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Ken Heaton
Community Wellbeing Team
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45 Pipitea Street
Wellington

Emailed to: Ken.Heaton@dia.govt.nz
Dear Ken
Submission by Te Kāhui Inihua o Aotearoa | Insurance Council of New Zealand
to the Department of Internal Affairs

Review of the Fire and Emergency New Zealand Levy and Funding Arrangements
Thank you for the opportunity to provide this submission on the Department of Internal Affairs’ (DIA) review of the Fire and Emergency New Zealand (FENZ) levy and funding arrangements. ICNZ welcomes the review. ICNZ does not consider that funding FENZ through a levy on insurance is appropriate and we consider that alternatives exist that are fairer, simpler, more sustainable and more efficient. Despite attempts to improve it, the current model’s limitations remain and ICNZ welcomes the opportunity for broad reconsideration through this review.
About ICNZ
Te Kāhui Inihua o Aotearoa | Insurance Council of New Zealand (ICNZ) represents general insurers. ICNZ members accept the risks of over NZ$2 trillion of New Zealand’s assets and liabilities and provide insurance products for individuals, households, small businesses, larger organisations and public entities. ICNZ’s interest in this review is both as the representative body for insurers required to collect the current levy and as an organisation concerned with insurance affordability, availability and New Zealand’s long-term resilience to natural hazards.
Executive summary
ICNZ supports a properly funded, effective fire and emergency service. However, ICNZ submits that FENZ’s current insurance-linked funding model is not fit for purpose, adversely impacts the provision of insurance and should be replaced by a better alternative. 
The insurance-based levy reflects a historical connection between fire insurance and fire services that no longer exists in practice. FENZ now provides a broad emergency service that benefits all New Zealanders and responds not only to fires, but also to motor vehicle accidents, medical events, hazardous substances incidents and civil defence emergencies. Funding those services primarily through levies on insurance contracts places a disproportionate burden on insured households and businesses, while leaving uninsured property owners and some Crown assets outside the funding base. The FENZ levy also increases the cost of insurance and can affect whether households and businesses maintain insurance, and the level of cover they choose. This is important because insurance uptake is central to New Zealand’s resilience to natural hazards and other emergencies.
The levy system is also complex for insurers to administer and has been subject to frequent changes, which has added significant compliance costs that are ultimately borne by insurance customers.
ICNZ recommends that the Government move away from the insurance-based levy and adopt a broader funding model that is more comprehensive and better reflects the public good nature of emergency services. 
ICNZ considers that funding FENZ through central taxation would be the simplest and most equitable funding arrangement. This would best reflect the public good nature of FENZ’s functions.
If the Government is not prepared to move to full Crown funding, ICNZ considers that a model based on property and motor vehicle contributions would be clearly preferable to the current insurance-based levy. Motor vehicle-related emergency response could be funded through vehicle registration, while property-related contributions could be collected through a property-based mechanism, such as council rates or a dedicated property levy. This would broaden the funding base and enable the impact of the levy on insurance affordability and uptake to be reduced.
ICNZ recognises that a model based on property and vehicle contributions would require careful design and implementation. However, those implementation issues should not prevent progress toward a fairer and more sustainable funding model. The current insurance-based levy is narrow, complex, costly to administer and increasingly difficult to justify as the principal funding source for a modern emergency service.
ICNZ therefore recommends that the Government commit to moving away from the insurance-based levy. The Government should adopt full Crown funding through taxation or, if that is not progressed, develop a staged transition to a broader property and motor vehicle-based model, with increased Crown funding to reflect the public good elements of FENZ’s work and the contribution that Crown property should make to the system.
1. The current insurance-linked levy is no longer fit for purpose and should be replaced
The current funding system reflects the historical role of insurance-funded fire services (provided to insured customers only) and the outdated assumption that fire services principally protect insured property from fire. That is no longer the case. FENZ now provides a broad public service that protects life, supports emergency response, and assists communities through events that extend well beyond only fire. The public good nature of these services means it is increasingly inappropriate to fund them primarily through levies on insurance contracts.
A new significantly revised version of the insurance-based levy recently commenced. This change was implemented at significant cost to insurers. While the changes have addressed some technical issues, they have also created new ones and reinforced the inherent limitations and issues associated with an insurance-based levy. 
2. Fairness and breadth of funding base
A broader funding base, not linked to insurance, would be both fairer and more sustainable.
The existing funding model is inequitable because only those who purchase relevant insurance products contribute through the levy, while all New Zealanders (and visitors to New Zealand) may benefit from FENZ services. FENZ functions also extend well beyond responding to insured property fires, and now include responding to medical events, motor vehicle accidents, hazardous substance incidents, civil defence emergencies and other non-fire incidents. This means insured households and businesses bear a disproportionate share of the cost of services that benefit the wider community. 
The current model creates a free-rider issue. Uninsured property owners benefit from FENZ response capability but do not contribute through the main levy mechanism. Similar concerns arise in relation to Crown-owned assets, particularly where Crown agencies self-insure or make only limited contributions to FENZ funding. This is difficult to justify given the public good nature of FENZ’s work and the scale of Crown property interests.
Insurance-based funding also creates distortions between insured property owners. The design of the levy means there can be significant differences in the amount of levy paid by policyholders with similar underlying assets, depending on how those assets are insured or how the levy rules apply. For example, some businesses may insure on a first-loss basis, while others may insure each property for its full value. Levy liabilities can therefore vary substantially, in some cases by more than tenfold, even where the underlying property value is similar. An insurance-based levy also has limited ability to reflect the actual risk generated by particular property or asset classes.
Concerns about fairness are not new. The Department of Internal Affairs (DIA) advised in 2018 that, compared with insurance-based levy models, general taxation was the easiest funding model, followed by property levies.[footnoteRef:2] Both general taxation and property-based levies were assessed as fairer than insurance-based levy models. This aligns with the 2013 New Zealand Institute of Economic Research (NZIER) study commissioned by ICNZ, which concluded that, starting from first principles, an insurance-based fire service levy was the weakest funding option of those considered, compared with taxpayer funding or a property levy.[footnoteRef:3]  [2:  Department of Internal Affairs, Advice on large property owners’ concerns with the Fire and Emergency levy regime, 22 November 2018, Appendix A: Comparison of options for FENZ’s funding model.]  [3:  NZIER, Better ways of funding fire services in New Zealand: Alternatives to the present insurance levy, report to the Insurance Council of New Zealand, 18 April 2013.] 

