Canterbury Earthquake Recovery Authority,

q

To Minister of Finance &
Minister for Canterbury Earthquake Recovery <’§ @

Subject Transaction design issues relating to the Q(g@h's offer fo

insured, red-zone residential property owners {g}:‘

S
Action required  Conslder recommendations and advis *Q&?@A of decisions by
18 August, in order to ehable docums § on to be printed

R

First Contact Rosalind Plimimer ol -
Interim Manager Recovery Sirategy, Planning & ihhetd $ GE1)
Policy 9
. e
Sharyn Pilbrow nit
Advisor, Recovery ngr%;g&y, Planning & Policy  wuishhad s 4¢ z)(‘\\a’
Y0

&

1 note that the Minister of Financéfzgn‘”d the Minister for Canterbury Earthquake Recovery
have been authorised {o h Power to Act until 18 August 2011 to finalise the
transaction design, sale and‘purchase agreements and communications relating to the
Crown's offer to purchasgiféured, resldential properties In the Christchurch red zone to
enable the 18 August %&Iin& to be met [CAB Min (11) 28/16 refers).

. o

2 note that paymegﬁéf a deposit is a common feature of a residential conveyance

transaction. LY

3 note jolrg‘rﬁ;iqﬁl\%tem amended Recommendation 10 Cabinet dedision [CAB Min (11) 27/13

refers] retating 1o deposits to state the following that either a deposit of the lesser of 50
percghlof the purchase price less any Insurance payments already mada and $50,000 is
pa;gg%ere the settiement date is less than six months from the date of the agreement, or
~g7prepayment of up to 50 percent of the purchase price less any Insurance payments is

-~ 76tferad where the setflement is more than six months from the setliement date.

4 note that the payment of a significant deposit was to assist property owners, including

those who wish to rebuild by reducing the cost of bridging finance while their heme is
being built,

& note thal the & deposit of 50 percent of the purchase price where the setilemant date is
more than six months from the date of agreement could incentivise property awners to

delay settlement for six months and increases administration costs of the fransaction for
the Crown,
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6 rescind the amended Cabinet decision and instead agres that

a) no deposit be paid if seftlemeant occurs within six weeks of the agresment being
signed,

b} If settlement Is greater than six weeks of the agreement being signed a deposit of

the lesser of 50 percent of the purchase price less any insurance payments already
made and $50,000.

Agree/dlsagres oflfsagTea N
Minister of Finance inister for Canterbury Earthquake Rec{ova;fy

7 note currentiy under the terms agreed for the sale and purchase agreamgnf_tﬁa Crown

has to give to the Vendor notice 8 days or more before settlement if it dce§ Hot have all of
the reqgulsite Informatlon frem insurers, EQC and the Vendor to enable lt fc}»setile

8 note if the Crown does not provide that notice, and fails to.: é%tfle on the agresd

seftlemeant date, ihe Crown should be llable for default ;nterest (ﬂwﬂa common practice in
residential conveyance transactions).

9 agree to o default rate of 10% per annum to be paid by ﬁ‘fa Crcwn for not providing notice
and failing to settle on the agreed setflement date, Y
EY

Agree/disagree

Minister of Finance znag ar for Canterbury Earthquake Recovery

10 note given the number of special caﬁeéf}ransactian smerging, a break clause may be
prudent, this will also assist in prevemlng gaming in the system.

11 agree the Crown may seek the, rréht to not cornplete a fransaction whera:

e 5
a} The Crown consldgr§ 1hat completion would noi be consistent with its intentions
(for example, it &sgns;ders the contract dees not properly respond {o the situation
orthe contagt 5-Belng gamed) and/or
b) The sltuauqn changes (for exampie following another major natural disaster)

%. F

Agree/dlsagrea a >

Minister n}‘ E nance Viistar for Canterbury Earthquake Recovery
S,
i
j -
M\’
Hon Bill English Hon Gerry Brownlee
Minister of Finance " Hinister for Canterbury Earthquake
Recovery
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6 rescind the amended Cabinet decislon and Instead agree that

a} no deposit be pald ¥ settlement occurs within six weeks of the agreement being
signed.

b} I seftlement Is greater than six weeks of the agreement being signed a deposit of
the lesser of 50 percent of the purchase price less any insurance payinents already

made and $60,000.
disagree Agree/disagree &
Winister of Financs Minister for Canterbury Earthquake Recovesggﬁ

7 note currently under the terms agreed for the sale and purchase agreement j@ﬁf%rom
has to give to the Vendor notice & days or more before seftiement If it does nottiave alf of
the requisite information from insurers, EQC and the Vendor to enable it tg%éﬁ!e.

