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Briefing

GLOBAL SETTLEMENT WITH CHRISTCHURCH
CITY COUNCIL: NEGOTIATING PARAMETER
AND NEXT STEPS

To the Minister of Finance (Hon Grant Robertson) and the Minister for Greater Christchurch

Regeneration (Hon Dr Megan Woods)

Date 7111/2018 Priority High ‘

Deadline = 12/11/2018 Briefing Number @1 8/19 576
% 3197

1.1. provides advice on the potential fisga cts of the proposed Global Settlement
negotiations with the Christch Council (the Council);

Purpose

1. This briefing:

1.2. seeks the Minister of Finance’ ement to the treatment of non-cash write-downs
and the Minister of F&\i 'siand Minister for Greater Christchurch Regeneration’s

to seek funding for a global settlement with the Council
ead of the Budget 2019 process;

((joint Ministers’)
directly from Cabi

eview and approval, a draft cabinet paper for Cabinet’s Economic
ittee (DEV) consideration on 28 November 2018 (Attachment A)

1.3. attaches, for
Development
seeking:

. ent to a negotiation mandate for officials to work within;

legated authority for joint Ministers to agree a Global Settlement with the
Council within the negotiating mandate; and

e associated funding to be set aside as operating and capital contingencies to
account for existing commitments with the Council and enable effective
negotiation, and execution of a global settlement agreement within the
negotiation mandate.

1.4. attaches, for any discussion that you may wish to have, an A3 setting out further

detail about the negotiating positions that the Crown and Council are likely to discuss
as part of the negotiations (Attachment B).
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Recommendations

We recommend that the Minister of Finance and Minster for Greater Christchurch Regeneration:

Hon Dr

Megan Hon Grant
Waeds Robertson
1. note that a global settlement with Christchurch City Council
(the Council) is a high priority for greater Christchurch
regeneration, to settle long-term questions of ownership,
liabilities, opportunities and funding arrangements; @
Small window of opportunity to do a global settlement
2. note that, due to local body elections in 2019, there is a
narrow window for the conclusion of negotiations, and that if

not taken, the opportunity to address outstanding issues is be
unlikely to be available again until 2020; @

3. note the proposed parameters for negotiation whi I
described in detail in the attached Cabinet Eco,
Development Committee paper;

Parameters for negotiations QQ\

Fiscal implications of the negotiating parameters

4. note that the financial implications of
be subject to negotiation as well as oth

revaluation, purchase prices, cons s9(2)(i)
,andi ance settlements;

5. note that despite that undertai ntering a global settlement
could significantly (alth rely) reduce the Crown'’s
exposure to fiscal risk i istghurch city;

9 to write down the value of

the Mlmster of Finance agrees to

13, this will not count against allowances or
act on net debt;

that accounting for the CSA and entering into a global
ent with the Councul is likely to require capital funding
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Hon Dr
Megan
Woods

Hon Grant
Robertson

YES/NO %smo

12. agree to seek Cabinet approval to establish tagged operati
and capital contingencies necessary to account for pre-
existing commitments with the Council and for a global @

o YES/NO
settlement to be agreed;

13. agree that operating appropriations to allow fo
write-downs associated with the transfer of assets4g the YES/NO
Council at below book value not count again pudget
allowances; and

GLOBAL SETTLEMENT WITH CHRISTCHURCH CITY COUNCIL: NEGOTIATING DPMC 2018/19 576
PARAMETERS AND NEXT STEPS Treasury T2018/3197

Treasury 4029968 Page 3 of 16
CONMMERCIAL-IN-CONFIDENCE




COMMERCIAL-IN-CONFIDENCE

Next Steps

14. agree to take the attached Cabinet paper to the Cabinet YESINO YES/NO

Economic Development Committee on 28 November 2018.

