Affordable Land in WA

Land speculation in WA as in other countries, has led to serious unintended
consequences which have disrupted economic systems. In particular the cost of land
for urban present day use is highly inflated as it becomes priced for future use.

. Taxis mainly derived from labour and profits and some is used for infrastructure

such as roads, transport and schools. This increases the value of land so that
landowners get improved profit from infrastructure largely paid for by workers and
businesses.

Local community development is inhibited due to the large amount of vacant land
left undeveloped over a long period of time in residential areas. In 2014 The City of
Joondalup reported 1200 vacant residential lots. The resulting loss of revenue from
families requiring local services is estimated at $31 million per annum.

. The practice of developers skipping to areas further from the city leads to more rapid

urban sprawl and more expensive provision of services such as public transport,
roads, power and water supply.

Disincentives can be applied by governments to discourage land speculation and
advance the rate of development. These could include Differential Rating,
progressive property tax and/or time specific building requirements.

Other countries have applied restrictions on overseas speculative investment in
residential land(Indonesia, Malaysia, Canada) while progressive taxes on land profits
have been used to provide affordable housing support(Malaysia).

. The need for land to be available and affordable for community purposes such as

schools and churches may require special provision in taxation legislation changes.

. These concerns and recommendations are prepared for consideration by local, state

governments and other interested groups.

. These issues have been extensively discussed in:

a. The WA Legislative Assembly Community Development and Justice Standing
Committee Report No 8, 2011 “A Fading Dream- Affordable Housing in W A”.
b. DCA: Current Rating Options- WALGA Report 2007
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Editorial

Land Speculation: What Is It Bad For?

by Fred E. Foldvary, Senior Editor

The cause of every major business-cycle depression is land speculation. This fact was
discovered by the American economist Henry George 120 years ago.

Speculators buy land because they expect the price to go up in the future. While waiting for
the price to go up, speculators do different things with land.

Some land speculators buy raw or underdeveloped land and just let it sit until they think the
time is ripe for development. When many speculators are doing this in some area at the
fringe of a city, often developers skip around them to areas further away from the city. That
creates land-wasting urban sprawl, which then requires more roads and longer water pipers
and makes it uneconomical to have public transportation. In other cases, when speculators
are buying land within a city they expect to be developed soon, development instead shifts to
other, less expensive, areas, and the speculators lose out. Society also loses, since that area
can stay relatively undeveloped even though it is within the city.

Other land speculators buy land in order to develop, expecting the rise in land value to be a

big chunk of their profits. That works out well for the first ones to do it, but at the end of the
land boom, when many developers are building and hoping to cash in on the land bonanza,

the land value stops rising. Those who bought near the top don’t get the land gain profit, and
even worse, when the real-estate market crashes, the developers end up with empty houses
and office buildings, and shopping centers they where they built but folks aren’t coming. The
go broke, can’t pay back their loans, and the banks fail, making the economy fall even more.

So the reason land speculation causes depressions is that it raises the land price too high for
those wanting land for actual use. Speculation adds to the demand for land, making prices go
even higher. Land becomes priced for future use, not present-day use. So those wanting sites
for residences, offices, hotels, factories, and shopping centers, slow down their investing.
Also, during the boom, interest rates that were low start going higher as the central bank (in
the US, the Federal Reserve System) reduces the growth of the money supply, increasing
interest rates. With costs rising and investment in machinery and construction down, the
economy grinds to a halt. Workers get laid off, which then decreases demand, and the
economy falls into a recession.

So what causes the depression is the reduction in investment in real estate and other capital
goods, caused by rising interest rates and land prices. When the economy falls into the
depression, real estate prices and interest rates fall, and now investment becomes profitable,
and the recovery starts. For this to happen, the old bad debts have to be cleared, otherwise
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the financial system is clogged with bad debts, as it is now in Japan, and the new enterprises
can’t get the credit they need to get going. It also helps a lot if the barriers to new
investment are taken down - that means eliminating restrictions and taxes on enterprise.

What makes land speculation dysfunctional - a cause of economic trouble - is not really the
speculation itself, but the tax system in which it takes place. The tax systems in the world
today mainly tax labor and profits. Some of the tax money goes to build public works, such
as subways, freeways, streets, roads, public utilities, parks, security, fire protection, and
schooling. These push up land values. So landowners get a government subsidy in the form
of increased rent due to infrastructure that workers and businesses, not the landowners, are
paying for. So land speculators profit from this forced transfer of wealth from workers to
landowners, if they guess right on where new development will go.

