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Treasury Report: AMI Update - Moving Towards Completion

1. On 16 December 2011:

a AMI Insurance Limited agreed to transfer all of its on-going insurance business,
and related business undertaking to its subsidiary AMI Insurance (Operations)
Limited (AMI New Co), and

b IAG (NZ) Holdings Limited (IAG) agreed to purchas | New Co by of a
subscription for 380,000 shares of $1.00 each in t ny (the ).

2.  The net IAG sale proceeds (after the costs of capite '

on completion to off-set the Crown’s exposure to '.
Crown Support Deed.'

3.  Completion is however contingent on the s %"P
consents. Not all of these consents have i

4. However, based on the information céirfently availab
not that completion will take plac day, 5

Purpose of Report ®

5.  The purpose of this repgd

a

b

assumption of control of AMI as a Crown owned company;

e propose that the Minister for Canterbury Earthquake Recovery provides the Chief
Executive of the Canterbury Earthquake Recovery Authority with a delegation to
facilitate the completion of the IAG sale and the Crown'’s assumption of control of
AMI as a Crown owned company.

Under the Crown Support Deed the Crown agreed to provide up to $500 million of financial support to AMI Insurance
Limited through the subscription of up to 500 million preference shares convertible into ordinary shares at the Crown's
option.
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Report on progress towards completion

B.

10.

11.

Completion of the IAG sale is conditional on certain consents being obtained from the
Overseas Investment Commission, the Commerce Commission, the Financial Markets
Authority and the Reserve Bank of New Zealand (the RBNZ).

All of these statutory consents have now been obtained other than those that need to
come from the RBNZ. The RBNZ (whose job is the most complex) has three different
sets of consents to provide and is still working on the consent process.” However,

based on soundings taken with RBNZ by AMI and |1AG, w derstand that RBNZ
will be ready to make its final determinations on or short

While the statutory consents are the principal legal 1
of the IAG sale is dependent there are other thingg't
anticipates will have been done in time for completio

Insurance Limited and AMI New Co (under JA( 5
businesses while at the same time providifigh the-agreed for port to each other
that are required (among other things) in-0 a shared policy

¥'18 proper
holder base.® i §
Progress on these “completion rg generally been good.

. all the consents to, an
be transferred wil

ation to the transfer of AMI's super
effected as at the completion date.’

e should not however prevent completion from

iderable work being undertaken by AMI to ensure that any
2 ff resulting from the separation of the on-going AMI

&AM residual Christchurch earthquake related claims

training and
interactio i cystomers and interactions between residual AMI Insurance Limited
and AM o'in the environment each will be operating in, once completion has
oceurr

The main piece of work that is outstanding is completion of an independent actuary review of the actuarial reports
submitted by IAG and AMI in support of their respeclive consent applications

For instance it is possible that a customer whose policy has been transferred to AMI New Co will not have made a
Christchurch earthquake related claim against AMI before completion. In that event while the policy will reside with AMI
New Co, the financial responsibility for the policy as it relates to a Christchurch earthquake claim will continue to lie with
AMI Insurance. Processes and procedures are required to ensure that that customer policy claims are treated in the
manner contemplated by the IAG sale agreement but with minimal disruption to the customer. In addition AMI New Co
has also agreed to provide information technology support and selective claims management support to AMI Insurance
following completion.

The focus is moving to those business agreements that are more significant to the smooth separation of AMI into two
businesses — mostly some of the key ICT agreements.

The superannuation trustee considers that certain FMA exemptions will be required. The FMA has advised that some
additional steps will need to be undertaken in relation to the transfer of the superannuation scheme before it will issue
the exemptions applied for.

T2012/564 : AMI Update - Moving Towards Completion Page 6

COMMERCIAL-IN-CONFIDENCE




Doc 13

Page 114 of 159 Released

COMMERCIAL-IN-CONFIDENCE

Overview of completion day activities

Completion of the IAG sale:

12.

On or before the day of completion:

J AMI Insurance Limited and AMI New Co will pass shareholders’ consents
approving entry into the transactions contemplated by completion,

° AMI Insurance Limited (and its subsidiaries) and AMINew Co will authdrise
changes to their respective business names (with rance Li
authorising a change in name from AMI Insurancé. [ to Sout esponse
Earthquake Services Limited) (Southern Res

AMI New Co is capitalised by Southern Resp by the 'ectiv $120
million of share capital under board auth6risation that is ted'to by
Southern Response’s shareholders,

— nce in New Zealand
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business to AMI New Co,

Southern Response will
on-going AMI insurance
undertaking including

agreements and

da
h..'- omer insurance contracts, and
certain reinsura
vgdefpcase) a

° Aherd e repurchase of its initial share capital (120 million
ry shayes'oR$1.00 each held by Southern Response).?

