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Office of the Minister of Finance 

 
 
 
 
 
Chair 
CABINET 
 
 
AMI INSURANCE – REPORT BACK  ON DECISIONS 

Propo sal 

1. This paper reports back to Cabinet on the decisions taken regarding financial 
support for AMI Insurance Limited (AMI). 
 
Comment 

2. On 28 March I briefed the Cabinet on a developing situation with AMI.  Cabinet 
authorised a group of Ministers (hereafter “joint Ministers”) to have Power to Act to 
take decisions on this issue, in the event that decisions were required before the next 
meeting of Cabinet.  On 4 April Cabinet extended this Power to Act and invited me to 
report back to Cabinet on any decisions taken (CAB Min (11) 14/23 refers). 
 
3. On 6 April joint Ministers agreed to a support arrangement for AMI, and this 
arrangement was agreed with AMI and announced publicly on 7 April.  The Crown has 
entered into a five-year arrangement to subscribe for $500 million in convertible called 
but unpaid preference shares in AMI.  This arrangement provides the company with a 
platform from which to explore further recapitalisation options.  The key features of the 
support arrangement are set out in Annex 1. 
 
4. On 7 April I made a Ministerial Statement in the House of Representatives about 
the Government support for AMI, the text of which is included in Annex 2. 
 
5. Officials are working through the appropriate accounting treatment for the 
support arrangement and the impact of the arrangement on the Crown’s fiscal position.  
The Crown’s commitment to invest in AMI required a capital expenditure appropriation.  
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Recommendations  

7. I recommend that Cabinet: 
 
Background 
 
1. note  that on 28 March 2011 the Minister of Finance briefed the Cabinet on a 

developing situation with AMI; 
 

2. note  that Cabinet authorised a group of Ministers to have Power to Act to take 
decisions on this issue, in the event that decisions were required before the next 
meeting of Cabinet; 
 

3. note  that on 4 April 2011 Cabinet extended this Power to Act and invited the 
Minister of Finance to report back to Cabinet on any decisions taken; 

 
Decisions taken by Ministers 
 
4. note  that on 6 April 2011 Ministers, inter alia, took the following decisions in 

relation to AMI: 
 

4.1 agreed  that in considering the Government’s response to AMI the 
Government’s primary objectives should be to ensure that Christchurch is 
rebuilt in an orderly and expeditious manner, and that the New Zealand 
insurance market is kept sound, efficient, and confidence in it is 
maintained; 

 
4.2 agreed  that subject to appropriate terms being agreed, AMI be supported 

as a going concern in accordance the following key terms: 
 
• Nature of support: AMI would pay the Crown a $15 million upfront 

establishment fee for a subscription to $500 million convertible called 
but unpaid preference shares, which would be redeemable at AMI’s 
option.  Any investment actually made by the Crown in the preference 
shares may be converted by the Crown to ordinary shares at any 
time on 30 business days prior written notice; 

 
• Control: From the date of a binding agreement being signed, the 

Treasury can appoint a director to AMI’s board and observers to key 
governance or management meetings.  On actually making a cash 
contribution or if covenants are breached the Crown can replace the 
board.  AMI will provide additional operational and management 
covenants covering a range of areas including speed of claim 
settlements, service standards and meeting Reserve Bank prudential 
requirements ahead of a licensing application; 

 
• Exit and dividend strategy: The Crown can choose at any time on 30 

business days prior written notice to make a contribution of $100 
million if it is in the public interest.  Following that the Crown could 
convert its preference shares into ordinary shares and take a 
controlling shareholding interest.  The Crown will then be in a position 
to exercise more control over exit arrangements.  Contribution of any 



 

4 
 

capital by the Crown may (subject to solvency) allow dividends which 
are to be paid preferentially to the Crown at the rate of OCR plus 5.5 
percent prior to exit; 

 
4.3 agreed to delegate final decisions about the detail of the legal 

documentation to the Minister of Finance; 
 

4.4 agreed to increase expenditure for the all of the investment     
                    in AMI and for the costs to establish and monitor that 
investment with the following impact on the operating balance and debt: 

 
 $m – increase/(decrease) 
Vote Finance 
Minister of Finance 

2010/11 2011/12 2012/13 2013/14 2014/15 
& 

Outyears 
                         
                         
                    
