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Events leading up to the Independent Review
In January each year Notices of Valuation are issued to landowners in around one third of the local government
areas in NSW. During January 2012, approximately 12,705 Notices of Valuation for new land values as at 1 July
2011 were issued to landowners in the Mid-Western Regional Council (MWRC) area.
On 15 February 2012, Land and Property Information (LPI) valuation staff and representatives from the valuation
contractor, Aspect Property Consultants, attended a Council briefing session. Briefings on new valuations are
routinely provided to Councils in years when Notices of Valuation are issued to their ratepayers.
At this briefing session, several Councillors raised concerns about large changes to rural land values since the
previous general valuation year. The Council was concerned that these changes had been influenced by property
sales to coal mines in the area. LPI’s record of the meeting show the contractor advised that they did not rely on
coal mine sales to determine rural land values in the area, and that the value changes were identified as being the
result of market movement, regrading and reclassification of properties.
Following the meeting, Council issued a letter to landowners of properties that had large increases in land values,
advising that the changes to land values would likely result in a corresponding rate increase, and that Council
encouraged them to contact the LPI call centre.
The NSW Farmers Association, which has also been involved in a number of media interviews wrote to the Valuer
General on 20 June 2012, requesting a full review of land valuations on rural properties in the MWRC area.
By June 2012 there had been approximately 99 objections received for land values in the MWRC area. To
ensure consistency in the objection results, an LPI Valuer undertook a review of all objections in the MWRC area.
Objection contract valuers had reviewed approximately 40 objections and recommended that the land values for
approximately half of these be reduced, substantially in some cases.
A review was consequently conducted by LPI into the performance of the valuation contractor and the market
evidence it relied upon to determine the 1 July 2011 valuations in the MWRC area. The focus of the review was on
broad acre rural properties (over 100 ha) where land value changes of 20 per cent or greater had occurred. LPI’s
review was completed in September 2012 and resulted in the amendment of 310 land values.
Following the review by LPI the Valuer General engaged Professor Hefferan to undertake an independent review
into the 2011 statutory valuation process for the MWRC area.
Professor Hefferan presented the final report to the Valuer General in March 2013. The summary section of the
report is provided below on page three. A list of issues presented by Professor Hefferan is also provided on page
nine of this document with actions taken by the Valuer General and LPI in response.
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Summary by Professor Michael J Hefferan
2011 Statutory Valuations
an independent review into Mid-Western NSW local authority area
The Valuer General of New South Wales (NSW) has concerns over valuations that were applied to the
Mid-Western Regional Council effective from 1 July 2011. On the face of it, there were anomalies and changes
in relativities with certain assessments, of particular interest was the state of the market in the Bylong Valley
area, located about 65 kilometres east of Mudgee.
The author of this review has considerable background in theoretical and application parameters of statutory
valuation in Australia and was given a wide brief to further investigate the matter.

The brief
This brief required an independent review of the appropriateness of the activities of the consultant valuers (also
referred to as contractors) in carrying out their duties and the factors that resulted in what were considered
by the Land and Property Information, Valuation Services (LPI) as a significant number of errors. Secondly, the
review was to consider the role played by the LPI in their quality assurance processes and how the developing
issues in the Mid-Western (MW) Region were managed and addressed.
The review also required to establish if such issues were isolated cases or had the potential to be more
widespread. Finally, it was to suggest some remedies and solutions that could be instigated to address current
and future issues of this type.

Methodology and timing
The investigation included desktop review of documents of general relevance and/or specific to the case, three
visits to Sydney for discussions with the Valuer General and to interview members of the Valuer General’s staff
and senior officers of the LPI Division of the Department of Finance and Services of NSW. This also included
a separate visit to Mudgee and surrounds to interview local council staff, LPI and contract staff, land owner/
objectors and industry representatives operating in that area. Later interviews were also held with some
contracting valuers from elsewhere in the state.
The period of this review was from October to December 2012. The accessibility of certain interviewees
delayed the initial deadline.

