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Abstract

The property tax constitutes an important source of own-revenues for autonomous
subnational governments in developed countries. Although property taxes have not yet
generated significant revenues for local governments in most transition economies and
many developing countries, they will become a more important source of local finance as
fiscal decentralization progresses and real estate markets develop in such countries. This
compendium provides an overview of the countries that currently implement some form
of area-based property taxation or that allow for the local option of an area-based
property tax. The countries covered in the appendix include transition economies in
Central and Eastern Europe, former Soviet Union countries, developing countries in
Africa, and the Caribbean and Latin America. For each country, elements of its area-
based system such as taxpayers, tax base, tax rates, exemptions, tax collection, and appeal
procedures are discussed to the extent that information is available from both primary and
secondary sources.
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Chapter 1: Introduction

Property taxation has been widely accepted as an appropriate and viable form of local
taxation due to the immovable nature of its tax base, the relative stability of its revenue
generating capacity, and the perceivable connection between property values and the
quality of local public services being funded by the property tax. As one of the oldest
forms of taxation, the property tax constitutes an important source of own-revenues for
autonomous subnational governments in many countries, especially in such developed
countries like the United States, Canada, and Australia. Although property taxes have not
yet generated significant revenues for local governments in most transition economies
and many developing countries, they will become a more important source of local
finance as fiscal decentralization progresses and real estate markets develop in such
countries.

The dominant approach to property taxation in developed countries is based on the
market value of property, known as the ad valorem system, which is generally considered
more equitable than alternative approaches because it more accurately differentiates
properties with regard to their use, age, quality, location, and other characteristics. While
a market-value-based property tax system has many desirable features, it can be
extremely costly or even infeasible to implement such a system in places where there is
neither a well-developed property market nor well-maintained property records, as is
often the case in transitional and developing countries. Market-based property valuation
usually requires well-trained local administrators with expertise in property assessment
and a unified, computerized property tax information system. The recruitment of
qualified assessment staff and the establishment of computer assisted mass appraisal
systems will impose formidable administrative costs on countries that intend to start a
value-based property tax system from scratch. While an ad valorem system may be the
ultimate goal of property tax reforms, about one fifth of all countries in the world chose
to adopt some form of area-based property taxation in the interim.

Instead of using the market value of property as the taxable base, an area-based approach
calculates property tax liabilities on the basis of the area or size of land and buildings,
multiplied by a rate per unit of measurement (normally per square meter or per hectare).
One major merit of the area-based system is that it is easier for local officials to
administer and easier for taxpayers to comprehend. It is less costly and relatively
straightforward to determine the tax base and the amount of tax owed by the property
owner. Besides, an area-based property tax is characterized by less volatile and more
predictable revenues as the tax base does not fluctuate over time with changes in the
market value of property.

The disconnection between property values and tax levies under the area-based system
however, is often seen as causing inequities in the distribution of tax burdens across
properties. It seems unfair to impose the same amount of tax on structures that vary in
qualities and/or in the desirability of their locations simply because they are of the same
size. Determining taxes on the basis of size rather than value of the property is also



considered regressive as low-income taxpayers are subject to a greater tax burden relative
to their ability to pay.

A simple area-based property tax system may be improved by applying adjustment
coefficients that reflect such factors as location, quality, and use to approximate the
market value of property. In the absence of a well-functioning property market, the area-
based approach also has the advantage of building up the property information database
(through identifying and registering properties, recording property characteristics, and the
like), which would facilitate the transition to a market-value based system.