 
Other operating balance 
impacts (with corresponding 
impact on net debt)  

 
        

 
 

1.650 

 
- 
 
 

0.950 

 
- 
 
 

0.950 

 
- 
 
 

0.950 

 
- 
 
 

0.950 

 
Capital impact from equity 
purchase (with corresponding 
impact on net debt) 

 
500.000 

 
- 

 
- 

 
- 

 
- 

Impact on the operating 
balance and net debt 

        0.950 0.950 0.950 0.950 

 
4.5 agreed to establish the following new appropriations in Vote Finance, all of 

which will be the responsibility of the Minister of Finance, with the following 
scopes and periods for which the appropriations apply: 

 
Appropriation 
type 

Name of 
appropriation 

Scope Period for which 
the 
appropriation 
applies 

Departmental 
output expense 

Establishment and 
Monitoring Crown 
Investment in AMI 

This appropriation is limited to 
the negotiation and 
establishment of the Crown’s 
investment in AMI and the 
ongoing monitoring of that 
investment. 

2010/11 only 

Departmental 
output expense 

Management and 
Administration of 
Financial Operation 
on Behalf of the 
Crown 

This appropriation is limited to 
expenses incurred in 
connection with the 
implementation of the 
Government’s Export 
Guarantees policy and the 
operation of the New Zealand 
Export Credit Office; it also 
includes providing advice to 
the Government in regard to 
and managing Crown 
Guarantee Schemes, Crown 
lending, Crown Bank 

2011/12 onwards 

[Withheld under s9(2)(f)(iv)]
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Accounts and Crown 
Investments. 

Non-
departmental 
capital 
expenditure 

AMI Equity Injection This appropriation is limited to 
the purchase of equity in AMI 

2010/11 only 

    
             
               

              
                    
    

                                 
                         
                   

             

 
4.6 approved the following changes to appropriations to provide for making 

and monitoring of the Crown’s investment in AMI: 
 

 $m - increase/(decrease) 

Vote Finance 
Minister of Finance 
 

2010/11 2011/12 2012/13 2013/14 2014/15 & 

Outyears 

 
Departmental Output Expense 

     

      
Establishment and Monitoring 
Crown Investment in AMI 
(Funded by Revenue Crown) 
 
Management and Administration of 
Financial Operations on behalf of 
the Crown 
(Funded by Revenue Crown) 
 

                                
                                      

       

1.650 
 
 
 
- 
 
 
 
 
 

        

- 
 
 
 

0.950 
 
 
 
 
 
- 

- 
 
 
 

0.950 
 
 
 
 
 
- 

- 
 
 
 

0.950 
 
 
 
 
 
- 

- 
 
 
 

0.950 
 
 
 
 
 
- 

Vote Finance 
Minister of Finance 
 
Non Departmental Capital 
Expenditure 
 
AMI Equity Injection 

 
 
 
 
 
 
 

500.000 

 
 
 
 
 
 
 
- 

 
 
 
 
 
 
 
- 

 
 
 
 
 
 
 
- 

 
 
 
 
 
 
 
- 

Total Operating         0.950 0.950 0.950 0.950 

Total Capital 500.000 - - - - 

 
4.7 agreed that the proposed changes to appropriations for 2010/11 above be 

included in the 2010/11 Supplementary Estimates and that, in the interim, 
the increases be met from Imprest Supply; 

 
4.8                                                                   
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4.9                                                                    
                                                               
                                                                        

 
4.10 noted that new departmental expenses are an additional pressure on 

Treasury’s resources that have not been anticipated in planning for 
2011/12 and cannot be absorbed within existing departmental baselines; 

 
4.11 noted that if funding is not required it will be returned to the Government; 

 
4.12 noted that AMI have agreed to reimburse the Crown for the costs incurred 

in the development and implementation of this support arrangement which 
will be recognised as departmental revenue other; 

 
4.13 noted that a commitment fee will be received from AMI if the Crown enters 

into the support arrangements outlined above; 
 

4.14 noted that the commitment fee in recommendation 4.13 above will be 
recognised as Non Department Revenue “Other fees”: 

 
 $m - increase/(decrease) 

 2010/11 2011/12 2012/13 2013/14 2014/15 & 

Outyears 

Vote Finance 
Minister of Finance 
Non Departmental Revenue 

     

