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1. INTRODUCTION 

1.1 At an ICNZ/IBANZ hosted meeting on 20 September 2017, Fire and Emergency New 
Zealand (FENZ) advised for the first time that it was reconsidering the model for levying 
residential property.  The options put forward were that residential property might be 
levied either by a flat rate amount, a rate capped at an amount equal to or different 
from the level of EQC cover, or an uncapped rate.   

1.2 This submission is a response by IAG New Zealand Group (IAG) to the email from 
Darren Stafford of FENZ dated 2 October 2017 inviting insurers to make comment to 
the Department of Internal Affairs (DIA) on the potential model for levying residential 
property within 14 days.  

1.3 IAG is New Zealand’s leading general insurer.  We insure more than 1.5 million New 
Zealanders and protect over $450 billion of commercial and domestic assets across 
New Zealand.  

1.4 IAG is disappointed at being asked to comment on proposed changes under a very 
tight timeframe without proper consultation to understand the impetus or need for 
change and with an apparent disregard for the implications on insurers and 
consumers.  IAG’s ability to make informed comment and accurately quantify the 
impact these changes will have on our business and customers in such a limited time 
and without any detail on the proposed models is extremely constrained. 

1.5 This submission contains commercially sensitive information and we request that the 
contents of our submission remain confidential under Section 9(2)(b)(ii) of the Official 
Information Act 1982.  

1.6 We would welcome the opportunity to discuss our submission with you and will be in 
touch to arrange this.  

1.7 IAG’s contacts for matters relating to this submission are: 

Bryce Davies, General Manager Corporate Relations 

T: 09 969 6901 

E: bryce.davies@iag.co.nz 

 

Chris Burns, Insurance Risk Manager 

T: 09 969 3842 

E: chris.burns@iag.co.nz 

  

mailto:bryce.davies@iag.co.nz
mailto:chris.burns@iag.co.nz
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2. EXECUTIVE SUMMARY 

2.1 The limited detail we have on what FENZ is considering has resulted in this submission 
being quite detailed due to the various permutations that may apply. 

2.2 The FENZ definition of residential property and dwelling must align with the EQC’s 
definitions.  Adopting a different definition is an untenable additional burden on 
insurance companies who must administer collection of the levy on behalf of the 
government without any recompense for that service.   

2.3 IAG submits that a flat rate applied per dwelling is the fairest and most appropriate 
method to levy residential property.  It is the easiest method for FENZ to calculate and 
forecast, the simplest for home owners to understand and it is the simplest for insurers 
to implement and administer. We recommend that this approach is adopted. 

2.4 An uncapped model or a higher cap adds a significant administrative burden and cost 
to insurers (which would be passed on to customers in addition to the increased levy) 
and complexity for home owners, both of which offset any perceived notion that it is 
equitable that higher cost homes pay a larger share of FENZ’s costs. 

2.5 FENZ and DIA must consider the treatment of dwellings that have some area used for 
incidental business purposes, for example a home with a room used as a home office 
or to run a small business, for example, to give music lessons.   

2.6 IAG also urges FENZ and DIA to discard the proposal that mixed use properties have 
the levy classes calculated on the basis of the proportion of “value”.  The current 
methodology of proportion based on floor space used should be maintained.   

3. GENERAL COMMENTS 

3.1 The following general comments provide context to the substantive points we make 
in the following sections.  They represent some long-standing concerns about the levy 
model being developed. 

3.2 It is unclear what ‘problem’ these proposed changes are seeking to address, beyond 
the view that residential property is not paying its fair share of the levy.  Not knowing 
this makes it difficult for us to assist in developing the right model.   

3.3 Moreover, we believe that the need for and timing of this consultation raises serious 
doubts as to whether the industry will be able to comply with the 1 January 2019 
deadline.  

