
15 June 2016 

 

INSURANCE AUSTRALIA GROUP LIMITED (“IAG”) 
 

NOTICE UNDER SECTION 708A(12C)(e) OF THE CORPORATIONS ACT 2001 (CTH) 
 

IAG today issued NZ$350 million of subordinated unsecured notes (“Subordinated Notes”) in 
New Zealand. Subordinated Notes may, in certain circumstances, convert into ordinary shares 
in IAG (“Ordinary Shares”).  

This notice is given by IAG. This notice is a cleansing notice prepared for the purposes of 
section 708A(12C)(e) of the Corporations Act 2001 (Cth) (“Corporations Act”) (as inserted by 
ASIC Corporations (Sale Offers: Securities Issued on Conversion of Convertible Notes) 
Instrument 2016/82) to enable Ordinary Shares issued on conversion of the Subordinated 
Notes to be freely tradeable without further disclosure. This notice includes, in schedule 1, 
commercial particulars of the Subordinated Notes in the form of a modified version of the 
product disclosure statement dated 9 May 2016 prepared in relation to the offer of 
Subordinated Notes in New Zealand by IAG. The product disclosure statement has been 
modified to delete certain information relating to the Subordinated Notes in order to comply 
with Australian legal requirements, including the requirements of ASIC Corporations (Sale 
Offers: Securities Issued on Conversion of Convertible Notes) Instrument 2016/82.   

Words and expressions defined in the modified version of the product disclosure statement 
have the same meanings in the remainder of this cleansing notice unless the contrary 
intention appears. 

This notice (including the accompanying schedule) is not a prospectus or other disclosure 
document under the Corporations Act.    

Consents 

Each of the parties listed in Section 12 (Who is involved?) of the modified version of the 
product disclosure statement (except IAG in its capacity as issuer of the Notes): 

 has given and has not, before the date of this notice, withdrawn its consent to be 

named in this notice in the form and context in which it is named; 

 has not made any statement in this notice or any statement on which a statement 

made in this notice is based, other than as specified below; and 

 to the maximum extent permitted by law, expressly disclaims and takes no 

responsibility for any statements or omissions from this notice, other than the 

reference to its name and/or statement or report included in this notice with the 

consent of that party. 

Impact of the Offer on IAG 

The net proceeds raised by the issue of the Notes are NZ$350 million.  Using the method of 
calculation required by APRA’s prudential standards, this would increase IAG’s 31 December 
2015 ratio of regulatory capital to prescribed capital amount by approximately 9 basis points 
from 1.80x to 1.89x.   

These ratios do not reflect: 

 interim and special dividends paid at the end of March 2016, which have reduced the 

31 December 2015 ratio by 19 basis points; 

 amortisation of debt and hybrid instruments of approximately A$120 million on 1 

January 2016, which has reduced the 31 December 2015 ratio by 5 basis points; and  

 retained earnings in the period since 31 December 2015, which on its own has 

increased the 31 December 2015 ratio. 
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The issue of the Notes does not otherwise materially affect IAG’s financial position. 

IAG has two Tier 2 Capital instruments on issue that are subject to APRA’s transitional capital 
eligibility criteria. These are the 2011 NZ$ Bonds and the £100 million GBP subordinated term 
notes due 2026 issued by IAG on 21 December 2006 (“2006 GBP Notes”).  Under APRA's 
transitional criteria, the amount of these instruments that is eligible to be included as Tier 2 
Capital of the IAG Level 2 Insurance Group has been reducing annually since 1 January 2013.  
Subject to APRA’s prior written approval, on 15 December 2016 IAG has the option to redeem 
the 2011 NZ$ Bonds and on 21 December 2016 IAG has the option to redeem the 2006 GBP 
Notes.  

The IAG Level 2 Insurance Group's regulatory capital will reduce by the residual amount (in 
Australian dollars) of the 2011 NZ$ Bonds and the 2006 GBP Notes that is being included as 
Tier 2 Capital as at 15 December 2016 and 21 December 2016, respectively, regardless of 
whether 2011 NZ$ Bonds or 2006 GBP Notes are redeemed on those dates. 

As at the date of this notice no decision has been made to redeem the 2011 NZ$ Bonds that 
remain outstanding following the Re-investment Offer or to redeem the 2006 GBP Notes, and 
APRA approval has not been requested or given.  As a result, the redemption of these capital 
instruments is not reflected in the financial information set out above.  The reduction of Tier 2 
Capital by the residual amount of the 2011 NZ$ Bonds and the 2006 GBP Notes on 15 
December 2016 and 21 December 2016 respectively on account of the end of APRA's 
transitional treatment is also not shown. 

If Notes are Converted, the impact of Conversion on IAG would be to reduce IAG’s liabilities 
by the principal amount of the Notes Converted and increase IAG's shareholders' equity by the 
same amount.  The number of Ordinary Shares issued on Conversion is limited to the 
Maximum Conversion Number.   

As an illustration, based on an Issue Date VWAP of NZ$6.1021 (calculated using the VWAP 
during the period of 20 Business Days on which trading in Ordinary Shares took place 
immediately preceding (but not including) 10 June 2016 of A$5.8573, and the A$/NZ$ 
exchange rate as at noon (New Zealand time) on 10 June 2016 of 1.0418): 

 the Maximum Conversion Number for Conversion following a Non-Viability Trigger 

Event would be 0.8194 per Note; and  

 the Maximum Conversion Number following a Holder Conversion would be 0.3278 per 
Note.   

Based on the number of Ordinary Shares on issue as at 10 June 2016, if all Notes were 
Converted this would be approximately 10.55% of IAG’s issued Ordinary Shares post 
conversion in the case of Conversion following a Non-Viability Trigger Event, or 4.51% of 
IAG’s issued Ordinary Shares post conversion in the case of a Holder Conversion. 

These numbers and percentages are illustrative only.  The Issue Date VWAP and Maximum 
Conversion Numbers calculated as at the Issue Date in accordance with the terms may be 
different, on account of changes in the price of the Ordinary Shares and the A$/NZ$ exchange 
rate from those used in the illustration.  The percentages may be different on the date the 
Notes Convert as the number of Ordinary Shares on issue is likely to change.  This could be 
as result of, for example: 

 corporate actions of IAG that increase or decrease the number of Ordinary Shares on 

issue; or 

 other capital instruments being required to convert into Ordinary Shares (as described 

in Section 6.6 (Conversion and Write-Off following a Non-Viability Trigger Event) of 

the modified version of the product disclosure statement). 
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Information about IAG 

Upon request from the Opening Date until the Closing Date, IAG will provide, free of charge, a 
copy of: 

 the latest Group annual financial report and full year results announcement released 

to ASX on 21 August 2015; 

 the latest Group half year financial report and half year results announcement 

released to ASX on 17 February 2016; and 

 any continuous disclosure notices given by IAG to ASX since 21 August 2015 and 

before the date of this notice. 

 

 

Christopher Bertuch 

Company Secretary  

Insurance Australia Group 

Level 26, 388 George St, Sydney, NSW 2000, Australia 
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Schedule 1 – Modified version of the product 
disclosure statement 
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KEY INFORMATION 
SUMMARY.

1

WHAT IS THIS?
This is an offer of unsecured subordinated 
convertible notes (Notes). The Notes 
are debt securities issued by Insurance 
Australia Group Limited (IAG). You give IAG 
money, and in return IAG promises to pay 
you interest and repay the money at the 
end of the term. 

If your Notes have not previously been 
redeemed and are outstanding, you can 
elect to convert (Convert) your Notes into 
ordinary shares in IAG (Ordinary Shares) 
on certain dates. If a Non-Viability Trigger 
Event occurs (eg because IAG or another 
entity in the Group encounters severe 
financial difficulty), some or all of your 
Notes will be Converted into Ordinary 
Shares or written-off if Conversion does 
not occur when required, in which case 
you will lose your investment.

If your Notes Convert into Ordinary Shares, 
you may receive a return if dividends are 
paid or if you subsequently sell those 
Ordinary Shares. If IAG runs into financial 
trouble, you might lose some or all of the 
money you invested.

ABOUT THE GROUP
IAG is an ASX-listed company incorporated 
in Australia. IAG is the holding company of 
a group of general insurance businesses 
with leading and established brands in 
Australia and New Zealand and a presence 
in Asia. 

References in this PDS to IAG are to 
the holding company on a standalone 
basis and references to the Group are 
to IAG and all of its subsidiaries on a 
consolidated basis.

PURPOSE OF THIS OFFER
This Offer forms part of IAG’s capital 
management strategy and proceeds 
will be used for IAG’s general corporate 
purposes. The Notes will qualify as 
regulatory capital for Australian regulatory 
purposes when they are issued.
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NO GUARANTEE
IAG is solely responsible for paying interest 
on the Notes and for the repayment of the 
Notes if not Converted or Written-Off. 

The Notes are not guaranteed by any other 
member of the Group, by any other person 
or by any government. 

HOW YOU CAN GET YOUR 
MONEY OUT EARLY
Early repayment
The Notes are a long-term investment with 
a term of 27 years.

However IAG may, subject to conditions, 
at its option repay all (but not some only) 
of the Notes on an Optional Redemption 
Date or if a Regulatory Event or Tax Event 
occurs. You should not assume that IAG 
will choose to repay the Notes early. 

The Optional Redemption Dates are each 
Scheduled Interest Payment Date from 
(and including) 15 June 2022 to (and 
including) 15 June 2023.

You have no right to request that your  
Notes be repaid early.

Sale of Notes or Ordinary Shares 
(if Notes are Converted)
IAG intends to quote these Notes on the 
NZX Debt Market. This means you may be 
able to sell them on the NZX Debt Market 
before the end of their term if there are 
interested buyers. If you sell your Notes, 
the price you get will vary depending on 
factors such as the financial condition of 
the Group and movements in the market 
interest rates. You may receive less than 
the full amount that you paid for them.

If the Notes are Converted, IAG does not 
intend to quote the Ordinary Shares on 
a licensed market in New Zealand. The 
existing Ordinary Shares are currently 
able to be traded on ASX and IAG must 
use reasonable endeavours to quote the 
Ordinary Shares issued on Conversion of 
your Notes on ASX. This means you may be 
able to sell any Ordinary Shares you receive 
on Conversion of your Notes on ASX if those 
Ordinary Shares are quoted and there are 
interested buyers. You may get less than 
you invested. The price will depend on the 
demand for the Ordinary Shares.

HOW NOTES RANK  
FOR REPAYMENT
Ranking if no Conversion  
or Write-Off
In a winding up of IAG (if your Notes have 
not been Converted or Written-Off in full), 
your claim for payment of the Face Value of 
your Notes and accrued interest will rank:

•	 ahead of claims of Shareholders and 
holders of other subordinated securities 
that, by their terms, rank after the Notes;

•	 equally with claims of other Holders and 
holders of other subordinated securities 
that rank equally with the Notes; and

•	 behind all other claims on IAG.

Ranking following Conversion
If any of your Notes are Converted, you will 
become a Shareholder. In a winding up of 
IAG, your Ordinary Shares will rank equally 
with other Ordinary Shares on issue and 
behind all other claims on IAG.

Ranking on Write-Off
You will have no claim in the winding up of 
IAG if all of your Notes are Written-Off.

Section 6.10 of this PDS (Ranking) explains 
how the Notes rank in comparison to 
other capital instruments currently issued 
by IAG. Section 7.4 of this PDS (Table 
of capital instruments) contains more 
information on those capital instruments.