13 C% pletion of t ale proper concludes with the replacement of the AMI New Co

Immediate

14.

board with pointed directors and the registration of the relevant name
changes.

pletion activities:
Im - upon the completion of the IAG sale (but also on the day of completion)
the CGrawn will take control of Southern Response by:

° exercising its powers under the Crown Support Deed to assume direct control of
99.9% of the share capital of Southern Response by the payment of $100 million,

° directing Southern Response to record the Minister of Finance and the Minister
for Ganterbury Earthquake Recovery as shareholding ministers in equal
proportions,

8

Note that in the rest of this report we will refer to AMI Insurance Limited as Southern Response.

It is proposed that one single payment of $380 million will be made by IAG to Southern Response, discharging the
separate obligations of IAG to subscribe for $380 million of new share capital in AMI New Co, and AMI New Co to pay
the purchase price for the transferring assets ($260 million) and repurchase of the initial share capilal ($120 million).
See footnote 7.
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° replacing the board of Southern Response and its subsidiaries with its own
Crown appointed nominees,

o sanctioning the entry by Southern Response into a share buyback agreement
with its former holding company AMI Holdings Limited (Holdings) in order to
“mop up” the Holding’s residual shareholding in Southern Response.’

15. The Crown will also:

Southern Response of a new constitution appropria

° authorise and enter into an amended Crow !:Deed and\an

Conditions to the remaining Convertible Prefere

° as Southern Response’s new controlling shareholde { thorise the
O

new status as a Crown controlled company,

The Crown’s role during completi d.ir fully é&\w}
Response as a Crown owned ¢ e%

i NS
Completion Day @

16. The Crown's role on the

C

During completion of t ‘G‘v
17. During this phase y the Crown will be called upon to sign certain
consent of the shareholders of Southern

fregilire the u
his point the not have taken a controlling stake in Southern
ever as a e operation of the Crown Support Deed the Crown

mited) may have an “interest” in each of these transactions
isite board resolutions without possible challenge unless
hareholders of Southern Response. "

Immediately ing’completion of the IAG sale

18. Foll ompletion of the IAG sale the Crown needs to complete a number of steps
tot n control over Southern Response. This involves:
o exercising certain powers already vested in the Crown by the terms of the

Crown Support Deed (for example by paying-up 100 million convertible
preference shares and converting them into 1,000,000 ordinary shares of

E This is an agreement to buy back Holdings' residual shares (100 shares) in Southern Response. The actual buy back
will take place a few weeks after completion, once the completion balance sheet of Southern Response has been
audited. At that stage the directors of Southern Response will be in a position to issue a solvency certificate in respect of
Southern Response. The issue of a solvency certificate by the directors of Southern Response is a prerequisite for the
completion of the buy-back transaction with Holdings. Once the buy-back happens the Crown will have a 100%
ownership interest in the share capital of Southern Response.

10 The major change here is that the Grown support of up to $500 million, will be extended from 5 years to 10 years since it
is unlikely that all claims and disputes will settled within the 5 year period.

L As part of the completion of the IAG sale the Grown will also confirm with IAG the number of comprehensive housing
insurance policies that IAG is required to maintain in Christchurch for 3 years following completion. IAG and AMI have
been jointly preparing a methodology to confirm this number and that will be used to report on compliance with this
undertaking to the Crown in the future.
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Southern Response, so as to secure the Crown a controlling shareholder interest
in the company);

o exercising certain powers that only a controlling shareholder of Southern
Response can exercise (such as the appointment of new directors and the
adoption by Southern Response of a new constitution);

o sanctioning transactions (such as the buy-back agreement and alteration of the
conditions attaching to the conditions to the convertible preference shares and
the Crown’s special rights share) which would not beAalid under the panies
Act requirements without shareholder sanction.

19. Southern Response is to become a Grown comp Public
Finance Act 1989. Cabinet has already given jts<| to'this and the

20. Cabinet has also agreed that once the C : thern Response,
Southern Response will be:

2

After the completion day

. made subject to the Ombug
° exempted from the ope

("IPSA”) by the issuance o
recommended by

21. The final form of: %@

cil (for t oses of making Southern Response subject to
Public Fi ct 1989 and subject to Ombudsmen Act 1975
| Inform 982); and

Hons (that would deem Southern Response not to be a public
5-Q france business for the purposes of the Insurance
@m Act 2010);

225

Delegatf authority

Reasons for delegation of authority

23. The then Secretary to the Treasury entered into the Crown Support Deed on behalf of
the Crown pursuant to the terms of section 65 | of the Public Finance Act 1989
(Investment of Public Monies) and under a delegation from the then Minister of
Finance dated 25 January 2005."

This will mean that Southern Response will technically be subject to IPSA for a few days following the date on which the
Crown assume direct control of that company. However the RBNZ has provided written advice that it will waive any
enforcement or regulatory action for the short period that will elapse between the time when the Crown assumes direct
shareholding control of Southern Response and the time that the IPSA regulations are made.

Under section 651 of the Public Finance Act 1989, Treasury may invest any money held in a Crown bank account or a
deparimental bank account in any securilies that the Minister may approve for the purpose. Under a delegation dated 25
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29.

