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Fiji 

The system of land tenure in Fiji is such tha~ the leasing of 
land,especially for agricultural purposes, is of considerable 
importance. Freehold I:..nd is limited to approximately 8% of the 
total land area, whilst Native land, owned by landuwning units of 
indigenous Fijians, acwunts for approximately 83 XI of the land 
area. This land is a jministered on their behalf by the Native 
Land Trust Board (NI.:B) and is inalienable except to the Crown2. 
Native land is in fae '. divided into "reserves" set aside for the 
exclusive use of indigenous Fijians and "non-reserves" which can 
be leased to all races The great majority of tenants are Indo
Fijian, although some Fijians and a small number of other racial 
groups also enter into leases with the NLTB. The numbers and 
areas of Fijian and non-Fijian leases are itemised in Table 1. 

Crown land accounts for the remaining 9% 01' the land area 
and land that is surplt,s to predetermined needs of the government 
is made available for leasing. 

The intention of the present study was to look at the impact 
of the 1966 Agricultu:al Landlord and Tenant A ;t (ALTA) on 
leasehold land values, 'hat is, the value of the ter 3nt's interest in 
the land as opposed t( the value of the landlord's interest, and to 
identify the imperfectiGils in this particular marke L In addition, 
the system of rent ass~ssment legislated by ALTA : ~ examined, and 
alternative systems com .dered. 
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Agricultural Ugislation and Leasehold lAnd in Fiji 

AGRICULTURAL LANDLORD AND TENANT ACT 

This was enacted in 1966, extensively revised in 1977, and is 
the most important pi !ce of legislation affecting agricultural land 
because it applies to all agricultural land held in parcels exceeding 
1.0 hectare (2.5 acres) except land in reserves. TIle act sets out 
the terms and conditions that must be contained, or will be 
implied in the absence of formal documentation by the courts, in 
all leases. Two of the main provisions of ALTA relate to the 
duration of the ledse and the method for assessing, and 
periodically reviewing, rents levied by the landlords. 

Following the revisions to the Act in 1977, al l leases granted 
since 1st September E' 77 must be for a minimum duration of 30 
years. The holders of those leases granted before 1st September 
1977, the great majOl tty of which were for a term of ten years, 
are entitled to a sing .. e extension of twenty year:;. At the expiry 
of a thirty-year leas~, or the twenty-year extension, there is 
currently no automatic right of renewal; in other words, there is 
no security of tenure following the expiry of the lease. In the 
event that a new lea:;e is not forthcoming from t"e: landlord, the 
Act states that the tenant must be compensated by a sum 
equivalent to the value of the improvements carried out by him to 
the land. 

The prOVISIon relating to rent assessment restricts the rental 
that can be levied by the landlord to 6% of the unimproved capital 
value (UeV) of the land, which must be reviewed quinquennially. 
This percentage is not an unreasonable return to expect from land, 
although is dependent entirely on an accurate determination of the 
uev. The process )f uev determination is not left to the 
discretion of the valuer, but falls within a range )f values which 
are determined quinqUennially for every class of .Igricultural land 
by a government-appointed committee of valuers t. consisting of 
four land valuation (Xperts. Following the Ue\' assessment by 
this committee, a schl·:dule is made available which must then be 
used in conjunction with ALTA by the landlord when either 
assessing new rents or reviewing existin! one: . When the 
committee drew up the schedule in 1982, virtually no changes 
were made on the )~) ~/7 schedule of uevs owin~~ largely to the 
depressed state of tht sugar industry in the early 1980s. As a 
result, agricultural lalld rents have remained sta. IC, with a few 
exceptions, over the period 1977-1987. 
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The regulation or rents by ALTA has had several effects on 
the leasehold agricultural land market, of which two significant 
issues can be highlighted. Firstly, the market is umble to operate 
freely; in other words. the supply of and deman.J for leasehold 
land has not been balanced by the price mechanism, that is rent. 
However, markets ine, itably find some other means of reconciling 
these two forces and. in this case, a degree of equilibrium is 
achieved through the payment of a premium (a capital sum) when 
an existing leasehold interest is purchased. 

