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In Confidence
Office of the Minister of Housing
Cabinet

Kainga Ora — Homes and Communities’ proposed offsite manufacturing
(OSM) supply programme

Proposal

1 This paper seeks to inform Cabinet on Kainga Ora Homes and Communities’
proposed offsite manufacturing (OSM) supply programme.
5

2 Kainga Ora has been set a target of constructing a net 4700 addltlgz@ nsmonal and
public houses by June 2022. This is driven by the Government’ icies to increase
the supply of warm, dry houses across New Zealand for thosegﬁb t in need.

3 The proposal in this paper will help the Government ach Q)the additional
transitional houses by June 2022 and, in exceptional r\ mstances, deliver public

housing. @

Executive Summary \"Q

Relation to government priorities

deliver on targets for transitional housifg by June 2022, they are proposing the pre-
purchase of up to 1,000 OSM unit New Zealand-based companies. In
exceptional circumstances some@\l s may be utilised for public housing however this
will be strictly limited given %\)rlmary focus on the Government’s transitional
housing targets. >

4 Kainga Ora has identified an opportuniéqé‘&iversify existing construction methods to

5 Kainga Ora is in the (g& stages of scaling up its use of OSM to complement
traditional build developments. It has used a number of different OSM
solutions in bo gI@ te and market homes over the past three years, which has
provided vaI@ e information on the benefits of OSM and how its use may be scaled
up. Curr@ about 15 percent of its builds in design or construction utilise OSM

techn%ﬁg

6 ésproposed OSM supply programme relies on a combination of supply from local
and offshore manufacturers to meet delivery targets for June 2022. This is part of a
step-change that is necessary for Kainga Ora to increase delivery of new housing
supply at scale and pace.

7 New Zealand’s current OSM sector is limited in terms of houses it can supply, and it
will take time for it to increase capacity. It is my expectation that Kainga Ora will
prioritise working with local suppliers and manufacturers, decreasing reliance on
offshore manufacturing as domestic capacity increases.

8 As Kainga Ora scales its OSM supply programme, it will provide certainty of demand
to the domestic OSM supply market. This will enable domestic production capacity to
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increase in the medium to long term, enabling OSM technologies be adopted more
widely.

9 Once this proposal is underway, Kainga Ora will supply me with weekly reporting,
this will include key achievements and updates on the programme, as well as
information on the use of domestic versus offshore manufacturing.

Background

10 Throughout New Zealand, there is demand for housing, with significant pressures on
emergency and transitional housing. Increasing supply of new build housing is critical
for ensuring people most in need have access to warm, dry, quality homes.

11 Kainga Ora is working at pace to deliver on its housing targets of 4700 a @&al
transitional and public houses by June 2022. It has made progress thro 6growing its
internal capabilities and its supplier arrangements over the past fou s. However,
increasing demand in national construction activity, coupled Witb\ creasing demand
for land, has significantly shifted the residential construction en@yronment.

X\

12 This increased demand is being exacerbated by a constr,a%s%’ New Zealand
construction sector, which is facing price increases, supgties and material shortages,
and workforce shortages. The supply chain challe ¥xperienced by the sector
reflect global demand and the manufacturing ch@lﬁ ges impacted by COVID-19, as
well as the global freight constraints across ab@ctors.

13 Kainga Ora recognises that there is bot mportunity and a need to adopt different
approaches to building more homes aébaster rate. In particular, it is difficult to
secure builders for smaller sized&ks outside metropolitan areas, so Kainga Ora has
considered more innovative bujl@ynethods for one to two bedroom homes, including

off-site manufacturing. \&\

OSM enables Kainga Ora to ggliver additional transitional housing supply at pace

14 This Governmen @taken a longer-term view of housing need, providing funding to
enable delivery ore new build transitional housing. OSM products are an
effective way,to increase supply and support the delivery of targets, while providing a
range Of’b\S its and opening up new opportunities and ways of working.

9)
15 Kﬁ}ﬁb@ra has an important role to play in promoting the use of OSM. It has been
n

? g alongside the New Zealand OSM sector for several years, but is still in the
early stages of scaling up its use to compliment traditional builds.

16 Kainga Ora has piloted a variety of OSM methods and identified some significant
opportunities for the construction industry. Those opportunities include:

16.1 increasing the speed of delivery
16.2 opening up new land opportunities
16.3 cost efficiencies

16.4 enabling sector innovation in New Zealand
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16.5 increasing flexibility in supply lines.

