
   

The Treasury 
Material Provided to the Public Inquiry into EQC Information Release 

August 2021 

This document has been proactively released by the Treasury on the Treasury website at  

https://treasury.govt.nz/publications/information-release/public-inquiry-eqc 
 
Information Withheld 

Some parts of this information release would not be appropriate to release and, if requested, would be 
withheld under the Official Information Act 1982 (the Act). 

Where this is the case, the relevant sections of the Act that would apply have been identified.   

Where information has been withheld, no public interest has been identified that would outweigh the reasons 
for withholding it. 

Key to sections of the Act under which information has been withheld: 

[23] 9(2)(a) - to protect the privacy of natural persons, including deceased people 

[25] 9(2)(b)(ii) - to protect the commercial position of the person who supplied the information or who is 
the subject of the information 

[26] 9(2)(ba)(i) - to protect information which is subject to an obligation of confidence or which any person 
has been or could be compelled to provide under the authority of any enactment, where the making 
available of the information would be likely to prejudice the supply of similar information, or 
information from the same source, and it is in the public interest that such information should continue 
to be supplied 

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

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

[34] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and frank expression of 
opinions 

[35] 9(2)(g)(ii) - to maintain the effective conduct of public affairs through protecting ministers, members of 
government organisations, officers and employees from improper pressure or harassment; 

[36] 9(2)(h) - to maintain legal professional privilege 

[37] 9(2)(i) - to enable the Crown to carry out commercial activities without disadvantage or prejudice 

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

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

Where information has been withheld, a numbered reference to the applicable section of the Act has been 
made, as listed above. For example, a [23] appearing where information has been withheld in a release 
document refers to section 9(2)(a). 

Copyright and Licensing 

Cabinet material and advice to Ministers from the Treasury and other public service departments are © Crown 
copyright but are licensed for re-use under Creative Commons Attribution 4.0 International (CC BY 4.0) 
[https://creativecommons.org/licenses/by/4.0/]. 

For material created by other parties, copyright is held by them and they must be consulted on the licensing 
terms that they apply to their material. 



  

Treasury:1807762v1 

Treasury Report:  EQC - Capital Structure Questions 

Date: 14 May 2010 Report No: T2010/840 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Indicate the desired level of capital 
to be reallocated from the National 
Disaster Fund 

Friday 21 May 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Andrew Blazey Manager, Sector Monitoring   

Juston Anderson Senior Analyst, Sector Monitoring  
 

Minister of Finance’s Office Actions (if required) 

None. 
 
 
Enclosure: Yes – letter from the EQC Chair 

Letter from Michael Wintringham 10 May 2010 - NDF capital structure (Treasury:1819851v1) 

 

 

[39]

[39]

[23]

[23]



T2010/840 : EQC - Capital Structure Questions Page 2 
 

14 May 2010  

Treasury Report: EQC - Capital Structure Questions 
 
1. After meeting with the Chair and Chief Executive of the Earth Quake Commission on 

31 March, you decided that: 
 

• the Crown should specify its risk preference for the National Disaster Fund (NDF) 
as the chance of the Crown being required to make a payment under section 16 
of the Earthquake Commission Act in any one year; and 
 

• the Crown’s risk preference for the NDF should be a 1 in 500 chance of the 
Crown being required to make a payment under section 16 of the Earthquake 
Commission Act in any one year (T2010/496 refers). 

 
2. You also directed Treasury to prepare a Cabinet paper for your signature on the 

Crown’s risk preference and new NDF capital structure. 
 
3. The choice of a 1 in 500 Crown risk preference means that the NDF can be smaller 

than its current level: approximately $6.35 billion rather than the current $8.36 billion 
(both figures including reinsurance).  This means that there is the potential to redeploy 
capital from the NDF to other uses within the Crown.  Any capital reallocated to the 
Crown from the NDF could be used to reduce Crown debt, increase the Crown’s capital 
spending allowance, or some combination of both of these. 

 
4. We need a decision from you on how much capital should be redeployed from the 

NDF, and also on what level of investment the NDF should have in New Zealand 
Government bonds.  You will recall that the EQC argued the NDF should ideally not 
have any investment on New Zealand Government bonds.  We agree in principle with 
the EQC’s position, but note there are practical and timing issues to consider. 