The second significant issue is that the landowners (the 
government in the caSl' of Crown land) can legitimately claim that 
because ALTA prevents the operation of a free market they are 
not receiving a genuine return on their asset. Instead, a 
significant part of the value of the land becomes vested in the 
original tenant, either in the form of an annual profit rent (the 
difference between the open market rent and the contractual lease 
rent) or in the form of a premium when that tenant sells his 
interest. 

In order to ascertain the way in which the market was 
affected by ALTA, it VIas necessary to calculate what the levels of 
rents would be if the market was able to operate freely. This 
would reveal the extent to which lease rents fall short, if at all, 
of open market rents. Additionally, a range of UCV's could be 
calculated by simply capitalising the hypothetical open market 
rents. This would not only provide an interesting comparison to 
the schedule of UCV's produced by the committee of valuers, but 
would also reveal the degree of deviation in unit values reflected 
by the sale of leasehold interests in the case study. 

To achieve these objectives, a field study was undertaken to 
analyse recent transactions of leasehold interests in agricultural 
land, which also provided the basis for a review of the efficacy of 
the method of rent assessment laid down in ALTA. 

METHODS 

To ascertain the open market rental of agric1 1ltural land, the 
normal procedure ador ted is to accumulate data re:ating to current 
leasing of land, provided the rents under the se leases were 
negotiated freely by t.e landlord and tenant, and were unaffected 
by legislation. Howe, er, owing to the virtual abse.lce of an open 
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market in Fiji, this approach cannot be used and an alternative 
method is required. A commonly-used alternative is to analyse 
sales of existing leasenold interests to determine w~lat part of the 
purchase price represents the physical improvements on the land 
(e.g. buildings, plant), which would leave a balance reflecting the 
capital value of the anticipated annual profit rent6 that the tenant 
expects to enjoy. Using an appropriate rate of interesr7 (or 
"discount rate"), this premium can be converted into an annual 
equivalent, that is the profit rent. The addition of the lease rent 
and the profit rent can then be said to reflect the hypothetical 
open market rental (HOMR) in a particular transaction. In other 
words, the tenant pure hasing an existing leasehold interest should 
theoretically be indifferent to paying either the capital premium 
together with the low lease rent, or just the hypothetical open 
market rent. 

The survey was restricted to transaction::; of le~sehold 

interests in sugar cane farms because the importance and extent 
of cane farming ensurt!d a volume of sales sufficient to test these 
ideas. In practice, however, there appeared to be relatively few 
genuine transactions, so a two-year period from January 1985 was 
used. Data for forty sales were considered but, owing to 
inconsistencies in the data, such as family sales, the final sample 
consisted of twenty sales. 

The data were extracted from the records of the NLTB and 
Lands Department in Lautoka, and consisted principally of the size 
of the farm, the price paid for the leasehold interest, the 
contractual lease rent and the date of the lease expiry. Each 
farm was then visited to assess the quality and productivity of the 
land, employing parameters such as topography, fertility, drainage, 
extent of cultivation, and to value the physical improvements that 
were part of the purchase, for example the costs of clearing land, 
the value of buildings, mechanical plant and crops. The 
opportunity was also taken to interview the farmer who had 
purchased the interesr to determine how he haL valued it, his 
perception of ALTA, and through what medium he had discovered 
that the farm was for sale. 

Finally the PUfl,:\;;se price was analysed to setermine what 
part of the price reo ected the physical improvem~nts, and what 
part reflected the capItalised profit rent. The an r.u al profit rent 
and HOMR could then be calculated for e.lch farm, and 
recapitalising-thi figure produced a hypothetical uev I)f the land. 
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DATA INTERPRETATI0N 

Owing to the size of the sample, the results of the analysis 
could be considered ') l1ly a indicative of the market value of 
agricultural leasehold Interests rather than providi.!g a definitive 
statement. However, in every transaction in tl c sample, the 
premium paid by the I lurchaser was considerably i 1 excess of the 
value of the improvements. The immediate conclu ions that can be 
drawn from this are that demand for agricu ltural land outstrips 
supply and that current lea e rents are below the open market 
level. 

