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Canterbury Earthquake Recovery Authority

To Minlister of Finance
Minister for Canterbury Earthquake Recovery
Subject Transaction design issues relating to the Crown's offer to
insured, red-zone residential property owners
Actionrequired  Discuss recommendations with Minister of Finance/Minister for
Canterbury Earthquake Recovery and advise CERA of options
to progress by 1 August ' .
lind Pl NFHAMA \”AM
First Contact Rosalind Plimmer ' e A
Interim Manager Recovery: Strategy, Planning & by o 4 (Z)C \
Policy
Kelly Lock wWitlheld vindex

Advisor, Recovery Strategy, Planning & Policy

sechon 9 (2)( *\\

.vAgreefdisagree % /disagrae
inister of Finance ; Ainidts

Nots that the Ministar for Canterbury Earthquake Recovery and the Minister of Finance

have been authotised to resolve minor and technical issues relating to the transaction
design decisions. '

Note that first Cabinet paper on transaction design discussed whether the property owner

should be responsible for covering EQC and private Insurance excesses prior to
seftlement but no recommendations were agreed.

Agree that the Crown bears the EQC dwelling excess but property owners bear the

consequences of choosing an Insurance policy that contains an excess for earthquake
claims.

r for Canterbury Earthquake Recovery

Note that Cabinet has agreed o adjust a property’s purchase price by any insurance
payments made where these have not yet been spent on remediation works.

Note that no decision has been made on whether property owners are able to settle with

their insurance campany and then subsequently accepl the Crown’s Option 1 to receive a
top-up payment.
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6 Agree that property owners cannot accept the Crown's Option 1 offer If they settle with
their insurance company after receiving the letter of offer.

T )
@Wdfsagrea 0\
intster of Finance

7 Note that Cabinel has agreed that either a deposit of $50,000 will be paid where the
seftlement date Is less than six months from the date of agreement, or a prepayment of

up to 50 percant of the purchasa prica is offerad where the setttement date is more than
shx months from the date of agreement.

p/disagree
r for Canterbury Earhqueke Recovery

Agree to amend the decislon [CAB Min (11) 27/13 refers) to be “... either a deposit of the

lesser of 50 percent of the purchase price less any insurance payments already made
and $50,000 is pald where the setllement date is less than six months from the date of

agreement...” to account for properties whose payment from the Crown s less than
$60,000. i
A

g:e%ﬂsagree Q’ . isagree

injster of Finance isister for Canterbury Earthquake Recovery
Agree to amend (he decision [CAB Min (11) 27/13 refers] to state *... & prepayment of up
to 50 percenl of the purchase price less any insurance payments Is offered..* lo clarify
that this deposit is up to 50 percent of {he total Crown payoul.

disagree @
Ainjster of Flnance Winis

disagres
Minigier for Canterbury Earthquake Recovery
Note thet Cablnet agreed that “property owners be required to conlinue thelr Insurance
unill the earliest of the expiry of thelr policy (le at the end of the month or year, depending

on'the policy) or settiament?, which allows property owners to choose not to renew their
insurance policy.

10

11 Agree to amend the decislon [CAB Min (11) 27/13 refers] 5o thal property owners should

be required to. maintain private dwefling Insurance unlil settlement unless their insurer
declines to renew their policy.

grég- disagree
inister of Finance ‘

Agree/flisegree
Winister for Canterbury Earthquake Recovery

12 Note that some property owners may have used Incorrect house size information from

their ratings valuation to Inform their insurance policy. When this is lower than the actual
house slize, the property Is underinsured.

13 Agrea that underinsured property ownars who have relied on Information from the council
to inform their insurance policles be exempt from a reduction In the purchase price
cffered, if the underinsurance is due to factual errors in the RV,

QR
Agres/disagree
dter of Finance
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14 Agree to discuss these recommendations with the Minister for Canterbury Earthquake
Recovery/Minister of Finance and advise, 2ERA on the options you wish 1o progress.

