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Introduction 
 
 
This Statement of Intent (SOI) has been prepared by the Board of Southern Response Earthquake 
Services Ltd (“Southern Response” or the “Company”) (formerly AMI Insurance Ltd) in accordance 
with Part 4 of the Crown Entities Act 2004. 
 
It sets out the Company’s objectives, intentions and performance measures for the period from 5 
April 2012 to 30 June 2012 and the year ended 30 June 2013 and the subsequent 2 years. 
 
 

Statement of Responsibility 

 
Southern Response is responsible for the prospective financial statements and statement of service 
performance contained in this document, including the appropriateness of the assumptions 
underlying them.  Southern Response is also responsible for internal control systems, which provide 
reasonable assurance as to the integrity and reliability of financial reporting. 
 
 
 
 
 
 
 
 
 
 

        
   

Ross G Butler  Anne J Urlwin 

Chairman  Deputy Chairman 
   

 
 

29 January 2013   
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Background 

AMI Insurance Limited Background 

As a result of the Canterbury earthquake events from September 2010 to 5 April 2012, AMI 
Insurance Ltd (AMI), New Zealand’s second-largest residential insurer with approximately 35% of the 
Christchurch residential insurance market, received claims for damage estimated at more than $1.9 
billion.  Claims covered over 6,600 houses, 20,000 other property claims, and 2,400 contents claims, 
6,200 claims for temporary accommodation and 700 claims for loss of rent.   

The company’s largest previous catastrophe event gross cost was less than $9 million. 

Crown Support Deed 

AMI Holdings Ltd, the then shareholder of AMI Insurance Ltd, requested the Crown’s support on 9 
March 2011 as it was concerned that the AMI Group’s reserves and reinsurances may not have been 
sufficient to cover all claims under AMI’s policies resulting from the earthquake events. 

In April 2011 the Crown and AMI (AMI Holdings Ltd and AMI Insurance Ltd) entered into the Crown 
Support Deed (dated 7th April 2011) under which the Crown agreed to provide AMI with support on 
certain terms and conditions.  AMI issued 500,000,000 called but unpaid Convertible Preference 
Shares to the Crown on 13 April 2011 pursuant to a Subscription Agreement. 

AMI subsequently agreed to sell its non-earthquake related business to IAG (NZ) Holdings Ltd, and 
that sale was completed on 5 April 2012. 
 

Commencement of Southern Response Earthquake Services Limited 

Immediately following completion of the sale, the following occurred: 
 

a) The Crown paid $100 million of the unpaid Convertible Preference Shares which were then 
converted into ordinary shares in AMI, thereby giving the Crown ownership of 99.99% of the 
ordinary shares in AMI. 
 

b) AMI was renamed Southern Response Earthquake Services Ltd., the Constitution was revised 
and the new Board took up their Directorships. Pursuant to an Order in Council, Southern 
Response became an organisation named in Schedule 4 of the Public Finance Act 1989, with 
a new Board appointed by the Crown 
 

c) Southern Response and the Crown executed an amended Crown Support Deed that 
recognised the significant level of uncertainty as to the actual amount required to meet all 
Covered Claims, and the resultant potential for a shortfall between Southern Response’s 
reserves, reinsurances and investments and Southern Response’s obligations in respect of 
the Covered Claims, by providing for the Crown to fund any such eventual shortfall (after the 
company has had recourse to its reinsurance, reserves and investments). 
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Southern Response’s purpose from 5 April 2012 became to operate as a run-off insurer in relation to 
Covered Claims, with the intention to operate its business consistent with normal commercial and 
financially prudent principles.  It will not take on any new insurance business except to the extent 
that it is ancillary to its claims management business. 

Covered claims are defined as1 – 

a) Any Retained Claim – any claim made by or on behalf of a policyholder under any customer 
insurance contract relating to any Retained Claim Event, irrespective of whether the claim is 
made prior to, on or after 5 April 2012 

Retained Claim Event means the Canterbury earthquake events recognised by EQC as 
occurring from 4 September 2010 through 9 October 2011; and any other event that 
occurred prior to, or was continuing in progress, as at 5 April 2012 which entitles 
Southern Response to make a reinsurance claim 

b) Any other claim for which Southern Response is or may be liable pursuant to Clause 13 of the 
IAG Sale Agreement (relating to customer insurance contract indemnities and retained claims 
not clear at 5 April 2012) 

c) Any claim arising in respect of any Covered Insurance Contract 

Covered Insurance Contract means any contract works or similar insurance policy 
under which Southern Response is or may be liable from time to time; and any other 
insurance policy under which Southern Response may be liable from time to time and 
which has been approved by the Crown (either individually or as a class of insurance 
business). 

 

 

                                            
1 Per Clause 1 of the Crown Support Deed 
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Operating environment 

 

Impact of the Canterbury earthquake events 

The operating environment for AMI changed markedly following the Canterbury earthquake events, 
particularly those of 4 September 2010 and 22 February 2011.  

The Earthquake Commission noted in its December 2011 Briefing to the Incoming Minister – 

The Canterbury earthquakes of 2010 and 2011 were New Zealand’s most damaging natural 
disaster. As a result of the 22 February 2011 earthquake, 182 people lost their lives and 
many more were injured.  Extensive damage to land and buildings has meant thousands of 
people have to replace their homes.  Treasury estimates the total cost of the earthquakes at 
around $30 billion, which is around 15% of GDP.  To put this into context, the March 2011 
earthquake off the north-east coast of Japan, although larger in physical terms, is estimated 
to have caused damage equivalent to around 3 to 5% of Japan’s GDP. Rebuilding and 
recovery, therefore, represents a huge challenge for Canterbury communities and the whole 
country. 

The Canterbury earthquakes also represent an unprecedented challenge for EQC.  As at 24 
November 2011, EQC has received 618,000 building, land or contents claims. Its previous 
biggest event was the Inangahua earthquake in 1968, with 10,500 claims.  Internationally, 
the 4 September 2010 and 22 February 2011 are each among the five most damaging 
earthquakes in the world by insured losses. 

 

Life of Southern Response 

The Company has a finite life. Its purpose will have been achieved once the insurance claims 
associated with the Canterbury earthquake events up until 5 April 2012 have been settled and the 
company has performed all of its obligations, including re-builds of properties, in respect of those 
settled claims.  It is expected that this will take at least five years from early calendar 2012, although 
the period could be longer.  

The estimated cost to the Crown under the Crown Support Deed is updated to align with Southern 
Response’s financial statements with each revaluation of the claims liability and is reported 
externally in Treasury’s annual accounts. However transactions pursuant to the Crown Support 
Deed, being an inter-entity arrangement, are eliminated in the Crown accounts. 
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Nature and scope of operations 

 

Statutory and Accountability Framework 

Statutory framework 

Southern Response is incorporated under the Companies Act 1993, and is listed in Schedule 4 of the 
Public Finance Act 1989, rather than as a Crown entity under the Crown Entities Act 2004. The 
Schedule 4 listing allows flexibility for the Company to achieve its Constitutional objectives, but 
certain provisions of the Crown Entities Act apply automatically by virtue of the Company being 
listed in Schedule 4 of the Public Finance Act. 

In addition to certain Crown Entities Act requirements, the nature and scope of Southern Response’s 
day-to-day operations are governed by the Companies Act 1993 which provides that the Board, each 
Director and the Shareholding Minister has the rights, powers, duties and obligations set out in the 
Act, except to the extent that they are negated or modified, in accordance with the Act, by Southern 
Response’s Constitution. 

Shareholding and Governance 

The Company’s shareholders are the Minister of Finance and the Minister of Earthquake Recovery, 
each holding 500,001 ordinary shares on behalf of the New Zealand public. 

Southern Response has a Board of six directors, appointed by its shareholding Ministers following 
agreement by Cabinet.   Current directors are – 

Ross Butler (Chair) –  to 30 June 2014 

Anne Urlwin (Deputy Chair) -  to 30 June 2014 

Jenn Bestwick - to 30 June 2014 

Bevan Killick - to 30 June 2013 

Susan Thodey - to 30 June 2013 

David Whyte - to 30 June 2013 

 

The Board of Directors is responsible for the overall direction of Southern Response’s business and 
other activities on behalf of the Shareholding Ministers in the manner set out in the Company’s 
Constitution and Statement of Intent, augmented by the Shareholder’s annual Letter of 
Expectations. 

Southern Response is based in Christchurch. 

