
Mr. R. J. McKay, 
Crown Solici.toi:, _ 
Box 2 5, G . P. 0 . ,_ 
SYDNEY N.S. W. 

Dear Sir, 

LAND VALUES RESEARCH GROUP 

32 Allison Avenue, 
Glen Iris, S.E. -· 
Victoria. 

3rd. November, 1966. 

Royal Commission of Inquiry into Local Government 

Finance and Land Valuation. 

On my appearance before the Commission on 20th. June, it was mentioned 
that copies of our critical comments relative to the Sydney Metro. Water Sewerage 
and Drainage Board sub.missions were to be passed to the Board and the Valuer 
General for investigation and that any further queries would be taken up either at a 
further appearance or by correspondence. 

Since then we have sighted the following relative to these investigations 

(a) Supplementary submissions from the Board giving the results of a 
comprehensive survey covering 20 its 44 areas, (though we have not 
sighted the annexures referred to in it). 

( b) Comments of the Board upon our criticisms upon their original submissions 

( c) Copies of the further submissions of the Valuer General containing 
comments upon the Board's original sub.missions and the results of its own 
comprehensive exercise ; 

( d) Comments by the Valuer General upon the Board's supplementary 
submissions. 

The Board's supplementary submissions are free from the criticism of 
inadequate sampling raised against its original submissions. Its exercise covering 
20 of the 44 districts in its area is praiseworthy and can be helpful to sound con­
clusions provided corrections are made for the .basic errors in its poundages pointed 
out by the Valuer -General and the further error of which its own text shows recog­
nition but for which correction has not been made in its exercise. 

The Valuer -General should be commended for his masterly investigation 
and exercise and we are gratified that this has confirmed the soundness of our own 
criticisms of the Board's original submissions. We are glad too that the Board 
agrees that much of our criticism of its original submission was justified. 

However, there are two remaining matters raised in our comments on the 
Board's submissions which have not been dealt with adequately though of such 
importance that they should be brought to the attention of the Commissioners to help 
them evaluate the Board's submissions. It is to these that we confine our further 
comments. 

The two outstanding matters referred to are : 

( 1) The question of appropriate poundage rates upon the unimproved capital 
value for use in the · Board's exercise and the effects of applying the necessary 

corrections to the results of that eKercise and : 

( 2) The failure of the Board to recognise that our criticisms in sections 8 ( 1) -
( 2) on page 8 of our comments of 10th. June, 1966 were a general criticism 
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applicable to the whole of its Appendices 33, 33A, 34, 34A, 35, 35A and others , 
and to parts of their submissions using percentage comoarisons. They have 
treated it only as applicable to the particular case of vacant !and ignoring the more 
general case and its implications on their exercise. Perhaps we could have 
elaborated the criticism so that it could not be o v erlooked. 

Had the Board appreciated the real significance of this criticism and taken 
account of it in its later exercise its conclusions might well hav e been radically 
changed. In our opinion, the Board itself has been misled by the fallacies inherent 
in this .method of dealing with the percentage increases or decreases in rates under 
the systems, towards which our criticisms were directed. 

We deal with these two matters on the follo wing sheets and will be glad 
if you will put them before the Commission. 

Yours faithfully, 

A. R . HUTCHINSON 

Hon. R e s e arch Di rector. 
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1. Extent of the errors in the B o ard's Unimproved Value 
poundage rates and the E ffec ts of the Corrections upon 
its Exe rcise and C onclusions . 

1. 1 There are three distinc t errors in the unimproved land v alue poundages 
used,· the extent of whic h have been disclo sed either by the Valuer -
General or t he Board itself. They all wo r k on the same direction --­
to overstate the rate in the £ of U. C . V. r e quired to yield the same' 
overall revenue as the A.A. V . rate. This in turn has t he final result 
that they understate the rate decr e ases and overstate the rat e increases 
on residential properties in change of the Board' s rating system from 
A. A. V. t o U. C. V. 

1. 2 The nature of these errors, their .magnitude and the source of the figures 
us e d ar e set out b e l ow so that th e overall effect on the exercise can be 
seen. The extent of the corrections needed to make the Board' s exercise 
of real v alue and the results obtained by applying these corrections a re 
shown. 

The bar e summary is gi v en so that the e nd re s ults can be seen quickly, 
while further detail and discussion is giv en on the final sheets in case 
it is desired to follow it further . 

Error No. 1 

That by whic h the A.A. V. 1 s used by the Boar d to compute i ts 
poundages have been inflated by inclusion of B/A ' s (Board Adjust­
ments ) for new building s since general re - v aluatio n without 
cor respon ding adjustment of th e U.C. V. 

