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Abstract This book deals with issues around current property tax systems,
aspects of implementation, land and property registration, the role of
cadastres and the development of property markets in 31 countries in
central and eastern Europe and western Asia. It provides country-specific
real estate information not previously published. The coverage of this text
deals with the post-soviet experiences of real property taxation and real
estate in each one of the countries which have emerged since the dissolution
of the Union of Soviet Socialist Republics in 1991; together with the so-
called »satellite« states under the hegemony of the USSR; as well as the
emergence of the countries of Serbia, Slovenia, Croatia, North Macedonia,
Montenegro, Kosovo, Bosnia-Herzegovina following the break-up of
Yugoslavia in 1992; and the Republic of Slovakia and the Czech Republic
which resulted from the dissolution of Czechoslovakia in 1993. The
chapters deal with common themes in relation to real estate. There is a
focus on the taxation of real estate, both in term of a recurrent property tax
to partially fund local public services and also on the transfer of property
rights. Other themes include the registration of real estate, the privatisation
and registration of rights in real estate, and the emergence of a real estate
market open to national and international investors.
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Preface

This book presents an account of the systems of real estate taxation in force in 31 states
of Central and Eastern Europe and Central Asial. The common characteristic of the
systems is the fact that they began to be developed at the beginning of the 1990s. This
was connected with the collapse of the Soviet Union and these countries’ need to establish
and develop their own tax systems to raise revenue for municipal spending, and to adapt
to the free market reality.

Most of the states started the reforms of their real estate taxation systems in one of two
fundamental directions. One of them was the introduction of modern property taxes based
on the value of the taxable real estate (ad valorem taxes). These are very close to the type
of obligations which commonly occur in the rest of Europe and elsewhere in the world.
The basis for taxation is the value of the real estate, defined in different ways, with the
real estate cadastre as their starting point. The other direction of the reforms can be seen
as an attempt at perfecting previous taxes based on the surface area of real estate. In this
case, the main stress is put on modifying the actual surface area, by the use of various
coefficients, so that the basis of taxation is seen to be brought closer to the real value of
the property. In these systems it is the surface area that is the main determinant of the tax
amount paid, and its market value is of secondary importance. And this is, in my opinion,
their main disadvantage, which results in numerous problems described in the following
chapters.

The analysis of the real estate taxation reforms introduced by these states allows us to
claim that the replacement of a market value tax base by surface areas does not bring the
expected results. Surface area taxes, even though accepted by taxpayers, generate
numerous problems, especially in terms of low budget revenues from real estate taxation.
The surface systems, in practice, function badly despite the fact that attempts have been
made to perfect them for nearly 30 years. As a result, we can conclude that it is not
possible to achieve a rational real estate taxation system, where the basis of taxation is
the estate surface area. Property taxes (including taxes on immobile property) have to be
based on the market value, and not the surface area of the unit of property. The property
for the needs of taxation should be appraised in money and not in metres.

This statement is confirmed by the experiences of certain states (e.g. Poland, Czechia,
Slovakia), which do not want (or cannot) introduce ad valorem taxes. Continuous work

1 Czech Republic; Slovakia; Poland; Hungary; Lithuania; Latvia; Estonia; Romania; Bulgaria; Slovenia;
Croatia; Serbia; Bosnia-Herzegovina; Bosnia Republic of Srpska; Montengro; North Macedonia; Kosovo;
Albania; Turkey; Belarus; Ukraine; Moldova; Russian Federation; Georgia; Armenia; Azerbaijan; Kazakhstan;
Turkmenistan; Uzbekistan; Tajikistan; and the Kyrgyz Republic.
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is conducted there aimed at connecting the surface area with the market value of the real
estate by virtue of statutorily determined coefficients, which vary depending on the type
of the business conducted, the use classification of the property, its location, or on
occasions the status of the owner (possessor). These actions fail, however, to eliminate
the fundamental disadvantages of the real estate taxes based on the area of the property.
The taxes of this type do not bring potentially achievable revenues to local budgets. The
growth in the market value of plots and buildings does not increase the revenues obtained
from this kind of real estate taxation. Their surface areas are invariable, thereby the tax
amount does not change.

Surface area taxes are unfair, treating taxpayers unequally. The tax paid by the owner of
a luxury hotel and that of a similar sized but delapidated building is the same, established
by the amount payable by the latter. This goes against the rule of taxation equality. These
inequalities cannot be eliminated otherwise than through the introduction of ad valorem
taxes. In this context a further discussion as to whether ad valorem systems are better than
surface systems make no sense.

As these chapters demonstrate, there are no surface taxes which could compete with value
taxes. Why, then, was this type of tax not introduced everywhere? The analysis of the
evolution of real estate taxation systems presented in this book shows that several factors
were responsible. Among them the most important seems to be the understanding of the
assumptions of the ad valorem system by taxpayers and their approval by politicians.
Without meeting these two fundamentals it is not possible to introduce modern real estate
taxation systems, in which the basis for taxation is the market value of real estate.

If ad valorem taxes are rejected by taxpayers and politicians, the only thing that can be
done is to make continuous attempts at perfecting inherently irrational surface area taxes.
This, however, does not bring positive results, and the best evidence of this is visible in
practice, where the flaws of surface area taxes still in operation in certain states are clear.

This book encourages the debate as to what and in what order should be done to introduce
the ad valorem system more widely. It is enough to use the experiences of the countries
which have recently introduced the system presented in the book.

Leonard Etel
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CIS Commonwealth of Independent States

EC European Community

EU European Union
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Introduction and Obsevations

WILLIAM J. MCCLUSKEY, FRANCES PLIMMER & RIEL FRANZSEN

Abstract The introduction takes a thematic view of the content of the
country chapters, focusing on common issues in relation to both recurrent
property taxes and the real estate markets, beginning with a comment on
real estate transfer taxes in the countries covered. With the exception of
Lithuania, the revenue from the property tax in all the countries directly
funds municipal authorities. The property tax has an important role in
supporting the implementation of a decentralisation policy in all of the
countries. A brief discussion of transfer taxes is useful to provide some
context, not only as regards the overall taxation of real estate, but also as
regards the real estate market. It is often argued that where it is possible
then an estimate of market value should be used as the basis of assessment
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Introduction and Observations

The chapters in this book deal with issues around current property tax systems, aspects of
implementation, land and property registration, the role of cadastres and the development
of property markets in 31 countries in central and eastern Europe and western Asia.

The coverage of this text deals with the post-soviet experiences of real property taxation
and real estate in each one of the countries! which have emerged since the dissolution of
the Union of Soviet Socialist Republics (USSR) in 1991;? together with the so-called
wsatellite« states under the hegemony of the USSR;® as well as the emergence of the
countries of Serbia, Slovenia, Croatia, North Macedonia, Montenegro, Kosovo, Bosnia-
Herzegovina following the break-up of Yugoslavia in 1992; and the Republic of Slovakia
and the Czech Republic which resulted from the dissolution of Czechoslovakia in 1993.
Where parts of a recognised political administration operate a different property tax
system from the rest of the country, for example, as in the case of the Republic of Srpska
in the federation of Bosnia-Herzegovina, this is given separate treatment.

The chapters are authored by national experts and commentators and deal with common
themes in relation to real estate. There is a focus on the taxation of real estate, both in
term of a recurrent property tax to partially fund local public services and also on the
transfer of property rights. Other themes include the registration of real estate, the
privatisation and registration of rights in real estate, and the emergence of a real estate
market open to national and international investors.

This book is intended to cover as far as possible all of the countries in the region. The
geographical area covered by the contributions is some 25 million square kilometres
(approximately 10 million square miles), being some 17 per cent of the global land area.
The estimated population (as at July 2017) is 490,028,067 million (6.5% of the world’s
7.6 billion), of which 65 per cent is urbanised.* This is the second largest world region in
terms of urban population (after North America) and significantly exceeds the global
average of 54 per cent.®

This book also provides country-specific real estate information not previously published.
For example, the authors of the chapter on Armenia, identify their work as the first
publication on the country’s real estate. Similarly, the authors of the chapter on

1 Russian Federation, Ukraine, Belarus, Uzbekistan, Kazakhstan, Georgia, Azerbaijan, Lithuania, Moldova,
Latvia, Kyrgyz Republic, Tajikistan, Armenia, Turkmenistan and Estonia.

2 The German Democratic Republic is excluded because of its reunification with (or absorption by) the Federal
Republic of Germany which has involved the application of the constitution (Basic Law) already enforced in
(the former) West Germany throughout the territory.

% Albania, Kosovo, Poland, Bulgaria, Romania, (the former) Czechoslovakia, Hungary, and Afghanistan (the
former East Germany (German Democratic Republic) is excluded from coverage in this book because of its
reunification with the Federal Republic of Germany).

4 This excludes the population of Kosovo.

5 www.data.worldbank.org (accessed 14 September 2019).
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Kazakhstan acknowledge that, with the exception of expert reports from international
organisations, theirs is one of the first academic and scientific publications on real estate
for this country.

Progress in this developing region is fast-moving, particularly when compared with
changes in real estate-related matters in, for example, western European countries and
North America, where years of experience and stability have resulted in a massive and
complex legal and administrative system in which reform, particularly in relation to the
recurrent property tax, tends to occur at a glacial pace.

The majority of countries began from a similar base line - that of a controlled centralised
command economy with no recent history of value based real estate taxation - and, in
many cases, hugely out of date land records and in a few cases, no land records at all. It
is therefore impressive to see both the achievements and the rate of progress made by the
different countries, some of which have been encouraged in their reforms by the
opportunity for membership of the European Union.

This introduction takes a thematic view of the content of the country chapters, focusing
on common issues in relation to both recurrent property taxes and the real estate markets,
beginning with a comment on real estate transfer taxes in the countries covered.

Importance of Property Tax

With the exception of Lithuania (where part of the recurrent property tax is paid to central
government but the majority funds municipal authorities), the revenue from the property
tax in all the countries directly funds municipal authorities, although this revenue may be
supplemented by grants and other funding from central government. The property tax has,
therefore, an important role in supporting the implementation of a decentralisation policy
in all of the countries.

Country authors report the low yield generated by the property tax; in Estonia, for
example, this is despite the fact that the collection rates are close to maximum, with the
last revaluation being in 2001. The revenue from the property tax and the tax itself is at
risk therefore being perceived as insignificant and becoming neglected, despite its
recognised potential to be a significant source of income (Croatia, Kazakhstan).

To get some sense of the importance of »property taxes« in the countries covered in this
book, it is essential to define the term »property tax«. Broadly speaking, »property taxes«
include not only recurrent property taxes on immovable property, but also include
property transfer taxes, stamp duties, estate taxes, gift taxes and financial transaction taxes
(IMF 2014). Table 1-3 provides data on the importance of »property taxes« in this
broadly-defined context.
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Table I.1: Revenue Importance of Property Taxes

Countries 2010
Albania 0.15
Armenia 0.46
Azerbaijan 03
Belarus 0.81
Bosnia-Herzegovina 0.34
Bulgaria 0.48
Croatia 0.01
Czech Republic 0.41
Estonia 0.35
Georgia 0.92
Hungary 1.15
Kazakhstan 0.56
Kosovo No

data
Kyrgyz Republic -
Latvia 0.87
Lithuania 0.37
Moldova 0.34
Montenegro No

data
North Macedonia -
Poland 1.32
Romania 0.67
Russian Federation 111
Serbia 0.41
Slovak Republic 0.41
Slovenia 0.61
Tajikistan -
Turkey 1.01
Turkmenistan -
Ukraine 0.80
Uzbekistan

Regional average  0.60

2011
0.21
0.43
0.29
0.85
0.29
0.52
0.02
0.51
0.31
0.91
1.12
0.46
No
data

0.96
0.31
0.31
No
data

1.28
0.66
0.91
0.41
0.41
0.60
1.05
0.75

0.59

2012
0.30
0.22
0.27
0.89
0.31
0.52
0.02
0.51
0.33
0.88
1.22
0.46
No
data

0.96
0.28
0.29
No

data

1.33
0.63
1.02
0.43
0.44
0.63
1.05
0.81

0.60

2013
0.21
0.45
0.30
0.92
0.37
0.56
0.44
0.47
0.30
0.86
1.28
0.44
No
data

0.96
0.28
0.28
No
data
0.21
1.39
0.64
1.07

0.44
0.64

1.18
0.23

0.61

2014
0.22
0.39
0.32
0.96
0.36
0.57
0.46
0.45
0.29
0.84
1.28
0.47
No
data

1.03
0.30
0.26
No
data
0.24
1.39
0.88
1.07

0.44
0.62

1.20
0.20

0.62

2015
0.23
0.46
0.39
1.02
0.35
0.57

0.48
0.28
0.91
1.28
0.55
No
data

0.99
0.34
0.25
No
data
0.23
1.37
0.76
1.12

0.43
0.62

1.22
0.26

0.64

2016
0.42
0.47

1.06
0.42
0.59

0.49
0.27
1.07
1.11
0.45
No
data

1.06
0.33
0.25
No
data
0.21
1.38
0.73
1.16

0.43
0.63

1.22
041

0.67

2017
0.56
0.47

1.02

0.47
0.24
1.04
1.07
0.49
No
data

1.01
0.38
0.31
No

data

1.21
1.20

0.43
0.64

1.12
0.41

0.71

Average
0.29
0.42
0.32
0.94
0.35
0.54
0.19
0.47
0.30
0.93
1.19
0.49

0.98
0.32
0.29

0.22
1.33
0.71
1.08
0.42
0.43
0.62

1.13
0.48

0.60

From Table 1.3 it is evident that the regional average over the period from 2010 to 2017
is still in line with the findings of Bahl and Martinez-Vazquez (2008) and Norregaard
(2013) — at about 0.6 per cent of GDP for developing and transition countries in the early
2000s. However, especially since 2012, there is a gradual increase in this regional average
from 0.60 to 0.71 percent in 2017. Especially noteworthy are the increases since 2010 in
Albania, Armenia, Georgia and the Russian Federation. The eight-year average exceeded
1.0 per cent of GDP in Hungary, Poland, the Russian Federation and Turkey, whereas in
Belarus, Georgia and Latvia it was 0.94, 0.93 and 0.98 per cent respectively. Interestingly,
despite its area-based system, at 1.33 per cent Poland has the highest average over the

period from 2010 to 2017.
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For the eleven countries that are member states of the European Union,® specific data on
recurrent property taxes as a percentage of GDP are available (Eurostat 2017; Brzeski,
Romanova and Franzsen 2019). For the 10-year period from 2006 to 2015, the regional
average for these countries was only 0.43 per cent of GDP (Eurostat 2017). With an
average of 1.20 per cent, Poland is the one country in this region that generates significant
revenue from the recurrent property tax. Over the same period, only Latvia and Romania
exceed 0.6 per cent of GDP.

Real Estate Transfer Taxes

Most of the chapter authors make mention of real estate transfer taxes. Although the
primary focus of this book is on recurrent property taxes, a brief discussion of transfer
taxes is useful to provide some context, not only as regards the overall taxation of real
estate, but also as regards the real estate market. As clearly illustrated by Brzeski,
Roméanova and Franzsen (2019), real estate transfer taxes are generally quite important in
the West European member states of the European Union, where the revenue from
transfer taxes in 2015 exceeded the revenue from recurrent property taxes in seven
countries (Brzeski, Roméanovéa & Franzsen 2019).”

There is a marked difference in the approach to real estate transfer taxation between most
of the fifteen former USSR countries and the other countries discussed in this book. In
those countries that were not part of the former USSR, real estate transfer taxes are more
akin to the transfer taxes found in other continental European countries — as is evident
from Table I-1. Only Romania levies a fee that is closer to a user charge on property
registration than an actual tax. The other countries all levy a »transfer tax« with tax rates
ranging from 0.1 per cent (Bulgaria and Poland) to 5 per cent. However, The Republic of
Srpska (in Bosnia-Herzegovina) and Slovakia have abolished their real estate transfer
taxes.

Table 1.2: Taxes on the Transfer of Real Property in the Non-USSR Countries

Country Tax type Tax rate Additional comments

Albania Transfer tax | 2% Only levied on legal entities; an additional ALL2,000
p/m? is payable in Tirana by legal entities
15% CGT may also be payable

Bosnia- Transfer tax | 5% This is not general tax rate in Federation, but Immovable
Herzegovina Property Sale Tax Rate at the level of Cantons (all 10
cantons in FB&H have this rate)

There is no transfer tax in the Republic of Srpska.

Bulgaria Transfer tax | 0.1-3% Donations are taxed at rates of between 3.3 and 6.6%

5 Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and
Slovenia.
7 Austria, Belgium, Germany, Luxembourg, Malta, Portugal and Spain.
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Country Tax type Tax rate Additional comments

Croatia Transfer tax | 4% A registration fee of HRK200.00 (about EUR27.00),
payable to the Land Registry Office, and a stamp duty of
HRK50.00 (about EUR 7.00) are also payable

Czech Republic | Transfertax | 4%

Hungary Transfer tax | 4% + 2% 4% up to HUF1 billion per property; 2% of the value
above HUF1 billion; maximum tax of HUF200 million
per property

Montenegro Transfer tax | 3% The tax authorities compare their valuation of property
with the declared sales price and then assess how much
tax the buyer must pay

North Transfer tax | 2-4% Municipalities set their own tax rates and the tax is

Macedonia determined with reference to the market value of the

VAT 18% property. _ _ _
Where both contracting parties are registered for VAT, the
seller will pay VAT on the sales price.

Poland Transfer tax | 0.1-2% Registration fees

Stamp duty PLN11.00 (about €4.62) and PLN14,000.00 (about
€3,333.00)

Romania Registration | 0.5% Registration fees are 0.5% of property value with a

fee minimum of RON 60
Serbia Transfer tax | 2.5% The tax authority estimates property values
VAT 20% Where the transferor and transferee are both registered for
VAT, they can choose to pay VAT

Slovakia None Fixed registration fees are payable

Slovenia Transfer tax | 2%

VAT 22%  or | For the transfer of apartments, residential and other
9.5% buildings for permanent living and other parts of buildings
as part of social policy a reduced 9.5% VAT rate applies

Turkey Transfer tax | 4% The transfer tax is shared (2% from each party), but in

practice the buyer usually bears the full burden.

In the countries that were formerly part of the USSR, traditional transfer taxes generally
do not exist. As is evident from Table 1.2, most of these countries levy so-called state
fees. These could be fixed amounts or levied on an ad valorem basis, but are akin to user
charges rather than taxes. Moldova levies a stamp duty at a maximum rate of 0.5 per cent.
Georgia, Lithuania, Tajikistan and Turkmenistan do not levy taxes or noticeable fees.
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Table I-3: Taxes on the Transfer of Real Property in former USSR Countries

Country

Tax type

Tax rate

Additional comments

Armenia

State duty

Depends on the size of the base fee (AMDZ1,000.00;
EUR1.78) multiplied by the coefficient for different
transactions, requiring notary verification and
registration in the real estate cadastre

Azerbaijan

State fee

Service fee

Fixed fees

Transfers to a relative: The state fee is AZN 20 and
service fee is AZN 3.

Transfers to non-relative: For the capital city, Baku, the
state fee is AZN 200 and service fee is AZN 30; for other
regions the State Fee is AZN 80 and the Service Fee is
AZN 12

Belarus

VAT
CGT

20%
13%

VAT is imposed on legal entities

CGT is payable by individuals and levied in terms of the
income tax dispensation

Estonia

State fee

EUR 1,370.89; (If the transaction value is more than
EUR 639,120, the full state fee rate of 0.16% of the
transaction value will apply, but not more than EUR
2,560

Georgia

None

A CGT may be payable in terms of the income tax law

Kazakhstan

State fee

CGT

Notaries collect a state fee to notarize the transaction and
effect the transfer

Capital gains are included in the tax base of personal
income tax and corporate tax

Kyrgyz
Republic

State fee

Fixed fee

A state fee for verification of transactions on alienation
of immovable property is set in the amount of KGS5,000

Latvia

State fee

2%

from higher sum (sale sum or cadastral value of property)
05% if  between relatives  (wife/husband,;
children/parents/grandparents)

Lithuania

None

Registration fees are payable in respect of land and
buildings — according to separate sliding scales with
reference to value.

Moldova

Stamp duty

0.1%

0.5%

On transfers to a spouse or to family members (first or
second degree): Value stated in the contract, but not less
than the value for tax assessment

On transfers to other parties: Value stated in the contract,
but not less than the value for tax assessment

Russian
Federation

Fee

VAT

Fixed fees

18%

RUB 44,000, i.e., RUB 22,000 for the building and RUR
22,000 for the land parcel

Where the contracting parties are VAT vendors, VAT is
levied

Tajikistan

None

A notary fee between 7% and 40% depending on the
family relationship between transferor and transferee, is
payable

Turkmenistan

None
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Ukraine State fee 1% The notary collects the state fee of 1% of the transaction
value of the land and/or building and remits it to the tax
authority. The buyer of the building will also pay a
further 1% of a building’s transaction value to the State
Pension Fund.

Uzbekistan Inspection A fee, based on the size of the property and determined
fee 20% with reference to the minimum monthly wage, is payable
VAT for an inspection of the property by experts from the State

Committee on Land Resources, Geodesy, Cartography
and State Cadastre

It is also noteworthy that a number of countries tax certain real estate transactions under
their value-added tax (VAT) system (Belarus, North Macedonia, Russian Federation,
Serbia, Slovenia, Uzbekistan). Furthermore, some countries also levy a capital gains tax
(CGT) in respect of the income tax dispensation (Belarus, Kazakhstan).

For the remainder of this chapter, the term »property tax« refers to recurrent property
taxes on land and/or buildings.

Basis of Assessment of the Property Tax

There are in general two valuation/assessment options that can be used for property tax:
(1) non-value based; or (2) value based (Franzsen and McCluskey 2013; McCluskey and
Franzsen 2013). It is often argued that where it is possible then an estimate of market
value should be used. The reason for this is that according to Bird and Slack (2004) it is
generally regarded as a better basis for the tax because it adds an economic dimension to
the tax base. It encourages optimal use and productivity of real estate and, on
revaluations, it can allow for an increased revenue without amending the tax rates, though
generally following a revaluation tax rates are lowered. However, area-based approaches
are most commonly used as a means of determining the assessed »value« for property,
when the real estate market is not functioning properly or where it has not reached a
sufficient degree of maturity to support an ad valorem tax base (Franzsen and McCluskey
2013).

Area-based systems tend to use the size (useable area or net floor-space) of buildings
(square metres) and land (square metres, or hectares) as the underlying basis. The basic
assessment approach is therefore to multiply the (taxable) area of the building and land
by a prescribed unit price per square metre, or hectare. The tax liability is simply the
product of the area and unit price. By way of improvement, or at least to reflect a degree
of equity and fairness, the area basis is often adjusted, for example, to reflect number of
floors in a building and the net usable area is used as opposed to gross area (Connolly and
Bell 2009).

Many countries modify this by the inclusion of coefficients to reflect appropriate features.
In the Czech Republic, for example, there is a location coefficient that reflects the size of
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the population of a municipality, where larger cities have a larger coefficient. Such
coefficients by their nature are rather blunt as they tend to be selective in nature and to
cover fairly large geographic areas. Therefore, there is a loss of granularity that value-
based approaches do not suffer from.

Whilst the range and type of adjustment coefficients vary across countries they all have
the same objective, to align the tax liability to reflect market value conditions. Thus, the
coefficients act as »value-based« proxies attempting to improve equity and fairness in the
system (see Table 1.4 for a sample of adjustments). For example, the Czech Republic uses
a coefficient based on a municipality population to adjust the based rate of tax. For Prague
the multiplier is 5.

Table 1.4: Selected adjustment coefficients

Kazakhstan The land tax is based on the area of taxable land plots (either in hectares or square
metres). Importantly, the land tax rate also depends on the quality points attached to the
land plot,

The tax base for buildings for individuals is an approximate value of the taxable item
(determined annually by the authorised State body using a formula), which in turn
depends on the type of property, its base price and the year of construction. The formula
is, as follows:

C=Cb x S x K phys x K fun x K zon x K mes. mai .

Where:

C - value of property for taxation purposes;

Cb - basic price of one square metre of dwelling, dacha structures;

S — useful area of dwelling, dacha structures in square metres;

K phys — coefficient of physical depreciation;

K fun — coefficient of functional depreciation;

K zon — zoning coefficient;

K mes. mai — coefficient of change of the monthly assessment index.

Such formulae are provided separately for each type of taxable construction and building
together with the relevant zoning coefficients.

Kyrgyz The taxable value of the property within Groups 1 to 3 is assessed based on the following

Republic formula:

TV=VxSxCrxCzxCi

Where:

TV =is the taxable value;

V = value per square metre of the object;

S =the total size of the object liable to tax (reduced by the size allowed as an exemption
for

objects within Group 1) or the total size of the Group 2 or 3 objects;

Cr = regional coefficient, based on its location in the country;

Cz = zonal coefficient, based on the zones established within the locality;
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Ci = industry (functional) coefficient that is applied taxable properties within Groups 2
and 3.

The value per square metre is established depending on the construction materials of the
walls and the date when the building was first used. The Tax Code provides the amounts
per square metre, depending on the materials and the length of usage of the building.

Poland

For agricultural land the tax rate is based on the average market price of rye, the size of
the farm and quality of the soil. The rate from one (weighted) hectare is equal to the
average market price of 250 kg of rye during the first three quarters of the preceding
year.

Slovak Republic

The tax base for land is the value of land calculated as the area of land in square metres
multiplied by the value of 1m?of land. In the case of multi-storey buildings, the tax rate
is increased by the multiplication of an adjustment - floor surcharge times the number
of floors.

Bulgaria

The assessment of land plots on which a structure has been built, is calculated on the
basis of the following formula:

TVA=BTV xCixCzxCcxCIlx constructed area + VI
where:

TVA = the total amount of the tax value assessment;

BTV = the basic tax value per square metre;

C | = the infrastructure coefficient;

C z = the zoning coefficient;

C ¢ = the construction coefficient;

C | = the location coefficient; and

VI = the value of the improvements made on the land.

The tax value assessment of commercial and residential buildings / constructions,
including

houses, apartments, house floors , garages, and stores is calculated as follows:
TVA=BTVxCIlxCixCchxCh x C o x constructed area

Where:

TVA = the total amount of the tax value assessment;

BTV = the basic tax value per square metre;

C | = the location coefficient;

C | = the infrastructure coefficient;

C ch = the characteristics coefficient;

C h = the height coefficient; and

C o = the obsolescence coefficient.

Slovenia

The valuation of the property is calculated by the following equation:

VA =NoxVpxUsxCfxL,

Where:

VA = is the taxable value of the taxable property;

No = is the number of points attributed to the construction elements of an residence per
unit (m?), such as: the structure, taking into account the year of construction, and the
year of any maintenance-related works;

Vp = is the value of a point: the value of the point is defined by every municipality
individually;
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Us = is the corrected net internal floor area of the taxable property. The floor area of
rooms for preparation of food, personal hygiene, living and sleeping accommodation is
multiplied by the corrective factor 1, while in case of ancillary rooms (such as: a balcony,
terrace, basement, or garage), the floor area is multiplied by different corrective factors,
ranging from 0.25 to 0.75.

Kf = is the impact of the size (corrective factor): for apartment property up to 30m? the
corrective factor is 1.057; from 30m? to 45m? is 1.024; from 45m? to 65m? is 1.000; from
65m? to 75m? is 0.966; and above 75m? the corrective factor is 0.95.

L = is the impact of the location of the property (from 1 to 1.3). This is regulated by a
special decree and is defined by the municipality. When the impact of the location has
not been determined, a factor of 1.00 is applied.

While area-based systems are often regarded as »simple« solutions for countries with
limited resources, they do suffer from several drawbacks. A principal drawback is that
they tend not to reflect the value and other spatial benefits that the location offers to
property. Well-located buildings and land will attract the same tax liability as less well-
located property of a similar size (Youngman and Malme, 2004). Compliance with the
concepts of vertical and horizontal equity therefore becomes difficult.

Buoyancy of the tax revenue under an area-based system is primarily afforded by altering
the unit prices by reference to inflation, or by increasing the rate of tax applied, although
the addition of new buildings to the tax roll can also increase revenue. Changing the
coefficients is difficult, particularly as they tend to be set in national legislation (Czech
Republic), and, although many countries give their local authorities the power to vary the
tax rates applied (often within centrally-fixed limits), reducing the tax rates also reduces
the revenue (and thus the service capacity) of the local authority. The assessed value
rarely changes since the (taxable) area of property tends to remain relatively fixed over
time (Connelly and Bell 2009). Where coefficients or unit prices are not adjusted to
reflect increasing costs of services, the tax revenues stagnate and — in real terms — will
actually decrease over time.

The main advantages of the area-based approach generally relate to the need for simpler
administrative resources, which is often translated into lower costs, because the factors
which affect the tax base (surface area, district) are easily established and can rely on the
self declaration of property characteristics such as location, size and use which can be
made by the taxpayer (Czech Republic, Slovak Republic). Data requirements are much
less than with a typical ad valorem system; there is no need, for example, for complex
property and locational characteristics nor for transactional data; trained valuers are not
essential; and area-based techniques can indeed be modified to reflect aspects such as
location and quality of structures (Franzsen and McCluskey 2013).

There are generally three value-based approaches that can be used as the basis for the
property tax: (i) capital improved value/market value; (ii) capital unimproved value/land
value; and (iii) annual rental value (Franzsen and McCluskey 2013). Under (i) land and
buildings or improvements to land are valued either as one property unit or separately,
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whilst under (ii) only the value of the land ignoring the improvements is assessed. Under
(iii) the annual rental value is also based on market values and typically would include
both land and buildings under one assessment. The basis of an ad valorem property tax
should be closely aligned to the property market. If an active capital market exists from
which sufficient evidence of market prices can be obtained, it could support a property
tax system based on capital value assessments. It is noteworthy that no country in the
region uses rental value as the basis of the property tax. Figure 1.1 shows the prevalence
of area-based property tax systems.

Figure 1.1: Basis of the property tax

16
14
12

10

Area Based Inventory value Market value

Alternative value bases would include (adjusted) cadastral value, balance sheet value, or
a value based on some mathematical formula. These approaches provide an intermediate
step between non-value approaches and those based on estimates of market value. There
is usually some connection with market evidence in their use, whether based on
transactional values or on the replacement cost of the building.

Regardless of the basis of the property tax, it is important to ensure that the tax base is
regularly and frequently up-dated to optimise the degree of horizontal and vertical equity
among taxpayers, although this may be expensive.

Valuation methodology

Given that the property tax is a presumptive tax, an assessment of the value of each
property must be made. Valuation as a process may be seen as a means to an end, in this
case, the »end« is a tax base with a high degree of horizontal and vertical equity between
the tax levied on taxpayers, as well as raising sufficient revenue for municipal authorities
to provide the services demanded by their citizens. In many ways valuation is largely
subjective unless rules are put in place to minimize subjectivity. Issues of subjectivity
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between what the owner considers as a »fair« value and what the valuation authority
deems as »fair« often results in legal challenges. Given the scale of the valuation exercise
facing countries that have an ad valorem property tax, this could involve several million
properties that must be valued all at the same time. In the days prior to the advent of
computers valuations were conducted »manually« largely on a case-by-case basis. Whilst
this approach still occurs in some countries the move to integrate automation has greatly
improved the problem of scalability.

In respect of ad valorem systems the introduction of computer assisted mass appraisal
(CAMA) has greatly increased the efficiency of the valuation process. CAMA tends to
be applied to the valuation of real property for property tax purposes mainly because of
the large volume of units within the tax roll. The greatest change in assessment practice
over the past 30-40 years has involved the use of computers and statistical
approaches/models to establish a relationship between property characteristics and
transaction prices, thereby permitting an estimate of the market value of other properties
not subject to a recent sale. Mass appraisal in essence evolved out of the need to provide
uniformity and consistency in valuations (Almy 2013). An equally important aspect was the
ever increasing financial burden of undertaking single manual appraisals, particularly at
times of revaluations, where several millions of taxable units (buildings and parcels) need to
be assessed at the same time.

Geographic information systems (GIS) are now becoming an important tool to support
and develop mass appraisal valuation models. What is becoming an international trend is
the integration of GIS with CAMA methodologies. Perhaps the most important benefit
that GIS can bring to the CAMA approach is greater opportunities to better reflect
location. Another benefit of using GIS within a CAMA is the enhanced visualisation
capability that results.

The application of CAMA and GIS within the valuation environment discussed in these
chapters is somewhat limited. Only four countries namely, Latvia, Lithuania, North
Macedonia and Moldova have adopted the techniques. The lack of reach in applying
modern valuation solutions has much to do with the fact that the majority of countries are
unable to apply market values because their own property markets are not sufficiently
developed and/or recorded to provide appropriate data. Another constraint is the lack of
appropriate information technology equipment and technically skilled staff. Thus, the use
of area-based systems tends to be the dominant approach used by many of the countries.

Those countries that apply non-value based approaches tend to use various adjustment
coefficients to reflect property type, use, size, and location. These countries include,
Albania, Armenia, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia, Czech Republic,
Georgia, Hungary, Kazakhstan, Kyrgyz Republic, Poland, Serbia, Slovak Republic,
Slovenia, Tajikistan, Turkey, Turkmenistan and Uzbekistan (see Table 1.5).
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Table 1.5:  Application of assessment/valuation approaches

Application of CAMA and GIS  Latvia, Lithuania, North Macedonia, Moldova, Slovenia (proposed

techniques new property tax)
Application of adjustment Albania, Armenia, Belarus, Bosnia and Herzegovina, Bulgaria,
coefficients Croatia, Czech Republic, Georgia, Hungary, Kazakhstan, Kyrgyz

Republic, Poland, Serbia, Slovak Republic, Slovenia, Tajikistan,
Turkey, Turkmenistan, Uzbekistan
Traditional valuation Armenia, Azerbaijan, Estonia, Georgia, Kosovo, Russian Federation,
approaches Turkey, Ukraine

In the case of area or unit based property taxes there would nonetheless be a significant
degree of assessment automation i.e. in determining the tax bills. These non-value
approaches tend to rely on the self-declaration of data (Czech Republic, Slovak Republic).
Tax administrations in receipt of these data (either directly from the owners of real
property or via the national cadastre) would have automated routines to calculate the tax
liability. The use of manual assessment particularly by assessment/tax authorities is
rapidly becoming a thing of the past.

A key feature of many of the area-based systems is related to the fact that properties must
be accurately reflected in the national cadastre to be assessed. This implies that if a
property is not in the cadastre it will not be assessed for property tax, and several authors
report the problems of an incomplete cadastre. Once the property has been declared in
terms of a tax return to the tax administration there is no need to submit a further return
(Czech Republic). Only if there have been structural or land use changes made to the
property would a subsequent return need to be filed with the cadastre and tax
administration.

For those countries (Armenia, Azerbaijan, Estonia, Georgia, Russia, Turkey and Ukraine)
that typically use book value, accounting value or cadastral value there is some reliance
on more standard, case-by-case valuation methods.

Value-based property taxes tend to be the most expensive from an administrative
perspective. These costs are related to a number of factors: (i) human resources in terms
of staff expertise and the number of skilled staff to administer the system; (ii) investment
in hardware and software, such as data servers, aerial and/or satellite imagery; and (iii)
collection and maintenance of core valuation data.

Property tax administration

Property tax administration involves a number of important functions including: (i)
identifying and maintaining the tax base; (ii) data collection and maintenance; (iii)
valuation of assessment of taxable properties; (iv) tax billing; (v) tax collection; and (vi)
enforcement.
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As UN-Habitat (2011) suggests, an effective strategy for addressing many of these
functions is to recognise the comparative advantage that central (or regional, state or
provincial) governments have for some functions and also the distinct administrative
advantages that local governments often have for other functions. Municipalities have a
direct interest in the amount of tax collected which tends to make them best suited to the
task. In reality, therefore, the most effective administrative strategy would be to share or
to split the administrative responsibilities between central government agencies and local
governments.

Thus, an assessment should be made of the relative competencies of central government
and local government for specific tasks. What are the efficiencies to be gained by one
agency being given a function as opposed to another agency or department? In Armenia
and Latvia, for example, the Real Estate Cadastral Authority determines the assessment
whilst the property tax is collected by local government. In Kosovo, whilst both
assessment and collection are local functions, with central government providing an
oversight role.

Central governments are likely to be more successful at ensuring uniformity of policy and
practice and harmonisation of the overall tax system (UN-Habitat 2011) and are
universally recognised as responsible for the legislation which imposes taxation. It is
likely that central government has greater expertise and better resources for the carrying
out of technical tasks, for example, the setting of nationwide standards and quality control
are better administered at the central level (Kosovo). Equally, there are certain functions
that are best performed by local government, such as aspects of data collection,
identifying changes to the tax base (via planning permission and building permits, for
example), delivering bills (Kosovo) and tax collection, particularly in relation to the
following up on delinquent accounts.

In the Czech Republic where the property tax is centrally administered, municipalities
argue that they could administer the property tax more effectively, as they have
information about local circumstances. In addition, municipalities want to know who
actually pays the tax and who is non-compliant. However, the central tax administration
does not make such information available. Of course, not all municipalities are created
»equally« — in the Czech Republic there are 6,200 municipalities with the vast majority
not having the capacity to locally administer the tax.

For taxpayer acceptability of a property tax, there is an important correlation between
revenue collected and benefits received. This can be more readily seen at the local level
where the local property tax revenue is spent on projects within the local community.

Valuation is often considered to be the most difficult aspect of administering the property
tax. Value based systems tend to be complex and challenging in terms of deriving an
estimate of market value for every property (land and buildings) (McCluskey, Franzsen
and Bahl 2017). In many respects, a central government agency may be best equipped to
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undertake valuations and to ensure uniform application of methodologies across the
national space. It is, also, well recognised, that the assessment of taxable properties
should be undertaken by an independent central agency so that objectivity in individual
assessments and in the assessment process is transparent and that there is no hint of
political influence.

In addition, the setting of valuation standards, practices and procedures is more efficiently
done at the centre. There are several examples of countries establishing specific central
agencies of departments to administer land and property valuation (Latvia, Lithuania,
Moldova and Slovenia).

Self-assessment, that requires property-owners to place an assessed value on their own
property, is relatively rare (although Azerbaijan is an exception); though self-declaration
of data or information on what real estate a person owns is very common. It is generally
an obligation on owners to declare specific information on what real property they own
and these data are used in the development of the countries' cadastres, which form the
basis for the identification of taxable property (Czech Republic, Latvia, Lithuania,
Slovenia). If the property tax is based on the area (size) of the parcel and building the
owner may be required to declare this information to the tax administration (Czech
Republic, Georgia and Ukraine). Although area systems typically apply adjustment
coefficients, the key characteristic is the size of parcels and buildings. Nonetheless, self-
assessment is an attractive proposition for those countries with little administrative
capacity. It does not appear to require expert assessment staff, and it seems to be easy to
implement (Bird and Slack 2004).

In several countries (Armenia, Estonia, Latvia, Lithuania, Moldova and Slovenia) the
assessment of the tax base is undertaken by departments or units within the national
cadastre. This makes sense in that property owners have to declare their property to the
cadastre to assert their legal rights. In other cases, it is the tax administration that conducts
the assessment, as in Czech Republic, Georgia, Kyrgyz Republic, Tajikistan and Ukraine.
It is important that there are close linkages between the cadastral office and the tax
administration (as in Czech Republic). Interestingly, Poland does not have a national
cadastre but rather local government administration maintains a register of lands and
buildings. There are also many countries that conduct assessment at the local government
level, including Albania, Belarus, Bulgaria, Croatia, North Macedonia, Serbia, Slovak
Republic, Slovenia, Poland and Turkey.
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Figure 1.2: Valuation, assessment, billing and collection responsibility
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Billing, collection and enforcement administration

Given that the objective of a tax is to raise money for an organ of government, the billing,
collection and enforcement of the tax is vital component. This function too can be handled
either centrally or locally, with the perception that because of its local nature, collection
(and by implication enforcement) activities are best undertaken by municipalities. This is
because of the municipalities greater local knowledge and the fact that, as recipients of
the tax revenue, the municipalities have a major incentive to ensure that the effective and
efficient implementation of these responsibilities in order to maximise their income. In
terms of the billing and collection function the following countries adopt centralized
approaches, Czech Republic, Estonia, Georgia, Kazakhstan, Kyrgyz Republic, Latvia,
Moldova, Tajikistan, and Ukraine; whereas the majority of countries (about 60%) have
the collection function at the local level (see Figure 1.2).

Efficiency in tax collection requires both appropriate technical and human resources, as
well as a comprehensive data base but also a recognition by taxpayers of the moral as
well as the legal responsibility to pay. The benefits of a culture of strong taxpayer
discipline can be seen in prompt payment, minimal debts and therefore increased revenue.

However, for the majority of the property tax payers in these countries, it is only recently
(since 1991) that payment of such taxes has been required of them. There is thus some
evidence of an absence of the culture of paying such taxes, and a corresponding failure
of local property taxes to provide as much revenue to municipalities as they should. In
some cases (Kosovo), authorities have responded by increasing the number of employees
involved in tax collection and by the introduction of a public information campaign
informing citizens of the benefits to local services of the payment of local taxes, which
has resulted in an increase in terms of revenue collected.
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In some countries (Czech Republic, Slovakia) taxpayers are able to appeal their tax bill.
In some countries (Poland), it is possible to pay the property tax by instalments, but the
majority of countries require biannual or quarterly payments of the bill.

A range of enforcement mechanisms are applied, including the use of bailiffs, deductions
from wages / bank accounts and fines for failing to file relevant papers. All authors report
that outstanding tax attracts interest payments, and in some cases, other penalties are
applied. Slovakia publishes a list of debtors on its municipal websites. In Bulgaria, local
tax officers also act as enforcement officials. Estonia reports the use by citizens of
personalised portals on its state website, which allows direct access to information
personal to the taxpayer, and Armenia and Kazakhstan, for example, allow payment via
automated teller machines (ATMs), home banking and web kiosks.

Although some authors report high levels of compliance, this is not universally the case.
Poor taxpayer morale, high compliance costs, ease of tax evasion and avoidance,
incomplete cadastres and inefficient collection methods are cited as some of the reasons
for low property tax yields. Solutions proposed range from increased levels of IT literacy
and internet availability, lower taxpayer compliance costs and more efficient enforcement
of penalties. North Macedonia reports an increased yield achieved by strengthening local
administration capacity together with a recalculation of the tax base and an updated
property database; while in Kosovo, an increase in municipal employees together with a
public information campaign have seen improvements in collected revenue.

Nevertheless, the property tax is seen to be expensive to administer which reduces the net
yield to the municipalities and implies that reforms to improve administrative efficiency
should be beneficial.

Tax Liability

The property tax legislation should establish the person/persons or entity responsible for
paying property taxes. The options generally are: (i) the owner of the property; (ii) the
occupier or person (in personam) who has some control over the property; (iii) the
property (in rem) regardless of who owns it or uses it; or (iv) a combination of the
previous three (McCluskey, Franzsen and Bahl 2017). In many countries where private
ownership of land is recognised and recorded in the cadastre, the property tax is generally
an obligation of property owners (UN-Habitat 2011).

UN-Habitat (2011) takes the view that, even though the real estate rights may be divided
between different parties, the law should not attempt nor allow the tax authority to allocate
the property tax between ownership interests - the allocation should be the responsibility
of the private parties involved. In effect, all interests in the land should be liable for the
entire amount tax due. Taxing just one of the co-owners simplifies administration, though
taxing owners in relation to their individual shares stresses fairness, in that all owners
should contribute and have no responsibility for the amounts unpaid by other part owners.
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The administration in the case of several owners is also problematic in that the tax
administration must be able to determine that where a property has multiple owners the
declared shares add up to 100 per cent. Having said this, several of the countries indeed
calculate the property tax liability by reference to the declared owners’ share in the
property (Armenia, Bosnia and Herzegovina, Hungary, Kyrgyz Republic and
Montenegro).

In those countries where the registration of property rights is incomplete, it is often the
case that occupiers or users of property are more readily identifiable and therefore can be
made liable for the property tax. Such a system also reduces the administration costs in
finding owners because occupiers, by their very nature, are located at the property. Where
occupiers become taxpayers, it thus becomes more of a user’s tax, or a tax on occupation
rather than ownership. Given that property tax revenue generally funds the services
provided by municipalities which benefit occupiers (as well as owners), there may be
some justification for this.

The number of occupiers typically is greater than the number property owners. Hence
having owners liable for the property tax should reduce the number of taxpayers and thus
reduce the cost of administration. It is less of a problem if the owner of a property is
readily identifiable as the occupier for residential property in places where the level of
owner-occupation is high. It is more of an issue for commercial property. As an example,
a multi-tenanted shopping mall with 150 retail occupiers would mean 150 tax bills as
opposed to one tax bill if the property has one owner. However, ownership can be less
than transparent when holding companies and shell companies are involved, or in
situations where an owner is not resident within the tax jurisdiction. Generally, however
the owner should be registered in the cadastre and that is the typical starting point.

It is often the case that countries distinguish between natural and legal persons i.e.
individuals and companies. This occurs in Armenia, Belarus, Hungary, Lithuania, Poland,
Romania, and Russia. This categorisation permits the tax administration to levy different
tax rates according to the nature of the owner and in some cases to apply different
valuation or assessment approaches.

Exemptions and other Tax Relief

Excluding taxpayers and / or (otherwise) taxable property from liability for the impost
means that those taxpayers who do not receive such treatment are required to pay more
to make up for the loss in revenue resulting from such beneficial treatment. The
justification for reducing tax bills for taxpayers of real estate should therefore reflect the
culture of the taxpaying community in order to ensure taxpayer comprehension,
acceptance and support.

Justifications for preferential treatment can be either economic, environmental or social,
and can take the form of mandatory or discretionary relief on a permanent or temporary
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basis. Mandatory relief tends to stem from national government policy, for example, a
government economic policy which is aimed at encouraging a particular industry or
industry in a particular location. Similarly, reducing the tax liability can be implemented
for social reasons, where certain groups of taxpayers are perceived to suffer hardship if
expected to make a full contribution. Examples of this are those taxpayers on reduced
income or who suffer from a physical disability which limits their income-generating
capacity and several authors report such reliefs applied in their countries.

Given that the income from the property tax is (part of) the revenue of the municipalities,
it is important that centrally imposed reductions in the property tax do not significantly
reduce the municipalities’ income, or, if this is the case, that compensatory funding from
the state is paid to the municipalities.

However, where it is the municipalities which introduce and administer exemptions or
reliefs from the tax, they may not have the right to recover revenue foregone from the
central authorities. In such cases, in considering the award of any such benefits to groups
of their taxpayers, the municipalities must reflect on and budget for the concomitant loss
of revenue. Where municipalities seek to increase tax rates to make up for such loss of
income, taxpayer support for the principle and practice of reducing tax for perceived to
be needy groups is essential for the policy of strategic reliefs to be successful.

Authors report a range of property and taxpayer reliefs from property taxes. In common
with other countries, foreign diplomatic uses (on a reciprocal basis), religious buildings,
government buildings and public services such as roads attract exceptions from property
taxes. In some cases, state medical facilities and educational establishments are also
exempt. More significant exemptions and tax reliefs are discussed below.

As a matter of principle, many jurisdictions around the world offer tax exemptions or
reliefs to their agricultural sector, often as a means of encouraging food self-sufficiency,
and authors report that agricultural land and buildings are exempt the property tax or that
preferential treatment is awarded via for example the tax rates. In some countries
(Albania, Poland), a separate agricultural land tax is applied. Certain kinds of agriculture
(e.g. vineyards and orchards) enjoy a temporary tax exemption until such time as saleable
produce is realised.

However, given the nature of the classification of land and to ensure that it is specifically
the agricultural sector which benefits, many countries’ legislation (Georgia, Montenegro)
excludes from such reliefs agricultural land used for economic activity.

Authors report widespread exemptions and subsidies for certain owners of residential
properties, including pensioners, migrant refugees and former (military etc.) service
personnel. In Lithuania, residential property is exempt below a certain (high) value
threshold; while in Slovenia and Srpska, a certain area (square metres) of dwellings are
ignored when assessing the taxable value.
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As a matter of principle, there is no reason why residential property (as a property type)
should receive preferential treatment in terms of the payment of property taxes. However,
it is well recognised that requiring payment from taxpayers who suffer financial hardship
is both counterproductive and politically unpopular. There are, of course, potentially
political as well as social reasons for reducing the tax burden on residential owners,
because such individuals comprise the nation’s voting population. However, favourable
treatment of residential property taxpayers increases the burden on non-residential
sectors, which may struggle in times of economic difficulty. Such a preference also
undermines the principle of »taxation with representation« (it is unusual for commercial
property tax payers to have a voting right in that particular capacity); while it is the
(residential) electorate which both votes for and thus can expect to bear the costs of
government policies.

Very few subsidies for commercial property have been reported by the authors. By their
very nature, commercial property can be expected to shoulder the full burden of a property
tax and adjust their commercial operations accordingly. Albania reports that four and five
star hotel accommodation has a special status and receives preferential treatment within
the property tax regime in support of the country’s tourist industry. The hydrocarbon
industry in Turkmenistan is exempt the property tax, as is the provision of kindergarten
services in the Kyrgyz Republic. Georgia allows property tax exemptions for special
industrial zones, for medical and educational businesses. Tajikistan offers commercial tax
payers exemption if more than 50 per cent of their employees are classified as ‘disabled'.

The Real Property Cadastre

A central component for the purposes of the property tax is the registration and recording
of property rights (Almy 2013). A modern legal cadastre comprises a computerised GIS
with spatial and textual information, where the GIS holds digital imagery on parcel
boundaries and building footprints. Several layers of maps are usually provided including
ortho-imagery (aerial photographs) of varying resolutions. Cadastres are fundamental to
the property tax systems as many contain the self-declared information on ownership and
property data and are therefore seen as a complete register of all taxable property.
Generally, the operation and maintenance of the cadastre is a national function (Czech
Republic, Estonia, Latvia, Lithuania. Moldova, Slovenia). Often the data used for
assessment or valuation is automatically drawn from the cadastre, which makes an
accurate and up-to-date cadastre vital for the complete coverage of the property tax.

However, many authors report an incomplete cadastre, from which for example illegal
structures (constructed without the necessary permits) have been omitted (Albania,
Kosovo and Serbia). In some cases, owners simply fail to register their property until an
external event requires them to do so. Properties omitted from the cadastre are therefore
not assessed nor are their owners taxed. This reduces the yield for municipalities and
creates unfairness between owners, some of whom are taxed while others are not.
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Of interest is the standing of these countries in the 2018 International Property Rights
Index, which serves as a barometer for the status of property rights, ranking the strength
of both physical and intellectual property rights in countries around the world; and also
their ranking in the Corruption Perception Index.

Property rights underline the values and principles related to individual liberty and
economic freedom. A strong property rights system is conducive to fostering economic
growth, human capabilities, research and innovation, environmental performance, and the
creation of social capital. Property rights are a key ingredient for the prosperity of society.

According to the World Bank registration of property rankings, which examines and
compares the steps, time and costs involved in registering property, as well as the quality
of the land administration system across a range of economies, six of the countries
discusses in this book are in the top ten countries globally as regards the ease to register

property.

Table 1.6: 2019 World Bank Registration of Property Rankings

Country Registering Number of Days to Cost to register
property global procedures register property (% of
ranking property property value)
Albania 98 5 19 9.2
Armenia 14 3 7 0.1
Azerbaijan 17 3 55 0.1
Belarus 5 2 3 0.0
Bosnia and 99 7 24 5.2
Herzegovina
Bulgaria 67 8 19 2.9
Croatia 51 5 47 4.0
Czech 33 4 275 4.0
Republic
Estonia 6 3 175 0.5
Georgia 4 1 1 0.0
Hungary 30 4 175 5.0
Kazakhstan 18 3 35 0.1
Kosovo 37 6 27 0.3
Kyrgyz 8 3 3.5 0.2
Republic
Latvia 25 4 16.5 2.0

Lithuania 3 3 35 0.8
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Country Registering Number of Days to Cost to register
property global procedures register property (% of
ranking property property value)
Moldova 22 55 11
Montenegro 76 6 69 3.2
North 46 7 30 3.2
Macedonia
Poland 41 6 33 0.3
Romania 44 145 1.3
Russian 12 4 13 0.1
Federation
Serbia 55 21 2.8
Slovak 9 3 16.5 0.0
Republic
Slovenia 56 7 50.5 0.0
Tajikistan 91 5 36 29
Turkey 39 6 5 4.0
Turkmenistan No data No data No data No data
Ukraine 63 7 17 1.8
Uzbekistan 71 9 46 11
Average 4.9 175 2.0

The Corruption Perception Index ranks countries by their perceived levels of public sector
corruption according to experts and business people, using a scale of 0 (highly corrupt)
to 100 (very clean).

Table 1.7 shows comparative indices of the relevant countries based on the latest
information, with seven countries in the top 50 of the Property Rights.

Table 1.7: 2018 Comparative Indices

Country International Property Rights Corruption Perception
Index Index
(125 jurisdictions) (180 jurisdictions)
Albania 102 99
Armenia 95 105
Azerbaijan 78 152
Belarus Not included 70
Bosnia-Herzegovina 107 89
Bulgaria 63 77
Croatia 73 60
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Country International Property Rights Corruption Perception
Index Index
(125 jurisdictions) (180 jurisdictions)
Czech Republic 27 38
Estonia 24 18
Georgia 74 41
Hungary 46 64
Kazakhstan 88 124
Kosovo Not included 93
Kyrgyz Republic Not included 132
Latvia 56 41
Lithuania 36 38
Moldova 115 117
Montenegro 98 67
North Macedonia Not included 93
Poland 47 36
Romania 54 61
Russian Federation 84 138
Serbia 101 87
Slovakia 39 57
Slovenia 48 36
Tajikistan Not included 152
Turkey 66 78
Turkmenistan Not included 161
Ukraine 110 120
Uzbekistan Not included 158

Tax Reforms - Proposals and Issues

It is widely recognised that a property or real estate tax is particularly appropriate to
generate revenue at the municipal level, partly because of the local authorities’ knowledge
of their geographic and physical community and partly because the tax is imposed on
locally-based assets which acquire financial and social value from their local amenities.
Thus, the taxes raised and spent on local services directly benefit the property owners and
users, both in terms of improved quality of life and also the increased (economic) value
of their rights in real estate as well as those of the wider community (Plimmer and
McCluskey 2012a; 2012b). Such revenue sources also allow municipalities to enter into
a dialogue with their electorate to reflect their aspirations regarding the provision and
development of local services and the growth of their community.

However, a majority of authors report the low yield from the property tax, which is seen
to be inadequate to cover the costs of efficient and effective administration and for the
provision of appropriate local services, claiming that it should capable of producing much
higher revenue. Authors have reflected, therefore, on how various reforms of the property
tax can be implemented to increase municipal funding.
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It is well recognised that the imposition of the tax should be established at the national
level and be enshrined in clear, unambiguous and comprehensive legislation. Where this
is not the case, it is important to achieve legislative reform, and authors identify the need
for the rationalisation and clarification of existing tax legislation to improve efficiency in
its application and administration, to remove loopholes and reduce the opportunities for
tax evasion.

Authors whose countries implement an area-based property tax, discuss the opportunity
to move towards an ad valorem tax base, which, they acknowledge, would allow for
economic aspects of property and location to be clearly and demonstrably reflected in the
taxable value. However, this shift is itself dependent on both a complete and up-to-date
cadastre of all (taxable) properties and the appropriate development of the country’s
property market in order to provide reliable transactional evidence across all property
sectors and geographical areas to support such assessments. To a large extent, there is
little that municipalities can do to advance this process. However, national governments
have the opportunity to develop suitable legislation and encourage the necessary support
mechanisms to ensure that as market activities proliferate, they are transparent, regulated
and undertaken in a manner which inspires widespread confidence in both the
transactional process, and the subsequent recording, analysis and availability of accurate
data. In advance of this, recommendations are made to amend cadastral valuations to
improve the perception of fairness (Latvia).

Thus, many authors report the proposal to develop an ad valorem tax base. The Czech
Republic is in the process of such a reform in respect of developable land; Slovakia
reports that such a reform is included in the country’s National Reform Programme, but
recognises that this is attendant on further developments in its property market;
Montenegro reports a pilot mass valuation system for potential roll out; and such a change
is currently debated within Bulgaria although there is no stated intention to reform the tax
base.

Regardless of a shift to an ad valorem tax base, authors recognise the problems caused
by an undervalued tax base, recommending suitable up-dates be implemented, with
proposed reforms which include allowing municipalities to vary current coefficients or to
introduce new ones to reflect local conditions (Kyrgyz Republic). Hungary, for example,
suggests that improvements would result from increasing municipality control over tax
rates and categories of taxable persons to reflect local conditions, while recognising that
this can lead to variations between local authorities.

Authors acknowledge the need to up-date and maintain cadastres and relevant data bases
with comprehensive quality data. The incorporation of all property within cadastres is a
problem for many countries, some of which recognise the need to legalise the existence
of (illegal) structures which were built without the necessary permits and thus bringing
them into the ambit of the cadastre and thereby the tax regime (Serbia, Montenegro,
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Albania). Moldova notes the need to agree physical property boundaries so that public
property can be identified, recorded and taxed.

Given the large percentage loss in revenue to local authorities as a result of the extensive
number of exemptions and reliefs applied (Poland reports revenue reduction of between
23-27 per cent as a result of reliefs and between 16 and 18 per cent from the application
of lower tax rates), a reduction in the number and application of such benefits is
recommended (Belarus, Moldova, Russian Federation). Lithuania proposes to achieve
this by progressively extending the taxation of residential property to include less
expensive dwellings.

Several countries recommend introducing or extending the computerisation of tax
administration, as well as seeking greater transparency in administration to improve
taxpayer comprehension and to achieve greater efficiency. To an extent, this relies on
increased capital investment in both technological and human resources, but the need to
raise the awareness of the taxpaying public so that they appreciate the benefits of
increased computerisation, especially in terms of tax payment and their comprehension
of tax assessment is also important.

There is also a recognition of the importance of developing a tax paying culture, which is
difficult in countries without a recent history of paying local taxes (Ukraine). Alongside
improvements in methods of tax payment, a taxpayer complaints system (Moldova) and,
potentially, incentives for prompt payment (Kyrgyz Republic), raising citizens' awareness
of the tangible benefits of real estate taxes in terms of improved local services, and
programmes of tax payer education are positive ways to support the shift from soviet to
market values.

A summary of the reforms discussed by the chapter authors is presented in Table 1.8.

Table 1.8:  Summary of Proposed Reforms

Country Comments Reforms

Albania An effective and efficient property tax | A reform agenda is in place to
system can achieve social and | consider the adoption of a
economic objectives, including a stable | market value based approach.
and predictable source of revenue, | Support is being given by the
transparency in the processes of tax | Swedish International
estimation, local authority | Development Agency.
administration of revenue and the
collection of taxes. Such measures, if
mainly under the supervision of local
authorities, would also encourage the
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Country

Comments

Reforms

efficient use of land and property, and
discourage land speculation.

Armenia

The tax system on real estate emerged
in the 1990s, with a tax on land and a
tax on buildings, and with real estate
being defined in 1996 legislation. The
tax base remains the cadastral value,
reassessed every three years, but this is
seen as a transitional situation. With the
on-going development of the real estate
market and increases in the volume of
transactions for the various property
types, data are being gathered and
analysed to provide statistical evidence
which will be necessary for a future ad
valorem tax base.

A market value coding system
of the types of real estate is
being formulated in support of
a future ad valorem tax base.
The 2018 Tax Code has
merged the land and the
buildings taxes and provided a
simplified tax administration
system which is aimed at
improving the efficiency of
the various tax systems. This
includes reducing the
frequency of the payment of
real estate taxes from bi-
annually to annually, as well
as requiring local authorities
to calculate the taxes payable
by both natural and legal
persons.

Belarus

Revenues paid by individuals from
both real estate and land tax are low.
For example, in 2015 the sums of the
real estate tax paid by legal entities
were some 50 times higher than sums
payable by individuals. In terms of the
land tax for the same period, the sums
paid by legal entities were 83 times
higher. Thus, it is clear that the land tax
is not as profitable as other taxes,
because of high costs of collection.

A suggested reform would be
the introduction of the single
real estate tax which would
combine both the real estate
and the land tax. A key
proposal is the introduction of
cadastral value. The single tax
would improve the revenue
potential. A further
development is the
introduction of a unified real
property  register  using
modern informational
technologies and electronic
services register.

Federation
Bosnia
Herzegovina

of
and

The position of the property tax in the
current tax system is modest and
ambiguous. Because of its uncertain
legal  framework, along  with
complicated administration and the

An important element is to
have accurate and up-to-date
immovable property registers.
Currently, the land registry
and cadastre contain only
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Comments
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lack of harmonisation and cooperation
between the different levels of
government, as well as with the
relevant agencies and bodies for
immovable property, this form of tax is
ineffective and impracticable.

certain  information  about
immovable property:
including the name of the
owner and associated property
rights, the position and size of
the property. None of the
existing registries has
information about property
market value nor its use, even
though this information is
very important for accurate
property valuation. Important
to  improve the legal
framework and updating of
relevant records.

Bulgaria

The basis of the real property tax
should focus on the mechanisms for the
determination of the tax value of the
real estate. The reason for that is the
fact that the factors used to determine
the tax value of real estate properties is
not based on any ad valorem principle.
Given that, the result is that the tax
value of properties in the large
Bulgarian cities are often less than half
of the market price.

As of April 2017, there is no
stated intention to reform the
real property tax regime.

Neither the Bulgarian
Government nor the
Association of the

Municipalities have expressed
any plans for modernizing of
the relevant legislation.

Croatia

Currently, there is only one real estate
tax which relates to the tax on holiday
houses introduced in 2003. This is a
local and an optional tax. In 2007, there
were taxes on uncultivated agricultural
land, wunused land and unused
commercial real estate, which, by the
decision of the Constitutional Court,
were declared unconstitutional.

The development of the real
estate market along with
associated institutional and
legal support are considered to
be prerequisites for the
possible reform of the current
system of real estate taxation.
The real estate tax was
introduced as part of a
comprehensive national tax
reform, the expectation being
that a new tax would come
into force in 2018. However,
recent legislative amendments
have annulled the real estate
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Comments
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tax provisions. This confirms
that Croatian real estate
taxation is not following the
path of other modern tax
regimes.

Czech Republic

As the property tax is not the State’s
revenue, the State has no interest in
optimizing its yield. One possible
solution to achieve higher revenues
would be to adopt an ad valorem
system for assessing the tax base.
However, there could be significant
costs for municipalities in the
development and administration of the
tax base maps. These costs would have
to be met from the revenue raised
which would mean increasing the
amount of immovable property tax.
However, the Ministry of Finance has
stated that any change in the manner of
assessing the tax base cannot impose an
increased burden on the taxpayer.

Whilst there are several
benefits to a system of ad
valorem taxation of
immovable  property, the
disadvantages remain
significant. As a result, the
Czech Republic is currently
not ready to impose ad
valorem taxation on
immovable property.

Estonia The Land Tax has been proven to | Itis clear that property tax and
provide stable, if somewhat low levels | land assessment is not a high
of revenues for municipalities. The | priority for the current
Estonian Land Board uses recorded | Government. Buildings will
sales date to provide market | continue to be excluded from
information on all the real estate | the tax base.
transactions. The Sales Register
provides relevant and reliable
information  for mass  valuation
purposes.

Georgia Georgian tax policy is aimed at the | Ittisunlikely that property tax

simplification of the tax system and
keeping tax rates low to raise the
competitiveness of the country in
attracting foreign investment. In order
to offer more guarantees to foreign
investors, a Constitutional restriction
was set on the increase of tax rates and
the introduction of new taxes.

rates will increase in the
foreseeable future. At the
same time, the government's
need for revenues increases
annually.  Therefore, the
repeal of the property tax is
unlikely. Hence, one should
not expect material changes in
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Comments
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the taxation of the real estate
in Georgia in the near future.

Hungary

The first attempt to introduce a so-
called luxury tax was in 2005 with the
Luxury Tax. The object of the tax was
specific types of real property, i.e. flats
and holiday accommodation with a
value exceeding 100,000,000 HUF,
where the tax rate of 0.5% was imposed
on the sum exceeding this limit. The
most  problematic issue was the
(estimated) value of the property. The
Constitutional Court abolished this
Law in 2008. After this decision, a
second regulation was passed in 2009
on the Tax Due of Certain High Value
Property Assets, with the aim of taxing
valuable housing units, water and air
vehicles, and high-performance cars,
which was also cancelled in 2010 by a
ruling Constitutional Court.

Currently, only a few municipalities
levy the tax on buildings based on the
adjusted market value. The problem
with its use is connected to the process
of assessing the value of real property:
specifically its methodology, what
administrative organ should determine
it, and when and how often it should be
determined?

Over the last two decades,
there have been several
attempts to introduce a more
general, unified State-wide
system of property tax
regulation, but without any
real success.

Kazakhstan

There is a difference between the real
market value and the tax bases
determined in accordance with the tax
law. Inthe case of land, the trend is still
towards area-based taxation, where the
tax rates vary depending on the type
and location of land. The tax base is
however not determined with reference
to market value, but the tax rates seek
to approximate the tax burden to the
likely market value of land.

In the case of private
individuals, the valuation is
based on a complex formula,
which is supposed to simulate
and approximate the property
market value. The most recent
reform came into effect in
2014 which has led to an
adjustment of the base prices
of immovable property in the
cities. The complex formula
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may not fully reflect the
market value of the real estate
property, On the other hand,
the formula is relatively easily
administered by the local
authorities,  provides  for
objectivity and does not lead
to disputes. It also avoids the
significant  investment in
qualified human resources
needed for the qualified
valuation processes, which
could be also prone to
subjectivity, corruption and
disputes.

Kosovo

A significant challenge has been the
distribution of property tax invoices.
Previously, this was done by the Post
and Telecom of Kosovo. However, as a
result of numerous citizen complaints
that their invoices were not being
distributed in time or delivered to the
proper address, a particular problem in
rural areas, municipal officers are now
being used to deliver invoices.

Taking into account the fact
that only buildings are taxed
in Kosovo, a project to
implement the taxation of land
has begun. This project is a
continuation of an earlier
project which operated from
2008 to 2011. Despite all of
the efforts, it was anticipated
that this project would be
implemented in 2017.
However, legislation is
awaited to ensure the proper
implementation of the tax on
land. The new law will
establish the minimum and
maximum tax rates to be
applied, which categories of
land use will be exempt from
the tax, and in such cases,
whether citizens will be
subsidised or be exempted
from the property tax. A
significant challenge remains
as to how citizens will accept
this new tax.
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Kyrgyz Republic

The tax legislation specifically states
that the owner (who has the property
right) of the property is under the
obligation to pay the property tax. The
mortgagee taxpayers argue that,
although that they have the rights to use
and possess, they do not have the right
to dispose, and therefore, they have no
(taxable) property right. The Tax Code
currently provides that mortgaged
property that is under the ownership of
the bank is exempt from the property
tax, from the moment the mortgagor
bank accepts the property as security
for the debt, until the date the mortgage
on the property is redeemed or the date
of sale.

One possible reform would be
to transfer from the State to
local government the
responsibilities for
determining and deciding the
nature and / or the rate of
property and land taxes, thus
providing more autonomy for
the local government.

Latvia The real property tax is an important | The main problem would
income source for local municipalities | appear to be related to slow
in Latvia. The real property tax base is | speed of real property data
the cadastral value and is calculated by | flowing into the State Land
State Land Service. However, taxes are | Service, which results in
calculated by local municipalities, | biased cadastral values. This
resulting in a close cooperation | has led the State Land Service
between State Land Service and local | to work with local
municipalities. municipalities, Ministry of

Justice and Ministry of
Finance to develop solutions.
Lithuania Since January 2017, the threshold for | As of January 2018 part 6 of

property values liable for taxation has
been lowered to 220,000 EUR, and the
tax rate lowered to 0.5 %. This means
that a 0.5 % rate is applied to the
property value exceeding the assessed
value of 220,000 EUR. It is expected
that the reform will continue in an
“incremental« way. In the 2018 fiscal
year, a progressive tax rate structure
came into effect.

article 7 of the Law on
Immovable Property has been
abolished, thus, residential
property is no longer taxed at
a household level, because the
provision has been found to be
unconstitutional. The tax on
immovable  property s
determined at the individual
level. i.e. the basic exemption
of 220,000 EUR is applied to
each person in possession of
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residential immovable
property. The same rule
applies to married couples,
with each of the spouses being
eligible to the basic exemption
of 220,000 EUR.

Other  potential ~ reforms
should be aimed at making
real property taxation more
transparent, easier to
administer, and
understandable to taxpayers.
At present, the real property
taxation is regulated by two
separate laws. Since both land
and buildings belong to the
class of real (immovable)
property the rules that govern
the taxation of such property
should be unified under a
single legislative act.

Moldova

Not all properties have been registered
in the real property cadastre because of
the lack of finance required for the
completion of cadastral work. Public
property has not yet been registered in
the cadastre because the physical
boundaries have not yet been agreed
and the exact owners have not yet been
identified for some public properties
administered by State and local
governments.

No recent revaluations have been
performed to update the appraised
values of the properties already covered
by the tax valuation programmes.
Moldova could lose all the advantages
it has gained from having a multi-
functional real property cadastre, a
well-developed system of mass
property valuation for its ad valorem

There is a need to have a
clearly defined strategy for the
completion of the real
property cadastre and the
country-wide implementation
of the new property tax
system. Required is the
introduction of amendments
to improve tax valuation laws
in order to clarify the role of
local governments in the
implementation of the new
real property valuation and
taxation system. In addition,
co-operation  with  local
governments in  gathering
initial data and information
about real properties and
holders of rights to real
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Country Comments Reforms
taxation system, in the event that | property within their
reforms are not put in place. jurisdiction is important.
Montenegro Local tax administration units are | Revenue option for local
taking  full advantage of the | governments is to expand the

centralization of cadastre information
to better assess the real-estate tax base
and thereby improve collection rates.
As a result of this endeavour, the
registration of a transaction, wherever
it occurs, is immediately reflected in
the system, which is a vast
improvement  compared to the
previous, time-consuming practice of
replicating the transaction in the central
cadastre.

tax base by taxing illegal
constructions which are often
not registered. To complete
such an inventory manually,
would be very time
consuming and expensive.
New technology provides a
more cost-effective solution.
By using digital orthophotos
to compare with the real estate
cadastre and previous
orthophotos, it is possible to
identify new constructions
and to assess their status.

North Macedonia

In support of the general assessment
process, the Agency for Real Estate
Cadastre in cooperation with the
Chamber of Real Estate Assessors has
established a database of real estate
prices. The database contains detailed
real estate information that is subject to
assessment in accordance with the
valuation methodology.

An important element within
the process of property tax
reform is the implementation
of the new methodology for
the assessment of the property
values in 2013. Assessors
started evaluating property in
2015, using market value,
special variables, and the
categorization of the property
into one of 18 zones as
prescribed by the Law.
According to the most recent
data statistics, the new ad
valorem property assessment
of real estate has gained
significant success in terms of
property tax revenue
collection.

Poland

Notwithstanding that the real estate
market is relatively stable there does
not appear to be any significant support

The question of introducing a
cadastral tax has been
considered for several years. It
does not seem that a cadastral
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for the introduction of a value based | tax will be adopted anytime
property tax. soon.

Romania City councils have limited

The old Romanian Fiscal Code
provided for a variety of local taxes,
including: a building tax, a land tax, a
tax on means of transport, taxes for
administrative certificates, permits and
approvals, an accommodation tax, and
other local or special taxes.

powers of regulation as far as
local taxes are concerned.
Certain taxation rates can be
set by city councils, within the
range allowed by the Fiscal
Code (e.g. between 0.08 % -
0.2 % for the building tax for
residential buildings).

Russian Federation

The main direction of future
developments in the sphere of real
estate taxation is the completion of the
transition from the use of inventory
value to cadastral value.

