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National Construction Code
	Key points

	· In December 2009, COAG agreed to integrate the Building Code of Australia and the Plumbing Code of Australia into a single National Construction Code. 

· The reform aims to reduce inconsistency and overlap between the codes, and streamline regulatory approaches across jurisdictions. 
· The two main direct impacts of the reform on businesses are:

· improved consistency between building and plumbing regulations; and 

· a more flexible compliance regime for plumbing.
· The total value of building work done in Australia on dwelling and non-dwelling construction was $83 billion in 2010-11, equivalent to around 6 per cent of GDP.

· It is estimated that reform could lower construction costs by around 1 per cent. If achieved, this would translate into a cost saving of about $1 billion per year 
(2010-11 dollars).
· These gains would accrue progressively as industry adapts to the integrated code.
· The achievement of reform is involving some one-off transition costs — estimated to amount to around $30 million for industry and $5 million for government 
(2010-11 dollars). 
· Areas assessed as offering scope for improvement include: 

· extending the code to other areas, such as gasfitting, electrical, and telecommunications; and

· continuing to reduce jurisdictional variation besides from those relating to climatic and geophysical differences. 

	

	


The construction of commercial, residential and public buildings has long been regulated in Australia on the basis that governments have some responsibility for health, safety and amenity standards in buildings on behalf of the community. Under Australia’s constitution, responsibility for such matters resides with State and Territory governments. Over time, numerous variations in regulatory arrangements have developed across jurisdictions. Streamlining and harmonising regulatory approaches could provide economic benefits, particularly through lowering construction costs. 
In recognition of these potential benefits, the States and Territories agreed to the development of the Building Code of Australia (BCA) and the Plumbing Code of Australia (PCA). First editions were produced in 1998 and 2004, respectively, and the codes were, to varying degrees, subsequently referenced in State and Territory legislation. 
As a result of their separate evolution, however, a number of inconsistencies and areas of overlap existed between the BCA and the PCA. In July 2008, COAG agreed to the development of a National Construction Code (NCC), covering building, plumbing, electrical and telecommunications standards. The ultimate objective is to consolidate all on-site construction regulation into a single document. The first phase of this reform, which involves integrating the BCA and the PCA into a single document, forms the NCC component of the Seamless National Economy reforms.
This chapter outlines the reform objectives and main motivating factors behind the changes to the building and plumbing code regimes. The chapter considers who will be directly affected by the reform, and provides estimates of the prospective impacts. The quantitative analysis has required judgements to be made about the effects of reform based on existing studies and the Commission’s assessments for the purposes of this discussion draft. The results presented are exploratory. 

An assessment is made of whether Australia’s reform potential is being achieved and opportunities for improvement.
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Reform objectives and changes
The objective of the first phase of the NCC is to achieve a nationally consistent approach to building and plumbing regulation in Australia. At its December 2009 meeting, COAG agreed to:

… integrate the plumbing code and the building code into a single document which will address areas of inconsistency and overlap between the two codes. (COAG 2009d, p. 3)
The first phase has largely been implemented with the publication of the inaugural NCC Series. It has three volumes: 

· Volume One pertains primarily to Class 2 to 9 buildings;

· Volume Two pertains primarily to Class 1 and 10 buildings; and

· Volume Three pertains primarily to plumbing and drainage associated with all classes of buildings. 
Five jurisdictions have adopted the NCC and the remaining three — New South Wales, Western Australia and the Northern Territory — are expected to reference the NCC in their respective legislation by 1 May 2012. 
In addition to consolidating building and plumbing codes into a single national code, the reform includes governance and funding arrangements for the Australian Building Codes Board (ABCB) to produce, maintain and administer the NCC. It requires all jurisdictions to make the necessary legislative arrangements for the formal adoption and effective operation of the NCC. 

Key features of the NCC are outlined in box 15.1.
Evolution of the current framework

Building

With responsibility for health, safety and amenity standards in buildings resting with State and Territory Governments, eight separate Acts of Parliament and eight distinct building regulatory systems evolved across Australia. At various times, building regulation has been complicated further with jurisdictions passing over certain building regulatory powers to local councils. This has resulted in numerous building regulatory systems by way of council by-laws (ABCB 2011).

Attempts to harmonise building regulation have been made over recent decades, starting with the Australian Model Uniform Building Code. This code was first released in the early 1970s, evolved into the BCA, and then progressively adopted by States and Territories during the early 1990s.

The BCA is the primary code for technical building provisions referenced in all State and Territory building Acts or regulations.
 It covers all commercial and domestic buildings, but not ‘non-building’ or engineering constructions (such as roads and bridges). 
	Box 15.