There is another intervention behind the market-hampering speculation, and that is, cheap
and easy credit. Land is bought with borrowed money, and when the government stimulates
the economy by over-expanding the money supply, it provides the fuel for land speculation.
Later, when the central bank fears this excessive money is causing price inflation, they
reduce money growth, interest get hiked up, and this stops not just speculation but also
investment, as noted above.

How to stop this crazy cycle? Two things are needed. First, squeeze the profit out of land
speculation by having the community or the government collect the land rent. Land values
won’t go up if the owners don't get the future higher rents. Secondly, stop gushing money
into the banking system. But this is hard to do with central banking, since there is no way to
know exactly how much to increase the money supply. So let the market do it with free-
market banking, where the banks issue private bank notes according to the market demand
for them. (See my October 1997 editorial, “Inflation, Employment and Money” in the
Progress Report Archive.)

To stop disruptive land speculation, we need free banking and the public collection of rent.
Land speculation along with currency troubles due to unfree banking created the collapse of
the economies of East Asia. Land speculation is now heating up in the American economy.
When will society learn?

What's your opinion on land speculation and how to stop it? Tell The Progress Report what
you think!

Copyright 1998 by Fred E. Foldvary. All rights reserved. No part of this material may be
reproduced or transmitted in any form or by any means, electronic or mechanical, which
includes but is not limited to facsimile transmission, photocopying, recording, rekeying, or
using any information storage or retrieveal system, without giving full credit to Fred Foldvary
and The Progress Report.

Fred Foldvary

Fred Foldvary is an economist. He has taught at Santa Clara
University and San Jose State University. His books include Soul
of Liberty, Public Goods and Private Communities, and Dictionary
of Free Market Economics.
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1. INTRODUCTION

Dominic Carbone and Associates (DCA) were appointed by the Western Australian
Local Government Association (WALGA) to investigate current rating options, and/or
amendments to the Local Government Act 1995 and its applicable Regulations, to allow
for rating of vacant land to discourage landowners from withholding land from
development.

1.1 Background

The North Metropolitan Zone of WALGA, at its Meeting held in November 2007,
adopted the following motion.

“A request for the North Metropolitan Zone of WALGA, to seek WALGA
support to lobby the State Government to amend the current legislative
provisions in relation to differential rating, to enable different rates to be
applied on the basis of length of time a property has remained in an
underdeveloped state”.

The WALGA Governance and Strategy Policy Team considered the above
motion and resolved as follows:

“That the Governance and Strategy Policy Team develop a Discussion
Paper and/or Info Page survey canvassing opportunities to introduce
flexibility in the differential rating system for distribution to the sector for
comment, with resultant feedback to be considered by the Governance
and Strategy Policy Team for a recommendation to be prepared for the
State Council meeting”.

The City of Joondalup reported to the North Metropolitan Zone Meeting in
November 2007, of its concern at the amount of vacant land in the City that has
remained in an undeveloped state for an extensive period of time in the
residential area, and in particular, the Joondalup CBD.

The City is keen to see that vacant undeveloped land is developed as
expeditiously as is possible. The applying of a differential rate as a penalty that
is higher than the normal rate may serve to discourage the holding of land in a
vacant state for extensive periods.

The City believes that the differential rating provisions should be amended to
allow for a differential rate to be applied on the basis of the length of time that a
current owner has owned the property while it has remained in an undeveloped
state. Such an arrangement would allow for the escalation of rates over a
number of years.

1.2 The Purpose of this Discussion Paper

The purpose of discussion paper is to provide information relative to the following:

. Principles of Taxation.
. Rating State by State.
. The Systemic Sustainability Study.
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. Basis of Rating in Western Australia.

J Land Valuations in Western Australia.
J Land Tax in Western Australia.
J Government Controls and Incentives
J Differential General Rate in Western Australia.
. Differential General Rate with a Minimum(s) in Western Australia.
. Differential General Rate based on time the land remains undeveloped.
. Covenants.
. Development Incentive Policy.
2. PRINCIPLES OF TAXATION

The main form of revenue that Local Governments raise is rates, a system of property
taxation based on the value of land.

Common principles apply to, and underpin, the imposition of any system of taxation on
communities including rates.

Equity - Taxpayers with the same income pay the same tax, wealthier
taxpayers pay more tax.
Benefit - The concept that there should be some relationship between the tax

paid and the benefits received. The benefits should not necessarily
equal the tax paid.

In levying taxes the ability of the taxpayer to pay the tax must be
taken into account.

Efficiency - Does the tax produce the desired results? If tax is designed to
change consumers’ behaviour, and the behaviour changes, the tax is
deemed efficient.

The tax must be understandable, hard to avoid, and easy to collect.

