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In Confidence

OFFICE OF THE MINISTER
FOR CANTERBURY EARTHQUAKE RECOVERY

The Chair
AD Hoc CABINET COMMITTEE ON CANTERBURY EARTHQUAKE RECOVERY

CANTERBURY EARTHQUAKE: EQC PAYMENTS TO OWNERS OF THE VE_R‘i
WORST AFFECTED LAND AN

(
L

PROPOSAL P 4

1 This paper seeks agreement for the Earthquake Commissipbr\_(EQé) to make
payments to the very worst affected owners for the Insured.Valtie of their land
where the cost of proposed land remediation work is greatér than the insured
value of the land. SN

EXECUTIVE SUMMARY S

2 On 11 October 2010 Cabinet agreed to fundadditional remediation to land most
affected by the Canterbury Earthquake {beyond the statutory minimum land
‘remediation that EQC must provide), gseaﬂ-pr@cautionary and prudent approach
in order to give confidence to affectgegic:____démmunities, local government, banks
and insurers to rebuild. The Croyyrg,hasf;a‘greed an appropriation of $140 million
for the additional land remediation'work.

3 On 29 November 2010, Joint Ministers (the Minister of Finance, Minister for

: Canterbury Earthquake ,Recovery, Minister for the Environment, and the
Minister of Labour) with¢Power to Act agreed to fund the additional land
remediation requirediin.respect of six of the very worst affected properties (the
Spencerville fand remediation pilot).

4  Five further properties have been identified where it is not possible or probably
not econqmlbaly viable (ie, the cost of the proposed work is more than the
insured v@lgé of the land) to complete the proposed work. Under current
proposals these owners will not receive any benefit from the large scale land
remgd}iation work the Crown has agreed to fund. .

(/7

5 _~n-a normal event (eg, a significant fandslide), the EQC would compare the cost
of reinstating the affected land with the insured value of the section, and pay the
'/ land owner the lesser amount. Under current arrangements the five identified
" property owners will only receive payments from EQC for the cost of levelling
their land, as this will return it to its ‘pre-earthquake state’ as required under the
Earthquake Commission Act 1993 (the EQC Act). This translates to
approximately $20,000 per property. This is much lower than the insured value
of the land at $2.55 million (note that the rateable value of this land is $6.15

million).
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6 To address the significant fairness issues this would create for these owners,
compared to other affected land owners who will benefit from the proposed
large scale land remediation work funded by the Crown, this paper proposes
that the EQC be authorised to make payments to these owners for the insured
“value of their land where the cost of proposed land remediation work is greater
than the insured value of the land. This would cost $2.55 million for the five O
affected properties identified. ' \ %

7  Before any such payments are made | propose that EQC, in consultation vgi;hl
the Treasury and the Canterbury Earthquake Response Policy Team of .the,
Department of the Prime Minister and Cabinet, provide advice to the Minister bf
Finance and the Minister for Canterbury Earthquake Recovery on the ‘Epecific
site investigations undertaken in respect of each of the affected-properties
.identified and recommendations for approval. ~N

8 In addition to these five properties above, two additional properties are also
currently under investigation. As further site investigations afe'undertaken it is
possible that additional properties may be identified wher"q" it is not possible or
not economically viable to complete proposed additionérl\and remediation work.

9 | propose that an appropriation be establislgejd.;néw that covers the five
properties we are currently aware of, and afy other properties that emerge in
this category further down the track. Althotigh the final number of properties will
take time to emerge, | am confident that/the ‘costs of land insurance payments
can be managed within an appropriatik_oﬁ «of $5 million.

9

BACKGROUND

10 On 11 October 2010 Cabinet'agréed to fund additional remediation to land most
affected by the Canterbury Earthquake (beyond the statutory minimum land
remediation that EQG must-provide), as a precautionary and prudent approach
in order to give confidénce to affected communities, local government, banks
and insurers to rebiild. “The Crown has agreed an appropriation of $140 million
for the additiona|’land remediation work.

