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Reference: 20170004 ,,
THE TREASURY
Kaitohutohu I?uupupa Rawa
10 April 2017

Thank you for your Official Information Act request, received on 11 January 2017. You
requested the following:

“s A copy of any reports, briefings and advice prepared by Treasury regarding the
Crown'’s exposure to the Kaikoura earthquake, since November 2016;

A copy of any reports, briefings and advice regarding the Kaikéura earthquake
recovery, since November 2016.”

You subsequently clarified that your request covered advice prepared by Treasury and
sent to Ministers’ offices. You also clarified that you are particularly interested in the
cost to the Crown and impact on the Crown’s books, such as documents relating to
infrastructure costs, tax, EQC exposure, tourism and impact on businesses.

On 27 January we transferred responsibility for the document “Kaikoura and
Marlborough Earthquake Relief Package” to the Ministry of Health, and on 30 January
we extended the time limit for deciding on your request by an additional 40 working
days.

Information Being Released

Please find enclosed the following documents:

Item | Date Document Description Decision

1. | 14 November 2016 | Email correspondence - macro earthquake | Release in part

advice

2. 14 November 2016 | Aide Memoire: Preliminary fiscal and Release in part
economic assessment of the 14 November
earthquake

3. 15 November 2016 | Email correspondence: Update on early Release in part

advice for MoF on Earthquake impacts

4, 17 November 2016 | Aide Memoire: Business Support Package Release in full
after the 14 November 2016 Earthquake

1 The Terrace
PO Box 3724
Wellinaton

Mew Zealand

tel. 64-4-472 2733
fan. 64-4-473 0982
WA s UFY. g ovt N2



5. 17 November 2016 | Advice for MoF on Fiscal Impact of Release in part
Kaikoura EQ

6. | 18 November 2016 | Aide Memoire: Strategic Considerations in Release in full
Responding to 14 November Earthquakes

7. 18 November 2016 | Treasury Report: Budget Allowances in the | Release in part
BPS

8. | 18 November 2016 | Oral item for Cabinet - economic and fiscal | Release in part
impacts of Kaikoura EQ

9. | 18 November 2016 | Aide Memoire: Update on the Half Year Release in part
Economic and Fiscal Update and 2017
Budget Policy Statement

10. | 21 November 2016 | Pre-Cab Briefing 21 November 2016 Release in part

11. | 23 November 2016 | Budget Policy Statement Cabinet Paper Release in part

12. | 28 November 2016 | Pre-Cab Briefing 28 November 2016 Release in part

13. | 29 November 2016 | Aide Memoire: Treasury comments on the Release in part
RBNZ Financial Stability Report November
2016

14. | 1 December 2016 | Monthly Economic Indicators November Release in part.
2016 (Note attachments

to report are
publicly available.)

15. | 2 December 2016 | Aide Memoire: Advice on the Kaikoura Release in part
Earthquake - reinstatement of South Island
Corridors Cabinet paper

16. | 2 December 2016 | Kaikoura earthquake — future decisions: Release in part
prioritisation and sequencing

17. | 5 December 2016 | Email correspondence on 'Aide Memoire: Release in part
Advice on the Kaikoura Earthquake -
reinstatement of South Island Corridors
Cabinet paper

18. | 9 December 2016 | Oral item - Kaikoura Earthquake - Support Release in part
for rehabilitating Kaikoura Harbour

19. | 12 December 2016 | Pre-Cab Briefing 12 December 2016 Release in part

20. | 12 December 2016 | Kaikoura Harbour talking points for Cabinet | Release in full
and aide memoire table

21. | 20 December 2016 | Treasury Report: EQC Risk Financing Release in part
Framework

22. | 20 December 2016 | Pre-Cab Briefing 20 December Release in part

23. | 20 December 2016 | The Crown Guarantee - Suggested OIA Release in part




Redactions

24.

21 December 2016 | Budget 2017 - Initial Budget Initiatives and Release in part
Business-as-usual Pressures

| have decided to release the relevant parts of the documents listed above, subject to
information being withheld under one or more of the following sections of the Official
Information Act, as applicable:

personal contact details of officials, under section 9(2)(a) — to protect the privacy
of natural persons, including deceased people,

commercially sensitive information, under section 9(2)(b)(ii) — to protect the
commercial position of the person who supplied the information, or who is the
subject of the information,

advice still under consideration, section 9(2)(f)(iv) — to maintain the current
constitutional conventions protecting the confidentiality of advice tendered by
Ministers and officials,

names and contact details of junior officials and certain sensitive advice, under
section 9(2)(g)(i) — to maintain the effective conduct of public affairs through the
free and frank expression of opinions,

advice subject to legal privilege, under section 9(2)(h) - to maintain legal
professional privilege,

commercially sensitive information, under section 9(2)(i) - to enable a Minister of
the Crown or any department or organisation holding the information to carry out,
without prejudice or disadvantage, commercial activities, and

confidential information, under section 9(2)(j) — to enable the Crown to negotiate
without disadvantage or prejudice.

In making my decision, | have considered the public interest considerations in section
9(1) of the Official Information Act.

Please note that this letter (with your personal details removed) and enclosed
documents may be published on the Treasury website.

This fully covers the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.

Yours sincerely

Simon McLoughlin
Manager, Earthquake Recovery Strategy
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From: Angela Mellish [TSY]

Sent: Monday, 14 November 2016 12:36 p.m.

To: Sam Tendeter <Sam.Tendeter@parliament.govt.nz>; Vicki Plater [TSY]
<Vicki.Plater@treasury.govt.nz>; Daniel Cruden [TSY] <Daniel.Cruden@treasury.govt.nz>; Andrew
Blazey [TSY] <Andrew.Blazey@treasury.govt.nz>; Fiona Whiteridge [TSY]
<Fiona.Whiteridge@treasury.govt.nz>; Peter Gardiner [TSY] <Peter.Gardiner@treasury.govt.nz>; David
Taylor [TSY] <David.Taylor@treasury.govt.nz>; Tim Ng [TSY] <tim.ng@treasury.govt.nz>; Kamlesh Patel

[TSY] <Kamlesh.Patel@treasury.govt.nz>
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Cc: Sam Direen [TSY] <sam.direen@treasury.govt.nz>; Renee Philip [TSY]
<renee.philip@treasury.govt.nz>; Catherine Atkins [TSY] <Catherine.Atkins@treasury.govt.nz>;
@Forecasting <Forecasting@treasury.govt.nz>

Subject: RE: Eq advice i i
(¢

And a few more points on resilience: . A

1. On economic resilience, the economy is c rowin s\\r@y and so
any negative short-term impacts arising business di
be noticed (not to deny that they might still occur). Busi
confidence have been buoyant; thi Sr‘l,’ﬁ@sts with & situation in which
activity might be weak and confi —the éa thquake might affect
activity more in such a situation: | cou d still be a negative
impact on activity and confid

2. On the fiscal side, the goverr
losses) in the June 2016 fi
increase in coming years. Net debt s just less than 25% of GDP at
30 June 2016, giving the government. to increase debt if necessary to
increase expenditure for repairs d’recovery, and/or cover EQC-style
insurance pay : (N

3. On recovery, res S may \/éj‘d be redirected to a reconstruction

1 surplus (before gains and
ses were projected to

effort given thétgca}) dy constrained in the construction
industry. Plannec rojects may have to be temporarily
delaye resour: n be directed towards reconstruction.

ce the extent of the damage is uncertain at this stage, this

However,
re 5@ also u@n
N

Q\\‘ \Vé/
Sent %{%d Worl((m ackberry.com)
NS

3)
'%Y]QAnqela. Mellish@treasury.govt.nz>
6, 12:32 PM

To: Sam Tende am.Tendeter@parliament.govt.nz>, Vicki Plater [TSY]
<Vicki.Plater@treasury.govt.nz>, Daniel Cruden [TSY] <Daniel.Cruden@treasury.govt.nz>, Andrew Blazey
[TSY] <Andrew.Blazey@treasury.govt.nz>, Fiona Whiteridge [TSY] <Fiona.Whiteridge@treasury.govt.nz>,
Peter Gardiﬁer)ﬂSY] <Peter.Gardiner@treasury.govt.nz>, David Taylor [TSY]
<David.Taylor@treasury.govt.nz>, Tim Ng [TSY] <tim.ng@treasury.govt.nz>, Kamlesh Patel [TSY]
<Kamlesh.Patel@treasury.govt.nz>

Cc: Sam Direen [TSY] <sam.direen@treasury.govt.nz>, Renee Philip [TSY]
<renee.philip@treasury.govt.nz>, Catherine Atkins [TSY] <Catherine.Atkins@treasury.govt.nz>,
@Forecasting <Forecasting@treasury.govt.nz>

Subject: RE: Eq advice

From: Angela M
Date: Monday,

Hi all,

Here are some initial thoughts with respect to economic forecasts (we locked down final
economic last week & were due to report to MoF later this week after we were to finalise tax
forecasts tomorrow).
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From Patrick:
At this stage | do not consider that we need to adjust our final HYEFU iorecasts,

for the following reasons:
1. The economic cost of the earthquake is uncertain at this stage;u
assessment of the extent of the damage is carried out. Like {mpacts are
increased infrastructure expenditure to repair roads, etc; é@d deéreased
tax revenue in the short term as a result f iness srup\gn The extent
of the former is still uncertain, althou fhere is signific damage to the
isruption to business,

eg transport of goods from Pictorn Island) to. Christchurch and the
rest of the south Island (and v% )- The %d/also be disruption to
business and to government<'K llington, &@@1 ng on the extent of

port, roads) iid/ uildings (office blocks,
It

damage to infrastructure
etc). Any reduction in t ue as ar /of business disruption is also

full

uncertain at this stage. - )

2. At this stage, the i does not \\ ) be as great as the second (Feb
2011) Chch eart hich affe é densely populated area with a
concentration p&%ﬁess activi X\WI the exception of Kaikoura, this
earthquake dQes seem ehad that effect so far. That is not to
underestlrr(a\te its” rmpact egions that it has affected, and its social
and per actin region

rthquake Commission. | don’t know how the government sees
onsibilities.currently, but | would expect that it would want to

n hat th saﬁ% -arrangements and guarantees would continue to
%Iy as betor%éet would imply a liability to the Crown which may have

e shogr\m the' HYEFU fiscal projections.

4. While t rtterm economic and fiscal impact would be negative
(redu x and increased expenditure), the medium and longer-term

d be positive measured in terms of GDP. The repairs and
uld be included as economic activity, even though they would be
rep\tagng capital which had been destroyed or damaged. As in the case of
Chch, there would be an insurance pay-out which would fund at least
some of this increased expenditure (for the private sector, at least). Given
the tight constraints in the construction industry, that increased activity
could be inflationary. Resources may need to be redirected from other
activities to rebuild/repair work. At the time of the Feb 2011 earthquake,
The Reserve Bank reduced the Official Cash Rate by 50 basis points; this
had the effect of supporting confidence. As the economic situation
deteriorated later that year, the OCR reduction was left in place and not
reversed. Natural disasters are generally considered to be inflationary as
the subsequent repairs place additional demand on resources.
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5. HOWEVER, with all of this | would emphasise the uncertainty of the extent
of the damage and so the economic impact. We will continue to monitor
developments and assess the situation.

Please let me know if you would like any additional in ation.

Cheers, Patrick /j

s9(2)(a) @ \\J )
& %)

Sent with Good Work (www.blackberry.

Cheers 9 >
Angela @ \ ‘
DA

From: Sam Tendeter <Sam.Tendeter@pad‘§neﬁL>/t nz> N >

Date: Monday, 14 Nov 2016, 11:44 A

To: Vicki Plater [TSY] <Vicki.Plater@treas \/qovt nz>, uden [TSY]
<Daniel.Cruden@treasury.govt. nz%@mirew Blazey %V}L rew.Blazey@treasury.govt.nz>, Fiona
Whiteridge [TSY] <Fiona. Whiteridge@treasury. govt. ngela Mellish [TSY]
<Angela.Mellish@treasury.govtiz> er Gardmrét [{D‘& Peter.Gardiner@treasury.govt.nz>, David
Taylor [TSY] <David. Taylgr@tpeés@y govt.nz K 9 [TSY] <tim.ng@treasury.govt.nz>, Kamlesh Patel
[TSY] <Kamlesh. Patel@tl‘easﬁrV\Mt nz>

Subject: RE: Eq advi \\\f "/

ggest so% ulls this together into a lish page note for mof (just
which also sets-out what further information we will provide tomorrow
gon ho asury is engaging on the issues. Appreciate there will be
stage on the impacts, but a couple of sentences setting out how/when that info

Would als be goo&b&m@ the dollar number for nzta fund.

Sent Wlth\Goo{JI (www.good.com)

From: Vicki Plater [TSY]

Sent: Monday, 14 November 2016 11:29:15 a.m.

To: Sam Tendeter; Daniel Cruden [TSY]; Andrew Blazey [TSY]; Fiona Whiteridge [TSY]; Angela Mellish
[TSY]; Peter Gardiner [TSY]; David Taylor [TSY]; Tim Ng [TSY]; Kamlesh Patel [TSY]

Subject: RE: Eq advice

Hi Sam
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Some things have gone through to Nick and Nicola this morning (I'll make sure you get copied in
on anything like that from now). I'll forward those through to you.

At our recently-finished Crisis Mgmt team teleconference Gabs |

icated that he thought we
should take stock tomorrow morning on the economic and fiscal - ith respec te\ﬁ
i /Prob means only high-

level comments today. & o
XSS
\\
I'll forward you what's already been sent. If today is }r'(;ical to'get something R]gre let us know.

Vicki
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20170004 TOIA Binder Doc 2
Page 6 of 108

IN-CONFIDENCE

Reference:
Date: 14 November 2016
To: Minister of Finance

Deadline: 4pm, Monday 14 November 2016

(Hon Bill English) @ =5
N

N
Aide Memoire: Preliminary fiscal conoﬁ@ésessment of

the 14 November earthquake @ ié
— . \

This Aide Memoire provides prelimi vice on&ﬁ?&élénd economic impacts of

the 7.5 magnitude earthquake th ycentred Canterbury near Hanmer
Springs today. N -

Given the limited infor and, thqr/e:i‘s\\\a\ ge degree of uncertainty regarding

the extent of damagg,{@r\ rly to lo I‘m7§§tructure, which makes assessing the
economic and fis%al c\,os?ts difficult a me. We will continue to monitor
t Tuesday morning.

/
developments and begin a fuller asse
The Treasury ear finalise% onomic forecasts for HYEFU, and will finalise

fiscal for 21 Nov er,.In light of events today, forecasts will be reviewed,

and adj account<fo\ﬁ\t\ onomic and fiscal consequences associated with the

reb gﬁ covery ti“v&iegsﬂ:iscal forecasts will accordingly be updated.
AN

s include; \_ T )
%’/
e Mag % the economic impacts appears to be less: Initial reports

e that the size and extend of the damage is not as great as either
stchurch earthquakes in September 2010 or Feb 2011. Whilst more
(xo};srs ent with the first Christchurch earthquake in September 2010, the fact
tit was centred in a less densely populated area of the country and during
the night, the economic consequences are likely to be lower.

o Economic Resilience remains: The New Zealand economy has relatively
strong momentum, business and consumer confidence. With relatively low
public debt, and a strong surplus there is fiscal headroom to support the rebuild
and recovery. And there is space for further monetary policy easing if required.

Treasury:3614331v1 IN-CONFIDENCE 1
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IN-CONFIDENCE

Economic and Fiscal Assessment

Due to the location and timing of today’s earthquake, the economic and fiscal impacts
are likely to be lower than previous earthquakes in Christchurch in September 2010
and February 2011, which affected a densely populated area with a concentration of
business activity. Several rural townships, including Kaikoura, have reportedly suffered
extensive damage, with limited impact in major centres. Thatis'not to undere%%its

impact on the regions that it has affected, and its social an sonal impactinth
region. SR

\\)
Today’s earthquake was centred in the upper South%ﬁéb
ta

with damage to-areas
including Canterbury and Wellington. The areas mos ed by today’s earthquake:
the upper South Island, including Tasman, Nels %\Marlborough r %s’?and the West
Coast make up 3.5% of New Zealand’s econ $8.3 biIIiopiggQg%o al gross
domestic product. By comparison, Canterb was $33 h@@l‘ r 13.6%, and
Wellington $32 billion. N4

The most significant impacts are Iikely \creased i@re expenditure to

repair roads and other utilities infra ure; and dec@\%sfe\ revenue in the short
term as a result of business disrupti extent grr‘ﬁer is still uncertain,
although there is significant dam to the roads ol aikoura coast, and to port

facilities in Picton and Welli ton\.Th’é could alsg disruption to business, eg
transport of goods from P'&gﬁ\@/qrth Island@c}i@s church and the rest of the south
oA

Island (and vice versa). (O
There could also be d/ts}ug n to busir \ fj/fo government in Wellington, depending
on the extent of damage to)infrastruct

: O egwfport, roads) and to buildings (office
blocks, etc). An eggctign in tax rever
uncertain. \\f

as a result of business disruption is also
While the short- economic mcal impact would be negative (reduced tax and
increase .w iture), th\%?fﬂ and longer-term impact would be positive
¢ efms of Gél%'f epairs and rebuild would be included as economic

actj @/\ n'though 1 v\vgu@ be replacing capital which had been destroyed or
damaged.” TN

\

\Qﬁistchurch earthquakes, there would be an insurance pay-out,

As in the case 0

which would fund
least). Giverr the'tig
Resoqrc;é“\

time o‘féfhe) eb 2011 earthquake, The Reserve Bank reduced the Official Cash Rate by

50 basi

i p@(nts; this had the effect of supporting confidence. As the economic situation
deteriorated later that year, the OCR reduction was left in place and not reversed.
Natural disasters are generally considered to be inflationary as the subsequent repairs
place additional demand on resources.

The earthquake occurred when financial markets were closed. When they did open,
financial markets responded cautiously to the news of today’s earthquake. The New
Zealand dollar recovered after falling in early trading. The ANZ reported that markets
are to trade cautiously until a greater clarity of the earthquake damage emerges.

