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Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Read prior to ACE meeting 12.00 pm, Wednesday 10 
November 2010 

Associate Minister of Finance 

(Hon Simon Power) 

Read prior to ACE meeting 12.00 pm, Wednesday 10 
November 2010 

Associate Minister of Finance 

(Hon Steven Joyce) 

Read prior to ACE meeting 12.00 pm,  Wednesday 10 
November 2010 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Joanna Gordon  Manager, Financial Markets   
 

Minister of Finance’s Office Actions (if required) 

None. 
 
 
 
 
Enclosure: No 
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 MS-5-2-ACE 

Treasury Report: Briefing for Canterbury Earthquake Recovery 
Wednesday 10 November 2010 

Executive Summary 

We are currently aware of 3 items on the Canterbury Earthquake Recovery agenda for 
Wednesday 10 November 2010. The table below identifies any relevant fiscal impacts and / 
or provides Treasury’s comments / recommendations on 2 of these. The remaining 1 paper 
which we are aware of, for which Treasury has no briefing or comment, is listed below the 
table for completeness. 
 

 
• Fiscal implications of additional land remediation 
 

Recommended Action 

We recommend that you read this report prior to the Canterbury Earthquake Recovery 
meeting at 12.00 pm on Wednesday 10 November 2010. 
 
 
 
 
 
 
Joanna Gordon 
Manager  
for Secretary to the Treasury 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 

Title Pg Recommend Fiscal Implications ($m GST excl.) Treasury Comment 

10/11 11/12 12/13 13/14 Out 
years 

Canterbury earthquake 
– EQC payments to 
owners of the very 
worst affected land 

 Support Operating Treasury supports the 
paper  

4.1 - - - - 

Capital 

- - - - - 

Land Remediation in 
Canterbury – Estimated 
Fiscal Costs and Wider 
Impacts  

 Support Operating This paper sets out the 
fiscal costs and 
economic impacts of 
additional land 
remediation in 
Canterbury, and seeks 
an appropriation for the 
works to commence.  

140.0
00 

- - - - 

Capital 

- - - - - 
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Canterbury earthquake – EQC payments to owners of the very worst affected 
land 

Responsible Person:  Andrew Blazey (telephone  

First Contact Person:  Juston Anderson (telephone  
 
1. This paper seeks agreement for the Earthquake Commission (EQC) to make insurance 

payments to owners of the very worst affected land for the insured value of their land, 
where the cost of proposed land remediation work is greater than the insured (pre-
earthquake market) value of the land. 

 
2. This is estimated to affect 16 properties in Canterbury at a cost of $4.1 million, which 

will be appropriated in Vote Finance and charged against the 2010 general between 
Budget contingency. 

 
Comment 

3. Treasury supports the paper. 
 
4. The alternatives to making the payments to the 16 landowners are either remediating 

the land to the higher standard agreed by Cabinet (which would be very difficult 
because there is limited public land available for the remediation work – therefore the 
cost would be significantly higher) or leaving the 16 homeowners significantly worse off 
than other homeowners in Christchurch.  

 
5. We do not believe there is a significant precedent effect, since payments to landowners 

is what EQC normally does when the cost of remediating the land is higher than the 
insured value of the land. This paper, and the $4.1 million of Crown funding, is required 
because of the previous Cabinet decision to remediate land to the higher standard. 

 
Treasury Recommendation 

6. We recommend that you support the recommendations in this paper. 
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Land Remediation in Canterbury – Estimated Fiscal Costs and Wider Impacts 

Responsible Person:  Joanna Gordon (telephone: 

First Contact Person:  Bevan Lye (telephone 
 
Purpose 

1. This paper sets out the fiscal costs and economic impacts of Cabinet’s decision to 
remediate damaged land in Canterbury to a higher standard than required by the 
Earthquake Commission Act (CAB Min (10) 36/11 refers), and seeks appropriations for 
the work to take place. The paper was developed by Treasury and the Earthquake Unit 
at DPMC. 

 
Comment 

Fiscal costs 
 
2. Treasury and DPMC officials estimate the cost of the additional remediation is 

approximately $140 million (over and above baseline expenditure of $180 million to 
remediate land to the level required by the EQC Act, which will be covered by EQC 
itself). There is, however, considerable uncertainty around the estimate. The figures 
supplied to officials by the EQC’s engineering consultants are based on professional 
judgement rather than specific modelling, and there are no confidence intervals around 
these estimates.  

 
3. We have tried to account for this risk by including large contingencies in the final figure. 

The paper also proposes that the Ministers of Finance and Canterbury Earthquake 
Recovery report back to the ACE committee if the fiscal costs of the additional 
remediation work appear likely to rise above $140 million. 
 

4. The $140 million must be charged against the general between Budget contingency. 
Ministers could call for a special dividend from EQC to pay for the works, but this would 
reduce the size of the Natural Disaster Fund, and the expenditure would still count 
against the contingency because the Crown’s overall net worth and operating balance 
would decrease as a result of the additional operating expenditure. 
 

5. The paper seeks to establish a new Vote Finance appropriation of $140 million in 
2010/11 for the additional land remediation works. It may be necessary to re-phase the 
appropriation in subsequent Baseline Updates once EQC has determined the final 
timing of construction works. 

 
Economic impacts 
 
6. Officials have been unable to quantify the broader impacts of the land remediation 

policy, but can make some qualitative judgements on the likely effects. The policy will 
confer a direct benefit on affected landowners and their communities (representing a 
transfer of wealth from the taxpayer to landowners and local authorities), but it arguably 
sets an expensive precedent for the response to subsequent natural disasters and 
introduces a degree of moral hazard into other landowners’ decisions about the 
location of property and the need to take precautionary land-strengthening measures. 
Some of these risks will only crystallise in the event of a subsequent natural disaster, 
so their magnitude and likelihood is extremely uncertain.  

 
Treasury Recommendation 

7. We recommend that you support the recommendations in this paper. 
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