A 2019 review of the funding model identified that FENZ itself had reservations about the insurance-based funding option, including because it would charge levies on a narrower base of assets and would not reflect FENZ’s expanded mandate to respond to non-fire incidents.[footnoteRef:4] DIA has also previously received consistent feedback that there should be increased Crown funding for FENZ, with submitters pointing to the significant public good value provided by FENZ and the free-rider issue created.[footnoteRef:5] [4:  Department of Internal Affairs, Options for improving Fire and Emergency’s funding system, 31 August 2021, para 6.]  [5:  Department of Internal Affairs, Fire and Emergency NZ funding review: submissions summary, undated.] 

NZIER has also considered how a local government rates-based levy could be applied.[footnoteRef:6] While FENZ’s levy design, rates and budget have changed since that work was undertaken, much of the analysis remains relevant. In particular, it supports the view that a property-based levy, while requiring design work, would be superior to an insurance-based levy and capable of implementation. As discussed further below, property-based levies, whether collected alongside rates or separately, are the predominant funding model for fire services in Australia. [6:  NZIER, Funding the Fire Service Levy on commercial real property, report to the Insurance Council of New Zealand, 9 May 2014.] 

ICNZ recognises that any alternative model would require careful design, including decisions about the appropriate levy base, caps, concessions, Crown contributions and treatment of particular asset classes. However, the pursuit of a perfect model should not prevent progress toward a fairer, broader and more sustainable approach. We note in this submission some very significant anomalies with the current model, most notably between levy payers and non-levy payers but also across levy payers. The current insurance-based model is narrow, distortionary and increasingly difficult to justify as the principal funding source for a modern emergency service.
We therefore consider that FENZ could be funded through central taxation, reflecting the public good nature of the service and ensuring the broadest possible funding base. If the Government is not prepared to fund FENZ wholly through taxation, ICNZ considers that a materially better alternative to the current model would be a combination of property-based and motor vehicle-based contributions. Motor vehicle-related emergency response could be funded through vehicle registration, because all registered vehicles create potential demand for emergency response, not just insured vehicles. Property-related contributions could be collected through council rates or another property-based mechanism, because all property owners benefit from emergency services and community protection, regardless of insurance status.
3. FENZ levy adversely impacts insurance affordability and risks increasing underinsurance 
Insurance premiums reflect a range of cost drivers, including expected claims costs, reinsurance, capital requirements, construction cost inflation, operating costs, and government taxes and levies. Government imposed charges are outside insurers’ control and are passed through to customers. The FENZ levy is therefore not a neutral collection mechanism; it increases the cost of insurance and may affect consumer decisions about whether to maintain insurance cover, and to what extent (i.e., by increasing excesses or reducing cover to reduce insurance cost).
Government levies and taxes materially affect the affordability of residential insurance. They make up around 40% of a typical home insurance premium, with the FENZ levy alone accounting for around 5%.
The impact is not confined to home insurance. Across the relevant insurance classes, the FENZ levy equates to around 9% of insurance premiums, and for some insurance policies the percentage will be substantially higher. This makes the levy a material cost for insurance customers and reinforces the need to consider whether insurance remains an appropriate funding base for FENZ.
This is important because insurance helps protect New Zealanders against unexpected events and uncertainty and plays a critical part in the country’s resilience to increasing natural hazard risk. 
