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IN CONFIDENCE

In Confidence

Office of the Minister for Building and Construction

Chair, Cabinet Economic Policy Committee

Making it easier to build granny flats - Building Act changes.

Proposal

1

This paper seeks agreement to enable the building of granny flats of up to 70 square
metres without needing a building consent and minor changes to occupational
licensing regimes to support holding careless builders to account.

Relation to government priorities

2

This proposal meets the commitment in the National-New Zealand First Coalition
agreement and supports the Government’s Going for Growth agenda.

Executive Summary

3

It takes too long and it is too expensive to build anything in New Zealand. Building
costs have increased by 40 percent since 2019 and it is around 50 percent more
expensive to build a standalone house in New Zealand than in Australia. High
building costs have a chilling effect on homeownership rates.

Making it easier to build, particularly for lower risk builds will help address New
Zealand’s housing crisis and grow the economy. In line with the National-New
Zealand First Coalition agreement | am proposing to exempt dwellings of up to 70
square metres (more commonly known as ‘granny flats’) from requiring a building
consent. This is an increase of 10 square metres from the original commitment and
without the requirement for an engineer’s report.

A granny flat must be simple in design; built by appropriately qualified and licensed
tradespeople; and owners must notify territorial authorities (TASs) of building work.
This notification will occur through a Project Information Memorandum (PIM) which
provides the homeowner with important information on the site, supports the
collection of data by Statistics NZ and is key to collecting development contributions
to fund infrastructure. A PIM is not a consenting pathway, and it cannot be declined
by a council.

This streamlined approach will create a simpler, faster and lower-cost process for
building granny flats compared to the current requirement of applying for a building
consent and the associated inspections and code compliance certificate process.

To support these changes, | am also seeking approval for changes that will discourage
and hold to account careless builders. This includes improvements to the code of
ethics, and complaints and disciplinary processes for building professions.

Hon Chris Bishop, Minister Responsible for RMA Reform is progressing changes to
the resource management system which will complement these changes.
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9 | am working with my colleagues on a process to introduce a Bill to Parliament to
make these changes as quickly as possible.

Background

10 There is poor alignment between household size and number of bedrooms in existing
dwellings, suggesting a substantial undersupply of one- and two-bedroom homes for
smaller households. In the 2018 census, more than half of households had one or two
people, but only a quarter of our homes had less than three bedrooms. Recent data
collected by the Ministry of Social Development from December 2024 shows almost
50 percent of applications in the public housing register require one bedroom.

11 On 10 June 2024, the Cabinet Business Committee agreed to the release of the
discussion document Making it Easier to Build Granny Flats [CBC-24-MIN-0052
refers]. The discussion document contained a proposal for simple, standalone
dwellings (granny flats) up to 60 square metres to be exempt from requiring a
building consent if they met a set of specific conditions.

Public consultation indicated broad in-principle support for the proposal

12 Overall, 1,970 submissions were received through public consultation. Submitters
broadly supported the Government’s proposal to establish a new schedule in the
Building Act to exempt granny flats from requiring a building consent. Around one-
third of submissions were from homeowners. Most homeowners agreed that the
regulatory barriers to building a granny flat should be reduced. Many also considered
that the Government should go further than the proposed 60 square metre limit.

13 Around one-third of submissions came from industry stakeholders, such as builders
and architects. Industry stakeholders support my proposal in-principle, providing that
all buildings are built to the New Zealand Building Code and sufficient safeguards are
in place to prevent poor quality exempt work.

14 Territorial Authorities and building consent authorities (BCAs), who inspect building
work, agree that affordable housing supply is an issue. However, they consider that
other approaches that incorporate a building consent are preferable as they maintain a
level of independent oversight and inspection of building work and better mitigate the
risk of building defects and failure. Councils also considered that occupational
licensing regimes needed to be strengthened to discourage poor behaviour and
improve the quality of buildings.

Policy proposals
Proposed changes to the Building Act 2004

15 | propose amending the Building Act 2004 (the Building Act) to enable appropriately
qualified and licensed tradespeople to build a granny flat of up to 70 square metres
without a building consent, given certain conditions are met. These conditions are:

15.1 the dwelling must be simple in its design and meet the building code;

15.2  building work must be carried out by authorised professionals; and

IN CONFIDENCE

39cusfbnh3 2025-03-17 13:15:17



16

17

18

19

20

21

IN CONFIDENCE

15.3  councils must be notified prior to and on completion of building work.

Appendix one provides detail on the proposals, including a rationale for exemption
conditions, and other amendments required to support implementation.

| consider that granny flats of up to 70 square metres can be built without a building
consent provided that the conditions outlined in appendix one are retained. This goes
further than the coalition agreement commitment which is up to 60 square metres.

Feedback received from many homeowners was that they should be allowed to build
to this increased floor area to ensure comfortable and accessible living, and to enable
a more flexible range of designs. Shifting the maximum floor limit will also support
housing growth by increasing the number of homes in scope of the exemption, with
early estimates showing that around 13,000 additional homes may be built over 10
years under this revised policy.

I am not seeking to require granny flats to get an engineer’s report, despite this being
in the coalition agreement. This is because feedback obtained through public
consultation indicated that many engineers would not certify granny flats, as it could
involve them taking on liability if non-compliant work takes place. If an engineer’s
report was obtained, it would likely require several engineers’ involvement as there is
no single Chartered Professional Engineering specialisation that covers all work
required to construct a granny flat. As such, | expect that obtaining an engineer’s
report would have a similar or greater cost than that imposed by a building consent.

The Building Act includes a power for the Governor-General, by Order in Council, to
add, extend, clarify, or restate any building work or class of building work listed in
Schedule 1 of the Act.! | propose that a similar power be provided to amend the
description of building work for exempt granny flats (see Appendix one, condition
one), along with a new power to remove elements of the description of building work
if this should ever be needed. This power is necessary to ensure that any future
developments that are difficult to foresee now can be quickly addressed, and to
support any new or updated building conditions that are necessary. Relevant Ministers
will need to be satisfied by criteria in making a recommendation, which may include
consulting affected industry bodies on the proposed use of the power.

The existing power to amend Schedule 1 of the Building Act should be updated to be
consistent with the new power to remove (as proposed above).

Alternative option to add granny flats to Schedule 1 of the Building Act

22

As part of the 2024 public consultation, the Government consulted on other options to
accelerate the construction of granny flats. This included seeking feedback on whether
granny flats up to 60 square metres should be added to Schedule 1 of the Building Act
to permit them to be built without a building consent. Submitters did not support this
approach.

1 Schedule 1 of the Building Act 2004 is building work that does not require a building consent. It has three
parts — specified building work (including exempt building work that must be carried out by a licensed building
practitioner), sanitary plumbing and drainlaying carried out by an authorised person, and building work for
which the design is carried out or reviewed by a chartered professional engineer.
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Legal professional privilege

Therefore, 1 do not propose that building work in relation to a granny flat be added to
Schedule 1 of the Building Act.

Proposed changes to the Building Act and Local Government Act 2002

25

26

27

28

29

30

Territorial Authorities and BCAs will continue to play a role in supporting the
construction of granny flats. This role will focus on communicating any relevant land
information to homeowners, including natural hazards on the land and any
development contributions that homeowners may owe. Territorial Authorities will
also be able to provide helpful information on if building plans will likely meet the
conditions of the proposed exemption. This information is necessary to ensure that
granny flats are healthy, safe and durable for current and future owners, and do not
put neighbouring properties at risk.

To achieve these outcomes, | consider it appropriate to require homeowners to apply
and pay for a Project Information Memorandum (P1M) to be exempt from requiring a
building consent for a granny flat. It is my expectation that such a process will be
simple, straightforward and cheaper than getting a building consent.

A PIM provides important information about land and about the requirements of other
Acts that might be relevant to proposed building work such as heritage sites, natural
hazards and utilities.

This is not an approval process. Territorial Authorities will not be able to refuse
issuing a PIM although they will be able to request further information from
homeowners to help support the provision of PIM information (for example, the
location of planned building work). This would suspend the timeframe for responding
to an application for a PIM until information is provided.

The ability for a council to require information and suspend the timeframe to inform a
PIM is an existing power. Any information that is requested is only to support the
accuracy of a PIM; it is not intended to assess code compliance or deny an exemption.

TAs will not be required to ensure any exempt building work complies with the
Building Code before issuing a PIM and will therefore not be liable for building work
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that does not comply with the Building Code (see appendix one). To reduce the
compliance cost and time of the PIM process to homeowners, | propose reducing the
maximum timeframe for a PIM to be provided from 20 working days to 10. This
change will only apply for granny flats built without a building consent.

31 Territorial authorities and BCAs will retain their existing powers under the Building
Act to address any building work that does not comply with the Building Code and
work that does not comply with the conditions of the exemption. These powers
include issuing notices to fix, infringement notices and taking proceedings for
offences.

Proposed changes to the Plumbers, Gasfitters, and Drainlayers Act 2006

32 | propose amending the Plumbers, Gasfitters, and Drainlayers Act 2006 (PGDA) to
require authorised plumbers and drainlayers to produce records of work for exempt
granny flats, and that a plumber or drainlayer can be disciplined by the Plumbers,
Gasfitters and Drainlayers Board when these are not provided to a homeowner and
territorial authority.

33 Licensed building practitioners (LBPSs) are currently required to produce records of
work for restricted building work under a building consent and will be required to also
produce these for exempt granny flats. It is my intention that amendments to the
PGDA to produce records of work are consistent with those provided for through the
Building Act.

Managing risk

34 Reducing oversight provided by the building consent system does not come without
risk. I consider the risk of building failure can be managed by limiting the granny flat
exemption to lower-risk design, carried out by appropriately licensed tradespeople
and requiring homeowners to obtain a project information memorandum so that
councils can provide helpful information, collect information on the demand for
granny flats and charge development contributions.

35 The Building Act includes a range of protections for consumers in relation to
residential building work. These include requirements for written contracts and
disclosure statements for work over $30,000, implied warranties for up to 10 years
and a 12-month defect repair period. These will continue to apply to exempt work.

Strengthening Occupational Licensing regimes

36 To discourage poor tradesmanship and encourage licensed tradespeople to carry out
high quality, compliant work when the granny flats policy takes effect, | seek Cabinet
agreement to changes that would better allow the relevant occupational licensing
boards to manage complaints and hold poor tradesmanship to account. This includes
through establishing codes of ethics to be set under the PGDA and Electricity Act
1992 (see appendix one for further details).

37 These proposed changes were considered by the previous Government and consulted
on through public and targeted consultation in 2019, 2020 and 2023 [DEV-21-MIN-
0038, DEV-21-MIN-0086 and DEV-23-MIN-0004 refer]. Given the amendments are
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largely technical changes, and should not impose additional costs on businesses, |
expect they will continue to be supported by industry.

Resource consent system changes

38

In the resource management system, a National Environmental Standard (NES) for
granny flats is proposed. The NES has the same objective of removing unnecessary
regulatory barriers to building granny flats and will be progressed concurrently to the
proposals in this paper. The Ministry for Business, Innovation and Employment
(MBIE) and Ministry for the Environment (MfE) will continue to work together to
align the proposed changes to the building and resource consent systems.

Cost-of-living Implications

39

A cost-benefit analysis of my proposals by Sapere Research Group NZ (Sapere)
indicates that exempting granny flats up to 60 square metres from requiring a building
consent will reduce the time and cost of building granny flats and could lead to almost
8,000 additional granny flats built. This could provide a net benefit of $111 million
over 10 years, should defect rates and costs remain unchanged. With the shift in
maximum floor area to 70 square metres, | expect the number of additional homes
built to be around 13,000, putting downward pressure on rental costs for households.

Financial Implications

40

41

42

43

44

Demand for existing MBIE functions funded through the Building Levy, such as
providing information to homeowners and determinations services, are expected to
increase because of this policy. MBIE has also advised that the Building Levy and the
Building Research Levy, which is collected through the building consent process,
may forego revenue of up to $11.15m over 10 years due to this policy. This represents
just over one percent of money collected through both levies.

Stats NZ has advised that data previously collected through building consents for
granny flats will now be collected through PIM applications and as-built plans.
Ensuring this data continues to be collected will have time and cost implications.

There may be resourcing implications for occupational licensing bodies, such as the
Plumbers, Gasfitters and Drainlayers Board, and the Building Practitioners Board.
These would primarily focus on dealing with complaints regarding building
professionals. | have asked MBIE to monitor the number of complaints made to
understand the impacts on occupational licensing bodies.

There may be financial implications for councils to monitor building work and
undertake enforcement actions if there is an increase in complaints about building
work. It is possible that some homeowners may try to avoid paying development
contributions under the proposed granny flat exemption.

TAs will retain their ability to charge development contributions (or future
equivalent), recover debts and charge for PIMs under the Building Act and LGA.
Payment of development contributions will be charged when a PIM is issued and be
due on completion of building work. Local authorities, whose development
contribution policies do not currently reference that development contributions can be
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charged when issuing a PIM, will be able to do so. This ensures that infrastructure
costs presented by granny flats falls to those that build them, not ratepayers.

Legislative Implications

45 The policy proposals in this paper will require amendments to the Building Act,
PGDA, Local Government Act 2002 and Electricity Act 1992.

46 New regulations and amendments to building regulations will be required to give
effect to the decisions in this paper and appendix. This includes amending the
definition of restricted building work so that an appropriate LBP licence class can be
established for work including level-entry showers. I intend to seek approval for new
or amended regulations prior to or soon after the Bill’s introduction.

47 Confidential advice to Government

Impact Analysis

Regulatory Impact Statement

48 MBIE’s Quality Assurance Panel has reviewed the Granny Flats Regulatory Impact
Statement and Supplementary Analysis and considers that it partially meets the
Quality Assurance Criteria.

Climate Implications of Policy Assessment

49 The Climate Implications of Policy Assessment (CIPA) team has been consulted and
confirms that the CIPA requirements do not apply to this policy proposal, as the
threshold for significance is not met.

Population Implications

50 This policy has wider social benefits beyond housing supply, including ageing-in-
place and independent living for seniors. Feedback from Te Puni Kokiri and the
Ministry for Pacific Peoples suggests that Maori and Pacific peoples who live in
intergenerational households may benefit from the policy.

