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DEFINITIONS AND ACRONYMS
4 per cent Rule
(Minimum Assessed
Annual Value)

The legislative requirement in section 11 of the VL Act that the AAV
assessments of the land is not to be in any case less than four per cent of the
CV of the land

Adjustment Factors

Adjustment factors are not valuations, they are factors used to adjust the levels
of value of all property in a locality and class based on broad market
movements in between fresh revaluations. Adjustment factors are determined
annually for LV and every two years for AAV.

Assessed Annual
Value (AAV)

The gross annual rental value of the property excluding GST, municipal rates
and land tax, but is not to be less than 4 per cent of the CV.

Capital Value (CV)

The total value of the property, excluding plant and machinery, and includes the
LV.

DoLG

The Division of Local Government in the Department of Premier and Cabinet

DoTAF

Department of Treasury and Finance

DPAC

The Department of Premier and Cabinet

DPIPWE

The Department of Primary Industries, Parks, Water and Environment

Duties Act

Duties Act 2001

Land Value (LV)

The value of the property excluding all visible improvements such as buildings,
structures, fixtures, roads, standings, dams, channels, artificially established trees,
artificially established pastures and other like improvements but does include
draining, excavation, filling, reclamation, clearing and any other such like invisible
improvements to the land.

LG Act

Local Government Act 1993 (Tas)

LGAT

Local Government Association of Tasmania

Market Value

The estimated amount for which a property should exchange on the date of
valuation between a willing buyer and willing seller in an arm’s length transaction
after proper marketing wherein the parties had each acted knowledgeable,
prudently and without compulsion.

Mass Valuation

The process of valuing large volumes of properties as at a given date using
standard methodology, common data and allowing for statistical testing.

OVG

The Office of the Valuer-General

PLGC

Premier’s Local Government Council

REIT

Real Estate Institute of Tasmania

Revaluation (fresh
valuation)

The process for determining new valuations in a municipal area, typically in a
mass valuation process in accordance with specifications and requirements.

SFC

State Fire Commission
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SRO

State Revenue Office

Supplementary
Valuation (SV) or
interim valuations

Supplementary or Interim Valuations are undertaken as a result of changes that
occur to properties in between fresh valuation cycles. Supplementary
Valuations include LV, CV and AAV assessments as well as the collection of
property details.

TFGA

Tasmanian Farmers and Graziers’ Association

TSGC

Tasmanian State Grants Commission

VL Act

Valuation of Land Act 2001(Tas)
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Executive Summary
The Valuation and Local Government Rating Review was announced on behalf of the State
Government by the former Minister for Local Government, Jim Cox, on 17 December 2009 to
address concerns about the volatility of local government rates and State taxes that are linked
to changes in property value.
The Terms of Reference for the Review were:
1. to assess the effectiveness of current valuation practices as they are applied to local
government rating processes, as well as the effectiveness of those rating processes;
2. to evaluate alternative models for valuation and rating, including their applicability within
the Tasmanian context;
3. to recommend a preferred model or models for Tasmania, and any necessary legislative
amendments to implement the outcomes of the review;
4. to consider the impact of any preferred valuation models on other government users of
valuation information;
5. to provide advice on a transition process for any recommended new or revised model,
including the provision of resource materials for and clear advice to practitioners, and
with reference to the capacity of councils to adopt and to comply with any changes; and
6. to provide advice on costs for, and governance of, any recommended new or revised
model.
The Review was conducted in two phases:
Phase 1 – Analysis of the problems within the current valuation and rating models
The first phase focused on analysing the current valuation and rating models and obtaining
independent expert advice from consultants Access Economics. The Access Economics Report,
Valuation and local government rating in Tasmania: A robust framework for the future, made several
recommendations for reform of the current systems including the provision of additional rating
tools and support for councils for the 2012-13 rating year.
Phase 2 – Evaluation of a preferred valuation base for rating
The second phase focused on evaluation of a preferred valuation base for rating in Tasmania.
The Government developed detailed modelling of the impacts of shifting valuation bases in
response to councils’ requests for more information to support the sector’s analysis of the
impacts of considering a valuation base change.

Division of Local Government
Department of Premier and Cabinet

VALUATION AND LOCAL GOVERNMENT RATING REVIEW

9

Analysis of the Problem
Assessed Annual Value (AAV) is the valuation base currently used by 28 of 29 Tasmanian
Councils. AAV is the gross annual rental value of a property (excluding GST, council rates and
land tax), but is not to be less than 4 per cent of the Capital Value (CV) of the property.
Relative stability in rental markets in Tasmania meant that, historically, AAV provided a
reasonably stable value upon which to base annual rates. The scale and inconsistency of the
change in property values over the last decade, including the disparity between growth in CV
and rental value, has limited the capacity of councils to manage these fluctuations with the
available rating tools.
Other factors that have contributed to the difficulties associated with managing rates outcomes
for the Tasmanian community include: the length of the (six-yearly) valuation cycle, the method
for adjusting AAV values in the intervening years and a legislative requirement that AAV is not
to be less than 4 per cent of the CV of the land (known as the 4 per cent Rule). AAV is also
not well understood by ratepayers.
Volatility in rates is likely to continue if the current AAV system is retained. As property value
and rental markets change, the 4 per cent Rule will continue to create sudden changes in the
estimated AAV for many properties. This occurs as AAV falls above or below the level of 4 per
cent of CV, requiring a switch between AAV based on an estimate of market rent to a
theoretical AAV that is tied to 4 per cent of CV.
The Valuer-General has highlighted a range of difficulties associated with continuing to
determine AAV assessments without the 4 per cent Rule. There are also difficulties associated
with maintaining contracts to continue to calculate or assess AAV in Tasmania.
In a report for the State Government, Access Economics found that there were issues requiring
resolution in the Tasmanian valuation and rating system, including:
 the length of the revaluation cycle (six-yearly);
 the application of the 4 per cent Rule applying to an increasing number of properties;
 adjustment factors relating to AAV failing to take account of the effects of properties on
the 4 per cent Rule; and
 limitations on the rating tools available to councils.
Access Economics recommended that the State Government provide councils with greater
certainty and clarity in relation to the existing provisions of the Local Government Act 1993 (LG
Act) and that the State introduce new rating tools including rating change caps, more extensive
use of fixed charges and multi-tiered rates. Access Economics also recommended that the
State limit the proportion of properties that can be ‘on the minimum’.
Access Economics found that both CV and LV would be superior to the current AAV Valuation
Base. However, Access Economics did not recommend one of the two alternative bases over
the other. The report highlighted that the two bases had different merits:
 LV was found to be the most economically efficient and the best equipped to address
benefit principle considerations.
 CV was found to better address capacity-to-pay considerations and was best
understood by ratepayers.
Division of Local Government
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Public consultation on the reports’ findings and recommendations revealed a lack of a clear
consensus on a preferred valuation base. It also revealed councils’ need for additional
information to support consideration of the valuation base options.
Interim Response
As an interim response to the findings of Access Economics, the Review Steering Committee
recommended the urgent implementation of many of Access Economics’ recommendations for
the 2011-12 rating year.
Government responded by developing the Local Government Amendment Act 2011 (No.1)
which delivered additional rating tools that had been requested by councils to assist in managing
‘price shocks for ratepayers’ arising from shifts in the property market.
These amendments provided councils with the option of introducing:
 rates capping (to help limit rating increases for any individual ratepayer between rating
years);
 an increase in the maximum percentage of a council's rates revenue that can be raised
from a fixed charge from 20 per cent to 50 per cent (to provide the option of a more
stable rating base); and
 the flexibility to vary service charges according to the level of service provided.
These changes enable councils to better manage rating fluctuations expected as a result of the
2011 and future revaluation cycles and associated property valuation adjustments. Several
councils implemented new tools for the 2011-12 rating year (see Table 2).
In August 2011, the then Local Government Division held three State-wide training seminars
aimed at building councils’ capacity to utilise the full range of available rating tools.
Modelling and Analysis
One of the most significant concerns arising from the Access Economic Report was that it
sought to draw state-wide conclusions regarding the impacts of transitioning to an alternate
rates base using an analysis of only four Councils. The Steering Committee sought to address
this issue through detailed modelling of the potential impacts of a change in rates base for every
Council.
Modelling revealed that a shift in the rate base away from AAV, to either CV or LV, without any
changes to the structure of the rates policies of councils, would result in a significant
redistribution of the rates burden between groups of ratepayers. Councils would experience
less disparate rate outcomes under a shift to CV than to LV.
The application of eight land-use differentials under both CV and LV, demonstrates that:
 under CV, most significant shifts for residential ratepayers and primary producers can be
managed through the use of a differential rate;
 shifts of over 20 per cent (increases and decreases) for significant proportions of
commercial and industrial ratepayers would require additional management by councils,
by either using more complex rating differentials or other rating tools; and
 significant shifts remain for all land-use categories under LV, with the exception of vacant
land (where AAV valuations closely correlate with LV).
Division of Local Government
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While further detailed modelling showed some success in mitigating the shifts for commercial
and industrial ratepayers, further work would be required by each council to consider the best
approach to manage the transition.
Recommended Future Valuation Base
The Steering Committee agrees with the findings of the Access Economics Report that in a
comparison of the relative policy merits of the valuation bases:


Tasmania’s AAV model performs least effectively against the evaluation criteria;



CV performs best against the principles of equity, particularly capacity-to-pay
considerations, sustainability and clarity for ratepayers; and



LV performs best against principles of economic efficiency and administrative simplicity.

Most commonly in other jurisdictions, LV or CV are the valuation bases used for rating
purposes. Alternatively, a jurisdiction may utilise different valuation bases for different land use
categories (see Appendix B).
There is broad consensus on the need to increase the frequency of the valuation cycle in
Tasmania to limit the amount of change occurring between revaluations. Conclusions relevant
to the ability to increase the frequency of the valuation cycle are:


AAV is the most resource intensive of the three bases as it requires the assessment of
AAV, LV and CV data. The costs and resource requirements of implementing a more
frequent cycle would therefore be most challenging under the current AAV model.



CV is less resource intensive than AAV assessments but more resource intensive than
LV. Maintaining CV values would require the use of external contractors, but it would
result in a small efficiency gain in the order of a 15-20 per cent cost saving (due to the
lower cost of assessments of CV to the OVG).



LV is the least resource-intensive valuation base for the OVG as it does not require
consideration of all buildings and infrastructure.

Conclusions
There appears to be little merit in continuing to use AAV as a valuation base. It is now clear
that AAV does not perform well against the principles of taxation. It is costly, volatile and
difficult for the public to understand. Furthermore, removing the 4 per cent Rule and retaining
AAV as a base of rates is not considered to be a suitable option.
There is sufficient evidence to suggest that the State could transition to CV as a base for rates
without unreasonable impacts on most ratepayers. Most, if not all issues for residential
ratepayers and primary producers can be resolved through the targeted use of differential rates.
While the ability to manage the transition to an alternate base for commercial and industrial
ratepayers is more complex, it is expected that with capacity building support, councils will be
able to manage the transition with the ratings tools available.
Transitional to LV is not considered to be a suitable option for the State at this time. There are
likely to be significant impacts in terms of rating shifts for ratepayers in all property classes in the
year of introduction. The resultant redistribution of rates, following implementation, would
remain in the subsequent years, subject only to subsequent fluctuations in the underlying LV
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valuation base and any changes to the council rating approach. The concerns surrounding
equity in respect to these redistributions have not been suitably resolved.
Recommendations
Recommendation 1- That the State Government discontinues valuations on AAV and assists councils
to transition to CV by 1 July 2016.
Recommendation 2 - That the State Government:
2.1 transition to a valuation cycle of two years for land valuation and four years for capital
valuation;
2.2 maintain LV and AAV adjustment factors for each municipality until fresh valuations are
completed; and
2.3 seek advice from local government on the preferred strategy for managing cost implications
for councils associated with the transition.
Recommendation 3 - That the State Government works with LGAT to improve the capacity of
Councils to manage differential rates resolutions, noting the associated funding requirements for this
process.
Recommendation 4- That the Division of Local Government is requested to action the responses
identified in Appendix A of this Report.
Transition
The impacts of a transition to an alternative base are significant for councils in terms of the:


development and modification of ratings systems to support the transition to an
alternate base;



administrative demands to model alternate rating resolutions; and



resources required to ensure that communities understand rating policies adopted by
councils to support the transition.

It is expected that the rates modelling required to enable the transition to an alternative base
may require rates modelling systems with greater capacity than systems currently in use by the
majority of councils.
Impacts for ratepayers of a change of valuation base will be dependent on the rating policies
adopted by councils. The legislation provides tools to enable councils to adopt rate increase
caps to ensure that no individual ratepayer experiences an unreasonable rates increase between
rating years.
It is proposed that in order to enable councils to manage differential rating over the transitional
period, the Government work with LGAT to support councils to obtain adequate rates
modelling systems and to build capability in rating practices. It is noted that there will be
associated funding requirements for this process which could be further identified by a
transitional arrangements working group.
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The removal of AAV would also impact on the Office of the Valuer-General, the Tasmania
State Grants Commission and the State Fire Commission. These bodies will require sufficient
time to make a transition to the use of an alternative valuation base.
Any change of valuation base will require a broader information campaign for stakeholders.
In view of the significant implementation issues associated with the shift to CV, it is
recommended that the change be implemented over a period of three years with all councils to
be rating on CV by 1 July 2016. During the transition period, the OVG would provide
adjustment factors for AAV.
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Introduction
PURPOSE OF THE REVIEW
The Valuation and Local Government Rating Review was announced on behalf of the State
Government by the former Minister for Local Government, Jim Cox, on 17 December 2009.
The Review was established in response to local government and ratepayer concerns about a
range of issues surrounding council rating, including rating fluctuations arising from the
revaluation process, variation of rating values and models across councils and the desire for
greater flexibility for council rating. Its purpose was to identify a valuation and local government
rating model that would:
 be efficient and provide flexibility in the rating framework available to councils;
 be easily understood by both practitioners and ratepayers;
 be cost-effective;
 provide equitable outcomes for different classes of ratepayers and be less susceptible to
market fluctuations;
 be sustainable in the long term, including in relation to skills availability, resources and to
potential market fluctuations;
 identify potential outcomes which minimise rating fluctuations and strengthen the rating
and valuation system to ensure reliable revenue streams to the State Government and
local government, even in uncertain market conditions; and
 consider whether Tasmania’s valuation and rating models were operating cohesively, to
ensure that the rating burden was distributed in a way that is consistent with sound
taxation principles.
The Review was not to compare or analyse the quantum of rates being raised by individual
councils or the sector as a whole, nor was it intended to (and does not) provide a
comprehensive overview of Tasmania’s valuation system. The Review does however:
 consider the impact of the current valuation system on council rating;
 explore the potential implications for the valuation system of any shift in the use of
valuation bases for council rating; and
 identify the potential impacts of any preferred valuation models for rating on other
government users of valuation information.

Division of Local Government
Department of Premier and Cabinet

VALUATION AND LOCAL GOVERNMENT RATING REVIEW

15

SCOPE OF THE REVIEW
Terms of Reference
The Terms of Reference for the Review were:
1. to assess the effectiveness of current valuation practices as they are applied to local
government rating processes, as well as the effectiveness of those rating processes;
2. to evaluate alternative models for valuation and rating, including their applicability within the
Tasmanian context;
3. to recommend a preferred model or models for Tasmania, and any necessary legislative
amendments to implement the outcomes of the review;
4. to consider the impact of any preferred valuation models on other government users of
valuation information;
5. to provide advice on a transition process for any recommended new or revised model,
including the provision of resource materials for and clear advice to practitioners, and with
reference to the capacity of councils to adopt and to comply with any changes; and
6. to provide advice on costs for and governance of any recommended new or revised model.

Oversight and Management
The Review was overseen by a joint State Government-local government Steering Committee.
The members of the Committee were:
 Local Government Division, Department of Premier and Cabinet;
 Local Government Association of Tasmania;
 Office of the Valuer-General, Department of Primary Industry, Department of Primary
Industries, Parks, Water and Environment;
 Land Information Division, Department of Primary Industries, Parks, Water and
Environment;
 Local Government Managers Australia;
 Clarence City Council; and
 Intergovernmental and Financial Policy Branch, Department of Treasury and Finance.
Project and Executive Support was provided by the Local Government Division, Department of
Premier and Cabinet.

Division of Local Government
Department of Premier and Cabinet

VALUATION AND LOCAL GOVERNMENT RATING REVIEW

16

Need for the Review
Key Points
The review was initiated in response to concerns raised with high levels of
fluctuations in rates, the ongoing cost of the valuation system and structural issues
in the use of AAV as a valuation base.
Councils and ratepayers have experienced significant levels of ‘volatility’ in rates
over the past decade. In some cases, rating fluctuations have been driven by shifts
in property values and councils’ inability to deal with property market shifts in their
rating resolutions. In other cases, concerns have been raised that fluctuations have
been exacerbated by underlying systemic issues associated with the use of AAV
and the valuation process.
The basis for rates and the underlying causes of volatility have been poorly
understood by the community. Ratepayer confusion is exacerbated by the
complexity of the current AAV model.
The resource-intensive nature of using AAV as a rates base, creates significant
challenges because of the State’s reliance on external valuation contractors to
undertake the process.
The 2009 Local Government Association of Tasmania (LGAT) General Meeting sought the
establishment of a review of rating provisions within the LG Act and the Valuation of Land Act
2001 (VL Act). In August 2009, LGAT wrote to the Minister for Local Government noting
that:
 there has been significant criticism over recent years in relation to the drastic fluctuations
in local government rates and State Government land taxes that have resulted directly
from the re-valuation system;
 while the implementation of adjustment factors has assisted with smoothing of rates,
they have created many challenges for councils in their rate setting deliberations;
 the cost of valuations that include AAV, CV and LV are significantly higher than other
jurisdictions that only use a single valuation base; and
 the AAV valuation base has been subverted by a shift in CV compared to rental values.
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In October 2009, the (then) Minister for Local Government, Jim Cox MP, advised the Premier’s
Local Government Council (PLGC) that the Government would undertake a review of
valuation and rating.

Fluctuation in Rates
The primary driver for the establishment of the review was the significant volatility in local
government rates for many households over the past ten years.
The AAV of properties in Tasmania grew rapidly throughout the 2000s and resulted in
increases in rates as extreme as 200 per cent for some ratepayers and decreases of up to 50
per cent for others. While changes in rates could be somewhat mitigated by the use of rating
tools, rapid and uneven growth in property values presented significant challenges for councils in
terms of their capacity to mitigate price shocks to ratepayers
There were differing views being expressed regarding the cause of rates fluctuations and the
appropriate solution. Councils believed that the volatility arose from inadequacies in the
valuation system. In response, the State Government highlighted that councils had a range of
tools within the LG Act to lessen the volatility of rates.
A review was considered necessary to consider whether improvements could be made to the
valuation system and whether councils had a complete suite of tools available to deliver
reasonable ratings outcomes for their communities.

Understanding of the Rating System
Concerns regarding the significant increases in rates for some households were exacerbated by
inherent difficulties in explaining how the ratings system works.
The AAV model is confusing for many ratepayers, particularly owner-occupiers, who do not
understand why they are rated on an assessment of their property’s rental value when they do
not rent their property. Similarly, the ‘4 per cent Rule’ meant that an increasing number of
properties had an AAV well above the market-based rental value of the property.
Given the complexity of rating under the AAV model, many ratepayers also had limited
understanding of why their property rates differ to those of neighbouring properties, particularly
if they received comparable levels of service from their council.

Unsustainable Valuation System
Tasmania’s six-year revaluation cycle is the longest in Australia. Around the time of the
establishment of this Review, there was significant pressure on the State Government to
shorten the revaluation cycle and therefore lessen the re-valuation ‘shock’ on the ratings system.
While the State Government provided additional funding to improve the valuation system, the
Office of the Valuer-General (OVG) advised that the resource intensive nature of AAV and the
State’s reliance on using existing external valuation contractors makes the retention of the
current model challenging.
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Review Process

Key Points:
The Review was conducted in two phases:
Phase 1 – Analysis of the problems within the current valuation and rating models
The first phase focused on analysing the current valuation and rating models and
obtaining independent expert advice from consultants Access Economics. The
Access Economics Report, Valuation and local government rating in Tasmania: A
robust framework for the future, made several recommendations for reform of the
current systems including the provision of additional rating tools and support for
councils for the 2012-13 rating year. The Report’s findings and recommendations
were released for council and public consultation in October 2010. Based on the
consultation, the Government developed the Local Government Amendment Acts
(Nos 1 and 2) 2011.
Phase 2 – Evaluation of a preferred valuation base for rating
This phase focused on evaluation of a preferred valuation base for rating in
Tasmania. The Department of Treasury and Finance (DoTAF) and Premier and
Cabinet (DPAC) developed detailed modelling of the impacts of shifting valuation
bases for every Tasmanian council in response to councils’ requests for more
information to support the sector’s analysis of the impacts of considering a
valuation base change.

PHASE 1 – ANALYSIS OF THE CURRENT VALUATION AND
RATING MODELS
The first phase of the review commenced with the procurement of independent expert advice
from consultants Access Economics. The consultant conducted an evaluation of Tasmania’s
current valuation and rating systems and identified areas for potential improvement to ensure
that the valuation and rating systems perform well against taxation principles and are robust into
the future in uncertain market conditions.
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Independent Advice from Access Economics
The scope of the advice requested from Access Economics included:
 consideration of the current legislative provisions and any amendments that may be
required to put any new valuation models and/or rating system into effect;
 consideration of transitional provisions that would be necessary in shifting from one
system to another;
 identification of any training needs and tools that may be necessary including strategies
to build council capability and capacity of councils to implement the model; and
 recommendation of a preferred model (or models) for valuation and local government
rating in Tasmania.
Council workshops were held in August 2010 and in November/December 2010. During
these workshops, Access Economics delivered its Report: Valuation and local government rating in
Tasmania: A robust framework for the future.
The Report included an analysis of current valuation and rating models used in Tasmania, a
review of interstate practices, and the results of modelling rating scenarios for four Tasmanian
councils – the Hobart City, Northern Midlands, Latrobe and Kingborough Councils. These four
councils represented the different geographical characteristics of Tasmanian municipal areas.
A copy of the report can be obtained by contacting the Local Government Division,
Department of Premier and Cabinet or on the Division’s website at:
http://www.dpac.tas.gov.au/divisions/lgd.

Consultation
In November 2010, the Steering Committee released a consultation paper for public comment
based on the findings of the Access Economics Report. Councils and key stakeholder groups
were contacted directly for comments. Advertisements were placed in the three daily
newspapers, the Mercury, The Examiner, and The Advocate. The consultation period was
extended to 22 December 2010. 118 submissions were received, including:
 nineteen councils;
 twelve stakeholder organisations;
 two state government agencies; and
 eighty five interested persons.
Direct discussions were held with key stakeholders, including the Property Council of Tasmania,
the Tasmania Fire Service, the State Grants Commission and the Tasmanian Council of Social
Service (TasCOSS).
The consultation revealed:
 a lack of consensus amongst councils and the public about a preferred valuation base;
and
 a need for detailed modelling of rating shifts and impacts under the different valuation
bases to support councils’ analysis of the options.
Division of Local Government
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Interim report of the Steering Committee
Following the public consultation on the Access Economics Report, the Steering Committee
delivered an interim report to the State Government highlighting its early findings. The interim
report highlighted that there was an urgent need for councils to have additional rating tools and
training which would ensure they had the technical capability to manage shifts in the property
market which were anticipated for the 2011-12 rating year because this was a revaluation year
for one third of the councils in the state1.

Local Government Amendment Acts 2011 (Nos 1 & 2)
The State Government responded by developing the Local Government Amendment Act 2011
(No.1) which delivered additional rating tools that had been requested by the local government
sector to assist in managing ‘price shocks for ratepayers’ arising from shifts in the property
market. The changes included:
 enabling councils to increase the fixed charge component of general rates revenue from
20 per cent up to a maximum of 50 per cent;
 introducing ‘change caps’ for rates, such that the percentage of annual increase for any
individual rates notice may be limited or capped; and
 enabling councils to vary a service charge.
The Local Government Amendment Act (No.1) 2011 received Royal Assent on 6 June 2011.
During the course of the Parliamentary debate on the Local Government Amendment Bill
2011, the Minister for Local Government, Bryan Green, undertook to return a second rating Bill
to Parliament before the end of 2011 to remove doubts concerning the legislative framework
for flat-rating. The Local Government Amendment Act (No 2) 2011 was enacted on 22
December 2011. Due to the nature of the issues and in view of the need to resolve legislative
uncertainties quickly, the Steering Committee considered it appropriate that legislative
uncertainty relating to flat-rating be resolved outside the scope of this review.
Brighton, George Town and Glamorgan-Spring Bay Councils had utilised high minimum
amounts while adopting a low ad valorem general rate to produce flat-rating outcomes. Due to
uncertainty surrounding whether or not the approach had a clear legal basis, councils utilising
this approach requested additional clarity around the use of the legislative framework for flatrating purposes.
The Amendment Act introduced new powers to:
 allow councils to apply a ‘flat rate’ by the use of an ‘averaged area rate’ applied to a
defined locality of residential properties;
 require all councils to adopt written rates and charges policies, which are reviewable at
least every four years;
 limit the number of properties that can be on the minimum amount payable in respect
of the general rate; and

1

Revaluation year for ten municipal councils.
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 allow any errors within rates resolutions to be remedied and validate past rates
resolutions for all councils.