Continuing affordability pressures reinforce the importance of ensuring that government taxes and levies imposed through insurance premiums remain appropriate. The review provides an opportunity to reconsider whether insurance remains the most suitable funding mechanism for a service that benefits the wider community and to progress the superior alternatives that exist.
Given the rate at which FENZ’s budget has increased over recent years (from $496.3m in FY2018 to $857.9m in FY2026) and the growing pressure natural hazards are placing on insured losses and insurance pricing, continuing to rely on an insurance-based levy risks creating a self-reinforcing cycle of higher insurance costs, reduced insurance uptake and a narrower levy base. That outcome would undermine both New Zealand’s future resilience and the longer term sustainability of FENZ funding. Moving to a broader funding base would materially reduce these risks and provide a long term, sustainable solution to FENZ funding.
4. Administrative efficiency and compliance burden
The current model imposes significant administrative and compliance costs on insurers and brokers, who are required to collect the levy on behalf of the Crown without compensation and are exposed to penalties for errors, including inadvertent errors. Implementation of the revised FENZ levy system required substantial insurer investment in IT and systems changes, with brokers also incurring system change costs. These costs ultimately flow through to customers and illustrate the inefficiency of relying on insurers to collect funding for a public emergency service. 
In addition to the direct financial costs to insurers of collecting the levy, the need to collect it in ways and based on definitions that do not align with insurance practice can reduce insurers’ flexibility in designing and providing cover and add complexity for customers and brokers. Some of these issues have been addressed by recent levy changes but new ones have also been created. The business effort required to implement and administer the levy comes at the expense of work on efficiency, innovation and meeting the needs of customers for insurance. The need to dedicate significant staff, financial and technical resources to changes in FENZ levy design or rates (effectively continuously from mid-2023 until now due to the 2024 and 2026 levy changes) diverts resources away from innovation and improving systems.
Any future funding model should be simple to administer, transparent to contributors, predictable for FENZ, and designed to minimise unnecessary compliance and audit costs. 
5. FENZ funding is out of step with overseas jurisdictions and other emergency services in New Zealand
Funding FENZ almost entirely from a levy on certain insurance policies is out of step with international approaches in comparable jurisdictions.
Almost all Australian states have moved away from funding fire and emergency services from insurance-based levies, with New South Wales currently consulting on removing its insurance-based levy funding. 
Appendix 1 provides a comparative overview of how fire and emergency services are funded across selected jurisdictions, including Australian states, Singapore, Japan, South Korea, England, Scotland, Wales and Ireland. It outlines the principal funding mechanisms used in each location, explains how revenue is collected or allocated, and provides indicative annual expenditure to support comparison of levy-based, property-based, insurance-based and government-funded models.
In addition, as identified in our 2020 submission,[footnoteRef:7] the government’s contribution to FENZ is significantly lower than for other emergency services, despite the significant public good and growing importance of its work. Core policing functions are funded through Vote Police, while central emergency management functions are funded through public appropriations. Ambulance services also receive substantial public funding through health and ACC arrangements. Budget 2026 also provided additional funding for road ambulance services. By contrast, the Crown’s direct contribution to FENZ in 2026/27 is only approximately 0.9% of FENZ’s budgeted revenue. [7:  Insurance Council of New Zealand, ICNZ submission on Fire and Emergency New Zealand Funding Review, 4 February 2020 https://www.icnz.org.nz/wp-content/uploads/2025/09/ICNZ_submission_on_FENZ_Funding_Review_consultation_document_030220.pdf.] 

