.pdf Accessed 
23 November 2011. 
 
E. Ríos. Chile 27-F: Lessons and Future Challenges, db.nzsee.org.nz/2011/242.pdf 
Accessed 23 November 2011 
 
 
 
 
 
 

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



 IN-CONFIDENCE 

Treasury:2262233v1 IN-CONFIDENCE 1 

INSURANCE COORDINATION GROUP WEEKLY MEETING 
  
Date  2 February 2012 

Attending  Steve Wakefield, Willum Richards, Katherine Meerman, Lindy Fursman, Mike Stannard  Diane Turner, Alison O’Connell, Rob 
Kerr 

 
Agenda topics  Key points 

Demolition and 
recoveries 

 

Red zone recoveries 

Market developments 

EQC  Differences in EQC and insurer assessment processes and apportionment becoming significant issues.  Difficulty to get into 
ICNZ process.  Actuaries across insurers are now working on a proxy apportionment tool.  Alison been asked to join this 
process and checking with ICNZ to get involved   Just working on a method/tool not the outcome – idea is that the tool helps 
to fill in data from assessments where there isn’t data.  Not sure if/how it will be used in conjunction with actual assessment 
data.  Could lend support to this process if we wanted to.    

Reinsurance  Tim and Lindy met with Munich Re – issues are TC3 and apportionment and assessment, proportion of code.   
On plus side, Fletchers PMO been very efficient in containing costs.   
Capacity – Dec 23 haven’t impacted on capacity but may have impacted on new cover, increased aggregates.  
Looking for certainty around costs  

Commercial    

Regulatory and 
consenting  

Modelling and risk 
analysis 

 

Communications   

Other issues 

Not relevant to your request

Not relevant to your request

Not relevant to your request
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Data request 
IAG requested separate confidentiality agreement and CERA said no but IAG will now proceed without it 
Not very helpful overall – possible mix of timing, format, willingness reasons for disappointing result so far 
Need to continue to follow up, work with them to get information that’s usable 
Policy position section of the request – could it be published? 

Actions  Mike to follow up with Kelvin on modelling work on post ‐90 properties and the damage to them – to see what the 
implications might be for foundation requirements in TC3 
Lindy/Katherine to follow up on possible resource for analysing insurer data returns 
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IN CONFIDENCE 

Agenda - DRAFT 

Solving roadblocks to residential claims settlement 

3 pm Monday, 5 March 2012 

Attending: Minister for Canterbury Earthquake Recovery, EQC, Insurance 
Council New Zealand, Insurance company CEOs, CERA, Treasury 

1. Purpose of this meeting Minister 

2. Differences in repair methodology
and assessment amounts:
proposals and timescale for
resolution

Insurers 
EQC 

3. Event apportionment: options for
agreeing a method and likely
timescale

Insurers 
EQC 

4. TC3 and geotech issues CERA to update on proposed 
approach 

5. Land remediation EQC to update on plans 

6. Other issues preventing timely
resolution of residential claim
settlement

All 

7. Providing guidance/advice for
claimants: is additional resourcing
required?

Insurers 
EQC 
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IN CONFIDENCE:  Notes for Briefing of Minister on Friday 2 March 2012 

Industry Meeting on 5 March - Solving roadblocks to residential 
repair/rebuild 

Purpose of meeting 
 Residential claim issues are causing frustrations and delaying recovery
 There is a risk that reinsurers see NZ as a difficult place to do business
 Insurers and reinsurers have a common interest in finding pragmatic

solutions - and making them happen -  in order to close claims quickly
 Insurance companies believe EQC is inflexible with insufficient resources

to resolve issues; EQC has its own drivers, in particular meeting targets for
completion of under-cap claims and liability minimisation

Differences in damage assessments 
 Insurers see this as critical. They believe EQC under-estimates because

they use less thorough damage assessment methods, less experienced
assessors, low costs for damage repair and insufficient contingency
allowances

 EQC sees this as a small problem with a case-by-case resolution
programme in place

 All (except AMI) appear to agree this is not about ‘reasonably sufficient’ vs
‘new for old’

 The industry is trying to get EQC to accept a global costing model for
estimation of claim quantum.  Insurers may want us to get Commerce
Commission ‘endorsement’ of this

Event apportionment 
 EQC sees this as critical.  It has to apportion all its 100,000 claims, not just

the 16,000* claims which are not resolved as under-or over-cap.
(* CERA estimate from total industry data returns)

 Insurers also have to apportion their own claims but are more concerned
about damage assessments

 All agree an accurate statistical model is unlikely to work
 All agree a pragmatic approach would be acceptable to them, but they

would have to check with reinsurers.  We believe the big reinsurers would
welcome this.

 They are considering the option we have raised of giving disputed claims
to insurers to manage (i.e. damage assess and apportion) then washing
up later.  Insurers may want certainty on damage assessment before
committing to this.

TC3 and geotech issues 
 A major source of uncertainty: what drilling is needed, who pays, who

signs off on geotech interpretation, when DBH foundation guidelines will
be ready, costs involved, how streamlined will consent process be…

 CERA is facilitating taking forward EQC/industry proposals for the geotech
drilling programme into a workable consent process

 At this stage, we need to make sure everyone is signed up to the process
and pushing to expedite.  DBH foundation guidelines are critical path.

 Meanwhile, insurers and EQC are questioning future insurability
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IN CONFIDENCE:  Notes for Briefing of Minister on Friday 2 March 2012 

Land remediation 
 EQC have not shared their proposals with insurers, so there is uncertainty

on timescales and costs although Ian gave the Business Council group a
reasonable briefing on process yesterday.

Other issues 
 If we can solve all of the above, what else will delay (1) settlement (2)

repair/rebuild activity?

Providing guidance/advice for claimants: is additional resourcing 
required? 
 CERA receives many complaints about insurance that are not advanced

enough to go to the Ombudsman, but need more than generic advice.
 CERA Chief Executive wants an industry organised and funded

independent, specialist service that will help people understand their own
insurance claim situation.  He proposes to ask insurers and EQC what
they will do to provide this.

 Insurers’ reaction is likely to be that: many of the problems are because of
the EQC roadblocks; they are already providing call centres; and some
people are unhappy about their insurance decision but further explanation
won’t change that.

 EQC believes that it comes down to meeting their repair targets.
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Draft 7 March 2012 
Confidential and not government policy 

Action 6: CERA (Michelle Mitchell and James Hay) to discuss with Jacqui 
Johnson and EQC representative  

 CEs will meet weekly by teleconference with James Hay.  The meetings are to
progress all the issues on the agenda at the meeting with the Minister.  There will
be a report back to the Minister by end of March and a further meeting if required

Action 7: progress report to Minister by 30 March

Doc 11
Page 2 of 2
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RESIDENTIAL REBUILD GOVERNANCE GROUP 

Terms of Reference 

Purpose of group 
To govern the resolution of issues and impediments to the residential rebuild. 

In particular the focus will be on enabling homeowners to have their properties rebuilt as 
soon as possible – to that end the Governance Group will be expected to: 

 Help deliver a collegial approach to key issues and processes across the relevant
parties

 Be proactive in creating solutions to resolve impediments
 Be focused towards the development of tangible outcomes
 Have authority to make decisions for their organisation

Key areas of focus and overview 

Claim Assessment Workstream 
 Apportionment of EQC claims between events
 Agreement on repair methodology
 Common costing model
 Land repair liabilities

Regulation and Consenting Workstream 
 Foundations and flood level strategy
 Building Act and RMA interpretation
 TC3 foundation solutions
 Green Zone geotechnical database

Rebuild Delivery Workstream 
 Geotechnical Site Investigation programme
 Rebuild resources
 Collective Working
 EQC/Insurer protocols

Participants 
 Territorial Authorities (Building and Regulation)
 Nominated Insurers
 EQC
 DBH
 Engineering Advisory Group
 Tonkin & Taylor
 CERA
 New Zealand Institute of Architects

Doc 13
Page 4 of 7
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Report from Regulatory and Consenting Working group to CE’s weekly meeting 
22 March 2012 
 
 
Land 

 EQC was able to a general outlined of proposals but no timeline or detail, as 
subject to review and final approval 

 Therefore limited progress able to be made at this stage on this matter 
 Concern regarding cash out may lead to extra cost to insurers as funds not 

available form homeowner, but more work required to determine if this is a 
significant issue 

 Important to socialise EQC view of extent of liability with insurers before made 
public to avoid public disagreement within industry 

 
TC3 foundations 

 
 
Geotechnical testing 

 
 
Other work groups 
EQC handover proposal:  
Joint group doesn’t see this working but individual insurers making arrangements with 
EQC for at least of their disputed claims 
 
Global Cost model:  
We understand not supported by working group. EQC map need to visit all disputed sites 
 
General 
Question whether the Cost & Repair method and Apportionment group are working at too 
low a a level to resolve the substantive issues 

Not relevant to your request

Not relevant to your request
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memo 

 Bowen State Building, Bowen Street, PO Box 1556, Wellington    Telephone 04 916 3300    Facsimile 04 918 0099 

To: Roger Sutton 

CC:  

From: Alison O’Connell & James Hay 

Date: 23 March 2012 

Security Level: Confidential 

Insurance Council (ICNZ) AGM 
General Discussion on the Canterbury Earthquake 
26 March at 4.30 - 5.30pm 

Action Note for Meeting Date required by Meeting 26 March 

 
ICNZ Members are meeting in the hour before your session for a Members’ 
Earthquake Session, likely topics are: 
 

 Insurer/EQC relations 
 CERA/CEs weekly meeting forum, including the four key workstreams: 

o Repair methodologies and costings working group  
o Apportionment 
o EQC land settlements (and regulatory and consenting issues) 
o EQC/Insurer/CERA comms strategies 

 TC 3, building standards and flood hazard 
 Reinsurance renewals 
 Claims arming and enhanced client support options. 

 
The general Discussion Session will include the CEO of EQC, as well as yourself 
and James.   
 
ICNZ members are the CEOs of the major private insurers and reinsurers. 
 
Minister Brownlee may join the end of the Discussion Session around 5.30. 
 
The objective of the session is ‘”to assist the Insurance Council Board delivery of 
the Canterbury recovery during 2012”. 
 
You have not been asked to speak on any particular topics, but here are some points 
on some of the above issues: 
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Draft 23 March 2012 
Confidential and not government policy 

 
Summary of key points and actions from CERA and CE’s weekly meeting 2 

23 March 2012 
 
Present:   Jacqui Johnson 
 Gary Dransfield 
 Ian Simpson 
 John Grant (for John Lyons) 
 John Balmforth 
 Peter Rose 
 Debbie Eyre (for Rob Flanagan) 
 James Hay 
 Chris Ryan, John Lucas, Brett Solvander (for ICNZ) 
 
In attendance: Lindy Fursman (Treasury) 
 Carl Bakker (for EQC) 
 Emma Kerr (for CERA land announcements) 
 
1. Land zoning update: James Hay and Emma Kerr briefed the meeting on the land 

zone announcements to be made at 10am this morning  
 
2. Reporting from 4 workstreams:  John Lucas and James Hay briefed the meeting on 

the work this week by the 4 workstreams.  Key points noted and agreed were: 
 

a. Repair methodologies and costings 
 Insurers are looking to join the Lumley independent review process.  

Lumley results 2-3 weeks away, rest of industry at least 6.   
 
Action 1: The CEs group asked if this could be expedited with insurers doing 
more work now on claim selection for this process 
 
 The real value in this process will be if it can be used to extrapolate more 

general adjustments and agreement beyond a case by case approach 
 Some methodology issues are still unresolved, in particular levelling, pre-

existing damage/floor settlement and contingencies 
 The handover and wash up proposal not generally recommended by the 

working group but forms of it may be adopted by EQC and some insurers 
on a bilateral basis 

 The global costing model was not favoured and therefore the 
recommendation is that this be put on hold 

 Insurers still reviewing the EQC claims information 
 
Action 3:  It was agreed handover could be expedited where at least one of 
the claims was over-cap – working group to advance this 
 
 Meeting to be held next Thursday on geotech testing model 

 
Action 2:  CERA and DBH to attend Geotech part of the meeting and 
consider Crown role and if liability question still relevant 
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Confidential     In Confidence       Working draft for discussion 

Apportionment: Summary of process steps, options and issues 
Process Option A Option B Option C 

1. Properties 
needing 
Apportion-
ment 

 

Identify properties at issue by excluding: 
 Properties where claims have already been apportioned 
 Properties with only one claim 
 Properties where the total loss is under cap 

2. Apportion-
ment Tool 

 

Use existing Baird 
Hooper matrix of % of 
damage from each 
event by geographic 
zone 

Do further statistical 
analysis on a 
sample of claims to 
adjust matrix for 
insurer profile of 
damage  

Start with BH matrix 
but keep analysing 
and adjust as more 
information 
becomes available 

3. Classification 
 

Apply apportionment tool to properties at issue.  EQC handles 
properties with no claims over cap after this calculation; insurer 
handles remaining properties 

4. EQC payment 
of its portion of 
over cap claims 
 

EQC pays insured on 
basis of apportioned 
amount 

EQC pays insurer 
its liability 
periodically, as 
cases are agreed 

EQC pays insurer 
as each claim is 
handled  

5. Claim 
Settlement 

EQC and insurers settle their respective claims 

6. Balancing 
payment 

EQC and insurers agree 
payments are full and 
final 

Manual 
apportionment for 
each claim 
continues in 
background;  
balancing payments 
are made between 
EQC and insurers 
when complete 

Manual 
apportionment for 
each claim 
continues in 
background until 
apportionment tool 
is agreed to be 
applied to 
remaining claims  

Comments  Insured knows who 
will han le claims 
asap (say, 4 weeks 
to set this up?) 