A

W N
Anne Shaw Jamgs Beard
Executive Director Director
Greater Christchurch Group Economic System
Department of the Prime Minister and The Treasury
Cabinet
1112018 212018
Hon Dr Megan Woods bertson
Minister for Greater Christchurch Minister of Finance
Regeneration

..... /.....12018 \ oo /2018

Contact for telephone discussio

5 1st

Position
| contact

Anne Shaw

John
Beaglehole

nt, Commercial
ance, Treasury

o2

ers’office comments:

No
Seen |
Approved |
Needs change ;
Withdrawn !
Not seen by Minister
Overtaken by events
Referred to | |

OoOoOooooon
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GLOBAL SETTLEMENT WITH CHRISTCHURCH
CITY COUNCIL: NEGOTIATING PARAMETERS
AND NEXT STEPS

Executive Summary

1.

w

This paper seeks your comments on the attached draft Cabinet paper to allow the Crown to
enter into global settlement negotiations with the Christchurch City Council (the ‘Counegil’),
and for you as joint Ministers to agree to a global settlement within certain fiscal
parameters. It also seeks decisions that will inform the Cabinet paper. From a fiscal'p
of view, the most significant are whether a number of nhon-cash write-downs sh
against allowances for Budget 2019 (Treasury recommends to the Minister

they do not).

The attached draft Cabinet paper sets out the background for why a eftlement has
been identified as a high priority. Some key points to note includc@ settlement is

an opportunity to make substantive progress in regeneratio& a positive,

that

normalised relationship with the Council; and that a global settlgmentds also an opportunity
s9(2)(i) . ‘to
ensure a strategic and fair approach is taken.

s9(2)(9)(i), s9(2)(i)
Council is keen to progres? %/settlement. It feels keenly that the Crown has an
oversized role in Christcx& ants that to end.

There is a small wind@w of ortunity to complete a global settlement, given local body
elections in Nove @ We consider that Council will need to consider a proposed
settlement no later the middle of 2019, and to that end, suggest starting negotiations in
December

Asis s n attached Cabinet paper, the Crown has mixed objectives in achieving a
globa ment. The Crown does want to minimise fiscal exposure, but it is also important
@ e Christchurch in a place where it is able to succeed. We are also conscious the
olncil is in a strong financial position, compared to other councils in New Zealand, and our
suggested approach has been informed by that (needing to be equitable nationally).

This note focuses on the fiscal aspects of a global settlement. The Cabinet paper sets out
the policy argumentation in greater detail.
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Purpose

8. This briefing:

8.1. provides advice on the potential fiscal impacts of the proposed Global Settlement
negotiations with Christchurch City Council (the Council);

8.2. attaches, for your review and approval, a draft paper seeking Cabinet agreement to:
the proposed negotiating mandate, delegating authority to joint Ministers to agree a
Global Settlement, and associated funding to allow those negotiations to be catsied
out (Attachment A). Officials propose this paper be taken to Cabinet’s Economi
Development Committee (DEV) for consideration on 28 November 2018. Th
Cabinet paper has been drafted on the basis that you agree to the reco
in this briefing; it can of course be changed. VT@

8.3. attaches, for any discussion that you may wish to have, an A3 se in%;rther
detail about the negotiating positions that the Crown and Coun li to discuss

as part of the negotiations (Attachment B)

Background

9. Since the Canterbury earthquake sequence of 2010 01®rown has taken on
, including delivery
This has resulted in the Crown

10. The Crown-Christchurch City Council t ing Agreement of June 2013 (‘the 2013
CSA) allocated ownership, responsipiliti d gosts for anchor projects. As discussed
further in the “Fiscal Implications o@owm" section below, there are some aspects of
the 2013 CSA that have not beenfu ounted for in the Crown’s books, which we
recommend picking up atﬁi\ time as agreeing a mandate for upcoming global

settlement negotiations.x‘
11. The previous government ed an agreement in principle with the Council on several

specific matters, t subject to the development of detailed terms and payment
schedules and nt of the full Council [CAB-17-MIN-0452 refers]. It was put on hold
due to the 20 | election. That agreement in principle (the ‘2017 CSA refresh’)

would have e 2013 CSA.
12, ected to be discussed between the Crown and Council as part of a new global
entihclude:
12, hether the asset transfers agreed in-principle (subject to decisions on

implementation) between the Crown and Council as part of the 2017 CSA refresh will
be confirmed,

