Why the Fire Service Levy

Needs to be Removed from Insurance Premiums
1. Short-term measure in need of change

The fire service levy (FSL) was a short-term measure when it was introduced in 1993.  Prior to that central government had the responsibility for funding urban fire services. Short-term measures by their very nature are destined for change often because they are simply unsustainable.  This is true of the FSL now applied at 7.6 cents/$100 of premiums on insured property.  The Swain review in late 2012 offers the opportunity to establish the fire service’s funding on a fair, efficient and sustainable basis.
The FSL is unfair on several levels.  It is also an inefficient means of tax gathering.  And it provides incentives for commercial organisations to minimise payments which in turn compounds one aspect of unfairness.  It does not provide the Fire Service with a predictable and sustainable source of income.  Internationally, the levy is out of step with best practise and should be changed.

2. Unfair to those who fully insure

The FSL is unfair on those who do the right thing and insure their property. It means that those who under-insure or pay no insurance don’t pay their fair share of funding a public good that everyone benefits from. So, the current system creates a ‘free-rider’ situation.
3. Hard times exacerbates the situation

The current uncertain economic climate is putting pressure on many people. Where possible they seek to cut their cost.  Insurance is one area where some will take on added risk to save money by under-insuring or not bothering to insure.  People will and do make those choices and the result has a direct impact on fire service funding.

4. Commercial property owners cost minimise

Large property owners will legitimately seek to lower their costs.  Owners of multiple properties worth tens of millions may choose to insure only for the cost of the single largest event occurring to one property in the course of the year.  In this way, their FSL payments can be hundreds of thousands of dollars less.  Again the impact on service funding leads to more pressure to lift levies from residential payers who are less able to avoid the tax.

5. Fire service is a public good

The fire service provides a public good – it does not discriminate who it responds to.  Those who under-insure, do not insure or legitimately minimise their levy payments receive fire services regardless. About 1:20 motorists do not insure their vehicles and almost 1:5 don’t insure the contents of their house.
The Fire Service’s prime focus in a fire is to save life not property.  These days most of the Fire Service’s activities are directed to other emergency responses, not putting out fires.  This means that despite being called a ‘Fire’ Service, the flimsy rationale for linking the FSL to insurance premiums on property is more remote now than it ever has been.  

6. Unfair because insurance covers risk unrelated to fire services
The levy is unfair in other ways to those who insure.  Insurance coverage is taken out not solely to cover the risk of property fire, but to cover a range of other risks.  Indeed, insurance payments on property are more by value for a combination of burglary, flooding and plumbing leaks none of which for the most part attract the need for the Fire Service.  In the case of burglary, it is the service of the Police that are sought, the costs of which are borne by a totally different funding model – parliamentary appropriation.

When it comes to motor vehicles insurance is taken out to cover damage to one’s own vehicle and to others.  Again this bears no relationship to what the Fire Service does.  
7. Unfair because fire services go much further than fire property protection

Just as people insure for risks that the fire service does not respond to, so the fire service responds to provide assistance to people in circumstances that have no relation to residential property insurance.  Fires service responds to motor accidents, cats in trees, rescues of people and to all manner of situations at times of civil emergency and to protect against hazardous substances. Fairness would dictate that these costs be borne elsewhere like the government or those who have caused the service to be called out. 
8. Unfair and inconsistent because other emergency services are funded differently
As noted, the Police are funded from an annual appropriation from general taxation.   Ambulance services like St. John, receive their funding not from those who pay health insurance – the ludicrous parallel with Fire Service funding – but from government grants, contracts for services with District Health boards, voluntary contributions and by selling services and products.   All these alternatives point to funding models that could be considered as an alternative to the current levy on insurance premiums.

9. Unfair because there is no reward for minimising risk

The current system is also poorly designed to send the right incentives to minimise risks.  There is no reward for those like airports who take steps to provide their own fire response services. The more an organisation mitigates against having to rely on fire services the lower levy payments should be.
10. Unfair on rural property owners

It is also unfair on rural property owners.  They pay the same levy as those in urban areas, but urban property owners are better serviced by paid, professional fire-fighters while those in rural areas must rely on the less predictable response of voluntary fire-brigades that may be remotely located from where their services are needed.  
11. Inefficient tax – high costs/ not everyone in the net

Not only is the levy unfair, it is also an inefficient means of tax collection with the burden of collection placed unfairly on insurers and not the government.  Efficient taxes that fund public good services should have a low cost to collect and should ensure as broad a base as possible pays the tax. The FSL fails on both counts.
Further, an analysis of a dozen criteria of a best tax practise showed the FSL was the worst rated across all criteria when compared with a levy applied to rates or collected by general taxation. 
As the levy applies to insured property and all insured property has its annual renewal as well as changes and additions to policies made constantly throughout the year, the levy payment system is significantly more cumbersome and costly to administer.  It is also subject to fluctuations during the course of a year, thus giving less predictability about how much will be collected.  Insurance companies are subject to audit for the administration of the levy, the costs for which they must bear.

As noted, the levy only fully applies to those who have done the right thing and insured their properties appropriately.  But because obligations can be avoided the levy does not collect from as broad a base as it should.  Broader based methods such as applying the levy to rates or general taxation exist.  
12. International best practise
The most efficient taxes apply to those with inelastic supply like land, property and payroll taxes; not on transactions.  The 2010 Australia review of the tax system recommended dropping all taxes on insurance because they were inefficient and unfair.
Internationally, most fire services are not funded by a levy on insurance.  What we do in New Zealand is more an aberration than the norm.

In the UK – funding is a mix of government grants and council property taxes.

In most Australian states – it is derived from a levy applied to property or the capital value of land. 

13. Seize the opportunity – alternative models

New Zealand should seize the opportunity to adopt international best practise that is fair and efficient as well as providing sustainable funding for the Fire Service.  Options include:

· A levy collected on property by Councils via rates.  This would be very difficult for property owners to avoid or minimise their payments to fund the Fire Service.This ensures all property owners pay their fair share and it is a collection system that is already in place and works well.  It would also be far simpler and a low cost system to administer with the levy set as a flat rate providing predictability for the year ahead.  Local authorities should be paid for collecting this on behalf of the Government.
· Government could provide a grant for the work carried out by the Fire Service such as in civil emergencies.

· The FSL applied to motor vehicles should be shifted to car registration to cover the true cost of Fire Service attendance at accidents where the sole focus is to save life.  The significant drop in ACC costs applied to motor vehicle registration next year provides the right opportunity to make this change at that time.
· Cost recovery for some services, such as, hazardous substance spills and some classes of rescue.