A further problem is related to the
administration of the taxes undertaken
by the Federal Tax  Service.
Municipalities argue that the federal
authorities lack interest resulting in the
ineffective and inefficient
administration of the real estate taxes
because the yield is transferred to sub-
federal budgets.

In 2015, the Tax Code
introduced the cadastral value
as the tax base for property
owned by individuals and, in
some cases, for property
owned by organisations. To
use the cadastral value system
of taxation, it is necessary for
the results of the cadastral
valuation process to be
formally approved.

From 1 January 2020, the only
basis for the tax on the
property of individuals will be
the cadastral value - the
inventory value of taxable
property will no longer be
used. The main problem in
the operation of the land and
real estate taxes are connected
with the assessment of the
cadastral value. Often the
cadastral value is higher than
the market price for real
estate.

Serbia

It is important when establishing a
CAMA system that those tax bodies
authorized to assess and collect
inheritance tax and the tax on the
transfer of absolute rights keep an

In order to fulfil the legal
obligation for mass appraisal,
a special organization was
formed within the Republic
Geodetic Institute. ~ Future
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electronic database on the sales and
declared market values of real property.
The database also contains information
on taxpayers, and the amount of
collected tax. This database is separate
from the Register of Real Estate
Turnover that is kept within the
Republic Geodetic Institute. Keeping
similar registers within two authorities
is the duplication of administrative
efforts and costs.

reforms will see further
harmonisation of the tax base
with the market value of real
estate, by abolishing the
reduction in the value of real
estate for depreciation
(because the age of a building
already is reflected in the sale
price), and also, the
simplification of the structure
of tax rates prescribed for
taxpayers that do not keep
accounts.

Current problems are mostly
related to low taxation
revenues and the lack of data
on property sales, especially
for certain categories of real
estate.

Slovak Republic

In recent years, the Government has
been seeking a fundamental reform of
the property tax base. The proposal is
that the tax base should move from an
“area based« system to an “ad
valorem« system, which has been
presented in  several  national
programmes of reform. There are some
concerns that would need to be
addressed regarding the “estimated
market value« of properties that should
become the tax base. The real estate
market in Slovakia is relatively
immature. The actual sales prices
achieved are not publicly verifiable
because of the lack of public
accessibility to this information.

Reform should firstly target
residential properties though,
from a fiscal perspective,
starting with the commercial
properties would be more
efficient because of their
much higher value and the
greater availability of data.
There are administrative
problems in respect of the
many small municipalities:
these  should not  be
underestimated and tackling
them as a matter of priority
should be part of any future
reform, especially,
considering the costs and
effort that will have to be
involved in the
implementation of the
intended reform.
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Slovenia

The current government has started the
next stage in the reform of the property
tax in a different manner in order to
address and correct the mistakes from
the  previous  attempt. Two
governmental bodies were constituted:
a Project Council and a Project Group.
These two bodies include non-
governmental real estate experts,
members of all three associations of
local communities, and representatives
of all ministries involved in the process.

Since the tasks of the project are
distributed among different ministries,
it was recognized that the coordination
between them needed improvement.
Therefore, the Leader of Project Group
was assigned to take on the additional
role of Project Coordinator. This
individual acts on behalf of the
Ministry of Finance, since the Ministry
of Finance is the leading government
department for the project.

The report also points out that
the Slovenian system
innovatively diminishes
issues concerning lower rates
of transactional activity in the
real estate market. However,
the system continues to face
legal issues that need to be
addressed before its
implementation, and there is a
need to pay special attention
to data quality. From the start
of the project, a draft of a
public relations campaign was
developed. As a result, both
formal and informal
communication plans were
organised with expert groups
and local communities The
process of a new valuation
cycle is now in progress and
new valuation models and
new values are to be
determined in August 2019.

Tajikistan

The real property tax in Tajikistan has
undergone significant changes since
the country became independent. In the
early years of independence, the real
property tax was recognised mainly as
a national or State tax; later, real
property taxes, in the form of the Land
Tax, remained in the national budget,
while the Real Property Tax became a
local tax, and was paid into local
budgets. Currently, both the Land and
the Real Property Taxes are paid into
local budgets.

One of the ways to improve
the collection of real property
taxes and to increase the yield
would be to permit local
government to determine the
tax rate. Currently, the tax rate
applied to real property is
fixed entirely by central
government.

Turkey

In order to improve the revenue
performance of the property tax, all

There is an imbalance
between the market value and
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properties should be recorded at the
Land Registry and a common property
tax data recording and processing
systems should be established. In this
way, revenue losses and evasion can be
minimised.

the tax value of real property.
Therefore, when calculating
the tax value of the property,
the market value must be
taken into account.  This
problem, which causes
significant revenue losses, can
be resolved with the
introduction of a new tax
valuation methodology.

Turkmenistan

The system of property taxation
established by the Tax Code looks quite
simple at first sight. The main tax
legislation is modern and meets the
needs of the State and society. Tax rates
are low.

Real estate market is
immature and developing.
Land parcels in Turkmenistan
cannot be objects of private
ownership: the granting of
rights to land parcels is limited
to private parcels activities,
household parcels and private
housing construction
purposes.

Ukraine

Progress in the reform of real property
taxation requires the implementation of
systemic changes.  Principally, this
involves recognising the
metamorphosis  of the country’s
economy towards one based on an open
market.

A substantial revision of
existing  principles  and
mechanisms  of  property
taxation, which are still
predominantly ~ non-market
based, is fundamental. This is
in contrast to international
practice which chooses for the
unit of taxation not a floor area
but the market value of real
property, and differentiates
taxable property into many
classes, so that the most
expensive real estate is taxed
at the highest rates.

Uzbekistan

Up to 2021, payments for the
privatisation of land plots is proposed
to be based on the cadastral valuation,
and after 2021 on market value. In
order to stimulate individuals and legal

On June, 2018 the Concept of
Improving the Tax Policy of
the Republic of Uzbekistan
was approved, which contains
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entities to privatize land plots, the | new rules related to the
intention is to apply a reduced land tax | property tax and the land tax.
rate at 50 percent of the established rate
for land plot owners.

Constitutional issues

Attempts to reform the property tax or elements of the property tax has often been the
subject of constitutional challenges. These challenges if successful tend to have
significant consequences which often result in the cancelling of the reform, either in part
or in full; or a request to the leading ministry to go back and revisit those areas which
have been successfully challenged at the Constitutional Court with a view to resubmitting
revised legislation. The following is a brief review of some of the issues that have
appeared before constitutional courts.

Slovenia, since the 1990s has been trying to modernize the property tax with the
introduction of a market value based approach which would replace the current area-
based system. The Real Property Tax Act which was introduced in 2013, was ruled as
unconstitutional and was repealed by the Constitutional Court before the first tax
assessment was made. The Real Property Mass Valuation Act was for the same reason
declared unconstitutional if used for real property taxation. The constitutional challenges
focused on the division of the tax revenue between the State and local communities, and
the fact that the new law did not provide them with enough independence for making
decisions to support local policies. In 2017, the government finally sent the new Real
Property Mass Valuation Act to the Parliament, and the new Real Property Mass
Valuation Act was adopted at the end of 2017. The new Act now contains none of the
unconstitutional elements which were identified in the decision of Constitutional Court.

The Constitutional court in Hungary on a number of occasions has rejected the
introduction of various reforms to the property tax. In Hungary, the jurisdiction of the
Constitution Court extends to matters »..in connection with the rights to life and human
dignity, to the protection of personal data, to freedom of thought, conscience and religion,
or the rights related to Hungarian citizenship.« This basically provides an economic
indicator as a binding constraint to any constitutional review, which applies to property
taxation. An attempt was made in 2007 to introduce a so-called luxury tax the objective
being to tax luxury residential property, including apartments and holiday
accommodation with a value exceeding 100,000,000 HUF. The Constitutional Court
abolished this Law in 2008. After this decision, a second regulation was passed in 2009
with a focus on the taxation of certain high value property assets, including housing units,
ships and planes and high-performance cars, which was also cancelled by a ruling in 2010
of the Constitutional Court.
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In Lithuania as of January 2018 the constitutional court found part 6 of article 7 of the
Law on Immovable Property to be unconstitutional. This had the effect of applying the
residential exemption of 220,000 EUR to each co-owner in contrast to the previous
approach that applied the exemption at the household level. Thus when applied to married
couples, each with an equal share in the property each spouses was eligible to the basic
exemption of 220,000 EUR.

In 2001 three partial real property taxes were introduced in Croatia: (i) a tax on
undeveloped building Land; (ii) a tax on uncultivated but viable agricultural land; and
(iii) the tax on unused entrepreneurial real estate. The objectives achieved by these
property taxes were both important to the Croatian tax system in both non-fiscal and fiscal
terms. Nevertheless, the Croatian Constitutional Court held that the three taxes, as special
types of real property taxes, were unconstitutional. However, the Constitutional Court
emphasised that it is not acceptable to introduce such measures and limits in a manner
that breaches fundamental constitutional values. In the Court's opinion, such a breach as
in the present case.

of prescribing taxes, is contrary to the purpose of the taxes and the tax system in general.
In other words, such taxes were in reality regulatory measures serving no fiscal purpose.
The Constitution provides limitations on the taxing power of authorities in Croatia.
Because of its breadth, the constitution limits the power of the state in terms of taxation
power by protecting taxpayers' rights and freedoms. The Croatian Constitution (under
Art. 48) provides a guarantee of the right of ownership of real estate, and it is generally
understood as a rule that this excludes harsh or punitive taxation measures.

In Slovakia there have been issues regarding the actual power of the municipalities to set
their own tax rates albeit within the statutory limits. Some municipalities have been
imposing high rates on particular types of properties. The Constitutional Court of Slovak
Republic decided on a case which challenged the power of a municipality to set the tax
rates through bylaws, even though the power to do so is delegated by statute. The
complaint has been rejected underlining the constitutional principle of the imposition of
taxes set by art. 59 of the Constitution and the autonomous powers of municipalities
performed in accordance with the Act on Local Taxes and other statutes.

Through a 2010 amendment, Georgia restricted foreign entities and individuals from the
possession of agricultural lands. According to the then prevailing law, a foreign individual
could gain ownership of agricultural land only by inheritance. Moreover, a foreigner who
gained ownership over agricultural land was obliged to sell it to a Georgian citizen,
household or a legal person registered in Georgia, within six months of the acquisition of
ownership. This requirement was challenged in the Constitutional Court of Georgia. The
Constitutional Court in 2012 held that the restriction set on non-Georgian individuals'
possession of agricultural lands was unconstitutional. This decision made it possible for
non-Georgian individuals to acquire title over the agricultural lands in Georgia. In order
to offer more guarantees to foreign investors, a Constitutional restriction was set on the
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increase of tax rates and the introduction of new taxes. In the light of this, it is unlikely
that Property Tax rates will increase in Georgia in the foreseeable future.

Real Estate (Property) Markets

The emergence of active, stable and transparent real estate markets, across all (property)
sectors and throughout the (geographical) area of a country is seen as a vital prerequisite
to satisfy both citizen and national aspirations in terms of life-style and wealth generation,
as well as to provide a suitable basis on which to levy an ad valorem property tax. In order
to achieve this, the legal recognition and protection of tradable property rights needs to
be assured at the highest level, and all contributing authors discuss the establishment of
complete registers of both land (cadastre) and ownership rights.

In the majority of countries, this has necessitated an up-dating of records which have not
been amended since the soviet system was introduced. This process of up-dating in itself
has been a major task in terms of the identification, classification, recording and the
legalisation / normalisation of properties constructed without the necessary permits
(Albania), and in part has been achieved through the introduction and development of
urban planning regulations. In Slovenia, the failure to maintain land and buildings
registers during the soviet era resulted in the slow uptake of property following
privatisation.

In addition, it has been necessary for several countries to adopt policies that facilitate the
merging of land ownership rights with those of buildings, in order to develop an attractive
tradable real estate package (Uzbekistan). Improvements in investment opportunities
should also be considered to boost market activity.

Other prerequisites to support a transparent, active and healthy real estate market are
recognised, and authors discuss the development of an active construction industry
producing a quality supply of real estate across a full range of property types and in
locations of popular demand.

For citizens in a number of the countries documented here, their rights to residential
property began with the restitution of property rights and the processes of privatisation,
which in many cases allowed occupiers to acquire ownership rights to their residential
accommodation. However, over time, a healthy and stable rental and capital market has
developed, particularly in those countries in the west of the area covered, with the real
estate markets in one of the central Asian countries, Tajikistan, stated to be at a »formative
stage«.

There is or has been a clear evolutionary trend within property markets being focused
initially in the larger cities and the more developed regions, including tourist destinations
(Hungary) where the trend is for hospitality accommodation (hotels etc.), with rural areas
developing their markets at a slower rate. Reports (Moldova) also discuss the migration
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of populations from rural areas to urban areas thereby increasing the pressure on
metropolitan accommodation. In Romania, the residential market was driven by the
country's »First House Policy«, aimed at helping both first time home buyers and the
construction industry, although at a heavy financial cost to the government.

Similarly, the need for secure funding at a reasonable cost for potential purchasers of real
estate has necessitated the introduction of bank lending facilities and, in some cases,
government Housing Funds to support home purchasers. Increases in the cost of finance,
according to some authors, contributed to periodic reductions in market activities.
Inevitably, such facilities have been subject to international influences and these countries
have all suffered from the recent global economic and financial crises that have adversely
affected so many others. Country authors do, however, report recovery of their property
markets, although not all have achieved their pre-crisis levels of activity.

The potential for some countries to become eligible for membership of the European
Union (EU) has also affected their legislation regarding real estate rights, for example,
requiring them to abandon their initial policy of restricting land ownership rights to their
own nationals, and to extend the same rights to all EU citizens, with certain notable
exceptions.® In contrast, Azerbaijan reports that it is illegal for foreigners to purchase land
plots, and in Moldova, foreigners cannot own agricultural land nor designated forest
lands.

Major events also contribute to real estate development, with evidence from
Turkmenistan which shows the benefits of investment in the construction industry for
residential accommodation and a range of commercial and social facilities following
capital investment in the 2017 Asian Indoor and Martial Arts Games, with the long-term
socio-economic development programme scheduled to continue until 2020.

Many authors describe a preference in the market for new-build residential
accommodation and for outright purchasing rather than renting, although this is not
universally the case. The contrast is made between the relatively utilitarian nature of
residential construction prior to independence compared to modern apartments. This
creates an issue with the supply of modern, quality properties sought by increasingly
affluent and sophisticated purchasers, although in Kazakhstan, there is a reluctance to buy
units under construction. A number of country authors (Czech Republic) report a
preference for renting smaller modern units rather than owning older and larger
apartments which are more expensive to maintain. This explains the somewhat slack
market in the large stock of pre-independence residential units which is in need of
renovation. Romania reports that no new state housing was developed after 1990; and

8 Such exceptions include the ownership of land/buildings which are of national importance, and land subject
to protection as nature reserves. In Croatia, 30% of the land area is protected as nature reserves. In the Kyrgyz
Republic, in relation to land close to the borders with other territories, foreign entities are unable to have any
use of the land at all.
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Croatia that 42 per cent of its pre-1970s residential accommodation had not been
refurbished. Kosovo also reports the negative effects of poor infrastructure.

Some authors also cite that their citizens’ lack of familiarity with real estate transactions
is also having a negative effect on their ability to take part in and to benefit from their
property market. Moldova reports the low purchasing power of investors, their poor
awareness of funding opportunities and the absence of transparency that results in strong
supply but weak demand in the market. Similarly, despite the evidence of extensive
official gathering of data on real estate transactions, in some countries, the absence of
publicised sale prices has a negative effect on the transparency and effectiveness of the
market.

Nevertheless, there is evidence (Turkey, North Macedonia) of strong demand from major
international commercial interests in securing development and ownership opportunities,
particularly in capital cities, as multi-national corporations seek suitable accommodation.

In support of a property tax system, there is a need for a comprehensive, accurate and
transparent system of recording property transactions; ideally one in which the data is
made freely and publicly available.

Conclusions

Slovenia reports that the property tax is a misunderstood system and that the tax is seen
as a confiscatory charge on a constitutionally protected asset. Taxpayer understanding
and acceptance of the principles underpinning the property tax is vital if reforms are to be
implemented and municipalities are to receive the funding necessary to provide the range
and quality of services required by their citizens. Fears that changes in tax systems, such
as updated tax bases and increased tax rates, automatically mean an increase in bills need
to addressed, so that municipalities can be held to account in the ballot box for such
changes; and taxpayers need to be aware that increases in tax revenue result in the benefits
of improved local services and thus a better quality of life. Through the democratic
process, the electorate needs to take all opportunities to influence and benefit from the
very real potential of the real estate tax system.

The property tax system does not exist in a vacuum and has implications for and is
affected by both land use planning and real estate market development. The opportunity,
for example, to stimulate efficient and economic use of real estate through variations in
the property tax system e.g. by imposing higher tax rates on unused or underused
property, is an interesting prospect.

There is evidence from a number of chapters (e.g. Montenegro) that the administration in
property taxation at central and local levels suffers from a lack of suitably qualified
personnel, as well as adequate technological support and there is a recognition of the need
to invest further in such resources. This is also the case in relation to the recording of
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cadastral data in Kosovo which presents a particular challenge. Educational programmes
and investment are vital to overcome these deficiencies, as is the development of relevant
professions, professional education, professional qualifications, codes of conduct, and the
awareness of the importance of ethical behaviour, if corrupt practices are to be eliminated
and domestic and international confidence is to be stimulated.

Furthermore, clear from several chapters is the support which some countries have
received from other countries, international institutions (e.g. the International Monetary
Fund and World Bank) and from international aid agencies in developing their tax
systems. There is also increasing awareness of international standards and guidance in
relation to a range of property tax issues and the need to reflect such principles in future
changes in order to secure sound platforms on which to develop national property tax
regimes and to improve confidence in and the reliability of property taxes.

Yet if the property taxes discussed in these chapters are to achieve their potential in terms
of both revenue raised and services for the community, taxpayer comprehension,
involvement and support is vital. There is recognition of the need to raise the awareness
of the importance of compliance with the property tax system (Montenegro) which is
reinforced by evidence (Kosovo) of the advantages of taxpayer education in seeking to
ensure compliance with the tax regime.

Nevertheless, the real estate tax, indeed any tax, is a creation of state legislation and it is
only with the support of the state legislature that any significant reforms can be achieved.
This means that benefits which result from reform must chime with the ambitions of the
state governments, as well as the aspirations of their population.

It is clear that all the countries are keen to establish effective and efficient property tax
systems within their jurisdiction, to benefit from the potential yield of the real estate
property tax in order to be in a position to provide a range of quality services to their
taxpayers. In this way, the quality of life of their citizens is improved and other economic
and social benefits achievable.

With its distinctive coverage and authorship, the contents of this book make a welcome
and unique contribution to the literature on real estate and in particular to that of real
estate taxation. The authors demonstrate the aspirations of their countries, and an
awareness of not only the »what« but also the »how« of what is yet to be achieved.

The real estate property tax systems reported in this book have been established and
developed over the last thirty years, alongside unprecedented legal, social and economic

changes. What will these countries accomplish over the next thirty years?
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Introduction

The role of the immovable property tax in the Czech Republic is marginal, in terms of the
significance of its yield, and it seems to be a political decision as to whether or not to
develop the structure of the tax further. The first issue to be solved by politicians is
whether to increase the property tax revenue. If the decision is to leave the revenue at the
existing level, there is no substantial need to change the structure of property taxation.
Compared to other (not only EU member) states, the level of the annual property tax
should be increased, while the burden of other taxes (especially taxes on incomes from
employment) should be reduced. This outcome could be achieved by adopting an ad
valorem tax base. The hypothesis for this chapter is that an ad valorem property taxation,
and not the unit tax base, is the property tax solution for the Czech Republic. In addition,
it is important to discuss the role of the tax administration, now under the control of state
bodies, in the light of the fact that the property tax revenue funds municipal budgets.
There are municipalities arguing that they can administer the property tax more
effectively, as they have information about local circumstances. Also municipalities want
to know who really does pay the tax and who does not. However, such the information is
not made public nor is the tax procedure clear. Nevertheless, it must be remembered that
the issue of State-level tax administration also reflects the large number of small
municipalities who do not have the resources (personnel, technical and financial) to
administer the tax themselves.

1 Property tax
1.1 History

Property taxes are one of the oldest taxes collected throughout the developed and
developing world. In the Middle Ages, the most important taxes were the so called
contributions paid based on the ownership of property, using the repatriation method i.e.
the revenue was approved initially by the king and later by parliament. The revenue was
then divided between towns, noblemen and subsequently sub-divided into individual
taxpayers or groups of taxpayers.t

The first property taxes applied within the Czech Republic were taxes on cultivated land
and on town houses.? In 1517, the tax rule accepted by Parliament set the general tax on
property. The object of taxation was not only the property owned by the common people,
but also the property of towns, landlords and churches. The nobility was responsible for
the tax returns of their vassals and the tax base was influenced by and partially based on
the selling price of the property. In 1531, a new tax on property was adopted, but it was
replaced in 1534, by the tax on the sale price of property. At the beginning of the 17

! See Siroky, J. Datiové teorie s praktickou aplikaci (Tax Theory with Practical Application). Praha: C.H.Beck,
2003. P. 22.

2 For details see Siroky, J. Dafiové teorie s praktickou aplikaci (Tax Theory with Practical Application). Praha:
C.H.Beck, 2003. P. 25-38.
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century, the domestic tax (a tax on residential property) was adopted. The objects of
taxation were residential houses in towns and villages.

In 1748, the Empress Maria Theresa created the first cadastre describing all vassals' land
including information on the income generated from this land. This cadastre was used
primarily for tax purposes and represented one of the most important developments in the
history of property taxation, not only in the territory of the Czech Republic, but within
Central Europe. Joseph II added churches and landlords’ property into the cadastre and
these also became the subject of taxation. In 1817 the cadastre included all land and
structures (buildings) within the country and in 1820 the domestic tax was reaffirmed.

In 1918, an independent Czechoslovakia was created and, as a result, it became necessary
to unify the tax systems of Bohemia, Moravia, Silesia, Slovakia and Sub-Carpathian
Russia. In 1927, the tax reform? resulted in both a land tax and a domestic (building) tax.
The land tax was paid by the owner of the land as recorded in the cadastre. The tax base
was the estimated profit derived from the property listed in the cadastre, according to the
type of land (for example 20 times the profit for forests, 17 times the profit for other
land).* The tax rate was 2 percent, though a surcharge of 1.5 percent was possible. The
domestic property tax included a tax on leased buildings and buildings in large towns as
well as a tax on other buildings. The tax base was either on the rental value of the building
(with a tax rate between 8 and 12 percent), or alternatively the tax depended on humber
and size (square metres) of rooms, number of floors, etc.> Municipalities, counties and
countries (e.g. Moravia, Silesia) were allowed to apply local surcharges, which then
became their own revenue.®

After the communist revolution in 1948, the agriculture land tax was established.” The
tax rate reflected the profitability of the land irrespective of whether the land was actually
used for agricultural purposes. There were a number of exemptions from the tax,
including newly established vineyards (exempted for six years); hop gardens (two years);
and orchards (five years).

The domestic tax was extended to buildings used for business and recreation purposes.
Newly-constructed buildings were exempt for 15 years. In the case of family houses used

% Act no. 76/1927 Sh. z. an., on direct taxes.

4 See Englis, K. Finanéni véda (Financial Science). Praha: Nakladatelstvi Fr. Borovy, 1929. P. 142-146. As well
Freudenfeld, F. a Kovanda, F. Zakon o p¥imych danich (Income Taxes Act). 2™ ed. Praha: Pravnické
knihkupectvi a nakladatelstvi V. Linhart, 1937. P. 342-406. As well Pimper, A. Narodni hospodafstvi pro
kazdého (National Economy for Everyone). 2™ ed. Praha: Prazské akciové tiskarny, 1936. P. 300-301.

® For details see Engli$, K. Finan¢ni v&da (Financial Science). Praha: Nakladatelstvi Fr. Borovy, 1929. P. 146-
154. As well Freudenfeld, F. a Kovanda, F. Zakon o piimych danich (Income Taxes Act). 2™ ed. Praha:
Pravnické knihkupectvi a nakladatelstvi V. Linhart, 1937. P. 318-342. As well Pimper, A. Narodni hospodaistvi
pro kazdého (National Economy for Everyone). 2" ed. Praha: Prazské akciové tiskarny, 1936. P. 300-301.

6 See Freudenfeld, F. a Kovanda, F. Zdkon o pfimych danich (Income Taxes Act). 2™ ed. Praha: Pravnické
knihkupectvi a nakladatelstvi V. Linhart, 1937. P. 406-458.

" See Zahélka, V. Finanéni parvo (Financial Law). Brno: UJEP, 1984. P. 143.
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for family recreation (summer cottages), the unit system (based on square metres) was
used to set the tax base. The tax rate depended on number of inhabitants living in the
municipality, with the municipal council having the right set the rate through a by-law
within the overall state legal framework. In the case of other buildings (e.g. those used
for business purposes), the ad valorem system was used. The tax base was the rental value
and the tax rate was between 45 and 50 percent. In 1957, a local charge on flats and
apartments was introduced. The charge base was the surface area of the flat, reduced by
the so-called exempted area i.e. the area for one inhabitant, as set by central government.

After the so-called Velvet Revolution in 1989, the government established a new tax
system which became effective from the beginning of 1993. The Real Estate Tax Act®
provided for two taxes on real estate: the land tax and the building tax. The building tax
included a tax on flats/apartments and a tax on non-residential premises.

In 2014, after the reform of the civil law in the Czech Republic, the title of the 1993 Act
was changed to Immovable Property Tax Act and the title of the tax to the Immovable
Property Tax. Again, this Act provided for two taxes on immovable property: the land
tax; and the tax on buildings including houses, flats/apartments and non-residential
premises. Primarily, the unit/area (in terms of square metres) system is used. Only in case
of agricultural land is the ad valorem system partially used (the area of the land is
multiplied by the local coefficient to provide the average price per square metre of the
land as laid down by decree issued by the Ministry of Agriculture).

A similar methodology is used for land comprising commercial forests and ponds used
for fish-farming, with the price being set by the Act (at 3.80 CZK/m?) °. However, the
taxpayer can choose whether to use this coefficient or the price of the land as determined
by the price regulations valid as at 1 January of the taxable period.

1.2 Position of proprety tax

The main legal provisions concerning all taxes in the Czech Republic is the Charter of
Fundamental Rights and Freedoms?®. This Charter, together with the Czech Constitution,
is part of the Constitutional Order of the Czech Republic. Article 11(5) of the Charter
stipulates that taxes and fees can only be imposed by acts of Parliament.

This explains why the Immovable Property Tax is a national tax regulated by the
Immovable Property Tax Act. This Act specifies most of the structural components of the
tax, such as the taxpayers, the objects of taxation, the tax base(s) and the basic tax rates.
Also included are the correction components (i.e. tax exemptions and the power of the
municipality to vary the tax rates), as well as the nature etc. of the system of tax
administration.

8 Act no. 338/1992 Sh.
° 1 EUR is approx. 26 CZK.
10 Act no. 2/1993 Sb., Charter of Fundamental Rights and Freedoms, as amended.
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The tax is administered by the central State tax offices (i.e. Financial Office), and not by
local governments. Notwithstanding that all of the revenue raised from the immovable
property tax goes to the municipal budget, depending on where the taxable property is
located, municipalities only have a limited ability to influence the structural components
of the immovable property tax.

Generally, municipalities only have the right to exempt immovable property affected by
natural disasters, certain agricultural land (arable land, hop-fields, vineyards, orchards
and permanent grass pastures), and immovable property in special industrial zones. In
addition, they can effect a change to those coefficients that influence the tax rate (i.e. the
location rent, the municipal coefficient) or the tax itself (i.e. the local coefficient!?). In all
cases, municipalities have to adopt a generally binding ordinance (local by-law) in
accordance with the right given in the Act.*?

When dealing with the consequences of natural disasters, municipalities may fully or
partly (as a percentage) exempt immovable property located within their jurisdiction from
the immovable property tax. This exemption is time-limited, and subject to a maximum
period of five years. The exemption is effective not only for the year in which the natural
disaster occurred and the following five years, but can also include the previous taxable
period. This exemption is not very popular given the potential loss of revenue to the
municipality and their need to meet the costs of repairing any damage. In addition, it can
be difficult to determine which immovable property was affected by the natural disaster
(for example, flats on the first floor were damaged, however, flats on the fourth floor
undamaged).

Various types of agricultural land such as arable land, hop-gardens, vineyards, orchards
and land under permanent grass can be exempted from the immovable property tax by
municipalities as a subsidy for their agricultural industry. This exemption need not be
applied to land in developed or built-up areas of the municipality. This exemption is
infrequently used because small rural municipalities which rely primarily on agricultural
land for their revenue, would be losing a substantial part of their tax base and associated
revenue.

As an investment incentive, municipalities may exempt immovable property in special
industrial zones, designated as such by the Government of the Czech Republic, for a
period of up to five years.

1 For details see below.

12 For details see Radvan, M. Economic Autonomy of the Local Self-Government Units - Local Taxes in the
Czech Republic. In Zagadnienia ustroju samorzadu terytorialnego w Polsce i innych panstwach Unii
Europejskiej. Szczecin: Wyzsza szkota administracji publicznej w Szczecinie, 2009. P. 178-193.



52 REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA

M. Radvan & J. Kranecova: Is Ad valorem Property Taxation a Solution for the Czech Republic

The coefficient called ‘location rent” is influenced by the number of inhabitants with a
permanent residence in the municipality. It is a multiplier applied to the standard tax rate
for immovable property, such as development land, residential buildings, and other
structures that provide facilities for residential buildings, flats and non-residential
premises not used for running businesses and garages.*® The basic value of the coefficient
is laid down in the Act and provides seven levels of value within the range of 1.0 and 4.5.
Municipalities have right to increase the basic co-efficient (up by one level) or reduce it
(down by three levels).** Given its long tradition, the location rent is used by many Czech
municipalities as a means of reducing the level of the property tax imposed.

The municipal coefficient can also be applied to other buildings and units where the
location rent does not apply. It can be applied, for example, to property such as dwelling
houses and family houses used for family recreation (summer cottages) and other
structures that provide facilities for such property, such as garages, as well as to structures
used for business activities, non-residential premises used for business activities and as
garages. The value of the coefficient is set at 1.5 and again is applied as a multiplier to
the standard tax rate. This coefficient is widely used by municipalities.

Fiscally, the most important right for municipalities is the opportunity to increase the
immovable property tax by the local coefficient. This coefficient increases the tax liability
of the taxpayers for specific immovable property (including land, buildings, non-
residential premises and flats (with the exception of agricultural land)) by a factor of
either 2, 3, 4, or 5. Given the political nature of the immovable property tax, only 7 percent
of municipalities in the Czech Republic are using this mechanism to increase their tax
revenue.

The dual nature of the tax administration (overall State control, with limited municipal
rights to vary its yield) means that it is important for municipalities to cooperate fully
with central tax offices and to provide current up-to-date information on those matters
concerning immovable property within their jurisdiction, for example, the use of
immovable property. When a municipality wants to adopt or change any of the
coefficients or to offer an exemption, it requests the tax office to determine the fiscal
impact of the changes.

8 The co-efficient is also applied to development land, although this is subject to the Land Tax.
14 See Table 1.1.
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1.3 Structural components

The recurrent property tax in the Czech Republic is regulated by the Immovable Property
Tax Act. This Act defines the object of taxation as an immovable property situated within
the territory of the Czech Republic. De jure, the Immovable Property Tax Act divides the
immovable property tax systematically into two parts: the land tax and the tax on
buildings and units. However, it might be more appropriate to consider the tax as related
to four property types, namely: the land tax, the building tax, the flat tax and the non-
residential premises tax. It is important to determine the effect of each tax on each parcel
of immovable property. The total sum of these taxes is the final immovable property tax
payable, as shown in a single tax return from each taxpayer.

The unit of property liable to the land tax is defined as land within the territory of the
Czech Republic, and registered in the cadastre (land register). But the land tax is not
imposed on all land (even though the land may be registered in the cadastre). Thus, for
example land within the ground plan of a building (i.e. land under the building - its
»footprint«), certain woodland (such as protected forests and forests of special interest),
water-covered areas (except ponds used for commercial fish-farming), land used for State
defense, and land owned by the owner of the unit where the land is used together with the
unit (such as a flat and non-residential property).

The following categories of land are liable to tax:
e Agricultural land, such as arable land, hop-fields, vineyards, gardens, orchards and
permanent grass pastures;
e Commercial forests;
e Ponds used for fish-farming;
e Built-up areas and courtyards;
e Development land;
e Flat structures (e.g. parking lots);
e Other areas (playing grounds, natural swimming pools, cemeteries, etc.).

Buildings used as dwellings, for business purposes, and other buildings are liable to the
building tax. The objects of taxation are buildings connected to the land with fixed
foundations. Moreover, the objects of taxation also include so-called engineering
structures such as chimneys, which may or may not rely on foundations for their
attachment to land.

Only flats and non-residential premises registered in the cadastre are liable to the
buildings tax. Apartment block buildings, in respect of which the tax is payable on the
individual apartments/flats and associated non-residential premises, are not liable to the
building tax.
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Generally, the taxpayer for the immovable property tax is the owner of the property.
However, the leaseholder of the land can also in certain circumstances be the taxpayer.
This situation arises especially in relation to land registered in the pre-digitized cadastre
(and not yet transferred to the digitalized cadastre), land managed by the State called Land
Fund of the Czech Republic or the Administration of State Material Reserves, or
transferred to the Ministry of Finance. The user of land is the taxpayer, if the owner of
the land is unknown. If the structure is managed by the Land Fund of the Czech Republic
or the Administration of State Material Reserves or transferred to the Ministry of Finance,
then these entities are the taxpayers. But if these structures are leased, the tenants
normally pay the building tax. (As stated above, this rule does not apply to residential
buildings.)

The tax base in the case of land is generally area-based i.e. per square metre. However,
in some cases a modified ad valorem system is applied. The basis of the tax for
agricultural land is determined as a multiple of the actual area of the land (in square
metres) and the average price per square metres of the land, as laid down in a decree by
the Ministry of Agriculture. In assessing the tax base of commercial forests and ponds
used for fish-farming, the taxpayer can choose between the price of the land as determined
according to the price regulations valid on 1% January of the taxable period or the actual
area in square metres multiplied by 3.80 CZK. The tax base of other land (built-up areas
and courtyards, development land, flat structures etc.) is the actual area of the land (in
square metres), as ascertained on 1% January of the taxable period.

The basis of the building tax is the same for all buildings and is defined as the built-up
area (in square metres) as at 1 January of the taxable period. In the case of apartments and
non-residential premises, the tax base is the adjusted floor area, which refers to the total
floor area of the flat or non-residential property in square metres as at 1 January of the
taxable period, multiplied by a coefficient of 1.20 (or 1.22, if there is any land used
together with the unit).

The tax rate on agricultural land (arable land, hop-fields, vineyards, gardens, orchards
and permanent grass growth) varies: for example it is 0.25 percent for permanent
grasslands (as this land has lower productivity), and 0.75 percent for other agricultural
land. The tax rate for commercial forests and ponds used for fish-farming is 0.25 percent.
The tax rate per square metres of other land (such as built-up areas and courtyards) is 0.20
CZK; and for development land it is 2 CZK. In the case of flat structures, it depends on
their use: if the use is forestry, agriculture or water management, the rate is 1.00 CZK per
m?: if these buildings are used for industrial production, civil engineering, transport,
power and other agricultural production, and for other business activities, the rate is 5.00
CZK per m2. Development land has a different tax rate depending on whether it is located
within a small village or a large city. Thus, the tax rate of 2 CZK is absolute, although it
is varied (multiplied) by a coefficient (called the location rent) based on the number of
inhabitants in the municipality (the municipality can increase or reduce the basic
coefficient by a generally binding ordinance (see Table 1.1).
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Table 1.1: Location rent

Number of inhabitants / Coefficient

Municipality Basic Reduced Increased
< 1,000 1.0 — — — 1.4
> 1,000 < 6,000 1.4 — — 1.0 1.6
> 6,000 < 10,000 1.6 — 1.0 1.4 2.0
> 10,000 < 25,000 2.0 1.0 1.4 1.6 2.5
> 25,000 < 50,000 2.5 1.4 1.6 2.0 3.5
> 50,000 + FrantiSkovy Lazng,

Luhacovice, Marianské Lazné, 35 1.6 2.0 2.5 45
Podébrady

Prague 4.5 2.0 2.5 3.5 5.0

The final tax liability for taxable properties, (excluding arable land, hop-fields, vineyards,
orchards and permanent grasslands) can by multiplied by the local coefficient (2, 3, 4 or
5) assessed by a generally binding ordinance. This resolution depends on the
municipality.

The standard tax rate for residential buildings is 2 CZK per square metre of built-on area.
This rate is increased by 0.75 CZK per each additional floor above ground level. This
standard or increased rate is multiplied by the location rent (see Table 1.2).

The standard tax rate for other structures that provide facilities for residential buildings is
2 CZK per square metres of built-on area, but only for the area in excess of 16 m2. This
rate is increased by the so-called increased tax rate (0.75 CZK for each additional floor
above ground level. This standard or increased rate is then multiplied by the location rent.

The standard tax rate for houses and family houses used for family recreation (summer
cottages) is 6 CZK per m? of the built-on area. This rate is increased by a tax rate of 0.75
CZK for each additional floor above ground level and by the so called municipal
coefficient (1.5 — assessed by a generally binding ordinance). If such houses are located
in national parks or first-category protected countryside zones, a further coefficient of 2.0
is applied.

The standard tax rate for other structures that provide facilities for houses and family
houses used for family recreation is 2 CZK per m? of the built-up area which can be
increased by 0.75 CZK per each additional floor above ground level, by a municipal
coefficient (1.5) and if such structures are located in national parks or first-category
protected countryside zones, the coefficient of 2.0 shall be used.
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The standard tax rate for garages constructed separately from (but used together with)
residential buildings is 8 CZK per m? of surface area covered. This rate can be multiplied
by a municipal coefficient (1.5).

The standard tax rate for structures used for business activities depends on the type of
business activity, as follows:
e 2 CZK per m? of the built-on land area for structures primary used for agricultural
production, forestry and water management (but not fisheries),
e 10 CZK per m? of the built-on land area for structures used for industrial production,
civil engineering, transport, power, other agricultural production, and for other
business activities.

The standard tax rate is increased by an additional tax rate (0.75 CZK per each additional
floor above ground level, and by the municipal coefficient (1.5).

For other structures the standard tax rate is 6 CZK per m? of the built-on area. Similar to
other buildings, it can be increased by 0.75 CZK per each additional floor above-ground.

The final tax can by multiplied by the local coefficient at 2, 3, 4 or 5 assessed by a
generally binding ordinance. This resolution is made entirely at the discretion of the
municipality.

Table 1.2: Tax rate overview
Object of building | Standard Increases Multiplied coefficients Local
tax tax rate tax rate According to | Municipal | National | coefficient
(CZK/m?) | (additional number of park
floor above- | inhabitants

ground)
Residential 2 +0.75 1.0-5.0 - - 2340r5
buildings CZK/m**
Other structures 2340r5
that provide 2 +0.75 1.0-50 - -
facilities for CZK/m*

residential buildings
(over 16 m?)

Houses and family 2,34 0r5
houses used for 6 +0.75 - none /1.5 2.0

family recreation CZK/m**

Other structures 2,340r5
that provide 2 +0.75 - none /1.5 2.0

facilities for houses CZK/m?*

and family houses
used for family

recreation

Garages 8 +0.75 - none/ 1.5 - 2,340r5
CZK/m**

Structures for 2,340r5

business activity —
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Object of building | Standard Increases Multiplied coefficients Local
tax tax rate tax rate According to | Municipal | National | coefficient
(CZK/m?) | (additional number of park
floor above- | inhabitants
ground)

primary used for 2 +0.75 - none /1.5 —
agricultural CZK/m2**
production, forestry
and water
management
Structures for 2340r5
business activity —
industrial production, 10 +0.75 - none /1.5 -
civil engineering, CZK/mz**
transport, power and
other agricultural
production, and other
business activity
1. Other 6 +0.75 - - - 2,34 0r5
structures CZK/m?*

* |If the area of an additional floor above-ground exceeds two-thirds of the built-up area.
** Always.

The standard building tax base for flats is 2 CZK per m? of the adjusted floor area which
is then multiplied by the location rent.

Non-residential premises used for business purposes require taxpayers to establish the
standard rate according to the purpose of the business:
e 2 CZK per m? of the adjusted floor area for flats and non-residential premises
primary used for agricultural production, forestry and water management; and
e 10 CZK per m? of the adjusted floor area for flats, and non-residential premises used
for industrial production, civil engineering, transport, power and other agricultural
production, and for other business activity.

These standard rates are multiplied by the municipal coefficient of 1.5.
If non-residential property is used as a garage (i.e. to house a taxpayer's vehicle), the
standard tax rate is 8 CZK per m? of the adjusted floor area. This standard rate is

multiplied by the municipal coefficient of 1.5.

If the non-residential property is used for other purposes, the standard tax rate is 2 CZK
per m? of the adjusted floor area and can be multiplied by the location rent.

At the discretion of the municipality, the final tax rate can by multiplied by the local
coefficient at 2, 3, 4 or 5 assessed by a generally binding ordinance.
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There are several reasons and many conditions under which land may be exempt from
taxation. The most common condition is where land is not used for profit-making
purposes: for example, land used for public interests, ecological purposes, and under
reciprocal international treaties. In several cases, a tax return does not have to be filed for
such land because it is owned by the State, municipalities, regional governments, and
diplomatic representatives. Other claims for exemptions must be made in the first tax
return after acquiring the immovable property. This affects land owned by churches,
schools and universities, museums, galleries and hospitals which may be permanently
tax-exempt. Other land is exempt but only for a limited period:

Agricultural land is exempt for five years following the year when such land was
returned to agriculture cultivation;

Woodlands are exempt for 25 years following the year when such lands were
returned to forestry use;

Land affected by a natural disaster for a period up to five years to eliminate
consequences of natural disasters (this tax exemption is awarded at the discretion of
the municipality);

Agricultural land (with the exception of gardens) is exempt at the discretion of the
municipality;

Land in special industrial zones designated as such by the Government of the Czech
Republic is exempt up to five years (this tax exemption is also at the discretion of
the municipality).

The reasons for and the conditions under which structures can be exempt are generally
the same as for those relating to the Land Tax. Thus, there is no need to file the tax return
for buildings owned by the State, municipalities, regional governments and diplomatic
representatives, nor for buildings used for public passenger transport nor in water
management.

Other claims for exemptions must be set up in the first tax return after acquiring the
immovable property. These can be categorized into permanent or temporary exemptions,
as follows:

Buildings which are permanently tax-exempt include buildings owned by churches,

schools and universities, museums, galleries and hospitals;

Other land has a temporary exemption:

o Cultural monuments for eight years after the year following their reconstruction;

o Buildings affected by a natural disaster for a period up to five years following
measures to eliminate the consequences of future natural disasters (at the
discretion of a municipality);

o Buildings and structures in special industrial zones designated as such by the
Government of the Czech Republic are exempt for up to five years (at the
discretion of the municipality).
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1.4 Administration

Immovable property tax administration is regulated by the Tax Administration Act*® and
by the Immovable Property Tax Act. This means that the Immovable Property Tax Act
deals not only with the structural components of the tax, but also special administration
issues related specifically to the immovable property tax.

The Immovable Property Tax is administered by the Financial Office (the State's tax
office), within whose district the immovable property is situated. The Financial Office
collects and maintains information declared on the tax return. This information is then
used to verify or update the information in the cadastre operated by the cadastral offices.

The so-called auto-application is used. This requires the taxpayers to calculate the tax
using the correct tax base and tax rate, and to file the tax return recording all relevant
information regarding the taxpayer and the immovable property (type of immovable
property, location, legal relationship to the taxpayer, area of immovable property, use and
any possible exemptions). The tax return does not have to be filed every year; usually if
there are no changes, the taxpayer does not have to re-file a return. Even if there are
changes in the tax rate, in the average price of land, or in the coefficients there is no duty
to file the tax return.

Tax returns should be filed by 31 January of the taxable period (the calendar year). The
immovable property tax is assessed according to the situation as at 1%t January of the
calendar year in which it is assessed (irrespective if there was a duty to file a tax return
or not in that calendar year).

The tax administrator has three tax assessment procedures:

e Implied tax assessment — the assessed tax is the same as the tax stated in the tax
return. In this situation the tax administrator is not obliged to inform the taxpayer
about the result of assessment. The last day of the time limit for filling the tax return
is considered as the date of the tax assessment and as the date of the delivery of the
tax decision;

e Reproach proceedings — if there are some concerns about the correctness, accuracy,
supporting evidence or completeness of the tax return, the tax administrator informs
the taxpayer about these concerns and requests additional information to be received
within (usually) fifteen days. At the end of these proceedings the tax administrator
sets the tax base, prescribes the amount of tax and notifies the taxpayer of the tax
assessment. The tax is payable within thirty days of delivery of the tax assessment;

e Assessment using ‘other tools” — if the tax return was not filed in time or within the
extended time limit, the tax administrator may determine the tax base and assess the
tax according to whatever information is available with no requirement to further

5 Act No. 280/2009 Sh., as amended.
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contact the taxpayer. The tax administrator notifies the taxpayer of the tax
assessment, and the tax is payable within thirty days of delivery of the tax
assessment. Under such circumstances the taxpayer cannot appeal against both the
tax base and the amount of tax payable.

Note that the tax office has no right to grant exemptions or reliefs within the
administration process.

After assessing the tax (whether or not a tax return was filed), the tax office sends by post
a tax demand stating the amount of tax payable to every taxpayer (i.e. natural person). If
the annual immovable property tax does not exceed 5,000 CZK, it is payable in one
installment by 31t May of the current taxable period. If the tax exceeds 5,000 CZK, it is
payable in two equal installments - by 315 May and 30™ November. Taxpayers engaged
in farming and fish-farming are required to pay the tax in two installments by 315 August
and 30" November.

If the taxpayer falls into arrears, interest is paid (at the basic rate of the Central Bank +
14 percent) on the amount outstanding on the debt for each day up to a period of five
years. If the tax is additionally re-assessed by the tax administrator (or by the taxpayer in
the tax return), the penalty is 20 percent of the additionally assessed tax. The amount of
the interest or penalties is communicated to the tax debtor by means of an assessment
order and must be paid within fifteen days after the delivery of the assessment order.

If the tax debtor does not pay the tax in time, then the tax administrator may (but is not
obliged to) make contact with the taxpayer to pay the tax arrears within an alternative
time period of not less than eight days. If enforcement action begins, the tax administrator
can apply any of the following three types of enforcement instruments. 6

Firstly, the ordinary remedial instrument — an appeal — is normally used where the
taxpayer is not satisfied with the determined tax base and the amount of the tax
determined by the tax administrator. An appeal must be submitted normally within thirty
days of the decision against which the appeal is made. The appeal has no suspensory
effect. The appeal procedure has two phases; initially, the tax administrator whose
decision is challenged can decide on the appeal based on the admissibility of the ground
of appeal and the appeal itself e.g. the appeal was submitted after the time limit, or
submitted by an unauthorized person. If the tax administrator does not choose to
determine the appeal, it can be passed to the appellate authority (authority immediately
superior) — Appellate Financial Directorate. This authority can amend the tax
administrator's decision (even to the appellant’s disadvantage), accept or dismiss the
appeal.

16 As provided for in the Tax Administration Act.
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Secondly, there is an extra-ordinary remedial instrument which involves the re-opening
of the tax proceedings. This process must ensue from the legal and factual aspects existing
at the time of the contested decision. It cannot be used if the decision has already been
reviewed and confirmed by a court or is awaiting the decision of the court. The
proceedings will be re-opened if the taxpayer makes an application to that effect or ex
officio and if there are new important facts not yet taken into account in the original
proceedings; or there was some criminal act in the former proceedings, such as forged or
falsified documents, or false witness statements. An application must be submitted to the
tax office within six months of the day on which the applicant learned of the grounds for
re-opening proceedings. When the re-opening of proceedings is approved (or ordered), it
has suspensory effects. These are new proceedings and any new decision annuls the
original decision.

Thirdly, reviews of tax decision are started only ex officio in situations when the decision
is in conflict with the statutory provisions or is based on substantial errors in the tax
proceedings and, as a result, the tax was wrongly assessed.

There are two possible judicial remedies to be used in tax cases:
e Complaint against the decision of tax office, that is judged by the regional court; or
e Cassation complaint as a remedial instrument which is heard by the Supreme
Administrative Court of the Czech Republic.

15 Valuation

The market value of the immovable property is rarely used. In the case of agricultural
land, the average price per square metre of land is established in a decree by the Ministry
of Agriculture (which can be revised annually). In the case of commercial forests and
ponds used for fish-farming, taxpayers are able to choose the fixed price value of 3.80
CZK per m? or to have an individual valuation provided. Taxpayers tend to prefer the
fixed price value, because it is expensive to employ an expert valuer to provide an
individual valuation (which is determined pursuant to the price regulations as at 1%
January of the taxable period), and such a valuation must be determined annually.

The tax base of these properties is determined by the land pricing regulations in force on
1%t January of the reporting period.r” Ponds used for commercial fish-farming are
identified (according to the Valuation Act) as »construction objects« and not as land.
However, according to the Immovable Property Tax Act they are taxed as land. For the
ponds, the cost method of valuation is used. The value of pond is determined by the costs
that were incurred in the acquisition of buildings at the date of valuation. These costs are
multiplied by coefficients'® according this formula:

7 The valuation rules are Act no. 151/1997 Sh. on Valuation (Valuation Act) and decree no. 441/2013 Sh.
(Valuation Decree) issued by the Ministry of Finance.
18 Set in Annex no. 2 to the Valuation Decree.
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Value of the pond =areax ZCy X O1 X O2 x O3 X Os4 X Os X Ogx It x1px0.85

where:

ZCv = hasic price of building plot in CZK per m?

01 = coefficient based on the size of the municipality;
O, = coefficient based on the economic importance;
O3 = coefficient of the municipality's location;

0. = coefficient of technical in infrastructure);

Os = coefficient of transport service;

Os = coefficient of civic amenities;

I+ = index of market

I, = index of location

Valuation of such ponds is based on:
e Dasic price;
e character of the municipality; and the
o development of the municipality.

The revenue (income) or comparative method of valuation is used for forest land
regardless of its function.

The value of forestry land = area x (basic price - deductions), where:

e Basic price — the price is defined in legislation.'® The basic prices are defined by the
prevailing forest/tree types in one of several the groups (e.g., pine, beech, oak) and
soil category (e.g. rocky, hillside, basic). If there are several forest/tree groups, the
basis price is defined as the sum of the prices of the various categories;

e Deductions — to the basic price of forest land can be up to 60 percent of the basic
price.® They are available for:

o forests affected by pollution;

o special purpose forests;

o extremely disadvantageous shape of the land — e.g. extremely elongated and
therefore expensive the manage;

o limited farming potential — e.g. due to buffer zones of power distribution
networks;

o forest land with anthropogenic soil;

o impaired rainfall run-off conditions;

o forest land with terrain obstacles (e.g. ravines).

The limiting condition is that the price of forest land (after deductions) must be at least 1
CZK per m?,

1 Annex no. 6 to the Valuation Decree.
20 Annex no. 7 to the Valuation Decree.
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It would not be difficult to change the existing unit system into an ad valorem system of
immovable property valuation/taxation. In the case of a sale/purchase of the immovable
property, it is necessary for the contract to be sent to the cadastre office and the tax on the
acquisition of immovable property (this a tax payable on the transfer of title) must be paid
to the tax office. This means that the cadastre office and the tax office both know the
transaction price of the property; however, generally this information is confidential.

1.6 Revenue performance
Table 1.3: Revenue performance in the Czech Republic
Year: 2005 2006 2007 2008 2009 2010

All revenues at
national level (in 866,460 | 923,060 1.025,883 | 1.063,941 | 974,615 | 1.000,377
billion CZK)

Tax revenues at
national level (in 771,616 | 802,895 900,648 929,895 833,221 863,859
billion CZK)

All revenues at
regional and local
level (in billion
CZK)

334,706 | 359,506 371,484 396,852 | 396,633 | 424,707

All tax revenues at
regional and local
level (in billion
CZK)

168,519 | 172,939 187,430 204,238 180,335 187,984

Property tax revenue

(in billion CZK) 4,966 4,974 4,962 5,099 6,325 8,664

Property tax revenue
as % of all state 0.573 0.539 0.484 0.479 0.649 0.866
revenues

Property tax revenue
as % of all regional 1.484 1.384 1.336 1.285 1.595 2.040
and local revenues

Property tax revenue
as % of tax revenues
at regional and local
level

2.947 2.876 2.647 2.497 3.507 4.609

Source: Czech Statistical Office. www.czso.cz, 16.3.2017.
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Year:

2011

2012

2013

2014

2015

2016

All revenues at
national level (in
billion CZK)

1.012,755

1.051,387

1.091,863

1.133,825

1.1234,517

1.281,618

Tax revenues at
national level (in
billion CZK)

890,250

912,278

922,404

952,518

1.002,131

1.071,488

All revenues at
regional and local
level (in billion
CZK)

404,104

383,233

399,931

263,980

440,300

447,200

All tax revenues at
regional and local
level (in billion
CZK)

187,161

191,009

208,443

219,390

226,300

249,500

Property tax revenue
(in billion CZK)

8,609

9,602

9,736

9,970

10,334

10,586

Property tax revenue
as % of all state
revenues

0.850

0.913

0.892

0.879

0.91

0.83

Property tax revenue
as % of all regional
and local revenues

2.130

2.506

2434

3.78

2.35

2.37

Property tax revenue
as % of tax revenues
at regional and local
level

4.600

5.027

4.671

4.54

4.56

4.24

Source: Czech Statistical Office. www.czso.cz, 16.3.2017.

16.1

Prague case study

The following Tables set out the relevant information regarding land and real estate tax

for the Capital city of Prague:

a) Revenue sources for the city

Table 1.4: Prague revenue sources
Year 2005 2006 2007 2008 2009 2010
All revenues (in billion CZK) 54,792 | 57,243 | 60.969 | 66,421 | 64,207 | 68,365
Tax revenues (in billion CZK) 37,960 | 38,557 | 42,508 | 45,599 | 39,479 | 41,485
(P:r;ﬁ‘;”y taxrevenue (inbillion | 109 | 0415 | 0416 | 0446 | 0453 | 0702
0,
Property tax revenue as % to all 0.73 072 068 0.67 071 1.02
revenues
0,
Property tax revenue as % to tax |, ;o 108 0.98 0.98 115 1,69
revenues
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Source: Ministry of Finance. http://monitor.statnipokladna.cz, 16.3.2017.
Year 2011 2012 2013 2014 2015 2016
All revenues (in billion CZK) 63,752 | 62,989 | 63,336 | 69,982 | 70,783 | 74,243
Tax revenues (in billion CZK) 41,491 | 41,915 | 42,780 | 45,184 | 47,093 | 51,249
Erzolrit)erty taxrevenue (inbillion |4 716 | 753 | 0751 | 0787 | 0800 | 0827
0,
Property tax revenue as % to all 111 1.20 119 112 113 111
revenues
Property taxrevenue as%totax| 4 71 | 1789 | 1755 | 1752 | 1699 | 1.614
revenues
Source: Ministry of Finance. http://monitor.statnipokladna.cz, 16.3.2017.
b) The number of properties by main use category:
LAND
Table 1.5: Number of land in Prague
Arable land | Vineyard Garden Orchard Permanent
grassland
Total size in hectare 14,559 10 3,950 617 869
Number of plots 28,131 21 73,161 1,411 5,138
Source: Czech Statistical Office. www.czso.cz, 16.3.2017.
Agricultural | Forestland | Water area | Built-up area |Other land
land and courtyard
Total size in hectare 20,006 5,132 1,076 5,007 18,392
Number of plots 107,862 4,209 3,919 159,766 139,407

Source: Czech Statistical Office. www.czso.cz, 16.3.2017.

BUILDINGS

Table 1.6:

Number of buildings in Prague

Number of buildings 143,631
Number of water works 99

Number of housing units 412.648
Number of owners 480.847

Source: Czech Statistical Office. www.czso.cz, 16.3.2017.
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c) Price indices

Table 1.7: Price indices of flats in Prague
average indices (2010 = 100) average indices ( 2010 = 100)
of asking prices of flats of sale prices of flats

year | Czech Republic Prague Czech Republic Prague
2005 67.5 73.1 72.9 73.9
2006 76.5 81.4 83.2 83.1
2007 93.9 97.6 109.3 105.9
2008 111.9 1115 120.4 117.1
2009 102.1 102.5 100.9 101.0
2010 100 100 100 100
2011 93.7 92.5 99.5 97.8
2012 96.6 101.5 97.9 96.7
2013 98.5 105 97.8 98.4
2014 100.7 108.5 99.2 100.3
2015 106.9 116.1

2016 117.6 128.2

2017 124.2 140.0

Source: Czech Statistical Office. www.czso.cz, 16.3.2017.

Table 1.8: Price indices of houses in Prague
average indices (2010 = 100)
year | Czech Republic Prague
2010 100 100
2011 102.1 99.7
2012 101.8 102.4
2013 102.8 105.1
2014 104.8 107.3
2015 104.4 101.8

Source: Czech Statistical Office. www.czso.cz, 16.3.2017.
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Table 1.9: Price indices of building land in Prague
average indices (2010 = 100)
year Czech Republic Prague
2010 100 100
2011 100.3 93.4
2012 104.3 103.0
2013 105.1 101.9
2014 107.5 104.2

Source: Czech Statistical Office. www.czso.cz, 16.3.2017.
1.7 Possible reforms

The revenue raised from the immovable property tax in the Czech Republic is relatively
low, in fact one of the lowest in the EU, despite the fact that it could be one of the most
important sources of tax revenues for municipalities.?* This is because municipalities —
as beneficiaries of the immovable property tax — are either constrained or entirely
excluded from having any input into the centrally established the tax base and also (to a
limited extent) the tax rate. Of course, because it is not the State’s revenue, the State has
no interest in optimizing its yield.

One possible solution to achieve higher revenues would be to adopt an ad valorem system
for assessing the tax base. Current research?? shows that the Czech Ministry of Finance is
drafting a bill that will apply the ad valorem system of taxation (at least) to land in areas
that are — or can be — developed. The valuation/assessment of agricultural land will not
be changed and it will continue to be based (largely) on the quality of soil. The value of
land ideally should be determined on the basis of data supplied to and underpinning the
value maps compiled by municipalities for their own jurisdictions.

Maps of tax bases should include both geographic and textual components. The
geographic part should be based on the existing cadastral maps. This could also improve
the relationship between legal and factual data within the cadastral maps. Maps of tax
bases should divide the jurisdictions of municipalities into various land zones, reflecting
the main property types (e.g. city centres, satellite towns, suburbs, industrial areas,
building plots, commercial zones), together with details of the amenities, the utilities and
infrastructure available. The borders between zones should correspond with the borders
between plots of land so that no taxable unit falls in more than one zone. Such maps

2 For details see Mrkyvka, P. Nékteré ivahy o materialnim zékladu vefejné spravy (Some Thoughts on Material
Base of Public Administration). Casopis pro pravni védu a praxi, 2003 (2). P. 153-159.

22 Radvan, M. The Draft Reform of Land Taxation in the Czech Republic. Lex Localis — Journal of Local Self-
Government. 2012 (3). P. 229-245.
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should also identify land exempt from tax, including sports fields, cemeteries, and school
premises. Tax exemptions should be fully within the control of the municipalities.

The textual part of the value-based maps should contain lists of individual zones with lists
of the associated parcel numbers of plots of land, specifying the type, use and area of
land, as well as the tax base per square metre. The value should be ascribed by
municipalities to reflect local conditions. The textual part should also include variations,
including any exemptions and differences between the actual and legal status. Value-
based maps should be approved by municipal councils and issued in the form of municipal
by-laws (generally binding ordinances), and made freely available to all citizens. This
would allow the tax base on land to be assessed automatically, based on the unit-based
tax price (the value of land per m? as set out in the value-based maps) and the actual area
of a specific plot of land.

There are some limitations surrounding the use of an ad valorem system of taxation for
immovable property. As a result, for example, agricultural land may, of necessity,
continue to be valued based on the quality of soil, while the tax bases for other types of
land can be derived from market data contained in value-based maps.

However, there could be significant costs for municipalities in the development and
administration of the tax base maps. These costs would have to be met from the revenue
raised which would mean increasing the amount of immovable property tax. However,
the Ministry of Finance has claimed that any change in the manner of assessing the tax
base will not impose an increased burden on the taxpayer, i.e. the State will not allow
municipalities to increase the amount of tax raised. There are some specific (mostly
historic) conditions that prevent a sharp rise in the amount of immovable property tax
payable. Such conditions include the complexity of the pattern of real estate ownership,
where many citizens historically own expensive real estate, have become owners through
inheritance or the restitution of real estate (mostly land), however, they do not have
sufficient cash income to pay the immovable property tax. The regulation on rent also
serves as an obstacle to the introduction of a market-based immovable property tax. It is
therefore necessary to consider introducing certain limits on the maximum level of
taxation, so that municipalities are prevented from setting excessive tax rates. The
problem may be solved by setting the maximum tax rate in the legislation.

However, there is also the problem of significant differences in the prices of land between
different municipalities. The discrepancy does not necessarily concern the extremes (i.e.
the city of Prague as compared to small rural municipalities close to the Czech-Slovak

% Handlosovd, M. Vybrané konstrukéni prvky pravidelnych nemovitostnich dani (Selected Structural
Components of Regular Property Taxes). Diploma thesis. Brno: Faculty of Law, Masaryk University, 2010.
Holmes, A. Dail z nemovitosti - hledame pfijatelna feseni (Property tax - We Seek Acceptable Solutions)
presented at seminar Budoucnost dané z nemovitosti: zvysit nebo zrusit? Prague, February 18, 2010. Radvan,
M. The Draft Reform of Land Taxation in the Czech Republic. Lex Localis — Journal of Local Self-Government,
2012 (3), doi:10.4335/10.3.229-245(2012). P. 236-238.


https://is.muni.cz/auth/rozpis/tema.pl?tema=77868;obdobi=4744;fakulta=1422;balik=67225
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border); it also applies in the case of municipalities which are similar with regard to their
location, size and number of inhabitants. As a suggestion, a “correctional mechanism«
could be introduced, e.g. the possibility to appeal against the amount of tax base assessed.
However, if the tax base is set by municipal by-laws (generally binding ordinances) issued
within the municipalities’ self-governing powers (which is currently expected to be the
case), then any form of appeal would be impossible. Under the current regulations, a
taxpayer may appeal only against the actual assessment of the immovable property tax
but not against the value of land determined by the municipalities or the tax rate.
Objections will thus need to be raised early at the time when the by-laws are being drafted.

There are several additional issues to be resolved, such as the tax rate, and the skill levels
of persons involved in the formation of tax base maps, particularly in small municipalities.
Whilst there are several benefits to a system of ad valorem taxation of immovable
property, the disadvantages are significant. As a result, the Czech Republic is currently
not ready to impose ad valorem taxation on immovable property.?*

Ad valorem tax bases can only work with an active and healthy property market which
covers the full spectrum of property types.

2 Evolution of real estate markets
2.1 Property restitution

During the communist period (1948-1989) a considerable number of properties were
confiscated by the State. After the "Velvet Revolution' the decision was taken to return
these properties to their former owners or their heirs, through a process of restitution.

There are three legal acts dealing with property restitution in the Czech Republic. The
most important one is Act on the Regulation of Land®® offering compensations for all
inventories. Legislation on extrajudicial rehabilitations?® does not regulate agricultural
property. Also, another legislation?” mitigates the consequences of certain property
injustices, but does not require that the actual property to be restituted, instead it deals
with legal titles that caused property confiscation. According to jurisprudence,?® it was
possible to use both Acts to restitute agricultural land, especially gardens, even where

2 More on this topic see Radvan, M. The Draft Reform of Land Taxation in the Czech Republic. Lex Localis —
Journal of Local Self-Government. 2012 (3). P. 229-245.

% Act no. 229/1991 Sh., on the regulation of land and other agricultural property ownership, as amended.

% Act no. 87/1991 Sh., on extrajudicial rehabilitations, as amended.

2 Act no. 409/1990 Sb., as amended.

2 See opinion of the Supreme Court of the Czech Republic Cpj. 50/93 Sh. decision no. 16/1996. P. 45. See
Findings of the Constitutional Court of the Czech Republic no. V. US 59/95.
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there is disagreement in the procedure.?® Next to the restitution regulation, it is possible
to use common civil law regulations to request the return of confiscated property,® as
restitution law is lex specialis.3!

It is also possible to request financial compensation or other property of the same value
within the same municipality. This applies where it is not possible to return the original
property to its former owners, or where its value is exceeds financial compensation, or it
is owned by other persons.

Even though the time limits on restitution have expired, there are many outstanding
cases.®? Church restitutions were finally resolved only at the end of 2012.% According to
the law, Czech churches were to have returned to them land and immovable property,
worth some 75 billion CZK, if they could prove that it was confiscated from them after
the Czechoslovak communist coup in 1948. In addition, over the next 30 years they will
receive 59 billion CZK for immovable property currently held by municipalities, regions
or individuals.

2.2 Privatization

In the Czech Republic, several methods of privatization have been applied. Asset sale
was the most successful method. For example, the car manufacturer Skoda was sold to
Volkswagen in 1991 and is now one of the most successful companies in the Czech
Republic.

There were two waves of voucher privatization, the first started in 1991. All
Czechoslovak citizens could acquire shares in State-owned companies. This type of
privatization was a big disappointment; only a few of the companies survived, most of
them were »tunneled« (i.e. assets and profits were transferred out of these companies for
the benefit of those who controlled them).

Small companies, mostly shops, were privatized in auction sales to the bidders (often
locals) who offered the highest price.

2 Ppekarek, M. Nékolik poznamek k restitucim podle zdkona o ptidé (Several Notes do the Restitutions
According to the Soil Act). In Restituce podle zdkona o pudé — Sbornik piispévkt z konference. Brno:
Masarykova univerzita v Brné&, 1999. P. 63.

% See Findings of the Constitutional Court of the Czech Republic no. III. US 23/93.

31 See opinion of the Supreme Court of the Czech Republic Cpjn. 36/95 Sb. See Findings of the Constitutional
Court of the Czech Republic no. I. US 154/95.

% Priichova I. Poznamky k principim zem&délského restituéniho zakonodarstvi v CR (Notes on the Principles
of Agricultural Restitution Legislation in the Czech Republic). In Restituce podle zakona o pidé — Sbornik
ptispévku z konference. Brno: Masarykova univerzita v Brng, 1999. P. 79.

3 By act no. 428/2012 Sh.
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2.3 Limitations of land/property ownership

After more than 20 years since the Velvet Revolution in 1989, the real estate market in
the Czech Republic is relatively developed and stable and, in this regard, broadly similar
to the real estate markets in other Central European countries such as Slovenia, Slovakia,
Poland and Hungary. The real estate market is now fully opened.

Traditionally, the legislation in the Czech Republic had entrusted the regulation of the
acquisition of immovable property by non-residents to the operation of the Foreign
Exchange Act,®, although it did not consider immovable property as such to have a
foreign exchange value.®® The State tended to prevent foreigners from acquiring
ownership of immovable property for various reasons. Land in particular is traditionally
perceived as something »national«, and not to be held by foreign owners, and there are
also many buildings that are regarded as national treasures. Thus, one reason for this is in
the protection of national identity, particularly important for small and young nations
having a shorter experience of statehood. Differences in the purchasing power between
the domestic population and economically stronger foreigners increase the unwillingness
to liberate the real estate market. However, there is also a wide range of other reasons.

Thus, some non-residents (with the exceptions such as Czech Republic nationals and
nationals of a member state of the European Community) had reduced access to the
ownership of immovable property in the Czech Republic, prior to 2011, when all the rules
preventing non-residents acquiring ownership of immovable property in the Czech
Republic were abolished.

2.4 Nature of the property market

As mentioned above, the real estate market in the Czech Republic is developed and
relatively stable. Because of the recent global financial crises, in 2012 there was a
reduction of new developments, especially of apartments (a reduction of 22 % in the first
half of 2012). Potential owners preferred to buy completed apartments and not those
under construction. Prices in 2012 were generally a little bit lower than five years
previously; on the other hand, the number of transactions and the unit price of land has
slowly increased (12 % in the same period).

In connection with the gradual recovery in domestic economic activity from the end of
2013, the slow recovery in real estate prices has continued. Low interest rates have helped.
The residential market benefited from a slight increase in the availability of (mortgage)

3 Act no. 219/1995 Sh.

3 Mrkyvka, P., Schillerovd, P. Acquisition of Real Estate in the Czech Republic by Non-Residents. In
Liszewski, G., Radvan, M. (ed.) Real Estate in Czech and Polish Law. Biatostockie studia prawnicze — zeszyt
4. Biatystok: Wydzial prawa Uniwersytetu w Bialymstoku, 2008.
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financing in 2016 and 2017. Despite this, however, there is a clear reduction in supply
and, as a result, prices continue to rise. It is expected that this trend will continue in 2018.

The rising popularity of real estate as an alternative investment opportunity have played
a significant role since 2016. According to a recent market report® the slight rise in prices
is expected to continue. For example, because construction is slowing down in Prague,
there was real threat of excess demand evident in 2016 continuing into 2017 that might
cause the prices of apartments currently available to rise rapidly. There is an
unsatisfactory situation in Prague, linked to the disproportionately long process involved
in the award of building permits, which delays construction and reduces the number of
new dwellings on the offer from developer companies. Another important fact that will
affect the real estate market in 2017 is the adoption of the Real Estate Act, which will
introduce mandatory qualification requirements for real estate agents.

The trend for demand to create significant pressure on the quality improvement of
projects, both on the part of investors and the end users, is growing. Recovery however
varies in different regions. One of the reasons for this could be the deregulations of rents,
which should motivate people to buy their own apartments and houses. But the reality is
that people prefer to leave their large and expensive apartments and move to smaller and
less expensive ones which they still prefer rent as opposed to buying.3” This trend has
continued since 2008.

The decline in interest rates is reflected in the growing market for new apartments but
also in the market for older dwellings. This situation is the result of the collapse in the
building industry from 2007 to 2008. This is emphasized by signs of more careful
behaviour, especially from the small private investors when acquiring housing loan
finance.

% Association for Real Estate Market Development. Trend report 2017. Czech Real Estate Market Survey.
http://www.artn.cz/, 18.5.2017.

3" Diivody mirného oZiveni realitniho trhu (Reasons for the Slight Recovery in the Real Estate Market).
http://www.realcity.cz/prectete-si/realitni-zpravy/duvody-mirneho-oziveni-realitniho-trhu/, 18.3.2013.
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Table 1.10: Family houses in Prague:®
Year Number of Average value of | Average value | Averagevaluein | Average value
flats in the one flatin CZK in the CZK for CZK for 1 m?of in CZK for 1
newly 000’s 1 m?2 living area m?of floor area
constructed

family

houses
1998 8,336 2,305 2,637 23,913 14,894
1999 9,238 2,403 2,694 24,899 15,158
2000 11,466 2,388 2,714 24,654 15,364
2001 10,693 2,406 2,851 24,933 15,856
2002 11,716 2,516 3,083 25,944 16,447
2003 11,397 2,613 3,214 27,041 17,109
2004 13,302 2,713 3,412 27,960 17,910
2005 13,472 2,743 3,496 27,942 18,800
2006 13,230 2,849 3,743 29,090 19,946
2007 16,988 2,906 3,936 29,915 20,553
2008 19,611 3,088 4,221 32,058 22,244
2009 19,124 3,122 4,345 33,072 22,884
2010 19,760 3,214 4,310 33,762 23,674
2011 17,385 3,249 4,373 34,515 24,172

Source: Czech Statistical Office. www.czso.cz, 16.3.2017.

