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Executive Summary

The problem of weathertightness failures of residential dwellings is likely to be one of
the most expensive disasters to hit New Zealand in recent times. A recent estimate by
PWC suggests that around 42,000 dwellings could ultimately be affected and that the
total economic cost of the leaky buildings problem could be around $11.3 billion,
although there is a high degree of uncertainty regarding this estimate.

Of particular concern is that a substantial proportion of these costs arise from expenses
other than actual repair costs. For instance, the costs of litigation and dispute resolution
account for over a quarter of the total cost. This would mean that only around $8 billion
would be spent on actual repairs out of a total cost of $11.3 billion. This highlights the
importance of establishing a more effective and efficient method for resolving leaky
buildings claims and facilitating the necessary repair work.

Although the central government has not been found to have any legal liability for leaky
buildings problems, some consider that it has a degree of responsibility for the
weathertightness issue because it established the regulatory system within which this
systemic problem arose. It is within this context that we have been asked to calculate the
extent to which central government itself derives tax revenue from spending on the
repair of leaky buildings.

This analysis estimates that around 25% of the total spending on leaky building repairs
would contribute towards the Government’s tax revenue. Consequently, the estimated
$8 billion of repair work required to fix leaky buildings would contribute $2 billion
towards the Government's fiscal position. Although this figure constitutes a direct flow
to the Government, it was not within our brief to compare that flow with the likely
counter-factual scenario in which, absent these repairs, revenue would have been
collected from other spending.

However, the impacts on the Government’s tax revenue do not define the rationale for
Government involvement. It is because of the substantial costs to the wider society of
leaky buildings disputes that there is a strong policy rationale for some form of
Government intervention to implement a more efficient resolution. The benefits that
would flow from such intervention would include:
e Reduced costs of complying with dispute resolution procedures, such as legal
and experts fees;
e Reduced costs of administering dispute resolution procedures, such as the cost
of court and Weathertight Homes Resolution Services (WHRS) resources;
e Lower repairs costs for many buildings which would be repaired sooner than if
repairs were delayed until the end of protracted disputes processes; and
e Public health benefits from quicker repair of leaky buildings.

At this stage the scale of contribution by central government towards any alternative

dispute resolution is undecided. Based on estimates of the costs involved with the
existing litigious dispute resolution procedures, we consider that analysis of the net
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benefits to society of instituting a more efficient dispute resolution process is likely to
find that these benefits are substantial.
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1 Introduction

According to a recent report by PriceWaterhouseCoopers (‘PWC’), around 22,000 to
89,000 dwellings could be affected by weathertightness failures. PWC’s consensus
forecast is for 42,000 dwellings to be affected, with a total economic cost in the vicinity
of $11.3 billion.

This is a ‘man-made’ disaster, the scale of which far exceeds the cost of any of New
Zealand’s most common large-scale natural disasters, ie floods, earthquakes and
cyclones. For instance, converting to 2008 dollars in all cases,! the total economic cost of
the floods of February 2004 in the lower North Island and Marlborough was estimated
at $470 million.? Cyclone Bola in 1998 resulted in disaster relief costs of $332 million to
the Government® and the Napier Earthquake of 1931 caused $648 million worth of
damage to the cities of Napier and Hastings.* It also dwarfs the annual cost of road
accidents, the prevention and treatment of which attracts major government investment
and spending. The Ministry of Transport has released a report estimating that the total
social cost of motor vehicle injury crashes in 2008 at $3.7 billion.>
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1.1 Background

The total economic cost resulting from weathertightness failures not only includes the
cost of repairing affected buildings, but also the cost of the mechanisms currently used

! Converted to 2008 dollars using the New Zealand Inflation Calculator on the Reserve Bank website.
Source: http://www.rbnz.govt.nz/statistics/0135595.html

2 Figure converted to Dec 2008 dollars. Source: http://www.teara.govt.nz/en/floods/5

3 Figure converted to Dec 2008 dollars. Source: http://www .teara.govt.nz/en/floods/4

* Figure converted to Dec 2008 dollars. Source: http://www .teara.govt.nz/en/1966/disasters-and-
mishaps-earthquakes/2