30.
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Treasury legal has advised that as the Secretary had delegated authority to enter into

the Crown Support Deed on behalf of the Crown, he also had authority to exercise the
powers conferred on the Crown under the Crown Support Deed (for example to give or
withhold consent which by the terms of the deed requires prior Crown written consent).

It is clear however that the Secretary does not have delegated authority to exercise the

powers that only a shareholder can exercise where that shareholder is the Crown
acting by or through one or more shareholding Ministers. These are powers that derive

from the rights attaching to shareholders generally under the Companies Actrather
than being solely or mainly derived from the powers conf the Cro r the

Crown Support Deed.
Some (although not all) of the actions that need tobe&taken by the C
completion day relate to the Crown acting through more Ministexs {ii'their
capacity as shareholders, rather than in the exersise of an expli werconferred on
the Crown by the CGrown Support Deed. @

oé

The actions to be taken by the Crown gr-Ganiplgtion day, haracterised as
being largely administrative (for insta provision gg older consent where a
SRS

board resolution may be open to challehge because Il of the directors may
technically have an “interest” in actions b on) or with respect to

dered (fo the appointment of Crown
nominated directors to South A ion of a new constitution, or

ds been advisedthatth
three of which would @ {'any de @n require signing by the Minister of Finance
and the Minister f¢r-Ganierb

'i : ake Recovery. The remaining documents relate
sued
Q%s Deed was executed in April 2011.Therefore, nine
a Ll

of Finance whe

heCrown in relation to the Crown Support Deed,
of the twelve do¢iments woul

% ive burden on Ministers.
While it 'ip ed that the provision of delegations of authority in this case, would
be moy venient for Ministers, Treasury is in a position to provide further detailed
i Ministers wish to sign the relevant documents themselves without further
ion.** However time frames are tight (see below) and we are conscious that
s’ availability in the period up to Easter may be constrained.

Form of delegation

31.

32.

Two forms of delegation are attached, one for the Minister of Finance and one for the
Minister for Canterbury Earthquake Recovery.

The delegations are expressed in general terms, and not in terms that are specific to
the twelve documents identified for signing. The reason for this is that it is possible

January 2005, the Minister of Finance granted authority to the Secretary to the Treasury to approve securities for
investment of any money held in a Crown bank account or a departmental bank account,

Note that Treasury is currently in the process of briefing CERA as to the background to these matters, so CERA is in a
position to provide its own briefings to the Minister for Canterbury Earthquake Recovery or (in the event of a delegation
to the Chief Execulive of CERA) to the Chief Executive and/or his sub-delegate.
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(although we think it unlikely) that additional documents or documents that are
expressed in different terms may be identified later in the pre-completion phase.

The delegations also consent to sub-delegation by the Secretary to the Treasury and
the Chief Executive of CERA. The consent to sub-delegation is to mitigate the risk of
the Secretary to the Treasury and the Chief Executive of CERA being unable to sign
any of the relevant documents on completion day. To address any concerns about the
extent of possible sub-delegation, the delegation provides that delegated authority may
not be exercised in a manner inconsistent with Cabinet's earlier decisions in relation to
AMI.

Timing in relation to the delegation

34. The current completion steps plan for all entities t articipa letion
runs to some 17 pages. Given that complexity, it n decided by nd IAG to
pre-sign all the documents that they have to sjgn 9. d to put
those documents in escrow pending complet g oril. T addition it has
been decided that there will be a “dress rehg : next Tuesday 3
April. Treasury considers that both these id

35. Inthis context (and assuming that Minig i iate to provide the
delegations requested) it would b& appreg [ gations attached could be
signed by Ministers and return g of business on this Thursday 29
March. Treasury (and CERA € i ¥ Canterbury Earthquake
Recovery) can then brief the Se ry and the&hisfExecutive (or their nominated sub
delegates) this Friday, 30 @; h sothatt -;h nts can be pre-signed and then
held in escrow in time ‘dress re -.-' ont Tuesday 3 April.
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Date: 5 April 2012

To: Minister of Finance Kaitohutohu Kaupapa Rawa

Minister of Canterbury Earthquake Recovery

AMI Accounting Impacts @ &

The purpose of this aide memoire is to inform you of: % @

(A) the accounting treatment for the sale of AMI’s on@%@s rance bum@ﬁd\m
NewCo) to IAG

(B) the estimated cost to the Crown of the A POy - life based
i fe i Ipdated valuation of the

ry earthquaje iated claims retained in
vices Limjt RSL) following the sale of AMI

provideddin 4l support to AMI under the Crown Support
nvertible called, but unpaid preference shares
W, A

(C) an updated valuation of the A
Southern Response Earthqu
NewCo to IAG).

Background @

On 7 April 2011 the Go

Al
1&» SD on the basis that the Government had the

On 16 Dece 11 AMI announced the sale of its ongoing insurance business to IAG;
that sale is cemplete on 5 April 2012. While the details of the sale process have been
communi ou recently in TR2012/203 AMI — Post Sale Update, dated 10 February
and TH20 84 AMI Update — Moving Towards Completion, dated 27 March, a summary of
the sale process is provided here:

o On completion day SRSL will transfer its on-going insurance business to a subsidiary,
AMI NewCo.

