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Treasury Report:   Briefing for Canterbury Earthquake Recovery  Tuesday 
14 December 2010 

Date: 13 December 2010 Report No: T2010/2589 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Bill English) 

Read prior to ACE meeting 7.00pm, Tuesday 14 December 
2010 

Associate Minister of Finance 

(Hon Simon Power) 

Read prior to ACE meeting 7.00pm, Tuesday 14 December 
2010 

Associate Minister of Finance 

(Hon Steven Joyce) 

Read prior to ACE meeting 7.00pm, Tuesday 14 December 
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 

 

 

 

[39]



 T2010/2589 :  Briefing for Canterbury Earthquake Recovery  Tuesday 14 December 2010 Page 2  
 

13 December 2010 MS-5-2-ACE 

Treasury Report: Briefing for Canterbury Earthquake Recovery  
Tuesday 14 December 2010 

Executive Summary 

We are currently aware of 8 items on the Canterbury Earthquake Recovery  agenda for 
Tuesday 14 December 2010. The table below identifies any relevant fiscal impacts and / or 
provides Treasury’s comments / recommendations on 6 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. 
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• Canterbury Earthquake:  Reimbursement of Council Response Costs [Civil Defence] 
• Canterbury Earthquake (Civil Defence Emergency Management Act) Order (No 2) 2010 

[Civil Defence] 

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

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

Guidance on House 
Repairs and 
Reconstruction 
following the 
Canterbury Earthquake 

4 Support Operating We support the release 
of the guidance 
document and issuing of 
the contractual 
indemnity. Further work 
is required to ensure that 
standards for 
foundations are 
formalised as soon as 
possible. 

- - - - - 

Capital 

- - - - - 

Vote Economic 
Development: 
Canterbury Earthquake 
Business Support 
package. 

5 Support Operating The reprioritisation is 
fiscally neutral.  
Ministers should 
consider how to use 
NZTE underspends for 
overall Government 
activities and priorities.

0.150 0.150 - - - 

Capital 

- - - - - 

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

6 Support Operating Treasury supports the 
paper 

5.000 - - - - 

Capital 

- - - - - 
Canterbury Earthquake: 
Temporary 
Accommodation 

7 Support Operating This paper is expected 
to be an A3 to support a 
discussion on general 
approach. Actual 
decisions will be sought 
next year, but could 
have high fiscal costs.

- - - - - 

Capital 

- - - - - 

Canterbury Earthquake: 
Recovery of Housing 
Market 

8 Support Operating This paper proposes that 
decisions on a 
government-backed 
purchase scheme for the 
1,200 worst affected 
properties in Canterbury 
are deferred till April 
2011. A government-
backed purchase 
scheme could have 
significant fiscal 
implications. 

- - - - - 

Capital 

- - - - - 

Canterbury Earthquake: 
Affordability of 
Accommodation 

9 Support the 
recommendations 
in the paper, and  
direct the Ministry 
of Social 
Development to 
report back to 
ACE 1 April 2012 
on whether or not 
the Ministerial 
Welfare 
Programme 
providing 
‘Financial 
Assistance for 
Homeowners with 
Mortgage 
Commitments 
who require 
Temporary 
Accommodation’ 
can be expired 

Operating This paper proposes to 
allow beneficiaries and 
Accommodation  
Supplement recipients to 
maintain eligibility for 
their financial 
assistance, and to 
establish a Ministerial 
Welfare Programme to 
support low- to middle-
income households 
facing temporary 
accommodation costs 
due to the earthquake. 

 

- - - - - 

Capital 

- - - - - 
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Recommended Action 

We recommend that you read this report prior to the Canterbury Earthquake Recovery  
meeting at 7.00pm on Tuesday 14 December 2010. 
 
 
 
 
 
Joanna Gordon 
Manager 
for Secretary to the Treasury 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
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Guidance on House Repairs and Reconstruction following the Canterbury 
Earthquake 
 
Responsible Person: Jolanda Meijer (telephone:  

First Contact Person:  Lucy Forgie (telephone  
 
Purpose 

1. This paper seeks Cabinet permission to publish guidance on repairing and rebuilding 
houses on liquefied land in Canterbury and issue a contractual indemnity to external 
technical experts involved in developing the guidance from action by third parties. 

 
Comment 

2. The standard of repairs represents a fiscal risk to the Crown. If reinsurance companies 
are not confident that improvements have been made in the performance of buildings  
then EQC, and other insurers, are likely to face higher premiums or be unable to 
secure reinsurance in future reinsurance renewal negotiations. In the event of future 
earthquakes, the Crown may end up as the default insurer. 