PHASE 2 – EVALUATION OF A PREFERRED VALUATION BASE
FOR RATING
The second phase of the review focused on the evaluation of a preferred valuation base for
rating in Tasmania including:
 the impacts for individual councils and other stakeholders of a change of valuation base;
 the respective merits of the potential valuation bases; and
 transitional arrangements.
The DPAC and the DoTAF worked collaboratively to develop modelling and analysis of the
potential rating impacts for ratepayer groups within different land-use categories, and property
value ranges within each council area. The rating findings were peer reviewed by independent
consultants Orion Consulting Pty Ltd.
This work was requested by the local government sector and the timeframe for the Review was
extended to accommodate this to inform councils’ consideration of the options.
Additional issues considered by the Steering Committee in this phase of the review included:
 the effect of the rule that AAV be a minimum of 4 per cent of CV (4 per cent Rule);
 the current frequency of the valuation cycle in Tasmania; and
 valuation and rating issues raised in the course of the review during consultation
 transitional issues associated with any transition to an alternative valuation base.
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Analysis of the Problem

Key Points:
Assessed Annual Value (AAV) is the valuation base currently used by 28 of 29
Tasmanian Councils. AAV, is the gross annual rental value of a property,
excluding GST, council rates and land tax, but is not to be less than 4 per cent of
the CV (known as the 4 per cent Rule).
Relative stability in rental markets in Tasmania meant that, historically AAV
provided a reasonably stable value upon which to base annual rates. The scale
and inconsistency of property growth over the last decade, including the disparity
between growth in property value and rental value, has limited the capacity of
councils to manage these fluctuations with the available rating tools.
Other factors that have contributed to the difficulties associated with managing
rates outcomes for the Tasmania community include: the length of the (six-yearly)
valuation cycle, the method for adjusting AAV values in the intervening years and
the application of the 4 per cent Rule.
AAV is not well understood by ratepayers and the current AAV model in
Tasmania is made more complex due to the impacts of the 4 per cent Rule.
Volatility in rates outcomes is likely to continue if the current AAV system remains
in place. The 4 per cent Rule will result in properties continuing to fall on and off
the Rule with changes in the property and rental markets. The Valuer-General
has highlighted the difficulty in continuing to determine AAV assessments without
the Rule and difficulties associated with maintaining contracts to continue to
collect AAV.
AAV has been used as a measure of property value for rating purposes in Tasmania since the
early to mid 1800s. AAV is an estimate of the potential rental ‘yield’ available to a property
owner from a property.
Relative stability in rental markets in Tasmania meant that historically AAV provided a
reasonably stable value upon which to base annual rates. In its purest form, AAV is considered
to perform best against the taxation principles of economic efficiency, equity and sustainability.
Historically, it has been considered to be relatively well-aligned to CVs but without the volatility
associated with CVs.
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In Tasmania, the AAV rating model has been significantly impacted by several factors including:
 fluctuations in the property market (then being reflected in valuations);
 the length of the valuation cycle;
 the method for adjusting AAV values in the intervening years; and
 a legislative requirement that AAV is not to be in any case less than 4 per cent of the
CV of the land (4 per cent Rule).
Twenty-eight Tasmanian councils use AAV as their rating base, even though they have the
option to use the alternative valuation bases of LV or CV under the existing legislative
framework. Sorell Council moved to CV as a rating base in 2011-12.
Several councils are now considering transitioning from rating on the AAV valuation base to
rating on either CV or LV. It is understood that they have not done so, for reasons including:
 the limited information available on the systemic causes of volatility in the Tasmanian
valuation and rating system and that until the past decade large market movements had
not been experienced in the Tasmanian property market;
 the availability of sound information about the potential impacts on ratepayers;
 the availability of resources to individual councils to model the potential impacts of a shift
in valuation base for rating purposes;
 the difficulty for an individual council in building community understanding of rating on
different rating bases across councils; and
 the need for capacity-building in the use of existing rating tools and the need for
additional tools in the area of managing rating distribution.
The review has identified four major structural problems with the current rating system that are
causing sub-optimal outcomes for the State, local government and ratepayers. These are:
1. the failure of the rental market to keep pace with growth in CVs of property in Tasmania
significantly undermines the integrity of using AAV as a rate base and the assumption that
AAV is well aligned with CV but less subject to change;
2. while enabling the calculation of an appropriate rates contribution for properties for which it
is difficult to determine a rental value (such as rural properties) the ‘4 per cent rule’
represents a major structural ‘fault-line’ in the ratings system that will continue to produce
volatility for ratepayers;
3. adjustment factors and more frequent valuations can improve the ratings system and reduce
rating volatility to some extent, but will not be entirely effective whenever the growth (or
contraction) of AAV is not aligned with growth (or contraction) of CV; and
4. the fact that property values in Tasmania are no longer increasing at the rates experienced
over the past decade, does not necessarily mean that volatility in rates outcomes will no
longer be an issue.
These issues are discussed further below.
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Growth in Capital and Assessed Annual Value
One of the primary causes of volatility has been external drivers from the Tasmanian property
market. As outlined in Figure 1, the Tasmanian property market has seen unprecedented
growth in the past decade. The Real Estate Institute of Tasmania (REIT) estimates that there
was an average increase in property prices (capital value) of 193.5 per cent between 2001-11.
The rental value of properties (AAV) in Tasmania has not kept pace with increases in house
prices. According to the REIT, there was a 110 per cent increase in house prices over the
period 2003-10, compared to an increase of 58 per cent in rental prices over a similar period.

Figure 1 - Median house sales and rental price in Tasmania 2001-11 (REIT)

An increase in property prices or rental value will not, by itself, lead to volatility in rates.
Councils establish their revenue needs independently of changes in property value and only use
property values as the basis upon which to distribute the burden of revenue collection across
ratepayers. Volatility in rates arise if there is a significant and sudden change in the distribution
of property values within areas in a municipality.
There is clear evidence of uneven property growth in property values within municipalities.
Table 1 outlines the changes in estimated market value of properties in a selection of suburbs
between 2003-08 as reported by the REIT. Differences of greater than 60 per cent in growth
of rental value can be seen within municipal areas. Those suburbs that experienced large
increases in property value growth (such as Invermay) are likely to be paying a greater share of
the total rates revenue of councils compared to those areas with more moderate growth (such
as Trevallyn).
However, the level and uneven distribution of growth in property value is unlikely to have
fuelled the level of concern raised across communities with rates volatility. Broader structural
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issues associated with the use of AAV, the 4 per cent Rule and adjustment factors are likely to
play a more significant role in concerns about rates increases.
Table 1 - Median sale price of properties across selected suburbs

Suburb

Median Sell Price ($,000)

Change (per
cent)

2003

2008

Sandy Bay

426

595

40

Fern Tree

320

378

18

South Burnie

95

212

123

Park Grove

160

294

84

Trevallyn

169

283

67

Invermay

68

158

132

Hobart City Council

Burnie City Council

Launceston City Council

Source - REIT

The 4 Per Cent Rule (Minimum Assessed Annual Value)
Section 11(3) of the Valuation of Land Act 2001, requires that ‘the assessed annual value of the
land is not to be in any case less than four per cent of the CV of the land’.
This provision is known as ‘the 4 per cent Rule’.
The 4 per cent Rule is an important feature of a ratings system based on AAV as it allows for a
reasonable valuation to be assigned to properties for which it was not possible to determine a
fair market rental price (eg public infrastructure items that have no active rental market, or
properties with unusually low rental values such as rural or remote properties)2. A reasonable
valuation is required for these properties to ensure that owners pay a reasonable share of the
cost of services.
The 4 per cent Rule would continue to provide a useful tool for equitable rating across
property categories provided that rental values broadly increase at the same rate as CV. If,
however, CV increases at a faster rate than AAV, an increasing number of properties will
become ‘captured’ by the rule.
The faster growth rate in residential property values compared to rental values has meant that
the four per cent rule has been applied to an increasing number of properties. Prior to 2003,
2

Property classes that are reasonably rated on the ‘4 per cent Rule’ include public infrastructure, large rural farming
properties, shacks and rural areas with low populations, properties linked to mines or farming communities,
schools, halls, vacant land and sports facilities.
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few residential properties were affected by the Rule (which has applied for over a century).
However, as a consequence of the rising CVs for residential properties in Tasmania since 2001,
over 40.7 per cent of residential properties have become ‘captured’ by the 4 per cent Rule
(85,041of 208,899 residential properties - as 1 July 2012). Figure 2 shows the relevant
percentage for each council area. For eight councils, the proportion of properties affected by
the 4 per cent Rule is now over 70 per cent.
The increasing number of properties on the 4 per cent Rule has led to a number of problems
for rating in Tasmania, including:
 the ratings system is becoming increasingly divided into two groups of properties – those
that are rated on rental value and those that are rated on CV;
 it is increasingly difficult to explain to ratepayers why their rates are based on their
property’s rental value but that the rental value used for ratings purposes can far exceed
the rent that could actually be collected from the property; and
 most importantly, any continuing differences between growth in CV compared to rental
value (increases and decreases) can deliver very large changes in rates for some
properties during revaluations.
Differences across municipalities will be driven by the ratio between the market rent AAV of
the property and the CV of the property. For example, in areas with high rental values and
comparatively low market values (such as Glenorchy), the 4 per cent Rule applies to few
properties (see Figure 2).
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Figure 2 - Percentage of residential properties at the 4 per cent Rule by municipality
Source – OVG

How AAV as a Base Contributes to Rates Volatility
Tasmania’s revaluation cycle of six years is the longest in Australia, whereby currently
approximately one-third of Tasmanian municipalities are revalued every two years. The length
of time between revaluations can exacerbate the size of shifts in property valuation
assessments. This is because of changes in market rents over the course of six years and
changes in property market values.
In a rapidly growing property market, long periods between revaluations can lead to significant
inaccuracies in the presumed value of the property and the AAV. This can be particularly
significant for properties moving on or off the 4 per cent Rule in markets where CV is growing
at a different rate to AAV.
Figure 4 demonstrates the potential impacts of the 4 per cent Rule on rates. In this example, a
property captured by the 4 per cent Rule in an area of high capital growth would experience
normal growth in rates for the five years leading up to the revaluation year, but experience an
increase in rates of approximately 28 per cent in the year that their property is revalued. A
property in an area with similar growth in rental value, but lower capital growth would not
experience this significant increase in the final year as the 4 per cent Rule would not apply.
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In 2007, the OVG introduced 2-yearly AAV adjustment factors (estimated movements in
market rents since the previous revaluation) as a mechanism to index AAV applied to
properties to help reduce the scale of shifts in rates between revaluation years.
Adjustment factors are based on a property class in a locality and are used to adjust the levels
of value of all property in a locality and class. Adjustment factors are applied to property
valuations in order to mitigate the impacts of shifts in property value between revaluations.
Adjustment factors are determined following a thorough analysis of property sales information,
current rental data and other relevant market evidence. An adjustment factor is not a valuation,
rather, it is a broad market factor which reflects market changes by property class and locality
rather than for an individual property.
Adjustment factors are currently determined by the OVG annually for LV and biennially for
AAV. Estimated trends in CV for each municipal area are determined annually for the State
Revenue Office (SRO)3 but adjustment factors are not applied to CV for taxation and rating
purposes.
Adjustment factors have been, and can be, only partially successful in mitigating volatility caused
by properties moving on and off the 4 per cent Rule.
It cannot be assumed that all residential properties caught by the 4 per cent Rule are high value
properties. In some council areas, properties with CVs as low as $164,000 to $175,000 fall
under the 4 per cent Rule (See Figure 3).

3

The SRO uses this information for comparison of unencumbered value of land for the assessment of stamp duty
assessments.
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Figure 3 - Average CV 'cut-in' point for the 4 per cent Rule across municipalities
Source – OVG as at 1 July 2012
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Problems with Removing the 4 per cent Rule
One of the primary reasons for the initiation of the Review was to analyse the causes of
volatility in rating outcomes in order to build the capacity of councils to address this volatility.
The review has identified two significant disincentives for removing the 4 per cent Rule and
retaining AAV.
Removal of the 4 per cent Rule, would result in the same dramatic redistributions of the rating
burden - particularly amongst residential ratepayers – that were experienced over the past
decade (through adjusted AAV values) in reverse. The number of properties being rated on
CV-based AAV has increased over recent years as a result of the 4 per cent Rule. Movement
back to a purely market rent AAV model (following the removal of the 4 per cent Rule) is likely
to result in significant rating shifts - as significant as those anticipated in moving to an alternative
base.
Removing the 4 per cent Rule entirely, while retaining AAV as a base for rating, ignores the
reasons for introducing the 4 per cent Rule in the first place. As reasoned by Access
Economics, the 4 per cent Rule would need to be retained for properties where practical
valuation of AAV is not feasible and this may lead to further confusion for ratepayers.
The OVG has highlighted that removing the 4 per cent Rule, while retaining AAV as a rates
base, would significantly impact on the resources required to carry out AAV assessments.
Currently, the AAV of any property ‘captured’ by the 4 per cent Rule is assigned by mass
valuation procedure – a process that does not involve detailed site-specific assessments of the
property’s AAV. The removal of the 4 per cent Rule would therefore, substantially increase the
burden on the OVG to maintain AAV valuations throughout Tasmania.
AAV is the most resource intensive of the valuation bases (both with and without the 4 per
cent Rule) because it requires all CVs to be determined for properties on the valuation roll
within a municipality, in addition to an exhaustive rental market analysis and AAV determination.
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Revaluation Year

Adjustment
Factor applied
(Year 2)

Adjustment
Factor applied
(Year 4)

Fresh Valuation

31

Property 1 in Locality A experiencing higher
increases CVs than in market rents

Property 2 in Locality B experiencing slow growth
in CVs

4 per cent Rule applies

4 per cent Rule does not apply

AAV $6,344 (CV $155,000)

AAV $6,344 (CV $155,000)

Rates payable @ 9 cents = $571

Rates payable @ 9 cents = $571

The Rule does not yet apply, as the AAV is greater
than 4 per cent of the CV.

The Rule does not apply, as the AAV is more than
4 per cent of the CV.

AAV $6,661 (CV $165,000)

AAV $6,661 (CV $157,000)

Rates payable @ 9 cents = $599

Rates payable @ 9 cents = $599

5 per cent AAV Adjustment Factor (calculated on
changes in AAV from previous revaluation)
automatically applied to AAV.

5 per cent AAV Adjustment Factor (calculated on
changes in AAV from previous revaluation)
automatically applied to AAV.

AAV $6,978 (CV $186,000)

AAV $6,978 (CV $160,000)

Rates payable @ 9 cents = $628

Rates payable @ 9 cents = $628

10 per cent AAV Adjustment Factor (calculated
on changes in AAV from previous revaluation)
automatically applied to AAV.

10 per cent AAV Adjustment Factor (calculated on
changes in AAV from previous revaluation)
automatically applied to AAV.

AAV $8,928 (CV $223,200)

AAV $7,029 (CV $163,000)

Rates payable @ 9 cents = $804

Rates payable @ 9 cents = $633

The CV increases to $223,200. Previous AAV
assessed on market rental value of $6,978 (Year 4)
is less than 4 per cent of this new CV. AAV
therefore increases to $8,928.

The CV increases by approximately 5 per cent over
the revaluation period. The market rental AAV for
the property remains higher than 4 per cent of its
CV in the revaluation year. Therefore the 4 per
cent Rule has no effect. Adjustment factors
successfully mitigate changes from revaluation year
to revaluation year for this property. The property
owner experiences a gradual increase in rates
(assuming council’s rate in the dollar remain
consistent).

Figure 4 - Impact of the 4 per cent Rule and role of adjustment factors
SOURCE – DPAC/OVG (AS AT 6 DECEMBER 2011)
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Rating Design and Taxation
Principles
Key Points:
Local government rates are taxes and should be collected having regard to the
capacity of the ratepayer to pay. In the absence of more direct information
regarding household income, property values are considered to be an appropriate
broad measure of capacity to pay.
In designing a system for the collection of rates (and other taxes), Government
should consider issues associated with equity, simplicity, sustainability, cross-border
competitiveness and competitive neutrality.
There is a range of tools available to councils to assist with ensuring that revenue
collection is equitable and meets the needs and expectations of the community.
Almost all councils are currently rating based on AAV. There is significant
diversity, however, across the State in terms of the use of other tools such as
minimums, fixed charges, rate increase caps, differentials and service charges.
RATES - A FORM OF TAXATION
The 2011 report by the Australian Centre of Excellence in Local Government, titled The Henry
Review of Australia's Future Tax System: Implications for Local Government, stated that rates are a
tax. It supported the Henry Tax Review’s position that, although different valuation methods
can be used, in essence rates are a tax charged on the value of property with most types of
land included in the tax base.
The Productivity Commission, in its report titled Assessing Local Government Revenue Raising
Capacity (April 2008), also states that rates are a form of taxation. In fact, the rates are the only
source of tax revenue available to local councils. The Productivity Commission stated that rates
are ‘an efficient way to raise revenue for the provision of public goods’ and ‘represent an
appropriate means of financing public goods’.
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In its report, the Productivity Commission identifies income as the most appropriate indicator of
a person’s capacity-to-pay. However, as individual income levels of ratepayers are not available
to councils, the view of the Commonwealth Grants Commission was that ”...using property
values to assess the capacity-to-pay overcomes some of the practical difficulties in obtaining suitable
measures of income”.
The Access Economics Report considers that the appropriateness of property as a tax base for
local government is amplified by the fact that the goods and services that councils provide are
directly reflected in property prices, for example high quality roads, well maintained parks and
storm-water drainage systems.
The LG Act was amended in 2011 to clarify this issue and expressly provides in section 86A(1)
that:
(a) rates constitute taxation for the purposes of local government, rather than a fee for a
service; and
(b) the value of rateable land is an indicator of the capacity of the ratepayer in respect of
that land to pay rates.

APPLICATION OF TAXATION PRINCIPLES TO RATES
In evaluating the Tasmanian valuation and rating systems, Access Economics utilised the six
taxation principles utilised by the Productivity Commission in the 2008 Assessing Local
Government Revenue Raising Capacity: Productivity Commission Research Report. These were:
 Efficiency: does the rating methodology significantly distort property ownership and
development decisions in a way that results in significant efficiency costs?
 Simplicity: Is the system practical and cost-effective to administer and enforce? Is the
system simple to understand and comply with?
 Equity: does the tax burden fall appropriately across different classes of ratepayers?
 Capacity-to-pay: are those community groups with greater economic capacity in fact
contributing more?
 Benefit principle: where the distribution of benefits is not uniform, should those who
benefit more contribute more?
 Sustainability: does the system generate sustainable, reliable revenues for councils and is
it durable and flexible in changing conditions (ie can it adequately withstand volatility)?
 Cross-border competitiveness: to what extent does the rating system undermine the
competitiveness of the council/state as a place to live and/or own a property or operate
a business?
 Competitive neutrality: are businesses conducting similar activities treated in similar ways?
The Access Economics Report highlighted that it would not be possible to maximise all of these
criteria in any model and that selection of a preferred model for a Tasmanian context would
require policy decisions about the respective importance or weighting of the criteria.
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RANGE OF RATING TOOLS AVAILABLE TO COUNCILS
Part 9 of the LG Act provides councils with the framework for making their rates and charges
resolutions, which are made between 1 June and 31 August each financial year. This framework
provides a range of rating tools and approaches that provide councils with the flexibility to
develop a rates model that is tailored to the needs of their municipality while promoting key
taxation principles such as the equity principle.

General Rates
Currently, section 90 of the LG Act enables a council to set a general rate on rateable land
based on one of the following categories of values of land (as defined in the VL Act):
 LV; or
 CV; or
 AAV.
The composition of the general rate is outlined in section 91 of the LG Act and can have two
parts: an ad valorem rate (a proportion of value or rate in the dollar) and a fixed charge.

Fixed charges and Minimum rates
Councils have the option to set either a ‘fixed charge’ or a minimum amount (but not both) as
part of the general rate. The policy intent behind allowing the application of a fixed charge or a
minimum amount is that it reflects that, for at least a proportion of council services, the benefits
are distributed relatively evenly across properties (and therefore ratepayers).
The Local Government Amendment Act 2011 increased the allowable proportion of the fixed
charge component of general rates revenue from 20 per cent up to a maximum of 50 per cent
and simplified the application of the fixed charge provision by removing the requirement that
the amount of the fixed charge be calculated with reference to ‘recurrent administrative
expenditure’ in the current financial year. Several councils, including Launceston City,
Kingborough, Hobart City, Sorell, Central Highlands and West Coast Councils adopted the use
of fixed charges in the 2011-12 rating year.

Differential Rates
Differential rating is where the general rate is varied under Section 107 of the LG Act on the
basis of the use or predominant use of the land, the non-use of the land, the locality of the land,
any planning zone or any other prescribed factor.
Differential rates allow councils to address strategic objectives for funding and service delivery
and provide flexibility for local rating issues, as well as manage property value fluctuations
between different categories of land. A differential rate is generally levied where a council
determines it would be inequitable and unfair to levy a single general rate on all land in a
council’s area.
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Service Rates and Service Charges
Section 93 of the LG Act enables a council to set a service rate for any (or all) of the services
listed in that section. A service rate must be based on the same category of property value as
the general rate for that financial year. A council may set a minimum amount payable with
respect to that service rate.
In addition to, or instead of making a service rate, Section 94 of the LG Act enables a council to
make a separate service charge for a financial year for the same services listed in Section 93.

Separate Rates and Charges
A council may make a separate rate or charge in respect of a class of land for the purpose of
planning, carrying out, making available, maintaining or improving anything that in the council’s
opinion is or is intended to be, of particular benefit to the land (for example to cover the costs
of constructing a local swimming pool or sports centre).

Construction Rates and Charges
A council may make a short-term construction rate or charge for land, within express
parameters, to cover the construction costs of drainage.

Rates rebates
Councils may grant a remission of all or part of the rates payable to a ratepayer or a class or
ratepayer (for example pensioners). Some councils use this provision to provide an additional
rates discount in addition to the State Government subsidy for pensioners.

Maximum Rate Increase Caps
The Local Government Amendment Act 2011 provided councils with a new, optional tool to cap
rate increases for ‘any or all’ ratepayers across all or part of rates and charges payable. Councils
will, by absolute majority, determine if or how they will apply any rate cap.
Rate caps limit the maximum proportional increase in rates that any single ratepayer, or class of
ratepayers, may experience in a given year.
Councils can vary the rate cap according to factors, including the use, or predominant use of the
land, the non-use of the land, the locality of the land, any planning zone or any other prescribed
factor. Councils may also set conditions that are to apply in order for a ratepayer or class of
ratepayers to qualify (or not qualify) for a maximum percentage increase.

Other Rating Tools
Some tools used in other jurisdictions are not currently available by legislation. They include
maximum rates and multi-tiered rates (where different rates in the dollar are applied for high
and low value properties to alter the proportion of the rates burden borne by ratepayers).

Averaged Area Rate (‘Flat-Rating’)
The legislative framework for rating in Tasmania is intended to reflect the principle that rates are
a tax underpinned by the tenet that those with capacity to pay should pay more, rather than a
fee-for-service structure. However, the LG Act does allow for councils to raise a proportion of
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revenue on a fee-for-service basis. For example through the application of service, separate and
construction charges and the application of fixed charges as a proportion of the general rate.
The substantial difficulties experienced by councils in mitigating rate fluctuations, resulted in
some councils adopting a uniform or ‘flat’ rate for all ratepayers in an area. For example, all
residential ratepayers in the Brighton municipality paid one of two rates depending on the
location of their property, regardless of the value of that property. For example, in 2010-11, all
ratepayers in Bridgewater, Gagebrook and Herdsman’s Cove paid $665.80.
The Local Government Amendment Act (No. 2) 2011 was introduced to provide a new averaged
area rates provision so that councils could implement a ‘flat rating’ policy for residential
ratepayers.