Ability to Pay

Simplicity

Local Governments must balance the application of the principles to the policy objectives
of taxation, the need to raise revenue through tax, and the effects of the tax on the
community.

3. RATING STATE BY STATE
The Australian Local Government Association provides the following information in
relation to property rates in Australia.
3.1 Western Australia

In Western Australia land is valued by the Valuer General's Office (a State
Government agency) and those values are forwarded to each Local Government.

Two types of values are calculated:

0] Gross Rental Value (GRV) for urban land/buildings; and
(i) Unimproved Value (UV) for rural land.
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To calculate the rate bill, councils multiply a rate in the dollar by the land value.
The ‘per dollar’ rate is determined by the level of revenue the council wishes to
raise, and is dependent on their proposed budget.

There are provisions for councils to create differential rates to shift the revenue
raising effort to certain sectors of the community, ie commercial property. Also,
councils can create “special area rates” for specific services to a particular group
of properties.

There are also a small range of “service charges” which can be set by councils
for specific services like community security, which whilst not specifically referred
to as rates, do go towards the total revenue capacity of a Local Government
body.

3.2 South Australia

In South Australia, the Local Government Act 1999 establishes an autonomous
power for local councils to levy rates on property owners or tenants, based on the
value of their properties.

Total rates cannot exceed the amount determined to be raised in the council’s
budget (however this is not limited by the State in any way), and the council must
adopt valuations for the entire area before setting the rate in the dollar. A range
of options are available to councils in setting rates, including:

. Setting a minimum rate;

. Having a fixed charge apply to all properties plus a rate;

. Differential rates for different categories of land use; and

. Two tiered rating (applying a different rate above certain property values)

to ensure that the incidence of rates best matches the capacity and needs
of the community.
3.3 Queensland

Queensland general rating system works on a “capacity to pay” basis, with the
unimproved value of the land being the determinant for “capacity”.

Unimproved valuations are determined by the State Government so that council
has no influence over the value used for rating.

Councils have a number of methods they can use to gather general rates from
the properties in the local government area.

() General Rates — Where the same rate in the dollar is applied to all land
valuations in the area. A minimum can apply.

(i) Differential Rating - Where land can be categorised by the local

government and a different rate in the dollar applied to each category.

Other ways to class land for differential rating categories include: land ownership
and occupancy, valuation levels, location, land use, etc.
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A local government must receive some rates from either a general rate or
differential general rate on properties.

® Queensland local governments can also use special rates to bring in
moneys from some property owners who receive services that others do
not. An example might be canal levies, rural fire levies, and special road
upgrade levies.

(ii) Separate rates where a flat dollar rate, or a rate in the dollar, is applied to
all properties in the area for a service. This could be a green or brown
environmental levy, civic amenity level, or road levy.

34 New South Wales

Approximately half of New South Wales local government revenue is raised by
rates on land. The rate is based on the unimproved capital value of land. There
are four major rating categories:

0] Residential;

(i) Commercial;

(iir) Agricultural; and
(iv) Mining.

There is also the option of inserting subcategories under these headings. A
different rate may apply to each category or subcategory. Councils may also
apply minimum rates.

New South Wales is subject to rate pegging, or rate capping. This means that
the Minister for Local Government annually determines the amount by which
councils can increase their general revenue, therefore rates do not necessarily
increase in line with land values. Councils may seek special variations beyond
this limit by application to the Minister.

3.5 Victoria

Council rates can comprise up to three components, namely municipal charges,
garbage charges, and rate in the dollar.

Councils begin the rate process by determining any municipal and garbage
(service) charges in order to recover part of a council’s administrative cost, and
the cost of providing waste collection and disposal services respectively.

Once these discretionary charges have been accounted for, councils determine
the rate in the dollar by dividing the balance of the required budget revenue by
the total value of all rateable properties in the municipality.

The rate in the dollar is then multiplied by the value of a property (using one of
three valuation bases) to establish the amount to be paid by each property
owner. This amount is known as the general rates.

General rates are added to any municipal and garbage charges set by a council
to determine the total rates payable on a property.
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Contrary to popular belief, rising property values have no impact on council
revenue collection. As noted above, council budgets are pre determined to meet
expenditure requirements. However, movements in market value of a particular
property may lead to an increase in the size of the rate bill for that particular
property, relative to its increased value.

Each Victorian council chooses one of three valuation bases for their
municipality, being Capital Improved Value (CIV), Site Value (SV), or Net Annual
Value (NAV). The common process for calculating each of the three valuation
bases is as follows:

. Every two years council valuers have a statutory requirement to conduct
a review of property values based on market movements and recent
sales trends.