This appendix provides an overview of the countries that currently implement some form
of area-based property taxation or that allow for the local option of an area-based
property tax. The countries covered in the appendix include transition economies in
Central and Eastern Europe (Albania, Bulgaria, Croatia, Czech Republic, Hungary,
Poland, Romania, Slovakia, and Slovenia), former Soviet Union countries (Azerbaijan,
Belarus, Georgia, Kazakhstan, Kyrgyz Republic, Lithuania, Moldova, Tajikistan,
Ukraine, and Uzbekistan), developing countries in Africa (Burundi, Cameroon, Eritrea,
Ethiopia, Kenya, Lesotho, Namibia, Nigeria, Rwanda, Tunisia, and Zimbabwe), Asia
(India, Israel, Lao), and the Caribbean and Latin America (Chile, Dominica, St. Lucia, St.
Vincent & the Grenadines, Trinidad & Tobago). For each country, elements of its area-
based system such as taxpayers, tax base, tax rates, exemptions, tax collection, and appeal
procedures are discussed to the extent that information is available from both primary and
secondary sources. Information on some countries was difficult to obtain and was not
always consistent between various sources. The property tax systems of several countries
are sufficiently complicated, and the descriptions are vague, that additional information is
needed to fully understand how the property tax is actually administered.

While these countries share some common features of an area-based property tax system,
they vary in the object of taxation, how the tax rates are fixed, and how the tax is
collected and administered. For instance, some countries tax both land and buildings on
the basis of area while others limit the area-based approach to a tax on land only. Some
countries impose an area-based tax on rural or agricultural land exclusively whereas some
countries tax only non-agricultural land on the basis of area. In many transition countries,
area-based property taxes remain highly centralized in terms of setting tax rates and
collecting revenue. In some countries, local governments have discretion over tax rates
within centrally prescribed boundaries. In a few countries, local authorities are given full
control over tax rates and administration, or even the choice between a value-based and
an area-based approach. Some countries apply a fixed rate per unit of land or buildings,
while others use differentiated rates on the basis of location, use category, and other
factors that may reflect differences in market values. In addition, a considerable number
of countries make the distinction between physical persons and legal entities with regard
to tax assessment and collection procedures. The countries covered in this appendix
represent a wide range of variants of area-based property taxation.



Finally, two countries — Armenia and Brunei Darussalam — have been identified by
McCluskey and Bell' as having area based property taxes of some form. While we found
evidence that Armenia does apply an area based property tax to buildings and Brunei
Darussalam does provide an area based property tax to owner-occupied residential
properties, we were not able to sufficiently document these taxes to provide write-ups of
these countries in the same format as all the other countries included in this compendium.
Also, McCluskey and Bell include Bosnia and Herzegovina and Serbia and Montegro as
countries with an area based property tax. While we found evidence that such taxes were
being considered in those countries, we could not confirm that they had actually been
implemented so we have excluded those countries from this compendium.

' William J. McCluskey and Michael E. Bell, forthcoming, “Rental Value versus Capital Value: Alternative
Bases for the Property Tax,” in What Role for Property Taxes, edited by Roy Bahl, Jorge Martinez-
Vazquez and Joan Youngman.



Chapter 2: Albania
Introduction

Albania made its transition to a democratic political system in 1992 and started on a path
of decentralization and local self-governance. In May 1998, the property tax, known as
the tax on immovable property in Albania, was changed by law to a local tax in order to
assist with the provision of local public services and to promote local fiscal autonomy.
The tax on immovable property is an area-based tax annually levied on buildings and
agricultural land. While the central government establishes the ranges within which local
governments may set their tax rates, tax collection and administration are largely the
responsibility of local governments.

Albania has several layers of subnational governments, 309 communes in villages and 65
municipalities in cities as local bodies of the first level, 12 regions (formerly 36 districts)
as bodies of the second level, and 12 prefectures as the representative body of the central
government at the local level. Until May 1998, the property tax was considered a
national tax, with its revenues shared at a ratio of 40/60 percent between the central
budget and the local budget. Now as a local tax, its revenues are transferred entirely to
the independent local budget and the local government may implement its own structures
for the collection of this tax. Property taxes on average did not exceed one percent of
local budgets when shared in the past. A substantial increase in its share of local revenue
would take a long way.

Taxpayers

Taxpayers are owners of taxable property located in the territory of the Republic of
Albania, including all natural or legal persons, domestic or foreign.

