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EXECUTIVE SUMMARY

The Registered Master Builders Association and the Construction Strategy Group were funded
by the BRANZ Research Levy to investigate the impacts of regulation on housing affordability.

Why a new study was needed

The cost of providing housing is soaring. In the last 15 years, the cost of delivering a
standardised new house has risen 110%, compared with overall cost of living rises of 44%.

The Productivity Commission completed its study on housing affordability in 2011, including
three chapters on the impact of regulation. Little has changed on the regulation front since the
Commission made its recommendations. Further, the Commission did not investigate the
barriers to actual (rather than technical) land availability, such as small nhumbers of large
developers within a geographic region.

Nearly two dozen formal and informal interviews highlighted eight recurring regulatory
challenges.

The cost of current requlatory challenges

The various regulatory challenges identified carry a number of costs. A case study approach
was used to estimate the impact of these eight regulatory challenges on the cost of a typical
145 m2 stand-alone house currently costing around $567,000 in Auckland.

Example: Mortgage payment savings on 145 m2 house

30 $50 $100 $150 $200 $250 $300
Savings ($000)
u Upper bound u Lower bound

The costs of over and under-regulation as identified in this study add (at the 95% confidence
level):

e $35,000 to $77,400 to the upfront cost of the case study house
e $134,000 to $266,000 in mortgage payments
e 3.510 6.8 years to the time it takes to pay back a home loan.

Another way to see this impact is the household income needed to service the mortgage on this
house. Today, the household buying this house would need an annual household income of
$117,000, assuming they could manage a 15% deposit and could get bank funding. By adopting
the regulatory reforms proposed in this report, lower household incomes of between $101,000
and $109,800 would be sufficient to afford this home, and with a commensurately lower deposit.
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Where the potential savings lie

Around 85% of these costs are related to land availability and the sub-division, resource consent
and town-planning environment. Savings are expected to lie in the ranges shown below.

Example: Potential savings by cost component Land development

Raw land cost

Development contributions

Development-specific infrastructure _

Materials and plant costs -

Design and labour time

Resource consents and inspection I- ) o
Materials & building

33 30 33 %6 %9 312 $15 $18 $21 $24 $27 $30 $33
Dollars saved ($000)

The most costly challenges include subjective town-planning requirements for subdivisions,
when a resource consent is required, or changes to regulation without determining whether the
benefits do indeed outweigh the costs.

Another major land-related impediment is how slowly land comes to market. The Productivity
Commission and others have focused on the slow pace of local council approval of subdivision
plans. A bigger problem in high demand markets like Auckland is the small number of
developers who control large swathes of the market. While land-owners benefit greatly through
rezoning, they are not sufficiently incentivised to bring land to market faster.

Changes to the Local Government Act have tightened rules on development contributions
although many Building Consent Authorities (BCASs) still lack the capability to fairly apportion
benefits to existing and new households. No monitoring occurs among utilities providers such
as electricity distribution monopolies, who can charge what they like for infrastructure. They
often insist that developers pay the full price of infrastructure that may benefit future
developments.

On the building and materials side, variations in what products are approved for use by different
BCAs, and BCAs requiring homes be built to a standard above the Building Code add
considerable cost.

Turning costs into benefits: what changes are needed

The costs imposed by the current regulatory environment can be interpreted another way.
Fixing what is broken will result in improvements in housing affordability equal to the current
costs imposed.

A number of recommendations are proposed. These include:
e Reducing over-regulation by:

o Central Government specifying and limiting the authority of council planners and freeing
up the market

o Councils being required to explicitly include housing affordability impacts in defining the
desired character of neighbourhoods, acknowledging the huge affordability impacts
associated with a mind-set of every street being a “Rolls Royce”
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o Designers and Builders being more diligent in complying with District Plan requirements
and not using councils as their review process

o Central Government standardising conditions that trigger a resource consent
requirement
Councils bulking up large-scale earthworks and infrastructure consents
Central Government evaluating costs and benefits before introducing regulation
changes.

o Ensuring fairer prices for infrastructure development by:

o Central Government auditing development contribution (DC) allocation of new macro-
infrastructure benefits across new and existing users

o Councils smoothing DCs by applying a rolling average cost to avoid “lumpy” changes in
rates that create higher risks in land development

o Central Government investigating and legislating to overcome barriers to utilities
competition where monopolies take advantage of their monopolistic position

o Utilities providers and Councils being required to share costs fairly for development-
triggered macro-infrastructure, acknowledging that the current development should not
pay for benefits that accrue to future developments.

¢ Reducing the liability of Building Consent Authorities (and therefore their risk aversion) by:

Central Government balancing BCA and builder liability better

o Central Government promoting awareness and disclosure of home warranty products
that places risk and reward where they belong — on the building industry

o BCAs having the confidence to keep to the requirements of the Building Code based on
clear expectations and responsibilities from Central Government.

e Bringing the amount of actual land (as opposed to land technically available) to market faster
by:

o Central Government and Councils instituting more explicit inclusionary zoning that
specifies what is to be delivered and not just a pricepoint, and limiting BCA and
developer-imposed covenants

o Councils incentivising more rapid development of appropriately zoned land through rates
targeting or other mechanisms.

e Supporting product quality and competition by:

o Central Government actively developing or supporting the development of and auditing
a national register of approved products and systems.
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2.1

INTRODUCTION

The Registered Master Builders Association (RMBA) with support from the Construction
Strategy Group (CSG), received BRANZ Research Levy funding to investigate the impacts of
regulation on housing affordability.

The BRANZ Building a Better New Zealand research strategy had previously identified housing
affordability as a major component of its Meeting the housing needs of all New Zealanders
priority area. In particular, BRANZ identified a need to better understand “the barriers to the
delivery of new housing that caters for the bottom end of the market” as part of the external
funding round for 2014. This report received funding through that research round.

The premise of the study

Recent interviews conducted by BRANZ as part of an unrelated study repeatedly indicated that
the building industry believes land availability and regulation by Government play a major role
in reducing affordability.

The cost of providing housing is soaring. Figure 1 shows that since March 1999, the
standardised cost of a 500 m2 section (the blue dotted line) has risen far faster than the overall
cost of living (green dotted line).

Figure 1 Building and land costs have risen far faster than the overall cost of living
New build costindices
2700

2400
2100
1800

1500

index Mar-99 = 1000

1200

9200
Mar-99 Mar-02 Mar-05 Mar-08 Mar-11 Mar-14

New Build Index = e===[and IndeXx = ===(Building costIndex ====CPI

The cost of building a standardised 200 m2 single level house (brown dotted line) has also risen
far faster than the overall cost of living, even after stripping out quality improvements. As a
result, the weighted composite New Build Index (the red line), developed by BRANZ, has
increased nearly 110% over the same period that overall prices have risen just 44%.

It would be naive to suggest that one single factor is responsible for these rapidly rising costs.
However, as highlighted already, the building industry is increasingly concerned about the
impact central and local government regulation plays in raising costs.

As this study shows, regulation influences the cost of delivering new housing, especially to the
lower end of the new-build spectrum, in a number of ways, as highlighted by Figure 2.
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Figure 2 Regulation can impact prices a number of ways
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Regulation affects housing affordability through:

e directly influencing the cost of land through Council costs associated with subdividing
properties

e zoning constraints and disincentives that affect actual (rather than technical) land supply and
therefore price

e discouraging innovation, competition and interchangeability between building products and
systems, which increases prices

e increasing compliance costs of subdivision, subdivision design, and build.

2.2  Previous work: The Productivity Commission Inquiry

Housing affordability is not a new topic. The New Zealand Productivity Commission
(Productivity Commission) completed a 343-page inquiry on it in 2012.1 Chapters 7, 8 and 9 of
that report dealt with three areas of regulation that affect housing affordability, namely:

e urban planning
¢ infrastructure development (most notably development contributions)
¢ building regulations.

The current study intentionally began with a blank canvas, asking more than a dozen
manufacturers, merchants, developers, builders and industry observers to identify what, if any,
regulatory challenges they faced. There were a number of reasons for this approach:

e to arrive at independent views that were not influenced by those set out in the Productivity
Commission’s inquiry

o toavoid limiting the scope of the current study to issues that may have already been identified
to identify any recommendations that may flow out of the interviews conducted in the current
study that may be additional or even in contrast to Productivity Commission
recommendations

o to determine whether any meaningful improvements have occurred in the two and a half
years since the Productivity Commission Inquiry was completed.

Only once initial conclusions had been drawn, and initial recommendations developed, were the
relevant sections of Productivity Commission Inquiry considered. It was clear from the reading
of the Productivity Commission Inquiry that:

1 New Zealand Productivity Commission. (2012). Housing affordability inquiry.
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2.3

24

e many of the key regulatory issues highlighted in their inquiry were identical to those identified
in the current work

¢ while some recommendations made by the Commission have been implemented via
changes in the Local Government Act for instance, the majority have not

o little has changed with regard to the scale and frequency of these regulatory issues despite
the passing of two and a half years

e some of the inquiry recommendations did not go far enough, particularly with regard to zoning
not being sufficient to stimulate residential development

¢ the Licensed Building Practitioner (LBP) programme and inspections regime failing to reduce
risk exposure for Building Consent Authorities (BCAS), and thus if anything, putting costs up
without a reduction in risk.

Nevertheless, the Productivity Commission Inquiry made some excellent points. Where they
are relevant to this study, those points are quoted, sometimes at length.

It is worth noting that the Productivity Partnership, a multi-agency group focused on improving
productivity in the construction industry, explicitly excluded looking at regulation impacts on
productivity as part of its scope. The topic of the impact of regulation on housing affordability
has therefore not received a great deal of coverage outside of the Productivity Commission’s
work.

What this study is not

This study highlights a long-list of regulatory requirements that increase the cost of delivering
new housing. It then estimates the costs associated with a number of the regulatory
requirements believed to impose significant cost.

This study is not a comprehensive cost-benefit analysis (CBA). It is primarily focused on
identifying the costs of various regulatory requirements. Nevertheless, where appropriate or
easily accessible, the benefits of each regulatory requirement are discussed or quantified.

Study approach

The study had three stages. Stage One identified the range of regulatory issues (“the long-list”)
through a series of interviews.

Stage Two incorporated the views of regulators and developed a set of recommendations,
many of which were apparent as a logical conclusion of the summary of the regulatory issues.

Stage Three estimated the expected cost saving of implementing each recommendation. Seen
from another angle, Stage Three measures the reduction in housing affordability of each
regulatory obstacle.
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3. THE LONG-LIST OF REGULATORY OBSTACLES

A total of 13 individuals and groups were interviewed to understand the regulatory challenges
to producing affordable housing. Full summaries of these interviews can be found in section 5.

It was a challenge to summarise the points made in the interviews into just the few headlines
set out in this section. This required several relevant sub-points for each issue, each warranting
individual consideration. Reading the full interview summaries to capture the full context of the
points made is encouraged.

Figure 3 lists the eight regulatory issues as grouped in this report in order of priority (number of
mentions by interviewees). The figure shows whether the issue predominantly affected the
land, materials or building component of housing delivery. It also shows whether the housing
affordability impact was through direct financial costs, time delays, or quality and
competitiveness impacts. There is significant overlap between some of these issues.

Figure 3 The long-list of regulatory issues affecting housing affordability

Land / Building Impact on affordability through:

Regulatory issue / Materials Direct Monetised Reduced quality /
impact financial cost time cost competitiveness

Developme.n.t |s. ove!'-regulated without regard Land and building Yes Yes
for affordability implications

Dewvelopment contributions calculations lack
transparency

Risk aversion and lack of product knowledge Materials and
_______ increasecosts ... building

Central government regulation lacks
adequate rigour

Building Yes

3.1 Development is over-regulated without regard for affordability implications

The most recurrent theme across interviews was that many BCAs exhibit no understanding of,
or in some cases a willingness to engage with, the affordability implications of their decisions
and requirements. This was particularly notable in the urban planning space. Over-regulation
included BCAs insisting on increasingly prescriptive and subjective urban planning
requirements. These requirements are often beyond the requirements of the District Plan and
vary among individuals within a BCA.

3.1.1  The RMA, the District Plan, Design Guides, and interpretation

One of the major reasons so much subjectivity appears to have crept in is the disconnection
between the RMA, the District Plan, Design Guides, and individual interpretation of the Plan and
Guides.

e The RMA mandates the development of District Plans. It also explicitly sets out a
requirement in Section 32 (amended in 2013) for proposals for changes to District Plans to
consider:

o whether the provisions are the most appropriate way to achieve the objectives by
identifying other reasonably practicable options for achieving the objectives; assessing
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the efficiency and effectiveness of the provisions in achieving the objectives; and
summarising the reasons for deciding on the provisions.

o the benefits and costs of the environmental, economic, social, and cultural effects that
are anticipated from the implementation of the provisions, including the opportunities for
economic growth; employment. If practicable, the benefits and costs should be
guantified and the risk of acting or not acting needs to be assessed.?

e District Plans set out the district's key resource management issues, and objectives,
policies and rules to address these issues. The information that must be submitted with
applications for resource consent is specified, and the environmental results that are
anticipated from their implementation are outlined.® Changes to District Plans are subject to
the requirements of Section 32 of the RMA to determine whether the changes are the most
appropriate way to achieve the objectives. The analysis must also estimate the
environmental, economic, social, and cultural benefits and costs that are anticipated.

The quality of Section 32 analyses published online by different BCAs and even across different
plan changes within particular BCAs varies widely.

e Design Guides, according to the Ministry for the Environment (MfE), are one means for
pursuing the District Plan’s objectives. Some BCAs go even further than that in how they
view Design Guides. For instance, Wellington City Council sees the Design Guides as
Volume 2 of a three-volume District Plan, rather than as something additional to it. However,
in reality there appears to be a disconnection between legislative mandate and application
of the District Plan through Design Guides:

o Design Guides are a construct developed The quality of the Section 32
by BCAs. There is no reference to Design | abel/SIEREUEERE VA e ER =10
Guides in the RMA. and is often absent from Design
o Although Section 32 mandates an Guide stipulations, even when
environmental, economic, social, and those Design Guides are included

cultural cost-benefit analysis of proposed explicitly as part of the District
District Plan changes, there appears to be | eI RGN ElRNA R VTS
no explicit evaluation of these impacts in

Design Guides. Instead, design Guides tend to be filled with emotive, subjective
language, with no apparent empirical evidence supporting the design preferences in
most cases. Some examples (with subjective language bolded), taken from the
Wellington City Council Residential Design Guide, include:®

= Create positive open spaces between and around buildings: Open space on site
should be planned and positive rather than left-over, and function as an outdoor
living room. (G1.2)

= Avoid monotonous repetition of garage doors along the street frontage or within any
development: Common open space associated with multi-unit development will be of
poor quality and present a relatively unattractive entrance to the dwellings served
if it is dominated by rows of garage doors. (G1.16)

2 Parliamentary Counsel Office. Resource Management Amendment Act 2013.

3 Ministry for the Environment. (2006). Your Guide to the Resource Management Act. See pp. 22-23.
4 Ibid.

5 Wellington City Council. (2009). Residential Design Guide.
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= Present a public face to the street with entrances and windows orientated towards
the street: All development should contribute to the visual appeal and quality of
experience of the street. Windows should be placed to give a good visual connection
with the street. Such placement, giving a view out over the street, allows natural
surveillance and projects the presence of life onto the street, making it a safer and
more attractive place to be. (G2.3)

e Individual interpretation: Given the subjective nature of guidance like the examples above,
different interpretation of Design Guides by individuals even within the same BCA is likely.
For example, “positive open spaces”, “visual appeal” and “quality of experience” mean
different things to different people. Many BCAs do not appear to justify the Design Guide or
individual interpretation through appropriate Section 32 analysis. There is no evidence that
BCAs consider housing affordability or wider economic implications in many interpretations

of the District Plan.

“There are many reasons that can be advanced to support Smart Growth policies, urban
limits or restrictions on building. These include limiting environmental effects such as
pollutants, protecting farmland, or loss of amenity from the loss of open countryside,
and maintaining the character of existing neighbourhoods.

“However these wider ‘environmental impacts’ need to be set against the stark reality
that these policies result in people paying more for housing than they otherwise would
have, with the additional costs and consequences quite possibly outweighing the

potential benefits of more restricted urban form...

“It is concerning that councils may be unaware of the impact of policies that constrain
or limit the supply of land for housing; dispute the ‘disproportionate weight given to
the effect of local government policies’; or claim that ‘other factors will play a
significant and more immediate role in improving housing affordability’.”

Productivity Commission Inquiry, pp. 124-125.

3.1.2 Implications for housing affordability

These subjective requirements often have large direct financial and time delay cost implications.
Some key points made by interviewees include:

e Developers continue to pay council rates on idle land that has few if any services
provided to it by the BCA, and which is unoccupied and cannot be built on while the lengthy
urban planning process occurs.

e One developer was told that “affordability is not the mandate” of the urban planner. It
raises the question of whose concern it is in Local Government.

¢ District Plans appear often to be aspirational rather than achievable, with little or no work
done on the cost implications of achieving the outcome called for by the District Plan.

e Some BCAs appear to have taken an ownership and/or policing mind-set toward
subdivisions and urban planning rather than a custodian and/or enabling mind-set.

e Some BCAs act like the client, rather than an agency looking to support affordable or
sensible development. Rather than suggesting what the development needed to progress,
they would wait for the developer to present an approach, and then say why it would not get
approval.

e BCAs vary dramatically in how, and how often, they communicate with builders and
developers. Some BCAs were good at communicating by email. Others made no contact
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3.2

requesting more information until Day 19 or 20 of the 20 working day period. Some BCAs
still communicate by regular mail, adding another two days’ delay before the builder actually
received the communication.

Some examples of the direct financial and time costs of decisions BCAs make (or fail to make)
include:

e A BCA that insisted that garages in a terraced housing development be serviced by a
separate garage access laneway. This reduced the net space devoted to housing within the
subdivision, and required larger individual section sizes. The implication was $100,000
added to the cost of each individual house.

e A BCA delayed consent on a 12 townhouse development (on land worth approximately $1.5
million) for 18 months. The holding costs and
rates on idle land led to an increase of $15,000 to
$20,000 in the cost of each unit.®

e Urban designers at one BCA selecting the colour
for houses, location of windows, and even
sketching preferred layouts for house plans.

The impact of increasing the cost
of aterraced house from
$400,000 to $420,000 by delaying

consents by 18 months would be
to add $102,900 and four years to
the cost of repaying a mortgage.*

In many cases, as the second and third bullet points
highlight, the cost may be less direct financial and more in time delays. The cost of holding land
and paying rates on idle land, sometimes for several years while BCAs evaluate applications,
can cost tens of thousands of dollars per section. The impact on a mortgage is several times
that impact.

Development contributions calculations lack transparency

Both land developers and builders mentioned development contributions (DCs) as a major cost
that seemed unjustified. In most cases, DCs added a direct financial cost of $25,000 to $40,000
to the cost of a section.

DCs were introduced to help BCAs meet the cost of growth. Theoretically, DCs are charged
based on the estimated capex of delivering a number of macro-infrastructure (i.e.
infrastructure that serves more than just the new subdivision) growth and upgrade projects in a
District. DCs are seen by many as fair that macro-infrastructure that is required because new
households are added to a District be paid for entirely by those new households.

Interviewees saw the current DC approach as unfair for a number of reasons:

e There are a number of benefits to existing households from new infrastructure, which
means new household units should not bear all the costs of this new macro-infrastructure:

o New infrastructure can provide greater certainty of supply for existing households.

6 The boxed text example assumes a household income of $80,000, an $80,000 deposit (20% of the cost of the
$400,000 home), and an interest rate of 6.5%. It further assumes that the household is able to use one-third of its
income for mortgage repayments. For the $400,000 terraced house, repayments would total $622,000 over 23.3
years. For the 420,000 terraced house, repayments would total $724,900 over 27.2 years.
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o Infrastructure upgrades required to serve a growing number of households often take
the form of earlier asset renewals, leading to
lower maintenance costs for assets that serve
many people beyond the new subdivision.

o Insome cases, the new infrastructure paid for by
the new subdivision improves levels of service
above that which households beyond the
subdivision previously enjoyed.

Developers believe DC
calculations lack transparency,
science, or a fair estimate of

the value of new infrastructure
to existing households.

e There is a lack of transparency as to what DCs pay for. In reality, it may be hard to clarify
what is covered by DCs on an individual property. This is especially true in the case of a
large Council like Auckland, where hundreds of projects may be planned or in progress and
are to be covered by DCs. Auckland Council does have a DC estimation calculator to help
developers understand what costs are likely for developing a particular piece of land. Yet
there is still a lot of confusion as to what DCs cover and what they don’t. For instance, many
builders and developers we spoke to mistook Watercare’s Infrastructure Growth Charge for
a $12,000 connection fee. In fact, it is in effect another form of DC covering capex projects.

e There is an apparent lack of financial analysis behind some DC calculations. Linked to
the previous point, there is no policing as to the financial soundness of DCs. The current
legislation places restrictions on how BCAs estimate DCs, but this is not effectively
monitored. So for instance, some developers have seen DCs in a certain area rise from
$6,000 to $28,000 over the last eight or 10 years. To them, this appears a clear case of
revenue-generation by BCAs. With little transparency on how DCs are estimated, and a
quadrupling in costs over a decade, this view is unsurprising. Yet in many cases, the surge
in DCs may have come as BCAs improved their understanding of the true capex
requirements of serving their growing number of households.

e DCs allow BCAs to lump infrastructure costs on new-build owners, artificially keeping
rates rises down. Given the lack of transparency and evident science behind DC
calculation, some interviewees believed that DCs were a way of passing the cost of asset
renewals or upgrades onto a small minority (new house owners). The LGA does not allow
this, but without policing it is quite possible this is done to keep rates rises for the larger
voting majority low.