Accountability 

Southern Response is accountable to its Shareholding Ministers.  Treasury assists the Shareholding 
Ministers in monitoring the Company’s performance against the Crown’s objectives for the Company 
and in terms of delivery against the financial and non-financial performance measures set out in this 
Statement of Intent. 
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Funding, financial management and surpluses 

Funding 

Southern Response’s operational funding will be from – 
 

 Reinsurance recoveries  
 

 Proceeds of sale AMI Insurance (Operations) Ltd to IAG  
 

 The remaining investment portfolio of AMI which will be liquidated over time, including the 
sale of its property portfolio to Crown Asset Management Ltd  
 

 $500 million under the Crown Support Deed of which $100 million has already been paid to 
Southern Response.  This financial support will only be available after the Company has had 
full recourse to its reinsurance, reserves and investment proceeds. 
 

 
Furthermore, as at 30 June 2012 the Company has a net asset deficit of $47.259 million due to 
increases in the estimated level of claim liabilities.  Consequently the Directors have entered into a 
funding arrangement with the Crown providing for the issue of a further $500 million of uncalled 
capital to ensure the Company has sufficient cash and capital to meet the payment of claim 
obligations as they fall due.  This facility will only be called if required, after the company’s 
reinsurance, investments and current Crown support of $500 million are exhausted. 

Financial management 

The Board of Southern Response recognises that one of its principal duties is to manage the 
Company in a financially responsible manner.  

Dividends and surpluses 

It is not intended that the Company pay a dividend to its shareholders during the term of this 
Statement of Intent.    

Role of Southern Response 

Overall objective 

Southern Response’s Constitution defines its purpose as: 

“To manage Covered Claims2, to manage the Company’s recoveries from reinsurers, to 
manage its investment portfolio and to conduct any activities that are associated with those 
purposes.” 

The company does not take on any new insurance business except to the extent that it is ancillary to 
its claims management business. 

                                            
2 Covered Claims as defined in the Crown Support Deed and noted in the Background section (pages 3 to 4) of this Statement 

of Intent  
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Primary functions 

To meet its purpose, the Company’s primary functions are  
 
1. Canterbury earthquake (“CEQ”) claims management –  

The assessment and meeting of Canterbury earthquake-related claims made by Southern 
Response policyholders, including managing repairs and re-builds of damaged properties.   

 
2. Reinsurance proceeds recovery – 

The recovery of reinsurance proceeds, including liaising with the reinsurers (and the Earthquake 
Commission) and providing evidence that claims have been validly paid within the terms of the 
insurance contracts.   

 
3. Funds and other assets management - 

The management of funds from the sale of AMI Insurance (Operations) Ltd to IAG until these are 
required to meet claims costs, funds from the Crown pursuant to the Crown Support Deed and 
management of assets (cash funds currently held and financial assets following the sale of the 
company’s property portfolio to Crown Asset Management Ltd). 

 

The size and scale of Southern Response and the specifics of the work it undertakes will vary over 
time as the insurance claims are progressed and re-builds undertaken, and the Company is likely to 
require differing specialist resources as different phases evolve.  The Company may need to adopt 
different business models over time in order to ensure appropriately efficient and effective 
administrative and management support systems. 

In November 2010, AMI Insurance appointed Arrow International Limited (Arrow) to project manage 
house rebuilds and repairs.  In November 2011, Arrow’s appointment was extended to cover the 
replacement of damaged property which is EQC out of scope such as fences, driveways and 
swimming pools. 

Crown Entities Act 

As a company listed in Schedule 4 of the Public Finance Act 1989 certain sections of the Crown 
Entities Act 2004, and any regulations that apply in relation to those sections, apply to Southern 
Response as if it were a Crown Entity.   

Those that apply automatically to Southern Response comprise: 

a) Supply of information – section 133 requires the Board to supply to its Responsible Ministers any 
information relating to its operations or performance that the Ministers request; section 134 
sets out the grounds for withholding the requested information3; section 134 sets out the 
reasons for refusing to supply requested information 

b) Annual financial statements -  section 154 imposes the requirement for the Company to prepare 
annual financial statements, with section 155 imposing the requirement for a Statement of 
Responsibility and section 156 the requirement for an Audit Report 

c) Operation of bank accounts – section 158 requires the Company to seek the approval of the 
Minister of Finance for bank accounts outside of New Zealand. 

                                            
3 S134  Crown Entities Act provides for a request for information to be refused if the withholding of the information is 

necessary to protect the privacy of a person, or the supply of the information would limit the ability of the Company to act 
judicially or to carry out its statutorily independent functions 
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Additional provisions of the Crown Entities Act 2004 that apply to Southern Response under the 
terms of the Order in Council naming the Company as a Schedule 4 organisation comprise: 
 
a) Statement of Intent – sections 138 – 149 covering Statements of Intent impose an obligation on 

Southern Response to prepare a Statement of Intent (section 139), with the form and content as 
prescribed by sections  141 and 142  

b) Annual Report – section 150 imposes the requirement for the Company to prepare and submit 
an Annual Report, with the form and content as prescribed by section 151, and disclosing the 
information required under section 152 (in respect of payments to members, committee 
members and employees)  

c) Statement of Service Performance - section 153 requires Southern Response to prepare a 
Statement of Service Performance in accordance with the prescribed form and content  

d)  Acquisition of securities (section 161), entering into borrowings (section 162) and the use of 
derivative transactions (section 164) – all of which require the joint approval of the Minister of 
Finance and the Responsible Minister.  

 
Specific provisions of the Crown Entities Act 2004 that are relevant to Southern Response’s 
operations but which do not apply to the company are: 
 
a) Granting of indemnities – section 163, as insurance contracts are deemed to be indemnities, 

section 163 does not apply, thereby enabling the company to issue new insurance contracts to 
the extent necessary for the conduct of its business; e.g. contract works insurance in association 
with the repair and re-build work the company commissions 

b) Net surplus payable – section 165, which requires a Crown owned entity, if so requested by 
Shareholding  Ministers, to pay the whole or part of any net surpluses (including an annual profit 
as well as accumulated surpluses) to the Crown, does not apply to Southern Response by virtue 
of Section 3A (1) (b) of the Public Finance Act. However Shareholding Ministers expect that on 
completion of settlement of all claims obligations any surplus capital will be returned and that 
Southern Response’s SOI covering that period will reflect this expectation. 

As a result of those sections of the Crown Entities Act that do apply to Southern Response, it is 
implicit that the following sections of the Act also apply: 

a) Duty to act consistently – section 92 requires the Company to act consistently with its objectives, 
functions and Statement of Intent 

b) Subsidiaries - section 97 requires the Company to ensure that each of its subsidiaries does not 
do anything that Southern Response itself does not have the power to do, and that each 
subsidiary acts consistently with Southern Response’s objectives and current Statement of Intent 
and exercises its powers for the purposes of Southern Response’s functions.   

While Southern Response is not required to, the Board does intend that the Company comply with 
the following Crown Entities Act provisions relating to employees: 

a) Employment of Chief Executive - the Board, prior to agreeing the terms and conditions of 
employment for a Chief Executive, will consult with the State Services Commissioner (“SSC”) 
and, if the proposed terms and conditions do not comply with any guidance issued by the SSC, 
with the Responsible Minister (as set out in section 117)  

b) Good employer - the Company will be a “good employer”4 (as set out in section 118). 

  
                                            
4 Referred to in more detail in SOI section on Capability  
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Other legislation and regulations 

As a Crown company, Southern Response is also subject to the Official Information Act 1982 (OIA) 
and the Ombudsmen Act 1975. The Crown’s Letter of Expectations requires that Southern Response 
advise the Shareholding Ministers when a request under the OIA is received and of the proposed 
response. 

Under the Public Audit Act 2001, the Controller and Auditor-General is the auditor of the Company.  
The Controller and Auditor-General has appointed Michael Wilkes of Deloitte to carry out the audit 
of the Company on her behalf. 

The Insurance (Prudential Supervision) Act 2010 (“IPSA”), while specifying that the Company’s claims 
management and settlement functions meet the definition of an “insurance business”, does not 
apply to Southern Response following its removal from the ambit of the Act via regulations made 
declaring Southern Response to be a “public entity” controlled by the Crown5.     

Southern Response participates in the Insurance and Savings Ombudsman scheme. Decisions of the 
Ombudsman, an independent statutory authority that considers complaints regarding all types of 
personal and domestic insurance provided the disputed amount of the claim does not exceed 
$200,000, are binding on Southern Response.  

The Owners Expectations Manual for State-Owned Enterprises, while not written specifically for 
Crown companies listed in schedule 4 of the Public Finance Act, contains many expectations which 
apply to Southern Response. 