Human Rights

51 This paper has no implications under the New Zealand Bill of Rights Act 1990 or the
Human Rights Act 1993.

Use of external resources

52 Sapere were engaged to produce a cost-benefit analysis (CBA) of changes to the
building consent system, including this proposal. Sapere has the expertise necessary
to consider the full costs, benefits and sensitivity analyses required for a CBA.
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Consultation

53

54

The following Government agencies have been consulted on this paper: The Treasury,
WorkSafe, Stats NZ, Te Puni Kokiri, National Emergency Management Agency,
Land Information New Zealand, Department of Corrections, DIA, Department of
Conservation, MfE, Ministry for Culture and Heritage, Ministry of Housing and
Urban Development, Ministry for Regulation, Ministry of Defence, Ministry of
Education, Ministry of Health, Ministry for Primary Industries, Ministry for Pacific
Peoples, Ministry of Social Development, Ministry of Transport.

The Department of the Prime Minister and Cabinet has been informed on this paper.

Communications

55

The comms approach is being established and will be finalised in the coming weeks.

Proactive Release

56

| propose proactively releasing this Cabinet paper and associated Cabinet minute
within 30 business days, subject to any appropriate redactions.

Recommendations

The Minister for Building and Construction recommends that the Committee:

1

note this proposal supports the Coalition agreement to Amend the Building Act and
Resource Consent system to make it easier to build granny flats or other small
structures up to 60sqm only requiring an engineer’s report,

agree that building work in connection with a standalone dwelling of up to 70 square
metres does not require a building consent, subject to meeting the description of
building work and other conditions set out in appendix one of this Cabinet paper;

agree that a territorial authority must issue a Project Information Memorandum
within 10 working days after receiving an application relating to a granny flat, and
advise whether a granny flat is likely to meet the description of exempt work;

agree that the description of building work (condition one, Appendix one) can be
amended by Order in Council; and

agree to update an existing power in the Building Act 2004 to enable building work
or classes of building work to be removed from Schedule 1 of the Act by Order in
Council;

agree to amend the Plumbers, Gasfitters, and Drainlayers Act 2006 to require
plumbers and drainlayers to produce records of work for exempt granny flats, and
provide for disciplinary powers when failing to provide a record of work;

agree to make amendments to the Local Government Act 2002 so that development
contributions can be charged by territorial authorities when issuing a PIM;
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8 agree to amend the Building Act 2004, Plumbers, Gasfitters, and Drainlayers Act
2006 and Electricity Act 1992 to establish codes of ethics and improve disciplinary
and complaints procedures (as set out in appendix one of this Cabinet paper);

9 authorise the Minister for Building and Construction to issue drafting instructions to
the Parliamentary Counsel Office to give effect to the above recommendations;

10 authorise the Minister for Building and Construction to make decisions and further
clarify matters consistent with the proposals in these recommendations;

11 note that the Building Levy and Building Research Levy will forego revenue from
this proposal, and that MBIE will adjust its revenue forecasts after enactment.

Authorised for lodgement.

Hon Chris Penk
Minister for Building and Construction
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Appendix one: granny flat conditions and other occupational

regulation changes

Policy proposal

Rationale

Condition one: granny flats must have a simple design and meet the building code

The building must be new
and standalone.

Modifying or altering existing building work is different
from the design and build of a new building. There is
significant risk associated with altering existing buildings as
this requires making changes to elements of buildings that
were not originally designed for this purpose.

Housing — detached
dwelling (defined by Clause
Al of the Building Code).

The building is classified as:

This signals to builders that any buildings must be designed
and built to a high quality with the intention of it being for a
single household or family.

The net floor area must be
no greater than 70 square
metres (including 70 square
metres).

This meets the coalition commitment to allow granny flats
up to 60 square metres to be built without a building
consent. It increased after Ministerial consultation.

The building must have:

e A maximum floor level
of 1 metre above
ground.

¢ A maximum height of 4
metres above the floor
level.

A maximum floor level of 1 metre limits the risk of a
granny flat being built on too steep of an incline or decline.
This is consistent with existing Schedule 1 exemptions for
sleep-outs up to 30 square metres.

A maximum building height of 4 metres above the floor
level provides for the minimum ceiling height of 2.4 metres,
as well as flexibility in roof designs (such as pitched roofs).

The building must be single
storey.

Single storey buildings are lower risk than those with
additional storeys due to less structural complexity and
weathertightness issues between storeys.

The building must be 2
metres away from any other
structure or legal boundary.

A 2-metre limit on building next to legal boundaries
between allotments (whether or not they are on the same
title) and other buildings will help limit the spread of fire.
This may also help manage surcharging of property
boundaries and provide access for emergency services.

The building must be
designed/built using
lightweight building
products for the roof.

The frame must be built
using light steel or light
timber.

Wall cladding must have a
maximum weight less than
220kg/m2.

Lightweight products must be used in the design of the roof
to ensure the weight of the roof does not place significant
burden on the underlying structure of the building.

Light timber and light steel frames are commonly built and
understood by building professionals. Heavy cladding
beyond 220 kilograms per square metres is not suitable for
light framed houses and is higher risk.

The 220kg/m2 limit is based on specifications in NZS
4210:2001 and NZS 3604:2011.
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Plumbing and drainage
works should be simple and
designed/built in accordance
with the Acceptable
Solutions for compliance
with Clauses E1, G12 and
G13.

Plumbing and drainage work must be simple and in
accordance with Acceptable Solutions for compliance with
building code clauses E1, G12 and G13. These limitations
help to reduce the risk of cross-connection of water supplies
leading to contamination and protect people and other
property from adverse effects of foul water and surface
water.

Level-entry showers are
permitted once a relevant
licence class has been
established.

Waterproofing work is high-risk and high failure, and not
considered restricted building work under legislation and
associated regulations. Policy work is underway to cover a
licence class for this work.

Plumbing and drainage

systems must connect to
network utility operator
services (NUOs) where

available.

Onsite water systems (wastewater, stormwater, or water
supply) are more complex than connecting to existing
network infrastructure through NUOs. Requiring use of
NUOs where available will support homes in urban areas to
be healthy and safe, and minimise impacts on neighbouring
properties.

Where NUOs are not
available a building consent
is not required for onsite
management of these
services.

On 11 March 2025 the Cabinet Expenditure and Regulatory
Review Committee agreed that onsite water systems be
exempt from requiring a building consent should NUOs not
be available.

The building must have
independent points of

supply.

Exempt granny flats are required to have independent points
of supply for electricity and gas (where applicable). This
supports the safety of electrical installation and connections.

The building must have:

e Interconnected smoke
alarms throughout.

e Electric or gas heaters.

Solid fuel heaters such as wood burners have been excluded
from the exemption, which is limited to electric or gas
heaters only. Solid fuel heaters present a higher risk to life
(fire risk) in cases of failure.

Buildings designed/built
under the MultiProof or
BuiltReady schemes will
automatically comply with
some proposed exemption
conditions.

MultiProof and BuiltReady schemes have strict quality
assurance checks that ensure building work complies with
the Building Code. The following conditions still apply: 70
square metre net floor area; single storey; new, standalone;
4 metres +1 metre building height; 2 metre distance from
other structures or legal boundary; use of NUOs.
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Condition two: Work must be undertaken by trusted, licensed tradespeople

All work on a building must
be carried out or supervised
by authorised professionals
(LBPs, Plumbers,
Drainlayers, Gasfitters,
Electricians).

It is important that those able to build without a building
consent have demonstrated competency to undertake the
work and can be held to account when things go wrong.
Further work will be undertaken to strengthen the
occupational licensing systems that support this policy.

All building work must
have a Record of Work
(RoW), Certificate of Work
(CoW) and energy work
certificate.

These records will provide a record of what work has been
completed, who by, and when it was completed. This will
be important for identifying liability, remedying defects and
re-sale of property. These records must also be provided to
homeowners and territorial authorities.

A new RoW form under the Plumbers, Gasfitters, and
Drainlayers Act 2004 is proposed for plumbing and
drainlaying work for granny flats, including making it an
offence not to provide this information to necessary parties
on similar grounds for similar offences in the Building Act.

Condition three: Counci

Is must be notified prior to and on completion of work

Building owners must notify
territorial authorities (TAS)
of their intention to build
via a request for Project
Information Memorandum
(PIM).

This enables TAs to share relevant information with owners
and supports the collection of development contributions.
Homeowners will need to provide a description of the
building work in their PIM application.

A new PIM form or changes to the PIM form in regulations
will be needed to give effect to this policy.

Building owners must
provide territorial
authorities, on completion
of work, a set of plans (for
both building and plumbing
and drainage work). These
plans must include any
changes that occurred
between the initial design
and the completion of the
build.

This information will provide a lasting record of the
building, plumbing and drainage work that took place and
will be useful for the purposes of insurance claims, re-sale
and future alterations to the dwelling.

As-built plans must be provided within 2 years of a PIM
being issued, with the opportunity to extend in discussion
with the relevant territorial authority. This aligns with
existing timeframes in the Building Act 2004.

Territorial authorities will not be required to assess as-built
plans.

Building on land where a
natural hazard exists, as
defined by section 71(3) of
the Building Act 2004, may
require a building consent.

Land subject to a natural hazard would require a building
consent unless a territorial authority is of the view that the
provisions of section 71(2) would otherwise apply.

This safeguard manages the risk of damage to property
(including neighbouring property) and risk of increasing the
severity of a natural hazard.
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Improving occupational licensing regimes, registration and disciplinary processes:
consistent with DEV-21-MIN-0038: Recs 14-18; DEV-21-MIN-0086: Recs 4-5; DEV-23-

MIN-0004: Recs 9-13

Electricity Act 1992

Plumbers, Gasfitters, and
Drainlayers Act 2006

Allow codes of ethics for workers in scope of these Acts
to be created by the Governor-General, by Order in
Council, to promote professional standards of behaviour.
A breach of Codes of ethics should be a disciplinary
offence.

Allow both Registrars to initiate complaints, so there is
no need for an independent complainant.

Ensure PGD Act enables effective and fair governance
and disciplinary processes

Building Act 2004, and
associated rules and
regulations

Support LBP Registrar to triage or dismiss complaints
and appoint independent investigators for more efficient
administration.

Amend relicensing provisions for LBPs including
providing clear reasons for why licences are suspended,
to support transparency for consumers.

Make minor improvements to the LBP disciplinary
process to make it easier to hold LBPs to account.
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Regulatory Impact Statement: Proposed
changes to the Building Act 2004 to allow
simple standalone dwellings up to 60
square metres to be built without a
building consent

Coversheet

Purpose of Document

Decision sought: Cabinet approval to amend the Building Act 2004 to exempt
granny flats from requiring a building consent

Advising agencies: Ministry of Business, Innovation and Employment (MBIE)

Proposing Ministers: Minister for Building and Construction
Date finalised: 3 December 2024
Opportunity Definition

The Government is seeking to reduce the regulatory burden for people building small,
simple dwellings less than 60 square metres (more commonly called ‘granny flats’) so that
it is quicker and less costly to build.

Executive Summary

The Government has a programme of work underway to enable more affordable housing
options and choice for all New Zealanders

This requires a building consent system that is more efficient and cost-effective. One way
this can be achieved is through reducing regulatory burden where appropriate and
introducing more risk-based building consenting.

This Regulatory Impact Statement (RIS) looks at regulatory and non-regulatory options
under the Building Act 2004 (the Building Act) to reduce the time and cost of building a
granny flat. It does not consider regulatory requirements and costs imposed by the
resource management system and local government when granny flats are built.

The Building Act requires those building granny flats to get a building consent

The Building Act currently requires all building work to be done in accordance with a
building consent, with a few exceptions for low-risk work specified in Schedule 1 of the
Building Act (such as building a sleepout less than 30 square metres without sanitary
fixtures). A building consent is necessary to ensure that new buildings are compliant with
the Building Code, that is, that they are safe, healthy and durable for everyone who may
use them.

Around 600 granny flats are currently built each year.

Building Consent Authorities (BCAs), which can be territorial authorities (TAS), are
currently responsible for ensuring that licensed tradespeople design and build granny flats
to the Building Code. When a BCA is satisfied that a complete building is built to the
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Building Code, it then issues a Code Compliance Certificate (CCC) to the homeowner.
This is an essential step for other parties such as insurers and lenders, which may not
insure or lend money for a home that does not meet the Building Code or may provide
coverage that is substandard to that provided to a home with a CCC.

Building consent fees are estimated to cost $2000 to $5000 for a granny flat, depending on
the complexity, land and region the granny flat is built in. Homes can take up to 16 months
to complete, with an additional 2 months for a CCC to be issued. During our public
consultation process we heard that between 24 to 48 per cent of building inspections fail,
with failure rates varying across the country and by inspection type.

Inspection failures can be for a range of reasons — some minor and administrative in
nature (such as a building not being ready for an inspection), to those of a Building Code
compliance nature (such as incorrectly installed wall cladding). Remedying issues
associated with failed building inspections adds time and cost (labour and materials) to the
building process for both builders and homeowners, as some building work cannot be
progressed until a building inspection is passed.

The Government’s proposed option seeks to amend the Building Act to enable granny flats
to be built without a building consent

The Government considers that independent oversight through the building consent
process for lower-risk granny flats adds unnecessary time and cost. It considers that risks
are better managed through setting specific building conditions, including requiring granny
flats to:

e Be single story and less than 60 square metres.

e Use existing Network Utility Operator services where these exist for three waters
services (where these services do not exist, a building consent will be required).

e Be built by appropriately licensed tradespeople, who will be required to produce a
Record or Certificate of Work.

Under the Government’s proposal, BCAs, TAs, regional authorities and MBIE will continue
to have monitoring and enforcement powers to address any non-compliant buildings or
building work.

Homeowners will also be able to still get a building consent for a granny flat if they wish.
Homeowners may also choose to use another form of assurance, including a Producer
Statement 4 (P4) Engineer’s report.

The Government’s proposed option, along with the four other options in this regulatory
impact statement, was publicly consulted on for eight weeks across June to August. In
general, homeowners supported the Government’s proposal to exempt granny flats from
requiring a building consent. Key industry stakeholders considered that we would need to
ensure there are sufficient safeguards in place to manage any risk presented by the loss of
independent oversight.