Table 1.11: Residential buildings (blocks of flats) in Prague:*°
Year Number of flats Average value Average value Average value Average value
of one flat in in CZK for1m? | in CZK for 1 m? | in CZK for 1 m?
CZK 000’s of living area of floor area

1998 6,827 1,464 3,526 27,688 19,898
1999 6,598 1,373 3,460 26,902 19,555
2000 5,926 1,285 3,607 28,470 18,984
2001 5,912 1,422 3,695 29,629 20,930
2002 6,393 1,234 3,522 29,245 20,193
2003 7,720 1,459 3,946 29,575 21,597
2004 10,722 1,424 3,997 29,982 21,360
2005 11,526 1,575 4,729 31,252 23,738
2006 10,070 1,664 4,516 33,133 24,471
2007 18,171 1,646 4,755 32,441 24,675
2008 12,497 1,889 4,820 34,995 26,518
2009 13,766 2,038 5,350 39,111 29,504
2010 10,912 2,576 5,559 46,812 35,197
2011 6,487 2,043 4,937 39,833 30,063

Source: Czech Statistical Office. www.czso.cz, 16.3.2017.

3 Data available from the last census that took place in 2011.
39 Data available from the last census that took place in 2011.
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With regard to the commercial real estate market, the situation varies by property type.
In recent years there has been a decline in property development transactions, particularly
in relation to hotels and shopping centres, which have long been struggling with decreased
retail sales. However, there has been an increase in the construction of office space and
industrial real estate, which is mainly related to the growing interests of the IT industry
and the anticipated growth in the automotive industry.

3 Property data
3.1 GIS/cadastres

The Czech Republic has had a long tradition of using cadastres. The Real Estate Cadastre
(Cadastre)* represents a database on the immovable property in the Czech Republic. It
comprises information including a description, size, and the location of all immovable
property. Ownership and other rights to the immovable property are also registered in the
cadastre. Currently, it is integrated with other databases such as the Register of
Inhabitants. Cadastral-based information serves as a mechanism for protecting
immovable property rights, for tax purposes, environmental protection, agricultural and
forest land protection, mineral resources, cultural monuments and for scientific and
statistical purposes.*

The central public administration authority in charge of providing and maintaining the
cadastre is the Czech Geodetic and Cadastral Office. It undertakes the central
administration of the cadastre, co-ordinates research, ensures and co-ordinates
international co-operation in the area and co-operates with other organs of the State.

Cadastral Offices are established throughout the country. Cadastral offices are involved
with registering ownership and other rights regarding immovable property, changes in
cadastral data, and controlling the entry of new information into or the deletion of
information from the cadastre. The following units of real estate are registered within the
cadastre:

e Parcels of land;

¢ Buildings connected to land by foundations;

e Apartments and non-residential property; and

* Buildings, apartments and non-residential property under construction.

Parcels of land registered in the cadastre are divided into agricultural and non-agricultural
land. Agricultural parcels of land are arable land, hop-fields, vineyards, gardens,
orchards, and permanent grasslands. Non-agricultural parcels of land are forests, water

40 As defined by act no. 256/2013 Sh., (Cadastral Act), as amended.

4 For details see Klikov4, A. Real Estate Cadastre and Real Estate Registration. In Liszewski, G., Radvan, M.
(ed.) Real Estate in Czech and Polish Law. Bialostockie studia prawnicze — zeszyt 4. Bialystok: Wydziat prawa
Uniwersytetu w Bialymstoku, 2008. P. 163-173. This part was prepared using this chapter by Alena Klikova.
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areas, built-up areas, courtyards, and other spaces. All immovable property is registered
in the cadastre according to the cadastral areas, where the property is located.

The registration of immovable property in the cadastre also involves the registration of
rights connected with immovable property. The following can be registered:

« Legal relationships linked with immovable property are registered due to Cadastral
Act;

e State organizations controlling State property;

¢ Right to permanently use immovable property;

¢ Management of immovable property within the Czech Republic;

e The City of Prague municipal districts which manage the entrusted property of the
capital city;

o Statutory cities and municipal districts authorized to manage the entrusted property
of the statutory cities;

e Authorization of a budgetary and subsidized organization established by a
municipality or a municipal district of Prague or statutory cities to manage the
entrusted property of a municipality;

e Appurtenance to an organizational unit of a legal entity, if such is registered in a
commercial or other register determined by law and the head of such an
organizational unit is authorized to manage the immovable property registered in
the cadaster on behalf of the above stated legal entity appurtenant to the organization
unit;

e Further subject matters according to the character of the registered property due to
the Cadastral Act a part of the cadastre.

Data held in the cadastre is publicly available. Providing information from the cadastre
can be executed in several forms. It is possible to provide information free of charge
(inspecting the cadastre) or for quite a small charge (all other forms). The type of
information includes public documents (providing extracts, providing copies, identifying
plots) and providing certified copies of documents, if the online version is not sufficient
for the user.

3.2 Title registration

Title registration is the most important activity of the Real Estate Cadastre. The subject
of registration in the cadastre is the legal relationship relevant to a particular parcel of
immovable property.

Registration of an entry in the cadastre is fundamental because of the constitutional effects
of registration which demonstrate proof of ownership, the existence, change or extinction
of a right. Rights are registered within the cadastre mostly on the basis of bilateral
agreements and contracts (e.g. purchase contract, agreement on common property in
marriage settlement).
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Conclusion

The role of the immovable property tax in the Czech Republic is marginal. The main
problems would appear to be related to low revenue and inefficient administration
systems.

The issue of low revenue could be resolved by adopting an ad valorem tax base. However,
if the Czech government does not want to increase the immovable property tax revenue,
there is no real incentive to implement an ad valorem system, as it is expensive to
establish, administratively demanding and time-consuming. Moreover, there are other
issues which prevent the effective use of an ad valorem tax base in the Czech Republic
of which the current local government dispensation is the most prominent. For that reason,
it is unlikely that any reforms of the current immovable property tax will be introduced
in the near future.

The immediate solution for the Czech Republic is that the unit system (area) tax base
should be retained. There should be one maximum tax rate in the legislation for every
type of property, and municipalities should have the right to introduce their own specific
tax rates below that level. As there are more than 6,250 municipalities in the Czech
Republic and many of them are extremely small with a very low number of inhabitants,
there should be another rate (standard rate) in the legislation for those municipalities that
do not set their own specific tax rates.

The issue of tax administration is closely linked with the large number of small
municipalities. Small municipalities are not able to administer the tax themselves; that is
why it is reasonable to retain the services of State bodies (Financial Offices) as
immovable property tax administrators.

A positive motivation to pay taxes is a conditio sine qua non to receipt of optimal revenue.
For example, the combinations of different advertising media might encourage taxpayers
to view taxes positively or at least less negatively. To achieve this outcome, it is necessary
to properly administer the expenditure side of public budgets, i.e. tax revenue must be
spent economically, efficiently and effectively. If the expenditure side of public budgets
falls into disrepute, it is very difficult for the taxpayers to perceive taxes as a positive
obligation. The State must be aware of the self-application of taxes: each taxpayer must
calculate and pay taxes, using only the law (and in case of local charges the local bylaw),
and without any direct assistance or help of a tax administrator. The best advertisement
for the tax payment is a proper use of tax revenues in the public interest and the supply
of effective, efficient and desirable services.*?
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Introduction

Real property taxation in its current form was introduced into Slovakia by Act no.
582/2004 Coll. on Local Taxes and Local Charges for Municipal and Minor Construction
Waste (hereinafter called the “Act on Local Taxes«), which abolished the former
regulation* which designated the tax as a State tax. Thus, with effect from 1 January 2015,
local self-government acquired the new own-revenue source envisaged by the
Constitution of Slovak Republic since its adoption in 1992.

Real property taxation comprises three relatively separate taxes: the tax on land, the tax
on buildings and the tax on flats and non-residential premisess. The system of taxation is
predominantly area-based with only minor amendments to reflect the value of particular
properties. Nevertheless, there are various corrective factors that may be taken into
consideration, specifically: the type of property, the use to which the property is put, its
location within the municipaltity, and the number of floors in the case of the buildings
tax. The overall revenue accruing from this tax is rather low, being 0.414 % of the the
GDP and 7.66 % of total municipal revenues (in 2016): however, it has the potential to
become a far more significant source of municipalities’ own revenues. The real property
tax not only provides muncipalities with an own-revenue, it also emphasizes the role and
self-governing position of municipalities since the Act on Local Taxes transferred to them
the authority to impose the tax and set some of its elements (including the values of some
of the types of properties, tax rates, additional reliefs, floor surcharge, and payment by
instalments). Municipalites manage their tax systems by means of local laws being
Generally Binding Regulations (hereinafter only “GBR«).

The adopted legislation has created quite a simple and easy to administer system of real
property taxation which, unfortunately, does not provided local governments with
sufficient revenue to secure their fiscal independence. Despite the fact that municipalities
are allowed to set various elements of the tax, the yield is insufficient.

Another problematic issue is the disparity in the burden of tax that is imposed on different
types of properties, with regards to the purpose or type of particular property. This may
be a logical result of municipalities having the authority to set different tax rates based on
the type or use of property. Unfortunately, cases of abuse of this power have been
identified.

These issues are the reason why the current system of real property taxation might be
inadequate and these are discussed further in the chapter (refer 1.5), in which the most
crucial problems, their reasons, and possible solutions are considered.

This chapter is devoted to the analysis of real property taxation in the Slovak Republic.
Although the focus is on the current regulation of the real property tax, it also provides

1 Act no. 317/1992 Coll. on Real Property Tax.
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an overview of its historical development and possible future challenges. In addition to
the real property tax itself, the chapter also presents connected issues, such as existence
of other property related taxes, the privatization process in Slovakia, the development of
real property markets, and role of cadastres and the Land Registry. Attention is also paid
to the municipalities as administrators and beneficiaries of the real property tax, and their
position within public administration in terms of the fiscal decentralization process in
Slovakia.

The aim of the chapter is therefore to provide an overview of the real property taxation
system as applied in Slovakia within the wider context. The hypothesis on the adequacy
of the state of affairs as regards the regulation of real property taxation has been
disproved. The most positive feature of the current system is the ease of administration,
while low revenues and disparities among the tax burdens imposed on different types of
properties are perceived as most significant negatives.

1. Real property tax
11 Historical development

Real property taxes have a long tradition in the territory of the current Slovak Republic.
In the Middle Ages and at the beginning of the Modern Age, the land and the income
from the land created the basis for direct taxation; however, its regulation was neither
exact nor developed. At that time, only the rural land had been taxed. Between 1715 and
1720, the first nationwide registers of tax-paying inhabitants were created. Especially
beneficial were the tax reforms of Maria Theresa started in 1713 and leading to the
creation of the cadastre (Theresian Cadastre) firstly in 1748 and then in 1757.2 The first
Theresian Cadastre comprised a registry of burgher houses and villein (tenant) holdings,
including the data regarding the area and value of land and other income opportunities
for tax purposes. Following this, the landlords and nobility were obliged to file tax returns
declaring the revenues gained from their estates. The technical unit for tax purposes was
created by homestead.3*

The second Theresian Cadastre (1757) added data on dominical land and revenues, i.e. to
cover that of the nobility, clergy and towns. Such holdings were, however, still taxed at a
lower level than rural land. The registry regulations adopted between 1767 and 1772 were
targeted mainly at the regulation of the tax duties of villeins; nevertheless, the data on
land included in the registry created the basis for the later transfer of ownership of the
land to peasants after the abolition of serfdom in 1785.5

2 Gran, L. Vybrané kapitoly z histérie dani, poplatkov a cla (Assorted Chapters from the History of Taxes,
Charges and Custom Duties). Olomouc: Palacky University, 2004. P. 93.

8 Radvan, M. Zdanéni majetku v Evropé (Property Taxation in Europe). Praha: C. H. Beck, 2007. P. 21.

4 Homestead is a rustic, detached residential building, typically associated with farming. It is considered to be
the basic settlement unit of the country.

5 Grun, L. Vybrané kapitoly z historie dani, poplatkov a cla (Assorted Chapters from the History of Taxes,
Charges and Custom Duties). Olomouc: Univerzita Palackého v Olomouci, 2004. P. 94.
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The son of Maria Theresa, Josef I intended to go further and tried to tax the nobility. In
1784, he ordered a census of population and the numbering of all the houses irrespective
of their ownership. Sadly, his reform was not realized and a significant part of acquired
data was destroyed®. The nobility finally became liable for real estate tax after the
National Assembly of Hungary held between 1832 and 1836.

In 1848, taxes based on the registry regulation were replaced by the land tax.” The
principle of general tax liability has been applied since 1850. This was, however,
accompanied by a problem being the absence in the registry of the properties belonging
to the former nobility (who had not been subject to tax before and, hence, were not
included in the existing cadastres®).® Complex standard cadastres for taxation purposes
were developed between 1870 and 1890.% In this period,the land tax and the house tax
were stable objects of taxation.

This sophisticated state of the art register remained valid even during the period of World
War | and was applied in the territory of the former Austrian-Hungarian monarchy by
Czech, Moravia, Silesia, Slovakia, and Carpathian Ruthenia (creating Czechoslovakia in
1918), even in the first decade of existence of the then Czechoslovak Republic. After the
disintegration of Austrian-Hungarian monarchy (1981), the newly formed states accepted
the “inherited« legislation of the monarchy to be applied in the newly formed states in
order to secure the smooth functioning of the legal systems and the regulation of the social
relations. They adopted their own new regulation step-by-step. For this reason, the old
monarchial legislation was applicable in the afore mentioned countries in the beginning
of their independance from Austrian-Hungarian control. The differences within the
regulations applied in Bohemia, Moravia, and Silesia on the one hand and Slovakia and
Carpathian Ruthenia on the other was finally removed by the reform of 1927 and the
newly adopted Act no. 76/1927 Coll. on direct taxes. This act imposed, among others, a
land tax and a house tax (comprising a tenement tax'! and a “class tax« applied to unlet
dwellings). Along with the application of basic rates of tax, local authorities were entitled
to impose surcharges which could lead to substantial differences between the levels of
tax burden in various municipalities. In the same year, a new land cadastre was developed.

8 Sivak, F., Klimko, J. Dejiny $titu a prava na izemi CSSR (History of State and Law at the Territory of CSSR).
Vol. I. Bratislava: Komensky University, 1976. P. 123.

" Gran, L. Vybrané kapitoly z histérie dani, poplatkov a cla (Assorted Chapters from the History of Taxes,
Charges and Custom Duties). Olomouc: Univerzita Palackého v Olomouci, 2004. P. 99.

8 As opposite to the state of the art taxation systems in Czech countries and Austria, where the Josephine Decree
of 19 September 1789 on taxation included data on both the rural and clerical land. This registry was replaced
by a stable cadastre in 1817 (Stary, M. et al. D&jiny dani a poplatkta (History of Taxes and Charges). Praha:
Havlicek Brain Team, 2009. P. 94).

® Gran, L. Vybrané kapitoly z historiedani, poplatkov a cla (Assorted Chapters from the History of Taxes,
Charges and Custom Duties). Olomouc: Univerzita Palackého v Olomouci, 2004. P. 100.

20 podrimavsky, M. et al. Dejiny Slovenska III (History of Slovakia III). Bratislava: Veda, vydavatel'stvo SAV,
1992. P. 114.

1 j.e. atax on leased buildings
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After World War 11, the taxation of real properties was reformed. This resulted in the
imposition of an agricultural tax,'? that actually comprised the land tax, the tax on the
income of citizens arising from agricultural production, and the agricultural tax on income
(accruing from agricultural land).*3

The House Tax was the subject of a new regulation in 1952 by the Act on House Tax**
and the income from the new house tax accrued to the budget of local national
committees®. It was imposed on residential and service buildings designed for continuous
use with a built-up area, courtyard, and house garden. The taxpayers were identified to be
not only the owners of the property but also those who were entitled to use them
permanently or had the right of usufruct, and the tax was based on the rental value or the
amount of consideration paid in the current calendar year.'® Local national committees
were allowed to increase the rate, as well as grant rebates and reliefs.

The tax on buildings of commercial organizations and cooperatives was set as 1 % of the
tax base, being the asset value as stated in the balance sheet to 1 January of current
calendar year. Following this regulation, in 1952, an Act on local charges was adopted.*’
On 30 November 1961, the regulation regarding the house tax changed again.'®

Early in the 1990s, two important laws regarding the taxation of real properties were
adopted, the first being an Act on Local Charges'® and the second an Act on Real Property
Tax?°. The Act on Local Charges replaced the former regulation and enabled the
municipalities to impose a charge on the use of a flat or a part thereof used for other than
residential purpose, and paid by the user of such a flat/part per month for every occupied
m? of floor area. The Local Charge was imposed on non-residential premises, buildings,

2 For more see Slovinsky, A., Girasek, J. Ceskoskovenské finanéné pravo (Czechoslovak Financial Law).
Bratislava: Obzor, 1974. P. 180.

¥ Radvan, M. Zdan&ni majetku v Evropé (Property Taxation in Europe). Praha: C. H. Beck, 2007. P. 25.

4 Act no. 80/1952 Coll. on House Tax which abolished the provisions of the Act no. 76/1927 Coll. regarding
the mentioned tax.

5 Local national commities were the public administration bodies in the territory of municipalities in
Czechoslovakia between 1945-1990 implementing its authority in all departments. For more see Government
regulation no. 14/1950 Coll. on organisation of local national committees.

18 In the case of rented buildings, the tax rate was set in the amount of 45% and 50 % (if the tax base exceeded
30,000 CSK). Regarding non-rented buildings, the tax was calculated according to the built area of building and
was taxed at 4 CSK per m? (villages with over 1,000 inhabitants), 6 CSK (towns with over 6,000 inhabitants),
10 CSK (towns with over 25,000 inhabitants), 13 CSK (towns exceeding 25,000 inhabitants), and 25 CSK in
Prague, Brno, Bratislava, and spa towns (for details see Cervena, K. Zdafiovanie na tizemi Slovenska v
historickom kontexte (s akcentom na priame dane) (Taxation in the Territory of Slovakia in the Historical
Context (with Emhasis on Direct Taxes)). In Financie, uétovnictvo, dane 2014 so zameranim na sucasné
problémy (Finance, Accounting, Taxes 2014 with Focus on Current Problems). Kosice: Vydavatel'stvo
Ekoném, 2014. PP. 26-45.

7 The Act no. 82/1952 Coll. on Local Charges. Implementation of this law was secured by Decrees of the
Ministry of Finance no. 161/1960 Coll. on the derogation of some local fees and regulation the local charge on
dogs, no. 67/1966 Coll. on Local Charges, and no. 218/1988 Coll. on Local Charges on Dogs and Spa Charge.
18 The reason was the newly adopted Act no. 143/1961 Coll. on House Tax.

19 Act no. 544/1990 Coll. on Local Charges.

20 Act no. 317/1992 Coll. on Real Property Tax.
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halls, and roofed structures connected to the ground with solid foundations and situated
within the jurisdiction of the municipality and used for business or other entrepreneurial
activities.

The 1992 Act on the Real Property Tax? declared the tax as a State tax even though it
was administered by municipalities which were also the beneficiaries of its yield. The
imposition of the tax was enacted by this Act, and, as a result, the municipalities were
entitled to grant reliefs through their GBR. The regulation itself was significantly similar
to the current one.?? Thus, tax was levied on lands, on structures, on flats and on non-
residential premises, and for this reason these are not mention in detail here. The real
property tax in its current form was introduced in 2004 by the Act on Local Taxes, which
abolished the former regulations?.

1.2 Position of property tax
1.2.1 Relationship between real property tax and real estate transfer taxes

In addition to the taxation of real property, the legislation of many countries applies taxes
on the transfer of real properties, as did Slovakia before 1 January 2005. The so-called
triple tax was established by Act no. 318/1992 Coll. on inheritance tax, tax on donations
(gifts), and the tax on the transfer of real property with effect from 1 January 1993. The
inheritance tax was levied on the value of the real estate which passed to the beneficiaries.
The tax base of tax on donations (gifts) was defined as the open market value in the case
of movable property and the value set in accordance with the special regulation? in case
of immovable property. The tax in each case was decreased by a non-taxable amount
(dependant on the proximity of relationship of the deceased and heir, or donor and donee).
The tax base in the case of the tax on the transfer of real property was the price agreed
between the contractual parties but not less then amount set according to a special
regulation.?® The tax rates were set differently for each of the three taxes and these were
divided into three levels for various taxpayers according to proximity of their relationship
to deceased/donor/transferor.?® This act was abolished by the Act no. 554/2003 Coll. on
the Transfer of Real Property and on the change and amendment of the Act no. 36/1967

2 Act no. 317/1992 Coll. on Real Property Tax.

22 \With slight differences, though, e.g. the basic statutory tax rates were multiplied by a coefficient (1.0 to 4.0)
according to size of municipality based on the number of inhabitants and the administrative importance of a
particular town (7 levels) and separately for the capital city of Bratislava (coefficient 4.5) (see more e.g. Art. 6
par. 4 of the Act no. 317/1992 Coll. on real property tax).

23 by the Act no. 317/1992 Coll. on real property tax and Act no. 544/1990 Coll.

2 Decree of the Ministry of Finance no. 465/1991 Coll. on prices of structures, lands, permanent grasslands,
fees on establishment of right of special use of lands, and compensations for temporary land use.

% Decree of Ministry of Finance no. 465/1991 Coll. on the prices of structures, lands, permanent grasslands,
fees on establishment of right of special use of lands, and compensations for temporary land use in connection
with Decree of Ministry of Finance no. 255/2000 Coll. on the Determination of the Value of an Undertaking,
its parts, and the constituents of the assets of the undertaking.

% See more in Bujiidkova, M. Daii z dediéstva, dafi z prevodu a prechodu nehnutel'nosti, cestnd dai (Inheritance
Tax, Tax on Transfer of Real Property, Road Tax). Kosice: Calypso, spol. s r.0., 1993. P. 49.
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Coll. on Experts and Interpreters, as amended. The name of the Act might be misleading
regarding its purpose since it really established a modified transfer tax, however, only for
a special transitional period from 1 January to 31 December 2004 in which a transfer tax
with the rate of 3 % was applicable. Thus, the inheritance tax and tax on donations have
been abolished with effect from 1 January 2004, and the tax on the transfer of real
property with effect from 1 January 2005. The main reason for their abolition was the
inefficiency of the taxes resulting from their low yield and high costs of administration.

1.2.2  Role and importance of real property tax

Real property tax is a standard and stable part of tax systems of countries worldwide. It
is also one of the oldest taxes, as its history shows its application in ancient times.?” As
mentioned above, in the current territory of Slovakia the property tax has its roots in the
Middle Ages. In relation to its importance within the Slovakia, this tax does not constitute
a major revenue source for municipal budgets. In 2016, the revenue of the real property
tax reached 336,359,000. EUR, which represented 0.414 % of the country's GDP? and
3.04 % of the total tax revenues of the State budget®® which leads to the conclusion that
the tax has little significance in the view of the State as a source of income. This tax
however provides 7.66 % of the total municipal revenues and 23.46 % of the locally-
raised revenues of municipalities, which is not as negligible as the former data implies.3!
The development of the revenue is shown in Table 2.1 below. This statistical data
demonstrates that the real property tax is the most important own-revenue source of
municipalities; however, it does not provide enough to secure their financial
independence.®

27 Stary, M. et al. D&jiny dani a poplatkt (History of Taxes and Charges). Praha: Havli¢ek Brain Team, 2009.
28 Ministry of Finance of the Slovak Republic. Budget of public administration for years 2017 —2019. available
at:

http://www.finance.gov.sk/Default.aspx?CatID=11224.

2 GDP of Slovak Republic in 2016 was 81,153.97 million EUR. Source: Statistical Office of Slovak Republic.
GDP by income approach at current prices. Available at:
http://datacube.statistics.sk/#!/view/sk/\VBD_SK_WIN/nu1037rs/HDP%20d%C3%B4chodkovou%20met%C
3%B3dou%20v%20be%C5%BEN%C3%BDch%20cen%C3%A1ch%20%5Bnul1037rs%5D.

30 Including the real property tax revenue. Data source:

Ministry of Finance of the Slovak Republic. Ongoing implementation of the state budget. Available at:
http://www.mfsr.sk/Default.aspx?Cat|D=3569.

31 See more Molitoris, P. Vlastné finanéné zdroje izemnej samospravy a komunalna reforma (Own Financial
Resources of Local Self-Government and Communal Reforms). In Uzemna samospriva v procese
decentralizacie verejnej spravy (Territorial Self-Government in the Process of Decentralisation of Public
Administration). Kogice: P. J. Safarik University in Kogice, 2010. PP. 77-85.

32 See in detail: Romanova, A. Miestne dane ako zdroj prijmov rozpoétov izemnej samospravy (Local Taxes as
a Source of Local Self-Government Revenues). In Verejné financie Slovenskej republiky — vybrané aspekty a
tendencie vyvoja (Public Finance of the Slovak Republic — Assorted Aspects and Development Tendencies).
Kosice: P. J. Safarik University in Kosice, 2011. PP. 63-68. Kicova, A., Strkolec, M. Vzajomné finanéno-pravne
vzt'ahy jednotiek izemnej samospravy (Mutual Financial and Legal Relations of Self-Government Units). In
Finanse samorzadu terytorialnego (Local Self-Government Finances). Radom: Wyzsza Szkola Handlowa, 2012.
PP. 381-391; Strkolec, M. Prijmy miestnych dani — tstavné predpoklady a realita (Local Taxes Revenues —
Constitutional Preconditions and Reality). In 15 rokov Ustavy Slovenskej republiky (15 Years of the
Constitution of the Slovak Republic). Kogice: P. J. Safarik University in Kosice, 2008. PP. 338-343.
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Table 2.1: Real property tax revenue

Revenues of

municipalities:*
Total RPT revenue
(thousands of EUR)
RPT revenue as percentage
of local tax revenue
RPT revenue as percentage
of tax revenue (with transfer | 18.73 % | 16.96 % | 18.19 % | 18.41 % | 17.83 % | 16.42 % | 15.35 %
of state taxes®)
RPT revenue as percentage
of total local revenues
RPT revenue as percentage
of total revenues of 6.63% | 6.87% | 8.05% | 820% | 7.95% | 7.07% | 7.66 %
municipalities
Source: Author's own processing on the basis of data provided by Ministry of Finance of the Slovak
Republic. %

2010 2011 2012 2013 2014 2015 2016

266,284 | 274,564 | 304,479 | 316,790 | 320,453 | 324,053 | 336,359

62.48 % | 62.49 % | 63.88 % | 64.06 % | 64.52 % | 64.03 % | 64.35 %

16.70 % | 20.10 % | 23.86 % | 23.05 % | 20.94 % | 20.46 % | 23.46 %

Table 2.2: Municipal revenues structure (in thousands of EUR)
Total
municipal 2010 2011 2012 2013 2014 2015 2016
revenues:
All tax

revenues, 1,421,927 | 1,618,979 | 1,674,254 | 1,721,501 | 1,797,688 | 1,973,877 | 2,191,840
of this:

- All local
tax 426,208 439,388 476,667 494,527 497,121 506,065 522,675
revenues*
Grants and
transfers
Non-tax
revenues
Other
revenues
*Revenues highlighted in bold are of a local nature

Source: Author's own processing on the basis of data provided by Ministry of Finance of the Slovak
Republic. 36

1,425,801 | 1,453,242 | 1,310,702 | 1,261,739 | 1,198,298 | 1,528,485 | 1,285,847

439,305 411,852 501,053 618,646 398,467 612,293 594,311

728,630 514,504 298,554 261,363 398,467 465,361 316,950

3 Data source: Ministry of Finance of the Slovak Republic. Budget of public administration for years 2018 —
2020. Available at: http://www.finance.gov.sk/Default.aspx?CatID=6958.

3 Transfer of state taxes to municipalities in 2010 was 995,719,000 EUR, in 2011 was 1,179,591,000 EUR, in
2012 was 1,197,587,000 EUR, in 2013 was 1,226,525,000 EUR, in 2014 was 1,300,567,000 EUR,in 2015 was
1,467,812,000 EUR, and in 2016 1,669,165,000 EUR.

% Ministry of Finance of the Slovak Republic. Budget of public administration for years 2018 — 2020. Available
at: http://www.finance.gov.sk/Default.aspx?CatID=6958; Ministry of Finance of the Slovak Republic. Ongoing
implementation of the state budget. Available at: http://www.mfsr.sk/Default.aspx?CatID=3569.

% Ministry of Finance of the Slovak Republic. Budget of public administration for years 2018 — 2020. Available
at: http://www.finance.gov.sk/Default.aspx?CatID=6958; Ministry of Finance of the Slovak Republic. Ongoing
implementation of the state budget. Available at: http://www.mfsr.sk/Default.aspx?CatID=3569.
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The property tax system in Slovakia is based on a single local property tax levied
separately on lands, buildings, flats and non-residential premises. A division between
these separate objects is necessary because of the lack of the application of principle of
“superficies solo cedit«*" in the Slovak legal order, which results in situations where
constructions built on particular plots of land and the plots themselves are on different
ownerships.

Itis a local tax fully administered by local self-government, i.e. municipalities, which are
also the beneficiaries of the tax and have been granted quite wide powers to regulate this
tax according to their local needs. The principle of legality of taxes is established under
the Constitution of the Slovak Republic®. It stipulates that taxes may be imposed by
statute or on the basis of a statute. In the case of the real property tax and the other local
taxes, the tax is imposed by municipality on the basis of the statute, however, the statute
itself does not impose the duty of a taxpayer to pay the tax if the municipality itself does
not wish to levy such a tax.% The tax is predominantly based on the area of property and
its use, with a variety of tax rates applied, depending on the types of properties, their use
and location, which actually serves as an adjustment of the predominantly area-based type
of real property tax.

1.3 Legal basis and structural components of real property tax

The taxation of real properties is based on the Act on Local Taxes. On the basis of this
Act, every municipality, i.e. tax administration, is authorised to impose real property tax
and set the details of its regulation by means of GBRs. These regulations are the only
means of actually imposing the tax and the provisions of the Act on Local Taxes regarding
the details to be determined for this purpose (including tax rates, the value of building
plots and, to a limited extent, some other types of plots, any floor surcharge, additional
exemptions and rebates, and instalments).

The objects of real estate tax in Slovakia are: (i) lands, (ii) buildings*’ , (iii) flats and non-
residential premises in residential buildings. The real property tax is therefore threefold,
comprising the tax on lands, the tax on buildings, and tax on flats and non-residential
premises. There are, however, numerous cases when certain properties are not subject to
tax.*! Lands and buildings are further devided: lands according to their classification
within the Land Registry, and buildings according to their use.

37 i.e. what exists on the surface is in the ownership of the land owner.

3 Particularly in article 59 of the Act no. 460/1992 Coll. the Constitution of Slovak Republic.

% See more Vernarsky, M. Obec ako subjekt opravneny ukladat’ miestne dane (Municipality as a Subject
Entitled to Impose Local Taxes). In Uzemna samosprava ako forma verejnej moci (Territorial Self-Government
as a Form of Public Authority). Kosice: P. J. Safarik University in Kogice, 2012. PP. 155-164.

40 but not those in the course of construction, which are taxed as part of the land tax.

41 Regarding the tax on land, the tax is not levied in case of: (i) parts of built-up areas and courtyards where
constructions subject to buildings tax or tax on flats and non-residential premises are situated; (ii) lands or parts
thereof on which are situated roads, state and regional railways; and (iii) lands or parts thereof where
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The Act on Local Taxes grants obligatory exemption from taxation to:

(i) properties owned by the municipality being the administrator of the tax;

(if) lands and buildings owned by other states in the use of natural persons who are
being granted privileges and immunities under international law, on condition of
reciprocity;

(iii) properties owned by registered churches and used for religious purposes;

(iv) properties owned by public universities or by the State and in the use of public
universities or the Slovak Academy of Science, and used for education or science;

(v) properties owned by the State or self-governing units and used for schools;

(vi) public parks owned by medical facilities providing inpatient hospital care; and

(vii) properties owned by the Slovak Red Cross.

Following the Act on Local Taxes, each municipality may also either fully exempt or
grant a rebate to the tax payable on other properties pursuant to social objectives (e.g.
those owned by elderly or severely disabled persons, persons in material need); those used
in the public interest (schools, hospitals, parks and playgrounds, national parks, public
transport, social assistance purposes, etc.); or properties with a low value or low usability.

1.3.1 Taxbase

The Act on Local Taxes determines the tax base separately for lands, buildings, flats, and
non-residential premises*, and there are different means of determining the base of tax
on lands depending on the type of plot.

The tax base for arable land, hop gardens, vineyards, orchards, and permanent grassland
is the value of the land without crops, calculated as the area of land in square meters
multiplied by value of 1 m2* Nevertheless, within the GBR, the tax administrator
(municipalities) may establish a different land value not exceeding 50 % of average land
value of the particular district where the one stated in the Appendix to the Act is 0. Other
land values may be used only on condition that the taxpayer does not prove a different
value of the particular land by means of an expert’s opinion.

Concerning gardens, built-up areas and courtyards, other areas (not otherwise classified),
and building lands, the tax base is the value of land calculated as the area of land in square

constructions not subject to the building tax are situated. As regards the tax on constructions: (i) residential
buildings with flats and/or non-residential premises subject to tax on flats and non-residential premises; and (ii)
dams, water mains, sewerage, facilities for flood protection and distribution of thermal energy are not subject
to tax either.

42 Non-residental premises refers to only ,,parts* of buildings (like separate units) - not buildings as whole (e.g.
in a block of flats or other housing building. Some premises for example, in a basement or a ground floor may
be let for non-residential purposes e.g. to an artist who uses it as an atelier, to a lawyer who uses it as an office,
or someone who uses it as shop.

43 This value is stated by the Appendix no. 1 to the Act on Local Taxes and amounts to approximately 0.15 —
0.60 EUR per m?; up to 0.20 EUR per m? for grassland.
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metres multiplied by the value of 1 m? of land, as stated in Appendix no. 2 to the Act on
Local Taxes.*

Other values may be set by a GBR of the municipality but only regarding building plots.
In the case of forest lands with economic woods, ponds with fish farming and other
economically used water areas, the tax base is the value of the land without vegetation,
calculated as the area in square meters multiplied by value of 1 m? in accordance with the
regulation establishing the general value of assets, i.e. expert’s opinion. However, by
means of a GBR, the tax administration may establish other land values instead.*®

In relation to the tax base on buildings and on flats/non-residential premises, its
determination is solely based on the area of property. The tax base for buildings is the
buildt area in square meters. By the »built area« is meant the larges above-ground floor
based on a plan view of the building®. the plan view of the building at the most extensive
above-ground floor (in case of constructions of underground collective garages, it is the
underground floor) which provides the opportunity for the tax administration to tax
atypical constructions. In the case of flats and non-residential premises, the tax base is the
floor area of a particular flat or non-residential unit in square meters.

1.3.2  Taxpayers

Defining the individuals that become taxpayers of all of the three parts of the real property
tax is dependent on various factors. Primarily, the taxpayer is the owner of the property,
and in cases where the property is owned by the State, municipality, or self-governing
region, the ownership should be registered in the name of the administrator in the Land
Register in the case of lands. In the case of a land consolidation process, if, however,
natural or legal persons are entitled to use replacement land until the completion of the
land consolidation process, they become the taxpayer. In case of leased lands leased for
a term of five years or more*” and leased buildings administrated by the Slovak Land
Fund, the lessee becomes the taxpayer instead of the lessor. If neither of the above is
applicable, the taxpayer of land tax and/or tax on buildings is the person who actually
uses or occupies the land or buildings. The latter means of determining the taxpayer is
necessary because of the problems in identifying the actual possessor of proprietary rights

4 This Appendix no. 2 stipulates the values of these types of lands in relation to the size of municipality,
particularly by number of their inhabitants. This criterion determines 8 classes of municipalities with particular
value of mentioned types of lands.

45 Such other land value may only be used on condition that the taxpayer does not prove other value of particular
land by means of expert’s opinion.

“6 1t means that if the floors of the building are not equal (like pyramid shape or others), the tax base is the
largest floor even if this one is not the ground floor. The purpose of this is to combat the evasion, if the ,,shape*
of the building is atypical

47 In this case, only on condition that: (i) the lease will last at least 5 years and the lessee is registered in the
Land register, or (ii) the object of the lease contract is the land administrated by the Slovak Land Fund, or (iii)
the object of the lease contract is the replacement land of the person entitled to use replacement land until
completion of the Land Consolidation.
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(inherited from the former socialist system) and the frequent situations in which the real
owner of property remains unknown or absent.

1.3.3 Tax rates

Primary annual tax rates are stipulated by the Act on Local Taxes and these are: 0.25 %
per square metre of land for the land tax; 0.033 EUR for each square meter of plan area
for the tax on buildings; and 0.033 EUR for each square meter of the area for the flats/non-
residential premises tax.

Municipalities may set different tax rates by the issuance of a GBR, the application of
which is a common practice. Moreover, they are allowed to determine different rates of
tax for different types of lands, buildings, flats, and non-residential premises and to take
into consideration also the use of the buildings and the location of particular property —
e.g. in relation to the city centre, cadastral areas, other zones, or otherwise.®® This
diversification of tax rates can be fully adjusted to local circumstances and used as a tool
of local tax policy for each municipality, since the Act on Local Taxes gives the
municipalities almost full powers to determine different tax rates within its jurisdiction
or parts of it.

Originally, on the adoption of the Act on Local Taxes, the municipalities had no
limitations regarding the power to determine tax rates; since then, legislation has made
several amendments to the Act on Local Taxes to limit this power. Currently, the
differently determined rates must meet two prerequisites: firstly, regarding the
determination of zones, (i.e. individual parts of area of municipality where different tax
rates are to be applicable) must be a geographically compact part of the municipality
comprising a minimum of 5 % of the municipality's the property tax taxpayers and be
established by a GBR of the municipality*®. An individual part of the municipality may
be formed by a street, neighbouring streets or neighbouring plots of land. Secondly, the
municipalities are now limited as regards the level of tax rates.® In the case of multi-

8 In larger towns, it is standard to set 2-4 zones usually based on traditional divisions such as: city centre, wider
centre, and suburbs, but it depends on each municipality as to what kind of division, if any, it choses.

9 as stipulated by the Act of Local Taxes in Art. 17a.

%0 There are several limitations: (a) the highest rates stated in the GBR must not exceed the basic statutory rate
by more than five times in the case of arable land, hop gardens, vineyards, orchards, and permanent grassland;
(b) the highest rates stated in the GBR must not exceed the basic statutory rate more than 10 times in the case
of forest lands with economic woods, ponds with fish farming and other economic used water areas; (c) the rate
regarding the land tax on lands functionally connected to a nuclear facility must not exceed the rate stated by
the Act more than 100 times; (d) the highest rates stated in the GBR must not exceed the lowest rates stated in
the same regulation for these lands by more than 5 times the land tax on other types of lands; (e) special tax
rates regarding the lands for which a permit for the extraction of unlisted minerals was issued and lands on
which facilities producing electricity from solar energy, transformer stations or (moveable) market stalls are
situated may be determined by the municipality even beyond the above limitations: however, the maximum
limit stated under letter (d) above must be kept; (f) the highest rates stated in the GBR must not exceed the
lowest rates stated in the same regulation by more than 10 times regarding the buildings tax, the tax on flats and
non-residential premises.
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storey buildings, the municipality may impose a “floor surcharge« in the amount of a
maximum of 0.33 EUR per floor, except for the first aboveground floor. Since this
increases the tax rate, it becomes a sort of coefficient enabling the much higher taxation
of multi-storey buildings. Changes in tax rates and in the amount of floor surcharge are
made with effect from the 1 January of each year. An example of the differential tax rates
is the city of KoSice (Table 2.2), where three location zones are established (zone I — city

and other non-business activities

center, zone Il — wider center, zone 111 — suburbs):
Table 2.3: Real property tax rates determined by the city of Kosice, applicable in
2017
Zone I. Zone ll. Zone Il Statutory rate
/Arable land, hop gardens, vineyards, orchards, 04% 0.4% 0.4%
permanent grassland
Gardens 1.25% 1.0 % 1.0 %
§ Built-up areas and courtyards, other areas 1.25% 1.0% 0.75 %
= Forest lands with economic woods, ponds with
§ fish farming and other economic used water 0.35 % 0.35 % 0.35% 0.25 %
areas
Building plots 1.25% 1.0% 1.0%
Plots with transformer station or (temporary 0 o o
market stalls) 1.75% 15% 15%
Residentials and smaI_I buildings with 040 EUR 0265EUR | 0.265EUR
complementary functions
Constructions for agricultural production
(m_clu_dmg warehouses and administration 0.20 EUR 0.20 EUR 0.20 EUR
buildings), greenhouses, structures for water
management
§ Cottagc_as and buildings for individual 1.00 EUR 1.00 EUR 1.00 EUR
2 recreation
2 Freestanding garages, collective garages 1.15EUR 1.00 EUR 0.80 EUR
=]
= Underground collective garages 1.00 EUR 0.85 EUR 0.65 EUR
@ Industrial buildings, buildings for energy and 0.033 EUR
construction industry (including warehouses 4.00 EUR 3.50 EUR 3.50 EUR
and administrative buildings)
Buildings for other business/employment
activities (including warehouses and 550 EUR 5.00 EUR 4.20 EUR
administrative buildings)
Other buildings 3.00 EUR 2.- EUR 1.00 EUR
'g Flats 0.398 EUR | 0.332 EUR 0.332 EUR
[}
% & [Non-residential premises for other
Z E [|ousiness’employment activities (including 3.00 EUR 2.00 EUR 1.50 EUR
e g storage and administrative premises) 0.033 EUR
§ Non-residential premises for helath facilities 1.70 EUR 1.30 EUR 1.00 EUR
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Zone I. Zone ll. Zone Il Statutory rate

Non-residential premises used for garaging 1.15 EUR 1.00 EUR 1.00 EUR

Source: Author's own processing on the basis of GBR of city of Kos$ice no. 132 on local taxes as
amended.

Recently, there has been a challenging discussion regarding the actual power of the
municipalities to set the tax rate at their discretion, within the statutory limits, because of
the cases of almost abusively high rates imposed by some municipalities on particular
types of properties. The Constitutional Court of Slovak Republic has decided® on a case
in which a group of parliament representatives challenged the power of a municipality to
set the tax rates by GBR, i.e. a bylaw, even when the power to do so is delegated by
statute. The complaint has been rejected underlining the constitutional principle of the
imposition of taxes set by art. 59 of the Constitution and the autonomous powers of
municipalities performed in accordance with the Act on Local Taxes and other statutes.
Nevertheless, there were numerous different opinions published within the reasoning of
the Court's findings, which has starting a lively debate on the actual meaning of the
constitutional “on the basis of the Act«.

1.3.4  Tax calculation

Tax is calculated as the tax base (value times area or just the area, as mentioned above)
times the tax rate. In the case of multi-storey buildings, the tax rate is increased by the
multiplication of a floor surcharge and number of floors.5? In multi-purpose buildings, a
partial tax corresponding to one purpose of use is calculated as the multiplication of the
built-up area, a partial tax base (which is calculated as a portion of the flat area used for
particular purpose to total flat area),®® and the relevant tax rate. The whole tax payable is
then calculated as a totality of the partial taxes.

1.4 Administration and enforcement

The administration of real property tax lies with the municipalities which are the tax
administrators of local taxes. Within the exericse of their powers, they are required to
follow the regulation of tax administration stipulated by two acts; firstly Act no. 563/2009
Coll. on Administration of Taxes (Code of Tax Procedure) and on the change and
amendment of certain laws, as amended in order to deterime the standard process of the
administration of taxes, and, secondly, the Act on Local Taxes, regulating certain
peculiarities of the administration of local taxes. The later act is then lex specialis in
relation to the former.

5 Finding of the Constitutional Court of Slovak Republic of 22 January 2013, case PL. US 5/2012.
52].e.: TBx TR = TB x [TR + (surcharge x number of floors)], where TB is the tax base, and TR is the tax rate.
%3 See Decision of Supreme Court of Slovak republic of 19 March 2014, case 6Sz£/29/2013.
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The administrator of the real property tax is the municipality that imposes the tax on real
estate within its jurisdiction, which means that, currently, with 2,927 municipalities
(excluding military districts), there are almost as many real property tax administrators
within the Slovak Republic.5* These gather the data necessary for the administration of
the tax primarily on the basis of the information included in tax returns filed by the
taxpayers and collected within the inspection procedure or other procedures within the
tax administration process. In addition, data are provided by public bodies and/or other
persons (e.g. those keeping various registers like the Land Registry, the Register of
Inhabitants of Slovak Republic, Registry Offices, postal services providers, banks and
other financial institutions) which are required to cooperate® with any tax administration
in Slovakia. The Land Registry includes data on 18,979,742 properties owned by a total
of 28,171,082 owners®, which means it records 18,979,742 potential objects of tax and
28,171,082 potential taxpayers, thus making it an indispensable database.

The tax procedure is based on the self-declaration of taxpayers after the acquisition of a
real property. The tax return is the primary source of information for the tax
administrations. It should be filed not later than on 31 January of the year following the
acquisition of property and thus it reflects the status as at 1 January of that particular year.
Only in the case of acquisition by auction or inheritance, is the taxpayer obliged to file it
within 30 days of the origination of the tax liability.5” The self-declaration form comprises
personal data of taxpayer,>® the identification of the property,> the legal relationship of
the taxpayer to the property (including any co-ownership), the date of the commencement
or expiration of tax liability, and the reasons for any exemptions and reliefs. Only in cases
of discrepancies or doubts as to the accuracy of the data provided, may the taxpayer be
notified as to the need to provide other explanations, evidence, etc., or that a physical
inspection may be carried out.

Itis important to mention that the tax return is filed with the tax administration responsible
for the particular property and, where a person is the taxpayer of properties situated in
different municipalities, then the taxpayer is obliged to deliver tax returns to every

54 2,887 if the division of Bratislava and Kosice into city districts are not taken into consideration. (See
Government regulation no. 258/1996 Coll. establishing a list of municipalities and military districts forming
particular districts as amended). The reason this is mentioned is that in Bratislava and Kosice, the administration
of real property tax belongs to the cities and not the city districts (as defined by the statutes of these cities).

%5 The duty of cooperation with tax administrations is based on Art. 26 of the Code of Tax Procedure and is
formulated in a very extensive way. It results in a situation in which everybody is obliged to provide any
information or data necessary for the administration of taxes and for the achievement of its purpose.

%6 Data valid as at 1 January 2016 (source: Geodesy, Cartography, and Cadastre Office of Slovak Republic.
Statistical Yearbook of land in Slovak Republic according to Land Registry of 1 January 2016. Bratislava, 2016.
P. 30, available at: http://www.skgeodesy.sk/files/slovensky/ugkk/kataster-nehnutelnosti/sumarne-udaje-
katastra-podnom-fonde/statisticka-rocenka-2015.pdf).

57 That is the first day of month following the acquisition of the property (Art. 18 par. 2 of Act on Local Taxes).
% These being: name, address and birth number (i.e. a universal unique identification code) of a natural person
or business name, registered office, and identification number of a legal person, phone/e-mail contact, and the
number of a bank account if applicable.

% Including: the kind of property, its specification, location, area, purpose, areas serving different purposes in
the case of multi-purpose uses, and the number of floors in case of structures.
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individual tax administration separately. The tax administrations (municipalities) are not
obliged to forward any misdirected tax returns to the correct tax administration. If the
data or other relevant conditions do not change for the following years, taxpayers do not
need to further file annual tax returns. If, however, circumstances do change, the reporting
of such a change is subject to the filing of an amending tax return.

The real property tax is, however, not based on self-assessment by the taxpayer. On the
basis of the tax return, the actual tax is assessed by the tax administration in a separate
decision which meets all the criteria relevant to decisions on tax matters according to
Code of Tax Procedure. The assessment and its notification to the taxpayer is performed
annually. Should the tax administration fail to assess the tax in particular tax year®°, the
right to do so expires after five years from the end of the year in which the tax for relevant
tax period should have been assessed®®.

Tax is paid on the basis of the final decision of the tax administration. Within the GBR,
the tax administraiton may allow the payment of tax by instalments, which is a common
practice. Tax is due within 15 days of the decision, and, in the case of instalments, the
payment periods are specified within the decision of the tax administration by which the
tax is assessed.

The taxpayer has several means of payment, including bank transfer, postal order, or in
cash (up to 300 EUR). The taxpayer is entitled to use all the remedies provided by the
Code of Tax Procedure (common for all taxes). Since the Code is fully applicable to local
taxes, the taxpayer of real estate tax is entitled to exercise all the rights to which are
enjoyed by the taxpayers of State taxes. The administrative remedies are divided into
»ordinary« (being the right to appeal, and objection), and extra-ordinary (being a retrial,
and a review of a decision in the absence of an appeal). The most common administrative
remedy is appeal.

141  Appeal

An appeal may be submitted within 30 days of the delivery of the decision of tax
administration (on the tax assessment). The only necessary requirements are that: (i) the
appeal should be submitted by a person entitled under the Code of Tax Procedure, i.e. the
taxpayer (or its representative); (ii) within the specified time period; and (iii) it should not
challenge the sole reasoning of the decision®. Apart from these, there are no specific
requirements for an appeal and thus the taxpayer may challenge the decision both in fact
and in law (but not the underlying reasoning of the tax assessor). An appeal has

€ pursuant to art. 99f of the Act on Local Taxes.

6 Thus, a municipality will lose the right to assess the tax but only for that year from which more than 5 years
has already passed — not for the future, e.g. in 2018 you can be delivered your tax assessement back to 2013 for
not previous years.

62 Thus, if a taxpayer agrees with the amount of tax payable according to the decision, but does not like how the
tax administrator reasoned the calculation of the tax (or any other aspects mentioned in the reasons of decision),
an appeal is not possible. An appeal must challenge the amount of tax itself not only what is said in the reasoning.



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 95
A. Romanova: Adequacy of Current System of Property Taxation in the Slovak Republic

suspensory effect, which is a very important feature. Appeals are submitted to the tax
administration which may allow the appeal or pass it to the appellate body, i.e. the
Financial Directorate of the Slovak Republic. The appellate body is entitled to search for
and accept new evidence, or recall the decision and require the tax administration to
deliver a new decision after reconsidering all the evidence.®®

The judicial remedies are actions against the decisions or administrative processes
decided on by the ordinary courts within an administrative judiciary. The actions are
decided on by county courts and the rules applicable are common for all administrative
judiciary actions. A cassation complaint to the Supreme Court of Slovak Republic is
admissible against county court decisions. As the last possible remedy, there is the
opportunity for a constitutional complaint alleging a breach of fundamental rights and
freedoms which will be decided on by the Constitutional Court of Slovak Republic. A
constitutional complaint may be admissible only on condition that all the ordinary
remedies had been exhausted.

1.4.2  Enforcement proceedings

If tax owing is not paid within the above period, the tax administration is obliged to
initiate tax enforcement proceedings. There are two alternatives ways to do this. Firstly,
there is a complex regulation of tax enforcement procedures stipulated by the Code of
Tax Procedure, that entitles tax administrations (including municipalities) to undertake
the tax enforcement procedure. Secondly, there is a standard civil enforcement procedure
(i.e. to assign a civil bailiff)5 as an alternative; however, only the municipalities are
entitled to use this method. The standard civil enforcement procedure is usually
implemented in the cases of small municipalities that are either understaffed or short of
qualified stuff. The tax enforcement procedure is initiated by the issuance of a decision
to adopt this tax enforcement procedure. Next, the tax debtor is given written notice to
pay the outstanding tax within a given period, after the expiry thereof a warrant of
execution is issued.

The Code of Tax Procedure provides the tax administration with numerus® means of
enforcement. These are: deductions from wages or other income; direct deductions from
the taxpayer's bank account; sale of movable/immovable property, securities, and of a
business enterprise or part thereof; the taking of cash; and finally, the impairment of
material rights if the taxpayer is a shareholder of a business company. Enforcement of the
tax due is not the only sanction applicable in the tax procedure. Failure to meet the duties
of a pecuniary and/or non-pecuniary character gives rise to the payment of interest on the

% For more see Molitoris. P, Vernarsky, M. Opravné prostriedky pri sprave miestnych dani v Slovenskej
republike. (Remedies in Administration of Local Taxes). In Novy spravni fad a mistni samosprava II (New
Administrative Ordinance and Local Self-Government). Brno: Masaryk University, 2007. PP. 260-269.

5 In line with Act no. 233/1995 Coll. on Court Bailiffs and Enforcement Procedures (Code of Enforcement
Procedures) and on the changes and amendments of certain laws, as amended.

% the exhaustive list.
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outstanding debt and fines. Non-payment of outstanding tax also gives rise to the payment
of the interest on that amount at a minimum?® of 15 % of due tax until the day payment is
made (over a maximum of four years).

The fines are imposed for numerous violations, e.g. a taxpayer failing to file a tax return
faces a fine of between 5 to 3,0008” EUR but not more than the actual amount of tax.%
The revenue gained by the interest and fines paid are the income of the particular
municipality. Another interesting means of forcing taxpayers to pay taxes is the right of
municipalities to publish the list of tax debtors on their websites. This applies to natural
persons with a debt in excess of 160 EUR and for legal persons with a debt exceeding
1,600 EUR.

15 Challenges and future developments

In recent years, the Government of the Slovak Republic (perhaps also due to pressure
from the EU®?) has been seeking a fundamental reform of tax base of the real property
tax.” The proposal is that the tax base should move from an “area based« System to an
“ad valorem« system, which has been presented in the last few national programmes of
reforms in Slovakia. The pressure for change seemed most urgent around 2013, when the
declaration within the above-mentioned programmes envisaged a brave time horizon for
the implementation of the reform™.
The “National reform programme of the Slovak Republic 2014« stated that:
Taxes on real property in the Slovak Republic as compared to other OECD or EU
countries raise a less important part of revenues of local self-government. The system
in its current configuration (the tax rate in EUR on the basis of the size of the habitable
area) is less efficient and less fair because the tax base does not reflect the real value
of real property (defined by size of settlement, location of property, its age, ancillaries
and other parameters) but only its area. This, in turn, leads to a different effective tax
burden on the property (as a ratio between the tax paid and the price of the immovable
property) and shows the regressive effects of the system. As far as tax equity is
concerned, an optimum solution is to configure the system in such a way that the tax

% Four times the base interest rate of European Central Bank on the day of the delay.

67 Also, 10 to 6,000 EUR for disregarding a notice from the tax administration after failing to observe the
statutory period.

% In case of the failure to fulfill the notification duty, or the declaration of data based on which the tax would
have been assessed in a lower amount than that assessed by tax administration (a fine of 10 % of the difference
between the later and the former amount).

8 See Council Recommendation of 8 July 2014 on Slovakia’s 2014 national reform programme and delivering
a Council opinion on the Stability Programme of Slovakia, 2014 (2014/C 247/23).

™ Prievoznikové, K., Vojnikova, 1. Vychodiska a prognézy miestnych dani (Backgrounds and Prognosis of
Local Taxes). In Financie, u¢tovnictvo, dane 2014 so zameranim na sucasné problémy II (Finance, Accounting,
Taxes 2014 with Focus on Current Problems II). KoSice: Ekonomicka univerzita v Bratislave,
Podnikovohospodarska fakulta so sidlom v KoSiciach, PP. 58 et seq.

"t Exact proposals will be finalised in the course of 2013 and a new system introduced by 2015, at the latest"
(For more see Ministry of Finance of the Slovak Republic. National reform programme of the Slovak Republic
2013. Available at: http://www.finance.gov.sk/Default.aspx?CatID=5197, 25 November 2017, P. 34).
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base will be linked to an estimated market value of the particular real estate. This
would ensure that the tax base would be changing along with the market value of the
property and the effective taxation would remain constant at an unchanged rate. The
Ministry of Finance is currently examining possible alternatives to introduce a
property tax system based on the market value of real estate properties. First steps in
the implementation of the new system will be taken after 2015.72

Such a proposal gave at least some view of the direction of future reform since no details
were published and no relevant public discussion was actually initiated, except perhaps
some political declarations followed by strong opposition from the public fearing an
increase in the level of property taxes. There are a few discrepancies regarding the above
statement of the Government, though. Firstly, in the Slovak legal order, there are no
“taxes on real property« since there is one only one tax on real property applicable.
Secondly, the formulation of “the tax rate in EUR on the basis of the size of habitable
area« is quite confusing since there is no relation between the determination of the tax
rate and the size of the property. As there is no diversification of tax rates that would be
based on size of the property, what the Government was probably trying to emphasize is
that it is the base of taxation which is the area of properties and that the tax rate should
be applied instead to the properties' market value.

Thirdly, the government’s statement uses the term that can be translated as “habitable
area«. This term usually refers to that part of the floor area of a building that includes
only the rooms the main purpose of which is living, and complying with special criteria.”
Living accommodation would, for example, exclude such spaces as halls, hallways,
staircases, toilets, bathrooms, utility rooms, closets, basements.” However, the Act on
Local Taxes uses as the tax base the built area, i.e. the gross external floor area for the tax
on buildings, and the floor area, i.e. carpet area or gross internal floor area in relation to
the tax on flats and non-residential premises. And of course there can be no »habitable
area« in relation to the tax on lands.

Fourthly, according to the Government’s declaration, the tax is based only on the area of
property, which is incorrect. Its base is largely determined by the area of the property,
but, the actual tax may be adjusted by each municipality by the use of various tax rates
depending upon the type of property, its actual use, and the location of the property within
the area of municipality, together with a floor surcharge in the case of multi-storey
buildings. Despite not being able to take into consideration other factors such as the shape
of property, accessibility, age, the particular floor level, and fixtures and fittings in
determining its tax base, it is not only the area of the accommodation that is relevant.

2 Ministry of Finance of the Slovak Republic. National reform programme of the Slovak Republic 2014.
Auvailable at: http://www.finance.gov.sk/Default.aspx?Cat|D=5197. P. 34.

8 See e.g. art 1a letter h) of Decree of the Ministry of Finance of Slovak Republic no. 465/1991 Coll. on prices
of structures, lands, permanent grasslands, fees on establishment of right of special use of lands, and
compensations for temporary land use.

™ For more on the topic see Anto$ov4, N. Quantitative parameters and their concepts as a way of comparing
technical and economical indicators of buildings. Nehnutelnosti a byvanie 2013 (1). PP. 26-38.
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Moreover, there are still cases where the value of particular types of properties becomes
part of tax base”™ and where municipalities can influence such a value, though in a limited
way (as in the case of construction plots’®). This shows that the property tax system is not
purely area based, on contrary; it is instead a calibrated area-based system, which the
Government had somehow forgotten to mention.

And finally, fifthly, there are also some concerns that need to be addressed regarding the
“estimated market value« of properties that should become the tax base. As mentioned
below, the real estate market in Slovakia is not uniformly active across the regions of the
country, and, it could be said, is relatively immature. The actual sales prices achieved are
not publicly verifiable because of the lack of public accessibility to that kind of
information, and the same applies to the price maps of real properties that are
administered by private entities, e.g. National Association of Real Estate Agencies. These
issues are critical to the success of using market value as a tax base, though, they have
not been seriously discussed at any relevant level. Information included in the above-
mentioned programme on the creation of a tool for estimating the market value of
properties on the basis of acquired data on the prices of advertised residential properties
has not yet been presented in detail. Other issues, such as the ‘costs to revenue' ratio, the
accuracy of appraisal and the appeal procedures, the frequency of revaluations, and the
keeping up-to-date with the development of market prices, need also to be taken into
consideration. Currently, the 2016 National Reform Programme in Slovakia mentiones
the task of the Government (in coordination with the Association of Towns and
Municipalities) to create the technical conditions for a change of the system of real
property taxation towards determining the tax base by the property value in order to
increase tax fairness and efficiency concerning local taxes.”

Nevertheless, there is no deadline proposed for the fulfilment of this task. The positive
news is that this task was included in the Government Manifesto for 2016 — 2020.7

> As in the already mentioned values defined by appendix no. 1 and no. 2 to Act on Local Taxes. The values
stated therein, unfortunately, are not in line with the market values or approach market values in only a small
number of cases. (In most productive areas of the country, market values are approximately at the level of the
statutory values of lands. Prices of lands on the outskirts of villages and towns are many times higher. Market
prices of lands located in less productive areas of the country reach, in many cases, only 1/3 of the statutory
values of agricultural lands.) Source: Market prices of agricultural land. Available at:
http://agrofarmy.sk/Rmenu/Informacie/Cenapody/cenapody.php) The value of forest lands, ponds, and other
economically used water areas is determined by the opinion of an expert in the particular field and therefore
reflects the whole spectrum of factors depending on the valuation methodology applied as stated by statutory
regulation.

6 For example, the GBR of the Capital city of Bratislava sets the value of 71.69 EUR per square meter as
compared to 59.74 EUR per square meter established by Appendix no. 2 to Act on Local Taxes.

" Ministry of Finance of the Slovak Republic. National reform programme in Slovak Republic 2016. Available
at: http://www.finance.gov.sk/Default.aspx?CatID=5197, P. 52.

" See page 21 of the Government Manifesto for 2016 — 2020. Available at:
http://www.vlada.gov.sk/programove-vyhlasenie-vlady-sr-na-roky-2016-2020/?pg=2.
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A question arises, as to the actual aim of the potential reform. It seems that fiscal interest
is not the most significant factor, as might be suspect from the increasing limitation of the
powers of municipalities to determine the tax rates independently, and also from
unofficial information on the slight increase in predicted revenue that might be achieved
by an ad valorem system. In support of this reasoning is the unwillingness of
municipalites to raise tax rates for political reasons as compared to their genuine interest
in increasing revenues for which the change of the tax base would be hugely beneficial.
From the latest declaration, it seems that the most important aims are tax equity as well
as the efficiency of administration. Tax equity is declared to be a reason not only for the
obviously greater »fairness« of an ad valorem system, which cannot be doubted, but also
for the huge difference in tax burden currently borne by commercial premises in
comparison with residential ones.

What should, however, be born in mind is the potential of a new system to achieve this
goal under current circumstances (mainly due to the inadequacy of the database and the
state of the development of real estate market, which are discussed below). It seems from
the already published documents of the Government, that the reform should firstly be
aimed at residential properties which, regarding the stated goals, might be considered as
the easiest property sector to start with, even though, from a fiscal perspective, starting
with the commercial properties would be more efficient because of their much higher
value and the greater availability of data.

It seems that the overall level of tax burden laid upon taxpayers of residential properties
is extremely low, which might create a good starting point for the anticipated reform.
However, a relevant database needs to be created first. In addition, beside the continuing
evidence of the political will to improve tax equity, benefits might be achieved in an
acceptable way by the further adjustment of the current regulations, specifically by the
addition of other coefficients along with those existing for the type of property, purpose
of use and location etc., until the necessary data for a more complex reform are acquired.

The second goal mentioned by the Government is the efficiency of administration issue.
Why is this subject emhasized when the overall ratio of real property tax collection is
quite impressive? There might be several reasons. It is clear that there are still surprisingly
large amounts of uncollected local taxes and local charges (which is a revenue of a
significant value for the municipalities and which is collected under same circumstances
as the real property tax)’. This problem is however, quite illogical, since a real property
cannot “move« and, after all, the seizure and sale of the property® is a standard means of

" There are many examples of villages and cities where local taxes and charges are not collected (the local taxes
and charges arrears in the largest cities in Slovakia amount to: EUR 7,510,920 in Bratislava; EUR 4,887,965 in
Kosice; EUR 2,464,410 in Tren&in; EUR 4,992,100 in Nitra; EUR 3,439,440 in Zilina; EUR 3,862,745 in
Banska Bystrica; EUR 1,069,500 in Presov - local charges not included). Source: data provided by the cities
upon author’s request, data valid as at 1 January 2018.

8 The seizure of property is not used because the process of seizure is administratively very demanding and in
the case of natural persons, the arrears are too low to justify the sale of the house. However, there is often other
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tax enforcement proceedings which can be used as the last “chance« to recover the tax
arrears. Part of the problem, therefore, may be attributed to dispossessed or untraceable
persons; however, it is unlikely to be the only reason.

The administration of local taxes involves complex application. Already mentioned are
the dual enforcement procedures (via the Code of Tax Procedure and via civil bailiffs),
unfortunately, neither of which are proving to be satisfactory. The former requires
qualified personnel to be able to manage the procedure appropriately; the second one can
be costly in cases of uncollectable debts.8 In both cases, the seizure and sale of the real
property of a tax debtor is rarely performed because of the unwillingness of the tax
administration to undertake the administratively demanding procedure. The publication
of the lists of debtors on the websites of municipalities have certain benefits, but a large
amount of tax arrears, however, remains uncollected. Thus in many cases, tax outstanding
is simply not being collected nor is the debt enforced.

Self-government powers do not only bring advantages and usually performance is
hindered by either a lack of funds or a lack of qualified personel and the absence of
appropriate processes. In this respect, the suitability of each municipality as the
administrator of local taxes responsible for all the administration tasks as at least
questionable (if not a systematic error), because a large number of municipalities are
incapable of the proper performance of all the tasks conected to their role as tax
administrator. Therefore, as the reform mentions the efficiency issue, it is clear that there
are administrative problems with which mainly small municipalities are struggling: these
should not be underestimated and tackling them as a matter of priority should be part of
the future reform, especially, considering the costs and effort that will have to be involved
in the implementation of the intended reform. Once this goal is achieved, the prospective
reform might be a welcome solution to the problems of an adequate municipal funding
source and the removal of the equity disparities. 8

2 Evolution of real estate markets
2.1 Property restitution

The issue of the restitution of properties has its roots in the injustice that resulted from
the violation of proprietary rights by the actions of the State within the process of land

properties in the possesion of natural persons like lands and there is no ,,social* problem to sell someone’s plots
if they have plenty, which is common situation.

8 For more see Romanova, A. Miestne dane ako zdroj prijmov rozpo&tov izemnej samospravy (Local Taxes as
a Source of Local Self-Government Revenues). In Verejné financie Slovenskej republiky — vybrané aspekty a
tendencie vyvoja (Public Finance of the Slovak Republic — Assorted Aspects and Development Tendencies).
Kogice: P. J. Safarik University in Kogice, 2011. PP. 63-68.

82 Compare with: Radvan, M. The Draft Reform of Land Taxation in the Czech Republic. Lex Localis — Journal
of Local Self-Government. 2012 (3) PP. 229-245; McCluskey, W.J., Plimmer, F. The Creation of Fiscal Space
for the Property Tax: The Case of Central and Eastern Europe. International Journal of Strategic Property
Management. 2011 (2). PP. 123-138.
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consolidation undertaken during the 20" century. This process was started during the
period of the first Czechoslovakian Republic after World War 18 and was fully
implemented after World War Il. This process of nationalisation affected industry,
mining, banking and insurance companies, water resources, forests, houses, small
entrepreneurships, lands of minor farmers® and other property of other persons.®® It
concerned both natural persons and legal entities.

The resulting injustice began to be addressed after 1989 with the so called restitution
statutes® which could be divided into four groups regarding the aggrieved party targeted.
The first group of acts concerns the restitution of agricultural and forestry land and other
agricultural property;®” the second one related to housing and residential property;® the
third group targeted the property of churches;® and the fourth that of persons who had
been »unlawfully« imprisoned at the time®.%

The procedures were similar, though, and followed the basic structure: the entitled
persons had to file an application with the relevant authority within the period stipulated
by one of the restitution statutes; within a certain period they were also obliged to prove
their (or their heirs”) entitlement to the property to be restituted. The fulfilment of the
conditions led to the conclusion of an agreement on the restitution of property. In cases
where agreement had not been made, the claim could be filed in a court.

8 Based on the Act no. 215/1919 Coll. on seizure of large possessions of land.

8 In this case, these were individuals forced to relinquish their movable and immovable property to common
agricultural cooperatives “voluntarily”. Those who were not willing to do so were persecuted as to their property
as well as their personal freedom. See as well: Jablonovsky, R. Genéza pravnej Upravy restiticii na tizemi
Slovenskej republiky (Genesis of Restitution Legal Regulation at the Territory of the Slovak Republic). In Dny
prava — 2010 (Days of Law — 2010). Brno: Masaryk University, 2010. P. 1537.

8 Ibid.

8 See also Sudzina, M. Navratenie vlastnictva k pozemkom na Slovensku (Restitution of Land Property in
Slovakia). In Aktualne problemy prawa w Republice Slowackiej i Rzeczypospolitej Polskiej (Current Problems
of Law in the Slovak Republic and Republic of Poland). Rzeszoéw: MITEL, 2005. PP. 437-443.

87 Act no. 229/1991 Coll. on the adjustment of ownership relations to land and other agricultural assets and Act
no. 503/2003 Coll. on the return of ownership of land and on the amendment of the Act of the National Council
of the Slovak Republic no. 180/1995 Coll. on certain arrangements for the arrangement of ownership of land.
8 Act no. 403/1990 Coll. on mitigation of the consequences of some property injustice.

89 Act no. 298/1990 Coll. on the adjustment of some property relations of religious councils and congregations
and the Archbishopric of Olomouc, Act no. 211/1990 Coll. on the arrangement of property relations between
the Greek-Catholic and Orthodox Churches, Act no. 282/1993 Coll. on the mitigation of certain property
injustices done to churches and religious societies, Act no. 161/2005 Coll. on the return of ownership of
immovable property to churches and religious societies and the transfer of ownership of certain properties

% Act no. 87/1991 Coll. on extra-judicial rehabilitations, Act no. 119/1990 Coll. on judicial rehabilitation, Act
no. 319/1991 Coll. on the mitigation of certain property and other injustices and on the authority of the State
administration bodies of Slovakia in the area of extrajudicial rehabilitation.

1 See Hodasova, B. Restitlicie — stale aktualna téma (Restitutions — Still Live Topic). EPI, 28 April 2014.
https://pp.aion.cz/odborny-clanok/restitucie-stale-aktualna-tema.aspx; as well as Jablonovsky, R. Genéza
pravnej Upravy restitiicii na uzemi Slovenskej republiky (Genesis of Restitution Legal Regulation at the
Territory of the Slovak Republic). In Dny prava — 2010 (Days of Law — 2010). Brno: Masaryk University, 2010.
PP. 1539-1540.
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The application of the procedure was not as successful nor as »fair« as intended by the
legislators because of the general short time periods in which the primary applications
should have been filed®? and the resulting extinction of rights as the consequence of the
lapse of the application periods. Another reason was extraordinary length of the lawsuits
in cases brought to the courts.

2.2 Privatization

The following period can be characterised as a change in the nature of ownership relations
after the fall of the communist regime from the former State ownership to private
ownership.® The actual process of this change began before Czechoslovakia was divided
into two separate states and therefore it was drafted by the federal parliament. This
occurred in 1990 by the adoption of the Scenario of Economic Reform® which envisaged,
along with the afore-mentioned restitution, small-scale privatisation, large privatisations
(regarding large enterprises) and the establishment of the State Property Fund (later the
National Property Fund of Slovak Republic).®®

The legal basis of privatisation was the Act no. 92/1991 Coll. on the Conditions of the
Transfer of State Property to Other Persons.® The process caused controversy and there
was a lack of transparency regarding some examples of the implementation of the
privatisation process. In 1991, the government of then Czech and Slovak Federal
Republic decided that part of the state property should be transferred through a so-called
coupon privatisation. This was considered to achieve a rapid transformation of
government enterprises into joint-stock companies where the capital would be invested

2 Hodasova, B. Restitlicie — stale aktualna téma (Restitutions — Still Live Topic). EPI, 28 April 2014. available
at: https://pp.aion.cz/odborny-clanok/restitucie-stale-aktualna-tema.aspx; see also Kindl, M. N¢které sporné
otazky restituénich lhtit (Some Disputable Issues of Restitution Time Limits). PPP — Pravni praxe podnikani.
1995 (7). P. 19.

% In 1988, the share of public (state) sector on GDP reached 99.3% (Source: Kornai, J. The Socialist System.
Oxford: Clarendon Press, 1992 cit. in: Miklos, I. Prepojenie ekonomickej a politickejmoci v privatizacnom
procese. (Connection of Economic and Politic powers within the Privatisation Process).
http://www.upms.sk/media/MESA10_PREPOJENIE_EKONOMICKEJ_A_POLITICKEJ_MOCI_V_PRIVA
TIZANOM_PROCESE .pdf.