5 Source:

http://www transport.govt.nz/ourwork/Land/landsafety/TheSocial CostofRoad CrashesandInjuries/
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for resolving disputes. Various studies have estimated that the current litigious
processes incur very high process (transactions) costs. For instance, the PWC report
suggests that in excess of 25% of the total cost of leaky buildings may relate to
transactions costs. Previous work by Covec® suggests that this proportion may be even
higher. Compared with more simplified systems that could be used, many of these
dispute-resolution costs are likely to constitute an economically inefficient use of
resources. They also divert funds from the remedial building work that is required.

A further issue with the current resolution processes is that many defendants found to
be responsible for causing damages effectively escape liability because of the
widespread use of limited liability corporate structures. Additionally, while the central
government may have some degree of responsibility for the weathertightness issue
because it established the regulatory system within which these problems arose, this has
not been reflected in findings to date of legal liability.

Recognising the shortcomings of the current resolution processes, eg costs and delays,
the Government has proposed a ‘no-fault’ settlement scheme that requires contributions
from homeowners, councils and the Government itself, although at this stage the scale
of contribution by Government is undecided. If successful, such a scheme could
generate substantial benefits to the country as a whole.

We have been asked to develop an estimate of the extent to which total repair costs flow
back to central government as tax revenue. While we recognise that there are many calls
on government funds, it is beyond our scope to compare the value of contributing to
building repair with those other options. To give a better indication of the benefits that
could arise from a no-fault settlement scheme, a full cost-benefit analysis would be
appropriate, but such analysis is beyond the scope of this project.

This is a revised version of an earlier paper, which has been further clarified to ensure it
appropriately assists public discussion. It provides an estimate of the extent to which
spending on repairs to leaky buildings would contribute to the Government’s tax
revenue. Although this estimate does not in itself provide an economic justification for
the Government to contribute towards the problem, it gives some context to the scale of
weathertightness problems, and may provide information regarding the perceived
fairness of any contribution of the Government as the entity responsible for establishing
the overall regulatory environment within which this problem has arisen. Whether the
scheme is acceptable to the relevant parties could have an important bearing on whether
it is successful in resolving leaky building problems at a lower cost to the current
litigious processes.

1.2 Methodology

To estimate the likely contribution of leaky buildings repair spending on the
Government's fiscal position, this analysis considers the tax implications of transactions
directly involved in these repairs. This includes all transactions involved in the
provision of design and repair services and the manufacture and sale of materials.

¢ Covec “Future Leaky Building Claims: Estimate of Costs and Options for Efficient Resolution” for
Auckland City Council, 2008.
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Additional multiplier effects, eg the spending of after-tax income by tradesmen or
materials suppliers on personal items, are not included in this analysis.

This analysis also assumes no changes to the current rates of GST, income tax or
company tax. Although the current Government has indicated that it may alter the
income tax structure and rate of GST in the upcoming Budget, perhaps to be partially
funded by increases in effective tax rates applying to rental property, it has also
indicated that any such changes are likely to be broadly revenue neutral overall. This
means that the changes would not lead to either an increase or decrease in the total tax
take. Consequently, the impacts of such changes on this analysis are likely to be minor.

To account for this, we have undertaken sensitivity testing with different tax rates to
evaluate whether the potential changes would have a significant impact on our
estimates. The results of this testing indicate that there would be no significant change
to overall tax revenue collected from leaky buildings repairs as a result of the proposed
tax changes.

Although this paper does not provide a full cost-benefit analysis of any potential
Government scheme or funding for resolving leaky buildings issues, it does outline
some of the likely benefits to society that would arise if a more efficient, lower-cost
dispute resolution mechanism were implemented. Based on previous estimates of the
costs involved with the existing litigious dispute resolution procedures, we consider
that further analysis of the benefits to society of instituting a more efficient dispute
resolution process is likely to find that these benefits are substantial.
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2 Govt Revenue Contribution

Spending on repairs to leaky buildings typically involve payments to a number of
different parties for a range of services and materials. Many of these transactions
generate tax revenue for the Government, either directly in the case of GST or indirectly
in the case of income or company tax.