Progressing the Government’s preferred option highlights a key trade-off between
increasing housing supply and reducing risk

Removing some of the regulatory processes involved in building a granny flat is estimated
to increase the supply of granny flats by 7,866 over 10 years. This is because the
Government’s proposed option will reduce some of the time and up-front costs of building
a granny flat.
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However, this approach also removes some of the regulatory protections provided through
the building consent system in the form of independent building inspections and issuance
of a CCC. As such, there is a high degree of uncertainty on:

e Whether the number of latent (undetected) building defects will increase, which
are more costly to repair. The proposal could also leave homeowners responsible
for fixing latent defects should other parties to the building work be insolvent, as
councils will no longer be liable (in most cases) for building defects.

e The cost and coverage of insurance and bank lending for an exempt granny flat.

o Whether councils will need to increase general rates to pay for increased
monitoring, enforcement and avoided development contribution fees.

Table one: estimated 10-year monetised cost and benefits of the Government’s preferred option

Total monetised costs $63.63m —$103.71m

Total monetised benefits $71.64m

(-$32.07m) to $8.01m
7,866 additional granny flats built

Net result

We consider that other options may be available to address some of the time and cost of
building granny flats, while maintaining the checks and balances provided through the
building consent system. This could include improving and publicising existing
mechanisms such as MultiProof. An improved, widely publicised MultiProof scheme could
provide standardised, simple house designs that comply with the Building Code and can
be replicated across the country. MultiProof homes have faster consent processing times,
and we consider these homes are also less likely to fail building inspections if built
according to the designs.

We also note that the Government’s wider building consent work programme may also
increase efficiencies and decrease costs, such as increased uptake of remote inspections.

However, these alternative options are less likely to achieve the same level of housing
growth compared to the Government’s preferred approach.

Monitoring and implementation

Should the Government’s proposed option progress, MBIE will produce guidance and
information for homeowners, builders, TAs and BCAs. This will include promoting existing
consumer protection mechanisms that will continue to apply to exempt granny flats, for
example, the use of pre-contract disclosure statements and a 10-year implied warranty
under the Building Act, and ensuring consumers are aware of their rights and
responsibilities.

MBIE also intends to monitor and review the new exemption regime within three years.

Limitations and Constraints on Analysis

The analysis in this RIS is limited by:

e The coalition agreement between the National Party and New Zealand First, and
subsequent Cabinet direction. The coalition agreement states to Amend the
Building Act and Resource Consent system to make it easier to build granny flats
or other small structures up to 60sqm, requiring only an engineer’s report. This
places constraint on non-regulatory or other legislative options that could deliver
the same outcomes.
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The speed of policy development. The Government seeks to introduce and pass a
Bill in 2025. This has limited the time available to collect information and assess
options.

There is limited information on:

Why building inspections fail. This has an impact on assessing how much costs to
repair latent defects could increase. It also limits what options could be considered
to reduce the time and cost imposed through the building consent process.

The positioning of financiers and insurance markets. We heard from insurers and
one bank that granny flats could be financed and insured, but the conditions of
lending and insurance are unclear.

Whether defect rates increase or decrease should granny flats be exempt from
requiring a building consent.

The potential cost of latent defects compared to defects identified during a build.
We know that around six per cent of the cost of a new build is due to addressing
defects identified during the build process. However, little research has been done
on the cost of latent defects. We have used a conservative 10 per cent rate for our
cost-benefit analysis, given the potential risk of needing to replace a roof or
cladding, or do an entire rebuild.

The induced demand of simple residential dwellings resulting from the removal of
building and resource consents. Our analysis is based on the Crow Advisory report,
which also acknowledged the difficultly in attributing the portion of uptake that may
be driven by each change.

The proportion of building professionals that have the competence to take on
additional responsibilities.

The time it takes for a building inspection to be scheduled. A news article by RNZ
in 2022 found wait times of up to 33 working days.

Responsible Manager(s) (completed by relevant manager)

Suzannah Toulmin, Manager, Consenting and Practitioners Policy

Ministry of Business, Innovation and Employment M/_
5 December 2024

Quality Assurance (completed by QA panel)

Reviewing Agency: MBIE

Panel Assessment &  MBIE’s Quality Assurance Panel has reviewed the Regulatory
Comment: Impact Statement (and associated supporting material) and

considers that it partially meets the Quality Assurance Criteria.
The Panel considers that the analysis of the options relies on a
cost-benefit analysis that has (a) not compared all options to the
status quo, and (b) does not quantify the more significant costs
associated with a possible increase in defects. The analysis also
estimates induced demand under the status quo and the
Government’s preferred option, as opposed to all options. This
estimate of induced demand does not consider other variables,
such as Government policies and consumer choice, that could
impact this demand. While the authors acknowledge the
limitations and uncertainty of the data and estimates available to
them, as the analysis relies heavily on this evidence when
comparing options, the Panel considers that Ministers do not have
sufficient, quality information to rely on in order to make an
informed decision.
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Section 1: Diagnosing the policy problem
What is the context behind the policy problem

Brief outline of the proposal

The National-New Zealand First Party coalition agreement commits the Government to
“Amend the Building Act and Resource Consent system to make it easier to build granny
flats or other small structures up to 60sqm, requiring only an engineer’s report”.

The Government considers amending the Building Act to introduce a building consent
exemption that would exempt simple, standalone dwellings of up to 60 square metres in size
from requiring a building consent to be the best mechanism to achieve the coalition
commitment. The new exemption (which would likely be in a separate schedule to the
Building Act) would set out the conditions that would have to be met for a granny flat to be
exempt from needing a building consent. This recognises the need to provide appropriate
safeguards to balance the trade-off presented by a loss of independent oversight provided
through the building consent process.

These conditions focus on:

o the size, design and location of the granny flat

¢ the requirements to use licensed tradespeople, relying on existing occupational
regulatory regimes and the Building Act for addressing poor quality workmanship

e requiring building owners to inform TAs of planned and built work.

While exempt from the requirement for a building consent, this work will still need to comply
with the Building Code.

What is the context behind the policy problem and how is the status quo expected to
develop?

Addressing housing affordability is a key focus for the Government

Housing affordability is a key issue in New Zealand. Home ownership has dropped from 74
per cent in the 1990s to 65 per cent in 2018.% Over the 12 months to June 2023, average
weekly housing costs has increased by 14.5 per cent. Data from 2023 illustrates that over a
guarter of households that do not own their home now spend more than 40 per cent of their
income on housing.?

There is also an increasing demand and lack of supply of small houses. In 2018, just under
20 per cent of houses in New Zealand had two bedrooms, with 6 per cent having one
bedroom. In contrast, more than half of households had one or two people.® Demographic
changes, such as an increase in single parent families, people having fewer children and an
ageing population, are likely to further increase the demand for smaller houses in the future.

If no action is taken it is possible that regulatory settings may present a barrier to building

small dwellings, which are currently subject to the same building consent requirements as
larger dwellings. This is despite smaller dwellings having lower consequences of building

failure (for example, they have a smaller footprint and cost less to build).

1 statistics New zealand (2020) Census data from Housing in Aotearoa
2 statistics New Zealand (2023) Household income and housing-cost statistics: Year ended June 2023.

3 Statistics New Zealand (2018) Census data.
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This may have an impact on those parts of New Zealand reliant on it as a form of housing in
the future, especially older New Zealanders.* Additionally, the lack of affordable housing may
prevent many people from purchasing a home.

How does the status quo operate in practice and how is this expected to
develop?

The Building Act is the primary legislation governing the building industry
Its purpose is that:

e people can use buildings safely and without endangering their health

¢ buildings have attributes that contribute appropriately to the health, physical
independence and wellbeing of the people who use them

e people who use a building can escape from the building if it is on fire

¢ buildings are designed, constructed and able to be used in ways that promote
sustainable development.

The Building Act ultimately aims to improve control of, and encourage better practices in,
building design and construction to provide greater assurance to consumers. This includes
setting clear expectations of the standards buildings meet (through the Building Code),
providing certainty that capable people are undertaking design, construction and inspections,
and providing protection for homeowners through mandatory warranties.

The Building Act requires all building work to get a building consent

Of relevance to this proposal is the building consent process set out in the Building Act. The
Building Act requires that a person must not carry out any building work except in
accordance with a building consent (except where Schedule 1 exemptions apply). This
supports buildings to be built to the Building Code — in that buildings are healthy, safe and
durable.

The processes involved in applying for, and receiving, building consent are factors that
contribute to the costs incurred in building a granny flat. In addition to the fee that councils
charge to carry out the services involved, the time it takes to complete these processes can
increase the cost of building if there are delays resulting from non-compliant work, or if
inspectors miss inspections.

Building Consent Authorities (BCAs), who are often territorial authorities, (TAs) review
building plans prior to issuing building consents, undertake inspections during construction,
and issue code compliance certificates (CCCs) certifying that the finished work complies with
the Building Code.® If BCAs identify non-compliance with the Building Code, they can issue
notices to fix and compliance schedules which must be followed before the BCA will issue a
CCC.

BCAs can also withhold issuing CCCs where building owners have failed to pay for
development contributions charged by a TA. Development contributions are a key funding
mechanism for local government to support any new infrastructure costs associated with
building, specifically the provision of three waters and local roads.

Residential building inspection failure rates

4 Stats NZ, National population projections: 2020(base)—2073

5The following consent process overview outlines the key steps involved in the building consent process and
ensuring that a built home complies with the Building Code:
https://www.building.govt.nz/assets/Uploads/projects-and-consents/step-by-step-quide-building-consent-
process.pdf
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BCAs may undertake between 7 to 14 building inspections for a simple residential building
such as a granny flat, depending on the design, location and BCA responsible for inspecting
the work. Building work can fail a building inspection at any point during this process.

Residential building inspection failures can be for a range of reasons — some minor and
administrative in nature (such as a building not being ready for an inspection), to those of a
Building Code compliance nature (such as incorrectly installed wall cladding). Remedying
issues associated with failed building inspections adds time and cost (labour and materials)
to the building process for both builders and homeowners, as some building work cannot be
progressed until a building inspection is passed.

Ranges for residential building inspection failures vary across the country. One submission
we received indicates an inspection failure rate of 48 per cent. Auckland Council submitted
inspection failure rates averaging 24 to 30 per cent (across all dwellings and associated
building work). Sapere, in its cost-benefit analysis of the granny flats proposal, estimated an
average inspection failure rate of 43 per cent across the country for simple residential
dwellings.

Around 40 per cent of new dwellings consented in the year to September 2024 were built in
Auckland. A further 29 per cent were built in the wider North Island, 20 per cent were built in
Canterbury and 10 percent built in the wider South Island.®

Defects identified during the construction of a house come at a cost. In 2020, the New
Zealand Institute for Economic Research (NZIER) estimated that the average cost of
remediating defects identified the construction process was six per cent of the total cost of
the build.”

In the absence of any other regulatory reform we expect inspection failure rates and defect
costs to remain relatively static. This is because feedback received through public
consultation indicates that some building professionals rely on the building inspection
process to identify defects (and work that does not meet the Building Code).

Once building work has completed
Monitoring and enforcement
BCAs and TAs

Should building work not comply with the Building Code, BCAs and TAs have a range of
powers under the Building Act including the ability to issue a notice to fix for the work
regardless of whether the work has a building consent or whether building work is underway.
Those responsible for the work, including the homeowner, would be required to respond to
the notice to fix, including any remedial work. Failure to do so could mean the homeowner
would be committing an offence under section 40 of the Building Act. These circumstances
can attract a fine of up to $200,000, and, in the case of a continuing offence, a further fine of
up to $10,000 for every day the offence continues.

MBIE

MBIE can act as an independent arbiter and issue determinations (a legally binding decision)
regarding whether building work complies with the Building Code under sections 176-190 of
the Building Act. The building work can be planned, underway or complete. Those who can

6 See https://www.stats.govt.nz/information-releases/building-consents-issued-september-2024/. Please note that
these figures do not add to 100 per cent due to rounding.

7 New Zealand Institute of Economic Research, Economic Cost of Quality Defects 2020
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apply for a determination include, but are not limited to, the building owner, Council or BCA,
neighbour, and relevant licensed building practitioner.

MBIE also has the power to prosecute offences under the Building Act, in situations where a
territorial or regional authority is unable or unwilling to do so. It can also receive and
investigate complaints that a BCA is failing, or has failed, to properly perform its statutory
functions under the Building Act or has been negligent in performing these functions.

Occupational Licensing Bodies

Occupational licensing bodies provide an additional layer of oversight and accountability for
tradespeople. This includes:

e The Building Practitioners Board (BPB), for Licensed Building Practitioners.
e The Plumbers, Gasfitters and Drainlayers Board (PGDB).
e The Electrical Workers Registration Board (EWRB).

Each Board has a range of disciplinary powers, including fines, suspension and cancellation
of a licence, training, censure, and placing limitations on a licence. The average number of
practitioners disciplined annually by each board over a 5-year period to 2023/24 is:

e 100 tradespeople disciplined by the BPB.
e 28 tradespeople disciplined by the PGDB.
e 37 tradespeople disciplined by the EWRB.

Remedies for negligent or defective work
The Building Act provides consumer protection mechanisms when building a granny flat

The Building Act provides consumer protection for residential building work. This includes a
12-month defect repair period and a 10-year implied warranties period. It also contains pre-
contract disclosure requirements, and requirements for written contracts for building work
over $30,000. The implied warranties for building work under section 362l of the Building Act
requires building products supplied for building work to be suitable for the purpose for which
they will be used. Other warranties implied in the Building Act require building work to be
carried out in a proper and competent manner, with reasonable care and skill, and in
accordance with the plans and specifications set out in the contract.

In some cases, builders may offer their own third-party surety to attract customers. Examples
include the Master Builder Guarantee by Master Builders and the Halo Guarantee by NZ
Certified Builders.

Other legislation such as the Consumer Guarantees Act 1993 and the Fair Trading Act 1986
also provide consumers with further protection. This includes mechanisms such as
mediation, arbitration, adjudication, or civil proceedings to address liability and remediation
costs relating to building defects.