 SEQ Box \* ARABIC 1
The National Construction Code – a snapshot

	The NCC is a uniform set of technical provisions for the design and construction of buildings and other structures throughout Australia. It sets out to provide nationally consistent and minimum necessary building design and construction standards with respect to health, safety, amenity and sustainability.
It is given legal effect by relevant legislation in each State and Territory. This legislation prescribes the NCC to fulfil any technical requirements that have to be satisfied when undertaking building work or plumbing and drainage installations. 

State and Territory legislation empowers the regulation of construction activity, and contains the administrative provisions necessary to give effect to the legislation. Administrative provisions typically cover: plan submission and approval procedures; issue of permits; inspections and audits; provision and issue of evidentiary certificates; review and enforcement of standards; and fees and charges.

The NCC currently comprises the Building Code of Australia (BCA) as Volumes One and Two and the Plumbing Code of Australia (PCA) as Volume Three. 
· Volume One of the NCC pertains primarily to Class 2 to 9 buildings, including flats, shops, offices, factories and public buildings.
· Volume Two pertains primarily to Class 1 and 10 buildings, including houses, sheds, carports, swimming pools and fences.
· Volume Three pertains primarily to plumbing and drainage associated with all classes of buildings.
The BCA’s technical provisions cover aspects such as structure, fire resistance, access and egress, services and equipment, and energy efficiency as well as certain aspects of health and amenity. The BCA allows for variations in geographical, geological or climatic factors.
The PCA technical provisions cover the design, construction, installation, replacement, repair, alteration and maintenance of: water services; sanitary plumbing and drainage systems; stormwater drainage systems; heating, ventilation and air conditioning systems; on-site wastewater management systems; and on-site liquid trade waste management systems.

	Source: ABCB (2011).

	

	


The BCA identifies ten classes of buildings, each covering a particular type of building (box 15.2). 

	Box 15.

 SEQ Box \* ARABIC 2
Classes of buildings as defined by the BCA

	· Class 1a: a single dwelling being: a detached house; or one or more attached dwellings, each being a building, separated by a fire-resisting wall, including a row house, terrace house, town house or villa unit.

· Class 1b: a boarding house, guest house, hostel or the like with a total floor area not exceeding 300 m2 and in which not more than 12 people would ordinarily be resident.

· Class 2: a building containing two or more sole-occupancy units each being a separate dwelling.

· Class 3: a residential building, other than a building of Class 1 or 2, which is a common place of long-term or transient living for a number of unrelated people, including: a boarding-house, guest house, a residential part of a hotel or motel, a residential part of a school, a residential part of a healthcare building that accommodates members of staff, or a residential part of a detention centre.

· Class 4: a dwelling in a building that is Class 5, 6, 7, 8 or 9 if it is the only dwelling in the building.

· Class 5: an office building used for professional or commercial purposes, excluding buildings of Class 6, 7, 8 or 9.

· Class 6: a shop or other building for the sale of goods by retail or the supply of services direct to the public, including: a cafe, restaurant, bar, a hairdresser’s or barber’s shop, public laundry, market or sale room, showroom, or service station.

· Class 7a: a car park.

· Class 7b: a building for storage, or display of goods or produce for sale by wholesale.

· Class 8: a laboratory, or a building in which a handicraft or process for the production, assembling, altering, repairing, packing, finishing, or cleaning of goods or produce is carried on for trade, sale, or gain.

· Class 9a: a public health-care building, including those parts of the building set aside as a laboratory.

· Class 9b: a public assembly building, including a trade workshop, laboratory or the like in a primary or secondary school, but excluding any other parts of the building that are of another Class.

· Class 9c: a public aged-care building.

· Class 10a: a non-habitable building being a private garage, carport, shed, or the like.

· Class 10b: a non-habitable structure being a fence, mast, antenna, retaining or freestanding wall, swimming pool, or the like.

	Source: ABCB (2004).

	

	


Plumbing

A major step towards a national set of plumbing regulations occurred with the publication of the Australian Standards (AS) 3500 series in 1990. The AS 3500 was published by Standards Association of Australia, the predecessor of Standards Australia.
 The series had the objective of providing acceptable technical standards for the design and installation of plumbing systems throughout Australia. Its adoption over the years, however, was piecemeal and there were significant variations in its application across jurisdictions. 

A National Plumbing Regulators Forum was established in 2002 with representatives from all States and Territories. Charged with responsibility for developing the Plumbing Code of Australia, it produced the first version of the PCA in 2004. The new code was adopted in Victoria, Queensland, South Australia, Tasmania (by reference in the Tasmanian Plumbing Code), and the Australian Capital Territory. Those jurisdictions that did not adopt PCA 2004 continued to use AS 3500 or other independently developed regulations. For instance, New South Wales referenced AS 3500, at least in part, along with the NSW Code of Practice for Plumbing and Drainage, and other technical references (Allen Consulting Group 2009b).