The Productivity Commission adds that the DCs regime “may encourage councils to design
projects that have higher initial capital expenditure, to limit the risk of future capacity shortfall,
rather than later when development contributions cannot be charged. Councils may also be
induced to favour a more capital-intensive investment option with lower operating costs, which
are generally funded from rates.” (Productivity Commission Inquiry, pp.137-138). It may also
encourage gold-plating of projects (Productivity Commission Inquiry, pp.146-147).

3.2.1 Implications of changes to the Local Government Act

The Local Government Act 2002 Amendment Act 2014 became law on 8 August 2014. A
number of its provisions affect DCs. Specifically, the amendments:

e change what development contributions can be used for, specifically limiting what community
infrastructure DCs can be collected for

o allow for objections to development contributions charges

o explicitly allow for BCAs and developers to negotiate an appropriate mix of DCs and macro-
infrastructure provision through development agreements.
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3.3

These changes introduce greater clarity and in some cases, more flexibility. Development
agreements in particular may offer a more reasonable way for developers and BCAs to work
together to cost-share on macro-infrastructure. One BCA interviewed said developers they
dealt with already tended to come into the initial discussion on a proposed development with
some ideas as to how macro-infrastructure costs could be shared.

However, the amendments allowing for development agreements are likely to have greater
impact on how the larger developers work with BCAs to develop an area. Smaller developer-
builders seeking to develop a small infill or brownfields site may lack the LGA experience to
lodge an objection or work with BCAs to fairly share costs.

At the same time, the overriding concern over the financial rigor and transparency of DC
calculations remains. Even large developers will need to put a lot of work into understanding
how DCs on their development have been estimated and whether or not they are fair.

Consent conditions are inconsistent and go beyond Code and regulations

Several interviewees commented on inconsistency in application of the Building Code and RMA
across BCAs and by individuals within BCAs. This inconsistency often leads to needless direct
financial costs as well as time delays, often because individuals at BCAs give contradictory
requirements to the developer or builder.

One useful example from a builder who works across multiple BCAs was of the rules different
BCAs had imposed to determine whether a resource consent was required for earthworks.
These rules varied between:

There is no formal, time-
effective process for
challenging the apparently

e Moving more than 80 m3 of earth
e Moving more than 40 m?3 of earth
e Cutting to a depth of more than 500 mm of earth arbitrary interpretation of the
e Any impermeable surface of more than 25 m2 (which  FEEEFEERE SHETHE R o by BCAs.

includes almost all driveways).

There are similar inconsistent applications of the Building Code. Often, failed inspections on
individual interpretations of the Building Code, or requirements beyond what the Code
called for, meant a build could be delayed. This often included varying views on the
appropriateness of acceptable solutions for use on a specific project. Further, there is no formal,
time-effective process for challenging the apparently arbitrary interpretation of the Code or
District Plan by BCAs.

Interviewees also mentioned the additional challenge of Regional Councils becoming
increasingly involved with development approvals. This meant the developer or builder had no
single point of contact on regulatory issues, and often acted as a referee between
competing District and Regional Council demands. One interviewee pointed out that this was
far less of a challenge working with the Marlborough unitary authority.

Inconsistency also posed challenges when some BCAs approved use of a certain product
while others did not, which made it more difficult for builders working across multiple BCAs.

A further challenge had come about as the time taken to get subdivision projects approved had
grown. BCAs often had key staff members leave part way through a subdivision process.
The new person assigned to the project would have dramatically different interpretations of the
Building Code, District Plan, or the subjective question of what good urban design looked like.
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This often led to BCA staff requiring developers to change their plan far into the project, adding
financial and time costs.

Development-specific utilities infrastructure costs are excessive

Developers and builders believe they (and ultimately new-build owners) are charged
untransparent, inflated prices for connecting micro-infrastructure that benefits the utilities
provider. The developer immediately transfers ownership of these assets to the utility. The
utility then charges the new-build owner lines charges to use the infrastructure the new-build
owner has paid for in its entirety. There are several components to this issue:

e Inflated charges by (often privatised) monopolies or their sub-contractors to connect
utilities, typically power and telecommunications, (and sometimes water): Because of a lack
of competition, these monopolies and sub-contractors charge as they see fit for connecting
each individual section to the system. There is no transparency as to the link between that
connection cost and the true cost of providing that connection. Rates at which monopoly
sub-contractors connect services are often double or even triple the rates at which the private
sector has historically connected these services.

e Developers forced to build and pay for macro-infrastructure that services households
beyond the subdivision: In direct contradiction to what the DCs regime aims to achieve,
developers often have to pay for infrastructure that serves other households or new
subdivisions around them. Examples include electricity transformers, highway on-ramps,
water tanks and pipes. Network monopolies that are not run by BCAs get away with this
because their individual pricing and infrastructure requirements are unregulated, and are not
subject to the LGA. In other words, the developer subsidises future development by paying
upfront for macro-infrastructure that will benefit other developments or existing households.

As the Productivity Commission points out, a related issue is when larger developments “are
required to fund works deemed internal to their subdivision, but which would have been
considered external if the subdivision had been owned by several parties. This is particularly
the case for projects related to roads and reserves”. (Productivity Commission Inquiry,
p.128).

e Ownership of infrastructure paid for by the developer is passed to the utilities
monopoly: Having paid for macro-infrastructure like transformers or water reservoirs,
ownership of that infrastructure is transferred to the utilities provider. In other words, the
capex cost of their new infrastructure is paid in full upfront by the new-build owner (via the
developer), who then pays line charges to use the infrastructure.

It could be argued that this problem is a case of In addition to individual site
under-regulation. For instance, the Ministry for connections, deve|oper5 often pay
Energy, the Commerce Commission, and the ERRR{T | ReoIS Soli g (ol fok gl Ao =
Electricity and Gas Complaints Commission all say that benefits households beyond
it is not within their mandate to examine the prices the development, in direct
charged by monopolies or their sub-contractors for contradiction to the user pays
these connections. Further, no one has the principle underpinning DCs.
authority to adjudicate whether it is reasonable that
the developer pay the full upfront cost of infrastructure that will benefit others beyond the
development.
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3.5

The LBP programme has not reduced risk or BCA inspections

Several builders were frustrated at the number of inspections of each dwelling required by
BCAs. One of the premises of the LBP programme was that through requiring several
individuals to sign off their workmanship, it would create greater accountability among workers.

Yet, as many interviewees acknowledged, BCAs have understandably become highly risk
averse since being held liable for billions of dollars of leaky building remediation costs. BCAs
do not appear to trust that if something goes wrong with a particular build, they will not be left
as the “last man standing” when house owners seek compensation. The small scale and high
turnover of businesses in the building industry does not give BCAs the confidence that the
builder will be around to remediate if the need arises.

As a result, BCAs undertake more inspections than ever. The Productivity Commission Inquiry
quotes the former Department of Building and Housing as estimating the average number of
inspections rose from seven per house to 11 between 2000/1 and 2006/7.7 Interviewees
believed there were several implications of this:

e Inspections were more likely to fail than before: Because of the large number of
inspections and limited BCA personnel, inspections often have to be booked a week or more
in advance. In the past, they could be booked just a day or two in advance. This longer
timeframe created more risk that the work that needed to be done for that inspection might
not be fully complete in time. For instance, if there was a delay in materials arriving on-site,
the builder may not be ready for inspection. Further, because BCAs did not feel empowered
to rely on the LBPs, they were now more likely to fail an inspection on a technicality.

e More direct financial costs: BCA charges for inspections had risen due to the larger
number of inspections required, and a higher
proportion of re-inspections meant more by-
the-hour inspection charges.

e More time delays: Both due to the number of
inspections (some of which had to be done
before work could continue, such as the pre-
lining inspection) and to re-inspections.

The LBP programme, rather than
reducing the need for BCA
inspections, has been accompanied

by more inspections than before,
increasing costs and time delays.

Further evidence of the failure of the LBP to reduce BCA concern over being held liable is
provided by recent changes to Section 45 of the Building Act (through the Building Amendment
Act 2013). The Ministry of Business, Innovation and Employment points out that “Section 45 of
the Act has been amended to make it clear that providing a Certificate of Work does not create
new or additional liability for a design LBP, over and above the liabilities that already exist for
negligent or incompetent work or breach of contract”.? In other words, the Act explains that the
builder was just as liable prior to the implementation of the LBP programme a few years
ago as they are now. BCAs understandably believe that if the LBP leaves the industry or
claims bankruptcy, the BCA will be once again be the “last man standing” under the current joint
and several liability regime.

7 New Zealand Productivity Commission. (2012). Housing affordability inquiry. See p.160.
8 Ministry of Business, Innovation and Employment. (2013). Building Amendment Act 2013: Changes that come
into effect immediately.
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3.6

Zoning is not enough to ensure development

Interviewees pointed out that there is a common misconception that simply zoning land for
residential development will lead to the market developing it, and specifically to provide
affordable housing. Reasons cited for why zoning is not sufficient include:

e Uncertain time and financial costs of the development process limit number of
potential developers: With larger subdivisions taking three to 10 years to be approved,
there are large direct financial and time costs (holding costs) associated with development.
Uncertainty over the length and ultimate cost of the process makes development less
attractive and commercially viable. In many cases only large, cash-funded developers are
able to take on the risk of dealing with the uncertainty.

e Land owner expectations of price were often unrealistic: When zoning was changed,
many land owners assumed this led to an immediate increase in land price. They often set
unrealistic prices for the sale of their land. This
led to long delays in sale of the land while their
expectations were moderated and while
potential developers did due diligence on the
potential profitability of developing the land.

e Lack of incentive for building affordable
housing: There is little incentive, at least in an
environment of strongly growing house prices and pent-up demand, for developers and
builders to produce cheaper housing.® In high demand environments, developers can create
a higher value product that can be sold for significantly more than “affordable housing”
without too much additional expenditure.

e Lack of incentive by larger developers to bring land to market: It is easy to constrain the
flow of land to the market. This constraint is possible because many local development
markets are dominated by a few larger players due to the huge costs and uncertainty
associated with development. There is little pressure on developers to bring land to market
quickly (other than to cash up), meaning supply can be intentionally constrained. In a simple
case of supply and demand, this keeps prices higher in high-growth markets like Auckland.

Without certainty from BCAs on the
development process and specific
requirements for affordable

housing, there is little incentive to
develop more affordable housing,
especially in times of growth.

This lack of competition and resultant slow-release of supply mean it is important to distinguish
between technical and actual land supply. Technical land supply is a sum of all land
appropriately zoned for development. In reality the actual land supply (the amount of land
currently being developed or with the BCA for development approval) may be far smaller.

The Productivity Commission Inquiry did not go far enough in recommending ways to encourage
developers to bring land to market more quickly. Its argument was primarily that not enough
land is technically available (although it did not use that term). The recent declaration of Special
Housing Areas has increased the technical supply of land, but slow uptake suggests the actual
supply of land has not increased nearly as much.

9 We note that the exception is Special Housing Areas, which have some requirements for affordable housing
(inclusionary zoning).
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3.7 Risk aversion and lack of product knowledge increase costs

Interviewees were concerned that BCAs and other regulators did not have adequate
understanding of the equivalence or otherwise of building materials and systems. This had a
number of impacts:

Inconsistency in the approval of use of different building materials / systems: Some
BCAs approved certain products while others did not. Some BCAs required BRANZ or other
appraisals (often at significant cost and time delays) before work could continue, while others
did not. Some BCAs had lists of historically approved products (whether appraised or not)
but were now debating continued use of these lists. Not using these lists would further delay
the building consent process and lead to reduced choice of materials for builders.
Over-specification: BCAs also tended to over-specify materials, or in some cases, even
how documentation for new products needed to be presented, adding considerable financial
costs and time delays for manufacturers and for builders.

Inability to interchange similar products: Builders were often unable to interchange use
of products that had been tested to the same standards without submitting a building consent
revision, at considerable cost and time delays. This also reduced flexibility in responding to
changes in product prices in the market.

Product and building system innovation is discouraged: Because of the difficulty in
getting different materials and systems approved by different BCAs, builders are forced to
stick with what they know. This discourages use
of new products or systems that may be cheaper
and deliver the same or even improved quality
outcomes.

The approvals of products by
BCAs is inconsistent, reduces
innovation, and only partially

reduces the risk of sub-standard

BCAs could not monitor quality of all house materials and systems being used.

components: In some cases, sub-standard
building materials or systems could be easily incorporated into a build without the BCA
having any idea. An example was window joinery. Some had been salvaged from
Canterbury demolitions, or could be a sub-standard import, without BCAs being any the
wiser that these were being used in the build. The building consent and inspection regime
were an attempt to ensure quality materials were being used, and assembled correctly.
However, there were components where BCAs could not know with certainty that the right
components and systems were being used. Increasing monitoring (through more
inspections) was unlikely to reduce this risk.

3.8  Central government regulation lacks adequate rigour

Some interviewees felt that some requirements of the Building Code and other government
regulations such as health and safety were inappropriate for New Zealand conditions or lacked
adequate cost-benefit analysis. This meant that direct financial costs were being pushed up
unnecessarily. Notable points included:

/
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Regulatory changes were introduced without apparent consideration of the economic
costs and benefits associated with the changes: Interviewees felt costs were imposed
without an adequate understanding by government of what these costs were. For instance,
some believed many health and safety regulations were introduced without government
quantifying or articulating to industry the benefits in terms of reduced injuries and deaths.

Health and safety regulation guidance was inadequate leading to compliance focus:
Builders were uncertain of exactly what they needed to do to ensure they met WorkSafe NZ
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requirements, despite guidelines on initiatives such as the Working at Heights programme
being issued. This encouraged builders to take a compliance approach that possibly
imposed greater financial costs and time delays than necessary to avoid being fined or
having a site shut down.

e The Building Code specifies certain systems without always considering the
appropriateness for New Zealand's varied
conditions, what is done internationally, or the cost
implications:

Central government regulation
needs to show greater
consideration of costs and

o Adopting international  standards  without GRS R GIe ke Lo e loda L o)
considering applicability to New Zealand, or appropriateness for the New
conversely, not considering international best Zealand context.
practice, would be a wrong approach.

o Not allowing sufficient conditions-based variation across New Zealand could also lead
to over-specification, with considerable costs attached

o Acceptable solutions tended to take a particularly conservative approach, without
considering the costs (or risks) and benefits of less conservative approaches.
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4.1

RECOMMENDATIONS

This section sets out 16 recommendations that have arisen from the discussion of regulatory
challenges affecting housing affordability. Figure 4 overleaf summarises the 16
recommendations, indicates who needs to lead the action, and shows which regulatory
challenges each recommendation aims to overcome. Recommendations are covered under
five main areas, but are also mapped to the eight regulatory challenges:

¢ Reduce over-regulation

e Ensure fair prices for development infrastructure
e Reduce liability of BCAs

e Bring land to market faster

e Support product quality and competition.

The recommendations should be seen as a system. They often overlap or provide assistance
in achieving the goals of other recommendations. For instance, recommendations 4.11, 4.12
and 4.13 all have the benefit of reducing BCA liability.

Define explicitly the expected character of neighbourhoods

Who: Local government via District Plan

Many developers were concerned about the uncertainty created by current District Plans and
the range of interpretations of those Plans. Several pointed to the greater certainty created by
plans in Australia, where local councils use Neighbourhood and Precinct Plans to explicitly
describe the sense of place they are attempting to create or sustain.

As long as proposed developments comply with the specific requirements of the
Neighbourhood or Precinct plans, developers have freedom to build what the market wants
without further regulatory intervention.1® Less room is left for subjective interpretations by
different individuals within the BCA, meaning far more certainty for developers and builders.

Impact

e Fewer time costs for development as initial subdivision plans submitted by developers are
more likely to meet requirements that are explicitly stated upfront.

e Lower financial cost for time charged by the hour by BCA planners to review, monitor and
comment on subdivision plans and resource
consent applications.

e Lower financial cost from fewer subjective
requirements imposed by individual planners
without considering the implications on housing
affordability.

¢ More land actively developed as zoned land that would otherwise be marginally profitable to
the developer becomes more attractive for development due to reduced risk premiums
required to be built into developer pricing.

Beyond explicit stipulations of a
neighbourhood plan, developers
and builders need the freedom

and certainty to deliver housing
the market wants.

10 In New Zealand, these neighbourhood plans could simply be a sub-section of the District Plan. Some BCAs do
already produce more detailed planning for specific neighbourhoods, but a lack of specificity can leave too much
room for interpretation by planners.
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Figure 4 Summary of recommendations

Issues identified in interviews
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4.2

4.3

Specify and limit authority of planners and free up market

Who: Central Government via legislation

Interviewees suggested that although explicit neighbourhood and precinct plans would create
greater certainty, there would always be the risk of subjective interpretation by BCAs or
individuals at those BCAs. Interviewees felt there needed to be explicit limitations on the
authority of planners. At very least, a legislated requirement for planners to consider and
address the direct financial and time costs of imposing certain approval conditions was required.

Several developers commented that any private development undertaken carries huge financial
risk for the developer. This creates a strong incentive for them to deliver the housing typology
that the market wants. In markets where demand is high, this may skew development toward
the high-end without inclusionary zoning requirements (see section 4.14).11 But in areas where
overall demand is more modest, developers will be incentivised to deliver affordable housing,
but this is often curtailed by over-specifying by planners. Once again, clearly defining the extent
of planner authority will free up development to deliver across the affordability spectrum.

All housing development, including affordable housing, must be done well. However, with a
requirement to consider the financial implications of design and planning, planners will be
able to help the development of a range of developments at different price points. Conversely,
planners will need to acknowledge and take responsibility for imposing aspirational design
requirements on a development that reduces its affordability.

Impact

e Fewer time costs for development as delays are reduced by eliminating subjective
interpretations.

o Fewer time cost delays if BCA staff members leave or are replaced because individual
subjective interpretations will be reduced.

o Lower financial cost due to developers being freed up to deliver affordable housing.

Be more diligent in complying with District Plan requirements

Who: Designers, developers and builders

All three regulators we spoke to said that subdivision and building consent applications often
lacked the attention to detail required to be passed first time round. Designers in particular were
singled out by two BCAs as using the BCA as their “peer review”. Certain basic requirements
such as height restrictions or site coverage were often not met. The party seeking consent
would complain that the BCA was being “picky” in
approving the consent.

Designers in particular were
singled out by two BCASs as using

It is up to the designer and consent applicant to the BCA as their “peer review”.
ensure that the proposed plan complies with all

aspects of the District Plan. Designers based in other Districts or Cities needed to familiarise
themselves with the District requirements of the area in which the development or building work
would occur.

11 Inclusionary zoning occurs where central or local governments mandate that a certain proportion of housing
within a development should consist of affordable (lower-cost) housing. Definitions of affordable housing vary, as
do expectations of what should be delivered for a particular “affordable” price-point.
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4.4

4.5

Some BCAs have gone so far as to offer training for builders and designers to ensure that they
understand the requirements for submitting plans to that particular BCA. Some BCAs would
argue that as their requirements from applicants are set out in the Building Code and District
Plan, they should not need to educate designers and builders further.

Impact
e Faster turn-around time for consents as less re-work will be required.

Standardise conditions that trigger a resource consent requirement

Who: Central Government via legislation or regulation

The wide range of inconsistent (and changing) conditions that trigger resource consent
requirements across BCAs point to a large amount of subjective interpretation of the Resource
Management Act. The example given of different BCAs requiring resource consents for different
amounts of earth moved, different depths of cut, and different impermeable surface areas, is
one evidence of an inconsistent system. This
inconsistency creates uncertainty and time delays
through increasingly strict and arbitrary triggers.

Central Government is looking at
the possibility of creating some

standardisation in resource consent
The RMA or supplementary legislation or

regulation needs to create consistency across
BCAs by explicitly stating when a resource
consent is required. This would prevent extreme rulings like a recent decision by a BCA that a
resource consent is required for any impermeable surface (e.g. driveway) of more than 25 m2.
On the other hand, it would need to take into account features that vary across BCA jurisdictions,
such as geological typology. One BCA interviewee commented that Central Government is
looking at the possibility of creating some standardisation in resource consent triggers. This
process should be encouraged and advanced.

triggers. This process should be
encouraged and advanced.

Further, in developing appropriate legislation or regulation that sets trigger points, government
needs to show that empirical evidence supporting the financial, economic and environmental
implications of those trigger points exists (see also section 4.6).

Impact

e Fewer time costs for development as delays are reduced by eliminating subjective
interpretations as to whether a resource consent is required, and as there will be greater
consistency in consent triggers across BCAs.

e Lower financial costs passed on to new-build purchaser as fewer resource consents are
triggered.

Bulk up large-scale earthworks and infrastructure consents

Who: Local Government via resource consent process

BCAs need to consider the affordability and environmental implications of not performing upfront
bulk earthworks and infrastructure development across an entire development. As one
interviewee explained, some BCAs adopt the approach set out on the left of Figure 5.
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4.6

Figure 5 An improved approach to managing development earthworks

Subdivision resource Individual build earth- | Sale of property Subdivision resource
consent i | works resource consent consent

| Vs
Truck in topsoil for l Truck away topsoiland Truck in topsoil for Complete all earthworks
subdivision approval terrace section i planting and sale and truck in topsoil for sale
Some BCAs do not allow earthworks to terrace sections for easier development at the bulk
subdivision level. Instead, to issue a subdivision consent, a certain amount of topsoil must be

in place across each section within the subdivision. Each section therefore requires individual
earthworks at the time the build begins, often requiring an individual resource consent.

Top soil has to be removed as part of the earthworks process to provide a flat building platform
on each section. After earthworks have been completed, a layer of topsoil has to be re-laid to
allow for planting and sale.