° As part of the transfer AMI NewCo will be capitalised with net assets of $120 million.

° AMI NewCo will be purchased by IAG for $380 million (after the direct costs of the sale
estimated at $18 million, the net proceeds will be $362 million).

1 As the Crown's support package of $500m was not expected to be paid immediately a discount of $6million was made
to adjust for the time value of money

Treasury:2310170v2 COMMERCIAL-IN-CONFIDENCE 1
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o Immediately after completion of the IAG sale the Crown will make a capital injection of
$100 million of the $500 million existing called but unpaid capital under the terms of
the CSD. At that point the Crown will exercise its right under the CSD to assume
direct control of 99.9% of the share capital of SRSL and direct SRSL to record the
Minister of Finance and the Minister for Canterbury Earthquake Recovery as
shareholding ministers in equal proportions.

o SRSL will be listed as a Schedule 4 Gompany under the Pyblic Finance Act 1989.

o The Crown Support Deed with SRSL will be revised to re he change i&

relationship with the Crown.

o The Grown Support Deed requires that SRSL depo ' eeds of s any
other temporarily surplus cash in Crown Securitie tching the timi Ure
payments. Accordingly $480 million (including the $1 illion capital jgction by the
Crown on completion date) will be transferre@ the Debt Ma t Office to

purchase NZ Government securities on the date omp!e
(A) Accounting treatment for the sale of angoing | @ e‘business to IAG

ss, the final accounts will

include a revised valuation of the ou j claims liabi p'to the date of sale. The
figures presented in this report rep e most up-igidate information available but may

be subject to change on comple ae
A gain on sale of approxi 5242 millio % ted for the sale of AMI NewCo

(including the sale of the gain on sale is calculated as follows:

@ I NewCo 242

ecorded as a gain (below OBEGAL) and will reduce the operating
sancial Statements of the Government assuming the sale completes in
The sale will also increase the Government’s net worth by $242 million
 AMI net assets of $120 million and recognition of the $362 million net sale

Net Debt (a core Crown indicator) will increase by $100m in April as a result of the $100
million capital injection by the Crown into SRSL.
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(B) The estimated cost to the Crown of the AMI support package

The following table shows the likely cost of the support package over its life taking into
account the expense already recognised in the Financial Statements of the Government in
2010/11.

The 2011/12 forecast includes AMI NewCo operating result up to the expected completion
date, 5 April 2012. The forecast also assumes that the risk margjn provision (being~14.2% of
the central estimate) is released through OBEGAL annually, in rtion to the being
settled. This is predicated on the forecast assumption that cl centyal
estimate.

7@}

Cash
payments
to AMI

$m
Recognised in 2010/11 Crown Financial

Statements
Impairment of Investment in AMI
losses recognised 2010/11 @

OBEGAL impact

Projected Crown impact for D%
Gain on Sale BAU @

Gain on Sale property

Gain (below OBEGAL) % Q
Revenue 261
Expenditure (in ing’ $146m increase% rovision) (422)
April Increage~in Clagime valuatiol (25)
OBEG % deficit inc -. (187)
orecasts 1‘;! 2015/16)
= 0 40
Unwind bt discountj (42)
Expenses
Unwind of risk 216

(21)
OBEGAL i fcit reduces) 194

Fundi
Initial g@ﬂ for Crown to AMI Oldco - 2011/12 (100)
Surplus on fiquidation/(future cash shortfall) 2

Total cost to Crown / Total funding required (98) (98)

While the $98 million cost is the best estimate of the likely cost of the AMI support package
over its life based on current information, there remains considerable uncertainty about the
final cost of Canterbury earthquake claims. Any changes in the final costs of Canterbury
claim will impact the ultimate cost to the Grown’s of the AMI support package.

Treasury:2310170v2 COMMERCIAL-IN-CONFIDENCE 3
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(C) Updated valuation of AMI Canterbury earthquake related claims

SRSL will exist to manage the payment of Canterbury earthquake related claims that existed
prior to completion of the sale to IAG. All the assets and liabilities relating to SRSL,
including the outstanding claims liability and relevant reinsurance receivables will continue to
be consolidated into the financial statements of Government as a Crown company under
schedule 4 of the PFA 1989.

AMI’s actuaries are completing a valuation of outstanding clais
sale of AMI NewCo to IAG. The actuary’s preliminary fin' at the quistant
claims provision will increase by $171 million (including pn addition

This increase has been recognised as follows:

e AMI's February financial results and rece
included an allowance for $100 million o

° Allowance was made for an additional$
cl

reflect the actuary’s latest val%
This updated valuation has been-nfor gime exp
Q&; pleted since the last valuation. The
grpleted by AMI has increased from

er-informed b
the number of detailed repair, ents (
number of detailed repair ments (DRA
approximately 50% of t as at .u‘l} 11 to over 80% as at February 2012.
The central estimat st of clai agincreased by $150 million ($171 million
including risk mar o: %

o Estima gaif and re%ild costs increasing, with repair cost estimates coming in

it is fina '
b -“qe- ience and a significant increase in

e Octobe tion and rebuild costs increasing due to the significant
provi -@E hnical Gategory 3 (or blue/green) properties; and
i ker of out of scope claims, although the average cost of these
is in lingl v ectations.

