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Certain information in this document has been withheld under one or more of the following sections of the Official
Information Act, as applicable:
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to prevent prejudice to the security or defence of New Zealand or the international relations of the
government

to prevent prejudice to the maintenance of the law, including the prevention, investigation, and
detection of offences, and the right to a fair trial

to damage seriously the economy of New Zealand by disclosing prematurely decisions to change
or continue government economic or financial policies relating to the entering into of overseas trade
agreements.

to protect the privacy of natural persons, including deceased people
to protect the commercial position of the person who supplied the information or who is the subject
of the information

to prevent prejudice to 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

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 otherwise to damage the public interest

to avoid prejudice to the substantial economic interests of New Zealand

to maintain the current constitutional conventions protecting collective and individual ministerial
responsibility

to maintain the current constitutional conventions protecting the confidentiality of advice tendered
by ministers and officials

to maintain the effective conduct of public affairs through the free and frank expression of opinions
to maintain legal professional privilege

to enable the Crown to carry out commercial activities without disadvantages or prejudice

to enable the Crown to negotiate without disadvantage or prejudice

to prevent the disclosure of official information for improper gain or improper advantage

Not in scope

In preparing this Information Release, the Treasury has considered the public interest considerations in section 9(1) and
section 18 of the Official Information Act.
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Treasury Report: Kaikoura Earthquake Recovery Budget 2017
Initiatives

Executive Summary

Four initiatives related to the recovery of Kaikdura and Hurunui have been submitted for
consideration in Budget 2017. They are being considered as part of the Business Growth
Agenda (BGA) and Capital packages. Total funding for all initiatives of [33] of
operating and [33] of capital [33]

is sought across the forecast period.

This report provides you with some further information and analysis of each of the initiatives
above to assist in your consideration of them. We recommend that you discuss the level of
support envisaged for Kaikoura at the Investment Ministers’ Meeting on 27 March.

Aside from the significant funding commitment to the Southern Corridor Reinstatement, [33]

This is “Supporting councils' enhanced statutory tasks and activities” at a cost
of $2.5 million operating over the forecast period.

This initiative would allow Kaikoura District Council (KDC) and Hurunui District Council
(HDC) to hire some additional specialist staff for a limited period of time to manage the
significant increase in consents, rating assessments and land use change that is expected.
Staffing resources from other Councils have already been lent in-kind, but cannot continue to
be lent over the necessary period of time. Treasury recommends that this initiative be
considered for investment in Budget 2017, [34]

The three other initiatives are [33]

o Kaikoura District Council: upfront payment [ restoration of three
waters network post November 2016 earthquake. The initiative seeks both operating
funding for the Crown’s 60% share of costs [33]

. Kaikoura Harbour: contribution [33]

(33]

[37], [33]
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We now expect this initiative to impact on operating allowance of $2.4 million in total over the
forecast period (being the amount of the Crown’s 60% not covered by the PLA) and
recommend that Ministers consider funding it as part of Budget 2017.

The remaining two initiatives both have some merit and could form part of a recovery
package. However, it is our view that these initiatives are not investment ready in their
current state. Thev could be pursued in Budaet 2018 or alternative fundina methods could
be explored. [34], [33]

As well as discussing and coming to a view on the level of support for Kaikdura at Investment
Ministers on 27 March, we recommend that you meet with Minister Brownlee (as the
responsible Minister for these initiatives) to discuss the level of support you propose for
Kaikoura.

Recommended Action

We recommend that you:

a Note that aside from the significant Crown investment in road and rail reinstatement,
1331 other recovery initiative - “Supporting councils' enhanced statutory
tasks and activities” — is included 33

b (33]

c Discuss at the Investment Ministers’ Meeting on 27 March your level of comfort with
the earthquake recovery initiatives prioritised for funding, in light of the Budget Policy
Statement strategic priority to rebuild Christchurch and respond to the Kaikoura
earthquakes.

Agree/disagree.

d Refer this report to Investment Ministers for discussion at the meeting on 27 March.
Agree/disagree.

e Agree to meet with Minister Brownlee, as the responsible Minister for the Kaikoura
recovery initiatives, to communicate the amount of support you envisage for these

initiatives in Budget 2017.

Agree/disagree.