3. From an underwriting perspective the guidance for mitigating liquefaction will need to 
be seen to be applied wherever there is a relevant exposure. In practical terms, initially, 
this will be Canterbury, but attempting to restrict endorsement of the guidelines to that 
region will not serve the national interest in the longer term. 

4. The guidelines outline repairing to a standard over and above those outlined in the 
Building Code. This means that the standards are essentially voluntary. The paper 
states that the guidance may inform ongoing work coming out of the Building Act, but 
the Department of Building and Housing (DBH) are keen to get the guidance out as 
soon as possible.  

5. The guidance is a short-term fix only. You may wish to indicate an expectation that 
DBH consider the need for amendments to the Building Code as soon as possible. 

 
 
Treasury Recommendation 

 
6. We recommend that you support the recommendations in this paper. 
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Vote Economic Development: Canterbury Earthquake Business Support 
Package. 
 

Responsible Person: Melody Guy (telephone:

First Contact Person: Henry Cocker (telephone  
 
Purpose 

7. This paper seeks Cabinet approval to reprioritise $0.600m within Vote Economic 
Development to provide funding to support businesses affected by the Canterbury 
earthquake.  
 

Comment 

8. The $0.600m has no impact on the operating balance as it will be a transfer from 
International Biotechnology Partnerships to the Canterbury Earthquake Recovery 
Commission with only $0.450m expensed in 2010/11 and the remaining $0.150m 
expensed in 2011/12. 

9. Treasury notes that Vote Economic Development reprioritises a number of NZTE 
managed programmes. International Biotechnology Partnership is a grant managed by 
NZTE. Ministers should consider how to use NZTE underspends for overall 
Government activities and priorities.  

 
Treasury Recommendation 

10. We recommend that you support the recommendations in this paper and note that 
Vote Economic Development reprioritises a number of NZTE managed programmes. 
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Canterbury earthquake: EQC payments to owners of the very worst affected 
land 

Responsible Person:  Joanna Gordon (telephone 

First Contact Person:  Bevan Lye (telephone
 
11. 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. 
 

12. The paper was still not finalised at the time this briefing was prepared. We will advise 
your Office if we become aware of any significant changes to the paper before the ACE 
meeting. 

 
Comment 

13. EQC has identified a number of properties where it is not possible or not economically 
viable to undertake land remediation works. Under current arrangements, these 
landowners will only receive payments from EQC to return the land to its pre-
earthquake state, which will probably not be compliant with future building regulations. 
These landowners will therefore be left significantly worse off than other landowners 
who benefit from the extensive land remediation works funded by the Government. 

 
14. Following a disaster, it would in fact be normal practice for EQC to pay out the insured 

value of land in cases where the cost of the proposed land remediation work is greater 
than the insured value of the land. In this case, however, EQC requires explicit 
confirmation to do so because it conflicts with Cabinet’s previous agreement to conduct 
widespread land remediation in Canterbury. 

 
15. EQC is aware of at least five properties suffering from extreme land damage, but the 

number is likely to increase as further site investigations are completed. The paper 
proposes to establish an appropriation of $5 million to cover insurance payments for 
the five known properties and any other properties identified during the course of 
engineering works.   

 
16. We support this approach. While there is always a chance the appropriation may be set 

at too high or too low a level, it would be unnecessarily time-consuming for Ministers to 
approve additional appropriations on a property-by-property basis. 

 
Treasury Recommendation 

17. We recommend that you support the recommendations in this paper. 
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Canterbury Earthquake: Temporary Accommodation 
 

Responsible Person:  Jolanda Meijer

First Contact Person:  Nicky Lynch 
 
Purpose 

18. We understand that Minister Brownlee may table an A3 at ACE on managing pressures 
in temporary accommodation, to support a discussion amongst Ministers about general 
approach.  

 
Comment 

19. Current forecasts estimate that 8-12,000 households may be displaced while 
remediation and rebuilding work takes place, with a peak of around 2,700 households 
displaced at any one time in late 2011 to early 2012.  Temporary workers are expected 
to add further to demand.   This could well exceed available supply in the rental market 
by a considerable margin (DBH estimates current capacity of around 1,300-1,500 
properties in the rental market, based on TradeMe listings). 
 

20. There are a range of approaches the Government can take to managing this pressure, 
including: 

 
a. managing existing supply (eg brokering to match supply and demand) 
b. managing demand (eg incentives for boarding, encouraging holidays) 
c. adding additional temporary or permanent supply  
d. altering rebuilding timeframes to mitigate pressure on supply. 
 