      

Other Fees 15.000 - - - - 

Total 15.000 - - - - 

 
Agreement to and announcement of arrangement 
 
5. note that the support arrangement for AMI was agreed with AMI and announced 

publicly on 7 April 2011. 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
 
Date:  
 

[Withheld under s9(2)(f)(iv)]
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ANNEX 1: AMI POLICYHOLDER SUPPORT PACKAGE AT A GLAN CE 
 
The policyholder support package will be used only as a last resort if the company’s 
own reserves have been exhausted – unless the Crown believes it is in the public 
interest to take control sooner.  This would involve the Government investing up to 
$500 million in AMI, with the right to take ownership and assume control of the 
company. 
 
The full extent of the claims AMI faces will remain unclear for several months – it 
depends on the scale of damage in Christchurch, which is still highly uncertain. 
 
However, it is possible that the company could face losses in excess of $500 million – 
or indeed, they could be less.  If the loss were to be greater than $500 million, the 
Crown would stand behind the claims. 
 
Under the policyholder support package: 
 
• The Crown’s policyholder support arrangement of up to $500 million provides the 

company with a platform from which to explore further recapitalisation options. 
• AMI has paid the Crown a $15 million up front establishment fee for the support 

package. 
• AMI has issued convertible preference shares to the Crown, but the Crown has not 

yet paid for them. AMI tells us that if payment is required, it may not need to 
happen for two years. 

• Payment of up to $500 million will happen only if AMI’s own resources are depleted 
below the level that is prudent for an insurance business, or if the Crown decides it 
is in the public interest to make a payment. 

• In exchange, the Crown could take ownership of AMI and have control of the 
board. 

• If the arrangement is called on by AMI, it can later exit the support arrangement by 
repaying the Crown, along with any dividends owing. 

 
The support package for policyholders will: 
 
• Provide a financial backstop for policyholders so the rebuilding of Christchurch is 

not jeopardised by potential solvency or liquidity issues. 
• Preserve AMI’s existing contracts, including its reinsurance arrangements. 
• Provide flexibility for AMI and the Crown going forward. 
 
The unpaid convertible preference shares issued to the Crown: 
 
• Are a last resort – the shares will be paid for only if the company exhausts all other 

options – or if the Crown believes it is in the public interest to take control sooner. 
• Give the Crown the right to any dividend payments, ahead of ordinary 

shareholders.  This is what the “preference” part of the shares involves, having 
preferential treatment ahead of other shareholders: 

o Other shareholders won’t get any dividends while the Crown has a 
shareholding. 

o Dividends paid to the Crown will be at the official cash rate plus an 
additional 5.5 per cent. 

• Allow the Crown to take ownership of AMI, if necessary, by making a partial 
payment of $100 million. The convertible preference shares allow them to be 
converted to ordinary shares in AMI. 



 

8 
 

 
Fee paid to the Crown 
 
• AMI has paid a $15 million fee to the Crown for this support arrangement.  The fee 

is not refundable, even if the Crown never pays AMI for the shares.  AMI will 
reimburse the Crown for the costs of developing and implementing the support 
arrangement. 

 
Exit arrangements 
 
If it becomes clear that AMI can pay all likely claims by policyholders, or if AMI 
arranges other appropriate sources of capital, AMI will: 
 
• Redeem the shares it has issued to the Crown, if they haven’t been paid for, or: 
• If the shares have been paid for, AMI will repay the Crown along with any dividends 

owing, and then redeem the shares. 
 
Managing the risks 
The Crown will soon appoint a director to AMI’s board and an observer to key 
governance or management meetings.  If at any stage the Crown makes a payment for 
the shares, or if AMI breaches certain conditions, the Crown can replace all of AMI’s 
directors.  AMI has also agreed that its service levels will meet or exceed industry 
standards and that it will comply with prudential requirements established for insurance 
firms by the Reserve Bank. 
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ANNEX 2: TEXT OF MINISTER OF FINANCE’S STATEMENT TO  THE HOUSE OF 
REPRESENTATIVES ON 7 APRIL 2011 
 
AMI Insurance approached the Government on 9 March, concerned that its reserves 
and reinsurance might not have been sufficient to cover the total value of claims 
resulting from the Canterbury earthquakes.  In response, I asked Treasury and 
Reserve Bank officials to gather information about its true position, and to consider the 
best option for taxpayers and AMI Insurance’s policyholders.  AMI Insurance is New 
Zealand’s second-largest residential insurer, with 485,000 policyholders and 800 staff, 
primarily insuring residential property.  In Christchurch it has 85,000 policyholders, 
representing about 35 percent of the residential insurance market. 
 