% See Chamber of Deputies of the Czech Parliament. Common Czech-Slovak Digital Parliamentary Library.
Federal Assembly of the Czech and Slovak Federative Republic: VI. election period. Scenario of Economic
Reform, Prague, 30 August 1990. Available at: http://www.psp.cz/eknih/1990fs/tisky/t0087_01.htm.

% See more Husér, J. Postavenie fondu ndrodného majetku v procese privatizacie (Position of National Property
Fund in the Process of Privatization. In Transformacia prava: Slovensko — Srbsko (Transformation of Law:
Slovakia — Serbia). Beograd: Faculty of Law, 1999. P. 155-167.

% For more see Kulla, M. Transformécia priemyslu na Slovensku po roku 1989 (Transformation of Industry in
Slovakia after 1989). In Geografické poznatky bez hranic (Geographic Knowledge without Borders). Kosice:
P. J. Safarik University in Kosice, 2010. PP. 218-222; Ruginsk4, S. Slowakische Wirtschaft — Wunderdank
Reformen? : Erfolgeund Misserfolge des Transformationsprozesses (Slovak economy - miracles thanks to
reforms? : Successes and Failures of the Transformation Process). Hamburg: Verlag, 2010.
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by citizens in return for investment coupons.®” Only a small portion of these coupons
brought any profit to their owners.

2.3 Decentralisation

After the change in the social and economic situation in Czechoslovakia and then in
Slovakia in 1989/1990, massive and fundamental changes in the legal order and public
administration started to be introduced. The Act no. 369/1990 Coll. on Establishment of
Municipalities can be identified as the starting point.

The Constitution dedicated the whole fourth title (arts. 64 to 71) to the establishment of
local self-government units based on the existence of municipalities and higher territorial
units. The period of the 1990s can be characterised as one of development and the process
of looking for a procedure in which functions could be divided between the State and the
units of self-government, which of necessity also meant the search for an appropriate
system of funding for the delegated powers.

The legislative basis for decentralization was established by the Act no. 416/2001 Col. on
the Transfer of Certain Powers from the State Administration Authorities to the
Municipalities and Higher Territorial Units.®® Units of self-government acquired two
kinds of powers and responsibilities: the delegated State administration powers (funded
by transfers of revenues from the State), and their original powers®® (which were to be
funded by own revenues). With this division, the necessity to establish own financial
resources of local self-government became urgent. Despite the fact that both the
Constitution (Art. 59) and the Act on the Establishment of Municipalities® envisaged
the levy of local taxes as an own resource, these were introduced by the Act on Local
Taxes in the budgetary year of 2005, i.e. almost 15 years after the confirmation of the
municipalities' responsibilities. As mention above, local taxes replaced two State taxes

9 Within the first stage in 1992, 2,579,327 citizens were registered; within the second one in 1994, it was
3,428,419 citizens (source: The News Agency of the Slovak Republic: Overview of milestones of privatization
in CSFR and SR, Bratislava, 29. 7. 2011).

% Sedldkova, S. Fiskdlna decentralizicia — jej vyznam a désledky pre tzemnfis amospravu (Fiscal
Decentralisation — its Importance and Impact on Territorial Self-Government). In Soltéz, V. (ed.) National and
regional economics VII. Kosice: Technical University in Kosice, Faculty of Economics, P. 807.

9 As opposed to the powers that were tranferred to municipalities by the State, the original powers cover the
exercise of the self-governing functions of municipalities (e.g. management of own property, deciding on local
taxes and fees, regulation of the economic activity of the municipality, construction and maintenance of local
roads and public spaces, public service (municipal waste management, etc.), public order, investment and
entrepreneurial activity in order to meet the needs of the population, certification of documents and signatures
on documents). Source: Art. 4 (3) of the Act no. 369/1990 Coll. on establishment of municipalities, as amended.
100 As mentioned before: as part of municipality revenues (Art. 11 (4) letter b); municipality decides on matters
of local taxes and administers them (Art. 11 (4) letter c); the Municipal Council decides on the imposition and
abolition of local taxes (Art. 11 (4) letter d); the Municipal Council determines details of the regulation of local
taxes (Art. 11 (4) letter e).
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(the real property tax and the road tax, being a tax on motor vehicles!®) and the former
local charges.1%?

In 2004, other two important statutes were adopted, being Act no. 583/2004 Coll. on the
Budgetary Rules of Local Self-Government and on the change and amendment of certain
laws and Act no. 523/2004 Coll. on the Budgetary Rules of Public Administration and on
change and amendment of certain laws. The Act on Local Taxes strengthened the position
of local self-government in various aspects. As well as creating a real own financial
resource, the importance and roles of the acts!® of local self-government were
highlighted. They established the exhaustive list of local taxes that may be imposed by
any particular municipality and delegated the power to regulate their elements (within
given limits) by municipalities and to adjust the design of these taxes in accordance with
local needs. This Act may therefore be identified as the foundation of fiscal
decentralisation.

The Act on Local Taxes is, unfortunately, unable to fully fulfill the budgetary needs of
local self-government. As this situation was quite expected, if not obvious, alongside this
Act, Act no. 564/2004 Coll. on the Budgetary Determination of Income Tax Revenue to
local self-government and on change and amendment of certain laws was adopted. This
Act, in connection with the Government Regulation no. 668/2004 Coll. on the Division
of Income Tax Revenue among the Units of Local Self-Government, safeguards the
revenues of local self-government by sharing the State revenue of personal income tax
with local self-government. The Regulation sets the share of income tax revenue
transferred to local self-government, separately for municipalities and for higher
territorial units, on annual basis. This is a fundamental budgetary resource for local self-
government which can be illustrated by the example of 2016, when the revenue from the
income tax (PIT) transferred to municipal budgets amounted to 1,669,165,000 EUR
representing 70.0 % of PIT revenue. This can be compared to the total property tax
revenue income of municipalities of 336,359,000 EUR. The structure of the resources
of the funding of municipalities is, however, more complicated since these are dependent

101 Which became a State tax again with effect from 1 January 2015.

102 This issue has been subject to the criticism of theoreticians of financial and tax law because of the disregard
of the presence of fundamental differences between taxes and charges. Among most significant of these is the
non-equivalent nature of taxes in contrast with the relationship between a charge and the active performance of
services by public authorities in favour of the payer of such a charge. (Strkolec, M. Prijmy miestnych dani —
ustavné predpoklady a realita (Local Taxes Revenues — Constitutional Preconditions and Reality). In 15 rokov
Ustavy Slovenskej republiky (15 Years of the Constitution of the Slovak Republic). Kogice: P. J. Safarik
University in Kosice, 2008. P. 340).

103 See more Jakab, R. Normotvorny proces v tizemnej samosprave (Legislative Procedure within Territorial
Self-Government). Justi¢na revue 2009 (3). PP. 383-391.

104 Data acquired from: Ministry of Finance of Slovak Republic: Transfer of personal income tax revenue to
local self-government in 2016. Available at: https://www.mfsr.sk/Default.aspx?CatlD=4610 and Budget of
public administration for years 2018 - 2020. Available at:
http://www.finance.gov.sk/Default.aspx?CatlD=11224.


http://www.finance.gov.sk/Default.aspx?CatID=11224

REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 105
A. Romanova: Adequacy of Current System of Property Taxation in the Slovak Republic

on a large scale of revenues, as seen on the Figure 2.1 below,'% nevertheless, the majority
of municipalities still struggle with financial problems.%

Figure 2.1: Municipal revenues, 2016 (amounts in thousands of EUR)

m shared taxes 1,669,840

H subsidies 1,285,847

M real property tax 336,359

1 other local taxes & charges 186,316
H non-tax revenues 594,311

m other 316,950

Source: Author's own processing based on Budget of public administration for years 2018 — 2020
data.

24 Limitations to the ownership of real properties

In general, the vast majority of real properties may be owned by individuals, both natural
and legal. Some exemptions apply, though. Pursuant to Article 4 of the Constitution,
mineral resources, caves, underground water, natural healing resources, and waterways
are owned by the State. Only a special law can provide that other property necessary for
ensuring the needs of society, the development of the national economy and the public
interest can only be owned by the State, municipalities or designated legal entities. By
way of example, properties relevant to defence, internal order and the security of the State,

105 For more see Balazovd, E., Papcunova, V., Tej, J. The Impact of the Fiscal Decentralization on the tax
Revenue of real Estate tax on the Local Self-Government of the Slovak Republic. PP 891-898. Klimova, V.,
Zitek, V (eds.) 19th International Colloquium on Regional Sciences. Brno: Masaryk University, 2016; Radvan,
M. Taxes on Communal Waste in the Czech Republic, Poland and Slovakia. Lex Localis-Journal of Local Self-
Government. 2016 (3) PP. 511-520; Kralik, A. The Analysis of Municipalities” Revenues of Kosice and Presov.
CERS 2014: 5th Central European Conference in Regional Science, International Conference Proceedings.
Kosice: Technical University in Kosice, Faculty of Ecomnomics. 2015. PP 471-478; Molitoris, P. Pravne ramce
financovania tizemnej samospravy v Slovenskej a Ceskej republike (Legal Frameworks of Financing of
Territorial Self-Government in Slovak and Czech Republics). In Slovenska a Ceské republika po dvadsiatich
rokoch (Slovak and Czech Republics after Twenty Years). Podhajska: Vychodoeuropska agentira pre rozvoj,
2013. PP. 224-236; Kicova, A., Strkolec, M. Vzjomné finan&no-pravne vztahy jednotiek izemnej samospravy
(Mutual Financial and Legal Relations of Self-Government Units). In Finanse samorzadu terytorialnego (Local
Self-Government Finances). Radom: Wyzsza Szkola Handlowa, 2012. PP. 381-391; Bab¢ak, V. et al. Finanéné
pravo na Slovensku a v Eurdpskej Gnii (Financial Law in Slovakia and in the European Union). Bratislava:
EURKODEX, 2012.

106 Compare with the situation in 2004: Bryson, P.J., Cornia, G.C., Wheeler, G.E. Fiscal decentralization in the
Czech and Slovak Republics: a comparative study of moral hazard. Environment and Planning C-Government
and Policy. 2004 (1). PP. 103-113.


http://apps.webofknowledge.com/OneClickSearch.do?product=WOS&search_mode=OneClickSearch&excludeEventConfig=ExcludeIfFromFullRecPage&colName=WOS&SID=S23GMxLUaZTmVR7O8SS&field=ED&value=Klimova,%20V
http://apps.webofknowledge.com/OneClickSearch.do?product=WOS&search_mode=OneClickSearch&excludeEventConfig=ExcludeIfFromFullRecPage&colName=WOS&SID=S23GMxLUaZTmVR7O8SS&field=ED&value=Zitek,%20V
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structures and lands used for public purposes, such as roads and railways, lands and water
areas in the territories of the higher levels of protection of the countryside.

Special regulations used to be applicable concerning the acquisition of agricultural land
which was limited by the Act no. 202/1995 Coll. Foreign Exchange Act as amended. Art.
19a (2) of this Act stipulated that a non-resident could not be allowed to acquire the
ownership of: (a) real properties the acquisition of which is limited by special laws; and
(b) land categorised as part of the agricultural land resource or as part of the forestry land
located beyond the border of the built-up area of a municipality. The latter limitation was
not applicable in the case of inheritance and in the case that the non-resident is either: (i)
a citizen of the Slovak Republic or (ii) a citizen of a Member State of the EU with the
right of temporary residence in Slovak Republic and in respect of agricultural land that
has been in the individual's use for farming for at least three years since the accession of
the Slovak Republic to the EU.

The provisions of this Act concerning the limits of acquisition of agricultural and forest
lands were abolished by the new act no. 140/2014 Coll. on the Acquisition of Agricultural
Land with effect from 1 July 2014. Such land (with some exceptions) is only available
for transfer after the offer of transfer is published in the relevant Register and the
publication of offers of the transfer of the ownership of agricultural land (run by Ministry
of Agriculture of Slovak Republic — available via internet) and on the official notice board
of the particular municipality, where the land is situated, for minimum of 15 days. Only
a person who has had a permanent residence or a registered office (for legal entities) in
Slovakia for at least 10 years and has been engaged in agricultural production as a
business for at least three years is entitled to acquire such land.

Among the potential buyers, the one with residency in the municipality where the offered
land is situated takes precedence over the others and the latter have priority over those
residing in more distant municipalities.!” This regulation was challenged before the
Constitutional Court within one month after its adoption by the Parliament. The
Constitutional Court accepted the application for review of compliance of the new statute
with the Constitution in November 2014 and currently the case (under case no. PL. US
20/2014) is still pending.

2.5 Nature of property market

The real property market in Slovakia is quite stable and active but heterogeneous. There
are significant differences between its evolution in more developed regions and larger
cities on the one hand, and less developed and rural areas on the other. In general, there
are three basic types of real properties frequently sold in the open market. Firstly, there

27 This procedure may be omitted in the case of a transfer of land to a person close the seller, the co-owner of
the land or a person engaged in agricultural production for at least three years.
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are the residential and ancillary properties,’® i.e. houses, flats, garages, building plots.
The second group comprises non-residential properties, including buildings and premises
used for retail, office and industrial purposes; and the third one comprises agricultural
land.

Due to non-application of the superficies solo cedit principle, the fragmentation of
parcels, and the complexity of co-ownership relationships, a significant portion of
subjects acquiring and or transferring real properties enter the market in order to manage
the ownership relations, e.g. where an owner of a structure does not own the plot on which
the structure is built seeks to purchase ownership rights to the land; or a co-owner of a
plot seeks to become its sole owner. Other reasons are the preferences of natural persons
to purchase their own homes, and their high rental prices, mean that buying a property
(even with the use of a bank loan) is, financially, more efficient.

An irregularity in the market development is one of the factors causing problems in
determining market sales prices uniformly across the whole country. Another important
reason is the unfamiliarity of the wider public with market sales prices, since neither the
Land Registry nor any other entity are obliged to publish the sales prices agreed between
the contractual parties. More or less up-to-date real property price maps are being
developed by the National Association of Real Estate Agencies of Slovakia, which is the
main collector of data on real estate sales prices; such data is also for the purposes of
statistics kept by the European Central Bank, even though access to this service requires
payment.

The determination of the sale prices of properties is a matter of agreement between the
contractual parties and an expert’s opinion is rarely demanded by the law (e.g. when a
public administration body is one of the contractual parties, which is also a situation in
which the whole contract — including the sales price — must be published as a means of
controlling public expenditure). A new source available to public since 2016 is an on-line
calculator of the value of flats'® run by Ministry of Finance of Slovak Republic (Financial
Policy Institute). However, the data is only informative, not legally binding.

3 Property data
3.1 GlS/cadastres and role of government institutions

Despite the requirement to file tax returns by the taxpayers, the main source of property
data for tax administrators (also enabling verification of data declared by taxpayers) is

1% For more see Car, M. Rie3enie potreby byvania v stivislostiach (Addressing the Housing Needs in Contexts).
Biatec 2014 (6). PP. 26-30.

109 Institute for Financial Policy, Ministry of Finance of the Slovak Republic. Calculator of the prices of flats.
Available at: http://www.institutfinancnejpolitiky.sk/kalkulacky/nehnutelnosti/.
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the cadastre.!’ Generally, every unit of real property in Slovakia must be registered in
the Land Registry. The registry is divided into and administered according to the cadastral
areas and contains information on the property itself,!'! as well as on its ownership?*?
(even if the owner is unknown!3 in which case such properties are administered by the
Slovak Land Fund) and other possible rights to properties. Worthy of mention is the fact
that a major part of cadastral data is publicly accessible via the internet.'!4

The database is divided into its graphic parts, comprising cadastral maps and files with
descriptive information. In numerous cases, properties (mainly buildings) are not
registered in the Land Registry because of the violation of the required procedure by the
builder. Such illegal constructions may be ordered to be demolished, or subsequently
legalised if it is not contrary to public interest and special laws.*'> The cadastre, i.e. the
Land Registry, is run by District offices, particularly by their Land Registry Departments.
The regulation on cadastres'! is incorporated in the Act no. 162/1995 Coll. on Cadastre
and the Registration of Ownership and other Rights on Real Properties (Land Registry
Act) as amended, which also regulates the procedure of title registration.

Regarding the reliability of data, which has been questioned in numerous cases, and there
is evidence that the data included in the Land Registry does not exactly comply with

110 As to 1 January 2017, cadastral database includes 28,171,082 owners, 7,660,137 “C” and 8,024,519 “E”
parcels of land, 2,347,365 houses with registration numbers, 947,721 flats, all of them situated in the 3,559
cadastral areas within 2,927 municipalities. (A “C registry” plot is a plot whose boundaries are visible in the
terrain and displayed on the cadastral map (which is the main difference compared to “E registry” parcels).
Register C covers the entire cadastral area and every parcel is included in some C registry plot. The “E registry”
plot is a parcel registered in the cadastre, but its boundaries are not visible in the terrain. It often involves small
parcels that have been managed by a collective farming cooperative (recorded as land used by a socialist
organization), and during the later mapping only one large common plot has been registered. As a result, one
large plot of the C register was created as it was impossible to say where exactly the small “E” plot was located.
The E plot can be changed into the CKN parcel with upon a geometric plan for restoration of the original parcel.)
(source: Geodesy, Cartography, and Cadastre Office of Slovak Republic. Statistical Yearbook of land in Slovak
Republic according to Land Registry of 1 January 2017. Bratislava, 2017. p. 29, available at:
http://www.skgeodesy.sk/files/slovensky/ugkk/kataster-nehnutelnosti/sumarne-udaje-katastra-podnom-
fonde/statisticka-rocenka-2016.pdf).

111 Containing parcel numbers, types and areas of plots, registration numbers of structures, location in relation
to built-up areas, usage, types of protected properties, prices of agricultural and forest lands, information on
evaluated soil-ecological units, etc. (source: Art. 7 letter b) of Land Registry Act).

12 Containing the form of the right to property, title of acquisition, name, surname, surname at birth, date of
birth, personal identification number, residence (in case of natural persons), or business name, registered office,
ID number (in case of legal persons) (source: Art. 7 letter ¢) of Land Registry Act).

113 This covers situations where the registry contains only the name of the owner who is actually unknown and
cannot be identified properly, such as in the case that an owner is deceased and the property has not been subject
to due inheritance procedure, the residence or other data on the owner is absent, etc.

14 A new service providing basic data on particular properties (including number of plot, its area, type, owner,
lessee) and detailed map of plot location is run by the Land Registry since 2015 at:
http://mapka.gku.sk/mapovyportal.

115 For details see Art. 88a of the Act no. 50/1976 Coll., the Planning and Building Act as amended.

16 See more Molitoris, P. Sprava katastra nehnutelnosti (Administration of the Land Registry). PP. 310-317.
In: Hmotnopravna regulacia vybranych odvetvi verejnej spravy spravy (Substantive Regulation of Assorted
Sectors of Public Administration). Kogice: P. J. Safarik University in Kosice, 2014.
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reality because a large number of properties registered in the cadastre include incorrect
or doubtful information especially on their area, the exact location and the property
borders (parts of “E« registry). Such a situation is caused by the historical inadequcy of
the data, the fragmentation of plots, and the inaccuracy of measuring methods used in the
past. Even though there is an effort to correct these errors by voluntary re-measurements
made by individuals, the ex officio application of the duty to correct all the errors found
by the District Offices and through land consolidation, there are still many discrepancies.
Nevertheless, this factor is not seen as significant in relation to application problems as
regards real property taxation.

3.2 Title registration

The main role of the Land Registry is the registration of real properties and rights to these
properties. Dependant on the legal title of acquisition, extinction, or other changes in
ownership or other relevant rights to a particular property, there are three types of
registration:

(i) »Entry« concerns the registration of rights to properties arising from contracts.'*’
This act is of a constitutive®® nature since these rights arise, change, or cease to exist
by virtue of the act of entry; more precisely, on the basis of the final decision of the
District Office on the acceptance of the entry. Before the delivery of a decision, the
office reviews the contracts with regard to the fulfilment of all the required criteria.

(if) »Record« is a form of registration of rights that have already arisen, changed, or
ceased to exist, by virtue of law, a decision of a public authority, acquisition in a
public auction, prescription, appreciation, processing, and rights certified by a
notary. The record is made ex officio on the basis of authenticated instruments and
other deeds. For this reason, the decision is only declaratory in nature.

(iii) »Note« indicates the reasons for the limitation of the right of the owner of property
to dispose of the property or informs on property or a right to property.°

Conclusions

Real property taxation in Slovakia consists of one local tax on real properties, comprising
a tax on lands, a tax on buildings, and a tax on flats and non-residential premises. The tax
is established by statute adopted by the Parliament being the Act on Local Taxes;
however, it is imposed by an act of a particular municipality which is also responsible for
its administration. The Act itself determines the basic components of the tax but also

17 Entry is subject to an administrative charge of 66 EUR or 266 EUR in case of express entry (within 15 days)
(see Act no. 145/1995 Coll. on administrative charges as amended, Tariff of charges, item 11).

118 It is legal term — means that it causes the formation, change and termination of legal relations — opposite to
declaratory effect

119 1t may be especially important to "note” on the initiation of proceedings on the enforcement of a judicial
decision or the enforcement by means of sale of a real property, on the declaration of bankruptcy against owner
of the property, on expropriation, and for interim measures the prohibition against the disposal of real property
(see Art. 39 (1) of Land Registry Act).
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delegates the power to determine other elements to municipalities and thus emphasises
the independence of the units of self-government.

The revenue of local taxes, being the own revenue of municipalities as the basic local
self-government unit, does not constitute a sufficient revenue source for the functions of
the local authorities. As a result, municipalities are dependent on a share of State tax
(personal income tax)*?. This situation is not satisfactory and municipalities need to
increase their revenue which should be achieved by a reform of the real property tax. The
overall real property tax burden can be considered as low, especially regarding residential
premises. The Government is of the opinion that this would be best changed by converting
the tax base to an ad valorem system as a replacement for the current calibrated area-
based system.

The author considers that the proposal of the government to introduce the ad valorem
system is not the best solution to the problem under current circumstances, which also
seem to be acknowleded by the Government itself in the light of its more recent
announcment to create the necessary preconditions for such a reform. The author
considers it crucial to take into account the problems of an insuficient database necessary
for the successful introduction of an ad valorem sytem, the high costs of updating the
database to keep the the system »fair«, and the necessity to solve other problems of the
municipalities asociated with their role and tasks as tax administrators (especially the
presence of high amounts of uncollected arrears on local taxes and charges). The
application of solutions to the problems in the sphere of administration of real property
tax (covering all local taxes and local charges), that may be connected to the inability of
municipalities to perform all the necessary tasks of tax administration in a satisfactory
way, are of equal importance to solving the problem of »unfairness« in the current system
of taxation and might therefore be needed to be resolved before reform of a substantive
part of current regulation.

It also seems that because of the general non-acceptance of the change to an ad valorem
system by the general public (perhaps partly based on the inadequate information
provided by the government), and the lack of a sufficiently comprehensive market
information database, the Government has not yet presented any specific proposals for its
reform despite earlier declarations to do so.

Until conditions enabling the introduction of a successful reform are created, the increase
in revenues and the improvement in tax equity may, at least to a certain extent, be
achieved by an update of the statutory values of lands and by further adjustments of
current tax rates by more factors, because at present, the municipalities are able to reflect
a limited number of attributes in fixing the tax base. In this respect, further calibration
may help meeting the aforementioned goals, at least temporarily, or, if well adjusted,
equitable and efficient, even permanently.

120 |n 2016 amounting to 1,669,165,000 EUR. Budget of public administration for years 2018 - 2020. Available
at: http://www.finance.gov.sk/Default.aspx?CatiD=11224.
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1 Real Property Taxes
1.1 Historical overview

Since the first appearance of State structures in Poland, there have been various levies
imposed on land, initially collected as taxes in kind, and later in monetary form.
Following the end of World War 1 (1918), three types of land tax were in effect in the
former Austrian, Prussian and Russian partitions, as each of the rulers placed a different
form of burden on land. In the re-established Polish state, attempts at unifying the rules
for taxation of agricultural and forest land continued throughout the entire interwar
period. On 4 November 1936, a Decree of the President of the Republic of Poland was
issued making amendments to the laws governing the public land tax, which did not
contain comprehensive regulation because there were different legislations applicable in
the former Austrian, Prussian and Russian partitions.* During the period of the Polish
People’s Republic (1947 - 1989), on 20 March 1946 a decree was issued on municipal
taxes, which included the introduction of a property tax.? This tax was imposed on land
constituting »property« in both the socialized and non-socialized economies.®

The subsequent Land Tax Act of 26 October 1971 led to a change in the legal character
of the levy*, transforming it into both an income and a wealth tax.® The basis for taxation
was no longer exclusively the estimated revenue of the farmstead, but also the total area
of land and farmland. The primary objective of this change to the nature of the land tax
was to increase the growth of agricultural production.® This was to be achieved through
preferential taxation policies, such as nationwide uniform rules for tax relief, the
reduction in the top tax rates (19% and 20%) and the change from four rather than six tax
rates. In spite of expanded agricultural production, this taxation system was burdened
with multiple flaws, which led to further reforms.

The next stage in the evolution of land taxation in Poland was the passage of the
Agricultural Tax Act of 15 November 1984.” Remnants of the rules for taxing agricultural
land contained in that Act remain in force to the present day. The legislation differentiated
the tax on land from the tax on income from special sectors (branches)® of agricultural

1 QJ L no. 51, item 593.

20J L no. 19, item 128.

3 Before 1989 the agricultural economy was divided into two main forms of land ownership: the nationalized
(involving cooperatives or the State Farms) and the non-nationalized owned by the individuals. In respect of the
former, lower tax rates were applied along with a broader scope of tax relief and exemptions.

40J L 1971, no. 27, item 254 with amendments.

® Wojtowicz, K. System opodatkowania nieruchomosci w Polsce. Lublin: Wydawnictwo UMCS, 2007. p. 64.
® Ibid. p. 65.

70J L 2017, item 1892 with amendments, hereinafter ATA.

8 Special sectors (branches) of agricultural production shall be considered as: cultivation in greenhouses and in
heated plastic cloches, cultivation of mushrooms and mushroom spawn, cultivation of plants ,,in vitro”, farm-
breeding and raising of poultry for slaughter and of laying poultry, poultry hatcheries, breeding and raising of
fur-bearing laboratory animals, breeding of earthworms, breeding of insect eaters, breeding of silkworms,
running of apiaries and breeding and raising of other animals beyond agricultural farms.
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production, and also established their respective bases for taxation.® In addition, a new
definition of the term ‘farmstead’ was created, and a range of tax reliefs and exemptions
were eliminated. An important change was the transfer of the regulation on income from
special sectors of agricultural production from the Farm Tax Act to the Income Tax Act.

The first regulations on a real property tax were contained in the Act of 11 August 1923
on the temporary stabilization of local government finances. After the Second World War,
the Decree of 20 March 1946 on Local Taxes' introduced local taxes collected to provide
income to local governments. From 1951, regional fees and taxes were either obligatory
in nature (land tax, tax on premises) or optional** (municipal tax — collected in the form
of an additional tax on premises, or a tax on luxury housing assessed on an excessive
number of rooms for a small number of residents). In 1955, the Decree on Regional Taxes
and Fees came into force, establishing a tax on real property collected by and distributed
to local government entities, making up part of the income of cities, boroughs and
counties.*? A significant change in regional taxes and fees was introduced by the Act of
19 December 1975 on some regional taxes and fees'®, which also encompassed the
income of national council budgets including the property tax and tax on premises.

The term »local taxes and fees« was introduced by the Act of 14 March 1985 on Local
Taxes and Fees.** A tax was levied on buildings and/or portions of buildings, as well as
on structures which were not fixed to the ground'®. The 1985 Act repealed the tax on
premises (apartments, other parts of buildings). A portion of the regulations concerning
the tax on premises was incorporated into the real property tax, as parts of buildings were
also subject to taxation.'® In this regulation, the basis for taxation was the value'” of the
building, the usable building area or area of the land. This was a change from previous
regulation which had applied the rental value as the basis for taxation.

¢ In the first case, the basis for taxation was the area of the land, while in the second it was the estimated income
calculated on the basis of estimated norms from a given unit of land or animal production.

10 QJ L 1946, item 128 with amendments, hereinafter DLT.

11 The State's choice.

12 Art. 1 of the Decree of 20 May 1955 on Regional Taxes and Fees, OJ L 1955, item 136 with amendments.

8 0J L no. 45, item 229 with amendments.

4 0J L no. 12, item 50 with amendments. (ALT)

15 Such a structure can be any building object which is neither a building nor a small architectural object, such
as: linear objects (e.g. railways), airports, bridges, railroad bridges, viaducts, tunnels, culverts, technical
facilities networks, free-standing aerial masts, free-standing advertisement boards and advertising structures
permanently connected to the ground, earthen structures, defense structures (fortifications), protection
structures, hydraulic engineering structures, reservoirs, free-standing industrial installations or technical
facilities, sewage-treatment plants, waste dumping sites, water treatment plants, back-up structures, pedestrian
bridges and pedestrian subways, land technical infrastructure networks, sports structures, cemeteries,
monuments, as well as building elements of technical facilities (boilers, industrial furnaces, nuclear power plants
and other facilities) and foundations for machinery and facilities, as separate technical components of objects
constituting a utility.

16 Etel, L. Podatki stanowigce dochdd budzetu gminy. Podatek od nieruchomosci. In Etel, L. (ed.) Prawo
podatkowe, Warsaw: Difin, 2008. P. 398.

7 The value in the communist period was the value determined for statutory insurance purposes.
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From 1989 (after leaving the communist bloc) the Polish tax system has been developing
gradually.®® One of the most important changes was the freeing up of the market for land.
Taxation on the possession of forest land in post-communist Poland was initially
regulated in the Forest Act of 28 September 1991.'° An independent forest tax was not
passed until 30 October 2002%°, and is therefore a newer regulation than the legislation
addressing the taxation of farmland. Taxation of real property in Poland is regulated in
three acts: Act of 12 January 1991 on Local Taxes and Fees?, the Agricultural Tax Act
(ATA), and the Act of 30 October 2002 on Forestry Tax.%? Political transformation and
the re-establishment of three levels of local government necessitated the adaptation of
regulations from the previous regime to a new legal order.

1.2 Position of the real property tax

Article 217 of the Constitution of the Republic of Poland of 2nd April, 19972 stipulates
that “The imposition of taxes, as well as other public imposts, the specification of those
subject to the tax and the rates of taxation, as well as the principles for granting tax reliefs
and remissions, along with categories of taxpayers exempt from taxation, shall be
indicated by means of statute«.

As already indicated, taxation arising out of the possession of real property are regulated
in three pieces of tax legislation. The agricultural land tax, forest tax and real estate tax
are treated as separate categories. It should be pointed out that in spite of the differences
between these regulations, they do share many common features. First of all the three
taxes are a revenue sources for a municipal budget.? It should be noted that according to
Art. 167 (1) of the Constitution of Poland “units of local government shall be assured
public funds adequate for the performance of the duties assigned to them«. This principle
comes from the European Charter of Local Self-Government (ECLG) signed in
Strasbourg on 15 October, 19852° recommending that a large part of local revenues should
come from own sources, in particular from taxes. Local authorities therefore are afforded
the broadest powers in relation to these sources of tax revenue.?

18 Sachs, J. The economic transformation of Eastern Europe: the case of Poland. Economics of Planning 1992
(Vo. 25, Issue 1). P. 5 - 19.

1 0J L 2011, no. 12, item 59 with amendments.

2 QJ L 2013, item 465 with amendments, hereinafter FA.

2 0J L 2018 item 1445 with amendments, hereinafter LTFA.

22 0J L 2017 item 1821 with amendments, hereinafter AFT.

2 0J L no 78, item 483 with amendments, hereinafter the Constitution of Poland.

24 Other kind of taxes which are revenue of municipality’s budget are: tax on transport, inheritance and donations
(qgifts) tax, tax on civil law transactions, fixed amount tax (tax card, being the fixed amount of tax on a small
business).

% All of the Articles of the ECLG were fully accepted by Poland. See: Miemiec, W. Europejska Karta
Samorzadu Terytorialnego jako zespot gwarancji zabezpieczajacych samodzielno$¢ finansowa gmin — wybrane
zagadnienia teoretycznoprawne. Samorzad Terytorialny 1997 (10). P. 56 — 70.

% This authority is expressed in municipal councils’ power to establish (within statutory boundaries) property
tax rates, and indirectly farm and forest tax rates, which gives them a role in determining the extent of those
burdens, the right to establish exemptions other than those provided for in statute, and the right in certain
situations to collect taxes by way of documentary collection. Miemiec, W. Prawne gwarancje samodzielnosci
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The income of units of local government consist of their own revenues as well as general
subsidies and specific grants from the State Budget. The sources of revenues for units of
local government are specified by statute (Art. 167 (3) Constitution). To the extent
established by statute, units of local government have the right to set the level of local
taxes and charges (Art. 168 Constitution). Neither poviat nor vivoidship?” can collect their
own taxes. Only the municipality has its own taxes, being the real estate tax, agricultural
tax, forestry tax, tax on means of transport, tax card, donation and inheritance tax and tax
on civil transactions.

1.3 Structural components

As it has already been mentioned the property tax is regulated in the Local Taxes Fees
Act. Agricultural and forest land does not fall within the scope of the real estate tax in
Poland. Specifically, the real property tax does not apply to agricultural land, wooded
land or scrubland within agricultural land or woods, with the exception of land occupied
for business purposes. Agricultural lands are taxed according to the Agriculture Taxes
Act. The wooded lands are subject to the forest tax according to the Act on Forestry Tax.
The scope of the real estate tax is very wide and when the real estate tax is levied, this
may result in double taxation with agricultural or forestry tax.

Real property tax in Poland is levied on: land; buildings or their parts; structures or their
parts linked to running a business activity. A building is defined as “a building structure
which is permanently connected to the ground, separated in spatial terms by means of
building partitions and which has foundations and a roof«. Structures are any building
object which are neither a building nor a small architectural object. Small architectural
objects mean objects of small dimensions, in particular the following: objects for religious
worship (such as: shrines, roadside crosses and religious statues); monumental statues,
waterworks and other objects of garden architecture; utility objects for the purpose of
everyday recreation and the maintenance of order (such as: children’s sand-pits, swings,
wall-bars and household rubbish disposal cubicles).

According to the Art. 3 (3) the Act of 7 July 1994 Building Law??, structures include for
example: airports, roads, railroad, bridges, trestle bridges, tunnels, technical facilities
networks, free-standing aerial masts, free-standing advertising structures permanently
connected to the ground, earthen structures, defence fortifications, protection structures,
hydraulic engineering structures, reservoirs, free-standing industrial installations or
technical facilities, sewage-treatment plants, waste dumping sites, water treatment plants,
back-up structures, pedestrian subways and pedestrian bridges, land technical

finansowej gminy w zakresie dochodoéw publicznoprawnych. Wroctaw: Wydawnictwo Uniwersytetu
Wroctawskiego, 2005. P. 132-133.

27 A poviat is the second-level unit of local government and administration in Poland, It is an equivalent to
a county, district or prefecture in other countries. A poviat is usually subdivided into gminas (in English, often
referred to as "communes" or "municipalities"). A poviat is part of a larger unit, the voivodeship (also called
“province”). There are 2,478 municipalities, 379 poviats and 16 vivoidships in Poland.

2.0J L 2013 item 1409 with amendments.
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infrastructure networks, sports structures, cemeteries, monuments, as well as building
elements of technical facilities (boilers, industrial furnaces and other facilities) and
foundations for the installation of machinery and facilities, as separate technical
components of objects constituting a utility whole. The object of the agricultural tax is
land classified in the register of land and buildings (there is no cadastre in Poland) as
arable land or wooded land on arable land, with the exception of land used for the purpose
of conducting commercial activity other than farming activity (Art. 1 FTA). The
reservation that the agricultural tax applies only to land where non-farming commercial
activity is not conducted does not mean that farming activity must be performed on that
land. The agricultural tax is also applied to land where no activity is conducted, including
farming. The concept of »farming activity« is defined as plant and animal husbandry,
including the production of seed, nursery, breeding and reproductive material, vegetable
production, production of decorative flora, mushroom production, horticulture,
cultivation and production of animal, fowl and insect breeding material, industrial animal
production, and fish farming (Art. 2(2) FTA).

According to the Art. 2 (1) ATA, the farmstead (which can also include the farm house
and buildings) is defined as an area used as arable land, pond or buildings used for farming
activity if the total area is greater than 1 hectare or 1 convertible hectare. According to
the legislation, a ‘convertible hectare' can be »larger« or »smaller« than a normal hectare
because of the following factors: quality of soil, type of cultivation, economic climate
environment for farming activity (depending on the location in one of four tax regions in
Poland).?° It should be noted that it does not matter whether the area is actually cultivated
or not.

The object of the forest tax as defined under the Art. 1 of the Forest Tax Act is freehold
title or the actual possession of forests, as defined in the Act. % Excluded are forests used
for commercial activity other than forestry activity, which are taxed under the property
tax regime. The Act defines a forest as woodlands classified in the register of land and
buildings as forests..

The taxpayer in these three acts is defined in a similar way. It is an natural person, legal
person or organizational entity, including companies without the status of a legal person,
which is an owner or autonomous possessor of the land, real estate or civil structures,
perpetual usufructuary (and also an owner of State-owned real estate or parts thereof or
civil structures or parts of civil structures belonging to the State or a local authority, if
ownership results from an agreement concluded with the owner, the Agricultural Property
Agency®! or the State Forests National Forest Holding®?) or under a different legal title,
and also without a legal title. If the object of taxation is owned by an owner-like possessor
(for example the tenant, the user in case of a lease), then that owner is obligated to pay

2 Art. 4 (5) ATA. A convertible hectare is defined in the point “Tax base and tax rate” — below.
% See Art. 1(1) in fine AFT.

8 Agencja Nieruchomosci Rolnych according to the Art. 3(3) ATA.

%2 Pasistwowe Gospodarstwo Lesne Lasy Paristwowe — Art. 3 (2) AFT.
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the property tax). The agricultural tax is typically paid by the owner of the farm or by the
farmer who rents the farm. In the case of co-ownership or co-possession of a unit of land,
building or building structure, the tax liability burdens jointly all co-owners or holders.

1.3.1 Tax base and tax rate

Under Art. 4 of the Local Taxes and Fees Act, each taxed object has a separate basis of
taxation. These bases are as follows:
o for land — area;
o for buildings and portions thereof — usable area;
o for structures and portions thereof used for commercial activities — the value applied
in the calculation of depreciation for a given year;
o for structures to which depreciation is not applied — the market value of those
structures as provided by the taxpayer.3

Thus, under Art. 4, the basis for taxation of land, buildings and portions of buildings is
their usable area, defined as »the area measured along the interior length of walls on all
levels, excluding the area of stairwells and elevator shafts«.3* Usable space is also
regulated under Norm PN-ISO 9836:1997, issued by the Polish Committee for
Standardization.®® The area is given in square meters, with precision to two decimal
points.®® Measurements are taken by the taxpayer, who should provide the measurements
in a tax return or a separate information declaration. The legislation exempts portions of
buildings from taxation which are under 140cm in height. However, 50 percent of the
area of buildings between 140cm and 220 c¢m in height is subject to taxation.%’

The property tax rate depends on the property type (and sometimes also on the location)
but there is no cadastre tax referring to the value of particular real-estate. Tax rates that
are determined by the commune cannot exceed levels indicated in Table 3.1.

3 Art. 4 LTFA.

3 Art. 1a(1)(5) LTFA.

35 Norm PN-1SO 9836:1997, October 1997, p. 7.

% Similarly: Regulation of the Minister of Finances of 22 April 2004 on a tax register of land, OJ L 2004 no.
107, item 1138 with amendments.

3 Art. 4(2) LTFA.



124 | REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA
W. Miemiec & P. Zawadzka: Poland

Table 3.1: The maximum property tax rates in Poland

Property type Maximum tax rate
Land designated for the conduct of business PLN 0.90 /sg m (approx. 0.20 euro/sq m)
Under lakes which are reservoirs basins or
hydroelectric power stations PLN 4.58/1 ha (approx. 1 euro/1 ha)

Other lands PLN 0.47/sqg m (approx. 0.10 euro/sq m)
Residential buildings PLN 0.75/sq m (approx. 0.17 euro/sq m)
Em_ldlngs designated for the conduct of PLN 23.13/sq m (approx. 5.40 euro/sq m)
usiness
5 -
Structures 2 % of the property value (entered as the basis

for depreciation)
Source: Authors' own construction based on the Art. 5 LTFA.

Value-based taxation in respect of property tax has been applied by the legislation
exclusively in respect of structures and part of structures used for commercial activities.
Under Art. 4(1)(3) of the LTFA, the tax basis for structures is »the value referred to in
regulations on income tax, as of 1 January of the tax year, constituting the basis for
depreciation calculations in that year, not reduced by depreciation write-offs, and in
respect of structures entirely written down — their value as of 1 January of the year in
which the final depreciation write-off was recorded.«

In the same article the legislation indicates situations in which the tax basis is determined
according to other rules. When a structure which is the subject of a lease is taken over by
the owner, the tax basis is determined pursuant to the initial value prior to the termination
of the lease, updated to account for any improvements made and not reduced by the
payment of the book value.®® Tax law doctrine holds that this rule was introduced in order
to eliminate doubts concerning the rules for taxation of structures under leasing
contracts.®

In the event depreciation write-offs are not applied to a structure, pursuant to Art. 4(5)
LTFA the tax basis is »the market value, determined by the taxpayer on the day on which
the tax liability is incurred.«

Tax law scholars generally agree that the tax basis applied in property taxation should
shift from an area-based approach to one based on the value of the property.*® It is for
this reason that a cadastre tax based on the value of real-estate is currently being
considered in Poland.

% Art. 4(4) LTFA.

% Etel, L. Przepisy ogélne. In Przepisy ogoélne. In Podatki i oplaty lokalne. Podatek rolny. Podatek lesny.
Komentarz. Etel, L. Presnarowicz, S. Dudar, G. Warszawa: Wolters Kluwer Polska — ABC, 2008. P. 186.

40 Kotulski, M. Podatek od nieruchomosci w praktyce i orzecznictwie, Warsaw: Lexis Nexis, 2002. P. 36; Etel,
L. Podatki stanowigce dochdd budzetu gminy. Podatek od nieruchomosci. In Etel, L. (ed.) Prawo podatkowe,
Warsaw: Difin, 2008. P. 399.
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An element present in the construction of the agricultural tax and forest tax which is
unusual for wealth taxes is the use of the ‘convertible hectare' and the associated average
purchase prices of rye (agricultural tax) or price of wood (forest tax). Some authors
consider that this linkage with determining estimated revenue classifies these levies as
income taxes. In respect of other land which does not fulfil the requirements of the area
norm, Art. 4(1)(2) defines the tax basis as the number of physical hectares given in the
Land and Building Register. According to Art. 4(1)(1) FTA, the tax basis for land
belonging to farmsteads is calculated based on the number of convertible hectares
comprising a farmstead. The convertible hectare is a stipulated production unit which
reflects the income-generating capacity of a farmstead.*

The number of convertible hectares is determined by adjusting the real area of a farmstead
based on such criteria as class of arable lands (grassland, arable land), quality class of
arable land and the presence of a parcel of land in one of four taxation districts.*?
Determination of the tax base is performed using one of the following conversion
formulas.

Table 3.2: Polish agricultural tax - Conversion formulas per hectare
Type of Arable land Meadows and pastures
ground/land
Taxing district I o [ m | v [ T o [V
Category of
agricultural Conversion factor
area
I 1.95 1.80 1.65 1.45 1.75 1.60 1.45 1.35
1 1.80 1.65 1.50 1.35 1.45 1.35 1.25 1.10
Ila 1.65 1.50 1.40 1.25
i 1.25 1.15 1.05 0.95
Iib 1.35 1.25 1.15 1.00
IVa 1.10 1.00 0.90 0.80
v 0.75 0.70 0.60 0.55
IVb 0.80 0.75 0.65 0.60
Vv 0.35 0.30 0.25 0.20 0.20 0.20 0.15 0.15
VI 0.20 0.15 0.10 0.05 0.15 0.15 0.10 0.05

Source: Own construction based on the article 4 (5) AFT.

In the case of the agricultural tax, the rate is based on the average market price of rye, the
size of the farm and quality of the soil, but the local authority may reduce the tax rate.
The rate from one (weighted) hectare is equal to the average market price of 250 kg of
rye during the first three quarters of the preceding year. Under Art. 6 ATA, the
agricultural tax for a tax year amounts to:

4 Gomutowicz, A. Matecki, J. Podatki i prawo podatkowe. Warsaw: Lexis Nexis, 2011. P. 690.
42 Regulation of the Minister of Finances of 10 December 2001 on assigning municipalities and cities to one of
four taxation regions, OJ L no. 143, item 1614.
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e from 1 convertible ha of farm land constituting a farmstead — the cash equivalent of
2.5 quintals® of rye,
e from 1 hectare for other lands — the cash equivalent of 5 quintals of rye.

The price of rye is based on the average purchase price in the preceding tax year. A local
council has a similar scope of discretion to decide the tax rate.

Under the present regulations, Art. 3 AFT establishes the tax basis for the Forest Tax as
the area of the forest expressed in hectares, as recorded in the Land and Building Register.
Pursuant to Art. 4(1) AFT, the tax rate is the cash equivalent of 0.220 m? of wood for per
hectare. It is determined on the basis of the average sale price of wood obtained by the
Forestry Service for the first three quarters of the year preceding the tax year (almost PLN
200 (approx. €4.7) per 1 m®). A 50 percent reduction in this rate is applied to protected
forests as well as those comprising part of nature reserves and national parks (Art. 4(3)
AFT). This serves to emphasize the preferential treatment afforded to protected forests,
as well as forests making up nature reserves and national parks.

The Forest Tax Act extends to municipal councils the same powers as under the
Agricultural Tax Act allowing the local authority to reduce the average wood sale price.

However, it would seem that the farm and forest taxes are actually wealth taxes, as the
element of taxation on property plays the dominant role. The main argument in support
of this position is the fact that the basis of taxation in the farm and forest taxes is,
essentially, the area of the land, not the revenue or income generated from it. Also of
importance is that the tax obligation is always determined by the fact of possession of a
given parcel of land. It is of no significance whether agricultural or forestry activity is
conducted, nor does it matter whether such activity is profitable or unprofitable. The
amount of the levy is therefore constant*, which is different from income taxes where the
taxpayer’s obligations depend on future factual and legal events. Furthermore, these taxes
are considered encumbrances, which links them with the properties of the farmstead,
rather than the farmer as taxpayer.

43 The “quintal” (also “center”) is a historical unit of mass in many countries which is usually defined as 100
base units of either pounds or kilograms. It is commonly used for grain prices in wholesale markets where 1
quintal = 100 kg.

4 Mastalski, R. Prawo podatkowe. 5th ed. Warsaw: C.H. Beck, 2009. P. 599.


https://en.wikipedia.org/wiki/Mass
https://en.wikipedia.org/wiki/Pound_(mass)
https://en.wikipedia.org/wiki/Kilogram
https://en.wikipedia.org/wiki/Grain

REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 127
W. Miemiec & P. Zawadzka: Poland

1.3.2  Exclusions and exemptions

In respect of the property tax, the legislation has established several exceptions: including
arable land, wooded land on arable land, and also forests where commercial activity is
not conducted.* In addition:

e subject to reciprocity: land constituting the property of foreign states or international
organizations or given to such entities under perpetual usufruct, used for the
purposes of accommodating diplomatic missions, consular offices and other
missions taking advantage of privileges and immunities on the basis of statute,
agreement or international custom (Art. 2(3)(1) LTFA),

e land under flowing surface water and maritime canals, except lakes and land used
for retention tanks and hydroelectric power stations (Art. 2(3)(2) LTFA),

e land under internal sea waters (Art. 2(2a) LTFA),

e land and property and parts thereof occupied to serve the needs of local government
authorities, including offices, municipal buildings, county commissioners and
marshal’s offices (Art. 2(3)(3) LTFA),

e land used for public rights of way as defined under legislation governing public
rights of way as well as structures located on them — with the exception of those
associated with commercial activity other than the use of tolled motorways (Art.
2(3)(4) LTFA).

The Local Taxes and Fees Act (LTFA) 1991 introduced an expansive catalogue of real
property exempt from the property tax (including structures constituting railway
infrastructure as well as buildings, structures and land underneath buildings and structures
forming public-use airports, properties having a status of historical monuments, schools,
universities, sport field-grounds — Art. 7 LTFA).

There are several tax exemptions from the agricultural land tax such as:
o farms on soils of the poorest quality (V and VI classes),
e areas of land bought by the farmer in order to enlarge an existing farm or to create
a new farm?,
e farms on which the production has been stopped, but for no longer than three years.

There are also categories of taxpayers who are entitled for reductions, such as:
e areduction in tax related to investments to modernise a farm for 15 years (the value
of reduction is 25 percent of the value of an investment);
e 60 percent reduction for farms belonging to soldiers who serve their compulsory
military service;

S Art. 2(2) LTFA.
46 The tax exemption applies for 5 years and only to farms which are not larger than 100 ha.
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e 30 percent or 60 percent reduction (depending on the quality of the soil) for farms
in mountain villages*’;
e reductions granted in the case of natural disasters.

The municipal council has the power to grant some additional exemptions from real estate
taxes which are not included in the ALT. These cannot refer to a specific group of
taxpayers but to categories of activities on specific land types. The wording of Art.1 ATA
implies the importance of the proper determination of the object of taxation and the
amount of the tax liability in the Land and Building Register. Indeed, the absence of an
entry concerning a given parcel of land in the Land and Building Register renders it
impossible to assess for farm tax purposes. This position is supported in the relevant
jurisprudence. Rulings by administrative courts hold that the register is of primary
importance in assessing the tax under discussion here. The register is an official public
document, and information contained in the register must be considered as authoritative
and correct.“® The Regulation in force concerning the Land and Building Register sets out
not only the rules for maintaining the register, but also determines particular categories
of land.*® County commissioners are responsible for maintaining the register, and they
are authorized to update the content of register entries ex officio as well as to make
changes upon application by a taxpayer or other authorized entity. Such changes can be
neither initiated nor effected by a revenue authority.

1.4 Administration and proceedings

The tax authority of the first instance is located in a commune — a village mayor, a town
mayor or president of a city.® The local government board of appeals is an appellate
authority for decisions of a village administrator, mayor of a town (president of a city).
It is worth noting that the relevant village administrator, town mayor (president of the
city) as a tax authority has the power to issue individual interpretations of the tax law
provisions on local taxes and which deal with a specific entity.

An application for an individual interpretation can refer to the facts of a case or to future
events. The party applying for an individual interpretation is obliged to present the facts

47 The mountain village is defined as a village in which more than 50% of the agriculture area is located at more
than 350 meters above sea level.

8 Verdict of the Supreme Administrative Court of 15.04.2008, case no. Il FSK 372/07. Similarly: Verdict of
the Provincial Administrative Court in Szczecin of 29.04.2009, case no. | SA/Sz 739/08.

49 Regulation of the Minister of Regional Development and Construction of 29 March 2001 on the Land and
Building Register (OJ L 2001 no. 38, item 454), which is secondary legislation issued on the basis of Art. 26(2)
of the Geodesy and Cartography Act of 17 May 1989, OJ L 2010 no. 193, item 1287 with amendments.

% According to Art. 13 para. 1 Tax Ordinance Act of 29 August 1997 (OJ L 2017, item 201 as amended;
hereinafter TO) tax authorities in Poland are divided into two types:

- state tax authorities: a head of a tax office, a head of a customs office, a village administrator, a mayor of a
town (president of a city), a starost or a voivodship marshal, a director of a tax chamber, a director of a customs
chamber; minister of finances;

- local government tax authorities: in commune (gmina) — a village mayor, a town mayor or president of a city,
in a district (powiat) — a starost, in a vivodship — voivodship marshal; in second instance — local government
board of appeals.
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of the case or future events, as well as a personal opinion on the legal interpretation of
these matters (para. 3 TO). The party applying for an individual interpretation must make
a declaration, under threat of criminal liability for false testimony, that the elements of
the facts of the case that are subject to an application for an individual interpretation on
the date of the filing of the application are not the subject of any on-going tax proceedings,
a tax inspection or the tax inspection proceedings of the authority or tax inspection
authority, and that no decision on the merits of the case has been issued by the tax
authority or tax inspection authority. If this declaration is revealed to be false, the
individual interpretation has no legal effect (para. 4 TO). No individual interpretation is
issued in cases that, on the date of issuing the application for an individual interpretation,
are subject to (on-going) tax proceedings, a tax inspection or tax inspection proceedings
of the tax inspection authority, or where a decision on the case's merits has been issued
by the tax authority or tax inspection.

It is worth noting that the application of an individual interpretation has a special effect.
The application of an individual interpretation before a change or before delivering to the
tax authority a copy of the final and valid judgment of the administrative court reversing
the individual interpretation must not be detrimental to the applicant, also where it has
not been taken into account in the resolution of the tax case®’. The application of a general
interpretation before a change must not be detrimental to the applicant, also where it has
been not taken into account in the resolution of the tax case®? .

If tax consequences connected with the event corresponding to the facts forming the
subject of the interpretation occur before the delivery of the individual interpretation, the
application of the interpretation will not exempt the applicant from the duty to pay tax. If
an individual interpretation has not been issued within 3 months, it will be deemed that,
on the day following the day when the deadline for issuing an interpretation elapsed, the
interpretation confirming the applicant's viewpoint as fully correct was issued®3,

A request for a tax ruling is subject to a PLN 40 (approx.. 9.3 euros) fee for each tax case
described in application and should be paid within seven days of filing the application.
The fee for issuing an individual interpretation is included as part of the income of the
local government unit budget. Individual interpretations, together with applications for
interpretation, after removing the applicant's identifying data and other entities indicated
in the context of the interpretation, is published in the Bulletin of Public Information.

In the case of a natural person it is an obligation of the tax authority to deliver the decision
indicating the amount to be paid by taxpayer.

The annual rates of the real estate tax are set by a resolution of the municipal (city)
council. The maximum amount of the tax is imposed by the ALT and annually adjusted

51 Art. 14k para. 1 TO.
52 Art. 14k para. 1 TO.
53 Art. 140 para. 1 TO.
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against inflation. When setting a tax rate a municipal council is obliged to consider the
following aspects of the property: its location, the activity carried out there, the type of
development, its designated use and the method of exploiting the land.

The mayor of acommune is responsible for the property tax collection and administration.
Individuals are required to inform the tax office with the jurisdiction for the real estate
within 14 days after its purchase of a change of ownership. In the case of a private
individual a tax obligation arises on the day when the decision of a tax authority is
delivered whereby the amount of that obligation is determined. The tax authority
establishes the amount of the tax to be paid. When a private individual has also to pay
either the agricultural tax or forestry tax, one decision indicating total amount of those
taxes is sent to the taxpayer. Real estate tax is payable in quarterly instalments, but is due
only from the date of receipt of the tax authority’s decision on the amount of the tax
liability.

In the case of legal entities, the taxpayer is required to calculate and pay its tax without
any notification from the tax authority. The legal person or organisational entity without
legal personality is obliged to complete and deliver an annual declaration by 31 January.
No notification (decision) from tax the authority is delivered. In this case, the real estate
tax is payable monthly. The same method is used in the case of the forestry tax. The
agricultural tax is payable in quarterly instalments by private individuals as well as by
another taxpayers.

1.41 Enforcement

The main sources of revenues for local government units (communes/municipalities) are
taxes (including the property tax, agricultural tax and forest tax) 5 and fees or charges®.
Where such payments are not made on time by taxpayers, local tax authorities must take
steps to collect taxes through enforcement. The mayor (or the president of the city) is
obliged to systematically monitor the timely payment of a monetary obligation.
Proceedings relating to compulsory obligations are provided under the rules of
administrative law. Unpaid taxes are regulated by the Act of 17 June 1966 on
Administrative Enforcement Proceedings.%®

If the tax has not been paid, the mayor sends to the taxpayer a reminder (warning), with
the threat of proceedings after seven days from the date of delivery. Reminders (warning)
should be sent with a return receipt. At the next stage, the return receipt should be attached
to the enforceable title, as proof of delivery of the reminder to the taxpayer. Continued
failure to pay (despite a reminder being sent) makes it necessary to initiate enforcement
proceedings. An administrative enforcement title is issued in accordance with the model

5% Another tax revenues are: approx. 39% of personal income tax; 6.71 % of corporate income tax; tax card;
inheritance and donation tax; tax on civil law transactions; transport vehicles tax.

5 For example: stamp duty, market fee, local charge, fee for owning a dog, advertising fees.

% 0J L 2017 item 1201 as amended.
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specified in law. The issue of reminders and deadlines for the issuance of enforcement
titles and discipline issues is regulated by the mayor under internal rules such as,
“instructions on local taxes and fees«. In cases where co-owners are liable to pay, the
mayor can direct the writ of execution to each of them.

It should be noted that the mayor is not an enforcement authority. The executive title
should be sent to the local tax office. As a party to the proceedings, the mayor can also
monitor the progress of the proceedings.

15 Revenue importance and revenue performance

Revenue from the real property tax constitutes a significant source for the budgets of
communes (municipalities).

Studies have also shown that the amount of income forgone by communities as a result
of the reduction of maximum rates of tax on real estate by commune councils and the
decisions on the reliefs, exemptions, deferrals and redemptions, comprised between 23.8
percent (2008) and 27.7 percent (2010) of the amount of income actually received from
this source. Similarly, the loss of revenue resulting from the reduction in the upper rates
achieved in relation to the proceeds of the property tax ranged from 16.2 percent (2008)
to 18.7 percent (2011).57 Cities with poviat status, have in their decisions to lower the
maximum rates of the real estate tax and to award reliefs, exemptions, deferrals and
redemptions for this tax, reduced their income by 0.4 billion PLN (in 2008 and 2012) and
0.6 billion PLN (in 2011). Loss of income in relation to the proceeds received from
property tax ranged from 10.5 percent (2007) to 6.7 percent (2012). Reducing potential
income from the real estate tax was spread between the effects of the reduction in the
maximum tax rate and the financial implications of granting reliefs, exemptions, deferrals
and redemptions. Compared with the municipalities of cities with poviat status relatively
more reduced their revenue from the property tax due to the decision to grant reliefs,
exemptions, deferrals (deferment of the payment of the tax) and redemptions for this tax.>

1.6 Equity and fairness

Equity and fairness are desirable attributes for any tax system. Adam Smith stressed that
taxation must ensure justice. The canon of equality or equity implies that the burden of
taxation must be distributed equally or equitably in relation to the ability of the tax
payers.>® Fairness is a moral and social concept reflecting two general rules of fairness —

57 Korolewska M., Polityka podatkowa gmin i miast na prawach powiatu w zakresie podatku od nieruchomosci
a wspieranie przedsigbiorczosci przez samorzad terytorialny. Studia BAS 2014 (1). P. 92.

% Ipid.

5 See: Smith, A. An Inquiry into the Nature and Causes of the Wealth of Nations. Chicago: The University of
Chicago Press, 1976 [reprint].
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(1) treat others as we would want to be treated; and (2) be benevolent to those who are
less fortunate.®

According to the Art. 84 of Polish Constitution “Everyone shall comply with his
responsibilities and public duties, including the payment of taxes, as specified by statute«.
It should be noted that citizens not only enjoy freedoms and rights, but also have
constitutional responsibilities.® This provision establishes the principle of the
universality and equality of taxation, and — to a certain extent — is an expression of the
principle of equality under the Polish tax law.5?

1.7 Future developments

Property taxation creates many practical problems in Poland. There are a lot of legal
processes before administrative courts (provincial administrative courts and the Supreme
Administrative Court) as well as the Constitutional Tribunal.

Referring to the real estate tax, it should be noted that many municipal councils have tried
to grant/adopt specific exemptions to individual taxpayers. Such decisions are unlawful.
In some municipalities (e.g., Lubin) the municipal council introduced an exemption from
the property tax for the residents. In other municipalities the tax is obligatory for all
residents. One should consider the issues of taxpayer equity and fairness in this area. The
question of introducing a cadastral tax has been considered for several years. It does not
seem that a cadastral tax will be adopted anytime soon. De lege lata Polish model of
property taxation has the character of income revenue and wealth tax and is often
associated with a legal presumption that the user obtains income from the property.

2 Evolution of real estate market

The present local government structure is a result of decentralisation reform. The first
stage took place in 1990, when the local government system was introduced at a
municipal (gmina) level. The second stage of the reform (in 1999) introduced two new
tiers of elected sub-national governments. As a result of this process there are three
levels/tiers of territorial governments: communes/municipalities, counties and regions®,

The revenues of units of local government in Poland consist of their own revenues as well
as general subsidies and specific grants from the State Budget.®® Only
communes/municipalities have their own taxes (including the property tax). All units of
local governments receive shares of the personal income tax and corporate income tax.

8 Guiding Principles for Tax Equity and Fairness. New York: American Institute of Certified Public
Accountants, Inc., 2007. P. 2.

& Judgement of 20" November 2002 of Polish Constitutional Tribunal, K 41/02, OTK-A 2002, no. 6, item 83.
8 |bid.

88 See footnote No 26.

& Article 167 (2) Constitution of Poland.
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Only the councils of communes (considering all tiers of local government) have a limited
power of taxation inter alia in the field of property tax.

21 Property restitution

The issue of property taken over by the Polish State between 1944 and 1962 should be
considered within the historical context. Important changes took place during and after
the Second World War. Given the size, scope and complexity of these historical processes
and changes forcibly imposed on the Polish people, it was impossible to apply one simple
formula to all the claims of persons deprived of their property during this time.® Property
restitution is regulated by the Act of 23 April 1964 Civil Code®® and the Act of 14 June
1960 Code of Administrative Procedure.®”

Under the Potsdam Agreement of 1945, Poland relinquished almost one-half of its pre-
war territory to the Soviet Union and was compensated for this by receiving a part of the
Eastern territories of the Third Reich and the area of the Free City of Gdansk. As a result,
Poland’s territory was diminished by approximately 1/5 of its pre-war size.®

During the communist period (1945 — 1989) a large number of properties were

confiscated by the State under various regulations. There are several legal acts dealing

with property restitution. They can be divided into eight categories®®:

(a) Private property

(b) Immovable property of churches and other religious associations

(c) Immovable property involving nationalized industry

(d) Immovable property connected/related with the agrarian reform

(e) Immovable property located in the capital city of Warsaw

(f) Claims relating to the loss of movable property left beyond the present borders of the
Republic of Poland

(9) Claims for works of art and movable cultural heritage seized by the State after World
War 1l

(a) The most important act is the Constitution of Poland. According to the Art. 77
“Everyone shall have the right to compensation for any harm done to him by any
action of an organ of public authority contrary to law. Statutes shall not bar the
recourse by any person to the courts in pursuit of claims alleging infringement of
freedoms or rights«. Additionally the legal protection is provided by the Polish Civil
Code™ where a party to the proceedings that was injured has the right to assert claims

% Property Restitution in Poland — Information Website
http://propertyrestitution.pl/Historical background«1939-1945,17.html, 30.8.2015.
€ QJ L 2014 item 121 with amendments, hereinafter CC.

7 0J L 2013 item 267 with amendments, hereinafter CAP.

% Property Restitution in Poland — Information Website
http://propertyrestitution.pl/Historical ,background«1939-1945,17.html, 30.8.2015.
 See: Ibid.

0 Articles 417 and 417* CC. 417
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for the damage actually suffered (damnum emergens). Furthermore a public
administration body shall invalidate any decision which was issued without legal
authority or in blatant breach of the law; which was not enforceable at the date of issue
and such non-enforceability is of a permanent nature; and would result in a criminal
act if enforced™.

(b) Restitution of immovable property by the State to churches and other religious
associations has been carried out through the work of property restitution
commissions which have a character similar to arbitration courts.”> These
commissions used to take decisions in favour of claims when they are in doubt. The
result of such proceedings can be: restitution in rem; compensation or monetary
damages; or giving similar property of comparable value.

(c) Restitution is possible according to the Code of Administrative Proceedings™ which
requires that the public administration body shall invalidate any decision which was
issued without legal authority or in blatant breach of the law.

(d) After the Second World War agricultural enterprises and farmland were nationalized
in Poland. There is a lex specialis which can be the basis for the procedure aimed at
the restitution of such lands.” Application should be made to a common court to
obtain a decision establishing ownership title pursuant to the procedure provided for
in Article 189 of the Code of Civil Procedure. In the course of the proceedings, the
legal successors of former owners may present arguments to support the claim that
the real property taken over pursuant to the above decree did not fulfil the conditions
permitting their ownership transfer to the State Treasury. In some cases the competent
authority is also the Voivode™ whose decisions may be appealed against to the
Minister of Agriculture and Rural Development.

(e) There are several ways depending on the authority which has issued the decision in
the matter of transferring a property to the municipality of the Capital City of Warsaw.
An application should be submitted to: the Local Government Board of Appeals (in
case of the municipal property), the Voivode of the Mazowieckie Voivodeship (in
case of the State Treasury’s property), the Minister of Transport, Construction and
Maritime Economy or the Mayor of the capital city of Warsaw.’®

" Art. 156 para. 1 point 3,5 & 6 CAP.

2 There have been set up few such commissions: the Property Commission, Commission for the Restitution of
Property of the Polish Autocephalous Orthodox Church; the Property Restitution Commission; the Commission
for the Restitution of Property of Jewish Religious Communities; Commission for the Restitution of Property
of Other Churches.

3 Art. 156 para. 1 point 2 CAP.

™ The Ordinance of the Minister of Agriculture and Agrarian Reforms of 1 March 1945 implementing the
PKWN Decree of 6 September 1944 on Agrarian Reform (OJ L 1945 no. 10, item 51, as amended).

5 Vivode (governor) is the authority of the vivodeship.

6 According to the Art. 215 of the Law of 21 August 1997 on Real Property Management (OJ L 2016, item
2147, as amended).
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(f) Compensation can be claimed under the Law of 8 July 2005 on Exercising the Right
to Compensation for Immovable Property Left outside the Borders of the Republic of
Poland™ providing that the following criteria have been met: (i) the owner was a
Polish citizen as at 1 September 1939 and was resettled from that territory for reasons
referred to in the Law’; (ii) is currently a citizen of the Republic of Poland. The
payments are made out of the Compensation Fund, a special-purpose fund
administered by the Minister of the Treasury. Eligible claimants receive twenty
percent of the value of immovable property left outside the present borders of the
Republic of Poland in the form of cash payments™.

(9) A claim can be pursued for confiscated works of art and movable cultural heritage
against the possessor (e.g. museum, library) in a civil court. In such cases the
restitution regulations are the common civil law regulations.

Table 3.3: Proceedings in cases of property previously belonging to churches and
other religious associations (as of 31 December, 2014)

Industry enterprises

In the early 1990s, most cases ended in restitution
in rem.

The damages totalled PLN 191.7 million (approx.
44,6 million euro).

1. | Property Commission

total area amounts to 65,538ha
payments: PLN 143,534,231 (approx. 33,48
million euro)

Commission

2. | Inter-Church Restitution | award of substitute property or damages

Orthodox Church

3. | The Restitution Commission for
the  Polish  Autocephalous

undeveloped pieces of landed property totalling
5171.9109ha,

developed pieces of landed property totalling
39.3503ha,

residential and business premises totalling
1,749.63m2,

13 cemeteries with a total area of 5.413ha.
Damages worth PLN 18,030,988 (4,18 min euro)
were awarded

Augsburg Confession
Republic of Poland*

4. | The Restitution Commission for
the Evangelical Church of the

undeveloped landed property totalling 402,76ha
developed landed property totalling 47.2ha was
subject to restitution or returned;

payments: approximately PLN 2,176,618

70J L 2014 item 1090, as amended.

8 The Constitutional Court ruled that the requirement of residence within the former territory of the Republic
of Poland on 1 September 1939 is unconstitutional (judgment of 23 October 2012, SK 11/12, OTK-A

2012/9/107; OJ L 2012, item 1195).
 Ibidem.
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5. | Commission for the Restitution | - settlements reached before the Restitution
of Property of Jewish Religious Commission provide for the payment of PLN
Communities 27,999,035 (approx. 6,5 min euro) as cash

compensation for the Union of Jewish Religious
Communities in Poland,

- in addition, applicants were awarded damages
totalling PLN 56,282,315 (approx.13 min euro).

Real estate in Warsaw 3,486 pieces of real property were subject to restitution
in rem
payments: PLN 520 million (approx. 121 min euro)
Real estate in large cities lack of data

Landed real property taken over | lack of data
pursuant to the Decree on
Agrarian Reform

Property Beyond the Bug River | payments exceeded PLN 2.3 billion (approx.0,54
** bilion euro)

43% of filed claims were processed

* As of 8 January 2015

** As of 20 April 2012

Source: Property Restitution in Poland, Information Website —
http://propertyrestitution.pl/Databases,and,maps,21.html, 30.8.2015.

2.2 Privatization

Privatization was the mechanism of transformation in Poland as in the other countries of
Central and Eastern Europe.®® There were several legal acts dealing with corporate
privatization in Poland:
o the Act of September 25, 1981 on State Enterprises,
e the Act of July 13, 1990 on Privatization of State Enterprises,
e the Act of February 3, 1993 on Financial Restructuring of Enterprises and Banks
and the change on certain other acts,
o the Act of April 30, 1993 on National Investment Funds and their privatization,
e the Act of August 30 1996 on Commercialization and Privatization of State
Enterprises.

The private sector has been developed through the formation of new businesses made

through economic liberalization and through the privatization of existing state property.

Five basic procedures of ownership transformation of state-owned enterprises were

applied by the Ministry of the Treasury in the Republic of Poland:

(1) capital method (indirect privatization, i.e. the primary privatization path of medium-
sized and large enterprises usually employing over 300 people (this method can be
divided into: public offer, public tender, public invitation to negotiate));

& During the communist period (1945 — 1989) the enterprises' activity was largely determined by the central
plan.
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(2) liquidation in the legal sense (direct privatization which consists in the disposal of all
of the financial components of a State enterprise by the Treasury (this method can be
divided into: giving for use against payment, sale for a token or equivalent sale,
contribution into a company));

(3) liquidation in the economic sense (a form of denationalization of the assets of mainly
small- and medium-sized enterprises);

(4) contribution of shares to National Investment Funds (NIF) (the Treasury created 15
NIF joint-stock companies in the form of sole shareholder companies of the State
Treasury which were equipped with the shares of 512 previously commercialized
“floor« companies®);

(5) banking settlement procedure (the financial restructuring of enterprises leading a
State-owned enterprise to restructuring and subsequent privatization).8?

2.3 Nature of the property market

Poland’s accession to the EU in 2004 caused a period of rapid economic growth. The
price of real estate has been growing until 2008. The Polish developer companies’
reaction to the 2009 crisis was to slow down the launching of new projects, while many
of the ongoing schemes were withdrawn from the market in order to be redesigned or
reduce their size and adjust them to the new market conditions (change of the
living/commercial area ratio, reduction of the average floor area of units, lowering of
finishing standards and cost reduction and most importantly reduction of prices) as well
as to adjust the project to the altered expectations of financial institutions.®® Today the
property market in Poland seems to be developed and stable. Prices are lower than before
the financial crisis.

Table 3.4: Housing inhabited and uninhabited by forms of ownership
Owner Flats in family houses Square metres

Housing association 2,248,625 111,522,268
Communal 934,863 41,585,794
Employer 105,304 5,992,565
State Treasury 30,527 1,505,781
Social housing associations 92,066 4,530,294
Housing associations of 2,503,602 131,516,661
private individuals

Private individuals 7,917,819 716,235,474
Total 13,852,896 1,012,888,837

Source: http://stat.gov.pl/obszary-tematyczne/infrastruktura-komunalna-nieruchomosci/
nieruchomosci-budynki-infrastruktura-komunalna/gospodarka-mieszkaniowa-w-2013-r-,7,9.html,
end of 2013, 30.8.2015.

