Putting rates in their place.

Prepared by Bruce Evans. 15/06/05

Country people are the victims.

Any form of tax should be fair and readily understood by the taxpayer. A tax should relate to a
taxpayer’s ability to pay and to the benefit received. Local government rates do not comply with these
accepted principles of taxation. (See Appendix 1.)

While rating of land for local government purposes served its purpose for 150 years, the following map
demonstrates how grossly unfair it has become in the State of Victoria. The map has been prepared
from statistics available on the Victoria Grants Commission (VGC) website which calculates an
‘implied rate’ for each Council and the amount each Council would collect if the average rate was
applied right across the State. This shows the differing impact of rates in various parts of the State.

Comparison of size and rate revenue of areas of similar valuation.
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Valuation Rate revenue Rate revenue/valuation %

STONNINGTON(C) 1,229,471,500 41,266,000 3.36%
GIPPSLAND 1,147,652,500 130,664,500 11.39%
WESTERN VICTORIA 1,208,691,803 128,777,530 10.65%
REGIONAL CITIES 1,401,627,500 139,551,000 9.96%
WESTERN SUBURBS 1,203,599,000 140,435,500 11.67%

The City of Stonnington has the lowest ‘implied rate’ ™ of all the State’s municipalities. It is
assumed that Stonnington efficiently delivers all services and facilities expected of local
government. It is fair to use that municipality as a benchmark. Stonnington argued the case
for morefinancial assistance before the House of Representatives Cost Shedding Inquiry.



The map puts Stonnington into geographic perspective in relation to the rest of the State - it is
the minute shaded area south-east of the Central Business District of the City of Melbourne.
Assuming that all municipalities are expected to provide similar services and facilities, ¥ the
differencein the rate in the dollar struck by each Council can only be attributed to the cost of
delivering these services.

Municipalities in the above map have been grouped to achieve a roughly similar total
valuation. Properties within each grouping on average pay rates in the same proportion asthe
whole group. The figures have been extracted from a table available on the Internet under
Victoria Grants Commission (VGC). The table, modified by colour coding metropolitan and
non-metropolitan municipalities and sorted in ascending order of the ‘implied rate’ as
calculated by the VGC, follows. Several columns of figures used to calculate the two year
averagesare hidden.

Standardised rates.

ThisVGC tabletitled Standardised Revenue provides atwo-year average valuation and two-
year average rate revenuefor each municipality. From thesefigures, the Commission
calculatesan “implied rate” for each Council. Thisaveragesout any differential rates, such as
afarm or commercia rate, aCouncil may impose.

It should also be noted Councils strike arate in the dollar to fulfil its needs after all
government grants have been all otted. No purpose can be served by governmentsreciting
what they have donefor rural areasin the past because these figures prove that they are not
dealing with thefundamental problem. Thereisaflaw inlocal government financingif this
important arm of government, or any partsof it, cannot provide the essential servicesto which
itsratepayersare entitled at a cost reasonably comparableto ratepayersin other
municipalities. Evenif rural communitiesreceived the samelevel of servicesasareavailable
to residents of the metropolitan area, it is nonsense to claim that the cost of delivering such
servicesto country communitiesis more than doublethe cost of the actual services.

Statisticsavailable from the VictoriaGrants Commission show that 22 ! municipalities levy
animplied rate below the average for the whol e of the State, 20 of them are within the
metropolitan area, 19 of that 20 are contiguous. One of the two non-metropolitan
municipalities below averageis Queenscliffe, the only council |eft intact in the 1995
restructure, the other, Mansfield, isnewly severed from Del atite.

“Why is it so?”

The valuation of the City of Stonnington isgreater than the total valuation of six
municipalitiesthat cover Gippsland - the yellow shaded area on the right of the map. One of
theseis Cardinia, classified by the VGC as metropolitan. On property of approximately equal
vaue Gippsland’ sratepayers pay threetimestherates paid by the ratepayers of Stonnington.

Stonnington isvalued at slightly more than the combined val uation of 16 municipalitiesin the
west of the State but the latter pay about $88 million morein rates. It makesthe drought relief
packagelook apaltry sum.

Thethree major regional cities of Ballarat, Bendigo and Geelong combined are valued
dlightly higher than Stonnington but they pay almost $100 million morein rates.

What isit about Stonnington that makesit so valuable? An economist should be ableto
explain why thereis such avast difference in the valuation of land in various parts of the
State.