CURRENT RATING PRACTICE IN TASMANIA
Until the 2011-12 rating year all of Tasmania’s twenty nine councils elected to use AAV as the
basis of their rates resolutions. In the 2011-12 rating year, Sorell Council became the first
council to transition to the use of a different valuation base using CV.
Tasmania’s councils are using a variety of tools to set rates for their council areas. This is in
keeping with the intent of the local government legislation, which gives broad parameters for
the setting of rates, while recognising the autonomy of Local Government and the flexibility it
requires in relation to the raising of revenue to deliver services for communities. There has
been a good level of take-up of the rating tools provided by the Local Government Amendment
Act 2011 with five councils using fixed charges and two councils using rate increase caps in the
2011-12 rating year. An overview of Tasmanian councils’ use of the available rating tools for
the 2011-12 rating year is shown in Table 2.
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Table 2 - Use of council rating tools in Tasmania

RATING TOOLS
MINIMUMS AND
FIXED CHARGES

2011-12 Rating
Resolutions
Number of councils with fixed charge

5

Number of councils with minimum general rates

23

Average minimum general rate

$422.74

Number of councils below the average minimum amount

14

Number of councils above the average minimum amount

7

RATE INCREASE
CAPS

Number of councils with rate increase caps

2

DIFFERENTIALS
(Variations to the
general rate)

Number of councils with differential rates

18

Highest number of differential rates within one council

32

SERVICE CHARGES

Number of councils with a waste management
charge

27

‘FLAT RATING’ or
Averaged Area
Rating - use of high
minimums and low
rates in the dollar

Number of councils using a high minimum and
low rate in the dollar

3

Source – DoLG 2011/12
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Access Economics Analysis

Key Points:
The Access Economics Report found that there were issues requiring resolution,
including:
 the length of the revaluation cycle (six-yearly);
 the application of the 4 per cent Rule applying to an increasing number of
properties;
 adjustment factors relating to AAV failing to take account of the effects of
properties on the 4 per cent Rule; and
 limitations on the rating tools available to councils.
Access Economics recommended that the State provide councils with greater
certainty and clarity in relation to the existing provisions of the LG Act and that
the State introduce new rating tools including rating change caps, more extensive
use of fixed charges and multi-tiered rates. Access Economics also recommended
the State limit the proportion of properties that can be ‘on the minimum’.
Access Economics found that both CV and LV would be superior to the current
AAV Valuation Base. However, Access Economics did not recommend one of the
two alternative bases over the other. The report highlighted that the two bases
had different merits:
 LV was found to be the most economically efficient and the best equipped
to address benefit principle considerations.
 CV was found to better address capacity-to-pay considerations and was
best understood by ratepayers.
Public consultation on the reports’ findings and recommendations revealed a lack
of a clear consensus on a preferred valuation base. It also revealed councils need
for additional information to support council’s consideration on the valuation base
options.
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Access Economics was appointed to deliver expert, technical advice to the Valuation and Local
Government Rating Review Steering Committee. Its report titled ‘Valuation and local
government rating in Tasmania: A robust framework for the future,’ analysed best national practice
and modelled rating and valuation options for four Tasmanian Councils.
Access Economics undertook modelling to support its analysis of the potential impacts of a
change in valuation base including any redistribution of rates amongst ratepayers. The results of
this modelling, were used to provide supporting evidence for the Access Economics report’s
findings and recommendations on Tasmania’s valuation and rating models.
In its Report, Access Economics acknowledged the significant and rapid growth in CVs in
Tasmania, which in part prompted the State Government to launch this review. It concluded
that while it did not expect such conditions to recur in the short or medium term there were
issues requiring resolution within the Tasmanian valuation and rating model.
These included:
 the length of the revaluation cycle (six-yearly) given the degree of change in property
values that can occur from revaluation year to revaluation year;
 the application of the 4 per cent Rule to increasing number of properties resulting in just
under half the properties in the State being rated effectively against CV;
 adjustment factors calculated on AAV have failed to effectively combat the effects of
movement in property prices particularly for properties that are effectively rated on CV;
and
 limitations on the rating tools available to councils at the time of the Access Economics
review constrained councils’ ability to respond to the changing market conditions.

Ongoing Instability
The independent report found that there is not a strong case for continuing to use AAV as the
basis for local government rating. Importantly, the report found that all options including the
‘no change’ option would likely result in ongoing shifts for ratepayers. Access Economics
anticipated shifts would continue under the current AAV model as a result of the impact of the
4 per cent Rule.
Access Economics Report highlighted that there is no guarantee that shifts in the relationship or
ratio between rental market values and property market values will not continue to occur,
impacting on rating outcomes:
…it is evident from this review that the current valuation and rating model has limitations in its
structure and application – as revealed through an assessment against best practice design
principles – which warrant consideration of reform. The system’s instability is inherent and is
partially a function of valuation practices and processes – including the 4 per cent minimum rule
and its relationship with the estimation and application of adjustment factors4.

4

P. vii of Valuation and local government rating in Tasmania: a robust framework for the future, Access Economics Pty Ltd,
October 2010.
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In conducting a comprehensive assessment of the extent to which the current model is
consistent with contemporary best practice and is sufficiently robust to meet all environmental
challenges, Access Economics concludes that there is a case for reform and made
recommendations for potential reform to the existing rating and valuation models.

ACCESS ECONOMICS REPORT RECOMMENDATIONS
Access Economics recommended:
1. refining the LG Act to provide councils with greater certainty and clarity in relation to the
existing provisions;
2. explicitly introducing legislative capacity for councils to employ change caps and to utilise
fixed charges more extensively (ie to raise up to 50 per cent of total general rate revenue);
3. encouraging councils to reduce reliance on measures such as maximums and minimums in
favour of transparent remissions (in exceptional cases), multi-tiered rates and fixed charges;
4. limiting the proportion of properties that can be ‘on the minimum’; and
5. increasing the use of differential rates and fixed charges in preference to minimums and the
introduction of multi-tiered rating.

Valuation Base Recommendations
After assessing the potential valuation base options against taxation design principles, Access
Economics did not make an outright recommendation in favour of either LV or CV. Instead the
Report argued that the preferred valuation base would be a policy choice depending on the
weight placed on the competing principles.
The Report highlighted that:
 LV was the most economically efficient and least resource-intensive to administer and it
was better aligned to the state and local government taxation systems (ie land tax) as
recommended by the Henry Tax Review. It was also identified as being the least
resource intensive and costly to administer.
 CV was better equipped to address capacity-to-pay considerations and was therefore
more aligned with the principle that local government rates are a form of taxation. It
more closely reflects the current AAV-based rating of councils and is better understood
by ratepayers.
It also found that a decision to preclude AAV-based rates would mean a redistribution of the
rates burden, with CV likely to deliver a less profound shift than LV.
As noted previously, in the event that AAV was retained as either an option for rating purposes,
Access Economics recommended that the 4 per cent Rule be removed from the VL Act for all
properties other than for those for which practical valuation of AAV is not feasible.
Access Economics also recommended that valuation frequency should be increased, ideally to a
four-yearly cycle with biennial indexation, in order to reduce volatility in the year of revaluation.
It noted that additional costs would be associated with this.

Division of Local Government
Department of Premier and Cabinet

41

VALUATION AND LOCAL GOVERNMENT RATING REVIEW

Improving Council Capability in the Use of Rating Tools
Access Economics recommended that councils could make more effective use of tools
presently provided for under the LG Act to assist in smoothing the rating volatility generated by
property price movements including:
 differentials based on land use;
 differentials based on locality which would assist in smoothing volatility in circumstances
where geography (over and above land use) is a determinant of volatility;
 fixed charges up to the legislatively prescribed limit (now 50 per cent of the total
revenue); and
 transparent concessions.
Access Economics also proposed that councils could be encouraged to reduce reliance on
measures such as minimums, in favour of fixed charges and remissions (in exceptional cases),
because minimums can result in owners of low value properties paying a disproportionate share
of the cost of service provision.

STAKEHOLDER RESPONSE TO ACCESS ECONOMICS REPORT
Council Submissions
Consultation with councils strongly confirmed the need for additional rating tools for councils to
be in place for the 2011-12 rating year, particularly for the ten municipalities being revalued in
2011. However, the twenty council submissions received in December 2010 were mixed in
response to the issue of a preferred valuation base.
Submissions indicated that for five councils, AAV remained their preferred base for rating
purposes. In some cases councils had undertaken their own modelling of rating outcomes for
LV and CV (prior to the introduction of new rating tools in 2011) which indicated that rating on
CV or LV would result in significant shifts for many ratepayers. Several councils indicated that
they were not comfortable to apply some of the available tools to manage these shifts as
differential rating would be difficult to explain to their ratepayers.
Ten councils supported the removal of AAV or modification of the current AAV model.
However, a number of those councils expressed concern about any change that would result in
shifts for ratepayers.
Concerns were also expressed about the need for any alternative base to reflect capacity-topay considerations. Councils expressed a preference for any decision to be made on the basis
of modelled rates outcomes and for training and support to be provided to councils for any
potential transition.
Five councils supported the complete removal of the 4 per cent Rule and eight councils
supported modification of the rule. Most of these councils were of the opinion that the Rule
should not apply to residential property but only to those properties where it was difficult to
assess rental value (for example vacant land and land used for primary production).
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Only one council was strongly in favour of retaining the current 4 per cent Rule and AAV
model.
Councils commented that it was extremely difficult to make an informed decision without
access to detailed modelling of the impact of changes on each council.
There was also general council support for a transition period of a number of years (eg three to
five years) in order to implement any major changes to the valuation base smoothly.
Council submissions also supported an increase in the frequency of valuations, with general
support for a four-year cycle. Some councils expressed concern about the cost implications for
the local government sector of more frequent valuations.

Business and Community Stakeholders
The Property Council of Australia (Tas) submission argued that AAV is the least preferable
valuation base, and that its use is no longer appropriate or desirable. It was further argued that
AAV is regressive and that the primary reason for retaining AAV has been that the required
cost shifts to an alternative valuation base have been politically unpalatable. Comments from
the Property Council of Australia (Tas) included:
‘Cost shifts caused by moving to another rating option do not necessarily increase rating
inequities, rather alternative options will reduce or remove inequities and potentially place
council rating on a proper and sustainable footing.
It is important that the Government does not take the easy path and selects a model that has a
bias to smooth the transition of cost shifts over implementing the most appropriate model in
the first place.’
The Tasmanian Farmers and Graziers Association’s submission also argued for the removal of
AAV on the basis that:
 the 4 per cent Rule causes much of the hardship under the present AAV system;
 AAV is not used in other jurisdictions for primary production and rural areas; and
 AAV (and CV) penalise primary producers who invest in best practice farming
infrastructure, particularly as many rural property owners are often asset rich and cash
poor – servicing large mortgages with uncertain cash flows.
A number of ratepayers and their representative organisations also supported a move away
from AAV-based rating. The Tasmanian Ratepayers’ Association Inc described AAV as
‘inequitable and broadly unpopular’ and argued that it must ‘be abandoned’.5
Of the two alternative valuation bases, the Property Council of Australia (Tas) argued that LV is
the most preferable as it is the least volatile and the most economically efficient, simple and
stable. The TFGA also supported the use of LV as the basis for rating, arguing that the ‘AAV
system has no real correlation to primary production property’ and that the use of capital (or
improved) LV penalises farmers who undertake capital investment on their properties.6 The
TFGA argued that, should AAV be retained, the 4 per cent Rule should be discarded to create
a less distorted and simpler system.
5
6

Submission from the Tasmanian Ratepayers’ Association Inc: 22 December 2010.
Submission from the TFGA: 22 December 2010.
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Prosper Tasmania’s submission argued that although LV may perform better on the taxation
criteria (according to Access Economics) it should be recognised that it is already a component
of CV assessments which combine an assessment of the value of land and the value of the
home itself. Taxpayers Australia Inc advocated CV as a better reflection of capacity-to-pay.
Other submissions from the public argued that debt has been ignored in consideration of
property value as a base for rating, and that CV and AAV do not reflect the limited level of
equity some owners may have in the property.
The majority of submissions received, including council submissions, were supportive of a more
frequent cycle, indeed the current six-yearly cycle is seen as a major concern. Most
stakeholders supported a reduction to a two-yearly cycle or as an alternative four-yearly cycle.
Some submissions flagged that it would be important to maintain two-yearly valuations that
would allow contracting of Victorian valuers in the off-year. Some submissions argued that
more frequent valuations might have other benefits for improved quality of valuations in terms
of accuracy, consistency and fairness.

Other Users of Valuation Data
AAV is used by the Tasmanian State Grants Commission (TSGC) for grants purposes and by
the State Fire Commission (SFC) to calculate fire levies. However, both stakeholders indicated
that they could use alternative valuation bases if necessary.
Both the SRO and the TSGC expressed a strong preference for the ongoing collection of CV
data and, hence, trends arising from this data.
In its submission, the TSGC expressed concern about Access Economics’ recommendation to
move away from AAV-based rating to a choice between LV and CV.7 The TSGS did not object
to the removal of AAV measures per se, but argued that the provision of the optional use of
two different valuation bases would undermine the existing application of horizontal fiscal
equalisation across councils. For example, comparisons between councils using variously land or
CV would be problematic.
The TSGC suggests, as an alternative, that:
In order to obviate the risk to the assessment process, it is essential from the
Commission’s point of view that if a choice of valuation bases is available to
councils, the provision of valuations for all permissible options should be mandated
in the legislation. That is, if the outcome from this review is to allow councils to
choose to rate using either CV or LV, then valuation figures for each of these
measures should be assessed and made available for all properties each year.
This would remove the risk to the Commission’s assessment method, as full
datasets would be available for Commission use, irrespective of individual council
rating decisions.
The SFC has expressed the view that the shift away from AAV as the basis for determining the
fire service contribution does not present a problem for the commission, but will require
legislative amendment to the Fire Service Act 1979.8

7
8

Submission from the State Grants Commission: 16 December 2010.
Meeting with Mike Gallagher, Director, Corporate Services, Tasmania Fire Commission:14 December 2010.
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The SRO prefers ‘a valuation model that maintains both land and capital valuations’.9 This model
would provide ease of administration, maintain the integrity of the tax system, have the least
impact on tax administration and ensure that the collection of revenue is protected. The SRO
maintains that a capital valuation database and trends provide a ready reference for it to
determine transaction values and hence duties.
The SRO argues that creating a new method for calculating value, while possible, would result in
it incurring additional costs. It also makes the important point that moving away from a CV
database may have the effect of shifting costs from the community in general to individual
ratepayers.
While the SRO does not oppose the move away from AAV, clarification was sought in relation
to the application of adjustment factors or a more frequent valuation cycle. The SRO points
out that should there be significant increases in LV and these are not adjusted in the intervening
years, ‘there could be significant fluctuations in the amount of land tax assessed, causing taxpayer
criticism.’ The SRO makes a similar point on CV.

STATE GOVERNMENT RESPONSE TO ACCESS ECONOMICS
REPORT
Local Government Amendment Act (No.1) 2011
The Steering Committee’s interim report to the Minister for Local Government recommended
the urgent implementation of many of Access Economics’ recommendations for the 2011-12
rating year.
Government responded by developing the Local Government Amendment Act 2011 (No.1)
which delivered additional rating tools that had been requested by the local government sector
to assist in managing ‘price shocks for ratepayers’ arising from shifts in the property market.
These amendments provided councils with the option of introducing:
 rates capping (to help limit rating increases for any individual ratepayer between rating
years);
 an increase in the maximum percentage of a council's rates revenue that can be raised
from a fixed charge from 20 per cent to 50 per cent (to provide the option of a more
stable rating base); and
 the flexibility to vary service charges according to the level of service provided.
These changes enable councils to better manage rating fluctuations expected as a result of the
2011 and future revaluation cycles and associated property valuation adjustments. Several
councils implemented new tools for the 2011-12 rating year.
In August 2011, the then Local Government Division held three State-wide training seminars
aimed at building councils’ capacity to utilise the full range of available rating tools.

9

Submission from the Commissioner of State Revenue: 21 December 2010.
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STEERING COMMITTEE RESPONSE TO ACCESS ECONOMICS
REPORT
In response to the concerns of councils about the need for sufficient information to analyse the
impacts of a transition to an alternative valuation base, the Steering Committee commissioned
additional modelling on actual valuation data provided by the OVG.
The additional work provided:
 more detail about the implications of moving away from AAV;
 options for change to the valuation base; and
 an analysis of the potential impacts for the Government and councils.
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Modelling and Analysis of
Transition Impacts

Key Points
A shift in the rate base away from AAV, to either CV or LV, without any changes
to the structure of the rates policies of councils, would result in significant
redistributions of the rates burden between groups of ratepayers. Councils would
experience less disparate rate outcomes under a shift to CV than to LV.
The application of eight land-use differentials under both CV and LV,
demonstrates that:
 under CV, most significant shifts for residential ratepayers and primary
producers can be managed through the application of the use of a
differential rate;
 shifts of over 20 per cent (increases and decreases) for significant
proportions of commercial and industrial ratepayers would require
additional management by councils, either using more complex rating
differentials, or other rating tools; and
 significant shifts remain for all land-use categories under LV, with the
exception of vacant land (where valuations closely correlate with LV).
While further detailed modelling work showed some success in mitigating the
shifts for commercial and industrial ratepayers, further work would be required by
each council to consider the best approach to manage the transition.
MODELLING OBJECTIVES AND DESIGN
Objectives
One of the most significant concerns arising from the Access Economic Report was that it
sought to draw state-wide conclusions regarding the impacts of transitioning to an alternate
rates base using an analysis of only four Councils: Hobart, Latrobe, Kingborough and Northern
Midlands. Many councils reasoned that the significant differences in the make-up of rateable

Division of Local Government
Department of Premier and Cabinet

47

VALUATION AND LOCAL GOVERNMENT RATING REVIEW

properties across municipalities, and the differences in current rating policies, meant that few, if
any, broad conclusions could be drawn from such a small sample.
The Steering Committee accepted this concern and agreed to undertake more detailed
modelling of the potential impacts for all councils of transitioning to a new rates base. This
modelling capacity had to be developed ‘in-house’ as outsourcing the work was cost prohibitive.
DoTAF agreed to work with the DPAC to build a modelling capability that would meet the
needs of the review.
Using data provided by the Valuer-General for 2011-12, the DPAC and DoTAF jointly
modelled the impacts (both mitigated and unmitigated in the short term) of any transition away
from the present AAV rates (in all councils except Sorell) for rates under CV or LV. The
modelling was to:
 inform councils and Government of the potential implications of a transition to an
alternative valuation base;
 provide an insight into the scale of change that would need to be managed by councils;
 identify the ratepayer groups most affected; and
 provide an insight into effectiveness of tools available to councils to manage a transition
to an alternate base.
The development of the rates modelling capability was based on the following base
assumptions:
 The modelling is to be designed to broadly inform the State Government and local
government of the potential impacts on ratepayers associated with shifting to an
alternate base and the capacity of councils to manage those impacts. The model will not
precisely replicate rates modelling undertaken by individual councils. Nor should it be
used to assess the precise impact on individual ratepayers.
 All modelling is to assume that there will be no change in the revenue raised from each
category of ratepayers under the existing policies of councils. The models must deliver
the same revenue sought by councils in 2011-12, both overall and by ratepayer category
(both where a differential is or is not applied).

Approach to Modelling and Analysis
All modelling used the 2011-12 valuation data for all properties in Tasmania as provided by the
OVG.

Land Use Categories
All of the modelling and analysis was based on the estimated impact for all individual properties
within each council (irrespective of land use category). The results were summarised for eight
land use categories: commercial, industrial, mining, farming, residential, recreational, public and
vacant land.
Detailed analysis in this report was limited to the four major land use categories: commercial,
industrial, residential and primary production. Revenue from these properties represented most
of the revenue for councils and, therefore, will be the main focus for governments in managing
any transition to an alternate rates base.
Division of Local Government
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Stage One - Sensitivity Analysis
The first stage of the modelling tested the sensitivity of rates to changes in the valuation base.
In other words, stage one was designed to answer the following question:
Without having any regard to the tools available to manage rates, what would the impact on
ratepayers be (within and between land use categories) if the rate-base was changed from AAV
to either CV or LV?
This question was answered in two parts. Firstly, a regression analysis was conducted to
consider the relationship between AAV and either CV or LV for the major land use categories.
The value of regression analyses is that they can assist in explaining why different outcomes are
observed across land use categories from the modelling.
Secondly, a model was developed for every council to generate a rate for each property based
on the properties AAV. The model also estimated the rates that would be payable by each
property if the rates were calculated using the properties CV or LV. A separate model was
developed for every council to ensure that it replicated, as far as reasonably practicable, the
council’s 2011-12 rates policy, including any rate differentials, minimums or fixed charges. The
model did not include any ‘service’, ‘construction’ or ‘separate’ rates or charges.
All tenancies were rated individually and parent properties removed to avoid duplications.
The focus of the modelling is to identify shifts directly arising from valuation base change in the
short term. It is not an exact replication of rating outcomes for councils. This type of modelling
would require significant one on one work with each council to identify rating exemptions and
build in services rates and charges, separate rates and charges and construction rates.
In estimating the rates payable using LV and CV, the model held constant the total rates
revenue for the council and, where differentials were currently used by the council, the revenue
generated from each differentially rated land use category.
The data available from the stage one model includes the estimated change in rates payable for
each property in Tasmania. This was analysed in the following ways:
 distribution of the number of properties within each percentage change category for
each land use category; and
 distribution of the size of changes in rates payable based on the CV of the properties
within each land use category.
The results are summarised in the Report, with more detailed results being provided to each
council for analysis.
Councils that were flat-rating in 2010-11 were not included in the presentation of the modelling
results for residential properties. Sorell Council was not considered any of the modelling as it
has already transitioned to rating on the basis of CV.

Stage Two – Mitigating shifts using differential rating
Moving to an alternate rates base is likely to shift the rates burden between land use categories
due to the different relationship between AAV, CV and LV. For example, commercial
properties are expected to have much higher relative rental values (AAV) compared to
residential or primary production properties. A shift to CV or LV is, therefore, likely to
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redistribute the rates burden away from commercial and industrial properties and towards
residential or primary producers.
To limit the short-term impact of moving to an alternate rates based, councils may wish to
consider differentially rating properties. Stage two of the modelling, therefore, considers the
effectiveness of differential rating in reducing some of these impacts. In other words, the stage
two modelling sought to answer the following question:
How small can I make the impact on ratepayers of moving to an alternate rates base by using
differential rates for the major land use categories?
To test this, a stage two model was constructed that estimated the current revenue collected
from each major land use category (commercial, industrial, farming, public, mining, residential,
recreational and vacant land) for each council. A differential rate was then generated that
collected the equivalent revenue from each land use category using CV and LV. This alternate
differential rate was then used to re-analyse the estimated change in rates payable for each
property in Tasmania.
Stage two results were compared with stage one results to assess the potential effectiveness of
differential rating in reducing the short-term impacts of transitioning to an alternate base.
Note that the stage two model incorporated the minimums or fixed charges currently used by
councils and treated tenancies in the same way as they were treated in stage one.

Stage Three – Potential for Further Management
There are a range of tools other than differential rating by land use category available to
councils to manage rates. Stage three of the modelling focussed on shifts that were not well
managed by the simple use of differentials and considered whether there are other strategies
that could be used by councils to further reduce the impact of transitioning to an alternate base.
Stage three was not an exhaustive analysis of the value of other ratings tools as it required a
very detailed examination of the specific circumstances that are impacting on the shifts in rates
payable for some properties. Funding and time available for the review prevented anything
more than a preliminary assessment of the value of some of the additional tools.
Rating tools considered in stage three were:
 differential rating beyond the eight categories used in stage two;
 differential rating by location;
 changing the minimum rates or fixed charges;
 introducing rates caps (limitation of rate increases) and collars (limitation of rate
decreases – not presently available in Tasmania but being used by other jurisdictions);
and
 differentially rating by valuation banding (applying a consistent rate to all properties
within a particular range of CVs - not presently available in Tasmania but being used by
some other jurisdictions).
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Quality Assurance
The State Government rating models were peer-reviewed by an independent rating specialist
consultant, Orion Consulting Ltd Pty. The consultant was engaged to provide advice on the
degree to which the results of the modelling could be relied upon to draw conclusion regarding
the likely impacts of changes to the rates base. The consultant was also used to analyse the
data and to provide advice on the potential further management of shifts in stage three of the
modelling.

RELATIONSHIP BETWEEN AAV, CV AND LV
The impact on ratepayers associated with a transition from AAV to CV or LV will be driven
largely by the relationship between the bases. The closer the linear (or straight line) relationship
between the two measures, the lower the impact on rate payers associated with the shift.
A regression analysis on the relationship between AAV and both CV and LV was used to
provide a broad indication of the impacts associated with transitioning to an alternate base. The
regression analysis used all properties within each category throughout Tasmania (with high and
low outlying properties removed).

Residential

Figure 5 - Regression analysis of CV and AAV for residential properties in Tasmania
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Figure 6 - Regression analysis of LV and AAV for residential properties in Tasmania

There is a close linear relationship between AAV and CV throughout the State (adjusted R2 =
0.92710), meaning that rates based on CV or AAV will produce a relatively similar outcome in
terms of the distribution of rates burden across the community.
The ‘line of best fit’, or the line that most closely captures the relationship between CV and
AAV is closely associated with the point at which AAV is 4 per cent of CV. This reflects that
49.5 per cent of the 227,154 properties considered in the analysis are either currently rated
based on the 4 per cent Rule or are close to that Rule (AAV is less than 4.1 per cent of CV).
The significance of the line of best fit tracking along the lower margins of the XY scatter is that a
differential rate based on CV is likely to deliver similar rates to those based on AAV for a large
proportion of properties and a benefit for others. The actual result, however, will depend on
the existing policies of councils regarding minimum rates or fixed charges and whether the
council adjusts its rates distribution policies in the process of transitioning from one base to the
other.
The relationship between AAV and LV is less clear (adjusted R2 =0.546). with significant
variation in LV associated with properties of lower CV (between $100,000 and $600,000).
Based on this analysis, it could be expected that there would be greater challenges in producing
a similar distribution of rates using LV, compared to the outcome currently being delivered using
AAV.