N :
@gree/ isagree \Agree)ﬁsagree
 Minister of Finance Minister for Canterbury Earthqueke Recovery

16 Agree lhat CERA will prepare a Cabinet paper for Cabinet on 1 August which gives joint
Ministers (Minlster of Finance and Minister for Canterbury Earthquake Recovery) Power
to Act on any matters to finallse the transagtion protess, the sale and purchase
agreements, and relsled communications.

s
@i;‘disagree ‘\ Agregfdisagree
inister of Finance Minister for Canterbury Earthquake Recovery

16 Nots that you may wish 1o take a paper 1o ACE outlining the dedﬂons you mads under

this delegation after 18 August.

AA L L

Hon BIll English Hon Gerry Brownlae
Minlister of FInance Minlster for Canterbury Earthquake
Recovery
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Purpose of report

1 This paper discusses further transaction design issues relating to the Crown's offer to

purchase insured, resldential propertles In Christchurch's red zones.

Background

2 On 23 June, Cablnel announced a package to support nsured, residentlal property

owners whose houses are located In the red zone [CAB Min (11) 24/15 refars]. Under
this package, the Crown has offered to purchase these

proparties at the 2007 ratings
valuation. Proparty owners can choose either to; '

Oplion 1: Receive a Crown payout for the land and dwelling, and the Crovm takes
assignment of the benefils of all Insurance policies.

Option 2. Recalve a Crown payout for the land and the Crown takes assignment of

the benefils of land policy. The property owner setiles with their insurance company
for the dwelling.

On 18 June, Cabinet considered the design of this {ransaction including any
adjustments to the purchase price, the form and type of additional support provided by
the Crown, and issues relating to the implementation of the transaction [CAB Min (11)
27/12 and CAB Min (11) 27/13 refers). Cabine! also authorised the Minister of Finance
and the Minlster for Canterbury Earthquake Recovery to have Power to Act to take
decislons on any minor and fechnical issues that arise in relation these decisions.

Comment

4 This briefing covers matiers subsequently raised by the lawysrs drafiing the sale and

purchase agreements relating to the transactlon design decisions considered on 18
June. These issues are: -

Who bears the EQC and private insurer's excesses?

Can a property owner who has already settled one or more insurance clalms stil
accept Option 1 (and get a top-up for the difference)?

_What size deposh should be paid when the settlement is less than $50,0007

Can property owners voluntarily cancel their insurance policy prior to settlement
with the Crown?

Should there be an adjustment when house size is understated in insurance
policies?

While you are authorised to resolve minor and technical issues relating to the
transaction design decisions, you may wish o consider taking & paper to Cabinet to
note your decisions on some of these issues. This delegalion does not Include other

Issues such as who bears the EQC and private insurer's excesses. The approval
process for these declisions is discussed further at the end of this repont,
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Who bears the EQC and private Insurer's excesses?

6

10

14

The first Cahlnet paper on transaction design [CAB Min {11) 27/12 refors] discussed
whether lhe property owner should be responsible for covering EQC and private

Insurance excesses. However, no recommendations were agreed in relation to this
policy.

As discussed in the Cabinet paper, the Crown has three oplions:

Excess payout Option A: Adjust the purchase price on seatfiemenl so that the
property owner bears the dwelling excosses.

Excess payout Option B: Adjust the purchase price on setilement so thal the
Crown bears the dwelling excesses.

Excess payout Opfion C:

Adjust the purchase price on setliement so thai the
Crown bears the EQC dwelling excess but the property
owner bears the private insurance excess.

Option A preserves insurance rights more accurately so property owners bear the
dwelliing excesses thal they agreed to when

purchasing: their dwelling Insurance (or
which were imposed by the EQC Act).

Option B allows property owners to receive the purchase price less any actual cash
received, so thelr total paymant

(including any EQC or insurance payouts) will be equal
to the purchase price. ;

Option C is a compromise: the Crown. bears the EQC dweliing excess but property
owners bear the consequences of choosing an insurance policy that contalns an excess

for earthqueke claims. This 1s the_option supported by the Minister for Canterbury
Earthquake Recovery in the Cabinet,

Although discussed in the previous paper, a declsion on this was not made in the earller
Cablinet papers, therafore you have nat been delegated Power to Act In relation to this
declslon. As discussed below, we recommend that you sesk Power to Act for jolnt
Ministers to considar this and other unresolved Issues required to the finalise the
transaction process, the sale and purchase agreements, and releted communications

Can a property owner who has elready settled one or more Insurance claims still
accept Option 1 (and get a top-up for the differance)?