NO SECURITY
The Notes are not secured against any 
asset of IAG. 

WHERE YOU CAN FIND 
THE GROUP’S FINANCIAL 
INFORMATION
The financial position and performance of 
the Group are essential to an assessment 
of IAG’s ability to meet its obligations under 
the Notes. You should also read Section 7 of 
this PDS (Group’s financial information).

KEY RISKS AFFECTING  
THIS INVESTMENT
Investments in debt securities have risks. 
A key risk is that IAG does not meet its 
commitments to repay you or pay you 
interest (credit risk). Section 8 of the PDS 
(risks of investing) discusses the main 
factors that give rise to the risk. You should 
consider if the credit risk of these debt 
securities is suitable for you.

The interest rate for these Notes should 
also reflect the degree of credit risk. In 
general, higher returns are demanded by 
investors from businesses with higher risk 
of defaulting on their commitments. You 
need to decide whether the offer is fair. 
IAG considers that the most significant risk 
factors are:

Catastrophes
Large-scale claims arising from inherently 
unpredictable catastrophes (such as 
cyclones, earthquakes, tsunamis, wind, 
hail, floods, fire and volcanic activity) may 
adversely affect the Group’s earnings and 
financial condition. Reinsurance is used 
extensively to mitigate these risks.

Latent claims
New types of latent claims may arise under 
certain product classes offered by the 
Group that could have a material adverse 
impact on the Group’s financial position 
and performance. An historical example 
includes claims arising from asbestos. 
Reinsurance and policy exclusions are 
used to manage these risks.

Reinsurance 
The Group may suffer losses if:

•	 its reinsurance cover is not adequate, does 
not match its risk profile or cannot be 
maintained on a cost-effective basis; or 

•	 a reinsurer defaults on its obligation to 
pay claims due to financial difficulties or 
disputed coverage.
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3.3	 TRADING YOUR NOTES 
ON THE NZX DEBT MARKET
IAG intends to quote the Notes on the 
NZX Debt Market. To be eligible to trade 
your Notes on the NZX Debt Market, you 
must have an account with a Primary 
Market Participant, a common shareholder 
number or CSN and an authorisation 
code. If you do not have an account with a 
Primary Market Participant, you should be 
aware that opening an account can take a 
number of days depending on the Primary 
Market Participant’s new client procedures. 

If you do not have a CSN, you will be 
automatically assigned one. If you do not 
have an Authorisation Code, it is expected 
that you will be sent one by the Securities 
Registrar. If you have an account with a 
Primary Market Participant and have not 
received an Authorisation Code by the 
date you want to trade your Notes, your 
Primary Market Participant can arrange 
to obtain your Authorisation Code from 
the Securities Registrar. Your Primary 
Market Participant will be charged a fee for 
requesting your Authorisation Code from 
the Securities Registrar and may pass this 
cost on to you. 

You may only transfer your Notes in 
multiples of NZ$1,000 in aggregate Face 
Value and after any transfer you and the 
transferee must each hold Notes with an 
aggregate Face Value of at least NZ$5,000 
(or no Notes).

You will likely have to pay brokerage on 
any transfer of Notes you make through  
a Primary Market Participant. 

3.4	 TRUST DEED
The terms and conditions of the Notes 
are set out in the Conditions, which are 
attached as a schedule to the Trust Deed. 
Holders are bound by, and are deemed 
to have notice of, the Trust Deed. If you 
require further information in relation to 
any Conditions or the Trust Deed, you may 
obtain a copy of the Trust Deed from the 
Disclose register. 
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4.4	 BUSINESS SEGMENTS 
IAG’s operating model defines its core 
businesses around its customers, to 
deliver better outcomes for its customers, 
people and Shareholders.

The current structure, which took effect 
in December 2015, supports the Group’s 
desire to become a customer-led and data-
driven organisation that can adapt quickly 
to the rapidly changing environment in 
which businesses now operate.

In Australia, two customer-facing divisions 
are responsible for the Group’s sales, 
service, and brand and marketing execution:

•	 Australian Consumer Division – 
focuses on individuals and families; and

•	 Australian Business Division – focuses 
on businesses of all size.

Three divisions focus on the customer 
experience, technology and operations to 
support these customer-facing divisions:

•	 Customer Labs is responsible for the 
customer experience strategy and 
driving product innovation through 
data and insights, brand architecture 
across the Group, and new business 
incubations and venturing;

•	 Digital Labs provides digital and 
design innovation while identifying and 
harnessing disruptive technology. Digital 
Labs is also accountable for building 
digital apps and eco-systems, and 
simplifying existing core platforms; and

•	 Operations Division is responsible 
for claims and operational functions 
such as procurement and supply chain 
management.

A new “Challenger” division underwrites 
the policies distributed by Coles Insurance 
and manages the brands that do not hold a 
leading position in their respective markets.

An International Division comprises the 
Group’s market-leading presence in New 
Zealand and its Asia businesses:

•	 In New Zealand, the Group’s business is 
the leading general insurance provider 
across both the direct and intermediated 
channels. Insurance products are sold 
directly to customers predominantly 
under the State and AMI brands, and 
through intermediaries (insurance 
brokers and authorised representatives) 
predominantly under the NZI and Lumley 
Insurance brands. Insurance products are 
also distributed under third party brands 
by IAG’s corporate partners, including 
large financial institutions. The Group’s 
New Zealand businesses generated 
GWP of approximately A$1 billion for the 
six months ended 31 December 2015, 
representing approximately 19% of the 
Group’s GWP; and

•	 In Asia, which for the six months ended 
31 December 2015 represented 6.4% of 
the Group’s GWP on a proportional basis, 
the Group has established a presence 
in the five target markets of Thailand, 
Vietnam, Indonesia, Malaysia and India. 

4.5	 STRATEGY 
The Group’s strategy is to leverage 
its market leadership to deliver great 
customer experiences and create value 
for its Shareholders, partners, people, 
customers and community.

IAG is creating a business that is:

•	 customer-led and data-driven; 

•	 simpler and more scalable; and

•	 agile and quick to respond. 

4.6	 REINSURANCE 
Reinsurance is a form of insurance for 
insurance companies where, in exchange 
for an agreed premium, the reinsurer 
agrees to pay all or a share of certain 
claims incurred by the insurance company.

Reinsurance is used by the Group to 
limit exposure to large single claims and 
accumulation of claims that arise from 
the same event (such as a cyclone or 
an earthquake). In addition to limiting 

exposure to losses, reinsurance can 
also stabilise earnings, protect capital 
resources and ensure efficient control and 
spread of underwritten risks. The Group 
enters into reinsurance arrangements 
with numerous reinsurers, which typically 
renew on an annual basis. 

The Group currently limits its exposure to 
an event or series of events to a maximum 
of 4% of net earned premium (NEP).2 The 
‘Group Reinsurance Management Strategy’ 
is reviewed and approved annually by the 
IAG board and submitted to APRA. 

Catastrophe reinsurance for the calendar 
year commencing 1 January 2016 provides 
gross reinsurance protection for losses 
up to A$7 billion (2015: A$7 billion). 
After allowing for the 20% quota share 
arrangement with Berkshire Hathaway 
(described in Section 4.2 of this PDS 
(Overview of the business of the Group)), 
the Group retains, for each loss, the first 
A$200 million for Australia, NZ$200 million 
for New Zealand and A$20 million for 
Thailand. The amount retained by the 
Group for each loss for Malaysia, which 
is not subject to the Berkshire Hathaway 
quota share arrangement, is A$25 million. 

The level of reinsurance cover for 2016 
is consistent with the level of cover for 
2015. This reflects the Group’s stable 
overall aggregate exposure, with modest 
growth in the underlying business being 
offset by reduced exposure to large-
corporate property which was purchased 
by Berkshire Hathaway as part of the 
strategic relationship.

The Group’s catastrophe reinsurance 
covers all territories in which the Group 
operates, with the exception of its joint 
venture interest in India which has its own 
reinsurance arrangements.

A description of the risks relating to the 
Group’s reinsurance arrangements can be 
found in Section 8.3 of this PDS (Specific 
risks relating to IAG’s creditworthiness).

2.	� NEP is gross earned premium (GEP) less reinsurance expense. GEP is the amount recognised in the income statement as it is earned. The insurer estimates the pattern of the 
incidence of risk over the period of the contract for direct business, or over the period of indemnity for reinsurance business, and the premium revenue is recognised in the 
income statement in accordance with this pattern.
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4.7	 SIGNIFICANT SUBSIDIARIES 
Significant subsidiary companies of the Group and their activities as at the date of this PDS are as follows:

Name Country of 
incorporation Ownership Principal activity

Insurance Australia Limited Australia 100%
General insurance including brands such as  
NRMA Insurance

CGU Insurance Limited Australia 100% Commercial insurance including brands such as CGU

IAG New Zealand Limited New Zealand 100%
NZ operating company with brands such as State,  
NZI and AMI

Insurance Manufacturers of 
Australia Pty Limited 

Australia 70%
Underwriter of personal short-term insurance products 
distributed in Victoria under the RACV brand and in NSW, 
ACT and Queensland under the NRMA Insurance brand 

4.8	 ASSOCIATED INSURANCE 
BUSINESSES
In addition, as at the date of this PDS, 
IAG holds 20% or more of the voting 
rights or share capital (as applicable) 
in the following insurance businesses: 
Safety Insurance, based in Thailand; 
AAA Assurance Corporation, based in 
Vietnam; PT Asuransi Parolamas, based 
in Indonesia; and AmGeneral Holdings 
Berhad (AmGeneral), the general insurance 
arm of Malaysian-based AmBank Group; 
and SBI General Insurance Company, a 
joint venture with State Bank of India. 
The solvency and capitalisation of these 
businesses can affect whether an Interest 
Deferral Condition exists – see Section 6.3 
of this PDS (Deferral of interest).

Members of the Group that IAG considers 
are significant subsidiaries, and entities 
that are associated insurance businesses of 
IAG, may change over the term of the Notes.

4.9	 MATERIAL ACQUISITIONS 
AND DISPOSALS
The most significant acquisition in the last 
three years was the Group’s 2014 purchase 
of the insurance underwriting businesses 
of Wesfarmers Limited for A$1.845 billion, 
which strengthened IAG’s position in 
its home markets of Australia and New 
Zealand. The acquisition included 
Wesfarmers’ insurance underwriting 
companies trading under the WFI and 
Lumley Insurance brands, as well as a 
10 year distribution agreement with 
Coles. The rationale for this acquisition 
was to deliver significant long-term 
value for Shareholders and unlock 
further growth potential for the Group’s 
businesses in Australia and New Zealand. 
The acquisition was funded from a 
combination of equity, subordinated debt 
and internal funds.

IAG considers acquisition and partnership 
arrangements from time to time as 
opportunities arise to add strength 
to a stable of relationships, deliver 
opportunities for growth, or enhance IAG’s 
digital and analytical capabilities.
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4.10	 IAG’S BOARD  
OF DIRECTORS
Elizabeth Bryan AM 
BA (Econ), MA (Econ) – Chairman and 
Independent non-executive director

Elizabeth Bryan was appointed as a 
director of IAG in 2014 and became 
Chairman in March 2016. She is chair of the 
People and Remuneration Committee and 
the Nomination Committee and a member 
of the Risk Committee. Elizabeth is also 
Chairman of Virgin Australia Holdings 
Limited and a director of Westpac Banking 
Corporation.