. Council valuers undertake a physical inspection of a sample of properties.

. The total value of the municipality is used as the base against which a
council strikes its rate in the dollar.

. The rate in the dollar is multiplied by the CIV, SV or NAV value of the
property, to determine the general rates on each property.

. The Valuer General is responsible for reviewing the total valuation of

each municipality for accuracy before he certifies that the valuation is true
and correct.

Clv - Refers to the total market value of the land, plus the improved
value of the property, including the house, other buildings and
landscaping, as determined by a valuer.

SV - Refers to the unimproved market value of the land.

NAV - The annual rental a property would render, less the landlord’s
outgoings (such as insurance, land tax and maintenance costs), or
5% of the CIV for residential properties and farms. The value is
higher for commercial/industrial and investment properties.

3.6 Tasmania

In Tasmania, local councils levy rates on property owners or tenants based on
the value of their properties.

Total rates cannot exceed the amount determined to be raised in the council’s
budget (however this is not limited by the State in any way), and the Council
must adopt valuations for the entire area before setting the rate in the collar. A
range of options are available to Councils setting rates including:

. Setting a minimum rate;

. Having a fixed charge apply to all properties, plus a rate;

. Differential rates for different categories of land use; and

. Two tiered rating (applying a different rate above certain property values)

to ensure that the incidence of rates best matches the capacity and needs
of the community.
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3.7 Australian Capital Territory
Calculation of rates for different types of property is as follows:
() Standard Properties
FC + ((AUV - $22 000) x P)

The amount of rates payable has two components, a fixed charge (FC)
and a valuation based charge for each rateable property. Each property
is liable for the fixed charge, together with the valuation based charge.
The valuation based charge is calculated using a rating factor, or
percentage (P), and the average of three previous years unimproved land
values of the property (AUV). There is no liability for the valuation based
charge on the first $22 000 of the AUV.

(i) Unit Properties: FC + (((AUV x UE) - $22 000) x P)

Rates for units that are part of a registered Unit Title Plan are subject to a
similar calculation that is applied to all other properties. Each unit is liable
for the fixed charge (FC), together with the valuation based charge. The
valuation based charge for each unit is calculated using the average of
three previous years unimproved land values (AUV) of the entire Unit Title
Plan, which is multiplied by the individual unit entittements (UE). The
rating factor, or percentage (P), is then applied to the individual unit
portion of the AUV that exceeds $22,000 (rate free threshold). There is
no liability for the valuation based charge if the individual unit portion of
the AUV is $22,000 or less.

(i) Fixed Charges (FC) and rating Factors (P)
There are different fixed charges and rating factors for residential,
commercial and rural properties.
3.8 Northern Territory
Rates can be levied on the basis of a rate in the dollar times the land value (with
or without a minimum being payable). Differential and flat rate per parcel rates

can also be levied, along with a combination of these rates methods.

A Municipal council can adopt as a method of determining the assessed value of
all rateable land in its area using:

0] The unimproved capital value;
(i) The improved capital value; or
(iii) The annual value;

as it appears in the valuation roll of the Valuer General.
Municipal councils can also raise a ‘local rate’, based on the assessed value of

the rateable land for the purposes of defraying costs on functions or repaying
loans on functions.
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4.

THE SYSTEMIC SUSTAINABILITY STUDY
The Western Australian Local Government Association’s (WALGA) - SSS Report states:

“Alternative local taxation methods to replace or augment the current property
rates system were considered at length by the Revenue Working Party. The
conclusion from these investigations is that the property rates continue to offer
the most effective and efficient local taxation system available”.

BASIS OF LocAL GOVERNMENT RATES IN WESTERN AUSTRALIA

Local government rating is regulated through Sections 6.28 to 6.82 of the Local
Government Act 1995 (the Act). All land within a local government district is rateable
land with the exceptions, as specified in Section 6.26 of the Act.

The basis for local government rates is the unimproved value (UV) for land used
predominately for rural purposes, and gross rental value (GRV) for land used
predominately for non rural purposes. Local governments set a rate in the dollar in order
to achieve rating equity, and to raise the revenue required to meet their projected
shortfalls.

Local Governments can utilise differential rating; minimum payments, specified area
rates, service charge, discounts and concessions to adjust the rates burden. Local
Government rates are a property tax based on land or rental value and broadly reflect
the “ability to pay”. The rates imposed are not a fee for service.

LAND VALUATIONS IN WESTERN AUSTRALIA

The main legislation for the valuation of land relevant to this Discussion Paper is as
follows:

o The Valuation of Land Act 1978; and
o The Local Government Act 1995.