1 Based on Stats NZ regional GDP statistics, 2015.

Treasury:3614331v1 IN-CONFIDENCE 2
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IN-CONFIDENCE

The NZ economy remains resilient

On economic resilience, the economy is currently growing strongly and so any negative
short-term macro impacts arising from business disruption may not be material (not to
deny that they might still occur). Business and consumer confidence have be

buoyant; this contrasts with a situation in which activity mig ak and con

low — the earthquake might affect activity more in such a situa oweve{thege

in th economy \\

years. Net debt stood at just less than 25% of GDP at 30 u"'e,2716 giving the
government room to increase debt if y to mcreé;e

repairs and recovery, and/or cover E( msura&aﬁ&ments

2. On recovery, resources may h %\Be redirect onstruction effort

given that capacity is already, cor ed in the-construction industry. Planned
infrastructure projects may ﬁx\% e temporarily delayed so that resources
can be directed towards struction. Ho@ince the extent of the

in the June 2016 flscal year and surplussigre projected to.i

damage is uncertain at this age this re also uncertain.

~
solicy, despite

to 175 tf Sis

tlons to the OCR if required. In the days

policy space tgy
Ftr{quake the Reserve Bank lowered the

following the seconc
official cash rate/ by 50 basis [

ari emergency, if an emergency is declared under the Civil
ct.and Civil Defence Emergency Management Act.

o ).o%wuncils will also have their own insurance.
N\

The puﬁlshéd 2015/18 National Land Transport Programme (NLTP) provided $154m
for response to emergency events on State highways and a further $268m for similar
works on local roads. The provision for local roads had been increased to
accommodate ongoing rebuilding of the roads in Christchurch and the significant
damage to the roading network in Whanganui/Taranaki following the June 2015 storm
event.

s9(2)(i)

Page 4 withheld under s9(2)(i)

Treasury:3614331v1 IN-CONFIDENCE 3
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From: Tony Burton [TSY]
Sent: Tuesday, 15 November 2016 11:48:30 AM
To: Sam Tendeter

[TSY]; @Forecasting;Vicki Plater [TSY];Daniel Cruden [TSY];Andrew Blaze Y];Fiona Wk e

[TSY];David Taylor [TSY];Kamlesh Patel [TSY];Mark Blackmore [DP N '< [TSY]; Peter Qar iner
[TSY]; @ELT (Executive Leadership Team) [TSY] N
Subject: RE: Updat on advice for MoF

Cc: Sam Direen [TSY];Angela Mellish [TSY];Renee |I|p [TSY]; Catherlngtkins

Sam o

‘\'\;\\ \
A little more back ground detail from Patrick. ( i RB/phone issues for us):
The economic impacts are most likely to be ¢ business disruption in terms
of transport, travel and tourism, especi i ) _Hanmer area; repairs and
reconstruction of infrastructure (a ;- but a boost to economic activity);
private sector repairs and reconstructi gely paid for from insurance
payments, but will also include clai via EQC)

The fiscal impacts are likely sts in terms of rescue, clean-up and social
assistance; possible ass”sj ce for busz%éi dl/ectly affected by the earthquakes; some drop
in tax revenue as a result of business ion; the cost to the government of repairs and
reconstruction of infi %ruéfu/ e(asa % bsequently increased tax revenue from any
increase in activi ' een the case) as a result of private sector
rebuilding and ri laims against the government via EQC.

The other Womic i \p%g;oonsider is the ability of the economy to respond to
additiona . In general, the’economy is considered to be operating close to its potential
level \tp\ nempl ent i just below 5%, capacity utilisation is high) and the construction
industry in-particular isbp g at a high level of capacity utilisation (residential activity is
growing rapidly, th are)'a number of large infrastructure projects underway or planned, wage

growth in the md;% hnjher than in other sectors, and recent business talks revealed

capacity constr e industry affecting labour and materials as well as infrastructure
bottlenecks, y chains, etc).

These faé or gest that any additional construction activity would be in place of planned
projects; )\ government spending in response to the earthquakes may have to be in place of
other government construction activity already planned (ie, reprioritisation of spending) OR in
place of private sector work (ie, displacement of economic activity). The alternative would be
increased capacity constraints in the construction industry, leading to higher inflation (ie higher
costs of projects and higher inflation in the economy as a whole). While inflation is currently low
(although it is expected to pick up to 1% apc in the December quarter), non-tradables inflation is
being balanced by negative tradables inflation and inflation pressures in the economy are
expected to increase as capacity constraints increase across the economy as a whole.
Notwithstanding those considerations regarding inflation, the more important issue is the ability
of the construction industry to undertake the additional work without reprioritisation and/or
displacement of work. That suggests that any additional demand would be offset to some
degree by reduced output in other areas, leaving total output (ie GDP growth) only slightly
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higher. However, it is impossible to know the extent of that impact at this stage without knowing
the full extent of the damage and the size of the repair and reconstruction work required.

affected (although offset to some degree by redirection of spe other regi Nelson,
Marlborough, West Coast). There may also be impacts on the of payrﬁ)ehts higher

Other possible economic impacts include ongoing reduced tourism spending in t%;%on
imports of construction materials and reduced services expor ism). < \\J )

At this stage it is not possible to quantify the impact of i

nomy and
fiscal position and projections. We should be able

of t e impact when

;o
Tony Burton | Chief Economic Advisor (Actlng<\ni asury %
Tel: +64 4 917 6053 | Tony. Burton@treasurv
%7/

e$r\§asury intended onf§ fox essee(s), and may also be legally privileged. If you are
Q L

'&tﬁ/e ‘reasury by ¢ Tb/elephone (64 4 472 2733);

Ve Sstrictly prohlmtefd‘an\

/m \ _/ /

(2

From: Tony Burton [TSY] .~ \

Sent: Tuesday, 15 Noe@begz/m 11: 7
Sam.Tendeter .govt.nz>
: dlreen@@tg%t}%govt.nv, Angela Mellish [TSY]
' 8 >; Renee Philip [TSY] <renee.philip@treasury.govt.nz>; Catherine
y.govt.nz>; @Forecasting <Forecasting@treasury.govt.nz>;

V|cki.PIte @j\z\éasury govt.nz>; Daniel Cruden [TSY]
> Andrew Blazey [TSY] <Andrew Blazey@treasury.govt.nz>; Fiona

CONFIDENTIALITY NOTICE
The information in this email is confidential to
not an intended addressee:
a. please immediately delete this email aprd A

be unlawful.

.Blackmore@dpmc govt.nz>; Tim Ng [TSY] <tim. ng@treasury govt nz>; Peter

Blackmore [DPMC)'sM
Gardiner [T ete Gardlner@treasury govt.nz>; @ELT (Executive Leadership Team) [TSY]
<ELTExecut|\% shipTeam@treasury.govt.nz>

Subject: U/pdii\

dvice for MoF
Sam

Update from Peter’s aide memoire:

- The economy is in generally good shape and the reaction of the markets suggests national and
international confidence in the NZ economy remains high.

- We have comfortably enough liquidity to deal with immediate costs and since there is no
evidence of adverse market reaction, this is likely to continue as the response develops.


mailto:Tony.Burton@treasury.govt.nz

20170004 TOIA Binder Doc 3
Page 11 of 108

- Thereis no clear picture of the overall costs, nor of what would materially change our forecasts.
There is work going on in the Ministry of Transport and MBIE on the costs and we will be linking
in with that work. To address this we propose:

0 Delay the HYEFU (and therefore probably the Budget Policy Statement r

0 We will provide an update on Friday this week

alternative timetable for HYEFU if the relea
- There are some issues with statistics releases:

0 On the current timetable the delayed H¥
September quarter GDP.

0 However damage to Statistics N
in data releases, including first
on the revised timetable.

- Treasury will be setting up a tea
managed by Tom Hall that ran

Ring me on if you want to discuss,

Tony < gi; @
Tony Burton | Chief E o% dvisor i he Treasury
Tel: +64 4 917 6053 ) Tony.Burton @tre: .govt.nz

easury, intended only for the addressee(s), and may also be legally privileged. If you are

. i ediately delete thisema otify the Treasury by return email or telephone (64 4 472 2733);
b. any use, dissemination or co| -1 g o II mail is strictly prohibited and may be unlawful.
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From: Sam Tendeter [mailto:Sam.Tendeter@parliament.govt.nz]

Sent: Tuesday, 15 November 2016 8:43 a.m.

To: Peter Gardiner [TSY] <Peter.Gardiner@treasury.govt.nz>; Mark Blackmore [DPMC]
<Mark.Blackmore@dpmc.govt.nz>

Cc: Sam Direen [TSY] <sam.direen@treasury.govt.nz>; Angela Melli
<Angela.Mellish@treasury.govt.nz>; Renee Philip [TSY] <renee.philip surv.gov@' atherine
Atkins [TSY] <Catherine.Atkins@treasury.govt.nz>; @Forecasting <F6?e?asting@kﬁea§uW§vt.nz>;
Vicki Plater [TSY] <Vicki.Plater@treasury.govt.nz>; Daniel C \??
<Daniel.Cruden@treasury.govt.nz>; Andrew Blazey [TSY] <Andrew.Blazey@treasury.govt.nz>; Fiona
Whiteridge [TSY] <Fiona.Whiteridge@treasurv.govt.npj,é id Taylor [TS
<David.Taylor@treasury.govt.nz>; Tim Ng [TSY] <tiryﬁh§@faﬂ;;urv.gov n esh Patel [TSY]
<Kamlesh.Patel@treasury.govt.nz> X/\FB

Subject: RE: Eq advice @

Hi Peter, all

Thanks again for pulling this together ort order yesterds

It would be helpful to have an utate of play he-economic and fiscals by 11.30am.

| am conscious that the P

Sam
Sam Tendeter | Economic-Advisor
Office of Hon Bill Engli Deputy Prime Minister; Minister of Finance

7.6 Beehive, Parlj uildings, PO Box 18041, lington 6160, New Zealand
T: 04 817 9425 F:04 817 6501 | E: sam.tendeter@parliament.govt.nz

: i % Peter.Gardiner@treasury.govt.nz]
Sent: y \Y %\%ﬁﬁ 3:17 p.m.
To: Sam deter; Mark Bl ore [DPMC]
Cc: Sam Direen [T, ngela Mellish [TSY]; Renee Philip [TSY]; Catherine Atkins [TSY]; @Forecasting;
Vicki Plater [TSY}; Da ruden [TSY]; Andrew Blazey [TSY]; Fiona Whiteridge [TSY]; David Taylor
[TSY]; Tim Ng/[) Kamlesh Patel [TSY]

[IN-CONF@]

Sam et al
Attached is a summary that draws together various e-mails —a good amount from Patrick.

| will update if additional information comes to hand.

i

Please circulate as needed

Give me a call if you want to discuss, regards

Peter Gardiner | Manager | The Treasury
Tel: +64 4 917 6902 s9(2)(@) Peter.Gardiner@treasury.govt.nz
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mailto:renee.philip@treasury.govt.nz
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mailto:Kamlesh.Patel@treasury.govt.nz
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CONFIDENTIALITY NOTICE [UNCLASSIFIED]

The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you are
not an intended addressee:

a. please immediately delete this email and notify the Treasury by return email or telephone (64 4472 2733);

b. any use, dissemination or copying of this email is strictly prohibited and may be unlawful.
From: Angela Mellish [TSY]

Sent: Monday, 14 November 2016 12:33 p.m. QK‘

/
A

AN

\

To: Sam Tendeter <Sam.Tendeter@parliament.govt.n ><}</|ck/PIater [TS

<Vicki.Plater@treasury.govt.nz>; Daniel Cruden [T iel. Cruden@;reés> govt.nz>; Andrew
)

Blazey [TSY] <Andrew.Blazey@treasury.govt.nz>;F iteridge §¥\¥J/‘
<Fiona.Whiteridge @treasury.govt.nz>; Peter er [TSY] <Pe)‘z@ rdiner@treasury.govt.nz>; David
Taylor [TSY] <David.Taylor@treasury.govt.nz;%g [TSY] <t|ﬁ)/h§@tr asury.govt.nz>; Kamlesh Patel
[TSY] <Kamlesh.Patel@treasury.govt.nz>

Cc: Sam Direen [TSY] <sam.direen@treas t.nz>; Re
<renee.philip@treasury.govt.nz>; Catﬁa\r\héjktkms [TS

@Forecasting <Forecasting@treasury.govt.nz> \\‘
Subject: RE: Eq advice \/ ‘ Q **']
(N

Hi all, @
la \L}\ \ /

'prsv]
ine.Atkins@treasury.govt.nz>;

_ )
Here are some initia th@ t/ with respe: conomic forecasts (we locked down final
economic last w were due to rtto/MoF later this week after we were to finalise tax
forecasts tomorr

From Patri V
[ er that we need to adjust our final HYEFU forecasts,

At thi do no
for t?éi&]}@wing r
1. fc cost of the earthquake is uncertain at this stage until a full

assessme f the extent of the damage is carried out. Likely impacts are
increased structure expenditure to repair roads, etc; and decreased
| e in the short term as a result of business disruption. The extent

ormer is still uncertain, although there is significant damage to the
ro@d })n the Kaikoura coast. That could also cause disruption to business,
eg transport of goods from Picton (North Island) to Christchurch and the
rest of the south Island (and vice versa). There could also be disruption to
business and to government in Wellington, depending on the extent of
damage to infrastructure (eg port, roads) and to buildings (office blocks,
etc). Any reduction in tax revenue as a result of business disruption is also
uncertain at this stage.

2. At this stage, the impact does not seem to be as great as the second (Feb
2011) Chch earthquake which affected a densely populated area with a
concentration of business activity. With the exception of Kaikoura, this
earthquake does not seem to have had that effect so far. That is not to



mailto:Sam.Tendeter@parliament.govt.nz
mailto:Vicki.Plater@treasury.govt.nz
mailto:Daniel.Cruden@treasury.govt.nz
mailto:Andrew.Blazey@treasury.govt.nz
mailto:Fiona.Whiteridge@treasury.govt.nz
mailto:Peter.Gardiner@treasury.govt.nz
mailto:David.Taylor@treasury.govt.nz
mailto:tim.ng@treasury.govt.nz
mailto:Kamlesh.Patel@treasury.govt.nz
mailto:sam.direen@treasury.govt.nz
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underestimate its impact on the regions that it has affected, and its social
and personal impact in that region.

3. Another area of liability for the government to consider is arrangements
under the Earthquake Commission. | don’t kno @ow the gov%/%ment sees
those responsibilities currently, but | would ex tﬁét it wouId wam to
ensure that the same arrangements and g t}ga\tbe s would e‘@ntlnue to
apply as before. That would imply a Ilablyyéw Crown vwglcg may have
to be shown in the HYEFU fiscal prOJectlon

4. While the short-term economic and ﬂseal impact wqulék\be> negatlve
(reduced tax and increased exper)d‘t é) the medium and longer-term
impact would be positive measyr rms ofAGDP The repairs and
rebuild would be included as economic activity, even ‘though they would be
replacing capital which had be(eh\)estroyedéa& aged. As in the case of
Chch, there would be an @suranze pay-out.which would fund at least
some of this increased ¢ \nﬁi’fure (for ﬁvate sector, at least). Given
the tight constraints in the cohstructl,‘ try, that increased activity
could be mflatlonar%;\ésources rrfay ny to be redirected from other

T

activities to rebu»@ Ré}r work. At ttkewjlﬁe of the Feb 2011 earthquake,
The Reserve Ba uced the folOlaI Cash Rate by 50 basis points; this
had the effect ofshbportln /Q idence. As the economic situation
deteriorated latér that year, the OCR reduction was left in place and not

reverse tural disasters-are generally considered to be inflationary as
the sub t repalrste\g additional demand on resources.
5. HO ER; with |s | would emphasise the uncertainty of the extent
age an e economic impact. We will continue to monitor

é/dment \d assess the situation.
Plea§e\le§ me know if you would like any additional information.
Cheers, Patrick, 5)

s9(2)(a) Qx\/

{

TN

LN
Cheers )
-

Angela

Sent with Good Work (www.blackberry.com)

Not covered by your request


http://www.blackberry.com/
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From: Vicki Plater [TSY]
Sent: Monday, 14 November %

115 a.m.
To: Sam Tendeter; Daniel Cruden-J1 ; Andre :Y]; Fiona Whiteridge [TSY]; Angela Mellish
[TSY]; Peter Gardiner [TSY]; David Ta
Subject: RE: Eq advice
Hi Sam

ylor [TS;? g’[TSY]; Kamlesh Patel [TSY]
Some things have gone‘through tomﬁ%d Nicola this morning (I'll make sure you get copied in
on anything . rom no%omard those through to you.
At our nished Crisis’Mg

mt team teleconference Gabs indicated that he thought we

0 %o ning on the economic and fiscal - incl with respect to the
ram (

shoul
forecasts - but that
level comments

ably wouldn't have enough material today. Prob means only high-

I'll forward

Vicki @

Sent with Good Work (www.blackberry.com)

s already been sent. If today is critical to get something more let us know.

Pages 8 and 9 not covered by your request


http://www.blackberry.com/
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IN-CONFIDENCE

Reference: T2016/2226 DH-3

Date: 17 November 2016

To: Minister of Finance (Hon Bill English)

Associate Minister of Finance (Hon Stev

Deadline: None AN

(if any) %

Aide Memoire: Business Su
November 2016 Earthquake

A small group of Cabinet Minist rs1 wﬂ/short a busmess support package
for employers and employ; s<§fj‘ected by the No mber Kaikoura earthquake. The
proposed package is si (0] twhlch/ S emented following the 2011

Christchurch earthquake ill mclg@mployee Support Subsidy and

Earthquake Job Loss\CWer andis i ion to the existing suite of hardship support
available. V

gorts the p% d package and recommendations in the paper to

relief to businesses affected by the earthquake and support the
rventiogn set paragraph 16 of the Cabinet paper.

Th@é}s\‘ stantiv: % the proposed package are:
1. hquake! gpo Subsidy: This subsidy is similar to the subsidy introduced

following-th eptémber 2010 and February 2011 Canterbury earthquakes. The

subsid -o at assisting eligible employers in paying their employees who
are work because their employers are unable to operate because of the
e,@t

) \\ 'he subsidy will be paid to the employer in a lump sum, on behalf of the
_Aémployee at $500 gross per full time employee, per week and $300 gross
per week per part-time employee.
. The subsidy will be available as soon as feasible and payments may be
made retrospectively to include the period from Monday 14 November
2016.