By pre-purchasing OSM modular units, Kainga Ora can accelerate the speed of
delivery, compared to traditional build methodologies. As units must be contracted
ahead of time, this enables aspects of the build process to be run in parallel, such as
securing land and consenting.

While OSM modular units are designed to provide high quality, permanent housing
solutions that have a 50-year plus lifespan, they are also more easily transported than
traditional builds. It is not Kainga Ora’s intention to relocate units as a matter of
practice, but this flexibility supports Kainga Ora to unlock new land opportunities that
were previously unfeasible, such as shorter term leases. It also provides opportunities
for Kainga Ora to partner with Maori in new and different ways. . Q@

N

Analysis by Kainga Ora indicates procuring housing through OSM is {f)lotfally, at least
cost competitive with traditional building methodologies and costg{éaencies are
expected to be gained over time. This analysis is based on a likesfor-like comparison
between the two methodologies. <

<&
Use of OSM by Kainga Ora supports the continued buﬂ@ of long-term
relationships with local suppliers and streamlining @cesses to better enable OSM
integration across the sector. This will facilitate a greater proportion of OSM
delivery in the future. %
$

Delivering housing through OSM expancigg\erall market capacity, which is
particularly significant now, while it is sed by a large private build programme,
intense competition for labour from o\terseas, and constrained product and materials
supply chains. Kainga Ora can testat’scale new OSM supply lines and make those
supply lines available for cong&@ity housing providers and other market participants.

Kainga Ora has proposed incre@gng its use of OSM to meet demand for transitional
housing >

22

23

24

Kainga Ora has idéftified an opportunity to diversify existing construction methods
by pre-purchas{r% up to 1,000 OSM units from New Zealand-based companies, with
domestic an@’eff-shore manufacturing facilities. These units will be volumetric
modularsi(} ature (complete, contained, weather tight units) to maximise time to build
befor d availability and access is complete.

O
@ﬁs would be prioritised for transitional housing to help satisfy the Government’s
priority for new build, sustainable transitional housing. Traditionally, transitional
housing has been delivered through purchasing developments from developers that
are pre-consented with build partners already identified. Creating additional
transitional housing through utilising OSM provides an opportunity to add more
homes quickly to New Zealand’s total stock.

The use of OSM units through this proposal will also help deliver public housing in
exceptional circumstances. The utilisation of OSM units for public housing will be
limited to no more than 10% of overseas OSM procurement. This ensures the
proposal remains focused on the delivery of transitional housing. The scope of OSM
utilisation may expand in future as the local manufacturing capacity grows,
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particularly as the Government continues to build momentum on its significant public
housing build programme.

Module suppliers will complete a pre-qual review through Consentium (Kainga Ora’s
Building Consent Authority) before manufacture starts. Where possible Kainga Ora
will be working with suppliers to develop prototype homes ahead of full manufacture.
The prototype process will allow for the QA, testing and inspection process to be
trialled ahead of full manufacture.

All OSM units would be designed to current New Zealand quality standards,
including Homestar 6 and Healthy Homes specifications and will be reviewed by
Kainga Ora quality assurance teams to ensure these meet the high build and
performance standards expected for their new homes. ) Q@

budgets. A series of contracts with providers would be establishe greed by the
Kainga Ora Board. This would see Kainga Ora use its spending faower differently to
fulfil its mandate and support change across the sector. \

N
Funding to acquire OSM units at this scale is available within existinﬁ@nga Ora

Securing sufficient land represents a significant logisti F&iallenge that Kainga Ora
faces. An inability to acquire sufficient land in time & result in Kainga Ora storing
pre-purchased units in New Zealand or overseas. does carry reputational risk if
units are held in storage and unavailable to th ho need them most. Storage may
carry additional cost, but this can be met wi ontingencies.

Kainga Ora is actively working to me challenge with a co-ordinated nation-
wide campaign being run to secur - until recently Kainga Ora has not purchased
land outside major metropolitan cg es at this scale. Regionally based teams are
building key relationships ansd@@Norks to support this process.

This proposal has been en@%ed by the Kainga Ora Board for Ministerial and Cabinet
consultation. 6®

Loy
Kainga Ora has engagg@/ith New Zealand OSM Suppliers as a part of this proposal

31

32

33

The prop S Kainga Ora to increase its use of OSM is consistent with its strategic
priorities; q@ my expectations for it to explore innovative delivery models that

suppo @rowth in the capability and scale of the wider urban development and
CO@UOI’] sectors.

