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6 April 2011  

Treasury Report: Christchurch Insurance Update: Execution of Legal 
Documentation 

 
On 28 March 2011, Cabinet agreed to provide the Prime Minister, Minister of Finance and 
Minister for Canterbury Earthquake Recovery (the “joint Ministers”) Power to Act regarding 
AMI Insurance Limited’s (AMI Insurance) request for financial support from the Crown. 
 
Further detail, including officials’ advice on the request, is set out in Treasury Report 
T2011/662 of 31 March 2011. 
 
Joint Ministers have agreed with the recommendations in the previous Treasury Report, 
including to support AMI Insurance as a going concern and to “delegate final decisions about 
the legal documentation... to the Minister of Finance” (T2011/662 refers). 
 
The support package is set out in the following documents (the Documents): 
 

• A Crown Support Deed between the Crown, AMI Insurance Holdings Limited (AMI 
Holdings) and AMI Insurance under which AMI Insurance agrees to issue one 
ordinary share and a special rights share to the Crown and the Crown agrees to 
subscribe up to all or part of 500,000,000 convertible preference shares in AMI 
Insurance at AMI’s call at a consideration of $1 per share  ; and 

• A Subscription Agreement between the Crown and AMI Insurance, which together with 
the Crown Support Deed, sets out the terms and conditions of the convertible 
preference shares and, subject to the satisfaction of certain conditions precedent, the 
terms on which the Crown will subscribe for the shares. 

 
The key terms of the Documents are summarised below: 
 

• Nature of support: Subscription for $500 million of convertible called but unpaid 
preference shares,  

o that would be redeemable at AMI Insurance’s option so long as the Crown is 
satisfied as to the basis on which that redemption will be funded; 

o if not so redeemed would be payable to AMI, five years from the date of the 
subscription); and  

o that could be converted during that five year period by the Crown to ordinary 
shares: 

� at any time with 30 business days prior written notice to AMI 
Insurance; 

� immediately if a specified  trigger event occurs. 
• Assumption of control: The Crown may following consultation with AMI  make a capital 

contribution of $100 million, convert the redeemable preference shares into ordinary 
shares, and thereby take a 99.99% controlling shareholding interest in AMI 
Insurance, if it considers it is in the public interest to do so. 

• Directors: The Treasury will have the right to immediately appoint a director to AMI 
Insurance’s board and appoint observers to AMI Insurance. In addition, if the Crown 
makes a capital contribution or AMI Insurance breaches specified covenants, the 
Crown will have the ability to replace all of AMI Insurance’s directors 

• Other mechanisms of control:  AMI Insurance will provide additional covenants in 
relation to their operation and management, including agreeing to meet RBNZ 
prudential requirements as if it were already a licensed insurer, and agreeing to settle 
claims at least as quickly as other insurers and agreed service standards. Breach of 
these covenants triggers the right on the part of the Crown to replace the board. 

• Exit strategy: Either the Crown will not be required to make a capital contribution to AMI 
Insurance due to a successful recapitalisation undertaken by the company , or if it 
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makes the minimum contribution of $100 million then it will take a controlling interest 
in AMI Insurance and will then be in a position to exercise more control over how it 
exits this arrangement. This may include sale of the entire company or a break up 
sale which could involve sale of all or part of the company’s business outside 
Christchurch; 

• Fees: There will be a $15 million upfront establishment fee to be paid by AMI Insurance 
to the Crown. 

• Dividend: If the Crown makes a capital contribution any dividend authorised by AMI will 
be payable quarterly at the rate of OCR plus 5.5 percent.   AMI Insurance will not pay 
any dividends to any other of its shareholders while the Crown retains a shareholding.  

 
The Documents have been executed by AMI Holdings and AMI Insurance and we are 
satisfied that they are in a form suitable for execution by the Crown.  We note that: 

                                                                                   
                                                                                
                                                                                     
                             

                                                                                      
                                                                                
                                                                                 
                                          

                                                      
 
If you agree to the final terms of the Documents as described above, Treasury will execute 
the Documents on behalf of the Crown.  A formal delegation is not required from you to 
enable Treasury to do this for the following reasons: 
 

• section 65I(1)(c) of the Public Finance Act 1989 (PFA) provides that the Treasury may, 
without further appropriation than this section, invest any money held in a Crown 
Bank Account or a Departmental Bank Account in securities approved by the Minister 
of Finance; 

• for transparency purposes, an appropriation has been sought for the investment in AMI 
Insurance, even though section 65I(1) provides a permanent legislative authority to 
invest money in accordance with that section; 

• the former Minister of Finance has previously delegated to the Secretary to the 
Treasury authority to approve securities for the purposes of section 65I(1)(c), and that 
delegation remains current and valid; 

• the Secretary to the Treasury has approved the investment in the AMI Insurance 
shares under the Documents for the purposes of section 65I(1)(c) PFA, and this 
approval is being held in escrow and will only be released if Ministers agree to the 
final terms  of the Documents; 

• if Ministers agree to the transaction, the Secretary to the Treasury has the authority 
under section 65I(1)(c) to make the investment in the approved securities – i.e. to 
execute the Documents, and this authority has also been delegated to the Treasury 
Deputy Chief Executives. 

 

Recommended Action 

We recommend that you: 
 
a agree that the Crown enter into the Crown Support Deed and Subscription Agreement 
 
 Agree/disagree. 
 

[Withheld under s9(2)(h)]
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b note that the former Minister of Finance delegated to the Secretary to the Treasury 
authority to approve securities for the purpose of section 65I(1)(c) of the Public Finance 
Act 1989 

 
c note that the Secretary to the Treasury, or his Deputy Chief Executives, can execute 

the Documents on behalf of the Crown. 
 

 
 
 
 
 
Dr Brian McCulloch 
Director 
for Secretary to the Treasury 
 
 
 
 
 
 
Hon Bill English 
Minister of Finance 


