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Treasury Report:  Crown Guarantee of the Earthquake Commission 

Date: 15 September 2011 Report No: T2011/2050 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Sign the attached letter Monday 19 September 2011 
 

 

Minister for Canterbury Earthquake 
Recovery 

(Hon Gerry Brownlee) 

Note contents None 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Thomas Quirk Graduate Analyst, Sector 
Performance & Balance 
Sheet 

 

Alan Vandermolen  Senior Analyst, Sector 
Performance & Balance 
Sheet 

   

 

Minister of Finance’s Office Actions (if required) 

Send the attached letter to the EQC. 
 
 
 
 
Enclosure: Yes (attached) 
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15 September 2011 CM-1-3-15 

Treasury Report: Crown Guarantee of the Earthquake Commission 
 
Purpose 

1. The purpose of this report is to inform you of a difference in opinion between Treasury 
and the Earthquake Commission (EQC) over whether the Crown guarantee should be 
triggered.  Treasury’s view is that there is no imminent requirement to carry out action 
under the guarantee and that you should send a letter to the EQC stating this. The 
reason for proactively sending a letter to EQC now is largely to avoid this issue 
becoming a distraction to more important areas of focus for the EQC Board, such as 
cost control. 

 
Background 

2. Treasury and the Earthquake Commission have been discussing the operation of the 
Crown guarantee included in section 16 of the Earthquake Commission Act 1993. 
Section 16 provides: 

 
“If the assets of the Commission (including the money for the time being in the 
Fund) are not sufficient to meet the liabilities of the Commission, the Minister 
shall, without further appropriation than this section, provide to the Commission 
out of public money such sums by way of grant or advance as may be necessary 
to meet the deficiency upon such terms and conditions as the Minister 
determines.” 

 
3. These discussions have come about because EQCs new actuarial valuation of their 

future liabilities will result in EQCs accounts as at 30 June 2011 showing its liabilities 
exceeding its assets by $1.156 billion i.e. a negative equity position. 

 

4. 

 

5. 

 
6. 
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7. 

 
8. 

 
An advance is the appropriate mechanism in the future if the guarantee is triggered 

9. An advance would allow the EQC to meet a liquidity shortfall while levies catch up, thus 
preserving the self-funding nature of the fund. These issues will need to be considered 
together with the potential changes to the EQC funding regime, which is currently 
under review.  Our provisional advice, subject to any relevant findings of the review, is 
that an advance would be the most appropriate mechanism to deal with any deficiency 
if the guarantee is triggered in future.   

 
Possible drivers for EQC’s position 

10. We understand that the major reason for EQC wanting the Crown to remedy the 
negative equity position  is to provide comfort to the Board, and in particular, provide 
comfort that they are meeting their obligations to maintain the value of the fund. These 
concerns are best addressed through a Board focus on prudent investment and limiting 
costs, revisiting levy pricing under existing settings, and the wider review of EQC – 
rather than triggering section 16 immediately.  

 
11. We recommend you write to the Board to provide the board with comfort that you 

intend to fulfil your obligations under section 16 of the Earthquake Commission Act 
1993 to ensure that the EQC can meet all its liabilities as they fall due. To this end we 
have drafted a letter for you to send to the Chair. 

 
12. EQC has also suggested that a negative equity position on their balance sheet would 

cause a concern to their reinsurers. Perceptions of the strength of EQC lie ultimately 
with the Crown guarantee (and not the state of EQC balance sheet). This has been 
confirmed in the continuation of EQC’s strong credit rating which is effectively linked to 
the sovereign credit rating. With the Crown guarantee the EQC remains in a position to 
meet its liabilities when they fall due notwithstanding at any given time EQC’s financial 
statements may show its liabilities are greater than its assets. 

 
Fiscal reporting of the Guarantee  

13. Any future advance to EQC as a result of the guarantee will need to be included in the 
forecasts. The impact this will have on the forecast net debt depends on whether this 
payment can be covered by the Canterbury Earthquake Recovery Fund (CERF).  
Currently net debt is forecast to include $5.5 billion over the next few years as we pay 
out initiatives charged to the fund. However, the CERF is under significant pressure, so 
it is likely that this payment will contribute to an increase in net debt.  In addition the 
fiscal impact (on CERF or otherwise) will depend on the nature and structure of any 
loan (if this is the mechanism that is in fact used to meet the guarantee). We will report 
to you further on these issues as part of our ongoing reporting around the CERF. 

 
14. Discussion of the Crown’s section 16 guarantee has been included as a contingent 

liability in the June 2011 Crown financial statements.  
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Communications 

15. We will ensure your office is aware of when the EQC accounts will be made public so 
that you can be ready to respond to question around the accounts showing a negative 
equity position. Key messages at this time will be that the government stands behind 
the section 16 guarantee and that future funding for EQC is under review. 

Recommended Action 

We recommend that you: 
 
a agree that the Crown guarantee under section 16 is only triggered by EQC being 

unable to meet its liabilities as they fall due (i.e. a cash flow test should be applied, not 
a balance sheet test), 

 
 Agree/disagree. 
 
b agree that the provisional advice we give to the EQC, subject to any relevant findings 

of the review of EQC, is that an advance would be the most likely mechanism used to 
deal with any deficiency if the guarantee is triggered in future, and 

 
 Agree/disagree. 
 
c if you agree with the above recommendations, then sign the attached letter to the 

Chairman of EQC. 
 

Agree/disagree. 
 
 
 
 
 
Alan Vandermolen 
Senior Analyst, Sector Performance & Balance Sheet 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
 
 
 
 
  

 

 



 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
Michael Wintringham 
Chair 
Earthquake Commission 
P O Box 790 
WELLINGTON 6140 
 
 
Dear Michael Wintringham 
 
I understand that the Earthquake Commission (EQC) has been in discussion with 
Treasury over whether the latest actuarial valuation, which will see EQC moving into a 
position of negative equity, triggers the operation of the Crown guarantee under section 
16 of the Earthquake Commission Act 1993. 
 
I am writing to inform you that in my view I do not need to take immediate action under 
section 16.  However, you can take comfort in my ongoing commitment to fulfil my 
obligations under section 16 to ensure that the EQC can meet all its liabilities as they 
fall due. 
 
I believe the purpose of the Crown guarantee is to provide comfort to those covered by 
the Act that their claims will be met in the event that EQC has insufficient resources to 
meet them.  Notwithstanding any changes as a result of the review of EQC, the Crown 
will action section 16 closer to the time when EQC’s liquidity considerations need to be 
addressed. In such circumstances the Crown will likely provide an advance (rather than 
a grant).  An advance would not change your equity position, but I believe that the 
strength of EQC is ultimately supported by the Crown guarantee.  This has been 
confirmed in the continuation of EQC’s strong credit rating.  
 
Yours sincerely 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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