Any further incré laims expenses (including increases in claims handling costs) will

increase the OBEGAL deficit. This would also have flow-on impacts to additional funding that
AMI Oldco{Seauthern Response) would require under the CSD. Additional funding under the
CSD will(j et debt (a core Crown indicator).

Maureen Tong, Senior Accountant, Deposit Guarantees Schemes, 917 6169
John Park, Manager, Deposit Guarantees Schemes, 917 6252
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Kaitohutohu I&mpﬂpa Rawa

Treasury Report: AMI OldCo — Orders in Council

SO

£
| Date: | 10 April 2012 Report No! KT2012/662 |

Action Sought

G Y

Minister of Finance
(Hon Bill English)

> \©
Action Sough}/’@ o (D%aj ne
JGA

Paper, C ﬁo\\@ednesday 11 April 2012

Minister for Canterbury Earthquake

Recovery
(Hon Gerry Brownlee) @_\

m

} ard all thel enfs to the
binetory@ @m

b e
e attached tﬁ \e@nd CAB | By 10 am Thursday 12 April 2012

Associate Minister of Financm\@

(Hon Steven Joyce) S \%

Note @or this report None

Associate Minister of Fi aﬂ/e> \V

Not}i@m\a’tems of this report None

(Hon Dr Jonathan @@ega

Contact for- ephopgpi\ ussion (if required)
N

- S

Telephone 1st Contact

John Park Manager, Guarantee Schemes 917 6252(wk)

[ Withheld under s9(2)(a)] p

{
I
tor 917 6148 (wk) |

Stephen Flevill( (\\V Senior Solici
ng=

Ministers’ Office Actions (i

f required)

Once the Report, CAB Paper, CAB 100 Form, and Advice Sheets have been signed by the Minister of Finance, forward
all the documents to the office of the Minister for Canterbury Earthquake Recovery.

Once the Report, CAB Paper and CAB 100 Form have been signed by the Minister for Canterbury Earthquake Recovery,
forward the CAB Paper, Advice Sheets, and CAB 100 Form to Cabinet Office.

Enclosure: Yes Cabinet Paper-AMI-Schedule 4 PFA and Schedule 1 Ombudsmen Act
(Treasury:2267099v1) —Add to worklist

Treasury:2277948v1
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10 April 2012

Treasury Report: AMI OldCo — Orders in Gouncil

Executive Summary

This report briefs you on the attached Cabinet Paper which rec ds that Cabinét
authorise the submission of two Orders in Council to the Exeguftive Gowncil.

On 27 February 2012, Cabinet agreed that AMI OldCo (reng :
Earthquake Services Limited (“Southern Response”)) bg addedvia Orders cil to

Schedule 4 of the Public Finance Act 1989 (the “PFA”), and-Sehedule i Part&of the
Ombudsmen Act 1975 (the “Ombudsmen Act”) [C in (12) 1/7, itmed in CAB Min
(12) 6/1 refers].
These Orders in Council add Southern Res chedul FA, and Schedule 1,
Part 2 of the Ombudsmen Act. e &
Orders in Gouncil — Public Fipal t and dsmen Act

N

el

or |AG to purchase the on-going insurance
rred into a new subsidiary of AMI.

AMI and Q‘é( SR 1 Limited) prior to the completion of the IAG sale, including all

s arising out of the recent Canterbury earthquakes.

insurangss

3. So sponse will be a Crown-controlled company listed in Schedule 4 of the
PE subject to the Official Information Act 1982.

4.  On 27 February 2012, Cabinet agreed that Southern Response be added to Schedule
4 of the PFA, and Schedule 1, Part 2 of the Ombudsmen Act [CBC Min (12) 1/7, as
confirmed by CAB Min (12) 6/1].

5. Section 3A(1)(a)(iv) of the PFA authorises the Governor-General, by Order in Council,
to add the name of a company to Schedule 4 of the PFA. Section 3A(2) of the PFA
provides that an Order in Council may be made under subsection 3A(1)(a)(iv) only if
the Governor-General in Council is satisfied, at the time of the making of the Order in
Council, that more than 50% of the issued ordinary shares in the capital of the
company to which the order relates are held by Ministers of Crown on behalf of the
Crown.

T2012/662 : TR-Cover to AMI Regulations Cabinet Paper Page 2
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6.  Section 3A(1)(b) of the PFA authorises the Governor-General by Order in Council to
declare that certain provisions of the Crown Entities Act 2004 (“CEA") will apply to the
organisation. Section 32(2)(a) of the Ombudsmen Act authorises the Governor-
General, by Order in Council, to add any organisation to Schedule 1, Part 2 of the
Ombudsmen Act.