3.4 We are deeply concerned that in pursuing a levy that is “equitable” for policyholders, 
increasing levels of complexity are being considered and or introduced.  The result is 
a levy model that is less efficient than the current arrangements and at serious risk of 
becoming even more so.  The principle of efficiency used in the initial consultation 
stages of this reform appears to have been discarded.  This principle was essential in 
reflecting the unfunded nature of our role in collecting the levy. Now that efficiency 
no longer appears to be a key principle, we think it is entirely reasonable that we 
should be fully funded to collect the levy on your behalf, as we are for collecting the 
EQC levy.  
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3.5 Providing New Zealanders with the financial means to recover from disaster and 
misfortune is our primary role.  It is the basis on which we design our products and 
systems, and sits at the heart of how we support our customers.  Yet the changes to 
and increasing complexity of the levy model sees us at a point where that model will 
need to be the principle factor in the design of our products, systems and customer 
experiences.  For example, the adoption of a capped or un-capped levy would require 
the redesign the vast majority of our residential policies, how they are priced and the 
supporting systems.  We find that unacceptable. 

4. DEFINITION OF RESIDENTIAL PROPERTY 

4.1 Before considering the proposed models for levying residential property, it is 
necessary to consider the changes to the definition of residential property in the FENZ 
Act. Under section 81 of the FENZ Act: 

residential property means— 

(a) a household unit: 

(b) any residential land 

4.2 There has been no explanation or guidance to inform what is meant or intended by 
household unit. There was no commentary to explain the introduction of the FENZ Bill 
to inform the decision to change the definition and there has been no consultation to 
provide context for the change. We commend to the DIA and FENZ the very tight 
definitions within the Earthquake Commission Act 1993 (EQC Act) as well as the 
detailed guidance provided by EQC in its Insurers’ Guide.  It provides insurers with very 
specific guidance for a variety of property types and scenarios.  Similar guidance is 
required from FENZ with thought given to each of those property types and scenarios.  

4.3 IAG has not been advised of the rationale behind de-coupling the definitions. IAG urges 
DIA to consider retaining the link to the EQC Act definition and treatment of residential 
property/dwellings so that there is consistent treatment for the purposes of levy 
collection – even if the levy cap is de-coupled from the EQC cover limit. To have 
different definitions of residential property means insurers will be faced with the 
burden of analysing every property under two different definitions simply for the 
purposes of levy collection.   

4.4 Retaining consistency with the EQC Act definitions of ‘residential building’ and 
‘dwelling’ is key to the successful transition to the new funding framework for FENZ. 
To dispense with the correlation between the definitions introduces a degree of 
change with the increased risk of failure to comply with both pieces of legislation due 
to the complexity of having multiple definitions across the two Acts.  This makes 
implementation of the funding mechanism much harder for insurers, adds 
considerable costs of compliance to consumers as well as introducing additional 
complexity and inconsistency.   

4.5 The current interaction with the EQC Act definitions allows insurers and their 
customers to treat property the same for the purposes of the EQC premium and the 
FSL collection.  
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4.6 Section 48(6) of the Fire Service Act applied the levy (FSL) to residential buildings as 
defined in section 2(1) of the EQC Act. Under section 2 of the Earthquake Commission 
Act, the following definitions are used: 

residential building means— 

(a) any building, or part of a building, or other structure … which comprises or 

includes 1 or more dwellings, if the area of the dwelling or dwellings 

constitutes 50% or more of the total area of the building, part, or structure: 

(b) any building or part of a … which provides long-term accommodation for the 

elderly, if the area of the building which provides long-term 

accommodation for the elderly constitutes 50% or more of the total area of 

the building, part, or structure1: 

(c) every building or structure appurtenant to a dwelling … and that is used for 

the purposes of the household of the occupier of the dwelling or for the 

purposes of the residents of the building or part: 

(d) all water supply, drainage, sewerage, gas, electrical, and telephone services, 

and structures appurtenant thereto— 

… 

dwelling means, … any self-contained premises which are the home or holiday 
home, or are capable of being and are intended by the owner of the premises to 
be the home or holiday home, of 1 or more persons. 

4.7 The FENZ Act definition of residential property has not referred to the full Building Act 
definition of household unit and nor does it maintain any link or reference to the EQC 
Act definition of residential building.  The consequence is that there is no allowance 
for any minor or incidental “other” use of a dwelling.   