This approach requires topsoil to be transported to or from site three times rather than once.
Further, there are likely to be greater environmental impacts and amenity dis-benefits on
existing residents who have to deal with more noise and the repeated tracking of dirt down the
street. Finally, the cost implications are large; developers are also forced to use smaller
earthmoving equipment in several stages. This can increase the cost of earthworks from $3,000
to $20,000 per section.

Impact

e Time cost savings through reduced resource consent processes and project management
to require individual earthworks projects.

¢ Direct financial savings through bulking up earthworks and through fewer resource consent
applications.

¢ Improved environmental impacts.

¢ Reduced ongoing disruption for existing neighbours.

Conduct rigorous analysis before implementing regulatory changes

Who: Central Government

All changes in regulation that impose any significant cost on a building project should be
tested for economic sense before being implemented.

Several interviewees were concerned at the apparent lack of rigorous analysis of the costs and
benefits of proposed regulations before they are introduced. No regulations should be
introduced without the societal benefits being identified, calculated over an appropriate period
of analysis and these benefits clearly articulated

to the industry. No regulations should be introduced

without expected societal benefits

Changes in regulations in recent years had being calculated over an appropriate

added upwards of $10,000 in costs per build
project. But builders did not see the benefits of
these increased costs as they had either not
been estimated or communicated by the relevant government agencies.

period of analysis and these benefits
clearly articulated to the industry.

The evidence for expected benefits of individual regulatory changes need to be quantified, to
determine if scarce economic resources (money) are being optimally allocated.
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4.7

A recent example is the suggestion that insulation should be required around concrete slabs for
residential housing to improve energy efficiency of the building. The actual reduction in energy
costs for a household from an insulated slab needs to be rigorously tested against the expected
cost of that additional insulation. This will determine whether the savings over the life of the
building justify the upfront expense.

A further example could be additional sustainability measures that some BCAs may seek to
implement, where advice is provided to them solely from the perspective of minimising
environmental impact. Instead, advice should be from the perspective of optimising use of
limited resources, both financial and environmental.

The Productivity Commission Inquiry reached a similar conclusion with regard to the need for
more robust assessments of changes to the Building Code:

“The Commission considers that the Treasury, as the overall monitor of regulatory
quality and processes, and the Department of Building and Housing, as the regulator
responsible for the performance of its regulatory functions, should review the quality
and robustness of RIS [Regulatory Impact Statements] work for changes to the Building

Code. Such areview would focus on ensuring that the process undertaken to identify
the costs, risks and benefits of adopting changes to the Building Code are consistent
with best practice.”

Productivity Commission Inquiry, p. 157.

Impact

e Better decision-making on allocating economic resources, leading to better economy-wide
outcomes.

¢ Reduced cost to build if existing regulations are shown to have benefits that do not justify
significantly increasing building costs.

Improve and audit DC allocation of new macro-infrastructure benefits

Who: Local Government and Central Government via regulation

The recent amendments to the Local Government Act have been a step in the right direction in
making the DC estimation process more transparent and contestable by the developer.

However, there is a lot more work to be done in improving the rigour with which Local
Governments apportion benefits across new and existing households:

¢ Acknowledging the benefits that accrue to the existing households in the community
from earlier renewal, upgrade or addition of macro-infrastructure (triggered by new
development) has often not occurred. BCAs need to more explicitly consider who benefits
from new, upgraded or renewed assets triggered by new development, and to what extent,
as part of their DC calculation process.

The Productivity Commission takes this further, suggesting that “assets that provide comparable
benefits to users in long-established areas (such as major sewage treatment plants) may be
better recovered through rates”. (Productivity Commission Inquiry, p.140). Even further, the
Commission suggests DCs are best suited to “major economic infrastructure assets, such as
trunk water, sewerage and drainage, and major roads” (p.141). The Productivity Commission
approach reduces the number of projects that should be included in DC calculations by:
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4.8

o excluding community-wide infrastructure like sewage treatment plant renewals,
upgrades or expansions

o excluding small local infrastructure projects for which estimating and implementing a DC
is not worthwhile.

e BCAs also need to work harder to ensure better institutional memory, so that as time
passes, there is clarity as to what projects are covered under the DCs at each point in history.

e BCAs need to more clearly differentiate the costs of infrastructure in different parts of
the District to accurately reflect the far lower cost of delivering infrastructure in areas already
well-serviced by infrastructure and where capacity remains. In contrast, more distant
greenfield developments should attract higher DCs, all else held equal. This will have the
added effect of encouraging development in brownfields and infill areas.

o Similarly, DCs when accurately calculated, should be far lower for medium- and high-
density development as providing trunk and distributor infrastructure is cheaper for these
household types. This would have the
added incentive of encouraging uptake of
this type of development where it is
needed in more central locations, where
higher densities are sought.

e Central Government needs to provide
independent audit of DC estimation processes to ensure they are transparent, follow best
practice, and fairly apportion benefits across new and existing households. This will prevent
BCAs, under political pressure to keep rates rises down, from assigning infrastructure
renewal or upgrade costs that benefit existing households to DCs.

“Infrastructure charges should not
unnecessarily inhibit allocative,
administrative or transactional efficiency,

so as to facilitate development.”
Productivity Commission Inquiry p.142.

Impact

o Direct financial reduction in cost to develop as benefits to existing households are explicitly
and transparently included, and BCAs are audited for rigour of analysis.

Smooth DCs by applying a rolling average cost

Who: Local Government via regulation

A rolling average of infrastructure costs per Household Unit Equivalent (HUE) over a set period
such as 15-years starting five years in the past, should be estimated. This would allow
smoothing of DCs over a longer period.?? This would provide greater certainty to developers as
to the likely DCs per HUE in their development, and would limit large fluctuations in DCs over
time.

This recommendation could be seen as part of the previous recommendation, but is separated
out as a recommended approach for smoothing DCs.

Impact

o Greater certainty of cost for developers, and a more evident tie between projects recently
completed and currently underway on the one hand, and the DCs charged on the other.

12 The HUE unit allows BCAs to compare the DC burden for different types of development, including residential,
commercial and industrial.
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4.9

Investigate and legislate to overcome barriers to utilities competition

Who: Central Government via legislation

The prices many utilities monopolies (such as lines companies and telecommunications firms)
charge for connecting individual sections or subdivisions is unregulated. As a result,
many interviewees are convinced new-build customers are paying far more than market rates
for utilities connections.

Yet at present, no agency in New Zealand interprets legislation as giving it the mandate to
investigate the prices charged for utilities connections.

Sometimes a sub-contractor regime is used, but questions arise as to the level of genuine
competition and resultant pricing implications when there is a small pool of approved sub-
contractors. At least three factors point to a non-competitive market:

e Thereis alimited number of sub-contractors No agency in New Zealand
approved by the monopoly to connect EEFEREEEE RN e L
households, which creates a high risk of cartels mandate to investigate the prices
being formed. charged for utilities connections.

e In many cases, the monopolistic utilities
provider picks which of one or more bids by sub-contractors will be used to undertake the
work. This approach creates a disconnection between the builder, developer and new-build
purchaser who are seeking a fair market price.

¢ The monopolistic utilities provider often adds a project management fee as a percentage
of the sub-contractors’ quoted price. This reduces the incentive for them to select the
cheapest sub-contractor to undertake the work.

Potential agencies that should have an oversight role, and all of which now claim no such
mandate, include the Commerce Commission, Ministry for Energy, and Electricity and Gas
Complaints Authority. Central government needs to:

e Investigate the appropriateness of the current utilities monopoly regime in providing fair
market prices for the installation of site-specific (micro) infrastructure.

e Institute appropriate oversight within an existing agency to ensure utilities cannot over-
charge on connections.

e Investigate barriers to entry of a larger pool of sub-contractors, particularly in less
urbanised parts of the country, and legislate where required to ensure monopolies actively
seek to appoint multiple sub-contractors.

¢ Mandate a system whereby the builder, developer and/or the new-build client selects
which of the approved sub-contractors to commission to undertake the work. By removing
the decision-making from the monopoly, greater competition will be encouraged.

Impact

e Reduced financial costs of connecting individual sections through improved competition
e Better service times provided as competition increases, reducing time delays.
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4.10

Share costs for development-triggered macro-infrastructure appropriately

Who: Central Government via legislation; Utilities providers (whether private or publicly owned)

The extent to which BCAs can charge for infrastructure development is regulated by the LGA.
In contrast, many private, non-BCA network providers, and even some Council-Controlled
Organisations (CCOs) operate from a monopolistic position which creates an inequitable
bargaining position.

These network providers can insist that developers install macro-infrastructure (such as
transformers, roading, or telecommunications infrastructure) to service their specific
development even if there may be benefits beyond the local development. Although the macro-
infrastructure may be used to service new neighbouring developments, they are fully funded by
the first-mover developer.

This approach is in stark contrast to the DCs regime and principles, whereby each new
development is required to pay its fair share. These other private and public network
providers should be required to consider total demand growth and infrastructure required just
as BCAs do in estimating DCs. This would ensure
that the current developer pays only their fair share of
the cost of the new infrastructure, meaning an
immediate improvement in housing affordability on
the current development.

Requiring developers to pay the
full upfront cost of macro-
infrastructure that benefits other

developments is in stark contrast
to the DCs regime and principles.

The simplest way to achieve this is through a formal
requirement for cost-sharing between the developer and the network provider. Some
BCAs, where developers have the scale and legal support to ensure a fair deal, already work
with developers to share these costs.

Privately-owned monopolies appear far less willing to negotiate, leaving developers with no
recourse but to pay the full cost upfront or not have the infrastructure built. This potential abuse
of a monopolistic position would be prevented through government requiring the monopoly to
transparently:

¢ show how the current development triggers demand for the macro-infrastructure

e determine the scale and form of the macro-infrastructure (to prevent gold-plating or a
skewing toward high-capex, low-opex macro-infrastructure that burdens the developer
unfairly)

o forecast future development and how the proposed macro-infrastructure may or may not
benefit development outside the first-mover’s development

e estimate an appropriate share of upfront costs to be paid by the first-mover

¢ determine the fair share each subsequent development will need to pay to contribute toward
the macro-infrastructure.

This corrective action would ensure the provision of monopolistic services not covered by the
LGA are estimated along the intended lines of DCs. This would be a dramatic improvement on
the current approach, which is open to abuse, unfairly shares costs, and reduces affordability
of development occurring now.

Some argue that if the first-mover developer does not pay the full cost of infrastructure, it simply
shifts the cost of that infrastructure to future developments, with a net impact on affordability of
zero. In high-demand areas like Auckland, this is unlikely to be the case.
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4.12

For example, assume a first-mover development pays the full price of upfront infrastructure (say
a highway exit) at a cost of $8,000 per housing unit. Assume the first-mover development sells
those units for $500,000. The second development, which benefits from the “free” highway on-
ramp provided by the first-mover developer, has no incentive to deliver similar housing for
$492,000. In a high-demand market, a price of $500,000 has already been set, meaning a likely
windfall gain to the second developer of $8,000, and a higher price for the potential new-build
purchaser.

Impact

e Lower long-term financial costs for first-mover developers, encouraging development of
appropriately zoned land.

o Faster development of residential land without the disincentive of having to bear the full cost
of upfront macro-infrastructure.

Balance BCA and builder liability

Who: Central Government via legislation

The liability of BCAs in terms of claims for building failure needs to be explicitly limited. The
BCA should be responsible for ensuring a planned build meets District Plan and Building Code
requirements. However, it should not be held responsible for ensuring the builder builds in line
with the building consent stipulations insofar as the new-build does not affect neighbouring
households or the District Plan.

In other words, the BCA should ensure the house sits within the building envelope and other
District Plan requirements. However, there is an opportunity to review the whole concept of
inspections based on self-certification, the confidence levels that the BCA has in the
builder/designer/architect, the degree of assurance a building company has in place and the
presence of a warranty scheme.

Instead, ensuring a house meets the requirements should be the responsibility of those doing
the work (perhaps within the LBP framework), backed by appropriate warranties as discussed
in recommendation 4.12.

Impact

e Combined with the recommendation on home warranties, this would likely reduce the
number of BCA inspections required, directly reducing financial costs

¢ Reduce time costs of delays due to inspection scheduling and re-inspections.

Institute a more comprehensive home warranty programme

Who: Central Government via legislation and promotion; home warranty programmes such as
Master Builders

As highlighted by many interviewees, the current LBP programme has not led to a reduction in
BCA inspections. A major reason is that BCAs believe they will still be liable for a building failure
if the builder or sub-contractor is no longer able to meet the cost of remediation. In other words,
the current system does not apportion risk appropriately, to where responsibility for building
failure lies. However, there appears to be little opportunity or desire to review the current legal
framework of joint and several liability.
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Current changes in legislation are aimed at making clear what guarantees and warranties the
building contractor offers. However, this is insufficient to ensure remedial work is undertaken if
the contractor’s warranties are not backed by a more comprehensive warranty system that is
monitored for financial viability and integrity.

A better approach, and one that follows directly from the recommendation in section 4.11, is to
either mandate home warranties on all new-builds, or to require new-build purchasers to
opt out of a warranty scheme. Either way, it is crucial to ensure these warranties are offered
by an organisation with strong financial hygiene. Approval of a building consent and the ongoing
role of the BCA in monitoring the build would be linked to the head contractor having:

¢ relevant quality systems, qualifications

e design specification

e warranties that would cover the build for an appropriate period (typically 10 years for a new-
build).

There are several models overseas and domestically from which to draw in establishing this
system. Some of these are discussed briefly in Appendix A.

4.12.1 Application to New Zealand

Introducing a requirement for appropriate warranties before building work is undertaken does
not necessitate a single national or state-wide home warranty insurer as used in the UK
or Australia. Existing programmes such as the Master Build 10-year guarantee and similar
programmes could remain in place. Government would be responsible for ensuring all schemes
adopt appropriate financial measures, actuarial reporting and safeguards to ensure insurers can
pay out in the event of a series of major building failures.

A system of Assurers (or warranty providers) monitored by the government should be
introduced along with legislation that explicitly limits the BCA’s legal responsibility (see section
4.11). The head contractor would be responsible for fixing defects covered under the warranty
period, but in the event a head contractor is unable to undertake remedial work, the new-build
customer will have recourse via the warranty provider to get the remedial work done.

Based on the views expressed through interviews and follow-up discussions, the two options
that reduce BCA liability while protecting the consumer are:

e Government mandating that all new-builds be covered by a warranty system. Building
consents would only be issued when an appropriately licensed builder who has secured
warranty coverage for the new-build from an approved warranty provider that meets the
required financial and actuarial standards.

¢ Government mandating that all new-build purchasers would need to opt out of a warranty
scheme as part of their contract process (which would also explicitly state they have no claim
onthe BCA). The lack of a warranty on the new-build would then be recorded on the property
title (as new-build warranties would need to be
transferable as in the current Master Builders
programme).

A compulsory or opt-out
warranty system would increase
the proportion of new-builds

The advantage of the mandatory cover approach is covered by warranties, leading
that it would provide a high level of certainty to home to less risk aversion by BCAs.
owners, and to the second and subsequent owner of a
new-build. These people often do not have the technical knowledge of the build process to
understand the risks associated with building or with not having warranty cover.
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The advantage of the opt-out approach is that it preserves a greater level of free market choice.
This approach may be functionally the same as the mandatory cover approach. This is because
the lack of a home warranty will be recorded on the title, and because many banks already
require evidence of a home warranty for new-build lending.

Either way, this warranty system would increase the proportion of new-builds covered by
warranties, which would lead to less risk aversion by BCAs. Further, assurers would be
incentivised to play a greater role monitoring builders for performance.

A more comprehensive warranty system would be an important way to re-balance risks and
responsibilities across:

¢ home owners, who ultimately pay for warranty cover
¢ builders, who undertake the work
e BCAs, whose reduced liability is likely to result in less risk aversion.

As a result, a builder with a history of poor quality work or a failure to fix defects would be unlikely
to get coverage, and would be less likely to build new houses.

Impact
A comprehensive home warranty programme is to have all or some of the following impacts:

¢ Create greater certainty for home-owner and BCAs as to coverage being available if needed.

e Improve the quality of building work by reducing the number of repeat offenders who deliver
poor quality housing as they will be unable to get insurance and therefore to undertake
building work, while good builders will be rewarded by continued insurance and possibly
lower premiums.

¢ Reduce time costs of delays due to inspection scheduling and re-inspections.

e Lead to improved attention to design quality and construction through both the presence of
building guarantees and limiting BCA liability.

Give BCAs confidence to keep to requirements of the Building Code
Who: Central Government via legislation; Local Government via streamlined inspections regime

Often, inspections fail on individual interpretations of the Building Code, or requirements that
builders believe to be beyond what the Code calls for. This creates time delays and additional
costs for the builder, which have to be passed on to the new-build customer. Further, there is
no formal, time-effective process for challenging the sometimes arbitrary interpretation of the
Code by BCAs.

At the same time, builders mentioned that poor product or building systems knowledge resulted
in BCAs requiring overly-onerous approvals processes or sometimes refusing use of a product
or system. Often BCAs request appraisals or
other certification on products that are widely
used across other BCAs.

Limit the liability of BCAs with regard
to housing failures, reducing risk

aversion so they are empowered to
In many cases, BCAs are simply acting in a keep to the Building Code.
rational manner given their high level of risk-
aversion because of the huge liability they were exposed to through the leaky buildings
experience. A number of actions need to be taken to provide greater certainty for BCAs and
builders:
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o Explicitly limit the liability of BCAs with regard to housing failures (dealt with further in
recommendations 4.11 and 4.12), reducing risk aversion so they are empowered to keep to
the Building Code.

e Introduce a formal, time-effective process that allows builders to challenge the
interpretation of the Code by BCAs.

e Audit BCAs to ensure they meet both time and quality requirements in terms of both meeting
and not exceeding Building Code standards.

Impact

¢ Direct financial cost savings through fewer failed inspections

e Time savings through fewer failed building consent applications, and through fewer failed
inspections.

e Less risk-aversion by BCAs, leading to design solutions that appropriately weigh cost and
risk.

e Improved competition in the materials market as a wider range of products and systems will
be accepted by more BCAs.

414 Institute more inclusionary zoning and limit BCA and restrictive covenants
Who: Local Government via District Plans; Developers via covenants

Zoning land for residential development has not proven sufficient to encourage the development
of housing in general, and housing at the lower end of the affordability spectrum in particular.
Yet even in areas where demand for new housing is not that strong, like Wellington, most
housing continues to be delivered at the upper end of the price spectrum. To combat this,
several steps should be taken:

¢ BCA planners must acknowledge that not every street in every suburb can offer
maximum amenity as well as be affordable. As already mentioned, there needs to be
greater consideration given by BCAs to the financial and time cost implications of subjective
urban design conditions imposed on developments. An appreciation of costs and a desire
to deliver warm, dry, energy-efficient housing
to the community should underpin decisions New Zealand’s least affordable

on how far individual streets and neighbourhoods are so precisely
because they offer maximum amenity.

neighbourhoods should go in delivering
amenity. New Zealand’s least affordable
neighbourhoods are so precisely because they offer maximum amenity.

o BCAs must make greater use of inclusionary zoning, defining what affordable housing
in inclusionary zoning areas consists of in terms of price, size and other relevant factors.
One concern is that the current inclusionary zoning regime is at risk of supporting “super-
profits” through the delivery of far smaller homes at a disproportionately small price
reduction. An example is recently-built small homes, put forth as exemplars, where the sales
price was over $3,800 per square metre (excluding land costs), compared to an industry
average of under $2,500.

¢ In developing inclusionary zoning requirements, BCAs should work with developers to set
limits on restrictive covenants. Restrictive covenants are set by private developers to give
property purchasers confidence that the amenity of the neighbourhood is maintained.
However, as BCAs have pointed out, covenants have the same impact on the delivery of
affordable housing as overly onerous BCA planning and subdivision requirements. They
push up the cost of compliance and building, reducing affordability.
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It is worth noting that opponents of inclusionary zoning have argued that it provides a windfall
gain to the first owner of an “affordable home” built as part of a more expensive development.
However, this argument does not appear to stand up to interrogation. If a 200 m2 house on a
300 m? section is selling in a subdivision for $660,000, there is no reason why a 130 m?2
townhouse on the next street on a 220 m2 section could not sell for $450,000. No subsidy
would be required.

Impact

e Allows for the more rapid development of appropriate homes at the affordable end of the
spectrum, beyond current requirements of Special Housing Areas (SHAS).

Incentivise more rapid development of appropriately zoned land

Who: Central Government via legislation if required; Local Government via regulation

Several developers commented that land owners often held onto land for several years even
after it was rezoned residential, in the hopes of gaining a large windfall profit as demand built.
Developers can also hold onto land when demand is high, hoping that prices will rise faster than
the holding costs of the land.

“When supply is over-regulated...land banking becomes a rational commercial
response, further undermining the calculation of future capacity and promoting high
land and housing prices.

“Sufficient competition in the supply of land for development will assist in placing
downward pressure on land prices. Therefore, developers are competing with each

other with respect to the sale of construction-ready sections, thereby helping ensure
that land is offered at affordable prices. Where competition amongst developers is
limited by land availability constraints, this can lead to high land and house prices.”

Productivity Commission Inquiry Draft Report, 2011.