 
5. We suggest you indicate a preference for the amount of capital to be reallocated to the 

Crown from the NDF during 2010/11, up to the maximum possible of $800 million. 
From 2011/12 onwards, we suggest that the NDF progressively move out of investment 
in NZ Government bonds and into marketable investments.  Once the NDF no longer 
held NZ Government bonds it could begin paying an annual dividend to the Crown. 

 
Discussion 

6. At the discussion with the EQC Chair and Chief Executive, they placed significant 
weight on the NDF being invested in “real” assets. By “real” assets the EQC means 
assets that are external to the Crown, i.e. not the non-tradable NZ Government bonds 
that currently make up a significant portion of the NDF. 

 
7. These New Zealand Government bonds are “real” assets in the sense that the EQC 

can call on them, and if it does, the Crown will provide the EQC with cash.  However: 
 

• the Government bonds are promises from one part of the Crown (DMO) to 
another (EQC).  This means that while EQC has an asset, DMO has an offsetting 
liability. So from a whole of Crown perspective, the bonds are eliminated from the 
Crown’s accounts; 
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• if and when EQC calls on the bonds, the core Crown would have to borrow to 
give the EQC cash.  This has the same effect as the NDF requesting a payment 
under section 16 of the Earthquake Commission Act.  Therefore, EQC make the 
argument that the NDF holding any New Zealand Government bonds effectively 
increases the Crown’s risk level above the Crown’s stated risk preference. 

 
8. On the other hand, replacing all of the NDF’s Government bonds with assets external 

to the Crown would require the Crown to borrow around an extra $2.4 billion (given a 
Crown risk preference of 1 in 500). 

 
9. The NDF has held NZ Government bonds since its existence.  This has been a 

pragmatic decision by previous Governments, balancing the need for an appropriately 
sized NDF with the Crown’s other demands for capital.  We note that given the NDF’s 
current structure, the chance of the Crown having to provide cash to the EQC in any 
one year is approximately 1 in 320. 

 
10. When we commenced the work of looking at the NDF’s capital structure, we did not 

have in mind replacing the NDF’s Government bonds with external assets – this is a 
significant change, as a result of input from the EQC and the EQC Board’s preference. 

 
11. The tradeoff for you to consider is: 
 

a) the potential for redeploying capital from the NDF to other uses; versus 
 

b) the extent to which the Crown’s risk preference of 1 in 500 reflects the chance of 
the Crown having to provide cash to the EQC (either through guarantee 
payments or through having to borrow to redeem the NDF’s Government bonds). 

 
12. At the extremes, if (a) is the preference, then the NDF should retain some of its  

New Zealand Government bonds, and up to around $800 million capital would be 
available from the NDF for other uses by the Crown.  If (b) is the preference then all of 
the NDF’s New Zealand Government bonds should be replaced with marketable 
investments, preferably over time rather than all at once. 

 
13. The table below shows some scenarios for capital structures for the NDF, given a 

Crown risk preference of 1 in 500, and given a fixed level of reinsurance: 
 

Current Crown risk preference: 1 in 500 
 NDF A B C 
NDF consists of ($billion):     

NZ Government bonds 3.78 3.25 2.42 - 
Reinsurance 2.50 1.85 1.85 1.85 
Marketable investments 1.77 1.00 1.83 4.25 
Cash 0.31 0.25 0.25 0.25 

     
Total NDF (including reinsurance) 8.36 6.35 6.35 6.35 
 
Capital reallocated to the Crown 

 
n/a 

 
0.83 

 
- 

 
(2.42) 

     
“True” Crown risk1 1 in 320 1 in 190 1 in 250 1 in 

500 
 
14. The annex to this report explains in more detail the transactions involved in the 

scenarios above, and in particular how the “capital reallocated to the Crown” figure is 
calculated. 