 Matters between 
EQC and insurers 
settled asap 

 Assumes better 
accuracy is 
unnecessary; 
systematic bias 
should be avoided 
as matrix works only 
on geographic zone 

 Takes longer 
(plus 6 weeks?) 
before 
claimants know 
who will handle 
claim 

 Balancing 
payments 
between EQC 
and insurer 
delayed 

 Achieves best 
available 
accuracy but at 
highest admin 
cost 

 Takes even 
longer before 
claimants know 
who will handle 
claim 

 Timing of final 
payments 
between EQC 
and insurer 
uncertain 

 Assumes 
desirable level 
of accuracy will 
be achieved 
with more 
information 

Note 
 It is necessary that the claim amounts are agreed before this process starts 
 How EQC apportions its under cap claims is not covered by this tool 
 Note: balancing payment options (step 6) can be combined in different ways with the 

options for apportionment and payment of EQC portion (steps 2 and 4) 
 Matrix will have to be adapted when claims not reported for an event to prevent too many 

deductibles being charged 
 Rele

as
ed

 un
de

r th
e O

ffic
ial

 In
for

mati
on

 Act 
19

82



IN CONFIDENCE  COMMERCIALLY SENSITIVE 

 1 

Note from meeting CERA/Swiss Re, Christchurch, 5 April 2012  
James Hay, Alison O'Connell, CERA 
 
Purpose 
1. The meeting was requested by Swiss Re as a general update on progress.  Two of 

their Claims Managers were in Christchurch visiting ceding insurers and setting up 
claims audits for later in April.   
 

2. We met with Peter Newall, Executive Claims Manager (P&C) Asia and Andrew Dry, 
Claims Expert P&C, Australia & New Zealand.   

 
General points 
3. The general theme of the discussion was consistent with earlier conversations.  

Swiss Re is keen for claims to be settled quickly because of the escalating cost of 
claims and claims handling expenses pending settlement. 
 

4. A new point that emerged was a worry about IBNR (Incurred but not Reported) 
reserves increasing faster than usual.  This indicates slow reporting from insurers, 
likely due to ongoing reassessments, both commercial and residential.  The 
concern is that it may indicate total liability reserves are insufficient. 
 

5. Local Swiss Re claims managers have to report to Head Office an increase in 
liability reserves of CHF100m or more (NZD133m).   
 
 

Commercial 
6. 

7. 

8. 

 
Residential claims: assessments 
9. As in previous discussions, Swiss Re is concerned at the "bureaucracy" in 

residential claim settlement and high claims handling expenses from the 
involvement of both EQC and insurer assessors.  On this visit they have looked at 
some insurer claim files and were horrified at the number of reassessments made 
in some cases for agreement of claim damage amounts between EQC and insurer.  
 

10. So far as they could tell from these brief file inspections, the insurer claims 
assessments are "good". 
 

Not relevant to your request
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IN CONFIDENCE  COMMERCIALLY SENSITIVE 

 2 

11. Later in April, a three-man team (led by Andrew) is back in New Zealand for three 
weeks of claims audit.  This more detailed assessment of cedant claim files will give 
Swiss Re more insight into the quality of claims assessments.  Other reinsurers are 
doing similar audits.   
 

12. Note: This process should give the insurers information on whether their 
assessments are robust enough for their reinsurers.  This may change the 
dynamics in joint EQC/insurer reassessment programmes.   
Action: AOC to follow up with Andrew Dry at the end of their process to understand 
general findings. 
 

 
Residential claims: apportionment 
13. Consistent with previous discussions, Swiss Re urged a pragmatic solution to the 

apportionment logjam. 
 

14. They have not been asked by ceding insurers about the emerging solution to 
apportionment, but they had heard some of what the working group is doing (and 
they should get minutes of the working group meetings from ICNZ).  We explained 
the bulk settlement option using the matrix by geographic zone.  They would want 
to understand the solution, but were very relaxed about it and raised no issues of 
potential accuracy or potential change of their liability. 
 

15. They see the solution as simple in outline:  
 agree total damage cost (i.e. do not attempt to work out damage 

chronologically); 
 separate out clear cases e.g  single event under or over caps 
 apply the bulk settlement matrix to the rest. 

This is in essence what the apportionment working group is developing.  We 
checked with them that this approach was acceptable even if reinsurer 
programmes had changed between events. 
 

16. They also suggested handover of cases to insurers to manage and washing up with 
EQC later, and were perplexed that insurers would decline to do that without a 
guarantee of EQC agreeing insurer assessments first. 
 

 
Residential Red Zone 
17.

 
 

Residential claims: joint working groups 
18. Swiss Re did not have a clear understanding of the various working groups and 

CERA role, so we shared an organisation chart and described the role of each.  
They seemed impressed, although queried why CERA was not on the repair 
methodology group.   
 

19. While there were several issues with TC3 that were mentioned briefly, we did not 
have time to develop these further.  However, they were happy that the Regulatory 
and Consenting Working Group (and subgroups) were addressing the issues they 

Not relevan  to your request
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Draft Discussion Paper:
Proposal for handling customers 

where there are unapportioned losses 
between events. 

Apportionment Working Group

19 April 2012

CONFIDENTIAL 1
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Overview of this paper

• Current Issues

• Proposed solution

• Critical success factors

CONFIDENTIAL 2
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Current Issues
• The apportionment problem (combined with the  cost 

methodology problem) is creating the following issues for 
customers:
– Insurers may not cash settle or commence repair/rebuild work until EQC has 

settled with the customer.

– Customers don’t know who is handling their claims if it is unclear whether it is 
under or over the threshold for EQC liability (the cap).

• The uncertainty also means it is difficult for Insurers and EQC 
to estimate and manage their costs, and expedite claims 
settlement.

• The current process manually apportions every claim. 

CONFIDENTIAL 3
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Overview of proposed solution

The proposed solution has the following broad steps:
1.Remove “Simple” properties

Simple properties have no costing or apportionment issues.

2.Remove claims with “Costing disputes”
Use joint resolution process to resolve costing and apportionment – insurer manages 
regardless of outcome.

3.Insurers handle remaining “Complex” claims 
Remaining claims are assigned to insurers to handle (though joint resolution process, or to 
apportionment tool).

4.Apportionment Tool
Determine an apportionment tool for bulk settlement of claims not manually apportioned.

5.Bulk payments
Determine the estimated EQC liability for each insurer and set up a system for paying this.

6.Balancing payment process 
A balancing payment between the Insurer & EQC (if necessary)

CONFIDENTIAL 5
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1. Remove Simple properties

• The following properties have been resolved and can be 
excluded:
– Properties where all claims have been closed.

– Properties where an allocation to all claims has been agreed by EQC 
and the Insurer

• The following properties are defined as “Simple” and have no 
costing or apportionment issues:
– Properties where the agreed total event loss is under cap, single or 

multi event (goes to EQC)

– Properties with n EQC claims and agreed total event claims cost 
greater than n caps. These go to insurer.  n can be 1 or more.

CONFIDENTIAL 6

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



2. Remove claims with Cost disputes

• These claims go through the cost dispute resolution process 
(which will also determine the correct apportionment) 

• They are managed by the insurer throughout, even if agreed 
costing and apportionment means they turn out to be under 
cap.

• They will not go through the bulk apportionment process

CONFIDENTIAL 7

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



3. Insurers handle remaining “Complex” claims 

• The remaining properties have multiple claims and a 
significant amount of damage.

• There is agreement between the EQC and the insurer as to 
the total claim cost.

• These claims will be automatically assigned to insurers to be 
dealt with through their PMO’s

• They will go through bulk apportionment

CONFIDENTIAL 8
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4. Apportionment tool

• The Apportionment tool will be used to determine the bulk 
settlement needed between EQC and Insurers for any claims 
with apportionment not otherwise agreed

• It will start with the data (what data?) already collected.

• A database will be created and further properties will be 
selected for assessment to create a representative sample of 
2,000 properties with agreed cost and apportionment.

• This sample will be used to create the apportionment tool –
essentially the % of damage across 4 events (Sep 10, Feb 11, 
Jun 11, Other) for each of 12 geographic zones

CONFIDENTIAL 9
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5. Bulk payments

• A method for handling the transfer of money from EQC to 
Insurers for Complex claims needs further investigation.

• ?? Is this the same as balancing payment now?

CONFIDENTIAL 10
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6. Balancing payment

• A balancing payment may be needed to ensure the total bulk 
payments fairly reflect the amount that should be transferred.

• This may be needed depending on the level of accuracy of the 
apportionment tool.

• Further work is needed on this.

CONFIDENTIAL 11
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Critical success factors

• All Insurers & EQC participate in the scheme

• Reinsurers agree to the scheme

• Accurate data matching between EQC and Insurers is possible.

• Finding a way for EQC to pay insurers directly (rather than via 
the customer) where this is appropriate.

• Sufficient resources can be point to the Joint Resolution 
process and that process speeds up through all parties 
“learning by doing” and sharing lessons

• All parties are pragmatic, flexible and transparent

CONFIDENTIAL 12
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Draft 20 April 2012 
Confidential and not government policy 

Summary of key points and actions from CERA and CE’s weekly meeting 6 
8.45 am 20 April 2012 

 
Present:   Jacki Johnson 
 Peter Bloy (for Gary Dransfield) 
 John Lyon 
 Peter Rose  
 Debbie Eyre (for Rob Flanagan) 
 James Hay 
 Chris Ryan, John Lucas, Brett Solvander (ICNZ) 
 Bruce Emson (for Ian Simpson) 
 
In attendance: Michelle Mitchell (CERA)  Alison O’Connell (CERA) 
 Lindy Fursman (Treasury)  Carl Bakker (for EQC) 
 
1. Repair methodologies and costings:  John Lucas briefed the meeting on the outcome 

of the working group's meeting on 18 April.  
a. Preliminary numbers from insurers indicate just under 11,000 claims 

potentially to go through the joint insurer/EQC resolution process: roughly 
8 times the number currently in process.   

b. Further work to refine and subdivide the numbers, which will identify 
those cases that can be taken out of the queue quickly, is ongoing in the 
Apportionment group.  Numbers to be ready by 30 April. 

c. Through initial results from the Synergine/Lumley pilot and accumulated 
experience on the ground, the working group has concluded that the joint 
reassessment process works well, and that if the variety of lessons 
learned are shared with all parties then future reassessments will become 
quicker.  Workshops have been organised for 2 May and 16 May, 
involving PMOs, to achieve this. 

 
The CEs shared concern at the length of time cases could potentially be held up.  All 
agreed with the approach proposed in (b) and (c) above.   

Action 1: Via both apportionment and repair methodology costing groups, CERA 
to co-ordinate evised data and information on early exits from resolution 
process: for CERA/CEs meeting 4 May.  

 
2. Apportionment: The latest apportionment working group meeting on 19 April.  It was 

noted: 
a. Work on the apportionment model (as outlined in the minutes of 

CERA/CE meeting 5 April) continues as planned. 
b. Progress is being made in resolving data matching issues between 

insurers and EQC. 
c. Resource has been secured for 3 weeks to build a database for joint 

resolution cases, but resource after then is needed.  
d. More resource is needed to support the Apportionment group's work. 
e. As part of considering the process of apportionment, the question will 

arise of how early a customer can be assigned either to EQC or the 
insurer to manage a claim.   

f. The proposed approach to informing reinsurers of the approach to be 
taken for apportionment is for each cedant to engage individually using 
common material. 
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Draft 20 April 2012 
Confidential and not government policy 

 
There was discussion of the interest of reinsurers in the apportionment approach to be 
used, with a shared view that the reinsurers have expressed a preference for a quick 
solution. Peter Rose explained the DoA process used by Southern Response, but there 
were concerns about the wider applicability of that method.  Resources to support the 
apportionment issues were discussed.  It was felt that because of the complexity of the 
issue, and the links to other part of insurance operations such as the claims 
management process and reinsurance, as well as the need to share ideas in 
development between working groups, more diversity of resources may be needed. 

Action 2: Organisations to consider additional resources for the working group 
itself or supporting the group within each organisation, as well as BA resource to 
develop the database.  John Lucas to coordinate. 

 
3.

4. 

 
5. 

 
Next meeting Friday 27 April, 8.45 am. 

Not relevant to your request

Not relevant to your request

Not relevant to your request

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



  

 
 
 
 
 
 
 

 
 
 

Date 24 April 2012 Priority Medium 

Report No M/12/0353 File Reference  

 
 
 
Action Sought 

  Deadline 

Hon Gerry Brownlee 
Minister for Canterbury 
Earthquake Recovery 

Note the contents of this report. 
 

As soon as you are able. 