As recently as 2008, the PCA had not been updated since its inception, partly as a result of the National Plumbing Regulators Forum having insufficient resources and funding to undertake a review process (sub. G2, p. 8).
Role of the ABCB

In 1994, the ABCB was established by an Intergovernmental Agreement signed by the Ministers of the Commonwealth and State and Territory Governments.
 The ABCB’s mission is ‘to address issues relating to health, safety, amenity and sustainability by providing for efficiency in the design, construction and performance of buildings through the BCA and the development of effective regulatory systems’ (COAG 2006b, p. 5). In 2009, COAG agreed that the ABCB would produce and maintain the National Construction Code. It was completed with the release of NCC 2011 for adoption by States and Territories. All States and Territories have agreed to adopt the NCC into their respective legislation by October 2012.
What has changed under the harmonisation reforms?

As a result of COAG’s 2008 agreement on the development of the NCC, the PCA was reviewed and revised by the National Plumbing Regulators Forum and ABCB, culminating in the development of the PCA 2011, which forms Volume Three of the NCC. 
Improved consistency

Areas of inconsistency and regulatory overlap between the PCA and BCA were identified in the process of developing the NCC, and action was undertaken to consolidate the two codes. Revisions to the BCA resulted in fewer jurisdictional differences in mandatory technical requirements. A number of variations were also eliminated in the plumbing code as a result of applying a uniform set of deemed-to-satisfy or prescriptive solutions through standards, such as the AS 3500 suite. 

Improved regulatory approach to plumbing

The NCC provides for a national performance-based approach to compliance for the plumbing code. While the PCA was revised in 2004 as a performance-based code (hereafter PCA 2004), not all jurisdictions adopted it. (The Australian Capital Territory, Queensland, South Australia, Tasmania and Victoria adopted the PCA 2004; the remaining jurisdictions continued to directly regulate the use of AS 3500 or used other independently developed regulation.) The BCA has been a performance-based code since 1996 and was adopted by all jurisdictions by 1998.
A performance-based approach incorporates more flexibility than strictly prescriptive requirements, which characterised earlier versions of the codes. Prescriptive requirements (deemed to satisfy solutions) clarify exactly how something is to be done. Performance requirements outline the required level of performance and leave it to the designer or builder as to how it is achieved. The latter is a more flexible option and allows the builder to develop alternative solutions based on new or innovative building products, systems and designs.
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Who will be affected by the reforms?
For the purposes of this study, a ‘ring fence’ approach was adopted to define what broad activities may be covered by the NCC. Under this approach, all activities directly involved in the design and construction of all classes of buildings are considered as being covered by the code, including dwelling (residential) and non-dwelling (non-residential) construction. It does not include civil engineering projects, mine construction or other engineering projects. 

The broad activities that are likely to be affected by the NCC are listed in box 15.3.
	Box 15.

 SEQ Box \* ARABIC 3
Building construction and related industries in terms of ANZSIC

	ANZSIC 2006
Activities covered
Subdivision 30 Building Construction

301 Residential building construction

302 Non-residential building construction


Construction of houses including additions and renovations
Construction of non-residential buildings, such as hotels, hospitals, prisons, and additions or renovations
322 Building structure
Concreting, bricklaying, roofing, structural steel erection

323 Building installation
Plumbing, electrical, air conditioning, heating, fire and security alarm installation

324 Building completion
Plastering, ceiling, flooring, painting

Subdivision 692 Architectural, engineering and technical services
6921 Architectural services
6923 Engineering design
Planning and designing buildings
Engineering consulting, building consulting


	Source: ABS (Australian and New Zealand Standard Industrial Classification, 2006, Cat. no. 1292.0).

	

	


Defining the construction industry
The total (private and public) value of building work done on dwelling and non-dwelling construction was around $83 billion in 2010-11 (table 15.1), which is equivalent to approximately 6 per cent of Australia’s GDP (ABS 2011).
 Dwelling construction represents about 60 per cent of the value of work done. 
Table 15.