This land-banking dramatically reduces the effectiveness of simply zoning land for
residential development. Several mechanisms to overcome this sluggishness in delivering
residential development have been suggested. These mechanisms vary in the extent to which
they intervene in the market, and are listed here in increasing scale of intervention.

e Reduce over-regulation of supply. This over-regulation increases the cost of land
provision, pricing out debt-funded developers, and reducing competition.

e Allow planning permissions to lapse if development does not begin in the stipulated time.
Most consent approvals allow an extension period. BCAs could eliminate the option of an
extension in times of high demand for land.

e Pre-emptively install infrastructure to lead development.

e Reduce or eliminate zoning restrictions and Over-regulation and the resultant
metropolitan urban limits. This will remove FFEEEEEEES by a small number of
incentives to land bank, which only occurs when a asset-funded developers leads
small number of providers dominate supply. This to less than optimal land
approach is criticised because of a fear that it will development timeframes.
encourage urban sprawl (e.g. development outside
the metropolitan urban limits). This can be mitigated by accurately charging DCs based on
the true cost of delivering services to outlying areas. As a result, people may be incentivised
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to build more centrally, where costs per dwelling of site-specific infrastructure may be lower.
This would need to be offset against potential capacity constraints in services to the site.

e Increase BCA rates charges in line with expected use to encourage the most productive
use of the land. Most BCAs already revalue land at rezoning it residential (by, for instance,
50% in the case of one BCA we spoke to). However, in many cases the revaluation may not
be sufficient to encourage quicker development of the land. In BCAs where zoned land is
not being developed in a timely manner, BCAs could begin to rate that land in accordance
with its expected end use. For instance, areas zoned for medium density could be rated
at several times the rate for working rural land.

BCAs would need to be flexible in raising rates charges on newly zoned areas. They could
strongly incentivise development in times of high demand, but also reduce pressure on the
developer or land owner to develop during downturns via rates. Failing to moderate rates
charges in downturns could create financial difficulties for the developer and undermine the goal
of delivering housing in a timely, economically-efficient manner.

e Capture a proportion of the windfall gain in land value due to a zoning change. Some
BCAs (including Auckland) have proposed this approach, which has been used in Australia,
Canada, and the United Kingdom. Its critics suggest that this approach is a form of capital
gains tax. Because it is only realised when the land is sold, it is likely to dis-incentivise sale
of land to developers, and therefore to slow development. Further, implementing this
approach would require a change in the LGA. It “could also bias council decision-making
between outer urban fringe development and inner brownfields development” (Abelson, cited
by Productivity Commission).13

e Compulsorily purchase land zoned for development that is not being developed, and sell
it to a developer who does have a plan to develop in the short-term.

Impact

¢ Increase competition in land supply, reducing raw land prices, and increasing the speed with
which land is developed.

Develop and audit a national register of approved products and systems

Who: Central and Local Government via regulation

Some BCAs have developed their own lists of approved products, or have borrowed from lists
assembled by other BCAs. Other BCAs evaluate products or systems on an ad-hoc basis,
relying on the capability of their own building consent teams (which may or may not be
sufficient).  Still others require an appraisal from a suitable New Zealand accreditor an
equivalent overseas certification before a product or system can be used.

The uncertainty and variation in approach by individual BCAs works against the successful
introduction of innovative materials and products onto the market, limiting competition.
However, at the same time BCA staff processing building consents, and the home-buying public,
need to be protected against sub-standard local or imported products being used.

Several interviewees mentioned that Auckland Council is one BCA that has in the past had its
own list of approved products, based on appraisals and/or years of low-failure product use. This

13 Productivity Commission. (2012). Housing affordability inquiry. See p.119.
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list may provide a good starting point for developing a comprehensive register of approved
products and systems that all BCAs can contribute to and access.

Whether products would need to receive testing certification to make the list could be a function
of risk of product failure and materiality of impact of
failure. This relationship is highlighted in Figure 6.

Interchangeability of products
would drive innovation and

Products or systems in the red quadrant would be  FEEFEFeTE ETH A7 SIERRTe e e at WA e) 1 4
subject to the most stringent testing under this  EEETEEIEo e [T TR ETIE 0 A=k te) 4 4=
approach. Those in the green quadrant would be
subject to the least testing, or may be well-established as appropriate for use in New Zealand
conditions.

A national register may also significantly simplify the process of interchanging similar
products, as the register could show whether products were like for like. This would streamline
or eliminate many building consent variation applications when builders want to switch different
brands of the same product type, for instance. It would only work for products that were like
for like. This would encourage price competitiveness on materials, leading to an overall
increase in housing affordability in a competitive market.

Figure 6 Focus on products that have high risk and high impact of failure

High

Low risk Highrisk
High impact High impact

impact of failure

Low risk Highrisk
Low impact Low impact

Low

Low Risk of failure High

One caveat to this approach would need to be clarity on liability if a builder switches a product
from that specified by the designer or specifier. As the law currently stands, this liability appears
to be transferred to the builder. A national register would need a robust mechanism to allow
comparison between products that took account of bracing, R-values, durability or other factors
that may vary between otherwise similar products.

To ensure the soundness of the list, auditing of high risk products should be covered by a
certification or appraisal system which will automatically maintain currency through regular
validation testing.
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Low risk, low impact and some low risk, high impact and high risk, low impact products would
be subject to random periodic testing. This would be especially true for imported products
where information on production techniques is limited, or where products have been approved
for the national register based on overseas certification.

Impact

e Increased certainty as to likelihood of BCAs approving products for use, leading to less
rework of consent applications, saving time.

o Greater flexibility in use of products, giving builders the opportunity to drive price competition.

o Verification is done once, not multiple times at various BCAs, leading to less spending on
BCA approval that a product is fit-for-purpose and ultimately cheaper products.

e Greater confidence that domestic manufacturers are competing on a level playing field with
imported products, whose certifications and suitability are not always independently verified

e Cost savings on the building consent process as BCAs will issue fewer requests for
information on building products.
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5.1

5.2

QUANTIFYING THE BENEFITS OF BETTER REGULATION

This section uses a case study approach to summarise and compare the impacts of a range of
regulations on housing affordability. It sets out both the individual and collective impact of the
different recommendations made in this study.

The representative case study home

The case study is for the delivery of a representative 145 m2 house on a 400 m?2 section,
assumed to be part of a development of 10 to 12 similar houses in Auckland. A house of this
size is likely to include three bedrooms plus a study, a single garage, two bathrooms, and open-
plan kitchen, dining and living.

The assumption is that the house is stand-alone, but most of the costs are likely to be similar
regardless of whether the house is stand-alone or terraced

It is estimated that the cost of delivering this house as part of a development would be around
$567,000 today.

Headline results

At the current cost of $567,000, assuming a 15% deposit on the house ($85,000), a household
income of $117,000 would be required to secure a 25-year loan.* Implementing the regulatory
reforms proposed in this report is expected to have the following impacts:

e For the household with an annual income of $117,000:

o cutting the repayment period on issuing of the loan by between 3.5 and 6.8 years
o cutting total mortgage payments by between $135,000 and $266,000.

Figure 7 Regulatory reform is worth up to $266,000 in saved mortgage payments

Example: Mortgage payment savings on 145 m2 house

$266

$0 $50 $100 $150 $200 $250 $300
Savings ($000)
® Upper bound u Lower bound

14 A 15% deposit is assumed for two reasons. First, new-build purchases are exempt from the requirement for a
20% deposit currently imposed on the purchase of other residential properties. Second, it is unlikely that purchasers
of homes in the affordable segment will have more than $110,000 saved (20% of the assumed purchase price of
$567,000). The assumption is that one-third of household income is spent on the mortgage. This analysis further
assumes fortnightly repayments at an interest rate of 6.5%.
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e Improving affordability by making it possible for lower income households ($101,000 to
$109,800) to access a 25-year loan on the case study house.

It is important to emphasise that proportionate savings would be likely across both
smaller and larger homes in multi-dwelling subdivisions across the country.

The direct impact on house pricing to deliver the 145 m? case study home is between $35,000
and $77,400, as highlighted by Figure 8. But looking at the upfront reduction in house prices
under-emphasises the impact these savings would have on a typical mortgage. The
compounding impact of a reduced mortgage repayment period generates the huge savings of
$135,000 to $265,000 set out above.

Figure 8 The price of delivering the case study home could fall $77,400

Example: Purchase price of 145 m2 house

Upper bound $77,400

Lower bound $35,000

$0 $20,000 $40,000 $60,000 $80,000
Savings

The overall price of delivering the case study home in Auckland would likely fall to between
$489,000 and $532,000.
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5.3  Approach and current state analysis

The price of delivering housing is analysed using the structure set out in Figure 9.

Figure 9 The cost categories covered in this analysis

Materials and _

Materials and
Raw land costs
plant costs
Development Design and labour time
contribution costs costs
Development-specific Resource consents and
infrastructure costs inspection
Other regulatory costs Builder’s margins
Developer’s margins

The analysis is divided up into factors that affect the cost of developed land, and the cost of
materials and the build process.

The costs for delivering the case study home are disaggregated in Figure 10. Materials and
build costs are in blue, while land costs are in green.

Figure 10 Costs to deliver a 145 m? house at a total cost of $567,000
Example: Costs to delivera 145 m2 house ($000)

® Raw land cost

u Development contributions

1 Development-specific infrastructure
Other regulaton-impacted costs
Developer's margin

u Materials and plant costs

u Design and labour time

u Resource consents and inspection

Builder's margin

Monte Carlo analysis (50,000 iterations) was used to model a range of potential values for costs
and benefits associated with implementing the recommendations in this report.1®

15 Monte Carlo analysis is a statistical method that generates a wide range of possible outcomes for each
independent variable (e.g. savings from bulking up earthworks). The range of possible outcomes for each
independent variable determines the range within which the dependent variable (e.g. total cost savings on delivery

of housing) is likely to fall.
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Upper and lower bounds (i.e. the range) of variation in outcome of each recommendation were
chosen. The assumption was that the likely actual cost or benefit associated with the proposed
change was 95% likely to fall between the upper and lower bound chosen for each variable.

Figure 11 shows the range of potential savings (within the 95% confidence range) by component
of the process of delivering housing.

Figure 11 Range of potential savings by component

Example: Potential savings by cost component Land development

Raw land cost

Development contributions

Development-specific infrastructure _

Materials and plant costs -

Design and labour time

Resource consents and inspection I-
Materials & building

-$3 %0 $3 %6 39 $12 $15 $18 321 $24 $27 $30 $33
Dollars saved ($000)

The analysis suggests that the bulk of the savings are on the land development side, but there
may be savings of up to $10,000 across materials and build components.

In the following analysis of the individual impact on housing affordability of recommendations to
tackle each component of the housing price, the lower and upper bound values and rationale
are given.

Land costs

This section sets out how implementing the recommendations in chapter 4 may assist in
reducing the cost of land.

Raw land costs

Discussions with developers suggested a split between the raw cost of land on one hand, and
development contributions, project-specific infrastructure and other regulation on the other was
around 1:2. In our base case, a raw land cost of $115,000 (of a total pre-margin cost of
$240,000) is assumed.

Several interviewees commented on how land is often controlled by a few developers, who are
not incentivised to bring land to market quickly. Recommendations 4.14 and 4.15 target the
quicker delivery of land to market through:

e more inclusionary zoning (including greater definition of what should be delivered in
inclusionary zoning) and limits on BCA and restrictive covenants.
e establishing mechanisms to incentivise more timely development.

As Figure 12 points out, the impact of increasing actual supply of land (rather than technical
supply) is to bring prices down, all else held equal.
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Figure 12 The impact of bringing land to market more quickly is lower prices

Dg So

Q &

—_— >
At an original supply (So) and demand (Do), Qo sections are delivered at price Po. Increasing the
actual quantity of land available to Qi1 by incentivising quicker development, and limiting
covenants and the BCA process, reduces prices to P1 (all else held equal).

The extent to which incentives to bring land to market more quickly will increase actual supply
of land depends on a number of factors. These include:

¢ the size of the incentive
¢ how specific the inclusionary zoning requirements are.

The assumption is therefore that there is a 95% chance that the actual benefit of bringing more
land to market s likely to be a 0% to 25% decline in raw land cost. This is relatively conservative,
suggesting that all else held equal, the recommendations would result in an increase in the land
supplied to market of up to 33%, yielding a price reduction of up to 25%.

Development contribution costs

Discussions with developers suggested that DCs and infrastructure growth charges together
total around $40,000 in many parts of the country. Recent tightening of the limits on when DCs
can be used (via the LGA) and a process for contesting DCs may assist in increasing
transparency and accuracy of DC estimation.

However, discussions with industry and industry observers suggest there is still significant room
for improvement, in particular with regard to benefits of infrastructure upgrades and renewals
on existing households. The Monte Carlo analysis therefore assumes a saving of between 0%
and 15% on DCs through:

¢ Improving allocation of benefits of infrastructure upgrades and renewals across new and
existing residents of a district (Recommendation 4.7)

e Auditing the transparency and accuracy of DC estimation (Recommendation 4.7)

e Smoothing DCs over time, removing the need for a risk premium by developers
(Recommendation 4.8).

Development-specific infrastructure

Discussions with builders suggest that some charges for infrastructure connection are double
or even triple the market rate to undertake the work. In part this is due to the monopolistic

39 CONSTRUCTION
STRATEGY GROUP
BUILDING INDUSTRY VALUE

/

Registered
Master Builders



5.4.4
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nature of some infrastructure providers, and/or a failure by monopolies to monitor their sub-
contractors and ensure fair market prices for connections. In other cases, the builder or
developer may use their own sub-contractors to undertake work.

Further, developers are charged the full price to build infrastructure like on-ramps or electricity
transformers that may have benefits to developments beyond their own. Often infrastructure
monopolies insist on infrastructure that is “gold-plated” to minimise opex costs, often at a far
higher capex cost.

The model assumes that the cost of roading (which is shared across all sections in a
development), three waters, electricity, and telecommunications connections on-site total
around $40,000, in line with discussions with developers.

It is assumed that relative savings are made as follows:

e better competition and monitoring of the prices monopolies charge for infrastructure
decreases costs modestly by between 0% and 15% (Recommendation 4.9). Not all
contract work is undertaken by monopolies or their sub-contractors.

e more appropriate cost-sharing and choice of infrastructure solution decreases upfront costs
by between 0% and 10% (Recommendation 4.10).

In other words, the assumption is that there is a 95% chance the maximum saving on costs of
development-specific infrastructure lies between 0% and 25% of the current cost.

Other regulatory costs

Other regulatory costs are assumed to be reduced by the implementation of four
recommendations. The four recommendations affect the cost of delivering housing by both
reducing direct financial costs upfront and by reducing time wastage.

Time cost savings

The length of time taken to approve subdivision plans is typically years for a large scale
development. The model assumes a period of two years as the base case.

Recommendations 4.1 and 4.2 require advance clarity of exactly what is needed for a
development to be approved in a certain neighbourhood, and limit opportunities for subjective
additional requirements by planners. The model assumes there is a 95% likelihood this will
reduce time to progress subdivision and development by between six and 18 months.

The cost of the two years taken to deliver the housing is estimated at $17,250, which includes:

e a 7% per year holding cost for the raw land
e council rates assumed to be 0.5% per year of the raw land value of $115,000.

Reducing the time taken for subdivision and development to proceed (all else held constant)
reduces this cost by between $4,313 and $12,938 per housing unit. However, the Monte Carlo
model allows for the fact that implementing the full range of recommendations is also likely to
reduce the raw cost of land. This means the actual impact of reducing time taken to complete
subdivision is expected to lie between $4,313 and $9,704.

Direct financial costs

Interviewees provided examples of how additional requirements by planners could add up to
$100,000 to the cost of a housing unit through additional roading and larger section sizes for
instance. Adjusting plan layouts, changing materials used in the development, or requiring
additional street furniture and planting can add several thousand extra.
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The Monte Carlo model assumes that the cost reduction from implementing
Recommendations 4.1 and 4.2 are 95% likely to save between $0 and $15,000 per housing
unit. This is well below the $100,000 added to the set of townhouses one interviewee
mentioned, but it is acknowledged that is likely to be an extreme case.

Recommendation 4.4 aims to reduce the number of cases where resource consent is required
through standardising conditions that trigger them, and tightening up on when they can be used
based on interpretation. Resource consent processes can run into tens or hundreds of
thousands of dollars on large developments. The assumption for the Monte Carlo model is that
the average cost per housing unit is $2,500 (i.e. $25,000 for a 10-unit development as per the
case study). Sensibly standardising when resource consents are needed is assumed to be 95%
likely to reduce the requirements for resource consents by between 25% and 75%.

Recommendation 4.5 aims to reduce the number of occasions where developers are required
to undertake earthworks on each separate section rather than as part of a bulk earthworks
programme. The aim is to reduce the number of times earth is moved and removed, to reduce
the number of time trucks have to use residential roads during years of construction, and to
undertake work far more cheaply.

Interviewees indicated that undertaking earthworks separately for each section could cost
$20,000 versus $2,000 to $3,000 per section for bulk earthworks. Other interviewees
acknowledged that some BCAs do allow bulk earthworks more than others. The Monte Carlo
model assumes the average cost per section is therefore $10,000 (i.e. it assumes that in half of
all cases, bulk earthworks are already allowed). Particularly conservatively, the model assumes
that savings are likely to be between 25% and 50% of this cost, if bulk earthworks are allowed.
In other words, the saving is assumed to reduce earthworks costs to between $2,500 and
$5,000 per section.

Developer’s margin

The developer’s gross margin is assumed to be 15% of the sum of all costs to bring land to
market. In the case of the 145 m? house, this is around $36,000. A reduction in the costs of
bringing land to market through implementing the recommendations would be expected to result
in a commensurate reduction in developer profits, assuming sufficient competition.

Materials and build costs

This section sets out how implementing the recommendations in chapter 4 may assist in
reducing the cost of materials and the build process.

Materials and plant costs
Three recommendations are expected to affect the cost of materials and plant:

e arequirement for central and local government to conduct rigorous CBA before introducing
H&S or Building Code changes (Recommendation 4.6)

e explicit limitations on BCA liability and a requirement to keep to the Building Code
(Recommendation 4.13)

o the development and audit of a national register of approved products and systems
(Recommendation 4.16).

These three recommendations will operate together to increase the interchangeability of like-
for-like products, to eliminate the need for extra safety and other equipment when there is not a
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strong economic case for that equipment, and limit the subjective requirement for materials and
systems that exceed the Building Code.

Builders have estimated that additional health and safety requirements alone add $10,000 to
the cost of a typical build (i.e. around 3% across both materials and build costs). The
government has estimated that the introduction of better competition through lower import tariffs
will reduce the cost of a typical build by $3,500.1¢ These two figures provide some sense of the
potential scale for gains from increased product competition and the elimination of regulations
that have not been subjected to rigorous cost-benefit analysis.

The Monte Carlo analysis estimates that each of the three recommendations are 95% likely to
reduce the cost of materials and plant by between 0% and 1.5%. This indicates there is a 95%
likelihood the true saving lies between $0 and $6,851.

Design and labour time

Introducing a requirement for more rigorous cost-benefit analysis on proposed regulation
changes (Recommendation 4.6) would likely have similar impacts on labour and design costs
as they do on materials and plant, as set out in section 5.5.1. The Monte Carlo analysis
conservatively estimates that the true cost reduction is likely to fall between 0% and 1.5% of the
design and labour cost.

Legislating to limit BCA liability (Recommendation 4.11) is expected to result in fewer BCA
inspections, fewer inspection fails on technicalities and therefore less downtime waiting for a re-
inspection. It is assumed that there is a 95% chance the true reduction in costs will be:

e One to two fewer re-inspections at a cost of $150 each
¢ Half to one day of downtime saved at a cost of $1,200 per day ($600 for a half day).

Resource consents and inspection

Three recommendations affect the total additional cost of consents and inspections.

By standardising conditions that trigger a resource consent requirement (Recommendation
4.4), as in the land development component of the build, it is assumed that resource consent
costs of $2,000 could be cut by between 25% and 75%. This percentage decline represents a
reduction in the likelihood of these houses needing a resource consent.?

By legislating a limit to BCA liability the number of BCA inspections could be reduced by 50%
to 75% (Recommendation 4.11). i.e. a decline in inspections of 50% to 75% is assumed.!8

Legislating home warranties or a requirement to opt out (Recommendation 4.12) may, on its
own, actually increase the cost of delivering housing as “riskier” builders may need to be
covered by a warranty system. However, it is a necessary pre-condition for the liability of BCAs
to be reduced and consumer protections to remain in place. In other words, it is required if
Recommendations 4.11 and 4.13 are to be introduced.

16 Fairfax Media. (2014). Building material import tax held. Retrieved from: http://www.stuff.co.nz/business/budget-
2014/10048621/Building-material-import-tax-held

17 It is worth noting that by allowing bulk earthworks (see Recommendation 4.5 and section 5.4.4.2), the likelihood
of additional resource consents during the build process is also reduced. This is because many resource consents
for individual sections are issued for earthworks.

18 Note that the reduction in inspections is captured here. The reduction in re-inspections and resultant time savings
are captured in section 5.5.2.
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5.6

The Monte Carlo analysis assumes that 50% of new-builds today are covered by warranties. It
further assumes that all new-builds are covered by warranties under the new regime and that
the warranty would cost 0.5% to 1.0% to the build price.’® This compares with a figure of
approximately 0.55% of the new-build price for the current premium Master Builder’'s warranty
programme and around 0.5% in the Queensland Building and Construction Commission. The
analysis allows for the possibility that by growing the number of builders who are members of
warranty schemes, the cost to warrant a build may double (to 1.0%).

Builder’s margin

The builder’'s gross margin is assumed to be 13% of the sum of material and build costs. In the
case of the 145 m? house, this is around $33,500. A reduction in the costs of building through
implementing the recommendations would be expected to result in a commensurate reduction
in builder profits, assuming sufficient competition.

