Uninsurable risks

A proposed solution for flood-prone properties

This paper proposes a government-backed flood insurer to
address the growing problem of uninsurable properties in
high-risk areas. The scheme would provide relatively high-
cost, conditional insurance for existing properties while
preserving market pricing signals and discouraging new
development in flood-prone locations. Claims could trigger
property buyouts, enabling a gradual and fiscally
sustainable approach to managed retreat.

Disclaimer: as always, the devil is in the detail. In this article
we’re just sketching out the rough outline of how it might
work, hoping to generate some useful discussion.

The problem

At the 2026 Insurance Council of NZ conference a key
theme was (and has been for a few years running): what
can be done about uninsurable properties? Particularly
those subject to high flooding risk.

We can summarise the problem as:

¢ Risk-based pricing is essential. Insurers need to
price according to risk. Failure to do so results in
adverse selection and unsustainable losses.

e Affordability is breaking down. Premiums for high-
risk properties are becoming unaffordable or policies
are unavailable.

e Managed retreat is fiscally constrained. Large-scale
government buyouts are prohibitively expensive.

¢ Risk signals must be preserved. Any intervention
must avoid encouraging further development in high-
risk areas.

The homeowner’s dilemma

If you currently live in a home with high flooding risk then
you’ve probably seen your insurance premiums increase.
Maybe you're considering letting your insurance policy
lapse — not a good idea, especially if you have a mortgage,
but you might have no choice.

You could sell your home, but any buyer who's aware of
the flooding risk will expect this to be reflected in the price.
And no buyer will be able to get a mortgage if they can’t
insure the property.

In short: flood risk is a problem for you today, even if actual
flood damage hasn’t happened yet.

In some cases, people currently in high-risk locations
bought properties at a discount, knowing the risk. But in
many cases, people have lived in these properties for many
years, long before it was understood just how risky they
are.

Managed retreat

Government buyouts are expensive — just look at what
Auckland Council has spent buying up properties after the
Auckland Anniversary floods.

Unacceptable flood risk might mean something like a 1 in
20 probability of significant damage due to flooding. That
means that there’s maybe a 5% chance that it will happen
in the next 12 months. On average, it will be about 20 years
before this damaging event occurs.

There’s little point buying out a property today which, in all
other aspects, may be liveable for many years to come.
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This doesn’t apply where there is unacceptable risk to life,
but in most cases the risk is property damage rather than a
threat to life.
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A government insurer

If the insurance market can'’t provide affordable insurance
coverage for these properties, and we agree that letting
policies lapse isn’t a desirable outcome, then most people
turn to the government for a solution.

We're hesitant to ask the government to fix society’s
problems, but if option one is an expensive buyout
programme, then we have an alternative solution: a
government insurer.

We already have the Natural Hazards Commission Toka
Ta Ake, and some people have suggested that NHC should
underwrite flood risk (cross-subsidising as it does with
earthquake risk). But the community rating nature of the
NHI levy undermines the risk signal that insurance
premiums provide and potentially subsidises further
development in flood-prone areas.

Instead, we suggest a dedicated insurer to provide flood
cover at a high (but not completely unaffordable) price. The
insurance would come with some conditions.

How would it work?

Your insurance renewal comes in and it's going to cost
$20,000 to renew your policy (if renewal is even an option).
You simply can’t afford it. So you approach the government
insurer, ‘Flood Re NZ' (borrowing the name from the UK
programme that inspired some of our thinking).

Flood Re NZ will provide a relatively expensive insurance
policy: say $10,000 for the average home. Pricing is
relatively simple, varying only with the sum insured.

It's expensive but (hopefully) not unaffordable. The Flood
Re NZ policy is provided on the understanding that, when
the flood does happen, then Flood Re NZ has the option to
buy out your property rather than repair it.

Flood Re NZ can provide cover for all the usual insurance
perils (such as fire and accidental damage) just like a
standard insurance product. Or Flood Re NZ could just be
a reinsurer of flood risk. In that case, you would retain your
normal insurance policy, but the premium would be
somewhat more affordable because your insurer cedes the
flood risk to Flood Re NZ at an agreed price.
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How do we identify the high-risk properties?