The Government rejected the option of doing nothing.  This would have left thousands 
of Christchurch homeowners—many with mortgages—whose properties had been 
destroyed or damaged without insurance cover.  Quite apart from the human misery 
that would have resulted, this would have stalled Christchurch’s reconstruction.  The 
Government established three key policy objectives: first, that certainty was to be 
provided to AMI Insurance policyholders who had purchased insurance in good faith 
from a large, reputable insurer; second, that the preferred solution was for the 
company to find a way to recapitalise itself if necessary, and that it should be given 
strong incentives to do so; and, third, that if Government assistance was needed, the 
best way to limit the cost to taxpayers was for AMI Insurance to remain a going 
concern.  Other options, such as directly guaranteeing payments to Christchurch 
policyholders in the event the company failed, were considered and rejected as being 
more costly and slow to resolve. 
 
On 17 March AMI Insurance’s board resolved that Government support be sought with 
all haste, and that urgent steps be taken to pursue other capital-raising possibilities.  
This need was reinforced by an impending review of the company’s credit rating.  On 
21 March Treasury provided a letter of comfort to AMI Insurance, noting that its 
request for Government support merited serious consideration and inviting the 
company to continue discussions.  The company forwarded this letter to its credit 
rating agency, A M Best Co.  On 23 March A M Best downgraded AMI Insurance’s 
rating for its claims-paying ability two notches, from A+ to A-, on review, with negative 
implications.  There is little doubt that without some prospect of Government support, 
the downgrade would have been greater and could have created significant 
uncertainty.  On 28 March Cabinet delegated power to act jointly to the Prime Minister 
and me, and to the Minister for Canterbury Earthquake Recovery.  Yesterday we 
approved the arrangements that were announced today. 
 
The key terms of the agreement between the Government and AMI Insurance are that 
the company has paid the Crown a $15 million establishment fee.  The Crown will 
receive board representation and, in addition, the Crown observers will have full 
access to the company’s operations.  AMI Insurance has issued $500 million of unpaid 
convertible preference shares to the Crown with preferential rights to dividends.  
Payment will happen only if the company’s own resources are depleted below the level 
that is prudent for an insurance business, or if at any time the Crown decides that it is 
in the public interest to make the payment.  In exchange, the Crown could take 
ownership of AMI Insurance and have control of the board.  The Crown also has the 
option of taking ownership, if necessary, by making a partial payment of $100 million at 
any time.  If the arrangement is called on by AMI Insurance and it later becomes clear 
that the company can pay all likely policyholder claims, it will exit the support 
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arrangement by repaying the Crown.  The arrangement also provides for the 
maintenance of customer service standards by the company. 
 
The eventual cost to the Crown is impossible to know precisely.  A plausible range 
extends from zero, where current resources will prove to be sufficient, to $1 billion.  
The potential $500 million injection will allow the company to keep operating and give it 
time to seek a long-term solution.  Policyholders will be protected, whatever the 
outcome.  The arrangements mean that all claims by AMI Insurance policyholders will 
be met. 
 
AMI Insurance’s situation is unique, so the Government entered this arrangement 
reluctantly.  The company is the leading insurer in a region subjected to two 
earthquakes in short succession.  Christchurch is an area where the company has a 
particular concentration of policyholders.  Moreover, because the company is owned by 
its policyholders, it had little ability to raise new capital quickly.  I can confirm that we 
know of no other large insurance company in a similar position.  The insurance sector 
as a whole remains sound.  The Government entered the arrangement reluctantly.  
There is a possibility that the Government may not have to inject capital, at all.  But if it 
does, then it does not intend to become a long-term shareholder.  None the less, we 
are satisfied that this is the best possible solution and that it protects both those 
insured by AMI Insurance and taxpayers.  The Government acted primarily because 
we cannot leave the people of Christchurch in the lurch in their time of great need. 
 


