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Treasury Report:   Briefing for Canterbury Earthquake Committee Tuesday 
16 November 2010 

Date: 12 November 2010 Report No: T2010/2216 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Read prior to ACE meeting 7.00pm,Tuesday 16 November 
2010 

Associate Minister of Finance 

(Hon Simon Power) 

Read prior to ACE meeting 7.00pm, Tuesday 16 November 
2010 

Associate Minister of Finance 

(Hon Steven Joyce) 

Read prior to ACE meeting 7.00pm, Tuesday 16 November 
2010 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Vicky Robertson Deputy Secretary, Strategy 
and Performance  

  

 

Minister of Finance’s Office Actions (if required) 

None. 
 
 
 
 
Enclosure: No 
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12 November 2010 MS-5-2-ACE 

Treasury Report: Briefing for Canterbury Earthquake Committee 
Tuesday 16 November 2010 

Executive Summary 

We are currently aware of 3 items on the Canterbury Earthquake Committee agenda for 
Tuesday 16 November 2010. The table below identifies any relevant fiscal impacts and / or 
provides Treasury’s comments / recommendations on 1 of these. The remaining 2 papers 
which we are aware of, for which Treasury has no briefing or comment, are listed below the 
table for completeness. 
 

 
 

Recommended Action 

We recommend that you read this report prior to the Canterbury Earthquake Committee 
meeting at 7.00pm on Tuesday 16 November 2010. 
 
 
 
 
 
Vicky Robertson  
Deputy Secretary, Strategy & Performance 
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 

Land Remediation in 
Canterbury – Estimated 
Fiscal Costs and Wider 
Impacts 

3 Support 
recommendation 
12.2 (not 12.1) 
and other 
recommendation
s. 

Operating This paper sets out the 
cost of additional land 
remediation in 
Canterbury. We 
recommend you fund the 
works through normal 
government processes 
rather than a special 
dividend from EQC. 

140.0
00 

- - - - 

Capital 

- - - - - 
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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). The paper also seeks 
appropriations for the work to take place. 
 

2. The paper has not yet been finalised. We will alert your office if we become aware of 
any significant changes to the paper before the ACE committee meeting. 

 
Comment 

Fiscal costs 
 
3. The cost of additional remediation is estimated to be $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, so 
there will be some variation in the final figure.  

 
4. Officials tried to account for this risk by allowing for construction price inflation and 

potential liabilities. 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. 
 

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. 

 
Funding source 

 
6. The Minister for Canterbury Earthquake Recovery wishes to fund the additional land 

remediation via a special dividend from EQC. The latest version of the paper does not 
discuss the rationale for using a special dividend as opposed to funding the works 
through standard government processes. 
 

7. A special dividend will reduce the short-term debt impacts of additional remediation (as 
the works would be funded by cash rather than borrowing) but the effect of the 
expenditure will still be to reduce the Crown’s total operating balance and net worth.  
As a result, expenditure on land remediation, even if funded by a special dividend, still 
represents a charge against the 2010 general between-Budget contingency. 
 

8. The special dividend option also has some disadvantages. The Natural Disaster Fund 
(NDF) was established on the basis of a set of assumptions about EQC’s obligations 
under the EQC Act. Taking a special dividend for work beyond EQC’s obligations will 
place additional pressure on the NDF in the event of another natural disaster. EQC will 
also be seeking to rebuild the NDF following the Canterbury earthquake, so taking a 
dividend now means either that the Crown will have to increase borrowing in the future 
to accelerate the rebuilding of the Fund (at which point borrowing may be more 
expensive); the Fund will take longer to reach the desired level (increasing the risk the 
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Government has to borrow to fund the EQC in the event of another natural disaster); or 
the Government will need to increase the EQC levy.  
 

9. On this basis, we recommend that you fund the additional remediation work through 
standard government processes rather than a special dividend. You may wish to 
canvas these issues with your colleagues during the committee meeting. 

 
Economic impacts 
 
10. The draft of the cabinet paper originally included a discussion of the broader economic 

impacts of the land remediation policy. We understand that the Minister for Canterbury 
Earthquake Recovery has since removed this discussion from the paper to focus on 
the fiscal impacts only.  

 
11. In our view, the additional land remediation will confer direct benefits on the property-

owners and their communities, but is also likely to have a number of adverse impacts: 
 

• Precedent effects. The higher level of land performance in the remediated areas 
may serve as a new performance benchmark for land development in other areas 
affected by similar liquefaction and lateral spreading hazard risks. 

 
• Moral hazard. The additional land remediation could introduce a degree of moral 

hazard into future decisions on land use. For example, it may influence the extent 
to which landowners and local authorities take precautionary measures such as 
land and building strengthening, or affect location decisions in hazard-prone areas. 

 
• Transfer of wealth. Central government funding for additional land remediation 

essentially represents a transfer of wealth from taxpayers to individual landowners 
and the relevant local authorities, all of whom will benefit from higher land values 
due to the increased resilience of the land.  

 
12. Some of these risks will only crystallise in the event of a subsequent natural disaster, 

so their magnitude and likelihood is uncertain. 
 
Excess payments for land remediation 
 
13. The paper includes a short reference to the fact that EQC will charge landowners an 

excess for land cover. EQC is already charging landowners for home repair and 
contents replacement, and is now working through the arrangements for excess 
payments relating to land cover. 
 

14. In our view, it is entirely appropriate for EQC to charge landowners excess payments 
as part of a normal insurance relationship. Removing the land excesses would cost the 
Crown several million dollars (at least) and encourage claims for trivial amounts of land 
damage. It would also disadvantage the landowners who had already been paid out for 
land damage, or whose claims had been declined because they were below the 
excess. 
 

15. However, we understand that the Minister for Canterbury Earthquake Recovery is 
concerned at the prospect of landowners paying an excess for the repair of their land. 
This concern may also be around the optics on home owners receiving an invoice for 
the excess amount. This matter could be worked through further with EQC. We 
therefore advise against acting precipitately on this matter. The Government will be in a 
better position to decide on a response (if a response is deemed necessary) once the 
EQC has identified the number and quantum of excess payments for land cover.  
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Treasury Recommendation 

16. We recommend that you: 
 
• support recommendation 12.2 (not 12.1) to fund the additional land remediation 

through normal government processes rather than a special dividend; and 
 

• support the other recommendations in the paper. 
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