81 They have been liquidated in 2012.

8 Lis, P. Mazurkiewicz, J. Zwierzchlewski, S. Privatization Model in Poland: Commercial or Social?
International Journal of Business and Social Science 2013 (vol. 4, no. 14). P. 43-44 & 50.

8 Kirejczyk, K. Twenty years of developer sector in Poland, NBP Working Paper, 2014 (no. 182, vol. 1). P. 79.
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Table 3.5: Average price per square metre of usable floor space of a residential
building (flat) in Poland (in PLN)

Y ear 1Q 2Q 3Q 4Q
2017 4,424 4,014 4,097

2016 4,177 4,063 3,976 4,000
2015 3,926 4,066 3,961 3,925
2014 4,129 4,141 3,380 3,984
2013 4,019 3,879 3,975 4,228
2012 4,130 4,103 3,915 3,837
2011 3,797 3,819 3,988 3,829
2010 4,372 4,433 4,657 3,979
2009 3,895 3,924 3,783 3,964
2008 2,970 3,186 3,478 3,631
2007 2,683 2,650 3,041 2,890
2006 2,560 2,445 2,557 2,619
2005 2,505 2,336 2,528 2,388
2004 2,412 2,562 2,386 2,195

Source: http://stat.gov.pl/obszary-tematyczne/przemysl-budownictwo-srodki-trwale
/budownictwo/cena-1-m2-powierzchni-uzytkowej-budynku-mieszkalnego-oddanego-do-
uzytkowania,8,1.html [12.12.2017].

3 Property Data
3.1 Register of property tax

Poland maintains a land register, but does not have a separate register of buildings
containing information necessary for calculating the basis for taxation, i.e. area. This
leads to numerous difficulties, particularly in the taxation of homeowners’ associations
(which are entities without legal personalities according to Polish law). Usable areas
throughout the entire building must be calculated, as well as premises occupied by
individuals, and remaining spaces such as basements, attics, etc.

In determining the area of land for the property tax, the information recorded in the land
register maintained for a particular locality is used. A detailed list of the information
contained in land register entries is provided in the Regulation of the Minister of Regional
Development and Construction of 29 March 2001 on the Land and Building Register.
The land register is a public document which is relied on concerning the area of land.
Information from the land register constitutes the basis for calculating property tax
assessed on land.®

8 Regulation of the Minister of Regional Development and Construction of 29 March 2001 on the Land and
Building Register, OJ L 2001, no. 38, item 454,
8 See Verdict of the Supreme Administrative Court of 28 May 1992, SA/Kr 139/92.
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The taxpayer is under a duty to document the area of land in a tax return, which serves as
the starting point for calculating the basis for taxation and the property tax liability. The
revenue authority has the right to call into question information provided by the taxpayer
if it believes that such information is inconsistent with that contained in the land register.
In such an event the revenue authority can require the taxpayer to file an amended
submission. If the taxpayer fails to do so, the revenue authority may initiate tax
proceedings and issue a decision as to the amount of the tax due based on data contained
in the land register.

The registers kept by the tax authorities are not be the only basis for making a tax decision.
Tax records on real estate are of secondary importance in relation to information on land
and buildings. In the case of a conflict between the data records of tax authorities, the data
contained in the register of land and buildings take priority.%

For the purposes of the calculation and collection of real estate tax, as well as the
agricultural and forestry taxes, authorities keep an electronic register for the purpose of
property tax calculation. This is the Estate Tax Registry. It contains data about taxpayers
and objects of taxation, in particular those arising from the information and declarations
made by taxpayers on the basis of the provisions of the Act and the regulations on
agricultural tax and forest tax. There are various data sources including the following
land registers, the register of land and buildings and:

e notarial acts;
records of zoning and land use, and issued decisions on the building permit;
spatial development plan;
the registers kept by the tax authorities;
Central Register of Entities — National Register of Taxpayers.

3.2 Land or property ownership and title registration

In Poland there are two main rights connected with a property i.e. legal ownership and
perpetual usufruct (possession). Ownership of real estate is the most important. Real
estate is part of the earth's surface constituting a separate object of ownership (land), as
well as buildings permanently attached to the land, and parts of such buildings if, under
specific regulations, they constitute an object of ownership separate from the land®’. The
owner has the exclusive right to use the property, collect income from renting and the
ability to dispose of it.

The perpetual usufruct may be established by a strictly defined group of property owners
(State Treasury or local authority units) in favour of another legal entity by concluding a
contract to let on perpetual usufruct. Land owned by the State Treasury and located within
the administrative boundaries of cities and land owned by the State Treasury located

8 Etel, L. Dane z ewidencji gruntéw i budynkéw jako podstawa opodatkowania gruntéw i budynkéw. Finanse
Komunalne 2008 (6). P. 24.
8 Art. 46 § 1 CC.
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outside those boundaries but included in the city's master plan and allocated for
performance of the tasks of its economy, as well as land owned by local government units
or their associations may be given in perpetual usufruct to natural and legal persons®. In
cases provided for in specific regulations, other land owned by the State Treasury, local
government units or their associations may also be the subject of perpetual usufruct®.

The legal status of real estate is reflected in the land and mortgage registers. They are
administered by the courts which keep a separate land and mortgage register for each
property. All land, buildings and premises are also contained in the land and buildings
description records kept by county administrators.

In the case of foreigners purchasing real estate a special permit is required. It is regulated
in the Act of 24 March 1920 on Purchase of Real Estate by Foreigners.®® The permit is
issued by way of an administrative decision by the Minister of Interior, provided the
Minister of National Defence does not raise any objection, and in case of agricultural real
estate, if the Minister of Rural Development does not raise any objection®..

The acquisition of real estate by a foreigner in violation of the provisions of the 1920 Act
is invalid.

There are certain situations when a permit is not required:

e acquisition of a separate residential property;

e acquisition of a separate business premises intended for garages or a share in such
premises, if it relates to satisfying the housing needs of the purchaser or owner of
real estate or separate residential premises;

e acquisition of real estate by a foreigner residing in the Republic of Poland for at least
five years following the granting of the permanent residence permit or EU long-
term residence permit;

e acquisition by a foreigner, being a spouse of a Polish citizen and residing in the
Republic of Poland for least two years following the granting of the permanent
residence permit or European Community long-term residence permit of real estate
which, as a result of the acquisition, constitutes spousal joint property;

e acquisition of real estate by a foreigner, if on the day of the acquisition, the foreigner
is entitled to intestate succession from the real estate seller and the real estate seller
has been the owner or perpetual user thereof for at least five years,

e acquisition by a controlled corporate entity, for its statutory purposes, of
undeveloped real estate the total area of which in the entire country does not exceed
0.4 ha in cities;

8 Art. 232 § 1 CC.

8 Art. 232 § 2 CC.

% QJ L 2014 item 167 with amendments.
St Art. 1 (1) APREF.
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e acquisition of real estate by a foreigner, being a bank and also mortgagee, through
taking over the ownership of real estate as a result of an unsuccessful auction under
enforcement proceedings;

Exemption from the obligation to obtain a permit does not apply to real estate situated in
the vicinity of State borders and for agricultural land of more than 1 hectare®,

Conclusion

Considering the Polish real property tax there are three legislative sources: the Act on
Local Taxes and Fees — which regulates real estate tax, the Agricultural Tax Act —which
regulates agricultural tax, and the Act on Forestry Tax —which regulates forestry tax. The
real estate tax is one of the most important revenue sources of communes’ budgets. It also
has a significant meaning within the local politic in the area of taxation. The commune’s
council has a power to establish (within statutory boundaries) property tax rates
(indirectly farm and forest tax rates).

However, it should be emphasized that there are many problems with the establishment
and application of the local tax law. It causes many different problems and the judicial
practice in this area is very extensive.
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Introduction

Real property taxes in Hungary are levied at a local level and regulated by the Local Taxes
Act 1990, which defines several types of local taxes. As far as their budgetary importance
goes, local taxes based on real estate play a limited role in the system of local taxes,
compared to the other income sources of local governments. This study reflects on the
country's real property taxes and also considers the state of its real estate markets which
present a rather diversified picture, dependant mainly on geographical factors. Therefore
this paper provides a more generalised view on this subject.

1 Property tax and real property tax
1.1 History of property taxes

There have been numerous changes in the system of property taxes in Hungary in the last
decade. The reason behind these changes is the lack of a complex, system-wide solution
on the issues affecting property taxation. According to Hungarian legislation, property
tax can be characterised as any type of tax, which is based on property ownership. Thus,
itis a levy on property that the owner is required to pay, regardless the type of the property
(immovables or movables, and not exclusively real estate).

As far as it goes, property taxation is quite an efficient form of taxation: the assessment
of the tax is easy, the supervision simple and effective, without the requirement for
complex control systems or specialised management. Also the object of tax cannot easily
be hidden (ownership of real estate is often registered by the State), so it is more than
suitable for taxation purposes.*

The first properly documented appearance of any kind of property-based tax in Hungarian
legal history can be dated back to the X111™ century. The so called terragium, was a fiscal
charge based on land ownership, and paid by landlords.? Later, during the reign of
Matthias Corvinus (1458-1490), several major changes were implemented in the State’s
financial system, which included the implementation of the tributum fisci regalis, which
can be described as the country's first real estate tax. The tax system of Mattihas Corvinus
basically remained in effect until the XVI1I'™" century.

The next relevant stage was the issuing of the Rent Ordinance by Empress Maria Theresa
which represented a unified and detailed regulation of the tax obligation of serfs.
Landlords, on the other hand, pledged service to the Empress. However, as stated at the

! Szilovics, Cs. Az ingatlan- és vagyonadoztatds magyarorszagi helyzete. in http://www.mjsz.uni-
miskolc.hu/201202/5_szilovicscsaba.pdf, 20. 7. 2017. pp. 37-38.

2 Kurunczi, G., Rath, O. Az ingatlanadd nemzetkdzi vetiiletei. in http:/plwp.eu/docs/wp/2015/2015-
3_Kurunczi-Rath.pdf, 20. 7. 2017. p. 38.
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time in Act No. 8 of 1741, with land (land ownership), there shall never be public burdens
connected,® meaning, that taxation will never been imposed on land owners.

Later, in the XI1X™ and XX™ centuries, property taxes gained in importance as the Austrian
and German models were implemented in Hungarian law. During World War I, a property
tax was implemented*. The tax applied a rate initially about 1.2%, increasing to 5% until
the end of the War, based on the value of the property. The end of the War brought radical
changes to property taxation, developed by the Ministry of Finance. Firstly, these changes
aimed to include all types of property within the ambit of the tax (including immovables,
movables, bank accounts, securities, and foreign currency) at a rate of between 15 - 20%
of the tax base. Needless to say, that after the war such measures met with taxpayer
resistance and no significant income resulted from this stabilisation plan, which had been
abandoned by the end of 1920.5 In the later period (1920-1939 between the two World
Wars), property taxes - primarily a land tax and a building tax - gained in importance and
became a significant part of the State’s fiscal system.

After World War 11, a special property tax was applied to various tax objects, such as art
works, valuable carpets, and business capital. Extraordinary one-off property taxes were
also implemented, as part of the post-war stabilisation process. The rates of these special
and extraordinary taxes were immense, in some cases they could reach as high as 75% of
the property value (the tax base).®

During the socialistic regime (between 1945 and 1989), property taxes included house
and building taxes, (which were assessed in many forms, such as a house rent tax, a house
value tax, and a building tax), a land tax and a motor vehicle tax. The system of property
taxes was reformed in 1975, with the introduction of a unified, Statewide regulation.

After the so-called 'Velvet Revolution' in 1989, the system of property taxes was
fundamentally changed. The property tax was not implemented on a nationwide basis;
instead the system of property taxation was delegated to the local governments, and the
object of the tax refined. In this way, property taxes became local real property taxes,
defined by the 1990 legislation’, a framework regulation, which authorises local
governments to levy a real estate property tax within their jurisdiction, and reflecting local
conditions and needs.® In addition, property taxes which comprise taxes on vehicles are
regulated State-wide by legislation®, which provides for two taxes: a motor vehicle tax
and company car tax.

3 lbid. p. 38.

4By Act No. XXXII of in 1916.

5 Ibid. p. 39.

5 lbid. p. 40.

7 Act No. C of 1990 on Local Taxes.

8 Ibid. p. 40.

9 Act No. LXXXI1 of 1991 on Taxes on Vehicles.
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1.2 Transaction fees

With regard to the system of property taxes the 1990 regulation®® authorises several types
of duties (fees) connected to various property transactions, as a result of which duties on
the free acquisition of property (inheritance duty and duty on gifts) and duties on the
transfer of property for full consideration apply.

The obligation to pay inheritance duty pertains to all inheritance located in Hungary, with
no exception, and to movable estate inherited by a Hungarian citizen or a non-Hungarian
citizen resident in Hungary. The obligation also extends to a domestic-registered legal
entity, where the estate is located abroad, as well as to rights of a pecuniary value that are
part of a foreign estate, if no inheritance duty or tax corresponding thereto is payable in
the state in which such estate is situated. Verification of the fact of payment of duty or
tax abroad is the responsibility of the heir(s). The provisions on inheritance duty do not
apply to real property situated abroad.

In the case of real property, the general inheritance duty rate is 18%; and in the case of
residential property it is 9%. The inheritance by linear relatives (including adoptive) and
the spouse of the deceased are exempt from duties. If the heir is the deceased's stepchild,
foster child, step-parent or step-child, then 20 million HUF! of the net value of the
inherited share acquired by such an heir is exempt from inheritance duty?*.

The obligation to pay the duty on gifts applies in the following cases:

e To real property situated in Hungary, vehicles and trailers registered or to be
registered in Hungary and rights representing the pecuniary value pertaining thereto;

e To the acquisition of moveable property through a legal transaction or to rights of a
pecuniary value pertaining to movable property if the transfer of such movable
property or the acquisition of such rights of a pecuniary value has taken place in
Hungary; and

e Waiver of an outstanding claim through assignation, transfer of debt or any other
similar manner of acquiring wealth, if the person acquiring the wealth is a resident
private individual in accordance with the Personal Income Tax Act, or is an
organisation registered in Hungary.

In the case of real property, the general rate of duty rate is 18%, and in the case of
residential property 9%, similar to the inheritance duty rates. A gift donated to linear
relatives (including adoptive) and spouses is regarded as exempt from duties. Also

10 Act No. XCIII. of 1990 on Duties.

1 1 HUF (Hungarian Forint) = 0.0031 EUR.

12 When this exemption is applied, it is primarily the duty base established on the residential property or the
right of pecuniary value related to the housing unit acquired by the heir that must be reduced. If the net value of
the housing unit is below 20 million HUF, the properties otherwise subject to a general inheritance duty are
exempt from duty up to the amount that remains after the net value of the housing unit is deducted from 20
million HUF. Amounts and rates of duties, https://en.nav.gov.hu/taxation/taxinfo/Fees_charges_duties.html,
20.07.2017.
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exempt from the gift tax are transfers between spouses of property and the acquisition of
assets, and these are also tax free on the termination of marital community property.®

The acquisition of real property as well as of certain movable property and rights of
pecuniary value, for consideration are not subject to the duty on inheritance or gifts in
any other way, but instead is subject to the duty on the onerous transfer of property. The
provisions governing the duties on the onerous transfer of property apply to real property
situated in Hungary, motor vehicles and trailers registered or to be registered in Hungary,
and rights representing a pecuniary value pertaining thereto, and are also applied to
holdings in a company owning real property in Hungary unless otherwise provided for by
an international agreement.*

Based on this, the obligation to pay duty applies to real property*S, moveable property'®
and rights of pecuniary value'’. The rate of duty on the onerous transfer of real property
is 4% up to 1 billion HUF per property, and 2% on the part of the sale price above this,
but not exceeding 200 million HUF per property*8. In the case of the acquisition of real
property by credit institutions, the rate increases to 3% (depending on various factors),
while in the case of real estate acquisition by regulated property investment companies a
2% fee applies. Concerning the acquisition of residential property special rules apply, as
in these cases of exchanging ownership, the duty is 4% on the increase in the full market
value of the housing units depending on the time between the acquisition and the sale of
the property?®.

13 Amounts and rates of duties, https://en.nav.gov.hu/taxation/taxinfo/Fees_charges_duties.html, 20.07.2017.
14 The provisions of the Act on Duties apply to the acquisition through a legal transaction of other moveable
property or rights of pecuniary value pertaining to other similar movable property, if the transfer of such
movable property or the acquisition of such rights of pecuniary value has taken place in Hungary. For the
amounts and rates of duties, see: https://en.nav.gov.hu/taxation/taxinfo/Fees_charges_duties.html, 20.07.2017.
15 Land and all things inseparably attached to land.

16 payment instruments, securities, holdings in companies, and all other things not construed as real property.
17 payment instruments, securities, holdings in companies, and all other things not construed as real property.
18 Furthermore: (a) In the case of the acquisition of co-ownership in a property, the 4% duty shall be applied to
a part of the 1 billion HUF corresponding to the share held in the property in co-ownership, or the maximum
amount of 200 million HUF per property shall be considered in proportion to the share in the co-ownership. (b)
In the case of the acquisition of property (residence other immovable property) - related rights of a property
value, the 4% duty shall be applied to a part of the 1 billion HUF of the taxable value, or a part of the 200 million
HUF shall be considered, corresponding to the value of the property-related rights compared to the sale value
of the property. (c) In the case of the acquisition of property (residence other immovable property) burdened
with rights of property value, including rights of property value established simultaneously with the acquisition
ownership, the sale value shall be reduced by the value of the rights of property value and the 4% duty rate shall
be applied to a part of the 1 billion HUF, or a part of the 200 million HUF shall be considered, corresponding
to the value of the property-related rights compared to the sale value of the property. (d) In the case of the
acquisition of capital share in a company with domestic property assets, the duty shall be 4% up to 1 billion
HUF per property and 2% on the part of the sale value above this but not exceeding 200 million HUF. For the
amounts and rates of duties, see: https://en.nav.gov.hu/taxation/taxinfo/ Fees_charges_duties.html, 20.07.2017.
% In more detail: (a) In the case of purchase or sale of residential property within 1 year, 4% on the difference
between the increase in value of the properties is paid by the private individual. (b) In the case of exchanging
and purchasing ownership of housing units, if a private individual sells the other ownership of the housing unit
in the previous or following year counting from the purchase and if the market value of the ownership of
purchased housing unit is lower than that of the exchanged or sold housing unit, it is regarded an exempt from
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13 Position of the real property tax as a local tax

Hungary’s constitution, the Fundamental Law, contains a regulatory framework on taxes
in general. The right to create a normative regulation over tax issues is given to the
Parliament through various acts, as a result of which, the general and detailed regulation
is provided by Parliament alone in relation to central government taxes, while in the case
of local government taxes, a regulatory framework is given by the Parliament, which is
supplemented with the detailed regulations introduced by the decrees of local government
units (normative administrative acts)?°.

Acts regulating tax issues in general, have a special status, in that they are excluded from
being the subject of a national referendum (Article 8 section 3 letter (b) Fundamental
Law). More precisely, the legislation states »that no national referendum may be held on
... the contents of the Acts on the central budget, the implementation of the central budget,
central taxes, duties, contributions, customs duties or the central conditions for local
taxes.«

Another constitutional limit is provided by Article 37 section 4 of the Fundamental Law,
which states that reviewing acts for conformity with the Fundamental Law relating to the
central budget, central taxes, duties and contributions, customs duties and the central
conditions for local taxes is beyond the jurisdiction of the Constitutional Court, as long
as the country's debt exceeds one half of the Gross Domestic Product. However, the

duties. (c) If a private individual transfers more than one residential property by way of exchange, or purchases
or sells more than one residential property within one year, when establishing the value differential on which
the duty is based, only the exchange or sale that produces a more favorable duty base for the person who is
subject to payment obligation and that takes place immediately before or after the acquisition may be applied
in terms of each and every exchange or purchase of residential property. If the private individual is unable to
verify the exchange or sale of other residential property(ies), in compliance with the aforementioned conditions,
to offset additional transfers by way of exchange or purchases of residential properties, the duty on such
exchanges or acquisitions of residential properties shall be levied according to the general regulations. (d) In
that case, if a private individual declares at the latest imposition of duty a notification of an intention to buy a
residential property within one year after the residential property sales and calls for the State tax authority to
ascertain the duty on the acquisition of residential property according to the rules of purchase replacement, then
the State tax authority determines the market value of the purchased residential property, and suspends the
process without disclosing the decision. (e) When the private individual demonstrates that within a year of
buying a residential property another residential property is sold, the suspended procedure shall be conducted,
and establishes the amount of duty payable under the difference between the market value of the purchased and
sold residential property. (f) In that case, however, if the private individual declares an intention to sell the
residential property as described above, and requests that under the rules of purchase replacing the change
should be applied for the establishing of the duty payable, however, does not justify the sale of the residential
property within 13 months after buying a residential property, then the State tax authority may impose additional
fees calculated according to the rate of double the prevailing central bank base rate on the basis of difference
between the market value of the purchased residential property from the submission date of private individual’s
declaration. Amounts and rates of duties, https://en.nav.gov.hu/taxation/taxinfo/Fees_charges_duties.html,
20.07.2017.

2 In accordance with Art. 32 section 1 of the Fundamental Law, which states that "in the management of local
public affairs and within the framework of an act, local governments ... shall decide on the types and rates of
local taxes."
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jurisdiction of the Constitution Court extends to matters »...in connection with the rights
to life and human dignity, to the protection of personal data, to freedom of thought,
conscience and religion, or the rights related to Hungarian citizenship.«; as well as cases
involving breaches of constitutional procedural requirements. This basically provides an
economic indicator as a binding constraint to constitutional review, which applies also to
property taxation, as well as to local tax issues.

To sum up, the system of property taxes in Hungary is fragmented: only some objects fall
under the tax obligation (immovable property and vehicles), and the normative regulation
places an emphasis on local regulation based on Statewide rules. This is especially true
in the case of real property taxes, the framework of which are regulated on a Statewide
level, where the Statewide regulation enumerates all the possible local taxes and defines
their basic characteristics and limits (such as the types of tax base, minimum and
maximum tax rates, cases of tax exemption). The implementation of a local tax is then up
to the individual local government units, who can decide which type(s) of local taxes will
be implemented on their territory, and under what conditions, in accordance with the
terms provided for by the State regulation.? As far as real property taxes are concerned,
those are administered and applied by the local government units, which act as a tax
authority in the matters of local taxes.

In accordance with the actual legislation, it is possible to distinguish between the
following local taxes:
e Property-type taxes:
o Building tax;
o Land tax;
e Communal-type taxes:
o Communal tax of individuals;
o Tax on tourism;
e Local business tax; and the
e Settlement tax.??

A special note should be made of the latest relevant change of the 1990 Act, on the
implementation of settlement tax(es) from 1 January 2015. This revised tax is regulated
only in a very general way, without specifically defining the object of the tax, the tax base
or the rate. In a manner of speaking, it is a subsidiary type of tax, which can be applied in

2L In this way, for instance, different tax types can be applied by different local government units, or different
rates can be applied by different local governments. A simple example: in the case of the local business tax the
State regulation requires that the tax rate can be a maximum of 2% of the tax base. It is up to the individual local
government unit to decide about the actual rate applied (which can be between 0 to 2%) and which is applicable
only within that local government.

22 |n stricto sensu, the settlement tax is a sui generis local tax. Section 1 § (1) of the 1990 Act states, that the
local governments' city councils are responsible for local taxes and settlement taxes. Thus, settlement taxes are
not subsumed under the term "local taxes" and can be treated as a diverse, or special group. Based on common
sense, and the prevailing sum of similar characteristics, for the purposes of this study, settlement tax/taxes are
considered as "local".
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cases where no other public burden (State or local) is attached to a potential tax object. In
this way, a settlement tax can be introduced in situations in which: (a) the law does not
explicitly prohibits its application; (b) the taxpayers are individuals (natural persons); and
(c) it can be applied to any object, provided that object is not subject to any other public
burden.

Details of the tax are regulated by the local governments' ordinances. However, as there
is no detailed framework regulation, definition of the tax base nor of the tax rate, the only
real limitation to the application of the Settlement Tax is the creativity of the local
government units. The detailed rules of tax administration in the case of the settlement
tax (formation, termination, exemptions, suspension, the tax base and tax rate) are
regulated by each individual local government unit’s ordinances; so there is a
fragmentation of regulation across the country regarding such matters as the taxable
object, tax base, tax rate and other relevant characteristics. Needless to say, this situation
raises several constitutional and legal issues in its practical, everyday use.

At the moment, a large number of municipalities? are using this tax type, often for the
taxation of agricultural land (which is excluded from the definition of »land« for the
purposes of the land tax). In addition, there are some interesting kinds of taxes, such as a
boat-tax (levied on motorised boats or yachts), a tractor-tax (covering agricultural
machineries/vehicles), electronic devices, slow vehicles, congestion charges, and a tower-
tax (based on the height of a building or structure and mainly focusing on the taxing of
radio towers).

It is clear that the full creative potential of settlement taxes is not used by the local
regulators. As a settlement tax has almost always some connection to property, it can be
viewed as a real property tax (foremost in the case of the taxing agricultural land), but its
character can differ from case to case, as it could be applied to other tax objects as well
(such as livestock animals, selected services, the height of buildings, electronic devices,
slow vehicles, congestion/traffic jams).

The 1990 Act defines two basic types of real property tax: building tax and land tax.
Despite this, however, it is not only building and land taxes which show the characteristics
of real property taxes. The communal tax on individuals is also derived from property
ownership. Further on, this study deals with these three types of property taxes, namely:
building law, land law and the communal tax of individuals, despite the fact that, within
the legislation, the latter is not included among property taxes.

The 1990 Act on Local Taxes provides a framework regulation which is complemented
by regulations made at the local level. Thus, the 1990 Act includes most of the necessary
structural components, such as the definition of taxpayers, objects of taxation, the tax

2 Around two-thirds of the local self government units use settlement taxes. Varkonyi L., Megéllithatatlanul
terjednek az 0j telepiilési adok. in Vilaggazdasag (06.0 7.2016) https://www.vg.hu/gazdasag/megallithatatlanul-
terjednek-az-uj- telepulesi-adok- 472296/, 20.07.2017.
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base, maximum tax rates, correction components, and exemptions. The local taxes are
administered by municipalities, and the revenue from these taxes forms part of the local
budget. The units of local government have a limited ability to influence the structural
components of these taxes (as stated above); however, they play an important role in the
assessment, collection and management of the taxes. As far as everyday use goes, from
the total number of approximately 3,200 local government units, the most popular local
tax type is the local business tax (implemented by around 2,800 local self government
units), followed by the communal tax of individuals (used by around 2,200 local
governments), the tax on tourism (around 800), the building tax (around 600) and the land
tax (around 500 local self-government units).?*

1.4 Real property taxes®®
1.41  Building tax

Based on Section 11 (1) of the 1990 Act, »residential and non-residential buildings, that
is all buildings and parts of buildings, regardless of their function and use, are objects of
the tax obligation«. The 1990 Act uses its own terminology regarding the determination
of the building tax obligation, hence such structures or parts of such structures are
regarded as »buildings« which are partially or entirely formed from artificial structural
elements, and which form a separate place from the outside space, and as a result, provide
permanent or occasional residence and usage, including such individual premises in
which the floor-to-ceiling height is totally or partially located under the surrounding
ground level?®. The tax obligation covers all rooms of the buildings (buildings/parts of
buildings), regardless of their function and usage. Thus, all buildings/parts of buildings
are objects of taxation even if they are empty or unused. Not all structures are covered by
the building tax, for example, roads and parking lots are excluded.

In addition to buildings, the 1990 Act recognises parts of a building as separate, individual
objects of taxation. Thus, rooms or a group of rooms which are separately functioning
parts of a building, with an entrance from the outside or from the building's common hall,
meet the conditions necessary to be classified as »buildings« for estates, tourist resorts,
commercial units or buildings for other purposes in the real estate registry, even if they
are not identified as separate buildings?’. Where parts of buildings have an individual
function separate from that of the main building (such as garages, yards formed within
detached houses), are technically separate (separated with architecture elements), and

2 Tbid. and A leggyakrabban kommundlis és a helyi ipar(izési adot vetnek ki a telepiilési énkormanyzatok
(08.04.2015). in http://www.kormany.hu/hu/miniszterelnokseg/teruleti-kozigazgatasert-felelos-
allamtitkar/hirek/ a-leggyakrabban-kommunalis-es-a-helyi-iparuzesi-adot-vetnek-ki-a-telepulesi-
onkormanyzatok. 20.07.2017.

% For sub-chapters Building tax, Land tax and Communal tax of individuals as basic source and main literature
was used the following monograph: Heizer-Kiss, Zs., Kanyo6 L. A helyi adok ¢és gépjarmiiado jogmagyarazata
2014. Budapest: SALDO Pénziigyi Tanacsado ¢és Informatikai Zrt., 2014. pp. 29-65.

% According to explanatory regulation in Section 52 (5).

2 Point 6 of Section 52.
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have a separate entrance, these are also classified as »buildings« for the purpose of
building tax.

A Obiject of Tax and General Rules

When determining the building tax obligation, the legislation basically creates two tax
object groups: residential and non-residential buildings, or parts of such buildings. A
residential building® is regarded as an »apartment« which is registered as, or is in the
process of being registered as an apartment block, residential building, apartment, castle,
villa or mansion in the real estate registry. The definition of »apartment« depends on two
conditions. On the one hand, it complies with the requirements mentioned above (i.e.
being capable of being listed into comfort degrees); and on the other hand, its
denomination in the real estate registry shall confirm its »apartment« usage. It is
significant that, as the 1990 Act defines »apartment« with regard to local taxes and the
obligation to taxation only relates to local governments, it is not possible for local
government to refine the definition of the term »apartment« in a broader or tighter way.

Compared to the definition of »apartments«, a non-residential building (or parts of such
a building) is a common term which covers all buildings (or parts of buildings), regardless
of their function, provided that they do not fall into the definition of »apartment«.
Therefore, such buildings include holiday resorts, retail units, garages, units for vehicle
storage, greenhouses, factories, cold stores, and industrial units.

According to the 1990 Act?®, the tax obligation can be one of two types, depending on
whether an occupancy permit has been issued on the property. If there is a permit, the tax
obligation on the building starts immediately on its occupation or when the permit
becomes legal binding. Whether such a permit is temporary or permanent is irrelevant to
the tax obligation. If no occupation permit is issued, the occupation is simply
»acknowledged«. In such cases the actual occupation is recognised by the tax authority
after having undertaken a site inspection, testimonies and other evidence. In such a case,
the tax to be paid is determined afterwards by an administrative decision.

It is important to note that the fact of issuing the occupation permit only has importance
for the first occupation following the construction of the building. The taxable nature of
such a »building« only terminates if the building or part of building ceases to exist (i.e. it
is demolished or destroyed). The reconstruction or a change in the function of an existing
building resulting in the issuance of a new occupation permit has no relevance regarding
the tax obligation because the property's nature as a tax object is continuous. The tax
obligation in the case of obtaining and afterwards rebuilding a tax object begins from the
first day of the year of acquisition, regardless of whether the property can be used during
the period of reconstruction or not. If any change occurs in the status of the tax object

2 Based on Act LXXVIII of 1993 on Certain Rules of the Lease and Alienation of Residential and Non-
Residential Premises.
2 Section 14 (1) of 1990 Act.
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which has an effect on the tax obligation (such as a change in the useful basic area of the
building as a result of an extension, addition, or demolition), the effect of this change has
to be taken into consideration from the first day of the following tax year, even if in the
changed status already existed for the greater part of the year when the change took place.
According to the 1990 Act, a break in the use of a building does not affect the tax
obligation, thus a tax obligation cannot be suspended, only terminated on the demolition
or destruction of the building.

As a general rule, the building tax obligation terminates on the last day of the year of the
building's existence (assuming human activities such as demolition). As an exemption, if
the termination is caused by other means (such as natural disaster or fire) in the first
semester of the year, the tax obligation is not valid for the second semester of the year
(i.e. there is no obligation to pay tax on the building for the second half of the year).

The building tax is annual levy. Therefore, the local government unit as the tax authority
adjusts it to the status existing on the first day of the year. The property tax's subject® is
the owner of the building (or part of building) as on the first day of the calendar year. In
the case of more than one owner, owners are subject to building tax based on their share
in the property. With regard to local taxes, the definition of »owner« covers those natural
or legal persons or organisations identified as owner in the real estate registry. If contracts
for the change of ownership of a real estate are handed in at the real estate registry and
this fact is countersigned by the office, the contracting party has to be regarded as owner.

The nature of »ownership« is basically connected to the status recorded in the real estate
registry. However, because of the special nature of the procedure within the real estate
registry (namely its long period), such cases when the acquisition of ownership has
already taken place, but the acquiring party has not yet been registered as owner, also
have to be recognised. In this case, the person waiting to be registered as »owner« can
also be regarded as the taxable owner. Only this solution results in a reasonable and
equitable situation, because, according to real estate registry rules, the status position of
the person waiting to be registered as »owner« has retrospective effect, beginning on the
day of the creation of the index attached to title deed, and the seller's owner status
terminates on the same day — again with retrospective effect.%!

30 According to main rule set in Section 12 (1) of 1990 Act.

31 In this context, it is important to note also, that in the event of a sale with the retention of title, becoming a
tax subject starts on the first day of the calendar year after the year when the contract was handed in at the real
estate authority, regardless of whether the purchase price is paid in installments, even if it is payable over several
years. Regarding other types of property acquisition besides transfer (such as inheritance, adverse possession or
expropriation), the date of the acquisition of ownership is set in the Act No. V of 2013 on the Civil Code. This
also means that the acquisition of ownership is independent of the announcement of the claim of acquisition at
the tax authority. In the case of inheritance, ownership starts on the first day of the year following the calendar
year when the testator died; in the case of adverse possession on the first day following the calendar year when
it happened; and in the matter of expropriation, on the first day following the calendar year when the decision
became final.
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The tax subject is different if the property has an intangible asset right recorded in the real
estate registry, which grants the right’s beneficiary disposition over the tax object, like an
attendant right, trustee right, land use and long-term land use, beneficiary right, land use
and rent. In these cases the tax subject is the beneficiary of these rights. It must be noted
however, that despite the fact that the 1990 Act lists »rental« among the intangible asset
rights, rental rights are not registered in the real estate registry and therefore a tenant can
never be the subject of the tax.

As for undivided common property, owners are tax subjects based on their share in the
property, and their tax liability reflects the division of the land between the owners based
on their property share. Hence, regardless of an agreement on sharing the right for use
among themselves, all joint owners have to prepare a tax declaration on the whole
property, but joint owners pay the proportional amount of tax which reflects the
proportion of their ownership.

In case of joint owners®?, the law provides that, based on a written agreement provided to
the tax authority (local government), joint owners can appoint one person among them
who fulfills the tax obligation, and who has contact with the tax authority (including the
delivery of the tax declaration, and the payment of the tax). This agreement does not annul
the tax liability of other joint owners, it only serves as an administrative convenience if
only one person is in contact with the tax authority.

Special cases of joint ownership are condominiums, joint garages and joint resort
ownerships. In the case of such ownerships, owners of individual apartments are tax
payers, however, for the rooms and parts of buildings used jointly, and the tax obligation
falls on the owner's community of condominiums, joint garages and joint resorts, as a
whole.

B Exemptions from building tax

Exemption falls into two categories: one regarding the building, as an object; and the
other part, regarding the use of the building. Thus, the following exemptions from the
building tax apply:

e Emergency housing is excluded from the definition of taxable objects;

e Places exclusively used for the provision of health care by general practitioners
(GPs) are exempt from taxation. (Places/parts of buildings used for private health
care, attract no exemption)®;

e Buildings used exclusively for the storage of radioactive waste or for holding
burned-out nuclear fuel; and

32 Section12 (2) of 1990 Act.
3 According to Act No. LXXXIV of 2003 on Medical Services.



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 155
G. Hulké & J. Fehér: Hungary

e Other exemptions include buildings used for animal husbandry, or growing plants
as well as associated buildings (such as horse stables, green houses, grain storages,
granaries).

Also exempt are historic buildings, which are residential and / or non residential buildings
(or part of such buildings), which have historical preservation and/or protection status.
Based on an application, they may be exempt from property taxation, for a maximum
period of three years. The condition of the exemption is that the historical building has to
be renovated, according to the requirements of the public authority responsible for
cultural heritage, during the period of non-payment of the building tax. At the end of the
tax-free period the tax authority contacts the authority responsible for cultural heritage in
order to confirm the execution and duration of the renovation. If the tax authority
ascertains that the renovation was not carried out or was not finished in time, the tax
authority levies the exempted tax with interest.

C Tax suspension

Tax suspension is the right of the taxpayer to postpone tax payment, while interest accrues
on the outstanding debt. The idea is based on the principle that the wealth-ratio public
burden which reflects the revenue expectations of society is not always achieved i.e.
taxpayers being ‘asset rich’, but ‘cash poor'. Possessing (asset) wealth does not always go
hand in hand with high income, hence, certain groups of the society face challenges that
seem to be insoluble when it comes to paying the building tax. Tax suspension provides
a solution to this problem, as a result of which property owners' property tax obligation
is suspended until a change of tax payer’s occurs — in case which case such a claim is
declared®.

Reflecting the fact that the aim of this deferring of the tax obligation is to reflect social
realities, only a specified group of taxpayers is entitled to benefit from this®®. The right of
tax suspension only applies in respect of the apartment which is the taxpayer's principle
private residence. Under the legislation, it is theoretically possible for this relief to last
for an unlimited period of time, effectively until the death of the entitled person. It also
terminates if the person entitled to the tax suspension relinquishes occupational rights
over the dwelling. If there is mortgage on the apartment it has no effect regarding the tax
suspension, nor does the value of the real estate. The taxpayer can make a request for tax
suspension at the local government offices, which (if the legal conditions are fulfilled)
registers the entitlement.

Hence, subject to meeting the necessary conditions, tax suspension is a basic right of a
person, and local governments are obliged to reduce or remit payment for those in
financial hardship. Local governments do not have power to discriminate against (or in
favour of) certain tax payers. As a security, the tax authority places a lien on the affected

3 Section 14/A of 1990 Act.
% According to Section 14/A of 1990 Act, such as pensioners over the age of 65.
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properties in the amount of the suspended tax with interest accruing, in order to guarantee
the debt. The suspended tax has to be paid with interest®, if the property is alienated,
burdened with intangible assets, the taxpayer dies or the taxpayer asks for the termination
of the suspension. Termination has to be notified to the tax authority within eight days
after the day of termination. Regarding the payment of tax and the interest for the period
of tax suspension, the tax authority confirms it with a decision ex post. In the case of a
sale of the tax object, the payment of the suspended tax with interest has to be completed
by the purchaser before the sale transaction can be completed. If there is another debt
attached to the property, this shall be paid by the seller (the entitled subject). If the person
entitled to the tax suspension dies, the tax and accrued interest are paid by the
beneficiaries of the deceased.

D The base and rate of the building tax

According to the regulation®” and depending on the decision of local governments, there
are two potential tax bases:

(a) useful basic area in terms of square metres; or

(b) the building’s adjusted market value.
The choice in this matter rests with the local government unit. However, in making their
choice, all property types of the given local government unit have to be valued using the
same tax base. Thus, it is not possible for a municipality to use different tax bases in the
case of the building tax and the land tax - the tax bases have to be the same. This tax base
uniformity, however, does not mean that if the local government introduces either the
building or the land tax, the other type of tax will also be introduced. Their coherence in
terms of the tax base only occurs when both types of taxes are implemented at same time,
in the same judicial area.

For the building tax, the tax base is the useful basic area of the tax object building’s
(building or part of building). The 'useful basic area’ is defined as the total basic area of
all rooms, except expansion rooms, outbuildings (parts) of flats, resorts and as regards
multi-storey dwellings, horizontal projections of the quarters’ inner stair® to include
space where the internal height is at least 1.9 metres. Roofed outside spaces enclosed
from three sides (lodges, covered and enclosed balconies), covered terraces, as well as
50% of porches belonging to houses are included within the useful basic area. In the case
of apartments, 70% of rooms built at the level of a basement or cellar are also included in
the useful basic area.

The legislation defines the upper level of the tax rate in the case of taxation based on the
useful basic area at 1,100 HUF per square metre, but local governments have the right to
define a higher tax rate in their normative ordinances®: the tax rate maximum is corrected

% The interest is calculated with the central bank base rate.
37 Section 15 of 1990 Act.

% By point 9 of Section 52 of 1990 Act.

% See Section 6 ¢) of 1990 Act.
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with a factor for inflation (the base year being 2003), which means that tax rate maximum
is not the same as the upper level set in the legislation, as it can be modified by inflation
rates.

With reference to taxation based on an adjusted market value, the base of the tax is the
value of both the building and the part of land necessary for its proper use. The adjusted
market value®® is 50% of the sale value*, which is primarily determined by an
announcement by the property's owner (the so called »announced value«). However, if
this value differs from the sales value registered by the National Tax and Customs Office
(as the authority responsible according to the 1990 Act on Duties), the latter determines
the adjusted market value for taxation purposes. The National Tax and Customs Office’s
registry of sales value contains data collected by various means, including also data
provided by local governments. Thus, where necessary, the local governments should
carry out local inspections, or at least create a value register, which assists in the
determination of whether the taxpayer has declared a realistic sale value or not. Also,
where necessary, experts in the real estate sales market assist this work of local
governments.

Currently, only a few municipalities levy the tax on buildings based on the adjusted
market value. In doing so, taxpayers declare the value of their property in their national
tax declaration and the tax authorities usually accept these. The legislative upper level of
the tax rate and the maximum tax rate which local governments cannot exceed, when
using an adjusted market value is 3.6% of the tax base. In this case, the tax rate is not
adjusted by inflation.

1.4.2 Land tax

Land tax*, is levied on lands within the local governments’ administrative jurisdiction.
The land which is regarded as a tax object is not built on, whether with buildings or with
structures, regardless of whether the land is located in urban or peri-urban areas. Excluded
from the land tax are:

e Agricultural land in urban areas, provided it is under actual agricultural
usage/cultivation;
Agricultural land located in peri-urban areas;
Farms;
Public roads;
Railroad and ancillaries;
Cemeteries;
Water surfaces and water reservoirs*;
Forests; and

40 According to point 13 of Section 52 1990 Act.

4 According to the Act No. XCIII of 1990 on Duties.

42 According to Section 17 of 1990 Act.

3 Defined in Act No. ClI. of 2013. Fisheries and The Protection of Fish.
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e Territories registered in the real estate registry as marshes or mud flats/swamps.
A Obiject of the land tax and general rules

Agricultural land is defined as land used for grapevines, orchards, gardens, meadow,
pasture (grass), reeds, and areas with trees or fishponds registered in the cultivation
branch of the real estate registry. The taxation of agricultural land depends on whether
they are located in urban or peri-urban areas. Agricultural lands located in peri-urban
areas are not liable to the land tax, regardless of whether they are cultivated or not.
Agricultural lands in urban areas are subject to taxation if they are registered in the real
estate-registry as agricultural land. Agricultural lands in urban areas only avoids the land
tax if they are, at least partially, cultivated. No exact information can be given regarding
this condition, the decision on whether the land is, in fact, cultivated, is always
subjective.*

Farms and marshes or mud flats (swamps) are not subject to the land tax either, and this
exemption applies only to such lands which are registered in the real estate register with
such a description.

'Public roads', are defined as public property, which are used for pedestrian and vehicle
traffic.*®

There is no tax liability for forests, water surfaces, water reservoirs and cemeteries,
regardless of their location within a settlement. The definition of ‘forests' not only covers
areas registered as such in the real estate registry, but also areas registered as 'forest' in
the Hungarian Forest Management’s database, regardless of their description in the real
estate registry. As to water reservoirs, the relevant legislation defines ‘water reservoirs' to
include their ancillaries, such as buildings and structures, that are built for the temporary
or permanent collection and storage of surface waters.

The exemption for cemeteries applies only to those areas which belong within the
definition of ‘cemetery’, that is: specific areas, located within the administration area of a
settlement, having piety and/or sanitation purposes, where their main function is the burial
of the deceased and/or the placement of ashes. Legislation recognises only operating or
closed cemeteries as ‘cemeteries”: so called 'reserve areas', which serve as areas for
cemetery expansion, are not regarded as such, hence they are subject to taxation.

To sum up, all lands are subject to the land tax provided that they are not covered by a
building or part of building (i.e. not covered by an object liable to the building tax), nor
qualify for exemption according to the 1990 Act. In this regard, developed lands are also
subject to land tax, but only in respect of that part which is not built on. This also means

4 Agricultural land - as a rule - is excluded from land taxation, but since January 2015, it can be included under
the settlement tax.
4 For the definition of railroad and their attachments see Act No. CLXXXIII. of 2005 on Railroad Transport.
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that land covered by structures, which are not subject to building tax (such as parking lots
and private roads), are liable to become land tax objects.

The liability to the tax begins on the first day following the calendar year, when the
change occurred in the nature of the tax object, and based on this change, the land became
an object of land tax. There is only one exception: if a certain building or part of building
is destroyed or demolished, the tax obligation begins on the first day of the following
semester after the building’s destruction. In the case of areas not having a special
character, the tax obligation starts on the first day of following year, when the areas ceased
to meet the conditions for exemptions from land tax*®.

As regards the subjects of the land tax, they completely match the rules on the subjects of
the building tax; that is, the subject of taxation is the owner of the tax object (land), and,
in certain cases, the person entitled to an intangible asset right. Furthermore, the rules
referring to additional owners (tax subjects) and the agreements of owners have to be
applied by analogy to the rules mentioned above for the building tax.

B Exemptions from land tax

The 1990 Act differentiates four land tax exemption categories, as following:

e For land which is partly built on. Parcels belonging to a building (which falls under
the building tax obligation), are excluded from the land tax for the area equal to the
useful area of the building (tax base of building tax). This exemption reflects the
fact that a certain part of land is always necessary for the proper usage of a building,
which is normally larger than the area strictly covered by the foot print of building.
This exemption only applies for land which is partially built on;

“6 The date of the formation of the tax obligation differs in certain cases. In the case of agricultural land in urban
areas, the tax obligation starts on the first day of the year following the year when the land was registered in the
real estate registry as uncultivated agricultural land; or the first day of the year after the year when the actual
agricultural cultivation was ended. In the case of peri-urban agricultural land, the tax obligation starts on the
first day of the following year when the real estate registry changes its entry on the character of the land. In the
case of forests, the regulation is a bit special, because forests are not only registered by the real estate registry,
but also by the Hungarian Forest Management (HFM). In this way, the area of the forest becomes the object of
taxation on the first day of the following year, when the real estate registry changes its entry on the use of the
land from forest to something else, provided that the HFM's database does not register the given area as a forest.
If it is registered as a forest within the HFM's database, the tax obligation does not come to effect, until it is
deleted from the HFM's database. In this case, the tax obligation starts on the first day of the year following the
deletion. Regarding the tax obligation of land previously registered as a ‘farm’, it starts on the first day of the
calendar year following the cancelation of the land character as a ‘farm’ by the real estate registry. In general,
tax obligations terminate on the last day of the year, when such relevant changes comes to effect. There are
some special cases regarding the termination of the land tax obligation. Thus, for the areas registered in the real
estate registry as uncultivated areas within urban areas and not being under agricultural cultivation, the tax
obligation terminates on the last day of the year, when it becomes registered as agricultural land in cultivation
(it is not relevant which branch of cultivation is recorded) in the real estate register. In the case of peri-urban
agricultural land and farms, the tax obligation of the land terminates on the last day of the year, when the area
becomes registered as ‘agricultural land' or as a ‘farm' in the real estate register. In the case of forests (regardless
of whether they are located in urban or peri-urban areas), the tax obligation ends on the last day of the year
when the forestry nature of the area is registered by the real estate registry or in the HFM's database.
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e Lands in urban areas, registered by the real estate registry as 'not cultivated'
agricultural land, but in reality agriculturally cultivated. Regular cultivation is
certified by the responsible agricultural authority, for the current tax year. In this
case, the agricultural authority can issue a decision, confirming that the area in
question is regularly cultivated for agricultural purposes. Based on such a certificate,
the tax authority grants an exemption from the land tax for the current year. If the
tax authority carries out a local inspection, based on which it becomes clear that the
land is not (or cannot be) under actual cultivation (because of a public right of way
or due to the presence of infrastructure necessary for the provision of public utilities,
for example), the tax authority is obliged to reject the request for tax exemption,
regardless of the existence of the certificate;

e Land tax exemption is guaranteed, up to 50% of the area, in the case of land under
a prohibition to build, re-develop or alter a building.*” The decision on prohibition
is filed by the real estate registry. Hence, partial exemption only exists when 50%
of land’s taxable area is not built on, and which is affected by these prohibitions;
and

e Protection-safety areas*® (buffer zones) declared by law or an administrative
decision, belonging to taxpayers’ product manufactory, are also free from taxation
if, prior to the given tax year, at least 50% of the taxpayer's annual net income came
from the selling of their products®.

C The base and rate of the land tax

As regards the land tax, local governments can choose from two methods in determining
the tax base. The tax base, depending on the decision of the local government, can be
either the land’s area or its adjusted market value.

In the case of the tax base according to area, the starting point is the whole area of the
land as recorded in the real estate register. If a structure regarded as a 'building' or part of
'building' is located on the parcel, the area is reduced by an area equal to the land covered
by the building. It is the size of area calculated in this way to which the land tax is applied,
but the tax base is determined after the application of any exemptions. If the exempted
area's exceeds the whole size of the land, the tax base is 0 m?. The legislative maximum
of the tax in the case of taxation based on area is 200 HUF/m?. However, local
governments can ascertain a higher settlement tax rate (corrected by inflation) in their
ordinance. As in the case of the building tax, inflation has the same base year of 2003.

47 Under the construction prohibition is meant prohibition to build, to restructure or to alter, stated in an
administrative decision based on the regulation of Act No. LXXVIII of 1997 on the Formation and Protection
of the Built Environment.

48 According to subsection (d) of Section 19 of 1990 Act.

49 A product manufactory is a permanent business establishment (building, construction), which is used directly
or as a subsidiary (storage, transportation and serving facilities, or other constructions connected to the
production) for the product made or prepared by the taxpayer.
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As regards taxation based on the adjusted market value, the adjusted market value is 50%
of the sales value; that is, the part of the land which is not covered by the building. Where
municipalities adopt this tax base, the legislative maximum tax rate is 3% of the tax base.
As with the building tax, this rate may not be corrected for inflation.

1.4.3 Communal tax of individuals

Most local governments have introduced the communal tax of individuals and, because
of its simplicity, it is one of the most popular local tax. Its rules and definition refer back
to the system of the building and land taxes, and the objects to which this tax is applied
are basically the same as those covered by the property-type local taxes. According to the
legislation, the communal tax of individuals is not included among the 'property' type
local taxes, however it basically fulfils the definition elements of a property tax.

The 1990 Act approaches the obligation to the communal tax of individuals from the point
of view of taxpayers (rather than land and/or buildings). It defines the subjects of the
communal tax obligation as natural persons, who are also taxpayers of the building tax
and/or land tax, that is owners of such a building, part of building or land registered in
the real estate registry. Thus, the objects of the tax are all properties (buildings, part of
buildings, lands) being (at least partially) in the possession of individuals or burdened
with the intangible asset rights of an individual, and apartments being in the possession
of a non-private person, rented by an individual.

Regarding the formation and termination of the tax obligation®, rules referring to the
formation and taxation of building tax and land tax are applied per analogiam.

If the communal tax obligation is established by a rental agreement, the tax obligation
starts on the first day of the year following the year when the rental relation was formed
and it terminates on the last day of the year when the legal relation ends.

It has to be noted, that regardless of whether the object of individuals’ communal tax
liability is identical to the object of building tax and/or land tax, the same taxpayer is not
required to pay two types of local tax on the same tax object at the same time. To avoid
double taxation on any one property of one taxpayer, only one type of local tax can be
levied, either the community tax of individuals or the property type tax®.

The subjects of the communal tax of individuals can only be individuals i.e. natural
persons, who are registered owners of a building, part of building or land included in the

% According to exact reference of Section 25 (1) of 1990 Act.

51 This is guaranteed by Section 7 (a) of 1990 Act, which states that regarding the same tax object the taxpayer
can only be obliged to pay one type of tax — based on local governments’ ordinance. In practice, this means that
if the unit of local government introduces the communal tax of individuals as well as building tax and/or land
tax, taxpayers potentially being liable under both types of tax have to be exempted from one of them, because
of the sameness of the tax object.
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real estate registry. If the property is burdened with intangible asset rights, then it is the
entitled person, as well as the person having tenant’s rights with regards to apartments,
owned by non-private persons/legal persons who are the taxpayers. In the case of two or
more owners having intangible asset rights, the rules stated above referring to building
tax and land tax are applied.

The communal tax of individuals is an itemised tax, which means that the tax obligation
has to be paid in one amount for each tax object. In this way, the tax base is defined as
one real property, and is not based on its area or value.

The highest legislative rate of tax is 17,000 HUF per tax object. However, local
governments can determine a higher rate of settlement tax in their regulations, similar to
the building and land taxes, corrected by inflation.

Subjects® of the communal tax of individuals can also benefit from the right of tax
suspension (see above). These rules, as well as those entitled, the conditions of application
etc. are applied as regulated in the building tax.

15 Real property tax revenues

Table 4.1: Revenue performance*

Year 2013 2014 2015 2016

Tax revenues at national level®
(enterprises+citizens+consumption taxes;
local tax revenues excluded) 6,861,725 7,394,753 7,977,591 8,125,897
All tax revenues at local level (included
local income from social security

payments) 674,469 698,132 770,376 805,446
Building tax 102,719 105,022 112,419 118,538
Land tax 19,395 17,937 19,102 22,112
Communal tax of individuals 13.175 13.002 13,443 14,589

Real property tax (RPT) revenues
summarised (building+land+communal
tax of individuals) 135,289 135,961 144,964 155,239

Local business tax

500,868 523,125 584,380 608,981

52 Based on Section 26/A of 1990 Act.
% Hungarian Central  Statistical ~Office, Excel chart see rows: 22, 30 and 37,
http://www.ksh.hu/docs/hun/xstadat/xstadat_evkozi/xIs/3_7_3h.xls, 20.12.2017.
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RPT revenue as % compared to national
tax revenues 1.97% 1.84% 1.82% 1.91%

RPT revenue as % compared to all local
tax revenues

20.05% 19.47% 18.82% 19.27%
* All numbers in million HUF.
Source: www.ksh.hu*.
1.6 Summary and possible adjustments

In summarising and discussing possible avenues for reform in the field of real property
taxes, several aspects have to be taken into consideration. Firstly, real property taxes
represent a lower-than-mediocre source of income for local budgets. Their main purpose
is to help establish a balanced budget-management system, but, because of their revenue
rates, they cannot serve as an instrument which guarantees local governments’ autonomy:
at best, they have a complementary-balancing function.*®

Secondly, in the case of small settlements, the communal tax of individuals (which seems
to be preferred rather than property type taxes) plays a more significant role, because, in
these cases there is usually a smaller income from the local business tax. In the case of
larger settlements (where the most used real property tax is building tax), the ratio of real
property taxes versus local business tax is reversed, with the local business tax producing
more income. For instance, in »county right cities«, 77% of all local tax income is
generated by the local business tax, 20% by the building tax, and a marginal 3% by all
other local taxes. In this way, the most relevant tax, from a revenue point of view, is the
local business tax.

Thirdly, even local taxes play an important role in a taxpayer's financial life. From the
perspective of a local government’s fiscal management, the backbone of the
municipalities' income are transfers from the central budget. Although this can differ
between municipalities, in general, the dependence of local governments on central
government is quite high. Even those cases where local tax incomes are extremely high,
cannot change the fact that settlements in Hungary are not able to sustain themselves
financially without these State transfers.

Fourthly, the system of local taxes is undergoing a process of change from a closed listed
system (where central legislation lists the possible local taxes together with their main
characteristics, and the freedom of local governments is limited to choosing from the
taxes listed and applying them within the flexibility given by the regulatory framework

% Hungarian Central Statistical Office, http://www.ksh.hu/docs/hun/xstadat/xstadat_eves/i_gp011c.html,
20.12.2017.

% Kecsd, G. A helyi adok jellemzéi és a milkddtetett helyi adok négy kiilfoldi jogrendszerben. in
http://jog.tk.mta.hu/uploads/files/mtalwp/2015_02_Kecso.pdf 20.07. 2017. pp. 92-94.

% Basically these are the largest towns, after the capital. There are 23 of them with a sum total of around 2
million inhabitants, which is 20% of the population of Hungary.
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relating to the base, rate, exemption and suspension rules etc.)®” to a relatively open
system under which any local tax can be introduced, provided it is not prohibited by
central legislation®.

While the closed system guarantees the integrity of the local tax system, an open system
has the potential to introduce inconsistencies and insecurities for the taxpayers, despite
the fact, that it gives local authorities an opportunity to cater for their special local needs
in a creative and individual way. However, the ingenuity of local governments versus the
overall positive effect of an open system is a matter for debate, and in this regard, it will
be interesting to see how in the long run, the relationship of other local taxes with regard
to the settlement tax develops, based on the limitations of the settlement tax’s object (i.e.
not prohibited, not charged with public burden and only for natural persons) and on the
political caution of local governments. Thus, it is likely that the settlement tax’s budgetary
importance is going to be marginal, because it cannot fully replace the existing local taxes
(without a system-wide change).

A great addition to this process could be the improved access to the real estate register
for local governments, which could serve as a baseline database for tax liability
verification and the evidence of the owner (thus tax subject). Several improvements could
be applied in the field of computerisation of the tax administration. In terms of increasing
revenues, the further control over the rate of tax and a reduction of tax evasion is required.
A positive characteristic of both the building and land taxes is the potential to adjust tax
rates by inflation. This ensures that (under the condition of positive inflation), a
permanent, and more or less automatic, adjustment of tax rate, is achieved without the
need for an explicit rate increase.

As to the legal regulation itself, the recent practice of the Curia of Hungary (Supreme
Court) raises a few issues. The Curia carries out the normative control of the local
governments” ordinances and in this way influences the trends of local taxes. First of all,
the Curia attributes increased importance to the fact that local taxes have to adequately
reflect local circumstances, and in this respect plays an important role. The legislation
itself gives no definition nor describes any process as to how this principle should be
applied or fulfilled: therefore the role of the Curia is of major relevance.

Another issue is the use of an adjusted market value as a tax base, which is strengthened
by the fact that real property prices have begun to grow in the last two years. However,
the use of an adjusted market value is not popular among local authorities. The problem
with its use is connected to the process of assessing the value of real property: specifically
its methodology, what administrative organ should determine it, and when and how often
it should be determined. Therefore, this current uncertainty represents an administrative

57 Kecsd, G. A helyi énkorméanyzatok gazdalkodasanak egyes kérdései nemzetkozi kitekintésben. in Uj Magyar
Kozigazgatas, 2013/1. pp. 11-12.

% Kecsd, G. A helyi adok jellemzéi és a miikddtetett helyi adék négy kiilfoldi jogrendszerben. in
http://jog.tk.mta.hu/uploads/files/mtalwp/2015_02_Kecso.pdf 20. 07. 2017. p. 10.
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burden, which only several jurisdictions are prepared to undertake. With the requirement
that the tax base should be appropriate to local circumstances, adjusted market value gains
in importance. Adjusted market value as tax base with the proper tax rate is able to reflect
on local conditions more effectively (and also more fairly) than a flat per square metre
tax base, as the latter does not takes into consideration the location of the real property,
where different locations can mean different property values, often in a very substantial
way.

Another issue with the real property taxes is that the legislation defines only buildings
and land, as the two main tax base categories, and does not differentiate these into sub-
categories. In this way it is up to the individual municipality to define individual sub-
categories within a given group (for example, in the case of the building tax, to
differentiate between housing units and non-housing units) according to local conditions
and also to determine the tax rate for each sub-category. This can lead to different
practices from settlement to settlement, which itself creates in a very fragmented system.

From a broader point of view, an interesting issue of real property taxes in general is the
question of ‘fairness' (or balance). The ownership of real property does not automatically
mean a higher financial potential or increased income for the taxpayer, so a relevant
question is, is it 'fair' to levy taxes on immovable property? A lot of wealth is connected
with movables or other types of property (not real estate) rights, like immaterial rights,
various types of securities, jewels, artworks. The basic question is, if real property is
charged with public burdens, why are other assets also of great value not considered as
tax objects from the view of property taxation? From a general point of view a real estate
tax can be justified as part of a balanced system of taxation, whereas other forms of wealth
are also subject to different tax obligations®®.

2 Evolution of real estate markets
2.1 Privatisation

The process of the privatisation of State property is divided into several time periods in
Hungary, namely: ‘spontaneous’ privatisation (1987-1990), centrally-controlled
privatisation (1990-1994) and the final phase (1994-1997).

The first period of mass privatisation of State property into private ownership is the so
called 'spontaneous' privatisation (1987-1990), which took place under the socialistic
regime. During this stage, domestic and foreign individuals and businesses, in close
cooperation with the management of State-owned companies, acquired assets owned by
the State under very favorable conditions. The main characteristic of this period of
privatisation was that it was not State controlled, and the government did not exercise any
influence over the process. Instead the privatisation processes were based on deliberate

% For a more detailed explanation see: paragraph 2.2 of the IAAO Standard on Property Tax Policy.
https://www.iaao.org/media/standards/Standard_on_Property_Tax_Policy.pdf, 20.07.2017.
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corporate decisions made by the companies' management, who chose their privatisation
partner(s), and the manner and terms of the process, which often reflected only their own
private interests, rather than that of the companies. From a boarder historical perspective
it had some benefits, being the first step in the development of the private economy and
Hungary's transition to a market economy. In these three years, 300 million USD of
working capital flowed into the country.5°

In the fall (autumn) of 1989, work was undertaken to create the legal foundation for the
second phase, the centrally-controlled privatisation (1990-1994). During this phase, the
State Property Agency (SPA) was established on 1 March 1990, as basically the State's
assets management company. The legal status of the SPA was very controversial and
quite unusual from an administrative point of view. The SPA was an autonomous body,
its activities unconnected to the government. Moreover the SPA was competing with the
government in its ownership and management of State assets. The SPA's property assets
included public companies (some 40-50 billion HUF-worth of 26 companies), the other
State corporate interests (such as bank shares) and its remaining assets were corporate
liquidations. Overall, between 1990-1994, some 310 billion HUF in assets was privatised,
involving 55% of foreign investment, and 45% from domestic investors. During this
period, the emerging private economy produced 60 - 65% of the country's GDP.5!

Later, the SPA was replaced by the single State-owned Hungarian Privatisation and State
Holding Co., which was responsible for the continuation of the process of privatisation
of State assets and the long-term management of the remaining State-owned assets.
Effectively, the privatisation process ended in 1997, with the process between 1990 and
1997 resulted in 86% of revenues coming from foreign investors, with the domestic share
being only 14%.

Overall, the privatisation process in Hungary played a significant role in the country's
transition to a market economy. It is also clear that a sharp struggle resulted between
different interest groups, domestic and foreign investors, and political forces; and that
funds flowed to acquire valuable property at prices which did not reflect their true value.
The world views the privatisation in Hungary between 1989-1997 as »successful«,
because in 1997, almost 80% of the country's GDP was produced by the private sector,
and the structure of the economy changed significantly, towards a market economy.5?

8 A spontan privatizacié idészaka (1987-1990). in Kollega Tarsoly, I. (ed.). Magyarorszdg a XX. szazadban.
Babits Kiado, Szekszard, 1996-2000. http://mek.oszk.hu/02100/02185/html/394.html, 20.07.2017.

61 A kdzpontilag vezérelt privatizacio 1990-1994 kozotti szakasza. in Kollega Tarsoly, 1. (ed.). Magyarorszag a
XX. szdzadban. Babits Kiado, Szekszard, 1996-2000. http://mek.oszk.hu/02100/02185/html/395.html, 20. 7.
2017.

62 Privatizacio az 1994. évi kormanyvaltastol 1997 kozepéig. In: In: Kollega Tarsoly, L. (ed.). Magyarorszag a
XX. szdzadban. Babits Kiado, Szekszard, 1996-2000. http://mek.oszk.hu/02100/02185/html/400.html, 20. 7.
2017.
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2.2 Restitution

Restitution, as a legal process in Hungary, meant the payment of partial compensation for
private property confiscated between 1939-1990 by the State. Only natural persons were
eligible for restitution, as a compensation for damages by the State activities from May
1939 until the change of the regime in 1990.

Underlying the philosophy of the regulation, there were two fundamentally different
political and legal positions, regardless of the fact that the injustice of the socialistic
ownership was undisputed by the vast majority of society. According to one approach,
the history of socialism was an anomalous and illegitimate episode, its laws null and void,
and private property can be restored without special enacting legislation, as ownership
does not expire. The other position recognises that, based on natural law and moral
foundations, the then regime’s legislation against the former owners could be viewed as
reprehensible, but the laws under which the properties were taken were valid at that time,
so they have to be respected. Therefore only moral satisfaction is achieved, without
property restitution. The basic underlying principle and the basis for restitution is the
moral foundation, however it is recognised that some kind of restitution must compensate
for the unfair practices of the former regime.

Those seeking restitution received compensation vouchers, which they could use to:
(a) participate in purchase of State property, assets or land;

(b) purchase their former flats under certain conditions;

(c) exchange the vouchers for a modest living allowance; or

(d) sell them as shares (on the Stock Exchange).

In total, some 1.8 million people participated in the restitution process, which is a
relatively low number, being about 18% of the whole population. Also, the level of the
restitution of property for each claimant was limited to a maximum of 5 million HUF.
Full restitution was possible only up to the 200,000 HUF limit, and above this a
decreasing percentage rate was applied. Based on this, the view remains that the
restitution process was unfair, partly because it was claimed only by a small portion of
society and partly because it had strict and regressive limits, considering the value of
restituted property per person.

2.3 Limitations on land/property ownership

The real estate market in Hungary is similar to the real estate markets in other Central
European countries. While it is opened to foreigners, there are several restrictions
imposed, but the general rule is, that EU citizens fall under the same regulation as
Hungarian citizens.5®

% The basis of the legal regulation is given by Act No. CXXII of 2013 on Agricultural and Forestry Land
Alienation; Act No. CCXII of 2013 on Certain Rules and Transitional Arrangements According to Act No.
CXXII of 2013 on Agricultural and Forestry Land Alienation; Act LXXVIII of 1993 on Certain Rules of the
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In the first place, there is a distinction between EU citizens and foreigners from non-EU
states and there is also a different legal regime for agricultural (forestry) land and other
real property. Thus, there is a general ban on non-EU citizens acquiring this type of real
estate. As for EU citizens (as well as Hungarian citizens), there are no restrictions on real
estate acquisition where the purchaser has the status of a ‘farmer'. Where this is not the
case, the maximum area of land ownership cannot exceed 1 hectare per person, unless it
results from an acquisition between close relatives. As far as agricultural and forestry land
goes, the general rule is that only natural (and not legal) persons are eligible to acquire
ownership of such land (with a few exceptions).

Other immovable property can be acquired by EU and Hungarian citizens without any
specific restrictions; however, the acquisition by non-EU foreigners of real property in
the country is subject to authorisation by the County Government Office, an organ of
State administration. The authorisation must be made in advance of the acquisition and is
started by an application.

2.4 Nature of the property market

The real estate market while relatively stable, is extremely region-dependant, as there are
major differences between real property prices in the different regions of Hungary:
naturally the highest prices are in the capital, Budapest. Generally it can be stated, that
prices tend to be higher in the western regions of Hungary, in county seat (large) cities
and close to recreational zones (such as in the vicinity of lake Balaton), rather than on the
eastern side of the country.

As with global trends, from 2007-2008 the market was quite passive, and the rental levels
and purchase prices were more or less stagnant. However, from 2013 a period of
continuous growth was observed in all sectors of the real property markets, which has had
positive effects on prices. In 2014, trading on the market reached the level achieved before
the economic crisis and a positive sign is that there is also a high demand for premium
real estate, whether for rent or purchase, so the expectations of real property agencies are
very optimistic. In recent years there is a statewide tendency of increased real property
prices, especially in the capital and county right cities, where a major price-boom can be
observed.

Beginning in 2013/2014 a steady growth of prices was evident on the real property
markets. EUROSTAT has registered a constant growth during past years: for instance
comparing data for 2013 with that for 2017 shows that there was almost a 30% rise in
prices of residential units.% Parallel with this, the volume of building construction and

Lease and Alienation of Residential and Non-Residential Premises and lastly Government Regulation No.
251/2014 regarding the acquisition of real property for foreigners, which is not classified as agricultural and
forestry land.

64 https://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tipsho10&plugin=1,
28.07.2017.
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the trade in housing units also shows stable growth (see Tables 4.2 and 4.4). On the part
of the investors, there is a shift from foreign companies to domestic companies, although
the speculative purchase of real estate is at a low level. The most important share of the
property market is represented by the activity in residential units (flats, houses,
recreational etc.), while it is interesting to point out, that in the last two years, in the case
of newly-built residential property, there are only minor differences in prices (see Table
4.5) between those realised in the capital and in other parts of the country. This indicates
a growing demand for newly-built property, which it may be assumed, serves rather as an
investment by private persons rather than for personal occupation.

Table 4.2: Housing units (residential property) number
Total number of housing units
Year Number
2011 4,390,302
2012 4,393,631
2013 4,402,008
2014 4,408,050
2015 4,414,684
2016 4,420,296
2017 4,427,805

Source: Hungarian Central Statistical Office®s.

% Hungarian Central Statistical Office.
http://www.ksh.hu/docs/hun/xstadat/xstadat_eves/i_wde001b.html, 28.12. 2017.
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Table 4.3: Price indices change of housing units (residential property)
Price indices (%) change of housing units, 2015 = 100%

Year New units Used units
2009 64.3 83.3
2010 90.9 89.6
2011 87.6 85.3
2012 88.2 824
2013 88.0 81.0
2014 92.2 86.6
2015 100 100

2016 107.6 105.3
2017 126.9 125.3

Source: Hungarian Central Statistical Office%, numbers in average based on all yearly quarters.

Table 4.4: Number of sold housing units (residential property)
Number of sold housing units (in thousands)

Year Total New units Re-sold units
2009 91.1 8.3 82.9
2010 90.3 4.8 85.5
2011 87.7 3.9 83.9
2012 86.0 2.6 83.3
2013 88.7 2.3 86.4
2014 113.8 3.3 1105
2015 134.1 3.4 141.4
2016 146.3 4.9 100.8
2017 134.2 4.5 129.7

Source: Hungarian Central Statistical Office®’.

% Hungarian Central Statistical Office.

http://www.ksh.hu/docs/hun/xstadat/xstadat_evkozi/e_zrs006.html, 28.12.2017.

67 Hungarian Central Statistical Office, http://www.ksh.hu/docs/hun/xstadat/xstadat_evkozi/e_zrs003b.html.
28.12.2017.
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Table 4.5: Mean price of sold housing units (residential property)
Mean price of sold housing units
(in million HUF)
Vear Used units New units
Budapest Statewide Budapest Statewide

2011 145 10.2 18.0 15.7
2012 14.2 9.9 175 15.8
2013 13.6 9.7 18.1 16.1
2014 145 10.3 19.3 17.0
2015 174 11.6 21.1 18.3
2016 21.2 12.7 23.6 19.7
2017 23.8 13.6 26.5 22.1

Source: Hungarian Central Statistical Office®8.
3 Property data
3.1 Real estate registry/cadaster

In Hungary, the cadastral survey began in 1786, during the Austro-Hungarian Empire, at
which time the cadastre and land registers were used in parallel. This system was used
continuously after the fall of the Empire by the successor states. Today’s regulation is
based on Act No. CXLI of 1997 on the real estate register. The register comprises a list,
description, character, geometry, and location information of all real estate. Ownership
and other rights to the real estate are registered here. However, the integration of the
cadastral database into other databases (such as the register of inhabitants) has not yet
been achieved. Effectively, therefore, the real estate registry works independently from
other databases. For the purposes of property taxation, local governments use both their
own databases, and the real estate register.