11 Preliminary iﬁve"'stigations by EQC had identified 16 properties where it was
consideréd pot possible or probably not economically viable to complete the
higher stadard of land remediation agreed to by Cabinet on 11 October 2010
(ie, Ehe, cost of the proposed work is more than the insured value of the land).
This number fell in subsequent investigations (the composition of the affected

(¢ 'pt:operties also changed) and now stands at seven.

#1412/ Five of the affected properties are from the original list and are located in
Fendalton (4) and Kaiapoi (1). In these cases it has been established that it is
not possible or probably not economically viable (ie, the cost of the proposed
work1 is more than the insured value of.the land) to complete the proposed
work’.

13 Two additional properties in Kaiapoi are also currently under investigation.

' Note that In the Tonkin & Taylor Stage 2 Report, the Fendalton properties are not separately
identified from land Zone B.
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The Spencerville properties

14  On 29 November 2010, Joint Ministers (the Minister of Finance, Minister for
Canterbury Earthquake Recovery, Minister for the Environment, and the
Minister of Labour) with Power to Act agreed to fund the additional land
remediation required in respect of the six affected properties in Spencerville (up
to a maximum of $1.1 million) after noting that: C

e the latest information from EQC was that these properties could. _be‘l
remediated within the insured value of the land Fa\"

« remediation of these properties would help to achieve cdfﬁmunity
understanding and buy-in to the concepts to be applied slsewhere in
Canterbury, and ~N

y
-

« resource consent applications were about to be lo :Q'ed.for the land
remediation work (resource consents have now been lodged).
.f ©
FIVE AFFECTED PROPERTIES IN FENDALTON AND KAIAPO! LN
ASN
15 In a normal event (eg, a significant landslide}, the EQC would compare the cost
of reinstating the affected land with the insuréd value of the section, and pay the
land owner the insured value of the land ifthis was the lesser amount.
4 ': -""\.L
16 In total the insured value of the ]ahgf' {as defined under the Earthquake
Commission Act) for the five af[é,qf_:édﬁ)faroperties identified in Fendalton and
Kaiapoi is $2.55 million (Fendalféh*=$;2~‘.38 million, Kaiapoi $165,000). This is not
the ‘market value' or the rateablg vaiue of the land. In total, the rateable value
of the land is approximately~$8.15 million (Fendalton $5.99 million, Kaiapoi
160,000). (7,

AN

17  Under current arrangémerits the five affected owners will only receive payments
from EQC for thelcost of levelling their land as this will return it to its ‘pre-
earthquake statgas required under the EQC Act. Preliminary estimates are
that this woulg be-around $20,000 per property.

18 | am informed that it is EQC’s consulting engineer’s view that unless additional
land, refhediation is undertaken it will be very difficult for the affected owners to
achfeve Building Code compliance should they attempt to rebuild. If councils
gre not satisfied any natural hazards have been mitigated sufficiently they will

““either not issue building consents or issue building consents under section 72 of
P, ,‘tﬁe Bullding Act 2004, which means a natural hazard notice will be placed on
> the title of the property. This will reduce the property's value and often make it

: uninsurable for that risk. Banks will be unlikely to provide mortgage finance.

19 If nothing is done, the affected property owners will be substantially
disadvantaged compared to other land owners affected by lateral spreading of
tand who will benefit from the proposed additional land remediation work funded
by the Crown. While these owners may receive payments for the insured value
of their homes (the buildings), they will face a significant loss of equity with
respect to their land. Some of these owners may not have sufficient equity to
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pay for the additional land remediation work required to rebuild and may be
forced to relocate.

| am informed that the affected owners in Fendalton want to rebuild ‘and are
currently discussing their options with engineers.

PREFERRED APPROACH FOR ADDRESSING THE ISSUE

21

The following options have been identified to address this issue.

o Option 1: The Crown could pay for the affected land to be remeqiata'd" l_;b'
the higher standard agreed to by Cabinet. \/

o Option 2: The Crown could offer to purchase the affected prolpg‘tﬁes."

o Option 3: The Crown could authorise EQC to make pa)’m"eljts' to affected
owners for the insured value of thelr land where the 'gust-'j)f proposed land
remediation work is greater than the value of the land (ot where additional
land remediation work is not possible). '\

Option 1 — Grown pays for affected land to be remediated-
{ %

22

23

It is possible to undertake perimeter land groté@ﬂon work in respect of some of
the properties. The latest information from*'EQC is that this could be achieved
for the Fendalton properties at a cost"qfébproximately $700,000 per property
(approximately $2.8 million in total). iﬁég‘d‘ever advice received from EQC is that
this work may not possible for the property identified in Kaiapoi.