Liability for defective building work

The system of joint and several liability exists should something go wrong with the
construction and a dispute arises over cost or liability for remediation due to non-compliance
with the Code. The ‘joint and several’ liability rule in New Zealand applies to disputes relating
to cost and liability for building defects or faulty work involving multiple defendants. Joint and
several liability means that each of the guilty parties found responsible for the same loss are
both ‘jointly’ liable with the other defendants and are ‘severally’ or individually liable for all the
loss. For a party to be liable for cost of remediation, they must be found negligent. These
parties can include:
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e The designer, who is responsible for ensuring that the plans, specifications and
advice they provide are sufficient to result in the building work complying with the
Building Code.

e The primary contractor, and any subcontractors (where present) who are responsible
for carrying out the building work or part of the building work.

e The product manufacturer, who is responsible for manufacturing and supplying
building products that comply with the Building Code.

e The developer, if a new build, who is responsible for obtaining a code compliance
certificate before completing the sale of a household unit.

e The BCA, who is responsible for checking that the building consent application
complies with the Building Code, and that the building work complies with the building
consent.

This system of joint and several liability is geared toward protecting the homeowner and
enables the complete collection of costs from negligent parties, as long as one negligent
party remains solvent. While many cases are settled outside of court, the existence of joint
and several liability means homeowners, who are most impacted in the case of building
faults and negligent building work, and who are least able to identify and mitigate risk, do not
bear the risk of absent or insolvent defendants.

Other initiatives relevant to the proposal

The Building Act already allows for specified building work to be exempt from needing
building consent

Schedule 1 recognises that minor and low risk building work may not need to be subject to
the requirements of the building consent process. There are currently over fifty exemptions
within Schedule 1, however, only three of these relate to ‘sleepouts’. The existing exemptions
limit the size and nature of the buildings that fall within the scope of Schedule 1.8

Exempting work from requiring a building consent removes the need for BCAs to review the
design and construction of that work. It can also reduce the time and cost for building. It
places greater reliance on building owners, designers and builders, and building product
manufacturers to ensure compliance with the Building Code.

Building consent exemptions under Schedule 1 have been in use since the Building Act
came into force (the Building Act 1991 also included building consent exemptions), and these
have been added to over time. Exemptions include:

¢ specified types of building work no matter who carries it out, for example, general
maintenance work or building work on unoccupied detached buildings

e some building work carried out by an authorised person (defined in section 42A of the
Building Act and under the Plumbers, Gasfitters and Drainlayers Act 2006)

¢ some building work if it is designed, or the design reviewed, by a registered chartered
professional engineer, and the building work is carried out in accordance with that
design.

Section 41 of the Building Act allows for the list of building consent exemptions in Schedule 1
to be added to at any time by Order in Council.

Building work that does not require a building consent must still comply with the Building
Code and other legislative requirements, such as those under the Resource Management

8 For example, sleepouts under Schedule 1 must not exceed 30 square metres in floor area, not contain sanitary
facilities or facilities for the storage of potable water and must not contain sleeping accommodation unless the
building is used in connection with a dwelling and does not contain cooking facilities.
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Act 1991 (RMA), the Electricity Act 1992, the Plumbers, Gasfitters, and Drainlayers Act 2006,
and the Health and Safety at Work Act 2015.

A previous Regulatory Impact Statement on the proposal to amend Schedule 1 of the
Building Act to exempt specified building work from requiring a building consent is relevant to
this proposal. This was published in June 2020.°

Other initiatives underway to improve the building consent system

A number of other initiatives such as MultiProof and self-certification are relevant to the
‘Making it easier to build granny flats’ proposal. These initiatives have recently or will soon be
implemented and may achieve similar outcomes to reduce the time and cost of building
granny flats.

MultiProof: MultiProof is a statement by MBIE that a set of plans and specifications for a
building complies with the Building Code. At present, to be eligible to use the scheme you
must have the intention and the ability to build an approved design at least 10 times over
two years. On 30 September 2024 amendment regulations came into force to improve
the flexibility of the scheme by defining minor customisations that can be made to
approved MultiProof designs at the time a building consent is applied for.
BuiltReady: BuiltReady is a voluntary modular component manufacturer scheme that
shows a manufacturer designs (where applicable) and manufactures modular
components that comply with the New Zealand Building Code. Under this scheme the
entire prefabricated construction process from design (where relevant), manufacture,
assembly, transportation, and installation on-site will be assessed and certified.
BuiltReady is not yet fully operational.
Occupational Regulations: MBIE is currently undertaking a review of occupational
regulation in the building and construction sector to ensure settings are fit-for-purpose.
Occupational regulation aims to protect the public from harm by ensuring services are
performed with reasonable care and skill by appropriately licensed professionals.
Self-certification schemes: MBIE is currently working on self-certification

Confidential advice to Government

BCA Reform work: MBIE is currently working to identify options to reform New Zealand’s
67 BCAs to improve consistency, certainty and efficiency in the building consent process.
This includes investigating a new BCA structure, including facilitating voluntary
consolidation, regional consenting authorities or establishing a national single point of
contact for building consent applications, and liability settings and the role of private
insurance in the consent system.

Building Products: The Building (Overseas Building Products, Standards, and
Certification Schemes) Amendment Bill responds to competition issues in the sector by
amending the Building Act 2004 to remove barriers to high quality overseas building
products entering New Zealand’s building product market and being used in New
Zealand buildings. The Transport and Infrastructure Select Committee is due to report
back on the Bill by 26 March 2025.

Remote inspections: MBIE recently consulted on a range of options to increase the
uptake of remote inspections and improve efficiency and productivity in the building
inspection process. The consultation also sought feedback on increasing the use of

9 see https://www.mbie.govt.nz/dmsdocument/11512-impact-summary-building-consent-exemptions-possible-

amendments-to-schedule-1-of-the-building-act-2004-proactiverelease-pdf.
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Accredited Organisations (Building) to undertake inspections. Public submissions closed
on 29 November 2024. MBIE is now in the process of advising Government on next
steps.

e Streamlining the building consent system: In addition to BCA Reform, remote inspections
and self-certification, MBIE is also progressing other work to streamline the building
consent process, including consideration of fast-track consent pathways, the scope of
building work exempt from a building consent, and the role of producer statements.

What is the policy problem or opportunity?

What is the nature, scope, and scale of the problem?
Around 600 granny flats are built each year.

Building consent fees for small, detached dwellings vary across the country, and is estimated
to be around $2000-$5000. For some it may cost even less (around $1500).

Consenting times in the June 2022 quarter took, on average, over 16 months to reach a final
inspection, and a further 2 months for a CCC, impacting small housing supply and price
dynamics.1® This compares to around 12 months in the June 2018 quarter, with a further 2
months for a CCC to be issued.!! These timeframes are an average for all building work
irrespective of the size, risk profile and complexity.

MBIE considers that the additional time added to build times through the consenting process
may be overstated. In reporting data submitted to MBIE by councils for the third quarter of
2024, a total of 20,284 applications for building consents (including amendments), and
18,922 applications for CCCs, were processed. Out of all the building consent applications,
92% were processed within the statutory timeframe. The median processing time for these
applications was 13.4 working days.'?

Industry feedback received through public consultation suggests that building consenting
costs comprise a very small proportion of the overall cost to build. Members of the sector
argue that it is the cost of materials and labour that drive up the cost of construction.

Despite the data and sector feedback indicating that consenting costs and timeframes are
not a significant factor contributing to the cost of building granny flats, this perception
remains common.*® Homeowners consider that the building consent process is slow, adding
unnecessary time and cost when building a granny flat. This perception may present a
barrier to those considering building a granny flat.

Additional evidence to support the proposal

The Ministry for the Environment (MfE) commissioned Crow Advisory to estimate the impact
of exempting granny flats from the resource consent and building consent processes. Crow
Advisory found that while regulatory burden costs are not the most important factor in the
decision to build a granny flat, it can still significantly affect the decision to build through
removing monetary and non-monetary barriers associated with going through the consent
process. It also estimated that the policy could increase granny flat uptake by between

10 See https://www.stats.govt.nz/news/experimental-indicators-show-longer-building-timeframes/

11 see table one, https://www.stats.govt.nz/experimental/experimental-building-indicators-march-2022-quarter/.

12 mBIE Building Consent System: Performance Monitoring, September 2024. These figures exclude where time
is paused due to a request for information, which is often due to issues relating to building design.

Bitis possible that homeowners’ perceptions are driven by other fees that are collected through the building
consent process, in particular, development contributions. Development contributions are set by territorial
authorities and vary across the country. For example, in Auckland, development contributions can range from
$9,800 to $77,200 for a granny flat.
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224.29% to 416.54% in Auckland, 53.24% to 98.88% in Dunedin, 18.14% to 33.69% in
Timaru, and with minimal to no impact in Masterton.'* The range of estimates reflects
uncertainties and potential incompleteness in the consent data provided.

MBIE commissioned Sapere Research Limited (Sapere) to undertake a cost-benefit analysis
of allowing granny flats to be built without a building consent. Taking inflation into account,
Sapere estimates a median cost of $4,141 for getting a building consent for a home costing
less than $350,000 to build. Sapere also estimated the average construction cost of a 60
square metre granny flat at $241,354. Other key conclusions and analysis from Sapere’s
research can be found throughout this report.t®

Who are the stakeholders in this issue, what is the nature of their interest, and how
are they affected?

MBIE publicly consulted on the granny flats proposal from 17 June 2024 to 12 August

2024.16 Targeted consultation was undertaken at the same time, which involved workshops
and meetings to discuss potential options with key stakeholders.

Targeted consultation

MBIE undertook targeted consultation with key stakeholders based on their experience in the
sector and the proximity of their work to the proposal. These included tradespeople,
architects, councils, BCAs, engineers and iwi, hapt and Maori groups.

Common feedback received from stakeholders such as Master Builders, Master Plumbers,
Engineering New Zealand, Auckland Council and the Insurance Council of New Zealand
include:

e Consumers and practitioners would need extensive education and training to ensure
that the proposal is implemented successfully.

e The design of the exemption would need to be as simple as possible, with a focus on
lightweight construction, simple structures, and limiting the floor area, all to minimise
risk.

e There would need to be some form of record of work, especially for banks, insurers,
councils and future owners.

Public consultation

Almost 2,000 submissions were received in the public consultation. There was particular
interest from homeowners who made up almost a third of the responses received, and those
working within the building and architecture sectors (the three biggest submitter groups in the
public consultation respectively).

Submitters broadly agreed with the proposal to exempt granny flats from requiring a building
consent (excluding councils). Submitters also considered that there would need to be
appropriate safeguards in place to lower the risk of building failure, improved consumer
protections, and the ability to assign liability fairly and avoid environmental risks, for example
from natural hazards.

The discussion document provided background information on building consent fees as well
as the household unit equivalent (HUE) determination for charging development

14 crow Advisory, Minor Residential Unit Update Analysis: Report on estimated policy impact, page 8 & 38
15 Sapere Research Limited, Analysis of simple residential dwellings proposal, 8 November 2024 (unpublished)

16 Further information on the public consultation discussion document and summary of submissions can be found
here: Summary of submissions | Ministry of Business, Innovation & Employment
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contributions (measuring the standard household and the demand put on infrastructure
resource), detailing that most councils treat minor dwellings as between 0.4-0.75 of a HUE.
Exact figures vary greatly between the regions and were not included in the discussion
document.

The following summarises submissions from key groups:

e Homeowners generally supported the proposal to exempt granny flats from requiring
a building consent, seeing it as the removal of unnecessary regulation. Homeowners
frequently stated that council processes are too onerous and act as an unnecessary
barrier to building. Homeowners considered that they should not have to pay
development contributions for exempt granny flats.

¢ Industry stakeholders recognised the business opportunities that would be enabled
through the proposal but advised caution in its implementation. Many industry
submitters considered further information was needed on how compliance with the
Building Code will be monitored and enforced.

e Councils are wary of the proposal as they consider the costs might outweigh the
benefits. Councils are also concerned about the long-term consequences of the
policy and the potential for ‘knock-on’ consequences for ratepayers, in particular with
regard to reliable notification, planning, and the implications of additional loading on
council infrastructure resources. They consider that some form of building consent is
necessary to reduce the risk of building failure and the potential impacts of any poor-
quality building after construction.

¢ lwi, hapi and Maori supported the intent of the proposal and its potential benefits for
intergenerational living. Maori communities cite the need for more than one additional
dwelling and refer to the need for new national direction for papakainga.

Does this problem disproportionately affect any population groups?

Supporting intergenerational living and ageing in place is one of the principles underpinning
the proposal to exempt granny flats from requiring a building consent.

Making it easier to build granny flats may support homeowners and families looking to
downsize to a smaller home. It may also support those experiencing high housing costs,
including retirees on fixed incomes, Maori, Pacific peoples, and people living with disabilities.

Enabling these dwellings to be more easily built could benefit the senior population of New
Zealand as it helps to support intergenerational living and provides diversified tenure choices
for seniors.

Are there any special factors involved in the problem?

At present, MBIE does not consider there are any special factors or obligations relating to Te
Tiriti o Waitangi, human rights issues or constitutional issues regarding the Government’s
proposal to exempt simple, standalone dwellings of up to 60 square metres in size from
requiring a building consent.

Some iwi, hapi and Maori submitters noted that they were concerned that the proposal may
limit the number of exempt granny flats from being built on whenua Maori (which can have
multiple, complex ownership arrangements). The building consent exemption would not limit
how many granny flats can be built on one title. This issue sits in the resource consent
system and is therefore out of scope for this Regulatory Impact Statement.
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What objectives are sought in relation to the policy problem?

The Government’s stated outcome of the policy is to increase the supply of small houses for
all New Zealanders, creating more affordable housing options and choice. The Government
considers that the principles for achieving this outcome include:!’

e enabling the construction of granny flats and other structures in the building system,
with appropriate safeguards for key risks and effects

e coordinating requirements within the building system and other regulatory systems

e supporting local government funding and infrastructure by ensuring growth pays for
growth

e supporting intergenerational living and ageing in place.