Concept of ad valorem tax
To appreciate the specifics of this case, some context regarding the nature of ad valorem tax systems is
required. These taxes are amongst the oldest in recorded history and are robust and remain important in the
taxation mix of practically all developed and developing countries.
Ad valorem tax has a range of advantages over many other forms of taxation assessment however are not
without risk areas. Principal risks here relate to the maintenance of accuracy and relativities across such a large
number of individual assessments (about 2.45 million per annum in NSW) within typically tight time constraints
and cost parameters.
With these potential risks in mind, statutory valuation systems have developed to a sophisticated level, based
on international standards and on the continuous valuation and update of data. Landowners’ rights are further
protected by objection and appeal provisions established within legislation.
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The level of sophistication of such systems varies from state to state and the system applied in NSW is generally
accepted as the most advanced in Australia – which would be expected given that it has the largest number of
annual assessments, the greatest capital value of the property base and the greatest concentration of complex
property types. Whether or not this system is always applied successfully or if further refinements to it are required
are separate questions.
As an overall observation and starting point, it can be confidently stated that statutory valuations systems in NSW
and Australia provide assessments that are generally reliable and solicit relatively small numbers of objectors. (In
many cases too, those objections relate to ‘difficult to value’ or ‘one-off’ properties such as regional shopping
centres.) Significant or widespread erroneous valuation levels should be (and in fact are) rare. Occasional issues
and complaints still emerge but the level of objections and of significant faults found with valuation systems across
Australia were found to be relatively low.
The level of objections is only one performance measure for these systems. Principally because there is a level
of subjectivity in the assessment of value, some objection should be considered as almost inevitable. Quite
pragmatically too, if there were little or no objections then that may be an indicator that assessed values are being
set well below true market.
Contemporary statutory valuation systems typically have a range of in built risk management and quality
management steps and overlays within the annual valuation process. These include quality assurance, statistical
modelling and the use of benchmarking techniques. These are important in mass appraisal as they provide important
indicators of significant variations from past assessments or anticipated outcomes and trends. Variations, particularly
those identified through software models, may not indicate error – there may well have been unexpected variations
and movements in the market in that locality or for that specific property. They may also be exposing some anomaly
from past assessments. In any case, the value of such techniques lies in that they can, relatively easily, either confirm
the relativities of previous assessments (perhaps with uniform trends in the market in one direction or the other) or
identify unexpected aberrations requiring further investigation for confirmation or modification.