1 1The Prime Minister has authorised a group of Ministers to have Power to Act to take any urgent Cabinet level
decisions on the government’s response to the earthquake. The group comprises the Prime Minister, Minister of
Finance, Acting Minister of Civil Defence, and the Minister of Economic Development, in consultation with relevant
portfolio Ministers.

Treasury:3615407v1 IN-CONFIDENCE 1
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2. Earthquake Job Loss Cover: This part of the package is designed to support
employees when the employer / employee relationship cannot be maintained. If
an employee cannot continue to work for their employer and receive a wage or
salary, it will allow them time to adjust to the change in their financial
circumstances.

. The programme will pay $500 net per week to employees who have lost
their income. It is proposed that part-time emplo receive the te of
s

subsidy or payment for the initial four weeks t me is availab
it is not possible to verify the status of part- @ yees th\r\o‘t@hjnland
Revenue. N
%/
The Treasury acknowledges that, at this early s g/é;{phe duration n%a;t of the
proposed business support package is uncertai consider yqe&\?ti ates are

based on sound assumptions, and that high sts are re{ébn‘\aj e and
appropriate given the nature of the situation. N

Considerations around support subsidies < &

DAV
This subsidies above are based %ﬁjss‘istan q@f@a implemented in the
Canterbury region after the 7—1&0 ristchurc rthquake. There are two important
differences to note in the affe area of th 1@,&‘9 mber earthquake compared to
Christchurch. N

\O)

o . .
ikoura area is focused on tourism and
more of the local labour market will be

primary sectors. @\é{ésdit, it is likel

relatively sea lltranisient co é\%t Christchurch. In these instances, the need to
help keep pe@hed to th% place, and remain in the local area until
business mesy’is less significant'and any support subsidies should instead be
focuse %resideg&%ﬁe@cal area. The flexibility to shed such seasonal

workers so be an ir E«o}gant mechanism for local businesses to cut costs in face of
N\

VWA
First, more of the Iodafj,énjbl yment j

@'é’ry rop in ge , .g. from lower tourist numbers)
(

Second, given lé’fNe ‘localised’ nature of the earthquakes, it is possible that some
suppliers to }- ted districts will not be locally-based and may therefore fall outside
' gible for support subsidies while still experiencing a loss of custom or

nse involved in alternative routes (although they will have a greater
ability(td\éd};\‘: than those in the affected area). These impacts would likely not be
visible\llnfiiJe,/diately but, should they eventuate, may need to be considered as part of
any ongoing business assistance.

Given the need to implement an assistance package quickly and simply, Treasury
supports the subsidies as currently proposed as the package will provide the
necessary relief to employers and employees in the near term. However we suggest
that the issues noted above are revisited prior to any extension of the proposed
subsidies.

Michael Chatterley, Analyst, Economic Performance & Strategy, 04 917 6030
Matthew Gilbert, Manager - Economic Performance & Strategy, 04 917 6048

Treasury:3615407v1 IN-CONFIDENCE 2
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Note on Kaikoura Earthquakes for Fiscal Issues
17 November, 2016

Provisional judgement on overall costs
Our estimate of the overall costs is:

- If we plan to integrate our response with other mvestm@ priorities, pazt/(&ly
transport, then our estimate is between $1bn and $

- If we fund to rebuild as it was, that means repl I alue as<set$a\wd/our
estimate is between $3bn and $5bn >

N

ort’and Kiwirail.
known costs

A full table of known costs is provided as an an
- We are waiting for detailed informatio

- The experience of Christchurch sugge
are likely to push up initial estimates .

S\ /‘
- Seismological advice is there wij robab y be fuz@lcant earthquakes

- s9()()

Funding options for%j @sts ‘ \ \\‘

Our assessment of tl"(e ﬁw&evéconom icts’ of additional direct costs is:

fiscal spending

Table 1: Eco/gm“g\/lmpact of i ugre S

\ We\t increase in fiscal spending (p.a.)
> <$1 billion $1-$3 billion >$3 billion
E e LessWO 5% of | Around 1% of GDP | More than 1% of
/’&'\'ﬁ@ " GDP ($250 billion) GDP
}ng:cmn GDP/ \\ . : ,
lation . | ,\ "/ negligible marginal may be material

Note: A materlalwas/an impact on measured GDP and/or inflation.
</>

Treasury &/}g %;that likely operating costs could be managed within operating
aIIowapce However, it is likely to be more of a challenge to manage capital spending
within eX\StI capital allowances. Thus our advice is that funding of the earthquake
respoﬁse should combine re-prioritised capital spending and increased capital
allowances (resulting in higher net debt):

- Not covered by your request

- Additional borrowing of up to $3bn will have little economic impact and would
keep debt within the current target of around 20%

Treasury:3615739v1 IN-CONFIDENCE 1
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HYEFU — Decisions that need to be made

To complete the fiscal forecasts a decision is required on settings for future Budget
capital allowances. We will send a Treasury Report on 18 November seeking
Finance Ministers agreement on settings, for approval by Cabinet on 28 November.

Capital allowances will need increase, but there is a choice whether they go up now or
at budget. At this stage, with limited information around exp cost estima&%
recommend signalling the possibility to increase allowanc earthquake cost'in
the BPS. \\J

Treasury:3615739v1 IN-CONFIDENCE 2
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Reference: T2016/2254 File No. MS-1

Date: 18 November 2016

To: Minister of Finance
(Hon Bill English)

Deadline: none

November Earthquakes

This note provides high-level advic
impacts of the 14 November 201
Canterbury earthquakes.

nses to (n

@ag&he economic and fiscal

3n experlence gained from the

We note four points in pa

. Initial eshmateypt?t e economic d\}]scgl impact are likely to be conservative
Other ( wors§e) scefiarios shou in mi
Governmen

svesgén se;

n for expected-.responses to other local natural disasters. That means
t will need to be well-grounded in sound principles for

y o&t
/ %
. erms of tk é\wﬁe recovery, decisions taken early in the piece (for example,

Hgnatlonal infrastructure) are likely to have significant long-run
d so need to be taken with those opportunities and long-run
ind;

. ng\looklng beyond this event in itself, the Kaikoura earthquake signals again the
be efff of sound policies and institutions to support resilience in the New Zealand
economy.

Conservatism in initial estimates of economic and fiscal impact
The scale of the economic and fiscal impacts is uncertain, and will remain so for some
time. Early and tentative indications suggest the total (gross) fiscal cost could be in the

range of $2.0 billion to $3.0 billion (if infrastructure was to be reinstated much the same
as was before). (T2016/2232 refers).

Treasury:3616287v1 IN-CONFIDENCE 1
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The experience from the Canterbury earthquakes would suggest the balance of risk
around this figure is that the estimates are more likely to be revised up than down as
more information comes to hand. There is a strong possibility of further damage from
further aftershocks. And deliberate policy decisions by the Government may well add
to the cost. On the other hand, decisions on the future shape

of infrastructure
moderate that cost (see below). Q &
o
( . (4\“

economic impact from disruption is likely to be fairly Experience rt
Canterbury earthquakes would also illustrate the und . i a%r\esilience
of New Zealanders and the New Zealand economy lot of
uncertainty about the likely duration of disrup ire (road, rail,

%’/
| impacts may well prove
st. Accordingly, scenarios where the
final costs are higher (and potentié% ite a lot hi e\t\s uld be borne in mind when
considering your response to th ))uuakes. ~ ~
/"7"\
e\
N \\\ )
The context in the Kaikoura arthql&%%diﬂ/erent from that of the Canterbury

Precedent and princip

earthquakes, an tngtt{aé/a bearing c Government’s stance in responding to the

earthquakes. The Cant rbury takes were characterised by widespread damage
to commerci %. idential pr and local infrastructure in a major urban area,
directly affecting-hundreds ,of thousands of people. By comparison, the direct impact
surrougdin\ reas, while hugely significant for the people involved, is
diffe nt both in scale nq‘m 1d— the key economic and fiscal impact from the Kaik6ura

ea t’@uakg is Ies;a/ impact to Kaikdura, and more about the damage to
nat nfrastructu@ (road, rail, ports). That means that the responses adopted in the

Canterbury evz%lhot necessarily be appropriate for the Kaikdura event.

Further, t nment’s stance in response and recovery support in Kaikoura will set
the scene: isaster response in small communities in the future. There is something
of a dil m\q ere: given the limited national significance, it would be reasonable to
rely more on local authorities in the recovery; however, being a small community, the
local authorities are likely to lack the resources and capability to support local recovery,
and that is likely to put central government more in the spotlight.

Treasury:3616287v1 IN-CONFIDENCE 2
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In terms of assistance to business and the community, the principles developed as a
part of the Canterbury recovery' are useful touchstones:

. An assistance package must reflect the need for specific and tailored solutions that
will best meet the needs of affected businesses. It also needs to satisfy some key
principles for business recovery measures and where p033|ble be driven by the
business community.

. Any action should: 7
o] be timely (provide assistance when it is needed % \\ ) 11
o] be time limited (taking into account that recov i e some t|n<1
o] be targeted (address a clearly defined probleﬁ% clear pa met S for
use, and be capped) Local mvolveme @also critical for st

o
0 , including fQ\éq ulative
nd their \Tsaﬂd employees
o] \ nd professional
o] not displace or detract fr and vol aR@ﬁ and resources
directed at business re RN

Ministers have already dr
on Thursday 17 Novem
of future assistance COT}iIf
\ )
There are converﬁl%s énd practice ar cost-sharing with local government in
disaster resp essence “40-split between local and central government.

n ﬁhese ind e%&he support package announced
It will bém tant to ensure that any consideration

G\\ed )in these principles.

large infrastructure bills, and decisions taken here
tions around cost-sharing for local authorities going

Strategic im E%Mf early decisions

One less anterbury is that decisions taken early on have the most impact.
These ere entially strategic judgments that set the scene for how the recovery
unfolds 5n her allow or close off options later. And given strong path dependence
and pre dence actions at the start end up having a big impact. But that also meant
that they were often done at pace, and under a high level of uncertainty.

With the Kaikoura earthquakes, there are a number of issues that will need early
attention that will have long-run implications, and may be an opportunity to progress
broader strategies.

1 Paper to Adhoc Cabinet Committee on Canterbury Earthquake Recovery, ‘Christchurch earthquake:
short to medium term business support measures’. 2011.

Treasury:3616287v1 IN-CONFIDENCE 3
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The most important of these is around infrastructure. Care will be needed to ensure
that the desire for early action to restore national infrastructure doesn’t mean that the
opportunity to develop a more resilient, more integrated and more efficient transport
network is lost. This includes consideration of the future shape of the highway network,
rail network (indeed the future of KiwiRail), and ports.

given rising sea-levels). \\ )

V
thow:apablllty

There are also likely to be issues around land use and zoni |II come q@se
too will need to be considered in light of their long-run im l;%\j eg., suvfabﬁll’g/

The interactions with local authorities will also raise issu f local
and competence, and questions about amalga chn

— o
Wider implications ] \ \

Q
The Kaikoura earthquakes also poin to wider issues may need attention at
some point. These are around th and instit o\@/t _manage risk and support
y These j % %

resilience in the New Zealand e
. building regulatlo \ﬁormance féevgr commercial buildings in
Wellington CBD r t er questfor& ut the robustness of the building

regulatory system \ ‘/

urance markets: the earthquakes are likely
risk in New Zealand markets, and reinforce the
s a systemic issue.

/
\

. pricing of rls/k aném/éll-func ioni

to lead to’s ﬁQe cassessment
|mportae|ng ins %
Mtly, th fawmrther major earthquake, and ongoing seismic
instability, may \Rype)fceptlons of risk in New Zealand. As a result, the
<Gov§ nment’ %\gnce in responding to this earthquake will likely matter
re than of Qrwls in shaping perceptions of New Zealand as a place to visit,
live, wor invest.

| '\\\ \

N/
Simon McLoughlin, Manager, Economic Performance & Strategy, 917 6011

Treasury:3616287v1 IN-CONFIDENCE 4
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Treasury Report: Budget Allowances in the BPS

/\&

Date: 18 November 2016 Report No: iﬁﬂ 6/222% \ \5 )
File Number: /BM-2-9-3-2017
™
O~
Action Sought N YN
‘\§> \]
Action Sg(gl:\\ “Deadline

Minister of Finance
(Hon Bill English)

Agree capi al wances%
zﬁ\anm the HYEFU forec:

incl

Monday 21 November

Associate Minister of Finance

(Hon Steven Joyce)

_lincl lorﬁn the/H

\pépnal allo

Monday 21 November

Associate Minister of Finance

(Hon Paula Bennett) -

ree cap nces for
Iu3|on m/a Qe\:%u forecasts

Monday 21 November

Contact for Telept /né Dlscg/sksk n (if required)

Name osition Telephone 1st Contact
Ben Udy Analyst, }e\sionomuc & |  +6448907428 | so@@ v
,,,\ Fiscal wa > (wk)
Renee o Mana \Olacroeconomic +64 4 917 6046
&\FLS al Policy (wk)

Actions f@%lmster ’s Office Staff (if required)

Return the\skgr;e(d report to Treasury.

Note any
feedback on
the quality of
the report

Enclosure: No

Treasury:3614897v1
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Treasury Report: Budget Allowances in the BPS

Executive Summary

Not covered by your request

L S

The proposed bquététuéw/éhces fQKtr%;HYEFU were determined before the recent
Kaikoura earthquakes \.*:Tjﬁe cost of{fhééé’t/’tl’fquakes is still very uncertain. It is likely that
some of the cost will be'treated as f%@@ﬂ? neutral (e.g. a loan to EQC or investments covered
by insurance‘p! c/eé)@/s). You may also want to consider whether other initiatives can be
deferred 91‘ ;sjz@&q | to makegog}&ft{/réarthquake expenditure, as part of the budget process.

e\ N4 N\

To the{efxtenﬁf/at expe,,rﬁﬁu& éséociated with the earthquakes cannot be managed within
budget allowances, thésé@‘lo;Wances may need to be further increased in the Budget 2017
process. You maygwi\gh&ds/rignal in the Budget Policy Statement that if costs of the
earthquake are uﬁbT)Lé\i@Be met within these allowances, an increase may be required at
Budget 2017. -~/

WINY

4 «//@ \
The Government's commitment to prudent fiscal management has meant that the fiscal
position iS\ \qeﬂ pTéced to cope with shocks such as this, as net debt is at relatively low levels
and forecast to’decline. On current forecasts, there is some fiscal headroom to increase
allowances while still remaining consistent with the target to reduce net debt to around 20%
of GDP by 2020.

Final decisions on capital allowances and the draft Budget Policy Statement will be

considered by Cabinet on Monday 28 November. If there are any further changes to
allowances, these will not be incorporated into the Treasury’s HYEFU forecasts.

T2016/2220 : Budget Allowances in the BPS Page 2
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Recommended Action

We recommend that you:

ry’s previous fiscal policy advice (T2016/2045 refers) did not
t of the recent Kaikoura earthquakes on the economic or fiscal

h note that t %:Z
consider, o)

outloo

i not the extent that earthquake expenditure cannot be managed within current
allowances, Budget allowances may need to be further increased in the Budget 2017

process;

T2016/2220 : Budget Allowances in the BPS Page 3
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Renee Philip
Manager, Macroeconomic & Fiscal Policy

Hon Bill English

&S
S

Hon Steven Joyce
Associate Minister of Finance

5
o V §> §

%

é@ @@§
S

T2016/2220 : Budget Allowances in the BPS Page 4
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Treasury Report: Budget Allowances in the BPS

T2016/2220 : Budget Allowances in the BPS
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Implications for Budget 2017

Kaikoura Earthquake

12.  On 14 November 2016 New Zealand was struck by a M7.8 earthquake centered near
Kaikoura. The largest impacts of the earthquake were in the Kaikoura region, however,
a number of other regions across New Zealand were also impacted. You have been
provided with an initial estimate of the costs, although these estimates will change as
new information comes to hand. The fiscal forecasts presented in the HYEFU will make
an adjustment for the fiscal impact of the earthquake based on reasonable estimates
available to us at present.

T2016/2220 : Budget Allowances in the BPS Page 6
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14. Not covered by your request

15.

16.

AN\ S
\\
Not covered by yo@g
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The proposed budget allowances for the HYEFU were determined before the
earthquake occurred. Ideally, any additional costs of the earthquake would be
managed against Budget allowances (although some costs such as the loan to EQC
would typically be treated as fiscally neutral for the purposes of the budget allowance).
However, as indicated above, meeting the operating and capital allowances was
already likely to require careful management and prioritisation.

& &
A

If the expenditure relating to the earthquakg |§4 rggr than cal
allowances, you could consider a further incfease io capltaI/aH
current level of uncertainty around the gtxs

of the Kaiko unake and the
funding mechanism e.g. insurance pr ceedS\he Tre/sﬁ%ommends Ministers do

e managed within

not increase Budget allowances (OVer d/above th osals discussed earlier) for
the HYEFU. Instead, Ministers s signal in the(Budge Policy Statement that if
expenditure relating to the eartﬁt;@ s unable{tg emef within existing resources
and budget allowances, furthéﬁi&cre/ases max ﬁ\bwed

N

u@

respond to economic p /fL aV hocks such.as . As noted in previous advice
(T2016/2045 refee/L (}o ernment cuqrentl has some scope to increase allowances
if required while r mélm conastg jQOrth its intention to reduce net debt to around
20% of GDP by 2929 N g

The focus on respon&bléfmahmal mana%rz@went means the Government can afford to

T2016/2220 : Budget Allowances in the BPS Page 7

BUDGET-SENSITIVE
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Oral item for Cabinet — economic and fiscal impacts of the
Kaikoura Earthquakes: initial view

18 November 2016

. On 14 November, New Zealand was struck by a M7.8 earthquake near Kaikoura.