 SEQ Table \* ARABIC 1
Value of building work done, dwelling and non-dwelling, 2006-07 to 2010-11a
$ million

	Year
	Dwellings
	Non-dwellings
	Totalb

	2006-07
	40 940
	27 760
	68 690

	2007-08
	43 360
	31 800
	75 170

	2008-09
	44 500
	33 560
	78 080

	2009-10
	45 780
	35 070
	80 860

	2010-11
	48 680
	34 800
	83 480


a The value of building work done includes the costs of materials fixed in place, labour, and architect fees. It excludes the value of land and landscaping and non-building components such as fencing, paving, roadworks, tennis courts, outdoor pools and car parks (ABS Construction Work Done, December Quarter 2011). The activities associated with building work done correspond to the output of activities listed in box 15.3. b Totals may not add due to rounding.
Source: ABS (Construction Work Done, Sep 2011, Cat. no. 8755.0).
Gross fixed capital formation (investment) represents the main use of dwelling and non-dwelling construction work. In 2010-11, total private sector investment in buildings was estimated to be around $103 billion or 28 per cent of total gross fixed capital formation in Australia in that year (table 15.2). 

Table 15.

 SEQ Table \* ARABIC 2
Value of dwelling and non-dwelling gross fixed capital formation, 2006-07 to 2010-11

$ million

	Year
	Dwellings
	Non-dwellings
	Total

	2006-07
	60 611
	31 878
	92 489

	2007-08
	64 851
	37 629
	102 480

	2008-09
	66 275
	36 949
	103 224

	2009-10
	69 077
	30 721
	99 798

	2010-11
	73 031
	29 953
	102 984


Source: ABS (Australian National Accounts, Jun 2011, Cat. no. 5204). 
There were approximately 963 700 people employed in the building and construction areas directly affected by NCC reform in the year to May 2011, representing about 8.5 per cent of total employment in Australia (ABS 2011).
 About 70 per cent of those employed provided construction services such as land development and site preparation, building structure, building installation and building completion services.
There is a range of occupations engaged in the building and construction industry, such as technicians and trades workers, plumbers, drivers, office workers, construction managers and professionals (figure 15.1). There were 31 400 professionals in the building and construction areas in 2011, including civil and other engineering, information communications technology, human resource, and occupational and environmental health.
Figure 15.

 SEQ Figure \* ARABIC 1
Composition of Australia’s construction workforce,
May 2011a
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a( Classified by Australian and New Zealand Standard Classification of Occupations (ANZSCO) 1-digit 2006. Percentages may not add to 100 due to rounding. These figures include building construction, construction services, and other construction, not further defined. Heavy and civil engineering is not included. 

Data source: ABS (2011, unpublished).
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Understanding the direct impacts of the reforms
The two main direct impacts of the NCC reform on businesses are:
· improved consistency between building and plumbing regulations; and
· a more flexible compliance regime for plumbing.
Improved consistency between building and plumbing regulations 

The integration of the BCA and PCA — and making them suitable for national referencing — should reduce regulatory overlap and inconsistency. This will result in fewer contradictory technical and performance requirements. The changes will assist businesses by allowing for greater consistency of practice between the building and plumbing trades, leading to time and resource savings.

The development of the NCC should also reduce inconsistencies across jurisdictions (in both the building and plumbing codes) providing greater consistency for firms that operate across borders leading to further costs savings. 

The (then) Department of Innovation, Industry, Science and Research (DIISR) observed that the NCC:

… provides for a nationally consistent and integrated approach to building and plumbing regulations. This will reduce the compliance burden on design professions and trades, for instance, where a single set of building and plumbing regulatory requirements across the country will apply. (sub. G2, p. 7)

In the Regulation Impact Statement (RIS) it prepared for the NCC, Allen Consulting Group (2009b) conducted a cost-benefit analysis of the introduction of the NCC. It found improved consistency between the building and plumbing codes would be most relevant for the non-residential sector, with potential for only small gains in the residential sector. The lesser gains in the residential sector reflect the relatively low mobility of businesses in the sector across jurisdictions (for instance, a home builder is less likely to operate in multiple jurisdictions than a non-residential builder).
In consultations for the RIS, stakeholders provided some examples of inconsistency between the originating codes, such as:

· the BCA and PCA reference different Australian Standards relating to fire hydrants and fire hose reels; and
· the BCA only requires disability access in specific circumstances, whereas the PCA requires all taps to comply with disability standards (Allen Consulting Group 2009b).
Overall, the study found that improved consistency would be expected to result in improved efficiency and lower costs of construction, with gains arising through ‘reduced delays which may have been due to errors or changes needed as a result of different approaches by practitioners on site’ (Allen Consulting Group 2009b, p. viii). 