                                                
1  The “true” Crown risk is the risk of providing cash to the NDF, either through the Government guarantee or through 

borrowing to redeem the NDF’s NZ government bonds.  
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15. Scenario A above maximises the capital reallocated to the Crown from the NDF.  The 

tradeoff is that the NDF has over $3 billion of NZ Government bonds, and therefore the 
true risk to the Crown of having to provide cash to the EQC is actually around 1 in 190. 

 
16. Scenario C eliminates all of the NDF’s NZ Government bonds, meaning a “true” 1 in 

500 risk, but at the cost of $2.42 billion of additional Crown capital being required. 
 
17. Any point between the two extremes is possible – scenario B has the NDF retaining all 

of its current marketable investments, and as a result there is no capital reallocated to 
the Crown.  The reduction in the size of the NDF from its current level is effected by a 
series of fiscally neutral transactions (as detailed in the annex). 

 
18. Over time, in years when there are no major natural disasters, the NDF should 

generate positive cashflows, which can either increase the size of the NDF (small 
increases in NDF size will be required each year to recognise increases in the 
expected cost of claims), be reallocated to the Crown, or used to transition the NDF out 
of NZ Government bonds and into marketable assets.  If you agree, we will work with 
the EQC on a possible timetable to move to scenario C and report back to you. 
Therefore scenario B above could be an interim structure while over time the NDF 
moved towards scenario C. 

 
Reinsurance 

19. The scenarios above all assume the NDF’s reinsurance is $1.85 billion, with a  
$1.1 billion excess.  The size of the reinsurance and the excess has been set so the 
premium paid by EQC is approximately $40 million, roughly equivalent to current 
reinsurance premium levels. 

 
20. Reinsurance is an alternative to holding Crown capital in the NDF.  So in theory, it 

would be possible to purchase more reinsurance, and therefore reallocate more capital 
to the Crown.  The two constraints are: 

 
• reinsurance premiums cannot exceed the income available to the NDF, otherwise 

the NDF would shrink and the Crown’s risk preference would not be met; and 
 

• the NDF needs to hold at least enough marketable assets to cover the excess on 
the reinsurance, plus a small margin, otherwise in the event of a major natural 
disaster, the Crown would need to provide cash to the NDF before the 
reinsurance started to pay out, so the Crown’s risk preference would not be met. 

 
21. Within these constraints it would be possible to adjust the reinsurance purchased and 

the excess to come up with an “optimal” mix of reinsurance and capital in the NDF. 
However, this is a complex exercise that requires considerable analysis.  It is also 
complicated by the fact that reinsurance is purchased in a global market and so 
premiums will change over time – this would change the “optimal” mix.  If premiums go 
up this could result in the NDF purchasing less reinsurance and so the Crown needing 
to invest more capital in the NDF (i.e. borrow more) to maintain the desired risk 
preference. 

 
22. We can work with EQC to investigate the issue of the optimal level of reinsurance, but 

we probably can’t come up with a conclusion in time to implement the new NDF capital 
structure by 1 July. 
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Comment 

23. We suggest you take a pragmatic approach when considering the NDF’s capital 
structure.  We agree with the EQC that in the long term, it would be preferable for the 
NDF to exit from its investment in NZ Government bonds.  But in the short term, the 
Crown does not want to borrow an extra $2.4 billion of capital to invest in the NDF, and 
has many demands for capital spending elsewhere that are difficult to meet within the 
current capital allowance. 

 
24. We suggest you indicate a preference for the amount of capital to be reallocated to the 

Crown from the NDF.  The NDF would transition to this new capital structure during 
2010/11.  From that point on, the NDF would move out of NZ Government bonds and 
into marketable investments.  Once the NDF no longer held NZ Government bonds it 
could begin paying an annual dividend to the Crown. 

 
25. This would mean an immediate capital reallocated to the Crown in 2010/11, but then no 

ongoing dividends from the NDF for a number of years until it had replaced all of its  
NZ Government bonds with marketable investments.  Obviously, the larger the amount 
of capital redeployed from the NDF now, the longer it will take before the NDF can 
begin paying a dividend.  

 
26. We note that the NDF has not paid a dividend to the Crown for a number of years 

(because it was building towards the fund size required for the EQC Board’s risk 
preference of 1 in 1,000) and the current fiscal forecasts do not assume any dividends. 