Stonnington does not have any arableland, mountains, lakes or coastline - it has only afew
hundred metres of river frontage. It hasno coal, gas, oil or water catchments. It has no forests
or National Parks - no snowfields or beaches. It produces no crops nor providesany sink for
the greenhouse gasesit produces. Itsassetsare artificial — thelogical reason why rates should
be higher — not lower —than other parts of the State.

A real estate salesman would say that it is“location, location, location”. Stonningtonis close
to all thefacilitiesthat people desire. If that isso, why isit that just afew kilometresaway in
thewestern suburbs, thelevel of local government rating is comparablewith rural Victoria?

Onething Stonnington does share with itsleafy neighbouring municipalitiesisan average
household income $10,000 above the average of those who residein non-metropolitan
municipalities. Infact it isamost double that of the poorest municipalities.

It also shares the benefits of apublic transport system, massively subsidised by taxpayersto
the tune of $2.146 billion annually. (See Auditor General’ s Report Sept. 2005). This subsidy
adds value to the land that benefits. The sameland also benefits from the construction of

freewaysthat removethetraffic from outer suburbsthat would otherwise clog up the streets.

A house does not increasein value but the land on which it isbuilt reflects the availability of
publicly provided facilitiesand amenities, particularly public transport and freeways, the
thingsthat should attract a higher rateinthe dollar. Instead of paying for the cost of the
transport network, users are paying higher rentsto their landlords. Ratepayersin theinner city
reap the benefits by not having to pay thereal costs of getting their empl oyeesand/or
customersinto their shopsand offices.

If public transport fare subsidiesand freeway construction costs, with an acceptable
Community Service Obligation taxpayer contribution, were paid by all metropolitan
ratepayers, it would reflect the true cost of city living. The amount they pay would reflect the
benefit they receive. In addition, the State government would be freed of an annual outlay of
about $2 billion which then could be re-directed to the needy rather than to placate the greedy.

National Competition Policy arguesthat subsidiesdistort the economy and cause a
misallocation of resources. Thereisno better exampl e than the subsidisation of facilitiesand
servicesin big cities. Non-metropolitan ratepayers pay about $200,000,000 morein rates
every year than they would if they owned property of the same valuein the metropolitan area.
Thisisonly part of the transference of wealth from the country to the city.



Statistics.

The figures below were extracted from the Department of Infrastructure web site. Municipalities have
been sorted in ascending order by the implied rate and colour-coded into metropolitan and non-

metropolitan.

Columnl Column4 Column5 Column6  Column?
VICTORIAGRANTS COMMISSION

Standardised Implied

Revenue 2001 -2002 2 Year Rate Base
Metropolitan 2 Year Average Standardised

Municipality

I Average

Rate Revenue

Rate Revenue

BOROONDARA(C) 1,562,278,500 62,639,500 4.0 104,672,660
MONASH(C) 1,058,429,000 43,458,500 4.1 70,914,743
WHITEHORSE(C) 888,183,500 38,214,500 4.3 59,508,295
DOCKLANDS
AUTHORITY 37,394,500 1,641,500 4.4 2,505,432
GLEN EIRA(C) 919,406,000 42,448,000 4.6 61,600,202
KINGSTON(C) 942,027,051 43,839,917 4.7 63,115,812
MANNINGHAM(C) 809,736,000 37,763,000 4.7 54,252,312
PORT PHILLIP(C) 1,024,039,500 48,775,500 4.8 68,610,647
MORNINGTON
PENINSULA(S) 1,009,790,500 52,862,000 5.2 67,655,964
BANYULE(C) 628,510,500 33,944,000 5.4 42,110,204
MOONEE VALLEY(C) 722,671,000 39,569,500 5.5 48,418,957
YARRA (C) 746,701,500 42,200,500 5.7 50,029,001
KNOX(C) 650,606,000 39,917,500 6.1 43,590,602
fETea
DAREBIN(C) 739,972,500 45,612,307 6.2 49,578,158
MELBOURNE(C) 1,701,422,000 106,063,500 6.2 113,995,274
MAROONDAH(C) 495,757,500 31,183,500 6.3 33,215,753
MORELAND(C) 717,459,000 45,572,500 6.4 48,069,753
GREATER
DANDENONG(C) 632,825,500 40,833,000 6.5 42,399,309
HOBSONS BAY(C) 516,014,000 37,284,500 7.2 34,572,938
FRANKSTON(C) 429,372,000 31,812,000 7.4 28,767,924
HUME(C) 591,196,685 43,479,990 7.4 39,610,178
NILLUMBIK(S) 286,648,500 21,361,500 7.5 19,205,450
WHITTLESEA(C) 503,959,056 39,112,421 7.8 33,765,257
CASEY(C) 635,107,500 51,388,500 8.1 42,552,203
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357,192,000 39,270,000

