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1. INTRODUCTION 

 
1.1 This submission is a response by IAG New Zealand Group (IAG) to the discussion 

document Proposals for Fire and Emergency NZ Regulations: Transitional levy relief 
and Calculation of levy on insurance covering different property types published by 
the Department of Internal Affairs.  
 

1.2 IAG is New Zealand’s leading general insurer.  More than 1.5 million New Zealanders 
choose us as their insurer and we insure one in every two homes and businesses, 
three out of every five cars and protect over $450 billion of commercial and domestic 
assets across New Zealand.  Our business is focussed on making the world a safer 
place, and we are committed to making sure that New Zealanders have the ability to 
protect themselves and their assets through easily accessible and affordable 
insurance.   

1.3 As we have expressed in our previous submissions relating to proposed amendments 
to Fire and Emergency New Zealand services, we support the establishment of a 
unified and integrated national fire service which we believe will establish a more co-
ordinated fire and emergency service across the country.  This submission highlights 
the difficulty we see in a number of the proposals and seeks greater clarity and 
certainty. 

1.4 As a member of the Insurance Council of New Zealand (ICNZ), we also endorse the 
submission made by the ICNZ which outlines the ongoing frustration our industry has 
over a public good such as fire and emergency being funded by a levy on insurance 
customers.   

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

Bryce Davies, Senior Manager Government and Stakeholder Relations 

T: 09 969 6901 

E: bryce.davies@iag.co.nz 

 

Yannis Naumann, Manager Government and Stakeholder Relations 

T: 09 969 7959 

E: yannis.naumann@iag.co.nz 

mailto:bryce.davies@iag.co.nz
mailto:yannis.naumann@iag.co.nz
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2. GENERAL COMMENTS 

 
2.1 IAG recognises the crucial role that New Zealand’s fire and emergency services play in 

our country. We believe the new Fire and Emergency New Zealand (FENZ) 
organisation will provide a more flexible, modern, effective, efficient and coordinated 
fire service across the country and we acknowledge the importance of ensuring that 
FENZ is properly funded.  

2.2 We do, however, remain frustrated at the way in which these services are being 
funded.  As noted in our submissions on legislation establishing FENZ and on the levy 
rates for 2017/18, we believe the levy on insurance is inequitable and undesirable. 
We question why taxation options were never canvassed as part of the Department 
of Internal Affairs’ Fire Service Review Discussion Document in 2015.  This omission 
was puzzling given the majority of stakeholders had supported them as part of the 
2012 Fire Review Panel (despite funding through taxation being excluded from the 
terms of reference), the department’s own officials had identified the benefits of 
funding the services through general taxation, and a significant amount of 
independent economic research had been provided illustrating that a levy on 
insurance is the worst possible option for funding the fire service. We believe it is 
clear the services offered by our fire services are a public good and should therefore 
be funded through general taxation. 

2.3 We remain concerned at the tight timeframes associated with implementing FENZ 
changes and have recommended a 6-month grace period for implementation of the 
2017/18 levy without penalties.  This will allow our industry to implement necessary 
changes across systems and products without needing to rush testing, guess over the 
handling of uncertainties and fully understand how best to implement the changes 
associated with FENZ and the new levy and law changes.  We also support the 
implementation of 2018/19 levies taking place on 1 January 2019 which will allow 
more time for industry to make system changes for what will be a highly complex 
process.  

2.4 We note changes to the fire service levy come at a time when the insurance industry 
is operating in an environment filled with regulatory change.  In addition to the fire 
service levy rate change in 2017/18 and forthcoming broadening of the levy in 
2018/19, the industry is facing earthquake commission reform, a targeted review of 
the Commerce Act, changes to the Financial Advisers and Service Providers Acts, 
amendments to the Construction Contracts Act, and potential changes to the 
Insurance Prudential Supervision Act.  Implementing what are likely to be substantial 
system amendments to comply with these ongoing regulatory changes reduces our 
business’ ability to innovate and evolve to meet our customers’ changing needs.  This 
also comes at a time when we are looking to finalise all Canterbury Earthquake 
claims, respond to the Kaikoura earthquakes, and manage the growing competition 
we face from new entrants in the market.  