. Due to the location and timing of this earthquake, the econd fiscal i@% are
expected to be lower than the Christchurch earthquakes f ffected/a mor
densely populated area with a larger concentration of bu activit
earthquake occurred at 12:02 am and so most pe e at homegr@ ne;at work.
However, the recent earthquakes have also affected son ton buildings.

nearly 3 per cent a year, on average, oyg he next five yars\h gontinues to be
i < Icuiérly tourism), a

countries. The operating balan . Y
reduce relative to GDP, %\uogh debtis s bhl >r than we would like it to be. This
provides us with som ao%responq to i@rgfng events without undermining our
overarching fiscal SU&% \ N

{ N \;//

o The Kaikoura 6arthqajakes cause ificant amount of damage and will affect
economic a wtyV the regio onsid rably. The Government will support the repairs
and recov%& it is nee% wever, the Treasury’s view is that this won’t
disrupt o Il momentum of the economy, which is resilient and reflected in

%onsum(er iness confidence.

AN
. I'{éfi’{sc |mpac} %ér is likely to be larger. The Treasury’s initial estimates
(b on mformgtl@n om agencies) suggest overall fiscal costs to the government'

of around $ 30b||||on primarily for repairs to the state highway network, local
roading, r k, and EQC costs for residential property owners facing damage
asar earthquakes

. Thi ks@\l an early estimate, and it is unclear the extent to which this will be covered
by msurgnce reprioritising other spending, utilising existing contingencies and

allowances, or reducing debt repayment.
s9(2)(i)

" Overall fiscal costs to the government represent gross costs related to recovery from the Kaikoura earthquakes. They do not
capture options for funding these costs such as reprioritisation of other expenditure, phasing or using existing funding pools.
Depending on how these costs are funded, the direct fiscal impacts on the operating balance and debt indicators are likely to
be different from these gross cost estimates.

Treasury:3616055v1
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As we know from past experience, risks are to the upside:
0 The experience of Christchurch suggests other unknown costs and government
decisions about the shape of the recovery are likely to push up initial estimates.
0 Seismologists’ advice is there will probably be further significant earthquakes.

As we move towards recovery, there is a need to take stock of infrastructure

requirements and options available to us to meet those requirements. This work is
likely to take some time to progress. &

Such events also highlight the need to consider our Eles and i er\aétlons
with local government. $9@)X0(v) & %

behind oul\§ca strategy. Getting

The Kaikoura earthquakes underscore th
on top of spending and paying down de \ good SL/re we are in a good
position to cope with economic sho atural d% nd allow the
Government to support New Ze land _cor munltles/tm / hallenging times.

7
At Cabinet next week | WI|| up%‘% ygu on how 1€ \ésury have incorporated the
economic and fiscal imp b{the Kaikou e“ar iquakes into their Half Year
Economic and Fiscal WhICh WI|| b ased alongside our 2017 Budget
Policy Statement on er. At thK\&\a , | do not propose any additional
changes to budge a ces as ‘of'the Kaikoura earthquakes. To the extent
isting allowances, they may be increased at

that costs cannot. be met from WI i

\\v >

Budget 201

Initial Estimated Cost

EQC claims cos}§/\ /

s9(2)(i)

State Hig hwaﬁéﬁa@

$500m - $1,000m

Local roading repairs $500m
$9(2)(i)

Local in‘frafs\tnucture s9(2)(0)
Emergency response costs $10m (net)
Housing <$10m |
Health and Education s3(2)O)
Business and Farmer support <$20m
Wellington disruptions costs <$30m
Other $80m

Total

$2,086 - $2,816 million

Treasury:3616055v1
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Reference: T2016/2232 BM-1

Date: 18 November 2016

To: Minister of Finance
(Hon Bill English)

Associate Minister of Finance
(Hon Steven Joyce)

resociate Miistor of Fi @
ssociate Minister o ma@

(Hon Paula Bennett)

Deadline: None
(if any)

ovide an update on the production of the Half
FU) and 2017 Budget Policy Statement (BPS),
ikoura earthquake.

rs: \W >
/ i \?

propose f{é/ ment of the Kaikoura earthquake in our HYEFU economic and
(in¢luding an initial estimated costs related to the Kaikoura

{ (\\J \]
You wm\reeéive further reports today, including T2016/2220, which will set out the
remaining decisions required to finalise HYEFU.

Proposed Treatment of the Kaikoura Earthquake

Given the limited information at hand on the Kaikoura earthquake, there is a large
degree of uncertainty regarding the extent of damage, particularly to local
infrastructure, which makes assessing the economic and fiscal costs difficult prior to
the forecast finalisation dates for HYEFU.

Treasury:3615534v2 COMMERCIAL-IN-CONFIDENCE 1
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Overall our approach for the forecasts will be to include material impacts where
reasonable estimates are available, supplemented with discussion about uncertainties
and scenario analysis in the narrative to our forecasts.

Economic Forecasts

The economic forecasts were finalised on Thursday 10 Nov prior to th&
Kaikoura earthquake. Based on (very limited) information available, ther

not a lot of evidence to suggest that the medium-term g ure for the whole of
the NZ economy would be substantially different overa k/e was centred
in the upper South Island, with damage to areas including Canterbury an éﬁ?ngton.
The areas most affected by the earthquake: the ?Q%‘;ding Tasman,
Nelson, Marlborough regions, and the West Zealand’s

)/Qb%p rison,
Dbiltion.

economy, or $8.3 billion in regional gross d

changed, this does not preclude t i /Sectoral compositional
and timing changes to activity a

activity. In the Half Year Upd te% i ents, an-to include a qualitative discussion
of the compositional chan s<@/ other risk tﬁét‘ml t be expected as a result of the
earthquakes. See T201 further dls\bk ion of the final economic and tax

forecasts for the Half)r‘g ate
[h \

) \ "/
\,,,/g )
Fiscal Forecast( [ / %

r%yg W up exercise of gathering information from agencies on
their initial assessm nt-of fiscal impacts. These estimates are an initial view of costs.

As such, there emlmlted scope to perform robust review and challenge. The
results of thi are outlined in table 1 below.
Overall/t, al cost is estimated to be between $2 billion and $3 billion.

Q)

N/

1 Based on Stats NZ regional GDP statistics, 2015.

Treasury:3615534v2 COMMERCIAL-IN-CONFIDENCE 2
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Table 1: Initial Estimation of the Cost

Initial Estimated Cost
EQC claims costs s9(2)(0)
State Highway repairs $500m - $1,000m
Local roading repairs 6@6@@

s9(2)(i)

Local infrastructure 59(\?\&\) )
Emergency response costs . $10m (net)
Housing _ <$10m
Health and Education D L s92)(A(iv)
Business and Farmer support N SN <$20m
Wellington disruptions costs \ \ ) <$30m
Other 0N $80m
Total < ” \ \sz\isa $2,816 million

NN

The above estimate does not in &o to rep@%ﬁl tunnel, which is currently
unable to be surveyed. These repair Would notbe ¢ ed by insurance, therefore
these costs are likely to inc e.. A more detaile d ible of these costs is attached in
Appendix One, including %nson of/the\ nt estimate to the cost of the
Canterbury earthquake% w: \(\\\

Costs are based égfoss estimate.&

current asset, rat ap “policy choi

Costs will ch tlme as covery plan becomes clear and the Government
conS|ders ns in Ilght of event.

" @®

In addition, inj at/ons are that there are some quite different aspects to the
Kaikoura earthquakes. The direct costs to the Government for the Canterbury

s reflected the densely populated city. As such, costs included residential
property assistance (red zone), repairs to local roads, the central city rebuild and
repalrS\Wyater infrastructure. While these types of costs may also be present in the
Kaikoura- e:{rthquakes it's more likely that costs associated with repairing the state
highway and rail network will be far more significant.

Table 1 represents an initial estimate of the total costs of the earthquake. However,
not all costs will require additional funding from the Government. For example, the
roading costs are likely to be met from the National Land Transport Fund and future
hypothecated tax revenue. In addition some costs may be met from delaying other
projects rather than new spending while others will be funded from existing budget
allowances or insurance payouts.

Treasury:3615534v2 COMMERCIAL-IN-CONFIDENCE
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As a result the impact on the fiscal forecasts will be with regards to new funding (or
incremental costs). Costs that are likely to be funded through reprioritisation or existing
Budget allowances will not impact the fiscal forecasts.

Our experience with the Canterbury earthquakes would suggest that these initial
estimates are likely to be under-estimated. Our initial estimate_ of the Canterbury
earthquakes in Budget 2011 was $8.8 billion, almost half of the rrent estlm
$18 billion. Almost $4 b|II|on of the increase was in relatior ( clalms aost
quent égovtgmme:nt

rmatlon anv]et 1|/ght
g budg tall&{gnces

existing budget allowances will not be know
room in the existing budget allowance to Ei
further advice on this as estimates cry se. )
As such, and given this event is li
reasonable level of comfort that

particularly as they are likely {e ca
However, discussions a@ uncertef n\

HYEFU documents. {/(} \ \ /
Table 2: Impact(o@ts@a{ Fore<<

nC \férbury, there can be a
within budget allowances,

N
ill form an important part of the

New funding Added to fiscal
forecasts
EQC claims costs Yes s9(2)() |
Roading répairs N No - reprioritisation -
s9(2)( /7 -
Local infrastructure \_ " Yes s9(2)()
Emergency re,%éo}ls\\eiéo/sts Yes $10m
Housing Yes $10m
Health and Education Yes s9(2)(M(iv)
Busin%s"%éEarmer support Yes $20m
WeIIin‘gfqn hdisruption costs Yes $30m
Other costs” Yes $80m
Initial cost estimate $955m
Rounded up $45m
Increase in fiscal forecasts $1,000m

In order to mitigate the tendency to over forecast upper limits have been used. In
addition, we have rounded the costs to $1 billion to provide a further, albeit minor,

buffer for unknown costs.

Treasury:3615534v2
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The majority of these expenses will be operating expenses and recognised in the
current financial year. As such, there are no budget allowances that these can be
charged against. The additional $1 billion operating expense will therefore reduce the
forecast OBEGAL surplus for 2016/17.

The $1 billion increase in net debt will occur over the next few years and cash
payments are made.

"
KamleshPatel, Team Leader, Budget Coordination, Fiscal and State Sector
Management, 04 917 6094

Nicola Haslam, Manager, Fiscal Reporting, Fiscal and State Sector Management, 04

917 6943

Treasury:3615534v2 COMMERCIAL-IN-CONFIDENCE 5
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Initial Cost Estimate

Estimated Cost of November 2016 Earthqua — Comment
Canterbury
Earthquakes @
EQC $6,981 million Significant building nﬁ claims i i and Seddon.
Numerous of smalle ims in We n, Christchurch, and
Marlborough. . < 0
State Highway | $62 million s9(2)(
repairs The bulk of roading co
in Canterbury
roads rather
highways.
Treasury:3615534v2 COMMERCIAL-IN-CONFIDENCE 6
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Local Roading
repairs

Horizontal
infrastructure —
storm water
including stop
banks, water
supplies, and
sewerage

$1,607 million.
$646 million of these
costs relates to local

roading. These costs do

not include costs
associated with state

highway repairs.w

S

\

Hospitals and
DHB spending

$1,081 million
Capital fundingyin

relation to hospital
rebuilding. Some
funding was proyi
from DHB bal

eel.

e

oo

w. hospital is currently operating with some additional staff

pport emergency.

@son Hospital is a potential risk as we know key buildings at the

jnospital have seismic issues, but from a fiscal perspective the
redevelopment of this hospital was already in the pipeline — the
business case process is already underway.

Doc 9
Page 39 of 108

nder the National Civil Defence
t Plan to fund Councils for 60% of the
rastructure and just over 83% of eligible

$500 million

s9(2)(i)

<$5 million

Treasury:3615534v2
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Schools $931 million s9(2)() s9(2)(i)
Capital funding in
relation to school
rebuilds, which also
addressed long-term LN
demographic/new % /
capacity needs.
Housing - $374 million The MSD eart 'ua}eﬁéponse téam%éwewmg what numbers | <$10 million
emergency and | The majority of this can be obtain e‘council are inspecting
temporary, and | spending was capital properties i using supply situation in
social housing spending on state Christchurch is g/od so do not-consider additional funding would
housing. be re& msurance @Rg -inzabove $10 million).
Business $305 million Mini \haVe agreéd tq%\@ackage to support businesses and $8.8 million
Support E@p S.
Package )
Farmer Support | - \ MIS has esti 71% ts and is seeking funding of a package to $10 million
Package ‘ upport a%m ary industries, including fisheries, at $10
m|II|on over ears.
Emergency $225 million Civil response costs (for which appropriation is currently | $10 million **
response costs $2m W DF costs (within the appropriation for emergency ** Net of existing
™ response). appropriation for this purpose
Department of - -y / »I?bQ?p%lrs to roads, bridges and structures on conservation land, | <$5 million
Conservation \ .as well as administrative infrastructure.
At this stage, this is very much an estimate as many of the
gtructures are in isolated areas and have yet to be assessed.
S
(Q)
_/
Treasury:3615534v2 COMMERCIAL-IN-CONFIDENCE 8
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Other $978 million Such costs range from additional, &Qerm supp rtﬁp\ﬁ}’e region | $80 million
These costs include the | (which would most likely be met from existing resources) including
costs such as the repair | Mayoral Relief Funds (<$1 'ﬁgg). Very dif '—%%quantify.
of Government owned — /\K\
assets and other smaller ‘\"\ ) )
items. -/
Wellington - Number of agenci \g}{e?ed, suc?@%ﬁ;@tics, Transport and <$30 million
disruptions NZDF. Estimatée is- ncertain but understand $92)
costs s9(2)(i) ei% <¥ >
Total $18,041 million D) $2,086 - $2,816 million

Treasury:3615534v2
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Pre-Cab Briefing 21 November 2016

Notes:

e The Treasury will brief the Minister of Finance and Associate Ministers of Finance on
Monday 21 November.

/N

AN
§\\ < /> /~N Y
Papers for Cabinet Consideration &\/ \\/
ltem [ Title >
oy . Treasury
Description and analysis F|sc?l/'mpl|cat|ons Q Recommendation
9 Kaikoura Earthquake: Business Support Pacjk}gg De7c|5|ons/bymters with Power to Act

The paper sets out a package of business | The cost 6f\T1é/;5éckage is 8840}nw|n Support
assistance support following the 14 2016/26@1@\/ Af\\

November Earthquake. It includes an NN / Y

Employee Support Subsidy and Earthquake | C O
Job Loss Cover and is in addition to the |~ " </\\§// 4
existing suite of hardship support available. ) NN\
The proposed package is similar to that
which was implemented following the 2GT<L
Christchurch earthquake. \

N2
10 North Canterbury Earth&uake Prc}@akﬁor a Spemal Primary Sector Assistance Package
This paper seeks agreemeﬂnt\io a primary |-$5m esearch for affected fisheries | Partial support

sector assistance pac)«aﬁg}e \foﬂowmg the \a\n;k$ .4m for other components over | Treasury supports the

Kaikoura Earthquake. ] on-flsherles \Bo /year; dto tbCe ftunded from the | 5 4m component of the
ween Budget Contingency.

components are b sed on.a similar relief paper, but considers that
package that C t@greed to JO“O% j[he proposal for rgsearch
storms in the atjawaty\n 2015.A ‘~\ YV into affected inshore
< QO \\& fisheries ($5m) is not as
N\ ’ urgent as the other
& components and could
4 N be considered at a later
/Q\\ < date alongside any other
"% initiatives that may arise
7 ~ON > from  the  Kaikoura
\\\> /w earthquake.

Not covered by your request

Treasury:3616027v1 IN-CONFIDENCE Remainder of document not covered by your request
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Treasury Report: Budget Policy Statement Cabinet Paper

Date: 23 November, 2016 Report No: > T2016/2179
File Number: | MC-1-5

V\::“f/‘
Action Sought -
B
. O =
Action Sought Ny De d‘l#{le

Minister of Finance Sign the attache |\>paper ‘ /\ \

. . and Cabinet submissionform -/
(Hon Bill English) Q ‘ -

% N
Contact for Telephone Dlscuséion f requwgé)&
Name Position 7 Teléq’\icme] 1st Contact
Ben Udy Analyst, Maer, omic & r+§2b<1 7428 s9(2)(@) v
Fiscalﬂjﬂc \
Renee Philip &r(hflacroecon @4 4 917 6046
k iscal Policy :
Actions for the Minister’s &fﬁ&aﬁ (if required)
Return the eport to Trea W >
Lodge th C,Cagna paper wr’rh office.
\/ )
Note any
feedback on
the quality of
the report At
\ Q \‘
DN,

Enclosure: Yes (attached)

Treasury:3613326v1 IN-CONFIDENCE



20170004 TOIA Binder Doc 11
Page 44 of 108

Treasury Report: Budget Policy Statement Cabinet Paper

Executive Summary

Attached is the Cabinet paper titled ‘Budget Policy Statement 2017 and Proposed Spending
Allowances’ for your consideration. The paper seeks Cabinet agreement to the capital and
operating allowances for Budget 2017, and has been prepared in cofsultation with your office and
the Prime Minister’s office.

>

We ask that you sign the attached paper and accompanying mission | r;nréaffore
i 8< Eive7 er.

10.00am Thursday 24 November, for consideration by Cab

Recommended Action

Y

We recommend that you sign the attached C “Submission Form before

10.00am Thursday 24 November 2016.

Renee Philip

Minister of Fi

Hon Bill English; @
/
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Monday 28 November.
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e The Treasury will brief the Minister of Finance and Associate Ministers of Fin?ce on

Papers for Cabinet Consideration

S

Item | Title

S

Description and analysis

Fiscfl%mﬂcations

>  Treasury
Recommendation

1 Kaikoura Earthquakes: Urgent Legislation

In response to the Kaikoura earthquakes,
this paper proposes passing legislation
under urgency in the week of 28 November
to: (a) bring forward the commencement
date of the Civil Defence Emergency
Management Amendment Act 2016 to 3
November

(b) clarify that a number of provision

Civil Defence Emergency Manage

and the Amendment Act reI
management  of U|Id|ngs

emergency;
(c) provide the po eq est a
assessment  of

engineering assessrpe\nt o) |Id|ng)

Support

This paper co cisions
delegated Mir i@e s to,amend criteri e
nd it

3 | Amendment to Business Support Package after the 14 November 2016 Earthquake

Support

Treasury:3621681v1
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Reference:

Date:

To:

Deadline:
(if any)

Overview

The RBNZ will be releasin

Doc 13
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T2016/2342 SH-11-4-3-1

29 November 2016

Minister of Finance
(Hon Bill English)

inancial

Wednesday 30th Nove
and some comment.

