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Treasury Report:  Earthquake Commission (EQC) - Ministerial Direction on 
Investment 

Date: 8 September 2011 Report No: T2011/2006 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Sign the attached letter to Michael 
Wintringham, Chair of EQC 

Thursday 8 September 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Graduate Analyst   

Alan Vandermolen Senior Analyst    
 

Minister of Finance’s Office Actions (if required) 

Send the letter once signed by courier to EQC’s head office. Furthermore, 

 
 
 
 
Enclosure: Yes(attached) 
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[23]
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8 September 2011  

Treasury Report: Earthquake Commission (EQC) - Ministerial 
Direction on Investment 

Executive Summary 

EQC’s current direction on investment is set to run out and you need to replace it 
 
The Chair of EQC, Michael Wintringham, has written to you requesting that you reissue the 
direction you issued to EQC on the 15 September 2010 (which runs out on 14 September 
2011). Your previous direction was necessary in allowing EQC to hold enough liquid 
investments to efficiently pay out its Canterbury earthquake claims following the September 
event. Specifically, it allowed EQC to hold a greater amount, and variety of, New Zealand 
bank securities than what it is, by default1, allowed.  
 
The further earthquakes of February and June have meant that EQC needs to hold a greater 
amount of bank securities for a longer time period than required following the September 
event.  Therefore, the direction that expires on 14 September will need to be reissued.  It is 
also clear that extending for it 1 year will not be long enough.   
 
We advise that you reissue this direction for 3 more years. This should give EQC adequate 
time to settle the majority of its claims, before returning to normal investment settings (in 
reality we anticipate this direction will be overtaken by wider review of the EQC before it 
expires).          
 
Annex 1 explores in more detail exactly what EQC’s default investment settings are, why 
they pose a problem given the Canterbury earthquakes, what changes your September 2010 
direction made, and what changes the direction in this report will continue to make.   
 
Process for giving EQC a new direction  
 
Section 12 of the Earthquake Commission Act 1993 gives you, as responsible Minister, the 
power to issue a direction to EQC regarding the investment of the Natural Disaster Fund. 
 
You must consult with EQC before giving a direction, and as soon as practicable after giving 
the direction, you must publish it in the Gazette and present a copy of it to the House of 
Representatives. 
 
Attached is a draft direction to EQC for your consideration, and for formal consultation with 
the EQC. Note that it is unchanged from the 2010 direction except for the dates. We have 
already informally consulted with EQC management who are comfortable with the proposed 
direction. 
 
We will provide you with a copy of the final direction for your signature after you have 
received EQC’s formal feedback. 
 

                                                
1 The current default settings of the EQC’s investment holdings are based on a direction issued by a 
previous Minister of Finance in 2001.  
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Recommended Action 

We recommend that you sign the attached letter to Michael Wintringham, Chair of EQC, 
consulting him on the proposed changes to the Ministerial direction on investment of the 
National Disaster Fund.  
 
Agree/disagree. 
 
 
 
 
 
Alan Vandermolen  
Senior Analyst, Sector Performance and Balance Sheet, COMU 
 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Treasury Report: Earthquake Commission (EQC) - Ministerial 
Direction on Investment 

Annex. 1 

The default Direction on investment is too rigid for EQC’s current operating needs 

1. The default direction on the investment of the National Disaster Fund (NDF) was 
issued by the previous Minister of Finance in 2001. The relevant but currently 
undesirable provisions of the direction state that: 

 
2. The Earthquake Commission (the Commission) shall invest the Natural Disaster 

Fund (the Fund) in:  
 

1. NZ Government securities comprising Treasury bills and/or Government 
stock and/or Inflation-Indexed Bonds tradeable only through the NZ Debt 
Management Office;  

2. global equities; and  
3. New Zealand bank bills. 

 
9. The Commission must consult with the Minister if it intends to modify the portfolio 

composition from the following:  
 

1. NZ Government securities;  
2. up to a maximum of 35% of the market value of the Fund in global equities; 

and  
3. up to a maximum of $250 million of New Zealand bank bills. 
 