12

13

/On 18 June, Cabinet agreed to adjust a property's purchase price by any Insurance

payments made where these have not yet been spent on remadiation works. However,
no decision was made on whether property owners are able to seltle with their

insurance company end then subsequently accept the Crown's Option 1 to receive a
top-up payment.

The Crown has three options:

Seftlement Option A:  Allow property owners who have settled with thelr insurance

company stlll aceapt Oplion 1

Mi11/0041



14

15

16

17

18

19

20

Setlement Option B: Do not allow property owners who have settied with thelr

Insurance company after receiving the Grown’s offer to accept
Optlon 1

Setllement Option C: Do not allow property owners who have settied with thelr

insurance company after the announcement of the Crown’s
offer on 23 June to accept Option 1

In sftuations where property owners have already settled with their insurance company
and wish to accept Oplion 1, the Crown will not have a claim to settle with the insurance
company. As long Bs insuranca companies pay property owners an appropriate value
for claims, there wili be no financial disadvantage to the Crown when property awners
seltle prior to accepling the Crown's offer, However, property owners will have no
incentive to ensure that they receive an appropriele payout from insurers. when the
Crown will top-up their payout to RV. At the same time, insurance companies will have
an Incentive to minimise their costs and therefore the claims they pay out.

Consequently, the Crown could face a higher cost If & significant number of property
owners seflle wilh the insurance companies then seek 1o acoept Option 1.

Some property owners may have setlled with their insurance companies before the
Government annaunced its red zone package. Other propeérty owners may settle before
recelving the offer from the Crown or, if they are currently located in the orange or white
zones, before being classified as a red zone property. These property owners will have
been acting in good feith and should not be penalised by not being able to accept
Option 1. However, the purchase price offered to' these property owners will be net of

any Insurance payments received, where these have not yet been spent on
remediation.

We recommend that property owners who have settied with their insurance companijes

be able 1o accepl Option 4, but only if they settled any claims prior to recsiving a written
offar from the Crown {Option B abovae).

What size deposit should be paid when the settlement s less than $50,0007
On 18 July, Cabinet:

noted that payment of a deposit is @ common feature of a residential conveyance
{ransaction; and

agreed that elther a deposit of $50,000 will be pald where the setiement date Is
less than six months from the date of agrsement, or a prepayment of up to 50

percent of the purchase price Is offered where the settiement date is more than six
months from the date of agreement.

Since this decision, we have discovered that some of the properties In the red zone
have a land value of less than $50,000. If these land owners were to accept Option 2,
the Crown would be paying a deposit greater than the totel payment agreed.

We recommend that this declsion is amended to be “... sither a deposit of the lesser of
50 percent of the purchase price less any insurance paymenis already mede and
$50,000 Is pald where the seltlement date Is less than six months from the date of
agresment...” to account for properties whose land value is less than $50,000
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21

22

The Cabinet Minute aiso states that the depost will be a prepayment of up to 50 percant
of the purchase price is offered where the settlement date Is more than sh months from
the date of agreement. As discussed above, tha purchese price should be adjusted to

account for any insurance payments. When the property owner has received significant
insurance payments and chooses a long

setllement period, they could recelve a deposit
that Is more than half of the total payout, '

We recommend that you agres to amend the above decislon to state *... a prepayment
of up to 50 percent of the purchase price less any insurance payments is offered..” to
clarify the intention that this deposit Is up to 50 percent of 1he total Crown payout.

Can property owners voluntarily cancel their insurance policy prior to settiement with
the Crown?