A
8 note if the Crown does not provide that notice, and fails to sefil$ on the agreed
settlernent date, the Crown should be liable for defauit interest (th%\gg ommion practice in

residential conveyance transactions). f‘_ngé;
S
9 agree to a default rate of 10% per annum to be pald by theGrown for not providing notice
and falling to selfle on the agreed settlement date. . N
— PANY

/disagrea Agree/disagree

vittister of Financs Ministegfgr Canterbury Earthquake Recovery
Y

s,
10 note given the pumber of speclal cases bsaction emarging, a break clause may be
prudent, this wilf also assist in prevantip%f@fa ing In the systam.
s
11 agree the Crown may seek the rigl;t_:yio not complate & transaction where;

a) The Crown considers Affat completion would not be conslstent with s intentions
(for example, if It conbiders the contract does not properly respond o the situation
or the contact Is bding gamed) andfer

b} The situallorz%l @hges (for example, following another major natural disaster)

isagraq 25 Agree/disagree ]
itifeter of Fingfios Minister for Canterbury Earthquake Recovery
t-f"\gb'%
Hy
Hon Bill English Hon Gerry Browniee
Minister of Finance Minister for Canterbury Earthquake

Recovery
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Purpose of report

1 This paper discusses further transaction design lssues relating to the Grown's offer to
purchase insured, residential properiles in greater Christchurch’s red zones.

Background

&

2 For insured residential property owners, Ministera with power to act agreed on 23 Juq\eé
2011 (which was noted by Gabinet on 27 June 2011) to identify four zones of {aﬁd
damage for the greater Christchurch area. The paper relaies to the Red Zones, the
worse affected residential zones, where rebuilding Is not fikely to ocour in theishort-to-

medium term.  In that declsion, Ministers also agreed to a cholce of b.*.'g%jjp‘gékages to
insured residential properly owners in the Red Zones. o %
(L

3 On 18 Juneg, Cabinet considered the design of this trans e}%ﬁ:»incfuding any
adjustments to the purchase price, the form and type of additional’sUpport provided by

the Crown, and Issues relating to the implementation of th%fgra:n?action [CAB Min {11)
27{12 and CAB Min {11) 27/13 refers]. ) ;\;{;\
Rt

4 Cabinet also authorised the Minister of Finance a‘hﬁ"’the Minister for Canterbury
Earthquake Recovery to have Pawer to Act urtj\\il)%};m August 2011 to finalise the
transaction design, sale and purchass agresments;and communications relating to the
Crown's offer to purchase Insured, residentlal pfoperties in the Christehurch red zone to

enable the 16 August deadline to be met. [CAB Min (11) 26/16 refers]
eSe

5 This briefing covers matters subseqyeﬁiﬁ raised by the lawyers drafting the sale and
purchase agreements, relating to ({thairansacﬁon design decislons considered on 18
June. They are: e

o Deposit payment to insu,ﬁtl red zone residential property owners

ol
» Default interest g@yrﬁ‘éﬁts for non-settlement

bl A%\‘\:‘%

"o

« Giving the »Gggwn the ability to cancel agreement or defer seftlement
d"

i
Deposit R

6 Depoalgég\ﬁ;g usually incorporated in sale and purchase agreements to penalise the
purghaser should they not praceed with the purchase. However, there is no 1lsk of the
C;;o f falling to proceed with the transaction in this case,

L
“.Property owners, who accept the Crown's offer, will be able fo use their deposlt fo
purchase reduce/service debt or will be able to be put it towards & new home. Providing
a deposit may also make the offer more attractive to properiy owners.

g8 On18.July, Cabinet:

¢« noted that payment of a deposit is a common feature of & resldential conveyance
transaction

9 Cabinet agreed that either a deposit of $50,000 will be pald whare the settiement date is
less than six months from the date of agreement, or a prepayment of up 1o 60 percent of
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the purchase price is offered where the setilement date Is more than six months from
the dafe of agreement [CAB Min (11) 27/13 refers].

10 Joint Ministers subsequently amended to be “that either a deposit of the lesser of 50
percent of the purchase ptice less any Insurance payments already made and $50,000
is pald where the settlement date is less than six months from the date of agreement, or
a prepayment of up to 50 percent of the purchase price less any insurance payments is
offered where the setllement is more than six months from the date of agreement”,

11 The payment of a significant deposit was to assist property owners we wish to rebuild
by reducing the cost of bridging finance while thelr home is being butit. {%
2

12 However, the larger deposit of 50 percent of the purchase price where the se B&i@’f}t
date Is more than six months from the date of agreement, could incentivise ;t!g perty
owners to delay settlement for eix months. This would not enable people & fove on
with thelr lives. It would also increase costs to the Crown, as the Crow ﬂi‘ﬁay wish to
register interest in propertles, where substantial deposits have been p@;! to properties
with long settlement and will add complexity to the administrative progass

.
3

13 Followlng this further advice fram the lawyers, i is proposed 1 é‘f}% previous declsions

by Cabinet and Joint Ministers relating to deposits be res&f@ d, and the following Is
approvad instead:

‘/, i
a} that no deposit be pald if settlement ocours withi_ggj,gl\ weeks of the agresment being
slghad. J@% 3

b) If seftlement is greater than six weeks of-the agreement being signad a deposit of

the lesser of 50 percent of the purc:hagi@ e lass any insurance payments already
made and $50,000.