4.8 Currently, a dwelling will be levied as a household/residential unit despite there being 
some incidental mixed use of the property.  For example, many dwellings include a 
room or space used as a home office for business purposes, or a room or basement 
used to run a small home business, for example a hairdresser salon, a speech & drama, 
music or dance studio, a treatment room.  Under these scenarios if the dwelling is used 
mainly for residential purposes, the dwelling is treated as residential property for EQC 
and FSL purposes.  

4.9 The introduction of different rates and models for different types of property and the 
lack of provision for incidental other use suggests that every home that has a home 
office in it, or any space that is used for a small home business will require additional 
information collected and additional analysis undertaken in order to calculate the split 
levy. If one room of the home (say 10% of the floor area) is used for teaching students 
3 hours after school each day (15 hours a week, say 10% of the time), then IAG submits 

                                                           

1 IAG submits this is a really important aspect of the definition which needs further analysis and 
consideration in terms of how the FENZ levy should/could be applied to buildings used for such 
purposes 
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that the cost associated with calculating a different levy significantly outweighs the 
benefit to the customer and FENZ. 

4.10 IAG urges DIA and FENZ to consider the magnitude of the impact on homeowners and 
insurers if it does not align its definition of residential property to the EQC definitions 
and recognise and make allowance for the incidental commercial or business use 
within dwellings.  

4.11 IAG submits that at the very least the EQC definition needs to be retained for 
standalone dwellings which would prevent every home owner with (say) a small office 
or studio or salon within their dwelling being required to split levy rates between 
residential and non-residential elements.  

4.12 For multiple dwelling properties, such as apartments with some commercial tenancies, 
or commercial buildings which include one or more residential dwellings, then the EQC 
definition should continue to be used to test whether an individual area within the 
building is a dwelling.  The balance of the floor area not used as a dwelling can then be 
levied as “other property”.  

4.13 Section 141 of the FENZ Act provides that regulations may prescribe different rates of 
levy for various property including for “residential property”.  As noted above, the 
definition of residential property includes a household unit and residential land.   In 
contrast, the Fire Services Act provided in section 48 for a levy on residential buildings 
and personal property.  The reference to residential property including residential land 
is extremely concerning. It suggests a shift in intention that the levy will apply to 
residential land as well as the household unit / dwelling.   

4.14 EQC is the only insurer in New Zealand that provides cover for land. IAG does not insure 
land and is not aware of any other insurers that do. IAG does not collect any 
information about the value of any land on which insured property sits. If it is intended 
that the levy apply to residential land despite it not being covered by the policy, IAG 
submits that the appropriate mechanism for levying against the value of buildings and 
land, is to apply the levy to rates.  

5. EXEMPT PROPERTY  

5.1 In considering any change to the levying of residential property it is also necessary to 
draw DIA’s attention to the impact a change in the cap or model will have on the 
treatment of exempt property.  

5.2 The minutes of the Cabinet Economic Growth & Infrastructure Committee meeting on 
26 July 2017 noted that some classes of property be approved for exemption from the 
levy. The list included the following property relevant to most residential property:  

 paths and driveways; 

 retaining walls, fences, walls, drains and channels; 

 water pipelines, swimming pools, water tanks, water towers, storm 
water drains and septic tanks; 
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5.3 Whilst the above-mentioned property was exempt from levy under the Fire Service 
Act 1975, the proposal to change the model for levying residential property means 
ascertaining the value of exempt property may become much more important.    

5.4 IAG considers that almost every residential property in New Zealand will have one or 
more of the above listed features.  The level of the current cap ($100,000) means that 
the value of most residential properties2 exceeds the cap such that insurers have not 
needed to ascertain a value for the exempt property and allow for it in its FSL 
calculations.  If the FEL cap is raised significantly or removed altogether so that there 
is no cap, then the value of exempt property becomes a significant issue in the FEL 
calculation.  

5.5 Most insurers will provide automatic cover within a dwelling’s sum insured for 
structures such as paths, driveways, fences, drains, water pipes, water tanks and septic 
tanks. While insurers expect homeowners to take such structures into account in 
setting their sum insured, there is currently no need for them to separately quantify 
or specify their value.  