Summary of assumptions

Figure 13 Summary of Monte Carlo analysis assumptions?°

95%range Savings
Cost component Upper Lower Upper Lower

Raw land cost

Rec 4.14 Institute mpre inclusionary zoning and limit BCA and restrictive covenants 2500% 0.00%  $28.750 $0
Rec 4.15 Increase timely supply of land to market
Dewvelopment contributions

Rec 4.7 Improve and audit DC allocation of new macro-infrastructure benefits

. . 15.00% 0.00% $6,000 $0

Rec 4.8 Smooth DCs by applying a rolling average cost

Dewelopment-specific infrastructure
Rec 4.9 Investigate and legislate to overcome barriers to utilities competition 15.00% 0.00% $6,000 $0
Rec 4.10 Share costs for development-triggered macro-infrastructure appropriately 10.00% 0.00% '

Other regulaton-impacted costs
Rec 4.1 & Rec 4.2 Direct financial cost $15,000 $0 $15,000 $0
Rec 4.1 & Rec 4.2 Time cost 75.00% 25.00%  $9,703 $4,313
Rec 4.4 Standardise conditions that trigger a resource consent requirement 75.00% 25.00%  $1,875 $625
Rec 4.5 Bulk up large-scale earthworks and infrastructure consents 50.00% 25.00%  $5,000 $2,500

Materials and building costs

Materials and plant costs

Rec 4.6 Conduct rigorous CBA before introducing H&S or Building Code changes 150% 0.00%  $2,284 $0
Rec 4.13 Give BCAs confidence to keep to requirements of the Building Code 1.50% 0.00% $2,284 $0
Rec 4.16 Develop and audit a national register of approved products and systems 150% 0.00%  $2,284 $0

Design and labour time
Rec 4.6 Conduct rigorous CBA before introducing H&S or Building Code changes 150% 0.00%  $1,500 $0
Rec 4.11 Legislate a limit to BCA liability and reduce BCA inspections $1,500 $750 $1,500 $750

Resource consents and inspection

Rec 4.4 Standardise conditions that trigger a resource consent requirement 75.00% 25.00%  $1,500 $500
Rec 4.11 Legislate a limit to BCA liability and reduce BCA inspections 75.00% 50.00%  $1,875 $1,250
Rec 4.12 Institute a more comprehensive home warranty programme 0.50% 1.00% -$578 -$2,075

19 Some people may opt out of a voluntary scheme, which would actually lower the cost of building further. However,
the approach here captures the negative externalities of making a decision without perfect information.

20 The final estimates of the range in which the savings are likely to fall (see Figure 8) is narrower than the result of
summing the upper or lower savings values in Figure 13. This is the result of the Monte Carlo analysis that allows
for the fact that there is equal probability that an upper bound saving on raw land cost could be paired with a lower
bound saving on materials and plant costs for instance.
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APPENDIX A: INTERVIEWS

Summaries of our interviews with a range of stakeholders follow. The RMBA, CSG and BRANZ
do not necessarily share the views of all interviewees across all points. Recommendations are
also those of the interviewees, or conclusions drawn from discussions with them, rather than
recommendations proposed by this report’s authors. All interviewees confirmed that the
summaries presented here are accurate descriptions of the interviews with them.

Figure 14 A summary of the areas of expertise of interviewees

Land Materials Materials e EpE e Rt f

intevIeW developer manufacturer  distributor el Regulator Il

_observer

Interview One: Manufacturer and materials distributor

Interviewee One had experience in both building materials manufacturing and materials
distribution.

The Building Code over-specifies

Interviewee One believed there was a tendency toward over-specification by New Zealand
regulatory authorities, most notably through the Building Code. Various building system
specifications such as glass thicknesses were highly spec-ed relative to overseas markets, and
in his view, offered no significant safety improvement and doubted there was enough of an
improvement in the quality of life. He estimated this
single example of over-specification could add $2,000
to a build.

“How much cost-benefit
analysis is actually done on

Building Code specifications?”

He raised the question as to how well-informed
decisions on acceptable solutions and minimum standards were. He suggested that decision-
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makers may be too inward-looking rather than looking to what comparable jurisdictions
internationally have done, and to whether those jurisdictions used sound cost-benefit analysis
in their decision-making.

He believed that some of the claimed lower costs of construction in Australia for example was
the result of their scale as well as their more fit-for-purpose specifications. He noted that due to
the scale of production, standard single-glazed windows are cheaper in Australia than in New
Zealand, but double-glazed windows are cheaper in New Zealand than double-glazed windows
in Australia.

BCAs go beyond the Building Code and act inconsistently

There is no formal process for challenging the apparently arbitrary interpretation of the Code by
different BCAs. Interviewee One questioned where the inspector’s responsibilities and authority
should start and end. Often, failed inspections on individual interpretations of the Building Code,
or requirements beyond what the Code called for, meant a build could be delayed. This had
knock-on impacts on the merchant as the builder would not be ready for delivery of the next
batch of building materials. This added to the merchant’s cost of business, and ultimately these
costs were passed onto the builder and their customers.

Some imported products are under-regulated

At the same time as BCAs tended to over-regulate by requiring better-than-Code specifications
and the Code itself may have over-specified without cost-benefit analysis that indicated the
value of those specifications, Interviewee One believed that some imported products of inferior
quality were being used. In many cases, BCAs were unaware that products that may be below
Code requirements were being used, and without a central standards testing regime, these
products would continue to be used.

In addition, Interviewee One felt there was some unfairness in products in New Zealand being
manufactured under stringent health and safety conditions. At the same time, imported products
could have been manufactured far less safely and therefore more cheaply.

Interviewee One felt this created a playing field that was not level. Some products could be
imported and accepted by BCAs either because they had a foreign certification (such as the
EU), or because BCAs were unaware that the products did not meet the requirements or were
overseas-made. There were also examples of building materials that may no longer meet code
being salvaged from Canterbury demolitions and being used in new-builds or renovations. Yet
New Zealand manufacturers were accountable for producing products that meet the Building
Code requirement.

This lack of awareness by BCAs, and lack of independent random testing of non-appraised
products, allowed sub-standard products to get through, to the detriment of building quality.
This may make housing more affordable in the short-term, but may well prove to be detrimental
to the long-term sustainability of new housing stock.

Customers stick with what they know

Interviewee One believed that his past and present e

i . Being out of the box
customers (mostly builders) stuck-wnh products they knew different is not rewarded.”
and could rely on. They needed evidence a product was safe

before they would adopt it. In many cases, a generic version of a well-known product would be
less popular simply because it was competing against the well-known incumbent.
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For a product to grab market share, it would need to be innovative, making some part of the
build process better, perhaps through easier installation. Risk-aversion of BCAs and builders
post-leaky buildings meant builders would typically only substitute materials that were low-risk,
e.g. did not pose a risk to the weather-tightness of the building if they proved to be not as good.
Interviewee One proposed a Pyramid of Risk, with products at the top of the pyramid unlikely to
substituted. Examples of where products might sit on this pyramid are set out in Figure 15.

He acknowledged that marketing and promotion of materials did play a big role in decision-
making, but builders needed to see the value of adopting a new product.

Figure 15 Pyramid of risk determines likelihood of adoption
High risk

Cladding
systems

Dry wall systems

Insulation systems

Low risk

Distributor decision on stocking and promotion

But in many cases, the merchant had a major role in determining what products were bought
and sold. This ranged from the decision to stock certain products, through to merchants in many
cases acting as the QS for smaller, less capable builders. The merchant often helped the
smaller builder to estimate the amount of different products needed to complete a project. They
would therefore recommend products they thought the builder should use and would be most
comfortable with.

Merchants consider a number of factors in deciding whether to stock a product:

e What risks are associated with an unknown or untested product versus its likelihood of
generating new revenue?

e What type of product assurance is there?

e |s the product fit for purpose or fit for Code, and what evidence is there for this?

e Does the product innovate on an existing product, making it more attractive to the builder?
Generic, less known versions of the same thing are likely to be less attractive given the
administration and costs associated with stocking a product across multiple stores if it offers
little advantage over existing products.

o What exclusivity incentives, rebates, and promotional opportunities offered by current
suppliers will be lost if we divert our attentions and recommendations to the new product?

e Will existing suppliers continue to supply their products to us if we stock competitors’
products?
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Recommendations
A number of recommendations flowed directly out of Interviewee One’s comments:

e Look to international standards and specifications when setting Building Code requirements,
adopting best practice.

¢ Calculate the benefits and costs of changes to Building Code requirements before changing
them.

e Develop a uniform, streamlined approach to interpreting the Building Code across BCAs that
allows a lot less room for individual interpretation. Digitise and centralise the process to
speed it up.

e Promote a mix of self-regulation and enforced testing for low-risk and high-risk building
systems respectively.

e Develop a standardised testing regime / authority and product assurance process that
ensures locally produced and foreign imports are held to the same standard.

e Make the appraisals process (via BRANZ, who he saw as the most reliable authority on
testing in New Zealand) faster and more cost effective.

e Use technology to aid consistency in the consenting process throughout New Zealand.

Interview Two: Manufacturer and materials distributor

Interviewee Two was a licensed builder who now works at a materials manufacturer and
distributor.

BCAs go beyond Australia-New Zealand standards and act inconsistently

Interviewee Two felt that BCAs had gone to the opposite extreme in their risk aversion since
BCAs had been held accountable for poor building standards in recent years, and that the result

was over-regulation. “Councils see BRANZ as a

New Zealand and Australia had worked together on common | GelililasAelgi=R el e el il
standards across a number of building materials. Yet this | el ER IR EN S
Interviewee had found that whereas their products were accepted and used on that basis in
Australia, in New Zealand many BCAs required numerous additional appraisals (typically
undertaken by BRANZ) before they were willing to allow them to be used as part of the building
project. These additional appraisals could run into millions of dollars for companies with large
product catalogues.

This made the beyond-standard requirements by some BCAs a major barrier to entry of new
firms and/or new product ranges. In fact, although Interviewee Two’s products have been sold
and used in numerous countries around the world, they had found New Zealand to be the most
difficult country they had entered.

Getting appraisals has proven not only to be an expensive process, but also a time-consuming
one, sometimes taking up to 14 months, which the Interviewee felt was largely unnecessary
anyway as the products meet the combined Australia-New Zealand standards.

BCAs have been radically different in their acceptance of building plans specifying Interviewee
Two’s products. Forinstance, Auckland and Wellington City BCAs have been relatively easy to
work with, while they have had difficulties with Canterbury BCAs. The Interviewee believed the
difficulties there were likely linked to increased risk aversion due to the earthquakes and also
due to Christchurch’s temporary loss of BCA status.
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Interchangeable products are not seen as such

A further problem related to the above-Code and above-standard requirements of BCAs is the
fact that functionally equivalent products that have been subject to the same tests (structural,
fire and so on) cannot be interchanged with the competitors’ equivalent products. Interviewee
Two was of the view that when products met the same standards (and had appropriate
documentation showing they met the required standards), they could be swapped out without
risk to BCAs, creating flexibility and competition in the market.

Instead, many BCAs require a consent variation for swapping out equivalent products, causing
further cost and time delays, and reducing the ease with which new brands can enter the market.

The company has even been required to change the format of its product specifications
literature because some BCAs have insisted on that. This is being done at a cost of around
$50,000.

Building systems in practice are not always fit for purpose

Interviewee Two believed that the Code and BCA requirements sometimes relied on a building
system that has become the norm through regular historical use without those systems
necessarily being tested or being shown to be the approach. The Canterbury experience had
shown that some systems, such as using plasterboard as part of the bracing system, were far
from ideal. We need to learn from the Canterbury experience and international best practice,
and add more rigour around what building systems are adopted and why.

The New Zealand distribution system does not easily support new products

Interviewee Two has tried a number of different ways of distributing their products. One way
was through independent distributor channels, but this has had mixed success.

Interviewee Two had also spoken to four well-known Interviewee Two’s equivalent
major merchant groups in New Zealand but had seen products were 10% to 40%
very limited success. Incumbent products that cheaper, but some merchants
offered rebates and other promotions were preferred had no desire to pass those
even though the Interviewee’s prices were lower for FEa=Glie o) okl 0)a Le) a1 =12 ol0leiio)pnl=)fer
products of the same quality (and used internationally
by comparable countries like Australia). Some merchants in fact preferred to be charged a
higher upfront cost by their suppliers, which allowed them to justify a higher price to their
customers, but would then claim a rebate.

Interviewee Two’s products could be supplied at 10% to 40% discounts over the pricing some
competitors charged for products of the same quality (saving an estimate $1,000 per house lot),
but some merchants had no desire to pass those reductions on to their customers, meaning the
benefit to housing affordability would be lost.

Another merchant’'s model was to have a more expensive recognised brand and a cheaper
open price brand. The latter are typically lower quality. But because Interviewee Two’s products
are of a similar quality to the incumbents’, and wanted to use their strong branding and remain
accountable for the quality of their products, the merchant did not give them access.

Finally, many builders buy a package of all materials (often through significant incentives) from
the main merchants. The incumbent product is typically included in the package, making it hard

for new players to enter the market.
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As a result, the company has recently taken a more direct approach, working directly with
residential and commercial builders to improve uptake.

Recommendations
A number of recommendations flowed directly out of Interviewee Two’s comments:

e Develop a list of accepted products: Some BCAs have already started developing a list of
accepted products that have been shown to meet or exceed the Building Code and Australia-
New Zealand standards. This should be expanded to encompass all BCAs.

e Streamline the appraisals process: Where appraisals may still be required, the process
needs to be quick, as firms rely on these timelines for their business decisions.

e Rely on existing international standards where modifications are not required for New
Zealand conditions. For instance, BCAs should not add additional layers of requirements for
proof of products being fit for purpose over and above the approved standards with Australia.

e Educate BCAs: BCAs need to understand where their level of liability and responsibility end,
and need to take up opportunities to learn about how other brands and product beyond those
they already understand can affordably and safely be used in housing.

o Evaluate the testing and analysis that goes into decisions on what standards and acceptable
solutions are required rather than relying on the fact that “we have always built this way”.

Interview Three: Builder

Interviewee Three is a builder working across the Auckland, Waikato and Bay of Plenty regions
(around seven different BCAS).

The costs to subdivide do not reflect the cost of servicing new sections

Interviewee Three estimated that the cost of an infill subdivision could easily reach $100,000 in
Auckland. This included $27,000 to $30,000 in development contributions, connection of
services, engineering tests and surveying, and resource consents.

Many clients who contacted him about subdividing and building a second home on their property
were shocked to hear the costs, and many walked away.
This has a direct impact on land availability, use and price
in rapidly growing areas like Auckland.

“It is hard to be positive with
new clients when discussing

o ) all the negatives and
Development contributions and the cost of services are additional costs to building.”

two areas Interviewee Three thought were particularly
exorbitant, and these charges had no relation to the true cost of servicing new subdivisions. For
instance, even putting a granny flat on a rural property could cost $8,000 in development
contributions despite that property being self-sufficient in terms of fresh water, wastewater and

stormwater.

Further, the fact that other BCAs Interviewee Three works with could supply water metres and
connections for $1,000 to $2,000 indicated that there was no valid reason Auckland Council
charged around $12,000, which is clearly not a true reflection of the cost of materials and
installation.

All up, subdivision could cost $100,000 per section once soil engineers, minor earthworks,
surveyors and the like had been included.
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Resource consents are required too often and arbitrarily

Along the same lines as other comments made to us by previous interviewees, BCAs are
inconsistent with their rules as to when resource consents are required. Some examples
include:

e Moving more than 80 m3 of earth

e Moving more than 40 m3 of earth

e Cutting more than 500 mm of earth

e Any impermeable surface of more than 25 m2.

Interviewee Three pointed out that the last of these is particularly questionable, as practically
every house being built has a paved driveway area in excess of 25 m? and would therefore
require a resource consent, adding considerable cost and time delays to a project.

The dramatic increase in requirement for resource consents had slowed the build process, and
added further compliance costs when most people’s budgets were already stretched because
of the high cost of land (see reasons above).

BCAs are inconsistent in their communication, attitudes and interpretation of the Code

Some BCAs are proactive. They let builders know within seven to 10 working days of the
building consent application being lodged whether there are any issues or extra information is
needed. They communicate via email, producing scanned copies of all documents for their
records. Planners respond quickly to questions via email.

Other BCAs provide no feedback on lodged applications and the first Interviewee Three hears
from them may be after the 20 day approval period has concluded, when a letter is received in
the mail. This causes a lot of frustration and time delays.

Auckland Council uses three sub-contracted companies to process building consents, but
whenever extra information or permissions are required from Council teams (roading, drainage
and so on), communication once again becomes a problem.

Interviewee Three estimates they receive five to six Requests for Information (RFIs) per building
consent, but this varies widely across BCAs. More frustratingly, interpretation of the Code varies
across individuals within a BCA, creating a great deal of uncertainty.

To reduce time delays, submitted plans have to err on the side of caution by providing as
comprehensive a set of plans as possible. Interviewee Three estimates that submitted plans
are typically 30 pages long today, up from 15-16 pages eight years ago. Yet some BCAs, or

individuals, are now asking them to pare back what they
submit. “The house itself is easy. It’s

what’s under the house or
ground that’s the problem.”

Interviewee Three commented that other than junctions
(e.g. between cladding types), the actual house plans
caused few problems. Most RFIs and other challenges came in the areas of drainage,
foundations, stormwater and wastewater. Much more work by engineers and surveyors is being
required than in previous years.

Because of the uncertainty related to how a BCA will treat a building project, even if it is very
similar to other builds done in the same BCA jurisdiction, it is hard to provide a fixed price
contract to clients on anything where the BCA plays a role because there is no telling what
additional costs will be imposed. This affects the level of trust between the builder and the
client, and the client’s bank, which typically requires a fixed price contract.
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The LBP programme has not reduced administration or inspections

The Interviewee was under the impression that the Licensed Building Practitioner (LBP)
programme would have reduced the number of inspections required if work was undertaken by
LBPs. This is because LBPs have taken on more responsibility (insurance cover and the like).
Yet the number of inspections per house has grown to between nine and 11.

Health and safety guidance is not understood and therefore benefits are not maximised

Interviewee Three has seen a significant ramp up in health and safety, particularly working at
heights, enforcement over the last six months. He believes the cost associated with health and
safety are large.

He has tried speaking to WorkSafe New Zealand about how best to apply guidance, but has not
yet got clarity on how to comply with new guidance without reducing productivity.

He believes that a lack of clarity by builders on what flexibility there is within the guidance to
keep workers safe without compromising productivity or even increasing productivity leads to
one of two outcomes:

¢ Lack of compliance with guidance, meaning no gain to worker safety, and potential fines for
builders if caught

e Over-compliance due to risk-aversion of being fined or shut down, but with lost productivity
due to uncertainty of what is an acceptable standard.

The extra work for scaffolders has also seen them increase their prices, and Interviewee Three
believed some people actually erecting the scaffolding do not understand the build process and
therefore do not erect the scaffolding in a way that supports maximum productivity.

Recommendations
A number of recommendations flowed directly out of Interviewee Three’s comments:

e Improve communication between BCAs and builders. Communication by regular mail, as
opposed to email, slows down the build process dramatically. Further, there should be more
upfront communication, and BCAs should request more information as they need it, not
waiting until the 20 working day period is all but complete before requesting information.

o Related to the first point, Builders and BCA planners need to work closer together from the
plan schematic stage of a project rather than waiting until detailed design to engage.

e Create consistency across BCAs and across individuals at BCAs, and let reasonableness
prevail (see examples of different standards on when a resource consent is required, some
of which are hard to justify).

e Charge for actual costs associated with subdivision, rather than adding up to $30,000 in
development contributions for an infill subdivision, and up to $100,000 in total costs for a
subdivision.

e Be practically-minded / flexible such that reasonable, site-specific solutions can be
implemented, rather than a one-size-fits-all approach that is impractical.
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Interview Four: Land developer and builder

Interviewee Four is a large Auckland-based land developer who also brought along one of
several builders he has building spec houses on the

L “Work back from what it
subdivision.

[housing] should cost
Parts of the industry have the wrong pricing strategy and take out the fat.”

Interviewee Four believes the building industry in many ways works on a cost-based pricing
strategy, rather than a price-based costing strategy. He suggested that the industry should be
determining the price point at which housing needs to be delivered, and that better supply chain
management is then required to ensure that housing can be delivered at that price point.

He believed there was a lot of “fat” that could be removed from the supply chain through working
back from what housing should cost.

BCA costs have not kept in touch with other cost changes in the industry

Interviewee Four said that since the recession began in 2007, many costs in the industry had
reduced, at least temporarily until about 2011/12, with the exception of BCA compliance costs.
Everything that BCAs charged for appeared to have risen fast. For instance, development
contributions and infrastructure growth charges had risen over the last few years from around
$6,000 to $28,000 in Auckland, while they are as high as $40,000 in other parts of the country.

At a time when housing shortages are constantly claimed, especially in Auckland, Interview
Four thought BCAs should be creating incentives for growth. Instead:

e Development and infrastructure contributions, and utilities services typically cost $50,000 per
section

e The process of getting subdivisions approved by BCA planning and urban design schemes,
including requirements for site engineering, survey, urban design, traffic engineering, colour
design and landscape design was estimated to add
$50,000 to the cost of a section.

“The administrative cost of
bringing land to market is

Increasing numbers of PS4s, and other charges are [EVZoly o Ky Lifi 1[0 [i8 e L= =1 Te) 1
creating additional cost burdens, often unjustifiably.

In other words, the administrative process of getting a property to market added around
$100,000 to costs on top of the raw land cost.