For the purposes of this Regulatory Impact Statement, we are focusing on assessing options
to ensure that the options available to reduce the time and cost of building code-compliant
granny flats are proportionate to the risks. Taking this approach is necessary to narrow down
what options are available to meet the Government’s stated objectives (for example
providing housing grants or subsidising building consent fees).

17 see https://www.mbie.govt.nz/dmsdocument/28513-making-it-easier-to-build-granny-flats-discussion-
document
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Section 2: Deciding upon an option to address the policy
problem

What criteria will be used to compare options to the status quo?

MBIE has considered the following key criteria in its assessment of options:

1) Cost to the homeowner. This considers the costs and savings presented by the
different options, including those incurred by stakeholders that can passed on to the
homeowner (e.g., builders, TAs), and those that directly fall to the homeowner (e.g.,
insurance). We note that some costs may be worn by parties other than homeowners
in the short-term.

2) Code compliance. This looks primarily at home quality and safety, and ensuring the
granny flats built will meet the Building Code.

3) More homes will be built faster (timeliness and supply). This meets the
Government’s objective to increase housing supply.

4) Simplicity. The option is simple and practical to implement. This seeks to assess
whether options are likely to be easily understood and used by stakeholders. More
complex options may limit uptake and overall effectiveness of the option.

We considered if ‘risk’ should be a criterion. We have not included risk as a standalone
criterion as it is one of the key questions we are considering throughout this regulatory
impact statement: are the benefits of proposed options are proportionate to the risks. Risk is
considered in each of the four criteria above.

What scope will options be considered within?

Regulatory and non-regulatory options within the building regulatory system are considered
within scope of this analysis. Options that complement ongoing initiatives relevant to the
achievement of the proposal objectives are also within scope. This analysis does not
consider the complementary proposal led by MfE to exempt granny flats up to 60 square
metres from requiring a resource consent. It also does not consider changes to the Local
Government Act 2002 that could deliver time and cost savings (for example, local
government infrastructure charges).

Assessment of the impacts of ongoing initiatives without further changes have not been
considered within the counterfactual (as the policy work is still ongoing).

What options are being considered?
The counterfactual

MBIE would continue requiring homeowners to get a building consent when building a
granny flat. MBIE would also continue implementing or developing initiatives to improve the
overall efficiency, flexibility and performance of the building consent system. These initiatives
range from major system reform, including self-certification and BCA reform, to smaller
changes focusing on the use of remote inspections.

As standalone initiatives without further change, these will have varying significance to the
achievement of the specific proposal objectives over time. The impact of some of these is
explored as a part of the multicriteria analysis when a direct option (for example, self-
certification). Outside of this, the counterfactual considers no intervention. Existing building
consent process requirements would continue to apply.

A standalone dwelling up to 60 square metres currently requires the design and building
work to go through the building consent process, and for any restricted building work to be
done, or supervised by a Licenced Building Practitioner (LBP). Certain work that is low-risk,
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such as garages, simple sheds or sleep-outs that don’t include sanitary plumbing, is already
exempt from building consent requirements under Schedule 1 of the Building Act.

BCAs check building consent applications for compliance with the Building Code before work
can begin. BCAs will then inspect the work during the building process to ensure it complies
with the consented design (so would meet Building Code requirements). On completion of
work, the owner applies for a CCC and the BCA will issue one if the building complies with
the building consent. These steps add time and cost, but give building owners, tenants,
banks and insurers assurance in the quality and function of the building.

Option one: add a new exemption to Schedule 1 of the Building Act

Dwellings up to 30 square metres that do not contain sanitary and potable water facilities,
and other building work that meet a range of other conditions, are currently exempt from
requiring a building consent under Schedule 1 of the Building Act. These other conditions
include the type of materials used, height above ground, as well as the installation of smoke
alarms in conjunction with sleeping accommodation.

Option one would extend existing exemptions under Schedule 1 of the Building Act to cover
dwellings of up to 60 square meters in size. Schedule 1 would also need to cover the
addition of cooking, sanitary and potable water facilities.

Extending existing exemptions in this manner would enable small dwellings under Schedule
1 of the Building Act, removing building consent requirements and associated costs and time
delays for the homeowner.

This option introduces a range of risks associated with the larger building size, the type and
weight of materials and building products to sustain the structure. The addition of sanitary,
potable water and cooking facilities, and other factors, and the loss of independent oversight
also adds risk. Existing Schedule 1 conditions are not aligned to the new risk profile and are
inadequate to mitigate or manage the additional risks, which means increased potential of
non-compliant buildings and public health risks (fire, sanitation, building failure).

A lack of official records, currently managed through the building consent process, would
also have implications for local council infrastructure planning, quality and safety. It would be
difficult for TAs to charge development contributions without knowing where building activity
is occurring.

Further, liability in the case of defects will shift from BCAs to the homeowner, and
homeowners may also face greater difficulties securing finance and insurance for dwellings
without a CCC. Homeowners can offset some of this risk through using other inspection
processes, such as getting an engineer to produce a Producer Statement 4 (P4) report, or an
independent builder’s report. These can range from $2000 to $3000 for a P4 report, and
$495 to $1000 for a builder’s report.

Homeowners can choose to get a building consent for exempt works under Schedule 1, if
they wish (for example, to get a CCC). This could include a granny flat built under Schedule
1. For the purposes of the multicriteria assessment we are assuming that most homeowners
will not get a building consent, due to the cost and time (both real and perceived) of doing so.
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Option two: establish a new Schedule in the Building Act (Government preferred
option)

This option would establish a new Schedule in the Building Act to exempt simple standalone
dwellings of up to 60 square metres from requiring a building consent. It would contain
additional criteria and conditions compared to the existing Schedule 1 to account for the
increased risk profile of these buildings and the additional facilities enabled within (cooking,
sanitary, and potable water facilities).

All design, building, plumbing and electrical work under this option would need to be
undertaken by relevant licensed professionals. All work would still be required to meet the
Building Code.

Oversight provided by a BCA would be removed during the equivalent building consent and
work completion stages of the dwelling. As such, a BCA would not be liable for assessing
whether a completed granny flat complies with the Building Code. However, TAs would be
required to advise if the description of building work submitted by a homeowner would likely
meet the conditions of the granny flats exemption when issuing a Project Information
Memorandum (PIM). Homeowners would also be responsible for submitting as-built plans to
the council when a granny flat has been built.

Homeowners would still be required to pay development contributions. TAs would be able to
determine the development contribution based on plans submitted to the council as a part of
the PIM process.

TAs will be required to provide a PIM for an exempt granny flat within 10 working days,
compared to 20 working days now. This timeframe is similar to that provided for a Land
Information Memorandum (LIM). TAs will be able to suspend this timeframe where further
information is requested from homeowners.

BCAs and TAs would retain existing powers to address non-compliance with the Building
Code, including issuing Notices to Fix and prosecuting offences.

The additional exemption conditions are summarised below:

e |t must be a new dwelling (not a renovation of an existing dwelling).

e |tis designated as ‘Housing — Detached Dwelling’ under the Building Code.

e It must be single storey, with a floor no higher than one metre and a maximum height
of four metres above the floor.

¢ It must be two metres away from any legal boundary or structure.

e |t must have interconnected smoke alarms.

e It must use lightweight products for the roof.

¢ Wall cladding must be no heavier than 220kg/m2.

e It must have a light steel or light timber frame.

e Any plumbing and drainage should be simple, and designed/built in accordance with
Acceptable Solutions for compliance with E1, G12 and G13 of the Building Code.

¢ Plumbing and Drainage services must connect to existing Network Utility Operator
(NUO) services, where these exist. If these do not exist, a building consent for those
services is required (but just for the services, not for the building).

e All work must have a certificate of work or record of work.

e Where a granny flat is to be built on land subject to a natural hazard, a TA must
assess if the plans submitted by a homeowner are sufficient to manage the risk.

e Level-entry showers will be permitted once an appropriate licence class has been
established.
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As with option one, the key risk is the loss of oversight provided through the building consent
inspection process, and homeowners can still choose to get a building consent, builders
report or engineers report, if they wish.

Option three: introduce a new opt-in self-certification regime

This option would introduce a new optional self-certification regime for accredited companies
and professionals for (but not limited to) small standalone dwellings. Accreditation would be
subject to a set of eligibility criteria (such as a fit and proper person test, for example), and
the accredited would be able to undertake building work within the approved scope without a
building consent.

How this option may operate is still being worked through. For example, the Government
could establish the scheme with its own regulator or it may set up an accreditation body in a
similar way to other schemes in the Building Act. A BCA’s assurance role across the four
stages of the consent process could be as follows:

¢ Design: an accredited company or an approved person must design the dwelling.

¢ Building consent: the BCA may still be required to approve the design, or parts of it,
but not be involved in the assurance checks during the construction phase.

¢ Building work: BCAs could inspect work that the approved person or accredited
company is not authorised to self-certify, or be excluded from this part of the process.
This will be dependent on how inspections are specified as the Building Act does not
require inspections, however the BCAs require these to establishing reasonable
grounds for assuring that a building is built in accordance with the building consent.

¢ Completion: notify on completion rather than the BCA issuing a code compliance
certificate.

Under option three, the assurance checks at the building consent or completion stages,
which are usually done by the BCA, would need to be undertaken by an appropriately
licensed tradesperson. This would support homes to be built to the Building Code. Where
there are issues, we would expect tradespeople to have the appropriate insurance in place to
fix defective work, at no or little cost to the homeowner.

The detailed design of potential self-certification pathways is progressing through other work,
and further detail is limited and uncertain at this stage. This option is likely to take substantial
time to implement, be costly to establish, and unlikely to deliver substantial benefits for the
number of granny flats that are expected to be built each year. There are also likely to be
strict entry requirements to enter the scheme, which could make it costlier than option two.

It is unclear what the uptake would be as there are conflicting messages about whether the
building sector would be willing to take on the risk and cost of certifying building work. It is
also possible that the costs to participate in the scheme will be greater than those charged
through the current building consent system, which may be passed on to the homeowner.

Option four: targeted promotion of MultiProof

This option is non-statutory and entails the creation and launch of a tailored promotion
campaign for the existing MultiProof scheme (see section one for information on MultiProof).

Specifically, the campaign would focus on publicising MultiProof to expand the repertoire of
designs to cover more dwellings up to 60 square metres. This should see greater uptake of
MultiProof, which should meet the Government’s objective to build homes faster.

We note that this option does have some drawbacks. MultiProof, while operational, has only
542 active approvals for use. MBIE has not monitored how often an approval is used and it is
unclear whether there is any way to definitively capture this information. A key issue, which
was addressed on 30 September 2024, was that MultiProof home designs could not have
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minor customisations made to it. As such, we expect promotion and information campaigns
could improve uptake of the scheme for larger construction firms. Uptake from smaller firms
or sole traders may be more limited as builders must have the intention and ability to build an
approved design at least 10 times over two years.

MultiProof would continue to be voluntary, which could further limit uptake if the sector does
not consider the benefits outweigh the costs.

However, a benefit of MultiProof is that its use could complement options one through three.
Homeowners could, for example, choose to build a granny flat without a building consent
using a MultiProof design.

Option five: creating a new, freely available, MBIE MultiProof design

This option would see MBIE developing specific designs for small standalone houses up to
60 square metres and approving them under MultiProof. These could then be made freely
available to the public. The new MultiProof design would be similar to that provided by the
city of Seattle (although that same scheme also reduces the number of building
inspections).1819

Option five has similar opportunities and risks as option four. However, it would also cost
more and take longer to implement than option four. This is because MBIE would need to
develop specific housing designs and develop a process for who may be qualified to use
them (to help manage any liability and risk that homes are poorly constructed). Option five
would also require substantial promotion and implementation support to be successful.

We note that a recent review of Seattle’s scheme found that homes built through their
scheme outnumbered traditional permitting processes two to one.?°

18 gee https://aduniverse-seattlecitygis.hub.arcgis.com/pages/qgallery.

19 5ee hitps://www.seattle.gov/sdcilinspections/residential-inspection-quick-sheets. Eight different inspections are
listed as applying.

20 gee https://www.kuow.org/stories/seattle-s-adu-boom-continues-outnumbering-single-family-permits-2-to-1.
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How do the options compare to the status quo/counterfactual?

Table two: Multicriteria Analysis

0

Key:

+2 or +1 much better/better than the status quo

about the same as the status quo

-1 or-2 worse / much worse than the status quo

Counterfactual (status
quo)

Option one: add a new exemption to
Schedule 1 of the Building Act

Option two: establish a new Schedule
within the Building Act (govt preferred)

Option three: introduce a new opt-in
self-certification scheme

Option four: targeted promotion of

MultiProof

Option five: create a new MultiProof
approval

Cost to
Homeowners

0

MultiProof may reduce
costs for a small number
of homeowners over
time.

Homeowners are
expected to pay between
$2000-55000 for a
building consent when
building a granny flat.

-1
Removes building consent costs.

Should reduce build time and associated
costs with getting a building consent
(including time added through failed

inspections).

This option is likely to result in more latent
(undetected) defects. This has the potential
to increase costs beyond the issue that
requires repairing. This may see builders
raising the cost of work to offset any
additional liability or insurance of works.

There may be higher insurance premiums
(or non-payment) for work without a CCC.

Without visibility of new built works councils
may choose to recover development
contributions through the general rating
system.

Some homeowners may choose to use third
parties to verify that built works comply with
the Building Code. However, these are likely
to provide less assurance than a BCA
inspection and may in some circumstances
cost more than a building consent.

0

Removes building consent costs. Adds
additional costs in the form of a PIM.

Should reduce build time and associated
costs for all homeowners as with option
one.

This option may result in more latent
defects, though less than option one as
there are greater safeguards over what work
is exempt. This may see builders raising the
cost of work to offset any additional liability

or insurance of works.

Some homeowners may choose to use third
parties to verify that built works comply to
the code, as with option one.

Home insurance costs may increase.

0

Likely to reduce some costs for the
homeowner, but accreditation
requirements and possible
implications for available pool of
professionals may offset some
benefits to homeowners.

The option is costly and will take
considerable time to establish. It will
shift liability from BCAs to building
professionals, which may result in
higher costs to homeowners over
time. At this point in the policy
development process, it is difficult
guantify costs.