  

                                            
5 S8 (2) of IPSA provides that a person does not carry on an insurance business in New Zealand for the purposes of the Act if 

the person is ….. (d) a public entity (within the meaning of section 5(1) of the Public Audit Act 2001) that is declared by 
regulations to be an entity to which this paragraph applies 
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Outcomes and objectives 

 

Outcomes 

Southern Response’s activities are focussed on achieving the outcome expressed in the purpose 
clause of its Constitution.   

In managing and settling insurance claims made by Southern Response policyholders arising from 
the Canterbury earthquake events up until 5 April 2012, including overseeing all repair and 
rebuilding work carried out as part of the claims settlement process, and funding settlement of 
those insurance claims through existing reserves, reinsurance proceeds, liquidation of investments 
and (if there should be a shortfall) by recourse to Crown funding pursuant to the terms of the Crown 
Support Deed (as amended and re-stated and executed by the Crown and the company on 5 April 
2012), Southern Response will, as required by the Crown Support Deed  – 

a) Operate and manage the business in accordance with its policies and procedures, and generally : 

 in a proper, prudent and efficient manner, and  

 in a manner that prudently manages Southern Response’s operating costs in the same way 
that a prudent and solvent run-off insurer would manage those expenses 
 

b) Implement, and comply with, any specific service standards which are  

 consistent with the Fair Insurance Code (or any replacement thereof however described) 
issued by the Insurance Council of New Zealand from time to time, and 

 requested by the Crown, acting reasonably 
 
c) Ensure that all claims arising from the Canterbury earthquakes are processed promptly, fairly 

and efficiently and settled at least as quickly as the claims of other similar insurers (having 
regard to factors such as the number of claims and policy conditions of such insurers, and, where 
applicable, any requirements of the Earthquake Commission that are legally binding on Southern 
Response) 

 
d) Co-operate fully with all other insurers (including the Earthquake Commission) and agencies of 

the Crown in dealing with its claims and other Canterbury Earthquake related matters (including 
the sharing of data and information) 

 
e) Operate and manage the business in accordance with this Statement of Intent and comply with 

the Statement of Intent’s requirements relating to claims and other Canterbury earthquake 
matters. 
 

Achieving that outcome will enable Southern Response to – 
 
a) Contribute to the orderly and expeditious re-build of Christchurch and recovery of the 

Canterbury region economy  
 

b) Assist in maintaining the soundness and efficiency of, and confidence in, the New Zealand 
insurance sector. 
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Southern Response’s strategic objectives  

Southern Response’s strategic objectives have been developed to enable achievement of its purpose 
and to meet the shareholders’ expectations as set out in the Shareholding Ministers’ Letter of 
Shareholder Expectations received by Southern Response on 3 September 2012. 
 
 

 Strategic Objective Key Initiatives 

1 To operate efficient, cost-effective, 
consistent and fair claims 
management and re-build processes 
in accordance with the company’s 
insurance policy obligations, and 
consistent with preserving its rights 
under reinsurance treaties 

 

 Comply with good industry code of practice 
standards to facilitate successful outcomes for 
customers in a cost effective manner 

 Seek to take industry-leading roles in utilisation of 
building capacity and in research and innovation 
that expedite and enhance the effectiveness of the 
rebuild  

2 To maintain effective relationships 
with key stakeholders 

 Optimise the strategic and operational interaction 
with CERA, EQC, DBH, reinsurers and key 
community groups  

 

3 To manage the business and 
associated risk consistent with 
minimising the net cost to the Crown 
associated with the run-off of the 
claims portfolio as at 5 April 2012 

 Develop and maintain an effective risk 
management framework 

 Develop and maintain systems to achieve good 
ratings of the company’s management, financial 
and service performance, information systems and 
controls 

 Maintain monitoring and management systems to 
ensure compliance with contractual obligations 

  

4 To manage investments and liquidity 
in accordance with the investment 
management policy 

 Implement the investment management policy as 
directed by the Crown 

 

5 To operate the business within 
operational budgets 

 Enhance cost and operational efficiencies by 
progressively integrating resources to achieve 
economies of scale 

 Develop and maintain employer policies and 
practices to enhance the company’s ability to 
attract, retain and manage optimisation of skilled 
staff with realistic pay and employment conditions 
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How outcomes and objectives are to be achieved 

 

Southern Response is a focussed organisation and achievement of its outcomes and objectives will 
be achieved by: 

Leadership 

The Shareholding Ministers have appointed a Board of Directors with an appropriate mix of skills and 
experience (including industry, governance and risk management) charged with the responsibility of 
achieving the objectives set out in this Statement of Intent.   

The Board has appointed a Chief Executive.    

Southern Response has an objective of being the demonstrable industry leader in the residential 
insurance claims response to the Canterbury earthquakes and the rebuild of Canterbury. 
 

Customer focus and organisational culture 

To ensure an appropriate customer focus and organisational culture to perform a leadership role, 
the Company has adopted the following values statement –  

Southern Response people share a set of core values that define our accepted standards and 
behaviours – the “dos” and “don’ts” around Southern Response. They define us as an 
organisation, the way we work together, and with our customers, our Board, staff, partners, 
contractors, communities and stakeholders. 

 Respect – we treat all our stakeholders with care, consideration, fairness and 
equity  

 Integrity – we demonstrate honesty, transparency, fairness, and objectivity in all 
our interactions 

 Honour our promises – we stand by and deliver on all entitlements, rights and 
commitments AMI has made to policyholders 

 Ownership – we hold ourselves accountable for our actions, take ownership, and 
deliver on our promises 

 Passion – we strive, stand up for our customers’ rights, and go the extra distance. 
We want to make a positive difference to people’s lives as part of our contribution 
to the rebuild of Canterbury 

 Excellence – we are committed to excellence in everything we do. We are 
innovative, responsive, adaptive and continually raising the bar. We strive to set 
the standard against which others will be measured  

 Recognition – we recognise and celebrate the contributions our people make as 
individuals and as teams to deliver on our goals  

 Development – we professionally develop our people to provide challenging and 
rewarding employment and prospects. 
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Business processes 

The evolving nature and scale of the complex Canterbury earthquake events has meant that many 
new systems and procedures have needed to be developed to manage the various elements.  With 
no previous history of a major event like this, new territory is constantly being entered and 
procedures created to meet requirements. 

The Company is cognisant of the need for its business processes to be fully developed and “fit for 
purpose” to enable it to achieve its objectives.  In addition, the business processes have begun  to 
change progressively as the Company progresses from the claims settlement process through to the 
re-build phase. 

Control environment 

During the period since the assumption of government ownership and the appointment of the new 
directors, significant headway has been made on governance and the development of controls 
consistent with a standalone, government-owned entity.  This includes: 

 Development of a comprehensive suite of company policies 

 Engagement of independent specialists to conduct reviews of key risk areas: 

o PWC (financial controls), 

o Quest (reinsurance),  

o Deloitte (audit) and  

o LSI (consultation into Arrow relationship). 

Establishing procedures to respond to independent reviews  

 Development of plans running off business self-assessment 

 Introduction of initial internal audit capability. 

These continue to be refined through the maturing of the company and its systems.    

Stakeholder relationships 

The Company has a number of key stakeholders, and it ability to achieve its objectives is contingent 
upon constructive and mutually beneficial relationships with stakeholders who include – 

 AMI policy holders / claimants 

 Community groups (such as CanCERN and WeCan) 

 Reinsurers 

 The Crown (as shareholder and as provider of the Crown Support Deed) 

 EQC (Earthquake Commission – a statutory entity) 

 CERA (Canterbury Earthquake Recovery Authority – a statutory entity) 

 IAG (Australian-owned insurer whose key New Zealand brands are State Insurance, NZI (New 
Zealand Insurance) and Lantern) 

 Arrow International 

 Other insurers  

 Actuaries (notably Finity as the company’s contracted actuary) and other key suppliers 
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 Funds managers 

 Ngai Tahu 

 Treasury (reporting and accountability requirements as a Crown company and under the 
Crown Support Deed) 

 Ombudsman (Insurance and Savings Ombudsman – a statutory entity (ISO) which handles 
disputes) 

 Environment Canterbury  

 Members of Parliament (Shareholding Ministers, Minster(s) Responsible for EQC and CERA, 
Christchurch / Canterbury members of Parliament with AMI policyholders as constituents) 

 Local Councils (resource and building consent authorities, and elected Councillors with AMI 
policyholders as constituents) 

 DBH (Department of Building and Housing – a statutory entity with responsibility for building 
code standards) 

 Insurance Council of New Zealand (ICNZ), the membership body for insurers 

 Media 
 

Southern Response has senior managers specifically responsible for the relationship and dealings 
with CERA, EQC, DBH and re-insurers.  The key interactions on which Southern Response will engage 
with these organisations relate to: 

Canterbury Earthquake Recovery Authority (CERA):   

1. Land and zoning issues and their implications 

2. Co-ordination of transactions through electronic portals for data exchange for Red Zone 
customers 

3. Collaboration on initiatives that facilitate the recovery 

4. Ultimate settlement with CERA for Southern Response Red Zone customers who accept 
CERA offers for their houses. 

Earthquake Commission (EQC):   

1. Agreeing with EQC as to the relevant earthquake events and the value of each party’s 
contribution to the cost of rebuild/repair     

2. Working with EQC in the coordination of geotechnical drilling, repairs and rebuilds, given 
EQC’s joint roles in managing under-cap claims and in land remediation 

3. Working with EQC and the insurance industry to resolve interpretation issues into 
responsibility for land remediation and compensation. 