12.2. long-term ownership of a number of other assets not addressed as part of the 2013
CSA or the 2017 CSA refresh; and

12.3. some remaining unresolved project responsibilities (specifically, the Stadium/Multi-

Use Arena).
GLOBAL SETTLEMENT WITH CHRISTCHURCH CITY COUNCIL: NEGOTIATING DPMC 2018/19 576
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Crown’s objectives for the global settlement

The Crown has mixed objectives for a global settlement

13. We consider that achieving a global settlement is critical to Christchurch’s regeneration. It
will:

13.1. build the momentum of regeneration in some of the areas that have been wors
affected by the earthquakes, such as the residential red zones (RRZ) and the centcal
city — helping to resolve issues that will impede progress and impact wellbeing

13.2. provide certainty to the community and stakeholders on how regeneratio will
be managed in future — enabling them to make decisions about how
participate in regeneration;

13.3. advance the transition from extraordinary central government i%nt to full local
leadership — with the Council in a robust position to lead ir@ e, and the scene

set for a positive, normalised relationship with the Crx
13.4. enable the Crown to operate in a fiscally responsibjé ane itable manner — ¢

uring a fair settlement for

i avoiding new exposure where po
both the Crown and Council.

Crown and Council financial position

14. In considering the Crown’s negotiating pes he financial contributions made to date,
and the Council’s financial position, ant gonsiderations.

incurred costs of over $15%®illiag, s@\far, excluding costs incurred by EQC. Additionally, the
Crown has set aside $3 i e used as suggested by the Council for Stadium,
efgapital projects. By comparison, the Council:

15. Overall, the Crown is forecastt%b earthquake expenses of over $17 billion, and has
n

Residential Red Zone

15.1. is in a relati
with the other,

tageous financial position to other local authorities. Compared
gest councils in New Zealand, its net debt per rating unit is

marke an other councils, and its asset portfolio is the strongest in the
cou

1 te, it has incurred increased costs of $1.1 billion due to the earthquakes
excluding costs that have been covered by the Crown and by insurance recoveries);
and

15.3. according to its Long-Term Plan public background documents, will need to spend an
additional $4.0 billion over the next 30 years to return assets to their pre-earthquake
condition (excluding inflation).

16. A settlement with the Council is a high priority, to settle long-term questions of ownership,
liabilities, opportunities and funding arrangements, and transition from the current
extraordinary central government involvement to full local leadership.
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Small window of opportunity to complete a global settlement

17. It is clear that Council wishes to once again be the voice of Christchurch. While it
appreciates the assistance the Crown has provided, it considers that it should provide
overall strategic direction for the city. To that end, it wishes the Crown / Council relationship
to return to a relationship which the Council describes as a ‘new partnership approach’, that
mirrors the relationship between the Crown and other major metropolitan councils.

18. Due to upcoming local body elections in 2019, there is a narrow window for the conclusion
of negotiations before the local election period begins. Ideally, negotiations would b
completed before May 2019. If not, the opportunity to address outstanding issues would be
unlikely to be available again until 2020.

Crown’s parameters for the global settlement 6

High-level negotiating parameters sought @
19. In general, we consider the Crown’s approach to negotiatio ?Qd ‘inimise complexity,

With that in mind, we prop @ at you seek a broad negotiation
mandate from Cabinet (rather than a detailed ned@tiating position) as it provides you with
better flexibility during negotiations and allows for theyCrown to negotiate with an open mind
and in good faith, cognisant of potential trade<gffs. A draft Cabinet paper is attached for
your consideration and approval (Atta . Specifically, it seeks:

19.1. agreement to a negotiation fof officials to work within in discussions
with the Council. That aut will also implicitly provide Cabinet agreement to
the disposal of assets wi ook value greater than $25 million, as required by CO