21. Options to add supply could be very costly, and the information base does not at 
present provide good information on which to make decisions.  However, given the lag 
times involved in adding supply (two months minimum in most cases), and that the 
number of displaced households is expected to rise quickly in the first half of next year, 
it may be necessary to get some measures underway quickly if you wish to avoid 
delays to rebuilding work.   
 

22. We suggest that a flexible approach is needed, so that measures can be adapted as 
appropriate as better information becomes available. One option is to create a project 
office in Canterbury that could run an Expressions of Interest process to test the market 
for solutions.  More detailed decisions on the exact approach and the Government’s 
contribution could then be made early next year.  

 
Treasury Recommendation 

 
23. No recommendations are expected.  We recommend you support an approach 

involving getting project support in place quickly, and making more detailed decisions 
early next year.   
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Canterbury Earthquake: Recovery of Housing Market 
 
Responsible Person:  Jolanda Meijer 

First Contact Person:  Lucy Forgie 
 
Purpose 

24. This paper proposes that the Government closely monitors the Canterbury housing 
market over the next six months to establish whether intervention is required beyond 
addressing regulatory issues and information problems.  
 

25. The paper proposes that Cabinet consider whether a government-backed purchase 
scheme for the 1,200 worst-affected properties is appropriate in April, when further 
information about the recovery of the Canterbury Housing market is available. 

 
Comment 

 
26. A government-backed purchase scheme poses a fiscal risk to the Crown of $90 million 

for a 20% take-up, and over $400 million if there was a 100% take-up. 
 
27. Treasury does not support further intervention in the housing market, including the 

government-backed purchase scheme outlined in the paper. If the Crown were to 
become the buyer of choice under such a scheme, this could inhibit the Canterbury 
housing market from returning to normal.  

 
 
Treasury Recommendation 

 
28. We recommend that you support the recommendations in this paper. 
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Canterbury Earthquake: Affordability of Accommodation 
 
Responsible Person:  Simon MacPherson (ph 

First Contact Person:  Henley McKegg (ph 
 
Purpose 

29. Treasury has not seen the final version of this paper, but we understand it proposes: 
• to ensure payouts from the Earthquake Commission (EQC) and private insurance 

companies to rebuild or repair do not affect eligibility for financial assistance; 

• to allow homeowners to continue receiving Accommodation Supplement for a property 
they cannot occupy due to earthquake damage; 

• to establish a Ministerial Welfare Programme to support low- to middle-income 
households facing temporary accommodation costs due to the earthquake. 

 
Comment 

30. The first two proposals do not have any fiscal impact, as they will result in people 
continuing to receive assistance they are already entitled to. 
 

31. The proposal to provide a Ministerial Welfare Programme for low and middle income 
households in temporary accommodation has been costed at between $650,000 and 
$1.755m over four years. The option recommended by the Ministry of Social 
Development costs $1.463m.  

 
32. This cost is proposed to be paid for through an expected underspend in the $10 million 

set aside for Taskforce Green activities in Canterbury following the Earthquake. 
Treasury would normally advise against transferring resources from such an 
underspend, but we are broadly comfortable with this proposal so long as the 
assistance is limited to a specific response to the Canterbury Earthquake. MSD advise 
that approximately $2 million is the maximum expected to be required for Taskforce 
Green, so this may not be the last proposal concerning this funding that we will see. 

 
33. Treasury considers that allowing homeowners to continue receiving Accommodation 

Supplement and providing additional support for those in temporary accommodation 
contains a moral hazard element, essentially paying them even if they have under-
insured their property. The cost in this case is not particularly large, given the small 
number of households estimated to be eligible (165), but a precedent could be set for 
future situations that could turn out more expensive. 

 
34. In the version of the paper seen by Treasury, the financial recommendations for the 

Ministerial Welfare Programme continue out to 2013/14, although most Earthquake 
responses, including the Canterbury Earthquake (Response and Recovery) Act 2010, 
are limited to a 1 April 2012 expiry date. If the Ministerial Welfare Programme is agreed 
to, we would recommend it be reviewed prior to 1 April 2012, and expired if 
unnecessary. 

 
Treasury Recommendation 

35. We recommend that you support the recommendations in this paper, and direct the 
Ministry of Social Development to report to the Ad Hoc Cabinet Committee on 
Canterbury Earthquake and Recovery by 1 April 2012 on whether or not the Ministerial 
Welfare Programme providing ‘Financial Assistance for Homeowners with Mortgage 
Commitments who require Temporary Accommodation’ can be expired 
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