This option would cost morer\'ighé}h'%aking payments to owners for the insured
value of their land and may, not be possible in respect of some of the affected
properties. For these rtga__‘so’ri‘s, this option is not recommended.

Option 2 — Crown offers:{,to' purchase affected properties

24

26

Purchasing the faffécted properties would create substantial fiscal costs as well
as a number of fisks for the Crown and officials inform me that at least some of
the affected awners do not wish to relocate and want to rebuild. If the Crown
were to\purchase the properties the affected owners may expect to be paid the
rateable value of the land (approximately $6.15 million for the five properties
identified).

Dther costs associated with the retention and possible sale of the land would

l'also be incurred. The land itself would not be suitable for social housing

purposes given the likely costs involved in developing it for this use (for this to
occur the Crown would need to pay both for the land and costs for addressing
land stability), Careful communication would also be needed to limit any
potential risks that other property owners affected by the earthquake would use
this as a precedent for the Crown purchasing other damaged land.

For the reasons outlined above, this option is not recommended.
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Option 3 ~ Crown makes payments up to the insured value of the affected property

27  The Crown could authorise EQC to make payments to affected owners for the
insured value of their land where the cost of proposed jand remediation work is
greater than the insured value of the land (or where additional land remediation
work is not possible).

28 This option would involve making payments to owners in Fendalton off: e
approximately $595,000 per property on average, and a payment of $165,000
to the .affected owner in Kaiapoi. This option would cost $2.55 million for-the,
five properties identified (ie, the insured value of the land). : Y,

29 Consideration has been given to insisting that payments be used t:pw_ards land
repair but this is not viable as in most cases there is a shortfall. Jn'the case of
the Kaiapoi claim | am advised this would be in the ha.mdreuli;ﬁ-vc_sqc thousands of
dollars. AN

L 4 '

30 If EQC had been required to undertake the propesed additional land
remediation work under the EQC Act, | am informed, that this is the option it
would have adopted. ¢’ '

31  While justified on the basis that payments re!at\'eig_d*‘t‘iie insured value of the land,
the size of the payments to the owners insFendalton may create optic risks for
the Crown that will need to be manage,q.;: ) » '

32 There is a risk that some ownersg_r‘m_&y thoose to use the money for purposes
other than land remediation and_‘lééy"é the affected land unremediated or under-
remediated (where it is possible ‘to remediate the land to achieve a viable
building platform). There ishaldo a risk that the affected land may become
derelict, and could becomg a future issue for councils and/or neighbouring
residents. Mitigating these-fisks is advice | have received from EQC that some

of the affected owner$wish to rebuild and do not wish to relocate.
33 On balance, thig’ ﬁsjﬁon is recommended for all affected properties identified.

. 34 However, Jbéfot“é any such payments are made | propose that EQC, in
consultation,with the Treasury and the Canterbury Earthquake Response Policy
Teaq ofthe Department of the Prime Minister and Cabinet, provide advice to
the (Minister of Finance and the Minister for Canterbury Earthquake Recovery

oh-the specific site investigations undertaken in respect of each of the affected
( properties identified and recommendations for approval.

