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CANTERBURY EARTHQUAKE – INSURANCE MARKET UPDATE 

Talking Points for Minister of Finance – 6 April 2011 

• AMI approached the Government on 9 March for financial support following the 
recent Christchurch earthquakes.  AMI is New Zealand’s second largest residential 
insurer with 450,000 policy holders and 1.2 million policies across the country, 
including 50,000 policyholders in Christchurch (around 35% of the Christchurch 
market). 
 

• There is uncertainty about AMI’s solvency at present given uncertainty over the 
extent of claims resulting from the Christchurch earthquakes.  RBNZ currently 
estimates AMI have net assets of between -$200 million and -$1 billion after meeting 
earthquake claims. It is not possible to determine their likely financial position with 
any greater certainty at the current time. 

 
• The consequences of not providing any Government support and having AMI fail are 

expected to be severe and include: 
− Long delays in the claims process, holding up the rebuild in Christchurch possibly 

for years. 
− Claims only being partially met e.g., something in the order of a 50% payout 

could be possible, preventing rebuilding for those who cannot source alternative 
finance. 

− Many of AMI’s 50,000 policy holders in Christchurch not having insurance cover 
for future risks for an extended period of time (this could be anything from several 
months to over a year). 

− The 400,000 AMI policyholders outside of Christchurch needing to find new 
insurance providers, which could be difficult in the short term in current market 
conditions. 

− Potential contagion effects to other insurers and banks that rely on insurance to 
secure the value of collateral (although the extent of this risk is difficult to 
quantify).  
 

• Government support for AMI as a going concern has advantages over a closed 
resolution (i.e. allowing AMI to fail or placing it in Statutory Management and then 
subsequently supporting policyholders) including: 
− Providing a platform for AMI to address its difficulties, including by raising capital. 
− Allowing timelier processing of claims as the firm’s infrastructure and staff can 

continue to be used for claims processing. 
− Preserving AMI’s existing contractual relationships (including, critically, their 

reinsurance arrangements). 
− Reducing fiscal costs by preserving existing premium revenue and avoiding any 

potential remaining value in the company. 
− Allowing the Crown the ability to include direct control mechanisms in the support 

arrangements. 
− Ensuring insurance coverage is available for Christchurch policyholders going 

forward to support the rebuild. 
− Minimising the risk of instability in the wider insurance market from large-scale 

switching of policyholders. 
 

•                                                                              
                                                                                   
                                                                            

 

[Withheld under s9(2)(d) and s9(2)(f)(iv)]
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• The proposed Government support is by way of a $500 million equity injection. 
Other options that were considered were either not commercially feasible or would 
be more costly. For example, a loan or guarantee would be a debt due and not 
address AMI’s potential solvency problems. Appointing a Statutory Manager with the 
mandate to continue trading with Crown financial support would be more costly as it 
would risk undermining existing contractual relationships and causing policyholder 
flight from the company. 

 
• Under the terms of the support agreement the Government will gain: 

− The right to immediately appoint a Director and observers (at management level) 
to AMI. 

− A Special Share with the right to dismiss the existing Directors and appoint new 
Directors in the event of a breach of covenants or if the Government is require to 
make any payment to AMI. 

− A range of covenants in relation to minimum service standards e.g. settling 
claims, to which AMI must adhere. 

− The right to take a majority ownership stake (minimum 90%) once any payment is 
made. 

 
• There are a number of significant practical problems associated with the Crown 

assuming full control over AMI immediately after signing the subscription agreement, 
including causing: 
 

Disruption – A key risk is the potential loss of forward reinsurance cover of $1 
billion for the period to the 30 June 2011 (change of control would provide 
reinsurers the option of removing cover), during which another earthquake is an 
unquantifiable risk. Moreover, immediately changing the board and management 
would be very disruptive to the company that is already in a very difficult 
position processing a large number of claims, and managing a number of 
stakeholder interests, including reinsurance. The Government has commenced a 
process of finding possible directors and observers for AMI, but could not 
immediately replace board after the agreement is executed. Management 
changes would be a decision for the (existing or new) board to make. 
 

− Delays - The current near final agreement would need to be renegotiated to 
enable the Crown to replace directors on execution of the agreement ahead of 
the current triggers (e.g. the Crown actually injecting funds, 30 days notification, 
or breach of agreed service levels). This could take time, especially as AMI would 
likely be opposed to the Crown having the power to take immediate control, and 
would likely understand that this power was being sought for the express purpose 
of replacing the board and management. Moreover, a condition precedent is that 
access to reinsurance would not be prejudiced by the agreement, and the 
possibility of Crown control. Reinsurers would need to be retested on the new 
agreement.       
 

− Grievance - The agreement is for the Crown’s subscription for uncalled capital on 
a just in case basis. It not unreasonable for the Crown to protect its on-going 
financial exposure by appointing an observer and/or director to ensure the 
company is not acting in ways that maybe prejudicing the Crown’s financial 
interests and the government’s policy objectives. However, without providing 
funds or some other obvious problem, taking full control would seem premature 
and unnecessarily trampling on private property rights.  

 
• Moreover, the agreement is written in a way at the moment that has some 

advantages, including better: 
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− Preparation - enables the Government to find directors ahead of being needed, 

gain a better understanding of key relationships like reinsurance, and diagnose 
the cause of failings through the director/observer appointed, especially with 
regard to agreed service provision. 
 

− Industry Confidence – avoids negative signals about the position of AMI 
(resulting in a loss of non-Christchurch policyholders and reducing the potential 
value of AMI) and signals to the insurance market more generally that the 
Government prefers private solutions and only intervenes where necessary 

 

 