Department of Building and Housing (DBH): 

1. Implementing changes in building codes as defined by DBH 

2. Participating in working groups on facilitating/overcoming barriers to rebuild of residential 
Canterbury. 
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Reinsurers: 

1.  Providing timely and adequately supported advice of payments made and reinsurance 
funding requests required 

2. Providing reinsurers with regular updates on significant issues arising, including major 
changes in estimates 

3. Providing a transparent platform from which reinsurers may audit Southern Response’s 
claim management performance 

4. Liaising with reinsurers through broker AON Benfield on policies and practices relating to 
policy interpretations and in reviews of Southern Response’s claims performance. 
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Organisational capability and health  

 

Capability 

Southern Response’s capability to achieve its objectives is the resource base that evolved through 
the formation of CEMaT, a separate division formed by the Company in October 2011 (following an 
initial “response team” role) to provide a dedicated focus on the assessment and meeting of 
Canterbury earthquake claims, including the management of rebuilds of damaged houses.  
 
The Company’s capability is a mix of in-house and outsourced. 
 

Southern Response Personnel 

The Company’s people capability, as at October 2012, is made up of a mix of – 

 Permanent/fixed term staff – approximately 140 people  

 Seconded personnel – approximately 18 people seconded from IAG (formerly AMI) 

 Contracted personnel – approximately 4 

The Company’s operational capability is spread over two sites – Christchurch and Auckland, with the 
dual location arrangement based on both resourcing (ability to resource from a larger population 
base and some personnel do not wish to be based in Christchurch) and risk mitigation requirements 
(if the Christchurch operation is closed due to seismic activity, Auckland takes over emergency call 
response). 

Outsourced technical support – Arrow International (NZ) Limited (Arrow) 

Southern Response has contracted the technical resources required for the field operations aspects 
of the claims management scope of work to Arrow, under a Project Management Service Agreement 
negotiated between the parties which specifies - 

 the respective responsibilities of the parties in relation to the project management aspects 
of the outsourced technical support 

 the remuneration basis for Arrow  

It also provides for high limits of liability for Arrow, KPIs, a steering committee, transition out and 
termination provisions. 

Since its appointment in October 2010, Arrow has developed a resourcing capability comprising 
residential builders, project managers and quantity surveyors sourced from around New Zealand.  
The overall team now numbers in the order of 120, including support staff. 

Outsourced claims management processing – IAG New Zealand Limited (IAG) 

The purchaser of AMI’s non-earthquake related business, IAG, provides claims management support 
through a Claims Management Service and Support Agreement (CMSSA), on a Fee-for-Service basis, 
the objectives of which are: 

(a) to provide Southern Response with support through the delivery of services that 
enables Southern Response: 
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(i) to provide an effective, customer-centric and cost effective Claims 
Management Service for its policy holders; 

(ii) to deliver a timely run off of claims in respect of the retained insurance 
contracts;  

(iii) to perform its part, through its provision and delivery of that Claims 
Management Service in and towards the orderly and expeditious rebuild of 
Christchurch and the recovery of the Canterbury regional economy; 

(b) to provide Southern Response with Services of an appropriate standard; 

(c) the establishment and maintenance of an alliance that supports (and does not 
impede) the Claims Management Services of Southern Response and AMI’s claims 
management services to its policyholders 

The key services that the CMSSA requires IAG to provide to Southern Response (or procure the 
provision to Southern Response of) are provision of information systems and staff secondment. The 
relationship with IAG is governed by a joint Project Control Group (PCG). 
 
In addition, IAG provide claims management services for non earthquake retained claims and 
earthquake motor vehicle claims. 
 

Structure 

The Southern Response Board of Directors appoints the Chief Executive of the Company, who is 
responsible for the company’s day-to-day operations supported by a senior management team. 

 

The high-level organisation structure is Southern Response comprises – 

 

Some of the business functions conducted within this operational structure are outsourced or 
provided through the CMSSA with IAG.  
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Good employer 

To ensure that Southern Response meets its Good Employer obligations prescribed in the Crown 
Entities Act (Part 3 section 118)6, Southern Response provides opportunities to – 

 Enhance the abilities of individual employees, especially given the limited term of the company’s 
existence and its expected run-down.  

 Recognise the aims, aspirations and employment requirements of women, and the cultural 
differences of ethnic or minority groups  

 Recognise the employment requirements of people with disabilities. 

The Company recognises the integral role employees play in organisational culture and success, and 
the Company will - 

 Be an Equal Opportunities Employer 

 Provide a healthy and safe workplace 

 Encourage staff to develop and provide opportunities for development 

 Utilise performance management systems that are transparent and fair. 

Risk management 

The company is developing a risk management framework that will ensure appropriate monitoring 
and, to the extent possible, management of strategic, financial and operational risks. The Board has 
established an Audit and Risk subcommittee and risk mitigation strategies continue to be developed 
for key known risks related to: 

 Reinsurance 

 Claims management and settlement costs 

 Key outsourcing arrangements 

 Stakeholder relationships 

 Crown’s expectations 

 Personnel 
 

 
 

                                            
6 S118 requires the Company to operate a personnel policy containing provisions generally accepted as necessary for the fair 

and proper treatment of employees in all aspects of their employment, including provisions requiring good and safe working 
conditions, an equal employment opportunities program, the impartial selection of suitably qualified persons for 
appointment, and recognition of the aims, aspirations and employment requirements of Maori, women and people with 
disabilities, and the cultural differences of ethnic or minority groups. 
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Measurement of progress – financial and non-financial measures 

 

The company’s performance will be assessed against a suite of financial, non-financial and non-
quantitative measures.  The targets around many of these measures are challenging given the 
considerable uncertainty regarding ultimate claim values, claim throughput, rebuild opportunities 
and actual infrastructure. They will only be realised once both development of claims costs 
experience and management infrastructure requirements are understood. 

Financial 

1. Settlement of claims in accordance with policy obligations in a manner that limits escalation 

of projected costs  

2. Operating within approved budgets which have been reviewed against available relevant 

benchmarking to ensure Southern Response maintains an appropriately cost effective 

structure. 

3. Management of funds and liquidity requirements within approved investment management 
parameters  

Non-financial 

1. Operating  efficient, cost-effective, timely, consistent and fair claims management and 

rebuilding processes 

2. Management of the claims settlement process and rebuilding programme in accordance 

with the company’s insurance policy obligations 

3. Effective management and timely resolution of disputes  

4. Preservation of the company’s rights under reinsurance treaties and collection of 

reinsurance proceeds 

Non-quantitative 

1. Constructive engagement with key stakeholders that reflects a “can do” attitude and a 

partnership approach, and that reflects the company’s values and preserves the Company’s 

positive reputation  
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Reporting 

 

Reporting under the accountability framework includes, in addition to the Statement of Intent, a 
Statement of Service Performance and an Annual Report. 

Annual Report - will be made available to Shareholding Ministers within four months of the end of 
each financial year, and will comply with the provisions of the Crown Entities Act 2004, the 
Companies Act 1993, and the Financial Reporting Act 1993. 

Statement of Intent - for consideration by Shareholding Ministers, and incorporating the Statement 
of Service Performance, will be made available to Shareholding Ministers no later than one month 
prior to the commencement of each financial year, and its content will meet the requirements of the 
Crown Entities Act 2004. 

