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FOREWORD

These submissions were made to the Royal Commission
on Local Government Finance and Valuation in June, 1966,

They contain material and discuss ideas of basic importance
to the community.

It was felt that they should be made available more widely
for study and discussion by those concerned with the equity
and incidence of alternative systems of public finance.

Accordingly, they have been combined in this booklet,
issued at a nominal price of $0.50 posted, which barely
covers the costs involved.

This is a small printing but further copies will be run off
if necessary to meet continuing demand.

Some of the printed publications included with the submissions
as appendices and listed following Page 26 , are not in the
booklet, They are available at an extra $0,25 per set posted.
If these are desired, requests should indicate "'complete with
appendices '

The ' Supplementary Submissions ' made on questions 6 and 7,
of the terms of reference, relative to alternative revenue
sources, are also available in a separate booklet at $ 0,25
posted.



THE LAND VALUES RESEARCH GROUP

SUBIISSIONS
10
THE ROYAL COMYTSSION ON RATING AND VALUATION

1. Introductory

(1) These submissions are made by the Land Values Research Group,
vhose headquarters are in Melbourne. This body has made and

vublished many factual surveys and reports over the last twenty years,
toth on the incidence and effects of municipal rating systems on
particular municipalities and on relstive development between the
Australian States as shown by key indicators of economic and social
progress,

(2) &4is the relative merits of rating systems and alternative sources
of local government revenue are the specific subject of this inquiry
it is felt that we should offer the Commission the benefit of our
irvestigations, These should be particularly important because New
South Wales has been opersting almost exclusively under the unimproved
lend value rating principle for a half-century.

(3) It is, therefore, not possible to make direct comparisons of
developrent between areas within the State applying different rating
rolicies, to estimate the social ond economic effects to be cxpected
if returr. were made to the discarded practice of levying local taxes
on buildings and other improvements. Nor to test the cffects of
extension of unimproved land value rating to the Metropolitan,
Tewcastle, and Broken Hill water, sewerage and drainage outhorities
(these being the only New South Wales bodies still imposing local
texes upon buildings end other owner-improvements, )

(4) Such comparisons arc possible in Victoria where some councils

Foreover many have made the changeover tc the unimproved value so
recently that the effects under modern conditions can be stuaied.
Comparisons are also possible between the development of the various
Stetes according to the verying weight of local taxes levied on the
valuc of the land or of the valuec of the buildings and cultivation
respectively. These have been studied by the Group, and the

results are discussed latcr undcr the appropriate terms of rcference,

(5) It should be mentioncd that thce Land Values Research Group is a
non-profit association existing for the collection, analysis and
distribution of informetion upon the incidence and effects of public
cherges imposed on land tenures, It was formed in 1943 following a
visit to Australia of a Canadian economist H, Bronson Cowan, Dircctor
of thc Intornational Research Institutc on Real Estate Taxotion, who
Lzdc two importont surveys here in the Cities of Brunswick ond
Czmberwell respectively employing new roegearch mothods, iembers of
verious professionsl bodies who becume acquointcd with the methods
used and the findings in his surveys werce so impressed with their
imrortance to the dcvelopment of the community generslly that the
Group was formed to continue and extend them. It receives no
government subsidy and its operations have been financed by members
subscriptions, contributions from the public or municipal councils
in areas wherc surveys have been requcsted and procceds of sales of
publications, All officers and research workers give their services
in an honorary capacity,



; QUESTION NO.1.,

Is a rate on lend the most sppropriatc method of finsncing the zcrvices
which Gouncils &re aubnorised to provide under tre LOCasl LovVernnoint

ACT, 1212?

Submissions:  YES.
We submit that o rate on land value is the only appropriste methed cf
financing Local Government services,

1. This view is almost axiomatic when the principles behind tke
current acceptance of property rating ss the basis of Local Govc
financc are considered, However, as meny ratepayers arc not woll
informed on the theory behind the practice we consider it sdvisatle to
re-gtate it simply below, We are in agreement with the theory,

The Basis of Property Rating

(1) The currently accepted basis for raising Local Govcernment rovenue
is a rate on land, It has been in Torce fer longer then the
history of scttlement on this continent.

(2) 1Its basic vprinciple is s rccognition that useful services
provided by Govormments ore rendered to the 1énd and benefit
lend owners gpcecislly in a way thet is exclusive to them es
compared with all other sections of the community -~ hence
that they should be cxpected to meet the costs of providing snd
naintaining these scrvices.

(3) This special benefit to landcwners arises because such services
riake the sites desirable to prospective tenants or purchasers
so that they are willing to pay 2 site~rent or a purchese rrice
for the privilege of its use., The msgnitude of this rpotertial
roent or purchese price rcflects the concentration of useful
public services accessible to thc site, The resultant lend
value given to a particular site depends on its situation and
size, 3

(4) A rate upon the valuc of land is considored just in its treotment
of land owners and other citizens alike, It calls upon owners to
contribute only in proportion to the value given to their sites
by the community s a whole excluding that due to their cwn
cffort and outlay. Other citizens do not share in this value,

(5) Non-landowners do not escape payment of their fsir share to
Government for such services which they use., They do contribute
their share of the land rates less directly. They arc either
tenants or boarders ond as such pay their share of the lend-rote
in their rent or board to the owner. The owner is in thce
position of being the actual rccciver of the rent wherc lesnd is
usecd or of its capitalized cquivelent in land price vhere it is
held idle. All arrangements between him and the teonant will
take account of his liability to the land-rate.

(6) Historically the ratc on land initially covercd the valus of
buildings and other improvements as wecll as the bare-land-value,
The exclusion of the value of owners' iuprovements is a later
refinement which has not yet becn made in gll places, though it is
now the accepted practice over more then 92% of the whole
municipalized srea of this continent.

(7) This historical evolution docs not alter the basic theory. The
Begquence was necessary only because valuation staff, techniques
and practices werc at first inadequate to separate the value cf
the improvements from thaet of the site. It is the site which
is enhanced in value by such services and not the owncrs'
improvements, The improvements were rccognized to be perishable
‘while the land value was the enduring part. It is significant
that it was celled a rate-on-land even though some part of the
improvements was rated in the process,



{8) The accepted theory of 2 rate on land for finanecing useful
Government services is not only applicable to Local Govornment
gervices, It epplics slsc to land velue taxetion for Stmte purposcs
whick historicelly precedcd the application of the principle
to Loecal Gevermment, Hewever, it is only necessary to mention
the gervices provided by Local Government type bodies $c see that
their noture is such thet the rete—on-land is a fully appropriate
ncthod to finance their cests in accordance witkh these priaciples,

\9) The services provided by Local Government bodies cre basic ones .
the. presence of which mokes life tolerable or pleosant, Roads,
stroets, pavements, street lighting snd cleaning, senitary and
garbage removel, wator supply, Sewcrago, eleotrieity, gas, parks
end gerdens, ¢hild welfare centres, libraries and other amenities,
Some councils do not provide all thesc scrvices - eome provide
them to better standard then others within thoir finenciel limita.
They are ossentislly rendered to property - their avellebility
clearly gives and mainteins a for higher value ta the land than
it would heve without them. It is clearly fitting thet the
sharing of the costs between the property owncrs be proportionate
to the velue given to their land,

10} The principl: does not rcgquire s precisc balencing of the
increments of land value given to particular sites by particular
services and their cost for those sitee, Tt requires payment
inta the municipal fund pro-rata to the benefit given by all such
serviess ~ to enable similar or other services to be extonded fo
otacr aites or to tho some sitoe at a loter peried-

*1) It cmbodies something in the nature of an annual insurcnee premium,
Thot alse is based upon valuev insured but of the improvoments
instepd of the site, The insurer does not oxpect to ucc the servies
immediztely and in making his payment hopes thot the need for it
may be deferred as long es possible. But he is happy to make the
reyment in the kncwledge that the scrvice will he glven without
further outlsy by him if or when need crisea, Similerly with the
rote on lend Yelue —— the municipsl council mey have constructed a
stroct serving the ratepayer's property at relatively heavy cost,
Por many years there-after little meintcnance outloy may be
incurrcd on his scetion. But he knows thot soontr or letcr main-—
tonanec expeniiturc will be necessary and letoer agein the whole
gtract will neced to Lo rcconstruciod from its foundations at very
high capital coet, His land rete payment is roelly cqulvalent to
on annual insursncc premiuve to provide a fund from which this
and other scervices will be provided to his property by thoe
municipal council vheon necedod.