 
 
 
Contact for Telephone Discussion (if required) 

Name Position Telephone 
1st 
Contact 

James Hay 
General Manager, Corporate 
& Projects 

03 354 2611 
(wk) 

 

Alison 
O’Connell 

Senior Adviser, Insurance 
03 354 2647 
(wk) 

 

 
 
 
Minister’s office comments 
 Noted 
 Seen 
 Approved 
 Needs change 
 Withdrawn 
 Not seen by Minister 
 Overtaken by events 
 Referred to 
 
 

  Comments 

To: Minister for Canterbury Earthquake 
Authority 

Update on residential insurance claim settlement processes 

s9(2)(a)
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Residential insurance claim settlement – industry working groups

Minister for CER CERA

ICNZ/EQC protocols 
and other working 

groups

CERA/CEs
• EQC, 5 insurers, ICNZ, CERA

• Treasury in attendance

• Weekly teleconference

• Secretariat: CERA 
(James Hay, Alison O’Connell)

Apportion-
ment

Repair 
methodology & 

costing

Regulatory & 
Consenting

Communications and 
service delivery

• EQC, insurers, ICNZ

• CERA in attendance

• Develops method to 
apportion claim 
amounts over events

• Also covers claim 
data and 
database/workflow 
for insurer/EQC claim 
resolution process

• Secretariat: EQC 
(Carl Bakker)

• EQC, insurers, ICNZ

• CERA in attendance

• Seeks ways to 
resolve differences 
between EQC and 
insurer total cost of 
damage 
assessment

• Also considers 
geotech testing TC3

• Secretariat: ICNZ 
(John Lucas)

• EQC, insurers, ICNZ

• DBH, Councils,  
Engineers

• Identifies policies and 
processes and 
resources that need to 
change to speed 
residential rebuild

• Independent Chair: 
Richard Martin

• Secretariat: CERA 
(Rob Kerr)

• EQC, insurers, ICNZ

• DBH, CERA

• Identifies key issues 
for communications, 
co-ordinates approach 
and ensures 
consistency of key 
messages. 

• Also considers service 
delivery support

• Secretariat: CERA 
(Michael Henstock)
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CERA & CEs WEEKLY MEETINGS COLLATED ACTION POINTS AND STATUS 
AS AT 26 APRIL 2012 

 
Outstanding actions 

 
Action Status 
Meeting 1: 16 March  

Meeting 2: 23 March 
1. Expedite proposals to expand Lumley review 
process with insurers doing more work now on 
claim selection for this process 
 

Revised 
Instead of further pilots, EQC/insurer 
/PMO workshops planned 2 May and 
16 May to share and embed learnings 
from Synergine pilot and other sources  

3. Handover of over cap claims to be expedited 
where at least one of the claims was over-cap 
– working group to advance this 
 

In progress – agreed in principle; 
data available to do so 30 April 
(Apportionment group) 

5.  Insurers and EQC to consider merits of 
parallel engagement with reinsurers to gauge 
their level of comfort with proposed direction 

Deferred – some briefings happening.  
Awaiting firmer proposals.  
Apportionment paper to be refined for 
this purpose – needs resource. 

Meeting 3: 30 March 
1. Southern Response to make available its 
recent over and under cap joint assessment 
cases to identify learnings 

Pending: John Lucas to circulate 

Meeting 4: 5 April  Additional actions only 
1. EQC to provide scope for BA to develop 
claims database; John Lucas to circulate for 
comment.  

In progress (in Apportionment 
Working Group).  BA starting; scope 
available by 4 May 

Meeting 5: 13 April  Additional actions only 
Action 2: Carl Bakker to ensure data from 
EQC is available as required. 
 

Ongoing 

Action 3: Alison O’Connell to report to CE’s 
meeting on data flow process and progress. 
 

Ongoing 

  

Not relevant to your request

Not relevant to your request

Not relevant to your request
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Action Status 
  
Meeting 6: 20 April  Additional actions only  
Action 1: Via both apportionment and repair 
methodology costing groups, CERA to co-
ordinate revised data and information on early 
exits from resolution process: for CERA/CEs 
meeting 4 May.  
 

In progress: Awaiting data from 
insurers due 30 April 

Action 2: Organisations to consider additional 
resources for the apportionment working group 
itself or supporting the group within each 
organisation, as well as BA resource to develop 
the database.  John Lucas to coordinate. 

In progress 

Action 4: EQC to feedback any further 
thoughts after consideration of the Insurance 
Support Service paper. 

In progress 

 

Not relevant to your request

Not relevant to your request

Not relevant to your request
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MINUTES ‐ EQC/ ICNZ Claims Apportionment Working Group  
 
Time:    Thursday 3 May 2012 (1‐4pm) 
Location:  EQC Boardroom, Level 2 Bayleys Building, 3 Deans Avenue, Christchurch 

 

 
In attendance: 
Carl Bakker    Consultant to EQC 
Peter Bloy    Vero   
Bradley Dahlenburg  EQC 
Sarah Giles    Southern Response 
Scott Lewis    Lumley 
John Lucas    ICNZ 
Rufus McPherson   EQC 
Alison O’Connell    CERA 
Peter O’Connor    ICNZ 
Annette Purvis    IAG 
Lynley Ryder    AMI 
 

By phone: 
Colin Brigstock    Finity for AMI  
Heathcliff Neels    IAG 
 

 
Apologies 
David Ashe    Tower 
Richard Beauchamp  Vero 
David Baird    Consultant to EQC 
David Davies    Ansvar 
George Hooper    EQC 

 

 
Actions and decisions are set out in the table below.  
Significant discussions were held on: 

1. Reviewing a process map, covering claim flow questions and allocation of claims into seven 
defined categories to help assess likely loads on parts of the resolution system. This was 
integrally related to a discussion on the planned approach to bulk apportionment and the 
identification of a representative sample. (decisions and actions 5, 6, 10‐13) 

2. reviewing progress on scoping of the jointly agreed property database (decisions and actions 
1‐4, 7‐9) 

Other key issues were also discussed: 
a. A note from Lynley setting out the key issues and principles for a clearing house 

(bulk payment/settlement mechanism) 
b.  A note from Scott  identifying  the note key issues and principles around claim 

assignment in the event that the claim itself is not yet settled 
c. Whether/how an agreed approach to reinsurers should be developed, once  

progress on item 1 is clear. 
 

 
Decisions and actions 

Ref  Action  Owner  Due Date  Done? 
1  Process map: Alison to revise following discussion, in 

particular to take out TC3 box and allow for the need for 
apportionment after costing issues are resolved 

Alison   Next 
revision 17 

May 

 

2  Actuaries to meet to resolve definitional issues around the 
7 categories developed by Heathcliffe. Plus provide initial 
problem definition for sample design for bulk 
apportionment tool.  

Actuaries, 
Scott to 

coordinate) 

17 May   

3  EQC to confirm total property numbers (with claims)   Rufus 
McPherson  

11 May   
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4  All insurers to provide property numbers in the 7 
categories . Resourcing issues to be raised with CEs 

All insurers  15 May 
4 May 

 
Done 

5  EQC to advise on “at cap” June claim numbers, are the 
estimates actually the reserve number?.   

Rufus 
McPherson  

11 May   

6  “Jointly agreed property database”: progress noted, data 
subgroup to meet to review 

Lynley/Sarah 
and Rufus to 
coordinate 

15 May   

7  Resource required for implementation: will require BA for 
2‐3 months, some names mentioned 

John Lucas  17 May   

8  Approach to reinsurers: discussed the need to draft a 
document that clearly identified approach developed to 
bulk apportionment, initially for review and use with all 
insurance cos (incl EQC), with possible use either for 
bilateral discussions with reinsurers, or more jointly. 

Approach and 
resource need 
to be raised 
with CEs: Carl 
John Lucas to 
follow up 
resourcing  

4 May 
 
 
 

17 May  

Done 

9  Agreed with approach set out Lynley’s note setting out the 
key issues and principles for a clearing house (bulk 
payment/settlement mechanism). To be passed to Sarah 
as part of JAPD specification. 
  
 

  3 May  Done 

10  Agreed to revisit Scott’s paper following revisions to claim 
bucket definitions and numbers  

Scott  17 May   

11  Next meeting: 1pm Thursday 17 May, EQC Princess Street: 
still to be confirmed 

  17 May   
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Draft 4 May 2012 
Confidential and not government policy 

Summary of key points and actions from CERA and CE’s weekly meeting 8 
8.45 am 4 May 2012 

 
Present:   Jacki Johnson 
 Gary Dransfield 
 John Lyon 
 Peter Rose 
 Debbie Eyre (for Rob Flanagan) 
 Chris Ryan, John Lucas, Peter O’Connor, Brett Solvander (ICNZ) 
 Bruce Emson (for Ian Simpson) 
 
In attendance: James Hay (CERA)  Mike Shatford (CERA) 
 Alison O’Connell (CERA) 
 Lindy Fursman (Treasury)  Carl Bakker (for EQC) 
 
 
1. Repair methodologies and costing:  Insurers have agreed to the next stage of the 

Synergine work to scope out a joint geotech drilling programme for TC3, commenting 
on potential risks and offering options for implementation.  The current proposal 
envisages CERA as a manager; this has not yet been evaluated within CERA.  
Synergine’s report is due in 7-10 days.  It was noted that concerns had been raised 
over whether engineers (geotech and structural) would accept the drilling results 
within their liability for sign-off on repair/rebuilds.  Also that feedback from reinsurers 
had been for insurers to make the call on the programme and a preference for 
speedy resolution. 
 
Action 1: John Lucas to check on progress with Synergine halfway through process. 
 
Action 2: James Hay to repor  to next CEs meeting from CERA perspective, and on 
perspective from engineers on liability issue. 
 
There was a productive PMO workshop this week.  A number of differences in repair 
methodology have now been identified and agreed, including those from the 
Synergine pilot.  The process agreed between Lumley and EQC suggests 80% of 
disputed claims can be resolved by a joint desktop process, with joint site visits 
needed less often than previously.  An binding arbiter for the remaining unresolved 
cases is being identified.  The process will then be shared with the industry as a 
template for other insurers to follow.  Data on how many claims would need to go 
through the dispute process, how long it would take, and how many have specific 
other issues such as foundation or land problems, is outstanding. 

 
Action 3: John Lucas to co-ordinate sharing of the resolution process template 
through working group.  
 
Action 4: Peter O’Connor to co-ordinate industry data on claim numbers as part of 
the ‘road map’ towards settlement progress. 

 
There is an outstanding question regarding EQC’s contract works cover for the 
existing property structure not covered by the capped cover. 

 
Action 5: Bruce Emson to confirm EQC’s contract works position to John Lucas.  
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Draft 4 May 2012 
Confidential and not government policy 

 
 
2. Apportionment: The actuarial sub-group has been working on the total number of 

claims for which the PMO manager can be agreed and those that have 
apportionment and/or costing issues.  More actuarial resource is needed to complete 
this picture.  A Joint Agreed Properties Database is being scoped and more resource 
will be needed to develop it.  There is also a resource requirement to write up the 
approach being taken on apportionment, first as a communication tool within 
organisations (and a way of agreeing the approach across organisations) and 
subsequently as material to explain the approach to reinsurers.  It was suggested 
that, when the approach has been agreed, a single, high level contact with each of 
the main reinsurers should be made on behalf of all NZ insurers. 

 
Action 6: Companies that have not yet completed data exercise to size number of 
claims agreed or with dispute issues to do so (Vero, Lumley, Tower).  [Actuarial sub-
group aiming to meet week of 7 May].  
 
Action 7: All to check with internal group reinsurance officers the preferred approach 
to reinsurers to be taken once apportionment tool developed and agreed. 
 
Action 8: Carl Bakker and John Lucas to discuss resourcing for apportionment 
method paper. 

 
3. 

4. Insurance Communications and Service Delivery Group (ICSDG): The CEs 
expressed some dissatisfaction with the lack of integration in communications 
around TC3, geotech drilling and land issues over the last week.  It was agreed that 
there needed to be a balance between commercial imperatives and the need to 
communicate clarity and certainty to policyholders.  Mike Shatford suggested that 
communication of progress and a critical path to resolution of claims is needed but 
the Communications working group need information to develop messages and 
educate key stakeholders.  There was discussion on how best to deliver information 
on progress to the Communications group, in this unusual, dynamic situation where 
working groups do not have binding decision making authority.  It was decided that 
there should be reconsideration within the Communications working group of that 
group’s role and operation.  

Not relevant to your request
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Draft 4 May 2012 
Confidential and not government policy 

Action 11: Brett Solvander/Peter O’Connor and Mike Shatford to report back at 
next CE’s meeting 11 May on ICSDG’s recommendations for its role, 
membership, stakeholder plan, key outputs and timing etc. 

 
 

5. Other matters: 

b. Meeting with the Minister scheduled 10 May. 

 
Next meeting Friday 11 May, 8.45 am. 

Not relevant to your request

Not relevant to your request
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IN-CONFIDENCE 

Treasury:2341347v3 IN-CONFIDENCE 1 

Date:  14 May 2012 
 
To: The Minister Responsible for the Earthquake Commission 
 

Aide Memoire: EQC Board Meeting Notes 

1. Purpose 
 
Last week you requested a briefing from CERA ahead of your meeting with the EQC Board 
on May 16.  We have consulted with CERA and their advice is reflected in this note. 
 
This note sets out our view on claims settlement issues and offers suggested questions to 
discuss with the Board. We suggest you test the Board’s views on: 

 
 The critical pathway for the settlement of EQC’s land claims. What are the key 

decisions (both within and outside EQC control) before settlement can occur?  
 

 Relationship between EQC and private insurers. What steps are EQC and 
insurers taking to arrive at timely resolution of claims? Is the flow of information 
between EQC and insurers sufficient to ensure that claims are settled in a timely 
manner? 
 

 Key risks and obstacles to the timely and prudent discharge of EQC’s liabilities.  
 
 
2. Update 

 
a. Assessment and apportionment 
 
Our view is that progress is being made on the related claims settlement issues of 
damage assessment and apportionment.   
 