A more flexible compliance regime

Under the NCC, builders and plumbers will have the ability to obtain compliance certification either prescriptively (through existing ‘deemed-to-satisfy’ provisions’) or innovatively (through an ‘alternative solution’ that can be demonstrated to meet the performance requirement of the NCC). 
In Impact Assessment of Major Reform Initiatives (ABCB 2000), KPMG examined the economic effects of adopting a performance-based building code. Results from case studies focusing on 15 large (non-residential) construction projects suggested that benefits included:

· cost savings related to efficiency of design and construction;

· enhanced functionality for owners and end users because designs were better able to meet performance requirements of end users and owners, and operators were able to achieve economies by consolidating back office functions; and
· the flexibility to accommodate new products and materials. 

Benefits of this nature are expected to arise from a move to the performance-based plumbing code.
Most of the benefits are likely to accrue to the non-residential construction sector. This sector makes extensive use of performance-based solutions and has a greater diversity across projects. 

Other benefits

With building and plumbing regulation being coordinated nationally, the NCC is expected to provide an improved framework for responding to policy requirements and possible changes in building regulation, compared to multiple codes with different governance arrangements. In this vein, DIISR noted that the NCC is expected to result in:

… more effective regulatory solutions for industry and the broader community. For example, issues such as sustainability and climate change will now be addressed in a more holistic manner. This will ensure national consistency which, in turn, will generate flow on efficiencies in the built environment. (sub. G2, p. 7)

Allen Consulting Group (2009b) noted that ‘a small number of stakeholders’ had considered that the construction sector would benefit from a NCC because it provided improved regulatory conditions for innovation at the national level — and that such innovation would help the industry to respond to future policy changes such as those associated with climate change.
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What are the direct impacts of the reforms?
The potential impacts of NCC reforms were considered previously in the RIS prepared by Allen Consulting Group (2009b). That analysis adopted a break even approach to gauge overall effects. Under this approach, the expected benefits are not estimated directly but rather the minimum quantum of benefits needed to provide a net positive outcome is identified. That is, given the estimated costs to businesses and government of the reform, what would be the minimum level of efficiency gain needed for a net positive effect? The study focused on the non-residential portion of the construction industry where industry participants indicated the benefits would largely accrue.

Application of the break even approach suggested that a relatively small efficiency gain of 0.14 per cent would be required to achieve a net benefit. This break even efficiency gain was based on the estimated cost of $39.5 million and a total value of work done in non-residential construction in 2008 of $27.9 billion.
 
On the improved consistency between building and plumbing regulations, Allen Consulting Group reported:

Industry stakeholders did not consider that the potential for efficiency gains was very large, but perhaps in the order of 2-3 per cent for the non-residential sector. (2009b, p. viii)
The RIS indicated some gains would accrue to the residential sector, albeit to a lesser degree. 

Applying these potential efficiency gain estimates to actual data for the non-residential sector provided an indication of the potential for savings in dollar terms:
In the non-residential construction sector, reduced costs are estimated at between 2 and 3 per cent – that means potential savings of up to $700 million. (Carr and Sherry 2011)
On the adoption of a national performance-based code for plumbing, the RIS referred to the experience of the BCA moving to a performance-based code and the earlier ABCB (2000) study that was based on 15 construction projects. On the basis of this earlier information, the RIS suggested that adoption of a performance-based code could generate savings of 1 to 5 per cent in overall business costs for large scale building projects. These savings would stem primarily from increased efficiency of design and construction. 
The Commission’s assessment of the direct benefits
The Seamless National Economy reform with respect to the NCC is likely to yield tangible benefits. Because the current round of reforms were implemented from 1 May 2011, the realised benefits of the NCC to date are likely to be minimal. As DIISR put it:

It is too early to assess the broad impact of the NCC on the Australian economy. The NCC is in its infancy and, as outlined previously, national introduction of the NCC is not yet complete. (sub. G2, p. 7)

While realised benefits are likely to be minimal at this stage, the prospective benefits are likely to be substantial as businesses adapt to the NCC. The benefits of reform in prospect are likely to accrue in two components. 
First, improved consistency between building and plumbing regulations could result in a cost saving to construction businesses. On the basis of information provided in the RIS and consultations during this study, the Commission has assessed that these could amount to 2 per cent cost savings for the non-residential sector and 0.5 per cent for the residential sector.
 Applying these estimates to the value of work done (table 15.1) suggests benefits of $696 million and $243 million, respectively. Alternatively, benchmarking these prospective savings to gross fixed capital formation (table 15.2) suggests benefits of $599 million and $365 million, respectively.