6.1 The Valuation of Land Act 1978

The Valuation of Land Act 1978 provides for the valuation of land in Western
Australia.

The Valuer General's Guide to Rating and Taxing Values describes the Valuer
General's role in providing valuations used by rating and taxing authorities, in
accordance with the provisions of the Valuation of Land Act 1978 (the VLA). The
VLA empowers the Valuer General to conduct general valuations based on
Unimproved Values (UV) and Gross Rental Value (GRV).
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Unimproved (Land) Values (UV’s)

A new UV is determined each year for all land within the State, and comes into
force on 30 June. UV is defined in the Valuation of Land Act 1978, and in some
cases, it is a statutory formula. As a broad guide the following applies:

- Within a Townsite

For land situated within a townsite the UV is the site value of the land. In
general, this means the value of the land as if it were vacant with no
improvements except merged improvements. Merged improvements
relate to improvements such as clearing, draining and tilling.

- Outside a Townsite

The UV of land outside a townsite is valued as if it had no improvements.
In this case, the land is valued as though it remains in its original, natural
state, although any land degradation is taken into account.

If the UV cannot reasonably be determined on this basis, it is calculated
as a percentage of the value of the land as if it had been developed to a
fair district standard, but not including buildings. This percentage is
prescribed (where it applies) by the Valuer General from year to year and
is currently 30%.

- Exceptions

There are certain exceptions to the above for which the Valuation of Land
Act 1978 provides statutory valuation calculations for UV based on
formula, for example a fixed rate per hectare, or a multiple of the annual
rent.

These exceptions include: mining tenements, leases under the Land
Administration Act 1997 for the purpose of grazing, leases under
agreement acts, and land held under the Conservation and Land
Management Act 1984.

- Strata Titles

Section 62(1) of the Strata Titles Act 1985 provides that for UV the Valuer
General must value the whole of the land subject to a strata plan, as a
single parcel in single ownership. The rating and taxing authority is
required to apportion the value in proportion to the unit entitlement, which
is shown on the registered strata plan.

Section 62(2) of the Strata Titles Act 1985 provides that each lot in a
survey strata scheme shall be valued as a separate parcel of land.
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- UV Valuation Methodology

Market based UV's are determined by reference to the land market at the
date of valuation. All sales relevant to the predetermined date of
valuation are investigated, and where considered necessary, the parties
interviewed.

Unsuitable sales, for example between related parties, or those with

special circumstances, are discarded. By this process, fair and
reasonable criteria is established for the fixing of values.

Gross Rental Values (GRV'S)

The primary definition of GRV under the Valuation of Land Act 1978 is as follows:
- GRV

Means the gross annual rental that the land might reasonably be
expected to realise if let on a tenancy from year to year, upon condition
that the landlord is liable for all rates, taxes and other charges thereon,
and the insurance and other outgoings necessary to maintain the value of
the land.

A GRYV is determined on the basis that the rental includes outgoings such
as rates and other property expenses.

As most commercial rentals are negotiated net of outgoings, these need
to be added to the net rental to equate to the statutory definition.

The introduction of the Goods and Services Tax (GST) has impacted on
the determination of GRV. Where property rental payments are subject to
GST, they represent a tax payable by the property owner, and as such
must be included in the Gross Rental Value.

Where an annual rental cannot reasonably be determined, then the GRV
shall be assessed value. Assessed value is defined in the Valuation of
Land Act 1978 as set percentage of capital value, currently fixed by
regulation at 5%.

For example, vacant residential land for which no rental value can be
determined is currently valued on the basis of 5% of its total capital value.
Capital Value is defined as the capital amount from which an estate of fee
simple, in the land might reasonably be expected to realize upon sale,
provided that where the capital value of land cannot be reasonably
determined on such basis, the capital value of such land shall be the sum
of first, the unimproved value of the land and secondly the estimated
replacement cost of improvements to the land.

Land used for residential purposes only must be valued on the basis of
rental value. Any other land with a relatively low rental value in
comparison to its capital value may be valued as if it were vacant land.
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- GRYV Valuation Methodology

A database of rental evidence is assembled from information obtained
from property managers, owners, and other sources.

A schedule of properties rented at the date of valuation is prepared for the
area to be valued.

The rented properties are inspected and the rents analysed (for example
deductions for furniture included in the letting).

Unsuitable lettings, such as those between related parties, are discarded
so that the final list is acceptable as the basis for the determination of fair
gross rentals, as illustrated by actual market dealings.

From the analysis of actual rentals, the fair gross rental of each property
is established, after making allowances for any special features or
detriments.

The GRV normally represents the annual equivalent of a fair weekly
rental. For instance a GRV of $10,400 represents a weekly rental of
$200.