Review process
The stage which follows is critical to the success of the entire process and reflects the unique character of
property assets in general and each individual property within it. Based on the initial quality assessments identified
above and the cases presented by objectors, valuers with sound experience in property practices and statutory
valuation and with close local knowledge of property and non-property market determinants, must review the
preliminary outcomes. This includes the ability to use their professional judgement and acumen to ‘override’ the
general modelling where necessary to accommodate the special characteristics of a particular situation, location or
individual property.
Changes, if considered necessary, should not be viewed as errors but simply the merging of computer-based
modelling (essential to provide accuracy and relativity across a huge number of individual valuations) with the
recognition of the unique and dynamic nature of property and of the professional opinion of experts. The process
over time has a range of positive effects – confirming and continually improving data and assessment.
This is not to imply that radical amendments will be necessary – and indeed, in a mature system and in wellestablished regions, major change will be very unusual. A good understanding of the nuances of local property
market and of community and economic indicators will help early ‘tell-tale’ indicators of emerging issues. Once
potential risks are identified, remedial actions can be instigated early before more serious problems develop.
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Specific application in the Mid-Western case
Such activities are identified as a matter of significance here. In the case of the Mid-Western Regional Area
disparities in valuation from past assessments in a well-established and relatively stable rural locality would
appear unusual and requiring of closer examination early in the valuation cycle. Here it would seem that the
extent of changes proposed and the reasoning behind them were not adequately explained in the first instance
but, subsequently, a range of emerging indicators/issues (or ‘tell-tales’ signs) were either not identified or not
adequately followed up.
The Valuer General’s signing off of valuations, and indeed, the entire statutory valuations system in NSW, is
fundamentally underpinned by two components of professional trust. The first is that of trust in the contract
valuer in providing accurate assessments and professionally informing and explaining significant changes in
those new assessments.
The second level of professional trust lies between the LPI and the Valuer General. It must be remembered that
contractors are employed and are under the supervision of the LPI. Consequently, the sign off and commitment
to quality and accuracy by LPI to the Valuer General is critical. Given the scale of the task and volume of
assessments involved the Valuer General must rely, to a very great extent, on LPI advice. It could reasonably
be argued that this is the more important of the two, given that the contract valuer is retained and supervised
by LPI and LPI has sophisticated quality control systems and regionally based employees to undertake those
tasks. Such duties would also include the professional responsibility to keep the Valuer General informed of all
relevant information and developments in particular markets and regions.
Senior LPI officers meet regularly with the Valuer General to review matters and issues pertaining to the
statutory valuation process. The author is not privy to those discussions but recognises the strategic and
operational importance of such information flows. The Valuer General would have to consider, using the MidWestern case as an example, whether those meetings and their contents adequately meet the Valuer General’s
requirements for pre-warning on important or emerging issues.
Statistically, the Mid-Western case needs to be kept in proportion. Of some 672 properties that required review
over the second half of 2012, it was finally decided to amend the valuation of 310, representing a relatively
small proportion of 2.44 per cent of the approximate 12,700 properties in the Council area. Overall too, the
total number of objections across the area was not significantly higher than might have been expected.
As important as these statistics are, they miss the point somewhat. At the end of the day, a number of key
stakeholders and landholders in this area now have limited confidence either in the assessment system, its logic
and quality and/or those responsible for it. For any taxation system, such a loss of confidence is a critical issue.
The series of events (some of which were coincidental, some the result of staff changes and illness) that
occurred in the Mid-Western case through that period are unlikely to occur in a similar fashion; nevertheless,
there are several underlying matters which are generic and where changes in current systems and procedures
are warranted and recommended.
It is simplistic, even in retrospect, to ascribe blame to a single group or individual; there were errors and
oversights made by a number of parties. No party could consider that relationship management, teamwork,
communication or information flows between professionals were well handled in the Mid-Western case. Whilst
the case is complex, these issues lie at the core of many of the events that evolved.
Again these matters need to be placed both in perspective and in context. Across New South Wales, a very
large number of statutory valuation assessments have to be carried out, reviewed and issued over a very short
period of time. Even in a high quality, well managed system certain, localised or recent issues may become
apparent only after valuation notices are issued and objections raised by the particular landowners. Such
events should be unusual but, as noted elsewhere in this report, a sound, statutory valuation system should be
able to recognise and accommodate such issues as soon as they arise.
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Findings and recommendations
It must be reported that, to a significant extent, many of the matters that arose in the Mid-Western case were
avoidable. More positively however, it is considered that changes in certain approaches, strategies and management
practices, particularly within LPI, in part returning to certain previous arrangements, would greatly reduce the
likelihood of any repetition elsewhere. (That is not to imply that all issues and problems here lie with LPI. That is
clearly not the case but it is largely within the province of LPI to be the catalyst for positive change.)
It is encouraging to note that, even in recent weeks, some of these changes are being instigated.
Based on all of the above, the key findings of this review are as follows:
•

 SW has a quality and robust ad valorem tax system and adheres to international valuation standards
N
and sound practices, arguably the best of its type in Australia. The model applied involves the outsourcing
of all initial statutory valuations and a separate system of the consideration of objections which, unique in
Australia, involves a reassessment, normally outsourced to another private contractor. Such an approach,
whilst having underlying benefits creates its own management challenges.