Quarterly reports - will be submitted to Shareholding Ministers providing provisional financial and 
non-financial performance data, measured against the forecasts in this Statement of Intent. 

Monthly financial reports - will be submitted to Treasury for incorporation into the Crown accounts. 

Other information - relating to the affairs of the Company will be submitted as requested by 
Shareholding Ministers and as required under the Crown Support Deed. 

No Surprises - Southern Response operates on a “no surprises” basis and keeps the Responsible 
Minister and Shareholding Ministers, along with other key stakeholders, well informed on a timely 
basis.   This includes advising the Ministers well in advance of any known material or significant 
events, transactions and other issues that could be considered contentious or attract wide public 
interest, whether positive or negative. 

The Company will also meet the reporting requirements under the Crown Support Deed, which 
include – 

a) Provision of reports of actuaries appointed by Southern Response 

b) Provision of information as may be required by the Crown, including – 

 Information relating to the Company’s business which the Crown, acting reasonably, 
considers relevant to the Crown Support Deed 

 Specific reports on the ability of Southern Response to meet its insurance claims obligations 

c) Quarterly  cash flow projections (Shortfall Projections) not less than six months in advance  of 
any quarter in which Southern Response is forecasting to require funding by a drawdown of the 
Crown Receivable.  
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Consultation 

 

Southern Response will, in relation to any single or connected series of transactions, consult its 
Shareholding Ministers on substantial matters not contemplated in this Statement of Intent or its 
business plan, including: 
 
a) Any significant transactions projects or initiatives above $5million, excluding business as usual 

transactions   
 
b) Any substantial contraction or expansion of activities outside the scope of Southern Response’s 

core business, as defined in its Constitution’s purpose clause 
 
c) The sale or disposal of the whole or any substantial part of the Company’s business. 
 
Shareholding Ministers will be advised of any other significant transactions, even where they do not 
meet the thresholds. 
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Role of Ministers 

 
 
Section 88 of the Crown Entities Act specifies that the role of the Shareholding Ministers is to 
oversee the Crown’s interests in and relationship with, the Company and to exercise any statutory 
responsibilities given to the Shareholding Ministers.  
 
The Shareholding Ministers will - 
 

a) Participate in the process of setting and monitoring the Company’s strategic direction and 
targets via the Statement of Intent process 
 

b) Review and monitor the operations and performance of the Company, including requesting 
information from the Company 
 

c) Appoint and remove Board members and the Chairman by shareholder resolution in 
accordance with the Companies Act 1993 
 

d) Approve transactions defined by the Companies Act as “major transactions” 
 

e) Do other things authorised under the Crown Entities Act or the Company’s Constitution, 
including giving directions to the Company as authorised under the Crown Entities Act. 
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Forecast Statement of Service Performance 

 
Objective 1 : To operate efficient, cost-effective, consistent and fair claims management and 

re-build processes in accordance with the company’s insurance policy 
obligations, and consistent with preserving its rights under reinsurance treaties 

 

Initiative Performance measure KPI target 

Comply with  industry code 
of practice standards  to 
facilitate successful 
outcomes for customers in a 
cost effective manner 

 

 

 

Operation of effective 
systems to deliver 
consistent and fair claims 
decisions in efficient cost-
effective and timely 
manner 

 

 

 

 

 By 30 June 2012: 95% damaged 
House assessments completed  

 By 31 July 2012 : complete the 
documentation of current processes  

 31 December 2012: 95% of Decision 
Packs (offers) returned from Arrow 
distributed to customers 

 By 30 June 2013 : 70% of customers 
have made their settlement 
decisions following issuing of 
customer decision packs (settlement 
options) and holding of customer 
conferences   

 All Disputes managed in accordance 
with Dispute Resolution Process 

 By 30 September 2012: implement a 
Reporting and Monitoring process 
where actual claims settlement 
experience is measured against 
actuarial assessments 

 By 31 December 2012: determine a 
suite of performance metrics and 
integrate these with periodic 
reporting and progressively 
incorporate any emerging potential 
areas of savings into budgets 

 By 31 March 2013: review the 
appropriateness and efficiency of 
the company’s cost structure 
through undertaking an annual 
benchmarking review and, utilising 
an internal change management 
assessment function, progressively 
incorporate any emerging potential 
areas of savings into budgets 
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 Timely and effective 
communication with 
Customers regarding 
claims progress and 
building opportunities 

 By 30 June 2012: establish a draft 
build priority strategy  

 By 31 October 2012 : complete and 
implement the re-build strategic 
priority model and commence 
communication with customers 

Seek to take industry-
leading roles in utilisation of 
building capacity, 
procurement systems and in 
research and innovation that 
expedite and enhance the 
effectiveness of the rebuild 

Demonstrable 
assessment of Southern 
Response industry-
leading contribution and 
progress with claim and 
building throughput; 
engagement with leading 
building industry 
participants: geo-
technical, building 
regulatory  and structural 
advice integrated in 
operations  

 By 31 December 2012: develop a 
standardised suite of consentable 
TC3 foundation solutions 

 By 31 March 2013, determine a 
rebuilding optimisation model, with 
recognition of Southern Response’s 
then experience in the utilisation of 
building resources and in addressing 
environmental constraints to 
building  

 By 31 March 2013, gear up to a 
throughput target of 83 construction 
starts per month for the remainder 
of 2013 and for 2014.  This is to 
achieve the annual target of 1,0007 
Repairs/Rebuilds per year.  

 By 31 March 2013, finalise 
procurement arrangements 

 
Objective 2 : 

 
To develop and maintain effective relationships with key stakeholders  

 

Initiative Performance measure KPI target 

Optimise the strategic and 
operational interaction with 
CERA, EQC, DBH, insurers 
and key community groups  

Operation of effective 
relationship management 
protocols   

 

 

 

 

 By 30 June 2012: become an 
associate member of the Insurance 
Council of New Zealand and cement 
participation in all earthquake-
related industry forums 

 By 31 October 2012: develop a 
relationship management protocol 
that provides for appropriate  
strategic and operational interaction 
with CERA and EQC 

 Participate in relevant DBH forums 
and working groups to facilitate the 
development and implementation of 
measures to aid the rebuild of 
Canterbury houses 

                                            
7 This throughput target has been derived through analysis of the Canterbury residential market capacity and 
the demand anticipated from the insurance response in the residential sector. 
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Objective 3 : To manage the business and associated risk consistent with minimising the net 
cost to the Crown associated with the run-off of the claims portfolio as at 5 April 
2012. 

 

Initiative Performance measure KPI target 

Develop and maintain an 
effective risk management 
framework 

 

Risk management 
framework 

 By 30 June 2012: develop a draft risk 
register  

 By 31 December 2012 : implement a 
risk management system 

Develop and maintain 
systems to achieve good 
ratings in the company’s 
management, financial & 
service performance 
information systems and 
controls 

Assessment by the 
company’s auditors 

 For June 2013 end of year accounts: 
ratings of “good” or better in the 
assessment provided by the external 
auditors provided as part of the 
annual financial statements audit 
process 

Maintain monitoring and 
management systems to 
ensure compliance with 
contractual obligations 

Compliance with 
contractual obligations  

 By 30 June 2012: develop a 
monitoring system over contractual 
delivery obligations by Arrow 
International 

 By 31 July 2012 : implement a 
monitoring and reporting system for 
key contractual obligations  

 

Maintain appropriate 
reinsurance claim 
processes to ensure   the 
receipt of all recoveries 
due  

Keep reinsurers fully 
informed of financial cash 
flow projections and policy 
interpretation issues 

 

 Reporting requirements of 
reinsurers are met 

 

Management plans in place 
to deal with issues raised in 
reinsurance audits 

 Matters raised in reinsurance audits 
are resolved within agreed 
timeframes 

 
 
Objective 4 : To manage investments and liquidity in accordance with the investment 

management policy 
 

Initiative Performance measure KPI target 

Implement the Investment 
Management policy as 
directed by the Crown 

 

Investment management 
policy and cash flow 
forecasting systems 
implemented 

 By 30 June 2012: develop a draft 
Treasury Policy incorporating the 
Treasury-directed Investment 
Management policy 

 

By 31 December 2012: complete and 
implement a cash flow forecasting 
and reporting framework 
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Objective 5 : To operate the business within operational budgets 
  
 

Initiative Performance measure KPI target 

Enhance cost and 
operational efficiencies by 
progressively integrating 
resources to achieve 
economies of scale 

Integration of resources 

 

 

 

 By 31 December 2012:examine 
operational integration 
opportunities for claims 
management and project 
management  