+1

Homes built under MultiProof incur
less costs through the building
consent process.

MultiProof homes have simple
designs and may improve supply and
affordability with greater uptake.
Homeowner views on standardised
designs may limit uptake.

Risk remains that uptake continues to
be low despite targeted promotion,
reducing any beneficial impacts.

+1

Homes built under MultiProof incur
less costs through the building
consent process.

MultiProof homes have simple
designs and may improve supply and
affordability with greater uptake.
Effectiveness may be limited by
uptake/ homeowner preferences
regarding standardised designs.

Code
compliance

0

Granny flats are required
to be built to the Building
Code. This is checked
through the process of
getting a building
consent.

-2

This option would see buildings with higher
risk profiles being built.

There are limited means for BCAs or MBIE to
determine the number of dwellings being
built or whether they comply with the
Building Code.

Based on current failed inspection rates it is
likely that many dwellings would not comply
with the Building Code.

Use of private inspections may support
buildings to comply with the Building Code.

-1

Based on current failed inspection rates it is
likely that some dwellings would not comply
with the Building Code.

This is mitigated by the additional conditions
and notification settings which should
safeguard against widespread failure;

however, there are limited feedback
mechanisms to detect any issues outside
existing complaints mechanisms.

Use of private inspections may support
buildings to comply with the Building Code.

0

Self-certification will shift most
assurance responsibilities from BCA's
to accredited professionals.

It is possible that some defects by
building professionals remain
undetected. Final policy decisions of
the design of self-certification means
that its overall impact on code
compliance is hard to predict.

0

Homes approved under MultiProof
are designed to meet the Building
Code.

The building consent process will
check if the homes comply with the
Building Code.

MultiProof approved designs will
provide clear instructions to
tradespeople on how to build to the
consented design, reducing the risk of

non-compliance with the code.

0

Homes approved under the
MultiProof are designed to meet the
Building Code.

The building consent process will
check if the homes comply with the
Building Code.

MultiProof approved designs will
provide clear instructions to
tradespeople on how to build to the
consented design, reducing the risk of

non-compliance with the code.
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Counterfactual (status Option one: add a new exemption to Option two: establish a new Schedule Option three: introduce a new opt-in | Option four: targeted promotion of Option five: create a new MultiProof
quo) Schedule 1 of the Building Act within the Building Act (govt preferred) self-certification scheme MultiProof approval
0 +2 +2 +2 +1 +1
Timeliness On average there are 7 Homes will be built much faster without any Sapere estimates this option will increase Homes may be built faster than the MultiProof building consent MultiProof building consent
and supply building consent building consent processes, or council the number of granny flats built by 7,866 status quo as there is likely to be processing times are faster. These processing times are faster. These
inspections. Additional application processes. over 10 years. fewer failed inspections. homes will still require inspections homes will still require inspections
time accrues where there and CCCs. and CCCs.
is a failed inspection. This excludes the impact and availability of PIMs will take around 10 working days to However, final policy decisions of the
external factors such as building process. This is unlikely to impact on the design of self-certification means that | We expect MultiProof and homesto | We expect MultiProof homes to have
Building consent and CCC materials/tradespeople. build time of homes and can be done during its overall impact on timeliness is have lower inspection failure rates (as lower inspection failure rates (as
applications can take up the planning stage. hard to predict (e.g., availability of these homes are based on simple, these homes are based on simple,
to 20 days to process. suitable tradespeople to self-certify). approved designs). approved designs).
Uptake of a similar scheme in Seattle
has shown MultiProof homes
outnumber other consented homes
2:1.
0 +2 +1 -1 0 -1
Simplicity The current building This option is likely relatively easy to As with option 1, the option is relatively easy | This is likely to represent significant Additional promotional material for It could be time-consuming to create
consent system is implement and operationalise as it would to implement in that it introduces a clear set cost and effort to establish a self- MultiProof is easy to implement and new MultiProof designs and inform/
understood by most exempt granny flats from requiring a of criteria granny flats must meet to be certifying licensing scheme for small can draw on existing materials and educate the system on the
actors. building consent, with conditions. It would exempt from a building consent. standalone dwellings, requiring guidance. differences between this and the
do so using existing mechanisms in the education of professionals, set-up of current MultiProof and building
Building Act. There are likely to be some cases on the systems, as well as ongoing efforts to This option would not require any consent systems.
margin that will require guidance and ensure compliance and maintain the changes to legislation.
With no oversight of the schedule there information to be provided to homeowners scheme. _ o However, this could draw on existing
would be no complications regarding land- and builders. These include land-use cases Uptake of MultiProof designs in resources, guidance, templates and
use, building design or collection of and how this interacts with the Building Act, This cost is disproportionate to the smaller firms or sole traders may be processes.
development contributions. along with the collection of development work in scope of the proposed limited without changes to
contributions. building consent exemption. We note MultiProof criteria.
that this option would receive a
different assessment if applied to
more than just granny flats.
Overall 0 +1 +2 +1 +2 +1
assessment

39cusfbnh3 2025-03-17 13:15:17

Regulatory Impact Statement | 21




What are the marginal costs and benefits of the Government’s preferred option?

Table three: MBIE Cost-Benefit Analysis of option two

Impact

Evidence Certainty

Additional costs of the preferred option compared to taking no action

Affected groups Comment
Requirement to get a PIM
Increased average defect cost
Homeowners

Cost to get independent
assurance

Increased insurance

39cusfbnh3 2025-03-17 13:15:17

$850 per dwelling.

$9,654 per dwelling

It is unknown what proportion of costs
building practitioners will own. It is possible
that this cost will be split between builders
and homeowners.

Cost of getting a builder’s report
$495 per report

Cost of getting a P4 engineer’s report
$2,000 per report

Low-Medium

Insurance costs for unconsented works are
likely to be more expensive and may not
provide insurance coverage until after an
insurable event.

Medium certainty

Wellington City Council currently charges $847.5 for a PIM. This is
one of the highest costs of a PIM under the status quo.

High certainty for likelihood, low certainty for quantum

Defects are estimated to be 6%, or $14,481 of a $241,354 granny
flat. Should the defect rate increase to 10%, this would see the
cost of defects contributing $24,135 of a granny flat.

NZIER estimates defects add 3-9% to the total cost of a build. We
have used a higher estimate due to the impact of an event such as
leaky homes. We are also considering the average cost spread out
over 680 homes — some homes are likely to be defect free while
others may have significant, undetected defects.

Low certainty for likelihood, medium certainty for quantum

Most homeowners are unlikely to get an independent opinion
from a builder or engineer, due to the cost of getting one and the
level of assurance provided.

Both figures used by Sapere in its CBA.

High (but not quantifiable)

Many New Zealand-based legal firms note the risk presented by
unconsented buildings. This includes insurance providers not
covering damage to unconsented building work, or where
damage started in unconsented areas.
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Building profession

BCAs / TAs

MBIE

Occupational
Licensing Bodies
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Requirement to address non-
compliant work

Loss of Building Research Levy
(BRANZ is the ultimate
recipient for publishing
industry-good research).

Increased cost to monitor and
enforce

Increased cost to monitor,
enforce and produce guidance

Loss of Building Levy

Increased cost to monitor and
enforce

Unknown

It is unknown what proportion of costs
building practitioners will own. It is possible
that this cost will be split between builders
and homeowners.

$227,542 per year

Premised on 943 granny flats built under the
status quo at $241,354.

Medium impact

BCAs and TAs may be required to increase
their enforcement and monitoring functions
to detect non-compliant work. The cost of
these activities is unlikely to be met through
infringement fines.

Medium impact

We estimate the possibility of needing 5 FTE
to support implementation, including ongoing
monitoring and enforcement.

$398,294 per year

Premised on 943 granny flats built under the
status quo at $241,354.

Low impact

Medium certainty

We assume that ultimately builders will transfer or price in
average defect rates into their construction rates to homeowners.
As such, we do not consider there to be substantial, additional
long-term costs to the builder.

Medium certainty

A levy of $1 per $1000 for new building works is currently charged
through the building consent system. This levy will not be
collected for exempt granny flats. Over a ten-year period we
expect this number to be lower initially and higher in later years.

Medium certainty.

Some BCAs and TAs may choose to maintain their current levels of
monitoring and enforcement. This however could increase the
likelihood of non-compliant homes being built.

Medium certainty

This is based on our experience of expanding the Schedule 1
exemptions in the past.

It is not yet clear how this resourcing need will be met. The
different functions sit across several teams within MBIE.
Medium certainty

A levy of $1.75 per $1000 for new building works is currently
charged through the building consent system. This levy will not be
collected for exempt granny flats. Over a ten-year period we
expect this number to be lower initially and higher in later years.

Medium certainty
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Possible increase in the number of We expect there to be an increase in the number of practitioners
practitioners referred to disciplinary tribunals. = referred for disciplinary processes. This is based on our
experience of expanding the Schedule 1 exemptions in the past.

Total monetised costs Total annual cost - $6.36m to $10.37m e All homeowners will be required to purchase a PIM.
e PIM-5$1,470,500 e We assume that 5% of homeowners will choose to get a P4
e Llatent defects —$4,008,341 to engineer’s report.
$8,016,682 e We assume that 10% of homeowners will get a builder’s
e levies- $625,891 report.
e Builder’s report — $85,635 e We assume that 1,730 granny flats will be built each year.
e Engineer’s report — $173,000 Sapere estimates that over a 10-year period from 2026 there

would be 9,431 homes built under the status quo and 7,866
as induced demand.
e We assume that 24 to 48 per cent of granny flats have a
material latent defect (submitted to us by TAs).
$63.63m —$103.71m e We assume that 100 per cent of homeowners do not get a
building consent.

Estimated cost over 10 years (excluding
inflation)

Non-monetised costs Medium impact Medium certainty

Additional benefits of the preferred option compared to taking no action

Avoided consent costs $2000 to 5000 per dwelling High certainty
Sapere estimate: $4141 We have used a Sapere estimate here, however, it is possible that
this is on the higher end of building consent fees currently
Homeowners charged.
Additional housing capacity Medium-high impact Medium certainty
787 new homes per year. Possible rental Sapere estimates that the Government’s proposal would lead to
income. Supports intergenerational homes. an additional 7,866 homes being built over 10 years from 2026.
Builders Additional time to build more Medium impact High certainty
houses

Failed building inspections can include minor or administrative
errors. This adds avoidable time and cost to work.
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BCAs / TAs Resources freed up to focus on  Low impact Medium certainty

other activities Building consent officers and inspectors will Anecdotal evidence collected resulting from the 2021 Schedule 1

be freed up to do other work. It is possible changes.
councils will adjust their service offering and
staffing levels to match the new demand.

Total monetised Total annual benefit $7.16m e We assume that 1,730 granny flats will be built each year.
benefits Estimated benefit over 10 years (excluding Sapere estimates that over a 10-year period from 2026 there
inflation) would be 9,431 homes built under the status quo and 7,866
$71.64m as induced demand.
e We assume that 100 per cent of homeowners do not get a
building consent.
Non-monetised Low-medium impact Medium certainty

benefits

We have taken an approach to the cost-benefit analysis that puts the homeowner at the centre of the CBA. This is because we see the homeowner
wearing both the main costs and the benefits of this policy (for example, the cost of defects and building consent cost).

We do not quantify the value of the asset in this CBA. This is because in the absence of this policy this is money that could be spent toward other
economic or building activity (for example, building a larger home, building a sleepout, extending a home, bank deposit). Further, we also consider
other costs, such as development contributions, may present a greater barrier for homeowners when building homes.

We do not quantify time saved by the builder, or potential rental income, in this CBA. This is because any time and cost savings at the point of build
may be offset towards future time and cost used to repair defective works. We do not quantify rental income as we cannot assume homeowners will
purchase homes without a mortgage — so any rental income may be offset by mortgage repayments.

Loss of the Building Levy is calculated under the status quo. This is because lost revenue from induced demand cannot be counted as a cost of the
policy (as this is money that would not have been collected under the status quo). This is compared to the cost of defects, where the cost of the
induced demand and the status quo should be calculated to understand the potential cost impact to homeowners.

We do not assume that homeowners will choose to get a building consent under the exemption. However, in practice this is likely to occur. We note
that this would result in slightly lower cost and benefit figures — but the proportionality would remain the same.
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Cost-Benefit Analysis by Sapere

The following table summarises modelling undertaken by Sapere assessing the costs and benefits of exempting granny flats from requiring a building
consent. We note that Sapere’s CBA is premised on a breakeven analysis. This sets out how much defects would have to increase by for the
Government’s proposal to no longer be economic. It has taken this approach as there is little evidence to suggest how defect rates will change.

Sapere’s base (preferred) model assumes that the cost of defects does not increase from the status quo, whereas the pessimistic scenario (scenario 4)
sees increased costs of 10 per cent of the build — compared to 6 per cent under the status quo. We consider this model to be realistic, as defects cost
more to repair over time (in particular, where a defect causes localised damage). Scenarios 2 and 3 set out scenarios where a builder’s report or
engineer’s report is purchased 100 per cent of the time. Scenario 5 is where the cost of defects decreases to 4 per cent of a build. Scenario 6 is where

granny flats are built as a substitute for existing building plans (such as building a sleepout).

Table four: Sapere CBA

Option 2 — figures expressed in Sm. Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5 Scenario 6

Base model Builder’s report | Engineer’s Pessimistic Optimistic Transfers

report scenario scenario scenario
Costs Implementation costs S0.8 $0.8 S0.8 $0.8 $0.8 $0.8
Monitoring and enforcement S1.8 $1.8 S1.8 $1.8 S1.8 S1.8
Compliance costs $10.8 S11.1 S12.2 $13.1 $12.3 $10.8
Construction costs $2,064.5 $2,064.5 $2,064.5 $1,762.9 $2,129.2 $980.3
Cost of increased defects Unknown Unknown Unknown Unknown Unknown Unknown
Subtotal $2,077.8 $2,078.2 $2,079.2 $1,778.5 $2,144.1 $993.7
Benefits | Avoided cost of consent S41.9 S41.9 S41.9 S41.9 S41.9 S41.9
Faster construction completion — builder S84.0 $84.0 S84.0 S71.8 $96.2 S84.0
Faster construction completion — owner S14.6 S14.6 S14.6 $10.5 $19.7 S3.8
Provision of housing $2,048.3 $2,048.3 $2,048.3 $1,589.7 $2,385.1 S861.9
Subtotal $2,188.9 $2,188.9 $2,188.9 $1,713.9 $2,542.9 $991.6
NPV (known impacts) $111.0 $110.7 $109.6 -564.6 $398.8 -$2.0
Maximum increase in defects to still breakeven 46.8% 46.6% 46.2% -16.0% 274.0% -1.8%
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Induced demand - option 2

The following tables set out Sapere’s estimate of the induced demand from option 2.