Pages 2 & 3 not covered by your request
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Treasury Report: Monthly Economic Indicators November 2016

o
( C <\4\‘
Date: 1 December 2016 Report No: 'I<2@1}6/2361 ~
File Number! | BM-3-3 -
Ok
Action Sought | ”\B
Action SOQ@J\/ %a/dline
Minister of Finance Note th coﬁfe\ntﬁ of this report._ The MEI will be published on
(Hon Bill English) Not fthis report has beer, | (Ne Treasury website at 2pm
9 X rep Monday 5 December
sent € Prime Min

(Hon Steven Joyce) RN

[
Associate Minister of Finance e the conte nktséf\ his report
v G

Associate Minister of Finance /ﬂ%ﬁe\thecontents@%@gn

(Hon Paula Bennett) \‘\,,,/3 )

N

Contact for Tel%e Discus% if required)
Name Msition \M Telephone 1st Contact

Brendon R@g\ Senior%a\xsg - +64 4 917 6297 (wk) [s9(2)@ v
~ 7

(

Patrick Conway %@Mdvisor +64 4 917 6957 (wk)

Actions f{ﬁhﬁlinister’s Office Staff (if required)

Return the signed report to Treasury.

Note any
feedback on
the quality of
the report

Enclosure: (Monthly Economic Indicators - November 2016 (FINAL MEI):3624566)
(Economic Chart Pack Nov 2016:3624014)
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Treasury Report: Monthly Economic Indicators November 2016

Executive Summary

. Robust labour market and retail sales data point to solid t rd quarter GDP

. An earthquake on 14 November caused some localised.disrup |on to actWJn central
New Zealand but nation-wide impacts appear Ilm&
o Global fmanmal market volatility mcreased |n ovembe ing | e}r?expected

Economic data released over November reinforced the outloo%or\&)d GDP growth over the

second half of 2016. Activity in the third ~was und d by y robust growth in the
labour market and in retail sales. Wa sures re% ign, reflecting the rapid
pace of expansion in labour supply an su mflatlQn exp tions. Nonetheless, labour

income growth remained solid, drive

éﬁmp}oyment

Income growth supported a further e péﬁsion in_reak.re
which increased 0.9% from the p@wous qua ism, which also contributed to retail
sales growth in the September %ar er, sho strength in October, with the number
of visitor arrivals 14.5% h| the same m\Q}t a year ago.

i sales in the September quarter,

Other indicators of cflw m the D
business and consu r G nﬂdenc —rer

the large earthquake that occurred on 14 November. The

extensive e and some loss of life in the Kaikoura and adjoining
n of Kalk%@krg;\ ich is an important tourist centre and on the main South
Islan GL rail net (, was extensively damaged and transport links were blocked by
large slips.—There was also damage to housing and commercial buildings in Kaikoura and

adjoining regions, %@g \Wellington.

While the im
affected is si

regions. -

e earthquake and subsequent aftershocks on the region directly
, its impact on the economy as a whole is considered likely to be
t this stage. The Special Topic this month discusses the likely regional and
impacts.

=3

The housing “‘market is a further source of risk to the outlook. The Reserve Bank observed
that growth in house prices remained excessive and was posing a risk to financial stability.
Nonetheless, the Bank reduced the Official Cash Rate (OCR) from 2.0% to 1.75%. The
Reserve Bank projected the cash rate to remain at this level over the next two years or so,
although it did not rule out the possibility of a further reduction.

The global economy showed some resurgence of demand according to data released this
month, while business activity indicators remained subdued. There was increased volatility
in financial markets arising from an unexpected change in the outlook for US economic policy
in the light of the presidential election.

T2016/2361 : Monthly Economic Indicators November 2016 Page 2
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Recommended Action
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Page 57 of 108

We recommend that you:
a note the contents of this report

b note this report will be available on the Treasury website
2016

c note that the next Monthly Economic Indicators R
on Thursday 2 February 2017, and

\

Patrick Conway
Principal Advisor

Q

Hon Bill English /.
Minister of Fin

Hon Stev Joyce \ ) )
Associate Mm@ﬂﬁnce
,/(\\&

N>/
Hon Paula Bennett
Associate Minister of Finance

/
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Deadline:

Aide Memoire: Advice on the Kaik
reinstatement of South Island Corri

Background

1. The paper recommends that

/

Tﬁ %&e
</\ V\

Doc 15
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T2016/2378 DH-37-1-1

2 December 2016

Minister of Finance (Hon Bill English)

4 December 2016

Support a proposal t ay 1 and rail corridor
between Ward and-Che ret/ at an estimated cost of S92 The
estimated time é@plete the o{ect is 2 months.

Agree that t d th ' roading component of the
project.
s9(2)(i)
is Minist

ct has<th\e\f@1 (Qng cost components:

Component Estimated cost ($ million)

Road .

SH1 Reinstatement S9A0) N

@&@{ﬂg SH1 safety and resilience

\Alérnate SHroute

M\cgl roads

/)

;E/mergency fund contribution

Total Roads

Rail

Rail reinstatement cost (MoT estimate) s9(2)()

Potential insurance contribution

Total Rail

Total Estimated Cost

Treasury:3625023v1 IN-CONFIDENCE
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Financial impact

®

s9(2)(i)

The Treasury’s initial estimate of the road and rail reinstatement costs is between
$1.5 billion and $2.0 billion. However, the fiscal forecast for the HYEFU assumed
no fiscal impact as the assumption was that costs would be met from the National
Land Transport Fund and KiwiRail insurance.

The proposed funding request is all for State Highwa@a?erefore/tl a
capital in nature. If the full amount of the proposed.reque funded|(by the

Crown this would nearly exhaust the Budget 2017 capital.allowan

fgl?hijlng/optlons
Y

Investment in KiwiRail’'s network
possible that this would need to be

L
The Tre r\doeé not support the paper as it is written for four reasons:

Iesson learned from the response to the Canterbury earthquakes was
to%v id committing early to irreversible expensive decisions. At this stage,
ere is sufficient uncertainty in the cost estimates and other components of
he project to support further investigations to be completed before fully
— commlttlng to Crown fund the preferred option.

b The level of service required should inform the option chosen to reinstate
the transport corridor and the mix of transport modes on the corridor. An
assessment of the medium to long term levels of service required for road
and rail, in the context of local, regional and national transport networks
should be carried out before confirming the preferred route and which
transport modes are reinstated.

c Earthquake recovery costs should be met, as far as is possible, from
existing funding sources. Further analysis is required to assess options for
the National Land Transport Fund to meet the roading costs of the recovery

Treasury:3625023v1 IN-CONFIDENCE 2
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10. We recommend the following approach to

Doc 15
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and other potential funding approaches before committing to a Crown
grant.

There are sufficient funds available to the NZTA through the National Land
Transport Fund to support the initial project design and recovery process.
These funds are made up of the $125 million emergency fund and a $75
million loan facility. This means that the project would not be delay hile
further analysis is undertaken to inform decision i &

Yo
(C (\“\‘
Treasury Recommendation: @ <\\f/
& O :7
ppo i

decision making for this project:

a

11.

costs) é

Agree, in principle, to support the statement f‘\a\r%«nsport corridor on
the coastal route to allow the NZTA tocontinue-pro ctde3|gn and
preparatory work, firm up estimates and j
continue the preparation of-tk

Commission transpo%%a to assess e\ ed|um to long term level of
service requirement f /transpo c\\ Th|s work should assess the
requirements of all tra\fflc types . frei tourlsts the role of each
transport mod 4‘%@13 of conné@ aﬂd as part of the wider transport
network. / N\

t \\\
ing with KiwiRail to confirm the costs to
here following the
Jra-earthquake. This k would also look to clarify the short and

inancial i on the company and the implications of this on
ss plan supporting its 2017 Budget Bid.

ct OffIC<a out an assessment of the funding approaches

ilable for h@ project. This would include analysing the ability of the

LTF to % upport a portion of the roading costs (e.g. betterment
p s for Crown funding including a loan or a grant.

thé completion of this work, you and the Minister of Transport
ort back to Cabinet in early 2017 on the outcome of the above
s with recommendations for the reinstatement option and funding

V\Cere ommend that you do not support recommendations in this paper, and

instead table the alternative recommendations in Annex 1(changes are
underlined).

Treasury:3625023v1 IN-CONFIDENCE 3
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Annex 1: Alternative Recommendations

1. The Minister of Finance recommends that Cabinet:

1.  note that several strategic options have bee idered for@
reinstatement of the critical South Island tr outes c;{amage
by the Kaikoura earthquake sequence <\\/

2. agree, in principle, to reinstate the transr@ridor along the cGrrent

coastal route, with improvements to kﬁe%afetv and resilié&&aof the route

Legislative implications

3. note that an Order in Council will-be require& the proposed

Hurunui/Kaikoura Earthq s Recove on to modify certain
enactments to provi orks to cl and restore access to
State Highway 1 .

4. agree that the'Minister of Transport, i
of Civil Defe l}- inister bfﬁn\a e [and all Ministers responsible for
legislatiori covered by the O éﬁgfﬁouncil], have the Power to Act in
respe tpfs?tbmitting any

Earth ;;uakesF(ecove legisla
N\

horise the Minis%2 ansport to instruct Parliamentary Counsel to
are the necessary Ofder in Council under the Hurunui/Kaikoura

uakes(k-;‘_ ation, subject to recommendation 3 above

—/ o
ial implications
\gjf/
6. r@ stimated cost of the preferred reinstatement option is $1.4 billion
0

billion, s9(20)

] \\ agree that the Crown contributes to the roading costs to reinstate the
*r—/fransport corridor that cannot be met from the National Land Transport
Fund

8.  592))

9. note that officials will assess the medium to long term level of service
requirement for the transport corridor as part of the wider transport network

Treasury:3625023v1 IN-CONFIDENCE 4
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10. invite the Minister of Transport and Minister of Finance to report back to
Cabinet in early 2017 with recommendations for the reinstatement option,
updated cost estimates and a proposed Crown-led funding approach

11. agree that any Crown contribution to the reinstatement and the
funding approach will be confirmed as part of the Budget 2017
process

12. note that the mechanism to give effect to tt |S|ons @fthat tge
Minister of Transport will invite the Board of the New Z%ala
Transport Agency to lead and coordin ‘~ the Board of KiwiRail

S rridor

13. note that preparatory work fo ferred pt‘fé\@,\as well as work
on the alternative Springs i
emergency inland route,

Next steps

rt Agency and KiwiRail expect to
d that it is hoped that restricted access to
il’be available prior to Christmas and that
able from the north in around 12 months

14.

Kalkouraﬁ‘@m e sou
restrlét% d-access will be

S

: te tha R%s 5 release will be issued announcing decisions in this
0> aper.

<\

Qii)
Jon Butler, % alyst, National Infrastructure Unit (NIU), +64 4 917 7254

David Ta% ager, National Infrastructure Unit (NIU), +64 4 890 7200
( \\

‘\/

Treasury:3625023v1 IN-CONFIDENCE 5
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Kaikoura earthquake — future decisions: prioritisation and
sequencing

Date: 2 December 2016 Priority:

Security Sensitive
classification: | commercial In-Confidence

To: Rt Hon John Key
Hon Bill English
Hon Gerry Brownlee
Hon Steven Joyce

PM, Ministers

Executive summary

This note sets out preliminar Jon optigms\0 ‘/;ic?ritisation and sequencing of
upcoming decisions, and seéks your confirnﬁa@on of the approach officials are taking to
shape up advice on earthquake-related

th s. It also sets out some thoughts and advice
on the degree and n%a\ljheﬁo*f/involve i and local government could have in the
process and decision making. ,

N
<

N
We have also a % \lrge fourth u

~ \V’{ 7
linisters ha/yg% ily focused on the decisions that need to be taken within their
t h’Q\r/éS onse up and running. As we move more clearly into the
es/ome upcoming decisions which would benefit from being taken as
sessed against a consistent standard, including:

recovery stage, th
a package and.as

o the desi progression of Orders in Council (noting that there will be a degree of
coordinati iven Hon Brownlee’s role as the Minister responsible for the Act)

o upcoh@*}gj lecisions related to supporting economic recovery in Kaikoura and the
broader upper South Island (e.g. a Tourism Support package, whether to re-open the
Kaikoura cray fishery, and renewal of the earthquake support subsidy)

e any decisions on increasing Wellington regional resilience and network infrastructure
over the medium term.

Recommendations

We recommend that you:

1. indicate if you have any feedback on:
a. the prioritisation and sequencing proposals on page 5 and in the appendix
b. your preferred approach to working with iwi and local government
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2. forward copies of this briefing to Ministers Bridges and Smith, given the fundamental
importance of their portfolios in the recovery.

Anneliese Parkin David Mackay
Deputy Chief Executive, Director, o
Policy Growth and P ices ‘;/ A
DPMC Treasury \\f/
Xw v
- \S
Q-

briefing to Ministers Bridges and Sg

N Y,
PM do you agree to refer copies of thiﬁix\ ) & / No

\
)
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Upcoming decisions

Ministers have faced and will continue to face numerous decisions across many portfolios
responding to the effects of the 14 November earthquake. Some of these decisions are of
an immediate and short-term nature, managing the initial shock and dislocation to
communities, businesses and transport, while others will have more enduring impacts, such
as rebuilding infrastructure and determining the desired level of resilience to future events.

objectives will be greater if they are framed through principles lying existi/n / I
government priorities and interventions, and linking explicitl O ecovery (priorities as

articulated by iwi and Councils. This will help ensure tha ! ecisions across diﬁ‘e{\eﬂp
> O

We believe the collective positive impact of these decisions on overnment’s)geéader

portfolios are coherent and mutually reinforcing. It will ¢ elp.ensure th Tbéﬁiéion-making
is coherent from the perspective of the affected communities in which they Ia‘r{é This is

particularly so for decisions with more enduring or@;iqential impac

Clear command and control structures are criti ctive raﬁ\d‘ﬁés se, but
collaborative ones are equally important to ena ient an ﬁgﬁstWﬁ recovery and
resilience building in the longer term. x\ “ o
Core issues - (o

: : : AN\ :
While the Kaikoura earthquakes ra@be eat many iss s‘\afross a wide range of
government activity and interests, as we see it, thedist e strategic issues requiring
decisions is relatively short: - RN

Y @ >

Transport / N

e Following Ministers’ deci
infrastructure, deciding on
its connections to Qe\kﬁfwfh Island

>-appropriate management of transport infrastructure
einstatement is complete

p
[

o reinstate Sta\te}Highway 1 and associated rail
}"infrastructure in the upper South Island and

e Taking any requ éc{éétion to
and travellers? expectations unti

C

C

il recover

Economic and.se
e Sup @e recove 4 @@Ka) oura and surrounding communities to a sustainable
f%ia/ / includjn%}rﬁ; out:
o t xpectations and obligations on central and local government and others

regarding disa er response and recovery (e.g. given the small size and potentially
, of the Kaikoura District Council)

) Monitorlng/and if necessary shaping market impacts, including:
0 insurance as an important risk transfer tool for people and business

0 national and local labour, equipment and materials markets arising from increased
demand

0 access to goods, given disruptions to supply chains

e Considering what wider support is needed in other areas (e.g. Wellington and
Marlborough)
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Resilience

¢ Reviewing current land use planning and building regulatory and compliance systems,
particularly in light of damage to some modern buildings within the Wellington CBD

e Deciding on and delivering initiatives to improve Wellington’s preparedness and
resilience, including at a household level

¢ Enhancing national response capacity and capability. : é

Testing Future Decisions

Treasury recently gathered a collection of lessons identifi e Chris hl}r\\h/)/ents
Key lessons relevant to this context include: v >

1. Take a dynamic and adaptive approach to policy development. Whe th eis
significant uncertainty, avoid committing early, @revgrmble exp ive decisions.

2. Consider carefully the Government’s recove ive. In the\C%t rbury earthquakes

d supporting the many

-makers, implementing agencies
h the central and Iocal levels of

government, can do
difficult relatlonshlps\c
management dlrgiensmm in process

5. Good relationships betwe \
and other key stakehol?ﬁ% ti
alét) Carefully consider the relationship

decisions.

In light of the a %ﬁave dev
and adwce

'the following questions, to help frame our analysis

Wovernment’s overall priorities?

?mS»

ctive and cost-effective? Is it a good use of public funds?

N ) . . . .
\fra,srructural, social and environmental resilience, e.g. does it work
costs and dislocation of future disasters?

inappropriately inhibit market mechanisms and signals that people
actoring into their decisions on where to live, work and invest?

6. Are thkﬁrght actors (i.e. those with the best knowledge, capacity, motivation and
alignment with relevant regional or national interests) making the decisions (central or
local government, individuals or market participants)?

7. Does the decision-making process appropriately balance decision speed and inclusive
processes with community and stakeholder involvement?

8. What precedents and expectations will the initiative create, and are these appropriate?
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Sequencing and prioritisation

The table in Appendix 1 sets out our preliminary thoughts on decisions that will need to be
taken and timing.

As you're aware, the alternative route between Blenheim and Christchurch is already under
significant pressure and transport routes (including shipping) may need active management.
Early communication of intent to take any concrete steps to actively manage freight
movements, or the triggers that would lead agencies to take su eps, would reduce the
risk of others planning on one thing happening and then anot ating (9, ould
affect how any tourism facility funding grants are allocated), w\\ A
We recommend that the design of any economic recov u t should e@cu/ééd on
recovery of independence / economic wellbeing of individu nd families, rather than

places — and not necessarily assume a return to tréigeaﬂhquake tatus quo. As you

know, the sudden change in transport routes is ¢ _asignificant ch ng in the
distribution of economic activity. Some of this %

ue until SH1.is fully rebuilt, but there
are likely to be ripple effects for many years be:

at. People and capital should be
encouraged to respond and adjust to thos cﬁ!{n / i é —

y the economic recovery.decisions as a package.