Peter Harmer 
Managing Director and  
Chief Executive Officer

Executive director

Peter Harmer was appointed Managing 
Director and Chief Executive Officer of  
IAG in 2015.

Since joining IAG in 2010, his various  
senior roles have included leading IAG 
Labs (driving digital and innovation  
across IAG and its brands), inaugural  
Chief Digital Officer and Chief Executive  
of IAG’s Commercial Insurance division.  
He joined IAG as Chief Executive Officer, 
CGU Insurance in 2010.

Peter was previously Chief Executive Officer 
of Aon Limited UK and Chief Executive 
Officer of Aon’s Australian operations.

Alison Deans 
BA, MBA, GAICD – Independent  
non-executive director

Alison Deans was appointed as a director 
of IAG in 2013. She is a member of IAG’s 
People and Remuneration Committee 
and Nomination Committee. Alison 
was formerly Chief Executive Officer of 
netus, an investment company focused 
on building consumer web businesses in 
Australia and acquired by Fairfax in 2012. 
She was appointed a director of Westpac 
Banking Corporation and Kikki-K in 2014 
and of Cochlear Limited in 2015.

Hugh Fletcher 
BSc/BCom, MCom (Hons), MBA – 
Independent non-executive director

Hugh Fletcher was appointed as a director 
of IAG in 2007 and Chair of IAG New 
Zealand Limited in 2003. He is a member 
of IAG’s Audit Committee, Risk Committee 
and Nomination Committee. Hugh was 
formerly Chairman (and independent 
director since 1998) of New Zealand 
Insurance Limited and CGNU Australia. 
He is a director of Rubicon Limited and 
Vector Limited and a trustee of The 
University of Auckland Foundation. Hugh 
was formerly Chief Executive Officer of 
Fletcher Challenge Limited, after 28 years 
as an executive. Hugh is a former Deputy 
Chairman of the Reserve Bank of New 
Zealand and former member of the Asia 
Pacific Advisory Committee of the New 
York Stock Exchange.

Raymond Lim 
BEcon, BA, LLM – Independent  
non-executive director

Raymond Lim was appointed as a director 
of IAG in 2013. He is a member of IAG’s 
People and Remuneration Committee and 
Nomination Committee.

Raymond is Chairman of APS Asset 
Management, Senior Advisor to the Swire 
Group and a director of GIC Pte Ltd, Hong 
Leong Finance and Raffles Medical Group. 
He is an Adjunct Professor at the Lee Kuan 
Yew School of Public Policy, National 
University of Singapore and the Nanyang 
Centre for Public Administration, Nanyang 
Technological University, Singapore. 
Raymond is a former Cabinet minister in 
the Singapore Government (2001 to 2011).  

Jonathan (Jon) Nicholson 
BA – Independent non-executive director

Jon Nicholson was appointed as a director 
of IAG in 2015. He is a member of the Risk 
Committee, the Audit Committee and the 
Nomination Committee. Jon is chairman 
of Westpac Foundation, a trustee of 
Westpac Bicentennial Foundation, Senior 
Advisor of Boston Consulting Group and 
a non-executive director of Cape York 
Partnerships and QuintessenceLabs.

He previously spent eight years with 
Westpac Banking Corporation, first 
as Chief Strategy Officer and later as 
Enterprise Executive, and retired from 
Westpac in 2014. He has also held various 
roles with the Australian Government, 
including Senior Private Secretary to the 
Australian Prime Minister Bob Hawke and 
senior positions in the Department of the 
Prime Minister and Cabinet.

Tom Pockett 
BCom, CA – Independent  
non-executive director

Tom Pockett was appointed as a director 
of IAG in 2015 and is chair of IAG’s 
Audit Committee and a member of the 
Risk Committee and the Nomination 
Committee. Tom is a non-executive 
director of Stockland Corporation Limited 
and a director of Sunnyfield Independence 
Association and of O’Connell St Associates. 
He previously spent over 11 years as Chief 
Financial Officer and over seven years as 
Finance Director with Woolworths Limited, 
and retired from these roles in 2014. 

Philip Twyman 
BSc, MBA, FAICD – Independent  
non-executive director

Philip Twyman was appointed as a 
director of IAG in 2008. He is chair of IAG’s 
Risk Committee and a member of the 
Audit Committee and the Nomination 
Committee. Philip was formerly group 
executive director of Aviva plc, one of 
the world’s largest insurance groups. He 
has also been Chairman of Morley Fund 
Management and Chief Financial Officer 
of General Accident plc, Aviva plc and 
AMP Group. Philip is on the board of Swiss 
Re in Australia and is a former director 
of Perpetual Limited, Medibank Private 
Limited and Insurance Manufacturers of 
Australia Pty Limited.
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5
PURPOSE OF  
THE OFFER.

5.1	 PURPOSE OF THE OFFER 
AND USE OF THE FUNDS
The Offer forms part of IAG’s prudent 
funding and capital management strategy 
which targets a diverse capital structure in 
terms of the amount, duration and quality 
of capital.

The proceeds of the Offer will be used for 
the general corporate purposes of the 
Group. The use of the money raised under 
the Offer will not change depending on 
the total amount that is raised. The Offer 
is not underwritten.

5.2	 WHAT IS REGULATORY 
CAPITAL AND WHY DOES IAG 
NEED IT?
The Notes qualify as regulatory capital 
for the IAG Level 2 Insurance Group for 
Australian regulatory purposes. This 
Section sets out information about how IAG 
is regulated and what regulatory capital is.

Prudential regulation by APRA
APRA is the prudential regulator of the 
Australian financial services industry. 
APRA oversees Australian banks, credit 
unions, building societies, general 
insurance and reinsurance companies, life 
insurance companies, friendly societies, 
and most members of the superannuation 
industry. As a non-operating holding 
company of an insurance group, IAG is 
subject to prudential regulation by APRA.

APRA’s mission is to establish and enforce 
prudential standards and practices 
designed to ensure that, under all 
reasonable circumstances, financial 
promises made by institutions that 
APRA supervises are met within a stable, 
efficient and competitive financial system.

APRA’s regulatory capital prudential 
standards that apply to general insurance 
holding companies and operating 
companies ensure that those entities 
or groups maintain adequate capital to 
support the risks associated with their 
activities. APRA has authorised IAG, as 
the ultimate parent of a group of general 
insurance companies, to be a non-
operating holding company. The group, 
being IAG and its subsidiary general 
insurers, is collectively referred to by 
APRA as a “Level 2 insurance group” and 
compliance with APRA’s capital prudential 
standards is assessed on a group basis, 
as well as on the basis of each individual 
general insurer that is a part of that group. 
This group is referred to in this PDS as the 
IAG Level 2 Insurance Group.
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What is regulatory capital?

APRA requires general insurers and groups 
of general insurance companies to hold 
a minimum amount of regulatory capital 
based on the risk profile of its activities. 

APRA also specifies the types of capital 
instruments that it will recognise when 
determining whether an insurer or group 
of insurance companies is holding the 
required amount of regulatory capital. 

APRA classifies regulatory capital into 
three tiers for its supervisory purposes:

•	 Common Equity Tier 1 Capital is the 
highest quality, most loss absorbent, 
permanent form of capital (such as 
ordinary shares and retained earnings); 

•	 Additional Tier 1 Capital is high quality 
capital (such as preference shares) that 
is also freely available to absorb losses;

	

Common Equity Tier 1 +  
Additional Tier 1 Capital =  
Total Tier 1 Capital

•	 Tier 2 Capital includes other instruments 
(such as subordinated debt) that do not 
have all of the loss absorbency qualities 
of Tier 1 Capital but are still recognised 
as contributing to the overall capital 
position of the insurer or group.

In very general terms, a capital instrument 
has loss absorbing qualities if the holder of 
the instrument has no ability to demand 
repayment of the instrument. For example, 
a holder of ordinary shares (ie Common 
Equity Tier 1 Capital) has no right to 
demand repayment of their shares whether 
before or after a winding up of the issuer. 

A holder of a convertible instrument that 
qualifies as Tier 2 Capital (such as the 
Notes) has only a very limited ability to 
demand repayment of the instrument:

•	 before conversion, the holder of the 
capital instrument has a claim in the 
winding up of the issuer for repayment 
of the capital instrument; and

•	 after conversion, the holder will hold 
ordinary shares (ie Common Equity 
Tier 1 Capital) and will have no right to 
repayment of the capital instrument. 

The purpose of the requirement for 
capital instruments to absorb losses 
if the issuer becomes non-viable is for 
the loss to be borne by shareholders or 
the holders of the capital instruments 
rather than anybody else (such as general 
creditors or taxpayers). 

To qualify as Tier 2 Capital, the Notes 
are required to include terms that 
enable the Notes to absorb losses if IAG 
becomes non-viable. The Notes meet this 
requirement primarily by providing for 
some or all of the Notes to be Converted 
into Ordinary Shares upon the occurrence 
of a Non-Viability Trigger Event. However, 
if the Notes are not Converted into 
Ordinary Shares when required following 
a Non-Viability Trigger Event, those Notes 
will be Written-Off. In either case, a loss 
would be borne by the Holder.

APRA’s website www.apra.gov.au includes 
further details of its functions and 
prudential standards.
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The 2011 NZ$ Bonds, the 2012 CPS and 
the 2005 RES are described in more detail 
in Section 7.4 of this PDS (Table of capital 
instruments).

The actual amounts of liabilities and 
equity of IAG at the point of its winding up 
will be different to the indicative amount 
set out in the diagram above. 

Basis of preparation of table
Amounts in the table above assume NZ$300 
million of Notes are issued under the Offer 
(including NZ$100 million of Notes issued 
under the Re-investment Offer) and no 
repayment of further debt is made at the 
time of issue other than to the extent that 
2011 NZ$ Bonds are cancelled following 
IAG’s purchase of those 2011 NZ$ Bonds 
under the Re-investment Offer. This has 
increased the liabilities that rank equally 
with the Notes stated in the interim 
financial statements prepared as at 31 
December 2015 by A$281 million (applying 
an exchange rate of NZ$1 to A$0.937).

No restrictions on creating 
further liabilities
There are no restrictions on the Group 
creating further liabilities that rank 
equally with, or in priority to, the Notes in 
a winding up of IAG after the Notes have 
been issued. 

The Group could therefore, at any time 
after the Issue Date, create further 
liabilities that rank equally with or in 
priority to the Notes. These liabilities 
could, for example, be other Tier 2 Capital 
instruments issued by IAG.

Ranking following Conversion
If any of your Notes are Converted, you will 
become a Shareholder. In a winding up of 
IAG, your Ordinary Shares will rank equally 
with other Ordinary Shares on issue and 
behind claims of holders of all other 
securities and debts of IAG. 

Shareholders are entitled to share 
in surplus assets on a winding up in 
proportion to the amount of capital 
paid up (all Ordinary Shares issued on 
Conversion will be fully paid up). IAG’s 
constitution also gives Shareholders the 
right to approve by special resolution 
various alternative ways in which surplus 
assets may be dealt with by the liquidator.

Ranking on Write-Off
You will have no claim in the winding up  
of IAG if all of your Notes are Written-Off.  
If your Notes are Written-Off, you will lose 
all of your investment in them.