6.2 The Local Government Act 1995

Part 6 of the Act incorporates provisions for the rating of land in Local
Government districts.

The Local Government Operational Guidelines Number 2 - Changing
Methodology of Valuation of Land, states as follows:

“In implementing suitable rating systems Local Governments should
observe the principles of:-

Objectivity

As far as possible, the predominant use of land should be reviewed and
determined on the basis of an objective assessment of relevant criteria.
External parties should be able to understand how and why a particular
determination was made.

Fairness and Equity

Rating principles should be applied fairly and equitably. Each property
should make a fair contribution to rates based on a method of valuation
that appropriately reflects predominant use.

Consistency

Rating principles should be applied. and determinations should be made.

in a consistent manner. Like properties should be treated in a like
manner.
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Transparency

Systems and procedures for determining the method of valuation of land
should be clearly documented and available for the public to inspect.
This is fundamental to the ‘good government’ principle upon which the Act
is based. The right to govern accompanies the obligation to do so openly
and fairly.

Administrative Efficiency

Rating principles and procedures should be applied and implemented in
an efficient and cost-effective manner.”

7. LAND TAX IN WESTERN AUSTRALIA

Land Tax is an annual tax which is based on the aggregated taxable value of all land
held in the same ownership at midnight on 30 June before the year of assessment.
Land owned in the name of an individual, or individuals, and is the usual place of
residence is exempt from tax. Other exempt land is detailed in Section 20 of the Land
Tax Assessment Act. The current Land Tax Rates are as follows:

TOTAL TAXABLE VALUE OF THE LAND EFFECTIVE FOR THE FINANCIAL YEARS
2008/2009 AND 2009/2010
Exceeding Not Exceeding Rates
$ $
0 300,000 Nil
300,000 1,000,000 $0.09 for Each $1 in Excess of $300,000
1,000,000 2,200,000 $630.00 + 0.47 Cents for Each $1 in Excess of $1,000,000
2,200,000 5,500,000 $6,270.00 + $1.22 for Each $1 in Excess of $2,200,000
5,500,000 11,000,000 $46,530.00 + $1.46 for Each $1 in Excess of $5,500,000
11,000,000 And Upwards $125,830.00 + $2.16 for Each $1 in Excess of $11,000,000

The value of the land is based on the “unimproved value” of land, that is, its market
value under normal sales conditions, assuming that no structural improvements have
been made.

Land within the Perth metropolitan region and townsites throughout Western Australia is
assessed on the “site value” basis, which includes merged improvements such as
drainage, filling, excavation, grading, and retaining walls. Each year the Valuer General
determines the unimproved value of all land in the State.

The Taxable value for land is the lesser of the current unimproved value of the land, or
150% of the previous year's unimproved value. The capping of the value was
introduced from the 2009/2010 year.
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The Land Tax Legislation and rates could be amended to include vacant land in a
separate category. The rate in the dollar could be increased significantly to provide a
disincentive to hold vacant land, or even a different rate to apply on the length of time a
property has remained in an undeveloped state. Changes to the Land Tax Legislation
will ensure that there is uniformity or consistency throughout the State, and the State
Government is better placed to use the tax system to achieve broader policy objectives.

The release of land is managed by the State Government. The Western Australian
Planning Commission (WAPC) is the statutory authority with state wide responsibilities
for urban, rural and regional land use planning and land development matters. The
WAPC administers the Metropolitan Region Scheme (MRS). The scheme is the
statutory basis of controlling land use and property development in Perth.

8. GOVERNMENT CONTROLS AND INCENTIVES

The landowner, or property developer, vary in size, structure and function, and may take
the form of individuals, corporations and financial institutions. A developer takes into
account a number of factors in order to make development decisions, and these are
purchasing, financial, holding and construction costs, occupancy demand, interest rates
and inflation. All these factors will influence the development or project profit.

Governments are able to influence the decision of developers with the aim of
discouraging land speculation, and advancing the time of the development. The
complexity, costs and time requirements associated with the approval process, act as a
disincentive for developers.

Property taxation, in particular land tax and rates levied by local governments, may be a
medium for encouraging a quicker development response and discouraging land
speculation; this is dependent on the impact these taxes have on the developer(s) in
relation to holding costs of land.

9. DIFFERENTIAL RATE IN WESTERN AUSTRALIA

Section 6.33 of the Act allows local governments to impose differential general rates to
shift the revenue raising effort to certain sectors of the community. Local governments
could rate on the following land uses, or a combination of zoning/locality, and land use.