( _.(fg‘rll-iER ISSUES

“35 In addition to the five properties discussed eatlier, two additional properties in
Kaiapoi are also currently under investigation. As further site investigations are
undertaken it is possible that additional properties may be identified where it is
not possible or not economically viable to complete proposed additional land
remediation work. -
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36 There are two options for dealing with this uncertainty:

a The Minister of Finance and the Minister for Canterbury Earthquake
Recovery could be authorised to approve payments to other affected
property owners consistent with the approach outlined above on an as-
needs basis. o ' o)

b The Government could establish an appropriation now that covers the,, '
five properties we are currently aware of, and any other properties tbat‘
emerge in this category-further down the track. Although the final
number of properties will take time to emerge, |-am confident thaf the
costs of land Insurance payments can be managed within™ an
appropriation of $5 million. ~

37 . On balance, | recommend we establish an upfront appropriation @éal with all

properties where it is not possible or not economic to undertake proposed
additional land remediation work. While there is always a ¢hance that we may
set the appropriation at either too high or too low a level;it would be extremely
time-consuming and inefficient for Ministers to approve/additional appropriations
on a property-by-property basis, especially given that'the status of individual
properties may change further during the coursé ‘of further site investigations
and assessment. W\

CONSULTATION ' N7\
38 The Treasury, the Department qf*@ﬁiidiﬁg and Housing and the Earthquake
Commission have been consulte@ls ",

FISCAL IMPLICATIONS \ )

30 The estimated cost of tHe proposal for the five affected properties is $2.55
million (ie, the Insuer*QgMe of the land for the affected properties indentified).
As the engineering Work progresses, however, it is possible that other
properties may be assessed as being beyond economic repair. | recommend
that we estaPlish/an upfront appropriation of $5 million to cover these five
properties and.any others that .emerge during the course of the engineering

works,
“ )

40 If aére‘e_d, he cost of this proposal will be charged against the 2010 general
b[_letv‘}_feén Budget contingency.

I-lug\ﬁAN’RleHTs
& 41 " The proposals in this paper are not inconsistent with the New Zealand Bill of
7 Rights Act 1990 and the Human Rights Act 1993.

LEGISLATIVE IMPLICATIONS

42  There are no legislative implications arising from the proposals in this paper.
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REGULATORY IMPACT ANALYSIS

43 The Regulatory Impact Analysis (RIA) requirements do not apply to this paper
as the paper does not propose options that would involve creating, amending,
or repealing either primary legislation or delegated legislation.

PuBLICITY :
. {{ ) N

44  Any publicity around the proposals in this paper will be undertaken as part 6f K

the wider communications strategy for the Canterbury earthquake response in

relation to additional remediation of land.
RECOMMENDATIONS
45 It is recommended that the Committee:
Background

1 Note that on 11 October 2010, Cabinet a%ééd to fund additional
remediation to land most affected by the Canterbury Earthquake (beyond
the statutory minimum land remediation th ttt-.’)é Earthquake Commission
(EQC) must provide), as a precautionary, and prudent approach in order
to give confidence to affected commbi ‘itié%“, local government, banks and
insurers to rebuild [CAB Min (10) ‘{»6{\1)2]”

2 Note that five properties hav?:b‘gé}\ identified where it is not possible or
probably not economica(lglyv}/léblé to complete the proposed works (e, the
cost of the proposed works ]’s more than the insured value of the land),
and under current p{’op\qré\éls these owners will not receive any benefit
from the proposed largé scale land remediation work funded by the

Crown (

L\

3 Note that two ‘further properties in Kaiapoi are also currently under
investigation and as further site investigations are undertaken it is
possiRlel _.ttﬁ"at additional properties may be identified where it is not
possibla.or not economically viable to complete proposed additional land
rgm’édiaiion work

EQC ﬁay}’nents to owners of the very worst affected land

47 Note that in a normal event (eg, a significant landslide), the EQC would
compare the cost of reinstating the affected land with the insured value of
the section, and pay the land owner the lesser amount

5 Note that under current arrangements the five affected property owners
will only receive payments from EQC for the cost of levelling their land as
this will return it to its pre-earthquake state as required under the
Earthquake Commission Act 1993, ie approximately $20,000 per
property
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6 Note that this will create significant fairess issues for the owners of the
very worst affected land compared to other affected land owners who will
benefit from the proposed large scale land remediation work funded by
the Crown

7 Agree that the EQC may make payments to the very worst affected .
owners for the insured value of their land where the cost of proposed .
land remediation work is greater than the insured value of the land Y.