The administration is provided by the institutional network of land offices, which consists
of 19 such offices at the county level, one in the capital, and 174 at the district level. The
land offices form part of the departments of the County Government Offices, but operate
under the professional direction, supervision and control of the Ministry of Agriculture.
The main tasks of these offices are: real property registration, land surveying, land
protection and the supply of data.

%  Hungarian  Central  Statistical ~ Office, Excel chart see table 2 for details.
http://www.ksh.hu/docs/hun/xftp/stattukor/lakaspiacar/lakaspiacarl174.xls.
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The following property-related rights are recorded in real estate registers:

e ownership rights; and, in respect of State-owned real estate, the organisation
exercising the State's ownership and asset management rights;
permanent right of use by members of housing cooperatives;
land use on the basis of an agreement or court decision;
usufruct and the right of use;
lease rights over arable land;
easement rights;
permanent geodetic markings, land survey pilot areas, easements for the placement
of power supply equipment, cable rights, water line and mining easement rights
(basically the rights of utilisation in the public interest);

e right of first refusal, and the right of repurchase and purchase;

e mortgage right (independent lien); and

o fishing rights, and the right to lease such®,
Data in the property register is publicly available, but there are several rules governing its
the access. The real estate register is public, and the citizens may get information about
the content of the property sheets without limitation. Anybody can view it, may take notes
from it or may request authenticated copies. This data servicing — including viewing— is
available on written request only. The land office employees check the data given by
comparing them with those indicated in the personal identity documents of the clients.
The use of identity data of a natural person (e.g. owner’s name) is only permitted for the
courts, the attorney’s office or investigating authorities, for certain official tasks indicated
in the legislation, or for the inheritance procedures by the public notary.

Conclusion

In the last two decades, there have been several attempts in Hungary to introduce a more
general, unified State-wide system of property tax regulation, but without any real
success. Firstly there has always been the question, whether the property tax should be
applied only to real property or whether it should also include other types of property
(high-value movables, luxury goods, artworks etc.). There is probably no definitive

% In addition to these rights, some relevant facts, related to the property may also be registered, such as:
reference to the right-holder of record being under the legal age, or having such person placed under
guardianship; the liquidation or voluntary dissolution proceedings instituted against the right-holder of record,;
ownership restriction(s) by virtue of legal regulation or court decision; the ban on lot formation and construction,
and other construction-related restrictions; commencement of expropriation and lot formation proceedings;
appeal and petition for legal remedy against a land title office resolution; petition for the court review of a court
decision serving as the basis for the registration or related to such; the property's legal status; a ban on alienation
or encumbrance on the basis of a contract or testamentary disposition; commencement of lawsuits or criminal
proceedings specified in this Act; the scheduling of an auction or the failure of such; sale by retaining ownership;
the rejection of registration; retaining the ranking of a canceled lien; or the waiver of the right of disposition of
the ranking; advance reservation of ranking for mortgage; other facts in connection with the enforcement,
transfer or termination of a lien; the fact of construction or demolition of a building; the suspension of
proceedings; and the extent and nature of permanent environmental damage established by a definitive
regulatory or court resolution.
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answer to this: it is primarily dependent on the effectiveness of the tax assessment and
the costs of administration and control. But the taxing of large property assets is always
a popular item on the political agenda.

The first attempt to introduce a so-called luxury tax was the Act No. CXXI of 2005 on
Luxury Tax. The object of the tax was real property, to be more specific, flats and holiday
accommodation with a value exceeding 100,000,000 HUF, where the tax rate of 0.5%
was imposed on the sum exceeding this limit. Among several other issues, the most
problematic was the stated (or estimated) value of the property. The Constitutional Court
abolished this Law in 2008. After this decision, a second regulation was passed, namely
Act No. LXXVIII of 2009 on the Tax Due of Certain High Value Property Assets, with
the aim of taxing valuable housing units, water and air vehicles, and high-performance
cars, which was also canceled by a ruling (No. 8/2010 (1.28.)) of the Constitutional
Court.”

To summarise, real property taxes in Hungary are part of the local taxes. The legal or
framework regulation is contained in the Act of 1990 on Local Taxes, and while detailed
regulations are provided by the ordinances local government units. These taxes are
administered by local governments and comprise, basically, three local taxes: building
tax, land tax and the communal tax of individuals (which can be considered, as a property
tax, despite the fact, that the legislation does not list it among the local taxes). The
settlement tax plays a special role, as it can also be considered under some circumstances,
as a real property tax.

Considering the relevance of real property taxes among other local taxes, probably the
most important factor is the revenue raised. Of course, the exact ratios can differ from
municipality to municipality, but it is clear that, at the national level, the most important
local tax is the local business tax, which produces over 75% of the tax income of local
governments, indicating that the property type taxes are of mediocre relevance.

The local tax revenues are unevenly distributed, from a geographical point of view, as by
far the greatest »producer« of local tax revenue is the capital city, mainly because of the
income generated by the local business tax. It is also characteristic that the communal tax
of individuals is used mostly by small municipalities, as its administration and
supervision is far less complicated compared to that of the other real property taxes. At
the same time, the communal tax of individuals represents a smaller liability for the
taxpayers. Larger local governments (the capital, and »county right cities«) however
prefer the building and land taxes (especially the building tax) to the communal tax of
individuals, because it generates a higher level of fiscal income.

Regarding the revenue generated by property-type local taxes, there is a growing share in
terms of percentages, as well as in absolute numbers. However more important than this

™ Kurunczi, G., Rath, O. Az ingatlanadé nemzetkdzi vetiiletei. in http://plwp.eu/docs/wp/2015/2015-
3_Kurunczi-Rath.pdf, 20. 07. 2017. P. 2.
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growth, is the position of the real property taxes compared to other local taxes., These
are not the most relevant sources for the local governments’ budgets, because the local
business tax exceeds these significantly, both from the point of absolute numbers at
Statewide level, and the revenue generated to individual authorities. The importance of
certain local taxes may differ for many reasons, although mainly because of the size of
the given settlement. In general, it can be concluded, therefore, that the relevance of real
property taxes is mediocre.
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Introduction

Correctly structured and applied, real property taxes have a potential to be reliable and
stable sources of revenue for local self-governments. Scholars in the field of taxation and
fiscal dentralization consider real property taxes ,,ideal* taxes for small lower units of
government and in some countries, like the USA, where real property taxes yield
substantial amount of revenue, are ,the lifeblood for fiscal independence of local
governments“.! Because of their usefulness as a source of budget revenue subject to local
control, they can serve as an important element of fiscal decentralization in countries like
Lithuania.

The aim of this chapter is to review the position of real property property taxation in
Lithuania through the lense of an ,,ideal” tax for local governments. A good (,,ideal)
local tax should possess, among others, the following characteristics:

1) the tax base should be immobile to allow some latitude to decision makers to set

different rates without the tax base vanishing;

2) the tax yield should be stable and predictable over time;

3) the tax should be easy to administer efficiently and effectively;

4) the tax base should be visible to ensure accountability?.

In addition, for the tax to be truly local:
1) it should be assessed by local government;
2) rates should be set by local government;
3) it should be collected by that government; and
4) the revenue should accrue to that government. (ibid.)

As viewed from this theoretical framework the major problems with Lithuanian real
property taxes were identified.

A further objective of this chapter is to describe the historical development and current
status of real property taxation in Lithuania, as well as to address some issues related to
policy and to the administration of real property taxes. It describes the legal framework
of real property taxation, outlines and evaluates previous reforms with an aim to providing
insights for possible future improvements in order to make real estate taxes more
transparent and productive.

In Lithuania, real property taxes are not universal (currently only the land tax is
universal), and are almost solely applied only to commercial property used for economic
activities. The system of real property taxation is complex and lacks transparency.

* Mikesell, J. L. Fiscal Administration: Analysis and Application for the Public Sector. 9" ed. Boston:
Wadsworth, Cengate Learning, 2014. P. 488.

2 Bird, R. M. Threading the Fiscal Labyrinth: Some Issues in Fiscal Decentralization. National Tax Journal,
1993 (46/2). P. 207-227.
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The taxation of real estate is governed by two separate laws. Buildings and structures are
taxed under the Law on Immovable Property Tax, while land parcels are taxed under the
Law on Land Tax. Both laws are riddled with exemptions and other complex provisions
making administration inefficient and ineffective. Compliance with the tax on high value
residential property is very low.

What is most important is that local governments have only limited control over the
application of both taxes. Local government councils have discretion to set rates only
within the range provided by the law. They also have the right to grant exemptions but
only at the expense of local budgets. Recently the tax base has been broadened to cover
high value residential property as well. Revenue collected from that segment of the tax
base is meager and the revenue from this source accrues to the central government budget,
not to local government budgets. Therefore the real property taxes in Lithuania fall short
of being ,,ideal” taxes for local governments. They are not imposed by local authorities
and major elements of the tax structure are decided at the central level. In addition,
revenue from these taxes only partially accrues to local budgets. These drawbacks of the
current system of real property taxation significantly diminish the advantages of real
property tax as stable and reliable source of revenue for local governments.

The tax on real property is still far from being a broad-based low-rate tax that could be a
productive source of revenue for local goverments. This is a major problem facing policy
makers currently.

The literature on real property taxation and real estate market in Lithuania is very scarce.
A more recent and comprehensive analysis of real property taxes has been accomplished
by Sulija, V. (2004, 2006, 2012). The current reforms have been described and analyzed
by Liumparaité, D., Tatol, R., and Mingg¢laité, D. (2013). The problem of local taxes in
Lithuania and the role property taxes could play for financing local self-goverment have
been discussed by Astrauskas A. (2000), and Davulis G. (2006). Birskyte, L. (2013)
studied the quality of property assessments and their determinants.

The chapter is organized in the following way. In section one the history of the taxation
of real property in Lithuania is presented. Small subsections are devoted to the description
of the structural components of real property taxes today and the current administration
of the taxes. The position of real property taxes in modern Lithuania is explained. The
real property valuation methods for tax purposes are presented in subsection 1.5. The
following subsection presents statistical data to illustrate the significance of real property
tax revenue to state and local government budgets. In subsection 1.7 the efforts to reform
real property taxes are explained. Section 2 is devoted to the evolution of the real estate
market in Lithuania, including such topics as property restitution, the steps forward in
privatization, the limits on real estate and land ownership, and the nature of the real
property market. It also contains charts illustrating trends and fluctuations of real estate
market in Lithuania for the last 17 years. In section 3 the management of real property
data and procedure of title registration is described. Finally, the last section concludes.
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1 Real Property Tax
1.1 History

The rudiments of immovable property tax are found as early as the agrarian communities,
where the tax comprised certain established percentages from the yearly value of the crop
yield.® As urbanisation developed, this tax was also levied on buildings. In some sources
it was found that ancient Chinese were the first to apply the immovable property tax
(around 2700 - 2200 BC). “1/9 of the received yield from the cultivated land was given
to the state, which was equal to 11 % tax rate, which was paid depending on fertility of
land«.

More attention to taxation was given in the 13th century, during the formation of the
Lithuanian State.®> In a feudal Lithuania, until the 16th century, taxes were usually paid
in kind and only later, when monetary relations were established, tributes in kind were
replaced by money (paid as tax).6 The Grand Duchy of Lithuania did not have a common
monetary system (taxes on the lands occupied by Belarusians, Ukrainians and Russians
differed), however certain conscriptions (tribute, poll-tax, silver, tribute in livestock) were
present in the entire Grand Duchy of Lithuania.”

In the Grand Duchy of Lithuania, among the types of immovable property taxes, there
were also such taxes as a plough tax, chimney-money, as well as land and town
immovable property taxes. The taxable unit of the plough tax was considered to be a
particular area of cultivated land. A plough was a two-ox or —horse yoke. The plough tax
demanded 15 groats from an ox plough and 7.5 groats from a horse plough. The levied
land was determined primitively, therefore the tax was also inaccurate. The tax was paid
also by those residents whose plots of land were small and who had neither an ox nor a
horse. This tax was also paid by the town residents, who owned land.® The chimney-
money was taken from a peasant’s courtyard (also called a chimney) from the 15th
century. In 1775, the final form of chimney-money was established (all chimneys in a
duke’s and in private estate lands, taverns and town houses, except for Jewish houses
(because Jews paid different kinds of taxes) were subject to taxation).®

In 1918, after Lithuania re-established its statehood, a new state taxation system was
established as a result of the great need for revenues for the state. On 23 January 1919,
the Cabinet of Ministers adopted the Law on Taxes, which temporarily kept the former
taxes which had been levied during the Tsarist period on Lithuanian lands (land tax, main

3 Sulija, V. Reform of real property taxation and its feasibility in Lithuania. Jurisprudencija. 2004 (59(51).
4 Ibid. P. 118.

System. Kaunas: Technologija. 2005. P. 17.

¢ Zilénas A. Financial Foundations of the Grand Duchy of Lithuania. Vilnius. 1996. P. 57.

7 Ibid., p. 59.

8 Ibid, p. 74-75.

® Ibid., p. 81-82.
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trade and industrial company tax, tax for real estate in towns, etc.). Later other normative
acts were adopted in the area of taxation.*®

On 2 November 1923, the Law on Land Tax was announced. According to this law, land
was divided into five types according to its fertility, for example, soil, which was
attributed to the first type, was described in detail, while the land attributed to the fourth
type had the poorest productivity (forests older than 20 years and lakes suitable for
fishing, simple meadows, etc.). Land attributed to the fifth type did not yield any profit,
and was therefore not taxable.!! The land tax was stable and paid once a year. “For one
hectare of the first type of land one had to pay 9 LTL*? for the second type — 7.5 LTL,
for the third type — 5 LTL and for the fourth type — 1.5 LTL. The municipalities kept 35-
40 % of revenue of the state tax«.'* The immovable property tax “was charged in cities
and towns, and was calculated from the immovable property’s profitability or its value.
The movable property tax comprised 7-15 % of the total tax revenue directly received by
local authorities«.** A similar situation existed with taxes which related to the acquisition
of immovable property, for example, the sale and purchase tax of immovable property
which were also calculated based on the purchase price or value of inheritance. *°

During Soviet times (1940 — 1989) the taxation system of the independent interwar
Lithuania collapsed. “During those years Lithuania did not have taxation independency,
because a centralised taxation procedure was applied, which was directed against private
activities and collective oppression was introduced«. 16

The taxation of immovable property was reintroduced right from the re-establishment of
the Lithuania’s independence in 1990. The old centralised taxation procedure was
replaced by new fiscal regulations.’” The taxation of immovable property was established
by two separate laws: Republic of Lithuania Law on Immovable Property Tax of
Enterprises and Organizations of 20 July 1994, which came into force on 1 January 1995

Charges. Kaunas. 1996. P. 45.

1 Sta¢iokas R., Rimas J. Municipal Taxes and Charges. Kaunas. 1996. P. 37-45; Rimas J.Local Taxes. Kaunas:
Technologija. 2000. P. 51.

12| TL (litas) was the currency used in Lithuania between 1922 and 1941 (1 LTL was equal to 0.150462 grams
of pure gold). Litas (LTL) became the official currency of Lithuania again in 1993 after the independence of
the country was restored in 1990.

18 Stagiokas R., Rimas J. Municipal Taxes and Charges. Kaunas. 1996. P. 37. Rimas J.Local Taxes. Kaunas:
Technologija. 2000. P. 51.

4 Meidiinas V., Puzinauskas P. Taxes: Theory, Role, History. Vilnius: Teisinés informacijos centras. 2001.
p.48.

15 Ibid. P. 48-49.

System. Kaunas: Technologija. 2005. P. 21.

7 Ibid. P. 23.
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and was valid until 31 December 2005*® and the Republic of Lithuania Law on Land Tax
of 25 June 1992.%°

Pursuant to the Law on Immovable Property Tax of Enterprises and Organisations of 20
July 1994, the tax was paid by the legal persons (subjects of taxation), which owned
immovable property in the Republic of Lithuania in accordance with the right of
ownership. Foreign legal persons and organisations started paying taxes for immovable
property in the Republic of Lithuania owned by them in accordance with the right of
ownership from 1 January 2002. The object of taxation was immovable property within
the territory of the Republic of Lithuania owned by legal persons in accordance with the
right of ownership (buildings, structures, other premises), except land, aircrafts and
vessels. A 1 % rate on the taxation value of immovable property was imposed on
immovable property used for activities stated in tax payers incorporation documents.?

Pursuant to the Law on Land Tax?! of 25 June 1992, payers of the land tax are private
owners of land, who re-established their right to land, forest, water bodies, etc. The annual
land tax rate was established at 1.5 % of the land price (value of forest land excluded the
value of timber) (until 31 December 2012).

By the end of 2004, greater attention was being paid to the reform of the Immovable
Property Tax. On 7 June 2005 the Republic of Lithuania Law on Immovable Property
Tax was passed, which came into force on 1 January 2006.22 The aim of the new law was
to modernise the taxation procedure, broaden the base of immovable property by
eliminating the numerous exemptions, and closing the tax loopholes. However, it is
believed that this law did not solve all the problems related to taxation of immovable
property.z

This law expanded the circle of taxpayers by taxing the natural persons (individuals) as
well as legal persons. “According to section 1 Article 4 of the Law on Immovable
Property Tax, immovable property (or part thereof) is taxed, except structures (premises)
intended for residential purposes, gardens, garages, homesteads, greenhouses, farms,
science, religion, and recreation, fish-farming structures as well as other structures if such

18 The Law on Immovable Property Tax of Enterprises and Organizations of the Republic of Lithuania. Official
Gazette Valstybés Zinios. 1994 (59-1565). (Void).

18 The Law on Land Tax of the Republic of Lithuania. Official Gazette Valstybés Zinios. 1992 (21-612).

2 Liumparait¢ D, Tatol R., Mingélait¢ D. Immovable property tax in Lithuania: changes and concerning
problems. Practice and research in private and public sector - 2013: 3rd international scientific conference:
Conference proceedings, April 11-12, 2013. Mykolas Romeris university. Vilnius: Mykolo Romerio
Universitetas. 2013, P. 252-262. Law on Immovable Property Tax of Enterprises and Organizations of the
Republic of Lithuania. Official Gazette Valstybés zinios. 1994 (59-1565).

2 The Law on Land Tax of the Republic of Lithuania. Official Gazette Valstybés Zinios. 1992 (21-612).

22 The Law on Immovable Property Tax. Official Gazette Valstybés Zinios. 2005 (76-2741).

2 Qulija V. Modernizing the Taxation of Real Property in Lithuania. Jurisprudencija. 2006 (2 (80)). P. 116.
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immovable property is not used for economic or for business operations, or if they are not
transferred for use for more than one month or longer to legal persons«.2*

At the end of 2011, Lithuania adopted supplements to the Law on Immovable Property
Tax and the Law on Land Tax, with amendments that broadened the base of immovable
property tax. As a result the object of immovable property tax became all property, not
only immovable property, used for commercial purposes owned by the residents.
According to this amendment the residential immovable property the value of which
exceeds 1 million LTL? became taxable at a rate of 1 %. The law was amended again
taking effect from 1 January 2015, if the total value of the immovable property of natural
persons owned by a family unit in accordance to the right of ownership exceeds 220,000
EUR, the excess is taxable at 0.5 % rate of immovable property tax.? It should be noted
that for taxation purposes, the value of all objects of immovable property owned by a
family was totalled. Starting with the 2018 fiscal year, a progressive tax rate structure
comes into effect with marginal rates varying from 0.5% to 2% depending upon the value
of the property.?’

The taxable value is determined by mass valuation methods.?® As of 1 January 2013, a
tax rate of between 0.3 % and 3 % taxable value of immovable property was established
for the property used for commercial purposes.?® According to the new Law on Land Tax
(2013), for the first time in Lithuania, the base of the land tax is the market value
determined using the land valuation maps prepared following the mass appraisal of land.
Another novelty established in the law was the introduction of the concept of “neglected
agricultural land« to which tax exemption is not applicable. The law also established land
tax rates from 0.01 % to 4 % based on the value of the land. The specific rate is at the
discretion of the Municipality’s Council which can set the rate within the criteria
established in law.%

2 Liumparait¢ D, Tatol R., Mingélaité D. Immovable property tax in Lithuania: changes and concerning
problems. Practice and research in private and public sector - 2013: 3rd international scientific conference:
Conference proceedings, April 11-12, 2013. Mykolas Romeris university. Vilnius: Mykolo Romerio
Uuniversitetas. 2013, P. 252-262. The Law on Immovable Property Tax of the Republic of Lithuania. Official
Gazette Valstybés zinios. 2005 (76-2741).

% An equivalent of 290,000 EUR at the exchange rate of 1 EUR=3.45 LTL.

% Republic of Lithuania Law No. XI11-1390 amending Article 6 and 7 of the Law on Immovable Property Tax.
No. X-233 adopted on 09 12 2014 / Available at: https://www.e-
tar.It/portal/legal Act.html?documentld=4ad92e9089e911e4a98a9f2247652cf4 [accessed on 02 05 2017].

27 Please, see section “Reform” below for more details.

2 The Law of Amendments Suplemments to Articles 2, 4, 6, 7, 11, 12, 14 of the Law on Immovable Property
Tax of the Republic of Lithuania. Official Gazette Valstybés zinios. 2011 (163-7742).

2 Republic of Lithuania Law amending Article 6 of the Law on Immovable Property Tax. Official Gazette
Valstybés zinios. 2012 (82-4265).

% Sulija V. Theories Substantiating Taxation of Immovable Property and their Implementation at the Time of
Amendment of the Immovable Property Tax Law and Land Tax Law. Problems of tax policy: 1’st international
scientific conference: May 17, 2012. Vilnius: Mykolas Romeris University, 2012. ISBN 9789955194224. P.
73. Available at:
http://www.mruni.eu/en/university/faculties/ekonomikos_fakultetas/katedros/finansu_mokesciu_katedra/confe
rence_problems_of_tax_policy/ [accessed 30/ 03/2015].
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1.2 Tax legislation

According to Article 127 of the Constitution of the Republic of Lithuania ®, Lithuania’s
budgetary system comprises the independent budget of the state of the Republic of
Lithuania and the independent budgets of local municipalities. In Lithuania, taxes, other
revenue sources, and charges are established only by the laws of the Republic. Two
legislative acts regulate the taxation of immovable property: the Republic of Lithuania
Law on Immovable Property Tax (2005)% and the Republic of Lithuania Law on Land
Tax (1992)%, as well as the procedure for the collection of these taxes. Thus, established
in these laws are the main elements of the taxes: including the object of taxation,
taxpayers, tax rates, reliefs, tax period, tax calculation, declaration, payment and
procedure of depositing taxes into a budget/budgets. Without violating the procedure
established by the law, municipal councils have a right to reduce the rate of immovable
property tax or land tax at the expense of their budget, or to fully exempt certain taxpayers
from taxes (i.e. to determine and apply tax reliefs).

Under the Republic of Lithuania Law on Local Self-Government®, the municipal
councils have the right to receive part of the revenues from taxes and have the right to
adjust the rates without exceeding the limits provided by law.%® This means that specific
rates of the land tax and immovable property tax are established by each municipality
individually (i.e. the municipal council adopts a decision) before the 1st of June of the
current tax period: however such rates cannot exceed the limits established by law. The
law stipulates that the immovable property tax rate is within the range of 0.3 % and 3 %
of the taxable value of immovable property, while the land tax rate provided in the Law
on Land Tax is between 0.01 % and 4 % of the taxable value of land. If a municipal
council does not determine specific rates for the immovable property tax and land tax
before the indicated period, a 0.3 % tax rate of immovable property and 0.01 % of land
tax rate will be applicable within that municipality.

The revenue from the land tax and immovable property tax is the main source of tax
revenue for the budget of the municipality®®, where land and immovable property are
situated. If land and/or immovable property occupy are within the boundaries of several
municipalities, the land tax and immovable property tax revenues are shared
proportionally to the part of a land plot and immovable property that are situated in each
particular municipality.

There is one exception related to the revenue collected from the immovable property tax.
As of 1 January 2015, if the total value of immovable property owned by natural persons

31 Constitution of the Republic of Lithuania Official Gazette Valstybés Zinios. 1992 (33-1014).

32 Which replaced the Republic of Lithuania Law on Immovable Property of Enterprises and Organizations.
Official Gazette. Valstybes Zinios. 1994 (59-1156). Void since 01-01-2006.

% Republic of Lithuania Law on Land Tax. Official Gazette Valstybés Zinios. 1992 (21-612).

3 According to Article 50 (2).

% Republic of Lithuania Law on Local Self-government. Official Gazette Valstybés Zinios. 2008 (113-4290).
% Other sources of revenue include state transfers.
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in accordance with the right of ownership or acquired by them, exceeds 220,000 EUR,
then value which exceeds this limit is taxable at 0.5 % under the immovable property tax.
The revenue from this tax is paid into the state budget, not municipality budget.®” This
provision applies to structures (premises) intended for dwelling purposes, gardens,
garages, homesteads, greenhouses, farms, subsidiary farms, science, religion, and
recreation, fish-farming structures as well as engineering structures. Some scholars argue
that this decision of the government to allocate this part of tax revenue into the state
budget instead of to that of the municipalities, diminishes the autonomy of local self-
government.®

1.3 Structural components

In Lithuania, the provisions of real estate taxation are provided in two separate laws: the
Law on Immovable Property Tax and the Law on Land Tax.

1.3.1  Objects of the taxes (tax bases)

The object of the immovable property tax is all immovable property situated on the
territory of the Republic of Lithuania, with the exception of the following immovable
property: %

e Unused immovable property, the construction of which is not completed according
to the procedure established by the Republic of Lithuania Law on Construction. If
construction is not completed, but property is in use, such real property is liable to
the immovable property tax. It should be noted that, according to the Republic of
Lithuania Law on Construction, construction comprises operations, the purpose of
which is to build (construct) a new structure, or to reconstruct, repair or demolish an
existing structure;*°

e Immovable property created or acquired on the basis of a government and private
entities’ partnership, as defined by the Republic of Lithuania Law on Investments,
for the duration of such a partnership agreement, and provided that this immovable
property is used in accordance with the purpose established in the agreement. In
accordance with such a partnership agreement, a private entity can be granted the
right to carry out operations related to infrastructure, as well as the design,

37 Republic of Lithuania Law on Immovable Property Tax. Official Gazette Valstybés Zinios. 2005 (76-2741).
Republic of Lithuania Law on Land Tax. Official Gazette Valstybés zinios. 1992 (21-612). State Tax
Inspectorate under the Ministry of Finance of the Republic of Lithuania. Available at: http://www.vmi.lt/
[accessed 25/06/2016].

% Sulija V. Theories Substantiating Taxation of Immovable Property and their Implementation at the Time of
Amendment of the Immovable Property Tax Law and Land Tax Law. Problems of tax policy: 1’st international
scientific conference: May 17, 2012. Vilnius: Mykolas Romeris University, 2012. ISBN 9789955194224, P.
73. Available at:
http://www.mruni.eu/en/university/faculties/ekonomikos_fakultetas/katedros/finansu_mokesciu_katedra/confe
rence_problems_of_tax_policy/ [accessed 30/03/2015].

% Republic of Lithuania Law on Immovable Property Tax. Official Gazette Valstybés Zinios. 2005 (76-2741)
Art. 4.

40 Republic of Lithuania Law on Construction. Official Gazette Valstybés Zinios. 2001 (101-3597).
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construction, reconstruction, repair, renewal, management, use and maintenance of
new property or to the state or municipal property transferred into its management
and use. Private entities can also supply public services in the certain areas including
transportation, education, health and social security, culture, tourism, public order
and public safety.*!

Article 7 of the Law on Immovable Property Tax listed a number of objects, which were
not subject to taxation, for example, the immovable property (or part thereof) used by a
natural person for the manufacture of objects related to burial ceremonies??, as well as for
social services; the immovable property (or part thereof) was used by a natural person for
educational purposes; the immovable property (or part thereof) used by a natural person
for the provision of burial services or located in the grounds of a cemetery*:. However,
these provisions have been repealed and such property is now taxable.

Immovable property is not subject to the immovable property tax if it is owned by certain
legal entities, for example:

e diplomatic missions and consular posts of foreign states, international inter-
governmental organisations or their missions; state-owned or municipal immovable
property*;

e the immovable property of free economic zones; the immovable property (or part
thereof) used for burial services or located in the grounds of a cemetery;

e the immovable property (or part thereof) of trade unions used solely for the non-
commercial activities provided for in their articles of association;

e the immovable property of the Bank of Lithuania; the immovable property (or part
thereof) used solely for the provision of health care services;

e the immovable property used for environmental protection and fire prevention and
general-purpose objects;

e the immovable property of legal entities over 50 % of whose income over the tax
period consists of income from agricultural activities,* (including the income the
cooperatives received from the sale of agricultural products received from their
members and produced by them); and

e the immovable property, which is entirely or partially used for earning income from
agricultural activities and/or the income of the cooperatives from the sale of
agricultural products received from their members and produced by them. ¢

“l Republic of Lithuania Law on Investments. Official Gazette Valstybés Zinios. 1999 (66-2127).

2 Abolished since January 1, 2018.

43 Abolished since January 1, 2018.

44 Public enterprises (state companies) pay a tax for using state-owned property as established in Republic of
Lithuania Law on the Tax for Using State Property in Fiduciary Relationship. Official Gazette Valstybés Zinios.
TAR, 1996 (117-4369).

“As defined in paragraph 28 of Article 2 of the Republic of Lithuania Law on Corporate Income Tax (i.e. as
defined by the Republic of Lithuania Law on Income Tax of Individuals Official Gazette Valstybés Zinios. 2001
(110-3992)).

6 Republic of Lithuania Law on Immovable Property Tax. Official Gazette Valstybés Zinios. 2005 (76-2741).
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The object of the land tax is private land within the territory of the Republic of Lithuania
owned by natural and legal persons in accordance to the right of ownership (except for
forest land and land used for agricultural purposes, where a forest is planted). The list of
land exempt from taxation is significant:#’

e land being public roads; land publicly used by amateur gardeners;

e land belonging to natural persons, who, at the beginning of tax period, comprise a
family of which there are no individuals with working capacity, and who have a 0 -
40 % working capacity level, or pensioners and minors;

e several plots of land owned by a natural person in accordance with the right of
ownership, which are situated in the same municipal jurisdiction, as the same area
of non-taxable plot is allocated, is considered to be one plot of land. If a natural
person has a right to a tax relief and owns more than one plot of land, the highest
relief to one plot of land is applied. The application of this provision encompasses a
family, (i.e. spouses, single parents (including adoptive parents) and children
(including adopted children, step children) under the age of 18 living with them);

e land of national parks, regional parks, areas of landscape, cultural, geological,
geomorphological, botanical, zoological, botanical and zoological, hydrographical
and reserves to preserve rare species and protected land zones thereof, except
agricultural landed property situated on the aforementioned territories, as well as
areas with structures, roads and bodies of water;

e land of protected belts on the shores of bodies of water;

e land of natural monuments, except territories with structures and roads;

e land comprising immovable cultural heritage of archaeological (except cultural
layers of old towns) and memorial (abandoned grave yards and burial sites) objects,
included on the list of the Register of Cultural Heritage, except territories with
structures, land with roads and bodies of water situated on the aforementioned
territories;

e land of immovable cultural heritage of historical, architectural and art objects
included in the Register of Cultural Heritage, and land of ethnic homesteads in rural
areas and territories of ethnic villages; and

e land acquired by a farmer for establishing a farm. The exemptions covers three tax
periods from the acquisition of the right of ownership and the relief is applicable to
the same person only once.

1.3.2  Taxpayers

Pursuant to Article 3 of the Law on Immovable Property Tax, taxpayers are natural
persons (citizens of the Republic of Lithuania, citizens of foreign countries and stateless
persons) and legal persons (i.e. legal persons registered in accordance with the procedure
established by the legal acts of the Republic of Lithuania, and legal persons of foreign
countries and any foreign organisation, which is recognised as the subject of the law) of

47 Republic of Lithuania Law on Land Tax. Official Gazette Valstybés Zinios.2011 (163-7743). Part 2, Article
8.
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the Republic of Lithuania and foreign states. As of 1 January 2012, the immovable
property tax is paid by all natural persons (both permanent and temporary residents of
Lithuania) for all immovable property in their ownership or acquired by them (i.e. under
a sale and purchase instalment contract).

The following exceptions are established for natural persons:

e immovable property or part thereof transferred for use to a legal person indefinitely,
or for a period longer than one month (the legal person is the taxpayer for this
period);

e structures (premises) intended for use as a dwelling, gardens, garages, homesteads,
greenhouses, farms, subsidiary farms, used for the purposes of science, religion, and
recreation, and fish-farming structures as well as engineering structures, if their total
value does not exceed 220,000 EUR (as of 1 January 2015).4¢ From 1 January 2015
another exception was introduced — families raising three and more children
(including adopted children) under 18 years of age, and families raising a disabled
child (including adopted child) under 18 years of age, as well as an older disabled
child (including adopted child), in relation to whose special need continuous care
has been determined. In such cases, the value of the non-taxable immovable property
is increased by 30 %.%°

It should be noted that “if a natural person obtains immovable property according to a
financial lease agreement, which provides for the transfer and acceptance of ownership,
and according to a sale and purchase instalment contract or mortgage agreement, and if
the information about a corresponding agreement is registered in a public state register,
the immovable property tax shall be paid by a natural person, even though according to
the data of State Enterprise Centre of Registers the indicated owner of immovable
property is e.g. a leasing company, seller or another person«.>

Pursuant to the Republic of Lithuania Law on Land Tax, the payers of land tax are the
owners of private land, both natural persons (who acquired the land by means of purchase,
sale, inheritance and other legal ways), and legal persons (who are registered in the
Register of Legal Entities), who own plots of land in accordance with the right of
ownership. As of 1 January 2013, the management companies of a collective investment
entity are also included as taxpayers. The following entities are exempt of the land tax:

e diplomatic missions and consular posts of foreign states, international inter-

governmental organisations and their missions;
e bankrupt companies;

48 Republic of Lithuania Law on Immovable Property Tax. Official Gazette Valstybés Zinios. 2005 (76-2741).
State Tax Inspectorate under the Ministry of Finance of the Republic of Lithuania. Awvailable at:
http://www.vmi.lt/ [accessed 25/06/2016].

49 State Tax Inspectorate under the Ministry of Finance of the Republic of Lithuania. About Immovable Property
Tax for Individuals. Publication. For Legal Persons. Available at: http://www.vmi.lt/ [accessed 24. 6. 2016].

%0 Republic of Lithuania Law on Immovable Property Tax. Official Gazette Valstybés Zinios. 2005 (76-2741).
State Tax Inspectorate under the Ministry of Finance of the Republic of Lithuania. Available at:
http://www.vmi.lt/ [accessed 25/06/2016].
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e the Bank of Lithuania;

e land owners, where the tax payable by them during the tax period for all plots of
land owned does not exceed 5 LTL (1.45 EUR) and as of 2015, does not exceed 2
EUR®L

1.4 Tax Rates

The immovable property tax rate is between 0.3 % and 3 % of the taxable value of
immovable property. The land tax rate is between 0.01 % and 4 % of the taxable value of
land. As stated earlier (section 1.2), municipalities have the right to determine specific
rates of immovable property tax and land tax, within the limits established by the law.
Moreover, in accordance with the Republic of Lithuania Law on Immovable Property
Tax, the municipal councils can establish several specific tax rates within the range of
0.3 % and 3 % of the taxable value of immovable property, which are differentiated with
respect to one or several of the following criteria: the purpose of immovable property, its
use, its legal status, its technical characteristics, maintenance condition, the categories of
taxpayers (size, legal form, or social status), or the location of immovable property within
the jurisdiction of a municipality (according to the priorities indicated in the
municipality's strategic planning and planning documents).

The same rights are granted to municipal councils in relation to establishing specific land
tax rates. Differentiation of the land tax rates is based on one or more of the following
criteria: the main purpose of the use of the land, the manner of its use, the exploitation or
its absence of a plot of land, the size of the land, the categories of taxpayers (size, legal
form, or social status), and the location of the land within the jurisdiction of a
municipality.5?

The lists of criteria stipulated by the law are final. For example: for 2015, Vilnius' City
Municipal Council approved the following rates for the immovable property tax:>

o (.7 % tax rate for hotels and recreation-type structures, etc.;

e 3% rate for premises and structures, which are not exploited or which are exploited
but not in accordance to its original purpose, or which are abandoned or neglected,
etc.;

e 1 % rate for all other categories of immovable property, which do not fall under
either the 0.7 % or the 3 % rate categories.

51 Republic of Lithuania Law on Land Tax. Official Gazette Valstybés Zinios. 1992 (21-612).

52 Republic of Lithuania Law on Immovable Property Tax. Official Gazette Valstybés Zinios. 2005 (76-2741).
Republic of Lithuania Law on Land Tax. Official Gazette Valstybés zinios. 1992 (21-612).

53 Decision of the Vilnius City Municipality Council on determination of the tax rates of immovable property
for 2016 No. 1-2348 of 15 April 2015 and Decision of the Vilnius City Municipality Council on determination
of the tax rates of land for 2016 No. 1-2347 of 15 April 2015. http://vilnius.It [accessed 15.06. 2016].
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Vilnius City Municipality Council has also established the following tax rates for 2015
for private land situated within the administrative boundary of the Vilnius City
Municipality:5*
e 0.4 % of the taxable value of land used for commercial, industrial and warehousing
pUrposes;
e 3 9% of the taxable value of unexploited plots of land;
e 0.2 % of taxable value of land for other categories of land, which do not fall under
0.4 % or the 3 % rate categories.

Moreover, the Vilnius City Municipality determined a taxation threshold (up to 10 are)
for the land holdings of certain categories of persons, e.g. persons with a 0 - 40 % working
capability (before 30 June 2007 — I and Il groups of disability), persons on a pension,
minors (under 18 years of age), if the family of such persons does not have any family
member with official working capacity.

The land tax is reduced in the amount of 70 % to taxpayers, whose land falls under the
category of non-urbanised locations (as provided in the relevant planning documents). A
list of these plots of land are provided to the State Tax Inspectorate (under the jurisdiction
of the Ministry of Finance of the Republic of Lithuania) (hereinafter STI) before the 1%
of June of the coming year. The State Tax Inspectorate informs the State Tax Inspectorate
of Vilnius County about the decision adopted on the determined specific rates of
immovable property tax and land tax no later than before the 10" of that month.®

Decisions of the Municipal Council concerning the rates of land tax and immovable
property tax are announced in the local press or by an official statement in the press
concerning the adopted decisions, while the full text is published on the internet website
of the corresponding municipality. The land tax and the immovable property tax rates
valid in the municipalities are also announced on the internet website of the State Tax
Inspectorate.>®

15 Administration

The administration of immovable property and land taxes is regulated by the Republic of
Lithuania Law on Tax Administration, Republic of Lithuania Law on Immovable
Property Tax (LIPT, Articles 11 and 12), and Republic of Lithuania Law on Land Tax
(Article 12 and 13). The Law on Tax Administration (LTA) establishes the main concepts
and rules, determines the functions, rights and duties of the tax administrator, the rights
and duties of taxpayers, the calculation and payment procedure of taxes, procedure for
the examination of pre-trial taxation disputes, etc.>” The administrator of the immovable

5 Ibid.

% Ibid.

% State Tax Inspectorate under the Ministry of Finance of the Republic of Lithuania. Available at:
http:/iwww.vmi.lt/ [accessed 24. 6. 2016].

5" Republic of Lithuania Law on Tax Administration. Official Gazette Valstybés Zinios. 2004 (63-2243).
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property tax and land tax is the State Tax Inspectorate and the territorial state tax
inspectorates (part of the structure of the State Tax Inspectorate). The tax period for the
immovable property tax is a calendar year.

The immovable property tax is calculated, declared and paid by the taxpayer based on the
taxable (basic) value. The value is established by the property assessor (i.e. State
Enterprise Centre of Registers). Taxpayers can find the value of immovable property in
EUR using the taxable structure’s unique number on the internet website of the State
Enterprise Centre of Registers: www.registrucentras.|t. Data of the Real Property Register
and Real Property Cadastre required for the calculation of taxes is provided by the
property assessor to a local tax administrator twice a year, i.e. before the 1st of February
and before the 1st of August. (LIPT, Art. 11(1)).

Natural persons begin the calculation of the immovable property tax from the month after
they acquired ownership to the immovable property, accepted the management
responsibility of the acquired immovable property, or when the rented (loaned for use)
immovable property was returned to a citizen by a legal person.

The immovable property tax is not calculated from the month following the transfer of
ownership, rights to the acquired immovable property were transferred or immovable
property was rented or loaned for use to a legal person.’® Legal persons begin the
calculation of the immovable property tax starting from the month, following that month
in which: (1) they acquire the right of ownership to immovable property; (2) take over
the management of the immovable property being acquired; (3) the taxpayer restored the
rights to the immovable property being acquired, or rights by which immovable property
is transferred to them during the period the immovable property (or part thereof) owned
by a natural person in accordance with the right of ownership is transferred indefinitely
or for a period longer than one month for use by a legal person or is acquired by them,
the immovable property tax shall be paid by that legal person. Legal persons cease to
calculate the tax starting from the month, following that month in which they: (1) transfer
the right of ownership to immovable property; or (2) transfer rights to the immovable
property being acquired or lose these rights. When immovable property is returned to a
natural person (in the case indicated in Article 3(3) of the Law on Immovable Property),
tax shall not be calculated from the month, following that month, in which immovable
property is returned.®

Taxpayers (natural persons) provide a tax return to the territorial state tax inspectorate
before 15 December of the current tax period, on their immovable property for structures
(premises) intended for dwelling purposes, gardens, garages, homesteads, greenhouses,
farms, subsidiary farms, science, religion, and recreation, fish-farming structures as well

% Information about Immovable Property Tax. State Tax Inspectorate under the Ministry of Finance of the
Republic of Lithuania. Available at: http://www.vmi.lt/ [accessed 24. 6. 2016].
%9 Republic of Lithuania Law on Immovable Property Tax. Official Gazette Valstybés Zinios. 2005 (76-2741).
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as engineering structures that they own or that they are in the process of acquiring, and
the total value of which exceeds 220,000 EUR.

The immovable property tax for the other immovable properties of taxpayers (both natural
and legal persons) is paid and the tax return submitted before the 1st of February of the
next year.%

Co-owners calculate, declare and pay the tax in proportion to the value of immovable
property held (or acquired) by them. The tax imposed on the immovable property held
under (or being acquired by) joint ownership may be calculated, declared and paid by one
of co-owners. (LIPT, Art. 12 (2))

Legal persons are required to make advance payments of the tax but only in respect of the
immovable property owned by that legal person as at 1 January of the current calendar
year, and only if the annual amount of tax levied on this property is greater than 435 EUR
a year. Moreover, where the taxable value of immovable property during the current
calendar year exceeds the tax value during the previous calendar year, the advance
payment for this immovable property may be calculated on the basis of the taxable value
of immovable property during the previous calendar year.®*

Advanced payments have to be declared in the tax return, thus providing an audit trail.
Advanced payments may not be made by legal persons for any immovable property which
they took over from a natural person. Advance payments are not required from natural
persons for their immovable property.

The tax period for the land tax is also a calendar year. The territorial tax inspectorates
calculate the tax in accordance with the procedure established by the central tax
administrator (STI) and provide demands for payment to the taxpayers (both natural and
legal persons) by 1st of November of the current tax period. Taxpayers are obliged to pay
the land taxes before 15th November of the current tax period.

New owners of land must pay tax according to the following procedure:
e if the land is acquired in the first six months of a year, tax is payable for the whole
year;
e if the land is acquired in the last six months of a year, tax is payable from the
beginning of the following calendar year.

Land tax is not payable when:
e land is transferred in the first six months of a year - applicable in the same year;

8 Republic of Lithuania Law on Immovable Property Tax. Official Gazette Valstybés Zinios. 2005 (76-2741).
Information about Immovable Property Tax. State Tax Inspectorate under the Ministry of Finance of the
Republic of Lithuania. Decree No VA-40 of the Head of State Tax Inspectorate under the Ministry of Finance
of 29 May 2007( real property tax declaration form). Official Gazette Valstybés Zinios. 2007 (63-2449).
Available at: http://www.vmi.lt/ [accessed 24. 6. 2016].

& Ibid.
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o land is transferred in the last six months of a year — applicable starting the following
year.52

Taxable values of land can be found on the internet website of the property assessor State
Enterprise Centre of Registers (www.registrucentras.It) by entering the unique cadastral
number of the land. In accordance with Article 13(1) of the Republic of Lithuania Law
on Land Tax, “data of the Real Property Register and Real Property Cadastre required for
the calculation of taxes, as well as data on abandoned agricultural land shall be provided
by a property valuation company to a tax administrator in the manner and within a period
provided for in the agreement between the property valuation company and the central
tax administrator, in any event, no later than 1st September of every tax period«.%

It is the duty of a taxpayer to calculate the tax and to pay the correct amount. If a taxpayer
fails to calculate the tax correctly or to pay it in full and on time, the tax payable is
calculated by the State tax inspectorate. The State Tax Administrator calculates the tax
on the basis of tax returns submitted by taxpayers, accounting and other documents, or
by using other special methods of tax calculation (e.g. tax calculation with the application
of the principle of substance over form.). Article 68 of the Republic of Lithuania Law on
Tax Administration establishes a statute of limitations on tax calculation and
recalculation. Taxpayers or tax administrators can calculate or recalculate tax for no more
than the current and five previous calendar years, counting back from the 1 January of the
year taxes were first calculated or recalculated. Longer periods can be taken into account
only when a criminal case requires the determination of damages to the state, and the
statute of limitations for the passing or execution of a judgement of conviction established
in the Criminal Code has not yet expired.

Different methods of enforcement of the tax obligation can be applied in cases of non-
performance or improper performance of fiscal obligations (e.g. the additional payment
of interest on the outstanding debt, property seizure, instructions given to a credit or
payment or electronic money institution to terminate the withdrawal and transfer of
money from the taxpayer’s account(s) ; mortgage; or guarantee). Interest on late payment
is calculated beginning with the day after the day on which the immovable property tax
and land tax was due to be paid. Such interest is calculated for a period not exceeding 180
days from the day following the expiry of the time limit provided by the law.%* (LTA, Art.
95-100). The amount of interest and the procedure of its calculation is established by the
Minister of Finance of the Republic of Lithuania. For example, as of 1 July 2016, the
established amount of interest for unpaid or the delayed payment of tax for the third
quarter of 2016 is 0.03 % for each day of delay.%

2 Medeliené A., Sudavic¢ius B. Tax Law. Vilnius: State Enterprise Centre of Registers. 2011. P. 397.

5 Republic of Lithuania Law on Land Tax. Official Gazette Valstybés Zinios. 1992 (21-612).

& LTA, Art. 95-100.

% Ministry of Finance of the Republic of Lithuania. Available at: http:/finmin.Irv.It/ [accessed 24. 6. 2016].
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Moreover, an economic sanction (fine) can be imposed on a taxpayer for an illegal
reduction of tax due. If the tax administrator determines during the course of an
examination that a taxpayer has failed to calculate taxes or has failed to declare taxes or
has intentionally applied a lower tax rate, which has resulted in an illegal reduction of
payable tax,% a penalty is imposed on a taxpayer. In this case, the amount of tax underpaid
is calculated and a penalty equal to between 10% to 50 % of the amount underpaid is
imposed. The amount of the actual penalty is conditional on the type of violation, on
whether the taxpayer has cooperated with the tax administrator, on the acknowledgment
of having committed a violation of tax laws, and on other circumstances.

Taxpayers are also entitled to be credited and refunded of tax overpaid against any arrears
in payment of the taxpayer (the crediting procedure is established by the central tax
administrator). The tax administrator has the right to verify whether or not the taxpayer’s
request for a refund of any overpayment is substantiated. If the request is substantiated,
the overpayment is refunded within 30 days from the date of receipt of a written request
to refund the tax overpayment (LTA, Art. 87). Upon examination of a taxpayer’s request,
the tax administrator may adopt a decision to refuse or to refund the amount overpaid.
The decision of a local tax administrator to refuse a refund or to credit the taxpayer for an
overpayment can be appealed to the Central Tax Administrator (State Tax Inspectorate).

The compulsory pre-hearing procedure is applied to the settlement of tax disputes®’
(including the decision to refuse the refund (credit) of tax overpayment) as well as any
appeals filed by the taxpayer against the tax administrator’s decision to refuse an
exemption from penalties and/or the payment of interest. The following are the
institutions which may be party to such a hearing:

1) Central Tax Administrator (which examines tax disputes arising between the taxpayer
and the territorial tax administrator (LTA, Art. 150);

2) Commission on Tax Disputes under the Government of the Republic of Lithuania
(responsible for dealing with tax disputes arising between the taxpayer and the central
tax administrator; tax disputes arising between the taxpayer and the central tax
administrator over decisions adopted by the central tax administrator after the
examination of appeals filed by the taxpayer against the decisions made by the
territorial tax administrator; and tax disputes arising between the taxpayer and the
central tax administrator where the central tax administrator has failed to adopt a
decision in a tax dispute within the time limits laid down in the Law on Tax
Administration (LTA, Art. 151)).

8 Article 139 of the Law of the Republic of Lithuania on Tax Administration.

67 In accordance with Art. 2(21) of the Law on Tax Administration of the Republic of Lithuania currently in
force "tax disputes" means "disputes arising between the taxpayer and the tax administrator over a decision
on the approval of an inspection report or any other similar decision on the basis of which the tax is calculated
anew and the taxpayer is instructed to pay it, also over a decision made by a tax administrator to refuse the
refund (crediting) of a tax overpayment (tax difference)." Official Gazette Valstybés zZinios. 2004 (63-2243).
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Following a corresponding decision of the central tax administrator concerning tax
disputes, a taxpayer has a right of appeal against the decision in a court of law. Judicial
institutions for tax disputes are the following: the Vilnius District Administrative Court
and Lithuanian Supreme Administrative Court (in the procedure of appeal).

1.6 Valuation

According to the Law on Immovable Property Tax (Art. 8), the taxable value of
immovable property is the average market value of that immovable property. The value
of immovable property used for commerce, and the immovable property intended for
dwelling purposes, gardens and garages (e.g. car garages, and boathouses) and subsidiary
farms (household buildings located on private land parcels of house holdings, land parcels
of agricultural land of farmsteads, land parcels of gardens and intended for meeting the
basic needs of the inhabitants on a sustained basis) is established in accordance with the
latest documents on the mass valuation of immovable property approved by the
Government of the Republic of Lithuania in an established procedure

The taxable value of engineering structures and other immovable property not specified
earlier cannot be older than the last past five years. As mentioned before, the valuation of
immovable property is performed by the property assessors of the State Enterprise Centre
of Registers. Taxable values of immovable property (engineering structures) are
established on 1 January 2011 and are used to calculate tax for a five year period (in 2011,
2012, 2013, 2014 and 2015).

The valuation of immovable property reflects the purpose of the property. Thus:

o the valuation of immovable property used for commerce (i.e. administration, trade,
medical, scientific and other types of structures) is based on the comparative method
of valuation (comparable sales) or the value-in-use (capitalisation of income or
discounted cash flows) by applying mass valuation principles to the transactional
data on the immovable property;

o the valuation of immovable property intended for dwelling purposes, gardens and
garages and subsidiary farms (household buildings located in private land parcels of
house holdings, land parcels of agricultural land of farmsteads, land parcels of
gardens and intended for meeting the basic needs of the inhabitants on a sustained
basis) is also based on the method of comparative method of valuation (comparable
sale prices) using mass valuation principles;

e the valuation of engineering structures is based on the recoverable value (cost)
method (by calculating the percentage of physical deterioration) using data from the
Real Property Cadastre and the Real Property Register, the price lists of costs
(construction value) for the restoration of immovable property, and the normative
standards of the average working life of construction works;

%At the moment the valid document is the Resolution No. 234 of 23 February 2011 of the Government of the
Republic of Lithuania on Amendment of the Resolution No. 1049 of 29 September 2005 on the Approval of
Rules for the Valuation of Immovable Property. Official Gazette. Valstybés Zinios 2012. No. 40-1942.
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e the valuation of other immovable property is also performed using the recoverable
value (cost) method (by calculating the percentage of physical deterioration),
applying the location adjustment coefficient taking account of the impact of the
location on the immovable property using data of the Real Property Cadastre and
the Real Property Register, the price lists of costs (construction value) for the
restoration of immovable property, and the normative standards of the average
working life of construction works. (LIPT, Art. 9).

For the establishment of the average market value of immovable property using the
comparative method or value-in-use method, data from the Real Property Cadastre and
the Real Property Register are used. If there is insufficient data on market transactions,
additionally public information from immovable property agencies and immovable
property purchase offers can be used in order to verify the valuation and perform the
valuation of the immovable property. Data on the immovable property market are verified
using statistical reliability criteria. If the data conform to these criteria, it is considered to
be reliable and appropriate for the compilation of value zones of immovable property and
valuation models. Statistically unreliable data are not used for the valuation of property.

When the recoverable value (cost) method is applied, the latest price lists of costs
(interpreted as the construction value) of the reconstruction of similar immovable
property and normative standards of the average working life of construction works, and
location adjustment coefficients are used. Moreover, relevant data from the Real Property
Cadastre and the Real Property Register may also be used to perform valuation®.

Taxpayers who disagree with the property valuations made using mass valuation methods
can submit a request to the Centre of Registers to consider that the taxable value of their
property is the value determined by an individual valuation (carried out by the Centre of
Registers or private property assessors) of the immovable property, performed in
accordance with the Republic of Lithuania Law on Basics of Property and Business
Valuation. The report by the Centre of Registers or assessors on the individual valuation
of immovable property should conform to the following requirements:

e the individual valuation should be performed using the usual methods for the
determination of the value of immovable property’;

e the valuation made by the Centre of Registers using mass valuation methods differs
from the valuation of immovable property determined by individual valuation by
more than 20 %; and

e the report of the individual valuation of immovable property should conform to the
requirements set forth by the Government of the Republic of Lithuania (e.g. the
valuation date is not later than three months from the date of its submission to the

8 Resolution No. 234 of 23 February 2011 of the Government of the Republic of Lithuania.

 As indicated in Article 9(2) of the Law on Immovable Property Tax (method of comparative value
(comparable sale) or using mass valuation of immovable property or value-in-use by applying mass valuation
of the immovable property, recoverable value (cost) method).
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assessor; the conditions and limitations indicated in the report should not prevent it
from being used for the purposes of verification of taxable value.)

The decision adopted by the property assessor can be appealed in accordance with the
procedure established by the Republic of Lithuania Law on Proceedings of
Administrative Cases.”

Taxpayers, who believe that the State Enterprise Centre of Register used inaccurate
information related to the establishing the taxable value of immovable property or that
errors occurred during valuation, have a right to file a claim concerning the established
value of immovable property with the property assessor within three months following
determination of the taxable value. The assessor is obliged to examine the claim and to
adopt a decision within two months from the date of receipt of the claim. The decision of
the property assessor can be appealed to the administrative court of the Republic of
Lithuania’. The tax assessor is obliged to inform the territorial tax administrator about
the receipt of a claim, or the request of a taxpayer, or about the decisions adopted in
relation of the claim or request, no later than within one working day from the date of
receipt of a corresponding claim or request or the date of adoption of a decision™.

The land tax base is the taxable value of land. The taxable value of land is the average
market value of the land’™, which is calculated according to the land value maps prepared
during the process of the mass valuation of land. Data available at the Real Property
Cadastre and the Real Property Register are used to perform the mass land valuation. The
taxable land value is the land value established with the help of individual valuations of
land parcels. However, the individual land valuation must conform to the following
requirements:
o the average market value of land determined by a property assessor or the State
Enterprise Centre of Register during mass valuation must differ by no less than 20
% from the value of the land determined by an individual valuation of land; and
o the difference between the average market value of land determined by the property
assessor and the value of land determined with the help of an individual valuation
occurred for reasons other than the use of land not being in accordance with its
authorised purpose, manner, disposal, mortgage limitations or other obligations of
the owner; and

" Law on Immovable Property Tax. Article 10. Official Gazette Valstybés Zinios. 2005 (76-2741). Information
about Immovable Property Tax provided by State Tax Inspectorate under the Ministry of Finance of the
Republic of Lithuania. Available at: http://www.vmi.lt/ [accessed 24. 06. 2016]. Resolution No. 234 of 23
February 2011 of the Government of the Republic of Lithuania on Amendment of the Resolution No. 1049 of
29 September 2005 on Approval of Rules for Valuation of Immovable Property. Official Gazette Valstybes
Zinios. 2012 (40-1942).

2 In accordance with the procedure established by the Republic of Lithuania Law on Proceedings of
Administrative Cases (Art. 10 LIPT).

8 Art. 10(3) LIPT.

" Art. 9 of Law on Land Tax.
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o the report of the individual valuation of the land should conform to the requirements
established by the Government 76,

Taxpayers are entitled to request that the land value be determined by an individual land
valuation as the taxable value of land once per tax period (by submitting a request).

The taxable value of land for agricultural purposes (with the exception of abandoned
agricultural land) is its average market value or the value determined by the individual
valuation of land multiplied by a coefficient 0.35 77.

The land valuation is performed by the Centre of Registers using maps of land value zones
prepared with the help of mass land valuation techniques and models to determine the
average market value of the land parcel using the following mathematical formulas:

e additive models, such as: S = bg + b1X1 + boXz +...+ bpXp;
e multiplication models, such as: S = b X X;P* X X2P2...x X,;
e hybrid models, such as: S = X3P x XzP2x...biX1x... (XP+...+ XP).

where S is the calculated value, X1, Xy, ..., X, are the independent variables, p is the
number of independent variables, bo is a constant, and by, by, ..., by are independent
variable coefficients.”®

Mass valuations for the calculation of taxable values of land are performed at least once
every five years. Taxable values of land are determined on 1 January 2013 and are used
to calculate tax for a period of five years (i.e. in 2013, 2014, 2015, 2016 and 2017. Thus
new taxable land values are due for introduction in January 2018). If a taxpayer disagrees
with the average market value of land determined by a valuation company, an objection
can be submitted to the property valuation company within three months from the date of
the establishment of taxable value of land. The property valuation company is obliged to
adopt a decision within two months following the date of receipt of a claim. This decision
can be appealed to the administrative court.

> Valuation date is not older than three months from the date of its submission to the property valuation
company; conditions indicated in the individual valuation report do not violate the requirements established by
Acrticle 9(2) of the Republic of Lithuania Law on Land Tax of the Republic of Lithuania).

6 These requirements are consolidated by the Resolution No. 1523 of 12 December 2012 of the Government of
the Republic of Lithuania on Approval of the Rules of Mass Valuation of Land and Implementation of
Provisions of the Republic of Lithuania Law on Land Tax Official Gazette Valstybés Zinios. 2012 (146-7536).
TAr. 9, Part 4 of LLT.

8 Resolution No. 1523 of 12 December 2012 of the Government of the Republic of Lithuania on Approval of
the Rules of Mass Appraisal of Land and Implementation of the Provisions of the Republic of Lithuania Law
on Land Tax. Official Gazette Valstybés zinios. 2012 (146-7536).
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It should be stated that the property and business valuation system used in Lithuania is
multifaceted. The »best« practice of foreign countries was used as the basis for the
development of this system, and it conforms to the international principles for the
organisation of operations of property and business assessors.”

1.7 Revenue performance

As seen from Tables 5.1 and 5.2 below, the real property tax is an insignificant source of
revenue for the national budget but it is a substantial source of revenue for local
government, especially for large and economically strong municipalities, such as the city
of Vilnius. The real property tax is also the only tax source over which local governing
bodies have any degree of control. For example, the local council can set the tax rates
(within the limits stipulated in the tax law) or grant some concessions or exemptions at
the expense of the local budget revenue.

" Galinien¢ B., Jugkaitis D. Development of the System of Valuation of Lithuanian Property and Business:
Legal, Methodological and Organisational Aspects. International School of Law and Business. Vilnius. 2012
(7(1)). P. 81.
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Table 5.1: Relevance of Property Tax Revenue

REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA

Year

2004 | 2005

2006

2007

2008

2009 | 2010

2011 | 2012

2013

2014 | 2015

Total revenue
at national
level, in min.
EUR

5,952 | 7,084

8,194

10,000

11,447

9,639 | 9,921

10,487 | 10,985

11,486

12,440 | 12,975

Tax revenue at
national level
in min. EURs

3,618 | 4,234

5,024

6,013

6,809

4,715 | 4,614

4,989 | 5,333

5,621

5,965 | 6,436

Total revenue
at local level,
inmin. EUR

1,259 | 1,345

1,592

1,663

2,053

1,937 | 1,989

1,976 | 1,992

1,957

2,125 | 2,367

Tax revenue at
local level in
min. EURs

505.2 | 579.7

683.3

861.9

1102.0

926.3 | 878.3

814.6 | 857.3

864.1

1,077 | 1,240

Property tax
revenue at
local level in
min. EURs

718 | 721

79.2

83.5

89.1

945 | 102.7

969 | 9338

95.4

106.6 | 125.4

Property tax
revenue as %
of total state
revenues

1.21
%

1.02
%

0.97

0.83 %

0.78 %

0.98%|1.04 %

0.92%0.85 %

0.83 %

0.86 % | 0.97 %

Property tax
revenue as %
of total state
tax revenue

1.98
%

1.70
%

1.58

1.39%

1.31%

2.00%|2.23%

1.94%|1.76 %

1.70 %

1.79% | 1.95%

Property tax

revenue as %
of total local

revenues

5.70
%

5.36
%

4.98

5.02 %

4.34%

4.88%|5.17 %

491%|4.71%

4.88 %

5.02 % |5.30 %

Property tax
revenue as %
of total tax
revenues at
local level

14.21
%

12.44
%

11.60

9.68 %

8.09 %

10.20
%

11.70
%

11.90
%

10.94
%

11.04
%

10.11

9
9.90 % %

Table 5.2:

The relevance of

Municipality

real property tax revenue

for the budget of Vilnius

Year

2007 2008

2009

2010

2011

2012

2013

2014

2015

Total revenue
in thousand
EURs

252,156

294,359

331,261

290,815

286,357

295,572

293,170

335,819

369,516

Total tax
revenue in
thousand
EURs

151,950

174,419

171,995

163,077

131,678

135,727

139,956

191,317

214,241

Property tax
revenue in

24,653 | 24,433

28,138

33,030

32,581

32,047

26,890

31,012

28,133
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Year

2007

2008

2009

2010

2011

2012

2013

2014

2015

thousand
EURs

Land tax
revenue in
thousand
EURs

1,186

1,203

1,133

1,222

1,130

1,257

1,514

1,644

1,677

Property tax
revenue as %
of total
revenue

9.78 %

8.30 %

8.49 %

11.36 %

11.38%

10.84 %

9.17%

9.23%

7.61%

Property tax
revenue as %
of tax revenue

16.22 %

14.01 %

16.36 %

20.25 %

24.74 %

23.61 %

19.21%

16.21 %

13.13%

Land tax
revenue as %
of tax revenue

0.78 %

0.69 %

0.66 %

0.75 %

0.86 %

0.93 %

1.08 %

0.86 %

0.78 %

Source: Vilnius City Municipality, 2016: http://www.vilnius.It/.
18 Reform

The development of real property taxation occurred in parallel with the process of the
restitution of rights to private ownership of property and the privatization processes
implemented since 1990. The first major reforms were undertaken in 2005 with the aim
of modernizing the existing system of real property taxation, to broaden the tax base, and
to close loopholes in the then existing legislation. At that stage in addition to legal entities,
individuals became subject to real property taxation, if their residential property was also
used for commercial or production activities. However, real property used solely for
residential purposes remained untaxed.

The second wave of reforms happened in 2011-12. As a result, since 2012 residential
housing in excess of value of 1 mIn. LTL® has become subject to taxation at the rate of
1 % of the average market value as determined by mass appraisal methods. The taxation
of land has also been subjected to reforms. Since 2013, the amount of the tax payable is
based on the market value of the land which is determined using land value maps
developed during a mass land appraisal process.

Since then there has been much criticism expressed at the principle of taxing residential
housing (flats and houses) in general, and specifically to the imposition of a tax threshold
of 1 min. LTL. Firstly, the proceeds from the tax are not used to supplement local-
government budgets but flow instead to the treasury of central government. Such practice
contradicts the “benefits received« principle of »fair« taxation - the very principles on
which the perception of a real property tax as an “ideal« tax for local governments are
based. The decision to make a certain part of real property tax a revenue source for central

8 An equivalent of 290,000 EUR at the exchange rate of 1 EUR=3.45 LTL, the rate at which LTL has been
converted to EUROs after the introduction of EUR as an official currency on January 1%, 2015.
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government also works against the goal of fiscal decentralization. It deprives local
authorities of much needed own resources as well as undermining any claim to (fiscal)
autonomy from the central government.

Second, the collected revenue from this source has been meager. Instead of the estimated
17 min. Litai (4.9mIn EUR) in revenue, the government has collected only 3.8 min. Litai
(1.1 mIn EUR) & . This result is at least in part due to the ability of individuals with high
value property ownership to avoid or evade the tax by various means, including the
transfer of the title to the property to other persons.®? As a consequence, this tax as
implemented failed to achieve the government's stated goal of increased “social justice«
which was used to justify this tax.

However, the intention of the government to broaden the base of the real property tax by
taxing residential housing remains, despite the unpopularity of a such tax among the
wealthier residents and any misgivings about the various tiers of government's ability to
introduce and administer this tax in a »fair« and equitable way. Since January 2017, the
threshold for property values liable for taxation has been lowered to 750,000 litai
(220,000 EUR), and tax rate lowered to 0.5 %. This means that a 0.5 % rate is applied to
the property value exceeding the assessed value of 220,000 EUR.

As expected the reform continues in such an “incremental« way. Starting with the 2018
fiscal year, a progressive tax rate structure comes into effect. Following legislative
amendments®?, the following tax brackets have been established:
e where the property value exceeds 220,000 EUR, the part of value above
220,000EUR is taxed at 0.5% rate;
e where the property value exceeds 220,000 EUR but less than 300,000 EUR, the part
exceeding 300,000 EUR is taxed at 1% rate;
o for property valued between 300,000 EUR and 500,000 EUR, the excess value
above 500,000 EUR is taxed at 2% rate. 8

A higher nontaxable threshold applies to persons who have three or more children (or
adopted children) under 18 years of age or have a child (inclunding an adopted child) with
disabilities. The age limit of 18 does not apply if it is established that child (adopted child)
requires continuous and special care. For those persons the following brackets apply:

8 Lithuanian Free Market Institute. Available at http://verslas.delfi.lt/nekilnojamas-turtas/kleontjeva-sprogo-
gyventoju-nt-mokescio-burbulas.d?id=60680573#ixzz2LXJ57vFF [accessed 22. 6. 2016].

8 Sulija V. Theories Substantiating Taxation of Immovable Property and Their Implementation at the Time of
Amendment of the Immovable Property Tax Law and Land Tax Law. Problems of tax policy: 1’st international
scientific conference: 17 May 2012. Vilnius: Mykolas Romeris University, 2012. ISBN 9789955194224 P. 73.
Available
at:http://www.mruni.eu/en/university/faculties/ekonomikos_fakultetas/katedros/finansu_mokesciu_katedra/co
nference_problems_of_tax_policy/ [accessed 30/03/2015].

8 Amendments to articles 6, 7, 11, 12, and 14 of the Law on Immovable Property No. XI11-815.

8 Law amending Articles 6,7,11, 12 and 14 of the Republic of Lithuania Law on Immovable Property Tax.
TAR. 2017 (XI11-815).



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 203
D. Ming¢laitée & L. Birskyté: Broad-Based Low-Rate Property Tax in Lithuania

o for property valued at less than 286,000 EUR is not taxable, but the value in excess
of 286,000 is taxed at 0.5% tax rate;

o for property with a value exceeding 286,000 EUR but less than 390,000 EUR the
part exceeding 390,000 is taxed at 1%;

o for property valued between 390,000 and 650,000 EUR, the value above 650,000
EUR is taxed at 2% rate. %

As of January 2018 part 6 of article 7 of the Law on Immovable Property has been
abolished, thus, residential property is no longer taxed at a household level, because the
provison has been found to be unconstitutional . The tax on immovable property is
determined at the individual level. i.e. the basic exemption of 220,000 EUR is applied to
each person in possession of residential immovable property. The same rule applies to
married couples, with each of the spouses being eligible to the basic exemption of 220,000
EUR.

Other potential reforms should be aimed at making real property taxation more
transparant, easier to administer, and understandable to taxpayers. At present, the real
property taxation is regulated by two separate laws. Since both land and buildings belong
to the class of real (immovable) property the rules that govern the taxation of such
property should be unified under a single legislative act.®” The stability, clarity, and
simplification achieved through merging the two separate laws into one would also
benefit the development of the real estate business.® At the same time the high number
of exemptions and loopholes could be eliminated. As indicated above, the tax is highly
susceptible to tax avoidance and evasion, therefore greater efforts should be exerted to
ensure tax compliance.

2 Evolution of real estate markets
2.1 Property restitution
The process of the re-establishment of the rights of ownership in Lithuania was rather

lengthy. The first legal enactments relating to the restitution of property were adopted in
19918, These laws consolidated the basics relating to the return of land expropriated in

% Ibid. Art. 6 (5).

8 The decision No . KT24-N14/2015 of September 22, 2015 of the Constitutional Court of the Republic of
Lithuania.on the conformity of Article 7 of the Republic of Lithuania Law on Immovable Property Tax (version
valid on December 21, 2011) to the Constitution of the Republic of Lithuania. TAR. 2015 (14100).

87 Resolution No 1016 of 11 August 1998 of the Republic of Lithuania ,,On the Programme of Improving
Taxation Legislation®. Official Gazette Valstybés zinios. 1998 (72-2102).

8 Kristinaitis, K. 2014., available at http:/Intpa.lt/k-kristinaitis-noredami-skaidrios-nt-apmokestinimo-
sistemos-turime-sujungti-nt-ir-zemes-mokescius/ [accessed 22. 06. 2016].

890n 25 July 1991 the Supreme Council - the Reconstituent Seimas adopted the Republic of Lithuania Law on
Land Reform (Official Gazette, 1991, No. 21-545) and the Law of the Republic of Lithuania on Procedure and
Conditions for the Restoration of Ownership Rights of Citizens to Remaining Immovable Property of 31 July
1991 (Official Gazette 1991, No. 24-635, void).
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1940 and the restoration of ownership rights to the nationalised or otherwise illegally
communized immovable property. However, these first laws had many legal gaps and
other errors. Therefore after multiple amendments and supplements, new editions of these
articles were adopted.*®® Having adopted the amendments and supplements of this law and
of Article 10 on 3 August 2001, the rights of ownership could be restored to those citizens,
whose applications for restoration of the ownership rights to the immovable property in
the Republic of Lithuania were submitted before 31 December 2001.

In accordance with the Law on Land Reform, the rights of ownership of the citizens is
restored for the following kinds of property: land, forests, water bodies, structures used
for economic and commercial purposes, residential houses together with their
appurtenances. The law also consolidated the conditions according to which the state can
buy out the remaining immovable property, for example, the land purchased by the state
from citizens who are entitled to be compensated for it if it is occupied by the gardens of
gardeners’ societies; or if it lies within such territories as state reserves, national and
regional parks, or reserves. As a result of the restitution processes in Lithuania in 1999,
private property comprised: only 37 % of agricultural land; 13 % of urban land; and 9 %
of forest land.?* Currently about 63 % of land is privately owned and 37 % is state owned
(see Table 5.3).

Table 5.3: Distribution of land resources by ownership and usage as of April, 2015

Privately owned land

Agricultural land 50.3 %
Forest 11.1%
Other uses 2.0%
Total 63.4 %

State owned land

Forest 20.0 %
Agricultural land 9.6 %
Land used for water supply 25%
Land assigned for conservation 1.0%
Other uses 45%
Total 37.6 %

Source: National Land Service, 2015 http://www.nzt.It.

% |_aw amending the Republic of Lithuania Law on Land Reform No. VII-370 of 2 July 1997(Official Gazette
1997, No. 69-1735) and the Law of the Republic of Lithuania on Procedure and Conditions for the Restoration
of Ownership Rights of Citizens to Remaining Immovable Property No. VIII-359 of 1 July 1997(Official
Gazette, 1997, No. 65-1558) with later amendments and supplements of this law.