{12} The roeport of the Committee of Inguiry on mattoers arising undep
the Valuation of l=nd ict, presented to the N.8.Walcs Government
in Septcmbor 1960 ‘mokes the purposc end intondcd usce of the rate
ruite clesr in clause 380 which (with the rolcvent pert under-
lincd by us) remds ns follows:

(380)",.0ucenaa The pate 48 casuntially a3 contribution towards
the cost of Locnl Government cnd it is usca to provide gsorviced
both dircet end indirect whicn largely contribute to the
dcvelopmint of EhC cqgmuni%y eng result in the enhancencnt of
the value of 1nnd, It is not generally 3 poyment for sorvices
to 2 particuler parcel of land, It might be prcjudicial to

-to the intercsts of locsl government nnd the general body of
ratepayers to 1ink the amount of rotes paid in respcet of esch

- ﬁ%%WWVicea Bctuslly regeived or avoilapie
to the occupants of that parcel,”




QUESTION MO.2.

Do tha systems of veluntion undar the
‘964 ond Schadule three

s-tisf-ctory beses for the eguitable dcstrlbutlon of the r=ia

fardan?

N luctlon of Land Act, J16-—
. 191 3

S mission: YES-IN PART ONLY

(1) Thc systems of valuation provided for under the Valuation of
L-nd act are:

(1) Unimproved Value of land;

(i1) Improved Value of land;

(iii) Asscssed Annual Voluo of land,

(2) Exsminotion of the definitions that go with these in ss, 5,
nnd 7 of the Act show that (iii) Mosscssed annual Valua" is
not in fact that of the land alone o8 the title suggests but
is the annual value of land plus improvements, It is therc-
fore really thc improved annual vesluc whilc the d¢finition
of (ii) abovc shows that it 1s really the improved C""l‘t"«l
vrlue of land plus improvements,

(3) These are in foet the some thing the improved capital volus
being merely the cspitalized form of the improved smmusl volue,
So far as alternctives ore conccrnad thoy beil down t:o the
srxmc thing both being embreeed by the goneral term “improved
value”.

(4) There should similarly be two forms, unimproved aznusl ond
uninproved capital veluc of land, under the general heading
"Urnimproved value", In later submissions we suggest that
provision be made for the unimproved gnnuel as well 2s the
cepitol form.

(5) But for thc purpose of this question the elternotives rcduce
to two - the general herdings "unimproved value" and "improved
velue" rospectively —- and the observations undar these
headings will be cqually applicable to the annual or the
copital form,

(6) Kecy words in this question arc 'satisfnctory' and 'oguitetlc'.
Vo think the answers suggest themsclves ir these respects if
we consider the nature of these two gltcornatives “un1M’“ovcd
value" and “improved value" of land,

{(7) Je subrit that the ‘unimproved value' is both a satisfeoctory
nnd cquitable base for the distribution of the rate burden
whilc the 'improved value' is not.

{8) The improved valuc was a first epproximation only to an
2quitable bast evolved ot a time when valustion staffing ond
technique did not permit the seoparation of the rental or
capital value due to the site irom that due to the owner's
improvements,

(9) It rccognized the primciple that a rate on land wos the
fairest method of apporticning costs between owners but the
nractice followed was only a rough stab ot it. It become
ebsolete and unsatisfoctory as soon as it beceme possible to
value the site sceparately from the improvements on the site,

10} The uaiaproved velue of the site is a publicly-created volue,
It arises becousc of community foetors cpart from the individual
contyibution of the owner in labor or copitel., Among tho most
inportant of these community fectors which cause peorle to
want to live or vork in the vicinity and hencc give value o
porticular sites is the level of services mede available by
local governmcnt,



Question No.2 Page 5

1) The most equitable means of distributing these costs among
lsndowners is unguestionably pro-rata to the value given to
their sites by the community indcpendently of their own effort,
Bome can havc any legitimete ground for complaint in being
ssked to contribute towards the costs of local government
pro-rata to bencfit he receives, Hence a rate besed on the
‘unimproved value' of land is both cquitable and satisfactory.

12} Oun the other hand the 'improved value' is a combination of
lend value plus improvements value, The value due to the
improvements is essentdally thot which the individual has |
produced by his own effort and capital. It has no relation-
ship to the level of local government type services towards
the costs of which he is asked to contribute, Those services
give and maintain value to the site and not to the improvements.

%3) Sc far as they fall upon the improvements a rate on the
*inmproved value' falls directly as a fine or penalty proportioned
to his own effort and outlay in making the improvements, There
is no correspond@uce between value given to and the payment
demanded from the individual and therefore no real basis of
equity. Any epparent reasonableness in the resultant bill to
individual ratepsyers will be accidental and not inherent in the
pethod., As the existence and developmemt of the community is
dcpendent upon the level of these 'improvements' the prescnoe
cf en inbuilt penalty against them in the system cuts across
the true interests of every section of the
conmunity other than land speculators and slum owners, Hence
rotes besed upon the 'improved value! are neither equitable
ror satisfzetory,

{14) Although the existing provisions for unimproved capital
valuation do provide a satisfactory base for the equiteble
distribution of the rate burden wc consider it could be stream-
lined in the following respects:

(1) One such improvement would be to sct a time limit.bcyond
which invisible improvments such as clearing timber,
£illing cxcavations and land rcclamation from sea or,
swamps, would cease to be allowed as improvements and
would merge into the land value.

(ii) 1In our opinion the periocd during which costs of such
improvements as originally recorded would be speeially
allowed as such should be of thc order of 20 years.
Except for the period to merging this asgrees with the
recommpendations of the N.8.W. Committee of Inquiry on
Valuation of Land and Rating presented in 1960.

(15) Leter in these submissions under question 4 we suggest that
provision be made for rating the unimproved gnnual value
as an altcrnative to the unimproveﬁ capi?aI value

*
1



QUESTION NCG. 3 (a).

Should the Rste be on the unimproved, improved or assessed
annual value of the land

Submissiong: UPON THE UNIMPROVED VALUE OF THE LAND

(1) The rate should be upon the value given to the site by

the community instead of the valuc developed upon the

site by the individual;

(2) It is only the value of the site itself which is increased
and maintained by the aveilability of local government
services end amenitics., The value of the improvements
on the site is not so increased being governed by replace~
ment cost less deprecisction., Hence only =2 rate upon
the unimproved or site value really accords with the
principle of property rating which requires that payment
be proportionate to benefit given;

(3) The submissions already made in our paragrzphs (7) to
(11) relative to Question 2 are glsc spplicable to tkis
Question and need to be again referred to.

general Effects of Rating "Improved" value

(4) Our submissions in parsgraphs (12) snd (13) relotive
to Question 2 indicating how rates basced upon "improved"
value arc neither equitable nor satisfactory are slso
applicable to this question;

(5) The value of the buildings or other improvements mecosures
what the owner does for the community as well a2s for him=-
self. It is upon the multiplication of such irprovements
that our living standards and the prosperity of all
scctions of the community depend, The common intorest
requires that such improvecments be encouraged or given
inecntives -~ cortainly not penalized;

(6) Rates and texes .imposed on the value of owners' buildings
cultivetion and other improvements, by their nzture act
as decterrcnts and have an inhibiting cffect upon the
building construction and relatcd industries, Such rates
directly reduce the return obtainable from investemcnt
in new building construction;

(7) Conversely thc removal of rates and taxes from improvments
stimulates their supply and acts to the advantage of the
community by increesing the Gross National Product availadble
to be shared by the members of the communitys;

(8) The magnitude of the rate-penalty on buildings of sbove-
aversge improvement/site ratio is so great thet commendable
building projects are considered but absndoned becausec the
rate~-charge the buildings would attract makes the project
uneconomic, This happens whether the sites concerned have
potential for prestige offices, commerciel, industriesl,
residential or farming use;



Results of roting improvements ere that propeérties are retained
in inferior condition and use long sfter they should be
demolished and re-developed -- or inferior construction
bearing & low rate burden is used -~ simply because the rate
penalty attracted would make proper development unremuneralive;

} Thesc effects inevitably follow even though individual owners
nay be quite unaware of the differences between rating systems,
They follow gutomatioally from application of the normal
business practices followed by any prudent investor to
determine whether a propesed expenditure will result in profit
or loss, Considc¢ration of the rates and taxes payable on a
building project is normslly an essential clement in the
calculations of such an investor to test whether the net income
obtainable will be sufficient +to justify spending the money
on it;