6.11	 AMENDMENTS TO THE 
TRUST DEED
IAG and the Supervisor are able to amend 
the Trust Deed without the approval of 
Holders if IAG and the Supervisor are 
satisfied that the amendment does not 
have a material adverse effect on the 
Holders. The Trust Deed may also be 
amended if the amendment is approved 
by a special resolution of Holders. 
Amendments which affect the regulatory 
capital treatment of the Notes cannot 
be made without APRA’s prior approval. 
Amendments made in accordance with the 
Trust Deed are binding on you even if you 
did not agree to them.

6.12	 OTHER RELEVANT 
INFORMATION ABOUT THE 
TRUST DEED 
The Trust Deed also contains a number of 
standard provisions, including relating to:

•	 the role of the Supervisor and the 
powers and duties of the Supervisor;

•	 the process for replacement of the 
Supervisor; and

•	 the right of the Supervisor to be 
indemnified.
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The financial information set out in the table below shows the financial position of IAG. 

Selected financial information for IAG 
(All amounts are shown in A$ million)

Interim financial information As reported As reported As reported

1H 2016 1H 2015 FY 2015 FY 2014 FY 2013

Receivables from/loans to related  
bodies corporate*

249 747  527  895 1,104 

Current tax assets* 40 145  –  –  – 

Investment in controlled entities, 
associates and joint ventures*

13,369  13,176  13,306  12,417  10,414 

Other* 104 85 84 89 14 

Total assets 13,762 14,153 13,917 13,401 11,532 

Total tangible assets 13,762 14,153 13,917 13,401 11,532 

Payable to/borrowings from related 
bodies corporate*

-3,407 -3,814 -3,408 -2,714 -2,392

Current tax liabilities* - - -34 -128 -188

Interest bearing liabilities* -881 -872 -862 -852 -807

Other* -35 -53 -58 -188 -9

Total liabilities -4,323 -4,739 -4,362 -3,882 -3,396

Total net tangible assets 9,439 9,414 9,555 9,519 8,136

IAG’s investments in subsidiaries are carried at the lower of cost and recoverable (i.e. fair value) amount by IAG. Where the carrying value 
exceeds the recoverable amount, an impairment charge is recognised in the profit and loss account. These investments are treated as 
monetary assets, and therefore tangible assets, under the accounting rules and for that reason included within the net tangible assets.

Except as described below, the information in the table above has been extracted from IAG’s audited annual financial statements and 
unaudited interim financial statements. The information opposite headings designated with * in the table above was not disclosed in 
IAG’s audited annual financial statements or unaudited interim financial statements and has been derived from trial balances used in 
the preparation of those financial statements.

7.2	 OTHER FINANCIAL RATIOS FOR THE GROUP

Other financial ratios for the Group
Interim financial information As reported As reported As reported

1H 2016 1H 2015 FY 2015 FY 2014 FY 2013

Loss ratio 63.1% 67.5% 67.2% 60.2% 59.9%

The loss ratio refers to the net claims expense as a percentage of net earned premium. A high ratio may indicate high claims expenses. 

Expense ratio 26.2% 27.3% 27.6% 26.7% 26.2%

The expense ratio refers to the underwriting expenses as a percentage of net earned premium. A high ratio may indicate high 
underwriting and commission expenses. 

Combined ratio 89.3% 94.8% 94.8% 86.9% 86.1%

The combined ratio refers to the sum of the loss ratio and expense ratio. 

Insurance margin 14.9% 13.4% 10.7% 18.3% 17.2%

The insurance margin refers to the insurance profit, which is a sum of the underwriting result plus investment income on technical 
reserves, as a percentage of net earned premium.
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7.3	 CAPITAL MANAGEMENT 
AND FUNDING 
The Group’s capital management 
strategy aims to achieve an amount 
and mix of capital that is appropriate 
for its business needs, risk appetite and 
delivery of sustainable attractive returns 
to Shareholders. The target level of 
capitalisation for the Group is assessed 
taking into account, among other factors:

•	 the probability of IAG (or another member 
of the Group) becoming insolvent over 
the next one to three years; 

•	 the probability of the IAG Level 2 
Insurance Group failing to hold the 
minimum amounts of regulatory capital 
required by APRA over the next one to 
three years; 

•	 	the views of other relevant parties on 
the Group’s capitalisation, including 
capital models of rating agencies, and 
associated ratings; and

•	 Australian and international industry 
levels of capitalisation. 

APRA prescribes a minimum level of 
capital which is intended to take account 
of the full range of risks to which a 
regulated institution is exposed, known as 
the Prescribed Capital Amount (referred to 
as PCA). The Group currently has a long-
term capital benchmark of 1.4 to 1.6 times 
APRA’s minimum PCA.

APRA also prescribes a minimum level of 
Common Equity Tier 1 Capital (described 
in Section 5.2 of this PDS (What is 
regulatory capital and why does IAG need 
it?)), being 0.6 times PCA. The Group 
currently has a long-term Common Equity 
Tier 1 Capital benchmark of 0.9 to 1.1 
times PCA.

The Group measures its capital mix on 
a net tangible equity basis. This means 
measuring its capital after deduction of 
goodwill and intangible assets. Measuring 
capital in this way is consistent with 
regulatory and rating agency models. It 
is the Group’s current intention to have a 
capital mix in the following ranges over  
the longer term:

•	 ordinary equity (net of goodwill and 
intangible assets) 60% to 70%; and 

•	 debt and hybrids 30% to 40%.

As at 31 December 2015, the Group’s 
capital mix was within the targeted range, 
with debt and hybrids representing 33.4% 
of total tangible capitalisation. 

As part of the strategic relationship 
announced in 2015, Berkshire Hathaway 
acquired new fully paid Ordinary Shares for 
A$500 million and granted IAG an option to 
require Berkshire Hathaway to subscribe 
for approximately a further 121 million 
Ordinary Shares. The option is exercisable 
at IAG’s discretion until June 2017.  

The price payable by Berkshire Hathaway 
if IAG exercises the option is based on 
the volume weighted average price of 
Ordinary Shares (Option VWAP) over the 
5 days prior to the exercise of the option, 
and is capped at A$6.50 per Ordinary 
Share. For example, at an Option VWAP 
of A$5.40 (which would have been the 
Option VWAP if it was calculated as at 
1 March 2016), the amount received 
from Berkshire Hathaway on issue of 
the Ordinary Shares would amount to a 
capital injection for IAG of A$653 million.  
If the option is exercised, the Option VWAP 
that applies may be higher or lower than 
the Option VWAP used in this example.
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7.4	 TABLE OF CAPITAL INSTRUMENTS
As at the date of this PDS, the instruments on issue that constitute Additional Tier 1 Capital or Tier 2 Capital of the IAG Level 2 Insurance 
Group are set out in the table below:

Capital 
classification

Description of instrument Maturity date

Does the 
instrument 
convert on a  
Non-Viability 
Trigger Event?

Is the instrument 
written-off if 
conversion is 
unable to occur?

Does the 
instrument have 
a call date?

Tier 2 A$350 million subordinated 
medium-term notes due 2040 
issued by Insurance Australia 
Limited (ABN 11 000 016 722) on 
19 March 2014 (2014 IAL Notes)

19 March 2040 Yes Yes Yes 

The first call date 
is 19 March 2019

Tier 2 £100 million GBP subordinated 
term notes due 2026 issued by 
IAG on 21 December 2006 

21 December 
2026

No N/A Yes 

The first call date 
is 21 December 
2016

Tier 2 NZ$325 million NZ$ subordinated 
bonds due 2036 issued by IAG 
on 15 December 2011 (2011 NZ$ 
Bonds)

15 December 
2036

No N/A Yes

The first call date 
is 15 December 
2016

Additional 
Tier 1

A$377 million convertible 
preference shares issued by IAG 
on 1 May 2012 (2012 CPS)

1 May 2019

(mandatory 
conversion into 
Ordinary Shares)

Yes Yes5 Yes

The first call date 
is 1 May 2017

Additional 
Tier 1

A$550 million reset exchangeable 
securities issued by IAG Finance 
(New Zealand) Limited (ABN 97 
111 268 243) on 11 January 2005 
(2005 RES)

None

(perpetual)

No N/A Yes

The first call date 
is 16 December 
2019

IAG also has the 
right to exchange 
the 2005 RES into 
preference shares 
in IAG at any time

7.5	 OTHER LIMITATIONS, RESTRICTIONS AND PROHIBITIONS 
There are no:

•	 financial covenants set out in the Trust 
Deed; or

•	 restrictions on the ability of any 
member of the Group to borrow that 
result from any agreement entered into 
by the member other than in relation 
to a joint venture company in which 
the Group holds the majority of shares. 
Under the shareholders’ agreement 
relating to that company, the company 
may not enter into any long-term 
borrowing transactions.

IAG is subject to various Australian 
restrictions on entering into transactions 
with IAG’s associated persons.

Chapter 2E of the Corporations Act 
prohibits IAG from giving a “financial 
benefit” to a “related party” (such as a 
director, their spouse and certain other 
relatives and any entities that control 
IAG) without shareholder approval. There 
are certain exceptions to this prohibition, 
including where the benefit is given on 
arm’s length terms.  The ASX Listing 
Rules similarly prohibit IAG from buying 

or selling a substantial asset from or to 
a related party, subsidiary (other than a 
wholly-owned subsidiary) or substantial 
shareholder without shareholder approval.

General principles of company law and 
prudential regulation may also restrict 
transactions with affiliates in particular 
circumstances.

5	 The rights of holders of the 2012 CPS are not terminated if conversion is unable to occur, but instead are varied to become broadly equivalent to the rights in respect of 
dividends and return of capital the holders would have had if conversion had occurred. 
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8
RISKS OF 
INVESTING.

8.1	 INTRODUCTION
This Section 8 describes potential risks 
associated with an investment in the 
Notes. This Section 8 describes certain:

•	 general risks associated with an 
investment in the Notes; 

•	 significant specific risks relating to  
IAG’s creditworthiness;

•	 significant specific risks associated  
with a Non-Viability Trigger Event; and

•	 other risks associated with the Notes 
specifically.

The selection of risks relating to IAG’s 
creditworthiness has been based on 
an assessment of a combination of the 
probability of a risk occurring and the 
impact of the risk if it did occur. This 
assessment is based on the knowledge of 
the directors of IAG as at the date of this 
PDS. There is no guarantee or assurance 
that the significance of different risks will 
not change or that other risks will not arise 
over time.

Where practicable, the Group seeks to 
implement risk mitigation strategies to 
manage the exposure to certain of the 
risks outlined below, although there can 
be no assurance that such arrangements 
will fully protect the Group from such risks.

Investors should carefully consider these 
risk factors (together with the other 
information in this PDS) before deciding to 
invest in the Notes. 

This summary does not cover all of the 
risks of investing in the Notes. 

The statement of risks in this Section 8 
does not take account of the personal 
circumstances, financial position or 
investment requirements of any particular 
investor. It is important, therefore, that 
before making any investment decision, 
investors give consideration to the 
suitability of an investment in the Notes 
in light of their individual risk profile 
for investments, investment objectives 
and personal circumstances (including 
financial and taxation issues).