%1 Sulija V. Taxation of Immovable Property in the Eastern and Central Europe. Jurisprudencija. 2006 (6 (84)).
P.64.
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As indicated in Table 5.3 above, most of land in private hands is used for agriculture, and
most of the forests belong to the state. The process of restitution continues.

2.2 Privatization

In Lithuania, just like in many new Eastern and Central European countries of the
European Union, the privatization process developed rather quickly. However it was not
fully transparent, and there were gaps in the law which were misused and the law was not
always applied on the most economically advantageous conditions for the country.%
Rapid privatization boosted the development of private companies (89.1 % of which were
established in 1994, and 92.9 % in 1995).%

The first legislative enactment — the Law of the Republic of Lithuania on Initial
Privatization of State Property was adopted by the Supreme Council of the Republic of
Lithuania — the Reconstituent Seimas on 28 October 1991°% with later amendments and
supplements of this law. This law established the initial privatization of manufacturing
industries, the construction industry, transport, power engineering, trade, consumer
services and public catering establishments as well as the institutions of commerce,
culture, education, pharmacy, medicine and rehabilitation and of other state-owned
property, except for land and other natural resources, agriculture, forestry,
communication establishments and their property, dwellings belonging to the State and
public housing funds. (The privatization procedure and conditions for this property was
regulated by other laws of the Republic of Lithuania).

State property was privatized in two ways:
e by selling the objects of privatization at auctions; and
e by announcing public subscription for shares.

Privatized objects were sold and transferred for lump sums (vouchers) provided by the
state, money circulating in the Republic of Lithuania or freely convertible currency, as
well as for target compensations, paid additionally pursuant to other laws of the Republic
of Lithuania.

When the 1991 privatization programme was launched (for vouchers), small- and
medium-sized companies were privatized rather quickly (such as companies in the
construction, commerce sectors®). For example, in 1991 and 1992, 65 % of the
commercial companies, 52 % of construction companies, 55 % of consumer service

%2 Sulija V. Taxation of Immovable Property in the Eastern and Central Europe. Jurisprudencija. 2006 (6 (84)).
P. 64.

9 Solnyskiniené J. Peculiarities of Cooperative Management in Lithuania: Privatization Stigma. Kaunas
University of Technology. p. 252. Available at: http://etalpykla.lituanistikadb.lt/fedora/objects/LT-LDB-
0001:J.04~2004~1367185330710/datastreams/DS.002.0.01.ARTIC/content [accessed 22. 6. 2016].

% Republic of Lithuania on Initial Privatization of State Property. Official Gazette Valstybés Zinios. 1991 (10-
261). (Void).

% Rakauskiené O. G. State Economic Policy. Mykolas Romeris University. Vilnius. 2006. P. 134.
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companies and 47 % of the transport companies were privatized.*® However “in the larger
industrial companies the state owned a comparatively large share of the property and all
the main infrastructural companies (for example: energy, railway, telecommunications
and oil refinery)«.%

Somewhat later, on 4 July 1995, the Law on Privatization of State-Owned and Municipal
Property was passed.®® Under this law, the objects of privatization were state-owned and
municipal property (shares, holdings of shares and other property), the ownership of
which was transferred to the subjects of privatization. The law provided for five methods
of privatization:

public subscription for shares;

public auction;

open procurement procedure;

sale of state and municipal property by direct negotiations; and

the grant of a lease with the option to purchase.

Those acquiring rights as a result of privatization could pay for the privatized objects only
by cash payments (in LTL), and those privatization subjects registered abroad could pay
in LTL or in a convertible foreign currency. On 4 November 1997 a new edition of the
Law of the Republic of Lithuania on Privatization of the State-Owned and Municipal
Property was adopted, which came into force on 1 December 1997.%° The following six
privatization methods were consolidated:

e public subscription for shares;
public auction;
open procurement procedure;
direct negotiations
transfer of state or municipal control within a state or municipality controlled
company; and
e the grant of a lease with the option to purchase.

For the first time the law established the concept of the “strategic investor«, who is a
potential buyer recognised by the resolution of the Government (being a legal person or
a group of legal persons), who purchases the holding of shares owned by the state or
municipality in accordance with the right of ownership, and who fulfils the obligations
stipulated in the agreement. This was important for the privatization of larger industrial
companies and the main infrastructure companies.

% Solnyskiniené J. Peculiarities of Cooperative Management in Lithuania: Privatization Stigma. Kaunas
University of Technology. p. 252. Available at: http://etalpykla.lituanistikadb.It/fedora/objects/LT-LDB-
0001:J.04~2004~1367185330710/datastreams/DS.002.0.01.ARTIC/content [accessed 22. 6. 2016].

%7 Rakauskiené O. G. State Economic Policy. Mykolas Romeris University. Vilnius. 2006. P. 134.

% Republic of Lithuania Law on Privatization of State-Owned and Municipal. Official Gazette Valstybés Zinios.
1995 (61-1530). (Void).

% Republic of Lithuania on Privatization of the State-Owned and Municipal Property. Official Gazette Valstybés
Zinios. 1997 (107-2688).
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When the second stage of privatization started in 1996, both local and foreign investors
were granted equal rights to acquire privatized properties at market prices for cash
payments. In 1999, the privatization of the insurance sector was completed; in 2000 that
of telecommunications; and in 2002 that of the banking sector. In 2002, a strategic
investor purchased 34 % of the shares of Lietuvos Dujos AB (Lithuanian Gas). In 1998
2,259 million LTL was received from the privatization policy, which comprised 5.2 % of
the country's GDP, while 898 million LTL of privatization revenue was received in 2003,
which comprised 3.7 % of the GDP.%

On 20 March 2014, the Law amending the Republic of Lithuania Law on Privatization of
State-Owned and Municipal Property No. VI111-480 was adopted, which changed the title
of the law as well (i.e. the Republic of Lithuania Law on Privatization of the State-Owned
and Municipal Shares, in force as of 1 October 2014). The purpose of this law is to
establish the privatisation of the state-owned and municipal shares for cash payments.
The object of privatization were the shares owned by the state or the municipality (in
accordance with the rights of ownership) included on the list of privatized objects
approved by the Government of the Republic of Lithuania.

The privatization process progresses with a regularly supplemented list of privatization
objects with additional objects owned by the state or municipalities. According to
Solnyskiniené, following the financial crisis of 2008, the second wave of privatization
has failed, which was related to politics rather than economics.* According to the 2011
data, in Lithuania the state manages more than 300 companies and the value of such
property amounts to 18 billion LTL (5.22 billion EURs).%

2.3 Limitations on land/property ownership

After the restitution of indepence in 1990, Lithuania embraced numerous reforms to
privatize and liberalize its markets, including the reinstatement of a real estate market.
However the real estate market was not completely open until May 2015. In support of
the popular sentiment that real estate, in particular land, should not be held by non-
nationals, the state restricted the purchase of real estate by foreigners, and the last
limitation to be removed was the ownership of agricultural land by non Lithuanians. On
24 April 2014 a new edition of the Temporary Law of the Republic of Lithuania on
Acquisition of Agricultural Land was adopted®® valid as of 1 May 2014, seeking to
ensure personal rights to property. Thus, since 1 May 2015, agricultural land can be
purchased in Lithuania both by foreigners and legal persons on equal conditions. However
the law provides for a number of restrictions related to the acquisition and sale of land.

100 Rakauskiené O. G. State Economic Policy. Mykolas Romeris University. Vilnius. 2006. P. 134.

101 7ylius R.: No Talk About Privatization. 2011. Available at: http://ckonomika.tv3.lt/m/naujiena/r-zylius-nera-
jokios-kalbos-apie-privatizavima-12811.html [accessed 22. 6. 2016].

102 Ipid.

108 Temporary Law of the Republic of Lithuania on Acquisition of Agricultural Land. Official Gazette Valstybés
Zinios. 2003 (15-600); The Law on Amending the Temporary Law of the Republic of Lithuania Law on
Acquisition of Agricultural Land No. XI11-854. Official Gazette Valstybés Zinios. TAR. 2014 (4860).
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The amendments to the law have sparked public discussions. In the opinion of some
commentators the amendments to the law not only fail to guarantee personal rights to
property, but also has succeeded in limiting them. According to this law, the right to
acquire agricultural land relies on the proposed purchaser's performance in agricultural
activities and agricultural landed property, and the crop declaration for at least three years
within the past ten years until the date of the conclusion of the agreement on acquisition
of agricultural land (Art. 4(2)). Persons, who acquired such land, are granted the right to
dispose of it to other natural or legal persons (e.g. to sell it), except in the cases of the
transfer of the land to the state and established by the law, no earlier than in five years
from the date of acquisition. Moreover, a natural person wishing to acquire agricultural
land must have at least three years of professional experience and competence (i.e.
education in the field of agriculture) within the past ten years before the date of conclusion
of an agreement on the acquisition of agricultural land.

Also, in accordance with the aforementioned law, persons can acquire agricultural land
only upon receipt of a permit issued by the subdivision of the National Land Service of
the area of the location of the land. The permit is issued or a notice of refusal provided no
later than 15 working days from the receipt of the application by the relevant subdivision
of the National Land Service.

On 29 June 2014, a referendum on the prohibition of sale of land to foreigners and legal
persons was organised (on amendment of Article 47 of the Constitution of Lithuania).
However, because of the low participation of the citizens, the referendum did not take
place. The organisers of this referendum sought to maintain the integrity of Lithuania’s
territories and protect the rights and financial safety of its farmers. However, it is believed
that the prohibition of sale of land to foreigners would violate Lithuania’s obligations to
the EU and limit the rights of the land owners to sell their land.

2.4 Nature of the property market

The most rapid development of the (immovable) property market occurred during the
periods of national economic growth in 1990-1992 and 2005-2007. This was a
consequence of the country’s economic development, increasing GDP, increased
consumption, and the active credit policy of the banks. At the beginning of 2008, a
decrease in the number of completed housing transactions was observed, and this
situation continued for the entire year. In 2009-2010, the country experienced a period of
economic recession, and the development of the immovable property market slowed
down as the banks tightened their credit requirements.

However, by the third quarter of 2010, an increase in demand for immovable property
was recorded, and in 2011 the number of immovable property transactions had been
stabilised. At the beginning of 2014, the immovable property market was active, but later
it quieted down. This was mostly reflected in the residential apartment sector. In the



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 209
D. Ming¢laitée & L. Birskyté: Broad-Based Low-Rate Property Tax in Lithuania

second half of 2014 the number of sale and purchase transactions decreased by 4.8 % as
compared to the first six months of the year. In 2014, Lithuania offered 6,230 new
apartments to the market, which is 91 % more than in 2013. In 2014, 4,080 apartments
were sold in Lithuania, which is 28 % more than in 2013. Apartment prices everywhere
in Lithuania grew by 4-7 %.1% In 2014, the number of sale and purchase transactions of
land parcels decreased as compared to 2013. It is believed that this could have been a
result of the adoption of the amendments to the Republic of Lithuania Law on the
Acquisition of Agricultural Land,'® related to the restrictions of the acquisition of
agricultural land.0®

According to the data in the State Enterprise Centre of Registers, in January of 2015 the
number of immovable property transactions was 42 % lower than that in January of the
previous year. The decrease in the number of transactions was greatly affected by the fall
in the number of residential sales (apartment sales decreased by 39 %).1%” The subsequent
growth of the immovable property market in 2015 could have been stimulated by the
decreased level of unemployment, low interest rates and increased average wages. On the
other hand, a more rapid development of the immovable property market was hindered
by the supply of redundant immovable property in large cities, geopolitical risk and a do-
nothing policy resulting from the adoption of the EURO on 1 January 2015. 1%

104 New Apartments 2015: Let the Numbers Speak. Tendencies of the Immovable Property Market, January
2015, Inreal UAB, p. 1. Available at: http://www.inreal.lt/media/editor/inreal/rinkos-
apzvalgos/NT_tendencija_2015_sausis%282%29.pdf [accessed 22. 6. 2016].

105 Republic of Lithuania Law on Acquisition of Agricultural Land. Official Gazette Valstybés Zinios. 2003 (15-
600) (as amended 2014).

106 Review of Economics and Immovable Property Market 2014/2015 (A. Antanavi¢ius. Housing Market
Review), Inreal UAB, P. 7. Available at: http://www.inreal.lt/media/editor/inreal/rinkos-
apzvalgos/INREAL_RLN_2014-2015_rinkosapzvalga_LT_6.pdf [accessed 22. 6. 2016].

07 Karaliinaité U. Clouds Gathering Over the Immovable Property Market, 27/02/2015. Available at:
http://www.delfi.lt/verslas/nekilnojamas-turtas/virs-nekilnojamojo-turto-rinkos-kaupiasi-
debesys.d?id=67292478 [accessed 22. 6. 2016].

108 |pid.
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Figure 5.1:

Fluctuation of prices of sold individual residential housing from 1998 to
2015
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Figure 5.2: Fluctuation of prices of sold apartments from 1998 to 2015
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3 Property data
3.1 GlS/cadastres

The cadastral Geographic Information System (GIS) is a constituent part of the
information system of the real property cadastre and register in Lithuania. This system
consists of the main geographic subjects, for example, cadastral borders of the terrains
and blocks, borders of the land parcels, central points and outlines of buildings, value
zones of immovable property, borders of administrational units and residential areas,
address points.!® The determination of cadastral data of immovable objects (registered
in the real property register), and the registration in the real property cadastre and legal
status of the cadastre is regulated by the Law amending the Republic of Lithuania Law

109 State Enterprise Centre of Registers. Available at: http://www.registrucentras.lt/ntr/apie/apie_gis.php
[accessed 24. 6. 2016].
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on Real Property Cadastre No. IX-1582 of 27 May 2003'° and later amendments and
supplements.

The real property cadastre is managed by the State Enterprise, the keeper of the Cadastre,
established by the Government of Lithuania (State Enterprise Centre of Registers). Ten
customer service branches and their divisions of the Centre of Register State Enterprise
operate over the entire country. The data registered in the Real Property Cadastre are
collected and stored in the central data bank of the Real Property Register. The Centre of
Registers of the State Enterprise issues cadastral map extracts in a hard and digital format
to most of the users of the register, for example, to the land surveyors, municipalities,
keepers of other registers and cadastres, private persons.*'' An on-line cadastral map is
available to the state institutions, banks, insurance companies, notary offices, courts, and
other similar users. The immovable property objects recorded are the following assets:

e individual land parcels; and

e structures (including those still under construction), except for temporary or simple

structures, for the construction of which a permit is not required.

3.2 Title registration

The proprietary rights to immovable property (land, structures, other immovable assets),
restrictions to these rights, the registration of legal facts required by the law in the real
property register, and the status of the real property register are regulated by the Republic
of Lithuania Law on Real Property Register No. 1-1539 of 24 September 19962 and
later amendments and supplements to this law. Thus, the following immovable assets are
registered in the Real Property Register:
e land parcels;
e structures;
e apartments in multi-storey buildings; and
e premises defined as the part of the building used for certain purposes (apartment,
bureau or similar) which is separated by a dividing wall from the premises of
common usage, other apartments or non-residential premises. 2

It is important to remember that, in accordance with the procedure established by the
Republic of Lithuania Law on the Real Property Cadastre, these immovable assets must
be individual objects of immovable property and have an unique number assigned to
them. The immovable asset is registered, when their data have been recorded in the
database of the Register and a unique number (identification code) assigned to it.

10 Republic of Lithuania Law on Real Property Cadastre. Official Gazette Valstybés Zinios. 2003 (57-2530).
11 state Enterprise Centre of Registers. Available at: http://www.registrucentras.lt/ntr/apie/apie_gis.php
[accessed 24. 6. 2016].

12 Republic of Lithuania Law on Real Property Register. Official Gazette Valstybés Zinios. 1996 (100-2261).
13 Republic of Lithuania Law on Real Property Cadastre, Part 10, Article 2. Official Gazette Valstybés Zinios.
2003 (57-2530).
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The system of the Real Property Register is held and managed by the State Enterprise
Centre of Registers. In addition, the following proprietary rights are registered in the Real
Property Register: right of ownership; trust right; management as an independent
proprietary right; servitude; usufruct; right to erect on the land (superficiers); and a long-
term rental agreement (emphyteusis).

The legal facts related to the immovable assets, proprietary rights to them and restrictions
on these rights are also registered in the Real Property Register. These include, for
example, the inheritance of a registered immovable asset; the seizure of a registered
immovable asset; civil cases initiated in relation to the legal status of a registered
immovable asset; transactions and resolutions, which change the legal status of the
registered immovable assets and significantly alter the possibilities of its management,
utilisation and disposal thereof.

Proprietary rights to immovable assets, restrictions of these rights and legal facts can be
registered in the Real Property Register only if that immovable asset is registered in the
Real Property Register. Upon receipt of an application (and the relevant data) to register
or deregister an object from the Register or to modify the data of the Register on this
object, the State Enterprise Centre of Registers may adopt one of the following decisions:
to register, deregister or to modify the data on an object in the Register, and in certain
cases, refuse registration or deregistration, or modification of data on an object.''*

Conclusions

It can be argued that the potential of the real property tax as an important source of local
government revenue has not been fully exploited in Lithuania. Real property tax revenue
provides on average about 10 - 14 % of the total tax revenues at the local level. The laws
that govern the taxation of real property and land are riddled with exemptions and other
concessions. The tax on residential property, except on the very highest value property,
is not imposed. Such provision turns the real property tax into a luxury tax, not a
productive revenue generating tax. The opportunity to introduce a universal real property
tax has been missed during the times of high economic growth and it has not politically
viable to introduce such a ,,visible” tax during the period of recession and in its immediate
aftermath. However, the potential to have a broad-based low-rate tax remains.

Much has been done to improve the quality of real property assessments. Both buildings
and land taxes are ad valorem taxes and the standard for assessment is a true market value.
Mass valuation methods are used and the tax base of all property has to be reassessed
every five years. The information on the value of property is easily accessible. In the case
of discrepancies between the value produced by mass valuation and an individual
valuation, the taxpayer has a right to appeal.

114 Resolution No. 379 of 23 April 2014 of the Government of the Republic of Lithuania on Approval of
Provisions of the Real Property Register, Article 19. Register of Legal Acts. 2014 (2014-04930).
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The real estate market has recovered from the recession. Although the prices of real estate
after the financial crisis have fallen sharply, there is a noticable growth in prices starting
from 2010-2011. The number of transactions has also picked up and fluctuates at about
the same level. The data indicate that the real estate market has stabilized.

In order to have a more productive and »equitable« real estate tax, several improvements
are possible. The unification of taxation rules for real estate property (buildings and other
structures) and land under a single law would produce a more transparent, simpler tax
system that would also be easier to understand and administer. At the same time, the tax
base could be broadened by eliminating many of the abundant exemptions and other
consessions. In addition, policy makers should set the threshold for the taxation of
residential real property that would be both socially just and which woud generate revenue
at socially acceptable and economically feasible rates.

References

AntanaviCius, A. & Oliskevicitte- Cicéniene S. (2015) Review of Economics and Immovable
Property Market 2014/2015 Inreal UAB, available at:
http://www.inreal.lt/media/editor/inreal/rinkos-apzvalgos/INREAL_RLN_2014-

2015 _rinkosapzvalga_LT_6.pdf. (June 22, 2016).

Astrauskas, A. (2000) Some Thoughts on Local Taxes, Municipal News, December, 2000.

Bird, R. M. (1993) Threading the Fiscal Labyrinth: Some lIssues in Fiscal Decentralization,
National Tax Journal, 46(2), pp. 207-227.

Birskyte, L. (2013) Determinants of Property Tax Assessment Uniformity, Business Systems and
Economics, 3(2), pp. 177-186.

Buskevicitte, E. (2005) Tax System (Kaunas: Technologija).

Buskevicituté E. & Pukeliené V. (1998) State Tax System (Kaunas: Technologija).

Davulis, G. (2006) Finances of Lithuanian Municipalities: structure, development, and possibilities,
Productions of Lithuanian Statistics, 45, pp. 32-40.

Department of Statistics (2016) available at: http://wwuw.stat.gov.It/ (June 15, 2016).

Galinien¢, B. & Juskaitis, D. (2012) Development of the System of Valuation of Lithuanian
Property and Business: Legal, Methodological and Organisational Aspects, Verslo ir teisés
aktualijos, 7(1), pp. 67-84.

Karalitinaite, U. (2015) Clouds Gathering Above the Immovable Property Market, 27. 02. 2015,
available at: http://www.delfi.lt/verslas/nekilnojamas-turtas/virs-nekilnojamojo-turto-rinkos-
kaupiasi-debesys.d?id=67292478 (June 22, 2016).

Kristinaitis, K. (2014) available at: http:/Intpa.lt/k-kristinaitis-noredami-skaidrios-nt-
apmokestinimo-sistemos-turime-sujungti-nt-ir-zemes-mokescius/ (June 22, 2016).

Lithuanian Free Market Institute, available at http://verslas.delfi.lt/nekilnojamas-turtas/kleontjeva-
sprogo-gyventoju-nt-mokescio-burbulas.d?id=60680573#ixzz2L XJ57vFF (June 22, 2016).

Liumparaité, D, Tatol, R. & Mingélaité D. (2013) Immovable property tax in Lithuania: changes
and concerning problems, Practice and research in private and public sector - 2013: 3rd
international scientific conference: conference proceedings, April 11-12, 2013 (Vilnius: Mykolas
Romeris university), pp. 252-262.

Medeliené, A. & Sudavicius, B. (2011) Tax Law (Vilnius: State Enterprise Centre of Registers).

Meidanas, V. & Puzinauskas, P. (2001) Taxes: Theory, Role and Development (Vilnius: Legal
Information Centre).



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 215
D. Ming¢laitée & L. Birskyté: Broad-Based Low-Rate Property Tax in Lithuania

Mikesell, J. L. (2014) Fiscal Administration: Analysis and Application for the Public Sector, 9th
edition (Boston: Wadsworth, Cengate Learning).

Ministry of Finance of the Republic of Lithuania, available at: http:/finmin.Irv.It/ (June 24, 2016).

National Land Service,available at: http://www.nzt.It/ (April 13, 2015).

New Apartments 2015: Let the Numbers Speak. Tendencies of the Immovable Property Market,
January 2015, Inreal UAB, available at: http://www.inreal.lt/media/editor/inreal/rinkos-
apzvalgos/NT_tendencija_2015_sausis%282%29.pdf (June 22, 2016).

Rakauskien¢, O. G. (2006) State Economic Policy (Vilius: Mykolas Romeris University).

Rimas, J. (2000) Local Taxes (Kaunas: Technologija).

Solnyskinien¢, J.(n. a) Peculiarities of Cooperative Management in Lithuania: Privatization
Stigma, (Kaunas: Kaunas University of Technology), pp. 249-257, available at:
http://etalpykla.lituanistikadb.lt/fedora/objects/L T-LDB-
0001:J.04~2004~1367185330710/datastreams/DS.002.0.01. ARTIC/content (June 22, 2016).

Staciokas, R. & Rimas, J. (1996) Municipal Taxes and Charges (Kaunas).

State Enterprise Centre of Registers, available at: www.registrucentras.It (June 22, 2016).

State Tax Inspectorate under the Ministry of Finance of the Republic of Lithuania (2016)
Information about Immovable Property Tax, available at: http://www.vmi.lt/ (June 24, 2016).
State Enterprise Centre of Registers, available at:

http://www.registrucentras.lt/ntr/stat/busto_kainos.php (June 22, 2016).

State Tax Inspectorate under the Ministry of Finance of the Republic of Lithuania, available at:
http://www.vmi.lt/ (June 22, 2016).

State Tax Inspectorate under the Ministry of Finance of the Republic of Lithuania (n. a) About
Immovable Property Tax for Individuals. Publication. For Legal Persons, available at:
http://www.vmi.lt/ (June 24, 2016).

Sulija, V. (2004) Taxation Reform of Immovable Property and Its Perspectives in Lithuania,
Jurisprudencija, 59 (51), pp. 116-125.

Sulija, V. (2006) Modernisation of Taxation of Immovable Property in Lithuania, Jurisprudencija,
2(80), pp. 112-122.

Sulija, V. (2006) Taxation of Immovable Property in the Eastern and Central Europe,
Jurisprudencija, 6(84), 63-69.

Sulija, V. (2012) Theories Substantiating Taxation of Immovable Property and Their
Implementation at the Time of Amendment of the Immovable Property Tax Law and Land Tax
Law, Problems of tax policy: 1’st international scientific conference: 17 May 2012 (Vilnius:
Mykolas Romeris University), pp. 73-78, available
at:http://www.mruni.eu/en/university/faculties/ekonomikos_fakultetas/katedros/finansu_mokesc
iu_katedra/conference_problems_of tax_policy/ March,30, 2015).

The Register of Legal Acts, available at: http://www.e-tar.It (June 24, 2016).

Vilnius city municipality, available at: http://www.vilnius.It/ (June 15, 2016).

Zilénas, A. (1996) Basics of Finance of the Grand Duchy of Lithuania (Vilnius).

Zylius, R. (2011) No Talk About Privatization, available at: http://ekonomika.tv3.lt/m/naujiena/r-
zylius-nera-jokios-kalbos-apie-privatizavima-12811.html (June 22, 2016).

Legislation

Republic of Lithuania Law on Land Reform. Official Gazette Valstybés zZinios. 1991 (21-545).
(Void).

Republic of Lithuania on Initial Privatization of State Property. Official Gazette Valstybés Zinios.
1991 (10-261). (Void).



216 REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA
D. Mingé¢laitée & L. Birskyté: Broad-Based Low-Rate Property Tax in Lithuania

Restoration of Ownership Rights of Citizens to Remaining Immovable Property. Official Gazette
Valstybeés Zinios. 1991 (24-635). (Void).

Constitution of the Republic of Lithuania. Official Gazette Valstybés Zinios. 1992 (33-1014).

Republic of Lithuania Law on Land Tax. Official Gazette Valstybés Zinios. 1992 (21-612).

Republic of Lithuania Law on Immovable Property Tax of Enterprises and Organizations. Official
Gazette Valstybés Zinios. 1994 (59-1565). (Void).

Republic of Lithuania Law on Privatization of State-Owned and Municipal Property. Official
Gazette Valstybes Zinios. 1995 (61-1530). (Void).

Republic of Lithuania Law on Real Property Register. Official Gazette Valstybés zinios. 1996 (100-
2261).

Republic of Lithuania Law on the Tax for Using State Property in Fiduciary Relationship. Official
Gazette Valstybés Zinios. TAR, 1996 (117-4369)

Republic of Lithuania Law on Land Reform. Official Gazette Valstybés Zinios. 1997 (69-1735).

Republic of Lithuania Law of the Republic of Lithuania on Procedure and Conditions for the
Restoration of Ownership Rights of Citizens to Remaining Immovable Property. Official Gazette
Valstybés Zinios. 1997 (65-1558).

Republic of Lithuania on Privatization of the State-Owned and Municipal Property. Official Gazette
Valstybés Zinios. 1997 (107-2688).

Resolution No 1016 of 11 August 1998 of the Government of the Republic of Lithuania ,,On the
Programme to Improve Taxation Legislation. Official Gazette Valstybés Zinios. 1998 (72-2102).

Republic of Lithuania Law on Investments. Official Gazette Valstybés Zinios. 1999 (66-2127).

Republic of Lithuania Law on Corporate Income Tax. Official Gazette Valstybés zinios. TAR, 2001
(110-3992).

Republic of Lithuania Law on Construction. Official Gazette Valstybés Zinios. 2001 (101-3597).

Republic of Lithuania Law on Income Tax of Individuals. Official Gazette Valstybés Zinios. TAR,
2002 (73-3085).

Republic of Lithuania Law on Real Property Cadastre. Official Gazette Valstybés zinios. TAR, 2003
(57-2530).

Temporary Law of the Republic of Lithuania on Acquisition of Agricultural Land. Official Gazette
Valstybés zinios. 2003 (15-600).

Republic of Lithuania Law on Tax Administration. Official Gazette Valstybés Zinios. TAR, 2004
(63-2243).

Republic of Lithuania Law on Immovable Property Tax. Official Gazette Valstybés zZinios. TAR,
2005 (76-2741).

Decree No VA-40 of the Head of State Tax Inspectorate under the Ministry of Finance of May 29,
2007 (real property tax declaration form). Official Gazette Valstybés zZinios. 2007 (63-2449).
Available at: http://www.vmi.lt/ [accessed 24. 06. 2016].

Republic of Lithuania Law on Local Self-government. Official Gazette Valstybés zinios. TAR,
2008 (113-4290).

Republic of Lithuania Law amending and supplementing Articles 2, 4, 6, 7, 11, 12 and 14 of the
Law on Immovable Property Tax. Official Gazette Valstybés zinios. TAR, 2011 (163-7742).

Republic of Lithuania Law amending Article 6 of the Law on Immovable Property Tax. Official
Gazette Valstybés Zinios. TAR, 2012 (82-4265).

Resolution No. 234 of 23 February 2011 of the Government of the Republic of Lithuania on
Amendment of the Resolution No. 1049 of 29 September 2005 on Approval of Rules for
Valuation of Immovable Property. Official Gazette Vaistybés zinios. TAR, 2012 (40-1942).

Resolution No. 1523 of 12 December 2012 of the Government of the Republic of Lithuania on
Approval of the Rules of Mass Appraisal of Land and Implementation of the Provisions of the



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 217
D. Ming¢laitée & L. Birskyté: Broad-Based Low-Rate Property Tax in Lithuania

Republic of Lithuania Law on Land Tax. Official Gazette Valstybés Zinios. TAR, 2012 (146-
7536).

Republic of Lithuania Law on Acquisition of Agricultural Land. TAR. 2014 (4860).

Republic of Lithuania Law on Privatization of the State-Owned and Municipal Shares. TAR. 2014
(4032).

Resolution No. 379 of 23 April 2014 of the Government of the Republic of Lithuania on Approval
of Provisions of the Real Property Register. Register of Legal Acts. TAR, 2014 (2014-04930).
Decision of the Vilnius City Municipality Council on determination of the tax rates of immovable
property for 2016 No. 1-2348 of 15 April 2015. State Tax Inspectorate under the Ministry of

Finance of the Republic of Lithuania. Available at: http://www.vmi.It/ [accessed 24. 06. 2016].

Decision of the Vilnius City Municipality Council on determination of the tax rates of land for 2016
No. 1-2347 of 15 April 2015. State Tax Inspectorate under the Ministry of Finance of the Republic
of Lithuania. Available at: http://www.vmi.lt/ [accessed 24. 06. 2016].

Decision No. KT24-N14/2015 of September 22, 2015 of the Constitutional Court of the Republic
of Lithuania.on the conformity of Article 7 of the Republic of Lithuania Law on Immovable
Property Tax (version valid on December 21, 2011) to the Constitution of the Republic of
Lithuania. TAR. 2015 (14100).



218 | REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA
M. Radvan, R. Franzsen, W. J. McCluskey & F. Plimmer



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND [ ]"\"i—
CENTRAL ASIA o
M. Radvan, R. Franzsen, W. J. McCluskey & F. Plimmer LOL[-U__LS

Mass Valuation in Latvia

JANIS SKARIS, RITA PETERSONE, SANTA BINDERE, MARIS GRINBERGS, ALEKSANDRS
ELKINS & JANIS GREDZENS

Abstract The real property tax is an important income source for local
municipalities in Latvia. The real property tax base is the cadastral value.
Cadastral value is calculated by State Land Service, but taxes are calculated
by local municipalities, and that is why cooperation between State Land
Service and local municipalities is important. The main problem would
appear to be related to slow speed of real property data actualization, which
results in biased cadastral values and therefore real property tax levies as
well. This has led the State Land Service to seek a solution with local
municipalities, the Ministry of Justice and Ministry of Finance. The State
Land Service also follows all activities in the real estate market and informs
the public via half-yearly reports, of the actual trends in real estate market.
The State Land Service is working on improvements in cadastral valuation
methods to improve the perception of fairness in cadastral valuation and
taxation.

Keywords: ¢ Latvia « property tax « immovable property tax « valuation ¢
tax reform

CORRESPONDENCE ADDRESS: Janis Skaris, Division of Analysis and Valuation Development at Real Estate
Valuation  Department, 11. novembra krastmala 31, Riga, LV-1050, Latvija, e-mail:
aleksandrs.elkins@vzd.gov.lv. Rita Pétersone, Real Estate Valuation Department, 11. novembra krastmala 31,
Riga, LV-1050, Latvija, e-mail: aleksandrs.elkins@vzd.gov.lv. Santa Bindere, Division of Analysis and
Valuation Development at Real Estate Valuation Department, 11. novembra krastmala 31, Riga, LV-1050,
Latvija, e-mail: aleksandrs.elkins@vzd.gov.lv. Maris Grinbergs, Division of Analysis and Valuation
Development, Real Estate Valuation Department, 11. novembra krastmala 31, Riga, LV-1050, Latvija, e-mail:
aleksandrs.elkins@vzd.gov.lv. Aleksandrs Elkins, Division of Analysis and Valuation Development, Real
Estate Valuation Department, 11. novembra krastmala 31, Riga, LV-1050, Latvija, e-mail:
aleksandrs.elkins@vzd.gov.lv. Janis Gredzens, “Spring Valley”, Zemitanaiela 2B, 215.telpa, Riga, LV-1012,
Latvija, e-mail: info@changepartners.lv.

https://doi.org/10.4335/2021.6.6 ISBN 978-961-7124-04-0 (PDF)
Available online at http://www.lex-localis.press.

@ O © The Author(s). Licensee Institute for Local Self-Government Maribor. Distributed

BY KC under the terms of the Creative Commons Attribution-NonCommercial 4.0 license
(https://creativecommons.org/licenses/by-nc/4.0/), which permits use, distribution and
reproduction for non-commercial purposes, provided th original is properly cited.



220 REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA
J. Skaris, R. P&tersone, S. Bindere, M. Grinbergs, A. Elkins & J. Gredzens: Mass Valuation in Latvia

Introduction

This chapter introduces the reader to the history of Latvian real property taxation, the real
estate market improvement and fluctuations over the years, valuation as well as data
collection and maintenence. Also included are details about municipal real property tax.
The chapter describes the situation of real property tax in Latvia — the history, steps
adopted for the introduction of that tax, and the cadastral valuation, which is a
synonymous with mass valuation and mass appraisal, based on market value in Latvia.
Mass valuation was based on the market value of the land for the first time in 2000, and
this value was used to calculate the real property tax. In 2003 the cadastral valuation for
buildings was introduced for the first time. The valuation methods were improved during
the period of economic development and the global economical crisis® at the end of 2000s.
From 2010, real property taxation has been applied to dwellings and individual houses.

One of the main problems in Latvia is that data is not updated regularly enough?, which
leads to inaccurate cadastral values and an inequitable tax amount to pay. Unfortunately
there is no single conceptual solution for obtaining the actual data of properties. Cadastral
values are calculated using mass appraisal techniques which are based on market values
and then ratio analysis is carried out to examine if cadastral values are at the same level
as market values. In recent years there has been pressure on cadastral valuations used for
property taxes, because the market values are growing, but tax rates have not been revised
for decades®. This has led to a problem, specifically that for many taxpayers tax payable
is substantially larger in the capital of Latvia, Riga and the metropolitan areas than in
rural areas. Another problem is that taxation rates for real property are dependant on
municipalities and the discretion awarded to local government (which permits then to
provided discounts for poor families, discounts for elderly, etc.), and which leads to
unequal tax rates for similar real property across the country.

To improve real property assessment methods, consultations with representatives of other
countries has been carried out for some time. The State Land representatives participate
in conferences and 'exchange of experience' events. Other reaserch is carried out by
students undertaking their bachelor’s and master’s thesis, mainly for the purposes of the
annual contest that is organized by State Land Service of the Republic of Latvia. The
annual competition attracts student’s interest in the evaluation topics and provides a
useful source of information for the assessment department.

1 https://en.wikipedia.org/wiki/2008_Latvian_financial_crisis.

2 Actual market values are used to calculated the tax base. But inaccurate values result because of old and
incorrect information about the taxable object. However, the revaluation was halted in 2016, for political reasons
(leaving the country with a valuation level as at 1 July 2015). Current changes involve improving the
methodology and achieving a revaluation in 2021 (with a value level at at 1 July 2018).

8 As a result, the amount of tax recieved increased strongly, but for political reasons the rates of tax were not
altered. The main reason there is value diferences in locations, thus, if in Riga a rate of 1.5% produces a high
yield, then in some rural territories it raises a small amount of money.
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Regarding the state of scientific literature in the area of property taxation — there is no
important scientific literature about real estate taxation in Latvia or published by Latvian
research groups in peer reviewed publications. The only literature that is available is
mostly bachelor’s and master’s thesis. In addition to what scientific literature is available,
some mathematical analysis are carried out in an attempt to improve the evaluation of the
cadastral valuation, tax base and thus the system of real property taxation®.

1 Real Property Tax
11 History

The origins of land records in the Latvian territory can be dated back to the Middle Ages.
During the X to XIII centuries, the land that was in farmers’ possession was divided into
cadastral units named - plough (arkls), in order to define the corvees® and fees. During
the Swedish rule over Latvia (from 1683 to 1693), the first Cadastre was established and
it was based on a joint methodology of land surveying and evaluation. The specific
methodology and data were used for more than 200 years. Changes within the land
administration started with abolition of the serfdom, i.e. from 1860, when the farmers’
land rights of ownership were introduced. Therefore, the main Cadastre tasks became the
recording and management of information for the calculation of the land value, the
organisation of the property rights’ documentation and the preparation for the registration
of the property. From 1861 to 1912 the Cadastre of Vidzeme (a region in the northeast
Latvia) introduced the evaluation of the real estate into the Cadastre instead of producing
a separate land valuation register. Later on, from 1931 to 1940, the Latvian State Cadastre
established a comprehensive evaluation system of real estate within the Cadastre.

Until 1940, real estate had been evaluated by dividing it into the immovable property of
towns and the immovable property of the countryside. Immovable agricultural property
was evaluated taking into account the average yield of the land parcel and the buildings.

After 1945 the evaluation of real estate was changed according to the system used in the
Soviet Union, where buildings were interpreted as substantive objects from the land and
were considered as an item without any market value. For about a half of century the
evaluation of the agricultural land was carried out in order to plan the production needs
of the Soviet Union and collective farms. Buildings were evaluated according to
individual requests during the process of technical inventory.®

In the period between the World War | and the XXI century, when the free capital market
started to develop within the country, a need to evaluate all types of capital (including

4 As well as valuation processes for other purposes.

5 The unpaid labour a vassal owes to the feudal lord.

5 Boruka, A. (ed.). Zemes izmantosana un kadastrs Latvija. Riga: LLU Skriveru zinatnes centrs, Valsts zemes
dienests, 2001.
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real estate) arose in order to fulfil the requirements of the State taxation system, as well
as being a prerequisite to establish a fully functioning free market.

After the restitution of the independence of Latvia, taxes were imposed according to the
»Law on Taxes and Duties«’ and the real property tax, which is determined by the law
»Law on Immovable Property Tax«.2 The law »Law on Immovable Property Tax« was
adopted in 1997, and has been in force since 1998.

In Latvia, all taxes are State taxes — none is defined as a municipal tax; however in
practice, the real property tax is a municipal tax. It is the only State tax administered by
the local authorities, which are eligible to apply discounts to certain categories of real
property and / or taxpayers. The yield from the real property tax is entirely transferred to
the budget of the unit of local government, where the real property is located.

From 1990 to 1997, the inhabitants of Latvia were obliged to pay a real property tax on
land using a unit value based on a market estimation of the land, and a real property tax
on buildings that were used in economic activity, the tax being based on the inventory
building values from the traders' accounts.

Since 1998, the tax has been imposed on real property (land, buildings and engineering
structures) as a set of real property objects - tangible things which are located within the
territory of the Republic of Latvia and which cannot be transferred from one place to
another without being externally damaged. The law requires that the real property tax
should to be based on market values. For the calculation of cadastral values as tax base,
the actual cadastral data held by the Cadastre are used.

In 2000 for the first time, market values based on mass valuation results were applied to
the calculation of the immovable property tax.®

1.2 Structural Components

The real property tax is paid by Latvian and foreign individuals, legal entities and groups
of such persons established on the basis of a contract or another agreement or their
representatives, who own or legally possess a taxable unit of real property. The owners
of real property are individuals whose ownership rights have been confirmed in the Land
Register. Note that persons who are users of State or municipal real property pay real
property tax instead of owners.

Taxation based on market value has been introduced gradually, so that currently, the
cadastral value is based on the market value of the real property as assessed by the State

" Parliament of the Republic of Latvia: Law on Taxes and Duties, 2 February,1995.
8 Parliament of the Republic of Latvia: Law on Immovable Property Tax, 17 June 1997.
® Parliament of the Republic of Latvia: Law on Immovable Property Tax, 17 June 1997.
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Land Service (SLS), and is the base for the real property tax. The transition to market
value is shown in Table 6.1.

Table 6.1:  The process of real property tax reform from 1998 to 2018

Years Item Rate Base
Land 15% cadastral value
1998 - 1999 -
Buildings, fixed assets [ 0.5% - 4 % boqk value or stock
taking value
Land cadastral value
2000 - 2006 Buildinas 15% book value or stock-
g taking value
Land
2007 Buildings used in 15%
commercial activity
Land
2008 - 2009 Buildings used in 1.0%
commercial activity
Land
Buildings used in 15% cadastral value
2010 commercial activity

Residential buildings |0.1% - 0.3 %

Land

Buildings used in 15%

From 2011 commercial activity

Residential buildings |0.2 % - 0.6 %

Source: Law on immovable property tax.
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The current real property tax rate, since 2011, is 1.5 % of the cadastral value of the real
property:

e forland;

o for buildings or parts thereof that are used in economical activity; and

e for engineering structures that are used in economical activity.

The tax rate for dwelling houses (not used in commercial activities) is applied in slices,
thus:
e 0.2 % of the cadastral value which does not exceed 56,915 EUR;
e 0.4 % of the part of the cadastral value which exceeds 56,915 EUR, but does not
exceed 106,715 EUR; and
e 0.6 % of the part of the cadastral value which exceeds 106,715 EUR.

A special 3 % tax rate is applied to collapsed constructions, constructions degrading the
environment, or which threatening the safety of individuals. This rate is also is applicable
to land, which is degrading the environment, if it is so determined by the municipality in
its binding regulations. Such municipality binding regulations should be published by the
1 November. The tax base for these constructions is determined using the higher of two
values — either the cadastral value of the construction or the cadastral value of the land,
on which the building is located.

The minimum amount of tax payable is 7 EUR per year.
It is important to emphasize, that in 2010 major changes in taxation policy were made.

From 2010 amendments came into force which taxed dwelling and engineering structures
for commercial purposes. The additional 1.5 % real property tax for “uncultivated land
usable for agriculture« is applied to all land that is capable of being, but is not in fact used
for producing or growing agricultural products. Land intended as “land usable for
agriculture« is regarded as uncultivated (so that the common 3 % tax rate will be applied)
if, until 1 September of each year, more than 70 % of the area of land usable for agriculture
in a unit of land is not used for producing or growing agricultural products; or if the same
area of land is not maintained in a a good agricultural and environmental state.

Amendments to the law state from 2008 to 2013, state that, if after updating the real
property cadastral value, the use of real property does not change for each unit of land
and each building, that were used separately in economic activity, the real property tax
which is applied may not exceed the real property tax calculated for the previous year by
more than 25 % following the revaluation of residential property groups and the updates
of values of commercial property group. From 2013, a 25 % increase is applied to taxable
land, only if the municipality adopted binding regulations. Now this restriction is not
needed.



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 225
J. Skaris, R. P&tersone, S. Bindere, M. Grinbergs, A. Elkins & J. Gredzens: Mass
Valuation in Latvia

With effect from 2016, for land parcels that exceeds 3ha and located in in rural territories,
the tax base for agricultural land defined according to its purpose, is its so called »special
value«. This is an instrument to limit the tax increase by more then 10% because of the
revaluation of agricultural land in 2016.

From 2012, ancillary buildings larger than 25 m? are taxable at a rate of 3 %, and this also
applied to environment-degrading, and collapsed buildings.

Since 2013 one more important amendment has been implemented. The real property tax
management rights were fully transferred to local authorities, as they are on-site and thus
better placed to define the duty of each local objective and needs. If the unit of local
government chooses to set its own tax rate within its territory, in accordance with the
government »corridor« programme?, it will have to issue binding regulations.

The law requires that all local authorities are bounded by common principles upon which
the tax rate is determined. The four principles which underpin the setting the real property
tax rate in Latvia are:

e The principle of the grouping under which a taxpayer or objects are categorised
according to objective criteria, such as taxpayers (e.g. natural persons and legal
persons), taxable objects (e.g. houses, industrial facilities, commercial etc);

e The principle of effectiveness®, judged as a government tax weighed against the
cost of administering the tax. This principle means that the local government has to
assess how the tax administration should apply the necessary measures so that their
costs are proportionate to the expected tax revenues;

e Responsible budgeting principle, according to which the local government matches
its obligations to spend the funds raised on suitable community services. For the real
property tax, this means that, prior to the applicable tax rate, the units of local
government must consider their spending policies in the light of the expected
revenue real property tax;

o Predictability and stability, according to which the tax rates will be set for at least
two years if the cadastral value of the property in the next fiscal year increases or
decreases by no more than 20 %. This principle ensures that tax rates do not change
every year, and taxpayers have confidence as to what to expect in their future tax
payment notice; thus, they avoid the budgetary concerns that next year there may be
sudden changes in the tax rate and therefore tax payable.

The taxable period is one calendar year.

0 There is donation programme from “rich” municipalities to the “poor”. The amount is determined by the
projected tax income according to the rates that are menitioned on Law on Immovable Property. If later a local
municipality want to decrease the rates, they will have income decline (but it does not affect the amount that
they need to give or receive).

1 Thus, local municipality should not have complicated and expensive tax administration rules.
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Every taxpayer is obligated to pay tax on the basis of the payment notice, issued by the
municipality and delivered to the taxpayer by post using the State and Local Governments
Website or in the municipality office. A payment notice regarding real property tax is an
administrative act. The law specifies that an owner is responsible for paying taxes on
time. If there is no payment note and no opportunity to visit the website, the taxpayer can
contact local municipality directly by phone or by written correspondence.

The tax is payable quarterly i.e. not later than 31 March, 15 May, 15 August and 15
November, in the amount of one quarter of the yearly tax sum. The tax may also be paid
once a year by advance payment (but this attracts no discount in tax payable).*?

The owners of real estate have access to several cost-free services via the internet, such
as »My Data in Cadastre«, that are available in the Latvian national portal
(www.latvija.lv) and have the opportunity to amend information about their property. If
information is incorrect, they can initialize the actualization of data, by contacting the
State Land Service or the local municipality (depending on what data they want to update
— ownership, land unit purpose or property’s object characteristics).

1.2.1  Exemptions and Reliefs

Taxable objects to which the real property tax is applied are tangible things located in
Latvia, which cannot be relocated from one place to another without damaging them
(land, buildings, including buildings that are registered in Cadastre, but not put into
operation, as well as engineering constructions).

Law on Immovable Property Tax*® specifies real property tax reliefs and exemptions for
special buildings, land groups and taxpayer groups.

Some otherwise taxable objects, which are not liable to the real property tax, include:

e Engineering constructions that are owned by individuals, not used in commercial
activities;

e Real property which is owned by religious organizations, not used in commercial
activities;

e Land, located in specially protected nature areas, where commercial activities are
prohibited by law, as well as buildings and engineering constructions which are used
for nature protection;

e Real property that is declared to be State protected cultural monuments, excluding
houses used as dwellings and real property used in commercial activities;

e Land which is planted as renewed or cultivated forests, according to rules
established by the Cabinet of Ministers;

e National sport centres and land for maintaining the sport centres;

12 parliament of the Republic of Latvia: Law on Immovable Property Tax, 17 June 1997.
13 parliament of the Republic of Latvia: Law on Immovable Property Tax, 17 June 1997.
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e Buildings and engineering constructions used only for agriculture;

e Commercial activities within newly constructed or reconstructed buildings for one
year after the buildings are put into operation;

e Buildings (or parts of buildings), that are used for education, health, social care
needs;

e Buildings (or parts of buildings) and engineering constructions, that are used for
environmental purposes;

e Certain buildings and engineering constructions, owned by municipalities, social
organisations and foundations, according to rules and lists established by the
Cabinet of Ministers.

Abatements for real property tax may be determined and the amount of tax may be
reduced by 50% for politically-repressed persons, if the real property is not used for
economic activity. Local governments may insert in their binding regulations reliefs,
which provide abatements for separate categories of taxpayers in the amounts of 90 %,
70 %, 50 % or 25 % of the tax otherwise payable. A rebate of 90 % may be granted to
taxable persons or families, on low income.

Some local municipalities try to increase their population by giving a discount on property
tax in exchange for the individuals declaring their place of residence in their municipality.

1.3 Administration

The Ministry of Finance is responsible for real estate tax policy and the setting of the base
rates. The Ministry also defines the tax rate »corridor« for all kinds of real properties.

Municipalities administer real property tax: they calculate the real property tax from the
cadastral value, apply tax reliefs, send out tax notices, and collect the tax. The collected
real property tax in the amount of 100 % is transferred into the budget of municipalities.

The State Land Service maintains the database of real property information, and maintains
the base of the current cadastral values. In addition, it calculates the cadastral value of all
objects registered in the Cadastre.

The owners of real property who makes changes in the nature of their taxable property
whether in qualitative and / or quantitative terms, can propose data updates for their
property in the Cadastre.

The calculation of the tax payable on the basis of the last determined cadastral value is
the responsibility of local government.

Information systems, maintained by the State Land Service, provide data for the
administration of real property tax by:
e  Calculating the cadastral value for real property taxation purposes;
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e  Gathering relevant information on taxpayers;

e Preparing lists of objects on which real property tax is imposed as well as
taxpayers;

e  Calculation of the total amount of actual values and projected values for the next
taxable year of real property objects.

In 2009 the Ministry of Finance, the Ministry of Justice, the State Land Service and
Latvian municipalities reviewed all of the processes connected with the administration of
the real property tax. As a result, the tax administration mechanism defined in the Law
on Immovable Property Tax has been deemed to be ineffective because it demands
considerable financial and human resources from both the State Land Service and local
municipalities.

Data concerning real property tax objects and taxpayers was kept in both the Cadastre
and the municipality information systems. Moreover, a continual interchange of
information took place between the State Land Systems and the municipalities to
designate the taxable real property object and determine its cadastral value.

Changes have been made in several laws and regulations to optimize the process of the
administration of real property tax and to halt the repeated exchange of the same
information between municipalities and State Land Service. The changes took effect from
1 July 2010, as a result of which the State Land Service no longer keeps data concerning
real property tax objects and taxpayers in the Cadastre. These data are kept in the
information systems of municipalities. Although since 2010, the State Land Service is
responsible only for the calculation of the cadastral values, it still regularly transfers to
municipalities about 80 % of the data stored in the Cadastre.

The State Land Service maintains the Cadastre, in which information concerning cadastre
objects is registered and updated (land units, structures, groups of premises and parts of
land units), including their cadastral values and cadastral subjects (information drawn
from the Land Register about real property owners, lawful possessors and taxable users).
In addition, it distributes cadastral data necessary for the administration of the real
property tax to municipalities. Municipalities receive cadastral data from the Cadastre in
a direct (live) exchange of relevant information on a daily basis.

Similarly, the State Land Service provides information (concerning objects that are
registered in the Cadastre and their values) not only for the purpose of administering tax,
but also for the development of tax policy to the Ministry of Finance.
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1.4 Real Property Mass Valuation

As previously mentioned, the real property tax base in Latvia is the cadastral value i.e.
value that is determined within the cadastral valuation process, based on real estate market
information. In Latvia the term »cadastral valuation« is synonymous with »mass
valuation« or »mass appraisal«.

The process of mass valuation in Latvia started in 1998, when the »Law on Immovable
Property Tax« came into force, and the mass valuation procedure obtained obligatory
status'®. The mass valuation is one of responsibilities of the State Land Service which
maintains the cadastre. The objects of mass valuation are all objects registered in the
cadastre, being land parcels, buildings and engineering structures.

The valuation process began with the assessment of urban land in 1998; it was then
extended to the assessment of buildings in 2001; and to engineering structures
assessments in 2010. Assessed values have been used not only for the estimation of real
property tax, but also for stamp duties, for the registration of real property in the Land
Register, the rents of municipal and State land, as well as in the privatization process.

The mass valuation process takes place according to unified principles applied across the
entire country. The process is regulated by the Law on National Cadastre of Real Estate
(2006) and Regulations of Cabinet Ministers No.305 “Regulations regarding cadastral
assessment« (2006).

The degree of accuracy of cadastral value as required by law is 85 % of market value.
The valuation cycle (reappraisal period) is two years. The reference date for the valuation
is 1 July — one and half year before the values come in force for taxation purposes. For
taxation purposes, the cadastral values are automatically re-calculated each year by 1%
January. In 2017 the changes in legislation were made and degree of the accuracy of
cadastral value removed. The valuation cycle (reappraisal period) is now four years due
to the improvement of cadastral valuation. It should be emphasized that different
segments of the real estate market in different territories of Latvia develop differently and
some are still valued at 85% of market value.

From 1 January 2016 agricultural land is an object of so called »special value«, which
means that the tax base for agricultural land is limited to an increase of no more than
10% from the previous year. Thus, the tax base of cadastral values of agricultural land
will not exceed 10 % from the previous year's cadastral values in a time period of 10 years
(only for real property purpose). These changes were implemented because of the
predicted rapid growth in the cadastral values for agricultural land.

* The Law states that taxable value of property should be based on real estate market information.
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For mass valuation purpose, the State Land Service has, since 1998, maintained The Real
Estate Market Data Information System (sales data base) that is integrated into the
cadastre. The sales data base contains information on all sales in the country, and
information about the transaction is received from the Land Register. For mass valuation
purpose, the State Land Service reviews all sales and uses only arm’s-length
transactions®®. From 2011, the sales data base has an expert accordance about the
proximity of the sale to the international definition of an arm’s-length transaction. If there
is no accordance, there is a comment on the nature of the discrepancy.

The valuation models are structured with value zones (location), value tables (the value
level for standard properties of all different types of land and building usage in that
location), and the appropriate value models (mathematical equations or formulae for
calculating the value). The unified value models are approved by the Government and
contained in the Regulations of Cabinet Ministers No. 305.

The assessment of land values involves two types of models: a value model for building
land and a valuation model for rural land; in contrast, the assessment of building values
has three types of models - detached houses, multifunctional buildings and other
buildings. Value models have been improved several times taking into account changes
in the real estate market and the accumulated data held in the cadastre, especially on
buildings. The coefficients used in mass-appraisal are inputted into the value model and
are calibrated, if necessary.

The value model for building land requires the assessment of land use, its size and any
special circumstances (encumbrances). The model for rural land requires that the land
plots are valued according to the types of use (land cover). In the case of agricultural land
and also for the valuation of forest land, soil quality is also assessed. The land under a
residential house in rural areas is valued as building land.

The value model for buildings reflects the size of the building, its physical condition and
any encumbrances. The valuation model for single family houses also includes an
evaluation of the use of the various parts of the premises (outdoor area, basement, and
garage) and any improvements.

In the case of multifunctional buildings, the use of the specific group of premises
(apartment, office, retail areas, areas for common use, garage) is assessed. The valuation
model of an apartment includes an evaluation of the location of the specific apartment
within the building (the ground floor, basement floor) and available amenities.

Special classifications are used for the grouping of objects by their usage types —
separately for land and for buildings.

5 Transactions being gifts etc. are thereby excluded.
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Value zones cover the whole country. Initially (1998), the value zones were developed
separately for each administrative unit (municipality); now, however, they are established
for the entire country simultaneously. Zones are revised and are dependent on changes in
the land use plans of the municipalities, infrastructure on site, the nature of the market
and other circumstances, and can be updated separately for the following specific groups
of property:

Rural properties (value zones for agricultural land and forest land are separate);
Residential properties;

Industrial properties;

Commercial and public property.

Until 2006, each individual municipality had a responsibility to accept or decline the
value zones. Now municipalities take part in value zone revision process, but only as local
consultants.

For the determination of the level of values, the three so-called traditional methods of
valuation are used: i.e. the direct sales comparison method, income capitalization and the
cost approach. The use of a particular method of valuation depends on the information
available in property market (the taxable values are based on transactions of comparable
properties which have taken place over the last two years). The direct comparison of
transactions is most widely used for land and buildings. The method of income
capitalization is used to determine the value of forest land, as well as additional
information to monitor the valuation of the income producing properties. The cost
approach method is combined with the direct comparison method to determine the value
level for buildings and engineering structures.

The value zones as well as the value levels are approved by the Government (every two
years before 15 June). A valuation report is freely and publicly available on the internet'®.

All value models are integrated into the cadastre and the value calculation is an automatic
process. For cadastral value calculations, only the data that is in the cadastre is used. In
most cases, the relevant data on valuation objects are registered on the basis of
documentation from property surveys'’. The values are calculated for each unit of real
estate (cadastre object) — land, buildings, apartments, and engineering structures. Forestry
values provided by the State Forestry Service are automatically downloaded into the
cadastre and taken into account.

The cadastral value is calculated separately for land and for buildings. The cadastral value
of the taxable property is the sum of land and building values and is based on the principle
that the total value of the component parts of the property must correspond to the market
price of the whole.

16 On the State Land Service home page www.kadastralavertiba.lv .
17 All properties were inspected about ten years ago.
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Once a year, the real property owner has an opportunity to get information from the
internet or from the client service centres of the State Land Service (free of charge) about
the cadastral value of each property and the data on each of its objects registered in the
cadastre. If the owner discovers that the data used for mass appraisal does not correspond
to the real situation, owners are obliged to correct the data in the cadastre. This should be
completed by January 1st before any new value comes into force.

The cadastre (including the sales data base) is an Oracle Database. For the revision of
value zone, market data, the ratio analysis (the ratio between assessed value and market
prices) and geographical analysis, the State Land Service uses GIS (Esri products). For
market data (including ratio) statistical analysis, the State Land Service uses Oracle
Discoverer, SPSS (Statistical Package for the Social Sciences) and the R Project for
Statistical Computing.

1.4.1 The examination of the results of mass valuation

The State Land Service examines the results of the valuations using the ratio studies.'® A
ratio study compares appraised values to market values, which are represented by sale
prices. Ratio studies measure two primary aspects of mass appraisal — accuracy level and
uniformity.

Appraisal level refers to the overall ratio of appraisal values to market values. Appraisal
uniformity relates to the degree of fair and equitable treatment of individual properties in
comparison to similar properties in similar circumstances. Uniformity requires that
properties must be appraised equitably within groups or categories and each of these
groups must be appraised at the same level. Appraisal uniformity requires equity within
groups and between groups.

Uniformity within a group is determined by measuring the magnitude of the differences
between the ratio of each property that was sold and the average ratio for the group.

Uniformity between groups of properties is determined by comparing the appraisal level
of the groups. Large differences indicate inequitable appraisals and thus unequal taxation
between groups.

For example, the ratio analysis results for sales of flats in Latvia for recent years are given
in Table 6.2.

8 |AAO Standard on Ratio Studies. http://docs.iaao.org/media/standards/Standard_on_Ratio_Studies.pdf. 5.5.
2015.



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 233
J. Skaris, R. P&tersone, S. Bindere, M. Grinbergs, A. Elkins & J. Gredzens: Mass
Valuation in Latvia

Table 6.2:

Ratio analysis for flats’ transactions in Latvia (transactions for the last four

years)

Ratio Statistics for Flats, Projected cadastral value 2015 / Transaction sum, EUR

) 1 | Mot | prcnt | wean [vean| W | S| ptatsa | “or
Region Differential | Dispersion
Latvia | Overall 33,701 100,00%| 0,824 | 0,821 0,653 0,272 1,261 0,269
Kurzeme | Overall 3,371 100,00%| 0,871 | 0,88 0,792 0,256 11 0,233
Latgale | Overall 3,76 100,00%| 0,905 | 0,984 0,823 0,238 11 0,187
Riga_1 | Overall 18,494 100,00%| 0,769 | 0,762 0,619 0,26 1,243 0,286
Riga_2 | Overall 2,971 100,00%| 0,838 | 0,832 0,76 0,259 1,103 0,244
Vidzeme | Overall 1,965 100,00%| 0,904 | 0,916 0,815 0,28 1,109 0,252
Zemgale | Overall 3,14 100,00%| 0,93 | 0,954 0,845 0,322 11 0,241

Source: State Land Service, Real Estate Department.

Similar analyses are made for transactions relating to land, land with building, and
offices®®. The results provide an indication of trends and possible improvements in the
process if necessary.

In the future, ratio analysis’ results are going to be a part of the tool for time adjustments.
Analysis of ratio trends can be used to determine the percentage adjustment needed to
reflect current market conditions.
The overall results are published in an annual overview of the cadastral value base
development and given in Figure 6.1.

9 nsufficient data are available for the analysis of retail premises' transactions.




234 REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA
J. Skaris, R. P&tersone, S. Bindere, M. Grinbergs, A. Elkins & J. Gredzens: Mass Valuation in Latvia

Figure 6.1: Median of ratio of different kinds of properties
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Source: State Land Service, Real Estate Department.

In the results it is clear that one group of properties is underestimated. That means that in
the next revaluation it is necessary to improve the values for agricultural land.

15 Revenue Performance

The Law on Taxes and Duties, adopted on 2 February 1995, determines Latvia’s general
taxation principles. This law is generally applicable, unless specific tax laws, such as the
Law on Value Added Tax (VAT), Law on Corporate Income Tax determines different
rules. If there is a conflict between general principles and specific rules, the specific rules
prevail. According to the Law on Taxes and Duties, duties are imposed either by the State
or the municipality. The main duties are established by the State.

The main tax revenue distribution is shown in Table 6.3 below.
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Table 6.3:  Main tax revenue distribution in Latvia

Taxes State budget Mug]d(éig;lity

Corporate income tax 100 %

Personal income tax 20% 80 %
Real property tax 100 %
Social security contributions 100 %*

Value added tax 100 %

Excise tax 100 %

Customs duties 100 %

Natural resource tax 40 % 60 %

100 %* - State special budget.
Source: http://raim.gov.Iv/pub/en/.

Personal income tax plays a key role in local government’s tax revenue. Property tax
revenue in the local municipalities is different — from 3 % to 19 %, on average ~14 %
from all municipal tax revenues. The natural resource tax share is less than 1 %. The
revenue from the real property tax and personal income tax is shown in Figure 6.2.

Figure 6.2: Real property tax and Personal income tax as a % in the Municipalities' tax
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The calculation is based on data of Treasury Republic of Latvia
https://www.kase.gov.Iv/parskati/pasvaldibu-menesa-un-gada-parskati.
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Figure 6.3: Personal income tax and real property tax role in Municipalities’ budget
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Data of Treasury of Republic of Latvia https://www.kase.gov.lv/parskati/pasvaldibu-menesa-un-
gada-parskati.

2 Evolution of real estate market
2.1 Property restitution

After the restoration of the independence of Latvia in 1991, a programme of land reform
was undertaken. The purpose of the land reform was to change the property ownership of
land owned by the State to land as private property. It was also necessary to restore the
pre-21 July1940 ownership rights of land to former land owners or their inheritors of land
which had been nationalised by the Soviet Union, as well as to ensure the potential for
other inhabitants of Latvia to acquire personal rights to land.

Land Commissions at various governmental and territorial levels were fully established
on 1 September 1990, and the necessary regulatory enactments for ensuring of agrarian
reform were accepted by the Council of Ministers.

The main basic principles for agrarian reform in Latvia are as follows:
e One could receive landed property rights before acquiring it by usage;
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e Former land owners could receive the land free of charge by renewing their original
proprietary rights; alternatively they could request financial compensation;

e Others, who requested land rights, could receive land rights on payment of a capital
sum (remunerations were performed with privatisation certificates).

The implementation of land reform in urban and rural areas took place in stages, but
reflecting these principles. Land reform in rural areas was planned in two stages. In the
first stage (1990-1996), the users of the land and those who wanted land rights for the
first time were required to submit a request based on the land’s use allocation. The
documents that confirm hereditary rights and a plan of the property in question were
added to the request. In the second stage (from 1993), a survey of land borders and the
renewal of land ownership rights to former land owners or their heirs was undertaken, as
well as the transfer of possession (on payment) to those land users, without pre-1940
rights.

Land reform in towns was planned in three stages. In the first stage (1991-1992) requests
for land rights were received from former land owners and their inheritors, from current
users and other persons, who request land. In the second stage, the Councils of towns
confirmed their programme of economic and social development of towns on the basis of
a summary of the requests received. The third stage involved the land’s transfer to the
individuals awarded possession, as well as confirmation of its use allocation.

Land Commissions made their decisions regarding the approval of regional land use
projects on the basis of personal application. The aim of regional land use projects was to
create preconditions for the rational and efficient use and protection of land and other
natural resources, a priority being the preservation of agriculture and forestry land. The
project had to respect and ensure legitimate interests of all claimants as much as possible.

Currently the land reform in Latvia is practically complete, with some 64.6 % of all
Latvia’s territory belonging to private and legal entities; 4.7 %, to municipalities; and
30.7 % - to the State (including public waters and state forest land)?°.

2.2 Privatization

After the restoration of independence, Latvia’s economy was transformed from a
command economy to a market economy. Rehabilitation of property rights
(denationalisation) and State and municipal property privatization was a policy necessary
to achieve this objective i.e. an economy based on private property and private initiative.

2 Bgrzina M., Rudzite S., ParSova V., Krampuza D., u.c. Cadastre. Riga: Valsts earth dienests, 2013. Mierkalne
J., Freiberga 1., Dambite D., Bindere S., u.c. Land reform - atsléga uz ipaSumu. Riga: Valsts earth dienests,
2012.
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The process of privatizing State owned enterprises continued until 1996. Priority was
given to the processes of restitution of property rights and, in the beginning, each of the
responsible Ministries oversaw the privatisation process in their relevant sector. The
process of privatization accelerated rapidly when, in 1996, the Privatization Agency was
established and given the centralised responsibility to conduct the process.

The reference law for privatization is the Law on Privatization of State and Municipal
Asset Units of 17 February 1994.2* The law specifies the six methods of privatization that
can be adopted:
e Simple sale of assets, called the sale method,;
e Investment of interests in companies to be divested in private-sector companies,
called the investment method,;
e Recapitalization by private investors, called the method of private capital attraction;
e Conversion of the debts owed to private parties by the companies being converted
into shares of capital stock, called the capitalization method:;
e Merger of companies into private-sector companies, called the restructuring
method; and
e Sale of shares to management of the company subject to certain conditions, called
the management buy-out method.

Another important reform in the field of real property was when apartment buildings were
divided into individual apartments and each was privatised. The aim of apartment
privatisation was to transfer public housing to private owners, to facilitate the real
property market, and to promote good management of residential properties in the
interests of their inhabitants. On 25 July 1995, the law on »The privatization of state and
municipality dwelling houses« was passed.?? This can be considered as the beginning of
housing privatization.

In order to ensure the arrangement of proprietary rights, it was necessary to state the date
for termination of the privatization process. In 2005, the Saeima (Parliament) of the
Republic of Latvia adopted a law for the acquisition of land in the property for charge, as
a result of which were specified:
e The last date by which the person can submit a redemption proposal on land granted
for permanent use;
e Creation order of the Register on Redemption of land granted for use;
e Further action with land that is not included in the Register or is included, but not
redempted out;
e The end date, when the usage rights on land granted for permanent use, terminates
in accordance of the law.

2 parliament of the Republic of Latvia: Law on Privatization of State and Municipal Asset Units, 17 February
1994.

22 parliament of the Republic of Latvia: Law »The privatization of state and municipality dwelling houses”, July
25, 1995.
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Figure 6.4: Land registration dynamic
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Source: State Land Service http://vzd.gov.Iv/Iv/parskati-un-statistika/statistika/statistika-no-
kadastra/kadastra-registretie-kadastra-objekti/.

2.3 Limitations on land/property ownership

Latvian legislation provides no restrictions on the acquisition or transfer of ownership
rights of real estate in urban territories for citizens of Latvia, citizens of European Union
(EU) Member States and companies in which more than 50 % of the equity is owned by
citizens of Latvia or EU Member States, or by natural or legal persons from countries
with which Latvia has entered into international agreements on the promotion and
protection of investments. Foreign nationals from other countries are subject to
restrictions on the acquisition of land within State border zones and especially in protected
areas.

The Law on Land Privatisation in Rural Areas states that until 1 May 2014, rural land can
only be acquired by citizens of Latvia, public stock companies if the shares thereof are
quoted in the stock exchange, or companies registered in the Register of Enterprises of
Latvia if:
o More than half of the share capital belongs to citizens of Latvia, or;
e More than half of share capital belongs to natural or legal persons from countries
with which the Republic of Latvia has entered into international agreements on the
promotion and protection of investments.
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If the above mentioned individuals wish to acquire ownership of land, they must submit
an application to the parish council (municipality, city council) in whose territory the
relevant land is located, indicating the proposed future land use.

To support farmers and rural development, from 1 November 2014, new restrictions on
transactions involving agricultural land came into force.

According to the amendments in the Law on Land Privatization in Rural Areas, an
individual or legal entity is not able to hold more than 2,000 hectares of agricultural land
(in total). It should also be noted that a municipality can adjust that maximum amount of
agricultural land to be acquired by an individual or entity within their area, which is less
than the maximum amount stipulated by the law.

In order to acquire agricultural land, a person must be registered for economic activity,
eligible to receive direct payments, and be able to demonstrate income from commercial
agricultural production during the past three years comprising at least a third of their
entire economic activity. The person must also have experience in agriculture or have a
formal education or its equivalent therein.

Landholders must begin agricultural activity within a year of purchasing agricultural
property and provide written proof of its use in production. Fines are set in cases where
no work has begun within a three-year period. Purchasers must be registered taxpayers
and hire professionally qualified agricultural workers of the appropriate specialization.

The transfer of agricultural land (and the acquisition by new owners) is registered in the
Land Register only after written consent from the local municipality has been received.
The restrictions on the acquisition of the agricultural land are not applicable if an
individual inherits a land plot or acquires a land plot that does not exceed 10 hectares; or
it is a legal entity which acquires less than five hectares of land.?®

2.4 Real property market
The development of the existing real estate market started in 1991, together with the
inception of land reform (denationalisation and the restitution of property rights in land

and buildings).

The land (real estate) reform on land and buildings anticipated private ownership of all
types of such kind of properties.

Z parsova V., Gurskiene V., Kaing K. Real Property Cadastre in Baltic Countries. Jelgava: Estonian University
of Life Sciences, Latvia University of Agriculture, Aleksandras Stulginskis University, Lithuania, 2012.
Parliament of the Republic of Latvia: Law on Land Reform in the Rural Areas of the Republic of Latvia, Riga,
21 November 1990. Parliament of the Republic of Latvia: Law on Completion of Land Reform in Rural Areas
Riga, 13 November 1997. Parliament of the Republic of Latvia: Law on Completion of Land Reform in Cities,
5 November 1998. Parliament of the Republic of Latvia: Law on Land Privatisation in Rural Areas, 9 July 1992.
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Until 1995, the development of the real estate market was mainly based on the activities
of national and inward investors, who, it seems, tried to attract capital from private banks
for the purposes of purchasing real property at relatively low cost and in anticipation of
profits on a rapid re-sale. The banking crisis of 1995/96 substantially increased the “free«
assets of private banks, and that gave the opportunity of receiving loans for real estate
purchase and therefore short term real estate market activity increased.

The rapid development of the real estate market began after 2000.

