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Lender of last resort facility 

Introduction 

1. Inner City Wellington and the Body Corporate Chairs’ Group have for some time been seeking a 

solution to assist those building owners and Bodies Corporate who have been unable to 

commence seismic strengthening due to an inability to raise funds through retail channels. Both 

organisations agree that central and local governments need to act as a “lender of last resort” 

and are seeking support. This document therefore describes such a facility for owners: 

 Of earthquake-prone buildings with a s124 notice (or equivalent) for mandatory 

strengthening 

 Considering discretionary strengthening (i.e., building is between 34% and 67% New Building 

Standard). 

What action is required? 

2. By Government and Ministry of Building, Innovation and Employment: to respond to the 

proposal for a lender of last resort and explain how it proposes to address situations where 

owners cannot access funds to pay for their share of strengthening if it decides not to implement 

such a facility. 

3. By Wellington City Council: to respond to the proposal for a lender of last resort,  to explain 

actions it will take to support this facility for earthquake-prone buildings, and what steps it will 

take for those owners undertaking voluntary strengthening to increase the economic and social 

resilience of the city. 

4. By political parties: to advise if their election policies will include a lender of last resort facility. 

5. By Local Government NZ: to respond to the proposal for a lender of last resort,  to explain 

actions it will take to support this facility for earthquake-prone buildings, and what steps it will 

take with its member organisations to support voluntary strengthening to increase the economic 

and social resilience of their respective regions. 

Earthquake-prone buildings 

What is required? 

6. As a priority, a central government lender of last resort facility for owners of property with a 

s124 notice (i.e. earthquake-prone) who cannot access funds to pay for strengthening costs. 

Why is this needed? 

7. The mandatory requirement for seismic strengthening of existing buildings is driven by public 

safety outcomes. This public good outcome is the Government’s primary driver for legislated 

compliance cost on private owners. Funding these public good outcomes is placing significant 

financial costs and impacts on private owners.  
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8. Some owners cannot access funds to pay their share of the strengthening project costs in a body 

corporate. Retail channels will not lend to them. This puts the strengthening project on hold. The 

body corporate could force the owner to sell their unit, at a reduced price reflecting the work to 

be done and the risk any purchaser faces, however, this would create downstream financial and 

social pressures. This is also an expensive and time consuming process for the body corporate 

creating further delays to completing the strengthening project to achieve the public good 

outcome of public safety primarily, but also the protection of heritage and enabling economic 

resilience.  

9. Owners who have to vacate the property while strengthening is completed may also incur 

substantial additional costs for alternative accommodation and/or storage facilities, increasing 

the financial burden for a public good outcome.  

10. In summary, there is market failure as some owners cannot access funds to meet obligations 

imposed by legislation. 

Which owners need this facility?  

11. The likely applicants will be owners of earthquake-prone buildings who have inadequate savings 

and are not able to obtain a loan through retail lenders due to: 

 Building is earthquake-prone 

 Age (anecdotal evidence that banks will not lend to some applicants over 55 years, 

irrespective of whether they can service a loan) 

 Insufficient equity (as a result of earthquake-prone buildings decreasing in value) 

 Unable to service a loan (income is not sufficient and no savings). 

How could this facility work? 

Eligibility 

12. Access must be for those owners who cannot access funds elsewhere:  

 Where owners can service a retail loan, but the banks will not loan to them: these owners 

should pay a market rate and repay the loan on the same basis as a retail client. 

 Where owners cannot service a retail loan: these owners should pay a low interest rate that 

would cover administration fees of the loan provider. 

13. A verification process will be needed for both groups. This will include evidence: 

 that the owner cannot access a loan or cannot service a loan through retail channels 

 of the owner’s share of the strengthening costs from the Body Corporate  

 of the costs of the seismic strengthening component on which the owner’s share is based 

 that the building is required to be strengthened (i.e., has a s124 notice or equivalent). 
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14. There will be exceptions that need to be addressed on a case-by-case basis. For example, where 

an owner has some savings, but the use of these to service a retail loan or fund their share of the 

strengthening costs would place the owner in severe hardship or be forced to sell at pre-

strengthened costs. Some owners will be out of the work force or have insufficient time to 

recoup savings. 

What are the options for repayment of the loan? 

