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Background to the report.

Victoria is an interesting state, with regard to its local government. It is the only area in the world that uses
two different municipal rating structures, side by side, to finance local government. Basically, one system
rates land (site value) only, the other taxes the full property value, being land plus buildings (Net Annual
Value or Capital Improved Value). Also, there have been times when a municipal council has changed from
one method to the other, and from one year to the next.

As part of the restructure of local government, started after the win of the Victorian State Liberal National
Party Coalition government in 1992, the Office of Local Government, in its report “Rates: proposals to
improve Victoria’s Municipal Rating System ”, (August 1993), recommended that all newly amalgamated
councils change to a uniform system of rating. The required system to be put into place was the Capital
Improved Value system, CIV as it is known.

Parts of Victoria are now the first ever areas in Australia to rate on CIV. This is a social experiment that has
implications both for councils and the community generally, and more public discussion is required. The
Australian Institute of Urban Studies commissioned this report, “Victoria’s Municipal Rating System,” to
examine and highlight the implications in more detail.
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Introduction.

Local Government traditionally has obtained its funding from one or more of the following sources:

~ apolltax (notused in Australia),

~  aproperty tax,

~  grants from state or federal governments,

~ and other minor sources such as fines, licences, etc.

Each of these finance methods has its own supporters and critics, each is in its own way an expression of
the many and varied ways in which people view local government. In Victoria, revenue from property taxes
has accounted for around 50% of total revenue for most councils over the years. This is a State average;

the figure does vary slightly from council to council and from year to year. 1

The different taxation methods may be explained as follows:

Poll tax
A poll tax is a levy, per head of population. It is levied upon each adult individual of the local area, taking no
account of the level of income of that individual.

Property tax.

A tax on property is the amount levied upon the property owned by the resident, either corporation or
individual, of the local district. The tax on property may be levied upon only the site, or land value of the
asset, on the total capital (market) value of the property, on the rental return generated by the property, or
on any combination of these, a so called “shandy”. The process undertaken by competent valuers to value
such property, for assessment purposes, is not considered difficult, though specific problems do
occasionally arise.

Definitions
In Victoria, as expressed in the Local Government Act (1989) as amended, local government has adopted
the following definitions for purposes of valuation of property:

Site Value: the land value only, exclusive of any improvements built upon that land.

Capital Improved Value: the price at which a property, as it stands, sells for in the market, excluding all
chattels such as curtains, fittings etc.

Net Annual Value: being the rental return of the property, usually calculated by working out the gross
rental, and deducting from this the statutory out-goings of rates and insurance etc. By legislation in
Victoria, the NAV is restricted to a maximum of 5% of the Capital Improved Value (CIV). Detailed definitions
are given in the Act.

1 See “Local Governments side by side, comparative information on Victorian Local Councils”, produced
by the Victorian Office of Local Government, November 1992 for a further breakdown of such figures.
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The rating base chosen by council, be it NAV, CIV, site value or even the poll tax, does not affect the
quantum of revenue so raised; it will be the same under any system. It is the distributive burden of who
pays, that alters. Victorian councils are required by state legislation to assess property value under all three
property based systems, though only one can be used.

One unique identifying factor that should be noted about rates, as a tax base, is its practicality; the system
does not require the ratepayer to keep any records, nor require the lodgement of any return.

The Office of Local Government, in its August 1993 publication “Rating Review”, gave the following
breakdown of the various rating systems in use around Victoria as at that date:

Region Number site value NAV Clv shandy
of councils

Metropolitan 55 26 27 1 1

Provincial 44 21 23 - -

Rural 111 8 92 11 -

Total 210 55 142 12 1

The development of the different forms of rating within Victoria, as shown in the above table, has not
occurred anywhere else in the world. The situation evolving up to 1996 is shown on page 11. See also
appendices Il and IV.
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Key findings of the report.

Judged on economic and social grounds, the change to CIV rating by Victorian councils is
unsubstantiated. The economic and social effects have not been adequately researched.

Evidence to suggest rating alters economic performance does exist, and Victoria’s alternative rating
systems have affected the State’s development. This effect has been measured.

Substantial evidence exists to suggest ratepayers support site value to a greater extent than other
available systems of rating.
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Origin of rates.

The first rate as we know it, i.e., a tax struck by a local authority for a local purpose, was authorised by the
Poor Relief Act of 1601 in the reign of Queen Elizabeth I. This Act required the inhabitants of the parish to
contribute to the maintenance of the poor according to their means.