Different insurers have different ideas about flood-risk,
which may also be different to the council’s view. If you're
a homeowner shopping around for affordable insurance
premiums then this is a good thing for you.

Source: NIWA

There are already projects underway to develop a national
‘one source of truth’ flood model but, actually, Flood Re NZ
doesn’t require this. We simply set the price at the right
level and let people approach Flood Re NZ if they choose.

In the example above, Flood Re NZ might offer cover for
$10,000. If you can find a suitable policy for $8,000 then
take that instead. But if all the insurers are saying that it's
going to cost $20,000+ to provide cover, then it's time to
talk to Flood Re NZ.

The product will self-select. People in high-risk areas who
can’t find affordable coverage in the insurance market will
approach Flood Re NZ. People in low-risk areas will find it
cheaper to purchase a policy from a private insurer.

Conditions

The most important condition is that this cover is only
available for existing properties. We draw a line in the sand
and any properties built after that date are not eligible. So
if you're a developer looking to build new dwellings on
flood-prone land then know that the future homeowners
won’t be able to get insurance and therefore won’t be able
to get a mortgage. There will be no market for your product.

Some councils have found themselves in expensive legal
battles to stop development in high-risk locations. Rather
than battle it out in the courts, we can stop high-risk
developments by removing demand for the eventual
product (with adequate signalling to make sure the
message gets through before development begins).

We can have other conditions around maximum sums
insured, etc. But the most important condition is that this is
a fixed-term solution for an existing problem, not a way to
subsidise an on-going issue.

Buyouts after a flood event

If a flooding event occurs, then Flood Re NZ has the option
(but not the obligation) to purchase any properties that it
has insured. The situation is assessed and the best option
decided at the time. However, the signalling is already in
place: if you have a policy with Flood Re NZ then the
expectation is that you’re there until a major flooding event,
after which your property gets bought out.

We can put caps on how much Flood Re NZ will pay, to
stop people buying up cheap properties in the hope of a big
payout from Flood Re NZ. The simplest option is to limit
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payout to no more than the homeowner paid for the
property (potentially including an inflation allowance).

Who administers it?

One option is NHC. They already administer government
schemes such as the Crown On-sold programme. Or we
set up an entirely standalone entity.

We already have a system in place for insurers to manage
natural disaster claims on NHC’s behalf, so we can draw
upon this when designing Flood Re NZ.

How will the insurance industry feel about this?

We think most of the industry will support an idea like this,
so long as it's designed and priced appropriately. Insurers
have been signalling for a while that there are some
properties that are simply uninsurable (for any sensible
price). If we set the price sufficiently high then it's only those
properties that the insurance industry doesn’t want which
take out a Flood Re NZ policy.

Flood Re NZ provides a way for homeowners to retain their
insurance cover so that, when the flood eventually does
happen, they have funds to purchase a new (less risky)
home and take out a new policy.

What will it cost?

A proper costing can be done in time, but one thing is
certain: gradually buying out properties when they
experience flooding is a lot easier on cashflow than buying
them all out today based on our expectation of what might
happen. In the meantime, Flood Re NZ can collect
insurance premiums to go toward the eventual buyout cost.

Will it actually work?

If designed and administered properly, we think it might just
work.

Assessing Flood Re NZ against the original four elements
of the problem:

e Insurers are not being required to sell policies for less
than the cost to them of providing the cover.

¢ Homeowners have an option to retain their insurance
coverage, albeit at a high (but not unaffordable) price.

e Managed retreat is the eventual outcome but only as
properties become uninhabitable. Not now for every
potentially uninhabitable property.

e There is no cover for new builds, providing a strong
incentive to developers to make sure their properties
will be insurable (at sensible market prices) once
complete.

Further information

If you want to find out more information about this paper or
how MJW can help you, then please contact either of the
authors below.
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