7.  The Minister of Finance and the Minister for Canterbury Earthquake Recovery each
hold 50% of the issued ordinary shares in the capital of th

sections 139,150,153,161,162 and 164 of the CEA.
and 150 of the CEA to Southern Response is that the

9.  The broad policy basis for applying sectigris
Response is that Southern Response willb
for Southern Response to enter into ahy

5 K)
Hvetive tra %,otherthan perhaps
%‘ . IFthere is any unexpected
ot

foreign exchange or forward foreig
shortfall in Southern Response’s ¢ en to Ministers to approve

borrowings under section 160
reason that the Grown Suppo

ase\by edse basis. It is also for this
D .% estated form) will be retained to
[ l. f\q in case there is a shortfall in

@‘t 6n 163 of the CEA, which imposes
demnities. This is because Southern
ew insurance policies, but only to the extent
nce claims as a result of the Canterbury

10.

11. provided with draft Orders in Council adding Southern

the PFA and Schedule 1, Part 2 of the Ombudsmen Act

CAB Min
12. We wi% for the following to be provided to Cabinet on 16 April 2012:
d

° er in Council adding Southern Response to schedule 4 of the Public
nce Act 1989, and applying sections 139,150,153,161,162 and 164 of the
Crown Entities Act 2004 to Southern Response;
e An Order in Council adding Southern Response to Schedule 1, Part 2 of the
Ombudsmen Act 1975.

Recommended Action

We recommend that you:
Minister of Finance

a sign the attached Cabinet Paper, CAB 100 Form, and advice sheets relating to the
Public Finance (Southern Response Earthquake Services Limited) Order 2012 and the

T2012/662 : TR-Cover to AMI Regulations Cabinet Paper Page 3
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Ombudsmen Act (Schedule 1 — Southern Response Earthquake Services Limited)
Order 2012; and
b  forward the attached Cabinet Paper, CAB 100 Form, and advice sheets relating to the
Public Finance (Southern Response Earthquake Services Limited) Order 2012 and the
Ombudsmen Act (Schedule 1 — Southern Response Earthquake Services Limited)
Order 2012 to the Minister for Canterbury Earthquake Recovery by 11 April 2012;
Minister for Canterbury Earthquake Recovery

c sign the attached Cabinet Paper and CAB 100 Form relafir 4%53
QI ‘ e

(Southern Response Earthquake Services Limited) Orde Act
(Schedule 1 — Southern Response Earthquake Sery and

d  forward the attached Cabinet Paper, advice shee elating to the
Public Finance (Southern Response Earthqua rder2012 and the

John Park
Manager, Guarantee Sche

Hon Gerry Brownlee
Minister for Canterbury Earthquake Recovery

T2012/662 : TR-Cover to AMI Regulations Cabinet Paper Page 4
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IN-CONFIDENCE

THE TREASURY

Kaitohutohu Kaupapa Rawa

Treasury Report: Southern Response Earthquake Services Limited/SR 1

Limited — Regulations
A

£\

NN
Date: I 10 April 2012 Iﬂé)%qﬁty I(F\?\Q\!\\Zlﬁb‘é |
\7

Action Sought
\>
Action Soug @ ine

\@ 10 am Thursday 12 April
2012

Minister of Finance
(Hon Bill English)

Minister for Canterbury Earthquake he contents @ None
Recovery
(Hon Gerry Brownleg) (3

/B

Associate Minister of Financ(@u{)te the \J this report None
(Hon Steven Joyce) %

Associate Minister of No \hesr;m%ms of this report None
(Hon Dr Jonathan Col

Contac %phon@mgon if required)

W
Name QP@& Telephone 1st Contact

[vvum held under s9(2)(a)]

John Park ger, Guarantee 917 6252(wk) | v
ﬁchemes |
Stephen Revm Senior Solicitor 917 6148 (wk) i
ot i

Ministers’ Office Actions (if required)

Once the Report, CAB Paper, CAB 100 Form, and Advice Sheet for the Insurance (Prudential Supervision) Act
(Southern Response Earthquake Services Limited and SR 1 Limited) Regulations 2012 have been signed by the Minister
of Finance, forward all documents to the Cabinet Office.

Provide copies of all documents to the Minister for Canterbury Earthquake Recovery and the Associate Ministers of
Finance for their information.