For the purpose of the Commission’s assessment, the value of work done has been used to estimate the prospective impacts. To reflect that the savings are likely to be achieved after a period of adaptation, these cost savings are estimated to be achieved in incremental steps over a period of at least five years. 
Second, improvements to the plumbing regulatory framework from adopting a performance-based code could result in cost savings worth 3 per cent of the non-residential sector (the midpoint of the 1 to 5 per cent range found in the ABCB (2000) study). These cost savings are likely to be most relevant in the plumbing activities in the non-residential sector. Benchmarking the 3 per cent cost savings to 


the plumbing share of the non-residential sector totals $104 million.
 Alternatively, benchmarking the proportional benefit to gross fixed capital formation would suggest a cost savings related to the adoption of a performance based plumbing code of around $90 million.

The States that have already adopted a performance-based plumbing code through related reforms have likely begun to realise these cost savings (Victoria, Queensland, Southern Australia, Tasmania, and Australian Capital Territory). New South Wales, Western Australia and the Northern Territory are expected to realise these cost savings progressively over a period of about five years, upon reform. 
The Commission’s assessment of the likely direct impact of NCC reform has required judgements to be made about the effects of current or forthcoming reforms. The results are exploratory and should be regarded as broadly indicative of the likely effects of the reforms. 
While the estimates in this assessment have focused on the costs of buildings, the adoption of the NCC could have wider ramifications for the construction sector, including: 

· the possible increase in demand for building and plumbing work that may accrue from the adoption of performance-based certification of plumbing work;

· the separate impacts from reduced delays which could lead to improvements in the efficiency of capital arising from lower holding costs of real estate;

· the impacts resulting from an increased ability for policy makers to respond to future policy challenges in a more holistic way; and

· possible impacts on innovation.
The Commission has not explicitly made allowances for such effects in this study.
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Indicative costs of achieving reform
The costs of achieving the NCC reform are largely transitional in nature although some additional ongoing compliance costs are also likely. 
Business compliance costs

In the RIS (Allen Consulting Group 2009b), business transitional and ongoing compliance costs included: 
· Understanding and adjusting to the new code. Transition costs to business to update knowledge on the new regulatory arrangements were estimated in the RIS to be approximately $28.3 million (that is, about $29.2 million in 2010-11 values) — a one-off transition cost. 
· Technical requirements. Industry and government consultations for the RIS suggested the underlying technical practice that is used to comply with the BCA and the PCA will remain the same, or be similar. Consequently, the RIS reported small or insignificant additional compliance costs associated with the implementation of technical changes. 
· Purchasing the NCC. Plumbers must now keep abreast of annual updates to the NCC, compared to the previous regulatory environment where they were either not required to purchase regular PCA updates or, given their jurisdiction, not required to purchase the PCA at all. While there is still no legal requirement to own a copy, Allen Consulting Group (2009b) estimated the additional purchasing costs for plumbers to be an ongoing cost of around $6.7 million (that is, $6.9 million in 2010-11 values) per year.

For the purpose of this study,  the Commission has accepted these estimates of the transition and ongoing compliance costs of the NCC.

Administrative costs to government

The additional administrative costs to Australian, State and Territory governments were estimated in the RIS to be $4.5 million (Allen Consulting Group 2009b). The main components of these costs are:

· Developing the NCC. These costs are borne largely by the ABCB and represent a range of activities including the convening of roundtables and consultations (including travel costs of participants), undertaking the RIS, and seconding technical experts.
· Legislative and administrative changes for State and Territory governments. These costs will vary by jurisdiction. For instance, costs will be minimal for governments that have entrusted responsibility for building and plumbing regulation to a single agency (the Australian Capital Territory, Northern Territory, Queensland, and Tasmania). Western Australia is in the process of reforming its Building Act and consolidating regulatory work into a single agency. Costs for New South Wales and South Australia could be higher but will largely depend on how they choose to implement the NCC.
· Communication and technical and adjustment assistance with industry. Governments will provide training for their own staff and relevant government personnel, and introduce the NCC to industry associations and practitioners. Training on the performance-based approach to plumbing regulation will be required in New South Wales, Northern Territory and Western Australia. Some of these costs will be borne by the ABCB as they plan to offer training sessions. 
For the purpose of this study, these costs are treated as transitional in nature.

The two main sources of ongoing costs are:
· The costs of administering building and plumbing regulation in the States and Territories. This cost is unlikely to change under the NCC because few, if any, changes would be required to the existing systems in order to adjust to the NCC. 
· Maintaining and updating the NCC. Stakeholder feedback for the RIS indicated that these costs would be similar to the current costs of maintaining building and plumbing frameworks separately (Allen Consulting Group 2009b).
For the purpose of this study, it has been assumed that the provision of these services is part of ongoing programs and does not involve ‘additional’ costs.  
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Summary of effects

The main impacts on businesses will be in the form of reduced costs. Once the NCC reform takes full effect, business costs are expected to fall overall by around $1 billion, that is, around 1 per cent of the value of residential and non-residential building construction. This includes benefits stemming from:

· improved consistency between building and plumbing codes: a cost saving worth 2 per cent of the non-residential sector ($696 million) and 0.5 per cent of the residential sector ($243 million); and 

· adopting a performance based plumbing code: a cost saving worth 3 per cent for the plumbing share (10 per cent) of the non-residential sector ($104 million) (table 15.3).
These benefits are likely to accrue progressively over a half decade as businesses adapt to the new integrated code. 