10

Adjusted R2 is the proportion of the change that can be explained by the relationship (i.e. adjusted R 2 of 0.927
means that 92.7 per cent of the change in AAV can be explained statistically by a change in CV).
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Primary Producers

Figure 7 - Regression analysis of CV and AAV for primary production properties in
Tasmania

Figure 8 - Regression analysis of LV and AAV for primary production properties in
Tasmania

There is a very close relationship between AAV and CV for primary production properties in
Tasmania (adjusted R2=0.991), which is entirely expected given that almost 99 per cent of all
primary production properties have an AAV of less than 4.1 per cent of CV (but not less than 4
per cent).
The relationship between AAV and LV is less well defined by the regression analysis (adjusted
R2=0.888). While still statistically significant, the higher level of variation is likely to lead to
greater levels of change in rates payable for many primary producers if the based shifted from
AAV to LV without any change to rating policies.
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Commercial

Figure 9 - Regression analysis of CV and AAV for commercial properties in Tasmania

Figure 10 - Regression analysis of LV and AAV for commercial properties in Tasmania

There is a close relationship between AAV and CV in commercial properties in Tasmania
(adjusted R2=0.934).
Unlike residential properties, the ‘line of best fit’ for the relationship between CV and AAV is
towards the middle of the XY scatter, meaning that there are a significant number of actual
AAVs above and below the AAV predicted by the regression analysis. The significance of this
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observation is that a differential rate based on CV that targets a rates distribution amongst
commercial properties that best emulates that produced by AAV will produce a mixed
outcome for commercial properties; some would benefit from rates reductions, while the rates
for others would increase.
As noted previously, however, the actual result would depend on the existing policies of
councils regarding minimum rates or fixed charges and whether the council adjusts its rates
distribution policies in the process of transitioning from one base to the other.
There was a very limited relationship between AAV and LV for commercial properties
(adjusted R2=0.559). Any shift directly from AAV to LV is likely to cause significant changes in
the distribution of rates across commercial properties, without any change to rating policies.

Industrial

Figure 11 - Regression analysis of CV and AAV for industrial properties in Tasmania

The relationship between AAV and CV for industrial properties is very similar to the
relationship outlined above from commercial properties. The relationship is relatively strong
(adjusted R2=0.938) and the line of best fit transects through the middle of the XY scatter.
Similarly, there is a very poor relationship between AAV and LV for industrial properties
(adjusted R2=0.426).
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SENSITIVITY ANALYSIS (UNMANAGED SHIFTS)
The sensitivity analysis conducted in Phase 1 of the modelling considers the scale of shifts that
councils may need to manage in transitioning to an alternate rate base and the degree to which
different groups of ratepayers would be impacted. The sensitivity analysis assumes:
 that councils rating policies for the 2011-12 year remain unchanged;
 that no increase in revenue is sought by the council; and
 that there was no increase or decrease in revenue sought from each rating category (if
differential rating was applied in the council’s rates policy).
The tables in this Chapter are colour-shaded to give an indicative guide to the councils most
affected by shifts arising from any change of valuation base (and the proportion of ratepayers
affected). Green indicates that rate increases would not be likely to be exceed 10%, amber
indicates that rate increases could be up to 20% for some ratepayers and red indicates increases
of greater than 20% for some ratepayers.

Impacts for Residential Ratepayers
Analysis of an Unmanaged Shift from AAV to CV
As shown in Table 3, the impacts on residential ratepayers of an unmanaged shift to CV as a
base for rating would vary. Across all councils, 1 per cent of residential ratepayers (2657
properties) would experience a fall in rates in excess of 20 per cent, and 15 per cent of
ratepayers (28,291 properties) would experience an increase in rates of greater than 20 per
cent.
In relation to ratepayers within the twenty five council areas11  Six councils would experience increases for ratepayers of greater than 20 per cent. The
greatest impact would be in Hobart City and Break O’Day municipalities where 60 per
cent of residential ratepayers experience an increase of greater than 20 per cent. Only
one of the six councils in this category currently use a differential rate for residential
properties;
 Nine councils would experience moderate increases of between 10 and 20 per cent for
some residential ratepayers (see for example Circular Head, Flinders and Meander Valley
Councils). Only two of the councils in this category currently use a differential rate for
residential properties; and
 For the remaining ten councils, rates for residential ratepayers would either decrease or
increase by less than 10 per cent. Five of these councils currently use a differential rate
for residential properties.
The impact of an unmanaged shift to CV would differ for low, medium and high value houses.
While the impact will differ across councils, there are some very broad observations that can be
drawn from the model. These include:

11

Analysis of the impact on residential properties is not shown for Councils that were ‘flat-rating’ in 2010-11 or for
Sorell Council.
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 The lowest value properties in the majority of council areas could expect to experience
either limited change or decreases in the order of 5-20 per cent, in their current rates
bills under CV;
 Mid-to-high-value properties could expect an increase in their share of the residential
rates burden in the order of 5-25 per cent; and
 High-value residential properties would attract rate increases in the majority of councils
under CV.
Table 3 - Modelled percentage shift in 2011-12 residential rates under CV

Residential CV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5%
Between -5%
Between 5% and
Less than -20% and -20%
and +5%
10%
0%
0%
26%
2%
2%
52%
17%
7%
1%
33%
23%
43%
0%
0%
70%
5%
1%
13%
14%
6%
1%
43%
25%
31%
2%
37%
22%
6%
1%
8%
91%
0%
4%
27%
11%
59%
0%
1%
17%
5%
0%
1%
7%
19%
0%
1%
4%
4%
1%
15%
22%
7%
0%
0%
80%
1%
9%
15%
11%
66%
0%
9%
91%
0%
5%
14%
10%
71%
2%
16%
19%
17%
0%
12%
24%
16%
0%
8%
58%
33%
1%
33%
33%
33%
2%
12%
21%
65%
2%
20%
21%
8%
1%
22%
43%
14%
5%
23%
12%
14%

Between 10% Greater than
and 20%
20%
5%
66%
22%
0%
0%
0%
6%
19%
66%
0%
0%
0%
33%
0%
0%
0%
0%
0%
78%
0%
47%
25%
21%
69%
55%
0%
18%
0%
0%
0%
0%
0%
0%
0%
23%
23%
48%
0%
0%
0%
0%
0%
0%
0%
49%
0%
9%
11%
46%
0%

Analysis of an Unmanaged Shift from AAV to LV
There are relatively significant impacts and varied impacts on residential properties associated
with an unmanaged shift to LV as the base for rating. While the majority of residential
ratepayers would experience a decrease in rates, a sizeable minority of ratepayers would still
experience significant increases. There is greater variation in the impact on ratepayers
compared to the modelled impact of an unmanaged shift to CV.
In twenty of the twenty five councils, over 10 per cent of ratepayers would experience a
significant increase (greater than 20 per cent). However, in fourteen of the twenty five councils,
over 20 per cent of ratepayers would experience a decreased of greater than 20 per cent.
Across all ratepayers throughout the State, over 10 per cent of residential ratepayers
experiencing a decrease in rates of greater than 20 per cent (50,588 properties) and a further
25 per cent will experience an increase greater than 20 per cent (46,057 properties).
In relation to the impact on properties of different value:

Division of Local Government
Department of Premier and Cabinet

57

VALUATION AND LOCAL GOVERNMENT RATING REVIEW

 Low-value property owners in most councils would experience a decrease in their rates
bills under LV (in the order of 5-30 per cent). However, in a minority of differentiallyrating councils, low-value property owners may experience increases of 5 to 25 per cent.
 Mid-value properties exhibited increases in seven councils and decreases in fifteen under
LV, while rates for mid-value properties in three councils remained unchanged.
 High-value properties exhibited increases in fifteen councils and decreases in ten councils
under LV.
Table 4 - Modelled percentage shift in 2011-12 residential rates under LV

Residential LV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5%
Between -5%
Between 5% and
Less than -20% and -20%
and +5%
10%
17%
16%
39%
3%
27%
19%
15%
6%
31%
21%
12%
5%
4%
9%
82%
1%
66%
12%
7%
3%
38%
15%
14%
7%
61%
14%
7%
3%
21%
21%
16%
8%
62%
13%
7%
3%
48%
14%
23%
3%
13%
11%
12%
8%
12%
9%
7%
4%
51%
18%
9%
4%
14%
12%
30%
6%
88%
7%
4%
0%
12%
31%
26%
8%
30%
21%
11%
5%
21%
20%
15%
6%
21%
16%
14%
6%
15%
19%
24%
6%
67%
14%
8%
2%
44%
20%
11%
5%
51%
20%
8%
4%
37%
36%
6%
1%
34%
24%
11%
4%

Between 10% Greater than
and 20%
20%
7%
18%
8%
24%
8%
24%
2%
2%
4%
8%
11%
15%
4%
11%
12%
21%
6%
10%
3%
9%
21%
35%
10%
58%
6%
12%
10%
28%
1%
1%
11%
12%
8%
26%
12%
26%
13%
30%
12%
23%
3%
5%
7%
13%
5%
13%
2%
19%
6%
21%

Broad Conclusions for the Impact on Residential of Moving Away from AAV
A shift to an alternate rate base from AAV would have an impact on residential ratepayers and
some further treatment may be required to assist with the transition.
The modelling shows that overall, an unmanaged move to LV as a ratings base would cause
larger shifts for a greater proportion of residential ratepayers, compared to a move to CV. This
result reflects that there is a less direct relationship between AAV and LV compared to AAV
and CV as outlined in the regression analysis discussed previously. This finding was also
confirmed by analysis undertaken by Orion Consulting during its peer review.
Low value property owners would benefit under a shift to an alternative valuation base for
rating purposes away from AAV. This is true for both CV and LV. This is, most likely, because
there is not a consistent linear relationship between rental values and the capital or LV
associated with the property. Generally, low value properties have a higher potential rental
return as a proportion of CV or LV than high-value properties.
The outcomes of the modelling vary between differentially rating and single rating councils
because differential rating ‘ring-fences’ the amount of revenue to be raised from classes of
ratepayers. In single rating councils, changes in the underlying valuation base will impact on the
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distribution of the rating burden between property classes sharing the same rate. For example,
if the proportion of the total valuation base held by residential ratepayers increases under CV
or LV in comparison to AAV then the overall rate burden for residential ratepayers will also
increase.

Primary Production Ratepayers Impacts
Analysis of an Unmanaged Shift from AAV to CV
As shown in Table 5, the impacts on primary producers of an unmanaged shift to CV as a base
for rating would vary across councils:
 A significant level of primary production ratepayers in six councils would experience
increases greater than 20 per cent. Primary Producers in Glenorchy, Launceston,
Kingborough and Central Highlands would experience the greatest impact with in excess
of 60 per cent of primary production ratepayers experiencing an increase of greater than
20 per cent. None of the 6 councils in this category currently use a differential rate for
primary producers.
 Eight councils would experience moderate increases of between 10 and 20 per cent for
some primary producers (see for example Circular Head, Waratah-Wynyard and West
Tamar Councils). Only one Council in this category currently uses a differential rate for
primary producers; and
 For the remaining 14 councils, rates for primary producers would either decrease or
increase by under 10 per cent. Six of these councils currently use a differential rate for
primary producers.
Across all councils, 0.6 per cent of primary producers (seventy nine properties) would
experience a decrease of greater than 20 per cent and eight per cent of primary producers
(1,185) would experience an increase of greater than 20 per cent.
For most councils, the impact of an unmanaged shift to CV for primary producers was
consistent across almost all properties. For example, in Central Coast Council, 99 per cent of
rates for primary producers increased by between zero and five percent. In Huon Valley, 82
per cent of rates for primary producers increased by between 10 and 15 per cent. This trend
is, most likely, reflective of the close relationship between the AAV and the CV of the property.
This close clumping of the impacts on primary producers also suggests that any transition to CV
could be managed easily through the use of a differential rate.

Division of Local Government
Department of Premier and Cabinet

59

VALUATION AND LOCAL GOVERNMENT RATING REVIEW

Table 5 - Modelled percentage shift in 2011-12 rates for primary producers under CV

Primary Production - CV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5%
Less than -20% and -20%
0%
0%
0%
0%
0%
3%
1%
3%
0%
0%
0%
0%
0%
0%
0%
0%
0%
4%
0%
0%
0%
1%
0%
2%
1%

0%
1%
0%
0%
0%
2%
0%
0%
0%
0%
5%
0%
1%
0%
0%
0%
0%
6%
0%
0%
0%
1%
0%
0%
0%

Between -5%
Between 5% and
and +5%
10%
43%
1%
99%
0%
99%
0%
30%
2%
8%
1%
2%
93%
13%
0%
0%
97%
8%
92%
28%
1%
9%
0%
0%
0%
17%
1%
29%
71%
3%
97%
2%
2%
100%
0%
5%
6%
100%
0%
100%
0%
11%
89%
10%
87%
5%
0%
98%
0%
3%
0%

Between 10% Greater than
and 20%
20%
2%
53%
0%
0%
0%
0%
2%
66%
90%
0%
0%
0%
86%
0%
0%
0%
0%
0%
71%
0%
0%
86%
0%
100%
81%
0%
0%
0%
0%
0%
12%
83%
0%
0%
20%
60%
0%
0%
0%
0%
0%
0%
0%
0%
94%
0%
0%
0%
96%
0%

Analysis of an Unmanaged Shift from AAV to LV
A very significant proportion of primary producers (proportions range from 13 and 100 per
cent across all councils) would experience an increase in rates of 20 per cent and above if the
rating base was moved to LV without any further treatment. For many councils, however, the
impact will vary significantly across ratepayers within the category. For example, in Meander
Valley Council, an unmanaged shift to LV as a rates base would lead to a greater than 10 per
cent increase for 44 per cent of primary producers, but a decrease of greater than 20 per cent
for 17 per cent of primary producers.
Across all councils, 7 per cent of primary producers (1,045 properties) would experience a
decrease of more than 20 per cent and 60 per cent (8,402 properties) would experience in
increase of greater than 20 per cent.
This breadth of impact reflects the less well-defined relationship between AAV and LV for
primary producers as outlined in the regression analysis discussed previously. The impact may
be more difficult to manage using differential rating compared to the impact on primary
producers associated with a shift to CV.
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Table 6 - Modelled percentage shift in 2011-12 rates for primary producers under LV

Primary Production - LV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5%
Between -5%
Between 5% and
Less than -20% and -20%
and +5%
10%
1%
2%
30%
2%
19%
16%
11%
6%
18%
14%
15%
7%
2%
1%
24%
2%
2%
2%
7%
1%
9%
5%
6%
1%
3%
1%
2%
2%
12%
9%
9%
9%
3%
3%
9%
2%
2%
4%
22%
3%
0%
0%
0%
0%
0%
0%
0%
0%
6%
5%
12%
2%
11%
13%
33%
7%
3%
4%
5%
3%
2%
0%
3%
1%
12%
14%
23%
7%
1%
1%
1%
0%
17%
16%
17%
6%
13%
15%
23%
9%
5%
4%
11%
4%
8%
5%
8%
4%
1%
0%
6%
1%
9%
7%
18%
22%
7%
5%
4%
1%

Between 10% Greater than
and 20%
20%
6%
58%
9%
39%
9%
38%
4%
67%
5%
84%
6%
73%
3%
89%
10%
51%
5%
78%
10%
59%
0%
100%
0%
100%
4%
72%
6%
30%
8%
77%
5%
88%
14%
31%
1%
96%
11%
33%
17%
24%
6%
70%
7%
69%
2%
90%
40%
4%
4%
79%

Broad Conclusions for the Impact on Primary Producers of Moving Away from
AAV
The very close relationship between AAV and CV for primary producers is reflected in the
modelled results for this category of ratepayers and any decision to move to CV is unlikely to
present any significant difficulties in terms of transition, particularly if councils are comfortable
with the use of differential rating.
As predicted by the regression analysis, any move to LV is likely to have relatively widespread
impacts for primary producers with some ratepayers benefiting from the shift and others facing
significantly larger costs. Further work would be required to manage any transition to LV for
primary producers.

Commercial and Industrial Ratepayers Impacts
Analysis of an unmanaged Shift from AAV to CV
There were mixed results for commercial and industrial ratepayers associated with an
unmanaged shift to CV as a rate base in the twenty eight councils considered. There would be
reduction of greater than 20 per cent for the significant majority of commercial and industrial
ratepayers if the rate base moved to CV without any further treatment by councils. There
would, however, be a smaller group of commercial and industrial ratepayers that would
experience an increase of greater than 20 per cent.
In fifteen councils, more than 50 per cent of commercial ratepayers would experience a rates
decrease of over 20 per cent. However, in twelve councils, at least 10 per cent of commercial
ratepayers experienced increases of more than 20 per cent. 42 per cent of commercial
ratepayers in Northern Midlands Council would experience an increase of greater than 20 per
cent.
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There is a bias across all commercial ratepayers state-wide for a decrease in rates. 64 per cent
of commercial ratepayers (5,503 properties) throughout the State would experience a rates
decrease of greater than 20 per cent and 8 per cent (702 properties) would experience an
increase of greater than 20 per cent.
In relation to industrial ratepayers, in sixteen councils, the rates for over 50 per cent of
ratepayers would decrease by more than 20 per cent. Seven councils have at least 10 per cent
of industrial ratepayers experiencing increases of more than 20 per cent.
State-wide, 66 per cent of industrial ratepayers (2,008 properties) would experience a rates
decrease of greater than 20 per cent and 5 per cent (163 properties) would experience an
increase of greater than 20 per cent.
Table 7 - Modelled percentage shift in 2011-12 commercial rates under CV

Commercial CV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5%
Between -5%
Between 5% and
Less than -20% and -20%
and +5%
10%
47%
13%
28%
2%
57%
17%
8%
2%
63%
7%
7%
2%
33%
17%
15%
10%
82%
5%
3%
1%
31%
20%
13%
3%
75%
7%
6%
1%
5%
29%
20%
9%
78%
4%
9%
9%
43%
11%
21%
0%
82%
7%
4%
2%
78%
13%
4%
0%
78%
4%
14%
0%
10%
30%
25%
5%
80%
4%
10%
6%
67%
21%
7%
1%
2%
16%
48%
7%
86%
8%
3%
1%
80%
8%
4%
0%
16%
28%
9%
2%
75%
3%
7%
15%
32%
5%
4%
60%
87%
2%
4%
0%
37%
19%
11%
5%
87%
1%
5%
1%

Between 10% Greater than
and 20%
20%
2%
8%
4%
11%
3%
17%
6%
19%
9%
0%
8%
25%
12%
0%
11%
26%
0%
0%
25%
0%
1%
4%
1%
3%
5%
0%
3%
27%
0%
0%
0%
4%
2%
24%
1%
1%
9%
0%
4%
42%
0%
0%
0%
0%
7%
0%
6%
21%
7%
0%
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Table 8 - Modelled percentage shift in 2011-12 industrial rates under CV

Industrial CV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5%
Between -5%
Between 5% and
Less than -20% and -20%
and +5%
10%
32%
8%
58%
0%
20%
32%
17%
3%
76%
16%
2%
0%
0%
0%
100%
0%
82%
5%
5%
0%
16%
44%
18%
3%
63%
7%
10%
0%
76%
9%
7%
1%
72%
5%
13%
10%
14%
43%
29%
0%
92%
5%
1%
1%
82%
8%
3%
0%
57%
5%
15%
0%
27%
27%
18%
9%
50%
5%
35%
10%
81%
12%
1%
1%
1%
40%
31%
8%
93%
4%
1%
1%
78%
8%
4%
1%
4%
18%
49%
0%
56%
0%
22%
22%
29%
29%
14%
29%
89%
4%
0%
0%
32%
26%
13%
6%
83%
5%
5%
0%

Between 10% Greater than
and 20%
20%
0%
2%
11%
17%
0%
6%
0%
0%
8%
0%
7%
11%
20%
0%
1%
7%
0%
0%
14%
0%
0%
1%
1%
6%
23%
0%
0%
18%
0%
0%
3%
2%
3%
18%
1%
1%
8%
0%
4%
24%
0%
0%
0%
0%
7%
0%
15%
7%
8%
0%

Analysis of an Unmanaged Shift from AAV to LV
The result for commercial and industrial ratepayers associated with an unmanaged shift to LV
was similar to the results outlined for a shift to CV. The balance between properties for which
rates would increase or decrease by over 20 per cent was, however, more evenly mixed.
As with the shifts associated with a move to CV, for sixteen of the twenty five councils
considered, the rates for over 50 per cent of commercial ratepayers would decrease by over 20
per cent. However, for eleven councils, the rates of over 10 per cent of commercial ratepayers
would increase by over 20 per cent. Of these 11 councils, seven would experience the rates of
over 40 per cent of commercial ratepayers increasing by over 20 per cent.
State-wide, 51 per cent of commercial ratepayers (4,220 properties) would experience a rates
decrease of greater than 20 per cent and 24 per cent (1,965 properties) would experience an
increase of greater than 20 per cent.
The results for industrial ratepayers were equally disparate. Across all councils, 47 per cent of
industrial ratepayers (1,337 properties) would experience a rates decrease of greater than 20
per cent and 26 per cent (143 properties) would experience an increase of greater than 20 per
cent.
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Table 9 - Modelled percentage shifts in 2011-12 commercial rates under LV

Commercial LV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5%
Between -5%
Between 5% and
Less than -20% and -20%
and +5%
10%
62%
11%
22%
1%
16%
9%
6%
3%
26%
12%
10%
5%
79%
8%
13%
0%
86%
4%
4%
0%
8%
3%
4%
3%
72%
10%
5%
3%
18%
10%
8%
4%
90%
3%
3%
0%
68%
0%
25%
0%
41%
12%
9%
3%
53%
14%
8%
4%
77%
4%
13%
0%
10%
18%
10%
4%
92%
0%
8%
0%
78%
14%
3%
0%
9%
10%
9%
2%
62%
13%
5%
2%
83%
4%
5%
1%
23%
14%
6%
3%
88%
3%
7%
0%
89%
1%
2%
1%
88%
1%
4%
1%
47%
10%
8%
2%
85%
2%
9%
0%

Between 10% Greater than
and 20%
20%
1%
4%
8%
59%
7%
41%
0%
0%
0%
6%
5%
77%
2%
7%
7%
54%
1%
3%
4%
4%
6%
29%
6%
16%
2%
4%
10%
48%
0%
0%
1%
3%
11%
58%
5%
13%
3%
4%
5%
49%
0%
1%
4%
2%
1%
6%
6%
27%
1%
3%

Table 10 - Modelled percentage shifts in 2011-12 industrial rates under LV

Industrial LV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5%
Between -5%
Between 5% and
Less than -20% and -20%
and +5%
10%
41%
3%
56%
0%
12%
5%
6%
1%
47%
13%
5%
3%
0%
0%
100%
0%
86%
3%
5%
0%
8%
6%
5%
3%
50%
7%
10%
0%
38%
12%
8%
4%
72%
3%
17%
2%
43%
14%
29%
0%
53%
15%
7%
4%
28%
20%
9%
3%
55%
13%
8%
1%
0%
9%
0%
0%
65%
0%
30%
0%
79%
7%
2%
1%
28%
4%
8%
3%
59%
12%
6%
3%
64%
8%
4%
5%
10%
4%
34%
2%
56%
22%
22%
0%
43%
14%
29%
0%
82%
8%
1%
0%
41%
19%
6%
3%
65%
15%
0%
0%

Between 10% Greater than
and 20%
20%
0%
0%
9%
67%
5%
27%
0%
0%
0%
6%
4%
74%
7%
27%
8%
30%
2%
5%
0%
14%
5%
16%
11%
29%
5%
18%
0%
91%
0%
5%
5%
6%
5%
53%
4%
16%
2%
17%
3%
47%
0%
0%
14%
0%
0%
8%
9%
22%
3%
18%

Broad Conclusions for the Impact on Commercial and Industrial Classes of Moving
Away from AAV
The regression analysis of the relationship between AAV and CV showed that, while there was
a good relationship overall between AAV and CV, there was a reasonably large spread of
observations above and below the ‘line of best fit’. This relationship is drawn out by the
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modelling identifying a large number of substantial commercial and industrial ‘winners’ and
‘losers’ associated with an unmanaged shift from AAV to CV. This almost bimodal impact
suggests that ‘commercial’ and ‘industrial’ may be too broad a category to either model
effectively or to manage the impacts through differential rating.
Similar observations can also be made regarding the shift from AAV to LV, although the spread
is more even across those properties for which rates will increase or decrease. This is also
consistent with the lower level relationship between AAV and LV for commercial and industrial
properties.
Clearly more work is required to manage any shift from AAV for commercial and industrial
ratepayers.