  

Develop and maintain 
employer policies and 
practices to enhance the 
company’s ability to attract, 
retain and manage 
optimisation of skilled staff 
with realistic pay and 
employment conditions 

 

 

Development of policies 
and practices 

 By 30 June 2012: develop key 
employment-related policies, 
including the Remuneration policy 
and its associated strategy 

 By 30 September 2012 : develop and 
implement other relevant employer 
policies that comply with the Crown 
Entities Act and Shareholding 
Ministers’ expectations 

 By 30 November 2012 : implement 
staff turnover reporting system 

 By December 2012, develop the 
Optimisation model and refine 
current policies and practices to 
support staff optimisation going 
forward8  

 
 
 

                                            
8 Note that the actual resource levels will be a function of the progress made through the insurance phase, 

given the significant impact that customer decision-making will have on that progress 
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Forecast Financial Statements 

Statement of Assumptions 

Timelines 

The forecast is based in the following claim processing milestones: 
 

Item Date 
 

DRAs: 95% completed  30 June 2012 
 

Decision Packs: 95% distributed to customers  
 

31 December 2012 
 

Customer option selection/negotiation:  70% 
completed 
 

30 June 2013 
 

Contract administration February 2012 - June 2017 
 

Claim closing/EQC reconciliation June 2012 - June 2017 
 

 
 

Income Statement 

 The statement of comprehensive income for the period 5 April 2012 to 30 June 2012 covers 
Southern Response activities for the period following the Crown assuming control of 
Southern Response by the conversion of preference shares. 
 

 The sale of AMI BAU insurance activities was completed prior to the Crown assuming control 
of Southern Response and revenues and costs relating to the period prior to the sale, and 
the sale transaction itself, are not included in the 5 April to 30 June 2012 income statement. 
 

 The statement of comprehensive income for Southern Response for the year ended 30 June 
2012 (not included in this document) includes AMI BAU Insurance activities through to 5 
April 2012, the sale of the AMI BAU insurance business, and the Southern Response/CEMaT 
claims management activities for the full financial year. 
 

 All costs associated with the sale of the AMI business as usual insurance business and the 
establishment of Southern Response as a standalone entity have been provided for in the 
financial statements for the period up to 5 April 2012. 

 

 The fair value adjustments to the Crown receivable upon execution of the amended Crown 
Support Deed and subsequent amortisation of the discount are treated respectively as non 
deductible interest expense/ non-assessable interest income. 
 

 Investment income is based on 2.5% yield on all investment funds. 
 

 Rental income includes lease payments from tenants including AMI up to 30 June 2012. 
 



   

Statement of Intent  Page 29 

29 January 2013 

 Staff numbers reflect the immediate claims management workload to receive and process 
DRAs and decision packs transitioning to claim and contract administration and claim closure 
over the term of the runoff.  The following table details the average staff numbers by 
category for the SOI forecast period and the following two years to show the trend in staff 
numbers. The 2011-2012 staff numbers reflect current staffing levels plus completion of the 
build of the corporate team. 
 

 

 2011-12 2012-13 2013-14 2014-15 

Claims handling staff 
(incl Technical Support) 

151 129 92 74 

Other staff  
(Exec, Strategy, Finance) 

33 33 33 24 (1) 

Total staff 184 
 

162 125 98 

     

 
(1) Detailed planning and review of options will be undertaken as this period approaches. 
 

Balance Sheet 

 Equity reflects the conversion of $100m of preference shares to ordinary shares following 
settlement of the IAG transaction on 5 April 2012 and a further $58m in 2015 year 
 

 The Property portfolio is sold to Crown Asset Management Ltd   in the year ended 30 June 
2013 for a cash settlement  generating a $6.4 million capital gain on sale; this has been 
treated as non-tax assessable but tax advice is currently been sought on this treatment. 

 

 The receivable from the Crown is valued on DCF basis, using a 2.7% discount rate, reflecting 
the likely cash draw downs over the 10-year life from April 2011 of the Crown Support Deed. 

 

 The majority of the capital expenditure relates to potential ICT costs.  
 

 Investment funds are classified as cash/near cash. 
 

Claims Liability and Reinsurance Receivable 

 The Risk Margin was assessed by Finity at 30 June 2011 at 14% ($229m) of the Gross Central 
Estimate and has been adjusted in line with subsequent revaluations of the Gross Central 
Estimate. The risk margin at 30 June 2012 is $244m. The forecast financial statements 
assume the risk margin will be required to settle customer claims.  
 

 The Claims Liability provision is discounted to reflect the payment profile. This discount 
amounted to $68m at 5 April 2012 and $56m at 30 June 2012. The discount is amortised 
(debited) to the profit and loss account as claims are paid. 
 

 The Claims Liability includes a provision for Claims Handling Expenses. As Southern Response 
is solely a claims settlement organisation the Actuarial valuation includes a provision for 
both claims handling costs and corporate costs for the projected settlement period. 
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 Reinsurance Recoveries are discounted to reflect the forecast receipt profile. This discount 
amounted to $23.7m at 5 April 2012 and $15.2m at 30 June 2012 and is amortised (debited) 
to the profit and loss account as recoveries are received. 
 

Cash Flow 

 The Crown Receivable is available to be drawn as required to meet claims 
payments/operating expenses after reinsurance and reserves are exhausted. The first 
drawdown over the period covered by this SOI is in the year ended 30 June 2015 of $58m.   
Extended forecasts indicate a requirement for a drawdown of $247m in the year ended 30 
June 2016 and $95m in the year ended 30 June 2017. 

 

Taxation 

 Southern Response is a tax paying entity. 
 

 The earthquake claims provision included in the 30 June 2011 financial statements and 
deducted in the 2011 tax return generated a tax loss of some $700m. This loss was not 
booked in the 2011 financial statements.  
 

 The 2011 tax loss carried forward was lost when the Crown converted its preference shares 
to ordinary shares and assumed control of the company on 5 April 2012. Further tax losses 
of approximately $100 million arose in the 2012 year post change in control and will offset 
assessable income arising in future years. These tax losses have not yet been agreed with 
IRD. 
 

 The fair value adjustments to the Crown Receivable from 5 April 2012 and the subsequent 
unwinding of the discount will be treated as non deductable expense/non assessable income 
based on tax advice received. 
 

 The surplus arising from the sale of NewCo to IAG will not be assessable to the Company 
with the exception of the business as usual outstanding claims liability, totalling some $40m, 
which will be assessable income to Southern Response but will be offset by available tax 
losses  

 

Going Concern 

The financial forecasts have been prepared using the going concern assumption. 
 
At 30 June 2012 the Company has a net asset deficit of $47.259 million as a result of  increases in the 
estimated level of claim liabilities which includes a risk margin of $244 million. In addition cash flow 
forecasts prepared by the Company indicate that the assets of the Company may not be sufficient to 
meet the claim payment obligations particularly if the full risk margin is required to settle claims.  
 
Consequently, the Crown has subscribed to a further $500 million of uncalled capital to ensure the 
Company has sufficient cash and capital to meet the payment of claim obligations as they fall due.  
Cabinet has approved the funding arrangement in principle on 24 October 2012 and has instructed 
Treasury to prepare the documentation for execution. This funding arrangement is in addition to the 
Crown Support Deed and Subscription Agreement entered into on 5 April 2012. 
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The financial forecasts do not contemplate a call being made on the uncalled capital during the term 
of this SOI. 
 

On the basis of the above the Directors have concluded that it is appropriate to prepare the 30 June 
2012 financial statements and the forecasts for the years ended 30 June 2013, 30 June 2014 and 30 
June 2015 on a going concern basis.   
 

Key Risks to the Financial Forecasts 

 The actuarial valuation of the claims liability may increase in subsequent valuations. Key 
components of this are: 

 Building cost escalation 
 Foundation costs 
 Land damage cost implications 
 EQC contributions 
 Collectability of reinsurance recoveries 

 

 A number of taxation issues including availability of tax losses and treatment of gains on sale 
of buildings have not yet been agreed with the IRD. 
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Forecast Financial Statements 
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Abridged Statement of Accounting Policies 

1. Reporting 
 
Southern Response Earthquake Services Limited (the Company) is a limited liability company 
incorporated and domiciled in New Zealand. The Company changed its name from AMI Insurance 
Limited to Southern Response Earthquake Services Limited on 5 April 2012. 

 
The Registered office of the Company is 6 Show Place, Addington, Christchurch. 
 