Two issues that ',vere of particular interest were first ly the 
degree to which current lease rents fall short of thL: open market 
rents and, secondly, v'hether it is the low lease rents that give 
rise to the high premiums, or whether there are other 
contributory factors. At this point it is necessary to clarify that 
should a tenant pay a full open market rent for land there is no 
inherent value in his interest, excluding the value of his own 
improvements to the land. The leasehold interest becomes of 
value only when the. contractual lease rent is fixed at a level 
below the full open THarket rent, and obviously the greater the 
tenant's profit rent tht greater the value of his interest (assuming 
no imminent rent revIews). The corollary howe 'er is that the 
increase in the value nf the tenant's interest is at the expense of 
the value of the landowni: r's interest. 

Table 2 indicate5 the substantial difference oc,',veen the mean 
lease rents and the mL:an hypothetical open market rents per farm. 
For Western Viti LeVL. the mean HOMR is more than ten times 
the mean lease rent. It should be emphasised thal the HOMR is 
not actually paid b: ;he farmer but is the anr.ual equivalent · 
reflected by the premium paid for the leasehold interest. It would 
be difficult, if not impossible, to claim that the market could 
sustain a tenfold increase in lease rents. The t nly conclusions 
that can really be drawn from this are that lease :ents are below 
open market levels J;ld the levels of premiums being paid for 
leasehold interests are excessive and do not reflee: the true value 
of the interest. Furtllermore it raises doubts as (Q whether the 
conventional metho(j of leasehold premium analv is serves any 
useful purpose. 
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TABLE 2: ANALYSIS OF DATA RELATING TO LEASEHOLD TRANSACTIONS 

Western Viti Levu North ern Viti Levu 
Mean Standard De v iation Mean Standard Deviat ion 

I. Total purchase price $28480 $9520 $23780 58890 
2. Purchase price 

less improvements' $25100 $8520 $18840 56760 
3. Annual lease rent per rarm $230 $90 $145 560 
4. Hypothetical annual 

market rent per rarml $2430 5880 5r600 5730 
5. Potential annual gross 

receipts! $6700 52250 $6150 52375 
6. Hypothetical UCV per acre: 
i) Good rirst class arable $2850 5790 $2000 $700 
ii) Fair second class arable 51780 5500 51250 5440 
iii) Third class arable $1070 5300 $750 5260 
iv) Marginal arable $710 $200 5500 5180 

Sample: \3 Samplc: 7 

Notes for Table 2 

1. This is the tot:11 purchase price of the leasehold 
interest, i.e the premium less the value of the 
tenant's improvements to the land. 

2. This is the annual lease rent plus the annual profit 
rent reflected by tlte purchase price. 

3. This assumes the land is fully cultivated. The net 
receipts depend on several factors, e.g. whether the 
crop is new plant or ratoon, the extent of family 
labour used and the amount of fertiliser used. These 
figures are based on a cane price of $25.00 per tonne. 
Costs of cultivation, harvesting and the transport of 
cane appear to be approximately 50% of gross 
receipts. 

It was therefo; e necessary to develop some rational 
explanation for the ,ize of premium changini; hands at the 
purchase of these intI rests. From discussions with the farmers 
and NLTB field officer.'; and by examining trends in the data, the 
following factors appear to be the principal determinants 
(excluding physical imptvvements): 

(a) Productivity, and therefore profitability of the land, 
that is, the potential yield per hectare; 
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(b) Location of the farm, particularly in :elation to the 
sugar mill as proximity reduces cane transport costs at 
harvest. Additionally, proximity to an urban area, 
especially Nc.:!i and Lautoka, appeared to increase value 
as it woulu present employment opport' .. mities for the 
farmer's famll :V and greater provision of ame'.ities. 

(c) The identity of the landlord, that is w'lether the land 
was Native ')1' Crown owned; the latter results in higher 
values as a result of lower rents char/!.( 'I under Crown 
leases and a perception amongst tenants of greater 
security of te,lUre; 

(d) Lack of knowledge regarding the opera'-'.on of ALTA, 
especially l':c rent review provisions. This was perhaps 
the most si~ nificant issue and will be discussed in more 
detail below; 

(e) The value to the tenant of a site on which, if required, 
a large family could be housed; 

(f) The negotiating strength of the parties involved in the 
transaction. This should be qualified in That it does not 
affect value per se but rather the prke paid by an 
individual pt.:rchaser. It is rare for a le '::sehold interest 
to be sold after advertising in newspap, .i s; sales would 
more often be the result of word ot mouth. This 
creates inconsistencies because those whcl are party to a 
transaction seldom have sufficient knowledge of 
comparable transactions on which they can base their 
own negotial ions. 