 EQC and insurers are slowly resolving differences about damage assessment. A 

small-scale pilot between EQC and Lumley has enabled the development of a 
process which will mean that about 80% of cases can be resolved without additional 
site visits. The pilot and joint assessments with other insurers have also indicated 
specific changes that EQC is making to its repair methodology.  

 
 The exact number of properties affected by a costing difference is not yet known but 

the latest estimate is 10,000-14,000. 
 
 Additionally  EQC and insurers are working on a bulk approach to apportion losses 

across events for those properties which are not apportioned manually. This would 
take apportionment off the critical path for most over-cap properties, potentially 
leaving around 2,000-3,000 cases requiring apportionment before the PMO can be 
determined. Once the approach is finalised, insurers intend to jointly communicate 
with reinsurers to seek their sign-off on the approach. 

 

 
c. EQC’s land settlement programme 
 
We are working with CERA and EQC on the potential policy implications of EQC’s 
decision to cash settle land claims.  We are particularly interested in whether cash  

Not relevant to your request
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IN-CONFIDENCE 

Treasury:2341347v3 IN-CONFIDENCE 2 

settlement will have any implications for the future insurability of properties (if property 
owners do not use cash payouts to remediate the land), whether there will be any 
difference between EQC’s land payouts and the actual costs of remediating the land, 
and the potential for homeowners to undertake group remediation action, where this is 
feasible and cost effective.  We are also focused on the claims inter-relationship between 
EQC and private insurers where land repair is a prerequisite for dwelling repair.    

 
In order to understand the current and future implications of the land settlement 
programme and to facilitate the settlement of the current complex claims we need: 

 
 Information from EQC on the numbers of affected properties with different types of 

land and dwelling damage, including where these properties are situated; 
 Information from EQC on when key decisions on land settlement will be taken and 

communicated to affected households; 
 Further information on how EQC is operationalising and understanding its land 

liability as set out in the EQC Act. 
 
 
 
3. Questions for discussion 
 
You may wish to ask the Board to share their views on the following issues: 
 

a. Relationship between EQC and the private insurance industry 
 

i. What is the Board’s view on the relationship between EQC and the insurance 
industry?  Are there any relationship management issues, and if so, how can 
they be addressed? 

ii. What is the Board’s view on the work EQC is doing with insurers on damage 
assessment and apportionment? Are they satisfied with the timescales?   

iii. How does the Board think the reinsurers will view the progress being made 
and the solutions being proposed? 

iv. Is the Board satisfied with he overall pace of claims settlement (both EQC 
and the private insurers)? 

 
b. Settlement of land claims 
 

i. What additional data is EQC able to provide to the insurers concerning the 
number and location of properties with each category of land damage?  

ii. What is the Board’s view of progress being made on land claims settlement?   
iii. What is the Board’s expectation of the value of the land liability? 
iv. Does the Board consider that cash settlement of land claims will create any 

future issues of insurability for Canterbury properties or have any broader 
national implications? 

v. Is the Board satisfied that insurer concerns with land settlement claims have 
been considered and addressed? 

 
 

c. Potential obstacles 
 

i. What does the Board see as potential blockages to the settlement process, 
and what is the Board’s main focus in this area? 

 
 
 
Lindy Fursman, Senior Analyst, Financial Markets,  
Jo Hughes, Manager, Financial Markets,  

s9(2)(a)
s9(2)(a)
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Confidential draft as at: 17-May-12 Confidential
Data from insurers 

Apportionment working group
Residential properties with actual or potential insurer involvement
Summary of process to reach repair/rebuild, with industry estimates of numbers involved

Description PMO Action Apportionment method Industry estimate Lumley S. Response IAG Vero Tower Total
A Both parties agree all under cap  EQC EQC to confirm settlement, then rebuild/repair EQC apportionment method A 145,700 85.7% 8,696 82.5% 43,853 86.5% 46,375 84.8% 11620 89.0% 110,544 85.7%
B Agreed over cap single event Insurer EQC to confirm settlement, then rebuild/repair No need - single event B 1,800 1.1% 62 0.6% 862 1.7% 376 0 7% 62 0.5% 1,362 1.1%
C Agreed over cap multi event, apportionment not agreed Insurer EQC to confirm settlement, then rebuild/repair Bulk, after repair/rebuild C 2,500 1.5% 104 1.0% 507 1.0% 1,245 2.3% 73 0.6% 1,929 1.5%
D EQC contribution agreed, apportionment not agreed Not clear Proceed to apportionment before PMO decision Manual until bulk available D 3,600 2.1% 187 1.8% 1,470 2.9% 010 1.8% 50 0.4% 2,717 2.1%
E Assessment dispute, material difference Not clear To joint resolution process before PMO decision Bulk, if not decided in joint resolution process E 12,400 7.3% 1,349 12.8% 3,954 7.8% 2,878 5.3% 1193 9.1% 9,374 7.3%
E Multi unit dwellings Not clear To joint resolution process before PMO decision Manual E 1,000 0.6% 0.0% 0 % 770 1.4% 0.0% 770 0.6%
F Assessment dispute, around cap Not clear To joint resolution process before PMO decision Bulk, if not decided in joint resolution process F 1,300 0.8% 145 1.4% 51 0.1% 819 1.5% 55 0.4% 1,021 0.8%
G Data issues to resolve Not clear Insurer to check data; if unresolved falls to (E) Depends on how resolved G 1,600 0.9% 0.0% 0 0% 1,187 2.2% 0.0% 1,187 0.9%

170,000 100.0% 10,543 100.0% 50,697 100.0% 54,660 100.0% 13,053 100.0% 128,953 100.0%

Maximum number insurer PMO 24,200 76% of total industry
Note: "Agreed" means EQC and insurer agree on quantum within $10,000 plus GST

Potential numbers needing bulk apportionment (range):
 - If all apportioned in joint resolution process 4,300
 - If none apportioned in joint resolution process 19,600
Assumes half of D are manually apportioned

Note:
"Bulk apportionment" may mean: 
 - Negotiation on portfolio basis with EQC
 - Insurer's own statistical model
 - Industry-wide statistical model
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Draft 8 June 2012 
Confidential and not government policy 

Summary of key points and actions from CERA and CE’s weekly meeting 13 
8.45 am 6 June 2012 

 
Present:   Jacki Johnson 
 Gary Dransfield 
 Ian Simpson 
 John Lyon 
 Peter Rose 
 Debbie Eyre (for Rob Flanagan) 

Chris Ryan, John Lucas, Brett Solvander, Peter O’Connor (ICNZ) 
James Hay 

 
In attendance: Rob Kerr, Richard McGeorge (CERA) 
 Lindy Fursman, (Treasury) 
 Carl Bakker (for EQC) 
 
1. Introduction  
Jacqui Johnson outlined frustration on all sides regarding progress and that there is a 
need to ensure accountabilities, identify roadblocks and be clear about what can and 
cannot be communicated. 
 
2. Insurance Communications and Service Delivery Group (ICSDG): 
Brett Solvander reported. Noted a number of apologies to last working party meeting due 
to snow, including his own.  

 

 EQC have provided material for initial communications on land damage with 
some material being sent out early next week. Ian Simpson outlined that a pilot of 
10 customers has started. The material is ‘light touch’ and only for TC2 and not 
covering damage types 8 and 9. Discussion on need for insurance company 
sign-off on messages and to consider implications if TC3 customers receive via 
the broader customer groups and any misinterpretation. (refer later discussion) 

 
Action 1:  Brett Solvander to co-ordinate response on land damage material from 

insurance companies 

 

 
3. Repair methodologies and costing:  
John Lucas reported: Concern expressed regarding EQC attendance as have a number 
of questions on agenda which require answers. Ian Simpson outlined concerns from 
EQC that meeting is one way, and needs to be restructured to make it a more 
constructive meeting. These concerns had not been shared previously. 
 

Not relevant to your request

Not relevant to your request

Not relevant to your request
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Draft 8 June 2012 
Confidential and not government policy 

Action 3:  Bruce Emson to speak with John Lucas to discuss structure/purpose of 
working group  
 

Land Damage information: Location information for land damage types 1-7 was not 
released to insurers last week. Types 8-9 was to be sent off yesterday but delayed as 
was not correct. 
 
Action 5:  Ian Simpson to chase up regarding data exchange 
 
Peter Rose requested confirmation from EQC that policy is not to wait until all TC3 
geotechnical investigations completed. Ian Simpson responded that this is not EQC 
policy as recognised by 1500 repairs already completed in TC3. 
 

 
4. Apportionment:  
Carl Bakker reported: Four workstreams 
i) Cleaning up data to start process to identify sample for bulk process. Slow due to 

difficulty in process. Hopes to get dataset late next week 
 
Agreed: CE/CERA meeting to consider if decision required on prioritisation of claim 

settlement for sample at meeting of 22 June 
 
 
ii) Triage of simple overcaps (3000). Only two insurers supplied data to EQC 
 
Action 6  All insurers to make sure data moved forward as soon as possible 
 
iii) Note for re-insurers describing bulk apportionment method. Draft by next week's 

working group meeting and may have paper for CE/CERA meeting 22 June 

Not relevant to your request

Not relevant to your request
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Draft 8 June 2012 
Confidential and not government policy 

6. EQC land settlements:  
Ian Simpson noted that vast majority of claims will be cash settled: Types 1-7 of 
amounts typically around $1-2k. Ian stated he does not have mandate to engage on 
detail until after board decision.  Insurers expressed concern that decisions presented as 
a fait accompli. Ian Simpson stated that intention is that decisions will not pre-empt 
conversation of substantive nature regarding effect on building platforms  Next board 
meeting 13 June re types 8&9.  He committed to substantive briefings after that so long 
as the board does actually reach decisions that enable these briefings to take place 
 
It was agreed insurers need the additional layer of detail to understand EQC’s position 
and assess how their policies respond and the impact on the landowner/policy holder. 
The main concern may not be cash settlement but rather the potential gap between 
coverage in order to fund appropriate repairs to land to restore support for subsequent 
dwelling repairs and rebuilds..  
 
Agreed: More work is required to understand what are the downstream impacts and 
risks 
 
Action 8:  Ian Simpson/Rob Kerr/ICNZ to discuss format for this briefing through the 

regulatory and consenting working group and report to next CE’s dial-up 
with a proposal for this to happen asap. 

Action 9:  ICNZ agreed to delay its request for a meeting with Minister to enable 
substantive briefings to occur. Chris Ryan and James Hay to co-ordinate 
re-scheduled meeting. 

 
 

Next meeting Friday 15 June, 8.45 am. 

Not relevant to your request

Not relevant to your request

Not relevant to your request
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Draft 17 June 2012 
Confidential and not government policy 

Summary of key points and actions from CERA and CE’s weekly meeting 14 
8.45 am 15 June 2012 

 
Present:   Jacki Johnson 
 Gary Dransfield 
 Ian Simpson 
 John Lyon 
 Peter Rose 
 Debbie Eyre (for Rob Flanagan) 

Chris Ryan, John Lucas, Brett Solvander, Peter O’Connor (ICNZ) 
James Hay 

 
In attendance: Rob Kerr, Nicole Manawatu, Steve Rylands (CERA) 
 Carl Bakker (for EQC) 
 
1. Red Zone announcements 

2. Red Zone Settlement 
James Hay and Nicole Manawatu outlined current status of settlements in the 
Residential Red Zone. 
 
Agreed: For CERA to share percentage completed red zone settlements by insurer: see 
below 

Insurer Completed Red Zone Settlements as at 31/05/2012 
AA 57.14% 
AMI 66.32% 
Ansvar 62.85% 
FMG 52.77% 
IAG 60.87% 
Lumley 58.70% 
MAS 78.26% 
Tower 50.07% 
 Vero 42.10% 

 
Action 1 CERA to provide breakdown to each individual company, including copy 

to CEs 
 
3. Land settlement process 
Ian Simpson reported, EQC board met on Wednesday and made a number of decisions 
regarding land settlement and broad coverage. The Board provided clear reinforcement 
of requirement to socialise these decisions. This will start with responsible Ministers.  
 
Action 3: EQC to bring note to this meeting next week on how EQC propose to 

socialise. 

Not relevant to your request
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Draft 17 June 2012 
Confidential and not government policy 

Action 4: James Hay/Rob Kerr to seek to set up RCWG meeting for next Thursday 

5. Repair Methodology Working Group 
John Lucas reported. 

 The structure/purpose of the group has been adjusted following discussion with 
EQC to focus on operational issues. Policy issues to be referred to this meeting 
or Regulatory Working Group.  

 
This approach was supported 

 
 EQC has team ready to work with insurers on Port Hills 
 T&T is monitoring land movement on hills and this information will be available to 

EQC shortly 
 Joint desktop review Lumleys/EQC progressing well. EQC to understand 

proportion resolved and will have this information in two weeks for this meeting. 
 EQC requested information from insurers where insurers have informed 

customers that property is a rebuild to allow prioritised land settlement 
 
6. Apportionment Working Group 
Carl Bakker reported. Noted that progress is slow as issues being uncovered. Also 
resource pressure due to year end requirements for actuaries. 

 Triage of claims for single event overcap. 2 insurers data provided. 50% and 
70% match. Noted that address matching an issue preventing easy process.  
EQC giving priority to those identified.  

Not relevant to your request
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Draft 17 June 2012 
Confidential and not government policy 

 Full claims database model development: Data specification late going out due to 
need to ensure done well. No data returned yet but two companies close to 
providing. 