The Company became a Crown-owned Company under the Companies Act 1993 on 5 April 2012. It is 
listed in Schedule 4 of the Public Finance Act 1989 effective 18 April 2012. 
 
The Company’s purpose is to manage claims from AMI Insurance customers arising from the Canterbury 
Earthquakes occurring between 4 September 2010 and 5 April 2012. 
 

2. Basis of Preparation 
 
2.1 Statement of Compliance  
The forecast financial statements are for the period 5 April – 30 June 2012 and the years ended 30 June 
2013, 30 June 2014 and 30 June 2015. 
 
The forecast financial statements have been prepared in accordance with the Crown Entities Act 2004 
which includes the requirement to comply with New Zealand Generally Accepted Accounting Practice 
(NZ GAAP). 
 
It is intended that the annual historical financial statements for the above periods will be prepared in 
accordance with NZ GAAP, New Zealand International Financial Reporting Standards (NZ IFRS) and other 
applicable financial reporting standards as appropriate for profit oriented companies using the policies 
outlined below. 
 
It also is intended that the annual historical financial statements for the above periods will be prepared 
in accordance with International Financial Reporting Standards (IFRS). 
 
Actual financial results achieved for each forecast period are likely to vary from information presented 
and the variation may be material. 

 
2.2 Basis of Measurement 
The forecast financial statements have been prepared on an historical cost basis, except for Land and 
Buildings, Investment Properties and Financial Assets (including the Crown Receivable) which have been 
measured at fair value. All outstanding claims liabilities and reinsurance receivables have been 
measured at fair value as required by NZ IFRS 4 Insurance Contracts. 

 
2.3 Presentation Currency 
The forecast financial statements are presented in New Zealand dollars and unless specifically stated 
otherwise are rounded to the nearest thousand dollars. 
 
2.4 Going Concern 
The forecast financial statements have been prepared on a going concern basis. The New Zealand 
Government has entered into a Crown Support Deed confirming the conditions of the Crown’s ongoing 
support for the Company. 
 
  
2.5 Changes in accounting policies and comparatives 
The accounting policies adopted are consistent with those of the previous financial year. 
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3. Specific Accounting Policies 
 

3.1 Significant accounting policies related to general insurance contracts 
All of the general insurance products on offer, or utilised, meet the definition of an insurance contract 
(a contract under which one party, the insurer, accepts significant insurance risk from another party, 
the policyholder, by agreeing to compensate the policyholder if a specified uncertain future event, the 
insured event, adversely affects the policyholder). 

 
3.1.1 Premium Revenue 
Premium revenue comprises amounts charged to policyholders (direct premium) for insurance 
contracts and is recognised as earned from the date of attachment of risk (generally the date a contract 
is agreed to) over the period of the related insurance contracts  
 
Premium receivables are recognised on the due date and they are normally settled within 30 days. 
Premium receivable is presented on the Statement of Financial Position net of any provision for 
impairment. 

 
3.1.2 Outwards Reinsurance 
Premiums paid to reinsurers under reinsurance contracts held by the Company are recognised as an 
outwards reinsurance expense in the Statement of Comprehensive Income from the attachment date 
over the period of indemnity of the reinsurance. 

 
3.1.3 Outstanding Claims Liability 
The outstanding claims liability is measured as the central estimate of the present value of expected 
future claims payments plus a risk margin.   

 
The expected future payments include those in relation to claims reported but not yet paid; claims 
incurred but not reported (IBNR); claims incurred but not enough reported (IBNER); and estimated 
claims handling costs.  

 
To allow for the inherent uncertainty of the central estimate, a risk margin is applied to the outstanding 
claims liability net of reinsurance and other recoveries. The risk margin increases the probability that 
the net liability is adequately provided for. 

 
The estimation of the outstanding claims liability involves a number of key assumptions. All reasonable 
steps are taken to ensure that the information used regarding claims exposures is appropriate. 
However, given the inherent uncertainty involved in determining the liability, it is likely that the final 
outcome will be materially different from the original liability established. 

 
3.1.4 Reinsurance and Other Recoveries 
Reinsurance and other recoveries received or receivable on paid claims and on outstanding claims 
(notified and not yet notified) are recognised as income in net claims incurred. Reinsurance and other 
recoveries receivable include the net GST receivable on outstanding claims and recoveries. Reinsurance 
recoveries on paid claims are presented as part of trade and other receivables net of any provision for 
impairment based on objective evidence for individual receivables. All recoveries receivable on 
outstanding claims are measured as the present value of the expected future receipts calculated on the 
same basis as the outstanding claims liability. Reinsurance does not relieve the originating insurer of its 
liabilities to policyholders and is presented separately on the Statement of Financial Position. 

 
3.2 Significant Accounting Policies Applicable to Other Activities 
The accounting policies of the Company have been applied consistently to both reporting periods. 
 
3.2.1 Investment Income 
The following items are recognised in the Statement of Comprehensive Income: 

 interest is recognised using the effective interest method 
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 rental income is recognised on a straight-line basis including any lease incentives over the 
lease term. 

 dividend income is recognised when the right to receive payment is established 

 realised gains and losses 

 unrealised gains and losses on Financial Assets at Fair Value through Profit or Loss 
(FVTPL), and 

 realised and unrealised foreign exchange gains and losses on cash and cash 
equivalents and investments classified as FVTPL. 

 
3.2.2 Income Tax 
The following policies apply to income tax: 
 

 3.2.2.1 Current income tax 

The current income tax asset or liability for the current and prior periods is measured at the amount 
expected to be recovered from or paid to the taxation authorities. The tax rates and laws used to 
compute this amount are those that are enacted or substantively enacted by the reporting date.   

 
Current tax attributable to amounts recognised directly in equity is also recognised directly in equity. 

 
 3.2.2.2 Deferred income tax  

Deferred tax assets and liabilities are recognised for temporary differences between the tax base of the 
assets and liabilities and their carrying amount, at the tax rates expected to apply when the assets are 
recovered or liabilities are settled.   

 
Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it 
is probable that future taxable amounts will be available to utilise those temporary differences and 
losses. 

 
Deferred tax balances attributable to amounts recognised directly in equity are also recognised directly 
in equity. 
 

3.2.3 Goods and Services Tax (GST) 
The Prospective Statement of Comprehensive Income, Statement of Changes in Equity and the Cash 
Flow Statement have been prepared so that all components are stated exclusive of GST. All items in the 
Statement of Financial Position are stated exclusive of GST with the exception of receivables and 
payables which include GST invoiced. 

 
3.2.4 Financial Assets  
The following policies apply to financial assets: 

 
3.2.4.1 Financial assets backing general insurance liabilities 

As part of its investment strategy the Company actively manages its investment portfolio to ensure that 
investments mature in accordance with the expected pattern of future cash flows arising from general 
insurance liabilities. 

 
Financial assets deemed to back general insurance liabilities are designated at Fair Value through Profit 
or Loss. Initial recognition is at fair value in the Statement of Financial Position and subsequent 
measurement is at fair value with any resultant unrealised profits and losses recognised in the 
Statement of Comprehensive Income. 

 
3.2.4.2 Other financial assets 

Financial assets that do not back general insurance liabilities are designated in the manner appropriate 
to their function. Two designations used by the Company are: 

 Trade receivables – These are initially recognised at cost. Subsequent measurement is 
at amortised cost, and 
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 Fair Value through Profit or Loss – These are initially recognised at fair value. 
Subsequent measurements are at fair value, with any unrealised gain or loss 
recognised through Profit or Loss. 

 
Details of fair value for the different types of financial assets are listed below: 

 Cash assets are carried at face value of the amounts deposited or drawn. The carrying 
amounts of cash assets and bank overdrafts approximate their fair value.   

 shares in companies listed on stock exchanges are initially recognised at fair value and 
the subsequent fair value is taken as the quoted bid price of the instrument at the 
reporting date. 

 Fixed interest securities are recorded at amounts based on valuations using rates of 
interest equivalent to the yields obtainable on comparable investments at balance 
date 

 
All purchases and sales of financial assets that require delivery of the asset within the time frame 
established by regulation or market convention (‘regular way’ transactions) are recognised at trade 
date, being the date on which the Company commits to buy or sell the asset. In cases where the period 
between trade and settlement exceeds this time frame, the transaction is recognised at settlement 
date. 
 

 3.2.4.3 De-recognition of financial assets  

A financial asset is derecognised when the Company transferred its rights to receive cash flows from the 
asset, which normally occurs when the asset is sold, or the rights to receive cash flows from the asset 
have expired. 
 