Tax Base
The tax base is the floor space of buildings and the area of agricultural land.
Tax Rates

Tax rates are established by the central government as unit price per square meter for
buildings and as unit price per hectare in the case of agricultural land. Rates vary by
category and location. For buildings in urban areas (municipalities), tax rates are
determined jointly by use category and the zone in which the property is located (see
table 1). Buildings fall into two broad categories and four sub-categories for property tax
purposes: residential buildings (those built before 1993, and those built during or after
1993) and other buildings (those used for trade and services and those used for other
activities). All municipalities in Albania are divided into three zones. A pre-1993
residential building located in the capital city of Tirana (Zone 1), for instance, is subject
to the tax at ALL 15 per square meter, while the tax rate doubles for its post-1993
equivalent. The same building, if used for trade and services, will be taxed at ALL 200



per square meter. Commercial buildings are taxed much more heavily than residential
buildings regardless of location. Tax rates for urban buildings go down from Zone 1 to
Zone 3 regardless of use category. For buildings located in rural areas (communes), tax
rates are half of what they are in the main city of the district where the commune is
located. Municipal or community councils are given the right to increase or reduce the
tax rates by up to 30%.

Table 1: Indicative Tax Levels on Buildings (ALL/m?)

Municipalities

Minimum building categories Zone 1 Zone 2 Zone 3
I. Residential buildings

1. Built before 1993 15 10 5

2. Built during or after 1993 30 12 6
II. Other buildings

1. For trade and services 200 150 100

2. Others 50 30 20

Zone 1: Tirana, Durrési

Zone 2: Vlora, Fieri, Saranda, Pogradeci, Kor¢a, Elbasani, Berati, Lushnja, Gjirokastra, Shkora,
Kavaja, Lezha
Zone 3: All other municipalities

Source: Albania Ministry of Foreign Affairs.

Agricultural land is classified by the Ministry of Agriculture, Food and Consumer
Protection into 10 categories based on the fertility of the land and any district in Albania
may fall into one of four zones. Depending on the land category and on the zone in which
the land is located, the tax rate ranges from ALL 700 per hectare (categories VII-X, Zone
4) to ALL 5600 per hectare (category I, Zone 1). Table 2 presents the centrally
established tax levels on agricultural land.

Table 2 Indicative Tax Levels on Agricultural Land (ALL/ ha)

Classification according Classification according to districts

to land category Zone 1 Zone 2 Zone 3 Zone 4
I 5,600 4,200 2,800 1,400
II 4,900 3,500 2,100 1,200
I 4,200 2,800 1,400 1,100
v 3,600 2,300 1,350 1,000

v 3,000 1,900 1,250 900

VI 2,400 1,600 12,00 800

VII-X 1,800 1,400 1,100 700

Zone 1: Tirana, Durrési, Kavaja, Lezha, Lushnja, Fieri, Vlora, Saranda

Zone 2: Shkodra, Elbasani, Berati, Kor¢a, Delvina, Kurbini, Peqini, Kugova

Zone 3: Gjirokastra, Pé€rmeti, Pogradeci, Librazhdi, Dibra, Mati, Skrapari, Mallakastra, Devolli,
Tepelena

Zone 4: Bulqiza, Hasi, Kukési, Tropoja, Puka, Mirdita, Malésia e Madhe, Gramshi, Erseka
Source: Albania Ministry of Foreign Affairs.



Exemptions

Exemptions apply to buildings owned by state or local government and used for non-
profit purposes, residential buildings utilized by tenants upon non-liberalized lease, and
buildings utilized by religious communities. Farming land planted with fruit-tree and
vine-yard cultures is exempt from the tax for their first five years from the moment of
planting.

Tax Collection

The tax on immovable property is locally collected and administered. Owners of taxable
buildings are obligated to make a single payment to local tax authorities by June 30" of
each year while owners of agricultural land are to make two payments by August 31% and
November 30™. Property owners who fail to pay their tax on immovable property are
subject to such enforcement measures as freezing of bank accounts, confiscation of
property and imprisonment.