 Write up of bulk apportionment approach: Making progress, however need to 
resolve issues re cash transfer and wash ups. 

 Joint settlement database: Peter O'Conner progressing recruitment of Business 
Analyst. 

 Carl noted that the revised working group membership was providing a good 
mesh of claim management and actuarial input to process 

Next meeting Friday 22 June, 8.45 am. 

Not relevant to your request

Not relevant to your request
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Residential insurance claim settlement – industry working groups

Minister for CER CERA

ICNZ/EQC protocols 
and other working 

groups

CERA/CEs
• EQC, 5 insurers, ICNZ, CERA

• Treasury in attendance

• Weekly teleconference

• Secretariat: CERA 
(James Hay, Rosemary Cook)

Apportion-
ment

Repair 
methodology & 

costing

Regulatory & 
Consenting

Communications and 
service delivery

• EQC, insurers, ICNZ

• CERA in attendance

• Develops method to 
apportion claim 
amounts over events

• Also covers claim 
data and 
database/workflow 
for insurer/EQC claim 
resolution process

• Secretariat: EQC 
(Carl Bakker)

• EQC, insurers, ICNZ

• CERA in attendance

• Seeks ways to 
resolve differences 
between EQC and 
insurer total cost of 
damage 
assessment

• Also considers 
geotech testing TC3

• Secretariat: ICNZ 
(John Lucas)

• EQC, insurers, ICNZ

• DBH, Councils,  
Engineers

• Identifies policies and 
processes and 
resources that need to 
change to speed 
residential rebuild

• Independent Chair: 
Richard Martin

• Secretariat: CERA 
(Rob Kerr)

• EQC, insurers, ICNZ

• DBH, CERA

• Identifies key issues 
for communications, 
co-ordinates approach 
and ensures 
consistency of key 
messages. 

• Also considers service 
delivery support

• Secretariat: CERA 
(Michael Henstock)
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Draft 13 July 2012 
Confidential and not government policy 

Summary of key points and actions from CERA and CE’s weekly meeting 18 
8.45 am 13 July 2012 

 
Present:    
Chair - John Lyon (Lumley) 
Chris Ryan, John Lucas, Bret Solvander, Peter O’Connor (ICNZ) 
Ian Simpson, Carl Bakker (EQC) 
Dean McGregor (IAG) 
Chris Black (FMG) 
Peter Rose (Southern Response) 
Gary Dransfield (Vero) 
Katherine Meerman, Mark Jacobs (Treasury) 
Alison O’Connell, Rosemary Cook (CERA) 
  

2. Council proposal for an insurance tribunal 
The issue for most people is likely to be lack of information rather than actual disagreement, 
so a disputes tribunal may not solve the problems people are experiencing. There are 
already a number of mechanisms available for dealing with disputes including the 
Ombudsmen’s office, the ISO, and DRSL (Disputes Resolution Services Limited).  In this 
context it was noted that it could take over a year to get through the backlog of 2000 in the 
joint review process.  
 
It is not clear what the range, or sca e, of issues is that has led to this call for a tribunal. 
 
Action 2: Chris Ryan will find out what the issues are and report back 

 
5. Repair methodology and costing WG 

Joint review process: claim ownership will be determined on site. 
Lumleys and Vero are working with EQC to provide a pathway forward to speed up the joint 
review process. This will be reported back to the wider group. 
 
An EQC & Insurer sub group has been set up to look at developing protocols for: 

 Cost over runs where the customer has opted out from the EQC repair process.  
 Claims Wash up. 

 

Not relevant to your request

Not relevant to your request

Not relevant to your request
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Draft 13 July 2012 
Confidential and not government policy 

6. Apportionment 
Proxy apportionment tool: slower progress than hoped for – data has only been received 
from 3 insurers (although others noted at the meeting that their data would be sent in).  The 
work is going ahead anyway.  Sample properties will be run through the model in groups of 
500 and tested for accuracy each time until the desired level of accuracy is reached.  Up to 
2000 sample properties are expected to be needed. Time taken to completion will depend on 
how quickly the sample properties are moved through the claim settlement process- and may 
take some 2-3 months. 
 
Data/database issues:  

 the overcap claims database project is proceeding  with a person identified to 
develop project specifications for completion in about 8 weeks 

 A process to provide an activity signal when EQC has settled a claim has been 
agreed and will be implemented (likely completed by September). In the interim, 
EQC has identified a large group of properties which it has settled already and will 
provide these to insurers along with weekly updates. 

 
Action 4: Draft document for reinsurers that describes the proxy apportionment tool to be a 
regular item at the apportionment working group. 

 

Not relevant to your request

Not relevant to your request

Not relevant to your request
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Draft 13 July 2012 
Confidential and not government policy 

Next meeting Friday 20 July, 8.45 am. 

Not relevant to your request
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IN‐CONFIDENCE ‐ COMMERCIALLY SENSITIVE  

CANTERBURY EARTHQUAKE INSURANCE-RELATED WORKSTREAMS – CERA AND TREASURY  
As at 30 October 2012 
 

 
Workstream & 
 Objective 

 
Current status 

 
Accountability 

 
Due Date 

1. Claim settlement 
monitoring 

 
Angela 

 

Advise the Ministers on the 
impact  of insurance issues 
on recovery  

Including policy advice for 
Ministers on possible 
interventions to assist the 
resolution of impediments 
and barriers to the recovery 
where appropriate 

 

 

Monitoring progress between 
insurers and EQC on 
agreeing repair methodology 
and costings through 
attending the Repair 
Methodology and Costings 
Working Group 

 

 

 

Claims mapping : 

 PWC claims map was requested by the Minister of Finance: the map is complete 
and has been distributed. 

Next steps:  

? 

 Tony Baldwin project to started October (EQC, SRL, Vero).  Project is two 
pronged  

Insurance claims: Report to identify high level claims map and outline current road 
blocks in the claims settlements process and provide recommendations.  

Land remediation: working EQC & insurers to understand Geotech facts, 
identifying points of difference and evaluating resolution options.  

Next Steps 

? 

 

Mark Jacobs 

 

 

 

 

 

 

 

 

 

 

 

2 -3 weeks.   

mid 
November   

 

 

General Operations: Formerly Repair Methodology and Costing: 

 Some insurers funding EQC staff to work on apportionment, and co-location for 
joint resolution 

 3 insurers and EQC agreeing handover for TC3 > $83k with foundation damage: 
process issues need discussion 

 Drilling: insurers and EQC to do own 

Next Steps 
 Finalise current initiative to accelerate claims settlement process   

 

 

 

 

 

 

Rob 
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IN‐CONFIDENCE ‐ COMMERCIALLY SENSITIVE  

 
Workstream & 
 Objective 

 
Current status 

 
Accountability 

 
Due Date 

 

Monitoring the progress 
between insurers and EQC 
on agreeing apportionment 
of claims to different events, 
through attending 
Apportionment Working 
Group 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Apportionment:  

 The Apportionment Working Group made up of GM’s & CE’s of insurers are 
working on the bulk apportionment model.   

 CERA does not have a representative attend this Group but monitors their 
progress via their published updates. 

 EQC are continuing with the manual apportionment: which seems generally 
acceptable;  

 A sample is underway for bulk overcap model. However there are issues with how 
quickly potential overcap cases be cleared and obtaining a statistically 
representative sample, which are likely to make the lead time on the bulk model 
as long as the manual apportionment progress.  Therefore there is a question as 
to whether the bulk model becomes redundant.  

 Feed-back from reinsurers is that they have only seen how EQC undercap claims 
and commercial claims are affected by apportionment and they are questioning 
the credibility of the undercap model as not based on a statistical sample.  
Reinsurers have not visibility into the overcap apportionment 

 EQC think apportionment and washup models are the same but recommendation 
being sort from GM’s 

 At this stage Insurers are reluctant to pick up claims when they don’t know how 
the wash up model will work 

Next Steps: 

 Determine CERA s role regarding apportionment and claims settlement monitoring 

 Determine what the Ministers needs in terms of information and updates 
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IN‐CONFIDENCE ‐ COMMERCIALLY SENSITIVE  

 
Workstream & 
 Objective 

 
Current status 

 
Accountability 

 
Due Date 

 

Liaising with insurers/EQC 
and other government 
agencies to ensure that 
consistent and helpful 
information and support is 
delivered to the wider 
community 

 

 

Communications and Customer Service:  Julia (Community & 
Wellbeing) Leading, 
Angela providing 
policy support  
 
 
 
Angela 
 
 
Angela/Michael 
 
Rob / Angela 
 
 
Michael 
 
Michael 

Mid 
November 
 
 
 
 
 
? 
 
 
Complete 
 
2 November 
 

2. Rebuild issues 
including land  

 
Rob /Angela 

Facilitate resolution of 
insurers concerns with 
consenting, building 
standards and associated 
issues. Consider options if 
resolution not at reasonable 
pace and cost 

Give (re)insurers conform 
with and clarity on claim 
settlement processes, zoning 
review and insurability of 

Not relevant to your request

Not relevant to your request
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IN‐CONFIDENCE ‐ COMMERCIALLY SENSITIVE  

 
Workstream & 
 Objective 

 
Current status 

 
Accountability 

 
Due Date 

residual risk 

3. Residential Red Zone 
recoveries 
(RRZ project) 

Willlum 

Obtain fair and timely 
settlement Crown recoveries 
from insurers. 

Give insurers comfort with 
and clarity on claim 
settlement processes 

4. Port Hills 

Enable zoning & other 
decisions to be made with 
consideration implications for 
claims, future insurability and 
risk management precedents 

 

5. Claim settlement 
progress and 

 Have queries been resolved? Still some incomplete returns.  Discuss with GMs 
27/9 

  

Not relevant to your request

Not relevant to your request

Not relevant to your request
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IN‐CONFIDENCE ‐ COMMERCIALLY SENSITIVE  

 
Workstream & 
 Objective 

 
Current status 

 
Accountability 

 
Due Date 

outlook  
(Residential & 
Commercial) 

Tim Wilson / Rob 
Kerr 

Collect data to monitor 
claims progress and 
expected timescales for 
future settlements 

Identify emerging concerns 

Manage use of data in other 
CERA, Treasury or DBH 
work 

 Collection of Data:  Tim Wilson to co-ordinate the claim settlement metrics 
collection and reporting for insurers. Rob Kerr continues to collect of data from 
insurers PMO’s 

 Meeting has been held with ICNZ GM’s which gave Tim approval to speak with 
insurers regarding data needs. 

Next Steps 

 Stocktake is required of what data is wanted, by whom, and for what reason, 
compared with what data is currently being collected:  

 Clarification required as to how data will be used, ie for CERA internal reporting, 
to feed into CERA economic models, and adhoc Ministerial queries 

 Develop a unified position on the claim settlement progress  

 Work with insurers to collect data  

 Establish whether reporting Insures and PMO metrics can be combined so that 
there is one central repository for the information.   

 

 

 
 
 
 
 
 
Tim  
 
Tim  
 
 

Tim 

Tim 

Rob/ Tim 

 

 

 

 

 

 

? 

? 

 

? 

? 

? 

6. Availability of 
insurance and 
reinsurance:  

Alison  
In conjunction with 
Lindy & Vinny 
(TSY) 

Monitor market trends. 
Ongoing engagement with 
insurers, reinsurance and 
brokers to understand 
current and likely post 
Canterbury earthquake 
insurance environment 

Not relevant to your request

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



IN‐CONFIDENCE ‐ COMMERCIALLY SENSITIVE  

 
Workstream & 
 Objective 

 
Current status 

 
Accountability 

 
Due Date 

Develop contingency options 
for intervention in case these 
are required to smooth 
transition to post quake 
environment 

7. Risk data/story 

 

Alison  

In conjunction with 
Lindy (TSY) & 
CCDU 

 

Ensure risk data is available 
for re(insurers) 

Develop credentials for 
excellent NZ risk knowledge 
eg by publishing regular 
Technical Bulletin aimed at 
(re) insurance market 

8. Capital/regulatory 
position of local 
insurers:  

      Lindy (Tsy) 

Understand implications of 
new regulatory regime for 
ongoing insurance market 

Understand capital position 
of insurers market transition 

Not relevant to your request

Not relevant to your request
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IN‐CONFIDENCE ‐ COMMERCIALLY SENSITIVE  

 
Workstream & 
 Objective 

 
Current status 

 
Accountability 

 
Due Date 

9. Insurance/banking 
sector linkages:  

      Vinny (Tsy) 

Understand potential flow-on 
effects to banking & lending 
from insurance market 
transition 

10. EQC Review: 

      Beven (Tsy) 

Review the EQC model in 
light of the lessons learned 
from Canty earthquakes & 
ascertain whether change 
from existing policy settings 
is desirable 

11. New Zealand / 
Crown risk 
management:  

Lindy (Tsy) 

Use Canterbury experience 
to develop a framework for 
country and or Crown risk 
management 

12. CCDU insurance 
Issues /recoveries   

Willum 

Not relevant to your request
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IN‐CONFIDENCE ‐ COMMERCIALLY SENSITIVE  

 
Workstream & 
 Objective 

 
Current status 

 
Accountability 

 
Due Date 

Insurance work 
planning 

 

Not relevant to your request
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Accountability Due Date

Approach  ‐  Develop a clear understanding of the issues involved in claims settlement and of the impediments to efficient 

claims settlement.
 ‐  Work with insurers to facilitate solutions to resolve issues which impact on claims settlement process until the 

majority of claims are settled
 ‐  Requiring insurers to provide data on the rate of claims settlement and monitoring and reporting on this
 ‐  Understand and monitor the supply and demand for logistical and resource requirements needed to facilitate 

insured earthquake damage repairs.