3.2.5 Derivative Financial Instruments  
The Company enters into derivative financial instruments to manage its exposure to interest rate and 
foreign currency risk. Derivatives used by the Company include collars, interest rate swaps and forward 
exchange contracts and they are recorded at fair value at each reporting date by reference to fair 
values. Any resultant gain or loss from the movement in market values is recognised in the Statement of 
Comprehensive Income. 
 
3.2.6 Investment Properties 
Investment properties are initially measured at cost. Subsequent measurement is at fair value, by 
reference to external market valuations (performed annually), with any resultant unrealised gains and 
losses recognised in the Statement of Comprehensive Income. Investment property is held either to 
earn rental income or for capital appreciation or for both. 
 
3.2.7 Intangible Assets 
Intangible assets are initially measured at cost. Subsequent measurement is at cost less accumulated 
amortisation and impairment. Amortisation is charged on a straight-line basis over the estimated useful 
life of the intangible asset.   

 
Internally developed software is recognised as an intangible asset when it can be demonstrated that an 
individually identifiable asset is created. The cost of an internally developed software asset is that 
directly attributable to the development phase of the software project.   
All software assets included in the financial statements have useful lives of between 2 and 5 years.  
 
Any costs relating to research are recognised as an expense in the year incurred. 
 
3.2.8 Property, Plant and Equipment 
Property, Plant and Equipment is initially recorded at cost, including costs that are directly attributable 
to the acquisition of the asset. Subsequent measurement is at cost less accumulated depreciation, 
except for land and buildings, which are revalued to fair value annually. Depreciation is calculated using 
the straight-line method to allocate their cost or revalued amounts, net of any residual value, over their 
useful lives.  
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The estimated useful lives of the major asset classes are: 

 Freehold Property   50 years 

 Office Furniture and Equipment   2 to 15 years 

 Motor Vehicles   5 years 
 

All repairs and maintenance expenditure is charged to the Statement of Comprehensive Income in the 
year in which the expense is incurred. 

 
3.2.8.1 Revaluations 

Fair value is determined by reference to market based evidence, which is the amount for which the 
asset would be exchanged between a knowledgeable, willing buyer and a knowledgeable, willing seller 
in an arms-length transaction at valuation date. Fair value is reported less any costs that would be 
necessary to sell the assets. 

 
If an asset’s carrying amount is increased as a result of a revaluation, the increase will be recorded to an 
asset revaluation reserve in equity unless the increase reverses a previous revaluation decrease that 
was recognised in the Statement of Comprehensive Income.   
 
If an asset’s carrying amount is decreased as a result of a revaluation, the decrease will be recorded in 
the Statement of Comprehensive Income. However the decrease will be taken directly to equity to the 
extent of any revaluation surplus existing for that asset. 
 
Revaluations are completed on an asset basis and movements are evaluated on an asset class basis. 

 
3.2.8.2 Disposal 

An item of Property, Plant and Equipment is de-recognised when it is disposed of, or when no future 
economic benefits are expected from its use or disposal. Any gain or loss on de-recognition of the asset 
is included in the Statement of Comprehensive Income in the year the asset is de-recognised.  

 
Any revaluation reserve relating to the asset being disposed of is transferred directly to retained 
earnings. 

 
3.2.9 Cash and Cash Equivalents 
Cash and cash equivalents includes cash at bank, deposits on call and other short-term, highly liquid 
investments with original maturities of 90 days or less which are readily convertible to known amounts 
of cash and are subject to insignificant risk of changes in value. 

 
3.2.10 Foreign Currency 
Foreign currency transactions are translated into the functional currency of the respective Company, 
using the exchange rates prevailing at the dates of the transactions (spot exchange rate). Foreign 
exchange gains and losses resulting from the settlement of such transactions and from the re-
measurement of monetary items at year-end exchange rates are recognised in the Statement of 
Comprehensive Income. 

 
3.2.11 Lease Assets 
Leases are classified as finance leases whenever the terms of the lease transfer substantially all of the 
risks and rewards of ownership to the lessee. All other leases are treated as operating leases. 

 
3.2.12 Provisions 

A provision is recognised for a liability when the settlement amount or timing is uncertain; when there 
is a present legal or constructive obligation as a result of a past event; it is probable that expenditures 
will be required to settle the obligation; and a reliable estimate of the potential settlement can be 
made. Provisions are not recognised for future operating losses. 
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Provisions are measured at the estimated expenditure required to settle the present obligation, based 
on the most reliable evidence available at the reporting date, including the risks and uncertainties 
associated with the present obligation. Provisions are discounted to their present values, where the 
time value of money is material. 
 
All provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. 

 
3.2.13 Employee Benefits 
Liabilities for salaries (including non-monetary benefits), annual leave and accumulated sick leave 
expected to be settled within 12 months of the reporting date are recognised in respect of employee 
services up to the reporting date. They are measured at the amount expected to be paid when the 
liabilities are settled. 
 
3.2.14 Impairment 
At each reporting date the carrying amounts of tangible and intangible assets are assessed to determine 
whether there is any indication that they have suffered an impairment loss. If such indications exist, for 
an asset, the recoverable amount of the asset is estimated in order to determine the extent of the 
impairment loss (if any).  

 
An impairment loss is recognised whenever the carrying amount of an asset exceeds its recoverable 
amount. Impairment losses directly reduce the carrying amount of assets and are recognised in profit or 
loss. The estimated recoverable amount of an asset is the greater of their fair value less costs to sell and 
value in use.  

 
3.2.15 Share Capital  
Shares are classified as equity when there is no obligation to transfer cash or other assets to the holder. 
Transaction costs directly attributable to the issue of equity instruments are shown in equity as a 
deduction from the proceeds.  

 

4. Critical Accounting Judgements and Estimates 
 

The Company makes estimates and assumptions in respect of certain key assets and liabilities.  
Estimates and judgements are continually evaluated and are based on historical experience and other 
factors, including expectations of future events that are believed to be reasonable under the 
circumstances.  The key areas in which critical estimates and judgements are applied are described 
below. 

 
 4.1 The Ultimate Liability Arising from Claims Made Under Insurance Contracts 

Provision is made at the year-end for the estimated cost of claims incurred but not settled at the 
reporting date, including the cost of claims incurred but not yet reported to the Company. 

 
The estimated ultimate cost of claims includes direct expenses (to include project management costs) to 
be incurred in settling claims, gross of the expected value of salvage and other recoveries. The Company 
takes all reasonable steps to ensure that it has appropriate information regarding its claims exposures. 
However, given the uncertainty in establishing claims provisions, it is likely that the final outcome will 
differ from the original liability established. 
 
The estimation of claims Incurred But Not Reported (IBNR) is generally subject to a greater degree of 
uncertainty than the estimation of the cost of settling claims already notified to the Company, where 
more information about the claim event is generally available.   

 
In calculating the estimated ultimate cost of unpaid claims the Company uses an actuarial valuation 
carried out by the company’s independent actuary. 
 
The ultimate liability includes an allowance for management and overhead expenses which will be 
incurred over the life of the project.  These include claims handling expenses and corporate expenses 
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relating of an independent company (some of which were not incurred under the former AMI divisional 
operation).  
 
4.2 Income Tax 
Uncertainties exist with respect to the interpretation of complex tax regulations and the amount and 
timing of future taxable income. Given the long-term nature and complexity of existing contractual 
agreements, differences arising between the actual results and the assumptions made, or future 
changes to such assumptions, may necessitate future adjustments to tax benefit and expense already 
recorded.  
 
Deferred tax assets are recognised for all unused tax losses only to the extent that it is probable that 
taxable profit will be available against which the losses can be utilised. Significant management 
judgement is required to determine the amount of deferred tax assets that can be recognised, based 
upon the likely timing and the level of future taxable profits together with future tax planning 
strategies.  
 
4.3 Assets Arising from Reinsurance Contracts 
Assets arising from reinsurance contracts are recognised using Actuarial valuations. In addition, the 
recoverability of these assets is assessed on a periodic basis to ensure that the balance is reflective of 
the amounts that will ultimately be received, taking into consideration factors such as counterparty and 
credit risk. Impairment is recognised where there is objective evidence that the Company may not 
receive amounts due to it and these amounts can be reliably measured. 

 
4.4 Revaluation of Property, Plant and Equipment and Investment Properties 
The Company records its investment properties at fair value, with changes in fair value being recognised 
in the Statement of Comprehensive Income. Land and buildings are recorded at revalued amounts with 
changes in fair value being recognised as detailed in 3.2.8.1 above.  

 