Enclosure: Yes Cabinet Paper-AMI-Insurance (Prudential Supervision) Act 2010 Requlations

(Treasury:2281559v1) Add to worklist

Treasury:2281606v1 IN-CONFIDENCE
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IN-CONFIDENCE
10 April 2012

Treasury Report: Southern Response Earthquake Services
Limited/SR 1 Limited — Regulations

Executive Summary

1. On 27 February 2012, Cabinet agreed that Southern R
Insurance Limited (renamed SR 1 Limited (“SR1L"))

public entities (within the meaning of section 5(1) of;[;? ptic Audit to which

section 8(2)(d) of the IPSA applies [CBC Min (12 nfirmed b in(12)
6/1 refers]. The effect of this declaration is tha

Southerr Responge andh3R1L will be
considered, for the purposes of IPSA, compahigsiwhich do no insurance
business in New Zealand. This means that'the ot be subje he requirements
of IPSA.
% Order in Council, and
ith’a mmendation from the
to.fizake regulations via Order in
which section 8(2)(d) of IPSA
applies. Section 8(2)(d) of IPS \‘% does not carry on insurance

business in New Zealang %e purpose Aif the person is a public entity
518 5(1) of the Rublic Kudit Act 2001) that is declared by
which se B(2)(d) of IPSA applies.

2. Section 237(1)(b) of IPSA authorises
on the advice of the Minister giveprina

3. The Reserve Ban
declaring Sout onse

atthe Minister of Finance make regulations
to be public entities which are not carrying on
the purposes of IPSA.

insurance in New
4. Weattacha t from the Reséerve Bank confirming that the attached Cabinet paper

regommend iven by the Reserve Bank that the regulations be made.

refle

5 @ S previ
Response and
insticance busj

Parliament

provided with a draft Order in Council declaring Southern
¥ SR1L) to be public entities which are not carrying on
ew Zealand for the purposes of IPSA. Cabinet noted that the
| Office has prepared the regulation, attached in draft form to
in (12) 1/8, as confirmed in CAB Min (12) 6/1 refers].

6. Wewi ngé for the Order in Council declaring Southern Response and SR1L to be
i s which are not carrying on insurance business in New Zealand for the
purpgses/of IPSA to be provided to Cabinet on 16 April 2012.

7. A Cabinet Paper, Advice Sheet and Cab 100 Form relating to the Order in Council are
attached for your signature.

T2012/663 : Southern Response Earthquake Services Limited/SR 1 Limited - Regulations Page 2
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IN-CONFIDENCE

Recommended Action

We recommend that you:
a sign the attached Cabinet Paper, CAB 100 Form, and advice sheet relating to the

Insurance (Prudential Supervision) Act (Southern Response Earthquake Services
Limited and SR 1 Limited) Regulations 2012;

b forward the attached Cabinet Paper, CAB 100 Form and o sheet rela@he
Earf rvic

John Park ?// :
Manager, Guarantee Schemes f %

Hon Bill English @:
Minister of Finance % %

T2012/663 : Southern Response Earthquake Services Limited/SR 1 Limited - Regulations Page 3

IN-CONFIDENCE
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aaaaaaaaaaaaaa idential CHAPMAN
TRIPP

(relating to a Crown §4
Convertible Prefer

Her Majesty the in righ ealand

AMI Insuranc ings ALimited

Souther W@nse Eart%uake Services Limited

Q
&
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DEED OF AMENDMENT AND RESTATEMENT (RELATING TO A CROWN SUPPORT
DEED AND CONVERTIBLE PREFERENCE SHARES CONDITIONS)

Date:

Time:

PARTIES ® @9
Her Majesty the Queen in right of New Zealand act&nd through thtq inister of

Finance (Crown) % %
AMI Insurance Holdings Limited (AMI Holdi @
Southern Response Earthquake Servi ed (fomm@lnsurance Limited)

(Southern Response)

BACKGROUND @ ; 5

A The Crown, AMI Holding . AMI Insura

which the Crown agrée provide thé A
terms and conditi
B As contempla y o) n Support Deed, the Crown subscribed for
ertl

500,000,0 ares in AMI Insurance Limited (now Southern
Response ully called, but unpaid, basis by AMI Insurance
thern ResponseéY'to the Crown on 13 April 2011 pursuant to a
iptior greemenn the Crown and AMI Insurance Limited (now
Résponse) @ April 2011, the rights, privileges and limitations

¥'to whicr% get out in the schedule to that agreement (Conditions).

@ngs and Southern Response have agreed:
(i) p t te’'clause 19.6 of the Crown Support Deed, to amend and restate the
@ pport Deed:

to set out the current terms and conditions on which the Crown agrees
to continue to provide the Southern Response and its subsidiaries with
support;

@)

(b)  so that AMI Holdings will cease to be party to the Crown Support Deed;
and

(i)  pursuant to clause 6.3 of the Conditions, to amend and restate the
Conditions.

1493346 1
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DEED OF AMENDMENT AND RESTATEMENT

THE PARTIES AGREE as follows:

1 INTERPRETATION

1.1 Definitions
In this Deed, unless the context requires otherwise, capj rms shall‘hédvethe
meanings given to them in the Crown Support Deed, an pitalised termnot so
defined shall have the meanings set out below:

(a) Amended and Restaled Conditions means &nded a res!q !d
Conditions in the form attached to thi in Schedul

(b) Amended and Restated Crown Su means t@ hded and
restated Crown Support Deed i attach is Deed in Schedule
One; and

(c) Effective Date has the @en to t n clause 2.
1.2 Construction
Ayt requires :
ience’ only, and do not affect

In this Deed, unless the
i

(a) Headings:

interpretati
(b) a reference to a Section or a clause or
Sch tion or clause in, or Schedule to, this Deed;
() : the simgular includes the plural and the converse;

nt'd@s amended, novated, supplemented or replaced from time to

(f)r lation: a reference to legislation or to a provision of legislation includes
any amendments and re-enactments of it, a legislative provision substituted
for it and a statutory regulation, rule, order or instrument made under or
issued pursuant to it.