(15) 5. The paper &
19.1.1. pre-e itments made in the 2013 CSA in relation to 59(2)@

"
land i@ﬁorming Arts Precinct, unfunded commitments for the Square,
p land in the Frames, s9(2)®

19.1. here there was agreement in principle through the 2017 CSA
esh, including transferring of the Bus Interchange and Residential Red
ne land in the Port Hills as well as Brooklands, Southshore, and South
New Brighton;

19.1.3. long-term ownership of the Otakaro Avon River Corridor Residential Red
Zone land;

19.1.4. long-term ownership, roles and responsibilities regarding Stadium,
Convention Centre and Metro Sports Facility;

19.1.5. institutional arrangements, in particular the future of Regenerate
Christchurch; and
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19.1.6. other matters which the Council may raise where there are either precedent
risks for the Crown or alternative avenues to address the matters;

19.2. agreement to associated funding to execute a global settlement and to account
for pre-existing commitments consistent with this mandate being set aside as
operating and capital contingencies;

19.3. delegated authority for joint Ministers to approve a global settlement consistent
with this mandate, draw down the relevant tagged contingencies and account for the
associated fiscal implications, and agree key aspects of implementation;

19.4. any early, in principle decision if necessary that the Crown is prepared to tr
ownership of the Crown-owned portions of the Otakaro Avon River Corrido
finalising the wider global settlement. Any in-principle agreement would @cu y
and publically subject to finalisation of the wider global settlement packag
negotiation of detailed terms of transfer; and

19.5. agreement that while some flexibility will be needed to discuss raised by the
p J the scope of

Council during negotiations, several matters should be ex
global settlement, as they carry very significant prece@ent

for instance, further funding for flood mitigation works,
:ﬁ This approach w@ e door on the Council

dr the wider Crown —

discussing these matters with the Crown, b I sure that discussions take
place in the wider context of for instance oli around local government and
adaptation to climate change.

20. An A3 setting out further detail about the negétiating positions that the Crown and Council

are likely to discuss as part of the negati attached for your information
(Attachment B).

21. The fiscal implications of the iteQ d in paragraph 19 are discussed below.
L 2

Fiscal implications \’:rown

Reconfirmation of % A refresh
22. We proposerthat t rown seek to confirm previous items agreed in principle through the
2017 C e [CAB-17-MIN-0452 refers], to demonstrate that the Crown is willing to
ho préwiéus commitments and avoid any potential for re-litigation of existing
meéhts. The commitments made in the 2017 CSA refresh included:

227, the divestment of the Bus Interchange to the Council for $23 million;

22.2. the divestment of all 597 Port Hills RRZ properties to the Council, with the Council
paying a contribution towards the net costs of the Crown purchasing some Port Hills
residential red zone properties (contribution subject to final EQC recoveries by the
Crown, but currently estimated at $40.6 million);

22.3. the divestment of all 664 Brooklands, Southshore, and South New Brighton RRZ
properties to the Council for no proceeds;
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23.

24.

Table 1: Fiscal Implications of 2017 CSA Refresh

COMMERCIAL-IN-CONFIDENCE

22.4. Council paying the Crown $6.6m for the transfer of Margaret Mahy Family
Playground, and $6.4m as a contribution to the Te Papa Otakaro Avon River Precinct
project.

As part of the 2017 CSA refresh, the Council agreed to make payments which are currently
estimated to total up to $76.6 million (with the final figure dependent on EQC recoveries for
Port Hills RRZ land, as noted above), *
.|

However, this was subject to the development of detailed terms and payment schedules.
We propose that officials will work with Council officials to implement this agreement
including Council obligations, including confirming the matters previously not agreed.