Draw n to atte ntion by the Valuer -G e n e ral 
whose figure for magn itude of t he excess is --- --- - 8. 877% 

Error No . 2. 

That due to n ot taking mini:mu.m charges into acc ount. 

Drawn to att e ntio n by the V. G., ourselves and the 
Board wh ose figure for magnitude of the excess is -.--.-0. 275% 

Error No. 3. 

That due to the B o ard' s i nclusion of the wh ole of Sydney 
City in it s 20 area exe rcise instead of half the city only 
in computing a poundage fo r the whole 44 areas subj ect to i ts rates, 

Draw n to attention ( but not corrected) by th e Board 
i t self wh ose own computation gives the exces s i n 
poundage intr odu ced by this er ror as -- - - - -2. 996% 

1. 3 The Cumulative Total Erro r 

The combination of th e s e three e rrors abo ve produce s an 
unimproved value poundage rate i n exces s of the true 
figure by - -- - - - - - - - - -- -- - - - 12. 148% 

1. 4 Correction Needed 

The p e r centage r e duction r e quired throughout the Board' s 
exercise to make the U.C. V. rates comparable with those 
for A.A.V . on the same prope rty i s --------- --- ---- - 10.834% 
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Multiplication of the Board1 s figures by ---------- 0.89166 
corresponds with this result ( This multiplier is 
1 o o I 112. 148 ) 

1. 5 Effect of Applying the Correction to the results of the Board 1 s exercise 
for residential properties in 20 districts 

The most important part of the Board 1 s exercise covering 2 77, 972 
single unit residential properties is the overall position shown in its 
Summary on pages 15 & 16 of its supplementary submissions giving , 
the numbers of homes which would pay more or less under change 
to U.C.V. in various ranges of .magnitude of the increases for those 
who would pay more under that change. 

Application of the correction completely reverses the picture shown 
by its exercise as indicated below comparing its 1 uncorrected 1 and 
r corrected 1 results. 

Effect of 
Change 

Board ' s Summary of Single Unit 
Residential Property Rate Inc id enc e 

Result Result 
before after to U. C. V. 

basis correction correction 

Decreases 
No change 
Inc re as es 

Nos. 

125,500 
2,052 

150,420 

277,972 

Distribution of the increases 
according to their magnitude 
under Board1 s exercise ( befo're 
correction) 

Increases 0.1to12.4% 

% 

If 

ff 

If 

If 

t9 ./ ~IV 'Ci)(~ ~" 
1 2. 5% to 2 4. 9% 

t?... · I ~.o t;'" d.{ 2,, 
25. 0 to 49. 9% 

._!$: / 67-, ~ ~ 'o 
50. 0% to 74. 9% 

~g, I j,, 't;. 'tD ~ 
75.0% to 99.9% 

/ 

go?o~~ 
100% and over 

47,507 

35,343 

35,723 

14,971 

6,731 

. 10, 145 

( % ) 

{45.15) 
( 0. 7 4 ) 
(54 . 11) 

(100.00) 

Nos . ( % ) 

173.659 (62.47) 
1, 400 ( 0. 50) 

102,913 (37.03) 

277,972 {100.00) 

Effect of 
Correction 

Except for 1400 ' no change 1 

on correction this whole group 
is converted to the category 
with decreases 

Range of increase reduced to 
between 0. 1% and 12%. 

Range of increase in this group 
is now reduced to 12. 1 % to 35% . 

Range of increase in this group 
is now reduced to 35. 1% to 58%. 

Range of increase .in this group . 
is now reduced to 58. 1% to 80%. 

Range .of increase for this group 
is now reduced to 1 over 80% '. 

1 . 6 The application of the corrections shows the real incidence of change to 
U. C. V . for the Board's rating would be the opposite to that believed by the 
Board. As its opposition to the proposal to change has been mainly based on 
the belief that the majority of single unit homes would pay increased rates 
by that change the discovery that its own corrected exercise shows that nearly 
two - thirds of the single unit homes would receive reductions in rates by 
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that change should cause it to withdraw its opposition to that change. 
The results above after correction are in harrnony with those obtained 
independently with the Valuer-General 1 s exercise. 

(As with the overall summary, the application of the corrections 
would alter the incidence disclosed in the individual municipal 
districts by the Board1 s exercise. It would necessitate radical 
recasting of these reports in its Annexure G. Most of those stated 
to benefit in the rnajority of cases under A. A. V. would now have 
to be re -written as favoured under U. C. V. Magnitude of the U. C. V. 
savings would be increased and that of the A. A. V. savings reduced 
in all cases by the 10. 8 percent reduction in the comparable U.C. V. 
rate figure. 
As we have not been supplied with the details of the Board1 s exercise 
for these districts we are unable to make the adjustments ourselves. 
Doubtless the Commission will arrange this if necessary though it 
will only confirm the incidence to be as the Valuer - General has 
already established for municipal rating in most of these districts 
covered by the Board 1 s exercise. 
It .may therefore not be considered worthwhile to make the double 
check at this stage ) . 