2 EFFECTIVE DATE

This Deed comes into effect from the date and time of execution as indicated at the
front of this Deed (the Effective Date).

1493346 2
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o

DEED OF AMENDMENT AND RESTATEMENT

3 RETIREMENT OF AMI HOLDINGS FROM CROWN SUPPORT DEED

ed (in(&as

The parties agree that, with effect from the Effective Date:

(a)  AMI Holdings will cease to be a party to the Crown
amended and restated pursuant to this Deed); and

(b)  AMI Holdings will be released from all of its oblig

any rights, under the Crown Support Deed {
restated pursuant to this Deed).

(a) the Crown Support Deed sha

(b) the Crown Support Dee

will continue in fulf'force and effect
between them te %wn Suppa

and Restated Crowh, Support De

Res
6 REPR% IONS
Ths ntations in clauses 8.1(a), 8.1(b), 8.1(c), 8.1(d), 8.1(e), 8.1(f) and

8.1(k)_of the Crown Support Deed are deemed to be made by each of AMI Holdings
and Southern Response on the date of this Deed by reference to the facts and
circumstances then existing and as if every reference in any of those representations
to “this Deed” were a reference to this Deed.

7 COUNTERPARTS
This Deed may be executed in two or more counterparts, each of which will be

deemed to be an original, but all of which together shall constitute one and the
same instrument,

1493346 3
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G

DEED OF AMENDMENT AND RESTATEMENT
8 GOVERNING LAW

This Deed will be governed by and is to be construed in accordance with New
Zealand law.

1493346 4
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DEED OF AMENDMENT AND RESTATEMENT
EXECUTED AND DELIVERED as a deed by:

Gabriel Makhlouf, Secretary to the Treasury, )
for and on behalf of Her Majesty the Queen in )
right of New Zealand under delegation for the )
Minister of Finance in accordance with section 28 of )
)
)

the State Sector Act 1988 in the presence of:

Witness’ name: @@ @
Witness’ occupation: %
Witness’ address: @

Southern Response Eart

Limited by: %
Director

Director
Name: % : V Name:
AMI Insu%’ance H&@aimited by: .

Director w
in the preof:

Name:

>
%)

Occupation:

Address:

1493346
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Private and Confidential

G

SCHEDULE ONE: AMENDED AND RESTATED CROWN SUPPORT DEED

v &

Crown Support %&% \x
&
Her Majesty the Quc%@@;ht t@
New Zealand @
Southern Respart Services Limited
S
SN

1493346
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SCHEDULE ONE: AMENDED AND RESTATED CROWN SUPPORT DEED

CROWN SUPPORT DEED

Date: 7 April 2011, as amended and restated on 2012
PARTIES ; 3
Her Majesty the Queen in right of New Zealand acting ugh the@er of

Finance (Crown)

Southern Response Earthquake Services Limited (fo%x AMI In ra&nited)
(Southern Response) < : 1 %
BACKGROUND @ @

A As a result of the Canterbury earthgu etween S&fﬂ%p 2011 and February

ived claims for damage
estimated at $1.8 billion. AMI ele shareholder, AMI

Respo
uratee’Limited’s t
Holdings, requested the Cro rt as it derned that AMI Group's
reserves, reinsurances and inv nts wo sufficient to cover all claims
under AMI Insurance Li policies re g the recent Canterbury
earthquakes. @

B The Crown, AMI HQ ¢/ Limited entered into the Crown Support
Deed on 7 April 28 der whig rown agreed to provide the then AMI Group

with support -@—
C AMI Insur ited subs agreed to sell its non-earthquake related
businegs.to IAG/ and that sale was completed on 5 April 2012. From that date
f} ponse is o operate as a run-off insurer in relation to Covered
C %‘p is otherwjse, intended to operate its business consistent with normal
merefal and fi ally prudent principles (including with respect to its cost
ctures).
D The Crow % €s that there continues to be a significant level of uncertainty as
to the a molint required to cover all Covered Claims. Because of that
uncer e remains the potential for a shortfall between:

(i) ern Response’s reserves, reinsurances and investments; and

(i) Southern Response’s obligations in respect of the Covered Claims.

&

E The restatement of the Deed sets out a mechanism by which the Crown will fund
Southern Response, if required, to meet any such eventual shortfall to assist
Southern Response to discharge its obligations in respect of the Covered Claims, but
only after Southern Response has had recourse to the Group's re-insurance,
reserves and investments.

F However, the Crown and Southern Response also recognise that:

1493346