General Observations from the Sensitivity Analysis (Stage One)
It is clear from the sensitivity analysis that any shift in the rate based from AAV to either LV or
CV will, if unmanaged, have a significant effect on ratepayers across all categories. General
observations that can be drawn from the modelling include:
 Ratepayers would experience a significantly less disparate outcome under a shift to CV
compared to LV. Under a move to CV, fewer ratepayers would experience rate
increases of over 20 per cent. This was the case across all rate classes;
 Shifts for residential properties and primary producers associated with a move to CV are
relatively predictable and consistent across municipalities due to the strong relationship
between AAV and CV. Some intervention may be required to reduce the level of
increase or decrease in rates payable across the categories;
 Greater intervention from councils through the use of differential rating and other tools
would be required to reduce the impacts on residential ratepayers and primary
producers associated with a shift in the rate base to LV;
 An unmanaged shift to either CV or LV will cause redistribution in the rates burden
across rates categories. Generally, rates burden on commercial and industrial properties
would decrease with an associated increase in the rates burden on residential properties
and primary producers; and
 A significant number of commercial and industrial ratepayers would experience a
significant increase and decrease in rates if the rates base was shifted to either CV or LV.
Further work would be required to assess whether these impacts could be mitigated.
Large increases (of 20 per cent and over) for a proportion of ratepayers may need to be
managed by councils by using the available rating tools to mitigate these shifts. The options
would include the use of differential rating or the use of rate increase caps to limit the rate
increase experienced by individual ratepayers. The extent to which rating tools can be used to
manage shifts for ratepayers is considered in the next section.
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MANAGING
SHIFTS
DIFFERENTIALS

USING

LAND-USE

RATING

DPAC and DoTAF cooperatively modelled the degree to which the impacts identified in the
sensitivity analysis can be reduced through the use of differential rating. For the purposes of this
report, differential rates were generated based on the following primary land use categories:
 commercial;
 industrial;
 farming;
 public;
 mining;
 residential;
 recreational; and
 vacant land.
The model applies the same assumptions as under the initial sensitivity analysis:
 that councils rating policies for the 2011-12 year remain unchanged;
 that no increase in revenue was sought by the council; and
 that there was no increase or decrease in revenue sought overall from each land-use
category.
As with the sensitivity analysis, the modelling was completed as an exercise to clearly identify
the options that are available to councils to manage a transition to CV or LV. The use of
differential rating is entirely a decision for individual councils and should be made on the basis of
a discussion regarding the capacity of ratepayers to pay, and the distribution of services across
ratepayers.

Residential Ratepayers
The application of the simple differential produced improved outcomes for residential
ratepayers under CV. Shifts under LV were not able to be successfully mitigated using the
model - in fact shifts for residential ratepayers were exacerbated.

Transition to CV
The application of eight simple differentials was highly successful in mitigating shifts under CV for
residential ratepayers. Under the application of the differential model:
 the number of councils where rate increases for residential ratepayers was limited to less
than 10 per cent increased from ten councils to seventeen;
 the number of councils with moderate impacts (ie the maximum increase for residential
ratepayers was limited to between 10 and 20 per cent) was reduced from nine to six
councils; and
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 the number of councils with significant impacts (i.e. maximum increases for residential
ratepayers was still in excess of 20 per cent) was reduced from six to two. 11 per cent
of West Coast Council’s residential ratepayers and 12 per cent of Central Highlands
ratepayers remained with increases of more than 20 per cent. The model was
successful in mitigating the size of shifts in Launceston City, Hobart City, Glenorchy City
and Break O’Day Councils.
Figure 12 shows the impact of using eight differentials across all councils. The proportion of
residential ratepayers that experience a rate decrease of greater than 20 per cent increased
from 1 per cent to 2 per cent and the proportion of ratepayers that experience an increase of
greater than 20 per cent decreased from 2.2 per cent to 0.4 per cent (754 properties).
Table 11 - Mitigated 2011-12 residential rates shift under CV
Mitigated CV - Residential
Ratepayers
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Less than -20%
0%
2%
1%
0%
2%
1%
3%
1%
5%
1%
1%
2%
2%
0%
9%
0%
6%
2%
1%
0%
1%
3%
4%
1%
10%

Between -5% and - Between -5% and
Between 5% and Between 10% and
20%
+5%
10%
20%
Greater than 20%
0%
99%
0%
0%
0%
52%
17%
7%
22%
0%
33%
23%
43%
0%
0%
0%
78%
3%
6%
12%
19%
79%
0%
0%
0%
41%
27%
32%
0%
0%
47%
16%
4%
30%
0%
8%
91%
0%
0%
0%
28%
10%
57%
0%
0%
1%
99%
0%
0%
0%
22%
55%
9%
14%
0%
16%
82%
0%
0%
0%
25%
18%
55%
0%
0%
0%
99%
0%
0%
0%
16%
13%
63%
0%
0%
7%
93%
0%
0%
0%
14%
80%
0%
0%
0%
26%
43%
12%
17%
0%
27%
32%
40%
0%
0%
32%
52%
0%
15%
0%
37%
30%
32%
0%
0%
17%
81%
0%
0%
0%
29%
19%
49%
0%
0%
22%
45%
12%
9%
11%
23%
21%
46%
0%
0%
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50%
45%
40%
35%
30%
25%
20%
15%
10%
5%
0%
Less than Between Between Between Between Greater
-20% -5% and - -5% and 5% and 10% and than 20%
20%
5%
10%
20%
Unmitigate shift

Use of Differential

Figure 12 - The effect of differential rating on the change in rates across residential
ratepayers associated with a shift to CV

Transition to LV
The application of the differentials did little to manage the changes in residential rates associated
with a shift to LV. While the overall number of properties experiencing an increase of greater
than 20 per cent decreased, the results for some councils were less favourable. Unlike the
results outlined for the stage one sensitivity analysis, all councils have greater than 10 per cent of
residential properties experiencing an increase in rates of over 20 per cent.
Figure 13 shows the impact of using eight differentials across all Councils. The proportion of
residential ratepayers that experience a rate decrease of greater than 20 per cent decreased
from 28 per cent to 27 per cent and the proportion of ratepayers that experience an increase
of greater than 20 per cent decreased from 25 to 20 per cent (36,365 properties).
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Table 12 - Mitigated 2011-12 residential rates shift under LV
Mitigated LV - Residential
Between -5% and Between -5% and Between 5% and Between 10% and Greater than
Ratepayers
Less than -20%
-20%
+5%
10%
20%
20%
Break O'Day Council
18%
16%
39%
4%
6%
17%
Burnie City Council
28%
20%
15%
6%
8%
23%
Central Coast Council
31%
21%
12%
5%
8%
24%
Central Highlands Council
3%
7%
74%
1%
3%
13%
Circular Head Council
36%
13%
10%
4%
7%
30%
Clarence City Council
33%
15%
11%
7%
13%
22%
Derwent Valley Council
30%
31%
9%
3%
6%
20%
Devonport City Council
21%
21%
16%
8%
12%
21%
Dorset Council
47%
8%
5%
3%
6%
31%
Flinders Council
33%
15%
23%
2%
3%
24%
Glenorchy City Council
19%
17%
20%
11%
19%
14%
Hobart City Council
28%
19%
15%
7%
11%
21%
Huon Valley Council
31%
20%
11%
5%
8%
25%
Kentish Council
17%
15%
38%
3%
6%
21%
King Island Council
32%
22%
13%
6%
7%
22%
Kingborough Council
11%
29%
26%
9%
12%
13%
Latrobe Council
35%
21%
10%
5%
8%
22%
Launceston City Council
27%
27%
15%
6%
8%
16%
Meander Valley Council
25%
20%
14%
7%
13%
22%
Northern Midlands Council
24%
24%
21%
4%
7%
20%
Southern Midlands Council
35%
17%
12%
3%
7%
25%
Tasman Council
30%
19%
12%
5%
9%
24%
Waratah-Wynyard Council
29%
27%
12%
4%
7%
22%
West Coast Council
36%
36%
6%
1%
2%
19%
West Tamar Council
28%
24%
12%
4%
7%
24%

30%
25%
20%
15%
10%
5%
0%
Less than - Between - Between 20%
5% and - 5% and 5%
20%
Unmitigate shift

Between
5% and
10%

Between
10% and
20%

Greater
than 20%

Use of Differential

Figure 13 - The effect of differential rating on the change in rates across residential
ratepayers associated with a shift to LV

Conclusions for Residential Properties
Shifts for residential ratepayers can be very successfully mitigated using the application of a
differential rate model under CV. Rate shifts under CV are minimal in all but eight councils.
Further analysis of the data in each of these eight councils and/or the application of a rate
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increase cap in conjunction with differential rates would be likely to reduce these shifts to within
reasonable levels.
Shifts under LV would be substantially more challenging to mitigate with differential rating due
to the disparate distribution of the change in rates. A significant proportion of ratepayers in
every council would experience increases of greater than 20 per cent. Further treatment of the
underlying shifts under LV would be required in all councils.

Primary Production Ratepayers
The application of the differential model was highly successful in mitigating shifts for primary
production ratepayers under CV. As in other rate classes it was less successful for LV due to
the disparate rating outcomes on this valuation base.

Transition to CV
The application of the differential model would be almost wholly successful in treating shifts
under CV. Under this model:
 Twenty one councils would experience a maximum increase of no more than 5 per cent
for primary production ratepayers under CV (up from six councils compared to
unmanaged shifts);
 Only one council, Glenorchy City Council, would see an increase of more than 20 per
cent for some primary production ratepayers under CV (down from eight councils
under existing rating policies);
 Only three councils (Brighton, Clarence City and West Tamar Councils) would
experience an increase of between 10-20 per cent. While Clarence City Councils’
increase could be managed with a rate increase cap, shifts in Brighton and West Tamar
may require further treatment with, respectively, 54 and 96 per cent of primary
production ratepayers between 10 and 20 per cent.
Figure 14 shows the impact of using eight differentials across all councils. The proportion of
primary producers that experience a rate decrease of greater than 20 per cent increased from
0.6 per cent to 0.7 per cent and the proportion of ratepayers that experience an increase of
greater than 20 per cent decreased from 9 per cent to 0.01 per cent (two properties).
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Table 13 - Mitigated 2011-12 primary producer rates shift under CV
Mitigated Primary
Production CV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5% Between -5%
Between 5% Between 10% Greater than
Less than -20% and -20%
and +5%
and 10%
and 20%
20%
0%
0%
100%
0%
0%
0%
0%
1%
99%
0%
0%
0%
0%
0%
99%
0%
0%
0%
0%
0%
100%
0%
0%
0%
0%
0%
100%
0%
0%
0%
3%
3%
91%
0%
3%
0%
1%
0%
99%
0%
0%
0%
3%
0%
0%
97%
0%
0%
0%
0%
100%
0%
0%
0%
0%
0%
100%
0%
0%
0%
1%
0%
99%
0%
0%
1%
0%
0%
100%
0%
0%
0%
1%
1%
98%
0%
0%
0%
0%
0%
100%
0%
0%
0%
0%
0%
100%
0%
0%
0%
0%
1%
98%
0%
0%
0%
0%
0%
100%
0%
0%
0%
0%
1%
99%
0%
0%
0%
0%
0%
100%
0%
0%
0%
0%
0%
99%
0%
0%
0%
0%
0%
100%
0%
0%
0%
1%
2%
97%
0%
0%
0%
0%
0%
100%
0%
0%
0%
2%
0%
98%
0%
0%
0%
1%
0%
99%
0%
0%
0%
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Figure 14 - The effect of differential rating on the change in rates across primary
production ratepayers associated with a shift to CV

Transition to LV
Under LV, the use of differentials only had limited impacts on the proportion of primary
production ratepayers with shifts over 20 per cent. All councils still exhibited very substantial
shifts for primary producers. With the exception of Hobart City Council (which has only one
primary producer), all councils would have at least a proportion, generally a significant
proportion, of ratepayers with shifts of more than 20 per cent.
Figure 15 shows the impact of using eight differentials across all councils. The proportion of
primary producers that experience a rate decrease of greater than 20 per cent, increased from
7 per cent to 15 per cent and the proportion of ratepayers that experience an increase of
greater than 20 per cent, decreased from 61 per cent to 27 per cent.
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Table 14 - Mitigated 2011-12 primary producer rates shift under LV
Mitigated LV - Primary
Production
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5% and - Between -5% and Between 5% and Between 10% and
Less than -20%
20%
+5%
10%
20%
Greater than 20%
10%
12%
53%
5%
11%
9%
19%
15%
11%
6%
9%
39%
18%
15%
15%
7%
9%
38%
7%
13%
43%
6%
16%
14%
12%
15%
24%
7%
31%
12%
23%
10%
10%
6%
3%
48%
17%
9%
14%
6%
14%
41%
12%
9%
9%
9%
10%
51%
13%
15%
21%
7%
26%
18%
9%
21%
40%
5%
12%
14%
23%
14%
9%
0%
5%
50%
0%
0%
100%
0%
0%
0%
25%
11%
17%
4%
8%
35%
14%
15%
35%
4%
9%
23%
10%
14%
15%
13%
46%
2%
12%
15%
17%
7%
19%
30%
12%
15%
24%
7%
15%
28%
18%
17%
9%
7%
24%
24%
17%
16%
17%
6%
11%
33%
13%
15%
24%
9%
17%
22%
20%
15%
18%
5%
10%
33%
14%
12%
14%
8%
18%
34%
15%
17%
17%
5%
18%
28%
9%
7%
18%
22%
40%
4%
25%
12%
8%
5%
5%
46%
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Figure 15 - The effect of differential rating on the change in rates across primary
production ratepayers associated with a shift to LV
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Commercial and Industrial Ratepayers
The application of the simple differential model did not mitigate, but rather exacerbated shifts
for both commercial and industrial ratepayers in all councils under CV and LV.

Transition to CV
The application of the differential model exacerbated rating shifts under CV, increasing the
number of councils, with at least 10 per cent of commercial ratepayers with increases of over
20 per cent, from nine to twenty four. West Tamar Council was an exception with no
commercial ratepayers experiencing more than 20 per cent increase.
Figure 16 shows the impact of using 8 differentials across all Councils. The proportion of
commercial ratepayers that experience a rate decrease of greater than 20 per cent decreased
from 66 per cent to 9 per cent and the proportion of ratepayers that experience an increase of
greater than 20 per cent increases from 8 per cent to 26 per cent (2,154 properties).
Industrial ratepayers experienced similar outcomes under the model with at least 10 per cent of
ratepayers in twenty two councils (an increase from 5 councils) with at least 10 per cent of
industrial ratepayers experiencing increases of greater than 20 per cent. Central Coast and
West Tamar industrial ratepayers exhibited increases above 10 per cent. Only Central
Highlands Council exhibited no increases of over 5 per cent for industrial ratepayers.
Figure 17 shows the impact of using eight differentials across all councils. The proportion of
industrial ratepayers that experience a rate decrease of greater than 20 per cent, decreased
from 69 per cent to 8 per cent and the proportion of ratepayers that experience an increase
greater than 20 per cent increases from 5 per cent to 17 per cent (483 properties).
Table 15 - Mitigated 2011-12 commercial rates shift under CV

Mitigated Commercial CV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Less than -20%
10%
2%
5%
17%
8%
6%
13%
5%
18%
7%
4%
2%
10%
11%
14%
5%
4%
2%
16%
16%
10%
22%
8%
19%
7%

Between -5%
Between -5% Between 5% and
and -20%
and +5%
10%
25%
21%
4%
21%
37%
8%
41%
19%
3%
23%
19%
0%
23%
28%
7%
13%
19%
7%
35%
7%
6%
29%
20%
9%
37%
10%
3%
25%
18%
11%
14%
17%
10%
10%
21%
13%
5%
51%
2%
32%
23%
5%
31%
4%
4%
33%
30%
5%
22%
43%
4%
17%
25%
24%
21%
23%
4%
28%
9%
2%
38%
6%
4%
7%
4%
0%
44%
22%
6%
23%
15%
5%
55%
21%
0%

Between 10%
and 20%
2%
12%
4%
4%
5%
9%
9%
11%
2%
7%
14%
26%
16%
3%
12%
11%
2%
6%
7%
4%
18%
4%
2%
10%
6%

Greater than
20%
38%
20%
29%
37%
30%
45%
31%
26%
28%
32%
41%
27%
16%
27%
35%
17%
24%
25%
29%
42%
24%
64%
19%
28%
11%
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Figure 16 - The effect of differential rating on the change in rates across commercial
ratepayers associated with a shift to CV

Table 16 - Mitigated 2011-12 industrial rates shift under CV
Mitigated Commercial LV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Less than - Between -5% Between -5%
20%
and -20%
and +5%
28%
14%
19%
16%
10%
9%
26%
12%
10%
21%
15%
10%
20%
7%
7%
6%
2%
2%
22%
10%
7%
18%
10%
8%
33%
10%
9%
25%
7%
7%
16%
8%
6%
16%
12%
4%
20%
8%
17%
10%
18%
10%
24%
10%
6%
7%
7%
6%
14%
15%
11%
27%
7%
11%
12%
4%
5%
23%
14%
6%
25%
10%
10%
35%
16%
5%
26%
12%
6%
38%
14%
5%
16%
8%
14%

Between 5%
Between 10%
Greater
and 10%
and 20%
than 20%
4%
4%
31%
3%
5%
57%
5%
7%
41%
4%
4%
46%
2%
5%
59%
1%
2%
86%
4%
5%
51%
4%
7%
54%
2%
3%
42%
7%
7%
46%
3%
4%
63%
2%
5%
61%
4%
7%
43%
4%
10%
48%
4%
2%
55%
2%
8%
70%
6%
10%
45%
10%
6%
39%
3%
5%
71%
3%
6%
49%
3%
3%
49%
7%
12%
25%
6%
8%
42%
3%
5%
35%
5%
5%
53%
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Figure 17 - The effect of differential rating on the change in rates across industrial
ratepayers associated with a shift to CV

Transition to Land Value
The application of the differential model exacerbated rating shifts under LV. The number of
councils, with at least 10 per cent of commercial ratepayers experiencing shifts of over 20 per
cent, increased from eleven to twenty four councils. West Tamar Council was an exception
with less than 3 per cent of commercial ratepayers experiencing more than 20 per cent.

Figure 18 - The effect of differential rating on the change in rates across commercial
ratepayers associated with a shift to LV

Figure 19 shows the impact of using 8 differentials across all councils. The proportion of
commercial ratepayers that experience a rate decrease of greater than 20 per cent decreased
from 51 per cent to 24 per cent and the proportion of ratepayers that experience an increase
of greater than 20 per cent increased from 24 per cent to 54 per cent (4,231 properties).
Industrial ratepayers experienced similar outcomes under the model, with twenty four councils
exhibiting increases of greater than 20 per cent (an increase from 16 councils). Only Central
Highlands Council’s shifts were resolved under the model with no increases of over 5 per cent.
Figure 19 shows the impact of using eight differentials across all councils. The proportion of
industrial ratepayers that experience a rate decrease of greater than 20 per cent decreased
from 47 per cent to 20 per cent and the proportion of ratepayers that experience an increase
of greater than 20 per cent increased from 26 per cent to 50 per cent (1,429 properties).
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Table 17 - Mitigated 2011-12 commercial rates shift under LV
Mitigated Commercial LV
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Less than - Between -5% Between -5%
20%
and -20%
and +5%
28%
14%
19%
16%
10%
9%
26%
12%
10%
21%
15%
10%
20%
7%
7%
6%
2%
2%
22%
10%
7%
18%
10%
8%
33%
10%
9%
25%
7%
7%
16%
8%
6%
16%
12%
4%
20%
8%
17%
10%
18%
10%
24%
10%
6%
7%
7%
6%
14%
15%
11%
27%
7%
11%
12%
4%
5%
23%
14%
6%
25%
10%
10%
35%
16%
5%
26%
12%
6%
38%
14%
5%
16%
8%
14%

Between 5%
Between 10%
Greater
and 10%
and 20%
than 20%
4%
4%
31%
3%
5%
57%
5%
7%
41%
4%
4%
46%
2%
5%
59%
1%
2%
86%
4%
5%
51%
4%
7%
54%
2%
3%
42%
7%
7%
46%
3%
4%
63%
2%
5%
61%
4%
7%
43%
4%
10%
48%
4%
2%
55%
2%
8%
70%
6%
10%
45%
10%
6%
39%
3%
5%
71%
3%
6%
49%
3%
3%
49%
7%
12%
25%
6%
8%
42%
3%
5%
35%
5%
5%
53%
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Figure 18 - The effect of differential rating on the change in rates across commercial
ratepayers associated with a shift to LV
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Table 18 - Mitigated 2011-12 industrial rates shift under LV
Mitigated LV - Industrial
Ratepayers
Break O'Day Council
Burnie City Council
Central Coast Council
Central Highlands Council
Circular Head Council
Clarence City Council
Derwent Valley Council
Devonport City Council
Dorset Council
Flinders Council
Glenorchy City Council
Hobart City Council
Huon Valley Council
Kentish Council
King Island Council
Kingborough Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Southern Midlands Council
Tasman Council
Waratah-Wynyard Council
West Coast Council
West Tamar Council

Between -5%
Between -5%
Between 5% and
Less than -20% and -20%
and +5%
10%
8%
8%
47%
5%
13%
9%
5%
5%
14%
5%
6%
4%
0%
0%
100%
0%
8%
4%
3%
5%
19%
8%
7%
9%
3%
0%
3%
3%
14%
6%
6%
5%
27%
3%
7%
2%
29%
14%
14%
14%
19%
10%
12%
3%
20%
14%
12%
5%
14%
7%
5%
1%
0%
9%
0%
0%
15%
0%
15%
0%
21%
20%
7%
3%
23%
6%
3%
4%
24%
16%
8%
4%
17%
8%
8%
2%
10%
4%
34%
2%
33%
0%
11%
22%
14%
14%
14%
0%
20%
7%
8%
3%
32%
10%
6%
7%
20%
8%
5%
0%

Between 10% Greater than
and 20%
20%
8%
22%
12%
57%
10%
61%
0%
0%
5%
76%
8%
49%
0%
90%
7%
62%
0%
62%
0%
29%
10%
46%
7%
43%
2%
71%
0%
91%
0%
70%
6%
44%
6%
58%
6%
42%
8%
55%
3%
47%
0%
33%
0%
57%
3%
59%
3%
41%
5%
63%

50%
45%
40%
35%
30%
25%
20%
15%
10%
5%
0%
Less than 20%

Between - Between - Between
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20%
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Figure 19 -The effect of differential rating on the change in rates across industrial
ratepayers associated with a shift to LV
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General Observations from the Application of Differential Rates
The application of the eight land-use differentials, demonstrates that, with the exception of
commercial and industrial ratepayers, most significant impacts associated with a transition to CV
can be mitigated through the use of simple differential rates.
While the model considered the use of eight differential rates, it is expected that most councils
could reasonably manage most shifts by using a smaller number of differentials. For example, in
Dorset Council, the model generated a very similar rate in the dollar for public, recreational,
vacant land and residential properties. It may, therefore, be considered appropriate by this
Council to set one rate across these properties, thereby reducing the complexity of the rates
resolution.
Significant shifts remain for all land-use categories if the State transitioned to LV. The resultant
redistribution of rates demonstrated in the modelling would continue to apply in the
subsequent years (subject to fluctuations in the underlying LV valuation base after
implementation) until such time as a council changed its rating policy.
While rate caps can be utilised in the initial years of a rate base change to help ease transition
to mitigate the degree of rating shift experienced by ratepayers, in some circumstances this tool
cannot effectively mitigate rating shifts. The modelling on the shifts under the LV valuation base
demonstrated that the shifts created in the year of introduction were not able to be sufficiently
redistributed amongst ratepayers to limit them to a sustainable increase (for example no more
than a 15 per cent increase on the previous year). This was both because of the number of
ratepayers experiencing the increase and the scale of the increases involved (which for many
ratepayers was in the region of increases of up to 180 per cent). Additionally, the impact of the
shifts amongst different ratepayer groups were dispersed and did not lend themselves to
mitigation through the application of targeted differential rating.
Independent Consultants, Orion Consulting Pty Ltd (Orion) conducted its own modelling of
valuation base outcomes in Tasmania and undertook peer review of the Government’s model.
The analysis confirmed that ‘the impacts of a change to LV are much greater than for a change to
CV.12’
The remaining shifts of over 20 per cent for large proportions of commercial and industrial
ratepayers may require further consideration on a council by council basis.
The next section of the report explores treatment of shifts in the commercial and industrial
categories and for councils wishing to further mitigate shifts for specific classes of ratepayers.

POTENTIAL FOR FURTHER
AVAILABLE RATING TOOLS

MANAGEMENT

WITH

THE

Treating Shifts with Differentials by OVG Sub-Classifications
The LG Act outlines the range of categories that can be used to differentially rate properties. It
would be possible to enable councils (through a minor regulatory amendment to the Local
Government (General) Regulations 2005) to differentially rate based on a more detailed OVG
category level. This tool would be more effective for some councils than others, depending on

Peer Review Rate Modelling, Orion Consulting Pty Ltd, October 2011
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how closely the distribution of shifts amongst ratepayers aligns with the different OVG
categories.
Currently, there has not been a high take-up of differential rating in Tasmania, and those
councils which use this approach have relatively few differential rating categories.

Case Study – The application of sub-classification differential rates to Commercial
and Industrial categories in Dorset and Kingborough Councils.
Orion analysed the potential to mitigate shifts associated with a transition to CV using five
differential commercial rates three differential industrial rates (by different OVG code
categories). This analysis demonstrated that improved outcomes could be achieved following
the application of differentials by property classification codes.
 Commercial - In Kingborough Council, the proportion of commercial ratepayers with an
increase above 20 per cent under a simple differential model was reduced from 16 per
cent to 5.7 per cent through the application of differentials by sub-classification. In
Dorset Council, the proportion of commercial ratepayers with an increase greater than
20 per cent was reduced from 28 per cent to 13 per cent through the application of
differentials by sub-classification.
 Industrial - In Kingborough Council, the percentage of industrial ratepayers with an
increase greater than 20 per cent was reduced from 16 per cent to 15.9 per cent. In
Dorset Council, the proportion of commercial ratepayers with an increase greater than
20 per cent was reduced from 33 per cent to 25 per cent.
 After application of the differentials by sub-classification:
- in Kingborough Council, 87 per cent of the proportion of Commercial and 80
per cent of Industrial are in the range –15 per cent to +15 per cent.
- in Dorset Council, 73 per cent of Commercial and 42 per cent of Industrial are
in the range of –15 per cent to +15 per cent.
The results of Orion’s case study analysis demonstrate the potential for sub-classification
differentials to further mitigate shifts associated with changing the rate base. The steering
committee notes that the proportion of industrial ratepayers that would experience a significant
increase in Dorset is substantial and may require further analysis. Orion’s report flagged the
potential for application of additional sub-classification differentials (noting that the Orion case
study only modelled three sub-classification differential rates).