Business transition costs are estimated to be $30 million and incurred during the first few years. Governments are expected to incur transition costs of around $5 million during the first few years from the introduction of the NCC. 

Table 15.

 SEQ Table \* ARABIC 3
Summary of estimated impacts from NCC reforms

$ million (2010-11 dollars)

	
	Annual longer-run ongoing direct impacts
	One-off direct impacts   (transition costs)

	
	Realised
	Prospective
	Realised and prospective
	Potentiala
	

	Business cost reductions
	
	
	
	
	

	
From adoption of performance-based code for non-residential constructionb
	..
	100
	100
	..
	..

	
From improved consistency: 
	..
	
	
	..
	..

	
Residential construction
	..
	250
	250
	..
	..

	
Non-residential construction
	..
	700
	700
	..
	..

	Total
	..
	1 050
	1 050
	..
	(30)c

	Business cost increasesc
	..
	(7)
	(7)
	
	..

	Government administration costs
	..
	..
	..
	..
	(5)


.. zero or none estimated. Estimates in brackets ( ) represent cost increases. Figures are rounded from estimates in the chapter. a Potential impacts relate to measures that are yet to be implemented, but which are sufficiently likely to be implemented in the future. Realisation of potential direct impacts will require continued commitment and sustained effort. b For the purposes of this study, the Commission has applied these benefits to all State and Territories. c Costs are allocated in a pro-rata fashion based on the size of each sector in 2010-11. 
Source: Commission estimates.
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Opportunities for improvement

Extending the NCC to other areas of construction

The NCC may eventually be extended to other areas of on-site construction, such as gasfitting, electrical and telecommunications. 

The ABCB is currently undertaking a preliminary scoping study to consider the possible inclusion of gasfitting into the NCC. The outcomes of the scoping study will be used to inform the Building Ministers’ Forum of the relative merit and scope for such work to proceed.

There are several issues that policy makers and regulators will need to consider and address as additional codes are assessed for possible integration into the NCC. For instance, according to the HIA, harmonising administration processes may be just as important as harmonising the codes. When commenting on the merit of extending the NCC to other areas, HIA noted:

Any reforms that serve to ensure building regulation in all its forms meet minimum acceptable standards, in accordance with COAG’s own requirements for regulation are supported. However, harmonization that does not include effective changes in the administration processes can be less meaningful. (sub. DR-G7, p. 7)
In characterising an effective approach to successive reform, DIISR noted that:

Each code has a different regulatory framework, operating at varying degrees of efficiency and effectiveness. A ‘one size fits all’ approach is unlikely to be suitable. For example, some codes may not be suited to conversion to a performance-based code. Also, the current regulatory framework may be acceptable and therefore it may not be necessary for the ABCB to assume full responsibility for maintaining an additional code. In this case, alternative options for administration may need to be considered. Ultimately, it is preferable that a measured approach be applied for each successive reform. It should build on lessons learned from previous reforms and allow time for jurisdictions to adjust to new regulatory and administrative systems. (sub. G2, p. 9)
In the Commission’s assessment, extensions to the NCC could yield net benefits and should be pursued when cost effective. Extensions should not necessarily exclude the improvement of administrative processes. 
Reducing State and Territory variations in building and plumbing codes

While the BCA and PCA provide the minimum requirements at the national level, State and Territory governments have added regulations for their respective jurisdictions. Beyond the additional regulations that arise from geographical, geological or climatic factors, jurisdictional variations can increase complexity, particularly for builders and plumbers that operate across state borders. Addressing inconsistency in building regulation across Australia has been a reform priority for many years (PC 2010c). 
The ABCB has reduced some regulatory differences across jurisdictions (PC 2004b) but many remain and are listed in a separate appendix volume of the NCC. The relevant appendix, which is to Volume Two of the code, contains 81 pages of jurisdictional variations (Volume Two itself comprises 580 pages of national residential building codes). The variations include those due to climatic, geographic and geologic factors, as well as other factors. 
The ABCB is responsible for bringing greater rigour to the process by which jurisdictions and local governments introduce new delineations to the national code. This is done by working with jurisdictions to restrict new variations to those arising from geographical, geological or climatic factors, and require any new variations to be subject to a Regulatory Impact Assessment and State or Territory Minister approval. This more rigorous process is intended to minimise variations across States. 
The ABCB Intergovernmental Agreement (COAG 2006b) requires an annual report be provided to signatory Ministers on changes in State and Territory variations to the BCA. Meanwhile, States and Territories have committed to taking reasonable steps to consolidate all of their mandatory requirements affecting the design, construction and performance of buildings into the consolidated version of the NCC (COAG 2006b). 