. U
8 Agree that before any such payments are made the EQC, in consulta;Lgr:
with the Treasury and the Canterbury Earthquake Response Policy Tea
of the Department of the Prime Minister and Cabinet, provide advite to
the Minister of Finance and the Minister for Canterbury Earthquake
Recovery on the specific site Investigations undertaken in respect of
each affected property identified and recommendations fo{’ approval

Establishment of appropriation for payments N

[

9 Agree to establish a new non-departmental other_expense appropriation,
“Earthquake Commission — Land Insurance Payments”, in Vote Finance
i
10  Agree that the scope of this appropQthn be: "This appropriation is
limited to insurance payments to thexowners of damaged land in the
Canterbury region where the cost of:land remediation is greater than the
insured value of the land” C4y

11 Approve the following chenge’ to appropriations for fand insurance
payments to owners ,.of\ thes Tive identified properties and any other
properties that emefge jin this category as the engineering work
progresses, with a corrésponding impact on the operating balance:

NN $m — increase/(decrease)
Vote Finance  *% 2010/11 | 2011112 | 2012/13 | 2013/14 | 2014/15&
Minister of Finance Outyears
Non—departm"a;qta] other
expense;

Ea?th uake JCommission — huull ”
Land‘Insurance Payments

¢

12 ( {Agree that the proposed change to the appropriation for 2010/11 above
(/1 be included in the 2010/11 Supplementary Estimates and that in the
(5 interim, the increase be met from Imprest Supply

MED1138517 B
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13 Agree to charge the cost of the land insurance payments against the
2010 general between Budget contingency.

Hon Gerry Brownlee
Minister for Canterbury Ealjthquake Recovery

2] 12 [ 2010 L&
| X

Date signed:
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Ad Hoc Cabinet ACE Min (10) 8/4
Committee on Canterbury;.
a 2 Copy No: 2SS
Earthquake ReCOVEVY ~5,_ X
0

Minute of Decision 2

[
>

THE

This document contains information for the New Zealand Cabinet\ ,
handled in accordance with any security classification, or other end r\é’\?gﬂeat. Th,e;lnﬁb fration can only b;a.. Al
released, Including under the Official Information Act 1982, by persons'with the apprdpriate authority,

C

Canterbury Earthquake: EQC Payments to Owners of the Very\Wbtrs't
Affected Land ' A »

Portfolio: Canterbury Earthquake Recovery

On 14 December 2010, the Ad Hoc Cabinet Committee on Canterbury Ea;ﬁ\:iuake Recovery
(ACE), having been authorised by Cabinet to have Power to Act [Q)}'ﬁ,\Min (10) 45/28]:
P -

Background % @)

1 noted that on 11 October 2010, Cabinet agreed to ‘fund additional remediation to land most
affected by the Canterbury Earthquake (beyond the sfatutory minimum land remediation that
the Earthquake Commission (EQC) must prgﬂdg)',”as a cautionary and prudent approach in
order to give confidence to affected cogqu_;ﬁngh‘é'é, local government, banks and insurexs to
rebuild [CAB Min (10)36/113;  »§:50

2 noted that on 29 November 201 0’, C;j;;i\ﬁct:

2.1 noted that investigatidns by EQC had identificd 13 properties where it was
considered not pdsgiblg or probably not economically viable to complete the higher
standard of land 'ra;;ﬁcdiation agreed to by Cabinet on 11 October 2010;

2.2  noted that lg@;\i&ers with Power to Act (Minister of Finance, Minister for Canterbury
Earthquéke Recovery, Minister for the Environment, and Hon Kate Wilkinson) had
agreed thit the Crown will provide $1.1 million in funding for the additional land
regiégiation required in respect of six of the worst affected properties (in

p- Spencerville);

2,87 i directed officials to provide advice to ACE on a preferred option for dealing with the

71 seven other affected properties;

\!‘ r.’-’ ) =

« (/3 [CABMin (10) 43/21]

£ 8 noted that:

3,1  five properties have been identified where it is not possible, or probably not
economically viable, to complete the proposed works (e, the cost of the proposed
works is more than the insured value of the land);