There are other factors which affect leasehold values less 
directly; for example, the state of the sugar economy, in that the 
cane price affects profitability of the farm. Availability of 
finance from both commercial banks and the Development bank is 
another factor. However, the date of the lease expiry did not 
appear to affect value as long as the expiry was sufficiently far 
away, that is more th;, ' 1 ten years. Farmers did indicate that they 
considered it would be difficult to sell their lease '~hen the expiry 
was imminent. 

P. Prasad (1984 1, commented that responses to enqumes 
about cane production and lease expiries varied. nne category of 
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. respondents stated th, t production did not decii!.e at all, even 
when the expiry wa3 imminent, whilst the second category 
maintained that production did decline as th ; lease expiry 
approached, in some t:;i:,es as early as six years before the expiry 
date. 

TENANTS' PERCEPTION OF ALTA 

In this study, the majority of the farmers had only a 
superficial grasp of the application of AL T r\. This is 
understandable, give,) the level of education of many of the 
tenants yet ignorance of the' rent review provisions appears to 
have been one of the principal determinants of the excessive 
premiums being paid fJr leasehold interests. Failur.! to understand 
the basis of the re: It review and the fact tnat rents have 
remained constant over the last ten years (at kast) appears to 
have lulled tenants info thinking that rent is a fixed outgoing, or 
perhaps just subject ro normal levels of inflation. The majority 
do not realise that, should lease rents increase sharply, their 
profit rent is reduced, or may even disappear. In the latter case, 
there would be no inherent value in their interest; in fact the 
interest may become a nability. 

The tenant farmer therefore ignores the AL'/'A rent review 
provisions at his peril. as it invariably leads to the over valuation 
of the interest and the payment of an excessive premium. 

ALTA RENT ASSESSMENT: THE NEED FOR A CHAJ ~GE 

A brief explanatio',I of the present method of rent assessment 
has already been gi\ en; however, it is opportu-H:' to consider 
whether the system a,lopted in ALTA is most suitable for Fiji. 
The advantages of VCVs being determined by the committee of 
valuers, and rents being limited to 6% of the rele ~' ant uev, are 
simplicity and consistency. It reduces the responsibility of the 
individual valuer, who simply has to assess the quality of land, 
and then apply the at: propriate uev. The real responsibility for 
accurate rental values therefore faUs on the committee of valuers. 
However. the simplicity of this system is outweighed ' by the 
disadvantage of rigiditY. as the legislated rentals cannot keep in 
line with market rentals on an annual basis. 
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The main effects of this have been discussed. Upon 
assignment of an interest, no part of the premium finds its way to 
the landlord; it is simply the consideration paid from the 
purchaser to the vendor of the leasehold interest. Technically, as 
soon as a new lease is granted by the NLTB, the tenant can sell 
his interest and pocket the premium; a healthy profit is the result. 

The rigidity of the system could be rt duced through 
refinement. For exam,)le, the uevs for sugar cane land could be 
altered annually in line with an index based on cane prices and 
costs of inputs. Alternatively, greater discretion could be given 
to the valuer negor:.t!;ng the review with the ~~na~t, with a 
greater use of indepem\ nt tribunals to resolve dispute:,. 

It could however be argued that merely refining the current 
method of rental assessment is insufficient, and that the basis of 
valuation itself should Je changed. Under ALTA, t ~le uev of land 
is defined as the capital value of land assuming the land is held 
for an estate in fee simple (i.e freehold) and tJ:at the tenant's 
improvements to the land do not exist. The comr.littee of valuers 
should therefore tecr..r.:c-ally ignore that the land is leased and 
base their valuations \,n comparable sales of freel.old agricultural 
land. However, freehrJld land accounts for only 8% of land in Fiji, 
and this scarcity creaks a distorted market, with land being sold 
for prices quite unrelated to its productivity. Furthermore, sales 
are few and the COlT mittee of valuers face the rractical problem 
of finding a sufficie 1t number of freehold sales from which 
accurate unit values can be determined. 