 
27. You may wish to discuss with officials the amount of capital to be reallocated to the 

Crown from the NDF, and the implications of this, before making a decision. 
 

Consultation 

28. EQC has been consulted on the contents of this paper.  Michael Wintringham has now 
written to you with the EQC Board’s comments on the proposals in this paper. 

Recommended Action 

We recommend that you: 
 
a note that for a Crown risk preference of a 1 in 500 chance of the Crown being required 

to make a payment under section 16 of the Earthquake Commission Act in any one 
year, the NDF’s capital structure could be anywhere between scenarios A and C in the 
table below: 

 
Current Crown risk preference: 1 in 500 

 NDF A B C 
NDF consists of ($billion):     

NZ Government bonds 3.78 3.25 2.42 - 
Reinsurance 2.50 1.85 1.85 1.85 
Marketable investments 1.77 1.00 1.83 4.25 
Cash 0.31 0.25 0.25 0.25 

     
Total NDF (including reinsurance) 8.36 6.35 6.35 6.35 
 
Capital reallocated to the Crown 

 
n/a 

 
0.83 

 
- 

 
(2.42) 

     
“True” Crown risk 1 in 320 1 in 190 1 in 250 1 in 500 
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b note that for any given Crown risk preference, the size of the NDF will need to slowly 
increase over time, as the average expected cost of claims increases, and that the 
NDF will need to be structured to allow this growth without the need for ongoing Crown 
capital contributions; 

 
c note that under the current NDF structure, there is currently a 1 in 320 chance of the 

Crown being required to provide cash to EQC, either through the redemption of  
NZ Government Bonds or through a payment under the Crown guarantee; 

 
d agree that in view of (c) above, over time the NDF should move out of NZ Government 

bonds and into marketable investments (i.e. towards scenario C); 
 
 Agree/ not agree. 
 
e note that the larger the amount of capital reallocated to the Crown from the NDF, the 

longer it would take to move out of NZ Government bonds and into marketable 
investments; 

 
f indicate whether you would like to discuss with officials the desired level of capital to 

be reallocated to the Crown from the NDF, and the implications of this, before making a 
decision; 

 
 Yes / no. 
 
g indicate the desired level of capital to be reallocated to the Crown from the NDF (we 

assume you do not wish the Crown to borrow, at this point, to replace the NDF’s 
current NZ Government bonds); 

 

Capital to be reallocated to the Crown:  

 
h note that any capital reallocated from the NDF could be used to reduce Crown debt, 

increase the Crown’s capital spending allowance, or some combination of both of 
these; and 

 
i note that once you have agreed on the capital to be reallocated from the NDF, and on 

a move over time from NZ Government bonds into marketable investments, we will 
work with the EQC to prepare a Cabinet paper for your signature on the Crown’s risk 
preference and new NDF capital structure, including the timing for the NDF to move out 
of NZ Government bonds, ensuring the sustainability of the NDF over time, and the 
identification and management of any transition issues. 

 
 
 
 
 
 
Andrew Blazey 
Manager, Sector Monitoring 
for Secretary to the Treasury 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Annex 
 
1. The table in paragraph 12 showed some possible scenarios for the capital structure of 

the NDF.  In all three scenarios, the NDF reduces in size from $8.36 billion including 
reinsurance to $6.35 billion, which is consistent with the Crown’s risk preference of 1 in 
500.  However, the transactions involved in each scenario and the impact on the Crown 
are different. 

 
Scenario A 

Current NDF Scenario A Change 
NDF consists of ($billion):    

NZ Government bonds 3.78 3.25 (0.53) 
Reinsurance 2.50 1.85 (0.65) 
Marketable investments 1.77 1.00 (0.77) 
Cash 0.31 0.25 (0.06) 

    
Total NDF (including reinsurance) 8.36 6.35 (2.01) 

 
2. Moving from the current NDF to scenario A would be done by: 
 
• the Crown giving the NDF $0.53 billion of cash in return for the NDF redeeming some 

of its holdings of NZ Government bonds; 
 

• the NDF selling $0.77 billion of marketable investments; and 
 
• this would leave the NDF with $1.61 billion of cash ($0.31 billion current cash holdings 

plus $0.53 billion from the NZ government bonds and $0.77 billion from the sale of 
marketable investments), when it only requires $0.25 billion.  Therefore, the NDF would 
pay a dividend to the Crown of $1.36 billion (which more than offsets the cash provided 
by the Crown in return for redeeming the NZ Government bonds). 