13
{¢1) A building projeet is uneconomic when the net return to be
expected from it after peaying all onnual expenses (vefore
inecome tex) is less than the intorest obtaineble frcm investing
the same capital outlay in safe sccurities, That mcons a :
return of at least the order of six per cent clear must be
assured, The extra rate payments under A.A.V. as compared with
those on U.C.V, for a well improved new building is frequently
up to two per cent of capital cost, This is sufficient to
. cause sbandonment of near marginal projects,
(In view of its importance wc deal at greater length with the
magnitude of the rate enalty i1llustrating with examples under
a special sub—heading)? Pose )

(12) Rating tuildings and other improvenments is a process by which
there are no direct gainers —- only losers;

(1) The city stegnates, becomes blighted or fails to
regenerate as rapldly asg it should if natural inccntives
were allowed to operate;

(ii) Owners of the propertics rctained in inferior condition
are loscrs because the building tax prevents them
increasing their income adequately from outlay on a
socially desirable project;

(iii) The building construction and allied industries - and
all that engage in them - are losers in curtailed
activity and the repercussive effects spread to0 every
section of the community;

(iv) The local rating authority loses since the properties
which ite own practice of reting buildings holds under-
developed do not contribute adequately to its revenues,
(The fact thet some development and rcvenue incrcase
takes place despite the penalties merely diverts attentlon
from the vastly greater arca which feils to develop)

The local authority also loses in that it is left with a
run-down area to administer offering less pcrsonal
satisfaction to etaff, councillors end inhabitants,

The only apparent indirect beneficiaries of the process are
owners of vacant land and other under-developed propcrties

who — because owners of well-improved properties are charged more
than their feir share of the ratc yileld —— are let off and

pay less then theilr fair shere in rates,



sucstion No.3(a)

.2 Hence owners' improvements upon the land should be completely
free from local rates and taxes,

t—. - 'al CHECKS AND TESTS

- The foregoing general submissions on the relative cffects
of rating the unimproved and improved land value moy appear
statements of self-evident truths which do not need any
special proofs. However we think it necéssary to supplement
them with the following more detailed submissions based on
the results of practical tests of the alternative systems
in operation.

> i: the Megnitude of the Penalty Effect
—- _hlbternative Rating Systems?

15) . key factor to understanding of the effects wpon individ-
uals or the community of rating the unimprovejd »r the
improved value respectively is a knowledge ol +ze magnitude
of the penalty imposed by the one system relatively to the
other. The same total sum of money must be raised
irrespective of systew but the distribution beiween the

* ratepayers will be different. It is important to consider
how great the penalty effect is and whether it operates
towards or against the good of the community as well as
individuals concerned.

1€) The magnitude of the penalty imposed on any individual pro-
perty by the one rating system %A.A.V.) as comparcd with the
other (U.C.V.) can be readily found by dividing the i.21.V.,
of the property into its U.C.V., and comparing the rcsult
obtained with the average figure similarly obtained for the
whole rating area concerned.

{17) For any rating area we can easily comstruct a simple tadble
or graph from which -- against the number obtained by
division as above -- we can direetly read the penalty in
extra payment under the one system as compared with the other.
This is shown as a percentage which is the most useful form.

\18) In paragraph (20) we give such a table .appliccble to the
Sydney Lcetropolitan area, substantially that served with
water by the Metropslitan Water, Sewerage and Drainage
Board. This is based on the valuntions for 1963/4 which
were: A.4.V, £245,151,000., and U.C.V, £1,519,493,000.

The ratio U,C.V./A.A,V., from this is 6,2 averaged over the
area, this number being that at which the rates are the
some under either system. The pattern shown by this will
vary slightly for different times and places but not in
form which is characteristic of the difference in incidence
of the systems anywhere.

(19) Ve confine the table below to the bare figures nceded in
using it to find the¢ penalty effect. But in vicw of its
key importance we give the full working or Exhibit "A" cf
the ippendix forming part of the submissions, so that thosc
interested can study it and work out similar tables (if
desired) for other rating areos having different average
ratios on dividing the total 4...V., into the U.C.V, on
that same page we work out the corresponding table for



.lbourne Metropolitan areas served with Waterlby the
~.lbourne & Metropolitan Board of Works which is also res-
gonsible for sewerage ond drainage of that city.

Properties Penalty Effect
wnthk Ratio
u.c.v. A&, V, rate exceeds U,C,V. rate exceeds
AN, U.C.V, rate by: AL V. rate Dy:
* improved ( = O Infinitely great
= 0,25 2,380 per cent
= 0,50 1,140 n u
Iegroved = 1 520 LU
o 2 210 1 n
rage =3 106 n o
the £ '4 55 " n
~atirg area. = 5 24 Gl B O
Area average = 6.2 o] " " samg either system here.
Improved o . 13 per cond
.om = 8 . o NN
T e g 45 (1l u
t!ﬁp = 10 61 " -
Teting avos. =11 7’; :: ::
= , i w
- 14 9 125 " "
= 15 142 " n
- 16 158 u (0]
=07 174 1"
=18 3 90 *
! = 19 206 " "
st tmproved( - 20 | 222 "™ " vacant land.

23 Cn the next page we give a graph plotting the points of the
similar Melbourne table to give a visual picture of the
penal effect of the one system relative to the other.

Either the tabular or graphical form can be used as pre-~
ferred to see how any particular property is affected.

We do not give a similar graph for Sydney though one can
readily be drawn up by anyone interested to plot the points.
The form would be the same as the Melbourne one conclusions
from which are equally applicable to Sydney and other places.

Izplications of the Graph and Table

(22) It is important to understand what the graph and tabulation
mean because they are the key to explain why expansion of
the level of building construction (and other indicators of
economic and social development linked with it) can be
confidently expected when rates are shifted from buildings
to sites -- and conversely shrinking of the improvement
level if rates are shifted from sites to buildings. The
conclusions drawn from these exhibits are :

c1l-TImproved Properties

Properties with numbers in the range O to 6 (Sydney) and 8
(Melbourne) resultant on dividing the A.A.V. into the U.C.V,
have degree of improvement above the district average.
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TO FIND HOW THE TWO RATING SYSTEMS

AFFECT YOUR PROPERTY

nstructions

FIRST  Get the U.C.V. and N.A.V. of your property from your last municipal Council rate notice:
VEXT  Divide its U.C.V. by its N.A.V. and find the corresponding figure on the bottom horizontal line of the chart

[HEN  The point on the graph vertically above this number shows the system which would charge you the highest
M. & M.B. W. rates and the percentage extra involved.

SOME WORKED EXAMPLES.

(1) Municipal rate assessment shows the valuation figures are U.C.V, 500 and N.A.V, 240 ...
Dividing the U.C.V, (500) by N.A,V. (240) gives 2 as the whole number (ignoring the
extra fraction ) .,. Reading off vertically against the numbex 2 on the base line of the graph
gives 350.

Thus the N, A, V. rate on this property is 350% greater than that payable under the U.C.V,
basis.

(2) Municipal rate assessment shows valuation figures are U.C.V. 2270 and N,A,V, 235....
Dividing the U.C.V, by the N.A,V, figure gives the whole number 9..., Reading off from
the graph vertically against 9 on the base line gives 0 showing that the rates under either
system are the same in this case.

(3) Municipal rate assessment shows valuation figures are U.C.V, 2500 and N,A.V. 215 ,,..
Dividing the U.C.V. by the N.A.V, figure gives the whole number 11. Reading off from
the graph vertically against 11 on the base line gives 22.

If both U.C.V., and N.A.V, valuation figures are not shown on your rate assessment ask your
municipal valuer to tell you the figures for your property.




* 'They are the kind of properties we all teke pride in and
want to see multiplied. But_they are seen to be penalized
by A.A.V, rating on improvements,

* The extent of the penalty is seen to increase with ever-
multiplying intensity the more improved the properties are
above the district average. As seen on_the graph the

enalty does not follow a straight line increase wibh im-—
provement bub follows an exponential curve accelerabting at
cach succesaive step in the scale.

* There is seen to be no upper limit to the Pen%lﬁl effect on
well imgrove properties on this basisg, The penalty can
theoretica y reach infinitely great magnitude,

* The onlg_l}mitation that would prevent it reaching this
magnitude is the physical practicablilibty of concentrating

enough improvements upon the site.

* Before this stage is reached the project would have been
abandoned as rendered uneconomic E gﬁe severity of the rate-
énalty that wou§§ §e at§racted. !!hls actually happens
well below the exbtreme degrees of improvement.