Such a rate has been a part of English custom for centuries; only in 1929 did the Local Government Act of
that year transfer the poor law functions from parishes to county councils and county borough councils and
abolish the poor law guardians. By an Act of 1948, poor relief virtually ceased to be a matter for local
authorities and became a function of central government.

The form of local taxation known as rates has always been associated with local authorities, and in particular
with parishes. When a parish incurred an expenditure that was payable by the inhabitants of the parish, it
was met by the process known as levying a rate. The first step was to assess the value of the property of
each person within the parish. The sum which had to be raised was then divided between all the property
owners in proportion to the value of their property. It was from this calculation of the amount due, pro rata,

that we get the term “rates”.2  Since the land owning condition was mostly a landlord tenant relationship

rates were generally assessed on the property’s annual rentable value.

Certainly throughout the English speaking world, municipal government is financed mainly from a tax on
property. There have been several reasons for this, not only for historical reasons, but also because it has
been generally accepted that “property” benefits in a peculiar way from the services supplied by local
government and that therefore property should rightly make a contribution to the cost of local government.

It is also commonly accepted that Federal and State government should be separate from local
government, and that local government should act to properly maintain such an independence, particularly
as regards finance.

2 Jackson, The Machinery of Local government, 2nd edition p 174
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The early history of rating.

The English system of rating has historically been based on the Annual Rental Value of property. Such a
system of rating did not prove to be readily transportable to the colonies originally under English colonial
rule. In the United States, the system was quickly replaced by the Capital Improved Value system. This was
to happen in New Zealand also, later to be replaced by site value.

There were two principal reasons for this general abandonment, by the English colonies, of Annual Rental
Value rating. In colonial lands, the relationship of landlord and tenant, the tenant paying an annual rent,
was no longer the normal pattern of land holding. It gave way to the owner-occupier and the independent
settler. As a result, in practice rental payments became rare and even disappeared in some districts; the
Annual Rental Values for rating purposes became increasingly difficult to assess. By contrast, in a young
country land sales were common and capital values were constantly being set in a well established land
market.

There was, however, an even more important reason. The pioneers found that as they improved their
properties, the Annual Rental Value increased, and as a consequence so did the rates. Idle land however,
not in productive use had little Annual Rental Value in the English sense where the rule was “no rent, no
rates”. Idle land did have a market value though: a value increased by the steady industry of the working
colonists. So the rates of the genuine settler increased as the improvements increased and the district
prospered. Likewise, the market value of the speculator's assets also moved upward. Changing the rate
base to a market or Capital Improved Value, and making the owner liable for rates on land which had no
occupier, began to get rates from land not then in productive use. So until the late 19th century in
Australia, rates were based on the total property value, administered mostly through Net Annual Value.

In the early part of the 20th century, the property tax in Australia and New Zealand went on to be further
modified. The most significant modification was the removal of the tax from property improvements,
concentrating the municipal revenue so raised from the unimproved, or site value, only. Such a

modification was applied only in Australia, New Zealand, parts of Canada, South Africa and Jamaica. 3

Site Value rating in Australia was applied first to farming districts. (Site Value was defined originally as
“Unimproved Value” ). Site Value rating was extended to Australia’s towns and cities only after its suitability
for, and acceptance by farmers had been demonstrated. Site Value rating was first used within the shires
of Queensland in 1887 specifically to ease the position of genuine farmers, who were finding that under
the system of the time, NAV, they were paying more than their fair share of municipal costs to make up for

the token payments from the owners of vast, undeveloped property. 4

The situation was the same in New South Wales, where Site Value rating was also applied first to farming
shires, then later to urban areas. Queensland was also the first to apply Site Value to urban areas, done in
1890 in the midst of a serious nationwide, and international, depression. Its introduction, the government

3 A much more detailed rating history may be found in the book “Rating in New Zealand”, by Rolland
O’Regan, Baranduin Publishers, 1985.
4 In Queensland, Sir Samuel Griffith, (later Australia’s first chief Justice of the High Court), drafted the first
provisions for valuing and rating the land and imposing local site rates. This was made law in 1891, covering
665 978 square miles, land value £49 154 977, and the rates so raised for that year being £253 581.
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claimed at the time, was to stimulate the Queensland construction industry, which it did. 5 In Western

Australia, site rating was first applied to the Road Districts, equivalent to our shires, in 1902. Only in 1948
were the 21 urban councils given optional powers to use site value. In South Australia, the first municipality
to adopt site value was Thebarton in 1907, followed by Moonta, a country shire, soon after.