5.6 IAG is acutely aware that homeowners in New Zealand already struggle to understand 
all the components that their sum insured should encompass. During the industry-
wide transition from open-ended replacement cover to a fixed sum insured (2013-
2014), IAG spent a considerable amount of effort and money trying to educate 
homeowners about this, yet we found that a very high proportion of customers took 
no action to amend the sum insured that was proposed to them. We hypothesise that 
this is due largely to the complexity of the task rather than simple apathy. To ask 
homeowners to now quantify the value of “exempt property” separately from other 
insured property will disengage homeowners from the process even more, and likely 
lead to poor quality information being provided.  

5.7 IAG submits that a change to the model to introduce either a higher cap or an 
uncapped model cannot be done responsibly without proper consideration of the 
interaction with exempt property and the additional cost and complexity this will add 
for very significant numbers of homeowners. Further complexity is added because the 
proposed list of property exempt from the FENZ levy differs to that exempt from the 
EQC cover and premium.  To expect insurers and customers to apply two different 
definitions and assess the value of two different sets of exempt property, is unduly 
burdensome.  

5.8 Given the limited time available to prepare these submissions we have not extracted 
a complete data set from all residential properties insured by IAG. However, we can 
advise that for ‘AMI branded’ home customers: 

 Less than 1% of homes insured by AMI have a sum insured <$100,000 

 Less than 5% of homes insured have a sum insured <$200,000 

 Less than 15% of homes insured have a sum insured <$250,000 

 Approximately 20% of homes insured have a sum insured <$300,000 

                                                           

2 At least 99% of residential properties insured by IAG 
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5.9 Any additional administration costs required to work out values for exemptions will 
almost certainly translate in higher premiums for customers, on top of the increased 
levy.  

6. FLAT RATE  

6.1 One of the options being considered is a flat rate that we assume would apply per 
unit/dwelling/residential property, in the same way that the motor vehicle levy is 
applied (or proposed to apply in the case of heavy vehicles) as a flat rate per vehicle.  

6.2 IAG submits that the advantages of this model are: 

 Easy for FENZ to set the rate – residential response cost divided by 
number of dwellings; 

 Easy for financial forecasting – insurers or Councils or EQC can confirm 
numbers of dwellings, forecasts are available of numbers of houses 
being built; 

 Assuming that the FENZ response to residential properties is 
reasonably similar, regardless of the value of the property, this 
approach is equitable in terms of distribution of the FENZ costs; 

 All homeowners contribute the same amount towards funding FENZ, 
acknowledging that owners of “cheaper” homes draw on its services 
at a similar rate as those with more expensive homes. 

 Easy for the customer to understand and provides transparency; 

 Simpler for insurers to implement, communicate to customers, report 
on; 

 Easier application to mixed use property; 

 Will not require any separate valuation and treatment of exempt 
property; 

 Effectively represents the status quo in the fact that the vast majority 
of homes already pay a capped fee. 

6.3 IAG submits that the disadvantages of this model are: 

 For lower value homes the FENZ levy will form a higher percentage of 
the total amount paid for their insurance;  

 A flat rate set at a higher rate than the current capped rate will be a 
larger proportional increase for lower value homeowners which may 
have a material effect on affordability and therefore increase the rate 
of under-insurance and non-insurance. 
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6.4 IAG acknowledges these disadvantages but considers that this model meets FENZ’s 
stated goal of an equitable allocation of costs whilst being the simplest to forecast and 
apply. As such this is IAG preferred approach. 

7. UNCAPPED LEVY 

7.1 IAG assumes an uncapped levy would mean a rate per $100 is applied to the ‘amount 
insured’ in the same manner as commercial / other property will be treated, with no 
maximum amount payable.  

7.2 IAG submits that the only advantage of this model is that there is distribution of FENZ’s 
residential response costs in proportion to the rebuild cost of the property3.  This 
model assumes that higher value home owners are able to bear, and should bear, the 
burden of paying more for FENZ services, than owners of lower value homes, in a 
similar manner to progressive income tax rates applying to higher income earners.   