Simon McLoughlin
Manager, Earthquake Recovery Steven Joyce
Strategy Minister of Finance
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Treasury Report: Kaikoura Earthquake Recovery Budget 2017

Initiatives

Purpose of Report

1.

This report provides you with information ahead of the Investment Ministers’ Meeting
on 27 March and some visibility of the initiatives related to the recovery of Kaikdura
following the earthquake sequence starting on 14 November 2016. It highlights which
initiatives are currently included in the funding package for Budget 2017. We suggest
that you discuss your level of comfort with the initiatives’ status with your colleagues at
the Investment Ministers’ Meeting on 27 March.

This report does not discuss the Southern Transport Corridor Reinstatement initiative
but instead focuses on the initiatives that relate more directly to the recovery of
Kaikoura.

Background

3.

Ministers indicated as part of the Budget Policy Statement that one of their broad
strategic priorities and policy goals is to rebuild Christchurch and respond to the
Kaikoura earthquakes. Excluding the Southern Transport Corridor Reinstatement,
there are four initiatives relating to Kaikoura’s recovery from the earthquake sequence
starting on 14 November 2016 that have been submitted.

The initiatives are being progressed through the Business Growth Agenda (BGA)
Infrastructure package and through the Capital package. The following section
provides a summary of each initiative, indicates whether Treasury recommends that it
be considered for investment, and whether it is currently within the funding package.

Across the four initiatives, a total of 3l of operating funding and [33]
of capital funding is sought in Budget 2017.

Kaikoura Recovery Initiatives in Budget 2017

Kaikoura District Council (KDC): upfront payment and loan to support restoration of
three waters network post November 2016 earthquake

6.

This initiative has operating [33] components. The operating component
provides for:

i. the Crown’s requirement to reimburse 60% of the costs of reinstatement of water,
sewerage and stormwater services to original capacity, per agreed Civil Defence
and Emergency Management (CDEM) policy

i. a discretionary contribution from the Crown for 60% of repair costs that are
outside of agreed CDEM policy (e.g. where they are more in relation to
betterment than like-for-like asset replacement)

(33]
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7. Funding for the first element [33] is covered under Permanent
Legislative Authority (PLA) in the CDEM Act 2002. As discussed in T2017/385 and
agreed by Ministers, these expenses do not count against the Budget 2017 operating
allowance and do not require approval by Ministers under normal circumstances.
However, in this instance, Cabinet agreement is needed to provide for up-front
instalments of the costs rather than after the fact reimbursement. [34], [37]

8. Funding for the second element (quantified at $2.4 million) is not covered under PLA.
As such these expenses will require agreement from Ministers for separate annual
appropriation and count against the Budget 2017 operating allowance.

9. [33],[37]

10.

11.

12.

13.

14.

15.
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16.

17.

18.

19.

20.

(33]

21.

22.

As discussed above, included in the cost of this initiative is a contingency for elements
such as betterment repairs, where appropriate ($2.4 million). The existing PLA covers
repairs of a like-for-like nature, but does not generally cover betterment of
infrastructure.

In Treasury’s view, it is reasonable for the Crown to provide a 60% share of appropriate
betterment costs involved in replacing the three waters infrastructure that would not
otherwise be covered by the PLA, where it makes sense for this work to be undertaken
at the same time as the like-for-like repairs. This could include where it is cheaper to
undertake betterment at the same time or where it would cause significant disruption to
do betterment at a later stage. Such a contribution recognises the impact on KDC
relative to the magnitude of the event.

Any expenses relating to betterment repairs that are not covered by the PLA will
require an appropriation and impact commensurately on the Budget 2017 operating
allowance. 1331

After discussions with MCDEM we now believe that these
are unlikely to exceed the $2.4 million indicated in the bid.

As detailed damage assessment and governance of the project is yet to be completed,
a funding profile for this project is not yet available. We have indicatively phased the
$2.4 million contribution that impacts the Budget 2017 operating allowance at $0.6
million in 2016/17 and $1.8 million in 2017/18. [33]

The proposed funding profile sought in the Budget 2017 initiative is shown in the table
below.

As set out in the above discussion, the impact on the Budget 2017 allowances,
assuming no loan, is $2.4 million operating ($0.6 million in 2016/17 and $1.8 million in
2017/18), and nil capital.