The implementation of the agreement was put on hold due to the election, and
it to be covered as part of global settlement. As a result, the fiscal implications
been addressed. Those implications are shown in Table 1. %

Asset Appropriation Impact of Fiscal

Implications Indicators

Bus Capital Expenditure
Interchange

The Treasury
recommends the Minister
of Finance agrees that

(Capex) appropriation of

° only the capital

i cost of the purchase [
e%nd Losses o0

et of any

proceeds from the
Council for the asset
should count against

Operating E)& capital allowances, and

° operating
appropriations related to
any write-down should not
count against operating

; allowances as: (i) there

: L the C;unc(;l was never an intention to
iition is reduced, own the asset in the long

write-down will term, (ii) it has been paid
Increase. for at which stage

allowances were reduced,
and (iii) there are no
funding implications as
the write-off is non-cash.

as part of global
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Port Hills Opex appropriation
Residential

The Treasury

needed for $30.7m write- recommends the Minister

Red Zone down. of Finance agrees these
(RRZ) expenses should not
Write-down of count against operating

$30.7m to impact allowances for reasons
OBEGAL. No impacts on | (i)-(iii) above.
net debt.

Brooklands, Opex appropriation Write-down of $8m to

Southshore needed for the $8m write- | impact OBEGAL. No

and South New | down. There may be impacts on net debt.

Brighton RRZ opportunities to test the @

assumptions on which the
land was valued, and
thereby reduce the size of

the write-down.

Otakaro Avon River Corridor Residential Red Zone

25.

26.

27.

There are 5,446 Crown-owned properties in the Otakaro \sr Corridor (OARC)
residential red zone (RRZ). The land currently ha of $35.9 million, and is held
by Land Information New Zealand. The Crown i $2.15 million per annum for
managing land across the Christchurch RRZs. Futilite use of OARC RRZ is subject to a
regeneration planning process, but regardlesg of the'@utcome it is expected that substantial
investment would be required to enable more Productive long-term uses of the land.

Te Rlnanga o Ngai Tahu may have ag,i st inithis land. Officials will explore this further,

and report back to you.

The potential fiscal implications,ar&shown in Table 2.

Table 2: Potential fiscal Implications @f transferring ownership of the OARC RRZ

Appropriation Implicatio

mpact of Fiscal Indicators Recommended Treatment

Opex appropriation
up to $35.9m wri

Write-down of up to $35.9m to | The Treasury recommends the
impact OBEGAL. No impacts | Minister of Finance agrees this
on net debt. should not count against
operating allowances for
reasons (i)-(iii) in Table 1.

Protecting the Crown’s position on large and complex assets

28. The Canterbury Multi-Use Arena, Convention Centre and Metro Sports Facility are

significant assets where there is a need to ensure progress and safeguard the Crown’s

interests, =
I Each asset is discussed in turn;
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Canterbury Multi-Use Arena

29. The Council has committed $253 million through its long term plan (LTP) for the Canterbury
Multi-Use Arena project, commencing in the 2021 financial year. You have agreed to
earmark $220 million from the Christchurch Regeneration Acceleration Facility (CRAF) for
this project, and the Crown earlier agreed to provide the land.

30. The project delivery, ownership and operating liability arrangements for the project inclading
mechanisms for Crown input and involvement, need to be worked through (and this %
best happen while developing the investment case). The objectives will be to e e tha
the Canterbury Multi-Use Arena is delivered, and the Crown'’s fiscal exposure is @’ mised.

DPMC 2018/19 576
Treasury T2018/3197
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Metro Sports Facility

Table 5: Potential Fiscal Implicatio

Recommended Treatment

None at present.

2016 (the Act). At the expiry of the Act (end of June 2021) Regenerate Christchurch’s
remaining assets and liabilities will transfer to the ‘successor organisation’, which must be a

council-controlled organisation owned or controlled by the Christchurch City Council.
Correction: A successor organisation is an option under the Act, but not a requirement. Regenerate Christchurch’s assets and
iabilities could bg t{ﬂ erred to ather rﬁei)listed in section 13‘1(:3 o
a udi

of the Act
36. Itis propose consideration be given to inciuding the transfer of Regenerate
Christchureh functons SRS SRR B S subjectto poicy
approval by Cabinet, to the Council as part of the negotiation process. F
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Implications of existing 2013 CSA commitments not yet fully accounted for

37.