7.3 IAG submits that there are a number of distinct disadvantages with this model: 

 FENZ response to a low sum insured home is expected to be similar as 
to a high sum insured home, yet the levies paid would be quite 
different. This is inequitable treatment of consumers. 

 Going from a maximum levy (based on current EQC cap) which applies 
to most residential customers to an open-ended levy will increase the 
risk of deliberate under-insurance since the amount of levy paid has a 
direct correlation to the sum insured. 

 Significant impact for treatment of exempt property. Exempt property 
which is present in most if not all residential properties would need to 
be assigned a value to be deducted from the ‘amount insured’, and 
customers would need to supply additional information in order for 
this to be done. Customers would have to incur costs to have a value 
assigned for their exempt property, or else they will incur higher levies 
if they can’t separate out the value of exemptions.  Alternatively, they 
may provide erroneous figures, which raises the risk of deliberate 
overstatement of exempt property to reduce the levy. 

 Further increases complexity for insurers having to update their 
systems to collect and capture and report on values for parts of the 
residential property which they do not currently collect - simply for the 
purposes of levy administration.  

 Increased complexity for multiple dwelling buildings e.g. apartment 
blocks.  The current level of the cap is low enough that insurers treat 
all apartments as leviable at the capped amount, regardless of any 
differentiation in their size or value.  If an uncapped model is 

                                                           

3 Well over 90% of IAG’s home policies provide reinstatement cover for the home so the sum insured 
will reflect the estimated cost to rebuild the home.  
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introduced, assessment of each dwelling’s “share” of the amount 
insured would be required. 

 Increased risk for insurers that customers will provide incorrect 
information regarding value of exempt property to the insurer, yet the 
insurer is liable if the levy calculation is incorrect. 

 Increased uncertainty for insurers if customers cannot or do not want 
to provide value for exempt property – is the insurer treated as non-
compliant even if the customer has opted out of providing that 
information?  

7.4 Under an uncapped model every single residential property will need to have the 
following levy calculation made: 

Sum insured (generally the cost to 
rebuild the property insured) 

$850,000  

Plus additional sub-limits/policy 
extensions covered under the policy and 
paid in addition to the sum insured e.g.  

10% for post event inflation adjustment,  

10% environmentally friendly products 
upgrade,  

$30,000 alternative accommodation,  

$200,000 

Amount Insured $1,050,000 

Less “value” of exempt property e.g.  

$5000 Water tank  

$5000 Septic tank 

$15,000 fences, paths & driveway 

$25,000 retaining walls 

$50,000 

Amount to be levied for residential 
property 

1,000,000 

7.5 IAG submits that the additional work, cost and complexity for both homeowners and 
insurers required under an uncapped model far outweighs any practical value.  

8. CAPPED RATE  

8.1 Under this option we understand that FENZ/DIA propose the levy would be calculated 
at a rate applied to the “amount insured” up to a capped amount – either the amount 
of EQC cover (currently $100k, or the forecasted level of $150k) or some other 
independent figure.   

8.2 IAG sees the advantages of this model as: 



Page 11  

 A cap rather than a flat fee model allows some relief to lower value 
home owners without all the disadvantages that accompany an 
uncapped model, (but depending on the level of the cap the number 
of people this would apply to may be very small). 

 Application for mixed use property and multiple dwelling properties is 
easier than an uncapped model – but only if the cap is not too high. 

 If the cap is set at the current or intended EQC cover limit the impact 
of exempt property is not problematic.  As discussed in section 4 
‘Exemptions’ above, most residential properties have a sum insured 
above the current cap (and the indicated intended EQC cap) so that 
the value of any exempt property is irrelevant for most customers and 
the insurer simply assesses the property at the maximum levy payable 
per dwelling.  If the cap is set too high (and IAG submits that would be 
a cap above $200k) the value of exempt property becomes relevant.  
More customers would need to ascertain the value of their exempt 
property in order for the levy to be applied to the adjusted amount.  
IAG considers that additional costs incurred to assess the correct levy 
would outweigh any equitable benefit to lower value homes.  

8.3 The disadvantages of this model are: 

 If the increased cap is too high then exempt property becomes an 
issue, as already discussed above, and the application to mixed use 
properties becomes more problematic.  