Average Properties

* Properties with the number 6.2 (Sydney) and 9 (Melbourne)
on dividing the A.A.V. into U.C.V. are improved to the
district average. At this number there is no penalty since
rates are the same under either system.

Poorly-Developed Properties

* Properties with numbers in the range 7 (Sgdney) and 10
. {(Melbourne) on to 20 om dividing the A.A.V, into the U.C.V.
have degree of improvement below the district average.

* They are mainly the kind of properties we all want to see re-
modelled or pulled down and replaced with better buildings
more fitted for the sites. They include slum and blighted
properties fit only for demolition and vacant land holdings.
They are seen to be penalized by U.C.V. rating.

* The extent of the penalty is mild rising on a straight line
graph as properties fall furthest below ¢ district-average
degree of improvement.

* There ig an upper limit to the penalty effect under U,C.V.
on poorly-improved properbies (albhough no Iimit on the
a. AV, penalty on well-improved properties). t is seen
that the 11 I% ked

mit_any property can be asked TO DAy is a little

more_than double (In Melbournc) and treble Eln Sydney) its
ngggnf unded A,A.V. 1s 15 only incurr or vacant land
whic

_1s the least improved of all propert[es. 1t has the
number 20 _on_the aph or table incurri 5_penally of 222 %
{Sydne o S )_nbove i%s A.A,V. payment.

* Although there is a penalty effect upon under-~developed
propertiea under U.C.V. this arises simply because (having
low-valued improvements) the amount of the rate~saving in
abolition of rates on improvements is insufficient to cancel
out the increased rates on the sites. There is no penalty
attgll upon improvements as such under unimproved value
rating.



General

*

The penal effect of A AV, in discouraging the making of
improvements is far more intense than that of U.C.V, ratin

in discouraging holdin% of vacant or under - doveicped
propertics, Hence buildings and other Improvements should

not be rated,

How Rates Affect the Economics of Buildings
Tllustrated wWith 8 Mulbi-ot

ustrated wWith 8 MilLi-SLOTrey EXaupie

(23) Our example is an economic analysis of a typical multi-

(24)

storey building project takoen, with due acknowledgement to
"THE VALUER" in whose April, 1963,, issue it appears in an
article eptitled "Planning to Build" by John C. Davis,
Property Investment Officer of the Rational Mutual Life
Association of Alasis Ltd, The considerations used in it
apply to any new building projects whether commercial,
industrial or residential, We show below only the part
necessary to the comparison of the effects of the rating
systems on the economics of the, project but give the full
detail Exhibit "B! of the Appendix,

The basic data provided by the example is: .
Capital Cost (land plus 12-storey building) 2,282,333

mimproved Capital Valye of land for rati 78,
Assegsed Annugl Value (improwved) for ratiﬁg 200,000
Annual Income Gross{est) 267,399
Ionual Outgoings (est)

ATT 1%3ms except rates as detailed 88,792
Rates-—municipal, water & sewsrage (below):
(Case 1) where all rates are on U,C.V. . 17,207
ECase 2) municipal U.C.V.; water & sewer A.A.V. 27,956
Case 3) where all rates are on A.A.V. 45,0C0

Net Return on Capital Cost (Income less Outgoings)

(Case 1) where all rates are on U,C.V. 161,400 =6,765:
%Case 2) municipal U.C.V,; water & sewer A.A,V,15C,651 =6,31%.
Case 3) where all rates on A.A.V, 153,607 =5.60%

Resultant Conclusion

{Case 1) #ould be economic to build
(Case 2) Would be economic to build
(Case 3) Vould be uneconomic and result in loss

1f a six per cent vield on capital outlay is regaried as the
nininum return to Justify poing on with the project 1t coudd
not be undertaken under the Chird alternabive (all rates on

ALALV,

The range in yield due to the rating aystem here is from
5.60% up to 6.76%., a difference of 1,16% « i.e., under
U.C,V. rating for all purposes the yield would be more than
20% ggeater than if A.A,V, were the rating basis. ~ This 18
a nost substantial Factor in the viability of the project.
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Rating-- the Power to Destroy ~-or Create?

(25)

(26)

(27)

Justice Xarshall of U.S.A. is credited with saying that
"Taxation is the power to destroy --it is also the power to
create". This is demonstrably true of local taxation through
the rating system, Both effects can be illustrated from

the data of the above example,

- Destructive Rating

Rating of buildings exemplifies the power to destroy.

Though some strong financial firms may be willing to carry a
loss on their office buildings from profits on other properties
it is s%ill true that building generally will not be undertaken
unless the investors can see a profit in the project.

Such marginal buildings projects as the above example are
conceived --~ are killed by the penal rates they would
attroct where levied on the improved value -~-and remain
unborn, The killing is real and not a figure of speech.

The amount of £17,000 annually from such a site with all

rates levied on U.C.V. (equal to the combined payments of

some 340 homes) is a substantial sum, To charge £45,000
(equal to payments of 900 homes) under full rating of improve-
ments would be fantastic and the higher charges morally and
economically indefensible. It would have no relation to
benefit offered as the theory of rating requires. The
£17,000 site-value payment is clearly linked with value given
and payable also by similar under-developed neighboring
properties. :

In this example with all rates on the improved value a
building project which would have involved spending £1,583%,000
on building constructian, architects, engineers, surveyors X
and wages -- is killed because the penal effect of rating on
value of buildings makes the return from investing the money
less than could be obtained by investing it in safe securities.

Creative Rating

Rating of sites exemplifies the power to create.

The ‘interests of all sections of the community require that
the potential of land be developed and that holding-of vacant
or under-developed sites be discouraged.

To assure this there must be a sufficient economic cost
involved in holding land idle.

Rates and taxes -- on land value apart from improvements --
provide such a cost factor tending to make owners willing to
consider development proposals instead of waiting for land
prices to rise, If the proposed multi-storey site were
allowed to remain vacant land the effect of rates and land
tax would be as follows :-

As vacant land tho A.A,V, would be £2%,900., on which ﬁhe

municipal, water and sewerage rates under that basis would

total £5,377 (municipal £3,286; water-sewcrage £2,091).

Only cash income coming in would be proceeds of parking fees
on 30 cars as in the original example totalling £4,500
annually.

Outgoings Annually under the two rating systems are as under:



(28)

(29

(30)

31)

(32)

Rating System A.4.V,

Rating System U,C.V,
{for =211 purposcs)

(for all purposes)
£

Item

2

Outgoing for :

Kates 17,207 5,277
Land Tax 14,981 14,981

? . lg 0 Z’, Eéc
Less Cash Income 4, 50 '
Cash loss whilevacant 27, 15,858

That these sums have to be paid out in cash -- whcether the
land remain sterile or is.developed -- ensures that owners
will seek to develop adequately to make it earn. To this
there is the additional important factor associated with
holding the land vacant in loss of interest on the £500,000
which could be obtained by selling it and invested. This
would be £30,000 annually which exceeds the rates-plus-land
tax. But it is not as potent an influence %o devclop
because it does not involve a cash outlay and could be offset
against appreciation in land value. evertheless it wust :
be reckoned in economic comparisons, The fact that such a
site while idle would involve loss of earnings in rates,

land tax and loss of interest totalling £57,000 under U.C.V.
or &46,000 under 4.4.V. tends to make the owner develop it
even 1f it mcans taking a lower yield than he might like.
This is the main cause for the great development of city
buildings now going on in all capitals and especially in
Sydney.

Rates upon the improved value could be more appropriately
called DETERRENTS AGAINST IMPRCVEMENT since this would
identify in the public mind their true effect.

Rates upon the unimproved value could be more appropriately
called INCENTIVES TOWARDS ILPROVEMENT because that is their
effect.

How Rate Deterrents or Incentives are
Distributed Between Land and Buildings
Under Unimproved or Improved vValue base.

For more than half a century buildings and other owners'
improvements have been completely free from local taxes for
municipal purposes under unimproved value rating and the only
bodies in New South Wales rating improveuments are the Water,
Sewerage and Drainage Boards of the Sydney Metropoltan area
(which also serves Camden, Campbelltown, Penrith, Shellharbour,
Wollongong and Wollondilly); the Hunter River District
(serving Newcastle, Cessnock and Maitland) and Broken Hill.

In view of the fact that municipal councils have for many

years had the option to put some of their rates on the improved
value if they desired but none have done so in New South Wales,
it seems unlikely that there will be any serious suggestion
made to the Commission that buildings and other improve-
ments again be taxed. The most likely change would be to

bring the three bodies still taxing improvements into linec

with councils by adopting the unimproved valuc basis.
Nevertheless it is important to examine how the rate burden
would be distributed under both systems.