41

8.2	 GENERAL RISKS 
An investment in the Notes is subject to 
the following general risks:

The risk that IAG encounters severe 
financial difficulty and payments are not 
made on the Notes when scheduled

If IAG encounters severe financial 
difficulty, this may in turn:

•	 lead to an Interest Deferral Condition 
existing, meaning interest may not be 
paid on the Notes when scheduled; 

•	 result in IAG being not Solvent, or not 
being Solvent if it made a payment on 
the Notes, in which case IAG cannot be 
compelled to make a payment on the 
Notes; or

•	 result in a Non-Viability Trigger Event 
occurring, meaning:

–– some or all of your Notes will be 
Converted into Ordinary Shares. If 
your Notes are Converted following 
a Non-Viability Trigger Event, it is 
likely that the Maximum Conversion 
Number will cap the number of 
Ordinary Shares you will be issued 
on Conversion and you may receive 
significantly less than NZ$1.01 worth 
of Ordinary Shares for each of your 
Notes that is Converted; or 

–– if any of those Notes cannot be 
Converted when required for any 
reason, those Notes will be Written-
Off and you will lose your investment 
in them. 

Market risks associated  
with the Notes
The market price of the Notes may fluctuate 
up or down and the Notes may trade below 
their Face Value

The market price of the Notes on the NZX 
Debt Market may fluctuate due to various 
factors. The Notes may trade at a market 
price below their Face Value and the 
market price of the Notes may be more 
sensitive than that of other comparable 
securities issued by IAG or other issuers to 
changes in interest rates, credit margins 
and other market prices. This means that 
you may lose some of the money you 
invested if you wish to sell your Notes at a 
time when the market price of the Notes is 
lower than the Face Value.

The liquidity of the Notes may be low

The market for the Notes may not be liquid 
and may be less liquid than that of other 
comparable securities issued by IAG or 
other issuers.

If liquidity is low, there is a risk that if you 
wish to sell your Notes prior to the Maturity 
Date, you may not be able to do so when 
you want to at an acceptable price, or at all.

The interest rate may become less attractive 
compared to returns on other investments

The interest rate on the Notes will be 
fixed for 6 years until the First Optional 
Redemption Date (15 June 2022) when 
it will change to a floating rate for the 
remainder of the term of the Notes. The 
interest rate may become less attractive 
compared to returns on other investments 
during these periods.

Risks associated with holding 
Ordinary Shares
If any of your Notes are Converted into 
Ordinary Shares, you will cease to hold 
those Notes and to have any rights in 
relation to them. Instead, you will hold 
Ordinary Shares (see Section 6.8 of this PDS 
(Receipt of Ordinary Shares on Conversion)). 

Ordinary Shares are a different type of 
investment and are subject to different 
risks. Some of the key differences and 
principal risks associated with Ordinary 
Shares are summarised below: 

•	 you may receive a return only if:

–– dividends are paid. Unlike interest 
on the Notes, dividends on Ordinary 
Shares are payable only if and when 
IAG’s directors determine to pay them. 
IAG’s ability to pay a dividend may be 
restricted by Australian law and by the 
terms of prior ranking shares or other 
instruments; or 

–– the Ordinary Shares increase in value 
and you are able to sell them at a 
higher price than the amount you 
originally paid for your Notes (see the 
market risks associated with Ordinary 
Shares discussed below);

•	 in an insolvency of IAG, as a 
Shareholder, you will rank equally with 
other Shareholders and behind holders 
of all other securities and debts of IAG. 
You will only be paid after all creditors 

and, if applicable, holders of preference 
shares have been paid and only if there 
are sufficient assets; and

•	 you may lose some or all of your 
investment in them.

There are also market risks associated 
with the Ordinary Shares. In particular:

•	 following Conversion, the price of the 
Ordinary Shares may go up or down. In 
particular, Ordinary Shares trade at a 
market price which reflects that Ordinary 
Shares are an equity security rather 
than a fixed income debt security. The 
market price of Ordinary Shares may be 
more sensitive than that of the Notes 
to changes in the Group’s performance, 
operational issues and other business 
issues. There is no certainty as to the 
future value of the Ordinary Shares;

•	 Ordinary Shares are quoted on ASX. 
This means that if you want to sell 
any Ordinary Shares, you will need to 
comply with all applicable rules and 
procedures of ASX. Ordinary Shares are 
not quoted on the NZX Debt Market or 
any other NZX market; 

•	 Ordinary Shares are quoted in 
Australian dollars. If you sell any 
Ordinary Shares issued to you on 
Conversion, the proceeds are likely to 
be in Australian dollars. The exchange 
rate between New Zealand dollars and 
Australian dollars may fluctuate and 
these changes may be significant. You 
may also incur fees when exchanging 
amounts received in Australian dollars 
into New Zealand dollars;

•	 IAG will use all reasonable endeavours 
to have Ordinary Shares issued on 
Conversion quoted on ASX. However, the 
Ordinary Shares issued on Conversion 
and Ordinary Shares generally may not 
be quoted, in which case you may not 
be able to sell them at an acceptable 
price, or at all; and

•	 if your Notes Convert, the market for 
Ordinary Shares may not be liquid or 
may be less liquid than that of other 
shares issued by other entities at or 
about the Conversion Date. You are 
obliged to accept the Ordinary Shares 
issued to you on Conversion, even if the 
Ordinary Shares are not quoted on ASX 
at the time of issue (or at all).
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8.3	 SPECIFIC RISKS 
RELATING TO IAG’S 
CREDITWORTHINESS
The Group is exposed to a number of risks 
that may affect the business of the Group 
and therefore the financial performance 
and creditworthiness of IAG. 

Holders can obtain information about the 
performance of the Group from a variety 
of sources such as the Group’s annual 
report, its half and full year results and 
independent assessments available in 
analysts’ coverage.

The circumstances that IAG is aware of 
that exist or could arise that significantly 
increase the risk that payments may not be 
made on the Notes when scheduled or that 
a Non-Viability Trigger Event may occur are 
described below. The assessment of these 
circumstances is based on the business 
of the Group as conducted as at the date 
of this PDS. If the nature or scope of this 
business changes, other circumstances or 
events could give rise to this risk. 

Catastrophes 

As a general insurer, the Group is subject 
to the risk of large-scale claims arising out 
of catastrophes. Catastrophes may include 
cyclones, earthquakes, tsunamis, wind, 
hail, floods, fire or volcanic activity, which 
are inherently unpredictable with regard 
to incidence and severity. Claims arising 
out of catastrophes can be substantial, and 
can adversely affect the Group’s financial 
performance and creditworthiness. 
Reinsurance is used extensively by the 
Group to mitigate the potential claims cost 
arising from catastrophes.

Latent claims

Certain product classes offered by the  
Group may also be subject to the emergence  
of new types of latent claims. An historical 
example includes claims arising from 
asbestos. Claims arising out of latent claims 
can be substantial, and can adversely affect 
the Group’s financial performance and 
creditworthiness. The risks associated 
with latent claims are carefully considered 
by the Group when it determines the level 
of policy cover for those product classes 
and calculates provisions for future claims. 
Reinsurance is also used to reduce the 
impact of these claims.

Reinsurance

The Group enters into a significant 
number of reinsurance contracts to limit 
its risk exposure to any one claim, class 
of business or occurrence of specific 
events or series of events. The Group’s 
reinsurance contracts typically renew 
on an annual basis. There can be no 
assurance that the Group’s current 
reinsurance coverage is adequate, that it 
matches the underlying risks assumed, 
that reinsurance will be available at 
adequate rates or levels in the future, or 
that increases in reinsurance costs will 
be recovered through premium rates. 
In addition, reinsurance contracts are 
generally subject to change in control 
clauses which means there may be 
adverse consequences for the Group (such 
as termination) if the ownership of IAG 
changes during the term of the relevant 
reinsurance contract.

The limit of catastrophe cover purchased 
by the Group as at 1 January 2016 was 
A$7 billion, of which 80% is provided 
through the reinsurance market and the 
remaining 20% is provided under the 
quota share arrangement with Berkshire 
Hathaway. The Group’s event retention as 
at 1 January 2016 was A$200 million (after 
taking into account the cover provided 
through the quota share reinsurance 
arrangement with Berkshire Hathaway). 
If the extent of insurance loss exceeds 
the upper limit of reinsurance cover, then 
the amount in excess of the limit plus the 
amount of the event retention would need 
to be met by the Group.

The Group is exposed to the credit risk 
that its reinsurers may default on their 
obligation to pay claims. In addition, it 
may take a long time for the Group to 
collect reinsurance monies that are owed 
to it, and reinsurers may dispute their 
liability to pay, even if the Group has a 
valid claim. Despite reinsurance, the Group 
is primarily liable to policyholders, and so 
a failure by a reinsurer to make payment 
for any reason can adversely affect 
the Group’s financial performance and 
creditworthiness.

Investment performance

The Group has substantial investment 
portfolios made up of funds set aside to 
meet future claims payments and the 
investment of capital provided to the 
Group. As a consequence, investment 
performance can significantly affect 
the Group’s financial performance and 
creditworthiness.

IAG invests in a range of different funds 
and markets and so is exposed to risk and 
volatility in those markets generally, and 
in the securities and other assets in which 
it invests. Those risks include, but are not 
limited to, the risks of counterparty default; 
fluctuations in market prices, interest rates 
and exchange rates; and illiquid markets.

These risks can be more extreme during 
periods of high volatility and market 
disruption, such as occurred during 2008 
during the global financial crisis.

Uncertainty of future policy liabilities 

The Group has a liability for future benefits 
payable to policyholders and for unpaid 
claims in its general insurance business. 
The assessment of these future policy 
liabilities depends on estimates of expected 
future revenue and expenses. These 
estimates are based on actuarial and 
statistical projections made on the basis 
of the facts and circumstances known at a 
given time, estimates of likely future trends, 
and assumptions about future investment 
returns, expenses and inflation rates. 
Although the Group maintains assets in 
excess of estimated future policy liabilities 
based on best estimate assumptions, 
actual results and conditions may be 
different from those estimated liabilities as 
a result of unexpected claims outcomes, 
natural disasters or worsening general 
economic conditions. 

As a result of uncertainty in assessing 
future policy liabilities, there can be no 
certainty that the actual Group reserves 
for future unpaid claims will not materially 
exceed the Group’s estimates. The 
uncertainty of future policy liabilities 
can expose the Group to losses and 
increased costs, and can adversely affect 
the Group’s financial performance and 
creditworthiness.
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Market and competitive position 

The Group’s business is concentrated 
in Australia and New Zealand, which 
respectively accounted for 77% and 
19% of the Group’s reported GWP for the 
half year ended 31 December 2015. This 
means the Group’s performance is largely 
dependent on the performance of the 
insurance sector in these countries. While 
the Group’s position as a leading general 
insurer in Australia and New Zealand is an 
important factor in it being able to achieve 
strong and sustainable insurance margins, 
existing and new competitors could 
increase pressure on the Group’s ability 
to maintain its market share and/or its 
insurance margins. The Group could lose 
market share or be forced to reduce prices 
in order to compete effectively, if industry 
participants engage in aggressive growth 
strategies or severe pricing discounting.

The consequences of the Group’s business 
concentration and the future impact of 
competition are uncertain, and the Group 
faces the risk that the profits expected will 
not eventuate.

Structural subordination 

IAG is a holding company which owns or 
holds interests in a group of insurance 
companies in Australia, New Zealand and 
Asia. In the event a subsidiary is wound 
up, the claims of IAG would be limited to 
the net assets (if any) of that subsidiary 
after all prior ranking liabilities, including 
to policyholders, have been discharged or 
provided for. 