15. There needs to be flexibility in the repayment options to address different groups of owners.  

a. Owners able to service a loan but could not obtain one: repayments as per retail conditions. 

b. Owners able to obtain a loan post-strengthening due to increased equity (building no longer 

earthquake-prone): specify a timeframe within which alternative funding is sought, with 

interest only payments for the period the loan is held. There may be cases where the value 

does not sufficiently increase. 

c. Other owners: this group are likely to be retirees or beneficiaries and options could include 

interest and principal or compound interest only based on the owner’s financial 

circumstances. 

16. The alternative is to require owners to access alternative finance or sell within a set timeframe 

following completion of the work. This would be reasonable for some owners (e.g. younger 

owners who can remain in the workforce for a longer period). However, it is likely to create 

adverse social impacts for owners in the third category above. Given that the strengthening is 

being required for a public good, they should not be forced from their homes.  

17. A caveat would be placed on the property for the loan to ensure that the government loan 

would be repaid in the event of a sale. There is a risk that the sale will not cover the principal 

and interest. This could be an issue for rural towns if there are a number of similar buildings and 

low demand, or where it was uneconomic to strengthen but there was no option (e.g. local or 

national listed heritage buildings). 

Why central government should be the lender of last resort 

18. A central government lender of last resort ensures that the facility is available nationally to 

achieve public safety outcomes and is not subject to decisions by any given local territorial 

authority. This would enable the IRD to manage the collection process through a single system 

(e.g. similar to student loans). 

19. Territorial authorities should work with the representatives of the strengthening project to 

ensure that owners are aware of other options (such as rates rebates, remission, postponement) 

to manage the financial burden arising through seismic strengthening.   
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What are the risks? 

Risks Mitigations 

To the lending agency:  

Could be easy for the system to be gamed Set a standard process that responds to the 
different eligibility criteria, i.e., for owners that 
can afford to service a retail loan but cannot 
obtain one and those who cannot service a retail 
loan. 

Loans are held on the agency’s books for long 
periods of time as some owners will not be in a 
position to access other finance (eg, retirees, 
beneficiaries). 

The loan would be registered against the title 
and repaid from the eventual sale of the 
building.  

Loan recipient’s financial circumstances may 
change sooner than expected and are therefore 
getting a low cost loan when could get one 
through commercial channels. 

This risk may apply to some owners but is 
considered to be a low probability as these 
owners are likely to be retirees, beneficiaries, on 
low incomes. It can be mitigated by a condition 
on the loan that required the owner to advise 
the lender of any positive change in financial 
circumstances. 

The sale price of the strengthened property may 
not cover any existing loan, additional loan and 
interest. 

For heritage buildings: Government to require 
the territorial authority or Heritage NZ to review 
heritage constraints to determine if 
unreasonable costs are being imposed.  
 
While the remaining debt may have to be 
written off, the public good outcome has been 
achieved.  

To the borrower:  

They may be required to refinance the loan at a 
time when interest rates are high. 

Include a condition that allows the borrower to 
repay the loan in full earlier without penalty to 
enable them to take advantage of better retail 
rates and changing personal circumstances. 
 

Banks may still not lend to an older owner (if a 
55 years limit is being applied by some banks) 
after strengthening forcing the owner to sell 
against their wishes.  

Mechanism and lender must have the flexibility 
to assess options in exceptional circumstances 
(e.g. to provide for an accommodation 
supplement or equivalent) to enable the owner 
to continue to repay the loan for a longer period. 

 

Potential extension of facility for discretionary strengthening 

20. There is an argument that territorial authorities should provide a similar mechanism where the 

buildings are above 34%NBS but below 67%NBS. The driver is to increase the economic 

resilience of the building and/or to give increased protection for heritage buildings, but some 

owners are unable to fund their share. 

21. Territorial authorities such as Wellington City Council consider economic resilience is important; 

this is a public good outcome for the city. Local government should be providing funding 
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facilities for those owners who cannot access funds to enable strengthening to proceed given it 

has wider benefits than just for the owners.  

22. While owners who cannot access funds have the option to seek minority relief under the Unit 

Titles Act, this is a further expense for all owners, and the outcome may be that the 

strengthening cannot proceed. It is possible that the courts would not give this discretionary 

strengthening the same priority as strengthening of an earthquake prone building. 

23. The same eligibility criteria and repayment options could apply in these situations. The territorial 

authority would be responsible for the collection through the rating system. 