We do this for the year 1964 covering the municipal general
rates for ordinary purposes and the water, sewerage and
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Drainage rates of the Sydney and Hunter River authorities
with districts mentioned in submission (30). These areas
covered in our analysis below contributed 65% of the totel
municipal rstes for ordinary purposes of the State, We
show how great the penalty would be upon buildings if un-
improved value rating was abandoned as well as the further
relief. to buildings obtainable by bringing the remaining
bodies into line with the municipalities.

Total Retes Raised 1964

(33)
Arca included Municipal Water
Rates Sewer
Dreinage
Rates *
£ £

Sydney Metropolis,

Cemden, Campbelltown, g 32,556,000 21,898,000

Penrith, Shellharbour )

Vollongong, Wollondilly )

Newcastle, Cessnock )

and Maitlangd ) 2,115,000 2,455,000
Total Rates 35,071,000 24,353,000

* Water, seweragc and drainage figurcs are as supplied to us
in corrcepondencce from the respective authoritieés municipal
retes,

Of these totals the A.A.V. rates for the Sydney grouped
municipalities and the weater, sewerage and dreinage authority
are to be distributed in the proportions 31% to land and

697 tc buildings which is appropriate to their ratio 6.2

for U,C.V./A,A.V., Similarly the Newcastlc group is to be
distributed in the proportion 24% to land and 76% to
buildings appropriste to their ratio 4,8 for U.C.V./A.A.V.
“hen this is done the following table results.

(34) Rate Incidence on Land and Buildings

Effect Rate Municipal  Sydney-Hunter @ Total
on Burden Rates : -Water, sewer & Rates
building on . Drainage ratcs

& . £ . &

Present Reting(municipel U.C,V.
weter, Sewersge, dreirage L.h.V.)

Tncentive Lend 35,071,000 17,377,000 42,448,000
Deterrcnt Buildings nil 16,976,000 16,976,000
Rating U.C.V. for all purposes . '
Incentive Land 35,071,000 | 24,353,000 59,424,000
Deterrent Buildings nil i nil ' nil

Beting 4.4.V, for all purposcs

Incontive Land 10,724,000 7,377,000 18,101,000
Leterrent Buildings 24,347,000 16,976,000 41,323,000




(35)

QueBT1i0a NO. 3]

‘The present A,A.V. rating for water, sewerage and draincge

in these areas imposes a penalty upon buildings as suck of
£16,976,000 annually. This is & very greet deterrent vhich
tends to channel Investment funds from the building and
associated industries into sterile investment in bare l-ad,

If A,A.V. rating were extended to municipal councils =
further burden of £24,347,000 annueslly would be imposed on
the building indusTries as such with resultant channellizng
of investment funds from those industries towards land
speculation,

If present U,C.V. reting for municipal purposes be extendsd
to the water, sewerage and drainage functions in these arees
the building and associated industries would be relieved
annually of a burden of £16,976,000 now imposed on thex,
This would tend to channel investment funds from sterile
land speculgtion into the productive fields of building and
other industries,

Hence rates should be levied upon the unimproved value oni™
for all purposes and buildings be completely un--taxed.

Extent to which Rates upon Buildings

Actually inhibit Building Construction

(36)

(37

(38)

(39)

Exhibit C of Appendix is analysls sheets showing typical
distribution patterns between numbers of properties gro.rved
under whichever of the columns headed O to 20 is appror.iate
on dividing their A.A,V, into the U.C.V, (ignoring the
decimal point), The first sheet is for residentisl prov-
erties and the second analysis sheet for industrisl
properties, Each number in the column is the referencs
number on the roll for the property.

Cvidence of %l inhibiting effect of the rote pennlity on
improvemcnts is secn in th- relotive infrequ.acy of the
lowest number from 2 downwards these being the most~imnroved
properties subject to the heaviest penalty effect. Such
distribution diagrams can only show the properties actuollg
buil¥ despite the penalty and give no idea Ol the nuireis :ﬂ
more—improved properties that would have Dbeen bullt had the
penalty not been imposed on improvements.

Evidence of this is found in the step-up in building
activity seen in municipalities previously rating improve-
ments after they have abandoned the practice. It is also
seen in the markedly higher level of building constructic:
activity shown over meny years by the Australian States
rating almost exclusively on the unimproved value as
compared with those rating improvements,

Victorian Fxperience

As N,S.W. municipalities have not penalized buildings ox
other improvements for at least 50 years we turn to
experience of Victoria where many municipalities previously
rating improved value have changed to unimproved value
particularly in the post war yeors. That of provincial
municipalities is more important than the metropolis since
they arc isolated self-contained communities where cause
and effect can be readily seen,



(40)

(41)

(#2)

(43)

(44)

“5) .
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Post-¥ar Provincial Towns

snalysis of figures for building permits has been made in

such provincial minicipalities in the years immediately before
and after the change to un~tax buildings., It has been found
that the level of building construction activity actually
recorded following the change is invariably greatly above both
the level before change and its projection to give the reason-
able expectation of the level had rating on buildings continued
in force.

It can be said quite generally that a municipality which
ceases to penalize buildings will ~ within two to three years
of the change - experience about a doubling of its expectation
of building construction had buildings continued to be rated.
The table on Exhibit D of the Appendix shows the growth for
the specific municipalities for a sequence of years before

and after ceasing to rate buildings.

Building Construction Graphs, U.C,V. and i.4.7,

Tapns have been preparced showing the progressive trend in the
level of dwelling commencements from a common starting date

in 1954, for municipalities rating buildings and those rating
unimproved value respectively. These have been based on
study of 46 municipalities for which the Commonwealth
Statistician publishes the figures guarterly. The graphs
take account of the changes in the general economic conditions
common to the whole State. These graphs are shown in the
publication "Key to Decentralisation" included as Bxhibit E
in the Appendix as part of our submissions. That for U.C.V.
shows accelerated growth and less adverse effect in periods

of recession compared with the graph for A...V.

Growth of Major Provincial Towns

Thé same exhibit shows the relative growth ratios of major
provincial towns of population 500C upwards grouped according
to rating system. For these population growth is directly
tied to the step-up in dwelling construction. Here it is
the average growth rate of the groups that is significant
rather than the individual towms listed, The growth rate of
the U.C.V. rating group between the censuses of 1954 and 1961
averaged 21.8% while that of the group rating buildings was
only 13,4%, This is a 62 per cent superiority in those
where improvements are untaxed.

Grester ilelbourne Suburbs 192C to 1939
Tn the Helbourne metropolitan arcz municipalities ceasing to

rate buildings have similarly experienced substantial step-up
in all cases. . But conditions vary with different suburbs and
it is only the average scale of the suburbs rating unimproved
value compared with those still rating buildings which is
significant. A survey showed that over the 20-year period
from 1920 to 1939 six cities of Greater Melbourne which
shifted their municipal taxes from buildings to sites averaged
2.12 times the number of dwellings buily per acre available
compared with 10 cities corresponding in distance and type
where subject to local taxes on improvements,

Greater HNMelbourne Suburbs 122& to 1958
i study of a Ul ng construction activity 'per rateable

property' in the municipalities comprising Greater Melbourne,

. grouped according to whether buildings are rated or sites

only - covering the five calendar years 1954 to 1958 inclusive
~ shows that there is a substantial differcence in favour of
those where buildings are not rated. Making the comparisons
on a ‘per rateable property' basis irons out differences in
size of the units, The 24 suburbs rating U.C.V, had building
construction activity over the period averaging £770 per
property. The 16 suburbs rating buildings averaged only £459
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per property. The level where buildings are rate-free is
thus 69% greater than where they are rated.

Sydney and kMelbourne Metropolitan Areas.

(46) DProbably the most significant single interstate comporison
possible to prove that the Wew South Wales practice of
rating unimproved value has actually produced 2 far greater
level of development then could have been expected had
buildings been rated over the last 50 years ~~ is the simple
comparison of the improvement/site valuc ratio of the Sydney
Metropolis with that of Melbourne. Sydney's unimproved
value in 1944 was £1,519,493,000 compared with Melbourne's
£1,507,590,000 for the 39 municipalities supplied with
water from the Board of Works, The land valuc is almost
identical but the U.C.V./A.A.V, ratio for Sydney listropolis
is only 6.2 compared with 8,9 for Melbourne Metropolis.
Dividing 20 by these figures gives us 3.22 for Sydney against
2.25 for Melbourne as the ratio which the combined valuc of
land plus improvements bears to that of the land zlone.
Thus, on average over the whole area, for every £100 of land
value there will be £125 value in improvenments in Mclbourne
compared with £222 in Sydney -- i.e. Sydney's is 56% greater
than Melbourne. Which iz whet we would expect to find.
Relatively, land valucs have been held down and building
values stimulated in the Sydney Metropolis -- whils building
vzlues have been held down and land valuc inereasced in the
Melbourne Hetropolis.