•

It is self-evident that the role of LPI is pivotal to the effective operation of the New South Wales system
and the role requires exact definition. In essence, LPI is responsible for the delivery of accurate and timely
statutory valuation assessments to the New South Wales’ Valuer General and to keep the Valuer General
appraised of market information and on emerging issues pertaining to those activities. The role includes the
presentation of summary data and reports and dealings with ongoing operational matters and enquiries.
 hese responsibilities need to be understood in the context of accepted mass appraisal methodologies.
T
These must be based on quality geographic and property specific data which is continuously updated and
rigorously quality managed.
 he sheer volume of the task and the idiosyncratic nature of property, however, mean that no such
T
system can be without discrepancies or error (albeit small). No party can or should be required to provide
some form of guarantee of ‘100% correctness’. Rather, the commitment must be that agreed best
practice systems are in place, are being operationalised and anomalies / objections etc. are within agreed
performance levels.
In New South Wales, LPI outsources the actual assessment task to private contractors who act under LPI’s
guidance and direction but are professionally and contractually responsible for the quality of their own work.
Performance parameters for those contractors should parallel the criteria for statutory valuation as outlined
above. Such outsourcing is, however, simply a delivery strategy and should not distract from the key
responsibilities identified above.
 ver recent years, there appears to have been changes to LPI management strategy to increasingly require
O
greater responsibility from contractors. Within their relationship with LPI and the parameters of a statutory
valuation system, contractors can, and should, accept professional responsibility for their assessments
– indeed that is what they are retained and remunerated to do. Under the prevailing approach, the LPI
appears to focus principally on contract and quality systems management – both of which seem quite
remote from the regional assessment work that is the core task at hand.
 here is a general principle of risk management to the effect that ‘risk’, once identified, should be allocated
T
to the party best able to control and manage that risk through the process involved. Whether or not the
current level of devolution of this high level of risk to contractors represents sound risk management in the
current LPI approach may need to be reconsidered. There is clearly a balance to be struck in such matters
but the Mid-Western case would indicate that this remains unsettled.
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 ot unrelated to this, is the apparent current separation of contract management from the professional
N
and senior valuation expertise within LPI. This may be detrimental to communication flows on important
valuation issues. In any case, it must be reported that, in the Mid-Western review, the roles of the various
groups involved under current arrangements needs to be further explained to key stakeholders. It is
noted that LPI over recent months has now put into practice an improved structure to ensure improved
communication between LPI and contractors.
•

 nder the above scenario, the identification of upcoming threats and challenges becomes more difficult.
U
The critical role of District Valuers needs to be reconfirmed to ensure that they truly become the ‘local
eyes and ears’ and expert advisors to the Valuer General which, it is the author’s understanding, was
their traditional role.

•

It is stressed that actual valuation assessments were outside the scope of this research/investigation and
the author takes care not to comment on those matters specifically – without the thorough investigation
of values in the area, it is dangerous and unfair to do so.
 evertheless, in this particular case, the contract valuer appears to have made significant changes from
N
previous valuation levels and relativities, even though (except for sales to coal companies – which had
been disregarded) there appeared to be little overall change in values in the locality, nor across most of
rural NSW, in the period investigated. A relatively small number of sales were relied upon which to base
these assessments. Perhaps more importantly, the changes appeared uneven when compared with
assessments made in previous periods. Finally, it is reported here that the manner in which the value of
house site and curtilage on rural blocks assessed appeared to have inconsistencies.

•

 s regards changing relativities, a process of ‘verification’ (i.e. a parallel and complimentary exercise
A
ensuring that all previous valuations in earlier assessments were correct and in relativity) was included
in the revaluation – as it was across NSW, as part of an overall, continuous improvement process. The
Bylong Valley and nearby areas created some complications in this process, given the complexity of
certain country classifications. Overall however, the verification process, employed by this contractor,
which was normally undertaken progressively over a series of years, does not appear to have caused
serious problems or challenges in other regions in the past. If in this case unusual circumstances caused
particular problems or major aberrations for this process, more detailed explanations and comments
would obviously have assisted.
 hether or not those changes were justified is not disputed here. Two other matters, germane to this
W
review arise. Firstly, the changes made were significant and do not appear to have been adequately
highlighted nor explained in the original submissions made from the contract valuers in the second half
of October 2011. Written summaries provided seemed generalised in nature and senior LPI staff advised
that sections appeared to be simply replicated from the previous year’s review − even though there were
significant changes proposed and valuation challenges existed. This is surprising given the experience
and good reputation of the firm involved and LPI could have reasonably expected highlighting and
explanation – again, whether expressly requested or not.
 econdly, and regardless of any reviewing issues, quality control processes within LPI should not only
S
have recognised the aberrations but also, as matters developed, should have triggered specific and
direct enquiries with their contract valuer – with meetings or joint inspections as necessary carried out to
resolve the matters before they began to escalate (e.g. when incorporated in Council budgets etc.).
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 he argument can be reasonably put that the contractors must be responsible for their own work – and that
T
is strongly endorsed. When serious matters of valuation practice and changing relativities are identified in
later quality assessment (by LPI), reasonableness would require detailed investigation and questioning of the
contractor. The appropriate level of investigation and discussion with the contractor as problems emerged
do not appear to have taken place in this case.
Prepared by:
Professor Mike Hefferan FAIV
27 March 2013
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ISSUE