11. In the event of a major natural disaster likely to involve claims on the Commission 
in excess of $250 million the Commission must consult with the Minister before 
liquidating any part of the investment portfolio of the Fund apart from the holdings 
of New Zealand bank bills. 

 
2. EQC will need to make payments to claimants who suffered damage in the Canterbury 

earthquakes; the likely magnitude will be around $7 billion. In order to make these 
payments the EQC will liquidate most of its holdings in global equities and Government 
stock.   

 
3. Liquidating some of the global equities will result in considerable short-term cash 

holdings, as the proceeds are held in bank bills and other short-term securities before 
being paid to claimants. Paragraph 2 of the default direction limits the NDF to 
investment only in New Zealand bank bills, not other bank securities. 

 
4. Paragraph 9 of the default direction requires EQC to consult with you if it intends to 

hold more than $250 million of New Zealand bank bills. 
 
Proposed changes 

5. EQC originally suggested that the default Ministerial direction be modified so that: 
 

• there are no set limits to the amount of New Zealand bank securities EQC may hold 
during the process of meeting claims 
 

• EQC has the flexibility to hold other bank securities, including deposits, over the 
same period 
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• the current conditions set out in EQC’s investment policies apply, i.e. proceeds held 

only in banks registered under the Reserve Bank of New Zealand Act and with 
appropriate credit ratings, and 
 

• the funds be spread across a range of banks. 
 
We agreed, and still do agree, with EQC’s proposed changes. 

 

 



 

 

 
 
 
 
 
 
 
 
 
 
 
Mr Michael Wintringham 
Chair 
The Earthquake Commission 
PO Box 790 
WELLINGTON 6140 
 
 
Dear Mr Wintringham 
 
Thank you for your letter of 7 September 2011 regarding modifications to the Ministerial 
direction on the investment of the Natural Disaster Fund. I agree with you regarding EQC’s 
current and likely ongoing claims-related liquidity requirements, and intend to reissue a 
direction.  
 
I agree with your suggestion that the proposed new direction should be reviewed annually; 
however, I also note the direction may need to be changed as EQC’s circumstances do. Any 
review that may be required does not need to be specified in the direction.   
 
Attached is a draft Ministerial direction to the Earthquake Commission (EQC) that will 
effectively extend the settings in the current direction for three years. Under the Crown 
Entities Act I am required to consult with EQC before giving the direction. Could you please 
provide me with any comments on the attached draft direction at your earliest convenience. 
 
Yours sincerely 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

Direction to the Earthquake Commission pursuant to Section 12 of the Earthquake 
Commission Act 1993 

1. This direction comes into effect on [date]. 
 
2. As of [date], paragraph 2 of the direction dated 30 October 2001 is revoked and 

replaced with the following: 
 

2. The Earthquake Commission (the Commission) shall invest the Natural Disaster 
Fund (the Fund) in:  

 
1. NZ Government securities comprising Treasury bills and/or Government 

stock and/or Inflation-Indexed Bonds tradeable only through the NZ Debt 
Management Office;  

2. global equities; and  
3. New Zealand bank securities, including New Zealand bank bills and 

deposits, held only in Banks which are registered under the Reserve Bank 
of New Zealand Act and which have a short term credit rating of A-1 or 
higher; Prime 1 or higher; and if rated by both Moody’s and Standard and 
Poors, ratings from both which equal or exceed the foregoing ratings. 
Funds invested in New Zealand bank securities shall be held across a 
number of banks. 

 
3. As of [date] paragraph 9 of the direction dated 30 October 2001 is revoked and 

replaced with the following: 
 

9. The Commission must consult with the Minister if it intends to modify the portfolio 
composition from the following:  

 
1. NZ Government securities;  
2. up to a maximum of 35% of the market value of the Fund in global equities; 

and  
3. up to a maximum of $2,000 million of New Zealand bank securities. 

 
4. All other parts of the direction dated 30 October 2001 are unchanged and remain in 

effect. 
 
5. This direction is in effect from [date] to [date plus 3 years]. As of [date plus 3 years plus 

1 day] this direction is revoked. 
 
 
 

 
 
Hon Simon William English 
Minister of Finance 
 
[ DD / MM / 2011] 
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