88 my expectation that Kainga Ora will purchase all suitable and available
production capacity from the New Zealand market. For this Programme, Kainga Ora
has assessed suppliers against two primary criteria:

32.1 suppliers who have delivered volumetric OSM solutions to Kainga Ora before,
as pre-qualification to its standards is already complete; and,

32.2 suppliers’ factory capacity in the next 12 months, given the skills and supply
constrained market.

Kainga Ora is actively engaging with 12 New Zealand based OSM providers that are
either on their OSM panel or suppliers it has had prior contracts with, and has
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contacted 17 New Zealand based suppliers to assess their future suitability and
capacity. Suppliers who sit outside the primary criteria are being engaged as part of
Kainga Ora’s medium and long term OSM Strategy.

An assessment of the domestic market identified that suitably qualified local
manufacturers who deliver volumetric OSM solutions only hold available capacity of
100-200 OSM homes by June 2022.

The majority of pre-purchased OSM units will be manufactured offshore

35

36

37

38

39

40

As New Zealand currently lacks manufacturing capacity to meet all the demand,
Kainga Ora intends to:

« continue accelerating delivery through business-as-usual methods, inc\lqé%g using
OSM on a site-by-site basis (currently 15% of Kainga Ora’s construc¢tibn pipeline);

O
« deliver an additional 100-250 units manufactured in New Zia{%hd including pre-
purchasing where necessary; and, Q)

« deliver an additional 750-900 pre-purchased OS its from New Zealand

3

companies who manufacture their products offsth

current level of demand requires the majority. e 1,000 pre-purchased OSM units
to be manufactured offshore. These units w. comprise one and two bedroom
homes, which reflect approximately 70%'aJ total delivery requirements for June 2022
- domestic manufactured units will b eted at larger family homes.

N\
While Kainga Ora will work to optimise all r%@ﬁcal manufacturing capacity, the

Suppliers with domestic and Q]‘é?s}?manufacturing of OSM are assessed against the

same criteria, as noted in para 3. In addition, for offshore manufacturers, Kainga

Ora would seek assurance(@ﬁk prospective suppliers have proven experience meeting

New Zealand quality st@ rds and consenting requirements, as well as verified

ethical practices in p)g@ throughout their supply chain.
%

S —

Kainga Ora is implementing a quality assurance process that includes the review and
inspection of modules manufactured overseas through 3rd party inspections.
had independent ethical audits completed by Sedex, a major
international auditor specialising in supply chain and ethical auditing.

Kainga Ora is expected to decrease reliance on offshore OSM manufacturing

41

New Zealand’s current OSM sector is limited in terms of houses it can supply, and it
will take time for it to increase capacity. It is my expectation that Kainga Ora will
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Implementation
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prioritise working with local suppliers and manufacturers, decreasing reliance on
offshore manufacturing as domestic capacity increases.

In July, Kainga Ora will be communicating with domestic suppliers about its intent to
increase its use of OSM through a future-focussed OSM plan and working with
PrefabNZ to partner closely with the leaders in the OSM industry.

As Kainga Ora scales its OSM supply programme, it will provide certainty of demand
to the domestic OSM supply market. This will enable domestic production capacity to
increase in the medium to long term, enabling OSM technologies be adopted more
widely.

In addition, the experience gained by the NZ construction firms involved in
assembling those homes on site will be invaluable for the local market ag.i{\grows its
manufacturing capacity. D

\%\O
More broadly, this Government is committed to building domess'kc SM capacity. For
example, the Provincial Growth Fund has invested $600,000 jn(Bléctor Egger New
Zealand, a company based in Cromwell. This is supportin&é company to
manufacture high-tech prefabricated timber buildings fo@ idential and commercial
use, with manufacturing having commenced earlier this, year.

N

Kainga Ora is currently working with su rs in the design and consenting phase,
with initial contracts to be agreed in Ju %2 . The first batch is expected to be
manufactured from September 2021, manufacturing and shipping of modules
taking approximately five months ¢zarrive in New Zealand in February 2022, with
homes ready for occupation in tl@first half of 2022.

N

This proposal presents cor@hx logistical cargo challenges in the current
environment. Kainga Oga,has dedicated internal resources and engaged external
industry advisors ( reight) to consider available options, provide advice and
resolve issues th%@ arise as this programme of work is implemented.