The operative factor of difference here is the municipal
rating system only, which in Sydney has been U.C.V. and in
Melbourne mainly i.4.V. (although a majority of the suburbs
have recently changed over to the U.C,V, basis and are
showing stepped-up development, this has only reduced the
differential a little in the accumulated results of helf a
century of contrasting practices). The water and scwerage
rating systems of the two capitals have been a common
factor to the comparison, .

Interstate Building Comparisons

(&7) "l series of comparisons of dwelling construction betwesn the
Australian States, according to the extent to which they rate
unimproved or improved value of land, is given in our booklet
"Public Charges on Land Values" forming part of- this submissiorn
as Exhibit I in the Appendix. Section 6, pages 18 to 24 are
relative, Dwelling construction per 100 merriosges is a
particularly significant indicator and it is notable that the
three States in which unimproved value rating is ncarly
universal (wueensland, New South Wales and West australia)
have a substantially better performance than the three pre-
dominantly rating improved value (South sustralia, Vietoria
and Tasmania). This comparison extended over 37 years from
1921 to 1958 and the average figures for the two groups were
60.0 and 54.5 dwellings constructed by private industry per
100 marriages.

Residential Properties Suffer Most

by Bating Upon gmprovements A.A.V.)

(48) Ve have made and published many surveys in Victoria and
Tasmania covering all propertics in municipal councils
concerned. These have invariably shown that of the four
classes of property -- residentizl, commercial, industrial
and vacant land -~ residential properties ore the oncs waich
benefit most under the unimproved value basis. The pro-
portion of homes paying less on U.C.V. averages cround
75 per cent though varying in different municipalities.
For industrial properties the proportion is about 60% and
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commercial properties a little less. Vacant land is the
group which invariably pays substantially more under U.C.V.

(49) The reasons why homes as a group benefit more than either
industrial or commercial under U.C.V. are (a) that building
costs per square for residential property are several btimes
those for industrial or commercial property (and hence
attract higher A.A. Values and rates under the improved
value) per unit of size, and (b) land values for residential
zoned areas are much lower per square foot than for industrial
or commercizl areas (and so attract lower U.C.V. rates,)

The sample analysis sheets for residential and industrial
properties in one municipality included in the Appendix as
Exhibit C show this. Most of the numbers obtained by
dividing the U.C.V. by the i.A,V, in the residential pattern
sheet are in the low scale while the industrial pattern has
most in the high numbers.

(50) The results of the analysis already made by Wollongong
Municipality, already submitted to the Commission, conform
to the general pattern observed elsewhere, They found that
the overwhelming majority of single-unit homes within that
area benefit in lowest rates under & . _basis, the

L.
relative payments under the three alternatives being :

Rating Basis Rates Range for Most
Single Unit Homes
U.C.V, £ 21.1i1. 3 to £ 29.18.11,
-I.C.V., £ 28.14, 0 to & 36,18. O,
AAV, £ 32,12, 2 to £ 45,13, 0.

These figures show that change from U.C.V., to Improved
Capital Value would increase the payment on these homes by
approximately 28%, and change to A.a.V. increase them by
50%. Conversely change of the Water, Sewerage and Drainage
Board rates from A,:,V, to U.C,V, would reduce the average
payment on these¢ homes by 33%.

OTHER EFFECTS OF RATING SYSTEMS
CNONIC oND S0ClLil CONDITIONS
ZND ON LUNICITAL LDMINISTRATION

(51) ipplication of the principle that improvements made b
owners_upon their sifes sEaII not be rated hos resulbed in
reat superlor development in the States and local units
within thel FOLLOWANE Eﬁls practice.

(52) The relative performance can be tested by reference to
statistics of key indicators of economic and social develop=-
ment. We have already shown this for building construction
and related industries. The stimulation to other key
activities follows as a matter of course since they are all
inter-related,

(53) Thc observed step-up in thu level of new buildings, altera-

. tions znd additions, rcsultant on the absence of penalty on
then also gives a multiplied dcmand for all the materials that
g0 into making buildings - the timber, bricks, tiles, glass,
cement, steel, plumbing and further down to the mining and
primary industries. It brings a multiplied demand too for
the services of those engaged in transport, retailing and
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installing of these materials and of the volume of trade
generally, The greater. supply of buildings due to this

more general prosperity, brings added demand for the fittings
and furnishings that go with new buildings and thus to
paralled expansion of manufacturing and retailing which, at
first impression, we might not think of as connected with

the building industries,

Basic Reason Why Expansion
Can be expected in Key Items

(54) The basic reason why superior development should be expected
to flow as a direct result of the absence of rate penalties
on improvements is 'set out in the following sequence :-

(i) Rates - as well as wages, salaries, profits and rents are
money equivalents from the distribution of the total sum of
capital and consumer goods produced in the community -- which
economists call the Gross National Product;

(ii) The primary source of these goods is raw materials extracted,
rroduced, modified, worked-ip, transported or exchanged on
sites potentially suitable for the purpose -- whether mines,
farms, industry, commerce, transport or residential sites;

(iii) In the ultimate the pattern of wealth distribution and living
standards of all members of the community is set by the results
achieved on those sites of which the potential is actually

developed;

(iv) Policies or practices that increase the number or proportion
of sites put to effective use in accordance with their
potential - increase the G.N.P. available to distribute;

(v) Policies or practices that work to encourage the sterile
holding of valuable sites out of effective use work to
contact the G.N.P. and so make the arerage condition worse;

(vi) Rates upon the unimproved value of the land stimulate those
making inadequate use of their sites to develop them properly
or sell them to others who will -- in either case the G.H.F,
is augmented and conditions improve for all;

(vii) The absence of rates on improvements tends to channel invest-
ments into buildings, cultivation and other improvements
instead of sterile land speculation -- again the process
works to augment the G,N.P, to general gain;

(viii)The net.result of all this is that under unimproved value rating
the national cake gets so much larger enabling the average
citizen to get a larger slice.

Extent of Stimulation to Economic and
Social Growth Measured for Key iltems

(55) The AustralianStates foll into two broad groupings according
to rating system., One group (comprising Queensland, New
South Wales, and West Australia) has used the unimproved
value rating principle almost universally for at least 50
years. The other group (ccmprising South Australia,
Victoria and Tasmania) has mostly rated improvements through
the A.A.V, system over the same period. There are variations
within the States in the group. Queensland uses U.C.V. for
all purposes including water and sewerage in Greater Bristane.
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N.S.W. is exclusively U.C.V, rating except for water,
sewerage and drainage in the Sydney, Newcastle and Broken
Iill areas. A substantlal proportion of South Australian
and Victorian municipalities have more recently changed over
to rating of U.C.V, instead of A.A.V,

(56) Ve have therefore an economic and social laboratory set-up
by which the effects of the two systems can be tested by
statistics of growth for key indicators -- not only between
the groups but also within them according to their varying
degree of use of the unimproved value rating principle or of
penalties imposed on improvements.

(57) The results of such comparative interstate studies are
contained in our booklet "Public Charges on Land Values" of
which a copy forms part of these submissions marked Exhibit T
in the Appendix,. We do not wish to repeat in our main
submissions the detail contained in that study but list below
the separate key indicators which are dealt with in sections
~ and the pages for quick reference :-

Key Indicator References
Efiect upon agricultural development Pages 10 to 12
Improvement of Rural and

Urban Holdings " 12 to 15
" " assets of land owners " 15 to 18
" " dweélling construction " 18 to 23
" " manufacturing industries " 24 to 28
" ! retail traders " 28 to 31
" ! incomes of working population " 22 to 33
" " real wages, of industrial workers " 34
" " home ownership and tenancy " 33 to 36
" " flow of migration " 36 to 37
" *  mortgage assets of f{inancial

institutions " 37 to 38
" " co-operative socleties " 28 to 43

To this can be added the publication "Shopping Centre
Surveys in Five States", included in the Appendix as
Exhibit J.