Monopoly utilities providers charge customer for full cost of infrastructure upfront

Interviewee Four was particularly concerned about the cost of securing new services for
subdivided properties.  Specifically, the Interviewee referred to electricity, water and
telecommunications. The Interview felt that these utility set-up costs:

e Charged the developer upfront for the full price of providing new infrastructure. On
completion, ownership of this infrastructure passed immediately to the infrastructure
provider, who then charged the customer lines charges or other fees to use the infrastructure
the developer (and ultimately the new-build purchaser) had paid for.

e Placed the burden of sub-standard historical infrastructure planning solely upon the
developer / new-build customer.

e Bore little resemblance to the actual cost of providing the infrastructure, with, for example,
charges of $5,000 for connecting electricity not uncommon, and water connections being up
to $12,000. Historically, services like power and telecommunications were provided free as
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the power and telecommunications companies took possession and revenue from finished
services.

Options for covering the cost of infrastructure were either to charge a special tax, increase rates,
or charge the developer. Interviewee Four believed BCAs thought the latter was the most
palatable, and therefore placed charges for delivering infrastructure that would benefit many
beyond the subdivision on the developer / new-build buyer.

BCAs have taken ownership rather than custodianship

Interviewee Four believed BCAs have assumed a role that they should not be taking. He
believed that the commercial world [the market] would sort out the design side of new housing,
or no one would buy those properties. One extreme example he gave was of a BCA questioning
whether the layout of a dwelling required too long a walk from the kitchen to the living room.

Interviewee Four felt that BCA’s tendency to take ownership (imposing additional requirements
beyond that needed even by the District Plan) rather than to ensure new developments stayed
within the rules, delayed many subdivisions for years. Red tape appeared to be growing year
by year, with little incentive to speed up the development process as BCAs “clip the ticket” each
time they impose another requirement on developers.

There appears to be no mentality of “how can we make this go faster”, but instead, the opposite.

Interviewee Four believed that many urban designers, especially at Auckland Council, appear
to have little experience or understanding of the New Zealand urban design environment. Their
requirements are based on personal opinion and limit the options available to design cost
efficient houses. They are incentivised to make objections and don’t consider the effect on cost
of providing housing. New developments take too long, with too much red tape. Developers
don’t want to go to the Environment Court due to the delay. An arbitration system is needed to
get quicker resolution.

BCAs act inconsistently

The builder who joined Interviewee Four at the interview commented on the inconsistency of
requests for information from different individuals even at the same BCA. Whereas before,
subdivisions could be done on schematic plans, detailed plans are now required, with the
number of pages for a standard brick and cavity home now around 26 pages versus five pages
a few years ago.

The LBP system is not being trusted to deliver

The Licensed Building Practitioner (LBP) system was developed to improve the quality of work
being done, and to create accountability by requiring the LBP to personally sign off the quality
of their workmanship as part of the code of compliance process.

However, despite this, the number of BCA inspections (and associated time and cost delays)
has risen. BCAs appear not to trust that the LBPs are in fact doing what they should. This
means two systems which are both intended to fundamentally ensure the same thing. i.e. a
house built to deliver what was approved in the building consent. This adds additional
unnecessary cost. Either LBPs should be trusted to deliver what they say they are, or the LBP
programme should be done away with and the BCA inspection system retained.

Recommendations
A number of recommendations flowed directly out of Interviewee Four's comments:
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e Provide independent arbitration: Interviewee Four B S I o o 1o )
had found some BCA requirements during the
subdivision process increasingly unreasonable, but Rolls Royce on every home.”
as the BCA is the final arbiter, there is no real, cost-
effective recourse for the developer. An independent, binding arbitration service would
bridge this gap.

e Adopt a Precinct Plan approach like Australia: In some Australian jurisdictions, Precinct
Plans are developed for each neighbourhood in the city, explicitly setting out what the look
and feel of that neighbourhood is intended to be. As long as developers operate within those
guidelines, development is more easily facilitated.

e Take a price-based costing approach: Developers and builders need to decide on the price
point at which to deliver housing and then work to deliver that with the cooperation of
planners.

housing, we can’t deliver a

o Letthe LBP programme do what it is supposed to, or use a BCA inspection regime, not both.

e Modernise communications: Some BCAs still operate by regular mail rather than email,
which slows down communication and wastes time.

o Adopt realistic and flexible energy and other solutions: For instance, new social housing is
required to be built to a six-star Homestar rating. There is uncertainty as to whether this
energy efficiency level is affordable or stacks up from a cost-benefit perspective, particularly
once the cost of capital is included.

e Don’t create gold-plated solutions where they are unnecessary. This applies to infrastructure
development and planning, as well as urban planning and design.

¢ Increase understanding at BCAs of what the housing affordability implications are of their
requirements for gold-plated solutions.

Interview Five: Manufacturer

Interviewee Five was a manufacturer of a wide range of building materials across the North and
South Island.

Materials prices are broadly competitive and entry is relatively free

Interviewee Five believed their products were sold in a broadly competitive market. They sell
products both directly to builders and via the merchant chains. While they do have to fight for
shelf-space like in any competitive market, they felt that this competition broadly ensured that
materials prices were reasonable.

The Interviewee believed there was relatively free entry of products into the market although
typically new products required some kind of approvals or appraisal process.

Interviewee Five felt that in a small market like New Zealand, with its limited scale, it was hard
to avoid a monopoly or duopoly just to achieve the scale needed to operate profitably, but did
not believe there were any real barriers to entry.

In addition, product prices were often indexed internationally, so there was always incentive to
keep costs lower due to global pricing.

It is hard to police materials use

One concern raised was that a number of cheaper alternatives were
now entering the New Zealand market and were not being
adequately monitored for quality.

“All the regulations

are in place but they
are not enforced.”
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Materials were being used regardless of whether they met the standards or not, and BCAs were
often not in a position to evaluate the appropriateness of materials as it was not evident on
simply looking at them as to whether they met the standards or not. This raised the question
as to what benefit the regulations provided, if they could not be enforced.

Interviewee Five felt that some builders would get away with anything they could. Some builders
bid a low price to get work, and then cut quality to meet the price point they had set.

Having an LBP programme and approval of products by BCAs is double regulation
Interviewee Five believed the BCA inspection system was superfluous given:

¢ The requirement to submit a building consent application which detailed all the key materials
in the house build
e the LBP programme that required the LBP to sign off the key components of the build.

Given the concerns already raised about to what extent the BCA could monitor the quality of
materials used, and the expense of the LBP programme, the Interviewee did not see the value
in having both these measures in place. An approach like that used in parts of Australia, where
the builder had to have in place insurance for the build, removing liability from the BCA, was
proposed as a way to get past what amounted to double regulation with no genuine reduction
in liability for BCAs.

It is hard to justify the cost of a build

Interviewee Five suggested that it was hard to understand how a build could cost $450,000
when, in their view, the cost of putting in the slab, frame and roof was often as little as $50,000.

The Interviewee believed that builders were setting prices based on the market, not on what it
cost to build. Alluding to the earlier point about the quality of materials being used, there was a
big difference in quality and price across building providers.

Recommendations
A number of recommendations flowed directly out of Interviewee Five’s comments:

e Develop a comprehensive, independent builder insurance programme that would only allow
approval of a building consent that was submitted by an insured builder. This would reduce
the liability and associated risk aversion for the BCA.

e Streamline the LBP and inspections process on introduction of the insurance system. As
BCAs would no longer be liable, the LBP programme could do what it was intended to do in
guaranteeing work, underpinned by the insurance programme. Inspections could be pared
back to a minimum.

e Create and enforce a transparent standards system used across all BCAs and that allowed
them to effectively monitor what materials were being used and that they met the standards.
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Interview Six: Land developer
Interviewee Six is predominantly a commercial and high density urban property developer.
Many BCAs lack the skills, resources and commercial focus needed

Interviewee Six felt that some BCAs did not have the
skills or resources required to make commercially sound
flexible approvals. Staff were not empowered to make
decisions, often needing to escalate issues, being unable
to address these issues themselves. This led to long time
delays.

“Councils don’t have the skill
to combine commercial and
regulatory awareness to make

the right decision about what
can be economically built.”

The problem seemed to be particularly noticeable in urban planning. Interviewee Six believed
that New Zealand’s pool of urban planners was small, with increasing numbers of designers
being from overseas, who were unfamiliar with the New Zealand urban design environment or
took a principles-based rather than pragmatic approach.

Interviewee Six was concerned that many of the people they dealt with at BCAs did not have
the skill to combine commercial and regulatory awareness to make the right decision about what
can be economically built.

The Interviewee felt that BCAs had a natural distrust of developers (some of which was not
without basis), but there appeared to be a culture of “not getting things done until you’'ve done
all of this” — that is, tick all the boxes before proceeding.

Interviewee Six felt that some planners who may otherwise be open to flexible development
approaches were afraid to raise their heads above the parapet. Much of the more “progressive”
mind-set they had seen in the old Auckland City and Waitakere City Councils had been lost in
the new Auckland Council.

BCA planning is at risk of being aspirational rather than achievable

Interviewee Six felt there was a disconnection between market forces, economic reality and
what urban planners in particular were trying to achieve through the District Plan. Added to this,
most new developments could not be appropriately dealt with by a “tick-the-box” approach,
which the Interviewee felt the RMA created. This reduced flexibility, and created a gap between
reality and the expensive design ideals many planners had.

The Interviewee hoped that the Unitary Plan in Auckland would go some way to creating the
flexibility required. At present, the Interviewee believed
there was huge economic wastage through over-
specification and standards that BCAs could unilaterally
insist upon.

“The quality of a BCA skews

the market as to where
development occurs.”

The quality of a BCA skewed the market by encouraging development in areas where BCAs
operated more efficiently.

Current planning regime creates too much uncertainty for developers

Interviewee Six said that there was a lot of uncertainty in any consent application process that
did not need to be there. The development community is seeking certainty across the projects
and this relates to time, costs and consenting ability. One concern was that individuals at BCAs
interpreted the same requirements differently. Thus even though there was a District Plan and
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an RMA framework, which should eliminate interpretation, consent processes could be quite
unpredictable.

Developers had become fearful of over powerful BCAs because they had no way of knowing
how a process would play out, and at what cost.

Developers also found themselves often being asked for more information at RMA processing
or a level of detail on development plans that they believed had no impact on the actual approval
stage of the project. The level of design detail and consultant reports at Resource Consent was
now not far shy of a Building Consent set of documentation. Developers sometimes had several
potential projects of which only one or two may proceed depending on BCA feedback, but
developers were unable to get sufficient feedback at a preliminary stage because BCAs required
fully developed proposals, which were expensive.

The subdivision planning and resource consents process had, as a result, become one of the
biggest costs of a new development, as the level of information required was so detailed.

Development and infrastructure costs are not defensible

Interviewee Six pointed out that development contribution and infrastructure costs were not
proportionate to the scale of the development. A single infill property would likely incur the same
development contribution costs as a multi-unit complex of 100 units (where the bulk
infrastructure costs were smaller on a per-unit basis). Watercare would typically charge the
same $12,000 water connection fee for each of the units in the 100-unit complex as they would
for a stand-alone house.

Telecommunications and electricity suppliers had a “last cab off the block” mentality. If a
development triggered an infrastructure update, the assumption was that your development
would pay the full cost of the upgrade. This view was maintained even though, for instance, a
new transformer paid for exclusively by the developer would serve the needs of future
developments and even provide greater service continuity for existing customers.

Interviewee Six also questioned why the “Why does the developer (and

developer (and ultimately new-build customer) | EUEREWENARENE T o BT ol l=lg H Ve
had to pay upfront to build infrastructure for the [ieNeEEVATTaIILel iR loReITHIe RlgiiE= S (el diEE]
utilities provider, hand over that infrastructure, for the utilities provider, hand over

and then pay lines charges to use it. that infrastructure, and then pay
lines charges to use it.”

Costs for infrastructure had also escalated
beyond explicable levels. For instance, water connection prices had tripled in 10 years. The
Interviewee questioned where the transparency was in the return that Council-owned
monopolies such as Watercare delivered to ratepayers.

There is little incentive for developers to build smaller and cheaper

Interviewee Six raised the question as to why developers do not build smaller or cheaper homes.
They suggested that developers may be part of the problem. Developers want to maximise
profits and get as much as they can out of a development. It is possible to significantly increase
the perceived value of a development for little extra capital outlay in design. According to
Interviewee Six, there is no incentive to deliver housing at the lower end of the market.

Recommendations

A number of recommendations flowed directly out of Interviewee Six’s comments:
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o Improve commercial focus of BCAs: Planners need to understand the implications that time
delays and additional design requirements have on the cost of delivering housing or
development.

e Provide incentive or motivation for BCAs to enable development: Linked to the previous
point, a culture of encouraging planners to be forward-thinking and to support development
of housing is needed.

¢ Increase flexibility and officer accountability in meeting the requirements of the District Plan.

e Review and clarify the logic behind development contributions and infrastructure connection
costs.

Interview Seven: Manufacturer
Interviewee Seven was a manufacturer of a wide range of building materials.
Levels of impediment vary by product type

Interviewee Seven did not feel that there were currently significant impediments to his firm’s
products entering the market. However, given his firm manufactured a wide range of products,
he was able to point to bigger challenges across some products than others.

His products all had 1SO certification, while only a few of the products had BRANZ appraisals.
Certifications tended to be primarily a marketing advantage. There had been an instance where
a competitor had gotten Codemark certification, which changed the market, and pushed the
Interviewee’s firm to seek Codemark certification. This was because Codemarked products
cannot be refused by a BCA, giving the competitor an advantage.

BCAs vary on acceptance of products

Auckland Council had taken the lead by developing a list of
accepted products, which Interviewee Seven believed other
BCAs looked to in making their own decisions on approval of
the use of a product. Yet there was talk that Auckland Council
would be doing away with its register of products, and that Codemark certification would be
required for all waterproofing and roofing products. This would make operating prohibitively
expensive given they had several of these products on the market.

“Councils are a law unto
themselves with regard

to product approvals.”

Other BCAs have differing requirements, increasing the difficulty of achieving nationwide
approval.

Interviewee Seven was surprised that waterproofing was not on the list of work that had to be
signed off by an LBP given the risk of catastrophic failure. He was concerned that this area
should be better regulated.

Current system does not encourage innovation

Interviewee Seven said that the current system of product approvals by BCAs does not
encourage innovation. Through innovation, mistakes do occur, but there needs to be a way to
test and incorporate new products and systems in a way that benefits housing affordability.

Recommendations
A number of recommendations flowed directly out of Interviewee Seven’s comments:

e Consider the risk and implications of product failure in product approval processes. Some
products are under-regulated while others are over-regulated.
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e Extend the LBP programme to cover waterproofing.

e Encourage the maintenance of an approved materials register, and roll it out across more
BCAs so that BCAs benefit from the knowledge of other BCAs, and the extra effort required
to convince multiple BCAs to accept a product is minimised.

Interview Eight: Land developer
Interviewee Eight was mainly involved in land development and operates across the country.
It takes a long time and a lot of money to bring land to market

Interviewee Eight believed his perspective was different from most. He felt that land prices were
not directly the result of greenfield land availability, it was more subtle and complex.
Opportunities exist, but time delays and the lack of infrastructure causes delays.?!

Due to communities and those who govern the back-end infrastructure, development takes a
great deal longer than it would otherwise. It typically takes three to five years to develop.
However, there have been cases where even projects the BCA was keen to promote took 10
years to get approval.

There are also a very small number of parties with the capability and money to do land
development of the scale needed. The time that the land needs to be held and the costs
associated with putting infrastructure in place limits the number of players who can develop land
at any scale.

Local authorities and other distributors/providers need to work with developers

The Interviewee felt that the financial process was singular in direction. The land developer puts
in the infrastructure at a cost to them (and eventually the first homeowner), but BCAs are then
able to reap the benefits of that infrastructure through increasing the number of ratepayers. In
one particular project, local authorities had no interest in roading engagement, and assumed
that the infrastructure to link the Interviewee’s development (and several neighbouring
developments) would be fully funded by the developer. The roading authority appeared to think
the developer should develop the roading connection plan themselves, with little to no input,
and then the roading authority would tell the developer “what was wrong” with their proposal.

There is also the example of putting in infrastructure for the electrical and water services of the
homeowner. This infrastructure is paid for by the land developer (and eventually the first
homeowner), but then is owned by the electricity distributor or water provider. These
distributors/providers are then able to charge for the use of this infrastructure.

In effect, new house owners, through both development contributions and infrastructure
charges, pay the full cost of delivering infrastructure that will benefit the wider community both
in terms of access to improved infrastructure and by providing income streams in excess of
maintenance costs.

21 Continuing on this point, a distinction could be made between technical land availability and actual land
availability. Technical land availability refers to the sum of all residential zoned land in a particular area. Actual
land availability refers to the sum of all land where the owner intends to develop it in the short-term, and that can
be brought to market in the next few months.
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5.14.3 BCAs act like clients and do not appreciate the cost implications of their decisions

As illustrated by the roading example above, Interviewee Eight felt that BCAs often acted like
they were the client, requiring the developer to do all the work. Yet when it suited them, BCAs
would insist on design decisions without understanding or seeming to care about the

implications for delivering housing affordably. e o e

One example was where an additional lane had to be land use for a number of
built between two rows of terraced houses so that their theoretically good reasons.”
garages could be set to the rear rather than the front of
the property for aesthetic reasons. This wasted additional land that could not be used for
building houses and also required the actual sections to be larger. An estimated $100,000 in
additional costs was added to each house because of this requirement.

5.14.4 Client expectations have led to over-inflated house sizes

The process involved in bidding for bare land for development rather than speculative purposes
typically involved working backwards. Developers would work out the price-point at which they
would expect the houses to be offered, then what they would expect the build to cost (including
the builder’s margin and time), the cost of selling the land, margin and time for the developer,
the cost of connection to infrastructure, the land development costs and council development
costs. This would dictate how much the land developer should bid for the land.

The cost of building the house and the builder's margin and time is largely dependent on the
size of house that is going to be built. Given that a larger house costs more to build, and that
house sizes have grown sharply over the last 40 years, the implication is that housing becomes
more expensive. Interviewee Eight suggested that many buyers valued housing by dollars per
square metre, illustrating the preoccupation with house size rather than the quality of the house.
The size of house that is expected from new-build housing clients impacts on the price-point at
which the houses would be offered.

5.14.5 New Zealand is and will be an expensive place to build. But where do we want to get to?

Interviewee Eight suggested that there is perhaps a need to communicate the benefits of the
increased regulatory costs imposed. New Zealand is a special case in terms of resilience,
seismic and weather requirements. This has
resulted in requirements such as those for double
glazing and insulation that are not comparable to
other countries. If we want this, we have to pay for
it, therefore New Zealand is expensive.

“If we want to support the
objectives of the current regulatory

regime, we need to understand that
it is going to cost.”

The additional requirements do have an additional cost associated with them. Therefore when
comparing the cost of building in New Zealand to other countries (such as Australia or the United
States of America), these differences must be taken into account.

We need to decide where on the regulatory spectrum we want New Zealand to be, being fully
aware of the costs of maintaining or reaching that goal. If we want double glazing, better
insulation, greater resilience, and more parks, we will have to pay. If we want new subdivisions
to be developed without cul-de-sacs, with shorter block lengths, more open space, and with
garages having their own lane-way access, we will have to pay.

5.14.6 Recommendations
The recommendations that Interviewee Eight suggested were:
60 CONSTRUCTION
STRATEGY GROUP
BUILDING INDUSTRY VALUE

/

Registered
Master Builders



5.15

5.15.1

5.15.2

o Territorial authorities must work with developers to build infrastructure in a way that spreads
cost between parties and over time and to deliver developments more quickly.

¢ Communicate the benefits to clients and the wider market of building requirements that have
brought about increased regulatory costs.

¢ Help BCAs to understand the housing affordability implications of design choices, and that
they would be accountable for this.

e BCAs must acknowledge the costs their decisions impose on the new house owner.

e New house seekers need to “get over ourselves” and accept that our house may look
similar/the same as our neighbours and may be smaller, as there are large savings in spec
built housing.

Interview Nine: Land developer and builder
Interviewee Nine was both a land developer and builder of new housing.
Time delays and direct costs in BCA approvals are the big problem

Interviewee Nine felt that items such as development contributions, idle land rates, land
development costs (such as the provision of roading, reserves, power, gas etc.) and getting
BCA approval for subdivision plans caused 80% of the costs and frustrations they faced. Just
20% of the challenge was in the actual building of the house. Interviewee Nine felt the land
development challenge was getting worse by the year.

On the building side, the local BCA was willing to work with the builder to get approval. However,
on the land side, the BCA was not collegial. Ten years ago, it would have taken months to get
subdivision titles. It is now taking two or more years, with
fees that might range from $15,000 to several hundred
thousand dollars depending on the project.

“Getting houses to market

is 80% of the problem.”

Interviewee Nine stated that land prices in Wellington haven’t gone up because of developers
putting up costs but because of many factors involving timing and costs. He showed us how
much it cost to build a house in 1990 and how much a comparable house costs to build today.
The cost of the section has increased 240% between 1990 and today in real terms, whereas
the dwelling cost has increased just 20% per square metre in real terms.

Not all of this change could be explained by increase in demand for land as the city expanded.
Much of the change had been in additional design requirements, and consultancy reports. For
instance, Interviewee Nine recently spent $140,000 on consultants’ fees over 14 months to
acquire an amended consent. These costs had to be shared across perhaps 20 sections.

Regional Council approach to earthworks is unrealistic and impractical

The Regional Council is now taking a bigger interest in subdivisions due to environmental
issues, such as concerns related to streams. The land developer is required to provide ecology
reports, which are debated over lengthy periods of time at large costs. Interviewee Nine spent
$80,000 on ecology reports in 2013.

Because of the topography of the area, the Regional Council made what appeared to be
unrealistic demands on water management, with a $2,200 per month monitoring reporting
system in place.

In addition, rather than allowing bulk earthworks to be done to terrace the subdivision, at a cost
of around $2,500 to $3,000 per section, the BCAs had often insisted on individual earthworks
for each section, which raised the cost to $20,000 per section as smaller equipment had to be
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5.15.4

used on a piecemeal basis. This added $17,000 to the cost of each house. This was often
accompanied by perverse outcomes to the environment.

