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SUBMISSION ON THE 
MUNICIPAL PROPERTY RATES AMENDMENT BILL (2011)
1. INTRODUCTION

It is recognised that Property Rates constitute a very substantial portion of a municipality’s revenue and that apart from a percentage of the profit that accrues from the sale of services and also the sale of municipally-owned land, opportunities for municipalities to generate additional revenue are very limited.   Many are in dire financial straits as a consequence of the limited size of the rates base.   Unfortunately, this is not expanding at a rate to keep pace with the annual increases in costs for which municipalities have to provide.  This has resulted in very unreasonable rates increases in some municipalities, especially when the MPRA was enacted.   Advantage was taken of the fact that the transitional arrangements for the introduction of the new legislation did not provide the sort of constraints on municipalities which the Act imposed thereafter.  

The consequences of this, as well as numerous problems associated with revised valuation rolls, were that public confidence in the new legislation was seriously undermined.    Moreover, municipal rates policies were not always subjected to satisfactory consultation, and many, if not most, lacked specifics, preferring to deal superficially with 

the relevant issues.  Many were little more than repetitions of the legislation and this left municipal councils with freedom to make ad hoc decisions.
It is not surprising, therefore, that the proposed amendments have been viewed with suspicion in many quarters and that much of the criticism has been focused mainly on one aspect of the proposals, viz the commercial rating of second properties.

The Deputy Minister of Cooperative Governance and Traditional Affairs has clarified this matter to some extent in his public concession that the proposed amendments require some revision to dispel the perception that every second residential property will be liable for higher commercial rates.

2. SPECIFIC MATTERS OF CONCERN

2.1
Definitions 
2.1.1
‘residential property’
(Section 2 – 1 of the principal act)


This is the clause that has occasioned a good deal of criticism.   While it is understandable in principle that properties purchased for purposes of business profit and dedicated to the occupation of paying visitors or guests should be rated in terms of commercial rates, it is thought to be extremely problematic that a property in which the owner is resident should be subject to commercial rating, even if paying guests or visitors are accommodated in the property as well.  Many older people whose families have left home seek to augment their income by letting out a room or two, or perhaps an outside room that was not built for this purpose originally.    A similar problem exists in the case of people who own holiday properties that they and their families use from time to time while letting them out to guests on other occasions.  These are essentially residential, not commercial.

There is also concern that many bed and breakfast establishments, even in dedicated premises, in reality are micro or small enterprises.    Many have been established by previously disadvantaged people who find the establishment of this type of enterprise the easiest way of gaining access to the tourism sector.   In light of government’s identification of the importance of this sector for the country’s economic growth, and the imperative to transform it by increasing the number of black participants, it would be unfortunate to impose an obstacle by increasing the amounts they would have to pay in rates.


It is suggested that municipalities could determine the appropriate classification at the time that a licence to operate a boarding house or bed and breakfast is issued.  This could be based on the particular circumstances of the case, and the nature of the licence issued would specify whether commercial or residential rates were payable. 

The Chamber submits that there is a difference, not recognised in the proposed amendments, between a home business and a business run from a residentially-zoned property.   It is grossly unfair when a business trades from a property on which residential rates are paid, while another, perhaps across the road and a competitor, is subject to the payment of commercial rates.   However, an individual who bakes or does craft work for sale from his or her home, is not trading in the same way.   This kind of enterprise should not be discouraged by increased taxation.  

The differentiation should lie in the realm of by-laws and the proper enforcement of zoning in terms of a municipality’s spatial development framework and plan rather than national legislation on property rates.   If a municipality judges a property to be residential, it is a residential rate that should be paid.   The extra taxation of home businesses would form a significant impact on entrepreneurship and job creation. 
It should be remembered that the owners of second properties, whatever their use, are subject to capital gains tax, and whatever they may do that yields income is also taxable as income tax. 
2.1.2 “vacant property”
(Section 2(q) – 1 of the principal act)
Some properties will never be able to have immovable improvements erected on them eg islands between roads, embankments, private open space, walkways.  The insertion of the word “can or“ before “have” should be inserted into (a) as not all properties can be developed.  Alternatively, vacant property should be defined as those that still need to be developed and, differently, as properties that are unable to be developed for various reasons.
2.2 The Importance of property