6. Design considerations for a residential property and motor vehicle-based levy model
6.1 Residential property and contents
ICNZ considers moving the residential property component of the levy away from insurance premiums and into a broader property-based mechanism, such as council rates or a dedicated property levy, would be superior to the current situation. A residential property levy could be designed with a cap or flat amount to protect affordability and make it straightforward to implement, while ensuring that all property owners contribute to the FENZ services from which they benefit.
The levy should be removed from home contents insurance and would not need to be applied under an alternative mechanism as it could be built into the levy for the underlying real property (i.e., the home). Contents insurance is particularly sensitive to affordability pressures (with evidence of declining uptake) and is not an appropriate base for funding a broad public emergency service. If a contribution associated with household contents is considered necessary, it should be incorporated into a simple property-based charge rather than collected through contents insurance policies.
We recognise there would be a need to consider the application of the levy to mixed-use buildings (e.g., apartment buildings that also have commercial units or shops). However, this is already a complex situation under the insurance-based levy.
We also recognise that, if a property levy collected through council rates is preferred, local government is currently subject to a range of competing priorities and uncertainty associated with potential structural change. However, over the medium term, consolidation of local government could materially reduce the number of entities and systems required to administer a property-based levy, thereby reducing the transition impacts.
6.2 Commercial property, stock, plant and machinery
Commercial property is currently subject to levy arrangements that are complex and can be uneven. These arrangements are unfair as similar properties can face materially different levy rates, and there is no connection to fire risk.
For example, some businesses may insure on a first-loss basis, while others may insure each property for its full value. The resulting levy burden can therefore differ significantly, in some cases more than tenfold, even where the underlying property value or service benefit is similar.
ICNZ supports moving any commercial property component from insurance to a property-based mechanism using capital value or improvement value, with further design work necessary to ensure workability and fairness across property types. 
The insurance levy on business contents, stock, plant and machinery should also be removed because these classes are not an appropriate or stable base for funding a public emergency service. Levies on these classes can create administrative complexity and avoidance incentives, as well as making this insurance less affordable.
6.3 Motor vehicles
We note the 1 July 2026 changes to the FENZ levy moved all vehicles to a single rate and included third party policies. These changes have simplified the application of the levy in some respects, but the changes have maintained or exacerbated a number of drawbacks with an insurance-based levy. These include not aligning with insurance policies based on the value of vehicles (e.g., vehicle stock) as opposed to insuring specific vehicles, and fairness questions associated with applying the same levy rates to assets with materially different risk profiles. 
ICNZ recommends that the motor vehicle component of the levy be removed from motor insurance and collected instead through vehicle registration, in the same way as ACC motor vehicle levies are collected[footnoteRef:8]. This would better align the funding base with the source of potential demand for emergency response. It would also have the following benefits: [8:  Refer to Accident Compensation (Motor Vehicle Account Levies) Regulations 2025.] 

· It would capture all registered vehicles regardless of whether they are insured, improving fairness, broadening the levy base, and reducing distortions in insurance purchasing decisions.
· The broader application could also enable a lower rate on average as all registered vehicles would be included.
· Different rates could be set for different vehicle types (e.g., cars, motorcycles, light trailers, trucks) and exemptions for certain types of vehicles (e.g., fire brigade vehicles or ambulances) could easily be applied.
· It would leverage an existing collection system that is already set up to collect levies across a variety of vehicle types and with regular changes in levy rates that can be applied at shorter notice.
We consider that the advantages of such an approach over the current model are compelling, and that this is a change that could be implemented relatively swiftly.
6.4 Forestry, marine craft and other asset classes
The review should also consider whether particular asset classes that create material fire or emergency response risk but are not effectively captured through insurance-based funding should make an appropriate contribution through alternative mechanisms. 
This includes forestry operations, where insurance uptake is limited and where fires can be significant, costly for FENZ to respond to, and expected to increase due to climate change. Any contribution from forestry should be designed alongside wider forestry management obligations. Any contribution should also be designed to avoid imposing disproportionate costs on small woodlot owners and farmers.[footnoteRef:9] [9:  New Zealand Forest Owners Association and New Zealand Farm Forestry Association report Wildfire Statistics and Forest Fire Management Capabilities Study 2025, March 2026 notes “Stakeholders in both the forestry and insurance sectors have also raised questions about whether the current funding model adequately reflects the expanded scope of FENZ’s responsibilities.” https://www.nzfoa.org.nz/resources/file-libraries-resources/fire/961-wildfire-statistics-and-forest-fire-management-capabilities-study-2025/file.] 