For instance, to get a subdivision approved by the BCA, a certain amount of topsoil would need
to be brought in and even planted. This topsoil would then be dug out and removed when the
individual earthworks (rather than mass earthworks across multiple sections) was done. Finally,
topsoil would be brought back in again when the build was complete.

The Interviewee stated that new home owners purchased a section, selected a home that
required a flat site and subsequently carried out earthworks and retaining wall construction in
order to provide the flat area. This behaviour supports the Interviewee’s argument that the
market doesn’t want an “undulating site that fits the natural topography”.

The environmental impact of carrying out the earthworks once a road and footpath are
established is much greater than the impact of doing it at the early stages. Interviewee Nine
argued that the approach whereby earthworks at the beginning of a subdivision were minimised,
in order to protect the environment was therefore short-sighted and had a worse long-term
environmental impact.

Some teams do not appreciate the cost implications of decisions

Interviewee Nine felt that certain teams from whom approvals were required are incompetent
and anti-development. He noted that the interpretation of the Resource Management Act is
inconsistent and showed no understanding of the costs involved.

For instance, the local BCA had no understanding
of the cost of holding idle land (zoning approval,
debt servicing, idle land rates etc.) to be developed
while battling with these hurdles. Urban designers debated (among themselves and with the
developer) what development was appropriate. The developer estimated he was charged
$90,000 per year in rates on idle land, which had no one living on it, and had few services
provided by the BCA. He argued that given the development contributions of $14,500 per
section (the developer is also providing local reserves as part of the development, so does not
pay the reserves component), there should be a rates rebate.

“The Council has no understanding

of the cost of idle land.”

The Interviewee this year will bring approximately 10 properties to market (lower than a typical
20 to 25) due to Wellington’s new housing demand. That meant the cost of idle land rates was
adding a further $9,000 to the cost of each dwelling.

Infrastructure is paid for and then handed over to council

The Interviewee felt that they (and eventually the homeowner) was incurring the cost of building
infrastructure, such as roads, reservoirs, the three waters, and power connections, which are
then handed over to the BCA or private monopolies like the local lines company. These huge
costs are incurred for infrastructure that is then owned by someone else. The cost of doing so
is passed on to the new homeowner, and therefore has a large impact on the cost of new
housing. The home owner continues to pay for these services in their rates and line charges
for the life of the property.

These charges are over and above development contributions, which are meant to cover the
potential for the BCA to have to extend its macro infrastructure because total capacity in the
area rises with development. Further, the Interviewee pointed out that development creates
more ratepayers across whom costs can be shared.
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Often the charges by monopolies are well above market rates, but the developer has no option
but to pay because there are no alternatives. For instance, Interviewee Twelve spent $200,000
building infrastructure free for the local lines company in the last year because he had to use
the sub-contractors selected by the lines company.

Recommendations
The following recommendations were given by Interviewee Nine:

e BCAs and in particular Regional Councils need to be more pragmatic about streams and
water ways, subdivision plans, earthworks plans, water monitoring and the like, taking into
account the costs of these decisions on the community.

e See the affordability value of upfront development of several sections rather than requiring
individualised earthworks for each section.

¢ Rebate idle land property rates against development contributions.

e Charge development contributions only where BCAs require large infrastructure upgrades
and have assessed the cost of providing that infrastructure over and above the assessment
of the new rates generated by the subdivision.

¢ Revise the Resource Management Act: The objecting minority are the only ones being
listened to, with the majority silent but not necessarily opposed.

e Stop giving infrastructure monopolies brand new infrastructure.

Interview Ten: Materials distributor
Interviewee Ten is an executive at a major materials merchant.
The primary barrier to selling products is commercial

Interviewee Ten acknowledged that there were regulatory costs in getting products to market,
such as showing that products were fit for purpose. The recent removal of tariffs without
confirming that new imported products were fit for purpose in New Zealand also raised
concerns.

Broadly, however, the Interviewee believed that as distributors, they would supply the needs of
the marketplace. A builder would be unwilling to take the risk on using a new product. This lead
to an attitude where unless the gains (time and
cost) were sufficient to offset risk, the builder
would stick with what they know and trust.
Therefore, it was hard for new products to come
to market without having approvals in place.
Further, many clients insisted on using products they knew and trusted.

“Commercial barriers are primarily a
function of a lack of trust [in new

products], the success of current
products, and supply chain certainty.”

Commercial barriers were therefore primarily a function of a lack of trust, the success of current
products, and supply chain certainty, and are what would ultimately drive uptake of products.

There is inconsistency in BCAs approving products

Notwithstanding the large role commercial concerns played in specifying a product, Interviewee
Ten stated that there was inconsistency in how BCAs interpreted the same solution using
particular products. This worked against new products that were not well-known by BCAs, as
the inconsistency across BCAs created uncertainty for builders working across more than one
BCA.

The Interviewee believed the reluctance to approve use of new products was a function of:
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¢ Risk aversion of BCAs, who were concerned that they would be held liable for product failure
e Lack of knowledge of products by BCAs.

Delays at BCAs in approving building consents with products that were unfamiliar to the BCA
meant time delays and associated costs for builders, further discouraging them from adopting
new materials unless there was a significant cost or installation time saving.

The current regime creates risk aversion

With the leaky buildings failures still fresh in everyone’s minds, and the BCAs picking up a large
share of the costs for remediation, Interviewee Ten felt the current system encouraged risk
aversion by BCAs, rather than explicitly stating the extent of their liability, which may help
overcome some of the risk aversion. He understood that the revision of the Building Act was
planning to explicitly limit the liability of the BCAs.

The Interviewee felt that responsibility for product performance should always lie with the
manufacturer, while the LBP programme should place responsibility for building a house
according to the building consent on the LBP. Each party should only have responsibility for
what they can control, which would limit the liability of the BCA, and therefore free them up to

act in a less risk averse way. T [ 16 BT G

At present, an appropriate insurance regime that would  FRAF e[| WA =6 8] SR I 11l s elol <1
provide highly credible insurance cover to the home for the home owner in place.”
owner in the event of poor building practices or product
failure is not in place. While the RMBA and CBANZ offer guarantee schemes, two-thirds of
builders are not part of CBANZ or RMBA. Interviewee Ten felt that there would need to be a
more comprehensive insurance programme, probably bulked up to cover liabilities across the
building industry.

The value of a number of requlatory costs are not evident

Interviewee Ten believed that the value (if any) of a range of regulatory interventions was not
understood and therefore was seen as a compliance cost only. Examples include the RMA and
its interpretation by BCAs, and health and safety regulations. He felt that government agencies
did not understand the costs imposed by regulation, and that the market had little information
on the risks and rewards of various regulations.

Recommendations
A number of recommendations flowed directly out of Interviewee Ten’s comments:

e Improve efficiency at BCAs, creating consistency in how the RMA and Building Code are
interpreted, and reducing time delays in approving consents.

e Build a national register of products and quality assurance so that BCAs can confidently
approve products despite a lack of personal knowledge. e.g. if the national register allows
the use of this product in our wind and snow zones, we can approve its use.

e Develop an impact and risk matrix that allows a focus on what matters. BCAs and as a
result, builders, often will not adopt or approve a product because the risk of failure may be
significant. Nevertheless, the impact of failure may be small, meaning there may be
insufficient reason to warrant not approving that product.

e Apportion risk better and build in safeguards: At present, BCAs are risk averse because they
have been held responsible for previous housing failures. The extent of responsibility the
BCA has must be stated explicitly. The current combination of LBP sign-offs, and
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RMBA/CBANZ guarantees system is insufficient to remove liability from BCAs. Risk should
be borne by those best positioned to manage it, which is not currently the case.

e Evaluate risk and reward of health and safety measures and explain this risks and rewards
to the industry prior to implementation. These safety measures increase the cost of housing,
and the benefits of these costs must be better quantified, reasoned, and explained before
implementation.

Interview Eleven: Industry observer

Interviewee Eleven is an academic with a strong understanding of the property market overall,
and is not affiliated with any particular development, building, materials, or distribution
stakeholder.

Savings on input costs of delivering housing may not lead to improved affordability

Interviewee Eleven argued that land developers took signals from the asking prices for the
existing housing stock in the area to determine the price point at which new housing would be
offered. Using a residual valuation process, they would work back through the cost of building
to estimate the maximum acceptable bid-price for the land from the original landowner. After
accounting for the price of regulation for bringing that land to market, the developer would be
left with a price that they could offer for the land.

“Depending on timing, if input

costs [such as regulatory

costs] fall, this frees up more

The Interviewee argued that if the costs of regulation
were reduced, it cannot be assumed that all these costs
savings would be delivered to the house purchaser.
This was especially the case when house prices were
rising and housing demand was increasing rapidly. Any
saving from a reduction in regulatory costs may accrue
as additional profits to the land developer or builder, or may be passed on to the original land
owner as the land developer may need to offer more money for the land (especially in a market
where the developer is competing with others for the land).

money for profits or so the
developer can offer a better
price to the land owner.”

Interviewee Eleven argued that a reduction in regulatory costs would have an immediate and a
long term impact. For existing developers, who had land ready for development, a reduction in
regulatory costs would result in a potential windfall profit for the developer. As long as the sale
price for the house is set by the market, there is no incentive to land developers to pass on the
benefit of lower development costs to the homeowner, especially if the developer can
realistically expect to earn more from the sale of the developed land.

In the medium to long term, as the market adjusts to a new ‘lower regulatory cost regime’, the
developers’ cost calculation in their residual valuation will change. This change will be reflected
across the industry as a whole and will result in new valuations for land at any given gross
development value. If house prices are rising (reflecting increasing housing demand) it is likely
that the new ‘lower regulatory cost regime’ will lead to higher land bids to secure sites.

The price point the developer sets is based on current house prices

Interviewee Eleven held the view that new housing is not delivered in the absence of an existing
market. Developers will take pricing cues from the existing housing market. The developer
may look at recent historical price increases, and use past experience to forecast what they
believe properties may be worth in a year or two, when making a decision to purchase land for
development. If developers offer comparable houses at below the market price in an area, they
are in effect giving the first homeowner a guaranteed capital gain.
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Development is a risky business but developers face less risk when house prices are rising.
Therefore, within the development cycle, it is usually the case that developers increase the
supply of house sites and houses when prices are increasing. If property prices are not
increasing, the risk to the developer is greater, as it suggests demand is being met. Less
development occurs when the economy is weak, immigration is down, interest rates are high,
or unemployment is high.

Regulation can affect delivery of housing at the lower end of the market

In a competitive land market, competition between land users should ensure that land is
developed to its highest and best use. In situations where the highest and best use is affordable
housing (e.g. developing in an area that has affordable house prices), Interviewee Eleven felt
that it is possible that high regulatory costs could reduce development feasibility, especially at
the lower end of the market by raising the cost of delivering land to the market.

Zoning regulation can instantly change the value of land

A zoning change that opens up an area to higher residential densities or different land uses
instantly increases the value of the land, but also changes how it can be used, which may
influence the cost to deliver housing. Increasing housing densities can potentially reduce the
unit cost of housing. However, there are externalities associated with changing land use, such
as impacts on infrastructure costs, which need to be taken into account in any zoning change
decision.

Recommendations
A number of recommendations flowed directly out of Interviewee Eleven’s comments:

o |dentify the actual benefits of the current regulatory regime: While considerable attention has
been given to the ‘costs of regulation’ it would be worth stating the benefits and evaluating
the cost implications of the current regulatory regime to create greater clarity of what the
benefits of the current system are, and what we are paying for those benefits.

e Create certainty on costs developers pay: Developers need certainty on the final costs of
delivering land to market and it would be helpful if all regulatory costs were transparent.

e Consider housing policies that go beyond simply
reducing construction costs: House prices reflect
the interaction of complex housing demand and
supply factors. A significant increase in housing
demand (reflecting changing employment, income and credit conditions) can ‘swamp’ the
marginal benefits of reducing the costs of production. Attention needs to be given to
considering the benefits of a range of possible housing policies (such as the provision of
intermediate tenures and the potential benefits and costs of policies such as inclusionary
zoning (i.e. including requirements for affordable housing in private residential
developments).

“Housing policies that go beyond
simply reducing construction

costs need to be considered.”
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Interview Twelve: Land developer and builder

Interviewee Twelve is one of New Zealand’s largest housing development and building
companies.

The New Zealand develop then build model is not best practice

In New Zealand, land development is often undertaken separately from building, an approach
Interviewee Twelve described as archaic. Bare land is bought, subdivided and supplied with
services, then on-sold to builders. Interviewee Twelve believed this meant that this limited
opportunities to engineer value as the developer and builder may have very different visions of
how the development would look.

This model also wasted time, and created greater costs for the developer who had to hold land
for longer until the development was complete and then properties on-sold to the builder (who
often could not start building in the meantime).

Some of the biggest costs of land development are due to time delays

The holding costs of buying land, then waiting years for the subdivision plan and consents to be
approved, and spending millions of dollars on infrastructure before any building began, added
huge costs to a property price. One example was where the developer waited 18 months to get
approval to build 12 terraced houses on a $1.5 million piece of land. The holding costs and
additional rates paid on that land while waiting for approvals added an estimated $15,000 to
$20,000 to the cost of each unit, with much bigger costs paid by the ultimate home buyer.

The large holding costs associated with land development also limited the number of potential
developers in the market by pricing out smaller developers. This reduced competition and
potentially increased prices for delivering housing.

Developer pays for all infrastructure as well as development contributions

Interviewee Twelve held the view that development contributions were simply a fee that BCAs
benefitted from, based on the possibility that they may one day need to develop new upstream
infrastructure. Yet the developer paid all the costs of delivering infrastructure on-site (the three
waters, electricity, and telecommunications), and was helping create more rateable properties
that would provide the funding needed by the BCA to deliver more upstream infrastructure if it
was required.

An approved list of sub-contractors for the utilities is provided, but the Interviewee did not think
there was any genuine competition — “they all know what the others are charging”.

Urban designers don’t see affordability as being in their mandate

Urban designers are believed to “rule the roost” at BCAs.
Because urban designers are hard to deal with,
Interviewee Twelve believed some developers got around
dealing with urban designers through developing larger
sections that fell outside the jurisdiction of urban planning.
This raised the cost of delivering housing because section
sizes typically had to be larger than about 300 m? to avoid dealing with urban designers.

“Urban designers say that
affordability is not in their
mandate. They have no idea

of the cost implications of
their subjective decisions.”

Some examples of urban designer interference included mandating what colours could be
chosen for individual dwellings, and even sketching out what they thought were appropriate
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layouts for houses. Much of the requirements designers insisted upon seemed to be their
subjective interpretation, rather than having their base within the District Plan or RMA.

Designers had no apparent knowledge of the cost implications of design decisions they made.
For example, the desire to keep garages away from house frontages meant including extra right
of ways (roading) to service garages, meaning land use became less efficient, and the cost per
section rose.

If developers and builders don’t produce what the market wants, they won’t sell

Leading on from view point that Interviewee Twelve believed urban designers had too much
power, he pointed out that if the developer and builder produced unattractive, badly laid out or
badly built homes, the market would not pay the price they wanted for them. This created
incentive for the developer and builder to produce a development where people wanted to live.
This also meant that, in Interviewee Twelve’s view, the BCAs should be playing a far smaller
role in insisting on the subjective views of designers being incorporated.

Government has pushed liability to the BCAs, while LBP programme is ineffective

Interviewee Twelve believed that BCAs had been forced to bear more and more liability, as the
last man standing in the event of a housing failure. This had led to strong risk aversion.

At the same time, the LBP programme has been ineffective in that it:

e does not cover all trades, meaning there are gaps in the assurance chain.

e does not provide genuine assurance that in the case of failure, the LBP will be responsible
for making good.

e does not reduce the number of inspections by BCAs, because they understand that unlike
some builders, they will “always be there” and will ultimately be held liable.

At many BCAs, the risk aversion had led to a process whereby each project was signed off by
the relevant LBPs, the BCA undertook eight to 10 inspections, and then the inspectors’
paperwork was internally audited at the BCA.

One key way for builders to produce houses more cost effectively was to have a builder working
across multiple building sites at the same time. But the inspection and LBP system does not
allow this as inspections have to be booked long in advance and the builder has to be on a
particular site almost full-time while other trades
are there and to meet inspectors.

“The number of inspections
required has also increased the

Because inspections have to be booked far in
advance (due to resourcing challenges at BCAs
and the sheer number of inspections per property), builders have to make educated guesses
about when the site will be ready for the next inspection. Any delay in getting the site ready for
inspection then resulted in a failed inspection, requiring an additional inspection and more time
delays.

chances that an inspection will fail.”

The explicit and hidden costs of health and safety measures are not understood

Interviewee Twelve believed that the Working at Heights and other health and safety
programmes had added $10,000 to $15,000 to the cost of building. He felt that many of these
costs were hidden. It was easy to estimate the financial costs of erecting new scaffolding, but
other costs like the administration and project management costs associated with adding
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additional steps to the build process meant project managers could manage fewer projects at
any one time.

The Interviewee also said there was a lot of uncertainty as to what they could and could not do
to stay within the regulations. He felt that the Guidelines issued in 2012 were not nearly explicit
and clear enough.

Recommendations
A number of recommendations flowed directly out of Interviewee Twelve’s comments:

¢ Improve the integration of the development and building model: By vertical integration, or
developers and builders working more closely together, housing could be delivered more
quickly, value engineering would be possible, and holding costs could fall.

e Remove inconsistent behaviour and subjectivity within BCAs: The role and extent of authority
of urban designers in particular needs to be explicit and limited.

¢ Increase commercial knowledge among BCAs and central government agencies: At present,
there is little evidence that BCA staff understand or appreciate how much time delays,
inconsistent, or over-designed requirements add to housing costs.

e Simplify paperwork: A common complaint among builders is that they spend too much time
on administration leaving fewer hours for the actual project.

¢ Reduce time delays to cut holding costs and support a larger group of players.

e Actas areferee, not a police officer: Urban designers and other BCA staff are there to ensure
land is developed and houses built in accordance with the law, not to add subjectivity to the
process. BCAs should be more open and in-tune with commercial realities.

e Improve prescription / certainty on urban design and health and safety: Greater prescription
on what was required in particular neighbourhoods would reduce the additional subjective
influences urban designers could play, while more explicit guidance on health and safety
would help builders make the right choices to protect workers and maximise productivity.

¢ Re-evaluate the LBP-inspections mix: The LBP programme has been in effective in reducing
inspections as BCAs still believe they bear all the risk. This lessens the value of the LBP
programme and suggests that the extent of BCA liability needs to be clarified.

Interview Thirteen: Land developer
Interviewee Thirteen is a major land developer.
Technical land availability has little impact on actual land availability

Interviewee Thirteen said most talk seemed to suggest that by zoning land for residential
development, the problem of land availability would be solved by the market, but he disagreed
with this. Zoning technically made land appropriate
for development via subdivision, but did not
guarantee it would be available for development.
Owners of zoned land did not always want to sell to
developers; many own land for a life style purpose or as a future nest egg. Others did not have
the ability to develop due to lack of experience and or lack of capital.

“The solution to providing
affordable housing is not the

amount of land zoned residential.”

Many land owners in areas where zoning had changed (say from rural to residential) had
unrealistic expectations of the price they could expect to get for their land, delaying land
development. Rezoning land generally came with a huge expectation of increased value, which

is not necessarily the case.
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On top of this, the time and cost associated with getting subdivision and resource consents
through the RMA process often puts people off subdividing. As a result, the actual amount of
land brought to market was far different from the technical amount of land made available by
zoning.

BCAs (and some developers) don’t appreciate the dollar value of time

Interviewee Thirteen felt that BCA staff members had little understanding of the cost implications
of decisions they made. Perhaps more importantly, they did not appreciate the costs associated
with holding land for years while BCAs required multiple rounds of consultation. A further
frustration was that frontline staff lacked the empowerment to make decisions, meaning many
proposals to meet BCA requirements needed escalation up the chain, and further long delays.

A further complication of the time BCAs take to process applications is staff turnover at the
BCAs. Often the process could have been underway for years when a staff member leaves and
the new staff member dealing with that application brings a different interpretation and new
requirements to the process.

“Councils see themselves as

Additionally, there was often secondary involvement By ey e Ty T T e R o) ) dor
from BCA staff who were not involved in the original
process, whose views could even be at loggerheads with other BCA staff views. The developer
would be expected to incorporate their requirements even though much of the subdivision plan
had already been agreed with the BCA.

Not only BCAs miscalculated the value of time, however. Many smaller, or less experienced
developers did not account for the cost of holding land. This meant they got burned when the
consent process took longer than they had planned. As a result, the most successful
development projects could not afford to be debt-funded as a turn in the market could cause
sudden cash flow problems leading to forced sales by banks seeking to retrieve their
outstanding loan balances along with overdue interest monies.

Pre-application meetings do not reduce consent process length or cost

One way BCAs have tried to encourage interaction with developers is through the pre-
application meeting. Interviewee Thirteen felt that this had not reduced the time taken to get
consent significantly at all. If anything, it added cost as the time of BCA staff members was
charged at an hourly rate to the developer’s account for these pre-application meetings, over
and above the cost of the consent application.

When both Regional and District Councils are involved, delays multiply

Regional Councils were increasingly involved in subdivision plan consent evaluations. This
created another level of red tape, and communication between District and Regional Councils
was not always quick or effective. This created further time delays and associated costs.

Interviewee Thirteen pointed to examples of unitary authorities around New Zealand as systems
that worked better because the developer did not have to deal separately with Regional and
District Councils.