. Residential

. Commercial
. Industrial

. Rural

. Vacant Land
. Other

Changing to differential land use rating would allow local governments to offer different
rates in the dollar to the above groups.

Vacant land could be set at a higher rate in the dollar to discourage landowners from
withholding land from development.
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10.

11.

12.

The use of differential rates makes the rating system more complex, but not enough to
make the rating method hard to understand, avoid or easy to collect. A number of
Western Australian Local Governments currently use the rating method.

MINIMUM PAYMENT IN WESTERN AUSTRALIA

Section 6.35 of the Act allows a local government to impose on any rateable land in its
district, a minimum payment which is greater than the general rate, which would
otherwise be payable on that land. The setting of minimum rates by local governments
ensures that all rateable properties make a reasonable contribution, irrespective of the
property valuation; this in effect is a flat charge per property.

DIFFERENTIAL GENERAL RATE WITH MINIMUMS IN WESTERN AUSTRALIA

Section 6.35 (6)(c) of the Act states for the purpose of this section, a minimum payment
is to be applied separately, and in respect of each of the following categories.

“(c) To each differential rating category where a differential general rate is
imposed.”

DIFFERENTIAL GENERAL RATE BASED ON TIME THE LAND REMAINS
UNDEVELOPED

The local government rating system in Western Australia is based on the value of the
land, whether unimproved or gross rental values, determined independently by the
Valuer General. The categories of rates and services that can be imposed under the Act
are all land value based. Local governments are able to utilise differential rating,
minimum payments, specified area rates, service charges, discounts and concessions,
to adjust the rate burden imposed.

The introduction of a differential rate based on time the land remains undeveloped will
make the rating system more complex, and could offend a number of taxation principles
such as equity, benefit and simplicity. Whilst the intent is clear, the application may
prove difficult.

The City of Joondalup, in its report to the North Metropolitan Zone of WALGA, states:

“The City believes that the differential rating provisions should be amended to
allow for a differential rate to be applied on the basis of the length of time that a
current owner has owned the property while it has remained in an undeveloped
state. There should be the flexibility to enable a differential rate to apply on a
tenure basis to be defined by the local government, which could be a sliding
scale with a differential that escalates over a number of years.

DCA: Current Rating Options — WALGA Page 13 of 21



An arrangement like this would enable a local government to give latitude in the
first couple of years to provide genuine developers, who have every intention of
developing the property, with the opportunity to do so without undue penalty. A
differential rate could then be increased over a number of years effectively
penalising those who have not made progress towards undertaking a
development in a reasonable timeframe.

The one difficulty that would need to be controlled is where ownership is
deliberately manipulated to avoid a differential rate. There may need to be some
safeguards provided that mean, that for the purposes of differential, a change of
ownership has not taken place unless there has been a substantial change in
ownership, which would exclude situations where ownership was changed from
one corporate entity to another but the shareholding has remained unchanged, or
where it has moved from personal ownership to corporate ownership, or vice
versa, but the persons involved are the same”.

Some issues that need to be addressed in relation to this rating option are:

. Date of commencement, would it be retrospective?
. When a property is sold, does the obligation and arrangement carry on?
. “Genuine Developer” may require defining.

If the intent of the owner is to develop, what proof needs to be provided, who
decides that the proof is sufficient?

The proposal requires amendments to the Local Government Act 1995, along similar
lines as those proposed for land tax, refer Iltem 7. The proposed legislative amendments
would allow each local government to determine if, how, and when the law would apply
in their locality.

The table below contains information relating to a sample metropolitan local government
that utilises the differential rating system, and that have adopted a differential rate in the
dollar for vacant land.
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An analysis of the information contained in the table reveals the following:

. Vacant land on average represents 8% of rateable properties, 5% of valuations,
and 9% of rate revenue.

. The rate in the dollar for vacant land ranges from 7.1 to 20.6387 cents.

. The ability already exists in the Local Government Act 1995 for local
governments to adopt a differential rating system, and further more, to utilise a
rate in the dollar that could act as a disincentive for landowners from withholding
land from development.

13. COVENANTS

A covenant is an obligation in a deed, by the seller, upon the buyer of real estate to do
or not to do something; such restrictions run with the land and are enforceable on
subsequent buyers of the property.

When a subdivision is created, the local government may wish to ensure that the land is
developed within a reasonable time. Time covenants relate to when the construction of
a dwelling or building must commence, to the time within which construction must be
completed.

Planning Bulletin 91 - Estate Covenants - Residential Subdivisions, published by the
WAPC, supersedes Planning Bulletin 38, and details the concept of restrictive
covenants. Restrictive covenants may be created:

. By a deed setting out the terms of the restrictive covenant;

. On a transfer of land form containing the words creating the restrictive covenant;
or

. On plans of subdivision under Part 1V(a) of the Transfer of Land Act.