Work stream Claims mapping :
Milestone Progress mapping tool up and running by mid September (Jointly with Treasury) Mid Sep ember

Progress  ‐   PWC claims map was requested by the Minister of Finance: the map is complete and has been distributed. Mark Jacobs
 ‐  Tony Baldwin project to started October (EQC, SRL, Vero).  Project is two pronged  Tony Baldwin Mid November

Insurance claims: Report to identify high level claims map and outline current road blocks in the claims 

settlements process and provide recommendations. 
Land remediation: working EQC & insurers to understand Geotech facts, identifying points of difference and 

evaluating resolution options. 

Next Steps ?

Work stream General Operations: Formerly Repair Methodology and Costing: Rob / Angela

Milestone  ‐  Regulatory, consenting and other policy issues being addressed in a timely way On‐going

Progress  ‐  CERA are continuing to monitoring progress between insurers and EQC on agreeing repair methodology and 

costings through attending the following working groups:

Consent Operations Working Group 

Chaired by Rob Kerr CERA and attended to PMO's Council and MBIE.  The aim to remove regulatory barriers to 

the rebuild.
Rebuild Resources Co‐ordination Forum 

Chaired by Rob Kerr CERA and attended to MBIE xxx.  The aim to facilitate market and indust y and provide 

information into materials and labour supply and demand issues for the rebuild 

Current Issues
Some insurers funding EQC staff to work on apportionment, and co‐location  or jo nt resolution

3 insurers and EQC agreeing handover for TC3 > $83k with foundation damage: process issues need discussion

Drilling: insurers and EQC to do own

Next Steps Continue to attend WG's and monitor and feed back on the r pr g es Rob Kerr On‐going

Work stream Apportionment: 

Progress  ‐  Monitoring the progress between insurers and EQC on agreeing apportionment of claims to different events, 
through attending Apportionment Working Group

 ‐  The Apportionment Working Group will be wound up as it has been determined that they will no longer proceed 

with the bulk apportionment model

Next Steps Wash‐up is a separate issue that wi  be important to the claim settlement process.   There is a Wash‐up Protocol 

Development Meeting that has been established to address this issue.  CERA is not involved in the meetings 

however progress is monitor d via i formation is received on it progress through the General Operations Group.

CANTERBURY EARTHQUAKE INSURANCE‐RELATED WORKSTREAMS – CERA AND TREASURY 
As at 7 November 2012

Status Update

1. Claim settlement
Objective:  Insurance claims are settled in as efficient and effective a manner as possible in order to help progress the residential rebuild

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



Accountability Due DateStatus Update

Work stream Communications and Customer Service:  Michael /Julia / 

Angela
Milestones

Objective

Progress

 ‐  Report to the Minister for Canterbury Earthquake Recover  and Minister of Finance  outlining the current status 

of claims settlement, the factors affecting the rate of cla m settlement, current initiatives to accelerate claims 

settlement and any options for the Ministers on intervention to future accelerate claims settlement.   The report 

will also outline the objectives of CERA / Treasury in the claim settlement monitoring space for 2013.

Angela/ Mark  Paper finalised 

and to Ministers 

w/e 3 December

Next steps: a timetable has been circula ed  th dates for a insurer updates, combined CERA/ Treasury workshop 

and completion and circulation of th  dra t and final submission

Not relevant to your request
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Accountability Due DateStatus Update

Next Steps

Next Steps

2. Residential Red Zone

Willum

Objective

Progress

3. CCDU issues / recoveries

Willum / James
Progress Not relevant to your request

Not relevant to your request
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Accountability Due DateStatus Update

Workstream EQC Review:       Bevan (Tsy)
Objective

Progress

Next Steps

Workstream New Zealand / Crown risk management:  Lindy (Tsy)
Objective

Progress

Next Steps

Not relevant to your request

Not relevant to your request

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



Accountability Due Date

Work stream Claims mapping :
Milestone Progress mapping tool up and running by mid September (Jointly with Treasury)

Progress  ‐  Tony Baldwin project to started October (EQC, SRL, Vero).  Project is two pronged  Tony Baldwin Mid November
Insurance claims: Report to identify high level claims map and outline current road blocks in the claims settlements process and 

provide recommendations. 
Land remediation: working EQC & insurers to understand Geotech facts, identifying points of difference and evaluating resolution 

options. 

Next Steps

Work stream General Operations: Formerly Repair Methodology and Costing: Rob / Angela
Milestone  ‐  Regulatory, consenting and other policy issues being addressed in a timely way On‐going

Progress  ‐  CERA are continuing to monitoring progress between insurers and EQC on agreeing repair methodology and costings through a tending the 

following working groups:

Consent Operations Working Group 

Chaired by Rob Kerr CERA and attended to PMO's Council and MBIE.  The aim to remove regulatory barriers to the rebu ld. 
Rebuild Resources Co‐ordination Forum 

Chaired by Rob Kerr CERA and attended to MBIE xxx.  The aim to facilitate market and industry and provide information into materials and 

labour supply and demand issues for the rebuild 

Current Issues
Some insurers funding EQC staff to work on apportionment, and co‐location for joint resolution

3 insurers and EQC agreeing handover for TC3 > $83k with foundation damage: process issues need d scussion
Drilling: insurers and EQC to do own

Next Steps Continue to attend WG's and monitor and feed back on their progress Rob Kerr On‐going

Work stream Communications and Customer Service:  Michael /Julia / 

Angela
Milestones

Objective

Progress

CANTERBURY EARTHQUAKE INSURANCE‐RELATED WORKSTREAMS – CERA AND TREASURY 
As at 14 November 2012

Status Update

1. Claim settlement
Objective:  Insurance claims are settled in as efficient and effective a manner as possible in order to help progress the residential rebuild

Not relevant to your request
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Accountability Due DateStatus Update

Work stream Rebuild issues including land  Rob/ Angela

Progress

Objectives

Not relevant to your request

Not relevant to your request

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



Accountability Due DateStatus Update

Next Steps

Work stream 5.    Claim settlement progress and outlook: Residential and Commercial Tim  / Rob
 ‐  Collect data to monitor claims progress and expected timescales for future settlements
 ‐  Identify emerging concerns
 ‐  Manage use of data in other CERA, Treasury or DBH work

Progress Data is collected from a number of ICNZ members however that completions of the returns has not been consistent across participants.  

Once aggregated this is distributed to the ICNZ members who made the contributions
 ‐   Tim Wilson to co‐ordinate the claim settlement metrics collection and reporting for insurers. Rob Kerr continues to collect of data f om 

insurers PMO’s

Next Steps  ‐  Stocktake is required of what data is wanted, by whom, and for what reason, compared with what data is currently being collected: 

 ‐  Clarification required as to how data will be used, i.e. for CERA internal reporting, to feed into CERA economic models,  nd  dhoc 

Ministerial queries

 ‐  Develop a unified position on the claim settlement progress 

 ‐  Work with insurers to collect data  ?

Next Steps

2. Residential Red Zone

Willum

Objectives

Objective

Progress

Not relevant to your request

Not relevant to your request
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Accountability Due DateStatus Update

Next Steps

Workstream Availability of insurance and reinsurance:  Alison 

Milestone

Progress

Next Steps

Workstream

Milestone

Next Steps

3. CCDU issues / recoveries

Willum / James

4. Insurability and Availability

Objective

Progress

Progress

Objective

Not relevant to your request

Not relevant to your request
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TY-2-1-3 IN-CONFIDENCE 

Treasury:2492211v1 IN-CONFIDENCE 1 

File Note 

This is a file note of external meetings with NZ Insurance CEs and executive teams  
that took place on 14 & 15 November 2012 IN Wellington and Auckland.  The purpose 
of the meetings was to develop an understanding of separate insurers positions, stages 
of ‘recovery’ and issues in the Canterbury rebuild and wider NZ Market to inform as 
situation report to Ministers later in ate 2012.  

This file note records the general issues raised and observations from Mark Jacobs 
and James Hay who conducted the interviews.  

General Observations 
 (NB: As yet we have not met with IAG’s CEO – 60% of residential market)  

Each insurer had a unique market perspective and interest.  There was a focus on 
competition. There are players taking a defensive position in relation to risk and market 
share and at least one player looking to expand [acquire?].  

Participation in the NZ Insurance Council was ‘variable’, generally supportive of those 
things insurers agreed the Council could advance but NZIC did not represent individual 
companies and did not have a consensus or industry view on other issues.  

Companies have different strategies in relation to the rebuild.  Generally there is a 
preference to cash settlement but this is more strongly expressed in smaller players.  

A period where a large number of major claims were held by EQC has ended and 
insurers are now leading on most of these. There are pockets/groupings where 
resolution of issues (with EQC, technical data, or CCC) will hold up progress but 
otherwise insurers reported moving to settle claims.  

Not so much a sense of gearing up in insurance offices.  More 18 months has allowed 
us to develop process and systems (or personnel changes at management levels) 
where these didn’t exist previously and there weren’t international models to draw on. 
Some sense that insurers had been reviewing and changing their PMO/building 
company arrangements e.g. to ensure commitments could be backed by capacity.  

Remainder of document (16 pages) withheld under section 9(2)(ba)(i).
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Accountability Due Date

Work stream General Operations: Formerly Repair Methodology and Costing: Rob / Angela
Milestone  ‐  Regulatory, consenting and other policy issues being addressed in a timely way On‐going

Current Issues
Wash‐up: The revised wash‐up strawman, developed by insurers has been circulated for comment.  Further discussion was held this week 

and insurers are to look at some test cases.
IAG have confirmed their intention to treat all Port Hills red zone properties with a “permanent” S124 as Total Losses.  They are working 

with Council to better understand the process and background to the individual decisions.  Southern Response are understood to be 

reviewing their position in both the red and green zones and other insurers are likely to follow suit.

A multi unit cross lease working group has been established to consider practical approach to repairs and rebuilds.   ICNZ have contacted 

the Canterbury District Law Centre regarding community education 
Next Steps Continue to attend WG's and monitor and feed back on their progress Rob Kerr On‐going

Work stream Communications and Customer Service:  Michael /Julia / 

Angela
Milestones

Objective

Progress

 ‐  Tony Baldwin pro ect:   The insurance claim element of his project aims to identify high level claims map and outline current road blocks in 

the claims settleme ts process and provide recommendations.  The output from this report will feed into the claim settlement update for 

the Minister.  No information has been received to date

Tony Baldwin Mid November

CANTERBURY EARTHQUAKE INSURANCE‐RELATED WORKSTREAMS – CERA AND TREASURY 
As at 28 November 2012

Status Update

1. Claim settlement
Objective:  Insurance claims are settled in as efficient and effective a manner as possible in order to help progress the residential rebuild

Not relevant to your request
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Accountability Due DateStatus Update

Work stream Rebuild issues including land  Rob/ Angela

 ‐  Tony Baldwin project:   Land remediation: Tony is working EQC & insurers to understand Geotech facts, identify ng  oints of difference and 

evaluating resolution options. 

Tony Baldwin Mid November

The residential action plan was approved by the Minister and will be posted out to all participate. The first monthly monitoring report on 

action items is due this week

Rob On‐going

Next Steps

Work stream 5.    Claim settlement progress and outlook: Residential and Commercial Tim  / Rob
 ‐  Collect data to monitor claims progress and expected timescales for future settlements
 ‐  Identify emerging concerns
 ‐  Manage use of data in other CERA, Treasury or DBH work

Progress Issue:  Data is collected from a number of ICNZ members however that completions of the returns has not been consistent across 

participants.  Once aggregated this is distributed to the ICNZ members who made the contributions
 ‐   Tim Wilson co‐ordinates the claim settlement metrics collection and report g for insurers. Rob Kerr continues to collect of data from 

insurers PMO’s

 ‐  Following recent meetings by Tim Wilson with insurers he has had a com itment from them to supply good quality data.  By w/e 30 

November a summary of that data will be prepared for review.

Tim 30‐Nov‐12

Internally insurance data is also collected and incorporated  o CERA economic models.  A meeting has been held to help streamline and 

efficiently co‐ordinate the collection of this data.  It wa  ag eed that the questionaries' that are used to collect the data will be used by all 

parties who require insurance information and the questionnaire amended and refined to meet everyone's needs.

Tim     

Next Steps  ‐  Further work with PMO's and insurers to get qual ty  co stent and comparable data.

Objectives

Objectives

Progress

Not relevant to your request

Rele
as

ed
 un

de
r th

e O
ffic

ial
 In

for
mati

on
 Act 

19
82



Accountability Due DateStatus Update

Workstream Availability of insurance and reinsurance:  Lindy & Vinny (TSY)

Milestone

Progress

Next Steps

Workstream Risk data/story Lindy (TSY) & CCDU

Milestone

Next Steps

Workstream  Capital/regulatory position of local insurers       Lindy (Tsy)
Progress

Next Steps

Workstream Insurance/banking sector linkages:        Vinny (Tsy)
Progress

Workstream EQC Legislative Review:       Bevan (Tsy)
Progress

Next Steps

Workstream New Zealand / Crown risk management:  Lindy (Tsy)
Progress

4. Insurability and Availability

Objective

Progress

Objective

Not relevant to your request

Not relevant to your request

Not relevant to your request

Not relevant to your request

Not relevant to your request

Not relevant to your request
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Accountability Due Date

Work stream General Operations: Formerly Repair Methodology and Costing: Rob / Angela
Milestone  ‐  Regulatory, consenting and other policy issues being addressed in a timely way On‐going

Current Issues
 ‐  Wash‐up: The revised wash‐up strawman, developed by insurers has been circulated for comment.  Some test cases are to be looked at.  