The legislation should take into account that there should be no discouragement to investment into one’s own property.   Enhancement of value results in additional rates anyway, while it is also a means of saving which is seen to be a priority in the country.
Furthermore, idle buildings become derelict and contribute significantly to urban decay and consequent local economic decline.   In general, therefore, while property rates represent a fundamental source of municipal income, they should not be punitive or inhibitive to the development of a vibrant property market.   Indeed, although there are other mechanisms to encourage re-investment in properties whose condition has deteriorated, it should also be possible for municipalities to add incentive through the use of rates.
2.3
Valuation
(Section 16 – 32 of the principal act)
The extension of the valuation period from five to seven years is viewed as very problematic.    Property market profiles often change quicker than that and it is unacceptable that a valuation, which may be valid (in terms of current market prices) at a particular point in time but quite radically invalid at another during a seven-year cycle, should be the basis for the rating of the property over this length of time.  Some owners may pay a higher amount than is warranted, while others may pay a good deal less.


The reason for the amendment is understandable and relates to the very high cost of valuation.   This could be circumvented, it is believed, by using the sort of methodology used quite successfully by property agents who are able to attribute accurate market values to properties much more frequently than every five years.   Indeed, it would be possible, with the use of appropriate technology, to revalue properties every second year, or perhaps even annually.

2.4
Decrease in rates  (Section 3 – 3 of the principal act) 

This amendment is considered positive and encouraging.  It provides a municipality with the opportunity to contribute positively to economic growth by giving some relief to the rates burden for those who need it under certain circumstances.   
2.5 Other cases in which flexibility is required

The special rating area matters in Section 8 should not only deal with additional rating, but should also include property tax exemption or at least larger rebates or decreases.   This could be done to encourage green field development.   IDZs, for example, would benefit from this measure.   What municipalities would lose in the short term they would gain considerably in the future. 
Commercial property vacancies are growing at an alarming rate in some municipalities. The Bill should also look at how local authorities deal with the high vacancy rates in existing commercial space, particularly those mixed with properly maintained building in municipalities. This is important to encourage re-investments in depressed areas where vacancy is high. In such cases, the Bill should allow municipalities to devise means of enticing investors into those vacant areas by providing interim relief or temporary exemption on property taxes. This option will help provides the municipality with at least some further revenue from consumption of services on property that would otherwise have been unused.
2.6 Differential rates
(Section 5 – 8 of the principal act)
By coupling the vacant land definition together with non permitted uses, it means that the owners of the vacant land will probably have to pay a rate randage that is the same for owners who have not complied with the use of their property . The vacant land category should be a separate category to non-permitted uses.

2.7 Reporting
(Section 27 – 81 of the principal act)

Although the amendment specifies that the municipality must provide a written account, some of the municipalities only indicate the market value and how the amount was calculated on an annual assessment form.  (This is the practice of the eThekwini Municipality, for example).  

The insertion of “monthly account” would force the municipality to indicate all the relevant information on the monthly accounts as changes linked to municipal values and categories are often impossible to pick up without the basic information relating to the property being indicated on the account.  

Section (2) needs to be clarified to indicate that the municipality is responsible for providing a correct account for payment.  Some municipalities have been unable to provide accounts (for up to six months) due to their computer systems not working.  

For private companies, no accounts can be paid without correct written rates accounts being provided by the municipality. Where municipalities cannot provide written monthly accounts, they should not be allowed to charge interest on outstanding accounts and the owners should not be sent Letters of Demand or Summons where the municipality cannot comply with the provision of accounts.

2.8 Change of value
(Section 22 – 55 of the principal act)

If a change of value is agreed to by the municipal valuer and the owner, the change should be implemented from the general valuation date on agreement rather than waiting for the next supplementary roll to reflect the change. 

2.9 Clerical or typing error
(Section 25 0- 78 of the principal act)

In the event that the municipality made a clerical or typing error the change indicated in the supplementary roll should be effective from the date of the general valuation roll (or from the date of the error) in line with “substantially incorrectly valued properties during the last general valuation” and not the supplementary roll effective date - if the owner is financially prejudiced.
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