175560v1 SENSITIVE 1

T, D E L\
%?’nust bébﬂgfa‘led/ri.&‘o’nﬁdence and [ =



EQC payments to owners of the very worst affected land S

5

SENSITIVE ACE Min (10) 8/4
Document 3 - Page 2 §

3.2 under current proposals, these owners will not receive any benefit from the proposed
large scale land remediation work funded by the Crown;

noted that two further properties in Kaiapoi are also currently under investigation and that,
as further site investigations are undertaken, it is possible that additional properties may be
identified where it is not possible, or not economically viable, to complete proposed
additional land remediation work;

(@
poted that in a normal event (eg, a significant landslide), the EQC would compare the cc’ﬁ\gt i .
of reinstating the affected land with the insured value of the section, and pay the land owner

the lesser amount; ]

noted that under current arrangements, the five affected property owners w._i]{oﬁly receive
payments from EQC for the cost of levelling their 1and, as this will rem@:ji{bkits pre-
earthquake statc as required under the Earthquake Commission Act 1995, ‘ik\approximately
$20,000 per property; ( N

7 N2

$ A )4\

noted that this will create significant fairness issues for the owriers of the very worst

affected land compared to other affected land owners who vgilrlg:}eneﬁt from the proposed

large scale land remediation work funded by the Crowg; R\

$2 %\

*x

agreed that the EQC may make payments to the yery Worst affected owners for the insured
value of their land where the cost of proposed lanv}i }wdiation work is greater than the
insured value of the land; /‘4\ ‘

agreed that before any such payments,_grq‘ihicfé, the EQC, in consultation with the Treasury
and the Canterbury Earthquake Rccqéﬁ@@o icy Team of the Department of the Prime ,
Minister and Cabinet, provide advicg to the Minister of Finance and the Minister for

Canterbury Earthquake Recovery on he specific site investigations undertaken in respect of

each affected property identified and recommendations for approval;

T K\
Establishment of appropriajtl%n_?fgr payments

10

11

12

agreed to establish.;{g';_}gw 'non-departmental other expense appropriation “Earthquake
Commission — Lafid Jnsurance Payments”, in Vote Finance;

agreed tha_htfl\l'ets‘c{)pe of this appropriation be: “This appropriation is limited to insurance
payments toﬁhe owners of damaged land in the Canterbury region where the cost of land
remediation’is greater than the insured value of the land”;
- {\_ \‘, o
approved the following change to appropriations for land insurance payments to owners of
(the five identified properties and any other properties that emerge in this category as the

( (/ }_éngineering work progresses, with a corresponding impact on the operating balance:

]
¢

!
5

$m - increase/(decrease)

¥ Vote Finance 2010/11 2011/12 2012/13 2013/14 2014/15&
Minister of Finance

Outyears

Non-Departmental Other Expense:
Earthquake Commission — Land Insurance 5.000 -

Payments
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13 agreed that the above change to the appropriation for 2010/11 be included in the 2010/11
Supplementary Estimates and that, in the interim, the increase be met from Imprest Supply;

14 agreed to charge the cost of the land insurance payments against the 2010 general between
Budget contingency.

| )

Janine Harvey ;

Committee Secretary Reference: ACE (10) 25

Present: Officlals present from:

Rt Hon John Key Ofﬂcials Committee for ACE _
Hon Bill English J{' X
Hon Gerry Brownlee (chair), Also in attendance:

Hon Anne Tolley Cantexbury Earthquake Recovary Coi:hmxssmn official
Hon David Carter z

Hon Phil Heatley ' ( {.-" )

Hon Kate Wilkinson ‘o
Hon John Carter

Hon Rodney Hide |

Distribution:
Ad Hoc Cabinet Comumittee on Canterbury Earthquake Recovery
Office of the Prime Minister 3
Chief Executive, DPMC . AN
Director, PAG, DPMC 4 d)
Benesia Smith, PAG, DPMC o i o
Andrew Annakin, PAG, DPMC LA N
Steve Brazier, Director, SRG, DPMC T
Secretary to the Treasury
Vicky Robertson, Treasury
Chief Executive, MED
Mark Steel, MED
Murray Sherwin, Chair, Canterbury Eafﬂiquake Recovery Commission
Chief Executive, Department of Building and Housing
Controller and Auditor-General
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