Appeal Procedures

Taxpayers are entitled to appeals against their tax liabilities in accordance with the law
“On tax procedures in the Republic of Albania”. Appeals should be initially filed with
respective local tax authorities within 30 days of receipt of the tax bill. Taxpayers may
appeal the decision of local governments to the Tax Appealing Commission and
ultimately present the case to the court (s).



References

Albania Ministry of Foreign Affairs. 2007. Taxation.
http://www.mfa.gov.al/english/pdf files/eco/Taxation.pdf

ALBIC. 2004. Guide on Tax System in Albania.
http://www.albic.net/Eng/a3business/taxguidebyalbicidra7.php

Brown, P.K. and M.A. Hepworth. 2003. 4 study of European property tax systems: Final
report. David C. Lincoln Fellowship Year 3 Report.

Gurraj, Alma, Artan Hoxha, Auron Pasha, Genc Ruli, Qamil Talka and Irma Tanku.
2002. Local Government Budgeting in Albania. In Local Government Budgeting,
Mihaly Hogye, ed. Budapest, Hungary: Local Government and Public Reform
Initiative.

Hoxha, Artan. 2001. Local Government in Albania. In Stabilization of Local
Governments, Emilia Kandeva, ed. Budapest, Hungary: Local Government and
Public Reform Initiative.

. 2002. Local Self-Government and Decentralization Case of Albania: History,
Reforms and Challenges.

Urban Institute. 1998. Assistance in Municipal Finance Reform for Albania: Local
Government Responsibilities and Expenditures. Washington, DC: Urban Institute.

World Bank. 2003. Albania: Fiscal Decentralization Study.
http://www1.worldbank.org/wbiep/decentralization/ecalib/albaniareport.pdf



Chapter 3: Azerbaijan
Introduction

The Republic of Azerbaijan declared its independence from the former Soviet Union in
October 1991. As one of its important steps toward a comprehensive system of local self-
government, popularly elected municipal governments were first instituted in 1999. The
Law on Municipal Finance granted municipalities authority to select from a prescribed
list of local taxes and duties by a two-thirds majority vote of the local council. Property
taxes, along with nine other taxes and fees made up the list enumerated in the Law. There
are two major property taxes currently in effect in the Republic of Azerbaijan: tax on land
and tax on property. The land tax is levied annually on the basis of the area of land plots,
while the object of the property tax is the inventoried value of buildings and water and air
transport means owned by physical persons, or the average annual value of fixed assets on
the balance of enterprises. For the purpose of this study, the remainder of this chapter will
focus on the area-based tax on land.

Taxpayers

Taxpayers of the land tax include both physical persons and enterprises that own or use
land plots in the territory of the Republic of Azerbaijan. Taxpayers are required first to
obtain the documents confirming the right of ownership and use of land and then to go
through registration. Physical persons and municipal enterprises must register at
municipalities, while other enterprises must register at tax authorities within one month.

Tax Base

The assessment of tax on land is based on the area of land. Land with located structures
and facilities and plots necessary for sanitary protection of facilities are also taxable.

Tax Rates

Tax rates are established by the central government according to use and geographical
location of land. The calculation of tax on agricultural land is different from that of tax on
other types of land. The tax rate on agricultural land is based on conventional points per
hectare reflecting the purpose, geographical location and the quality of land. The price of
one conventional point is 0.06 manats (AZN).

Tax rates on non-agricultural land are expressed as unit price per 100 square meters based
on the following schedule (table 1):



Table 1. Tax Rates for Non-Agricultural Land

Location Land used for industrial, Land used for homestead,
commercial, construction, | housing funds, and land
communication, occupied under summer
transportation and other | houses (in manats)
special purposes (in
manats)

Baku 10 0.6

Ganja, Sumgayit 8 0.5

Other towns (with the 4 0.3

exception of regional

subordination), regional

centers

Towns, districts and 2 0.1

villages of regional

subordinations (with the

exception of districts and

villages of Baku and

Sumgayit)

Source: Ministry of Taxes

Like in many other countries with an area-based property tax system, industrial and
commercial land is taxed considerably more heavily than residential land. At the same
time, land located in the capital city is subject to higher taxes than land located elsewhere
in the country.