Default interest payments for non-sewttigment by the Crown

+

14 Currently under the Crown's g lg‘and purchase agreement, the Crown has the abllity to
give to the Vendor notice 5%%5 or more before settlement if it does not have all of the
requlsite information (i) ef}rﬁ insurers, EQC and the Vendor) to enable it fo settie.
However, if the Cro }:é’ces not provide that notice, and falls to settle on the agreed
sefflement date, tn%&wn will be liable for default interest,

16  Given the nqpfégﬁ‘lmarcial nature of the red zone transaction, the Crown considers a
interest ratpxirﬁﬂ% per annum to be fair as this is the default interest rate for residential
transactiaps:

L
Giving g@, rown the ability to cancel agreemant or defer setilement
N
16 ¢ iVen the nature of the transaction and the number of "special cases’ emerging, it may
@; e prudent to Include a discretion for the Crown not to complete. Although there could
%«' be some pushback, the existence of such a break clause may also prevent atterapts to
game the situation (e.g. removing fixtures from the dwalling prior to settlement),

17 Itis recommended that the Grown seek the right to not complete a transaction where:

a) The Grown considers that complstion would not be consistent with its intentions
{for example, if it considers the contract does not praperly respond to the situation
or the contact Is being gamed) and/or

b} The situation changes (for example, following another major natural disaster).
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Noxt Steps

18 We racommend that the Minister for Canferbury Earthquake Recovery and Minister of
Firance agree the recommendations in this report.

19 The letters of offer are being sent to property owners on 18 August. Therefore it is
important that outstanding decislons relating to the transaction design are finalised
promptly, Your advice s sought as early as possible on 15 August.

%
Recommendations

20 It is recommended that Minlsters: Y
Koy

a) nofe that the Minister of Finance and the Minlster for Canterbu;-i?%rlhquake

Recovery have been authorised to have Power ta Act until 18 Algust 2011 to

finalise fhe transaction design, sale and purchase agreements apdicommunications

relating to the Crown's offer to purchase insured, residential ‘properties in the

Christchurch red zone to enable the 18 August deadline fo.b2 met [CAB Min (11)

A
28/16 refers). \\:\:\
b} note that payment of a deposit is a common featgrﬁ%%fda rasidential conveyance

transaction, N

e
¢) note joint ministers amended Recommendation 10 Cabinet decislon [CAB Min (11)
27113 refers] relating to deposits to state th foliowing that either a deposit of the
lesser of 50 percent of the purchasef,.%glﬁa less any insurance paymenis already
made and $50,000 is paid where the'ssitlement date s less than six manths from
the date of the agreement, or a-pfépayrent of up to 50 percent of the purchase

price lass any insurance paymehis'is offered where the settlement is more than six
months from the sett{emen% gie‘ge.
Mg

d} note that the paqupg?ﬁf a slgnificant deposit was to assist property owners,
including those whgdﬂflsh to rebuild by reducing the cost of bridging finance while
their home is being\it;-ﬂ' it.

mcg‘?\zi;\\

e} note that if}_g\*ﬁf"‘deposit of 50 percent of the purchase price where the setilement

date Is myorethan six months from the date of agreement could inceniivise property

owners todelay settiement for six months and increases administration costs of the
transadtion for the Grown.
=y } <

f) ﬁzjiq\?a}c-ind the amended Cabinet decision and Instead agree that:

é{;« i. no deposit be paid if setflement ocours within six weeks of the agreement belng
st slgned,

Il if setllement Is greater than six weeks of the agreement being signed a deposit

of the lesser of &0 percent of the purchase price less any insurance payments
aiready made and $50,000.

g) note currently under the terms agreed for the sale and purchase agreement the
Crown has to give to the Vendor nolice 5 days ar mote before settlement If i doss

not have ali of the requisite information from insurers, EQC and the Vendor to
anable i to seltle.
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h) note If the Crown does not provide that notice, and falls to settle on the agreed
setilement date, the Crown should be liable for default Interest (this 15 common
praclice in residential convayance transactions).

i} agree fo a default rate of 10% per annum to be paid by the Crown for not providing
nofice and falling 1o seifle on the agreed seftlement date.

I} note given the number of special cases transaction emerging, a break clause may
be prudent, this will also asslst in preventing gaming in the syslem.

k) agree the Crown may seek the right to not complete a fransaction where:

&

i. The Crown considers that complefion would not be consistent wlg
intentions (for example, If it considers the contract does not pmper!y @s ond
to the situation or the contact is belng gamed) and/or

ii.  The situation changes (for example, following anather major natu {i tlsaster)

f\ii
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