An instrument creating a restrictive covenant may be registered on the certificate of title
for the land, burdened or benefited by the restrictive covenant.

The WAPC or the local government may require the applicant to enter into a restrictive
covenant as a condition of subdivision.
Section 143(c) of the Planing and Development Act 2005 states:
“How Commission is to deal with plan of subdivision.
(© Approve the plan of subdivision and require the applicant for approval to
comply with such conditions as the Commission thinks fit before the

diagram or plan of survey will be endorsed with the approval of the
Commission.”
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Section 148 further states:

“Without limiting Section 143, the Commission may impose a condition under that
section that requires:

(@)

Development to be integrated with the subdivision of the lot, as specified
by the Commission where, in the opinion of the Commission, such
integration is necessary because of the size of the lots and potential
impact in the amenity of the locality”.

It can be argued that the delay in the development of the land has the potential to
adversely impact on the amenity of the locality, thus a condition of subdivision may be a

time covenant.

14. DEVELOPMENT INCENTIVE PoLICY

Each Local Government may provide incentives, which encourage development on
vacant land where it can be demonstrated that such development provides significant
benefits to the community.

14.1 Incentives

Local Governments may consider providing efficient facilitation services for all
projects, enabling developers to be confident that the proposal will proceed
without unnecessary costs and delays. The facilitation offered may include
provision of information, strategic and technical advice, and fast tracking
approvals within the statutory limits.

Other incentives may include:

Provision of council services at a reduced rate for a given period to offset
the cost of private works or services.

Acting on behalf of a group of individuals to progress the development.

Reduction of local government fees or charges for development
applications to encourage strategic or major developments. Such rebates
will be decided by Councils on the merits of the individual proposal(s) and
should be justified based on the strategic, economic and community
benefits that will accrue from the development.

Variations of town planning scheme provisions.

DCA: Current Rating Options — WALGA Page 18 of 21



14.2 Policies

Examples of policies may be viewed on the following websites:

www.claregilbertvalleys.sa.gov.au/webdata/resources/files/rate_rebate_for_vacant_land.pdf

www.forbes.nsw.gov.auffiles/2817/file/leconomic_development_incentive_policy_residential_development

www.kingston.vic.gov.au

15. CONCLUSION

The Discussion Paper details the areas that were investigated relating to the possible
introduction of a differential rate, based on the length of time a property remains
underdeveloped. The option introduces a new element of time into a property tax
system. The Systemic Sustainability Study concludes that property rates continue to
offer the most effective and efficient local taxation system.

Governments are able to influence decisions of landowners and developers with the aim
of discouraging land speculation, and advancing the time of development. The
complexity, costs, and time requirements associated with the approval process act as a
disincentive. Developers take into account a number of factors that will influence their
development, such as purchasing, financial, holding and construction costs, occupancy
demand, interest rates and inflation. Property taxation, such as land tax and local
government rates, may be a medium for encouraging a quicker development response,
however they must have a significant impact on the holding costs of the developer.

The introduction of a differential rate based on the time a property remains
underdeveloped requires an amendment to the Local Government Act 1995, if indeed
responsibility of development lies with local governments. If such a responsibility rests
with the State Government, then amendments to the Land Tax Legislation could also be
an option. The release of land is managed by the State Government, and the Western
Australian Planning Commission is the statutory authority with state wide responsibilities
for urban, rural and regional land use planning, and land development matters.
Amendments to the Land Tax Legislation will ensure that uniformity or consistency
throughout the State. The State Government is better placed to using the tax system to
achieve broader policy objectives.

Local Governments may develop an incentive policy to encourage the development of
vacant land in their localities, by providing efficient facilitation services to developers by
providing information, strategic and technical advice, and fast tracking approvals. Other
incentives may include provision of council services at a reduced rate, acting on behalf
of a group of individuals to progress development, reduction of local government fees
and charges for development applications, and variations of town planning scheme
provisions. Assistance provided should be justified based on the strategic, economic
and community benefits that will accrue from the development.
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An analysis of the sample metropolitan local governments that utilise the differential
rating system reveals that vacant land, on average, represents approximately 8% of
rateable properties. The rates in the dollar levied range from 7.1 to 20.6387 cents for
the sample local governments. While the table measures vacant land in total, this
includes recent subdivision approvals, as well as vacant land held by owners or
developers over a long period of time, thus the extent of the problem remains unclear. It
may be appropriate for a survey to be conducted by WALGA to ascertain the above.
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