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21 March 2011  

Treasury Report: Insurance Update 

Executive Summary 

 
Following initial contact from AMI Insurance Limited (AMI) to Minister Brownlee’s office 
regarding the impact of the Canterbury Earthquakes, AMI has contacted Reserve Bank and 
Treasury officials and, in particular, held a teleconference with those officials on Friday, 18 
March 2011. 
 
In the discussions with the Reserve Bank and Treasury, AMI has advised that: 

 
a. it is concerned that AMI’s reserves and reinsurance might not be sufficient to cover the 

total value of claims under AMI policies resulting from the recent Canterbury 
earthquakes; 

 
b. AMI’s Board met on Thursday, 17 March 2011 and decided to ask for Government 

support; and 
 

c. AMI’s Board is to hold a teleconference with AM Best, AMI’s rating agency, at 5pm 
today to discuss the situation. 

 
The Government has set a number of objectives in its response to the Canterbury 
earthquakes.  Currently these include: 
 
a. ensuring that the rebuild of Christchurch proceeds in an orderly and expeditious 

manner; and 
 

b. helping to maintain the soundness and efficiency of, and confidence in, the New 
Zealand insurance sector. 

 
You have advised that Ministers recognise that AMI plays an important role in the New 
Zealand residential and personal insurance market, and in particular, in the Canterbury 
market.  An inability of AMI to pay claims of policy holders may adversely affect the 
Government’s objectives.  It is for this reason, that we recommend that AMI’s request for 
Government support merits serious consideration. 
 
In this regard, we recommend that you agree that Treasury enter into discussions with AMI 
regarding necessary measures that may be negotiated.  Initially those measures should 
reflect the Government’s objectives and provide comfort to AMI’s directors that the 
company’s operations can remain on foot for an appropriate period. 
 
As a first step in such discussions, the Treasury will send the attached “comfort letter” to the 
Chair of AMI.  This letter may assist AMI in its discussions with AM Best. At best it may 
provide a short period of time for AMI to further its discussions with the Treasury before AM 
Best takes possible action regarding AMI’s rating.  In addition, the letter assists with the 
management of Crown risk by formalising and clarifying discussions to date and the 
intentions of the Crown in relation to such discussions.  Crown Law has reviewed the comfort 
letter and the Reserve Bank has been consulted in relation to the comfort letter. 
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We will shortly report further as such discussions progress.  Such reporting may cover 
strategy, options, recommendations and communications.  We anticipate that any measures 
negotiated with AMI will necessarily involve the use of your powers under Part 6 of the Public 
Finance Act related to financial and commercial activities by the Crown. 

Recommended Action 

We recommend that you: 
 
a note that AMI has approached the Government for support as it is concerned that 

AMI’s reserves and reinsurance might not be sufficient to cover the total value of claims 
under AMI policies resulting from the recent Canterbury earthquakes; 
 

b agree that AMI’s request for Government support merits serious consideration; 
 

Agree/disagree. 
 

c agree that Treasury enter into discussions with AMI regarding necessary measures 
that may be negotiated; 

 
Agree/disagree. 
 

d agree that those measures should reflect the Government’s objectives and provide 
comfort to AMI’s directors that the company’s operations can remain on foot for an 
appropriate period; 

 
 Agree/disagree. 
 
e note that as a first step in discussions, Treasury will send the attached “comfort letter” 

to the Chair of AMI today. 
 
  
 
 
 
 
 
Gabriel Makhlouf 
Deputy Chief Executive 
 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 
 