As noted above, we suggest consideri over'
Funding decisions should reflect a consistent approa on }éﬁués like whether the
government will support businesse%st?in staff Q%Snéss as usual activity resumes,
particularly given the long recove y\tl expected for:some industries (e.g. paua) and the
You have received a sepa ron Welli gtbj ower North Island resilience to a large-
scale earthquake. Theré;j%—a\ cussion to’be had on how much resource Ministers want to
exert in this space. At\tihigs’lg?ge the di sought is primarily in relation to scoping and
developing greater L{nﬁgm*‘?'hding. It-wo! useful to signal Ministers’ appetite for central

seasonality of the tourism indus

government spe d’involve in‘this so that effort is appropriately prioritised. An
alternative to pu or spendin be to ask officials to look at regulatory options for
requiring the/private sector to take steps to increase infrastructure and supply chain
resilience %

lwi a @c overnm%\nwfﬂéement in earthquake-related process and decision
makin 7

ol o~
[ (

-\
There are mu i interests in the earthquake recovery process. The model that iwi

ave in mind is the strategic partnering model in the Christchurch earthquake
which-provided for a “strategic role” for Ngai Tahu in the recovery and in working
with CERA(\T\hre are some signs Ngai Tahu is going further in its asks, e.g. asking for
involveméat,lb/any decision on a Recovery Manager, or in consenting processes.

The Government needs to decide if it wants to replicate such a model and whether it is
willing to go further. Although it would bring benefits, operating the Christchurch model in
this instance is likely to be more complex given the multiple interests involved.

While the Kaikoura/Hurunui situation is confined in terms of the breadth of issues needing to
be resolved, it is geographically spread across a number of settled iwi. Therefore, the role of
Ngai Tahu is more limited and its interests need to be considered alongside the interests of
other top of the South iwi. The Kaikoura legislation also doesn’t establish a new authority
like CERA that iwi would be able to engage with, nor does it call for a formal recovery
strategy in the same way (you'll recall that, for Christchurch, the strategy had to be
developed in consultation with Ngai Tahu).
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If the Government was of a mind to develop a non-legislative recovery strategy, then,
consistent with the ideas below, central and local government could develop the strategy
informed by the interests of iwi within areas of interests or involving resources of particular
interest.

It will be important to ensure that recovery efforts don’t impact on Treaty settlements without
express engagement and agreement with settled iwi.

There is a substantial iwi energy and commitment that can be capitalised on, usi%tping
processes and relationships. For example, iwi already have we ablished partnerships
with ECAN and the relevant territorial authorities. If Ministers.consider iwi engagement in
recovery is desirable, then realistic expectations would be agreed F@\hé/éutset,

remaining mindful that iwi have their own resources and.c
problems.

Local government

Central government officials have met with loca nment

Hurunui, Waimakariri and ECAN followin e&tua;kes. Th

effective and coordinated first responseﬁg%é ross cent
as

(e.g. evacuation support by NZDF as financial s rtf(o Kaikoura). They also
expressed their gratitude for the personal interest tak y.multiple central government
Ministers who have taken the time gﬁjefjért to visit an support.

iﬁ@}nat the Local'Authorities in the ‘top of the South’ have
ctical on the ¢ support to each other across the
 Kail oura and Hurunui have been able to draw
N to ify-how to deal with both immediate issues
such as how to manage spoil from cleari d slips through to longer-term issues like how
to manage the so'l‘%?up cts of the quakes on the community in the lead up to the
Rl;sense 0 ion can set in.

It is also clear from these me
collaborated effectively to
region. For example, s

on the experience of ECAN to help the

been meeting to ensure that local and central government

In Wellington,. officials ‘
responsei : ecovery efforts a well aligned. This close collaboration is particularly
i aAS

t.a ellington regional and city councils hold (or are responsible for managing
% E:I
sl

CouncilControlled org,a / that hold) many of the most immediate assets that are

‘gcapital";& : ce in case of a further sizeable earthquake. This applies
particularly to the \gér/hent of water supplies but also to other critical infrastructure such
as roads, Welli ort and electricity network.

Working wi local government

In workin\g'Thf\Bu how to engage with iwi and local government, we suggest the following

could be helpful:

¢ |t should be clear what the respective parties’ roles, responsibilities and decision-making
rights are.

e Expectations should be clear and met once agreed.

e Engagement should be proportionate to interests and respectful of the various players’
resources.

e Continued good coordination on service delivery and investment strategy is important to
achieve an integrated response that meets the practical needs of the local community as
well as the national interest.
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Background - Impacts of the Kaikoura Earthquakes

The Kaikoura earthquakes have had significant, but manageable, impacts so far. You have
been provided with initial estimates of the costs that central government may face in
responding to these impacts and early discussion of possible economic impacts. These
fiscal costs are largely a bottom-up exercise and have a number of caveats attached to them
given the early stage of assessment and decision-making and the uncertainty

involved. These fiscal estimates, of net and gross costs to the Crown of $1 billion and $2-3
billion respectively, are included in the Half Year Update foreca eing releasedon 8
December. -

was in response to the larger impacts in Canterbury aft 10/2011 e I]akes. The
regional impact will be significant, but the macroeconomic effects for the national economy
are likely to be limited as affected activity is either d g}o\rgged elsewh%re,,, rdelayed. These

effects are expected to be less than with the Chri b h/earthqu/atk; gi the smaller
Y urpe (O
Q ° )

/7
L N
The New Zealand economy is expected to be resilient an a% ptable to re M\\iefpis as it

amount of damage and smaller impacts on a mai

There will be short-term disruption to econ ’\%}t ity fro %}?aée to infrastructure
ikely to detra real GDP growth and may
Activity associated with the
immediate response may help offset di r tfg}n/early 2011. Tourism and

economy will depend on a
rebuild damaged infrastruc
investment that takes place to
the construction sec}et:i'*'ff> )

e, potentially significantly, as more information comes to hand and as
ons are you'll be aware, there is also the potential for a major

A
ause signifignw;/‘fu\ er damage, disruption and costs.

! ed buildings, and undertake any additional
ience to future events, given wider pressures in

conomy and the | position are in a better place than when the Christchurch
earthquakes occur ‘Gk"rs\gdﬂ /11. The economy had slowed through 2010 and contracted in
both the Septem -Décember quarters of that year, with the unemployment rate sitting
at 6.2% in Dec r 2010. Recent events have occurred with strengthening economic
growth and | mployment. In contrast to 2010/11, the operating balance is now in
surplus compared with substantial deficit. And while net debt is currently higher than it was
at the end @‘QQ , the forward trajectory is now down compared with up. There also
remains roo jbr monetary policy to respond, but this does not currently appear to be
required. However, as in 2011, there remain a number of global risks that could impact
negatively on this positive outlook.
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Appendix — Prioritisation and sequencing of decisions

Doc 16
Page 70 of 108

Area

Before Christmas 2016

First quarter 2017

Mid 2017 (incl Budget)

Longer term

Legislation /

Finalised OIC Bill following Select Committee

Interaction between any Recovery Plan & existing

e Transition from OICs to ‘normal’
regulatory environment

e Review of regulation in light of
lessons identified

o s9)(f)(v)

of, and obligations on,

o [ |$t9n on expectati
govern % ding disaster response and
recovery (after reviewing resources and capabilities

ailable to them)
Rewew erthquake Support package

To rh\;ap{)ort package — purpose, scope and
fundl

Rewew of Kaikoura Cray fishery closure

Any decisions emerging from the Regional Economic
Growth Programme in relation to quake affected
areas

¢ Potential generic approaches to
economic support in an
emergency, including to
businesses, rural communities
and sectors, e.g. tourism

regulatory recommendations plans & regulation
LOglIne e Any OICs needed before Christmas (coordination
required)
e Decision on whether to give notice of a . A S
Transition Period ( \ A
e Enhancement of national response capacity an \\*\\\giff/“
capability 3 J .
Transport . — s Potential bespoke legislation to support SH1 and rail | ¢ Funding for road and rail rebuild
N rebuild if needed o  SIN(V)
e Potential bespoke legislation for CentrePort repairs /
rebuild
e Detailed SH1 and rail rebuild design / business case
decisions
o S9NV
Economic e Govern ég contrib ‘niekélkoura public ¢ Review of Kaikoura paua fishery closure e Potential review of Tourism
and social mfrastrt;c ure rebui o S9AMW) Support Package once SH1 south
recovery of Kaikoura is open

ction on pace and scale of work to improve
Wellington and Lower NI resilience

Potentially set of early specific decisions on options
to increase lifeline resilience

s9(2)(f)(iv)

Any decisions required following 111 system review
to ensure future resilience

o s9(2)()(iv)

o S92)N(V)

Community,
local
government
and iwi
engagement

Governance mechanisms and working arrangements
to support collaborative partnerships between central
government, local government, iwi and community
leaders
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From: Jon Butler [TSY]

Sent: Monday, 5 December 2016 9:00:10 AM

To: Sam Tendeter; Parliament: Samantha Aldridge

Cc: AParliament: David Kidson;s9(2)(@)(i) ;David Taylor [TSY];8imon

McLoughlin [TSY];Siobhan Coffey [TSY]

Subject: RE: Aide Memoire: Advice on the Kaikoura th
Island Corridors Cabinet paper

Hi Sam O L

7 o .
- ('
Answers in bold below. @ \\\

i
1ake - rein\éafqmen of South

)

D/

Happy to clarify anything by phone.

g
Regards &5 7
Jon - )

N oW
Jon Butler | Senior Analyst -@%‘f ‘rastrucpur;e‘ it T7he Treasury - Kaitohutohu Kaupapa Rawa
Tel: +64 21 862290 | Jon.But] tr@asurv.govx.hi\Bj

(N
\‘,///\ )
From: Sam Tendeter m*ailt\o(:jam.Tendeﬁ
Sent: Sunday, 4 December 2016 5:22 g.m._
To: Jon Butler [T utler@tre

<Samantha.Aldridg rliament.govt.n _
Cc: *Parlia d Kidson dson@parliament.govt.nz>; s9(2)@)i)
s9(2)(g)(i) David Taylor [TSY] <David.Taylor@treasury.govt.nz>; Simon
"
Loughli

arliament.govt.nz]

't.nz>; AParliament: Samantha Aldridge

n [ <Simon n@treasury.govt.nz>
+Aide Men{)ﬁﬂk: e on the Kaikoura Earthquake - reinstatement of South Island

Corrid bi )
orridors inet p&br\\;/

Hi Q

Thanks fm@te.

O )
As you ar}reeémmending a number of different changes to the recommendations it would be
helpful to be able to clearly set out which changes relate to which concern. The more simply this
can be explained the easier.

I understand that there are 3 treasury concerns:
Primary concern — There does not appear to be a compelling reason to lock in funding decisions at this

stage. Through the emergency fund, NZTA have cash flow to continue design work/ clearing slips in
the short term. Following further work, funding decisions can be made with more certainty.


mailto:Jon.Butler@treasury.govt.nz
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1.) new crown funding may not be needed for the full cost (I.e. Could be funded via loan or
additional land transport fund contribution).

- is Treasury view that the phrase "crown fund" is inconsistent with a loan? It is
inconsistent, but it would be better to make it clear that all @unding i are still
on the table to be considered. \ AN
- if this was the only concern cabinet want to respond to, i rect that a \\t\\n,éeds to change
is insertion of your recc 7 for the original recc 9. This Iso'allow forﬁ%@contribution
from nltf. Yes ~

- The cabinet paper suggests that nltf is needed for
also note $125m emergency contribution is alre

(

at this stage. The emergency fundi
until enough information is avail

include analysis of the funding opti
- the cabinet paper says there a

’jﬁe\exﬁécted capacity straints — We have not received any

?‘ri@ project is e ted to spend s2Mv) the 10 year
ed inves\(me{\lt\ $1.3bn over 5 years. Marked difference

and it would be good tg/se ing information.

- in the event full crown f nd there subsequently turned out to be further nltf

funding available, could : sequent-fur decision be made to adjust crown contribution;

ipeline where this additional funding could be used instead

would be possible, and there would likely be other projects (e.g.
C). But@proaeh seems the wrong way round, assuming that there
7

is time n e analysi
2.) w@’r\fg agree to th ific road option. More analysis may lead to a different preferred

option. '

plan li

\J)
%/
No specific issu i supporting the coastal route option. But we should fully understand the

long term lev ice required on the route (volume, use type, speed, safety, resilience) before
committin} sign and cost. There is time to do the analysis to inform decision making.

s9(2)(g)(i) k@/\

We are more comfortable with supporting/ communicating a ‘transport corridor’, rather than
“reinstatement of the road and rail” until this analysis is done.

- noting the cost and length of time (5 years?) needed for inland road options, does treasury
consider these should be kept on the table? Or does treasury consider the realistic options are
limited to coastal road? Or is it just too early to tell? (If it is too early to tell what kind of
information (e.g. X option actually x faster and x cheaper and road service demand x more, may
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support a different approach) As above, discarding inland routes not a primary concern.

¥ these essential?

- if this was a concern and some greater flexibility was wanted to be able to decide on inland
to reinstatement option. Yes, this would work BN
- if cabinet were sure a replacement coastal road was the on option ther@e@gs ing cab
aper.reccs 7 and 8.
Yes keep options open here. Q
. . '\\/
There also appear to be a various wording chan
d
&5\/
[ (o]

routes (l.e. If after further analysis/coatings it seemed a better option) your recc 2 (with addition
paper recc 2 is ok? Yes for roads — but not for rail.
3.) how to replace rail. And that costs are still very unc
with ¢
er reccs.‘/AE%e\ )
éé,ﬁr th‘%ext @ns. My understanding is that the

| do not have the information to

of recc 9) would be needed to replace cab paper recc 2? Althoug l / is still gives a strong signal
- if options want to be kept open here, insert your recc
N

No not essential — mainly due to slight chan, the final lo rsion.

\\

%
costs/ project plan will firm u 'TA can get’ cce s to'the route in late December/ January. The
paper suggests the followin /f\\

P O

/
Para 28 — robust busir’\ei@%& procex beundertaken by NZTA- we support this.
~

~

Para 38 — fund@oﬁs will @n s part of budget 2017

When wo wdecisio %@e made in order to support proposed 12 month timetable?
(Is th% efore? A@h}a costs are expected to be incurred by then?)

When'are rai osting; to be known?

Are the \pendencieszr}atiﬁean a final decision on the road and rail should be taken at same

time? s9()0) %\/
! %%

\

Any comh@jfirst thing (before 9am ideally, or if not brought to precab). Happy to discuss
them. -

Many thanks, Sam

Sent from iPhone

Sent with Good (www.good.com)



http://www.good.com/
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From: Jon Butler [TSY]

Sent: Friday, 2 December 2016 1:20:26 p.m.
To: Sam Tendeter; Samantha Aldridge

Cc: David Kidson; Annelise Bunce [TSY]
Subject: Aide Memoire: Advice on the Kaikoura Earthquake - reinstat

ent of South Is orridors
Cabinet paper /a
[IN-CONFIDENCE] S % > &9

A%
™ %

inal verg}@i% cabinet paper received
O\

N

Hi Sam and Samantha

today from MoT. _

% ~

We do not support the paper as it is written\gidSe ve provitive recommendations for the
paper. % O

Please give me or Annelise a ring to dig%s /any c

eers \\
o S
Jon (C% \\ Q\
>
Y N

Jon Butler | Senior ational@ ure Unit | The Treasury - Kaitohutohu Kaupapa Rawa
Tel: +64 21 8622 Butler@treasur t.nz

VIR,
\“‘\ _
CONFI%A[ZTY NOT%\C\@

The information in this’emal confidential to the Treasury, intended only for the addressee(s), and may also be legally
privileged. If you an intended addressee:
a. please imme e



mailto:Jon.Butler@treasury.govt.nz
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Office of the Minister of Finance

9 December 2016

Kaikoura Earthquake: Support for rehabilitating %Harbo{& %
S‘ g§> N
& &S

Context

)

~ ‘/‘;\\

1.  The earthquake has caused the Kaiké our to ri \Q\A;Q meters. This has

rendered the port and wharf stru @:ﬂ;t suitable %ﬁe. In effect the old
low tide is the new high tide (see- ix 1 forﬁ&f the impact).

) Y >

omy

Damage to Kaikoura harbour from earthquake

Impact of harbour damage on Io@s ry and

2. The earthquake has <s\e\’éd‘\significant @ru on to the tourism and fishing
sector in Kaikoura is a critical part.o the local economy. The tourism
125 milli

nin the year ended October 2016, with the
ation and retail the second and third largest
spectively (agriculture is the largest).

froad access arly a significant barrier, much of the tourism
the harbour. The largest tourism company in Kaikoura, with

is Whale Watch. It can currently only operate

ind ow around high tide. Encounter Kaikoura, with 40

xt largest operator and has similar issues.

AN
N

) the harbour has also had a significant impact on the local fishing
e understand that most Kaikoura based fishing operations are ‘trailer-
IE}U,,,\ , meaning they are effectively out of business until the remediation work
ha@g}e undertaken. We understand 300 jobs have been affected by the
e\arfEQ(Uake, though only a portion of those would be related to the damage to the
harbour.

Impact on lifeline capacity

5.  The seabed rise has meant that the harbour is not (except around high tides)
available to provide an alternative route for supplies, people and emergency
response support into Kaikdura. The existing road links are tenuous and could
be severed again if there were another earthquake or in poor weather.

Treasury:3631300v1 1
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Options for restoring Kaikoura harbour to functioning state

6. Based on initial assessment from Kaikoura District Council and Environment
Canterbury there are two options:

Option 1: Option 2: (~ .

e 6-month construction time e 4-mont \ns@%n time <WZ/

¢ Undertakes work in sequence so that | ¢ Requires ur to be fully c%d@or that
limited access to the harbour is iod — causing disruption to the limited

possible during construction iéﬂnﬁqﬁﬁﬁeline capabilities and continuing

conomic im?épf\\

. million im\\atéﬁ cost, but much
@ re likel ‘the lower end of that
cale

e Both options: Scope of works li |\d§>emergen Wb\vktb deepen the channel and
harbour basin to allow restoreé{ﬂk tionality. " Q\;

~
)

e $3-5 million estimated cost

Recommended approach: pﬁ\on/\l QO = >
) /i T—
7. We recommend/ n the ba‘sié@hj\ai strikes an appropriate balance
between speec{é@&\; availabi he harbour. While it does take an extra

two months{@\e\hﬁﬁésct of fully.c the harbour for four months would be
g preference for Option 1.

large. L “aggho/rities h% :
Seeking fundi advance-of detailed costings

8. K District 6ottpcﬂ nd Environment Canterbury have commissioned
<<i'£f and 'I'/ay%\pfdvide a more detailed assessment of the damage to the
arbour, a ma@ /d% itive breakdown of the cost of repair, and options for
addition élﬁﬁprovements. The report is due on Friday 16 December.
9. Ino ircumstances we would not advocate making a funding decision in
advi f receiving this more detailed assessment, but in this case there are

[
(

géo}gjéasons to make this decision earlier:

e there is an (increased) risk of further earthquakes in the area, and the
harbour is a critical lifeline — i.e. Waiting for more than absolutely necessary
would needlessly put lives at risk when the outcome of the assessment is not
going to change

e every day the harbour is not functioning, local businesses are losing money
and more reliant on State support — any needless delay to starting work will

" Note: Kaikoura District Council are prioritising the full restoration of the harbour under the
Hurunui/Kaikoura Earthquake Relief Act 2016.