Differential Rates By Locality
The State Government’s model enables the potential treatment of shifts through the application
of differential rates by locality. Councils are currently able to apply differential rating by locality
under Section 107 of the LG Act.
However, the State Government’s analysis of locational distribution of rates shifts revealed that
where councils exhibited extreme shifts within a ratepayer class – this disparity was also
exhibited within ratepayer classes analysed by location, thereby limiting the potential for shift
management by differential rates based on locality for most councils.
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A case study analysis conducted by Orion of the valuation data found that shifts for ratepayers
were no less disparate when analysed by locality – thus limiting the efficacy of the use of
differential rating by locality to mitigate these shifts.
Orion’s analysis of the rate outcomes at the locality level for Dorset and Kingborough Council’s
found:
Differential rating by location does not appear to offer a major tool to mitigate the
change in valuation base. However, it would be a useful tool for councils to be
able to apply for circumstances where the valuations do not reflect the level of
Council services in discrete communities.
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Minimums and Fixed Charges
Councils can currently apply either minimums or fixed charges under the LG Act. These tools
change the distribution of the rates burden amongst low to high value property owners. These
tools can be utilised by councils to ensure that low-value property contribute equitably to the
overall revenue requirements of a council. Access Economics considered the use of these tools
and found:
‘Application of minimums often results in some (or many) owners of low value
properties paying a disproportionate share of the costs of service provision.’
While minimums can be a useful tool for councils needing to mitigate substantial rates
decreases in low value properties and substantial increases for high value properties, councils
should be aware that the application of minimums in this scenario is regressive and is effectively
shifting a higher proportion of the rating burden back to low value property owners.
Access Economics recommended the use of fixed charges over minimums. Fixed charges can
moderate the degree of exposure to change in valuations. However, the introduction of a fixed
charge can create rating volatility in the year of introduction, particularly for mid-range property
values. For this reason, rate increase caps are often utilised to mitigate shifts in the year of
introduction of a fixed charge.
Orion’s analysis highlighted that the application of a fixed charge would moderate the degree of
exposure to change in valuations (as a result of a change of valuation base) and could therefore
be a useful tool in the year of a transition of valuation base.

Caps
Rate Increase Caps are provided for under the LG Act to enable councils to limit the annual
rate increase of any individual ratepayer within classes of ratepayers.
Access Economics specifically recommends the use of rate increase caps as part of the
transitional strategy to successfully mitigate shifts arising from a change of valuation base. It is
stressed, however, that councils should not view rate caps as a medium or long terms strategy
for reducing the impact of rates policies on ratepayers as they can undermine the integrity of
the rating system over time.
The most significant difficulty with the use of rate caps is that the revenue that would otherwise
be collected needs to be redistributed across other ratepayers. The larger proportion of
ratepayers that benefit from a rates cap, the more difficult it becomes to redistribute the
revenue across other ratepayers. Furthermore, if a rate cap is set too low during a transition to
a new rates policy, some ratepayers may be perpetually caught on the rates cap, thereby
undermining the overall integrity of the policy.
The effectiveness of rate increase caps could be improved by allowing councils to apply ‘collars’
limiting the maximum annual rate decrease that can be experienced by any individual ratepayer
(as well as increase). This would increase the revenue pool that is available to councils to
support the application of rate increase caps without negatively impacting on the council’s
annual revenue requirements. Collars have been effectively used to manage fluctuations arising
from valuation changes to the Tasmanian State Fire Levy as well as in other jurisdictions.
However, the tool was not recommended by Access Economics.
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Orion’s analysis highlighted that the application of a 15 per cent cap would be of significant
assistance to councils in managing a transition to a new valuation base for rating where there
are levels of change between 30 per cent to 45 per cent when applied for two to three years.
The main groups demonstrating shifts at this level are commercial and industrial rate classes.
The Steering Committee notes that collars could be a potential additional tool to assist councils
should it be required in the future.

Valuation Banding
The State Government’s model supported an analysis of the impacts of differential rating for
different ranges of CVs (valuation banding). This rating tool is not currently available under the
LG Act however it is used in some other jurisdictions (eg Qld).
Orion found that valuation banding (particularly when coupled with higher minimum rates) had
limited capacity to reduce rating volatility associated with a transition to an alternate rates base.
Orion modelled three options for differential commercial and industrial rates by valuation band,
and benchmarked these against a standard rate across all properties in that category. Orion
found that:
Although it would be possible to mitigate much of the large average variations
from a change in valuation methods by using valuation bands, it would not
materially reduce the proportion of commercial and industrial properties affected
by the change in valuation method…The wide range of the rental yields in all
commercial and industrial valuation ranges means that valuation banding for
commercial and industrial properties has negligible benefit.

Averaging or phasing
Some jurisdictions allow councils to phase in, or average, property values over a period of time.
This means that the impact on ratepayers is minimised following significant increases in property
value following a revaluation. For example, this tool has been useful in other jurisdictions:
 In WA, rental values for all land that has increased in value can be phased in over a
three-year period (although only a very small percentage of councils use this rating tool).
 In Qld, councils have the option to average property values over the previous two or
three years, again to minimise any impact on ratepayers where property values have
increased substantially.
 In the ACT, the property value used for the calculation of rates is the average of the
previous three years’ values.
The introduction of this tool could be considered for future use in Tasmania.
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CONCLUSIONS:
POTENTIAL
TO
MANAGE/MITIGATE
TRANSITIONAL SHIFTS FROM AAV TO CV WITH EXISTING
RATING TOOLS
The potential to manage/mitigate transitional shifts from AAV to CV with existing rating tools
was modelled by the State Government and independently by Orion Consulting Pty Ltd. This
analysis demonstrated the following:
 Substantial transitional shifts could be expected for the majority of councils within the
residential, primary production, commercial and industrial categories under a shift from
AAV to CV if council’s maintained their existing rating policies.
 Councils may need to adapt their rating policies to manage the shifts arising from a
transition from AAV to CV appropriately.
 Analysis of the application of a simple differential model (Stage two) demonstrates that
these shifts can be mitigated for the majority of councils for both residential and primary
production rate classes. It also demonstrated that the application of a single differential
rate to the commercial rate class and a single differential rate to the Industrial Rate
Classes will not be sufficient to mitigate shifts for the majority of councils.
 Shifts within the Industrial and Commercial Rate Classes will require further management
through treatment, determined on a case by case basis through rate modelling by
individual councils.
 Analysis of the effectiveness of the available rating tools under the LG Act in further
mitigating the shifts for commercial and industrial rate classes (and other classes as
required by councils on a case by case basis) indicates that:
- The use of multiple differential rates within rate classes by OVG sub-classification
code can reduce rating shifts further.
- Rate increase caps provide an effective transitional tool to manage a change of
valuation base by limiting the annual increase borne by any individual ratepayer
within a rate class. This rate tool was specifically recommended by Access
Economics for use in such a transition.
- Fixed charges may assist councils in reducing the impacts of a transition to an
alternate base by reducing the proportion of the rate that is driven by the
property value.
The Steering Committee considers the shifts arising from a transition from AAV to CV could be
managed by the majority of councils for most ratepayer classes with the existing rating tools
available under the LG Act without significant impacts on most ratepayers. Councils would,
however, need to have access to the appropriate information and training in using the tools to
manage the particular type of shifts occurring in their council area.
Some councils, may require support in the form of new software, training for both staff and
councillors, and peer support and guidance to provide them with the capability to utilise the full
range of tools available under the LG Act to manage transitional shifts. This software and
training is readily available commercially.
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Merits of Alternate Valuation
Base
Key Points
The Steering Committee agrees with the findings of the Access Economics Report
that in a comparison of the relative policy merits of the valuation bases:
 Tasmania’s AAV model performs least effectively against the evaluation
criteria;
 CV performs best against the principles of equity, particularly capacity-topay considerations, sustainability and clarity for ratepayers; and
 LV performs best against principles of economic efficiency and
administrative simplicity.
Most commonly in other jurisdictions, LV or CV are the valuation bases used for
rating purposes or alternatively, a jurisdiction may utilise different valuation bases
for different land use categories. See Appendix B for information about valuation
approaches in other jurisdictions.
CONSIDERATION OF THE THREE BASES AGAINST THE
PRINCIPLES OF TAXATION
The Steering Committee considered the findings of the Access Economics Report in regard to
the performance of each of the three valuation bases against the principles of taxation.
The Steering Committee also considered additional information including information from:
 the OVG about the market movement revaluations of the three valuation bases over
the past revaluation cycle; and
 councils and the community about the level of community understanding of the
respective valuation bases.
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Volatility (Rating fluctuations) and Sustainability
The sustainability principle of taxation considers both the capacity to continue to generate
revenues and the long-term performance of a model in delivering revenues that accord to
sound rating principles. A sustainable rating model would be one that is adaptable to different
market conditions yet experiences limited volatility.
Table 19 illustrates the market movements (market change) of the three valuation bases in
Tasmania over the past revaluation cycle. The table demonstrates that:
 LV has shown the greatest percentage change from revaluation year to revaluation year;
 CV is the base demonstrating the second greatest level of market change from
revaluation year to revaluation year; and
 AAV shows generally the least percentage change from revaluation year to revaluation
year. However, AAV has shown the highest level of percentage change in terms of
change from the adjusted values in the revaluation year.
Access Economics found that although AAV would usually be the most stable base, the impact
of the 4 per cent Rule significantly reduced this stability. Access Economics found that LV was
the least stable base for rating, as it is in the underlying LV where the majority of movements in
CV are generated. LV however, does provide uniformity and consistency between properties,
streets and localities when built improvements are excluded.
Table 19 shows the percentage change from one revaluation to another (6 year period) for
each of LV, CV and AAV as well as the comparative Adjusted Values for that same period.
Market-based Adjustment Factors are determined annually by the Valuer-General for LV and
every two years for AAV. An Adjustment Factor is a factor that is used to adjust the levels of
values of all properties in a locality and class, based on broad market movements. An
Adjustment Factor is not a valuation. The Adjustment Factor schedule is gazetted in March
each year. Councils are currently provided with the adjusted AAV data and a copy of the
schedule.
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REVALUATION SUMMARY –of
ALL LV,
MUNICIPALITIES
Table 19 - Change at revaluations
CV and AAV.
MUNICIPALITY

LAST REVAL

LV % CHANGE

REVAL DATE

Revaluation

CV % CHANGE

From Adjusted
Values

Revaluation

AAV % CHANGE

From Adjusted
Values

Revaluation

18

From Adjusted
Values

KING ISLAND

1 OCT 2005

1 JULY 2010

29

7

21

3

FLINDERS ISLAND

1 OCT 2005

1 JULY 2010

12

-4

10

0

10

(5)
4

WARATAH- WYNYARD

1 OCT 2004

1 JULY 2010

56

13

40

10

38

20

LAUNCESTON

1 OCT 2004

1 JULY 2010

44

17

38

18

36

25

DORSET

1 OCT 2004

1 JULY 2010

33

-18

25

-3

24

0

GLAMORGAN-SPRING BAY

1 OCT 2004

1 JULY 2010

11

5

11

1

12

7

SORELL

1 OCT 2003

1 JULY 2010

140

24

83

23

71

57

TASMAN

1 OCT 2005

1 JULY 2010

35

23

32

28

34

33

GLENORCHY

1 OCT 2004

1 JULY 2010

82

21

41

17

42

29

DERWENT VALLEY

1 OCT 2005

1 JULY 2010

71

21

37

23

34

29

HOBART

1 JULY 2001

1 OCT 2008

214

27

132

12

80

43

KINGBOROUGH

1 DEC 2002

1 OCT 2008

233

26

129

22

80

47

HUON VALLEY

1 OCT 2002

1 OCT 2008

228

12

144

10

102

36

SOUTHERN MIDLANDS

1 JAN 2002

1 OCT 2008

143

17

116

14

91

26

CENTRAL HIGHLANDS

1 OCT 2003

1 OCT 2008

94

36

70

23

67

23

WEST COAST

1 OCT 2003

1 OCT 2008

210

13

112

21

50

19

DEVONPORT

1 SEPT 2003

1 OCT 2008

98

37

45

23

39

20

LATROBE

1 DEC 2002

1 OCT 2008

184

31

116

15

85

22

KENTISH

1 OCT 2003

1 OCT 2008

115

19

67

13

57

32

BREAK O'DAY

1 OCT 2000

1 OCT 2006

276.09

-

162.65

-

110.68

-

BRIGHTON

1 OCT 1999

1 OCT 2006

210.58

-

140.20

-

72.81

-

BURNIE

1 DEC 2002

1 OCT 2006

141.08

-

79.47

-

43.42

-

CENTRAL COAST

1 SEPT 1999

1 OCT 2006

194.98

-

136.06

-

74.76

-

CIRCULAR HEAD

1 SEPT 1999

1 OCT 2006

154.71

-

106.14

-

71.46

-

CLARENCE

1 SEPT 2000

1 OCT 2006

205.73

-

135.06

-

71.25

-

GEORGE TOWN

1 AUG 1999

1 OCT 2006

326.35

-

136.92

-

80.10

-

MEANDER VALLEY

1 NOV 1998

1 OCT 2006

193.97

-

119.77

-

63.49

-

NORTHERN MIDLANDS

1 OCT 1999

1 OCT 2006

223.64

-

141.92

-

89.54

-

WEST TAMAR

1 OCT 2000

1 OCT 2006

243.40

-

131.15

-

71.81

-

Source: OVG, 2013
The comparative volatility of the three valuation bases is charted below on a revaluation to
revaluation basis (ie 6 years), excluding adjusted values. Note that if adjustment factors are
taken into consideration, the volatility of each valuation base is likely to be reduced.
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Figure 20 - Change in rate base 1998-2006. Source: DoLG from statistics provided by
the OVG.
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Figure 21 - Change in rate base 2001-2008. Source: DoLG from statistics provided by
the OVG.
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Figure 22 - Change in rate base 2004-2010. Source: Division of Local Government from
statistics provided by the OVG.

Equity Principle: Capacity-to-pay and Benefit
One of the key principles underpinning the existing rating framework is the principle of equity.
This principle includes consideration of both the capacity of the ratepayer to pay and the
benefits received by the ratepayer. Thus the equity principle of taxation includes two elements
– capacity-to-pay and shared benefit. The equity principle also considers that individuals who
are able to bear the most burden of the tax should pay the most tax.

Capacity to Pay
Division of Local Government
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For the purposes of rates, people with higher-value properties are considered to have a greater
capacity-to-pay than those with lower-value properties. This presumption is based not only on
consideration of current or existing income, but on a notion of income over a lifetime – the
notion of ‘wealth’. Wealth reflects the wealth in terms of the value of a home as an asset.
Both market rent AAV and CV are considered to perform best as a proxy for ratepayers’
‘capacity-to-pay’ rates. Indeed, these two valuation bases have historically been closely aligned.
However, the specific characteristics of the Tasmanian property market, have resulted in AAVs
and CVs becoming dissociated.
LV on the other hand is the valuation base considered to be most dissociated from ‘wealth’ in
the form of property-related assets which are a key indicator of capacity-to-pay. While LV
reflects the value of the underlying land base including location, it does not include the value of
the home or asset that is built on it. Rating on LV may result in similar levels of rates being
levied on a one-bedroom dwelling on a large block of land as are applied to a six bedroom,
two bathroom, two garage home on a similar block of land if the underlying LV was
comparable.
It is recognised that property value does not always reflect capacity to pay. For example, low
income families or individuals (such as people on a pension) may continue to live in a ‘family
home’ that has appreciated in value.
Dealing with ratepayers unreasonably impacted by increasing value of property can be managed
through council rebate policies. Under section 129 of the LG Act, a council may rebate a
proportion of rates to a class of ratepayers, including where rates based on property value
cause financial hardship.
Council and State Government policies also account for the circumstances of many pensioners
who may own properties that have appreciated markedly in value, but whose incomes have
reduced in retirement and are accordingly ‘asset rich and cash poor’. The State Government
has taken measures to address this issue of pensioner’s capacity to pay rates by providing
annual rates rebates to pensioners under the under the Local Government (Rates and Charges
Remission) Act 1991 of up to 30 per cent. Concessions are also provided for this group of
ratepayers by the SFC - 20 per cent (of the fire levy service rate) and by some councils.
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Benefit
Rates support at least some of the value that councils contribute generally to the broader
community, for example, roads, storm-water, parks, gardens, community facilities and other
infrastructure and services. Rates therefore deliver important public goods.
Not all individuals use public or semi-public goods equally. While it is generally accepted that it
is not practical or possible to limit their use to those who pay, there is value in seeking to
construct taxation systems that are more heavily weighted towards those sections of the
‘public’ that receive greater benefits from the public goods.
While local government rating in Tasmania is a system of taxation and is underpinned by the
principle of a ratepayers’ capacity-to-pay, in practice, the majority of councils are applying a
rating policy which combines the capacity-to-pay principle with the benefit or fee-for-service
principles. The application of fixed charges and service charges, for waste management and
storm water services is one example of a fee-for service approach. Also, councils generally
fund other private services through user-pays charges, such as planning application fees and
parking fees.
The benefits from council services and improvements, for example landscaping or provision of
better roads are most directly reflected in the value of the underlying land. For this reason LV
is the valuation base most directly reflective of the benefit principle. Council services are also
reflected in CV.
CV and AAV bases also reflect the value of council services available to the property, but
valuation assessments on these bases also reflect the value of built improvements on the
property – thus limiting the correlation with council services.

Economic Efficiency
In economic terms collecting property rates is considered inelastic – that is, it generally does
not distort production and consumption decision-making. Property rates are relatively simple
to administer and collect, as ratepayers are easily identified, and property is relatively immobile
so rates are difficult to avoid. Therefore, property rates are considered generally to be an
efficient tax.
LV is generally recognised as the most economically ‘efficient’ valuation base as it is has the least
impact on economic behaviour (due to the largely fixed supply of developable land).
CV is considered to be relatively the same or less efficient than AAV, and less efficient than LV
depending on the level of development on the land, due to its potential to distort decisions
about investment in property development. However, the impact of rates on development
decisions is likely to be relatively marginal.

Simplicity
Simplicity refers to both the administrative simplicity of delivering a rating model and the
capacity for the community to understand the basis upon which rates are applied so they can
make judgements about the application of the principles within their municipal area and hold
the council accountable. This criterion is clearly assisted by accountability and transparency in
both the rating model adopted and the application of rates. This will ensure that a community
can be clear about the appropriateness of the council’s judgement on the level of capacity-topay within particular locations.
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LV is easier to determine on a more regular basis than either CV or AAV due to being less
resource intensive. LV is utilised in NSW, Qld, NT, WA and ACT as a rating base for varying
proportions of property categories and councils.
CV performs well against the criterion of simplicity – it is the valuation approach best
understood by ratepayers. Most homeowners are more aware of their house’s CV than its
rental yield. Underlying LV is also a more abstract concept that can be hard for ratepayers to
independently verify.

Intergenerational Equity
A further important principle is the consideration of the revenue burden and the infrastructure
and services costs to future generations. Councils should, in making both rating and expenditure
decisions, take into account the financial and economic effects of these decisions on future
generations. In this sense, rate-setting is part of a broader strategic approach to council
management and planning. The alignment of rating policies with long-term planning is vital.
All ratings bases are considered to work equally as well in terms of intergenerational equity.
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SUMMARY ANALYSIS OF THE THREE VALUATION BASES
AGAINST TAXATION PRINCIPLES
Table 20 provides a summary analysis of the performance of the three valuation bases against
taxation principles.
Table 20 - Analysis of LV,CV and AAV against taxation principles
Performance Criterion

Assessed Annual Value
(AAV)

Economic Efficiency

Mirrors CV

Simplicity for ratepayers

Rental value of the house is
relatively well understood
(subject to concerns that most
ratepayers are owner-occupiers
and do not rent their
properties). Additionally,
assessment on CV due to 4 per
cent Rule negatively impacts
ratepayer understanding.

Capital Value (CV)

More reactive to changes in price. Limited supply of developed land.
Larger impact on economic
Less reactive to changes in price.
behaviour.

Best understood by ratepayers
in Tasmania, South Australia
and Victoria.

Most resource intensive

Equity – capacity-to-pay

Reflects potential rental value
when not distorted by 4 per cent Reflection of value of property
Rule.

On a par with CV

Volatility and Sustainability

Instability due to movement
on and off the 4 per cent Rule.
[If 4 per cent Rule removed –
it would be more stable but
increasingly dissociated from
CVs. Removal of the 4 per
cent Rule would cause
significant volatility in the year
of introduction.]

More abstract. Less
comparison points. Well
known in New South Wales,
Queensland, Northern
Territory, ACT and rural WA
as a rating base.

Least resource intensive to
deliver. Easier to assess – less
Less resource intensive than AAV.
buildings and infrastructure to
consider.

Administrative Simplicity

Equity – benefit

Land Value (LV)

Reflects value of land in the
locality but in no way reflects the
different wealth of residents in
that area i.e. the disparities
between a mansion and a shack

On a par with AAV

Most direct reflection of
improvements in property
services

Sustainable as a rating base if
well resourced and built
improvement data well
maintained. Less volatile than
AAV and LV.

Sustainable in both short and
long term in delivering
revaluation frequency.
Transition to this base from
AAV is likely to result in shortterm volatility issues during
transition. Ongoing volatility is
also likely to be experienced in
times of property market
change.

Access Economics assessed the three valuation bases in the context of local government rating,
against the relevant principles of taxation including administrative considerations and the level of
understanding by ratepayers. It identified that, leaving aside the issues requiring resolution with
the existing AAV model, there was not a strong case to continue to use AAV as the basis of
rating. Access Economics found that AAV performs the least effectively of the three valuation
bases against taxation principles.
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Further analysis supports the findings of the Access Economics Report. AAV as a tax base is
the most expensive to administer, least understandable by either ratepayers or councils, least
equitable when comparing individuals on and off the 4 per cent Rule and least sustainable due
to its volatility.
In terms of an alternate revenue base, both LV and CV perform well against some of the
principles. LV is the most economically efficient tax base and most administratively efficient. It
does not, however, perform well against principles of equity as significant differences in the
improved value of the property would not be reflected in the rates burden.
CV demonstrates the strongest performance of the three bases against the principles of
taxation. It is easiest to understand and the most equitable.
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Valuation System Analysis

Key Points
There is broad consensus on the need to increase the frequency of the valuation
cycle in Tasmania to limit the amount of change occurring between revaluations.
AAV is the most resource intensive of the three bases as it requires the
assessment of AAV, LV and CV data. The costs and resource requirements of
implementing a more frequent cycle would therefore be most challenging under
the current AAV model.
CV is less resource intensive than AAV assessments but more resource intensive
than LV. It would require the use of external valuation contractors, but it may
result in a small efficiency gain in the order of a 15-20 per cent cost saving to
Councils.
LV is the least resource-intensive valuation base as it does not require
consideration of all buildings and infrastructure.
The Steering Committee’s research and consultation has confirmed the need to
resolve two key issues in Tasmania’s Valuation System. These are:
 increasing the frequency of the valuation cycle; and
 improving the robustness and sustainability of the valuation system in
Tasmania.
INCREASING THE FREQUENCY OF THE VALUATION CYCLE
Consultation throughout the review has revealed a broad consensus between State
Government agencies, local government and other stakeholders on the need to increase the
frequency of the valuation cycle in Tasmania to limit the amount of change occurring between
revaluations.
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The Steering Committee considers that increasing the frequency of the valuation cycle, and
bringing the State’s valuation cycle more in line with interstate practice, will be one of the most
effective measures to limit the changes in valuation assessment between revaluation years.
Increasing the frequency of valuations is likely to be important for reducing the percentage
change in property classes and localities irrespective of the rate base.

Increasing the frequency of AAV valuations
AAV is the most resource intensive of the three bases as it requires the assessment of AAV, LV
and CV data. The costs and resource requirements of implementing a more frequent cycle
would therefore be most challenging under the current AAV model.
The valuation of all three bases over the six-year cycle involves thirty six OVG staff and external
valuation contractors. The annualised cost of six-yearly collection of AAV, inclusive of CV and
LV which are necessary for the determination of AAV, is $3.045 million. This cost is likely to
increase to around $5.3 million for a four-year revaluation cycle.
Approximately half of AAV valuations (primarily those on the 4 per cent Rule) are carried out
by mass valuation techniques.
The 4 per cent Rule has been identified in the course of this review as one of the primary
causes of rating volatility and is a significant driver of fluctuations in rates bills. However, the
removal of the 4 per cent Rule would require additional resourcing of the AAV model as it
would limit the ability to utilise mass valuation techniques on almost half of all properties.
Increasing the frequency of the valuation cycle under the current model requiring the
assessment of all three valuation bases would impose additional cost and resource requirements
that would need to be met either by the State Government or councils.