(58) The general submission can be made in regard to all these
criteria, that the States where land is and improvements
are not rated -show markedly better perTormance under each of
these tests than the States where improvsments are rated.
This is true for the group averages -- and the position for
individual States, with minor exceptions only, follows the
order of the degree of application of the unimproved value
principle. Moreover, within the State in which some
councils use U.C,V, and others use 4,.4.V, the individual
councils which do not rate iuprovements contribute a dis=
proportionately high share of the development within the
State,

Administrative Effects

(59) So far as the local government rating bodies themselves are
concerned -~ from the purely administrative angle ~~ they are
best served by unimproved value of the site as the rating
basis. They can oEfaln adequate revenue fer their needs
under it with less discontent and opposition to desirable
municipal projects than where improvements are rated.



(60)

(61)

(62)

Question No.3(a) Fage zI

This is simply demonstrated from the differences in incidence
between the systems in urban areas. Broadly, there are two
classes of rateable property, (a) those which are improved,
with buildings upon them, and (b) those unimproved, i.c.
vacant lots having no buildings (or those. which have only
demolition value left in them.) Any suburban council will
have from 10% upwards of its rateable properties in this
second class where the A,A.V. system has been in force for a
long time. Under the A,A.V. basis at least 90% of the total
rate yield comes from the improved properties and token con-
tributions aggregating less than 10% from the vacant land no
matter how numerous such holdings may be, On the other hand,
the U.C.V, rate burden is spread over both groups (a) and

(b) with relative uniformity in the payments of neighbors
with similar frontage.

If the council concerned wants to undertake new or improved
municipal services needing greater rate revenue, under &.A.V,
it can only get it by re-valuation or increasing the rate in
the £ (or z), over all properties., In either case the (a)
group (which was already paying more than its fair share of
the 0ld revenue) is ecalled upon to pay 90% of the extra
revenus, Ovwners of these properties do not like it and
exercise pressure on the council both against increase in
the rate revenue and in opposition to the commendable council
program for which the money is needed.

On the other hand, the U.C.V. basis spreads the cost over

all ratepayers instead of concentrating the burden on any

one section, As shown earlier in our submissions the maximum
increase possible under U.C.V. in the Sydney Metropolis as
compared with A.A.V. was 222% (and that only on purely vacant
land). There are none who are really hurt by it, whereas the
increase with A.A.V. rating on improved properties has no
limit, '

Central Melbourne and S%gnez Compared

The superiority of the U.G.V. basis for council revenue
purposes 1s well illustrated by comparing the central City
of Sydney using U.C.V. with ldielbourne City using A.A.V.

The areas arc nearly the some at 7,765 acres in Melbourne,
to 7,161 acres for Sydney. Melbourne's rate revenue for
the 1963/64 year was only £2,413,000., while that of Sydney
was £5,914,000, The greatly increased level for Sydney
does not indicate extravagance but ability to provide a
higher level of services which is Jjust as greatly needed in
Melbourne. That e¢ity is financially starved and highly
desirable projects (such as the proposal to purchase the
site for a central square opposite the Town Hall) are
frequently ruled out because their cost would require
increase in the rates. The objection to this arises
because central Melbourne has about one-third of its city
buildings adequately improved, one-third only paszsable,

and the other third only fit for demolition and re-develop-
ment. Increase of the rate would hurt the most improved
third, which is already paying excessive amounts and would
not be popular either with the middle third. U.C.V, rating
would cause the under-developed third to pay their fair
share along with the rest, while charging no more (and in
many cases substantially 1ess) to the average and better-
than-average properties. Hence change to U.C.V. rating is
rcally the answer to Melbourne's financial problem. Ir
rating of improvements werec re-introduced in Sydney similar
financial difficulty would be experienced in that city.
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UESTION NO. b

Should the basis considered most satisfactory also be used for

rating by statutory bodies providing watep,sewerage and drainage

services? 1f not what basis should be used?

(63)

(e4)

(65)

(66)

(67)

YES.

de submit that there is no real fupctional difference
betweén the municipal-councils and the statutory bodies
providing water, sewerage and drainage. Both are lecal
government services, and the water and sewerage services

are already operated in country areas of New South Wales

by local councils in conjunction with their other services.
The separation of function in the metropolitan areas is only
an administrative convenience for more efficient division

of labor, Unimproved value rating for water, sewerage and
drainage purposes is even more clearly appropriate than for
other services provided by the municipal councils. A major
part of the capital outlay of these water and sewerage
undertakings is in the cost of mains and reticulation to
which the frontage-value combination given by U.C.V, is
appropriate. The token rates charged by A.A.V. on vacant
or other under-developed land passed by these mains is
inappropriate, These and overhead costs for administration,
interest on capital etc == all of which must be paid whether
individual ratepayers use the service or not --- are clearly
best shared pro-rata to unimproved value,

Unimproved value rating for water, sewerage and drainage
purposes would produce relative justice in the assessments
between rate~payers which is lacking under A.A.V. It is not
possible to justify such differences in rates between built
and vacant lots as are demanded under the A.A.V. system.
These charge built lots anything from 2 to 20 times as much
as on vacant lots with identical services available.

We have already dealt with the general effects of the rating

systems on the water and sewerage authorities in conjunction

with municipal councils in our submissions on Question 3 (a)

and recommend that sections 29 to 35 and 46 to %0 in parti-

gu%gg bf again referred to as specially relevant to Question
alsgo,

We submit for your consideration the table in the Appendix
marked Exhibit F, which was prepared in 1959 by the Sydney
Water, Sewerage and Drainage Board, Thie shows the changes
in total rates payable by the ratepayers of various munici-
palities under U,C.V, and A.A,V, respectively, for the
Authority's purposes. The relativity is unlikely to have
changed significantly since. Our submissions here bear on
the inferences to be drawn from the Table,

The general conclusions c¢an be drawn from the table that with
change to the U.C.V, basis ratepayers of Sydney City and 14
other councils listed in the lower part of the table would
pay approximately 20% more in total (and 60% of this would
come from under-developed properties in Sydney City proper).
On the other hand, ratepayers in each of 28 other suburban
areas listed in the top part of the tablée would pay less by
amounts averaging 14%., They include most of the residential
type suburbs of the metropolis and it can be taken that most
homes in these would have their rates cut under U.C.V. by an



(€8)

(69)

(70)

Question No.2(b) Page 23

average of at least a third (as found in the Wollenzong
Municipality check referred to in section 5C). Pezracdoxic-
ally, even over the 14 municipalities paying more in total
under U.C.V. the majority of homes would still pay less
under that basis, The mere fact that ratepayers in a
district will pay more or less in aggregate under the one
system than the other can be misleading. The area combines
residential, commercial, industrial and vacant land in
varying proportions. Within each munieipal district well
developed properties will pay less and under-developed or
vacant land holdings will pay more. The fact that cone
municipality pays more in aggregate under U.C.V. may simply
mean that it has more vacant lots or more valuable under-
developed sites than another and the extra payable on these
cutweigh the reductions. The aggregation is simply a
balancing of gains and losses. Even where the difference
in the total appears nil the differences between treatment
of improved and vacant land will be as great as in other
districts.

The vital point is that within most municipal districts =z
substantial majority of dwellings will carry lower rates
under the U.C.V. basis and under-deveioped properties will
pay nmore than under &.A.V. TIf the Commission is doubbtful
on this we suggest the water and sewerage authorities con-
cerned be asked to test it by analysis of a cross section of
at least 10% of the dwellings in each municipal district
within their area on the lines of the sample sheets shown as
Exhibit B in the Appendix,

We submit that the wunimproved value principle should be
applied to the Sydney, Newcastle and Broken Eill Jater,
Sewerage and Dralnage authorities as well as loczl councils.
This could take either the unimproved capital or the
unimproved annuel value form. Under guestion 4 wi are
propesing that local government bodies be given the addition-—
al option of using either form as unimproved annual value

has advantages.

We suggest that these statutory bodies might well use the
unimproved annual value which could readily be done in their
case by redefining their present (improved) annual value to
exclude that part of the rental value attributablc to the
owners' improvements. A formula connecting the unimproved
annual and unimproved capital value is given under Question 4.

The main advantage in this proposal is that it would provide
& completely stable rate base unaffected by the amount of the
rate levied, so that increasing revenue will result from

year to year with little if any alteration in the percentage
rate levied, With the unimproved cnpital form, as the
desirable objective of reducing the price of land is achieved
it would necessitate a gradual increase in the tax-rate.