2. Failure of the Board to deal with our general 
criticism on their method of making comparisons 
of percentage increases and decreases in rates 
as used in its Appendices 33 to 35 and elsewhere. 

2. 1 It is evident that the Board has not recognised that the more important part 
of our criticism under section 8 on page 8 of ou r comments of 10th. June, 
1966, was the general criticism in clauses ( 1) and ( 2) rather than their 
special application in the case of vacant land as the Board has taken it. 

2. 2 To make our general criticism clear we repeat it below : 

" Most of these appendices are of limited value because they give the 
results only in percentages without the basic data used. 

These percentages are expressed in a w ay which does not give a 
clear impression to the reader on how the properties are affected 
by one rating system as compared with another. They show rates 
Increased by 11 X' 1 % or Down.by 11 Y 11 %under U.C.V. To convey a 
true comparison in the mind the percentages should be referred back 
to whichever system show s least rates and the percentage under the 
other system shown as a percentage increase on it 11

• 

( Then follows an ex ample of an improv ed property in the Board's 
Appendix 34 illustrating the misleading natur e of such comparisons ) . 

2. 3 Our criticism goes back to elementary arithmetic and the difference between 
percentage decrease and percentage increase. There is, of course, no limit 
to 1 percentage increase 1 which can become infinitely great. There is however 
a limit to 1 percentage decrease 1 which c an ne v er exceed 100 percent. 

It is therefore misleading to compare percentages of increase with percentages 
of decrease as done by the Board in these and its other appendices. In doing 
so the reader who wants to compare the incidence of one rate system with 
another has to perform mental gymnastics on cas s; where a percentage decrease 
is shown befor e he can g e t a true picture of their r e lati v ity of burden. 

For example, if in any particular class of Board properties some are shown as 
bearing increases averaging 100%. under U.C. V. while the others are shown as 
bearing decreases averaging 75% , the first impression is that the burden on 
the former is greater than the saving on the second. 
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But to get the true perspective the inquirer must make the further · 
calculation that a reduction under one system really .means that the other 
syste.m in.valves a percentage increase as compared with U.C.V. of: 

AAv-uc.v 
vcv x 100 ) 

= ( 100 25 
25 

x 100 ) = 300 = jOO % 

In words the A. A. V. rate is lOOo/o in excess of the U. C. V. rate. 

It is therefore almost impossible to get a true .mental picture of the 
relativity between the systems by comparing percentage increases with 
percentage decreases under a system. 

But a simple, true and meaningful comparison results if we take as base 
whichever system charges least in rates and compare the percentage 
increase which the other system involves in relation to it. In this way we 
compare increases with increases and the method gives a true comparison 
of the penalty effect of one sy stem compared with the other. 

2. 4 We have drawn up the accompanying graphs on this basis to show the true 
relative penalty effect upon the seven categories of residential properties 
from the data in the Valuer - General's Composite table Appendix No. 1. 
This has been done separately for the Board's sa.mples and the Valuer -
General's samples. In drawing the graphs allowance has been made in 
both cases for the 8% reduction in the U. C. V. poundage rate in accordance 
with the Valuer -General 1 s correction for the wrongful inclusion of B /A's 
in computing poundages. But we have not embodied in it the other correct­
ions needed as set out in Part 1. Application of these would further lower 
the purple ordinates on the graph and raise those shown in red. 

These graphs show the overall changes in rate incidence for the classes of 
residential property as groups after offsetting increases with decreases. 
It is clear that the residential .properties generally would be relieved by 
change the Board's rating basis to U. C. V. 

2. 5 We have also plotted the graph for the Sydney Water, Sewerage and 
Drainage Board area to show the penalty effect of the present rating on 
A. A. V. compared with U. C. V. from the data shown in our original 
submissions confirmed to be correct as at 1963 /64 as shown on the final 
sheet of these comments. 
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APPENDIX 

FURTHER DETAILS O N CORRECTIONS 

Note on Error No. 1. 