RECOMMENDATIONS BY
PROFESSOR HEFFERAN

ACTIONS IMPLEMENTED

Overreliance on contractor reviews
and statistical analysis

The case shows that over-reliance
on contractor reviews and on
statistical modelling cannot
replace, and was never meant
to, the combination of grounded
local knowledge, valuation
experience and the trust and
rapport with stakeholders. The
limited stakeholder consultation
throughout the case under review
also gives credence to those
observations. (p32)

LPI valuers' activities have been
reorganised to enable greater
direct interaction with contract
valuers. This includes more
regular contact between contract
valuers and LPI valuers to discuss
market conditions, sales and land
value relativities to enable earlier
identification and resolution of
potential issues.

Valuer General to visit Mudgee

That the Valuer General (not LPI)
visit Mudgee and explain to the
council and, separately, to selected
interested parties, details of the
process and that such remedial
action is possible and now
underway; and (p33)

The Valuer General visited Mudgee
and met with MWRC staff,
Councillors and other stakeholders
to discuss this review, remedial
actions taken and proposals for a
revaluation of the Council area.

That a revaluation of the local
authority area be brought forward
to 2014 to completely recalibrate
the statutory valuation of this area.
(p33)

In consultation with the MWRC
the Valuer General has initiated a
revaluation of the MWRC area for
the valuing year 1 July 2013.

Media releases … must have some
level of detail included. Unless
changes are occurring across a
region or across the whole sector,
general comments on rises, falls
or lack of movement need to be
carefully considered as they may
well not reflect movements in
particular land types or localities
(p33)

Improved processes were
implemented for 1 July 2012
media releases.

Revaluation brought forward to
2014

Media releases

Senior and Regional LPI managers
have also visited the MWRC area
to establish direct contact and
improve communication channels.

The new valuations will be issued
to MWRC and landowners by early
2014 and will be used by council
for rating from 1 July 2014.

A number of quality assurance
improvements were implemented
including enhanced media release
drafting instructions, process and
data quality checklists and clearer
approval processes.
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ISSUE

RECOMMENDATIONS BY
PROFESSOR HEFFERAN

Reference to government websites Reference to state government
web sites, where more information
might be provided to landowners
and to the wider community, would
appear to be a better more reliable
strategy for the dissemination of
information. (p33)

ACTIONS IMPLEMENTED
The Valuer General currently
publishes a range of information
of relevance to landowners on the
web including media releases for
each general valuation district and
factsheets to explain a range of
specific issues.
Where appropriate the website
also provides links to other
government sites and reports.
A process of continuous
improvement is in place to ensure
that website content is accessible,
current and relevant.
The Valuer General is currently in
the process of developing a Valuer
General’s website in its own right,
separate from that of LPI.