The current issue being completed is whether inflation costs will be incorporated in the wash‐up, the insurers want this be EQC is pushing 

back.
 ‐  IAG have confirmed their intention to treat all Port Hills  red zone propertie s with a “permanent” S124 as Total Losses.  They are working 

with Council to better understand the process and background to the individual decisions.  Southern Response are understood to be 

reviewing their position in both the red and green zones  and other insurers are likely to follow suit.
 ‐  A multi unit cross lease working group has been established to consider practical approach to repairs and rebuilds.   ICNZ have co tacted 

the Canterbury District Law Centre regarding community education to ensure that property owners are aware of the implicatio s  efo e 

they give any permissions in relation to their properties and claim settlement.  Updates from the working group will be rece ved from the 

General Ops Working Group meeting.
Next Steps  ‐  Continue to attend WG's and monitor and feed back on their progress Rob Kerr On‐going

Work stream Communications and Customer Service:  Michael /Julia / 

Angela
Milestones

Objective

Progress

 ‐  Tony Baldwin project:   The  nsu ance claim element of his project aims to identify high level claims map and outline current road blocks in 

the claims settlements process and provide recommendations.  Angela to summarise for Diane what Tony is currently doing and work out 

how this fits into the tota   rogramme work and where to from here

Tony Baldwin Mid November

CANTERBURY EARTHQUAKE INSURANCE‐RELATED WORKSTREAMS – CERA AND TREASURY 
As at 4 December 2012

Status Update

1. Claim settlement
Objective:  Insurance claims are settled in as efficient and effective a manner as possible in order to help progress the residential rebuild

Not relevant to your request
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Accountability Due DateStatus Update

Work stream Rebuild issues including land  Rob/ Angela

 ‐  Tony Baldwin project:   Land remediation: Tony is working EQC & insurers to understand Geotech facts, identifying po ts of d fference and 

evaluating resolution options. 

Tony Baldwin Mid November

The residential action plan was approved by the Minister and will be posted out to all participate. The first monthly monitoring report on 

action items is due this week

Rob On‐going

Next Steps

Work stream 5.    Claim settlement progress and outlook: Residential and Commercial Tim  / Rob
 ‐  Collect data to monitor claims progress and expected timescales for future settlements
 ‐  Identify emerging concerns
 ‐  Manage use of data in other CERA, Treasury or DBH work

Progress Issue:  Data is collected from a number of ICNZ members however that completions of t e r turns has not been consistent across 

participants.  Once aggregated this is distributed to the ICNZ members who made  he contributions
 ‐   Tim Wilson co‐ordinates the claim settlement metrics collection and reporting for i surers. Rob Kerr continues to collect of data from 

insurers PMO’s

 ‐  Following recent meetings by Tim Wilson with insurers he has had a commitmen  from them to supply good quality data. The quality of the 

data has improved: Southern Response and IAG are on board with the new framework and understand the information needs.   By w/e 7 

December an A3 summary of the claims information will be prepared for  eview.

Tim 7‐Dec‐12

Internally insurance data is also collected and incorporated into CERA economic models.  A meeting has been held to help streamline and 

efficiently co‐ordinate the collection of this data.  It was agreed  hat the questionaries' that are used to collect the data will be used by all 

parties who require insurance information and the qu stion ai e amended and refined to meet everyone's needs.

Tim      on‐going

Next Steps  ‐  Further work with PMO's and insurers to get quality,  ons stent and comparable data.

Objectives

Objectives

Progress

Not relevant to your request
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 Canterbury Earthquake Recovery Authority (CERA), Private Bag 4999, Christchurch 8140 

• Telephone 0800 7464 2372 • Website www.cera.govt.nz • Email: info@cera.govt.nz 

 
 
 
 
 
 

 

Date 10 December 2012 Priority MEDIUM 

Report No M/12-13/212 File Reference  

 
Action Sought 

  Deadline 

Hon Gerry Brownlee 
Minister for Canterbury 
Earthquake Recovery 
 

Read this report. 
 
Forward this paper to the Prime 
Minister, the Minister of Finance 
and the Associate Minister of 
Finance (Hon Steven Joyce). 

 
13 December 2012 

 
Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Diane Turner 
Deputy Chief Executive, 
Recovery Strategy, Planning 
and Policy 

03 354 2607  

Angela Mellish Senior Advisor, Policy 03 354 2610  

Mark Wright Advisor, Policy 03 354 2782  
 
Minister’s office comments 
 Noted 
 Seen 
 Approved 
 Needs change 
 Withdrawn 
 Not seen by Minister 
 Overtaken by events 
 Referred to 
 
 

  Comments 

 
 
 
 
 
  

To: Minister for Canterbury Earthquake 
Recovery 

IN CONFIDENCE 

Canterbury residential insurance claim settlements – update 
on progress 

s9(2)(a)
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Accountability Due Date

Work stream General Operations: Formerly Repair Methodology and Costing: Rob / Angela
Milestone  ‐  Regulatory, consenting and other policy issues being addressed in a timely way On‐going

Current Issues
 ‐  Wash‐up: The revised wash‐up strawman, developed by insurers has been circulated for comment.  Some test cases are to be looked at.  

The current issue being completed is whether inflation costs will be incorporated in the wash‐up, the insurers want this be EQC is pushing 

back.
 ‐  IAG have confirmed their intention to treat all Port Hills  red zone propertie s with a “permanent” S124 as Total Losses.  They are working 

with Council to better understand the process and background to the individual decisions.  Southern Response are understood to be 

reviewing their position in both the red and green zones  and other insurers are likely to follow suit.
 ‐  A multi unit cross lease working group has been established to consider practical approach to repairs and rebuilds.   ICNZ have contac ed 

the Canterbury District Law Centre regarding community education to ensure that property owners are aware of the implicat ns before 

they give any permissions in relation to their properties and claim settlement.  Updates from the working group will be received f om the 

General Ops Working Group meeting.  Mark Wright (CERA) Is also looking into the issues of the multi unit cross lease.

Next Steps  ‐  Continue to attend WG's and monitor and feed back on their progress Rob Kerr On‐going

Work stream Communications and Customer Service:  Michael /Julia / 

Angela
Milestones

Objective

Progress

 ‐  Tony Baldwin project:   The insurance cla m element of his project aims to identify high level claims map and outline current road blocks in 

the claims settlements process and provide recommendations.  Angela to summarise for Diane what Tony is currently doing and work out 

how this fits into the total pr gr mme work and where to from here

Tony Baldwin Mid November

CANTERBURY EARTHQUAKE INSURANCE‐RELATED WORKSTREAMS – CERA AND TREASURY 
As at 4 December 2012

Status Update

1. Claim settlement
Objective:  Insurance claims are settled in as efficient and effective a manner as possible in order to help progress the residential rebuild

[Should read "As at 12 December 2012"]

Not relevant to your request
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Accountability Due DateStatus Update

Work stream Rebuild issues including land  Rob/ Angela

 ‐  SR High Court Judgements ‐ this week the high court ruled in favour of SR on as "as new" basis i.e. that they may use a  eas nable 

substitute of materials where it does not affect the functionality.  The judgement is in the appeals phase but has not gone  o appeal yet.

 ‐ SR were also ruled in favour of replacement cost being the replacement costs off site rather than a notional on site replacement cost.

 ‐  Tony Baldwin project:   Land remediation: Tony is working EQC & insurers to understand Geotech facts, ide tifying points of difference and 

evaluating resolution options. 

Tony Baldwin Mid November

The residential action plan was approved by the Minister and will be posted out to all participate. T e fi st monthly monitoring report on 

action items is due this week

Rob On‐going

Next Steps

Work stream 5.    Claim settlement progress and outlook: Residential and Commercial Tim  / Rob
 ‐  Collect data to monitor claims progress and expected timescales for future settlements
 ‐  Identify emerging concerns
 ‐  Manage use of data in other CERA, Treasury or DBH work

Progress Issue:  Data is collected from a number of ICNZ members however that comp etions of the returns has not been consistent across 

participants.  Once aggregated this is distributed to the ICNZ member  who made the contributions
 ‐   Tim Wilson co‐ordinates the claim settlement metrics collection an  reporting for insurers. Rob Kerr continues to collect of data from 

insurers PMO’s

 ‐  Following recent meetings by Tim Wilson with insurers he has had a commitment from them to supply good quality data. The quality of the 

data has improved: Southern Response and IAG are o  bo rd w th the new framework and understand the information needs.   Tim is 

currently working on an A3 summary of the claims informatio .  The summary will be provided aggregated for all insurers and provided 

back to them as well as a comparison against their own data they submitted.    Some of the data provided for the larger participates such as 

SR is up to date to October 2012, other smaller  artic pates dates back to June 2012.  The question was raised as to when (if at all) CERA 

should use its powers to require the insurers to provide the data.     

   ACTION Tim: a goal of 31 March has been set as a date to review the participation rate and quality of data again and determine what 

further action, i.e. use of CERA powers will be taken.

Tim

Internally insurance data is also collected and incorporated into CERA economic models.  A meeting has been held to help streamline and 

efficiently co‐ordinate the collection of this data.  It was agreed that the questionaries' that are used to collect the data will be used by all 

parties who require insurance inf rmation and the questionnaire amended and refined to meet everyone's needs.

Tim      on‐going

Next Steps  ‐  Further work with PMO's and in urers to get quality, consistent and comparable data.

Objectives

Objectives

Progress

Not relevant to your request

s9(2)(h)
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Accountability Due DateStatus Update

Workstream Availability of insurance and reinsurance:  Lindy & Vinny (TSY)

Milestone

Progress

Next Steps
Workstream Risk data/story Lindy (TSY) & CCDU

Milestone

Progress

Next Steps
Workstream New Zealand / Crown risk management:  Lindy (Tsy)
Progress  
Workstream Insurance/banking sector linkages:        Vinny (Tsy)
Progress
Next Steps

Workstream EQC Legislative Review:       Bevan (Tsy)
Progress

4. Insurability and Availability

Objective

Objective

Not relevant to your request

Not relevant to your request

Not relevant to your request

Not relevant to your request

Not relevant to your request
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Extracts from Weekly updates to Minister [search terms “apportion”; “method”; or 
“insurance”] 

 

12 October 2011 

WORST AFFECTED SUBURBS       
Paragraph 12 

Earthquake Support Coordinator Service - There are currently 52 Earthquake Support 
Coordinators deployed from a range of organisations. At present this service is managing 
1631 open social support requests. Emerging trends have been identified as Insurance 
issues, the Crown offer to red zone residents, problems with EQC, providing support to 
older persons, people with English as a second language and availability of suitable 
accommodation. 

 

GREEN ZONE REBUILD PROGRAMME 
Paragraph 17 

We are preparing a briefing for you on the rebuild and repair programme. Relevant 
agencies are being consulted. The briefing will recommend that you agree to seek cabinet 
approval to initiate the rebuild of the rebuild and repair programme in order to:  

 publicly signal central Government support for a CERA-led programme and for 
Government’s preferred pace of rebuild and repair 

 approve a preferred method for sequencing and allocating priority to rebuilds and 
repairs, and agree who is best placed to manage the sequencing tool 

 agree that: (i) central Government s role in the rebuild and repair programme at this 
stage relates to signalling and facilitation; (ii) no new funding is required; (iii) joint 
Ministers will receive monthly reports on key success indicators; and (iv) early warning 
will be provided of any slippage in the programme, enabling Government to re-consider 
its level of intervention if appropriate. 

ECONOMIC RECOVERY 
Paragraph 35 

Insurance – Information related to domestic residential insurance claims compiled by the 
Insurance Council for Treasury in early September from their members indicated that there 
were 44,727 residential claims outstanding over the EQC cap, which represented 30% of 
all residential dwelling policies in Canterbury.  The number of rebuilds expected from these 
over cap claims is 9,314, which is 21% of all over cap claims, and 6.5% of all houses in 
Canterbury insured by ICNZ members.  The number of these rebuilds that have 
commenced is 45, which is 0.5%.  The key constraint that is preventing any significant 
progress on the rebuilds is the lack of contract works insurance cover.  It was indicated by 
the Insurance Council that “pre-earthquake reinsurance treaty terms limit the ability to 
provide high value contract risk cover.”  This may indicate a capacity issue which the sector 
had not anticipated, and needs further investigation. 
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27 January 2012 

INSURANCE  

Paragraphs 12-14 

Insurance Strategy - Priorities for 2012 are being worked through with Treasury, the 
Minister’s Office and others this week, for a briefing to you in the next couple of weeks.  Key 
issues include settlement delays from differences and disputes between EQC and insurers 
over event apportionment and assessment methodology.  Discussions with reinsurers, 
insurers and EQC will provide an understanding of reasons for delay and likely outcomes of 
work EQC and insurers are doing to develop protocols. 
 

Insurance Progress Initiatives - State Farm Insurance will be visiting CERA on Thursday 26 
January.  They have no insurance interests in New Zealand, but have lessons to share in 
claims management.  Aon Benfield are hosting the State Farm Insurance visit to New Zealand. 
 

Insurance Company Performance Key Performance Indicators (KPIs) - KPIs have been 
received from insurance companies to date and the others will be chased up this week. We 
will compile a summary of this data once further replies are received. 