In addition, IAG is reliant on the continued 
receipt of dividends or other funding from 
its subsidiaries to make payments on its 
securities, including the Notes. The ability 
of IAG’s subsidiaries to pay dividends 
or otherwise make funds available to 
IAG may in certain circumstances be 
subject to regulatory, contractual or legal 
restrictions. 

Changes in government policy,  
regulation or legislation 

The general insurance industry is subject 
to extensive legislation, regulation and 
supervision by regulators including APRA 
and the Reserve Bank of New Zealand. Any 
future legislation and regulatory change 
may affect the insurance and finance 
sectors and adversely affect the Group. 
This could include changing the required 
levels of capital adequacy and/or changes 
to accounting standards, taxation laws 
and prudential regulatory requirements, 
and may affect the likelihood of an Interest 
Deferral Condition or a Non-Viability 
Trigger Event occurring.

Government and agency inquiries and 
reviews relating to general insurance arise 
from time to time, such as following certain 
natural perils or weather related events, 
or a periodic review of the performance of 
insurance schemes where coverage and 
pricing are regulated by government. It 
is possible that industry changes arising 
from these inquiries and reviews may result 
in increased costs and have an adverse 
effect on the financial performance and 
creditworthiness of the Group.

Litigation and regulatory proceedings 

The Group, like all entities in the insurance 
or finance sectors, is exposed to the risk 
of litigation and regulatory proceedings 
brought by or on behalf of policyholders, 
reinsurers, government agencies or other 
potential claimants. In addition, the 
Group, in the ordinary course of business, 
is regularly involved in legal proceedings 
relating to policies underwritten by 
entities within the Group or arising from 
its operations generally. While there are 
no material legal proceedings that are 
current or known to be threatened against 
the Group, there can be no assurance 
that significant litigation will not arise in 
the future and that the outcome of legal 
proceedings from time to time will not have 
a material adverse effect on the Group. 

Operational factors 

The Group is exposed to operational risks 
which may result in losses, increased 
costs and reputational damage. These 
risks include: fraud and other dishonest 
activities; poor management practices; 
workplace accidents; costs arising 
from project and change management; 
compliance costs arising from business 
continuity and crisis management; key 
person risk; the failure of information and 
other systems; and outsourcing risks. 

Impact of risks
IAG expects some of these risks to 
arise (either alone or in combination) 
in the normal course of the Group’s 
business. When they do, this can lead to 
a loss, increase in costs or a reduction in 
revenues. The Group closely manages 
these risks, including by maintaining an 
adequate level and quality of capital that 
reflects the scale, nature and complexity 
of its business and risk profile. 

In the normal course of business, these 
risks are not expected to have a materially 
adverse impact on the Group. However, in 
unusual circumstances, such as widespread 
large-scale claims arising out of unforeseen 
events or reinsurers not making large 
payments when due, or if the Group’s 
investment portfolios perform significantly 
worse than anticipated, the risks can 
become more difficult to manage and the 
impact on the Group can be more severe. 
In certain circumstances, such as where 
a combination of unusual circumstances 
exist at the same time, the impact of those 
circumstances could mean that the Group 
is not able to make payments on the Notes 
when scheduled or that a Non-Viability 
Trigger Event may occur.

Other risks
A description of other risks that may affect 
the business of the Group and therefore the 
financial performance and creditworthiness 
of IAG is contained in the Disclose register. 
These relate to the risks arising from 
mergers, acquisitions and divestments, 
the risks relating to the global market and 
economic environment and the risks of 
adverse foreign exchange rate movements. 



44

8.4	 SPECIFIC RISKS 
ASSOCIATED WITH A NON-
VIABILITY TRIGGER EVENT
Notes will be Converted into Ordinary 
Shares upon the occurrence of a Non-
Viability Trigger Event 

If a Non-Viability Trigger Event occurs, 
some or all of your Notes will be Converted 
into Ordinary Shares. The conversion 
formula is designed to operate so that you 
will receive approximately NZ$1.01 worth 
of Ordinary Shares for each of your Notes 
that is Converted, unless the Maximum 
Conversion Number applies. It is likely 
the Maximum Conversion Number will 
cap the number of Ordinary Shares you 
receive on Conversion following a Non-
Viability Trigger Event in which case you 
will receive significantly less than NZ$1.01 
worth of Ordinary Shares for each of your 
Notes that is Converted, and you may lose 
a significant amount of the money you 
invested as a consequence. The Maximum 
Conversion Number could apply due to a 
significant decrease in the market price of 
Ordinary Shares, or a significant increase 
in the NZ$/A$ exchange rate, or both. The 
market price of Ordinary Shares and the 
NZ$/A$ exchange rate fluctuate due to 
various factors. Following Conversion, 
there is no certainty as to the future value 
of the Ordinary Shares.

In addition, the NZ dollar equivalent of the 
Ordinary Share price used to calculate the 
number of Ordinary Shares you will receive 
on Conversion may differ from the Ordinary 
Share price on or after the Conversion Date. 
You may not be able to sell the Ordinary 
Shares issued to you on Conversion at the 
NZ dollar equivalent of the price of the 
Ordinary Shares on which the Conversion 
calculation was based, or at all.

See Section 6.6 of this PDS (Conversion 
and Write-Off following a Non-Viability 
Trigger Event).

Your Notes will be Written-Off if 
Conversion does not occur when required

If Conversion is required following a Non-
Viability Trigger Event and your Notes are 
not Converted into Ordinary Shares for 
any reason, those Notes will be Written-
Off. This means you will receive nothing 
further in relation to those Notes, your 

rights under them (including to interest 
payments) will be cancelled and you will 
lose all of your investment in them. You 
will not receive any compensation, and 
you have no right to take action against 
IAG, if any of your Notes are Written-Off.

See Section 6.6 of this PDS (Conversion 
and Write-Off following a Non-Viability 
Trigger Event).

8.5	 OTHER RISKS 
ASSOCIATED WITH THE  
NOTES SPECIFICALLY
The Notes are subordinated 
 and unsecured 

The Notes are subordinated and 
unsecured. Accordingly, on a winding up of 
IAG (if your Notes have not been Converted 
or Written-Off), there is a risk that you may 
lose some or all of the money you invested 
in the Notes. 

See Section 6.10 of this PDS (Ranking).

Interest rate will change from a fixed  
rate to a floating rate after 6 years

The interest rate on the Notes will be 
fixed for 6 years until the First Optional 
Redemption Date (15 June 2022) when it 
will change to a floating rate. There is a 
risk that the interest rate that applies from 
the First Optional Redemption Date will be 
lower than the interest rate which applies 
for the first 6 years of the Notes.

See Section 6.2 of this PDS (Interest).

You have no right to request your  
Notes be repaid early 

The Notes are a long-term investment with 
a term of 27 years. You cannot require IAG 
to repay any of your Notes before their 
Maturity Date (15 June 2043). To cash in 
your investment, you would have to sell 
your Notes on the NZX Debt Market at the 
prevailing market price, which may be less 
than what you paid for them. 

See Section 6.4 of this PDS (Repayment of 
the Face Value).

IAG may repay your Notes if certain 
events occur

Subject to certain conditions, IAG has 
the right to repay your Notes before 
the Maturity Date (15 June 2043) if a 
Regulatory Event or a Tax Event occurs, 

or on an Optional Redemption Date. 
IAG may not repay Notes early unless 
it obtains the prior written approval of 
APRA and other conditions are met. There 
is no certainty that APRA would provide 
its approval for an early repayment. 
The timing or occurrence of an early 
repayment of the Notes may not coincide 
with your own preferences.

See Section 6.4 of this PDS (Repayment of 
the Face Value).

IAG may not pay interest on a Scheduled 
Interest Payment Date if an Interest 
Deferral Condition exists on the  
payment date

IAG may in its absolute discretion defer 
the payment of interest on the Notes on a 
Scheduled Interest Payment Date (unless 
the Notes are being repaid on that date) if 
an Interest Deferral Condition exists on the 
payment date. 

Changes in APRA or government policy 
may affect IAG’s required capital levels or 
how IAG’s existing capital is valued and 
accordingly whether an Interest Deferral 
Condition may occur.

Any deferral of interest payments is likely 
to have an adverse effect on the market 
price of the Notes. In addition, as a result 
of the interest deferral provisions of the 
Notes, the market price of the Notes may 
be more volatile than the market prices of 
other debt securities which are not subject 
to interest deferral. The market price of the 
Notes may also be more sensitive generally 
to adverse changes in IAG’s financial 
condition than other debt securities which 
are not subject to such deferrals.

See Section 6.3 of this PDS (Deferral of 
interest).
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IAG may default on payment of the Face 
Value, interest or other amounts due on 
the Notes and you have limited rights in 
these circumstances

There is a risk that IAG may default on 
payment of some or all of the Face Value, 
interest or other amounts payable on 
the Notes. If IAG does not pay some or 
all of the Face Value or interest or other 
amounts payable on the Notes, your 
rights to enforce payment or to take other 
remedial action are very limited.

See Section 6.9 of this PDS (Events of 
Default).

IAG may amend the terms of the Notes 
without your consent 

The terms of the Notes contain provisions 
for calling meetings of Holders to consider 
matters affecting their interests generally. 
These provisions permit defined majorities 
to bind all Holders including Holders who 
did not attend and vote at the relevant 
meeting and Holders who voted in a 
manner contrary to the majority. 

The terms of the Notes also provide that 
in certain circumstances, IAG and the 
Supervisor may amend the terms of the 
Notes without the consent of Holders. 
Amendments made in accordance with the 
Trust Deed will be binding on you, even if 
you did not specifically agree to them.

Amendments which affect the regulatory 
capital treatment of the Notes cannot 
be made unless APRA has provided its 
approval.

See Section 6.11 of this PDS (Amendments 
to the Trust Deed).

IAG may issue more securities 

IAG has the right to issue further senior debt 
and other obligations or securities that:

•	 have the same or different dividend, 
interest or distribution rates as the Notes;

•	 have the same or different maturities as 
the Notes;

•	 have the same or different terms and 
conditions as the Notes; and

•	 rank for payment of the face value, 
interest or other amounts (including on 
winding up of IAG) after, equally with,  
or ahead of the Notes and whether or 
not secured.

Such further issuance may affect your 
ability to be repaid on a winding up of IAG.

You have no rights if control  
of IAG changes 

You do not have any rights to vote or 
object or take other action if a change of 
control is proposed or occurs in relation 
to IAG. In particular, you have no right to 
require early repayment or Conversion 
of your Notes. A change of control of 
IAG may result in the businesses of IAG 
being managed differently to the way 
they are currently managed and may also 
mean that Ordinary Shares are no longer 
quoted on ASX. If the Notes are required 
to be Converted but the Ordinary Shares 
are not quoted on ASX at that time, 
VWAP will be determined by reference to 
historical pricing information. In these 
circumstances, VWAP may not reflect the 
value of the Ordinary Shares at that time 
and, as a result, you may receive less than 
NZ$1.01 worth of Ordinary Shares for each 
of your Notes that is Converted.
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9
TAX.

The returns on the Notes will be affected 
by taxes. The information in this Section 
9 relates to New Zealand tax resident 
Holders only, and is based on the law in 
force at the date of this PDS.

New Zealand resident withholding tax 
(RWT) will be deducted from interest 
paid to New Zealand tax resident Holders 
at the relevant rate unless a valid RWT 
exemption certificate has been provided 
to the Securities Registrar.