Site Value rating has since developed to become the dominant system in Australia. By 1955, of the 921
municipalities in Australia, 570, or 62% were using site value. Apart from New Zealand, no other countries
were so extensively using this system. By the late 1980’s, councils using site value comprised more than
92% of the municipalised area of Australia, Site Value rating being used in approximately two-thirds of all
local government councils. The fact that the remaining 8% of councils, by municipalised area, have not
changed over to site value shows site rating’s appeal has been primarily to our farmers.

The states of Queensland, New South Wales and Western Australia apply Site Value rating universally to
farming properties. In South Australia, Victoria and Tasmania, its application has not been across the whole
state.

Victoria’s early rating history.

The development of rating in Victoria has been unusual. Rating of the site only was made the subject of
legislation first in 1914. After much debate and several amendments, the City of Caulfield became the first
council to give notice of an intention to adopt rates on site value, in March 1920. This was followed by
Coburg, Essendon, Newtown, Chilwell, and Rosedale municipalities in the same year, then Oakleigh
(1921), Chelsea (1923), Camberwell and Brunswick (1922), Mordialloc (1925) and Sandringham (1926).

At the time, in each council, the economic effect was clearly observed, and noted by many historians.
Geoffrey Blainey, in his book “A History of Camberwell” having this to say;

“A few hundred people owned large areas of cow paddock and market garden and vacant
land and refused to sell them for housing partly because they believed the speculative value
of the land would rise. Such people blocked Camberwell's growth and contributed little to its
municipal revenue. At Camberwell junction and other shopping centres, owners of old
wooden shops were paying smaller rates than the enterprising landlords who built expensive
shops and attracted business to the centre. In residential streets, landlords who allowed
houses to go unpainted and unrepaired paid smaller rates, while the landlord who improved
his property and therefore the neighbourhood’s appearance and land values was penalised
for his enterprise with higher taxes. The reformers argued that a new method of municipal
taxation would accelerate the pace of Camberwell's growth and improve the quality of the
suburb. Calling for a referendum, they carried the poll after a fierce campaign and Camberwell
and Caulfield became the first Victorian municipalities to tax the land and not the buildings.
From 1922, the new method of taxation undoubtedly forced many large landowners to

release vacant land for house building...” 6

5 Reported in “A graphic summary of Municipal Improvement and Finance”, International Research
Committee on Real Estate Taxation, 1958.

6 Blainey, G “A History of Camberwell”, Lothian Publishers, (1980), page 86
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Victoria's rating history is significant for the enormous changes to the rating system undertaken by various
councils. Appendix Il gives a detailed history, by municipality, of the rating base changes implemented.
Appendix |l also lists the method by which the rate base was changed. A further significant modification
was made in 1968 when the levying of rates was permitted by the use of the NAV and site value systems in
any proportion, uniform for the municipality. This is referred to commonly as the “shandy” system. To date,
only a 50/50 proportion has been used.

Over the years, and particularly after the second world war, substantial legisiative changes have been made
to the rating system, both in Victoria and Australia. Theoretically at least, the basis of the rating system has
always been the value of the property rated, a value generally considered to reflect the services supplied
by council to that property. Legislative changes however have moved rates away from this concept, after a
number of issues arose that needed addressing.

Historically in Victoria, property has usually been revalued (by council valuers) every four years. This made
land based valuations during the intervening periods insensitive to a number of relatively recent economic
events, in particular:

~ high inflation rates,

~ rapid urbanisation pressures in most cities and towns,

~ a high volume of property transactions in the residential sector related to growing urbanisation and
labour mobility, and

~ (relatively) small number of transactions in the commercial and industrial sectors where property
ownership related more to longer term investment.

For these reasons, rates based on site value were presenting problems to councils. But there was one
further, more pressing problem. Here it is worth quoting Rolland O’Regan, Rating in New Zealand,
(page 110) directly:

“Once an improvement, e.g. a building, is made, it begins to depreciate. It must be maintained
at a cost. It tends to obsolescence: it has a limited life. It may in the end have a negative value,
namely the cost of totally destroying it before it can be replaced. The other component in the
value of a property is the value of the land. In any dynamic society this component tends to
increase, sometimes dramatically. As the land value of a particular section goes up, the value
of the improvements thereon tend to go down and the capital value might remain constant or
increase but slowly. In an area in which the CIV is the rateable value, rates change little.

By contrast, when the site value is the sole rateable base, the property with the aging building
on it gets quite steeply increasing rates as the land value goes up. This is why rating on the
site value is intolerable to rundown properties and why it spurs renewal. Site value is the labile
element in the capital value and when it is the sole rateable base, it must produce anomalies.”
(Emphasis added.)
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