2.1 Recipients of repair expenditure

Once a dwelling is found to be subject to a weathertightness problem and the extent of
the problem has been assessed, the first step in repairing the dwelling is typically to
engage an architect or similar professional to carry out design work. This design work
will set out the nature of the repairs and how these repairs should be carried out.

The actual repairs themselves may require services from several parties, including
builders, plasterers and labourers. Sufficiently qualified building surveyors are also
often engaged to act as ‘supervisors’ to oversee repairs. This supervision may be
considered necessary to ensure that councils will provide approval for building code
compliance.

The other major component of repair expenses is materials. These can include:
e Timber;
e (ladding - including polystyrene, plaster, etc;
e Insulation;
e Paint;
e Window frames and other joinery;
¢ Roofing materials;
e Wall linings; and
¢ Flashings, fasteners and other small items.

The precise work and materials required for a given dwelling depends to a large degree
on the nature of the weathertightness problems experienced by a particular dwelling,
the type of dwelling affected and the possible repair options.

Based on discussions with various industry participants and information provided from
Melville Jessup Weaver and the PWC report, we have made the following assumptions
about the proportions of repair expenditure that accrues to each of these parties.

Table 1: Proportions of repair spending by supplier type

Recipient of spending Proportion
Architects, designers 5%
Builders, plasterers, building surveyors 45%
Materials suppliers 50%
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2.1.1 GSTreceipts

All sales of goods or services by GST registered persons attract GST at the rate of 12.5%.
Within the construction industry, we expect that all of the suppliers of leaky building
repair services (ie tradesmen) would be GST registered. Consequently, all purchases of
repair services and materials by non-GST registered persons (eg residential property
owners) would generate GST revenue for the Government.

One exception to this is where the property is owned by property developers or another
commercial operator who may themselves be registered for GST. In this case, a GST
registered owner who is purchasing repairs on the basis of making taxable supplies will
be able to claim an input tax credit for any GST charges. However, property developers
in this situation would be required to charge GST to the ultimate purchaser of the
property. Consequently, the GST component of the repair expenses will ultimately be
collected by the Government, although this could occur in a later tax year depending on
when the property is sold by the property developer.

2.1.2 Income and company tax receipts

As well as GST revenue, those deriving income from providing design and repair
services or selling materials would face income tax and/or company tax liabilities on
their net taxable income (ie profits, wages or salaries).

For those providing design services repair services or selling materials and operating
under a corporate structure, company tax is applied to net profits. For architects,
tradesmen (ie builders and plasterers) and supervisors operating as limited liability
companies, taxable income will be comprised of payment for services less any expenses
incurred in the process of providing those services. Expenses may include employee
wages or salaries, depreciation, overheads, etc. To the extent that these expenses are
paid to individuals or companies operating within New Zealand, these amounts
generate further taxable income in the hands of the payees.

For materials suppliers, tax will be applied to the profits generated from the margin
between the total revenue from sales of materials less the expenses incurred in the
process of selling those materials. These expenses may include employee wages and
salaries, rent, wholesale cost of materials, etc, much of which will also generate taxable
income for other parties, and thus contribute towards tax revenue.

2.1.3 Repair and design service providers

Although architects, tradesmen and supervisors often operate as limited liability
companies, their main source of income is expected to be in the form of wages or
salaries paid in their roles as ‘employees’ of their companies. While such payments
constitute expenses from the companies” perspectives, and so reduce taxable net profits,
they also constitute taxable personal income in their role as employees. Similarly, any
other wages or salaries paid to other employees, eg labourers, also constitute taxable
income to those individuals. Consequently, these wage and salary payments will be
liable for income tax. The rate of income tax that applies is based on the total income of
each individual. Table 2 outlines the income tax rates for each income tax bracket.
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Table 2: Personal income tax rates

Tax type Tax rate
Income tax & ACC levy* for income:
< 14,000 14.2%
14,001 — 48,000 22.7%
48,001 - 70,000 34.7%
70,001 + 39.7%

* ACC levy applies to income up to $106,473.