The approach to moored marine craft also requires careful consideration. FENZ can and does respond to fire events associated with boats on land and in marinas. However, the treatment of marine craft in the last levy review illustrates the policy complexity in this area. That review began with some insured boats being subject to the levy (those permanently or temporarily on land). It then considered extending the levy to all insured vessels, whether on land or in the water, before ultimately excluding marine craft from the levy altogether. This history illuminates the challenges with policy in this area and suggests a careful, principles-based policy enquiry is required. The situation for aircraft has similar features.
The treatment of livestock and crops under any future funding model also requires careful thought.
6.5 Crown assets
The review should also consider whether Crown-owned assets make a fair contribution to FENZ funding. Crown assets are subject to varying insurance arrangements, including self-insurance, which means their contribution through an insurance-based levy may not reflect their risk profile. This issue is particularly important given the longstanding Crown contribution of $10m was reduced recently to $8m despite ongoing increases in FENZ’s budget and now represents less than 1% of FENZ’s funding. The Government is also currently looking into insurance arrangements for public assets. Property-based funding models may have more scope for ensuring that government-owned assets make a contribution to FENZ funding that fairly represents the scale and profile of those assets.
7. Community Protection Levy and resilience investment
In June 2026, ICNZ proposed a new Community Protection Levy to fund investment into natural hazard risk reduction and resilience, and a corresponding move to sustainable Crown funding for FENZ.
ICNZ recommends that DIA and Ministers consider the potential role for an insurance-linked Community Protection Levy in conjunction with its review of FENZ funding. 
Natural hazard exposure is increasing, recovery costs are rising, and there is growing recognition of the need to invest more in risk reduction before disasters occur. A Community Protection Levy could provide a transparent mechanism to support long-term resilience investment and could be designed to be simpler to administer than the existing levy. Such an approach would better align funding with New Zealand’s changing risk environment and give New Zealanders a direct stake in reducing the risks they face.
There is substantial New Zealand and international evidence that investment in risk reduction delivers significant economic returns by avoiding future losses. Recent New Zealand examples include the Taradale stop bank during Cyclone Gabrielle, the Awanui Flood Protection Scheme, and the Waipaoa flood resilience scheme. International research similarly indicates that well-targeted resilience investment can return several dollars of avoided loss for every dollar invested.
Too much public expenditure is currently directed toward response and recovery after natural hazard events, and too little toward prevention and risk reduction. A dedicated insurance-linked Community Protection Levy would be easier for the public to understand than the current FENZ levy because there is a clearer connection between insurance, natural hazard risk and investment in risk reduction than there is between insurance and the funding of general fire and emergency services. It would also contribute to a more resilient national funding architecture.
8. Next steps
ICNZ supports a strong FENZ that is properly funded. However, the FENZ levy is an outdated, narrow and complex funding mechanism that carries risks for insurance affordability and uptake, and New Zealand’s resilience. It does not reduce some of the material risks New Zealand faces. 
ICNZ considers that funding FENZ through central taxation would reflect the public good service it offers to all New Zealanders. However, an alternative approach of property and vehicle registration-based levies, while requiring some work to implement, would be a simpler and more effective solution and would present less risk than the current model for FENZ’s long term funding base.
ICNZ recognises that design choices for FENZ and broader natural hazard resilience funding options would require substantial further work. Key issues include collection methods, the funding base, caps and concessions, the relationship with council rates and existing Crown funding, governance of the investment pipeline, accountability for project selection, and how benefits are measured over time. However, ICNZ considers that the direction of travel is clear: New Zealand needs a simpler, fairer, more sustainable and more efficient model for funding emergency services provided by FENZ while investing more in reducing risk before disasters occur.
ICNZ recommends that DIA work carefully over the coming period to progress change in partnership with Treasury, local government, FENZ, insurers and other affected sectors.
Any transition to a property-based levy should include sufficient lead time for systems changes, clear statutory authority for any new collection mechanism, transparent public communication, and mechanisms to ensure that FENZ levy amounts are removed from insurance premiums as the insurance-based levy is phased out. This could happen as one process or as a sequence over time for different classes of property (e.g., motor vehicles, then homes).
ICNZ appreciates the opportunity to contribute to DIA’s review of FENZ’s funding arrangements and would welcome the opportunity to discuss this submission further. 
The review provides an opportunity to place FENZ funding on a fairer, broader and more sustainable footing. A reformed funding model should be explored that maintains stable support for emergency response capability while reducing the impact on insurance premiums, lowering administrative complexity, and supporting stronger investment in risk reduction and community resilience.
Please do not hesitate to contact ICNZ if further information would assist the review.
Yours sincerely
[image: ]
Hon. Kris Faafoi
Chief Executive
Te Kāhui Inihua o Aotearoa | Insurance Council of New Zealand