2.5 We believe there needs to be greater clarity  on the proposed exemptions for the fire 
service levy and encourage officials to release regulations underpinning the levy as 
soon as practicable. As we’ve noted in all of our submission relating to the fire service 
levy, our business needs long lead times to implement change to our systems.  
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2.6 In respect of residential covers, we are concerned that the sum insured calculation or 
cap used for the fire service levy may differ from that used for EQC levies.  If a fire 
service levy needs to be calculated on a particular cover but not an EQC premium (or 
vice versa), major system changes would be required.  This would also be the case 
where a particular type of risk had a different cap applied for fire service levy than 
that used for EQC cover.  Any system changes would also require a significant testing 
phase to be undertaken to ensure levies are being calculated accurately.  

2.7 We believe FENZ has a responsibility to educate the public on forthcoming changes to 
the fire service levy and seek greater detail on the communication plan and how 
these changes will be promoted.  It would be disappointing should insurers be left to 
solely promote the changes to consumers and incur the likely reputational damage 
that increased levies will carry.   
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3. PART ONE: TRANSITIONAL RELIEF 

 
3.1 Do you agree that setting out the circumstances under which a policyholder may 

qualify for relief in formula is the best approach?  If not why and what alternative do 
you suggest? 

It is our overarching belief that any issues of relief should be a matter between the 
insured and FENZ rather than something that insurers are involved in.  The level of 
complexity in the administration and management of relief calculations for our 
business is substantial and means that considerable work needs to be undertaken to 
try and simplify the process.  We believe there needs to be significantly more work 
undertaken to try and establish a clear and agreed process that provides a workable 
solution for industry and officials. At present, we have no confidence that the 
proposals are workable particularly for areas of our business that deal with multiple 
items listed on policy schedules.  We also question how relief will be assessed where 
an increase in levy is applied during the transition period.  

3.2 Do you agree that only entities paying over $100,000 in levy (under the new regime) 
and facing a three hundred percent increase should qualify for relief?  If not, why and 
what alternative do you suggest? 

We do not believe the proposed approach to relief addresses the undue hardship and 
funding inequity that the changes to the fire service levy impose on some customers.  
The threshold of $100,000 appears to be an arbitrary threshold and we believe a 
more equitable position would be for all those facing an increase in their premiums 
of X% to be able to access transitional relief.  We also reiterate our belief that relief is 
a matter between the insured and FENZ as it is simply not feasible for insurers to be 
forced to establish parallel billing systems and introduce separate rating calculators 
for different policy holders to account for transitional relief arrangements. 
Furthermore, we caution FENZ about how difficult it will be to establish when an 
insured may be entitled to relief given the complexity of calculating a range of levy 
elements across multi-portfolio areas (including motor, contract works, personal lines 
and commercial property) with different insured names and policy due dates.  

3.3 Do you prefer a formula-based or 'by agreement' approach to determining the 
amount of relief for individual policyholders? Why? 

We support a formula-based approach being adopted which we believe is likely to be 
less complex to introduce and administer.  This is particularly evident when 
considering the complexity involved in situations where a policyholder moves from 
one insurance company to another.  In such a circumstance, it would presumably be 
necessary for the agreement to be grand-parented to the new company, relief 
already granted would need to be accurately measured within the new company’s 
system so that any remaining relief could be applied, and insurers would be largely 
reliant on policyholders supplying accurate information. 

In developing the formula, we note that comparing annual results to determine levy 
relief makes little sense unless all variables are considered.  We believe that there 
needs to be significantly more work undertaken to try and simplify the process to 
establish a practical solution and we would be happy to work directly with officials on 
this.  
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3.4 For the formula-based approach, do you agree with proposed reductions over three 
years? If not, why and what alternative do you suggest? 

We are pleased to see there has been a shift away from the initial proposals of a 
seven-year reduction period.  Nevertheless, complexity still remains within a three-
year reduction phase, particularly when considering further levy rate changes will 
take place within the next three years meaning calculations will again need to be 
amended.  From a systems perspective, insurers are likely to need to adjust the levy 
for policyholders annually and take any adjustments into account when assessing 
mid-term adjustments, cancellations or reinstatements on policies.  This process will 
be highly complex.       