The applicable tax rates for individuals” income, accounting for both income tax and the
ACC levy, ranges from 14.2% to 39.7%. The typical incomes earned by those providing
design and repair services are outlined in Table 3 below. Using the personal income tax
rates and the expected incomes for the different individuals, we can calculate the
expected average tax rate that would be applied in relation to the taxable incomes for
each of the different recipients.

Table 3: Typical incomes and average income tax rates

Recipient Typical income* Range* Ave tax rate**
Architects $80,000 55-100 27%
Tradesmen $45,000 36 - 47 20%
Labourers $32,000 28 -40 19%

* trademe salary information. ** Assumes no other significant sources of income.

The average tax rates for each recipient are then applied to the expected incomes to
determine the tax revenue generated from a given amount of personal income tax
revenue generated by spending on leaky building repair services.

Because many of these individuals are ‘employed” by companies where they are also the
main shareholder, any net profits which are earned in addition to wage and salary
payments face company tax at a rate of 30%. However, the majority of their taxable
income is likely to be in the form of wages and salaries, paid by the companies of which
they are owners. To the extent that these wages and salaries are below $48,000 in any
year, the effective rates of tax that are applied to income are lower than the company tax
rate.

Architects and any other service providers that are expected to earn higher incomes
would face higher average effective tax rates. This is because, even if operating as
corporate structures, wages and salaries for these individuals are likely to place them in
the higher income tax brackets. Additionally, any net profits which are distributed in
the form of tax-paid dividends would also attract further income tax to align the total
tax paid with the higher personal rates.

As a result, there is an incentive for any profits that are earned on top of wage and
salary income to be retained within the company (or remitted to a trust which has a
lower tax rate). Retention of profits in this manner then allows such income to be
distributed only in years in which there are tax advantages to do so, eg if individuals’
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personal incomes are in lower income tax brackets. Alternatively, there may be scope for
‘income-splitting’, where income is channelled to a spouse, say as a shareholder, to take
advantage of lower income tax brackets. To reflect this flexibility over tax planning, we
have assumed that any net profits that are earned in addition to wages or salary income
would not face effective tax rates higher than the 30% company tax rate.

As well as wages and salaries of employees, there are a range of other expenses faced by
architects, tradesmen and supervisors that are incurred in the process of providing
services, eg legal and accounting fees, insurance, etc. These expenses in turn contribute
towards the taxable income earned by these other parties and, consequently, generate
further tax revenue. This cascading pattern of tax generating activities that occur in the
process of providing repair services means that a substantial proportion of the total
gross amount spent on repairs will constitute taxable income within New Zealand.

The main exception to this flow of taxable income from repair services is in relation to
expenditure on imported products. Because income derived by foreign suppliers is not
taxable in New Zealand, any expenses that relate to the purchase of products sold from
other jurisdictions do not contribute to income tax or company tax here. Imported
products that are commonly used in the process of providing repair services include
vehicles, fuel, tools and other equipment. We have used the conservative assumption
that in the course of providing repair services the proportion of total design and repair
service costs relating to imported products services, such as vehicles, fuel, tools,
computers, mobile phones, etc, is around 20%.

2.1.4 Materials suppliers

The suppliers of materials are also assumed to operate in the form of limited liability
companies, whose main source of revenue is sales of materials, eg timber, cladding, etc.
In simple terms, the taxable income of these suppliers is calculated by subtracting costs
against their total sales revenue.

One of the main costs faced by materials suppliers are wholesale purchases of products.
Although such costs reduce the net taxable profit for materials suppliers, these amounts
contribute to taxable income for those firms that manufacturers these products, eg
timber product suppliers. In turn, costs faced by manufacturers are income for other
firms. For instance, costs incurred in the process of harvesting logs and manufacturing
timber products generate taxable income for forestry owners and logging companies.

Because many of the products used in carrying out repairs are sourced from within New
Zealand (eg timber) the expenditure on these products generates tax revenue for the
Government. However, there are a number of products that are imported. The income
earned by the offshore producers of these products is not subject to New Zealand
income tax.