23

24

25

26

Ensuring that property owners malntain insurance uniil they settie with the Crown is
ideal to appropriately place the risk of further earlhquakes on Insurers and the EQC.
However, some propetty owners will not be able to do so if their insurance company
declines to renew their policy. To take this into account, Cabinel agreed that “property
owners be required to continue thelr insurance until the eariest of the expiry of their
policy (le at the end of the month or year, depending on the policy) or seftlement”,

As stated in the Cabinet Minute [CAB Min {11) 27/13], property owners will ba able to
choose not to renew thelr policies even when their insurance company is willing to do
so. This will leave the properties uninsured between policy expiry and settlement as
property owners will hava no incenlive to insure thelr bulidings once they have accepted
the Crown’s offer. While there might be-minimal value left in the dwellings to Insure,
maintaining Insurance cover for these properties keeps public llablity (e.g. the house
falling down and damaging neighbouring properties) and EQC cover. Maintalining

insurance may also increase the amount that Crown recelves from insurers in the event
of further damage.

We understand that many insurance companies are offering reduced cover for these

properties which covars public liability end are sufficient to get EQC cover. This will
reduca the cost of premiums to property owners.

We recommend: that the Cablinet Minute is amended to ensure property owners to
maintain private dwelling Insurance untll settiement unless their Insurer declines to

renew thelr policy. Thie will prevent property owners from opling out of insurance
policies.

Should there be an adjustment when house size ls from thelr Ratings Valuation and is
understated in Insurance policles?

27

In some cases, & property's Rating Valuation (RV) may be based on an incorrect house
slze, leading to an incorrect valuation, In an earlier decision on purchase price offered to
the underinsured, Cablnet agreed that the purchase price offered will be the RV
reduced pro rata by the perceniage underinsured, where the property is underinsured
by more than 20 percent (CAB Min (11) 27/12). This decision covers-those property
owners who have underinsured their properties for a variety of reasons, including
stating an incorrect floor size. Bul some of these property owners may be underinsured
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28

29

30

3

32

33

because of incorrect house size information in the RV, which they recsived from the
kecal councll, rather than intentlonally undsrinsuring.

The Crown has two options for property owners who have underinsured because of an
incorrect house size listed in their Rv:

Option A Treat as underinsured and therefare reduce the purchese price on a
pro rata basis relative to the percentage that the property Is
underinsured, where the property is under-insured by more than 20
percent.

Option B:

Do not reduce the purchase price.

You may wish to consider an exemption from this adjustment for property owners who
are underinsured because of incomect Information that thay received from an officlal
source {lccal or central government) in their insurance policy. These property owners
trusted thet the infonmation provided by local or cantral govemment was accurate and

used it as the basis of their insurance policy. We expect that omly mformation on a
property's RV, which is sourced from the local council, will impact on insurance poficies.

Without an exemption to the underinsurence policy, some property owners may have
their purchase price increased to adjust for an incorrect Information in the RV and then

decreased on a pro rala basis because they are technically underinsured (j.e, they were
Insured for less than 80% of the adjusted RV).

House size should be correct in most properties and the 20 percent threshold included
in the earlier decision will protect property: owners where there a minor diserepancy in
house siza from that listed in the ratings valuation. However, there may be some
properties where the actual houss size is significantly different from that listed in the RV.
For example, where an extension has been added but not yet updated in the RV or
where the house size was incorrectly entered into the records when the house was builL

As only a small number of properties are Iikely to be unintentionally underinsured, the

fiscal impact to the Crown is likely to be small, but enabling such adjustments may have
significant benefits to some property owners.

As these property owners have relied on information from the councll to inform thelr

Insurance policies, we recommend that they be exempt from a reduction in the
purchase price offered If the underinsurance is due lo factual errors in the RV,

Next Steps

34

35

We recommend that the Minister for Canterbury Earthquake Recovery and Minister of
Finance discuss and agree (he recommendations in this report.

The letters of offer are being sent to property owners on 18 August. Therefore it is
important that outstanding decisions relating to the transaction design are finalised
promptly. We recommend that you seek Power to Act for joint Ministers (Minister of
Finance and Minlster for Canterbury Earthquake Recovery) on any matiers to finalise
the transaclion process, the sale and purchase agreements, and related

communications until 18 August to enable {his 1o happen. CERA will prepare a Cabinet
paper seeking this delegetion,
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36 You may wish to take a paper to ACE oullining the decisions made under this

delegation after 18 August. Flease advise CERA If you would like such a paper
prepared.