The current IGA for the ABCB and the agreed in-principle IGA (expected to be signed by all jurisdictions by April 2012) both endorse a more structured approach (known as the ‘gateway’ model) towards the issue of local government intervention.

Reducing the adverse impacts of local government interventions
The problem of local government regulatory interventions over and above the minimum necessary requirements of the BCA has been well documented. In 2004, the Commission’s Reform of Building Regulation report found that local governments, through their planning approval processes, were imposing local government area-specific regulations on building (PC 2004b).

A study by the ABCB found that local government interventions can have a particularly large impact on residential construction costs (ABCB 2008). A leading firm of construction management consultants analysed nine different local government interventions. These interventions are applied primarily to residential buildings, and pertain to a broad range of matters, including ceiling heights, reduction of external noise, and access requirements for people with a disability.
The ABCB study found the interventions increased construction costs by up to 14 per cent. The interventions were selected by a Joint Working Group consisting of officials from the Ministerial Council on Energy, the Planning Officials Group, the ABCB, the Australian Local Government Association and industry. Five of the interventions were found to return a hypothetical financial benefit to building owners over a 10 year period. While some market participants indicated they would be prepared to pay extra for the intervention, the study concluded that decisions concerning matters covered by the interventions would be better left to market forces rather than regulators. 
In 2006, following COAG agreement to the National Reform Agenda, the Building Ministers’ Forum identified local government interventions into building regulations as an area in need of reform. The Forum also noted that COAG may need to take further action in the event of slow progress. On 4 July 2008, the Forum endorsed a principles-based approach to managing local government interventions. This was forwarded to the Local Government and Planning Ministers’ Council; however, the Council was dissolved before these actions were complete (sub. G2, pp. 9-10).
In the Commission’s assessment, processes for the consideration of the ABCB study findings should be instituted and relevant cost-effective reforms identified. 
� 	There is also a range of regulatory instruments across the States and Territories that meet other objectives (such as environmental objectives) that reference the BCA, resulting in complex legal and regulatory linkages (Master Builders Australia, pers. comm., 1 March 2012). The effects of the BCA are accordingly more pervasive than directly meeting requirements for the construction of buildings.


� 	Standards Australia is an independent, non-profit organisation, recognised by the Australian Government as the peak non-government standards body in Australia. Standards Australia develops internationally aligned standards for Australia. 


� 	The ABCB is a joint Commonwealth, State and Territory entity operating under the Department of Industry, Innovation, Science, Research and Tertiary Education. It has 15 members: an independent chair, officials from nine jurisdictions, a representative from the Australian Local Government Association, and four industry representatives. 


�	ABS (Australian National Accounts, Jun 2011, Cat. no. 5206.01).


� ABS (Labour Force Australia, Aug 2011, Cat. no. 6291.0.55.003).


� 	In the context of this assessment, non-residential includes private and public sector buildings and includes hotels, shopping centres, factories, offices, schools, hospitals and cinemas, and any alterations or additions made to these buildings. 


� 	In line with the RIS, the Commission has applied the benefits to building and plumbing in recognition that both trades will benefit from greater regulatory consistency. 


�	The Commission understands that the cost share for plumbing in construction ranges between 3 and 10 per cent, with 10 per cent more applicable to non-residential construction (Master Builders Australia, pers. comm., 26 September 2011). For the purposes of this study, given that the non-residential sector is the focus for assessing the benefits of adopting a performance-based code, the plumbing share of construction costs is estimated to be 10 per cent.


� 	Allen Consulting Group (2009b) estimated that 60 per cent of builders and plumbers will incur transition costs based on the following: a Master Builders Australia survey found 78 per cent of respondents had access to the BCA; and a proportion of those builders that had access would not necessarily use the code due to the nature of their on-site responsibilities. For example, skilled labourers (bricklayers) who are familiar with the standards relevant to their trade may rely on a contractor or construction manager to ensure compliance with the BCA. 


�	In an earlier report, the Commission (PC 2004b) suggested that a minimum level of free access, such as online access to the full code, would improve access and compliance. 
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