Table five: granny flats induced demand

New FY2026 | FY2027 | FY2028 | FY2029 | FY2030 | FY2031 | FY2032 | FY2033 | FY2034 | FY2035 | Cum. at
Zealand (FY2035)
Status quo 701 744 786 847 907 968 | 1,029 | 1,089 | 1,150 1,210 | 10,157
Option 2: - 127 269 434 621 828 | 1,055| 1,304 | 1,573 | 1,656 7,866
Induced

demand

Total 701 871 1055 1281 1528 1796 2084 2393 2723 2866 | 17,297

Figure six: total estimated number of granny flats built per year
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e StatUS QUO === Option 2

What option is likely to best address the problem, meet the policy
objectives, and deliver the highest net benefits?

We consider that the Government’s proposed option (option two) would substantially
increase the number of granny flats built. This is because removing the building consent
process is likely to deliver time and cost savings for those building a granny flat.
Homeowners will save $2000 to $5000 in building consent fees alone.

This would support the Government’s goals for the building and housing systems and deliver
on its coalition agreement.

However, reducing the regulatory requirements and costs also reduces some of the
regulatory protections provided through the building consent system. Combined with the
limitations in the data available, there is a high level of uncertainty on whether the immediate
benefits will continue to outweigh the costs in the longer-term. In particular, it is possible that
the cost and incidence of latent defects will increase. Latent defects impose a greater cost to
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remedy than the current estimated average cost of addressing defects through the building
consent process (six per cent).

Table seven: MBIE CBA 10-year summary (monetised)

Total monetised costs $63.63m —$103.71m

Total monetised benefits $71.64m

(-$32.07m) to $8.01m
7,866 additional granny flats built

Net result

The Government’s proposal also shifts the responsibility of ensuring a granny flat has been
constructed to the Building Code to tradespeople and the homeowner (who are least able to
make decisions about Code compliance and build quality). This risks leaving the homeowner
responsible for fixing latent defects, as councils would no longer be liable (in most cases) for
building defects should other parties to the building work be insolvent.

Further, if the cost of defects increases beyond the status quo (including the number of
critical defects) this is likely to be passed to the homeowner through price increases, should
building professionals wish to maintain similar profit margins as they do now. This includes
the potential for cross-subsidisation, where building professionals’ price collective risk into all
the work they deliver. In this scenario it is unclear if cross-subsidisation would expand to
include consented building work.

While unlikely to deliver the same levels of housing growth as option two, we consider that
promoting uptake of MultiProof may partially support the Government’s objective of reducing
time and compliance costs of building a granny flat, while maintaining the checks and
balances through the building consent process to ensure buildings are healthy, safe and
durable. Option four also:

e Imposes little additional cost to the Government, and no additional costs or risks to
homeowners, BCAs and builders.

¢ Does not prevent other further work, including that currently being considered through
the self-certification work programme, from occurring.

¢ Could complement option two, which could help manage the risk of poorly designed
homes being built (but not the risk of homes being built to the plans or the conditions
of the land).

Lastly, we note that a benefit of the Government’s preferred option is the ability for
homeowners to continue to get a building consent, if they wish. This provides a regulatory
safeguard if required, as well as providing greater choice for homeowners that may prefer to
get a home built with the protections afforded through the building consent system.

Limitations on analysis and assumptions
Limitations

Our analysis is constrained by a range of non-regulatory factors that will influence the
achievement of objectives and performance against the assessment criteria. These factors
have the potential to affect the decision-making of all actors within the building system and
are difficult to quantify or fully estimate in terms of potential flow-on effects.
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These factors include:

e The positioning of financiers and insurance markets. It is impossible to assess if
and how homeowners will be able to insure or borrow money to build granny flats.
Based on early conversations with insurers and one bank, it is likely that homeowners
should be able insure and borrow to build granny flats. However, key uncertainties
remain regarding:

o whether insurance costs will increase

o whether insurance cover will extend to unconsented works, and what may
occur should an insurable event start in a part of the building that is later
found to not comply with the Building Code

o whether the wider insurance market will continue to cover exempt granny flats
should these buildings become associated with higher, costlier defect rates

o whether bank lending will be against the granny flat or another dwelling.

e Whether defect rates will increase. It is difficult to assess whether the removal of
BCA inspections will decrease the number of defects (both visual and latent) as a
result of operating in a higher-trust environment, or increase as a result of less
oversight.

e The potential cost of latent defects compared to defects identified during a
build. We know that around six per cent of the cost of a new build is due to
addressing defects identified during the build process. However, little research has
been done on the cost of latent defects. We have used a conservative 10 per cent
rate for our CBA, given the potential risk of needing to replace a roof, cladding, or do
an entire rebuild.

o Potential uptake of option four or five. For example, the MultiProof pathway has
significant potential to deliver key premises of the proposal while mitigating many of
the risks, but requires enough homeowners and designers to be aware of the scheme
and benefits, and invest in these.

e How long building professionals have to wait for a building inspection. There is
no current information on how long building professionals wait for a building
inspection. In 2022 this was reported to be 10 to 33 days, from four days in 2019.%*
We consider it unlikely that wait times remain at this level due to the factors that led to
delays during that period, for example COVID-19 responses and supply chain issues.

Assumptions (when not mentioned elsewhere)

Under all options we assume that most homeowners will continue to meet their obligations to
pay development contributions. These vary across the country and can be up to $77,200 in
Auckland (inclusive of development contributions and infrastructure growth charges). As
discussed elsewhere in this document we note that some homeowners may seek to avoid or
delay payment of development contributions, and that councils will be able to rely on existing
legislation mechanisms to collect.

We assume that all homeowners will receive a PIM under option two. However, there is risk
that some homeowners would assume that the existence of a granny flats exemption means
that there are no additional considerations or conditions that they must meet (such as
applying for a PIM. We note however that this is a risk present in the status quo — where
homeowners may avoid getting a building consent where one is required, accidentally or
deliberately.

21 gee https://www.rnz.co.nz/news/national/465367/sloppy-builders-may-be-contributing-to-building-inspection-
delays
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We assume that most, if not all, homeowners under options one and two will not get a
builder’s report or P4 report. This is due to both the cost and limitations of both (for example,
fewer building inspections). We apply that same approach and reasoning for homeowners
voluntarily choosing to get a building consent, due to the perceived cost and value it
presents.

We assume building inspection failure rates of 24 to 48 per cent would translate to exempt
granny flats not complying with the Building Code. This is based on information submitted to
us on the percentage of building work that fails a building inspection. We have not provided
an average or median figure due to the level of uncertainty around this figure (the reasons
vary as to why building work fails an inspection). We also note that some builders may
produce better work in a high-trust environment (the absence of a building inspection) and
some buildings may produce similar or more defective building work (to maximise profit,
defects may not be detected for some time, use of unskilled subcontractors).

We note that housing supply and demand can be influenced by other Government policies or
consumer choice (for example, homeowners’ plans to upsize or downsize a primary dwelling
based on the stage of life they are at, immigration). For the purposes of this RIS we do not

examine or quantify these impacts as the focus of this RIS is on the building consent system.

We also note that in some circumstances induced demand for granny flats could displace
demand for other forms of housing (for example, larger dwellings, or exempt building work
less than 30 square metres attached to a primary dwelling). This work is covered off in
scenario 6 in Sapere’s CBA (see table four).
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Section 3: Delivering an option
How will the new arrangements be implemented?

Confidential advice to Government

Role of MBIE

MBIE, as the regulator, will be responsible for the implementation, ongoing operation and
enforcement of the new exemption regime. The implementation work will include producing
guidance, making changes to the Building.govt.nz website, establishing a public education
campaign, and producing other collateral or resources to support the new regime. It may also
include updating regulations to support implementation, for example, the development of a
new waterproofing LBP license class and record of work form.

MBIE will also have a role in updating and producing information and guidance for
homeowners, industry, TAs and BCAs. This may include working with professional bodies
such as Certified Builders Association of New Zealand, Master Plumbers New Zealand,
Registered Engineering Associates and the Registered Master Builders Association.

Due to the increased risk of non-compliant building work under the preferred option, there is
the potential of increased demand on MBIE’s services for dispute resolution, in particular
through its determinations function. MBIE is currently responsible for making binding
determinations about disputes on certain building matters, such as compliance with the
Building Code or a TA’s decision on exemptions from building consent requirements.

We assume there will be no new funding to implement these proposals, which would require
reprioritisation of MBIE resource and will have corresponding impacts on MBIE’s existing
functions relating to the building regulatory system. This could include time to respond to
other building complaints, ability to investigate other building disputes and issue
determinations, and ability to implement and deliver other building system changes.

Occupational licensing bodies

Occupational licensing bodies such as the Building Practitioners Board and Plumbers,
Gasfitters and Drainlayers Board are responsible for managing complaints about licensed
tradespeople. The proposal is conditional on granny flats being built by trusted, licensed
tradespeople, and in keeping councils informed of planned and built work. We expect the
number of complaints about these tradespeople to increase in the short to medium-term, as
some non-compliance is likely to occur, particularly in the initial phases as the new
requirements are introduced. Support from occupational licensing bodies may also be
needed when developing new regulations and implementing the proposed solution, for
example, the development of a record of work form.

Territorial authorities / BCAs

TAs will be responsible for preparing and issuing Project Information Memorandum (PIM)
that provides information to homeowners about their property, any relevant district or regional
plan requirements, identified hazards or special features and the development contributions
that they must pay. TAs will also be responsible for storing as-built plans submitted by
homeowners, and the Certificates of Work and Records of Work following construction of the
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building. We anticipate this will impose additional costs on TAs to establish these systems,
but TAs will be able to cost recover for this work through existing legislated powers (for
example, PIM fees, infringement notices and general rates).

It is possible that some homeowners will look to avoid paying their development
contributions. Councils will be able to undertake debt-recovery proceedings in these
circumstances.

While not being responsible for assessing if built homes comply with the Building Code, TAs /
BCAs will retain existing powers to issue notices to fix and prosecute offences under the
Building Act. MBIE would also continue to have the ability to enforce notices to fix where TAs
take no action.

Communication of changes

The changes to legislation will be communicated through multiple channels to stakeholders,
paid publicity (search engine optimisation) and leveraging existing relationships to on-share
information, particularly with homeowners who may be harder to reach.

Proactive and reactive engagement with stakeholders is expected, including targeted
engagement with local government and industry associations. MBIE intends to manage
queries and gaps in knowledge by developing online guidance targeted to each audience
alongside a public education campaign. This will help support homeowners to make informed
decisions when building granny flats, as well as to support TAs and BCAs to understand
what their role in the building system is in relation to granny flats.

Proactive and ongoing engagement is necessary to manage implementation risks

Ongoing engagement with the Ministry for Environment (MfE) on its National Environmental
Standards for granny flats and the Department of Internal Affairs (DIA) is required to ensure
alignment of the building and resource consent exemptions for granny flats. This includes
both the policy and implementation (guidance).

The preferred option shifts much of the risk to homeowners should building work fail to meet
the Building Code. There is a risk that homeowners are either unaware of this risk, or
assume the risk is being managed through other processes (for example, through
occupational licensing regimes). To manage this risk guidance and information will be
proactively provided and promoted to homeowners.

Confidential advice to Government

How will the new arrangements be monitored, evaluated, and reviewed?

This proposal, if agreed to, will need to be integrated into the existing regulatory system. One
of MBIE’s key roles as the system steward and central regulator is to monitor the
performance of the building regulatory system.

MBIE intends to monitor:

e The number of granny flats that are built.

e The length of time it takes to build a granny flat from when a PIM is issued.

e The number and quality of PIMs that are issued, compared to the number of building
consents that are issued for homes less than 60 square metres.
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e The number of complaints raised with us, both through the determinations function and
MBIE tenancy services.

e Complaints raised through occupational licensing bodies such as the Building
Practitioners Board, and other potentially affected regulators such as WorkSafe New
Zealand, who investigate workplace health and safety issues along with gas and
electrical installation safety complaints. This will help understand if there are issues with
the policy settings (the exemption conditions) or if there are recidivist tradespeople.

¢ The number of notices to fix issued for granny flats, and the nature of these.

e The number of homeowners who have not paid their development contributions.

e The cost, availability and coverage of insurance and lending services for exempt granny
flats.

Some of the areas listed above would be new monitoring activity for MBIE. Adequate
resourcing will be essential for understanding the impact and overall effectiveness of the
Government’s proposal.

MBIE also intends to actively monitor if the exemption conditions are fit for purpose. This
includes looking at whether any new exemptions could be introduced (due to changes in
building standards or occupational licensing regimes), or whether proposed conditions
should be removed due to the level of emerging risk they present.

Information that may be difficult to collect

It will be difficult to determine whether the number, incidence or cost of defects will increase
(both Building Code and cosmetic defects). It will also be difficult to determine whether any
induced demand is due to the policy, or if any induced demand comes at the cost of other
building activity. This is because this information will not be collected by territorial authorities
or MBIE. In these instances, MBIE may be required to work with external parties or rely on
research produced by industry bodies such as the Building Research Association of New
Zealand.

Timeframe for review

MBIE intends to review the arrangements within three years after commencement of the
building consent exemption. This is due to level of risk introduced by removing building
inspections and certification of the building work by an independent third-party. The review
will focus on the effectiveness of the policy, and whether the proposed conditions are fit for
purpose and sufficiently managing risk. The review will seek to explore this through the data
listed in the bullets above.