This has not produced any real difficulty to date but the
opportunity should be there to apply the unimproved principle
by the better means available.
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average of at least a third (as found in the Wollonzong
Municipality check referred to in section 5C). Fzradoxic~-
ally, even over the 14 municipalities paying more in total
under U.C.V. the majority of homes would still pay less
under that basis, The mere Tact that ratepayers in a
district will pay more or less in aggregate under the one
system than the other can be misleading. The area combines
residential, commercial, industrial and vacant lané in
varying proportions. Within each municipal district well
developed properties will pay less and under-developed or
vacant land holdings will pay more. The fact that one
municipality pays more in aggregate under U.C.V, may simply
mean that it has more vacant lots or more valuable under-~
developed. gites than another and the extra payable on these
outweigh the reductions, The aggregation is simply a
balancing of gains and losses. Even where the differcnce
in the total appears nil the differences between treatment
of improved and vacant land will be as great as in other
districts.

The vital point is that within most municipal districts a
substantial majority of dwellings will carry lower rates
undcr the U.G.V. basls and under-developed Propertics will
pay nore than under AA,V. 1T the Commission is doubtful
on this we suggest the water and sewerage authorities con-
cerned be asked to test it by analysis of a cross section of
at least 10% of the dwellingsin each municipal district
within their area on the lines of the sample sheets shown as
Exhibit B in the Appendix,

Ve submit that the unimproved value principle should be
applied to the Sydney, Newcastle and Broken Hill iatsr,
Sewerage and Drainage authorities as well as loczl councils,
This could take either the unimproved capital or the
unimproved annuzl value form. Under question 4 we are
proposing that local government bodies be given the addition-
al option of using either form as unimproved annual value

has advantages.

We suggest that these statutory bodies might well use the
unimproved annual value which could readily be done in their
case by redefining their present (improved) annual value to
exclude that part of the rental value attributablc to the
owners' improvements. A formula connecting the unimproved
annual and unimproved capital value is given under Question 4.

The main advantage in this proposal is that it would provide
s completely stable rate base unaffected by the amount of the
rate levied, so that increasing reverue will result from

year to year with little if any alteration in the percentage
rate levied, With the unimproved cnpital form, as the
desirable objective of reducing the price of land is achieved
it would necessitate a gradual increase in the tax-rate.

This has not produced any real difficulty to date but the
opportunity should be there to apply the unimproved principle
by the better means available.



QUESTION NO.4,

What changes, if are necessary to the Valuation of Land Act,
IQIE-IQSE. In reletion to valuations made for purposes of:

a
b
c

a3

(71)

Rating of land;

land taxation;

assessment of Stamp and Death Duties;

settlement of claims for compensation in respect of the
resumption of land?

Qur submissions under this question are made with regard %o
rating of land only on which we suggest three amendments:

(i) Provision for rating on the unimgroved annual value of

land as an optional alternative to unimproved capital
value of land;

(ii) The original principle that land of the Crown should be

rated to be restored to as it was prior to the exemp-
tions introducted by the Rating (Exemption) Act 1931;

(iii) Expenditure on invisible improvements in clearing,

filling and land reclasmation to be taken into account
as improvements for a limited period (not less than
20 years after the outlay) and then considered to be
merged into the value of the site.

Unimproved Annual Value

(72)

(73)

“74)

(75)-

We submit that rating bodies be given optional powers to
use the unimproved annual value as their rating base as an
alternative to the unimproved capital value.

The unimproved. snnual value of the land would result by re-
definition of the 'assessed annual value' to specificall;
exclude that part of the annual value attribufable to the
improvements. It would then in fact become the annual value
of the land alone as it is supposed to be in theory now.

#ith the re-definition would need to be combined the following
formula to connect the unimproved capital value normally
ascertained by the Valuer-General W{EE the unimproved

annual value used by the rating authority:

The unimproved annual value used by the rating authority to
be the sum of :

(a) 5% of the unimproved capital value +
(b) the amount of the municipal or other rates upon the land +

(c) the amount of land tax which the land would attract as
a single parcel only.

(All these as at the time of valuation.)

The basis of this formule is that the unimproved capital
value (or market price) is simply the capitalized form of the
balance of the unimproved annusl value remaining to the owner
after payment of any land rates and land taxes, Hence the
reater the land rates the lower the market price becomes
although this effect is offset by appreciation attending



stimulated development). Assuming capitalizationAat 5%
(which is the accepted figure in the Act to determine the
A.A.V, of vacant land) there is the following relation
between the valuation's and rates:
_land _land )

rates ™ tax
land |, land
rates * tax

i.e. U.C.V, = 20 x (U.A.V.
U.A.V, =(1/20x U,.C.V.) +

{land tax (if any) in these equations is that which the
site would attract as a single parcel and not the higher
figure due with aggregation which brings the property into
a higher tax scale?f ’

(76) The advantage in use of this will be seen from the graph,
exhibit G in the Appendix, which compares the combined
general, water and sewerage rate in the £ of U.C.V., as
levied over a sequence of years for Greater Brisbane, with
that which would have been required under the unimproved
annual value basis to return the same total revenue. It
will be seen that there was a very great fluctuation in the
U.C.V. tax-rate but oniy minor variation under the unimproved
annual value resultant from the formula. The detailes of
the computationsover the sequence of years are given in
Appendix exhibit H so that the steps can be followed.

(77) 4 desirable objective sought from rating unimproved land
value is that the price of land to purchasers be reduced
or held to the lowest figure possible so that users'
capital savings can go direct into productive improvements
instead of sterile land price. To the extent this is
achieved the tax-rate may need to be increased. In the
ultimate there is no real disadvantage in this since it is
what the individual ratepayer has to pay that matters -- and
it does not really matter to him whether the same rate-sum
is worked out by multiplying a high land-value figure by a
low rate per &£, or a low land-value figure by a high rate
per £. Nevertheless there is a psychological faector in
increasing rates hence the merit of unimproved annual value
which will provide steadily increasing revenue with little,
if any, upwards variation in the tax-rate (and probably sven
a reducing trend in it),

(78) With existing levels of municipal rating in New South Wales
there has been no recent upward trend in rates in the £ of
U.C.V., ~= in fact they have been falling substantially over
the ten years from 1953 to 1963. The rates per £ are
tabulated in the N.S.W. year book over these years and show
the decreases o be: Sydney, 7.99d., down to 5.25d (-34%);
Other Metro, 6.92d., down to 4.21d. (-39%); Newcastle,
10.104 down to 6.56d (-35%) and Greater Wollongong, (7.73d
down to 4,32a (-44%); Shires, 6.58d down to 5.35d4 (-19%).

(79) Nevertheless, although no great disadvantage has been found
in practice in increasing the tax-rate under unimproved
capital value to provide extra revenue - hencemany councils
may not wish to avail of it - we think the advantages are
important enough to warrant provision for both unimproved

capital and unimproved annual value as optional alternative
bases of rating.

(80) Our submissions in regard to rating on the unimproved value
of the land apply equally to the proposed use of site-value
as suggested in the report of the Committee of Inquiry on
the Valuation of Land Act, presented in September, 196C and
in later submissions already made to your Commission. We
regard the site-value proposed as a commendable variation
of the unimproved value concept, fully embodying its principle
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that owners' improvements should be.rate-free, ' As with
unimproved value, the site~value can be either a capital
value or an annual site-rental value, The advantages of
rating the annual rental instead of the capital value form
apply equally with the site-value as to the unimproved
value as commonly understood.

Liability of Crown_ for Rates .
(81) We submit that the original position by which Government

properties were rateable should be restored as it was before
the 1931 amendment.

(82) Government bodies can fail to make proper use of their sites
Jjust as private individuals can, and the best guarantee
that there will be regular review is to make them subject to
the same economic incentives by rating.

QUESTIONS NOS., 5, 6 AND 7.

(83) We consider it unnecessary to submit detailed submissions on
these questions at this stage as we consider (a) the system
of valuation does provide satisfactory bases for equitable
rating generally (Q 5); (b) that it should be unnecessary
to supplement rating from other sources (Q 6); and that a
rate on land is the most appropriate method of financing
council services (§ 7).

(84) iowever, we would like to make supplementary comments later
which may help the Commission on some of the proposals
already made or foreshadowed by others -- particularly the
suggestions for poll taxes, income taxes and special rating
gf mglgi-storey building sites under these Questions 5,

an . .

The Land Values Research Group.

A.R. HUTCHINSON,
Research Director.

Issued 1966,
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