Appendix 1: Fire Service Funding Models
	Jurisdiction
	Main funding approach
	How it works
	Indicative annual spend
	Comment

	Western Australia
	Emergency Services Levy through property rates
	The Emergency Services Levy is an annual charge paid by property owners and used to fund fire and emergency services across the state, including fire, flood, storm, cyclone, hazardous spill and road crash response.
	A$1.0–1.2bn
	Property-based model

	Queensland
	Property levy collected through rates
	The Emergency Management Levy applies to properties within levy districts and is administered by local governments through rates notices. It is intended to provide a broad and sustainable funding base for fire and emergency services.
	A$1.04bn
	Property-based model

	Victoria
	Emergency services levy through property rates
	The Emergency Services and Volunteers Fund is paid on each property and collected through council rates notices. It funds fire services and a broader range of emergency services responding to floods, storms and other events.
	A$1.4–1.9bn
	Broader emergency services levy

	South Australia
	State government funding
	Fire services are funded as public sector organisations through state government arrangements.
	A$0.3–0.5bn
	Government-funded model

	Tasmania
	Mixed levy model
	Funding comes mainly from a property-based levy, with smaller contributions from motor vehicle and insurance levies, supplemented by government funding. Reforms are underway to simplify the model and reduce reliance on insurance-based levies.
	A$0.1–0.14bn
	Mixed model

	NSW
	Insurance levy, with local and state government contributions
	FRNSW funding is met through fixed contribution shares: insurers contribute the majority, with local and state government also contributing. Insurers remit the levy from relevant premium income, with some insurance classes only partly counted.
	A$1.1–1.3bn
	Currently insurance-linked model but NSW consulting on replacement of this levy model.[footnoteRef:10] [10:  https://www.parliament.nsw.gov.au/parliamentary-business/committees/committee-details?committeeId=342
] 


	Singapore
	Central government funding
	The Singapore Civil Defence Force is funded through annual Parliamentary appropriations from consolidated government revenue.
	S$0.7–1.2bn
	Government-funded model

	Japan
	Local government funding with central support
	Fire services are funded mainly by local governments, with central government support. There is no dedicated fire levy on households or insurance.
	¥1–2tn
	Public funding model

	South Korea
	Central government funding and grants
	Fire services are funded primarily through central government funding, with local government funding also.
	₩2–4tn
	Government-funded model

	England
	Central and local government funding
	Fire and rescue authorities are funded through a mix of central government income and locally raised revenue. Funding and resources vary depending on the authority structure.
	£2.5bn
	Mixed public funding

	Scotland
	Scottish Government funding
	The Scottish Fire and Rescue Service is funded directly through Scottish Government annual budgets.
	£364.1m
	Government-funded model

	Wales
	Local authority funding
	Welsh fire services are funded by councils located in the areas they serve.
	£0.35–0.45bn
	Local public funding

	Ireland
	Local authority funding with central capital support
	Day-to-day costs are funded by fire authorities from local authority income. Central government supports capital costs such as fire stations, appliances and emergency equipment.
	€0.3–0.5bn
	Local public funding
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