MBIE will then provide the Government with advice on what, if any, changes are required.
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Supplementary Analysis: Proposed
changes to the Building Act 2004 to allow
simple standalone dwellings up to 70
square metres to be built without a
building consent

Coversheet

Purpose of Document

Decision sought: Cabinet approval to amend the Building Act 2004 to exempt
granny flats from requiring a building consent

Advising agencies: Ministry of Business, Innovation and Employment (MBIE)

Proposing Ministers: Minister for Building and Construction
Date finalised: 4 March 2025
Opportunity Definition

The Government is seeking to reduce the regulatory burden for people building small,
standalone dwellings less than 70 square metres (more commonly called ‘granny flats’) so
that they are quicker and less costly to build.

Executive Summary

The Government has a programme of work underway to speed up the supply of housing,
enable more affordable housing options and create choice for all New Zealanders

This paper provides a supplementary analysis to that provided through the Regulatory
Impact Statement (RIS) Proposed changes to the Building Act 2004 to allow simple,
standalone dwellings up to 60 square metres to be built without a building consent.

Officials consider it likely that the assessment and conclusions provided through the
December 2024 RIS do not require updating to support Ministerial decision making. This is
because many granny flats are likely to be smaller than the maximum provided through the
updated proposal (70 square metres), and the risks, trade-offs and considerations remain
the same. No changes are proposed to how the granny flats building consent exemption
will be implemented, monitored or evaluated.

This supplementary analysis provides more accurate figures on the number of granny flats
that may be in scope of the proposal, along with possible costs and benefits.

Status quo

Around 800 buildings up to 70 square metres are constructed each year under a building
consent.

Consultation

Between June and August 2024, public feedback was sought on whether the proposed
building conditions, including the 60 square metre floor limit, are appropriate. In general,
and for those that provided feedback, homeowners supported increasing the 60 square
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metre limit or having no limit at all. However, some industry stakeholders that provided
feedback on the 60 square metre floor limit did not support increasing it as they consider
that the larger the structure the more complex it becomes, which can increase the
likelihood of defects occurring.

Conclusion

Allowing granny flats up to 70 square metres to be built without a building consent is
estimated to increase the supply of granny flats by around 13,000 units over 10 years. We
note that this differs from our December 2024 conclusion which estimated that an
additional 7,866 granny flats up to 60 square metres would be built. The rationale for
induced demand remains the same: the Government’s proposed option will reduce some
of the time and up-front costs of building a granny flat.

However, as indicated through the December 2024 RIS, the building consent exemption
approach also removes some of the regulatory protections provided through the building
consent system in the form of independent building inspections and issuance of a Code
Compliance Certificate (CCC). As such, there is a high degree of uncertainty on:

¢ Whether the number of latent (undetected) building defects will increase, which
are often more costly to repair than defects identified during the construction of a
home. The proposal could also leave homeowners responsible for fixing latent
defects should other parties to the building work be absent or insolvent, as
councils will no longer be liable (in most cases) for building defects.

e The cost and coverage of insurance and bank lending for an exempt granny flat.

e Whether councils will need to increase general rates to pay for increased
monitoring, enforcement and avoided development contribution fees.

The table below indicates the key outcomes of MBIE’s cost-benefit analysis.

Table one: estimated 10-year monetised cost and benefits of the Government’s preferred option

Total monetised costs $111.44m —S$182.85m

Total monetised benefits $122.99m

(-$59.86m) to $11.55m
13,138 additional granny flats built

Net result

Limitations and Constraints on Analysis

In addition to the limitations highlighted in the original RIS, the analysis in this
supplementary analysis is limited by:

o Gaps in public and sector stakeholder feedback on a 70 square metre limit — as this
was not specifically consulted on in 2024.

¢ The likelihood of additional building defects from an increase from 60 to 70 square
metres.

¢ Understanding whether homeowners will choose to build homes smaller than 70
square metres by using the exemption pathway instead of building a home greater
than 70 square metres that would require a building consent.

o The speed of policy development. The Government seeks to introduce a Bill in
2025. This has limited the time available to collect information, seek feedback and
assess options.
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Responsible Manager(s) (completed by relevant manager)

Matthew McDermott, Manager, Building Performance and Resilience Policy

Ministry of Business, Innovation and Employment
3 March 2025 D U\_}\
L}

Quality Assurance (completed by QA panel)
Reviewing Agency: MBIE Quality Assurance Panel

Panel Assessment &  MBIE’s Quality Assurance Panel has reviewed the Supplementary

Comment: Analysis and considers that it partially meets the Quality
Assurance Criteria. The panel notes that the team has used
consistent assumptions which show the marginal change in the
CBA. The panel notes that the limitations and uncertainty of the
data become more pronounced as you make the marginal
increase from 60m2 to 70m2.
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What are the marginal costs and benefits of the Government’s preferred option?

Table one: MBIE Cost-Benefit Analysis of option two

Impact

Evidence Certainty

Additional costs of the preferred option compared to taking no action

Affected groups Comment
Requirement to get a PIM
Increased average defect cost
Homeowners

Cost to get independent
assurance

39cusfbnh3 2025-03-17 13:15:17

$850 per dwelling.

$9,654 for a 60m2 granny flat
$11,263 for a 70m2 granny flat

It is unknown what proportion of costs
building practitioners will own. It is possible
that this cost will be split between builders
and homeowners.

Cost of getting a builder’s report
S495 per report

Cost of getting a P4 engineer’s report
$2,000 per report

Medium certainty

Wellington City Council currently charges $847.5 for a PIM. This is
one of the highest costs of a PIM under the status quo.

High certainty for likelihood, low certainty for quantum

NZIER estimates defects add 3-9% to the total cost of a build. We
have used a higher estimate, 10%, due to the impact of an event
such as leaky homes. We are also considering the average cost
spread out over the homes constructed — some are likely to be
defect free, others may have a few minor defects, and some may
have significant, undetected defects.

Under the status quo defects are estimated to be 6% of the total
build cost for a granny flat. For a 60m2 granny flat costing
$241,354 this would be $9,654. For a 70m2 granny flat costing
$281,584, this would be $16,895.

Should the defect rate increase to 10%, this would see the
average cost of defects increasing to $24,135 for a 60m2 granny
flat (an increase of $9,654) and $28,158 for a 70m2 granny flat
(an increase of $11,263).

Low certainty for likelihood, medium certainty for quantum

Most homeowners are unlikely to get an independent opinion
from a builder or engineer, due to the cost of getting one and the
level of assurance provided.

Both figures used by Sapere in its CBA.

Regulatory Impact Statement | 4



Building profession

BCAs / TAs

MBIE
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Increased insurance

Requirement to address non-
compliant work

Loss of Building Research Levy
(BRANZ is the ultimate
recipient for publishing
industry-good research).

Increased cost to monitor and
enforce

Increased cost to monitor,
enforce and produce guidance

Loss of Building Levy

Low-Medium

Insurance costs for unconsented works are
likely to be more expensive and may not

provide insurance coverage after an insurable

event.

Unknown

It is unknown what proportion of costs
building practitioners will own. It is possible
that this cost will be split between builders
and homeowners.

$405,530 per year

Premised on 943 60m2 granny flats built
under the status quo at $241,354 and 632
70m2 granny flats being built at $281,584.

Medium impact

BCAs and TAs may be required to increase
their enforcement and monitoring functions
to detect non-compliant work. The cost of
these activities is unlikely to be met through
infringement fines.

Medium impact

We estimate the possibility of needing 5 FTE

to support implementation, including ongoing

monitoring and enforcement.

$709,677 per year

High (but not quantifiable)

Many New Zealand-based legal firms note the risk presented by
unconsented buildings. This includes insurance providers not
covering damage to unconsented building work, or where
damage started in unconsented areas.

Medium certainty

We assume that ultimately builders will transfer or price in
average and estimated likely defect rates into their construction
rates to homeowners. As such, we do not consider there to be
substantial, additional long-term costs to the builder.

Medium certainty

A levy of $1 per $1000 for new building works is currently charged
through the building consent system. This levy will not be
collected for exempt granny flats. Over a ten-year period we
expect this number to be lower initially and higher in later years.

Medium certainty.

Some BCAs and TAs may choose to maintain their current levels of
monitoring and enforcement. This however could increase the
likelihood of non-compliant homes being built.

Medium certainty

This is based on our experience of expanding the Schedule 1
exemptions in the past.

It is not yet clear how this resourcing need will be met. The
different functions sit across several teams within MBIE.
Medium certainty

Alevy of $1.75 per $1000 over a threshold of $65,000 (including
GST) for new building works is currently charged through the
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Occupational
Licensing Bodies

Total monetised costs

Non-monetised costs
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Increased cost to monitor and
enforce

Premised on 943 60m2 granny flats built
under the status quo at $241,354 and 632
70m?2 granny flats being built at $281,584.

Low impact

Possible increase in the number of
practitioners referred to disciplinary tribunals.

Total annual cost - $11.14m to $18.29m

e PIM-5$2,455,310

e Latent defects —S$7,141,357 to
$14,282,7143

e levies-$1,115,207

e Builder's report — $143,006

e Engineer’s report — $288,900

Estimated cost over 10 years (excluding
inflation)

$111.44m —$182.85m

Medium impact

building consent system. This levy will not be collected for exempt
granny flats. Over a ten-year period we expect this number to be
lower initially and higher in later years.

Medium certainty

We expect there to be an increase in the number of practitioners
referred for disciplinary processes. This is based on our
experience of expanding the Schedule 1 exemptions in the past.

e All homeowners will be required to purchase a PIM.
e We assume that 5% of homeowners will choose to get a P4
engineer’s report.
e We assume that 10% of homeowners will get a builder’s
report.
e We assume that 2,889 granny flats (rounded figure) will be
built each year. Indicative modelling estimates that:
o Over a 10-year period from 2026 there would be
15,750 homes built under the status quo and a
further 13,138 as induced demand under the revised
exemption.
o Ofthese, 17,297 homes would be 60m2 or less.
o Afurther 11,591 homes would be 61m2 to 70m?2
(rounded figure).
e We assume that 24 to 48 per cent of granny flats have a
material latent defect (submitted to us by TAs).
e We assume that 100 per cent of homeowners who wish to
build a granny flat choose to not get a building consent.

Medium certainty
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Homeowners

Builders

BCAs / TAs

Total monetised
benefits

Non-monetised
benefits

Additional benefits of the preferred option compared to taking no action

Avoided consent costs

Additional housing capacity

Additional time to build more
houses

Resources freed up to focus on
other activities

$2000 to 5000 per dwelling
Sapere 60m?2 estimate: $4141
MBIE 70m?2 estimate: $4431

Medium-high impact
1,316 new homes per year. Possible rental
income. Supports intergenerational homes.

Medium impact

Low impact

Building consent officers and inspectors will
be freed up to do other work. It is possible
councils will adjust their service offering and
staffing levels to match the new demand.

Total annual benefit

$12.30m

Estimated benefit over 10 years (excluding
inflation)

$122.99m

Low-medium impact

High certainty

We have used a Sapere estimate here (median). Building consent
fees will vary by BCA and build size. On average, building consent
costs for a 70m2 granny flat are unlikely to be significantly higher
than a 60m2 granny flat.

Medium certainty

Preliminary estimates of the Government’s proposal show an
additional 13,138 homes being built over 10 years from 2026.
High certainty

Failed building inspections can include minor or administrative
errors. This adds avoidable time and cost to work.

Low certainty

Anecdotal evidence collected resulting from the 2021 Schedule 1
changes.

e We assume that 2,889 granny flats will be built each year
over a 10-year period from 2026. We estimate 1,730 will be
60m?2 granny flats and 1,159 will be 61m2 to 70m2 granny
flats.

e We assume that 100 per cent of homeowners do not get a
building consent.

Medium certainty

Note: updated figures expressed in the CBA are based on a preliminary estimate of the number of homes built between 61 and 70 square metres.
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CBA assumptions

We have taken an approach to the cost-benefit analysis that puts the homeowner at the centre
of the CBA. This is because we see the homeowner wearing both the main costs and the
benefits of this policy (for example, remedying the cost of defects and avoided building consent
cost).

We do not quantify the value of the asset in this CBA. This is because in the absence of this
policy this is money that could be spent toward other economic or building activity (for example,
building a larger home, building a sleepout, extending a home, bank deposit). Further, we also
consider other costs, such as development contributions, may present a greater barrier for
homeowners when building homes.

We do not quantify time saved by the builder, or potential rental income, in this CBA. This is
because any time and cost savings at the point of build may be offset towards future time and
cost used to repair defective works. We do not quantify rental income as we cannot assume
homeowners will purchase homes without a mortgage — so any rental income may be offset by
mortgage repayments.

Loss of the Building Levy is calculated under the status quo. This is because lost revenue from
induced demand cannot be counted as a cost of the policy (as this is money that would not
have been collected under the status quo). This is compared to the cost of defects, where the
cost of the induced demand and the status quo should be calculated to understand the potential
cost impact to homeowners.

We do not assume that homeowners will choose to get a building consent under the exemption.
However, in practice this is likely to occur. We note that this would result in slightly lower cost
and benefit figures — but the proportionality would remain the same.

We assume no displacement effect — that homeowners will not choose to build an exempt
granny flat in place of a larger home that would require a building consent. Any such demand
impacts would be extremely difficult to predict. We also consider that homeowners’ reasons for
building a larger home (for example, a 95 square metre 3-bedroom home) are different to those
looking for a smaller 1- or 2-bedroom home.
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Induced demand - option 2

The following tables set out our estimate of the induced demand from the updated option 2
(70m2 instead of 60m2).

Table five: granny flats induced demand

New

FY2026 | FY2027 | FY2028 | FY2029 | FY2030 | FY2031 | FY2032 | FY2033 | FY2034 | FY2035 | Cum.at

Zealand (FY2035)

Status quo | 1171 1242 1313 1414 1515 1617 1718 1819 1921 2021 15,750

Option 2: 0 212 449 725 1037 1383 1762 2178 2627 2766 13,138
Induced

demand

(70m2)

Total 1171 1455 1762 2139 2552 2999 3480 3996 4547 4786 28,888

39cusfbnh3 2

Figure six: total estimated number of granny flats built per year
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