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Treasury Report:  Charging EQC a Crown Guarantee Fee for 2013/14 

Date: 12 June 2013  Report No: T2013/1480 

Action Sought 

 Action Sought Deadline 

Minister for Canterbury Earthquake 
Recovery 
(Hon Gerry Brownlee) 
 

 

Agree to charge the EQC a $10 
million Crown underwriting fee, 
consistent with historical practice 

Note that the alternative would 
require Cabinet approval to the $10 
million being a charge against the 
between budget contingency 

Note that the Crown underwriting 
fee is being revisited as part of the 
EQC review 

Monday 17 June 2012 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Thomas Quirk Analyst  

John Park Head of Public Private 
Partnerships 

 

 

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury. 
 
Enclosure: No 
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[39]
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12 June 2013  CM-1-3-15-1 

Treasury Report: Charging EQC a Crown Guarantee Fee for 2013/14 

This report advises you to charge the EQC a Crown underwriting fee, consistent with 
historical practice 

1. Each year since 1986 the EQC has paid the Crown an “underwriting fee” as recognition 
for the Crown’s explicit guarantee of the EQC scheme.  This fee represents a premium-
like charge to EQC for the Crown’s role as an insurer of last resort. 

 
2. This report seeks your agreement to charge EQC a Crown underwriting fee of $10 

million for the year ending June 30 2012, consistent with historical practice 
[T2012/1811, T2011/1417, and T2010/922 refers].  We believe that charging the fee is 
appropriate, despite the “money-go-round” characteristics of the fee and EQC’s post-
earthquake financial position.  This is primarily because: 

 
• it is not unreasonable to charge the EQC a fee for the Crown’s guarantee, as with 

previous years  

• not changing the fee requires cabinet approval and a charge against the between 
budget contingency.  The fee is already accounted for in the current fiscal 
forecasts 

• the EQC review will advise on changing or cancelling the fee.  Our current advice 
in the EQC Review is that the fee should be withdrawn from the legislation, so 
when the new EQC legislation passes the fee would be naturally discontinued if 
that advice is accepted, and 

• the fee has no impact on the Crown’s ability to finance future disasters on 
consolidation (not charging the fee would, however, increase net debt). 

 
3. Should you agree to charge the EQC an underwriting fee, no further action is required 

from you as a result of this report. 
 
4. Annex 1 offers further discussion of the fee, as well as providing our analysis 

supporting you charging the fee.   

Recommended Action 
We recommend that you: 
 
a agree to charge the EQC a $10 million Crown underwriting fee, consistent with 

historical practice 
 

 Agree/disagree. 
 
b  note that the alternative would require Cabinet approval to the $10 million being a 

charge against the between budget contingency, and 
 

c note that the Crown underwriting fee is being revisited as part of the EQC review. 
 
 
 
 
 
John Park   Hon Gerry Brownlee 
Head of Public Private Partnerships  Minister for Canterbury Earthquake 
 Recovery 
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Annex 1: EQC Underwriting Fee 

Historically a fee has been charged... 

1. Each year since 1986 the EQC has paid the Crown an “underwriting fee”.  This fee 
represents a premium-like charge to EQC for the Crown’s role as an insurer of last 
resort.  The statutory authority for this fee, and the obligation on the Crown to meet the 
unfunded liabilities of the EQC, can be found in section 16 and section 17 of the 
Earthquake Commission Act 1993. 

 
2. The fee was likely included in the EQC Act as a financial management tool.  However, 

the current financial operating model for the EQC does not require it to be explicitly 
used.  

 
3. The EQC’s legislation does not give guidance on how the fee should be set.  EQC 

have historically paid an annual fee of $10 million to the Crown.  If the fee was actively 
being used for financial management it could be set quite differently.  We recommend 
continuing the fee at $10 million.  

 
...and we believe that it is reasonable to charge the fee again this year, pending 
completion of the EQC Review  

4. There are still good reasons why you should continue to charge the underwriting fee, 
despite possible perception issues post the Canterbury earthquakes: 

 
• Not charging a fee would increase net debt by $10 million in the short run.  

EQC is a Crown agent and it’s financing sits outside core Crown net debt.  Not 
charging EQC the underwriting fee would reduce a currently assumed cash inflow 
to core Crown, increasing net debt in the short run.  Any impact on net debt will 
disappear once EQC calls on it’s underwrite.  

 
• Crown financing for future disasters remains unchanged.  Charging EQC the 

underwriting fee does not impact total Crown funds available for future disasters.  
The Crown’s underwriting of EQC means that the government will ultimately 
finance the costs of future disasters if/when the National Disaster Fund (NDF) is 
depleted (this only reinforces the fact that the Crown is already funding the EQC 
through EQC’s callable non-tradable Government bonds). 

 
• The EQC review will revisit the rationale for the fee.  The size and existence 

of the Crown underwriting id being be revisited in the EQC review.  Our current 
advice in the EQC Review is that the fee should be withdrawn from the 
legislation; when the new EQC legislation passes the fee wouldl be naturally 
discontinued if that advice is accepted.  The fee is not likely to be needed in the 
future because, although the fee can be a useful tool for implementing some 
EQC financing strategies, we do not see the Crown’s financial strategy for EQC 
requiring the fee in the future.  

 
• The EQC and the Crown have budgeted for the fee.  The fee has been 

budgeted for by EQC and is incorporated into Budget 2013 from a Crown 
perspective.  Therefore, a decision to waive the fee would result in a $10 million 
charge against the between budget contingency.  The between budget 
contingency would ensure the cost is managed within the operating allowance 
but would require Cabinet approval. 

 
5. We believe you should continue to charge the EQC an underwriting fee.  We also 

believe you should set the fee at $10 million, the historical norm. 
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6. The EQC review should provide the opportunity for you to consider the fee within its 
wider context and address the basis for changing.  
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