 FENZ appear to be favouring a cap that is different and independent 
from the EQC cap. Two separate caps adds further complexity for 
implementation, calculation and communication to customers with no 
appreciable benefit.   

9. MIXED USE PROPERTIES 

9.1 Any proposal to change the residential property model must specifically consider the 
impact on mixed use properties.  

9.2 FENZ has indicated that it intends to release guidance confirming that the levy 
calculation for mixed use property should be by reference to the value of the 
component parts of the property.  IAG submits that this introduces unnecessary 
complexity and further cost for consumers, businesses and insurers.   

9.3 IAG submits that the current approach which considers the percentage of floor space 
used for the different classes of property needs to be maintained rather than 
introducing a new concept of value.   

9.4 Most residential property (or mixed use including residential and commercial use) is 
insured for the reinstatement / replacement of the property4.  The sum insured 

                                                           

4  As noted previously, over 90% of IAG’s home policies provide reinstatement cover for the home. Body 
Corporates are required under section 135 of the Unit Titles Act 2010 to insure all building and 
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reflects the estimated cost to rebuild the property.  Insurers currently capture the 
number of dwellings in a building to apply the EQC levy and the FSL. Insurers will also 
capture the percentage of floor area used for commercial or other purposes in order 
to ascertain how EQCover applies and whether to apply FSL to the floor area not used 
as a dwelling.  

9.5 Under the current approach to mixed use buildings (single or multi-dwellings) FSL is 
applied based on the number of dwellings of a building if the building is more than 
50% residential, meaning that no FSL is specifically charged against the non-residential 
portion. Whilst up to 50% of the building floor area may seem like a high proportion 
to exempt from the levy, in practice the non-dwelling space would very rarely get close 
to that figure.   

9.6 IAG accepts that FENZ might consider that for multi dwelling mixed usage buildings the 
current approach of not separately levying up to 50% of the building seems too high. 
If this is the concern, then the following solution is proposed. 

9.7 IAG submits that for multiple dwelling properties the levy should be calculated per 
dwelling at either a flat rate, and the “other” space not used for dwellings be levied 
against the amount insured in proportion to its percentage of floor space.  

9.8 For example, an apartment block with a $10m replacement sum insured includes 4 
residential units making up 60% of the floor area. The remaining 40% of the floor area 
is commercial use. The calculation would be as follows:  

4 dwellings x $1505 = $600  

Commercial area: 40% of $10m x 0.106 = $4,250.  

Total FEL = $4,850. 

9.9 There is no need under this model to allocate percentages of the sum insured to each 
individual unit or to ascertain the value of the non-dwelling parts of the building. 

9.10 The example provided by the Discussion Document for Proposed Regulations included 
at Appendix C an example of a mixed building with 80% of the floor space allocated to 
residential apartments and the balance to commercial/retail.   That example is worked 
on the basis that the percentage of the property that was residential versus 
commercial use was ascertained by reference to the floor space of the two classes. IAG 
submits this treatment of mixed use property be continued.  

 

 

 

                                                           

improvements to their full insurance value.  Whilst full insurable value is not defined, the predecessor 
1972 Act required insurance of the replacement value.  

5 Example flat rate given for illustration purposes only 
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10. CONCLUSION 

 
10.1 IAG is committed to working in partnership with the Government to ensure that New 

Zealanders benefit from a flexible, modern, effective, and efficient fire service and that 
funding for these services is equitable and efficient so that it does not result in insurers 
facing significant complexity driven compliance costs or acting as an unpaid collection 
agent.  

10.2 IAG’s desire is a model that will enable consumers and businesses to transition to the 
new FENZ funding arrangement with the least possible disruption to existing systems 
and processes which are in place within their existing home insurance arrangements.  

10.3 IAG can provide numbers of dwellings insured and additional data to support analysis 
of the appropriate level to set the cap if the capped model is preferred (or any other 
data that may be helpful to support levy setting).   

10.4 We welcome any opportunity to further assist DIA and FENZ in understanding the 
challenges of changes to the levy collection model. 

 