People don’t make house size choices to avoid under-capitalisation

One common view that has been expressed for why house sizes have grown sharply in recent
years is to avoid undercapitalising on an expensive piece of land. This question was raised with
Interviewee Thirteen. He did not think it held much merit.
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5.20

5.20.1

He suggested that people made the choice to build based on economic drivers or lifestyle
choices. In New Zealand, the decision to build was not usually a financial instrument. People
considered their total budget (perhaps as constrained by what a bank is willing to lend them)
and determine how they might split that budget across land and building. They may choose to
live in a better location and sacrifice house size, or to live further away but in a bigger and/or
newer house.

Land values have risen faster than build prices

In many ways, the same materials and labour cost pressures that have affected build prices
have affected land development. The cost of bitumen, piping and labour, for instance, had risen
strongly. In places like Christchurch, scarcity of resources had pushed up prices even more.

Yet land prices have risen faster than build prices, both due to demand for new sections, and
regulatory costs that had risen rapidly, often led by the economics of holding land.

Innovation in how subdivisions are developed is hard

Interviewee Thirteen said there were options to innovate in the land development space, but

this was hard because:
“There is not a lot of opportunity
¢ BCAs often did not approve alternative materials or for innovation in subdivisions.”
design choices
e Insurers were risk averse, meaning higher premiums if different products were adopted

o The BRANZ appraisals process was lengthy and costly
e There were virtual monopolies with regard to provision of some products in the market.

Recommendations
A number of recommendations flowed directly out of Interviewee Thirteen’s comments:

o Develop a better framework: The intent of the RMA is good, but implementation is hard.
Further, the mechanics to make it work are a nightmare and it is too open to interpretation.

e Create clarity through prescription: In many ways, having a clear set of rules that remove the
likelihood of subjective interpretation by BCAs would make the process simpler.

e Foster a customer-focused mind-set: Planners and urban designers are there to help the
development process rather than hinder it.

¢ Empower BCA personnel to make decisions: There are often long delays because frontline
staff cannot make decisions without getting permission up the chain. Empowerment could
probably also reduce staff turnover, solving the continuity problem.

Interview Fourteen: Industry observer

Interviewee Fourteen helped establish the development contributions regime at a major
metropolitan Council, and now advises a number of BCAs on similar issues.

Development contributions are intended to fund capex

Interviewee Fourteen confirmed that can legally only be used to cover the cost of capital
expenditure, not the ongoing maintenance costs of infrastructure (which should come from
rates). The rationale for DCs is that while an individual development may be able to be
incorporated into the exist infrastructure with minimal cost, at some stage a system-wide
upgrade is needed. As the new developments cause this upgrade they should pay for it and
DCs are the best available mechanism to do this.

71 CONSTRUCTION
STRATEGY GROUP
BUILDING INDUSTRY VALUE

/

Registered
Master Builders



5.20.2 There is a theoretically sound approach to estimating DCs

Interviewee set out the process typically used by BCAs in determining DCs as:

Use Statistics New Zealand population growth projections as a starting point for estimating
how many new households and businesses would be formed over, say, the next 15 years
Convert these households and businesses to Household Unit Equivalents (HUES)

Estimate the cost of new infrastructure needed to service these new HUEs by considering

the extent to which capex involves:

o Renewing existing assets earlier than would otherwise be the case
o Upgrading service levels versus creating capacity for growth

Apportion growth costs to the new HUEs accordingly.

5.20.3 DC estimation has its challenges but overall is a fair system

He suggested that there were a number of challenges in the DC regime:

Separating out who benefitted and to what extent was challenging. For instance,
renewing or upgrading existing infrastructure did carry benefits for existing households that
the new developments should not pay for. BCAs are required to identify any benefits to the
existing community and the associated costs cannot be included in DC charges. In practice,

this is a complex, time consuming and often subjective " ,

rocess In practice, DCs are very
process. , hard to estimate accurately.”
Timing challenges: Because DCs are estimated

based on projections of population growth, any acceleration or slowdown in growth has
implications for when infrastructure needs to be delivered. In cases where growth slowed,
this could mean DCs were paid well in advance of when they were used to build new
infrastructure. In cases where infrastructure was commissioned in expectation of new
development, if that development failed to materialise, BCAs would struggle to pay back
debt. As BCAs cannot know the interest costs they will pay or the timing of income (as
growth rates will vary from forecasts), there will inevitably be mismatching between costs
and income.

Institutional memory was often limited. BCAs often did not keep sufficient records of
which developments triggered which infrastructure requirements and the division of benefits
(and therefore costs) between existing and new developments. This made it harder to trace
what DCs were covering, and to see if they had been sufficient or an over-charge for
infrastructure that eventuated.

Double charging for infrastructure is likely as it is a complex model to allocate correctly.
Charging is sometimes uniformly based across a jurisdiction without trying to allocate
particular assets to suburbs. However, most BCAs will apply different charges for different
catchments based on access to infrastructure.

Despite these shortcomings, Interviewee Fourteen believed that, in general, DCs are about right
at $20 to $40K across various Councils. He believed that much of the growth in DCs (e.g. from
$6,000 to $30,000 per HUE in Auckland was likely because of a better understanding of the
growth needs and their actual costs rather than an attempt to generate revenue from
developers. He acknowledged that there probably was some pressure at some BCAs to cover
costs through the DC system rather than through politically unpopular rates rises, but this would
be at the margins, and would put them at risk of legal challenge.
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5.20.4

5.21

5.21.1

5.21.2

Recommendations
Recommendations flowing from the discussion with Interviewee Fourteen include:

e Support intensification in places like Auckland, where the true costs of additional
development are higher on the outskirts of the city than through infill housing. If DC charges
reflected these different costs better, it would provide better price signals. However, the
complexity of the current policy framework makes this more difficult.

e Use a DC estimation model that smoothes costs over time: A rolling average of the
infrastructure costs built over, say, a 15 year period starting five years ago could be used to
provide smoother estimates of DCs over a longer period. This would overcome the
“lumpiness” of individual growth capex projects and might simplify some of the complex
modelling otherwise required, by establishing a long-run incremental cost to support a new
HUE. This would create greater certainty for developers.

Interview Fifteen: Regulator

Interviewee Fifteen was a North Island BCA. Members of both the planning and consenting
teams attended.

Wider economic conditions affect the speed of development

This particular BCA felt they had a good stock of land zoned for development, but agreed that
far more than just the correct zoning was required. The economic slowdown had led to less
development. The recent improvement in the economy had been accompanied by some
recovery in the amount of building.

Proximity to employment opportunities also determined likelihood of actual development,
regardless of zoning. While there was some land banking, most developers were keen to sell.

There is a set process for estimating DCs “We have plenty of land zoned
for residential development.

The BCA’s DC Officer provided written comment on the
BCA'’s DC approach, which was read out by one of the
meeting attendees. In summary, the BCA averages out
infrastructure costs so that all developments within the same category generally pay the same
charge per unit of demand.

There’s a lot of other factors
that determine uptake.”

The methodology to determine the cost per unit of demand is complex and requires Council to
determine the capacity of its infrastructure and the cost of this, then to split this between existing
ratepayers and future ratepayers (new developments). Much of Council's infrastructure is
provided in advance of development. This means a DC may pay for infrastructure already in
place that has been built in anticipation, or for infrastructure not yet provided but planned for
growth. The process relies on accurate assessments of infrastructure capacity to determine the
cost per unit of demand.

The methodology is all provided publicly but development contribution calculations are
inherently complex and the methodology to determine this cost is difficult for most people to
grasp. The complexity arises largely from the need to be equitable and to provide full
information. It was likely further clarification would be provided in the next policy review.

In addition, the BCA often provided detailed analysis on how the DCs were estimated if
requested.
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5.21.3

5.214

5.21.5

5.21.6

Amendments to the Local Government Act will increase flexibility

The Interviewee believed that the changes to the Local Government Act (LGA), especially with
regard to explicitly allowing for developer agreements, would add some flexibility to
development. The Interviewee’s BCA had allowed developers to stage development for some
years already, meaning they did not have to pay all the DCs up front.

The LGA was not expected to have a major impact on estimation of DCs other than procedural
changes. The expense and inconvenience of the objections process may encourage the BCA
and developer to enter into agreements. However, the BCA is already moving towards more
developer agreements so this may not necessarily reflect the LGA amendments.

BCAs have limited control over infrastructure provision

Interviewee Fifteen highlighted the fact that when it came to some utilities, BCAs had little say.
For instance:

o Electricity was provided by one firm, who had a macro-level agreement with the BCA, but
the Interviewee had no immediate visibility on whether or not charges by the power company
for individual development connections was fair

e Some developers were responsible for paying for upfront infrastructure like transformers if
their development triggered that demand.

e Telecommunications providers had no links to the BCA. Their provision or failure to provide
sufficient telecommunications links could affect development.

¢ Being a relatively small BCA, there was only one provider of water connections. This lack of
competition was a form of natural monopoly rather than an intentional one.

The District Plan is sufficiently prescriptive

The Interviewee believed the current District Plan (which is also under review) provided a lot of
clear detail as to what was allowed in developments. Designers did not always consult the
District Plan and so often produced designs that were not appropriate, which could be easily
solved if they took the time to consult the District Plan. Around 35% of consents were rejected
at first glance because they were non-compliant, but this could be even higher if the BCA was
more “ruthless” in its approach. Sometimes the
designer provided insufficient detail because they
were uncertain whether their client would
proceed.

“Some designers use the Council
review process as their due diligence

rather than checking they comply
with the District Plan themselves.”

The BCA also encouraged pre-lodgement
meetings, which allowed them to work through any likely obstacles before they eventuated.
They had streamlined the consents process and were currently processing 100% of consents
within the 20 working day timeframe.

The revised District Plan was expected to be more prescriptive, which it was hoped would add
further clarity. The BCA saw the District Plan as being additional to the covenants that many
developers placed on land to maximise value by ensuring a certain amenity value, and there
was likely to be some overlap in some areas.

Consent approvals seldom required work that exceeded the Building Code

Interviewee Fifteen indicated that they do not require standards in excess of the Building Code
to approve consents. They suggested that builders often failed to understand that a collection
of acceptable solutions and New Zealand standards do not constitute the Building Code.
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5.22

5.22.1

The more avant-garde the design, the more likely it was to require more information and rigour
before it could be approved.

The Interviewee believed that a further reason more consents were challenged these days was
because Building Control Officers (BCOs) were better trained than in the past, and not because
they had raised expectations of builders. BCOs were picking up more problems than before.
All BCOs were either completing or had completed relevant national qualifications; suppliers
were providing more product information; and the BCA had ongoing professional development
programmes.

The Interviewee indicated that the building industry did not think it lacked knowledge and that it
was the BCA being more stringent, but the opposite was true. Design detail was often
insufficient, as was designer attention to height restrictions, site coverage and other Plan
requirements, meaning that the BCA was forced to reject many applications, and request more
information in 95% of cases.

The LBP programme has increased BCA costs without reducing risk

Interviewee Fifteen believed the LBP programme had not decreased risk for BCAs, and if
anything, had increased costs. The LBP programme was no guarantee that skills had improved,;
it simply meant a builder had a licence. The BCA'’s feeling of exposure had not been reduced
at all. Instead, it raised costs as the BCA had to follow procedures to ensure LBPs signed off
the build.

Nevertheless, the risk remained that the builder would leave the country or go bankrupt, and
the home owner would be left with no recourse other than to go after the BCA. The Interviewee
mentioned that since 1989, the idea of a licensing system similar to that in Australia had been
promoted, whereby the builder would have comprehensive insurance to build.

Instead, the New Zealand system was an ad-hoc licensing system that meant very little. It did
not restrict access to the industry nor did it necessarily improve quality.

Interview Sixteen: Regulator

Like Interview Fifteen, Interviewee Sixteen was a North Island BCA and members of both the
planning and consenting teams attended.

The Interviewee stays within the intent of the Building Code

Interviewee Sixteen commented that they like to think that they don’t go beyond the Building
Code. They felt that there was less complexity in designs that they received compared to some
BCAs so buildings were more conservative in nature. Acceptable solutions were easy to use.

The Interviewee felt that nothing fitted perfectly within the acceptable solutions within the
Building Code, so there was always some extent of “acceptable solutions”. They often had to
determine how far an alternative solution was from an acceptable solution (e.g. with claddings
and joins). This is due to some builders/designers trying to stretch acceptable solutions to fit too
much, so as not to have to use an alternative solution.

Interviewee Sixteen thought that they had sufficient capability (in terms of exposure and
experience) on-site in most cases to determine acceptability of solutions provided to them. This
meant that they did not have to send work off-site to engineers or other professions to determine
whether the solution was fit for purpose. They did nevertheless require certification by
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5.22.3

engineers and surveyors for earthworks and ensuring a dwelling kept within the building
envelope.

Consenting authorities still bear risk for bad building and new products

The Interviewee stated that the LBP program has not reduced risk for the council although the
program has made who did what more transparent. However, owners would still be looking to
the BCA if their housing failed, and it was up to the council to recover the costs from others.
Often it was not worth chasing the responsible parties as the costs involved in litigation
outweighed the amount that would be recouped.

When new products enter the market, BCAs try to look for links between overseas and local
certification to find where they line up. It was common for some overseas products to look the
same as the local counterpart, including the deliberate (and
sometimes illegal) use of identifying features of the local
product. This made it hard to telling the difference between
products.

“While we have joint and
several liability, we will

always be dragged into it.”

Interviewee Sixteen also had issues where bigger manufacturers made alterations or
modifications to their products. Often, it was difficult to determine if any changes had been made
or what (if any) the implications of the change on the performance or acceptability of the product
would be.

Interviewee Sixteen suggested that by the time the product was on the market, it was too late
for testing.

Development is driven by demand and restrictive covenants, not zoning constraints

The BCA stated that they were not a high growth area and that there is sufficient land available
to develop. Instead, the pace of development is more dependent on local demand conditions,
as well as who owns the land and how they go about developing.

Affordable housing can be constrained by covenants. Often, covenant rules established by the
developer restrict what may be built on a site. This can add significantly to the cost of the house.
A covenant rule cited by the interviewee was that the developer insisted that the house built on
the section must cost twice the amount of the land. This in effect means that no affordable
housing can be built in this development, as land prices are over $200,000.

Interviewee Sixteen believed the only way to get around these covenant rules would be for
Central Government to limit covenant rules as BCAs have no power to do so.

The Interviewee had been approached by several smaller builders to try to determine how they
could obtain some land to develop affordable housing. Builders building on existing subdivisions
felt that existing land prices and private covenants made it hard to deliver affordable housing
and reduced the segment of the market that could be catered for. The needs of a limited number
of customers at the high-end of the market was being met. These builders were looking for
opportunities to undertake their own subdivision and house packages through which they felt
they could relatively easily deliver affordable housing.

The Interviewee also felt that while developers were driven by the profit motive, they had a
responsibility to balance this by ensuring development, which they were in favour of, did not
happen at the expense of the environment.
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Streamline resource consent requirements

Interviewee Sixteen said that policy planners at the BCA valued the opinions of the consents
team. It was important that the policy people listened to the consent team’s fears with regard to
practical implementation of policies. This meant that the policies could be written in a way that
was sensible.

The policy team was strong on consultation with the affected community. They did not introduce
rules without consultation. The interviewee stated that this feedback loop was important as a
reality check.

The Interviewee stated that it was important for BCAs to remember that they do not always need
to impose an additional rule. They did not need to write rules into the District Plan that require
a resource consent if it could be avoided while upholding environmental protections through
permitted activity standards. The goal was to minimise the
likelihood of needing a resource consent by writing rules
clearly enough.

“If it doesn’t have to be a
controlled activity, then don’t

make it a controlled activity.”

The BCA typically met with the developer at the start of a
proposed development process to ensure the developer understood any requirements that may
impact the viability of the development.

Designers and surveyors do not design with the District Plan in mind

It was common for the Interviewee to receive designs that do not consider the District Plan.
Common issues that they had included designers and/or surveyors:

¢ Not considering the District Plan in their design

e Knowing that the design does not comply but applying for a building consent anyway without
applying for a resource consent at the same time

e Leaving out the component that doesn’t comply.

Interviewee Sixteen thought that design students were not taught about District Plans so
designers/architects were unaware of the role Plans play in setting design rules for the District.

The BCA encourages pre-lodgement meetings with designers, surveyors and/or builders so that
the process can be smooth for everyone involved. However, the Interviewee felt that project
management (or even professional competence) was often lacking in the building industry. A
common example was for developers or builders to apply for resource and building consents
sequentially, but time could be saved by applying for both the resource consent and building
consent at the same time.

Interview Seventeen: Regulator

Interviewee Seventeen is a South Island regulator. We spoke to three members of the
Resource Consents and Planning team.

Zoning is insufficient to stimulate development

The Interviewee believed zoning land for residential development was insufficient to stimulate
residential development. The residential development market in their District tended to be
dominated by a small number of big players. Land was drip-fed to the market in a way that kept
prices up.
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5.23.4

The Interviewee felt that substantial rezoning in recent years had ensured zoned land available,
such that the technical supply of land was not a problem, but rather the actual bringing of land
to the market by the private sector was.

Another issue with the current state is that there are multiple owners of zoned land. There is
agreement needed between these multiple parties to bring this land to market efficiently and
cost-effectively. Interviewee Seventeen commented that a mechanism was needed that
allowed territorial authorities or the government to assist in the delivery of that land to the market
for residential development.

Changes to the LGA have a material impact on how some costs will be paid

The Interviewee felt recent changes to the LGA had required territorial authorities to objectively
reconsider their DC calculations, particularly in light of it removing the ability for BCAs to fund
certain community infrastructure such as libraries through DCs. Explicitly excluded
infrastructure types would now have to be funded from general rates.

The Interviewee suggested that it was hard for a person in the street to understand DC
calculations although professional developers could work it out. The developers and public
needed to understand that the money collected via DCs did not only provide infrastructure for
that one development.

Interviewee Seventeen stated that existing houses in proximity to new development already had
services in place, and saw DCs as a mechanism to offset the negative impacts of new
development. Developers typically had a view in mind of how they might share costs of
development with the territorial authority when they first approached the territorial authority to
discuss a development proposal. The territorial authority typically pays for part of a new piece
of macro-infrastructure required for the proposed development if it will have benefits beyond
that development, such as new pump stations.

The LGA changes put in writing what territorial authority had been doing for some time in being
willing to discuss development agreements with developers.

Some efforts to create RMA consistency are already underway but must be flexible

The Interviewee pointed out that Central Government is already considering changes to the
RMA specifically aiming to improve consistency across District Plans through a national
template. Nevertheless, the Interviewee felt it was important for there to be sufficient flexibility
in any changes to allow individual territorial authorities to deal with the idiosyncratic issues they
face, such as land stability issues that Wellington might need to deal with.

Cost-benefit analysis of District Plan changes already occurs

Interviewee Seventeen pointed out that under Section 32 of the RMA, territorial authorities are
already required to undertake CBA of proposed changes
to the District Plan. There is also a transparent process
of hearings before a package of provisions are
implemented. The Interviewee felt that developers were
well-represented in the submissions received on Plan
changes. They felt there was some scope to make provisions for rules to be more consistent.

“Councils are already required
to consider the economic

implications of a plan change
via a Section 32 analysis.”

In subsequent (post-interview) follow up questions on the role of Design Guides as part of the
District Plan or outside of it, the Interviewee indicated that Design Guides could be
either. However, if they were part of the District Plan, they would be subject to the same Section
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32 analysis as other proposed changes as part of the Plan. If a Design Guide is not part of the
District Plan, they function as a guide for information purposes in order to assist the design
process.
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APPENDIX B: CURRENT WARRANTY SCHEMES

The Master Build 10-year guarantee is one example of a warranty scheme, with each build
underwritten by the guarantee programme. Levels of cover currently vary, with the standard
guarantee covering up to $100,000, while the premium guarantee covers up to $500,000.

Warranty schemes in New Zealand including the Master Builders programme, Certified Builders
programme, and warranties offered by developer-builders already cover more than half of new-
builds.

Internationally, a good example is the National House-Building Council (NHBC) in the United
Kingdom, which insures around 80% of all new-builds in that jurisdiction. The NHBC undertakes
its own inspections at various stages of the build including foundations, drainage, close-in, pre-
plaster and pre-handover. Under the NHBC system, the builder is responsible for fixing defects
in the first two years of the 10-year warranty, while the NHBC is responsible for years 3 to 10.

In Australia, the NSW Self Insurance Corporation was established (2010) as the sole home
warranty insurer in New South Wales (NSW). It outsources premium collection and policy
wording to two private companies and holds a central fund into which premiums are deposited
and from which claims are paid. Home warranty
insurance needs to be provided by all builders or
tradespeople before taking any money from a home
owner under a residential building contract and
before starting any work. The system also covers
spec-builds, owner-builders, and developers where
builders are undertaking work.

Explicitly limiting a BCA’s liability,
creating greater certainty for
homeowners, and improving the

quality of building work delivered
are three likely outcomes of a
comprehensive warranty regime.

Similarly, the Queensland system is run by the Queensland Building and Construction
Commission (QBCC, a government agency), with private insurers assisting with premium
collection and policy wording. Around 70% of the value of policies are re-insured with the private
sector, limiting exposure of the QBCC.

A point of departure for the Queensland system is that the QBCC evaluates the suitability of a
contractor for both licensing and insurance as a single-step process. The complexity of the
process for getting licensed and insured varies depending on the amount of building work being
done each year (i.e. with risk exposure). Builders who complete less than $300,000 of work a
year, for instance, are subject to less stringent documentation requirements than those who do
$2 million of work. The licensing process evaluates the contractor’'s technical capability,
financial viability, business management capability, and experience.

All building work valued at more than $3,300 is covered under the QBCC system.
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