Increasing the frequency of a CV-only model
CV is less resource intensive than AAV assessments but more resource intensive than LV. It
would require the use of external valuation contractors, but it may result in a small efficiency
gain in the order of a 15-20 per cent cost saving. The lower cost of valuations could go toward
funding of an increased CV cycle to four-yearly.
The actual cost of transitioning to a CV-based rating system and increasing the frequency of the
revaluation cycle will depend on the model adopted. Clearly as the frequency increases, the
cost per annum will increase. There are, however, also additional costs associated with
improving the quality of the valuation system.
It is estimated that the significant additional resources from the State and councils would be
required to increase the frequency of revaluations for CV to less than four years. Additional
funding allocated to the OVG would, however, accommodate a move to a four-yearly capital
and two-yearly land valuation cycle.

Increasing the frequency of a LV-only model
LV is the least resource-intensive valuation base. This option may not require the engagement
of external valuation contractors as it could be conducted in-house by the OVG utilising the
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additional funding allocated by the State Government. Rating on LV would, most likely, result in
a cost saving to councils

ROBUSTNESS AND SUSTAINABILITY OF THE VALUATION
SYSTEM
In addition to increased costs, the OVG’s capacity to deliver a more frequent valuation cycle
would be dependent (in the absence of an established local valuation pool) on the availability of
a sufficient number of quality valuation contractors on a more frequent basis.
The OVG has indicated that the following factors threaten the sustainability of the current AAV
model:
 costs associated with determining all three valuation bases;
 rising costs associated with quality assurance of external valuation contractor’s work;
and
 the limited competitive market for contracting valuation work.
Revaluations are currently undertaken for one-third of the State every two years under a
competitive tender process where statutory valuation services are supplied to the OVG by
private valuation firms and paid for by the relevant council.
Prior to 1998 the OVG undertook all the statutory valuations in Tasmania. However, the OVG
now undertakes extensive quality assurance of the fresh valuations provided by valuation
contractors, prior to issuing notices of valuation to the public.

Rising costs associated with quality assurance of contractor’s work
Quality assurance is a significant cost to the OVG and can equate to approximately $600,000
for 100,000 Valuation Roll entries in a revaluation year.
The current cost of valuation objections, phone calls and enquiries to the OVG is estimated to
be $300,000 per year. Over 80 per cent of the correspondence received by OVG relates to
council rates and land tax issues and not directly to the valuation process. Court and legal
proceedings related to the Land Valuation Court arising from the revaluation process are also
estimated to cost the OVG $50,000 per annum. These costs amount to a total of $950,000 pa
in a revaluation year.

Lack of a competitive market for contracting valuation work
The OVG has indicated that the availability of valuation contractors has been limited in past
years. For the current revaluation cycle, four companies tendered, including a New Zealand
company. The OVG considers it is unlikely new valuation contractors will emerge in the
foreseeable future to undertake statutory valuation services under the current legislative
valuation requirements.

General Observations
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There are ongoing concerns about the viability and equity of AAV. Removing AAV will
improve the sustainability of the valuation system and will aid in facilitating the delivery of a
more frequent, more consistent and cost effective valuation base for Tasmania.
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Conclusions and
Recommendations

Key Points
There appears to be little merit in continuing to use AAV as a valuation base. It is
now clear that AAV does not perform well against the principles of taxation. It is
costly, volatile and difficult for the public to understand. Furthermore, removing
the 4 per cent Rule and retaining AAV as a valuation base for rating purposes is
not considered to be a suitable option.
The Steering Committee’s analysis of the merits of the two alternative valuation
bases supports a transition to CV as the more suitable base in the context of the
Tasmanian Valuation and Rating System. While both bases offer efficiency gains
over AAV, CV is best aligned with the current valuation system, provides the
most equitable taxation and is well understood by ratepayers. Changes or
fluctuations in the underlying value of the bases across municipalities – which
impact on council’s capacity to manage rating fluctuations - have been less
pronounced in CV than in LV over the past decade.
There is sufficient evidence to suggest that the State could transition to CV as a
base for rates without unreasonable impacts on many ratepayers. Most, if not all
issues for residential ratepayers and primary producers can be resolved through
the targeted use of differential rates. While the ability to manage the transition to
an alternate base for commercial and industrial ratepayers is more complex, it is
expected that in conjunction with a capacity-building support program for
councils, the ratings tools available to councils are adequate to manage the
transition.
Transitional to LV is not considered to be a suitable option for the State at this
time. The impacts on all categories of ratepayers are likely to be significant in the
short term and the concerns surrounding equity have not been suitably resolved.
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The Steering Committee recommends that the State:
 discontinues valuations on AAV and works towards removing the option of
councils rating on this base;
 transitions to a valuation cycle of two years for land valuation and four
years for capital valuation;
 maintains LV and AAV adjustment factors for each municipality until new
LV and CV valuations are completed;
 seeks advice from local government on the preferred strategy for managing
cost implications for councils associated with the transition; and
 works with LGAT to improve the capacity of councils to manage
differential rates resolutions over a three year transition period, noting the
associated funding requirements for this process (to be further identified by
the transitional arrangements working group).
 actions the responses identified in Appendix A of this report.
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VALUATION BASE ANALYSIS
The case for change
The Access Economics Report made a clear case for a move away from AAV to either CV or
LV. The Steering Committee agrees with the overall conclusion reached by Access Economics
that Tasmania’s current valuation and rating models have limitations that warrant reform.
Although Access Economics expressed the view that the last decade’s conditions in Tasmania’s
property market are unlikely to be repeated over the short to medium term, the Steering
Committee is of the view that the Tasmanian valuation model should be sufficiently robust to
deliver reasonable outcomes in such conditions.
To say that AAV as a valuation base ‘is broken’ would be to overstate the case. AAV could
continue as a base for local government rating if there was adequate funding of the OVG,
availability of external contractors, further attention to change in the management of adjustment
factors and ongoing capability building in councils in the use of available rating tools.
However, the Steering Committee’s subsequent analysis of the performance of the three bases
confirmed that there is a very strong case for councils to transition away from AAV to an
alternative base for the following reasons:


Of the three available valuation bases AAV performs the least effectively against taxation
principles and it is difficult for the public to understand.



AAV is the most resource intensive base which has considerable implications for the
State Government’s capacity to continue to attract interstate valuation contractors to
bid for the current 6-yearly cycle and to increase the frequency of the valuation cycle.



For a growing proportion of properties, the term ‘AAV’ no longer refers to the rental
value of the property, but rather confusingly refers to an arbitrary measure of 4 per cent
of the CV of the property.



The Tasmanian AAV model is inequitable and volatile due to the impacts of the 4 per
cent rule yet the removal of the 4 per cent Rule does not provide an appropriate
solution to ‘fix AAV’ as:
o The shift caused by removing the 4 per cent Rule is likely to be as dramatic as
any shifts caused by moving to an alternate base.
o It would significantly increase the costs associated with maintaining the valuation
system.
o It would also limit the ability to set an appropriate rate for properties where a
rental value cannot be reasonably estimated (such as rural properties).



A shift away from AAV is supported by almost all councils, interested persons and peak
bodies who responded to the consultation.
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Merits of the alternative bases
The final report acknowledges that both LV and CV have merit as alternative valuation bases on
a purely taxation principles basis. Both are credible choices in the national context with NSW
and Qld utilising LV equivalents and VIC and SA utilising CV equivalents.
The Access Economics report did not make a clear recommendation in favour of CV or LV. It
identified the respective merits of both bases and proposed that the selection of a preferred
base would be a policy choice based on the particular benefits each base had to offer.
The Steering Committee’s task was to ‘evaluate the alternative models for valuation and rating,
including their applicability within the Tasmanian context’. In doing so, the Steering Committee
considered:
1. The relative importance of taxation principles in a Tasmanian context.
2. The implications (including over the long-term) for councils and ratepayers of a
transition to either base in a Tasmanian context.
The relative importance of the taxation principles
The Steering Committee agreed with Access Economics analysis that:


CV performed better against capacity to pay and clarity of understanding for ratepayers.



LV performed better than CV against economic efficiency, the benefit principle and
administrative simplicity.

The Steering Committee considers that in the context of the Tasmanian valuation and rating
system that the equity principle (which encompasses both the principles of capacity to pay and
benefit) is a critical taxation principle. The Steering Committee agrees with Access Economics
assessment that the economic efficiency principle assumes less importance in a local
government taxation context as:
‘local government taxes are typically modest compared to other costs associated with
acquiring and holding property. Hence the impact on economic behaviour from rating using
capital value or AAV compared with land value is likely to be relatively marginal in most
instances.’13
The benefit principle is already reflected in the rating framework through the provision of a
power for councils to apply a fixed charge (up to 50 per cent of the council’s rating revenue)
and to rate separately for specific services provided such as waste management.
Section 86A of the LG Act specifies that the ‘value of rateable land is an indicator of the capacity
of the ratepayer in respect of that land to pay rates.’ It is important for the State Government to
consider capacity to pay and ensure that no option is implemented that will result in increased
fluctuations (volatility) in rates. The Steering Committee considers that existing cost of living
pressures in Tasmania mean that there are limitations on the community’s capacity to bear
unplanned rates increases in rates, requiring careful analysis of the impacts of any transition.
It is acknowledged that property value (no matter which valuation base is selected) is not a
perfect indicator of capacity-to-pay. As noted earlier, low income families or individuals (such as
13

P30, Valuation and Local Government Rating in Tasmania: a robust framework for the future, Access
Economics: October 2010
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people on a pension) may continue to live in a ‘family home’ that has appreciated in value.
Income is recognised to be a better measure but this is a taxation base that is only available to
the Commonwealth Government not to local government.
Access Economics drew the following conclusions in regard to capacity to pay:
‘Compared with land values, use of capital value or AAV allows local governments to better
address capacity to pay considerations. In general, people who live in properties with a higher
market value have higher incomes (at least over their lifetimes). Use of capital value therefore
means (all other things equal) that owners of higher valued properties pay proportionately more
in rates than owners of lower valued properties.’
‘Capital Value tends to be simpler for ratepayers to understand compared with AAV, especially
where a minimum rule is in place. Most homeowners, for example are more likely to be aware of
the value of their house than its potential rental yield. In the case of land value, additional issues
arise due to the fact that in the case of developed property, land value is a more abstract
concept; one that it is difficult for ratepayers to relate to and hard for them to independently
verify. For councils and other rating administrators, this also impacts on the costs of compliance
and enforcement as greater ratepayer concern translates into increased queries and contests.’14
On the other hand, LV is the valuation base considered to be most dissociated from ‘wealth’ in
the form of property-related assets which are a key indicator of capacity-to-pay. While LV
reflects the value of the underlying land base including location, it does not include the value of
the home or asset that is built on it. It is fundamental to taxation design to recognise that when
one group of ratepayers’ rates decrease another group of ratepayers’ rates increase.
Rating on LV may result in similar levels of rates being levied on a one-bedroom dwelling on a
large block of land as are applied to a six bedroom, two bathroom, two garage home on a
similar block of land, if the underlying LV was comparable. A transition to LV negatively impacts
those who can least afford to pay.
Transitional implications for councils and ratepayers
There is sufficient evidence to suggest that the State could transition to CV as a base for rates
without unreasonable impacts on residential ratepayers. The modelling completed in this
review suggests that most, if not all, issues for residential ratepayers and primary producers can
be resolved through the targeted use of differential rates. These findings can be partially
explained by the fact that around 50 per cent of all residential properties in Tasmania are
already aligned to CV as a result of the existing 4 per cent rule for AAV.
The impacts on commercial and industrial ratepayers of a shift to CV are less certain as the
general statewide approach to modelling was unable to satisfactorily resolve large increases and
decreases for some commercial and industrial properties (which were similarly present for LV).
While some success was achieved through more detailed modelling, it is clear that the
appropriate strategy for transitioning commercial and industrial ratepayers to an alternate base
must be determined on a council by council basis.
Councils are likely to require capacity building support in this area to manage a transition to an
alternative base. Transition planning would be likely to require consideration of options such as
14
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location-based rating, breaking commercial and industrial ratepayers into sub-categories and
applying ‘rate increase caps’ to smooth the transition from one base to the other.
Consultation during the review revealed that some stakeholders perceived LV to be the least
volatile ratings base. In a Tasmanian context, LV has in fact proven on average to be the most
volatile rating base over the past decade (refer to Table 19 and Figures 20-22), if the statistics
are viewed from revaluation to revaluation (ie 6 year) period. If a council were to hold its rate
resolution the same from a given year to the next, it is the percentage change in the base per
year for each property determines volatility or fluctuation in rates.
Modelling undertaken by the DPAC and the DoTAF of the potential shifts in a transition to LV
or to CV demonstrated that the introduction of LV would result in significant potential volatility
in rates which need to be managed by all councils for most ratepayer categories in its year of
introduction. Analysis of the long term implications of a transition to LV or CV revealed that CV
performed better - in terms of short-term transitional impacts and in terms of analysis of past
valuation base stability over time.
Transition to LV is not considered to be a suitable option for the State at this time. The
impacts on all categories of ratepayers are likely to be significant in the short term and the
concerns surrounding equity have not been suitably resolved.
Conclusions
The choice of valuation base is a significant consideration for the design of any taxation system
but it is not the whole story. Every Tasmanian council has the power to apply fixed charges that
limit the nexus between property value and rates. This capacity to utilise fixed charges
recognises the ‘benefit’ taxation principle that all properties can contribute to rates as all
properties benefit to a degree from the services provided by councils. Councils also have the
power to provide rates remissions to specific classes of ratepayers to address any residual
capacity to pay concerns. For example, several councils supplement the State Government’s
remissions to pensioners of up to 30 per cent. of rates paid (up to a maximum cap) with
additional remissions.
The Steering Committee’s analysis of the merits of the two alternative valuation bases supports
a transition to CV as the more suitable base in the context of the Tasmanian Valuation and
Rating System. While both bases offer efficiency gains over AAV, CV provides the most
equitable taxation base and is well understood by ratepayers. CV is best aligned with the
current valuation system meaning fewer rating impacts (particularly for residential ratepayers) in
its year of introduction than could be anticipated from a transition to LV. Additionally, changes
or fluctuations in the underlying value of the bases across municipalities, which impact on
council’s capacity to manage rating fluctuations, have been less pronounced in capital values
than in land values over the past decade. On this basis, the Steering Committee considers that
there is a strong case for a recommendation of CV over LV.

Recommendation 1
That the State Government discontinues valuations on AAV and assists councils to transition to CV by
1 July 2016.
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VALUATION CYCLE
Increasing the frequency of the valuation cycle and bringing the State’s valuation cycle more in
line with interstate practice will be one of the most effective measures to limit the changes in
valuation levels between revaluation years. It is recommended that the State increase the
frequency of the cycle as far as possible having regard to available resources (human, physical
and financial resources).
Based on advice from the OVG, it is considered possible to increase the frequency of the
valuation cycle, to four years for CV and two years for LV, if AAV is removed, based on funding
and timing modelled in early 2012. Under the model proposed, LV would be assessed for half
of the State every year and CV would be assessed using external contractor every four years.
For land tax purposes, LV assessment will be undertaken by OVG staff, providing consistency
and uniformity to LV relativity. Capital Value assessments will be undertaken by valuation
contractors the year after the completion of LV.
Table 21 - Proposed valuation cycle
(a) LV – two-yearly cycle (internal OVG capability)
Year 1

Year 2

Year 1

Year 2

Land Value (South)

Land Value (North)

Land Value (South)

Land Value (North)

Year 2

Year 3

Year 4

Capital Value (South)

Capital Value (North)

(b) CV - four-yearly cycle (contracted)
Year 1

Adjustment factors would be maintained for both LV and AAV until the CV four year cycle is
established and all councils have had the opportunity to transition to a CV rating base.
However, once the cycle is established, adjustment factors for LV would not be considered
necessary as the frequency of revaluations is likely to be sufficient to adequately reflect market
movements. CV adjustment factors may be required.
The OVG notes that it would need to be in position to commence land valuations by 1 July
2013 if it was to be able to complete the ‘year 1’ valuations in 2013-14 (to be effective from 1
July 2014). If it was not possible to establish this capability by this time, an option for a new
valuation system would be postponed by one year so that ‘year 1’ valuations were conducted in
2014/15 (to be effective from 1 July 2015). Under this latter option, half State capital valuations
would commence in 2015-16 (to be effective from 1 July 2016). This assumes that OVG is
funded to implement any recommendations.
Adjustment factors for AAV and LV would be maintained until fresh capital valuations were
available for each municipality. Once the cycle is established, adjustment factors for LV are
unnecessary as the frequency of revaluations is sufficient to adequately reflect market
movements. CV adjustment factors could be maintained (at a cost) if deemed necessary.

Estimated cost implication of revised rating model
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There has been very limited transparency in the attribution of costs associated with the State’s
valuation system, with regard to the costs incurred, and benefits accrued to the State
Government and local government. The terms of reference for the review included providing
advice on the costs for, and governance of any recommended new or revised valuation model.
The cost implications for the State Government and local government associated with the
transition to the new model are outlined below. In general, however, it is expected that
increased frequency of the valuation cycle (based on CV and LV) can be accommodated
broadly within the existing funding. For Local Government, there will be a very modest
estimated increase in costs (approximately 5%) and the State Government can secure a twoyearly land valuation cycle within the funds previously committed.
As a result of the additional funding already committed by the State Government to the OVG,
the respective contribution of Local Government to the valuation system reduces from 63 per
cent to 38 per cent and the contribution of the State Government increases from 37 per cent
to 62 per cent.

Costs Implications for Local Government (Sector-Wide)
The total costs to local government over six years for the current valuation system is estimated
to be $11.58 million over the entire six-year valuation cycle, or $1.93 million per year. The
annualised cost for Local Government included:
 $979,000 for fresh revaluations;
 $943,000 for supplementary valuations; and
 $8,750 for postage and printing.
Under the revised model, it is proposed that local government is assigned ongoing responsibility
for funding the four-yearly capital valuation cycle. On a ‘best current estimates’ basis, it is
expected that the cost of one full State revaluation of CV and associated costs will be $8.13
million, or $2.03 million per annum. The estimated annualised cost for local government
includes:
 $1.12 million for fresh valuations;
 $808,000 for supplementary valuations;
 $43,000 for printing and postage; and
 $68,000 for Objection Report Quality Assurance15.

15

Proposed 50 per cent cost-sharing between State Government and local government. Objection Report
Quality Assurance was previously funded internally by the OVG.
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Cost Implications for the State Government
In December 2009, the State Government announced a range of reform to the State’s Land
Tax arrangements, including additional funding to the OVG to improve the valuation system.
An additional $500,000 was provided in 2009-10 and $1.5 million recurrent from 2010-11. A
further $500,000 from a committed $2.5 million was allocated to the OVG in 2012-13 to
accommodate the commencement of a shorter valuation cycle16.
Under the current valuation system, the State Government funds the administration of the
OVG and resources required to manage the valuation system. The total six-yearly costs to the
State Government are estimated to be $6.7 million over six years, or $1.1 million per annum.
The annualised costs relating to revaluations currently funded by the State Government include:


$268,000 for quality assurance;



$102,500 for objection report quality assurance;



$300,000 for correspondence and issues management;



$50,000 for Court and Legal Proceedings;



$375,000 for the adjustment factors program; and



$18,750 for postage and printing.

As noted previously, the State Government has agreed to provide additional funding to the
OVG to support a shorter valuation cycle. It is estimated that this initiative, and recurrent costs
associated with the management of the valuation system will cost an estimated $13.07 million
over four years, or $3.27 million per annum. The annualised costs to be funded by the State
Government would include:


$2.31 million for land valuations;



$304,000 for quality assurance;



$68,000 for objection report quality assurance;



$225,000 for correspondence and issues management;



$75,000 for Court and Legal Proceedings;



$200,000 for the adjustment factors program; and



$85,000 for postage and printing.

Cost Implications for individual councils
A residual concern for some councils associated with the abolition of AAV and transition to a
short valuation cycle is the ‘lost value’ associated with payment made for the revaluation of
properties in 2013. It is suggested that those councils required to fund AAV-based revaluations
in 2013 will be ‘penalised’ by being required to fund a new CV-based valuation system before
the ‘expiry’ of their AAV valuations.
Clarence City and Brighton Councils could potentially face the greatest level of detriment in this
context as they are scheduled to fund AAV-based valuations in 2012-13 (as southern councils)
16

The full costs associated with a shorter valuation cycle are unlikely to be incurred in 2012-13.
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and may be expected to contribute to CV-based valuations in the first round (either 2014-15
or 2015-16).
A further thirteen councils would be impacted to some degree. The cost impacts are expected
to be marginal as the residual value of AAV valuations will be low at the time of the first round
of CV valuations, or they are likely to be scheduled for CV valuations in ‘year 3’ (thereby further
reducing the residual value of the current AAV valuations).
Devonport City, Kentish and Latrobe Councils are expected to benefit from the transition to
the greatest extent in terms of costs to the council. The converse, however, is that properties
in these areas are likely to experience significant gaps in the new valuations (up to eight years).
A further eleven councils will receive a margin benefit in terms of cost.
There are a range of options available to reduce the impact (positive and negative) on councils
associated with the transition to an alternate rating model. Options include reorganising the CV
valuation timetable between ‘year two’ and ‘year three’ to ensure that councils receive
maximum benefit from existing AAV valuations, or considering some level of cost equalisation
across councils through charging a premium for those that are likely to benefit from the
transition and a subsidy for those Councils that would be detrimentally impacted by the change.
The preferred approach to managing this issue should be discussed and agreed by councils.
Recommendation 2
2. It is recommended that the State Government:
2.1. transition to a valuation cycle of two years for land valuation and four years for capital
valuation;
2.2. maintain LV and AAV adjustment factors for each municipality until new valuations are
completed; and
2.3. seek advice from local government on the preferred strategy for managing cost
implications for councils associated with the transition.

RATINGS CAPACITY IN COUNCILS
Any move to an alternate base will require careful management by councils and, most likely, the
use of differential rates. The response to consultation throughout the review and other
observations suggest that not all councils possess the systems and skills required to manage
more complex ratings policies.
If the State agreed to move to an alternate base, it will be important to ensure that adequate
time is provided for transition and that the State works with the LGAT to improve the
capabilities in this area. A transition period of up to three years to move to an alternate base is
considered adequate.
Recommendation 3
That the State Government works with LGAT to improve the capacity of Councils to manage
differential rates resolutions, noting the associated funding requirements for this process.
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Recommendation 4
That the DoLG is requested to action the responses identified in Appendix A of this Report.
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Transition Issues

Key Points
The impacts of a transition to an alternative base are significant for councils in
terms of the:
 development and modification of ratings systems to support the transition
to an alternate base;
 administrative demands to model alternate rating resolutions; and
 resources required to ensure that communities understand rating policies
adopted by councils to support the transition.
It is proposed that the Government work with LGAT to build capability
particularly in the areas of rates modelling and use of differential rating and other
rating tools to facilitate implementation of the new valuation base.
Impacts for ratepayers of a change of valuation base will be dependent on the
rating policies adopted by councils. The removal of AAV would also impact on
the OVG, the TSGC and the SFC. These bodies will require sufficient time to
make a transition to the use of an alternative valuation base.
Any change of valuation base will require a broader information campaign for
stakeholders.
In view of the significant implementation issues associated with the shift to CV, it is
recommended that the change be implemented over a period of three years with
all councils to be rating on CV by 2016. During the transition period, the OVG
would provide adjustment factors for AAV.

Division of Local Government
Department of Premier and Cabinet

109

VALUATION AND LOCAL GOVERNMENT RATING REVIEW

MANAGING TRANSITIONAL IMPACTS
Transitional Impacts for Councils
Consultation with councils prior to implementing any process for change is essential.
It is proposed that the Government work with LGAT to build capability in rates modelling and
rating practice for councils requiring it to support implementation of the new valuation base. It
is proposed that a transitional arrangements working group (with local government
representation) be convened to develop a program with the following components:
 a review of the adequacy of existing councils rating systems to model rating outcomes
under alternative valuation base, including support to upgrade systems if necessary;
 provision of training for councils rating staff in managing the implementation of the
change;
 information sessions for rates officers and elected officials, comparable to those provided
for rates officers and elected officials by the DoLG, DPAC in August 2010;
 technical guidance packages and information sheets prepared jointly by the State
Government and LGAT;
 targeted assistance for specific councils likely to require assistance; and
 developing peer support and mentoring networks to support the transition through the
RATBAGS rates officer network.