WORST AFFECTED SUBURBS 

Paragraph 22 

Offer Expiry - We are conscious that the initial red zone offers of approximately 5,000 will 
begin expiring in May this year.  Originally the intention had been to ramp up communication 
on this to encourage uptake.  However, this may confuse parties given the subsequent 
expansions of the red zone.  In addition, it has become clear in the last two weeks that 
resolution of the quantification and apportionment issues between EQC and insurers needs 
to occur before some red zone res dents will get clarity on their insurance position and are 
able to make an informed choice on which Crown offer to accept.  EQC and insurers assure 
us resolution of these matters is their top priority but there is a varying level of confidence 
about whether and when resolution can be expected. 

 

24 February 2012 

INSURANCE 
Paragraphs 1-3 

Insurance Chief Executives are concerned that the major announcements in April/May 
(especially DBH foundation guidelines for TC3 and EQC land settlement) will require more 
focus on communications. This has been formalised into an expanded EQC/ insurer/ 
CERA communications group which will also work on integrated service delivery and the 
procurement by the industry and EQC of independent advice in relation to the insurance 
process (not just disputes, as is currently the case). This group will report to the weekly 
CERA/CEs meeting.   
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The industry and EQC are continuing to work together on issues delaying claims settlement, 
but appear to be leaning towards relying on the case-by-case reassessment of claims to agree 
on repair methodology and cost rather than seek an overall solution.  The time to settle all 
claims depends critically on this decision. The industry CEs are preparing a note to you on 
their perspective of progress.  We will provide you with our interpretation including a 
consideration of options to hasten settlement.   

Swiss Re claims management visited last week.  They were impressed with the progress 
made in the CBD. They again urged speed and pragmatic approaches to settling residentia  
claims, as they are concerned at the escalating claims handling expenses from repeated 
reassessments because of the divide between EQC and insurers. 

 

Paragraph 10-11 

Insurance Work Programme - We await your agreement on insurance work priorities for 
2012, in particular on the proposal that CERA take a more active role in resolving barriers to 
claims settlement if EQC and the insurers do not make sufficient progress and in monitoring 
EQC's decisions on land remediation.   Further intelligence from the market continues to 
confirm differences in EQC/insurer assessment and casts furthe  doubt on the viability of an 
actuarial method to apportion claim amounts to events. We are working to understand 
what expectations are for the pace of claim settlement. 

Insurance Monitoring and Engagement - We continue our monitoring role jointly with 
Treasury to keep track of claims settlements and to smooth transition to the post-earthquake 
insurance environment.  We continue to engage frequently with insurers and EQC in a number 
of forums and ad hoc meetings.  We met this week with a broker from the London Market 
who had previously run Benfield's New Zealand office and was involved with placing 
EQC's reinsurance cover. His view confirmed our understanding that reinsurance capacity is 
available, and not in danger of being withdrawn, but that pricing will be difficult. 
 
WORST AFFECTED SUBURBS 
Paragraph 18 
 
We are noting increasing frustration from residents regarding EQC delays in payouts and the 
flow on affect this is having on insurance claims, as follows: 
 

 An increasing number of enquiries are being received from Green Zone TC3 residents 
who have been advised by the EQC that all land payouts are on hold until CERA 
completes land assessments.  
 

 Enquiries have also starting to be received from Green Zone TC2 residents who are 
being advised by the EQC that repairs can not be started until CERA completes land 
assessments. 
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3 May 2012 

CORPORATE AND PROJECTS 
Paragraphs 33-39 

Insurance - We continue to support the CERA/insurance CEs’ weekly meetings on residential 
rebuild.   
 

o Progress is being made on claims data to size the numbers of insurer-managed 
repairs/rebuild at different stages of the claims process, but data differences between 
insurers mean an overall view is not straightforward.   

 
o The insurers appear to have embraced the idea of publishing industry statistics on 

how numbers of repairs/rebuilds are progressing compared to the expected total, 
but the details of what this will look like have yet to be worked through.  

 
o The potential number of claims in dispute with EQC over costing remains a concern, 

but smaller insurers report that the joint resolution process with EQC works 
satisfactorily.  

 
o Insurers are expressing concerns about the cash settlement by EQC of land claims, 

as in some cases failure to make appropriate land remediation could put at risk a 
safe and insurable dwelling repair or rebuild. We expect you to receive a request 
from the insurers for EQC to reconsider its universal cash settlement approach for 
land.   

 
The Australian arm of Arch Insurance, a Lloyds syndicate for commercial property business 
already on risk in Christchurch, are visiting this week and are reporting requests for more 
cover.  We have also met with insurers associated with Lockton brokers who plan to open a 
Christchurch office in late May, in conjunction with Wayne Tobeck of Morath who are 
promoting innovative foundations and rebuild options.  

 
Regulatory and Consenting Working Party - The Canterbury Geotechnical Database is now 
live. EQC have contributed a significant quantity of data to the system which will form the basis 
for a powerful resource during the rebuild and beyond.  
 
The insurers are receiving advice on the opportunity of joint geotechnical drilling program. This 
advice is likely to include CERA taking an active role in the management of the program, an 
idea EQC is already advocating. We will be preparing advice to you on any proposal that 
comes from the insurers and EQC in mid-May.  
 
 
17 May 2012 
 
INSURANCE  
Paragraphs 3-5 
 
Following your meeting with insurers, ICNZ are encouraging the industry to share more data 
on repair/rebuild progress and have a process in place to try to bring this together.  

 
New ideas for the method of apportionment have been raised, suggesting that some insurers 
are considering a settlement for their own portfolio rather than participating in an industry-wide 
response.  However, work still continues on an industry-wide approach and we are not aware 
of any decisions to follow another path. 
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We have received, and are assessing, the proposal from insurers for a joint drilling programme 
in TC3, managed by CERA, which will also incorporate EQC drilling requirements. There are 
two main papers being prepared for your consideration on this topic:   

 Coordinated Geotechnical Drilling in TC3 – Insurers’ commitment to joining the 
programme is still unknown, but ICNZ has indicated that they expect to provide this in 
2 weeks. CERA will provide initial advice to you on the proposal by 25 May.  

 EQC land settlement issues – A set of scenarios are being developed in consultation 
with Treasury and EQC to illustrate potential claims settlement outcomes given EQC’s 
proposed cash settlement of land claims.  We would like to discuss these with you by 
25 May. 

 
 
8 June 2012 
 
STRATEGY, PLANNING AND POLICY 
Paragraphs 14-15 
 
Collaborative Geotechnical Programme - We have provided advice to you on the Insurance 
Council proposal for a collaborative geotechnical drilling programme in TC3 properties.  The 
working group to develop this further will have its first meeting on Tuesday 12 June.  We will 
attend, and will continue to keep you updated on progress with this. 

 
EQC Settlement of Land Claims - We were previously to have provided you with advice on 
the implications of EQC’s policy to cash settle a number of its land claims.    We are now 
aware of a letter from lawyers for the Insurance Council to EQC's lawyers which relates to this 
issue (you have received a copy of this letter). We understand Treasury and EQC will be 
advising you on their proposed response to that letter. Once those legal issues are clarified, 
there may still be an issue for some property owners whose dwelling repairs are impeded in 
some way because they did not, or could not, remediate their land.  We are developing some 
policy solutions.  Once we know how many properties are likely to be affected, we will advise 
on the appropriate range of potential solutions.  We are expecting informal advice from EQC 
within the next few days on the size of the potential problem. 
 
COMMUNITY WELLBEING 
 
RESIDENTIAL RED ZONE 
Paragraph 30 
 

Outstanding Insurance offers for Residential Red Zone property Owners - It is 
complex to determine the exact number of Individual Residential Property Owners yet to 
receive an offer from their insurance company.  Where possible, we request the insurer to 
provide information by tranche.  These numbers do not take into account the cases where 
an offer has been made, but is in dispute.  We are beginning to work with insurers to 
monitor the number of red zone homeowners yet to receive an offer from their insurance 
companies and whose offers are due to expire in the first tranche. We will continue to 
update you on this as work progresses. 
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12 July 2012 
 
PRIORITIES 
 
INSURANCE 
Paragraph 7 
 
EQC land settlement - You were briefed on 26 June on the outcome of EQC’s 13 June board 
decisions on its land settlement approach.  Both CERA and the insurers have now had a high 
level briefing on this.  We are working with EQC to understand the size of any presenting 
policy issues which will inform our policy advice to you as more information becomes ava lable. 
We have now also received a copy of the draft EQC/Tonkin & Taylor Stage 3 land report  
 
EXPIRATION OF RED ZONE OFFERS FOR CERTAIN AREAS IN AUGUST AND 
SEPTEMBER 2012 
Paragraph 16 
 
Of the 69 contacted so far 43 stated that they are progressing with their sale and purchase 
agreements.  10 of the individual residential property owner’s contacted have indicated that 
they are experiencing delays with EQC or their insurance companies which are preventing 
them from being able to make an informed decision regarding their settlement option.  These 
cases have been escalated back to the relevant insurance companies via the agreed 
processes.  Outbound calling will continue over the coming weeks. 
 
19 July 2012 
 
INSURANCE 
Paragraph 12 
 
Repair methodology and apportionment working groups - Two insurers and EQC are 
working to agree the decision about who will manage a claim earlier in the claim dispute 
resolution process which will give customers certainty on claim process earlier and potentially 
reduce the time for the parties to agree on works scope. [Repair methodology meeting minutes 
have this just as Vero and Lumley].  The process of agreeing bulk apportionment of over-cap 
damage between events is still some months away, although EQC appears to have made 
progress with manual apportionment. 
 
9 August 2012 
 
INSURANCE 
Paragraphs 10-12 
Insurer/EQC co-ordination - The regular insurance/EQC CEs meeting last week agreed 
some changes to the regular coordination meetings.  The CEs will meet fortnightly via 
teleconference, and insurer EQC GMs will meet weekly.  There is an open question as to 
whether the new GM meeting will take over the role of the Regulatory and Consenting Working 
Group which CEs wanted disbanded. 

 
Claims settlement mapping - Treasury and CERA are developing a tool to help us track 
progress with claims settlement. This will help identify the size and scale of constraints to 
claims settlement. 

 
Insurance support for homeowners - We are aware that the Insurance Council is 
considering a proposal for a triage service for Canterbury residents who are facing insurance 
issues.  We have received a proposal from Canterbury Community Law for funding for an 
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advisory service.   We are also meeting with Simon Mortlock of Mortlock McCormack Law to 
discuss the ‘framework’ he is proposing to provide support to residents. We will look to provide 
you with further advice on this by the 16 August 2012. 
 
COMMUNITY WELLBEING 
 
RESIDENTIAL RED ZONE 
Paragraphs 28 and 33 
There are currently 102 individual residential property owner’s whose Crown offers are due 
to expire 19 August. 53% have indicated that they will be progressing to signing a sale and 
purchase agreement.  Approximately 30% have indicated that they are having issues with 
their insurance company, EQC or a combination of both.  These cases have been escalated 
back to the insurer or EQC. Specific cases have been escalated with insurance companies, 
and to reiterate the message that the expiry of offers is pending and that a resolution with 
the insurer is vital to the settlement process. Early indications from the insurance companies 
are that resolutions can be reached in these cases within the week.  The situation is being 
monitored to review the progress of these cases.  

Relocations - Relocating houses from the RRZ remains frustrated due to the EQC and 
insurance apportionment delays.  Mounting holding costs and the reduction in salvage and 
demolition value is of considerable concern. 
 

7 September 2012 
 

COMMUNITY WELLBEING 
 
RESIDENTIAL RED ZONE 
Paragraph 23 

Relocations - Insurance and EQC reconciliation and apportionment continues to impede 
progress.  Opportunistic crime, squatting, mounting holding costs and the reduction in salvage 
and demolition value is of significant concern 
 

COMMUNICATIONS 
Paragraph 41 

Home Owners Take Insurers to Court - CERA is likely to be asked for comment on 
residential property owners taking legal action over insurance delays and claim issues. 

 

14 September 2012 

COMMUNITY WELLBEING  
Paragraph 42 

Insurance Support for Residents - The first of two meetings has been held with insurers, 
EQC, Community Law, the Law Society and CanCERN to agree on what the actual need is 
for support for residents.  A report has been prepared outlining the findings of this meeting.  
A further meeting is scheduled for the 13 September to explore the different options and 
solutions available.  Officials will provide further advice to you once the outcomes of that 
meeting are finalised. 
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RESIDENTIAL RED ZONE 
Paragraph 64 

Relocations - The first Option 1 residential red zone property, suitable for relocation has had 
its apportionment issues resolved.  It is anticipated that this may lead to a gradual release of 
similar properties.  
 

12 October 2012 

POLICY MATTERS 
Paragraph 1 
 
Insurance Advisory service - Progress continues with the advisory service, to which 
insurers seem committed.  They have agreed to produce a detailed flow chart of steps and 
decisions required to settle a claim. This will help identify where the advisory service needs 
to focus, and will be a tool that the service can use in clarifying which problems particular 
homeowners are facing.  The next step from CERA’s point of view is to work on governance 
and funding.  We consider this should be largely funded by insurers/EQC, as the service 
aims to benefit their clients.   
 

RESIDENTIAL RED ZONE 
Paragraph 2  
 
Relocations - There has been some progress with relocations scoping but the EQC/insurance 
apportionment hurdle still needs to be unlocked.  
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