[33]

Earthquake recovery - supporting councils' enhanced statutory tasks and activities

23.

24.

Both Kaikdura and Hurunui District Councils (HDC) face increased statutory activity
following the earthquake sequence. In particular, this is expected through increased
consent processing (Resource Management Act and building consents in particular),
financial planning, rating assessments, new infrastructure projects, community
interaction/communication, and investigations for change of land use decisions.

The proposed funding is a contribution to increased cost pressures rather than
covering the actual expected cost and will allow the Councils to hire some additional
specialist staff for a limited period of time. By way of comparison, HDC’s annual
operating expenditure for ‘regulatory services’ including RMA and building control work
is around $2.25 million, while KDC’s equivalent ‘regulation and control’ activity costs
$0.720 million annually. Total annual expenditure of the Councils is around $38 million
for Hurunui and $11 million for Kaikoura.

Operating ($ million) Capital ($ million)

16/17

0.5

1.25 | 0.75 - - 2.5 - - - - o -
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25.

26.

27.

28.

29.

Treasury’s recommendation is that this be considered for investment as part of Budget
2017. KDC and HDC will both be facing high workloads in terms of meeting their
statutory requirements over the short to medium term. While some of the associated
cost can realistically be expected to be recoverable from fees and charges (e.g. for
resource consents), others cannot (e.g. rating revaluations, ongoing monitoring of
dams).

In the absence of a government grant, rates would need to be increased significantly,
at least in the short term putting significant additional pressures on Kaikoura residents.
Information from KDC suggests that for every $57,000 of increased costs a rates
increase of 1% is required. Further, we note that both KDC and HDC are among the
smallest local authorities in the country in terms of rating base. We note that,
proportionally, KDC has the greater need and this is expected to be reflected in any
proposed allocation of the above contribution.

We note that there is an ongoing funding provision for the smallest council (the
Chatham lIslands) of $3.170m per annum, for this same purpose. On this basis the
amount bid for, and the fact that it is time-limited and across two small councils,
appears reasonable.

Staffing resources from other Councils have already been lent in-kind to assist with the
increased workload and complexities, but this goodwill is unlikely to continue over the
necessary period of time.

(33]

Kaikoura Harbour: contribution [33]

30.

31.

(33]

32.

33.

(33]

This bid seeks a contribution from the Crown to finance additional
capital works at Kaikoura Harbour. [33]

(33]

Initial government support of $5 million was
provided to cover the essential work to restore access post the significant land uplift.
This funding for improvement is sought over and above the existing government
contribution.

Treasury’s recommendation is that this initiative not be considered for investment as
part of Budget 2017. The initiative is not sufficiently developed to warrant investment
at this stage, and other sources of funding should be explored such as contributions
from key harbour users and other Regional Economic Development funds.

(33]
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(33]

Discussion at Investment Ministers Meeting on 27 March

[33]
one of the above initiatives (supporting councils’
enhanced statutory activities) is currently included [33]
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42.

43.

44,

45.

46.

47.

48.

The other item related to Kaikdura that the government is supporting is the Southern
Transport Corridor. This obviously represents a significant investment in the road and
rail network and assists the South Island more widely than just Kaikdura. The
government also contributed a range of funding in the immediate aftermath of the
earthquakes to support immediate and ongoing response efforts.

[34]

We suggest that Ministers discuss their level of comfort with the
current allocation of resources to support Kaikdura’s recovery at the Investment
Ministers Meeting on 27 March.

Treasury sees a strong case to provide funding for the Kaikoura three waters elements
not covered by the PLA. It often makes sense for some “betterment” work to be
undertaken at the same time as the other repairs. Further, not doing so would place
additional financial strains on KDC which is already stretched in responding to the
current situation [33], [37]

[33], [37]

(34]

we consider the initiative providing some additional staffing resource to KDC and HDC
to be investment ready. This initiative focuses on the immediate priorities to support
recovery for the involved communities, in particular supporting the consenting and
review processes to support quicker recovery of businesses, homes and farms than
would otherwise be able to occur.

(33]

Alternative sources of funding could also be explored to
reduce costs to the government.

You may also wish to meet with Minister Brownlee, as the portfolio Minister for these
initiatives, to discuss the level of support you envisage for Kaikoura.
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