Treasury:3631300v1 2
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cost the government more money (in support payments to individuals and
businesses) than a detailed report would be likely to save.

e There is also the significant potential psychosocial cost of needless delays to
starting the work.

(
10. If the funding is made available shortly then the | rities ¢ nd&éﬂ;}e use
the emergency works provisions under the Kai /Hurunui Earthquakes

Emergency Relief Act 2016 and the Resource Man ement Act.1991 and the
work can be started immediately.? After t s@ih’dyw has clos ed_the approval

process would take longer. \/\\\‘
%’/
our ;ets but they would face
NP y

}\eéging operation as they have

Possible sources of existing fundin

11, Kaikoura District Council is t%
significant difficulty obtaini@a\t\
a very limited revenue base. =/

| 0L
Jivil Defence is hgt there is also no avenue for

th ‘ef\eﬁ@e reimbursements for costs of
emergency r\es}pbﬁ%é\ nd reco In"pérticular, it does not fall within the criteria
of “essentia{i@raétrdcture repait f “special policy” financial assistance (the

‘ /
primary €3 &{fm ‘speci icy financial assistance is to decrease the
likelihood e occurrence similar emergency).
The c vernme{h%\fmml assistance

- N\
13%\r commend, \t\§e government does provide some sort of financial support
the hargéu{dﬁhﬁ ge as soon as possible. Our rationale is set out in appendix

2 butin ?2 aAry:

. @g‘ its of doing this work substantially outweigh the costs, and if
o

( C OV

12. Advice from the Mir

ment doesn’t assist, the work won'’t happen, at least in the short to
‘\\Tne}iium term

2 The KaikOura/Hurunui Earthquakes Emergency Relief Act effectively enables the necessary
resource consents to be obtained retrospectively under a simplified process. The Act deems the
harbour restoration to be a controlled activity — instead of its current status as a ‘prohibited
activity’.

s9(2)(i)

Treasury:3631300v1 3
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o The proposed work is well supported at a local level, including by local iwi
Ngati Kuri

o We do not consider this intervention creates a significant precedent :&as

the nature and circumstance of this particular dam i ry unusual
o
[ <\
Options for government financial assistance <\\//
v
Option Benefits R Costs
Option 1: Simple and lik M x unnecessary
Fund as a grant by parties mQ\ ‘emg;gllture if a loan option is
Provides €
Kaikour: of costs increasing to meet
iﬁundlng cap

Option 2:
Fund as a concessionary loan |

Would be complex. May be
difficult to agree terms before
Christmas

Cr n
b@uncil ince ed

"costs down ih ~discretion | Bearing in  mind financial
\014 restorln/ nnel and | constraints, may still be
/(} harbour é% is) likely to be | unmanageable even at

N minim benefits of this are concessionary rates
(/| quest

\%Would be able to | Signaling the option of
pr quickly with  the | concessionary loans for other

harbour while allowing longer | damage creates some

Option 3:
Fund the

as a /¢ ) . .

) ussion on other areas of | precedent risk as almost all
approprigiey of usqﬁg amage and on how to restore | other damage in Kaikoura is
CONCess I%n g g

thatKaikaura Distfict/ C | functionality that the proposed | regime and  either has
rehabilitation ~ work  would | insurance or could have had

:lav)l(lglrlrL(ple fr::auggl t regi%&fm enable insurance

Recon}me\% approach: Option 3
(V)

14. Wéfgéommend that you agree for Kaikdura to be given a grant to undertake the
harbour work. We propose that you allocate $5 million, which is the top of the
estimated price range, and that the actual costs are kept in check through the
management arrangements (see below).

mechanism.” for othe%ﬁg the harbour beyond the basic alre_ady covered by a funding

15. The grant would be administered through a new appropriation established in Vote
Prime Minister and Cabinet, with the Minister of Civil Defence as the
appropriation Minister.

16. Treasury, DPMC and DIA will also undertake work on whether there is scope for
a concessionary loan to address other damaged assets. While this work does

Treasury:3631300v1 4
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have some urgency it is less pressing than the harbour works, and there are
complexities and risks that need to be considered. As noted above, almost all
other damage in Kaikdura is already covered by a funding regime and either has
insurance or could have had insurance.

Governance of the project A
17. To ensure adequate oversight of this project, and n | e agalnstQh@ ns%éf cost

escalation — which is a heightened concern due ton kmg su ly stage
commitment — we propose a joint govern angement "et% e local and

central government. @ \
18. The parties to this governance wo Id%be‘\“ %
which has been Leggmg%e initial phase of

gld authorising role

e Environment Canterbury
scoping the work, but@; a monj
_/

e Kaikdura District @sll—as the ;@rail n:
o
e DPMC- as 7 | gover @\t\r presentative and administrator of the
funding apg? /pr\a n —

uld-draw down the funding as required, following
ence - based on recommendations from the

| lead for the harbour works,

19.

Treasury:3631300v1 5
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Recommendations

It is recommended that you:

to a functioning state

2. agree that the funding is by way of a grant, administered b
group of Environment Canterbury, Kaikoura District Cou

Prime Minister and Cabinet

1. agree to spend up to $5 million to rehabilitate the Kaikdura harbour and rest§re it

a/joint gowéﬁ;répce

and the<&e}§a§t@ént of

3. agree that Kaikoura District Council is able
appropriate by approval from Minister of Ci
from the joint governance group

4. agree to establish the following ne@%

Vote Appropriation | Title “Type Scope
Minister x N
Prime Minister | Minister of Civil |- Rehabilitation- n- This
and Cabinet Defence ] f Kaikd “-}’Departmental appropriation is
Q/ ) | harbo Other Expense | limited to a
Yo contribution to
) ) ) the Kaikoura
ai\Ci O\ = District Council
~_ acting on
\V > \ behalf of
\f s Environment
Canterbury for
work necessary
RN to restore the
\W Ny functionality of
%\5 Kaikoura
L
L O Harbour

5. appro e following changes to appropriations to fund the rehabilitation of
)(a dra harbour, with a corresponding impact on the operating balance:

£ N
\ ( \ \
2

) $m — increase/(decrease)

Vote Prime Minister and 2016/17

Cabinet

Minister of Civil Defence

2017/18 | 2018/19

2019/20

2020/21
&
Outyears

Non-Departmental Other
Expense:

Rehabilitation of Kaikoura
Harbour

5.000 - -

(funded by revenue Crown)

Treasury:3631300v1 6
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6. agree that the proposed changes to appropriations for 2016/17 above be
included in the 2016/17 Supplementary Estimates and that, in the interim, the
increase be met from Imprest Supply

7. agree that the expenses incurred under recommenda on 5 above be rge
against the between-Budget operating contingency, bli

Budget 2016 )
8. agree that Treasury, DPMC and DIA underta% n whether NN

appropriate for the Crown to give a concessiona an to Kai
Council to address any other damaged A%{ﬁey own

) )
/1212016

Hon Bill English / AN
Minister of Fi ﬂ \\ \]
( C/\ %\i/

Treasury:3631300v1 7
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Appendix 2: Guiding principles for Government investment in Kaikoura
Earthquake Recovery

1. Does the initiative progress the Government’s overall prlorltles'7

funds?

NS

, e.g. does it

it 1 @%@ S and signals that
isions Qh where to live, work and invest?
dge capacity, motivation and

: ts) making the decisions
t) individg/a,,_ or-market participants)?

2. Does it support local priorities?
3. Is the initiative efficient, effective and cost- effec@ good uée\/c}\pubﬁc

n cost can be seen as a justifiable investment when weighed
ignificant economic impact that restoring the harbour would have on
;he1 conomy, as outlined above. It is also clear that without central

\pment intervention the work would not proceed, at least in the short to
medium term.

What precedents and expectations will the initiative create, and are these appropriate?

¢ Funding this initiative and considering it under such compressed timeframes
would create only a very limited precedent effect. The damage is very unusual,
which is evidenced by the fact that it falls outside all existing emergency funding
frameworks.

Treasury:3631300v1 9
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Environment Canterbury has confirmed their view that this damage does not
create a precedent for future possible claims.

Funding this initiative does create a precedent for any future similar earthquake
damage to harbours. A clear example would be Wellihere the/élﬁé%

rose substantially in the 1855 Wairarapa earthquake. mstancés,‘%&
outlined above, this limited precedent effect is justifiable. <\f/
Does the decision-making process appropriately balance ecision% dM inclusive

processes with community and stakeholder in

In broad discussions across the comir vironmen \V/‘,Lzérbury has
encountered overwhelming supp f%r)ehabilitati bour. While there
may be minor questions abou nd design-all in support of getting the

harbour functional. They h hered eve or@ 5port with the proposal to
maintain limited harbour a%&%& atlon

AN
The Chairman and Enwronme%tgrbury and Mayor and CEO of
Kaikoura Districtir ve both‘;h\ve cussions with Henare Manawatu, the
Kalwhakahaere/of/N Kuri, t nga of Kaikdura. He and his supporting
consultant heve mdwated the rt for the harbour restoration and their

e necessary to do this.

accepta ofgge/dlsturb
Ess%t%area to be deepened is that of the existing harbour where

d as oc?urr iously, over much of the area only 15 years ago

very attemp} W made to move kaimoana and other species from the area

<(b§ ndertaken’ QV Jowners). Environment Canterbury have confirmed that

ore de@g/ operations commence.

&

Treasury:3631300v1 10
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IN-CONFIDENCE

e  There is no Pre-Cab on Monday

Notes: @&

Papers for Cabinet Consideration

Treasury:3631519v1 IN-CONFIDENCE
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Funding to improve the seismic performance of unreinforced masonry buildings following the

Kaikoura earthquakes
This paper seeks Cabinet agreement to
establish a $2 million fund to improve the
seismic performance of unreinforced masonry
(URM) buildings. This fund would assist
owners of these buildings by providing up to
fifty percent of the funding required up to

Treasury:3631519v1

Recommendation 7 proposes | Do not

delegation to joint Ministers. We do not
support this delegation for any
decisions that would have implications
on new funding sought. For example if
the areas were extended, presumably
the amount required in the fund would

IN-CONFIDENCE

support at this
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IN-CONFIDENCE

Item | Title

Treasury

Description and analysis Fiscal implications Recommendation

$25,000 to secure vulnerable street facing | also extend. This decision should be [s92)fiv)
fixtures of URM buildings. made by Cabinet/Ministers with Power
to Act.

This paper does not make a strong case for
urgency. Immoderate risk reduces with
time and by the time grants are made and
contractors engaged the heightened post
Kaikoura event risk will have reduced
substantially.

Given the urgency of the paper and the risk to
life that these buildings pose, is fifty percent
of funding for building owners who otherwise
have 15 years for the work with no additional
liability enough of an incentive? We question
whether the response is appropriate.

The proposal isn’'t placed in context of other
initiatives, several recently legislated am{
national risk and demand in areas beyond
Greater Wellington. B

S

The long run effects are not identi or
example, a Government srt?s y
incentivise retention/rein srta?te of
buildings that might otherwise be demolished
and replaced by modern, safe aﬁd\[%géuctive -
structures, or addressed IobaY ernmer&
and MBIE under other p I incentives:

Tour)sﬁn\&k t/markggWge for Hurunui District following the Kaikoura earthquake

The paper seeks. a ment to sug@oﬁﬁ%( Proposed Crown contributions will be | Do Not Support.
fi

marketing p @m.%o \ﬁ\tﬁe met through the between Budget
Hurunui  district<—following ,the oura | contingency which will have a direct

Earthquake. i impact on OBEGAL.

P,
The paper proposes th%3 n:

e Provide up 50,000 to in
marketin;;,,,\ ort” to help the
regional(’ @N\I\S organisation and
Visit Hurunui attract Cantabrians and
other tourists to visit Hurunui district.

e Provide funding of up to $100,000 for
1.5 full-time equivalent positions
within the regional tourism operator
through to the end of March 2017, to
manage and support the short-term
recovery period.

Recent evidence shows signs of recovery in
spending levels for the Hurunui district. This
suggests that Hurunui is beginning to recover

Treasury:3631519v1 IN-CONFIDENCE 3
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Item | Title

Description and analysis

Fiscal implications

Treasury
Recommendation

and any additional spend by the Crown may
not deliver the addition benefit sought and
anticipated.

Second, the Treasury has limited clarity as to
the current capacity and capability of Visit
Hurunui  and the regional tourism
organisation. Specifically, it is unclear as to
whether or not this is something that can be
achieved within existing or additional
resourcing of Visit Hurunui and the regional
tourism organisation.

Oral items

e Kaikoura tourism

o Kaikoura Earth l&é\
attached.)

Treasury:3631519v1

e Not covered by your request %

IN-CONFIDENCE
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IN-CONFIDENCE

Talking points for Cabinet: Kaikoura Earthquake: Support for
rehabilitating Kaikoura Harbour

Treasury:3631468v1 IN-CONFIDENCE 1

This paper seeks approval for the Crown to give Kaikoura District Council
funding of up $5 million to restore the Kaikoura Harbour to a functioning
state.

Following the earthquake the seabed rose betwee 2 metres@
meaning boats can now only launch in a 2 hour round M@ tide:

This has in practice stopped many of the maj activit(é%?ia\t@ére
critical to the Kaikoura economy, such as w atching, and ‘stopped
local commercial fishing — which is almo

“solely trailer laur
Ok

The harbour is also not able to be us ternative lifeline

utility, which is important bearing in 1

tWely as an
fragilit O\Qhe/ roads.
Practically, if funding is secured @s and w %@begin within 5
working days, using the emer: % overy pre ns. | am proposing
that the work would be und 1-over six ths, which would allow the
harbour to stay open duri [ ovﬁtﬁ option would require

the harbour to be closed. 7/

é\@ he financial capacity to fund
rating base and other

The Kaikoura Distri G@}pil does noth
the restoration its%r' gin m;h%

earthquake pre{%gf\ \\\:/
The paper npte?;ﬁéje is the of offering a concessionary loan to

Kaikoura |S~\ﬁct\\f}6uncili stea a grant. The two key downside to this
are that; \

ke so tir& agree the terms and there are real benefits
g quicgkl\y\n S

. \ NS T . .
8\ ouncil a‘w/be able to service the loan, even at concessionary
in
e\

rates, bearin d their financial position.

The paperdc éj%/éek approval for officials to explore whether it would be
appropri 3 concessionary loan to be granted for other damaged
asset ugh taking into account the precedent and moral hazard risks

Tom ise risks around improper expenditure on the harbour restoration, |
akn”qp}p‘ sing that the funding is governed through a Joint governance
arrangement — ECAN, Kaikoura District Council, and the Government
(DPMC) — with funding drawn down in tranches, requiring approval of
Minister of Civil Defence.

ECAN and Kaikoura District Council are supportive of the approach in this
paper and have noted widespread local support for restoring the harbour, in
particular if harbour is kept open during repairs.

ECAN and Kaikoura District Council have also consulted with Henare
Manawatu, the Kaiwhakahaere of Ngati Kuri, the rinanga of Kaikdura, who
is also supportive of restoring the harbour.
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Description and analysis

Fiscal
implications

Treasury
recommendation

tide. This has caused ongoing
damage to the tourism and fi
industries, as well as removing-t

to finance the res
there are key b
quickly, which disc {tj

AN
concessic?apy loan-ar angem?t—.\
j )

Title

Kaikoura This paper seeks approval for the Proposed Crown | Support

Earthquake: Crown to give Kaikoura District contribution will N

Support for Council funding of up $5 million to | be met th To mlglr_nl SKS

rehabilitating restore the Kaikoura Harbour to a aroun ilfm op

. functioning state expendityre the

Kaikoura funding would be

Harbour The earthquake has caused the gove \rgéim{ﬁjgh a
seabed to rise 1-2 meters, Joint.gdverhance
meaning the harbour can only be ran ent —
used for two hours around high —"ECAN, Kaikoura

Eﬁt ict Council, and

\thé Government
/(DPMC) — with
funding drawn
down in tranches,
requiring approval
of Minister of Civil
Defence

~

D

N

Treasury:3631468v1
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9
Treasury Report: ““"
o
( C <4\‘
Date: 20 December 2016 Report No: 'I<2@1}6/2514 ~
File Number: | CM-1-3-15_ i
Ok
Action Sought (
- =)
Action Sog&\\/ %adline
Minister of Finance note the report and provide Saturday, 31 January 2017
feedb ior to'the deadlinex;,
(Steven Joyce)
Minister Responsible for the note tﬁeie/[ﬁ.ort and % Saturday, 31 January 2017
Earthquake Commission feedback prior to sas(pe.
(Hon Gerry Brownlee) '/ r/(; N 3
- )
J/C;" \i/

)

Contact for Teleph@ieiéfsicussjax quired)

Name Si Telephone 1st Contact
Bradley Woods ior’ Analyst, cial +64 4917 6269 | s9@)@)
rations —@*rq\\ y and Policy (wk)
Andrew Hagan, - 'Head of W\golicy & +64 4 917 6937 .
/| Balance Sh (wk)
Craig Weise Ma \e\{,\Ogmmercial +64 4 917 6149
o} %g— Strategy and Policy (wk)

Actions fgrtlx%\ginister’s Office Staff (if required)

)

Return the signe’d/report to Treasury.