The second assumption relating to the disregarding of 
inlprovements applies to both the committee of valuers and the 
valuer in the field dealing with rent reassessments. This 
assumption can lead to even greater problems as tf e valuer has to 
disregard both visible and invisible improvements to the land. The 
former are quite strai~.htforward as they would ir.clude buildings, 
roads, fences and well'; but the latter include the original clearing 
of land, excavation, levelling and protective work ' . The valuer 
therefore has to imagint the land in its virgin state. 

This presents the practical difficulty of determining the exact 
nature of the invisibl,; improvements, especially where these were 
carried out several <kcades ago. Where records do not exist, 
anomalies can occur. For example, two similar pieces of land, both 
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cleared, level and well drained, should have widely differing uevs 
if one of the pieces of land had been in this state originally 
whereas the other pie(e of land has had to be improved to reach 
this state, but this is noc always the case. 

ORIGINS OF THE UNIMPROVED CAPITAL VALUE 

uev as a basis for land valuation was developed primarily 
for taxation purposes at the end of the 19th century in the 
United States, and su!Jsequently adopted around the turn of the 
century in Australia <,nd New Zealand. It ref1ect~d a philosophy 
espoused by Henry (ieorge, in his book "ProglC!'s and Poverty" 
(1880), which advocated the taxation of any unearned increment in 
land values. George considered that the state rather than the 
landowner should beJ1efit because any increment in land value was 
usually the result ot' expenditure by the state ('n infrastructure 
and services. 

This system of valuing land in its unimproved state for 
taxation purposes became popular for several reasons in Australia, 
and to a lesser extent, in New Zealand. It was considered that it 
encouraged an intensive use of land by the occupier because the 
tax on the uev remained constant regardless of improvements 
undertaken by the owner. The taxpayer could therefore reduce 
his tax burden, in relative terms, by maximising the use and 
therefore profitability of his land. Furthermore, this system was 
considered more equitable because the owner was not penalised for 
his improvements, which would be the case if "improved value" 
was adopted as the valuation basis. Speculative holding of 
undeveloped land was discouraged as the tax was levied on the 
potential use of land rather than the existing use. 

However, some A ustralian tates became dissatisfied with this 
system in the 1960s anj 1970s, and several refinements were made 
in a bid to reduce it~ inherent anomalies, especially the practical 
problems of establishing the nature of invisiblt improvements. 
Provisions were made whereby the improvements merged with the 
land after a period d time, usually fifteen years. or when the 
ownership of the land changed. This produced c: new definition, 
that of "site vall..~·, which assumed that any invisible 
improvements had merg ~d with the land. 

The alternative to the uev basis, in addition to the concept 
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' of site values, are ':he use of improved values (rents being a 
percentage of this) or annual values, that is the rental value that 
would be determined by market forces. 

The advantage l,f the use of improved value is that it is 
considerably more pra ~'dcal for the valuer as land is valued in its 
current state. The sy.;tem is easier for land usel ~ to understand 
and for landlords to administer. Furthermore, ii the land user 
invests capital and eX, lertise in improving land, he will probably 
have a greater ability ~o pay rent. There is still . an element of 
inequity in this systt m which could be reduced through the 
provision of relief h. the land user who has undertaken the 
improvements, possibl} on a sliding scale. For example, for five 
years following the improvements, the landlord could be prevented 
from reflecting their value in the rent, and in the subsequent five 
years half the value or the improvements is reflected, and from 
the tenth year the total' alue could be reflected. 

The use of the annual value as a basis fOl valuation also 
employs the current value of the land and assumes that the land 
is leased. The advantages of this method are simplicity and 
accuracy; no assumptic.ns have to be made by the valuer as to the 
extent of improvements undertaken by the lessee, and no capital 
valuation is required. This also makes redundant the requirement 
for a fixed percentage rt. .urn on the capital value. 

The problem of assessing annual values in the absence of a 
genuine open market s :ill remains. The use of lea ;ehold premium 
analysis is possible, although it has been shown to be unreliable in 
an imperfect market ~ vitness the disparity between lease rents and 
HOMR's in this stud)). However, greater use Cuuld be made of 
the productivity methud of assessing annual value whereby lease 
rents could be linked to the productivity (actual or potential) of 
the land. This is reallv the concept of economic rent, where rent 
is defined as the If curn that accrues to land cor its use in 
production, that is the surplus income generated by the productive 
use of the land. This should ensure that the landowner receives a 
fair return, and the tenant would not be required to pay a rent 
that he could not afford. It would naturally stimulate the tenant 
to use the land profitably and discourage its underuse. 