There may be other tax consequences for 
Holders from acquiring or disposing of 
the Notes, including under the financial 
arrangements rules in the Income Tax  
Act 2007.

Interest paid to New Zealand tax resident 
Holders is not expected to be subject to 
Australian interest withholding tax.

If any of your Notes are Converted into 
Ordinary Shares, any dividends you 
receive on the Ordinary Shares will 
generally be taxable to you. Depending on 
your particular circumstances any gains 
(or losses) you make on the sale or other 
disposal of your Ordinary Shares may be 
taxable (or deductible).

If you have any questions regarding the 
tax consequences of investing in the Notes 
you should seek advice from a tax adviser.
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This PDS only constitutes an offer of 
Notes to the public in New Zealand and 
to certain New Zealand and overseas 
institutional investors. IAG has not taken 
and will not take any action which would 
permit a public offering of Notes, or 
possession or distribution of any offering 
material in respect of the Notes, in any 
country or jurisdiction where action for 
that purpose is required (other than New 
Zealand). The Notes may only be offered 
for sale, sold or delivered in a jurisdiction 
other than New Zealand in compliance 
with all applicable laws and regulations in 
any jurisdiction in which they are offered, 
sold or delivered.

Any information memorandum, disclosure 
statement, circular, advertisement or 
other offering material in respect of the 
Notes may only be published, delivered 
or distributed in compliance with all 
applicable laws and regulations (including 
those of the country or jurisdiction in 
which the material is published, delivered 
or distributed).

Set out below are specific selling 
restrictions that apply to an offer of the 
Notes in Australia, the European Economic 
Area, Switzerland, Hong Kong, Japan, 
Singapore and Taiwan. These selling 
restrictions do not apply to an offer of the 
Notes in New Zealand.

These selling restrictions may be modified 
by IAG and the Joint Lead Managers, 
including following a change in a relevant 
law, regulation or directive. Persons 
into whose hands this PDS comes are, 
and each Holder is, required by IAG, the 
Joint Lead Managers and Co-Managers 
to comply with all applicable laws and 
regulations in each country or jurisdiction 
in or from which they purchase, offer, sell 
or deliver Notes or have in their possession 
or distribute such offering material, in all 
cases at their own expense. 

11
SELLING 
RESTRICTIONS.
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AUSTRALIA
No prospectus or other disclosure 
document (as defined in the Corporations 
Act) in relation to the Notes (including this 
PDS) has been or will be lodged with or 
registered by ASIC or ASX. No person may: 

(a)	 directly or indirectly offer for issue or 
sale, and may not invite, applications 
for issue, or offers to purchase, the 
Notes in, to or from Australia (including 
an offer or invitation which is received 
by a person in Australia); and

(b)	 distribute or publish, any draft, 
preliminary or final form offering 
memorandum, advertisement or other 
offering material relating to the Notes 
in Australia,

unless:

(i)	 the minimum aggregate consideration 
payable by each offeree or invitee is 
at least A$500,000 (or its equivalent in 
an alternate currency) (disregarding 
money lent by the offeror or its 
associates) or the offeree: (A) is a 
professional investor as defined in 
section 9 of the Corporations Act or (B) 
has or controls gross assets of at least 
A$10 million (including any assets held 
by an associate or under a trust that 
the person manages); 

(ii)	 the offer or invitation does not 
constitute an offer to a “retail client” 
as defined for the purposes of section 
761G of the Corporations Act; and 

(iii)	such action complies with all 
applicable laws, directives and 
regulations and does not require 
any document to be lodged with, or 
registered by, ASIC.

Credit rating and distribution 
restrictions in Australia
Any credit rating in respect of any Notes 
or IAG is for distribution in Australia only 
to persons who are not a “retail client” 
within the meaning of section 761G of 
the Corporations Act and who are also 
sophisticated investors, professional 
investors or other investors in respect of 
whom disclosure is not required under 
Part 6D.2 or Chapter 7 of the Corporations 
Act and, in all cases, in such circumstances 
as may be permitted by applicable law in 

any jurisdiction in which an investor may 
be located. Anyone in Australia who is not 
such a person is not entitled to receive this 
PDS and anyone who receives this PDS 
must not distribute it to any person who is 
not entitled to receive it. 

EUROPEAN ECONOMIC AREA 
In relation to each Member State of the 
European Economic Area which has 
implemented the Prospectus Directive 
(each a Relevant Member State), no 
person may with effect from and including 
the date on which the Prospectus Directive 
is implemented in that Relevant Member 
State (Relevant Implementation Date), 
make an offer of Notes which are the 
subject of the offering contemplated by 
this PDS to the public in that Relevant 
Member State other than:

(a)	 to any legal entity which is a qualified 
investor as defined in the Prospectus 
Directive;

(b)	 to fewer than 150 natural or legal 
persons (other than qualified investors 
as defined in the Prospectus Directive) 
subject to obtaining the prior consent 
of the relevant Joint Lead Manager or 
Joint Lead Managers nominated by IAG 
for any such offer; or

(c)	 in any other circumstances falling 
within Article 3(2) of the Prospectus 
Directive,

provided that no such offer of Notes shall 
require IAG or any Joint Lead Manager to 
publish a prospectus pursuant to Article 3 
of the Prospectus Directive or supplement 
a prospectus pursuant to Article 16 of the 
Prospectus Directive.

For the purposes of this provision, the 
expression an offer of Notes to the 
public in relation to any Notes in any 
Relevant Member State means the 
communication in any form and by any 
means of sufficient information on the 
terms of the offer and the Notes to be 
offered so as to enable an investor to 
decide to purchase or subscribe for the 
Notes, as the same may be varied in that 
Relevant Member State by any measure 
implementing the Prospectus Directive 
in that Relevant Member State, the 
expression Prospectus Directive means 

Directive 2003/71/EC (and amendments 
thereto, including the 2010 PD Amending 
Directive), and includes any relevant 
implementing measure in the Relevant 
Member State and the expression 2010 
PD Amending Directive means Directive 
2010/73/EU.

SWITZERLAND
The Notes may not be publicly offered 
in Switzerland and will not be listed on 
the SIX Swiss Exchange (SIX) or on any 
other stock exchange or regulated trading 
facility in Switzerland. This PDS has been 
prepared without regard to the disclosure 
standards for issuance prospectuses 
under art. 652a or art. 1156 of the Swiss 
Code of Obligations or the disclosure 
standards for listing prospectuses under 
the SIX Listing Rules or the listing rules 
of any other stock exchange or regulated 
trading facility in Switzerland. Neither this 
PDS nor any other offering or marketing 
material relating to the Notes may be 
publicly distributed or otherwise made 
publicly available in Switzerland. The 
Notes will only be offered to regulated 
financial intermediaries such as banks, 
securities dealers, insurance institutions 
and fund management companies as well 
as institutional investors with professional 
treasury operations.

Neither this PDS nor any other offering or 
marketing material relating to the Notes 
has been or will be filed with or approved 
by any Swiss regulatory authority. In 
particular, this document will not be filed 
with, and the offer of Notes will not be 
supervised by, the Swiss Financial Market 
Supervisory Authority (FINMA).

This PDS is personal to the recipient 
only and not for general circulation in 
Switzerland.
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HONG KONG
No action has been taken to permit 
an offering of interests in the Notes to 
the public in the Hong Kong Special 
Administrative Region of the People’s 
Republic of China (Hong Kong). This 
document has not been authorised by 
the Securities and Futures Commission 
of Hong Kong or reviewed by any other 
regulatory authority in Hong Kong.

No person may:

(a)	 offer or sell any Notes in Hong Kong by 
means of any document, other than:

(i)	 to “professional investors” as 
defined in the Securities and 
Futures Ordinance (Cap.571) of 
Hong Kong (SFO) and any rules 
made under the SFO; or

(ii)	 in other circumstances which 
do not result in the document 
being a “prospectus” as defined 
in the Companies (Winding Up 
and Miscellaneous Provisions) 
Ordinance (Cap.32) of Hong Kong 
(Companies Ordinance) and 
which do not constitute an offer to 
the public within the meaning of 
the Companies Ordinance or the 
SFO; and

(b)	 issue or have in its possession for the 
purposes of issue, whether in Hong 
Kong or elsewhere, any advertisement, 
invitation or document relating to 
the Notes which is directed at, or the 
contents of which are likely to be 
accessed or read by, the public of Hong 
Kong other than: 

(i)	 with respect to Notes which are or 
are intended to be disposed of only 
to persons outside Hong Kong or 
only to “professional investors” as 
defined in the SFO and any rules 
made under the SFO; or

(ii)	 in circumstances that do not 
constitute an invitation to the 
public for the purposes of the SFO.

This document is confidential to the 
person to whom it is addressed and must 
not be shown, further issued, passed on, 
circulated or distributed in any other 
way to any other person. If you are not 
the intended recipient of this document, 

you are hereby notified that any review, 
dissemination, distribution or copying of 
this document is strictly prohibited.

You are advised to exercise caution in 
relation to this document. If you are in any 
doubt about any of the contents of this 
document, you should obtain independent 
professional advice.

JAPAN
The Notes have not been and will not be 
registered under Article 4, paragraph 1 of 
the Financial Instruments and Exchange 
Law of Japan (Law No. 25 of 1948), as 
amended (FIEL) pursuant to an exemption 
from the registration requirements 
applicable to a private placement of 
securities to Qualified Institutional 
Investors (as defined in and in accordance 
with Article 2, paragraph 3 of the FIEL and 
the regulations promulgated thereunder). 
Accordingly, the Notes may not be offered 
or sold, directly or indirectly, in Japan or 
to, or for the benefit of, any resident of 
Japan other than Qualified Institutional 
Investors. Any Qualified Institutional 
Investor who acquires Notes may not 
resell them to any person in Japan that is 
not a Qualified Institutional Investor, and 
acquisition by any such person of Notes 
is conditional upon the execution of an 
agreement to that effect.

SINGAPORE
This PDS and any other materials relating 
to the Notes have not been, and will not 
be, lodged or registered as a prospectus in 
Singapore with the Monetary Authority of 
Singapore. Accordingly, this PDS and any 
other document or materials in connection 
with the offer or sale, or invitation for 
subscription or purchase, of Notes, may 
not be issued, circulated or distributed, 
nor may the Notes be offered or sold, or 
be made the subject of an invitation for 
subscription or purchase, whether directly 
or indirectly, to persons in Singapore 
except pursuant to and in accordance with 
exemptions in Subdivision (4) Division 
1, Part XIII of the Securities and Futures 
Act, Chapter 289 of Singapore (SFA), or as 
otherwise pursuant to, and in accordance 
with the conditions of, any other applicable 
provisions of the SFA. 

This PDS has been given to you on the 
basis that you are: (i) an “institutional 
investor” (as defined in the SFA) or (ii) a 
“relevant person” (as defined in section 
275(2) of the SFA). In the event that you 
are not an investor falling within any of 
the categories set out above, return this 
document immediately. You may not 
forward or circulate this document to any 
other person in Singapore.

Any offer is not made to you with a view to 
the Notes being subsequently offered for 
sale to any other party. There are on-sale 
restrictions in Singapore that may be 
applicable to investors who acquire Notes. 
As such, investors are advised to acquaint 
themselves with the SFA provisions 
relating to resale restrictions in Singapore 
and comply accordingly.