An example of a product that may be imported is polystyrene plaster cladding, which is
often imported from Europe. Additionally, there are some cladding products that,
although manufactured here, use raw materials that are sourced from offshore. Another
example is aluminium, often used in the manufacture of window frames. The raw
material to make these frames, bauxite, is imported from Australia to New Zealand

> Contribution to Govemment Revenue of Leaky Buildings Repairs 7



where it is used to produce aluminium.” Other imported products that are commonly
used in the production and distribution of building materials include machinery,
vehicles and fuel.

This analysis assumes that the proportion of spending on imported products used in the
production, distribution and sale of materials is 50%. This is largely made up of
imported cladding, raw materials, production machinery, computers, vehicles and fuel
used in the manufacture and distribution of materials.

Another major expense for materials suppliers, and other firms involved in the chain of
production, is employee wages and salaries. This analysis assumes that the employees
involved in the production and sale of materials are likely to earn income levels in the
lower tax brackets, eg retail and wholesale sales staff, warehousing personnel, logging
crews, factory workers. Given that some proportion of employees are likely to be in
higher income tax brackets and pay higher average rates of tax, eg management, this is a
conservative assumption that is likely to understate the actual amount of tax collected.

2.1.5 Excise duties and import tariffs

Although the value earned from the sale of imported products into New Zealand does
not attract income tax in New Zealand, some imported products may instead attract
import tariffs or excise duties. For example, certain imported building materials, such as
window frames, fibreboard, joinery, etc, face import tariffs equal to 5% of their value.
Similarly, every litre of petrol used in the process of providing repair services generates
fuel excise duty. MED estimates that around $0.75 of taxes and levies are collected on
every litre sold, which constitutes around 45% of the retail price.

In the absence of detailed data regarding the proportion of expenses of leaky buildings
that relate to specific imported materials or fuel costs, we have used a conservative
assumption that tariff or duty revenue would amount to around 1% of the value of total
imports used.

2.1.6 Example

According to data provided to us by Melville Jessup Weaver, the typical costs of repair
for single- and multi-unit dwellings are $230,000 and $70,000 per dwelling respectively.
Consider that work totalling $230,000 is carried out to repair a leaky single-dwelling
building. This may involve re-cladding a monolithically clad stand-alone house and
replacing rotten timber structures, wall lining and insulation. Other features may also
need replacement, including windows, flashings, etc. Of the total spent on repairs,
around 5% may be paid to an architect for design work, 45% would be received by
builders, plasterers and labourers for carrying out the actual repairs, and 50% may be
spent on materials, eg timber, cladding, etc.

7 http://www.teara.govt.nz/en/pulp-and-paper-aluminium-and-steel-industries/3

http://www .riotintoalcan.com/ENG/whatweproduce/1340.asp
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Assuming that each of these parties is GST registered, the $230,000 spent would directly
generate GST revenue of around $26,000. The remaining $204,000 would then accrue to
the three parties in accordance with the ratio described above.

Of the $10,000 accruing to architects and design professionals, around 20% is estimated
to be accounted for by imported products, such as computers and other equipment. The
remaining 80% is assumed to attract income tax at an average rate of around 27%. This
equates to just over $2,000 in tax revenue.

Of the $92,000 accruing to tradesmen, supervisors and labourers, around 20% is
assumed to relate to spending on imported products, either by these parties directly or
by suppliers who provide tradesmen with inputs, eg mobile phones. As a result, this
proportion of spending would not generate income or company tax liabilities. The
majority of the remaining 80% is assumed to be taxed at an average tax rate of 20%, the
assumed average tax rate for tradesmen, with a small proportion taxed at 19%, the
assumed average tax rate for labourers. This would generate around $15,000 in income
tax revenue.

Of the remaining $102,000 total materials costs, approximately 50% is estimated to relate
to imported products, whether imported cladding or other inputs, like machinery, that
is used in the manufacture of domestically produced materials. As a result, this
proportion of costs would not attract income or company tax. The remaining $51,000
would consist of the returns to those involved in the manufacture of materials
domestically. This would consist of wage and salary income for employees and net
profits for companies that are involved in the production process. Wage and salary
income taxed at an average rate of 20% is estimated to contribute around $5,000 in tax
revenue, with company tax levied at 30% on profits contributing around $8,000.