3.5 For the 'by-agreement' approach, what matters should Fire and Emergency NZ be 
required to have regard to in considering the amount of exemption? 

As noted above, we believe a ‘by-agreement’ approach would be highly complex and 
raises several questions. Would insurers be expected to over-ride their levy 
calculations based on specific FENZ certification?  What would happen in scenarios 
where an agreement has not been reached by the time a policy needs to be renewed, 
effectively leaving customers exposed?  We seek clarity on these matters.  
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4. PART TWO: LEVY ON INSURANCE CONTRACTS COVERING DIFFERENT 
TYPES OF PROPERTY 

 
4.1 Do you agree with the proposed approach to calculating levy on policies that cover 

both exempt and non-exempt property? If not, why?  What alternative approach do 
you suggest? 

Establishing how residential, commercial and exempt property could be handled in a 
single contract of insurance is highly complex and we were not surprised to see 
officials struggle to reconcile this.  We would be happy to work with officials on this 
to try and establish a practical solution.  

4.2 How onerous would it be to ascertain the value of non-exempt property? 

The lack of clarity around what is meant when referring to value and the lack of detail 
on exemptions makes it difficult to provide meaningful feedback.  Generally speaking 
we are very wary of a system being established where the value of non-exempt 
property must be ascertained.  This appears contrary to the general move away from 
valuation towards sum insured in levy calculations and will force the insured and 
brokers to provide significantly more information than they already do.  We note that 
in the rural sector, for example, policyholders would likely need to separate the value 
of their dairy shed and plant from the value of their effluent ponds (should these be 
considered wastewater) which would be hugely onerous. We’re also uncertain as to 
how valuations will be deemed acceptable and what safeguards will be used to avoid 
situations where valuations are manipulated to reduce levy obligations.  We believe 
significant work needs to be undertaken to provide greater clarity to industry.  

4.3 Do you agree with the proposed approach to calculating levy on contracts of 
insurance which cover residential and non-residential property together under the 
same amount insured?  If not, why?  What alternative do you suggest? 

We are concerned at the potential substantial system changes that this will impose 
on our business – including to third party systems – where we need to record the 
distinctions. More broadly, we believe clarity needs to be provided as to who 
maintains responsibility for providing the detail on the split between residential and 
non-residential property.   

4.4 Do you think the non-residential portion of amount insured should be calculated on 
the basis of floor space (m2) or value ($)? 

Our business uses both floor space and value but not consistently across all products 
on which levy will be paid, illustrating the difficulty in implementing these changes.  
We note that using floor space would likely be an easier solution but using value 
would be consistent with most insurer basis of settlements and could be expected to 
provide more accurate calculations. Regardless of which system is used, we believe 
there need to be safe harbour provisions included and we would be happy to work 
directly with officials to try and establish a practical solution.  
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4.5 How should this apply to first loss policies, where different properties are mixed use 
with different proportions of residential? 

We believe this is a highly complex issue.  The proposal would require us to make 
fundamental changes to our policies, processes and systems.  Our initial view is that 
the sum insured should be the basis of the levy. However, we note that for the 
insured this would be extremely onerous and raise the potential for deliberate 
underinsurance.  We would be happy to work directly with officials to try and 
develop a workable solution.  

4.6 Do you agree with the proposed approach to calculating levy on contracts of 
insurance which cover exempt, residential, and non-residential property together 
under the same amount insured?  If not, why?  What alternative approach do you 
suggest? 

We note the complexity that already exists when mid-term adjustments occur at the 
time of a levy rate change.  This will only become more difficult when exempt and 
non-exempt property and a mix of residential and non-residential property are 
involved and we believe the result is simply unworkable. 
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5. CONCLUSION 

 
5.1 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 does not result in insurers facing 
significant compliance costs or acting as an unpaid collection agent.  

5.2 We would be happy to work directly with officials to expand on the points outlined 
within this submission including providing further detail on the implications of the 
proposed amendments to the levy.   