Exemptions

Exemptions are available for land owned by the state or local government, budget funded
organizations, National Bank and its structures and the State Oil Fund; land pertaining to
the State, forest and water reserves that are not attracted to economic activity, and land
located under the Azerbaijani sector of the Caspian Sea; state border lines and land
designated for defense purposes; and commonly used lands belonging to populated areas.
In addition, a 10 percent tax reduction may be granted to property owners who are
National Heroes, Heroes of the Soviet Union and Social Labor, persons awarded with all
three degrees of the Honorary Order, disabled persons, military widows or widowers,
persons awarded orders and medals for heroic labor in the home front during the years of
1941-1945, war veterans, or persons who acquired radiation sickness or had these
diseases as a result of radiation at Chernobyl AES and civil or military atomic facilities.

Tax Collection
Physical persons and enterprises are subject to different tax collection procedures in

Azerbaijan. Each year municipalities calculate tax on land on physical persons by July 1*
and distribute the payment notifications by August 1*. The tax on land for physical




persons is payable to the municipal budget in two equal installments before August 15"
and November 15"

Enterprises are obligated to self-assess their tax liability based on the size of land plots
and specified tax rates, and to submit tax returns to tax authorities not later than May 15"
of each year. Enterprises pay the tax directly to the state budget in two equal portions due
respectively on August 15™ and November 15", A financial sanction shall be imposed on
an enterprise landowner for late submission of tax return without valid reasons based on
the decision of the head of the tax authority at the value of 40 manats. In the case where
the amount of tax indicated on the tax report submitted by the enterprise is less than the
amount that should be indicated on the report, or if the taxpayer fails to submit a tax
report or evades payment of the required tax amount to the state budget, a financial
sanction shall be imposed at the rate of 25 percent of understated or evaded tax amount.
For failure to pay the tax within the specified period, the taxpayer is liable for interest at
the rate of 0.1% of outstanding tax amount for each day of delay.
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Chapter 4: Belarus
Introduction

Belarus declared independence from the Soviet Union in July 27, 1990. Belarus is
divided into six provinces (voblasts), each with a city serving as the administrative
center: Brest Voblast, Homel Voblast, Hrodna Voblast, Mahilyow Voblast, Minsk
Voblast, and Vitsebsk Voblast. Each voblast has a provincial legislative authority
(oblsovet) elected by the residents and provincial executive authority appointed by the
President. The provinces are further subdivided into districts (raions), each with a
legislative authority elected by its residents and an executive authority appointed by a
higher executive. As of 2002, Belarus has six voblasts, 118 raions, 102 towns, and 108
urbanized settlements. Local Soviets of People's Deputies supervise the procedures
related to computation and payment of the land tax and land rental.

Real estate and land payments are considered “national taxes assigned to local budgets”
(Bell et al. 2005). The central government establishes the base and rates for property
taxes. The base of the land tax is area (tax per hectare) and the base of the real estate tax
is the value of buildings and other improvements to the land. Local governments depend
on revenue from the national property tax for about a third of their budgets. In 1999, the
national real estate and property tax comprised 33.7 percent of local revenue (Bell ef al.
2005). Local taxes such as retail, services, advertisement, and user fees generate the
remaining revenue for local governments.

For non-municipal land, 25 percent of the revenue received from land tax payments goes
to the republican budget and the remaining 75 percent goes to the budget of local Soviets
of People's Deputies at primary and basic territorial levels. Forty percent of the revenue

from land tax payments collected in municipalities goes to the republican budget and the
remaining 60 percent goes to the budget of the town.

In the discussion below 