Recommendations

It is recommended that Minislers:

Note that the Minister for Canterbury Earthquake Recovery and the Minister of Finance

have been authorised to resotve minor and technical Issues relating to the transaction
design decislons.

Note that first Cabinet paper on transaction design discussed whether the property owner
should be responsible for covering EQC and private insurance excessas pricr fo
seftlement but no recommendations were agreed.

Agree that the Crown bears the EQC dwelling excess but property owners bear the

consequences of choosing an insurance policy that contains'an excess for earthquake
claims.

Agree/disagree

Agree/disagree
Ministar of Finance

Minister for Canterbury Earthquake Recovery

Note that Cabinet has agreed to adjust a property's purchase price by any [nsurance
payments made where ihese have not yet been spent on remedialion works.

Note that no decision has been made on whether property owners are able to settle with

thelr insurance company and then subsequently accept the Crown's Option 1 to receive a
top-up payment.

Agree that property ouhars cannot accept the Crown's Option 1 offer If they setile with
{heir insurance company after recelving the letter of offer.

Agree/disagras :

Agree/disagree
Minister of Flnance

Minister for Cantarbury Earthquake Recovery

Note that Cabinet has agreed that efther a deposit of $50,000 will be paid where the
seftlement date is less than six months from the date of agreement, or a prepayment of

up to 50 percent of the purchase price is affered where the setflement date is more than
six months from the date of agreement.

Agree to amend the decision [CAB Min (14) 27/13 refers] to be “... either & depaosit of the
lesser of S0 percent of the purchase price less any insurance paymenls already mede
and $50,000 Is pald whare the settlement date is [ess than six months from the date of

agreement...” to account for properties whose payment from the Crown is less than
$50,000.

Agree/diségme Agree/disagree
Minister of Finance Minister for Canterbury Earthquake Recovery
Mf11/0041



Agree to amend the decislon [CAB Min (11) 27/13 refers] lo state °... @ prepayment of up

to 50 percent of the purchase price less any insurance peyments is offered...” 1o clarify
that this deposit is up to 50 percent of the total Crown payout.

Agree/disagres

Agree/disegree
Minister of Finance

Minister for Canterbury Earthquake Recovery
10

Note thai Cabinet agreed thal “property owners be required to continue thelr insurance
until the earllest of the expiry of thelr pollcy (ie at the end of the month or year, depending

on the policy) or seitlement”, which allows property owners to choose not to renew their
insurance policy.

11 Agree to amend the decislon [CAB Min (11) 27/13 refers) so that property owners should

be required to maintain private dwalling insurance until setilement unless thelr Insurer
declines to renew their policy.

Agres/disagree Agree/disagres
Minister of Finance

Minister for Canterbury Earthquake Recovery

12 Nole that some property owners may have used.incorrect house size information from

their ralings valuation to inform their insurance poticy. When this is lower than the actual
house size, the property is underinsured. 2

13 Agree ihat underinsured property owners who have relied on information from the council

to inform thelr Insurance policies be exempt from a reduction in the purchase price
offered, If the underinsurance is due to factual errors in the RV,

Agree/disagree Agres/disagres
Minister of Finance Minlster for Canterbury Earthquake Recovery

14 Agree to discuss these recommendations with the Minister for Canterbury Earthquake
Recovery/Minister of Finance and advise CERA an the oplions you wish to progress.

Agrea/diéagme

Agree/disagres
Minister of Financa

Minister for Canterbury Earthquake Recovery

15 Agree that CERA will prepare a Cabinet paper for Cabinet on 4 August which gives joint
© Ministers (Minister of Finance and Minister for Canterbury Earthquake Recovery) Power

to Act on any matters to finalise the {ransaction process, the sale and purchase
agraements, and related communications.

Agree/disagree

Agree/disagres
Minister of Finance

Minister for Canterbury Earthquake Recovery

16 Note that you may wish to take & paper to ACE outlining the decisions you made under
ihis delegation after 18 August.
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Rosalind Plimmer
Interim Manager Recovery Strategy, Planning & Policy
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