 
3. The net impact would be the reallocation of $0.83 billion of cash to the Crown (the 

$1.36 billion dividend from the NDF, less the $0.53 billion cash given to the NDF to 
redeem some of its NZ Government bonds).  This is shown in the table below: 

 
Cash impact, $b Crown NDF 
NDF redeems NZ Government bonds -0.53 +0.53 
NDF sells marketable investments - +0.77 
NDF pays dividend to the Crown +1.36 -1.36 
Net cash impact 0.83 -0.062

 
4. This is the maximum amount of cash that can be reallocated to the Crown for a  

1 in 500 Crown risk preference, because the NDF needs sufficient marketable 
investments and cash to cover the $1.1 billion excess on its reinsurance, plus a small 
margin.  

                                                
2  The NDF’s cash holdings go down by $0.06 billion because the NDF currently has $0.31 billion of cash when it only 

needs $0.25 billion under the new capital structure. 
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Scenario B 

Current NDF Scenario B Change 
NDF consists of ($billion):    

NZ Government bonds 3.78 2.42 (1.36) 
Reinsurance 2.50 1.85 (0.65) 
Marketable investments 1.77 1.83 0.06 
Cash 0.31 0.25 (0.06) 

    
Total NDF (including reinsurance) 8.36 6.35 (2.01) 

 
5. Moving to Scenario B would be done in the same way as above, except: 
 
• the NDF would redeem a larger amount of NZ Government bonds, so the Crown would 

give more cash to the NDF; 
 
• the NDF would purchase a small amount of marketable investments, funded by the 

NDF reducing its cash balance; and 
 
• the dividend the NDF would pay ($1.36 billion) is the same as in scenario A, but here it 

would be equal to the amount of NZ Government bonds redeemed, so there would be 
no net cash impact on the Crown. 

 
Cash impact, $b Crown NDF 
NDF redeems NZ Government bonds -1.36 +1.36 
NDF buys marketable investments - -0.06 
NDF pays dividend to the Crown +1.36 -1.36 
Net cash impact - -0.06 

 
Scenario C 

Current NDF Scenario C Change 
NDF consists of ($billion):    

NZ Government bonds 3.78 - (3.78) 
Reinsurance 2.50 1.85 (0.65) 
Marketable investments 1.77 4.25 2.48 
Cash 0.31 0.25 0.06 

    
Total NDF (including 
reinsurance) 

8.36 6.35 (2.01) 

 
6. Moving from the current NDF to scenario C would be done by: 
 
• the Crown giving the NDF $3.78 billion of cash to redeem all of its holdings of  

NZ Government bonds; 
 
• the NDF purchasing $2.48 billion of marketable investments (funded from the cash 

received from the Crown); and 
 
• this would leave the NDF with $1.61 billion of cash when it only requires $0.25 billion, 

so the NDF would pay a dividend to the Crown of $1.36 billion; 
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7. The net impact would be the Crown having to borrow an extra $2.42 billion. 
 

Cash impact, $b Crown NDF 
NDF redeems NZ Government bonds -3.78 +3.78 
NDF buys marketable investments - -2.48 
NDF pays dividend to the Crown +1.36 -1.36 
Net cash impact -2.42 -0.06 

 
8. As discussed above, scenario C is a possible end-point for the NDF which could be 

reached over a number of years.  In this case the move to scenario C would be funded 
by some combination of: 

 
• investment returns from the NDF: the Crown would redeem some of the NDF’s 

Government bonds, and the NDF would pay a dividend from investment returns to 
avoid the need for the Crown to borrow more, and to keep the NDF at its target size; 
and 
 

• the Crown redeeming the NDF’s NZ Government bonds, i.e. giving cash to the NDF, 
which would be funded by increased Crown borrowing. 
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