The total value of imported products used in the process of carrying out repairs is
estimated to be around $70,000 (this includes not only building materials but other
imported products used in the production process, such as machinery, vehicles, fuel,
mobile phones, etc). Applying an assumed average import tariff or excise duty of 2% on
these products, the revenue collected by the Government would be around $1,400.

Table 4: Tax revenue from typical weathertightness repairs, single-dwelling structure

Gross Amount ($) Tax ($)
Total repair costs 230,000
GST 25,556
Architects income, excl imports 8,178
Income tax 2,208
Tradesmen income, excl imports 73,600
Income tax 14,720
Materials suppliers income, excl imports 51,111
Income and company tax 12,778
Imported products 71,556
Tariffs, excise duties 1,431
Total tax collected $56,692
% of total repair costs 25%
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Consequently, the total amount of tax revenue generated from $230,000 of repair
spending is estimated to be in the vicinity of $57,000, as outlined in the table above.

2.1.7 Total contribution to Government revenue

The proportion of spending on leaky building repairs that would ultimately be
channelled to central government is conservatively estimated to be somewhere in the
order of 25%. If the total spent on repairing leaky buildings is $8 billion, this suggests
that the Government would collect approximately $2 billion in tax revenue from this
spending.

2.2 Otherfiscal impacts

In contrast to flows of tax revenue, which would have been generated to some degree
from other spending in the absence of leaky buildings, the present recession and the
associated increase in unemployment means that spending on leaky building repairs
may reduce the level of unemployment below that which it otherwise would be, at least
temporarily. Consequently, any additional employment generated could benefit the
Government’s net fiscal position by virtue of a reduction in welfare benefits.

The typical amount paid in unemployment benefit is around $8,000 per year ($158 per
week). To the extent that leaky building repair work generates employment for
construction industry workers who would otherwise be unemployment because of the
current economic slowdown, the Government avoids this fiscal cost.

If, say 2,000 dwellings per year currently require repairs, this would give rise to over $1
billion of repair expenditure. If this were to generate employment for, say 100
individuals who otherwise would be unemployed because of the current economic
environment, this employment could potentially reduce the Government’s welfare
spending by $800,000 per year.
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3 Benefits of efficient dispute resolution

The existing processes for resolving leaky building disputes are widely considered to be
inefficient and costly. In many cases, repairs are not carried out until liability for
damages are determined, meaning that repairs are delayed, which in turn may increase
the repair costs as structures suffer further damage. Delays in carrying out repairs can
also lead to additional negative health impacts and/or generate additional costs if
residents are forced to use alternative accommodation.

Consequently, appropriate reforms that improve resolution processes are likely to
generate net benefits, not only for property owners and residents, but also for the wider
society. For instance, avoiding the costly use of highly skilled legal and construction
industry experts in leaky buildings disputes would allow these valuable resources to be
more efficiently utilised in other areas. This would allow more efficient use of resources
and ultimately lead to economic benefits, such as higher longer term economic growth.
Because of potential to generate net benefits, when assessed against the costs of raising
additional funds, there is likely to be a strong policy rationale for some form of
Government intervention to ensure that disputes are resolved more efficiently.

The main benefits of any such intervention include:
e Reduced costs of complying with dispute resolution procedures, such as legal
and experts fees
e Reduced costs of administering dispute resolution procedures, such as the cost
of court and Weathertight Homes Resolution Services (WHRS) resources.
e Repairs undertaken sooner, which would decrease total repair costs; and
e DPublic health benefits from quicker repair of leaky buildings.

3.1.1 Reduced compliance costs

Both those making claims for damages from leaky buildings and those defending
themselves from claims often incur substantial costs in the process of resolving disputes.
These ‘compliance’ costs include fees spent on lawyers, experts and consultants (ie
professional fees), as well as the time spent by plaintiffs and defendants in dispute
resolution processes. These costs constitute resources that, if not used for resolving
leaky building disputes, would otherwise be available for productive uses. As such,
these expenses constitute a cost to the wider society of the leaky buildings problem.