)
=

Totals 28,127,181,595 1,880,045,165 6.7 1,884,521,186

Note. The column, Base Standardised Rate Revenue, showsthe amount that would be payable
if al municipalities charged the State average “implied rate” . For example, in the case of
Latrobe City, itscurrent 2 year average revenuefrom ratesis $30,367,500. Under a
Standardised system, it would have been $12,290.045, areduction of $18,077,455.

Highly Rated.

TheLatrobeValley, which providesresourcesthat all owed metropolitan Melbourneto grow
and prosper, isnow the most highly rated municipality in the State. Brown coal resources
providethe electric power, and in the past, briquettes and Lurgi gas, without which
Melbourne could not have grown into the massive city it has become.

By Australian standards, Gippsland iswell endowed with resources but instead of assuring
the prosperity of theregion, they have been sequestrated by the State without compensation to
theregion. Irrigatorsin Gippsland are restricted in the use of water within theregion, and its
potential to absorb afar greater proportion of the population, because most of one of its magjor
riversisdiverted for metropolitan use without any compensation to the region.



After 40 years, natural gasfrom the Gippsland Basin will soon become available to some East
Gippsland residents. Governmentstalk of “world’ sbest practise” but ignorethefact that other
countriesprovide proceedsfrom royaltiesor similar contributionsfor the benefit of local
communities. Royaltiesare used instead to boost property valuesin the capital city.

The present system is steadily and ruthlessly destroying non-metropolitan areaseconomically.
It ismost noticeablein rural and remote areas where farmers are battling to stay solvent while
governmentstry to think up schemesto attract skilled migrantsinto country towns. In
addition to draining the country of itswealth, our governments are draining the country of its
people and more‘ country electorates’ encompass fringes of the metropolitan area.

Country towns are the most efficient of communities but this natural advantageisdestroyed
because they are expected to sharethe costs of servicing their hinterland whilethe
metropolitan areaescapesthisresponsibility. Neverthel ess, country people are expected to
sharethe costs of providing public transport and other services needed by abig city. The
description of Australiaasa”“ Commonwealth” isamisnomer.

Fool’s paradise...

Australiansarereputed to be fair minded and compassi onate peopl e and our governments
claimto reflect these admirabletraits. Weareliving in afool’ s paradise if we believethis
myth.

Almost 80% of Australians have crowded into massivecities, insulated from the extremes of
droughts and flooding rains, and they have lost touch with the realities of the country in which
they live. They believethey have aright to plunder the countryside for the resources needed
to sustain alavish lifestyle. They can see no reason why country people should have any right
to share the benefits.

Gover nmentsdo not seem to comprehend that all Australianslivein abig country, not
just thosewho live outsidethecities. Country residentsar e expected to carry the costs of
livingin a big country whilecity peoplereap the benefits.

Ratepayersin non-metropolitan areas pay $200,000,000 more each year inlocal government
rates on property of equal value than do ratepayersin the metropolitan area.

In the context of ‘valuefor money’, the comparison between services and facilities provided
inthe city and country is scandal ous. Compared with the weal thiest metropolitan ratepayers,
some country ratepayers pay almost fivetimestheratein thedollar for grossly inferior
services.

Mismanagement can belargely discounted by referenceto the following map.
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If it isgood management that resultsin abelow average ‘implied rate’, it isextraordinary that
all but two occur in the metropolitan area. It iseven longer oddsthat all but three are
contiguous. Thefact that thefigures proveisthat Commonweal th and State governments
favour the rich more than the poor.

Approximately 250,000 more Victorianswould be better off under astandardised rate. Ona
per capitabasis, those who need it most would benefit the most.

Using therating structure aready in placein the Australian Capital Territory would
dramatically increase both the numberswho would benefit and the amount by which the most
in need would gain. Conversely, failureto deal with theissuewill steadily depopulaterural
areasand cause ever growing environmental problemsin the capital city.



Appendices.
Appendix 1.

Extract from Microsoft Incarta.