Market narrative provided with
valuation notice

Consideration could be given to
the issuing, with the valuation
notice, of a narrative of valuation
movements in the locality and,
whilst not quoting individual
sales, making overall quantitative
and qualitative observations on
the regional market overall and
providing a general justification
for the range of changed
values recommended under
the revaluation for the region
and for various land categories.
Comments on market aberrations
(such as, in case of the Bylong
Valley, the disregard of contentious
sales to coal mining interests)
would also assist in allaying
misconceptions in the community
from the outset. (p33)

The provision of specific and
detailed information to land owners
is a significant issue, particularly
in rural areas, due to system
limitations. LPI is investigating the
feasibility of manually producing
more relevant documentation for
particular land uses, e.g rural lands
greater than 100Ha, for provision
to landowners.
In addition, LPI offers a
direct enquiry service so that
landowners’ specific enquiries can
be personally responded to by an
LPI valuer.

10

2011 Statutory Valuations
An Independent Review into Land Values in the Mid-Western Regional LGA

ISSUE

RECOMMENDATIONS BY
PROFESSOR HEFFERAN

ACTIONS IMPLEMENTED

Objection process too difficult

There is a strong opinion amongst
landowners and interest groups
interviewed that the current
objection process, and particularly
the information required in making
an objection, is far too onerous
and, in fact (in the opinion of
some), ‘conspires to make the
submission of an objection as
difficult as possible’. (p34)

The complexity of the objection
process was highlighted by the
Joint Standing Committee on the
Office of the Valuer General in its
Inquiry into the Land Valuation
System.

Clarify risk management

Levels of responsibility and risk
management taken by all parties
under current arrangements needs
to be clearly and simply reaffirmed.
(p35)

In collaboration with the Valuer
General, LPI has implemented an
enhanced Management Assurance
Framework to more clearly allocate
risk management responsibilities
and to improve risk identification,
assessment and treatment
processes.

LPI should take primary
responsibility for valuations

It would seem reasonable
that, given LPI’s resources and
professional capabilities, they
should be able to endorse and
take primary responsibility for
valuations undertaken by their
valuers – either in-house or
contractors. (p35)

LPI’s accountability for valuation
quality has been more clearly
defined in a revised Service Level
Agreement with the Valuer General.

Role of the Office of the Valuer
General

It may be that some of these
roles, for example, that of auditing
and/or independent / special
investigations may better be held
within the Valuer General’s office.
Again, these matters are beyond
the scope of this report but worthy
of further consideration. (p36)

The structure of the Office of the
Valuer General was highlighted by
the Joint Standing Committee on
the Office of the Valuer General in
its Inquiry into the Land Valuation
System.

The Committee’s report included
a number of recommendations
for improvements to the system
for the review of land values. The
Government is due to respond
to these recommendations by
November 2013.

The Committee’s report included
a number of recommendations
for the structure of the valuation
system. The Government is due to
respond to these recommendations
by November 2013.
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ISSUE

RECOMMENDATIONS BY
PROFESSOR HEFFERAN

ACTIONS IMPLEMENTED

Contract management and
valuation roles

The separation of contract
management from operations
(which appears to have been
instigated three or four years
ago and continues to be applied)
is arguably having an adverse
effect on valuation quality and
operational priorities and needs to
be reconsidered. (p36)

LPI has reorganised its valuation
and contract management
operations to clarify the roles of
its contract managers and provide
greater direct interaction between
LPI and contract valuers.

Balance to be formally reinstated
between contract management
statistical analysis and field
application

A strong recommendation of this
report is that a balance be formally
reinstated whereby contract
management, statistical analysis
and verification are recognised as
essential but, at the same time,
the fundamental and primary
importance of applying valuation
principles and field application is
accepted. (p36)

See previous comment.

Changes to approach to
contractors

A commercial ‘arm’s length’
relationship is necessary but
within that, improved professional
interaction and information flows
could assist greatly in producing
the final objective of all – the timely
production of correct valuation
assessments. (p37)

LPI recognises issues in its
interactions with its contract
valuers and is actively working
at ensuring relationships are
professional and productive based
on a more interactive partnership
approach.

In addition, LPI is providing training
to contract valuers to more clearly
identify the links between statistical
analysis and traditional valuation
practise.

Current indications are that
contractor interactions and
information flows are improving.

For a full copy of Professor Michael Hefferan’s review please click here
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