In a large number of cases, each party acquires their own legal advice and also contract
experts to conduct assessments of the building and damage. This can result in
substantial duplication.

The number of parties to any leaky building claim can vary, although there are often
similar types of parties involved. Typically there may be four parties involved: a
claimant, a certifier who provides Code of Compliance certification (usually a territorial
authority) and two other defendants from the construction sector (eg builders,
developers, subcontractors, etc). The number of defendants in each case can vary
considerably, from just one to as many as eight or nine.
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To the extent that a more efficient dispute resolution process is implemented, many of
the dispute costs faced by these parties could be reduced. This would provide a
significant resource benefit to the economy.

3.1.2 Reduced administration costs

Providing the mechanism by which parties can resolve leaky building disputes also
imposes resource costs. The main administrative costs are the costs of court time and of
operating the WHRS. These ‘administrative’ costs are largely borne by central
government agencies, ultimately funded by taxpayers, although individual parties
involved in claims may contribute towards some costs, eg assessment charges levied by
the WHRS. A more efficient resolution process would conserve government resources,
freeing up funds for more productive uses.

3.1.3 Reduced repair costs from fewer delays

Because of the nature of the damage caused by weathertightness failures, the longer a
leaky building remains unrepaired, the larger the damage can become. Consequently,
property owners that either choose, or are forced, to wait until the resolution of disputes
may face larger repair costs than they would if disputes were resolved more efficiently.

There is also some suggestion that typical repair costs have increased over recent years
at rates that are much higher than the general inflation rate.® This may itself be partially
a result of the litigious disputes process, which means that any repair work is overly
complex or subject to excessive supervision because of the fear of further claims in the
future.

3.1.4 Public health benefits

A lack of weathertightness can generate health problems for residents of effected
dwellings. Leaky buildings are more likely to generate damp and mouldy living
conditions which can lead to asthma and other respiratory ailments. These conditions
may also negatively impact upon some individuals’ mental health and wellness, as can
the disputes process itself. These health problems impose costs, such as medical
treatment and also lost productivity from time off work. Those affected will also tend to
suffer a lower quality of life.

8 Covec, 2008, which utilised data provided by MJW.
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Appendix

Assumptions

Of note is that the assumptions regarding imports used in this analysis result in a ratio
of imports to domestic production of around 45%. This ratio can be calculated using the
figures in the example outlined in Section 2.1.6, where the value of imports is $71,556,
and value of domestic production is $158,444 (ie $230,000 less $71,556). In contrast, the
ratio of imports to domestic production for the economy as a whole is around 32%, as
imports are valued at $59 billion and GDP is $184 billion.’

To illustrate the impact of alternative various assumptions that could be used in this
analysis, the tables below outline the impacts of assuming either higher or lower levels
of imports and of import tariffs and duties. Using these different assumptions generates
a range of 22% to 27% for the ratio of leaky building repair spending that would be
collected as tax revenue.

Table 5: High proportion of imports, low rates of tariffs, duties

Aspect of production Assumption Tax %
Domestic production proportion
Architects 30%
Tradesmen 30%
Materials 60%
Import tariff, duties 1%
Proportion collected as tax 22%

Table 6: Low proportion of imports, high rates of tariffs, duties

Aspect of production Assumption Tax %
Domestic production proportion
Architects 10%
Tradesmen 10%
Materials 40%
Import tariff, duties 3%
Proportion collected as tax 27%

Similarly, the sensitivity of the estimates to the effective average tax rates, as indicated
in Table 3, have also been tested. Using assumed effective average tax rates that are 10%
higher and 10% lower than those used in this analysis provides a range of 25.9% to
23.4% for the ratio of leaky building repair spending that would be collected as tax
revenue.

9 National Accounts, 2009, Statistics New Zealand.

> Contribution to Govemment Revenue of Leaky Buildings Repairs 13