Note any
feedback on
the quality of
the report

Page 2 not covered by your request
Enclosure: No

Treasury:3634406v2 IN-CONFIDENCE
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Recommended Action

We recommend that you:

a note the report and provide any feedback that you may have

Craig Weise @
Manager, Commercial Operations — Strategy and Poli

Steven Joyce Q\‘
Minister of Finance /

[N
Hon Gerry Brownlee L))
Minister Responsible f\{Ith arthqu mmission

N

[ J \

\\;’/’
&8
N

s9(2)(f)(iv)

IN-CONFIDENCE
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Kaikoura Earthquake

10.

11.

The recent Kaikoura earthquake has triggered furtt czés on EQC under the
scheme. Prior to this event EQC had a negative balance sheet equity position but it
had not had to draw on the guarantee by using ongoing levy income andthe remnants
of the NDF to meet its obligations. %

A letter written by Minister English to EQ ating that th%> ntended to fulfil his
t

ey fall due (refer
/In relation to EQC'’s

“churn”, a
guarantee

NN

Remainder of document not covered by your request

IN-CONFIDENCE
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Pre-Cab Briefing 20 December 2016

Notes: N
. (/2/\> S22
e Pre-Cabis at 12.30pm on 20 December. Q/} an >
/N \\\/ (C \ )
/ >&\ Qv \\\,/
Papers for Cabinet Consideration 4 Y N
Item | Title
Description and analysis _ Treasury
Recommendation

Not covered by your request

Regulatory modificati

6
unreinforced maso

prove the seismic performance of

iy{séan/fundmgto lhqpV
) buildi

s following the Kaikoura earthquakes

An earlier version of this paper was<consTdefed at

20th December. / w \\
Note that this briefing b\en repared aving o \nty
seen a draft of the r )s Eer with un r ur
to provide commeﬁts / < ~

'\\

y \Q? AN ?/ J
This revised p er proposes to Qe\kg%gn\omer in
Council under%\aﬁ(f\qrunw/Kakoma hquakes
Recovery Act 2016 to amen é\Buﬁgmg Act 2004
to mandate the strengthemﬁg reinforced
masonry (URM) buildings-in cértam areas with a
heightened risk of ea y@ke; Wellington, Lower
Hutt and Blenhelm) tc;ge\c’;*;et eir street facing
facades and parapets 12 months. The paper
proposes modlflcat\hstd the Building Act 2004 and
the Resource Management Act 1993 to expedite
timeframes given the risk to public safety.

This paper also seeks Cabinet agreement to
establish a $3 million fund to help building owners
meet the costs associated with the new
requirements. This fund would assist building owners
by providing up to fifty percent of the funding
required up to $25,000 to secure vulnerable street
facing fixtures of URM buildings.

Analysis:

There is a precedent risk associated with
establishing this fund and mandating the
strengthening work. These risks have not been
considered in the paper.

EGI on 14th December. The Mlmsterfor‘)%ulldlng a@
Housing was invited to come baQI; fo- ;ablnet on—

% e fiscal costs proposed in the

péper do not look adequate. Rough
Esﬁmates show that if the 334
-building owners in Wellington,
Lower Hutt and Blenheim used the
fund at $25,000 per building, the
costs would be over $8 million. The
volumes noted in the paper suggest
that the $3 million fund would be
oversubscribed.

This paper is seeking $3 million
from the Between Budget
Contingency (BBC) to cover the
costs of establishing the fund.
Because the BBC is exhausted for
16/17 this will have an effect on
OBEGAL.

Partial support — we
recommend supporting
the proposed Order in
Council. However, we
do not support the
establishment of a $3
million fund on the terms
outlined in the paper.

We recommend that the
fund should be available
on application and
means tested in line with
other earthquake
support packages. We
also recommend that
the amount of the fund
be revised to better
meet demand.

Treasury:3638331v1

IN-CONFIDENCE
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The proposal isn’t placed in context of other
initiatives (e.g. the Heritage Equip funding), several
recently legislated, and national risk and demand in
areas beyond Greater Wellington

The long run effects are not identified. For example,

a Government subsidy may incentivise @
retention/reinstatement of buildings that might
otherwise be demolished and replaced by modern,
safe and productive structures, or addressed by local

government and MBIE under other powers and

initiatives. @

The paper does not consider alternative funding @
options, such as means testing those eligible for

assistance, or consider other business support

packages that are available to building owners or §
tenants. Several of these owners may be large < %
property investors, supported by major banks, raisi

the issue of moral hazard in providing subsidie@ @

A RIS has not been prepared for this Ca .. er @

due to the urgency of the

Treasury:3638331v1 IN-CONFIDENCE
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e SH1/Kaikoura (Bridges)

Oral ltems @ &

Treasury:3638331v1 IN-CONFIDENCE
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20 December 2016 Report No:

Date:

T;@p@%?

File Number:

Action Sought

=~/

~—_
~

oMA3As

Action Sought —~

~

Deadline

Minister of Finance s9(2)(f)(iv)

(Steven Joyce)

Minister Responsible for the

Earthquake Commission @
(Hon Gerry Brownlee) i
¢ a

(

=

Tlﬁe@}O January 2017
N\
\\, )

—/

Tuesday, 10 January 2017

Contact f@’};ﬁone I@is%ﬁon (if required)
~ ~

Name "i\/ Positipffj Telephone 1st Contact
Bradley Woods | Seni \@a@t Commercial +64 4 917 6093 |s9)@)
2@%3— Strategy and Policy (wk)
Craig Weise %\@er, Commerlcial Operations +64 4 917 6149 S,
/(f —<Strategy and Policy (wk)

N
Actions for h/e Minister’s Office Staff (if required)

Return the signed report to Treasury.

Note any
feedback on
the quality of
the report

Enclosure: No

Treasury:3631776v1 IN-CONFIDENCE
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Treasury Report: The Crown Guarantee
Executive Summary
As a result of the Kaikoura/Culverden earthquakes, the Earthquake Commission C) are
forecast to potentially exhaust their cash assets in ere are tions
ission

available to Ministers for meeting this asset deficiency under the Ea
Act 1993 (the EQC Act):

o An Operating Grant - made to EQC under the perm
section 16 of the EQC Act that would not be '@ red
o An Advance - given to EQC under the %
DM i S

future ope

Beyond these considerations, analysis of EQC’s forecast cash flows and a timetable for
funding resolution are presented.

T2016/2487 : The Crown Guarantee Page 2

IN-CONFIDENCE
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We recommend that you:

a note the timing of the forecast EQC asset deficiency in this paper

and

b s9(2)(f)(iv)

Agree/disagree. Agree/disag
Minister of Finance Minister Res

Earthquake
';\
or
s9(2)(f)(iv)
Agree/disagree.
Minister of Finance
~
(C
Craig Weise (\

Manager, Comm cKébO

&
’/\\\w
%

Hon Gerry Brownlee

Minister Responsible for the Earthquake Commission

T2016/2487 : The Crown Guarantee

IN-CONFIDENCE
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Treasury Report: The Crown Guarantee

Purpose of Report

1. The purpose of this report is to detail the options available to Ministers for meeting the
forecast asset deficiency of the Earthquake Commission (EQC). Solutions under
section 16 (the Crown Guarantee) of the Earthquake Co n Act 199 EQC

9

Act) are explored along with a possible section 7 interventic apital grant): A date
on the expected quantum and timing of EQC’s asset de ncy is also pr@kded
e
o
Background Y w

Section 16

2. Section 16 of the EQC Act, sets out
in the assets of EQC:

n to fund any deficiency
N
“If the assets of the Commission (I%hé e\ thénme being in the Fund) are not
sufficient to meet the liabilities o ion; Minister shall, without further
appropriation than this section ro\/{de to the C 7\ ion out of public money such sums by
way of grant or advance a necessar 0 meet the deficiency upon such terms and
conditions as the Minister @ \\
N

§

3 s9(2)(h)

Section 17

tg }Ctlon 17 of the EQC Act, in return for the Crown Guarantee, EQC must pay a
guar ntee fee to the Crown that is “determined from time to time by the Minister”. This
fee is intended to compensate the Crown (taxpayers) for the risk of providing funds to
EQC to meet its liabilities. If this fee is appropriately priced, it will ensure that
catastrophe risk covered by EQC is being fairly shared between tax payers and levy
payers. That is, taxpayers are not subsidising the levy payers or vice versa.

6. A complicating factor in setting the guarantee fee at an appropriate risk-priced level is
that the EQC Act is ambiguous as to whether the fee is in return for a grant or an
advance. Currently, under section 16 of the Act, the guarantee can take either form at
the Minister’s discretion. Officials have considered this issue and believe that the
Crown guarantee fee paid by EQC to date is consistent with the provision of a grant.
That is, in paying the guarantee fee, EQC have been essentially paying a reinsurance

T2016/2487 : The Crown Guarantee Page 4

IN-CONFIDENCE
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premium for the Crown to reinsure its residual risks that are not covered by the NDF or
its reinsurance programme.

7. This view also accords with Treasury conversations with Mr David Middleton, ex-Chief
Executive Officer of the EQC (between January 1993 and March 2010) whom indicated
that EQC’s view, both at the time of implementation of the guarantee and
subsequently, was that the guarantee was akin to a further layer of reinsurance.

8.  As originally envisioned, the guarantee fee was seen as a key mechanism for
transmitting total Crown risk appetite signals to EQC. Howeyer, since 1998 t
eet

changes in the Crown'’s fiscal position, Crown risk toler: QC’s balanc
s9(2)(f)(iv)
& @
/ \\\
Guarantee Options

9.  There are three options for meeting

N
as\éet eficien 5@ he EQC Act.

An Advance (repayable)

10. An advance represents a Ioar%u%\t e Crowr)/t that would be repayable from its
future operating surpluses.| e provid er EQC’s asset deficiency as

cash was required and
an interest rate, maxi

uld.include any conditi s the Minister sees fit to impose, e.g.
loan 'tenor, fixe e’ P /ment timetable. How the cost was

d levy ayg\s, and how fast the NDF replenished, would

is’a }iﬁﬂsted upwards to repay the advance.

depend on whethe/r(t‘ﬁe\

AN

epay the advance, the advance would be
That is, the advance would not change the sharing
cy holders and taxpayers. Repaying the advance

1. Ifthe levy was not ad uéted upward
economica q\walent to a
of costs a s between E
wouId ply press tge recov ry of the NDF balances, opening the Crown to an

ase in the ial future exposure associated with the Crown
or repoﬁtm@ udget purposes, however, it would still be treated as an
c@ repald INCXJ §ears i.e. it would not count against budget allowances.

12. Id be notthWat EQCover premiums currently are not set with regard to having

to cover th nS/(mposed by an advance such as interest. Consequently, the only
mechani ould have of meeting the costs of an advance post-event would be

alevy m@g&% Falllng this, Crown net debt would be higher forever.

13. Ifthe le %s adjusted upwards, the cost of the advance would be fully borne by levy
payers. Net debt would increase initially as the advance was drawn but would then
decline over time as EQC made repayments, ultimately resulting in a fiscally neutral
outcome. An increased levy would reduce the delay before the NDF replenished and
would also flow through to an increase in OBEGAL and the operating balance.

14. Despite these advantages, it should be stressed that levy payers would effectively be
paying twice for the guarantee with an advance if the levies were increased. Officials
are strongly supportive of a levy that is appropriately risk-priced and incorporates all
relevant long run costs of the EQC scheme. In principle, this means the levy should
only be changed to reflect and incorporate new information on the appropriate long run
costs and risks of the scheme. s9)0H(V)

T2016/2487 : The Crown Guarantee Page 5
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15.

An Operating Grant (non-repayable)

16.

17.

18.

A Capital Grant (nn:-:;;r\Qpay;ﬂ:ﬁe)

19.

20.

21.

22.
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As detailed in paragraph 7 above, an advance with a levy increase is inconsistent with
official’'s view that EQC has historically paid a guarantee fee that is commensurate with
a grant from the Crown. A further issue with an advance lies in determining what an
appropriate repayment period for the advance might be. Assuming levies were
increased to repay the advance, having a short repayment period would impose a
higher burden on current, rather than future, levy payers. Conversely, the longer the
repayment period, the more the outcome would resemble the outcome of a grant. That
is, having little impact on current levy payers or the future level of levies.

deficie/ng%d be

EQC. That is, levy

In contrast with the foregoing, under an operating grant,
funded entirely by taxpayers and would not need to be re

payers would not be paying twice for the guarante the'case of@n\\éjy'ar?(ce.
Although this would result in an increase in net d itially, over the long term net debt
antee’fees would

would be unaffected if the guarantee was fairly priced. That is, g
offset the guarantee provision. ~ )

Whilst OBEGAL would not be effected b
simply a transaction within the govern rting en
whether Ministers would “count” it agai <stjm) get allo ces.Traditionally, any grant
would be counted given the effect onu t. Hovrée\ ,given section 16 is a
permanent legislative authority %s ot requi \%ﬁe appropriation, Ministers
may decide against this. \V/

Beyond these advantages; opéra/ting grantwould avoid the issues associated with
repayment timeframes a dz/i‘ﬁ%oing administration associated with an advance. It
would also facilitate m .} pid replenishment of NDF balances from EQC operating

ial's viegtﬁ@/ historically, the guarantee fee paid by EQC

hagrant bei

is more consistent with a ided.
N )

{

Government may contribute equity to EQC.

Under sec
Compared toan‘operating grant

an advance payable under section 16, an amount

larg E%Qestimatg ility deficiency could be paid. That is, a capital grant is the
onl ism for rx/esgedl the NDF under the EQC Act, beyond the accumulation

@b\;@\ g surplu&w\l}i@ﬁ an operating grant and an advance may impact only
ntially. f/’(f? R
The fiscal e \B\fa/capital grant are the same as an operating grant, however, a
need to be appropriated via a budget bid, and thus require cabinet
trast, an operating grant or advance could be provided immediately
ermanent legislative authority established by section 16 of the EQC Act.

To @}te a capital grant before the forecast cash flow deficiency eventuates

s9(2)(A( s9(2)(i) see below) would incur significant administrative burden given the
advanced stage of the current budget process. It would also introduce undesirable
uncertainty for EQC in terms of its ability to effectively plan and discharge its
obligations. Although it might be argued this burden is worthwhile to achieve the
greater oversight and control of spend that an appropriation structure allows, it should
be noted that both an operating grant and an advance can be structured in such a way
to achieve similar ends.

In the case of Southern Response, for instance, the Crown has utilised a combination
of a capital grant (preference shares) and an operating grant (callable cash facility) to
meet claims liabilities. The latter has been set such that every quarter the liability
estimate is updated and further provisioning provided via a delegation to Treasury
officials. This has the advantage of limiting the potential for overcapitalisation, ensures

T2016/2487 : The Crown Guarantee Page 6
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appropriate oversight of claims disbursements and avoids the need to revisit a cabinet
process to secure additional funding. It also provides certainty to Southern Response
on its funding whilst balancing Crown considerations around the timing and cost of

capital provision.

Option Summary

23. The table below compares the three options against various considerations.
ADVANCE OPERATING GRANT CAPITAL GRANT
. Unfair if levies are . .
Fairness . Fair Fa
increased —
Consistency with L)
Guarantee Fee Inconsistent Consiste <Con§f§téhf
Payment \V
Only possible via Only p '&i\ble via”
impact on operational | impact rﬁ@geﬁtlonal Full feplehishment possible
NDF surpluses sur P \It

Replenishment s9(2)(F)(iv)

vithout need to rely on
. operational surpluses

Control over
Disbursement

All options can b@q

dto allo

% :

}%ﬁréte oversight and disbursement

/

Administrative

(. \@%

Burden (@\/ Highest

9(2)(f)( O )

° N . Increased initially but

Increased initially but
unaffected over the long
affected over the . .
Net Debt 127 lone term if the term if the guarantee fee is
Q & appropriately priced and/or

guarantee fee is
appropriately priced

s9(2)(f)(iv)

Allowances

Potentially lowered

Potentially lowered

S92)((iv)

Unchanged

OBEGAL

Unchanged

AN

Remainder of document withheld under s9(2)(f)(iv) and/or S9(2)(i) and/or s9(2)(j)

T2016/2487 : The Crown Guarantee
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l?s'gess-As-

Yo
N
Date: 21 December 2016 Report No: T2016/25%) h
File Ny@b}; BM-2
—_ ‘//, ﬁ\ —

. - ‘@ )

Action Sought —_/
Action %u Deadline
Minister of Finance Not co e 0 reque 10 January 2017
(Hon Steven Joyce)
\ /\ %Q
Contact for/'fQ&Me Dlﬁtks;gon (if required)
=
Name \\ Positi@\% Telephone 1st Contact
$92)(@)() | @ | v
Kamlesh Patel Team Leader, Budget 04 917 6094 N/A
(¢ oordination (wk) (mob)

Actions fo\he Minister’s Office Staff (if required)

Return the signed report to Treasury.

Note any
feedback on
the quality of
the report

Enclosure: Yes

Treasury:3636957v1
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Treasury Report: Budget 2017 - Initial Budget Initiatives and
Business-As-Usual Pressures

Executive Summary

T2016/2530 : Budget 2017 - Initial Budget Initiatives and Business-as-usual Pressures
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rthquakes are likely to put additional pressures on
forecasts in HYEFU included an impact of a net
formation about costs is likely to revise this number higher

T2016/2530 : Budget 2017 - Initial Budget Initiatives and Business-as-usual Pressures Page 3
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Potential implications of the Kaikoura earthquakes

38. Treasury’s preliminary estimates from HYEFU of the fiscal impact of the earthquakes
was around $2 to $3 billion as at 21 November. There remains a significant level of
uncertainty around these estimates. The HYEFU also included an incremental net cost
of $1 billion to fund earthquake response and recovery (e.g. after reprioritisation and
insurance proceeds), although this did not represent a funding envelope.

roved fun(@i%i;
number of proposals relating to response and recovery: e likely,
urgent funding proposals which will require consider

0. pe
nisters, aosals
for Budget 2017 which relate to earthquake recov& ponse. @

Transport Implications

39. Inthe wake of the 14 November earthquake, Ministers h

40. On Monday 5 December, Cabinet agreed e Highway 1 and

the main trunk rail line along the current coa ° ith(i ents for safety
and resilience of the route, at an estimated:c ‘ 4 billion to $2.0
billion (CAB-16-MIN-0675 refers). i e State Highway 1

reinstatement will be confirmed a

T2016/2530 : Budget 2017 - Initial Budget Initiatives and Business-as-usual Pressures Page 17
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