It is therefore apparent that no single method is perfect, 
although the use of .:ither the improved value basis or annual 
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value basis appears to uffer a more workable, unclf'fstandable and 
equitable basis for a rent-controlling statute. 

CONCLUSION 

The market for leasehold land will continue to be the most 
significant land market in Fiji simply because of the extent of 
leasehold land, and it will doubtless continue to be unsophisticated 
for some years. However, this study has indicated that there are 
areas where improvem~nts could be made, notably parts of ALTA 
and the dissemination of more information to agricultural tenants 
relating to this Act. 

It is clear that the current system of rent assessment under 
ALTA is both rigid and archaic. Although th~ committee of 
valuers meets every five years, a lease rent may be reviewed six 
months prior to a meeting of the committee. The rent that is 
fixed for that particular lease for the ensuing five years will 
therefore be at a level prescribed four years and six months 
earlier. It is evident from this study that agricul ~ural land rents 
are currently below cpen market rents, although the degree to 
which this is so is difficult to determine. 

From the lessees' viewpoint, the greatest need appears to be 
one of increasing levels of knowledge of legal and valuation 
concepts, which would reduce the existing problem of lessees 
overvaluing leasehold interests. Lessees should be fully acquainted 
with the features of leaseholds, especially the concepts of regular, 
periodic rent reviews and leasehold interests being wasting assets. 
It appears that some lessees are under the mist, ken belief that 
when they purchase a leasehold interest, they are purchasing the 
land itself rather than a legal right to use the Ie lnd for a finite 
period. The NLTB a::ld Lands Department could possibly increase 
their roles as advisors to their lessees without a conflict of 
interest occuring. 1 hese bodies contain both the legal and 
valuation expertise, and also the administrative capability, to 
disseminate necessary information. If a more active role was 
ldopted, some of these Ifldfket imperfections could be reduced. 

Lessees purchasing leasehold interests in lund who seek 
mortgages would also benefit from greater liaison with the 
mortgagee, that is the lending institution. Again, this places 
responsibility on these institutions, whether commercial banks or 
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the Development Bank. to meet this need. This wuuld also benefit 
the bank in the pos~jble reduction in risk expo~l.I.re should the 
market gradually acc,'pt that leasehold interest~ are currently 
being overvalued. 

The government muld take steps to provide . ~reater cohesion 
in the market to redu. :e disparities in unit values )f leaseholds by 
promoting the great.':,' use of professional land valuers and 
financial experts in rural . areas. These professionals could also 
play a greater role in the marketing of leasehold interests which 
would result in a mOle satisfactory balance of supply and demand 
for these interests and transactions based on more accurate 
valuations. 

Finally, further studies are needed to review in greater detail 
the existing use of UCVs in rent assessment under ALTA. Other 
sections of the Act also require revision, although were outside 
the scope of this particular study. However, these matters should 
be taken up by the government in an effort to introduce a more 
efficient and equitable system, from both the landlord's and 
tenant's point of view. 
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ENDNOTES 

1. This study was undertaken in March 1986 an:! therefore 
the results should be viewed in light of the economic 
conditions prevailing at that time. 

2. Following Fiji's departure from the Commonwealth, 
"Crown" should read "state". 

3. Source: Native Land Trust Board 1985 Annual Report. 
Figures as at 31.12.85. 

4. The members of [he Committee of Valuers are appointed 
by the Minister I esponsible for land matters, dnd consists 
of: 

)) a chairmaIl. having sufficient kno\ /ledge and 
experience i'1 agricultural matters, 

(b) a valuer who is also a public officer, 
(c) a valuer from the NLTB, 
(d) a valuer engaged in private practice. 

5. A schedule of revised unimproved capital values of 
agricultural land dated 24th September 1987 v. as gazetted 
on the 29th September 1987. 

6. Profit rent in the term that describes thl difference 
between the tenant's contractual rent and the open 
market rent. i t is effectively an annual "ent saving 
enjoyed by the ter;;-t.lt. 

7. This would usually be linked to the cost of borro\' i.lg. 
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