Fairness

Of fundamental importance is that any tax must be fair—that is, citizens should be taxed in proportion
to their abilities to pay (a concept that Smith defined somewhat ambiguously as “in proportion to the
benefit they derive from the government”). A tax is considered fair if those who have the means to pay
are assessed either in proportion to their capacity to pay or, depending on the situation, in proportion to
what they receive from the government. Both “ability to pay” and “benefits received”, therefore, are
criteria of fairness. When government services confer identifiable personal benefits on some
individuals and not on others, and when it is feasible to expect the users to bear a reasonable part of the
codt, financing the benefits, at least partly, by taxing the people who benefit is considered fair, as in the
repayment of loans to students by subsequent taxation. (Obviously, this method does not apply to such
services as public welfare payments.) Taxation in accordance with appropriately applied standards of
ability to pay or of benefits received is said to meet the requirements of vertical equity (because such
taxation exacts different amounts from people in different situations). Just as important is horizontal
equity—the principle that people who are equally able to pay and who benefit equally should be taxed

equally.

© 1993-2003 Microsoft Corporation. All rights reserved.

Appendix 2.
Australian Capital Territory Rating Structure.

http://www.revenue.act.gov.au/r ates.htm#Rates
Rates Calculation for 2004-05

The variable factors used to calculate Rates are now determined by disallowable instrument under s139
of the Taxation Administration Act 1999. See Disallowable Instrument DI 2004-43 for current amounts
and percentage rates.

Calculation of rates for different types of property is as follows:
Standard Properties: $330 + ((AUV - $21500) x P)

The amount of rates payable for 2004-05 has two components - afixed charge of $330 (except for rural
properties) and a vauation based charge for each rateable property. The valuation based charge is
calculated using a rating factor or percentage (P) and the average of 2002, 2003 and 2004 unimproved
land values of your property (AUV), that exceeds $21 500 (rate free threshold). Y ou do not pay the
valuation based charge on the first $21 500 of your AUV.



Unit Properties: $330 + Q(AUV x UE) - $21500) x P)

Rates for units that are part of a registered Unit Title Plan are subject to a similar calculation that is
applied to standard properties. Each unit is liable for the $330 fixed charge together with the valuation
based charge. The valuation based charge for each unit is calculated using the average of 2002, 2003
and 2004 unimproved land values (AUV) of the entire Unlit Title Plan which is multiplied by the
individual unit entittement (UE). The rating factor (P) is then applied to the individual unit value that
exceeds $21 500 (rate free threshold). There is no liability for the valuation based charge if the
individual unit portion of the AUV is $21 500 or less.

Rural Properties: (AUV - $21500) x P
Rates for rural properties are calculated on a valuation based charge only. The rating factor (P) is
applied to the average of 2002, 2003 and 2004 unimproved land values (ALTV) that exceeds $21 500

(rate free threshold). There is no fixed charge component for rural properties.

Rating Factors (P)

There are differentia rating factors for residential, commercial and rural properties that are applied to
the AUV of each property that is above $21 500 (rate free threshold). The rating factors for 2004-05 are
as follows:

Residential 0.3870%
Commercial 1.2182%
Rura 0.1935%

Note. Because of the power of veto the Commonwealth Government exercises over territorial
governments, it can be assumed that this system of rating is endorsed by both sides of politics. This
highlights the inconsistency of an amendment to the Commonwealth’s Local Government (Financial
Assistance Act) that provides that 30% of Commonwealth funds granted under the Act are to be
distributed on a per capita basis to every municipality. This amendment, that has been in place for 30
years, ignores the reality that it is lack of population that adds to the cost of providingservices.

Where there are advantages in density of population, such as communications and the supply of other
services, metropolitan residents are quick to claim the advantages of “economy of scale” but where
there are diseconomies such as the need for freeways, public transport, pollution control, criminal
activity to name afew, it is the taxpayer rather than the ratepayer who is called upon to bear the costs.

(1 See Victoria Grants Commission table; Standardised rates.

12 The Commonwealth Grants Commission Act states that: -

S. 12(3) In making a determination the Commission must have regard to the objective of ensuring that
the allocation of funds for local government purposes is made, as far as practicable, on a full
horizontal equalization basis, being a basis that ensures that each council in the Sate is able to
function, by reasonable effort, at a standard not lower than the average standard of other
municipalities in the Sate, and that takes account of differences in the expenditure required by those
municipalities in the performance of their functions and in the capacity of those municipalities to raise
revenue.

[l Docklands is included as a municipality.
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