38.

In addition to new implications that may arise from a global settlement, there are some
items that the Crown approved and committed to in the Cost Sharing Agreement in 2013,
which is a binding agreement for both Crown and Council.

The Crown is in the process of meeting all its commitments under the 2013 CSA,; similarly, it
is important that the Council meets its commitments. However, there are still some final
issues that need to be resolved, including the detailed process for some previously agreed
commitments, which may need to be discussed with the Council (particularly in relatign to
the Performing Arts Precinct and the Square). Additionally, while this does not requir
discussion with the Council, the Crown will need to address some of the appropriati
required to meet the following commitments:

38.1. transfer the ownership of the public realm in the North, East, and So F@ to the

Council at nil cost after remediation work is completed,

38.2. transfer the land needed for the Arena. The land is likely to ne diation, and no

agency holds an appropriation for that purpose;

38.3. contribute $4.6m to works in The Square. The Co@~wn the works on
r

completlon $4m was tagged for this work intenfis asts, and agencies will

38.4. transfer required land for the Performing Art

39. The fiscal implications associated wit CSA are shown in Table 6.
Table 6: Fiscal Implications that still need to b ntéd for in relation to the 2013 CSA
Asset Appropriati Impact of Fiscal Recommended
Imp S Indicators Treatment
Public Realms in the ap riation Write-down of The Treasury
North, East, and neededfor the $110.5m | $110.5m to impact recommends the
South Frames T n. OBEGAL. No impacts | Minister of Finance
on net debt. agrees these
- . appropriations should
Performing A pex appropriation Write-down of not count against
Precinct required for the up $1237M that will operating allowances for

§1cza. sg\f :ggggg:/t?oﬁnd impact OBEGAL. reasons (i)-(iii) in Table
will be needed to repay | 22224 will impact ;éggtgnlgatc'}ﬁty iitro

the ST OBEGAL and net debt currently pre-

(Tlnd reduce capital development so while
allowances). not yet paid for,
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The Square

COMMERCIAL-IN-CONFIDENCE

allowances have been
reduced for planned
spending).

Existing $4m tagged
opex contingency will
need to be appropriated.
An additional $0.6m will
be met from
reprioritisation.

Canterbury Multi-Use
Arena Land

S,

will

Land transfer to the
Council was agreed in
the 2013 CSA. Land
acquisition and
demolition cost
million.

anchor projects). If
new funding is sought
for remediation, that
will impact net debt.

remediation w

expected. rown

remedi th d, it

a e n opex
ri

orto
uce @ther anchor

nding S8

a
r

As it will be met from existing appropriations
$0.6m will not impact allowances or net de

<

If new funding is sought
for land remediation, this
would count against
allowances and net
debt.

PARAMETERS AND NEXT

GLOBAL SETTLEMENT WITH CHRISTCHURCH CITY COUNCIL: NEGOTIATING

STEPS
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Risks

negotiations. Officials believe that the risks can be manag eek your guidance

43. The Cabinet paper sets out risks to the Crown in undertakin th@ lement
il
during the negotiation.

Next Steps

44. Subject to your approval, we recommend that yo e the attached draft paper to DEV on
28 November, to allow for negotiations to begin in e December (given the small window
of opportunity to undertake negotiatio)\e mmended next steps are shown in Table 7.

Table 7: Next steps %
TIMING T
8 November — 13 Nov ey, Discuss with officials any changes to recommended

pproach
@ Your agreement on the paper.

4] ‘ pber Ministerial consultation on Cabinet paper

m ember Lodge with Cabinet Office

Vednesday 28 November DEV consideration
’ day 4 December Cabinet confirmation
TueSday 5 December Negotiations begins
Consultation

This paper was prepared by The Treasury and DPMC. LINZ and Otakaro were consulted.
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