TAIWAN
The Notes have not been registered in 
Taiwan nor approved by the Financial 
Supervisory Commission of the Republic 
of China (Taiwan). Holders of the Notes 
may not resell them in Taiwan nor solicit 
any other purchasers in Taiwan for this 
offering. 

NO SALE IN THE  
UNITED STATES 
This PDS (including an electronic copy) 
may not be distributed or released, in 
whole or in part, in the United States. 
Neither the Notes nor the Ordinary Shares 
have been or will be registered under the 
US Securities Act of 1933, as amended  
(US Securities Act) or the securities laws 
of any state of the United States, and they 
may not be offered or sold in the United 
States or to or for the account or benefit 
of US persons (as defined in Regulation 
S under the US Securities Act). The Notes 
are being offered and sold in the Offer 
solely outside the United States to non-US 
persons pursuant to Regulation S.

Any offer, sale or resale of Notes in the 
United States by a dealer (whether or not 
participating in the Offer) may violate 
the registration requirements of the US 
Securities Act.
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12.2	 NO RELIANCE
This PDS does not constitute a 
recommendation by the Supervisor, the 
Arranger, any Joint Lead Manager, any 
Co-Manager or any of their respective 
directors, officers, employees, agents or 
advisers to subscribe for, or purchase, 
any Notes.

The Supervisor, the Arranger, the Joint 
Lead Managers, the Co-Managers and their 
respective directors, officers, employees, 
agents or advisers to the extent allowable 
by law:

•	 do not accept any responsibility or 
liability whatsoever for any loss arising 
from this PDS or the Disclose register 
or their contents or otherwise arising in 
connection with the Offer; and

•	 have not independently verified the 
information contained in this PDS 
or the Disclose register and make no 
representation or warranty, express 
or implied, and do not accept any 
responsibility or liability for, the origin, 
validity, accuracy or completeness 
of, or any errors or omissions in, any 
information, statement or opinion 
contained in this PDS or the Disclose 
register.

Each recipient of this PDS must make 
their own independent investigation and 
assessment of the financial condition 
and affairs of the Group before deciding 
whether or not to apply for Notes.
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16
CONTACT 
INFORMATION.

CONTACT DETAILS OF THE 
ISSUER OF THE NOTES:
Insurance Australia Group Limited  
388 George Street 
Sydney NSW 2000 
Australia 
Phone: +61 2 9292 9222

CONTACT DETAILS OF THE 
SECURITIES REGISTRAR:
Computershare Investor  
Services Limited  
Level 2, 159 Hurstmere Road 
Takapuna 
Auckland 0622 
Private Bag 92119 
Auckland 1142 
Phone: +64 9 488 8777
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Bookbuild the process conducted prior to the opening of the Offer whereby certain investors and brokers lodge 
bids for Notes and, on the basis of those bids, IAG and the Arranger determine the Margin and the 
total amount of Notes to be issued

Business Day •	 in relation to the Conversion of Notes, a day which is a business day within the meaning of the 
ASX Listing Rules; 

•	 for the purposes of giving notices, a day which is a business day within the meaning of the NZX 
Listing Rules; and 

•	 for all other purposes, a day (other than a Saturday, Sunday or public holiday) on which 
commercial banks are open for general banking business in Auckland and Wellington 

Closing Dates the General Offer closing date (10 June 2016) and the Re-investment Offer closing date (10 June 2016) 

Co-Managers Bank of New Zealand, Deutsche Craigs Limited, Macquarie Capital (New Zealand) Limited (acting 
through its affiliates) and Westpac Banking Corporation (acting through its New Zealand branch)

Conditions the conditions of the Notes as set out in Schedule 3 of the Trust Deed

Conversion Date •	 in relation to Conversion by a Holder, the applicable Holder Conversion Date; and 

•	 in relation to Conversion following a Non-Viability Trigger Event, the Trigger Event Date

Convert the conversion of Notes into Ordinary Shares in accordance with the Conditions.

Converted and Conversion have corresponding meanings

Corporations Act the Corporations Act 2001 (Commonwealth of Australia)

Disclose register the online offer register maintained by the Companies Office and the Registrar of Financial Service 
Providers known as “Disclose”, which can be accessed at www.business.govt.nz/disclose

Event of Default has the meaning given in Condition 11.1, and is summarised in Section 6.9 of this PDS (Events of 
Default)

Face Value NZ$1.00 per Note

First Optional Redemption 
Date

15 June 2022

Fixed Rate the sum of the 6 Year Swap Rate plus the Margin

Floating Rate in relation to an Interest Period commencing on or after the First Optional Redemption Date, the 
sum of the 3 Month Bank Bill Rate for that Interest Period plus the Margin

FMC Act Financial Markets Conduct Act 2013

FMC Regulations Financial Markets Conduct Regulations 2014

General Offer the Offer of Notes under this PDS, subject to the Selling restrictions

GAAP generally accepted accounting practice in Australia

GEP gross earned premium. GEP is explained in Section 4.6 of this PDS (Reinsurance)

Group IAG and all of its subsidiaries

GWP gross written premium. GWP is explained in Section 4.2 of this PDS (Overview of the business of  
the Group) 

Holder a person whose name is entered in the Register as a holder of a Note

Holder Conversion the Conversion of a Note as elected by a Holder on a Holder Conversion Date (see Section 6.5 of this 
PDS (Holder Conversion))

Holder Conversion Date each Scheduled Interest Payment Date from (and including) 15 June 2025 and the Maturity Date  
(15 June 2043)

IAG Insurance Australia Group Limited

IAG Level 2 Insurance Group the Level 2 insurance group (as defined by APRA from time to time) of which IAG is the parent entity. 
See Section 5.2 of this PDS (What is regulatory capital and why does IAG need it?) for more information 
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Interest Deferral Condition a condition which, if it exists on a Scheduled Interest Payment Date that is not an early repayment 
date, allows IAG to defer the payment of interest on the Notes on that Scheduled Interest Payment 
Date. The Interest Deferral Conditions are set out in the definition of “Optional Interest Payment 
Date” in clause 1.1 of the Conditions and are summarised in Section 6.3 of this PDS (Deferral of 
interest)

Interest Payment Dates •	 each Scheduled Interest Payment Date; and

•	 the date of repayment of the Notes,

subject to adjustment in accordance with the Business Day convention described in Section 3.1 of 
this PDS (Description of the Notes). 

Interest Period the period from (and including) an Interest Payment Date (or the Issue Date in the case of the first 
Interest Period) to (but excluding) the next Interest Payment Date

Issue Date 15 June 2016

Issue Price $1.00 per Note, being the Face Value of each Note

Joint Lead Managers ANZ Bank New Zealand Limited and Forsyth Barr Limited

Listing Rules the listing rules applying to the NZX Debt Market, as amended, varied or waived from time to time

Margin the rate (expressed as a percentage rate per annum) as determined under the Bookbuild and 
announced via NZX on or before the Opening Date

Maturity Date 15 June 2043

Maximum Conversion 
Number

the maximum number of Ordinary Shares that may be issued to you for each Note that is Converted 
on a Conversion Date, as calculated in accordance with the formula set out in clause 1(a) of 
Schedule A to the Conditions and summarised in Section 6.7 of this PDS (Conversion formulae)

NEP net earned premium. NEP is explained in Section 4.6 of this PDS (Reinsurance) 

Non-Viability Trigger Event APRA has provided a written determination to IAG that APRA considers IAG would become non-
viable without:

(a)	 the conversion or write-off of a class of capital instruments of the Group which includes the 
Notes; or

(b)	 a public sector injection of capital into, or equivalent capital support with respect to, IAG

Notes the notes constituted and issued pursuant to the Trust Deed and offered pursuant to this PDS

NZ$ New Zealand dollars

NZX NZX Limited

NZX Debt Market the debt security market operated by NZX

NZX Listing Rules the listing rules of NZX, as amended, varied or waived from time to time

Offer the offer of Notes made by IAG pursuant to this PDS. The Offer is made up of a General Offer and the 
Re-investment Offer

Opening Date 19 May 2016

Optional Redemption Date each Scheduled Interest Payment Date from (and including) 15 June 2022 to (and including)  
15 June 2023

Ordinary Share an ordinary share in the capital of IAG

Organising Participant ANZ Bank New Zealand Limited

PDS this product disclosure statement for the Offer dated 9 May 2016

Primary Market Participant has the meaning given in the NZX Listing Rules

Rate Set Date 18 May 2016

Register the register in respect of the Notes maintained by the Securities Registrar
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Regulatory Event broadly, a Regulatory Event will occur if IAG determines, having received:

•	 legal advice that, as a result of a change of law or regulation in Australia or a change in 
interpretation or application of those laws or regulations which, in any case, is effective or 
announced after the Issue Date; or

•	 a statement in writing from APRA after the Issue Date,

that IAG is not or will not be entitled to treat all Notes as Tier 2 Capital of the IAG Level 2 Insurance 
Group, provided that IAG did not expect that matters giving rise to the Regulatory Event would 
occur

Re-investment Offer the Offer of Notes pursuant to this PDS that is made to holders of the 2011 NZ$ Bonds, subject to 
the Selling restrictions

Scheduled Interest Payment 
Dates

15 March, 15 June, 15 September and 15 December in each year during the term of the Notes, 
commencing on 15 September 2016 but not including the Maturity Date

Securities Registrar Computershare Investor Services Limited

Selling restrictions specific restrictions that apply to the Offer, as set out in Section 11 of this PDS (Selling restrictions)

Shareholder a holder of an Ordinary Share

Solvent IAG is able to pay its debts as they fall due and IAG’s assets exceed its liabilities

Standard & Poor’s Standard & Poor’s Rating Services, a division of McGraw-Hill Financial, Inc.

subsidiary has the meaning given in section 6 of the FMC Act

Supervisor The New Zealand Guardian Trust Company Limited or such other supervisor as may hold office as 
supervisor under the Trust Deed from time to time

Tax Event broadly, a Tax Event will occur if:

•	 IAG would be required on the next payment due on the Notes to pay an additional amount in 
respect of a withholding or deduction on account of taxes on a payment on the Notes;

•	 IAG or the consolidated tax group of which it is a member would be exposed to more than a de 
minimis amount of other taxes, assessments or other governmental charges in connection with 
the Notes; or

•	 IAG determines that any interest payable on the Notes is not or may not be allowed as a 
deduction for the purposes of Australian income tax,

provided that on the Issue Date, IAG did not expect that matters giving rise to the Tax Event  
would occur

Tier 1 Capital Tier 1 capital (as defined by APRA from time to time)

Tier 2 Capital Tier 2 capital (as defined by APRA from time to time)

Trigger Event Date the date on which APRA notifies IAG that a Non-Viability Trigger Event has occurred

Trust Deed the trust deed dated 4 May 2016 between IAG and the Supervisor, as amended from time to time. 
The Trust Deed includes the Conditions 

Written-Off in respect of a Note that is otherwise subject to Conversion following a Non-Viability Trigger Event:

•	 the Note that is otherwise subject to Conversion will not be Converted on that date and will not 
be Converted or redeemed on any subsequent date; and

•	 on and from the expiry of the fifth Business Day after the relevant Conversion Date, the rights of 
the relevant Holder of the Note (including any right to receive any payment under the Note, both 
in the future and as accrued but unpaid as at the Conversion Date) in relation to such Note are 
immediately and irrevocably terminated and written-off 

“Write-Off” has a corresponding meaning
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