Impacts for Ratepayers
Impacts for ratepayers of a change of valuation base will be dependent on the rating policies
adopted by councils. Very broadly, a transition to CV could be expected to benefit very low
value property owners in each municipal area, through rate decreases. Mid-to-High value
property owners may experience a mix of moderate increases and decreases depending on the
municipality. This impact will, however, differ across municipalities.
It is noteworthy that Sorell Council was able to manage the transition to a new valuation base
without the use of rate increase caps, or unreasonable widespread increases for their
ratepayers.
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Impacts for Other Valuation Data Users
The removal of AAV would also impact on the OVG, the TSGC and the SFC. These bodies
will require sufficient time to make a transition to the use of an alternative valuation base.
While councils are a major user of valuation information for the formulation of rates, Table 22
summarises how other individuals, organisations and government agencies use the valuation
base.
Table 22 - Users of land valuations
Organisation
Tasmanian State
Grants Commission

Valuation
base
AAV

Department of
Treasury and Finance
State Fire Commission

AAV

State Revenue Office

LV and CV

Department of
Treasury and Finance
Property owners,
businesses and
purchasers

All

Purpose

Legislation

Comments

Determination of local
government grants

State Grants Commission Act
1976
Local Government (Financial
Assistance) Act 1995

Have advised that they
could move to an
alternate valuation base

Calculation of fire
service contribution

Fire Service Act 1979
Fire Service Amendment Act
2009
Duties Act 2001
Land Tax Act 2001

Have advised that they
could move to an
alternate valuation base

Determination of stamp
duty for real property
purchases
Determination of land
tax
On a fee-for-service
basis for private or
business use

Land Titles Act 1980

The Tasmanian State Grants Commission
The TSGC undertakes annual assessments of the relative fiscal strengths of councils in making its
recommendations on financial assistance grants to councils from the Australian Government.
These grants are based on national principles set by the Australian Government, and include the
principle of horizontal fiscal equalisation (HFE). HFE ensures that the distribution of funds is
based on relative need ‘to enable councils to function, by reasonable effort, at a standard not
lower than the state average.17
Currently, the Commission uses AAV to measure and compare councils’ capacity to raise
revenue. As most councils use AAV as the whole or part basis for their rating, the AAV data
provides a clear comparison. However, the Commission has advised that it would be able to
transition to another valuation base if required.

State Fire Commission
The SFS uses AAV as legislated in the Fire Service Act 1979 to determine the fire services
contribution which is levied from councils towards the operating costs of brigades in their
districts. In using AAV, the Commission distributes the costs according to the categories of land
within each municipal area. The Fire Service Amendment Act 2009 introduced mechanisms to
assist preventing valuation volatility from impacting on the fire service contribution, including a
rolling six-year average of AAV. The Commission has advised that it would be able to transition
to another valuation base if required, however this will require appropriate legislative
amendment.
17

Submission from the Tasmanian State Grants Commission: 16 December 2010.
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State Revenue Office
The SRO uses valuation data for two purposes:
 the determination of land tax based on LV after applying any relevant adjustment factor,
as provided for in the Land Tax Act 2000 (sections 20 and 23)
 the determination of the dutiable value of a property (such as for the transfer or vesting
of property) as provided for in the Duties Act 2001, by reference to either land or CV.
A more frequent Land Valuation cycle will offer benefits for the State Revenue Office through
more reliable land tax forecasts and assessment activity.
A power in section 247 of the Duties Act, is presently rarely used for valuation cost recovery
from individual taxpayers, due to the available land and CV data already collected on a Statewide basis by the OVG. Hence, the cost burden for calculating duties under this Act falls mainly
to ratepayers as a whole rather than to individual taxpayers. However, if CV were no longer
collected, there might be a cost recovery implication for valuations for individual taxpayers
under Section 247 of the Duties Act.
Provided that both CV and LV continue to be collected for local government taxation purposes
it is not anticipated that there will be any other implications for the work of the SRO.

COMMUNICATIONS
The Steering Committee does not support Access Economics’ proposal to use community
forums18 to inform the public about potential changes to rates bases, as these are unlikely to
deliver information to a sufficiently broad cross-section of the community.
Any change of valuation base will require a broader information campaign for stakeholders to
be delivered in two parts:
 firstly, targeted information will need to be developed for the local government sector,
including local government elected representatives and staff, parliament and cabinet, and
stakeholder groups; and
 secondly, an information strategy targeted at the public through the State Government
and local governments councils’ normal information sharing channels such as websites,
newsletters, rates notices and the media.
Fact sheets and press releases could be prepared jointly by the Division of the Local
Government and LGAT could assist councils to provide information for the public around a
transition to CV to be made available on LGAT and DPAC websites.

LEGISLATIVE AMENDMENT
Any determination by the State Government to discontinue the collection of AAV and increase
the frequency of the valuation cycle (to four-yearly CV and two-yearly LV) would require
legislative amendments to amongst others:
 the LG Act;
18

P55 of the Valuation and Local Government Rating in Tasmania: a robust framework for the future, Access
Economics: October 2010
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 the VL Act;
 the Fire Service Act 1979; and
 any legislation requiring ancillary changes.

TIMING
In view of the significant implementation issues associated with the shift to CV, it is
recommended that the change be implemented over a period of three years with all councils to
be rating on CV by 2016. During the transition period, the OVG would provide adjustment
factors for AAV.
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Appendix A - Other Issues
Raised in Consultation
Other Rating Issues
The following issues relating the current rating framework were raised in submissions to the
Steering Committee and are being actively considered by the DoLG. The proposed response is
indicated in the right hand column of the table.
Issue

Raised by

Response

The local government sector has LGAT
requested the State Government to
review the legislatively required rating
exemptions on charitable land.

DoLG to consider as part of the
forward legislative review work program,
in the light of work being undertaken at
the national level to define ‘charitable
purposes’ for tax purposes.

The local government sector has Councils
requested the State Government to
review the differential rating provisions
to enable variation of rates by OVG
valuation codes.

DoLG and DPIPWE to consider as part
of the forward legislative review work
program.

The local government sector has Councils
requested the State Government to
consider how fixed rates and charitable
rating exemptions can be applied at the
tenancy level if AAV is no longer
available.

DoLG and DPIPWE to consider as part
of the forward legislative review work
program.

Introduction of a legislative provision to Access
enable some classes of ratepayers eg Economics
pensioners to defer payment of rates
against the equity in their property. This
has been utilised in South Australia.

DoLG to consider as part of forward
legislative review work program.

Pensioner entitlements – Maximum Cap Ratepayer
not reflective of actual expenditure by Submissions
pensioners

Refer issue to the DoTAF – also an
issue of rating efficiency – size of
revenue being raised by councils.

Clarify the term 'class of land'.

To be included in the DoLGs rating
guidance.

Councils
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Clarify the application of sections of the LG DoLG
Act through Guidance:


s107 (including reference to vacant
land)



s129

To be included in the DoLG rating
guidance.

Setting volumetric charges under both s94A2 Councils
of the LG Act and s205 simultaneously- not
valid.

DoLG to consider as part of
forward legislative review work
program.

Ensuring council websites provide clear and DoLG
accurate rating information for the public

To be included in the DoLG s rating
guidance.

Minor legislative amendments:

DoLG to consider as part of
forward legislative review work
program.

DoLG

Prescribed Percentage Application s128
Amend section 94 to enable setting of charge
for fire protection - provide more flexibility in
respect to 4 per cent Rule impacts.
Section 123 of the LG Act not sufficiently Ratepayer
broad to enable members of the public to submission
appeal – applies only to the calculation of the
rates notice not the validity of the rates
resolution yet there is a lack of enforcement
and regulation of non-compliant rating policies.
An authority should be created to deal with
ratepayer complaints in relation to compliance
with legislation (ombudsman), with authority
to intervene on behalf of the ratepayer.

DoLG to consider as part of
forward legislative review work
program.

More training and guidance for councils in Ratepayer
complying with the Legislative Framework
submission

To be included in the DoLG rating
guidance.

More consistency in rating approaches across Ratepayer
the State.
submission

DoLG to consider comparable SA
legislative provisions as part of the
2012 legislative work program.

Fixed charge should be based on councils Ratepayer
“equally accessible expenditure” rather than a submission
fixed percentage. Differentials should be
limited and the use of each should be justified
by the council with a documented as part of
the formal rating resolution.

New requirements for councils to
create a rating policy introduced in
the Local Government Amendment
Act (No 2) 2011 include requiring a
council to formally document and
explain
the
application
of
differentials.
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Consider introducing legislative provisions to Ratepayer
allow councils to apply multi-tiered rating as submission
utilised in South Australian Legislation.

DoLG to consider as part of
forward legislative review work
program.

Gold Card eligibility for rates remissions Ratepayer
should not be limited to TPI.
submission

Refer to the DoTAF.

Valuation figures be averaged for rating Ratepayer
purposes over a five-year period to minimise submission
further volatile shifts. This has already been
successfully implemented in other jurisdictions
eg Qld.

DoLG to consider as part of
forward legislative review work
program.

Other Valuation Issues
Issue

Raised by

Response

Primary production land should be valued on its
productive value and not its development potential (the
latter disadvantages primary industry producers – and
incentives housing development instead of protecting
prime agricultural land).
Adjustment factors should be determined by OVG staff
due to superior local knowledge.
Issue of interstate valuers being less familiar with:
planning restrictions, covenants on properties, limitation
on undeveloped land from storm water and sewerage
easements, heritage listing limitations. Limited use of site
visits (even in response to objection) Arithmetic errors
exhibited in the calculation of 4 per cent Rule.
Objection period is too short considering valuations
have effect for six years. Also tenants are disadvantaged
by short objection period if they wish to request
landlord to lodge an objection. No reimbursement of
cost of objections.
The 4 per cent minimum rule is a rating tool and should
be in the LG Act and not in VL Act or part of the
valuation process.

Ratepayer
Submissions

Seek advice on planning
policy on this point. This
issue could be referred
to DPIPWE or PLGC.

Ratepayer
Submissions
Ratepayer
Submissions

Refer issue to DPIPWE

Ratepayer
Submissions

Refer issue to DPIPWE

Ratepayer
Submissions

Refer issue to DPIPWE

Refer issue to DPIPWE
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Appendix B – Valuation
Systems in Other Jurisdictions
Australian Capital Territory – Valuation of Land Act
All valuations in the ACT are undertaken under a single contract, to increase administrative
simplicity and consistency, by the Australian Valuation Office (AVO). The AVO uses a mass
appraisal system and valuations are undertaken on an annual basis. The ACT uses “Unimproved
Value” (LV) to levy both rates and land tax.

New South Wales – Valuation of Land Act 1916
In NSW, the Valuer General contracts out the provision of land valuation services in a number
of local government areas. Valuations within NSW are completed on an annual basis for land
tax and every three years for council rates. The Valuer General is responsible for reviewing the
total valuations of each municipality for accuracy before he certifies that the valuation is true
and correct. Rates and land tax are levied on the LV of the property. Most land in NSW is
valued using mass valuation techniques.

Northern Territory: Valuation of Land Act 2007
The Australian Valuation Office currently undertakes all valuations for the NT. All land in
ratable areas, such as local governments, is revalued every three years.
While the legislation allows for three types of valuation base to be undertaken in the NT, only
unimproved CV (LV) is determined.

South Australia – Valuation of Land Act 1971
Valuations within SA are completed on an annual basis by the State Government except for
one municipality (City of Adelaide). Councils have the option to use valuations provided by the
Valuer-General or a valuer authorised under the Land Valuers Act 1994 engaged by the council
working under the Local Government Act 1994. The Valuer-General determines two valuation
bases annually:
 Site Value (land only);
 CV (land plus improvements);
 Annual Value (rental) – determined by the Adelaide City Council.

Queensland – Land Valuation Act 2010
All valuations within Qld are undertaken by the State Government annually and provided to
Councils. Prior to 3 May 2011, the valuation method in Qld was unimproved land value (vacant
LV discounted for any “improvements” eg land fill).
Division of Local Government
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On 3 May 2011, all non-rural land is valued using the site value methodology and all rural land continues
to be valued using the unimproved land valuation methodology. Site value includes the value of any site
improvements made to the land, such as clearing and drainage works, but does not include structural
improvements on the land such as houses, sheds and other buildings.

Victoria – Valuation of Land Act 1960
Valuations within VIC are conducted every two years.
Until 1 May 2010, councils either contracted all or part of their valuation services to private valuation
firms or had in-house valuation teams undertaking all or part of the valuation services. Mass valuation
methodologies were used, supported by site valuations as necessary, and were reviewed by the Valuer
General.
From 1 May 2010, councils had the option to transfer their responsibility for completing rating authority
valuations to the Valuer-General. In addition, a statewide database was created to ensure that there was
a single source for accessing property valuation data.
Three types of valuation are undertaken in Victoria:
 Site Value;
 Capital Improved Value; and
 Net Annual Value.
The net annual value is assessed for rural and residential by determining 5 per cent of the CV.

Western Australia – Valuation of Land Act 1978
Valuations in WA are undertaken by the State Government with two valuations bases calculated:
 Gross Rental Value (GRV) for urban land/buildings; and
 Unimproved Value (UV) for rural land.
Currently GRV general valuations are carried out on a triennial basis in the Perth metropolitan area and
on a three to five yearly cycle in country areas of WA.
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Table 23 - Comparative table of state and territory valuation approaches

State

Base

Base used by
council

Frequency

Who

ACT

LV

LV

Annually

Australian Valuation
Office

NSW

LV

LV

Annually for land tax

Valuation contractors on
behalf of the Valuer
General

3 – 4 years for
council rates
NT

Unimproved CV
(land)

All councils use
unimproved CV
(LV)

Every three years

Australian Valuation
Office

1 council uses
annual value

Annually

Councils can opt to use
the Valuer General or
engage an authorised
valuer

Site value or
unimproved land
depending on type
of land

Annually

Valuer-General

The majority of
councils use capital
improved value.

Every two years

Councils can opt to use
the Valuer General or
engage a valuer.
Predominantly valuation
contractors are used.

Unimproved value is
valued annually

Valuer General’s Office.

Annual value
Improved CV
SA

CV
Annual value
(rental)

The majority of
councils use CV

Site value (land)
Qld

Site value (land) for
non-rural
Unimproved land –
rural

VIC

CV
Net annual value

WA

Site value

Remaining use net
annual value

Gross rental value
for non-rural

Gross rental value

Unimproved LV for
rural

Gross rental value is
every three years for
Perth metropolitan
area and 3-5 years in
country areas
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Appendix C – Estimated costs
associated with current and
proposed valuation system

Preferred Revaluation Methodology
LV undertaken by the Valuer-General on a two year cycle, with CV being undertaken by
contractors on a four year cycle with no AAV
This method of revaluation is suitable in the short, medium and longer term as a valuation base for rating
and taxing purposes in Tasmania and is consistent with the Government’s desire to shorten valuation
cycles. Additionally, this method places Tasmania within the mainstream of other State jurisdictions with
regard to valuation processes and cycles.
This method reflects a shorter cycle of two years for LV and four years for CV. AAV is no longer
undertaken.
The State would effectively be split into northern and southern municipalities with Land Values being
undertaken for the south, followed by the north on each subsequent each year. Table 1 shows the
revaluation cycles.
Table 1 – Revaluation cycles
(c) Land Value – two-yearly cycle
Year 1

Year 2

Year 1

Year 2

Land Value (South)

Land Value (North)

Land Value (South)

Land Value (North)

Year 2

Year 3

Year 4

Capital Value (South)

Capital Value (North)

(d) Capital Value – four-yearly cycle
Year 1

LV for land tax purposes will be undertaken by OVG staff, providing consistency and uniformity to LV
relativity.
CV will be undertaken by Valuation Contractors the year after the completion of LV. During the cycle,
Councils pay once for Valuation Contractors.
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This cycle will require amendment to the Valuation of Land Act 2001 to remove reference to
AAV and various other minor amendments.
Until the CV 4 year cycle is established, Adjustment Factors will still be required for both LV
and AAV, until all Councils swap to a CV rating base. However, once the cycle is established,
Adjustment Factors for LV are unnecessary as the frequency of revaluations is sufficient to
adequately reflect market movements. Capital Value Adjustment Factors may be required, if
deemed necessary.
Table 2 shows the division of councils between north and south. Based on the total properties
on the Valuation Roll as at 1 July 2012 (270,504 properties), this equates to 132,470 properties
in the north and 138,034 properties in the south.
Table 2 – List of grouped Municipalities
Northern Councils
Break O’Day Council
Burnie City Council
Central Coast Council
Circular Head Council
Devonport City Council
Dorset Council
Flinders Council
George Town Council
Kentish Council
King Island Council
Latrobe Council
Launceston City Council
Meander Valley Council
Northern Midlands Council
Waratah-Wynyard Council
West Tamar Council
Total

Count of Properties
6,468
9,542
10,782
5,022
12,056
5,111
1,279
4,348
3,587
1,636
5,843
31,006
9,791

Southern Councils
Brighton Council
Central Highlands Council
Clarence City Council
Derwent Valley Council
Glenorchy City Council
Glamorgan Spring Bay
Hobart City Council
Huon Valley Council
Kingborough Council
Sorell Council
Southern Midlands Council
Tasman Council Council
West Coast Council

Count of Properties
6,894
3,868
24,339
5,106
21,247
5,608
23,741
10,200
16,674
8,534
3,756
3,493
4,574

6,903
7,603
11,493

132,470

138,034

Source: Valuation Roll 1 July 2012 (total properties 270,504)

Comparison between existing six year cycle and proposed two year LV and four
year CV cycles
Six year cycle
Table 3 summarises the costs of the work processes and shows the existing split of expenditure
between the OVG and Councils.
In the six year cycle, councils pay once for a revaluation. The table shows that the expenditure
split is OVG 36.6 per cent and councils 63.4 per cent.
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Table 3 – Total costs estimated over an existing 6 year LV, CV & AAV cycle (All
municipalities)
Work

Total costs over the
current 6 year cycle
(All municipalities)

Expenditure split
OVG

Note

Council
$5,871,500

Valuation Contractors Cost (LV, CV & AAV)

$5,871,500

Quality Assurance by OVG
Objection Report Quality Assurance
Correspondence
Court and Legal Proceedings
Supplementary Valuations
Adjustment factor program
Postage and Printing

$1,609,000
$615,000
$1,800,000
$300,000
$5,660,675
$2,250,000
$165,000

$1,609,000
$615,000
$1,800,000
$300,000
$2,250,000
$112,500

$52,500

3
3
3
3
3
3
3

$18,271,175

$6,686,500
36.6%
$24.93
$4.15

$11,584,675
63.40%
$43.19
$7.20

3
3

TOTAL
Percentage split
Per property per 6 year cycle
Per property per year

$68.11
$11.35

$5,660,675

Notes:
1. Based on actual historical figures.
2. The total estimated costs for Valuation Contractors over a 6 year period ($5,871,500) equates to about
$21.89 per property.
3. Based on 268,256 properties.

Proposed two-yearly LV and four-yearly CV cycles:
Table 4 shows the effect on expenditure for the OVG and the Council by changing to the
proposed two-yearly LV and four-yearly CV cycle with no AAV. The split of expenditure in this
cycle is OVG 61.64 per cent and Council 38.36 per cent.
It is important to note that the costs are estimates only, particularly the Valuation Contractors
Costs. The real cost will only be evident once an open tender for valuation services has been
finalised. It is likely that more competitive tender prices may be achieved in having a shorter
cycle and combining the tender process for the whole State (instead of three separate tender
processes in the current six-year cycle).

1, 2 & 3
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Table 4 – Total costs over proposed 4 year cycle - 2 year LV and 4 year CV (No AAV)
Note – Table 4 is based on a four year term not a 6 year equivalent.

Work
Valuation Contractors Cost (CV) (1 full State
revaluation)
Land Value (2 full State revaluations)
Quality Assurance by OVG
Objection Report Quality Assurance
Correspondence
Court and Legal Proceedings
Supplementary Valuations
Adjustment factor program CV
Postage and Printing
TOTAL

Percentage split
Per property per 4 year cycle
Per property per year

Proposed 2 year LV & 4
year CV (No AAV)

Expenditure split
OVG

$4,463,316

Note

Council
$4,463,316

$9,241,110
$1,217,268
$541,008
$900,000
$300,000
$3,230,000
$800,000
$510,000
$21,202,702

$9,241,110
$1,217,268
$270,504
$900,000
$300,000
$800,000
$340,000
$13,068,882

$170,000
$8,133,820

100.00%
$78.38
$19.60

61.64%
$48.31
$12.08

38.36%
$30.07
$7.52

$270,504

$3,230,000

Notes:
1. Based on 270,504 properties@$22 per property. Reduction of 25% per property to $16.50 for removing
AAV and Contractors working closely on OVG determined Land Value.
2. Estimated cost of introducing LV over 2 complete cycles (4 years 2013/14 to 2016/17) undertaken by
OVG.
3. Based on 270,504 properties. Estimated at $6 per property less 25% for no AAV & Contractors closely
working off OVG LV
4. Estimated at 2% objection rate = 5410 objections at $100 per objection. (OVG to discuss with Councils
contribution towards excessive objection rate within a specific council as a result of council influence.)
5. Estimate based on $300,000 per year less 25% with AAV removed and contractors working closely off
OVG LV.
6. No changes from current estimates
7. Estimated at $950,000 per year less 15% with AAV removed $3,230,000.
8. No Adjustment Factor program required for LV. Estimated Cost of AF for CV ($400k for 2 years for
CV).
9. Estimate for 3 full state revaluation cycles is $170,000 per mailing (total is $510,000) Councils pay 1 CV
cycle and OVG pay for 2 LV cycles.
10. Based on 270,504 properties.

Work Program
Table 5 shows the proposed work program for the first year cycle commencing 2013-14.
Brighton and Clarence City Councils are the most impacted as they are being revalued in 201213. The work program leaves two years before CV are reissued in those municipalities and
three years for the northern councils that were revalued 2012-13.

1
2
3
4
5
6
7
8
9

10
10
10
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Table 5 – Work program for Land Value and Capital Value cycles.
2013-14

2014-15

2015-16

2016-17

Land Value (South)

Land Value (North) as at 1
July 2014 – effective 1 July
2015

Land Value (South) as at 1
July 2015 – effective 1 July
2016

Land Value (North) as at
1 July 2016 – effective 1
July 2017

(OVG)

(OVG)

(OVG)

Capital Value (South) as at 1
July 2014 – effective 1 July
2015

Capital Value (North) as
at 1 July 2015 – effective 1
July 2016

(Contractors)

(Contractors)

as at 1 July 2013 – effective 1
July 2014
(OVG)

Tender Process for Years 2
& 3 Contractor Valuations
(OVG & Councils)

In order to meet the program, the OVG will need to be ready to commence the assessments
on 1 July 2013, to issue to the public in approximately May 2014 and become effective date of
1 July 2014.
The tender process for years two and three will also commence just after 1 July 2013 to be
concluded by January 2014, at the latest, but ideally would be commenced as soon as
practicable.

OVG: Current Funding Arrangements
Table 6 explains the funding sources for the OVG for the three years 2009-10 to 2011-12 and
the estimated funding for 2012-13.
Table 6 – Funding sources of the OVG
Source of Revenue

Financial Year
2009/10 Actual

ConFund
ConFund Additional Funding
OVG Supplemental Valuations
Client Valuations
Acquisitions
Sale of Property Reports
Other
Reduction for Divisional/Agency
Savings
Total Revenue

(a) Commercial vs Government split

2010/11 Actual

2011/12 Actual

2012/13 Advised

$836,637
$500,000
$1,006,292
$464,226
$119,887
$300,000
$7,890

$836,637
$1,500,000
$938,547
$380,350
$121,915
$203,500
$7,156

$836,637
$1,500,000
$995,756
$201,150
$130,520
$190,083
$19,450

$836,637
$2,000,000
$950,000
$200,000
$130,000
$200,000

$3,234,932

$3,988,105

-$100,967
$3,772,629

TBA
$4,316,637
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2009-10 Actual

Commercial
Government

2010-11 Actual

2011-12 Actual

2012-13 Estimate

$1,898,295

58.68%

$1,651,468

41.41%

$1,435,992

38.06%

$1,480,000

34%

$1,336,637

41.32%

$2,336,637

58.59%

$2,336,637

61.94%

$2,836,637

66%

Government has already provided the OVG with additional funding to implement measures to
improve the valuation process and to commence planning for a reduced valuation cycle. On
the 21 August 2012, OVG was advised that in 2012/13 only $500,000 from an allocated $2.5m
will be provided to the OVG. The shortfall of $2m has been advised as a deferral for 2012-13
only.
In order for the four year cycle to be implemented on a sustainable basis, with OVG
undertaking the valuation of LV, it will need a fully equipped and operational team comprising
thirteen and a half staff – a Senior Valuer with a team of nine valuers, three administrative staff
to focus on VISTAS, Court and Objections and a senior systems developer (0.5FTE). Ten
operational vehicles are also required to implement the two-yearly LV cycle.
It is envisaged that the ten valuers will spend at least thirty weeks in the field per year,
undertaking LV. They will each have a vehicle equipped with the latest in electronic mobile
valuation tools enabling the valuer to be totally mobile in the field. To meet the schedule,
recruitment for the team will commence prior to the end of 2012-13.
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Appendix D - Steering
Committee Membership


Mr Phillip Hoysted – Chair: Director, DoLG, DPAC; (Formerly chaired by Mathew Healey)



Mr Allan Garcia, Chief Executive, Local Government Association of Tasmania;



Mr Warrick Coverdale, Valuer-General, Department of Primary Industries, Parks, Water and
Environment;



Ms Kate Kent, General Manager of Information and Land Services, Department of Primary
Industries, Parks, Water and Environment;



Ms Melissa Ford, Assistant Director, Department of Treasury and Finance; (with previous
representation from Angelo Pavlides);



Mr Andrew Wardlaw, Local Government Managers Australia (with previous representation
from Mr John Martin and Mr Frank Pearce);



Mr Frank Barta, Corporate Treasurer, Clarence City Council; and



Ms Rachel Nielsen, Review Project Manager, DoLG, Department of Premier and Cabinet.
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