Once manuf tﬁred, modules will be stored in the country of manufacture to

aggregat Q%tlmal shipping loads, from there a combination of both direct bulk

shipp%@a d chartered vessels to multiple New Zealand ports provide options and
ity

flexipytity in supply.

$hile current global shipping delays are a reality, the chartering of bulk cargo
shipping with self-contained cranes for unloading provides greater flexibility at ports
where containerised shipping is a bottleneck. For example, the Ports of Auckland
have one dedicated container wharf but multiple bulk shipping wharves.

Domestic arrangements once products have been delivered to New Zealand ports will
be able to be managed by existing transport capacity. Specific arrangements will be
made for each shipment. While awaiting onward transport, modular units will be
placed in secure storage locations, additionally due to their nature OSM units are
resilient to weather and damage.
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51 In parallel, land is being secured and resource consents applied for to enable site
works to start in November 2021 - ready to receive the first batch of modules for
installation.

52 Kainga Ora is actively exploring all options to secure land in areas where transitional

housing is in high demand, such as purchasing land, long term leases, repurposing
land, and temporary occupation. OSM units are more easily transported than
traditional builds and will allow Kainga Ora to unlock new land opportunities that
were previously unfeasible.

53 Kainga Ora is currently working on options for site works, in particular whether this
responsibility would be best placed with the OSM supplier or with Kainga Ora itself.
These site works would include clearance, civil, foundations, soft/hard lan ing
and finishing. Required works will be contracted subject to the needs of gach site.

54 Kainga Ora is working closely with agencies across government t ntain visibility
of transitional housing demand and understanding of provider capatity to support
implementation. <

<

Financial Implications &

N
55 This proposal would require Kainga Ora to make

w available toward
the purchase, shipping, transporting and insurin@f

SM units. This includes a Sl
I contingency to cover cost variances tb&an be reasonably expected, givean
current levels of uncertainty. \\

Q

56 This total cost is comparable with tragitional delivery methods and will be funded
from the Kainga Ora current bud velope. The expenditure includes OSM homes,
shipping, transport (including\?\@' ), insurance and fees.

57 | have consulted the Minis@zbf Finance on this proposal and the Minister was
provided with a copy ofgthe business case.

Legislative Implications\@(b'
58 This propos%éarries no legislative implications.

Q
Impact Analy%\\
Regulat&n@nbpact Statement

59 A'regulatory impact statement is not required for this proposal.

Climate Implications of Policy Assessment

60 A Climate Implications of Policy Assessment is not required for this proposal.
Population Implications

61 A significant number of Kainga Ora residents are of disadvantaged backgrounds or
have to live with lifelong challenges such as disabilities. The supply of additional
warm, dry homes via the OSM programme will support all of these residents.
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62 Kainga Ora understands the importance of working with communities regarding new
developments and previous experience has shown that some communities are more
reluctant to have transitional housing in their community. Strong engagement is a
business-as-usual requirement for Kainga Ora, and the pace of the OSM builds will
mean they will start this engagement early to avoid any community reluctance.

63 Kainga Ora intends to ensure that there are opportunities to partner with Maori
throughout this process. Temporary placement of OSM on Maori land is a possible
outcome, given that units are able to be transported more easily than traditional
housing.

Human Rights

64 This proposal is consistent with the New Zealand Bill of Rights Act 1990@%1
Human Rights Act 1993. \}

65 For offshore manufacturing, there may be risks related to labour ards health and
safety, and business ethics. Kainga Ora seeks assurance from a&rospectlve suppliers
that ethical practices are in place throughout their supply (;f\@ﬂ verified through

independent auditing. .
p g ’ \@
66 s 9(2)()) had independent ethicﬁ&?ts completed by Sedex in
2019, a major international auditor specialising igpsupply chain and ethical auditing.
Consultation ‘Q\\\
67 The Ministry of Housing and Urban %@Iopment was consulted on this proposal.
Communications K\%

68 Kainga Ora intends to publi %ﬁnnounce this proposal when contracts are signed.
Details will be available offtheir website and | may put out a press release at the time
if appropriate. Media @ortunmes or updates may be available at various times.

Proactive Release \®

69 This paper v@l&)e proactively released in line with standard timelines, subject to any
commerq@sconsmeratlons at the time.

O

Recomme ions

The Mi@ter for Housing recommends that Cabinet:
1 note the contents of this paper

Authorised for lodgement

Hon Dr Megan Woods

Minister of Housing

Appendices
1 Renders of proposed OSM delivered houses.
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