The e x cess for this is given on pages 5 and 6 of the Value r -Gene ral 1 s 
Comments on the Supplementary Submis s ions of the Sydney Water, 
Sewerage and Drainage Board. This show s the B o ard 1 s U. C. V. poundage 
rate for water at 1 . 616d . compared wi th th e figure of 1. 4842d. needed 
if the Board Adjustments had been excluded. This is an excess of 8. 88 
per cent apart from other corrections. The sew erage ra te will also be 
excessive by an approximately similar percentage. 

Note on Error No. 2. 

The excess for this i s shown on page 7 of the Board' s Suppl eme ntary 
Submi ssions item 3 ( a) as 0 . 275 o/o. 

Note on Error No. 3. 

This error w as drawn to attention by the Board itself in its Supplementary 
Submissions - - the case for it explained very clearly and the magnitude of 
the excess in it s U . C. V. poundage rates caused by fail ing to take it into 
account worked out at 2. 996%, and the correction i nvolved a r e duction of 
2. 91% - and yet the Board di d not use this c o rrected figure in its exercise. 

The case for making the correction is stated b y the B oard on pages 6 and 
7 as follows : 

it It could perhaps be argued that only half o f the C ity of Sydney 
should be included i n a surv ey of h alf of the Board's ar e a b ecaus e 
in Sydney an Unimproved Value / Assess ed Annual Value rati o 
exists which is diff e rent to the overall ratio i n most of the Board' s 
area ...... Thu s Sy dney , becaus e of its size, tends to raise the 
overall Unimproved Value poundage rat es of other areas i n c on­
j unction with which it is studied. In fact, the equivalent Unimproved 
Value w ate r and sewerage rate for the 20 areas less Sy dney is o nly 
3. 13ld .. as compared with the 3. 36 9d . for the 20 areas . The 
inclusion of only half of the City of Sydney in a survey of h alf of the 
Board1 s area would , it is felt , be a p urel y theoretical approach, but 
because the propo sition is of some interest the B oard has calculated 
the equival e n t Unimproved Value rates on this basis. 

The resulting poundage rates were ( ove rall ) 3. 2709347808 d. which, 
on the cornbined figur e, is o nly 2. 91% less than th e combined ra.t e 
including all of Sydney. Thus, even if this a pproach we re v alid, the 
small v ariation (less than 0. ld. i n the p oundage rate as compared 
wi th the most ac c urate figur e the Board h as been abl e to calculate ) 
would not produce any signific a nt differe n ce in the results .l• 

The underlining in this quote is ours to draw a ttention to the only 
reasons given by the Board for fai ling to us e this corrected rate in 
i ts exerci se, Their lack of substance will be evident from the 
following comments : 

( 1) As to this treatment a nd correction b ein g a it th eoretical 
approach tf it would be no more so than th e Board1 s whole exercise. 
An exe r cise which takes 20 out of 44 component areas (including in 
th e 20 the central city w hich h as r adically different c h arac t eristics 
to the rest) - and from these wo r ks out p oundage s which are 
assumed t o apply over the whol e 44 ar e as in its territory - is 
essentially a 11 theoretical approach tf of first magnitud e and a half­
baked one at that if the correction is not made 
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( 2) The Board shows a lack of sense of proportion in suggesting 
that an error of almost 3% in its U. C. V. poundage rate over the 
whole field of the exercise 11 would not produce any significant 
difference in the results 11

• 

This rnakes an absurdity of its calculation of the poundage rates to 
the tenth decimal place when they contain an error of this magnitude. 
Even without the corrections for the other errors the effects on the 
numbers benefiting under the systems and the magnitude of benefit 
shown in its exercise would be greatly altered. 

( 3) The words 11 even if this approach were valid 11 vaguely suggests 
it is not without giving any reason. As it is, the Board is in the 
position of having conducted an exercise which it recognises is open 
to legitimate criticism. It wanted to forestal this criticism by 
pointing to the error itself. It worked out an approximation to the 
correction needed to take account of the error. But it failed to make 
that correction or even to work out the effects which it would have on 
its exercise. 

Confirmation of Correction 

The overall excess in the 
the true figure is 12. 15% 
U.C.V. rate figures. by 

Board's poundage rate on U. C. V above 
which requires reduction of the Board's 

10.83%. 

This corresponds to an overall ratio of U. C. V. to A. A. V. of 
6. 166 over the whole of the Board's area. This is al.most identical 
with our estimate of 6. 2 used to develop the table on page 9 of our 
original submissions showing the penalty effect of the respective 
rating systems as at 1963/64. The agreement is not coincidental 
for it coincides with the last revaluation of the City of Sydney and 
therefore approximates the same conditions as reached by the 
Valuer -General with elimination of the Board Assessments as a 
source of error. The same result approached from different 
directions provides confirmation of the legitimacy and magnitude 
of the corrections. 
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