In 2001, global financial markets sharply lowered interbank rates - LIBOR - from 6 % at
the beginning to 2 % at the end of the year. These rates continued to fall in the following
two years, as a result of the stagnation of the large European and US economies, which
in turn, led to reduced demand for money. Latvia, as a small and open economy, was
influenced by the rapid decline in credit interest rates, For loans in US dollars interest
rates fell from 10% in the beginning of 2001 to 6 % at the end of 2002, amounting to
some 4 % -5 % overall. As a result, there was a very significant change in the pattern of
lending. Also during this period, Latvia’s aim was to join the European Union. Latvia
launched mostly Swedish financial institution mortgage bank programmes with low rates
for the purchase of real estate. This caused a significant increase in housing loans, and
credit periods became longer. As a result, during this period the prices of housing in Riga
doubled, with a standard apartment increasing from 150 EUR / m? in 2001 to 270 EUR /
m? by the end of 2002. In subsequent years, prices have continued to rise.

Similar situations were also experienced in other segments of real estate. The real estate
market was the driving force of the economic growth, and Real Estate »bubble«
developed, with the real estate market overheating. Likewise, as in other countries in the
world, in 2008 the reduction of real estate market prices went in tandem with the
economic recession. The price drop in different segments was diverse. Prices of flats in
houses, that were build in 70s or 80s lowered more then three times. The real estate market
reached its lowest point in 2009 — 2010.
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Figure 6.5: The tendency for price index changes compared to level of 2005 first half-
year
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Source: State Land Service.

As a result of increasing prices, there was a situation where the selling prices exceeded
the construction costs of new housing and therefore the construction industry became a
profitable business. Furthermore, high demand prompted increased supply and a massive
construction programme of new housing began.

Demand for new flats was growing rapidly until the economic recession in 2008. The
global economic crisis affected both new projects and the standard apartment market. The
number of transactions with apartments in new projects, in 2008, fell by about 60 %
compared to 2006, and “standard« apartment transactions by about 45 %. Around the
middle of 2009, a gradual economic growth began, which was also reflected in the real
estate market. The number of transactions involving apartments in new projects
increased. Compared to 2008, the increase in such transactions was approximately 40 %
and continued to grow, reaching the previous high, the 2006 transaction level, in 2013. In
the »standard« housing sector, the number of transactions continued to decline until 2010.
The number of transactions in the standard apartments’ sector in 2013 was still below the
2006’s peak (by around 25 %). Consequently, in recent years, the structure of transactions
has changed, i.e. the transactions involving »new« projects’ share in the apartment sector
has increased.

After the recession, the recovery of the economy in 2011 was matched with the growth
of prices in almost all real estate segments, although the pace of growth coninued to vary.
The fastest increases in apartment prices were in Riga and Jirmala, especially involving
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relatively expensive and luxury objects. This coincided with the implementation of the
governmental programme which provided temporary residence permits for third country
nationals in exchange for their investments in real estate.

Since 1st July 1st, 2010, foreign non-EU nationals who have purchased real estate in the
Republic of Latvia, may obtain temporary residence permit for a term of 5 years in the
Republic of Latvia and thus travel within the Schengen Area. This programme was made
during the economic crisis in order to soften the fall of the real estate market and to
support real estate developers.

As of September 1st, 2014, amendments to the Immigration Law of the Republic of
Latvia®* came into effect providing new criteria regarding the purchase of real estate as a
result of which investors may apply for a temporary residence permit in the Republic of
Latvia.

If foreigners own real estate which is registered in the Land Register after the 1
September, 2014, they may obtain a temporary residence permit if the real estate complies
with the new legal requirements.

Table 6.4:  Conditions to receive residence permit in Latvia when buying real estate

Real estate is purchased and
registered in the Land
register before 01.09.2014.

Real estate is purchased and
registered in the Land
register after 01.09.2014.

Number of real estates

One or several

One functional related built
up real estate

Minimal value of real estate
obtained in Riga region and
republican cities!

142,288 EUR

250,000 EUR

The total cadastral value of
the real estate at the time of
acquisition

42,687EUR

80,000 EUR

The market value of the real
estate specified by a certified
assessor of real estate if the
cadastral value is lower

142,287 EUR

250,000 EUR

2 parliament of the Republic of Latvia: Immigration Law, 31 October 2002.
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Real estate is purchased and
registered in the Land
register before 01.09.2014.

Real estate is purchased and
registered in the Land
register after 01.09.2014.

Minimal values of the real
estate in other Latvia

71,144 EUR

250,000 EUR

territory

The total cadastral value of
the real estate at the time of
acquisition

14,229 EUR 80,000 EUR

The market value of the real
estate specified by a certified
assessor of real estate if the
cadastral value is lower

71,144 EUR 250,000 EUR

Extraordinary payment in
state budget in amount of 5%
from the real estate value

1 Riga Planning Region as a territory is situated in the central part of Latvia, and megapolis thereof
is Riga - the capital of Latvia. The territory of the region includes Riga, Jurmala, as well as former
districts of Riga, Tukums, Ogre and Limbazi. Republican cities exept Riga and Jurmala are
Daugavpils, Jekabpils, Jelgava, Liepaja, Rezekne, Valmiera, Ventspils.

Source: Parliament of the Republic of Latvia Immigration Law.

According to statistics provided by the Office of Citizenship and Migration Affairs,
during 2012 alone 2,435 foreigners requested a residence permit based on the purchase
of the real estate in Latvia increasing to 3,085 foreigners in 2013.
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Figure 6.6: The average transaction prices of apartments in major cities
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Also agricultural land prices developed more rapidly than other real estate segments
(including apartments) as a result of payments from the EU to farmers and the transactions

made by other EU citizens. Other market segments developed slowly but steadily.

Figure 6.7:
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3 Property data
3.1 Ownership, collection and maintenance

The purpose of the Cadastre Law is to provide society with updated cadastre information
regarding all units of real properties in the territory of Latvia, all real property objects,
their owners, lawful possessors, users, and tenants.?

In the Cadastre are registered and maintained the relevant text and spatial data as well as
the historical data. Data regarding the cadastre subjects, objects of real property tax and
taxpayers are entered into the cadastre. Until 2011, the State Land Service prepared the
information regarding objects and real property taxpayers from the Cadastre and
submitted it to local governments. However, since 2011, the data on real property tax and
taxpayers are not maintained in the Cadastre, but are instead held by the municipalities.

A Regulation of Cabinet prescribes the registration of cadastre objects and the updating
of cadastre data, as well as the content of cadastre data and the procedures for their
correction and maintaining. Cadastral registration may be initiated by the owner, lawful
possessor or user of real property. In specific cases, an initiator of registration may be
local government. An object is registered in the Cadastre by assigning an identifier, and
entering the information from the specification documents and other State information
systems.

To maintain the Cadastre, the cadastral subjects, local governments, State authorities and
cadastral surveyors provide necessary data to the State Land Service. Cadastral surveyors
are obligated to submit surveying documents in both written and digital forms.

Real property owners involved in the transactions, local governments and State
authorities, as well as the Land Register are obligated to submit information to the
Cadastre regarding the transactions involving real property or real property objects and
the amount paid in the transaction.

The Law »On Immovable Property Tax« led to an acute demand for information about
real properties from the Cadastre Register. Therefore, as of 1997, the State Land Service
made a great effort to register all the land parcels, and achieved this by 1998.

In 1999, the State Land Service began intensive activities to add buildings to the Cadastre
Register.

% parliament of the Republic of Latvia: National Real Estate Cadastre Law, 22 December 2005.
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Figure 6.8: Dynamics of registration of Cadastre objects
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State Land Service http://vzd.gov.Iv/Iv/parskati-un-statistika/statistika/statistika-no-

At the early stage of the land reform process, land parcel boundaries in rural areas were
mainly identified without instrumental measurement. The land parcel boundaries thus
allocated were mapped on the existing manual rural area photomaps (at a 1:10,000 scale).
But in cities, towns and in other densely populated areas, land parcel boundaries were

surveyed using geodetic instruments. For land parcel bounda

ry mapping, the so-called

urban cadastral survey map was created. This map is maintained in digital form.2

% parliament of the Republic of Latvia: Law on Land Reform in the Rural Areas of the Republic of Latvia,
Riga, 21 November 1990. Parliament of the Republic of Latvia: Law on Land Privatisation in Rural Areas, 9

July 1992.
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Table 6.5:  Statistical information on Cadastre objects

Rea;gjzt():[taserty Textual part Graphical part Coverage
Land parcels (units) 1,006,869 1,006,869 100 %
Buildings 1,426,050 1,411,742 99 %
Apartments 2,026,038

Source: State Land Service 01.01.2018. http://vzd.gov.Iv/Iv/parskati-un-
statistika/statistika/statistika-no-kadastra/kadastra-registretie-kadastra-objekti/.

Depending on the required accuracy, graphic data for the maintenance of the cadastral
map were captured from the following data sources:

e Cadastral surveying linked with the national geodetic network;

e Cadastral surveying not linked with national geodetic network;

e Land parcel boundaries using digital orthophoto?” maps;

e Land parcel boundaries using manual photomaps of rural areas;

e Design of land parcel boundaries using various cartographic materials.

For the development of the cadastral map, basic data were captured by cadastral surveying
and the plotting of land parcel boundaries, but at the same time various cartographic
support materials (including orthophoto maps, manual rural area photomaps, land use and
real property plans, building overview plans, graphic appendices to leasehold agreements)
were also used.

3.2 Land/property ownership and title registration

To facilitate real property transactions, it was necessary to ensure the registration of real
property rights. For such purposes in 1993, a historical law »On the Enforcement
Procedure of the Land Register Law of 22 December 1937« was adopted and » The Land
Register Law« re-enacted. For historical reasons, two independent registration systems
have been introduced in Latvia:

e The Cadastral Register as the object registration system (Property Register);

e The Land Register as the legal registration system (Land Register).?

The cadastral system is basically intended for real property taxation purposes. It also
serves as a tool for the registration of property use and tenure rights as well as for the
storage of technical data; whereas the Land Register system offers corroboration of
property rights and the registration of any restrictions related to the property.

2 Aerial photography.
28 parliament of the Republic of Latvia: Republic of Latvia Land Register law.
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Under Latvian law, there are two authorities responsible for maintaining the real property
registration system, namely, the State Land Service and the Land Register Department.
The State Land Service is subordinate to the Ministry of Justice, which issues
methodological and procedural guidelines. The Land Register is an independent
institution working within the system of regional courts and supervised by the Ministry
of Justice. The Land Register offices are located in 28 regions, including the larger cities
of Latvia. All databases of the 28 Land Register Offices are unified in the State Unified
Computerised Land Register, which can be regarded as the centralised database from
where the information about all real properties registered in Latvia can be obtained (for a
fee).

The Civil Code states that only after registration in the Land Register, do the rights
achieve mandatory status in relation to third persons. The Land Register also contains
historical information about real properties.

Each real estate transaction involving changes in ownership rights must be registered in
the Land Register which stores information regarding the legal status of real estate.
Registration of the transfer of real estate ownership rights involves submitting registration
applications signed by both seller and purchaser. Before registration in the Land Register,
the owner must settle any outstanding real estate tax debt on the property, stamp and State
duties.

Where real estate is transferred, there is a State duty to be paid in order to register the
transfer with the Land Register. The amount of State duty depends on the legal
relationship between the transferor and transferee, as well as on the type of transaction.
For example, in the case of a commercial real estate transaction, the State duty is 2 % of
the purchase price, but not exceeding 42,700 EUR. The parties can agree as to who will
pay the State duty, however, in practice it is usually the buyer who pays the duty.

In general, transfers of real estate are not subject to value-added tax (VAT), with the
exception of the first sale of unused real estate which is subject to VAT at the rate of 21
%29, Unused real estate is deemed to include: newly-erected buildings or constructions if
they are not in use, leased or rented after being put into operation; newly-erected buildings
or constructions if they are sold within one year after being put into operation, regardless
of their use before the sale; buildings or constructions if they are sold within one year
after renovation, reconstruction or restoration works have been commissioned; and
unfinished construction objects. If a newly-erected building forms a joint property with
the land, the value of the land is included in the value of unused real estate and is subject
to 21 % VAT. Furthermore, transfers of newly-built apartments together with individual
parts of the land sold as one real estate property are subject to VAT.

2 parliament of the Republic of Latvia: Value Added Tax Law, 29 November 2012.
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Conclusion

The real property tax is an important income source for local municipalities in Latvia.
The real property tax base is the cadastral value. Cadastral value is calculated by State
Land Service, but taxes are calculated by local municipalities, and that is why cooperation
between State Land Service and local municipalities is important. The main problem
would appear to be related to slow speed of real property data actualization, which results
in biased cadastral values and therefore real property tax levies as well. This has led the
State Land Service to seek a solution with local municipalities, the Ministry of Justice
and Ministry of Finance.

The State Land Service also follows all activities in the real estate market and informs the
public via half-yearly reports, of the actual trends in real estate market. The State Land
Service is working on improvements in cadastral valuation methods to improve the
perception of fairness in cadastral valuation and taxation.
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Introduction

This chapter describes the main features of the Land Tax in Estonia (there is no tax on
buildings or similar structures in Estonia). It provides an overview of the main
developments of its implementation from 1993 until 2016. The recurrent property tax in
Estonia is the Tax on Land, based on the land value. The last revaluation carried out was
in 2001. Since then, the market has been somewhat dynamic and tax assessments are now
substantially lagging behind the market value. There is, therefore an increasing need for
a revaluation of the tax base. However, this is a rather sensitive topic, politically. The
revaluation has been postponed several times and the adverse effects associated with the
postponements are increasing. Thus, the next revaluation will need to be undertaken with
a sensitivity to these issues and regulations to deal with the transitional phase for its
implementation will need to be carefully considered.

1 Land Tax

Estonia re-established its independence in 1991, as a parliamentary democracy, in which
everybody’s rights are protected by the constitution. In the early 1990s, the government
introduced important social and economic reforms, including the implementation of the
land tax as a part of the general tax reform. Land tax is inevitably interrelated with the
country's land policy and land reform.*

1.1 Historical overview

The taxation of land and improvements on land (structures) was a major source of revenue
for rural municipalities (communes) in Estonia between 1918-1940. At that time, rural
municipalities were subject to two types of taxes:

(1) a tax on fixed assets consisting of land and buildings; and

(2) a supplementary tax on these fixed assets.

Land and buildings in urban areas were also subject to taxation, but at higher tax rates. In
both rural and urban municipalities, the tax base was the assessed value of the land and
buildings, with the “taxable” base defined for each land class. In 1937-38, the land tax
(land and structures) collected from rural communes contributed 30 % to the local budget
tax revenues. The average effective tax rate was about 0.2 %.2

1, Everyone is equal before the law. No one may be discriminated against on the basis of nationality, race,
colour, sex, language, origin, religion, political or other views, property or social status, or on other grounds.”
(Art. 12) ,,The property of every person is inviolable and equally protected.” (Art. 32) ,,National taxes,
encumbrances, fees, fines and compulsory insurance payments are established by law.” (Art. 113) “A local
authority has an independent budget which is drawn up in accordance with the principles and procedure
provided by law. Local authorities have the right, on the basis of the law, to establish and levy taxes, and to
impose encumbrances.” (Art. 157) /2/

2 Attiat, F. Ott, Land Taxation and Tax Reform in the Republic of Estonia. Assessment Journal 1999 (1). P. 40-
49,



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 255
T. Tiits: Revaluation Issues in Estonia

Estonia was occupied from 1940 (1941-1944 by Germany), and for about five decades
by Russia During this time, all real estate, as well as industrial and agricultural assets
were nationalized. Civil transactions concerning land ownership were not conducted and
any type of private ownership of land was illegal. As a result, land-related rights such as
easements, usufruct, and mortgages, had no meaning.

Estonia regained its independence in 1991, at which time, the majority of the population
considered that unlawfully expropriated rights should be re-established. The Land
Registry had not operated during the Soviet period and records of pre-1940 land rights
were still available from the Land Registry. Parliament passed the Ownership Reform Act
and the Land Reform Act in 1991 to provide the procedure and the bases for restitution.
There were around 230,000 claims made for the restitution of property rights, including
13,000 from foreigners.®

Privatisation has been another major process of the land and ownership reform. More than
90% of the state-owned enterprises were privatised during 1990s, including apartments
owned by the state and the municipalities. Residents and occupying tenants* had the right
of pre-emption for the ownership of their residences.

The whole process of restitution and privatisation created a large private property
ownership sector, as well as an active real estate market and supported by the availability
of mortgage lending. This contributed to the dominance of private business in the
economy.

1.2 Recurrent Land Tax v Real Estate Transfer Taxes

The main legislative provision for all taxes is the Taxation Act® , which specifies the
rights, obligations and liability of the tax authorities and taxable persons, the procedure
for tax administration, and the procedure for the resolution of tax disputes.

Based on the Act there are both state and local taxes in Estonia. The Law provides for the
following state taxes: Income Tax, Social Tax, Land Tax, Gambling Tax, Value Added
Tax, Customs duty, Excise duties, Heavy Goods and Vehicle Tax. Municipalities can
impose taxes in compliance with the Local Taxes Act.

3 Uku, H. Restitution in Estonia. http://estonia.eu/about-estonia/history/restitution-in-estonia.html. 30 3. 2015.
Claims were accepted from everybody whose rights were recorded in the Land Registry (including those who
had foreign citizenship) before the Soviet occupation and the expropriation of real estates; or their descendents.
There was one exemption. Based on the agreement between Soviet Russia and Germany, many Germans had
left their estates in occupied Estonia. They were compensated by the German administration and thus had no
rights for restitution.

4 i.e. those with the right of use under the Soviet Civil Code.

5 Taxation Act, www.riigiteataja.ee, RT 1 2002, 26, 150.
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Transfers of real estate are not liable to taxation, instead, such a transfer is subject to the
state fee. The State Fees Act® regulates the bases and the procedure for the establishment,
verification of payment, collection and refund of state fees. It also provides for
exemptions from state fees, the rates applicable and the procedure for determining
transaction values. The fees should cover the costs of the proceedings and are not
primarily for revenue generation, unlike the taxes. Thus, the transfer of real estate rights,
the registration of mortgagees, etc. are subject to a state transfer fee. The transfer fee for
the sale and registration of the new owner in the Land Register depends of the value
transferred. It is in most cases around 0.11 % of the value transferred, based on recorded
sale price. The maximum rate for the fee is 0.16 % when the transferrable value exceeds
639,120 EUR, thereafter, the maximum fee is up to 2,560 EUR. There are different fee
rates for the other Land Registry deeds.

1.3 Structural Components

In 1993, Estonia introduced the Land Tax based on the market value of land. Parliament
passed Land Tax Act in May 1993 and it came into force on 1 July 1993. The reform of
the land tax was a part of the general tax reform carried out during 1991 - 1993.

At that time, the Land Tax was a state tax, with the revenues shared between the local and
central governments. In 1993-1994, the tax rate was 0.5% for the revenue raised for both
local and central governments. The sharing of revenues (instead of the direct allocation
of all revenues to local budget) lasted for 2.5 years.

In 1995, local governments was made responsible for determining the annual local tax
rates within the range of 0.3 - 0.7%. The rate of tax for central government revenues
remained at 0.5%.

From 1996, it was decided to allocate 100% of land tax revenues to local governments,
and at this point the Land Tax became one of the most important revenue sources for
municipalities. Although the Land Tax is revenue for local budgets, it remains a state tax
and the Estonian Tax and Customs Board (ETCB) is responsible for its administration
and collection.

Since 1997, local governments have had a right to decide annual tax rates within certain
limits, which at the time, were between 0.5 - 2.0%. There was also a special tax rate for
agricultural land, within the limits of 0.3 — 1.0%, also determined locally.

From 2002, local councils have had a right to decide tax rates, as a general rule, within
the limits of 0.1- 2.5%; for agricultural land the limits are between 0.1 - 2.0%. Local
councils have also an option to determining different tax rates for different land value
Zones.

6 State Fees Act, www.riigiteataja.ee, RT I, 30.12.2014, 1. “A state fee is a sum payable in the cases provided
by law in an amount established by this Act for the performance of an act for which a state fee is charged.” /6/
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In each tax year, municipalities make tax rate decisions by 31 January and inform the
local administration of the state's Tax Board by 1 February. At the same time they submit
all necessary information for updating the Land Tax Register held by the Tax Board.

In 2012, tax exemptions were introduced for residential land under the following
conditions:
e exemption of only one plot of land in the ownership of the taxpayer;
e exemption only on the plot of land on which the taxpayer's permanent residence is
constructed; and
o within the limit of 1,500 square metres in urban areas; and 2 hectares in rural areas.

Tax rates are adjusted to reflect these amendments, but do not entirely compensate for the
loss of revenue. Municipalities allow for these exemptions by raising tax rates. As the
loss of revenue is higher in the capital city and in other economically dynamic regions,
many taxpayers act accordingly by shifting their permanent address.

1.4 Tax base

The basis for the recurrent property tax in Estonia is the taxable value of land, excluding
the value of any buildings etc. constructed on the land. The Land Tax Act’ provides the
regulations related to the tax base, tax rates, taxpayers, exemptions, collection and similar
matters.

The Land Assessment Act® sets out the grounds of and procedure for the valuation of
land. The results of such a valuation are applied for taxation, privatization, expropriation
and land readjustment purposes, and for the assessment of compensation for restitution
purposes.

As stated above, the value of improvements is not considered in the taxable value of land.
There are rights related to land which are regulated within the Planning and Zoning
Regulation.

Taxpayers are the owners registered in the Land Register, together with owners of the
rights of usufruct (36 — 99 years). Estonia has a rather high ratio of owner-occupied
apartments and family houses. Around 90 % of all residential premises are owner-
occupied. Tenants of land which is still in public ownership are also taxpayers. Public
lands institutions (state-owned lands) are not exempted from land tax in Estonia,
regardless of who occupies them.

" Land Tax Act, www.riigiteataja, RT | 1993, 24, 428.
8 Land Assessment Act, www.riigiteataja, RT 1 1994, 13, 231.



258 | REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA
T. Tiits: Revaluation Issues in Estonia

Categories of land exempted from Land Tax are:

e Land where economic activities are prohibited by law or pursuant to the procedure
provided by law to prohibit economic activities;

e Land adjacent to the buildings of embassies and used by embassies of foreign states;

e Land of international institutions based on a relevant agreement with the Estonian
Government;

e Land under places of worship of churches and associated building (but not land
owned by churches and used for investment and other commercial purposes);

e Municipal land under the jurisdiction of a neighbouring local authority;

e Land under public water bodies (i.e. territorial seas and major lakes), water bodies
in private ownership for public use, and public roads;

e In cases provided for in an international agreement, land in the use of international
military headquarters;

e Land in state ownership intended for the construction of public works;

e Land with intended to be used as public land;

For land where economic activities are restricted by regulation, the tax burden makes
deductions of either 25%, 50%, or 75% of the tax rate, depending on the regulation
established for the specific uses of the land (such as nature protection areas, national
parks).

1.5 Administration (valuation, assessment, billing and collection)

The Estonian Land Board (ELB) is responsible for the assessment of taxable land.
Parliament passed Land Assessment Act in 1994, which provides the basic principles for
the assessment of the taxable value. The Act also regulates the valuation of land for
expropriation and land readjustment cases, as well as for compensation in land reform-
related cases. The object of a valuation for tax purposes is a plot of land, ignoring any
buildings, forest, other vegetation or accessories situated thereon. This is a somewhat
simplification of the basic assessment.

The Act stipulates that valuations should be based on "good practice™ and internationally-
recognized principles of valuation for immovable real estate. The sales comparison
method, capitalized earnings method, cost method and combinations thereof are all
acceptable for use in such valuations.

The assessment is defined as a periodic valuation for the purposes of taxation by which
the value of land by zones and intended use or by land use type is determined. The results
of the assessments are presented as maps of value zones, and a list of the values of land
by value zones and intended purposes.

The assessment process is based on the data in the database of transactions of the Sales
Register. The Sales Register is part of Land Cadastre which is the responsibility of the
Estonian Land Board. It does not include information relating to owners and should not
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be confused with the Land Registry which is a separate State institution. The information
and data of transactions recorded in Sales Register before 30 June in any given year are
used for valuation purposes.

Land is divided into zones in the valuation process. A value zone is an area with a similar
value level and market characteristics for lands used for the same purpose. Within each
zone the value is determined for types of land use.

The re-assessment cycle is not been fixed in law. Re-assessment is a decision of the
Government made on the proposal of the Minister of the Environment by the end of May.
No Act defines the period during which an assessment might apply. As a result, re-
assessments have been conducted in 1993, 1996 and 2001. Since then, the 2001
assessments have continued in use. These are now outdated and the correlation with the
market values is questionable.

Assessments of land and their outcomes are public. An assessor, together with the relevant
municipality, organizes a public presentation of the results of the valuation of land zones
for at least twenty calendar days. The rural municipality or city government publishes a
notice of the time and place of the public display of the results of the assessments in their
official publication at least ten days prior to the public presentation.

Within ten days of the end of a public presentation, interested persons have the right to
appeal the assessment, by submitting to the assessor proposals for its correction,
complaints and challenges to the results of the valuation of land zones, at no cost.

An assessor submits the results of valuation to the Estonian Land Board, which verifies
that the results of the valuation comply with the established method of and procedure for
valuation. The Minister of the Environment approves the valuation results by the end of
November of the year of re-valuation. The results of an assessment become valid on 1
January of the year following re-valuation. Local governments undertake the assessment
of the value of each land parcel, based on the outcome of the valuation of land use zones
made by the assessors at the Estonian Land Board.

Information on market transactions recorded in the Sales Register is also used by the
private valuers. The information is reliable, accurate, relevant and updated on a weekly
basis. The information is fully accessible only for certified valuers who have to pay a fee.
Single property valuation reports for lending purposes, financial statements, etc. also
include information from the Sales Register.

Following the public viewing of the outcome of the assessments of the Estonian Land
Board (during which time, interested parties may appeal the results without charge), a
petitioner is required to pay security upon contesting the results of an assessment of land
by way of administrative procedure. The amount of security does not exceed 2% of the
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assessed value of the plot of land concerned. The Government Act regulates the procedure
for the settlement of disputes regarding the Land Tax assessments.

There are three Government Decrees regulating the procedure and methodology of
assessment: The Procedure for Land Assessment, Methodology of Land Assessment and
The Procedure for Calculating Taxable Value of a Particular Land Plot.

The Procedure for Land Assessment identifies the responsibilities of different institutions
and experts from the municipal administration involved in the valuation process.

The Methodology of Land Assessment provides a detailed description of the
methodologies used in the tax assessment, i.e. of all main valuation methods: sales
comparison approach, income approach and cost approach, including also residual
methods. Sales comparison is a most commonly used method.

The Procedure for Calculating Taxable Value of a Particular Land Plot gives details how
the value for each parcel should be calculated. The local government administration
calculates this after the approval of the Estonian Land Board assessments. The formula
used is:

Mh=Hts x K x P,

where:

Mh - taxable value of land parcel

Hts - taxable value in land value zone corresponding to the land use type
K - correction factor (coefficient);

P - area of land parcel (in square metres).

The Estonian Tax and Customs Board (ETCB) is responsible for the billing and collection
of taxes, including the land tax. The ETCB, on receipt of data from municipalities,
calculates the tax payable and issues the invoices. The majority of taxpayers use the
website of the ETCB for handling their taxes (including the land tax, and personal income
tax). The website of the ETCB has a special service that is accessible by the taxpayer
using a personal identification card (ID card). The taxpayer receives a notice from the
ETCB, usually by e-mail, informing of the due date by which taxes should be paid, or if
there is some relevant information on the website. The taxpayer, by using an 1D card (or
bank credit card), can access personal information on the ETCB’s webpage. Tax bills are
presented on the ETCB webpage and taxpayers have the access to their personal section
only. There is electronic 1D in use for this. ETCB webpage provides the details of the
assessed value, tax payment, etc. for each land parcel, and also details of the allocation of
the tax revenue related to the relevant municipality
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More than 95 % of taxpayers handle their tax affairs (including land tax) using the ETCB
website services. For those who do not use such electronic means of communication,
payment of taxes etc. is effected at the relevant tax offices.

The tax rate is determined annually, and municipalities are able to decide different tax
rates for each land value zone. The formula for determining the land tax payable is:

Mm=Mh x Tr x Sr,

where:

Mm - land tax

Mh - taxable value of parcel

Tr - land tax rate determined by the local government
Sr - land tax reliefs

The ETCB issues the tax bills and collects land tax. The ETCB also transfers the land tax
revenues to the budget of the local government.

In cases where the tax burden is below 65 EUR, the entire amount is due by the end of
March. In other cases, payment is normally made bi-annually, in two instalments, by 31
March, and 01 October, provided the first payment made comprises at least 50 % of the
annual tax liability. The ETCB does not issue bills under 5.0 EUR.

1.6 Revenue importance and revenue performance - Role and function of the
Land Tax

As stated above, the tax rate is decided by local councils within the limits of 0.1 - 2.5%.
Tax rates for agricultural land are within the limits of 0.1- 2.0%, and municipal Councils
determine the tax rates by the end of January of the current fiscal year.

Municipalities have an option to fix different rates for each land value zone. However,
the majority of municipalities implement a uniform tax rate for all land and the same rate
is applied to agricultural lands.

Thus, the land tax is a national tax, with its revenue assigned to the local budgets.
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Figure 7.1: Tax Revenues and GDP
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Tax revenues in Estonia have been between 31.2% (2005) and 35. % (2016) of the GDP
from 2003 to 2016.

During 2008 — 2010, the economy was shrinking, and this is reflected in tax revenues, as
can be seen from Figure 7.1 above.

Figure 7.2: Tax Revenues for Local Governments
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Land tax is currently providing an average of around 7% of the tax revenues of local
governments. The revenue importance is lower in the regions than in major cities, where
the local economy is providing most of the Estonian GDP. In the period of economic
slow-down (2008 — 2010), the Land Tax proved to be a much more stable revenue source
compared to other taxes.

Figure 7.3: Land Tax, total taxes and GDP
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Land tax revenues have been mainly between 0.3% and 0.35% over the last decade. When
the economy was booming (2006 and 2007), land tax revenues were even lower: at 0.26%
and 0.23% respectively. It was highest during 1997-2000, at between 0.42 % -and 0.44
%. Land tax revenues have quite a modest importance in Estonia. The collection rate is
quite close to the maximum, allowing no opportunity to increase revenue by greater
enforcement of collection.

2 Land Reform

Land reform is at its final stage. There is still some 1.5% of the land (by area) that is still
within the reform process. This land will in most cases stay in state or municipal
ownership, land reform having already dealt with restitution and privatization. More than
60% of land is now in private ownership, with the State retaining ownership of large areas
of such land property as forests, swamps, nature protection areas.
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Figure 7.4: Land Reform process, area (left scale) and parcels (right scale)
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3 Property data (ownership, collection and maintenance)
3.1 Land Registry

Property related information is quite extensively accessible over Internet. Parliament
passed The Land Register Act in 1993. The Land Registry is part of the county court.
Rights contained in the Land Registry are legal, as a result of the process of registration.
The Land Registry is composed of:

(1) register itself;

(2) the registry journal; and

(3) registry files.

The register is made available to the public online, although the user has to pay a fee to
access the information. It has four sections: the composition of real estate (cadastre code);
details of the owner; the nature of encumbrances and servitudes; and any mortgages held
against the property. The registry files and registry journal are accessible only when there
is a need granted by law. The deeds, agreements, are all digitally accessible. In this case
the current owner has had full access to all documents on-line since land register was
established. However, an owner has access to only his assets, and uses the personal 1D
system for this purpose. Such agreements are mentioned in registry as well, but the full
text or details are not available for general public.
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3.2 Land Cadastre

Based on the provisions of the Land Cadastre Act, land parcels have been surveyed, and
the information regarding the boundaries, areas®, planning and zoning matters, and land
use restrictions are recorded in the Land Cadastre. The cadastre covers the whole territory
of Estonia, and the information is accessible on-line and is freely available. The Land
Cadastre is the responsibility of the Estonian Land Board whose website has a
“Geoportal” that provides more than 50 different information services: including the
cadastral map, basic map (web map services), and historical maps.

The Sales Register is a part of Cadastre and records the sales evidences of all transactions
related to real estate property in Estonia. The Sales Register is regarded as a reliable
source of information and contains information dating back to the late 1990s. Information
on single sales is available for certified valuers, and it also provides market reviews for
the public.

3.3 Register of Buildings

Buildings and structures are recorded in special register that is separate from the Land
Cadastre and Land Register. All three use the same identification codes, so the exchange
of information is easily achieved. This Register too is freely accessible on-line.

34 Digital Documents and Signature

Estonia used digital signature in public and private activities. The citizens' ID card is
widely in use for the identification of the individual and for the signing of documents.
The vast majority of documents, agreements etc. today are only available in a digital
format, as are documents recording court debates.

Conclusion

The Land Tax has been proven to provide stable, if somewhat low levels of revenues for
municipalities. Collection rates are high. The Estonian Land Board uses recorded sales
date to provide market information on all the real estate transactions. The Sales Register
provides relevant and reliable information for mass valuation purposes. It is clear that
property tax and land assessment is not a high priority for the Government.

® Size, location, boundary monuments, surveying details, coordinates.
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Introduction

This chapter summarises the main issues relating to real estate taxation in Romania. The
work has proved to be rather difficult because of the recent changes in Romanian
legislation (particularly the coming into force of a new Romanian Tax Code, as at 1
January 2016). Therefore, both the old and the new regulations in the field of real estate
taxation are presented here, as the older rules are still reflected in tax inspections and
court cases. Extensive references have been made to national and European case law,
particularly in the complex VAT cases that have kept the courts busy recently.
Discussions are still on-going in this respect, because the Romanian legislators did not
set up explicit and comprehensive rules for the taxation of natural persons in this area. In
fact, Romania is an unusual case since most of the real estate development in the last
decade has been conducted by natural persons acting as ,,taxable persons” from a VAT
point of view. Comments as to the evolution of real estate markets are included, although
the lack of up-to-date information sometimes influences the quality of the research in this
field. There are limited contributions at the national level as far as real estate taxation is
concerned and thus, this contribution, conducted at an international level, should increase
both the legislators’ interest for the regulation of real estate taxation and the awareness of
the legal issues to be dealt with.

Real estate taxation has never seemed to be coordinated in Romania. Since the country
has experimented with different land register regimes and has not yet finished an
electronic inventory of all properties in the country, it is difficult to talk about a
comprehensible real estate taxation system. The constitutional restrictions regarding the
acquisition and sale of land, the significant number of real estate court cases pertaining to
the restitution of property, and the new VAT cases affecting real estate developers has
led to the conclusion that real estate taxation in Romania raises a number of complicated
issues. A few of these issues are dealt with in this text. The chapter also explains the
evolution of the national rules in the field of property tax, the land tax, the building tax,
the tax on special constructions and VAT, refering to both the old and the new Romanian
tax codes.

1 Property tax
1.1 History

Real estate has been taxed throughout history. As the Romanian democracy is quite young
— the actual Romanian State gained independence from the Turkish Empire in 1877 and
the situation was consolidated after World War | and the 1919 Versailles Treaty — there
is not much to say about the taxation of real estate as it existed a few hundred years ago.
Since, historically, various parts of the country have been under Polish, Russian, Turkish
or Austro-Hungarian rule, real estate was taxed according to the provisions applied within
these territories.
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However, it should be pointed out that in Transylvania, Banat and Bucovina, the Austrian
rule introduced a cadastre and a Land Register in the 19" century. The Austrian Ministry
of Justice issued the Ordinance of 28 December 1849 for the introduction of Land
Register books and their Regulation in order to determine the exact location of the land
owned by each person. The Land Register system was later improved by Regulation no.
2579 of 8 April 1869. As long as land could be measured and its owners identified, it was
easy for the Empire to levy a tax on them. The Land Register which still exists is useful
today in order to determine the thread of land ownership.

Thus, some 130 years ago officials were not concerned about recording buildings nor
their taxation. The Romanian Commercial Code of 1887* did not consider the supply of
buildings to have a commercial value, therefore their supply/disposal was treated as a
civil transaction under the Romanian Civil Code of 1864.2 This remained so until 1
October 2011, when a New Civil Code? repealed the old Civil Code and the Commercial
Code. However, the former treatment of the supply/disposal of buildings as a civil
transaction is an argument which is still used today, by individuals selling immovable
property who claim they cannot be subject to VAT because they are not carrying out an
“economic activity”, merely selling goods from their civil patrimony (in the same way as
they might sell other assets, such as jewelry, paintings or cars).

Value Added Tax (VAT) was introduced on 1 July 1993 and legislation was gradually
harmonized with European Union legislation. As far as income from real estate is
concerned, the taxation of income derived from the sale of immovable has only been the
subject of taxation since 4 June 2005. However, it was only on 1 January 2010 that the
lawmakers provided detailed VAT rules as far as the supply of building land and buildings
by individuals was concerned. A year earlier the Government had introduced a reduced
VAT rate of 5 % for the supply of buildings and land that met some ,,social criteria” (e.g.
the supply of buildings that had less than 120 m? surface area, a price lower than 100,000
EUR and were supplied to families or individuals buying their first house)

As for the taxation of ownership, there has always been a tax on land and buildings. This
was collected by the State before 1989 and used to finance the local communities after
the end of the Communist rule. The taxation system developed as agricultural land
confiscated in the 1950s was returned to the natural persons who were its former owners,
or their heirs. Also, as far as buildings are concerned, it is important to keep in mind that,
before 1989, construction projects were only developed by the State. It took some 10 —
15 years before private real estate development projects started. Therefore, the taxation
of land and buildings only started making sense in Romania after 2000.

! Published in Official Journal no. 31 of 10 May 1887.

2 Due to its length, the Civil Code of 1864 was published in several Official Journals: Official Journal no.
271/1864 (articles 1 — 347) and Official Journals no. 7, 8, 9, 11 and 13/1865 (articles 348 — 1914).

3 Law no. 287/2009, republished in Official Journal no. 505 of 15 July 2011.
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1.2 Position of property tax

As far as real estate taxes are concerned, such taxes can be imposed at different levels.
Therefore, in the next paragraphs, the following taxes are discussed:
e property taxes (which are mainly local taxes, such as the building tax (impozitul pe
cladiri) and the land tax (impozitul pe teren)); and
e the taxes on the transfers of real estate, being the tax on profit derived from the sale
of real estate (impozitul pe transferul proprietatilor imobiliare din patrimoniul
personal) and value added tax (taxa pe valoarea addugatd)®.

1.2.1  Structural components

Property taxes or taxes claimed by national authorities from the owners of buildings and
land became common in the 1990s, following the collapse of the Communist rule.
Although some property taxes had been levied before 1990, they were more symbolic
rather than of any fiscal importance, because the State owned most of the properties and
land (except for private residences and small pieces of land).

The old Romanian Fiscal Code,® provided for a variety of local taxes, including: a
building tax, a land tax, a tax on means of transport, taxes for administrative certificates,
permits and approvals, an accommodation tax, other local or special taxes, including taxes
on the activities that negatively affect the environment.® No change has been made to
these by the new Romanian Fiscal Code,” which regulates the same local taxes in its Title
IX, Art. 453 — 495.

As a general rule, local taxes are levied by the local authorities, according to the
provisions of the Fiscal Code. City councils have limited powers of regulation as far as
local taxes are concerned.® For example, they can rule on whether the municipality or the
village can establish a special tax associated with the proper functioning of a local public
service (e.g. the collection and transport of residential and industrial waste) or a tax on
activities that adversely affect the environment. Certain taxation rates can be set by city
councils, within the range allowed by the Fiscal Code (e.g. between 0.08 % - 0.2 % for
the building tax for residential buildings). According to Art. 489 of the new Fiscal Code,
local authorities can increase the level of taxation provided for at the national level by no
more than 50%, based on economic, social and geographical criteria or local budgetary

4 Income derived from rents from real estate are taxed as personal income.

5 Title IX of Law no. 571/2003, published in Official Journal no. 923 of 23 December 2003, in force between 1
January 2004 and 31 December 2015.

® For a detailed presentation, see Bufan, R., Minea, M. S. (eds.). Codul fiscal comentat, Bucuresti: Wolters
Kluwer, 2008. P. 1183 — 1332.

" Law no. 227/2015, published in Official Journal no. 688 of 10 September 2015, in force as of 1 January 2016.
8 A certain degree of financial autonomy is recognised, but local authorities have a limited power of taxation
and no procedural rules of their own. Although local budgets are autonomous, city councils have to keep taxation
at the minimum levels provided in the Fiscal Code, in order to ensure that a minimum amount of income is
collected (see also Costas, C. F., Minea, M. S. Drept financiar. Bucuresti: Universul Juridic, 2015. p. 223).
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needs. As of 1 January 2016, local councils have been empowered to increase the rate of
the building tax and the land tax for buildings and land in the city by up to 500%, in the
case of buildings and land that are neglected.

1.2.2  Building Tax

The building tax is described in Arts. 455 - 462 of the new Romanian Fiscal Code. As a
general rule, the tax is paid by the owner of the building. For the buildings owned by the
State or the local communities which are rented to or administered by private entities, it
is these private entities which are obliged to pay the building tax. Certain natural persons
(e.g. war veterans, widows, and individuals deported under the Communist rule) or legal
persons (e.g. the Ministry of Education in respect of buildings used for education
purposes) are exempt from the tax. The exemption applies, for legal persons, only if the
premises are not used for economic (profit-making) activities. Under Art. 456 (2 - 5) of
the new Romanian Fiscal Code, city councils are entitled to provide for further
exemptions or reductions in the tax rate for individuals with limited income or under a
State aid scheme for enterprises.®

The taxable base comprises any structure used to shelter people, animals, products and so
on®, It is determined using different rules for legal and for natural persons. However,
buildings used for administrative or education purposes are exempt from tax, as long as
they are not used for profit-making activities. Similar treatment is afforded for the
buildings in industrial, scientific and technological parks, for railroad-associated
buildings, for buildings used by a recognised religious group, or for special buildings
(such as bridges, sea-drilling platforms, and dams).

In the case of residential buildings owned by individuals, the tax base is determined taking
into account the taxable value of the property. This value is established in the Fiscal
Code??, with values ranging from 75 RON?? per square metre (for simple wooden shelters
with no service installations) to 1,000 RON per square metre (for concrete or brick
constructions with running water, sewage, electricity and heating). Certain corrections are
applied, according to the age and / or location of the building, with the increase or the
decrease of the value of the property resulting.*

® For example, following the approval of a State aid scheme by the Competition Council, the City of Cluj-
Napoca granted a lower tax rate of 1% for so-called “green buildings”, as certified by an evaluator. The scheme
was applied for schemes with a total value of 600,000 RON (some 135,000 EUR).

0 Art. 453 (b) new Romanian Fiscal Code.

1 Art. 457 (2) new Romanian Fiscal Code.

12 The currency used in Romania is Romanian “leu” (plural, “lei), abreviated for international use as RON. The
conversion value on 1 October 2017 is 4.5991 RON per EUR.

13 There is a multiplication coefficient of 0.90 — 2.60 determined with regard to the type of community and the
location in the city or village area (basically, the value of the property increases in larger cities and the closer
the building to the city centre). Reductions of 10, 30 and 50 % from the value of the property are applied to
buildings older than 30 years, 50 years or 100 years, respectively (Art. 457(8) new Romanian Fiscal Code).
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Table 8.1:  Taxable value, buildings owned by individuals (2018)

Type of building

A. Building with frames of reinforced concrete or
exterior brick walls or walls made of materials
obtained through a thermic and/or chemical
treatment

B. Building with exterior walls made of wood,
natural stone, unfired bricks, rolls* or any other
materials that were not obtained through a thermic
and/or chemical treatment

C. Ancillary building with frames of reinforced
concrete or exterior brick walls or walls made of
materials obtained through a thermic and/or
chemical treatment

D. Ancillary building with exterior walls made of
wood, natural stone, unfired bricks, rolls or any
other materials that were not obtained through a
thermic and/or chemical treatment

E. In the case of the taxpayer owning, at the same
address, rooms located in a basement, semi-
basement and/or in the attic, used as a dwelling, in
any type of building mentioned in A-D above

F. In the case of the taxpayer owning, at the same
address, rooms located in the basement, semi-
basement and/or in the attic, not used as dwelling,
in any type of building mentioned in A-D

Taxable value
- RON/m? -

No installations of
water, sewage,
electricity or

Installations (water,
sewage, electricity
and heating)

heating
1,000 600
300 200
200 175
125 75

75 % of the amount
applied to the
building

75 % of the amount
applied to the building

50 % of the amount
applied to the
building

50 % of the amount
applied to the building

Conversion rate as at 1 October 2017 was 4.5991 Romanian lei (RON) per euro.

Source: Art. 457 (2) Romanian Fiscal Code.

Under the old Romanian Fiscal Code, natural persons paid a higher rate of building tax
in some cases. For example, if the area of the building was larger than 150 m2, a 5 % tax
increase for every 50 m?or fraction of 50 m? was applied. There was also a tax increase
for supplementary buildings other than the sole residence of the taxpayer: 65 % for the

14 «“Rolls” (in Romanian, valdtuci) are cylinders made of clay and straw, used for the construction of peasants’

houses.
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first supplementary building, 150 % for the second and 300 % for the third and for each
of the following ones.*® The new Romanian Fiscal Code did not retain these provisions.

In the case of non-residential buildings owned by individuals, as of 1 January 2016 new
rules were introduced. In fact, under the old Romanian Fiscal Code, the building’s use
did not matter for tax purposes. Now it does, and, as for non-residential buildings it is
compulsory that the owners provide the local tax authority with a report on the value of
the property that is no older than five years®. Therefore, the value of non-residential
buildings is a more accurate reflection of the market value of the property; while the value
of residential buildings is still determined empirically.’

The tax base for buildings owned by legal persons, whether residential or non-residential,
is determined in a slightly different manner. Specifically, the value of the property is the
value for accounting purposes, as recorded in the company’s books. Legal persons are
compelled to revalue their buildings every three years with the help of an authorised real
estate valuer?®,

As for tax rates, they are set as follows:

e 0.08 % — 0.2 % of the taxable base for residential buildings owned by natural
persons;

e 0.2 % — 1.3 % of the taxable base for non-residential buildings owned by natural
persons;

e 2 % of the taxable base, applied to the value determined for a similar residential
building, if the valuation report is not submitted, or the value of the non-residential
building cannot be determined,

e (.08 % — 0.2 % of the taxable base for residential buildings owned by legal persons;

e 0.2 % — 1.3 % of the taxable base for non-residential buildings owned by legal
persons;

e 5% of the taxable base for buildings owned by legal persons, if the building has not
been revalued during the past three years; and

e 0.4 % of the taxable base for non-residential buildings owned by either natural or
legal persons, if the building is used for agricultural purposes®®.

15 This tax increase did not apply when buildings were inherited (according to the rules of legal succession).

16 Art. 458 (1) new Romanian Fiscal Code.

17 Until the end of 2015, according to the old Romanian Fiscal Code, the value of all buildings (no matter if they
were used for residential or non-residential purposes) was the same and was determined empirically (e.g. the
value of the building for tax purposes might have been 100,000 lei (RON), while the market value might have
been 400,000 lei (RON), for example). As of 1 January 2016 this changed for buildings used for non-residential
purposes, where the taxable base is now the market value of the property, as determined by a certified evaluator.
18 Art. 460 (6) new Romanian Fiscal Code.

91t is for the city council to fix the exact tax rates every year.
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The building tax is payable annually, in two equal instalments, due on 31 March and 30
September. The city councils may decide to apply a 10 % tax reduction if the whole
annual amount is paid before 31 March.?°

1.2.3 Land Tax

The land tax is regulated under Arts. 463 - 467 of the new Romanian Fiscal Code. The
owners of land pay the tax, as well as the natural or legal persons using the land under a
lease or a concession contract?® in the case of land owned by the State or local
municipalities. No tax is due when such occupiers are war veterans, physically challenged
persons, schools and universities, humanitarian associations or foundations, individuals
with little income, or natural persons whose land has been affected by natural phenomena
such as flooding or fire (and, for the last two categories, only following a decision of the
city council to provide for such an exemption).

The law provides for the taxation of all land. However, some land is exempt from tax.
Thus, the following are exempt the land tax:
e land underneath a building?;
¢ land owned by religious groups;
land which is the property of educational institutions;
polluted land; and
land in industrial, scientific and technology parks, and so on?:.

Further reductions or exemptions can be granted by decisions of local councils?*.
As for the taxable base, there are three principles which are applied:

e For land with buildings in the city, the new Romanian Fiscal Code establishes a
fixed amount per hectare, ranging from 142 RON to 20,706 RON. This amount is
determined with regard to the ranking of the municipality? and the location within
the city. There are four taxation zones, from A to D, with the applied rates of tax
decreasing from the city centre to the outskirts of the town, and these can be further
increased by the city council by no more than 50 %.

2 For further discussions, see also Costas, C. F., Drept fiscal. Bucuresti: Universul Juridic, 2016. pp. 408-440.
2L A concession contract arises when public authorities grant concessions or lease goods in public property to
business for example, which pay a concessional royalty or rent.

221t is irrelevant whether or not the building is subject to the building tax.

23 See Art. 464 (1) of the new Romanian Fiscal Code.

2 In the cases shown by Art. 464(2) new Romanian Fiscal Code.

% Rankings range from cities to villages.
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Taxable value of land with buildings in the city or other surfaces of land no

bigger than 400 m? (2017)

) Rate of tax for land with buildings in the city or other surfaces of land no bigger than
Taxation Zones 400 m?, per type of municipality in terms of RON per hectare
inside the city
0 | 1 11 v \Y%

A 8,282 — 6,878 — 6,042 — 5,236 — 711 - 569 —
20,706 17,194 15,106 13,090 1,788 1,422
6,878 — 5,199 — 4,215 -

B 17.194 12,998 10,538 3,558-8,894 | 569 1,422 | 427-1,068
5,199 —

C 12 098 3,558 -8,894 | 2,668 — 6,670 | 1,690 —4,226 | 427 — 1,068 284 -710

D 3,558 8,894 | 1,690 — 4.226 1,410 3,526 | 984 — 2,439 278 - 696 142 - 356

e For land without buildings in the city (such as orchards, forest land, and gardens), a
fixed amount of 8 — 53 RON per hectare is further multiplied with coefficients?
ranging from 1.00 (for villages in remote areas) to 8.00 (capital city and large towns)
under the new Romanian Fiscal Code.

Table 8.3:

Taxable value of land without buildings in the city (2017)

|Leve| of tax for land without buildings in the city - RON/ha

No. [Type of land/City area A B C D
1. |Arable land 28 21 19 15
2. |Pasture 21 | 19 | 15 | 13
3. Meadow 21 | 19 | 15 | 13
4. |Vineyard | 46 | 35 | 28 | 19
5. |Orchard 53 46 35 28
6. |Forest and any other land with forest vegetation 28 21 19 15
7. |Land with water 15 13

8. |Roads and railroads

9. |Unproductive land

% The purpose of the coefficients is to provide for a balanced taxation of properties.
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e Finally, for land outside the city only the fixed amount in the Romanian Fiscal Code,
ranging from 1 to 56 RON per hectare, should be applied.

Table 8.4:  Taxable value for land outside the city (2017)

Level of tax in terms of RON per hectare

No. Type of land/Area Tax
1. |Land with buildings 22-31
2. |Arable land 42 - 50
3. |Pasture 20-28
4. |Meadow 20 -28
5 ;hlneyard in fruit, other than that mentioned at point 48 - 55

5.1. |Young vineyard 0
6. 6Orlchard on fruit, other than that mentioned at point 48 - 56

6.1. 'Young orchard 0

Forest or any other land with forest vegetation, except

7 for that mentioned at point 7.1 8-16
Young forest up to 20 years of establishment and a
7.1. . - 0
forest with a protection role
8. |Land with water, other than that of fish farms 1-6
8.1. |Land of fish farms 26 -34
9. |Roads and railroads 0
10. |Unproductive land 0

Similar to the rules applied for the building tax, payment is due twice a year, on 31 March
and 30 September. Prompt payment might be rewarded by the city council with a 10 %
tax reduction. All these rules apply for both legal and natural persons.

1.2.4  Tax on Special Constructions?’

As of 1 January 2014, the tax on special constructions was introduced in Title IX3, Art.
296% — 296% of the old Romanian Fiscal Code?®. Such a tax was levied only on legal
persons: that is all Romanian legal persons (with the exception of public bodies, national
Research and Development institutes, associations and foundations); Romanian societas
europeas®’; and foreign legal persons with a permanent establishment in Romania.

2 Such as posts used to sustain electricity cables or pipes used to transport water or natural gas.

2 Articles that have been later introduced in a law or a Code are attributed numbers. For example, amendments
to legislation which introduce new articles in a section, are shown using the original article number and
superscripts for the amendments.

2 j.e. a public company registered in accordance with the corporate law of the European Union.
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The general rule was that an owner of any construction that does not meet the above
criteria®® should pay the tax. The tax rate was set at 1 % of the value of the property
(determined under the rules described above, in the section concerning building tax for
legal persons i.e. the book value of the construction). In contrast to the building tax and
the land tax, which are collected for local budgets, the tax on special constructions is a
source of income for the State budget. Tax returns must be filed no later than 25 May for
the previous year; and 50 % of the tax is to be paid on 25 May and 25 September. Newly-
formed legal persons pay the tax from the year following the year in which they were
established.

The new Romanian Fiscal Code is regulated in exactly the same manner3. However, the
tax on special constructions has only applied up until 31 December 2016 after which date
it is no longer applied.

1.3 Taxes on the Transfers of Real Estate

Real estate transfers involve the payment of direct and indirect taxes, as well as some
fees. This text refers to the tax on the consideration received from the sale of real estate,
the associated Value Added Tax and to notary fees and land register taxes.

1.3.1 Tax on the Consideration Received from the Sale of Real Estate

As of 4 June 2005, Romania introduced a tax on proceeds derived from the sale of real
estate by natural persons. The economic justification of the tax was to prevent speculative
sales. There was evidence that, in particular, houses and apartments were bought at low
prices and sold a few months later for a significant profit. Therefore, this tax was based
on the so-called ,,three years rule”, with tax rates decreasing when property was retained
for at least three years.®

Tax is payable on all life-time real estate transfers (whether buildings or land). It also
applies to judicial decisions concerning real estate transfers and for mortis causa transfers,
(i.e. transfers made in anticipation of death, before which the transfer can be revoked)
where the succession was not cleared within two years of the death of the transferor.
However, some transfers are not subject to taxation: including the transfer of real estate
under restitution laws®?; sales and gifts between spouses, or between blood and civil
relatives up to third degree®.

The taxable base is determined with reference to the value of the property as declared by
the parties in their contract. However, the Chamber of Public Notaries publishes each year

30 Established in Art. 249 (5) of the Romanian Fiscal Code.

31 Under Art. 496 — 500.

32 Currently, this tax is regulated by Art. 111 — 113 of the new Romanian fiscal code.
% Law no. 18/1991, Law no. 1/2000, Law no. 10/2001, Law no. 247/2005.

34 j.e. including first cousins, great grandparents and great grandchildren.
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real estate valuation reports on a minimum value for buildings and land in given
locations®>. Therefore, if the parties agree on a lower price for property than that declared
in the reports, they are required to pay tax on the proceeds derived from the sale of real
estate at the minimum value declared in the report.*® As of 1 January 2008 there are only
two exceptions to this rule: transfers between spouses, and transfers between blood and
civil relatives up to second degree®’.

For 11 years, until 1 February 2017, tax rates were set as follows:
e Sales after three years of ownership: 2 % up to 200,000 RON and 1 % for the part
of the price exceeding 200,000 RON;
e Sales during the first three years of ownership: 3 % up to 300,000 RON and 2 % for
the part of the price exceeding 200,000 RON; and
e Late successions: 1 % of the value of real estate.

The Government Emergency Ordinance no. 3/201738 changed this rule and set up a
general tax rate of 3 %, for the amount exceeding a non-taxable base of 450,000 RON
(roughly 100,000 EUR). The late successions rate is still at 1 %, with no exemptions.

With effect from 4 June 2005, the tax is calculated and collected by the notary publics.%®
All the funds collected are paid to the State and municipal budgets not later than 25 May
of the following year.

Notaries are under the obligation to send a detailed report of all their transactions to the
tax authorities twice a year. From these payments, 50% fund the State budget and the
other 50 % is paid in favour of municipalities (according to the location of the relevant
building or land). In case of any other procedure of transfer (e.g. the judicial procedure),
parties are required to report the transaction to the tax authorities themselves and to pay
the tax due as a result of the tax decision.

For almost a decade, the Land Register refused to process any application regarding real
estate transfers if the tax on the sale proceeds was not paid“’. In 2014, the Constitutional
Court ruled that such an interpretation was unconstitutional and repealed the text.*!

% The Chamber of Public Notaries publishes each year an account of the minimum prices for buildings and
land. The report is written by specialised evaluators.

% This also applies in court, for the levying of stamp duty where reference is made to the same minimum value
established by the Chamber of Public Notaries.

37 Includes grandparents, grandchildren, aunts, uncles, nieces, nephews and half-sibilings.

3 published in Official Journal no. 16 of 6 January 2017.

% The Romanian Constitutional Court ruled that such an obligation does not constitute ,,forced work™ for
notaries (Decision no. 568 of 2 November 2005, published in Official Journal no. 1060 of 26 November 2005).
40 This was based on an interpretation of the former Art. 77° of the old Romanian Fiscal Code. By decision no.
662 of 11 November 2014, published in Official Journal no. 47 of 20 January 2015.

4 For a more detailed account of this tax, please refer to Costas, C. F., Minea, M. S. Drept fiscal. Bucuresti:
Universul Juridic, 2015. P. 240 — 249.
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It should be mention that companies also pay tax on the profits they make when making
similar transfers*2. Thus, both Romanian and foreign legal persons pay corporate tax on
profits made from the sales of real estate located in Romania. There were no changes to
this situation proposed as of 1 January 2016.

1.3.2 Value Added Tax

Romania introduced Value Added Tax on 1 July 1993, at a rate of 19 %. When the
Republic joined the European Union (EU) in 2007, its VAT legislation was harmonised
in order to meet the requirements of the EU*® As a concession, the granting of a lease of
any immovable good is VAT exempt (except for the provision of camping sites and
parking places). The new Romanian Fiscal Code establishes the same rules for the
transfers of ownership rights to buildings, parts of buildings, land sold together with
buildings and any other kind of land.

However, the VAT exemption does not apply when the transfer involves:
e The sale of ,,new constructions”, that is buildings that are sold before 31 December
of the year following the first occupation of the building; and
e The sale of ,land for constructions”, that is any land that can be used for
development purposes, according to the legal and planning regulations.

Any taxable person is entitled to choose the VAT taxation of such supplies*.

As of 1 July 2012, the threshold for VAT registration of ,,small enterprises” is 65,000
EUR or 220,000 RON.* No such organisation is allowed to register unless its transactions
reach the VAT threshold. Any business whose turnover exceeds 65,000 EUR has to notify
the tax authority no later than the 10" day of the following month and effectively becomes
obliged to collect and pay tax from the 1%t day of the next month. Once registered as a
taxable person, an entity is liable for VAT on the sale of “new constructions” and ,,land
for constructions” (or for other supplies, such as a taxable lease of building, or a taxable
sale of an “old construction”).

Currently, the standard VAT rate is set at 19 %. It was previously set at 20 % (1 January
— 31 December 2016), 24 % (1 July 2010 — 31 December 2015) and 19 % (1 July 1993 —
30 June 2010). However, as of 1 January 2009, there is a reduced 5 % VAT rate available
for certain real estate transfers. The reduced VAT rate is applied to the following
supplies*, as part of the national social policy:

42 Arts 13 — 14 of the old Romanian Fiscal Code

4 Specifically, the Sixth VAT Directive and, from 1 January 2008, the rules established by Directive
2006/112/EC.

4 Art. 292(3) of the new Romanian Fiscal Code.

4 The previous mark was set at 35,000 EUR or 117,000 RON (the exchange rate is reported as it was on 1
January 2007).

46 Art. 291(3c) of the new Romanian Fiscal Code.
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e The supply of buildings and land to be used as homes for the elderly and retired
persons;

e The supply of buildings and land to be used as foster homes or for the recovery of
and rehabilitation centres for physically challenged minors;

e The supply of buildings and land for homes built by municipalities for poor people;

e The supply of buildings of no more than 120 m? and the respective 250 m? of land,
at a price of no more than 450,000 RON, for the accommodation of a family or a
single person, if such individuals did not benefit from the reduced rate before.

In order for the 5 % rate to be applied, buyers must provide sellers with an affidavit (a
statement) given before a notary public, declaring that they meet the relevant conditions
prescribed by law, so that the seller can apply the 5 % rate reduction.

During the last months of 2009, Romania faced a significant number of court challenges
concerning the application of VAT rules to natural persons. Between 2004 and 2009,
natural persons carried out a significant number of real estate transactions (sales of ,,land
for constructions” or sales of ,,new constructions” within real estate projects). However,
the national legislation provided no rules for the VAT treatment of such supplies. The tax
pattern indicated only the payment of 1 — 3 % tax on the proceeds derived from the sale
of buildings and land,*” since all individuals claimed they sold private property and not
the property of a business. Individuals were not registered for VAT purposes at that time,
although some individuals sold hundreds of new flats and earned significant revenue as a
result. Therefore, there was no VAT collected and no VAT paid to the State budget in the
process.

In September 2009, during the economic crisis, Romania applied to the European
Commission and the International Monetary Fund for preventive financial help. As a
result, it was agreed that more transactions should fall within the taxable limits and thus
VAT collection should increase. New legislation was enacted from 1 January 2010% and
tax inspections were carried out in advance, from September 2009. Oddly enough, the tax
inspectors applied the new rules with retrospective effect, over the previous five years,
and decided that all individuals should have charged, collected and paid VAT for the
supplies of ,,new constructions” and ,,land for constructions”, once they had exceeded the
old threshold of 35,000 EUR.

Naturally, this case was ultimately submitted to the Court of Justice of the European
Union. In case C-183/14, Salomie and Oltean, the Court of Appeal in Cluj-Napoca posed
four preliminary questions. Basically, it asked whether an administrative practice of
charging VAT retrospectively, while tax authorities offered no guidance of such a tax
treatment between 2004 and 2009, was compatible with the European principles of legal

47 Articles 77* — 77° of the old Romanian Fiscal Code, similar to articles 111 — 113 of the new Romanian Fiscal
Code.

4 See Art. 127(2)* of the old Romanian Fiscal Code - by means of Government Emergency Ordinance no.
109/2009.
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certainty and legitimate expectations. The Court of Appeal also wondered if the tax
authority is entitled to refuse the exercise of the right of deduction for those individuals
who can prove the extent of their VAT input. During the judicial debates, in this case and
many others, individuals that had carried out real estate transfers put forward the
following arguments to support their non-payment of VAT:

e They did not develop a ,,business”, since they all sold personal goods and paid the
tax on the proceeds derived from the sale of personal real estate property;

e Between 2004 and 2009, there was no clear legislation, no administrative practice
and no court case law to support the government's interpretation that individuals
carried out an ,,economic activity” and therefore qualified as a ,,taxable person” for
VAT purposes;

e The Sixth Directive*® was not translated into Romanian before 1 January 2008 and
the relevant case law of the European Court of Justice had not been translated in
Romanian, by 2017;

e Generally speaking, legislation in force as of 1 January 2010 could not be applied
for transactions carried out between 2004 and 2009, because this would infringe the
principles of legal certainty and legitimate expectations.

The Court of Justice of the European Union ruled on this case on 9 July 2015, as follows®’:

"The principles of legal certainty and of the protection of legitimate expectations do not
preclude, in circumstances such as those of the dispute in the main proceedings, a
national tax authority from deciding, following a tax audit, to subject transactions to
value added tax and to impose the payment of surcharges, provided that that decision is
based on clear and precise rules and that that authority’s practice has not been such as
to give rise, in the mind of a prudent and well-informed trader, to a reasonable
expectation that that tax would not be levied on such transactions, this being a matter for
the referring court to determine. The surcharges applied in such circumstances must
comply with the principle of proportionality. ”

"Council Directive 2006/112/EC of 28 November 2006 on the common system of value
added tax precludes, in circumstances such as those of the dispute in the main
proceedings, national rules under which the right to deduct input value added tax, due or
paid on goods and services used in the context of taxed transactions, is refused to the
taxable person, who must nevertheless pay the tax that he ought to have recovered, for
the sole reason that he was not identified for value-added-tax purposes when he carried
out those transactions, so long as he has not been duly identified for value added tax
purposes and the tax return for the tax due has not been filed."

49 77/388/EEC of 17 May 1977.

%0 Case C-183/14: Judgment of the Court (Seventh Chamber) of 9 July 2015 (request for a preliminary ruling
from the Curtea de Apel Cluj — Romania) — Radu Florin Salomie, Nicolae Vasile Oltean v Directia Generala
a Finantelor Publice Cluj.
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A significant number of real-estate VAT cases are still under scrutiny in the courts,
particularly with the aim of reducing the penalties and to account for VAT deductions,
following the Court’s judgment in Salomie and Oltean.

Regarding the new rules enacted in 2010, only supplies of personal goods (e.g. personal
residences; vacation homes; land and buildings obtained as reparatory measures or by
legal succession) were not included in scope of VAT. The acquisition of land for
construction purposes and new buildings that are to be re-sold are considered to be a
continuous ,,economic activity” whether the natural person effects more than one supply
in any year. In the case of any construction works carried out, it is deemed that the
economic activity is not "occasional". However, "occasional™ supplies and the supplies
of ,,0ld buildings” are taken into account when the threshold is determined (e.g. two
"occasional” real estate transfers of 40,000 EUR and 26,000 EUR make it compulsory for
the "trader" to register for VAT purposes), and when the continuous character of the
,economic activity” is considered (e.g. the sale of a land that is not suitable for
constructions and of an ,,0ld building” during the same year means that more than one
transaction had been effected and makes the owner a ,,taxable person”).

There are at least two serious legal questions arising with regard to these rules. On one
hand, Romania has never activated the clause in the relevant directive® that would allow
it to tax any "occasional" real estate transaction.®? Therefore, taking into account both
"occasional™ and exempt transactions for the determination of the VAT threshold seems
to be contrary to European law. One Romanian court ruled recently in favour of the
individuals on this matter.53

On the other hand, the national rules seem inconsistent with the European Court’s
decision in Slaby and Kuc.** In this cases, the Court ruled that the sale of 64 pieces of
land did not constitute an “economic activity”, since the Polish claimants only sold
"personal goods". The Court pointed out that the number of supplies and their financial
value are not relevant, since such transactions concern the administration of private
inherited real estate. Some Romanian courts do, however, apply the European case law
in order to determine that supplies of building land do not qualify for VAT treatment.5®

Romanian VAT legislation concerning real estate was analysed by the Court of Justice of
the European Union in two cases. In the process of the retrospective application of the

L Art. 12(1) of Directive 2006/12/EC.

52 Within the European Union, only Hungary, Ireland and Spain treat all occasional supplies of new buildings
and building land as “taxable transactions”. Belgium and Greece allow for an option in this respect (see also
Corput, W. van der, Annacondia, F. (eds.). EU VAT Compass 2014 — 2015. Amsterdam: IBFD Publishers,
2014. p. 557). See also Costas, C. F., Minea, M. S. Drept fiscal. Bucuresti: Universul Juridic, 2015. pp. 300 —
301 for this discussion.

%3 Court of Appeal Bucharest, decision no. 8398 of 11 November 2014.

5 Court of Justice of the European Union, judgement of 15 September 2011, joined cases C-180/11 and C-
181/11.

% Court of Appeal Timisoara, judgement no. 97 of 13 February 2013.
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2010 VAT rules, the Central Tax Commission issued Decision no. 2/2011.% The
Commission, which is a Romanian national body entitled to interpret national tax law,
ruled that VAT should be added to the price of the supply mentioned in the sale contract.
The Court of Justice reversed this interpretation in the Tulica and Plavogin case®’ and
ruled that the Council Directive®® on the common system of value added tax, in particular
Articles 73 and 78 thereof, must be interpreted as meaning that, when the price of a good
has been established by the parties without any reference to value added tax and the
supplier of that good is a taxable person for value added tax owing on the taxed
transaction, in a case where the supplier is not able to recover from the purchaser the
value added tax claimed by the tax authorities, the price agreed must be regarded as
already including the value added tax.

Decision no. 2/2011 (which was overturned by the above-mentioned case), was later on
quashed by the Bucharest Court of Appeal.>® However, since the national court’s decision
was not final, (pending an appeal with the High Court of Cassation and Justice), the
Central Tax Commission issued a Decision,®® formally applying the Court of Justice’s
judgment in Tulica and Plavosin. Later, in 2015, the High Court of Cassation and Justice
rejected the appeal.

In another VAT case, Gran Via Moinesti, the Court of Justice of the European Union
decided that articles 167 and 168 of Council Directive 2006/112/EC of 28 November
2006, on the common system of value added tax, must be interpreted as meaning that, in
circumstances such as those in the main proceedings, a company which has acquired land
and buildings constructed on that land, for the purpose of demolishing the buildings and
developing a residential complex on the land, has the right to deduct the value added tax
relating to the acquisition of those buildings. Also, that Art. 185 of Directive 2006/112
must be interpreted as meaning that, in circumstances such as those in the main
proceedings, the activity of the demolition of the buildings which is carried out with a
view to developing a residential complex in place of those buildings does not result in an
obligation to adjust the initial deduction of the value added tax relating to the acquisition
of those buildings.®*

1.3.3  Notary Fees and Land Register Taxes

Romanian legislation requires that the sales and any other transfers of property rights can
only be achieved through a contract concluded before a notary. Therefore, the drafting of
such a contract and all the associated formalities adds costs of 0.5% of the value of the
contract, VAT exclusive. If the contract is drafted by a lawyer, normally a 15% discount

%6 Published in Official Journal no. 278 of 20 April 2011.

57 Judgment of 7 November 2013 in joined cases C-249/12 (Corina-Hrisi Tulici) and C-250/12 (Célin Ion
Plavosin).

%8 Directive 2006/112/EC of 28 November 2006.

% Judgement of 14 March 2014.

& Decision no. 6/2014, published in Official Journal no. 20 of 12 January 2015.

51 Judgement of 29 November 2012, case C-257/11.
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of the fee is granted by the notary. These fees must be paid at the time of the conclusion
of the sale contract.

Since all transfers of property have to be recorded in the Land Register, additional costs
are involved. All the fees of this type are to be found in Order no. 39/2009 of the Ministry
of Administration and Internal Affairs.®? For example, a legal person pays 0.5% of the
value of the property purchased in order to have it registered, whereas natural persons pay
0.15% for the same administrative service. There is also a fee of 100 RON + 0.1% of the
value of the debt for any mortgage recorded in the Land Register. In most cases, notaries
collect these fees as well and pay them to the appropriate bodies.

2 Property data
2.1 Cadastre and Land Register Publicity

The New Romanian Civil Code, in force as of 1 October 2011, provides for a unitary
regime for the purchase and sale of immovable property. Therefore, as a general rule, all
buildings and land are in the civil domain and can be traded as such.

Any acquisition of property rights is effected by means of an official document, in most
cases, a contract signed before a notary public; in fewer cases, a court decision, an
inheritance certificate or an administrative decision issued by a public authority. Based
on such a document, any right must be included in the Land Register. The New Romanian
Civil Code®? provides that property is acquired only after such rights are registered in the
Land Register.

However, this provision must be read in conjunction with the transitional rules described
in the New Romanian Civil Code.®* Therefore, the acquisition of property rights based on
their registration only takes effect after the cadastre for a municipality has been
completed. Until then, the Land Register can only act as a means of publicity for the
transfer of private property rights.®®

According to data provided by the Romanian competent authority — Agentia Nationala
pentru Cadastru si Publicitate Imobiliara — as at 2 July 2015, some 19.90 % of all
immovable property in Romania had been systematically and electronically registered.
Works continue in this respect, although the cadastre has been under development since
1996.6,

62 published in Official Journal no. 253 of 16 April 2009.

88 Art. 885 of the New Romanian Civil Code.

64 Described by Art. 56 of Law no. 71/2011 for the application of the New Romanian Civil Code, published in
Offcial Journal no. 409 of 10 June 2011.

8 See also Birsan, C. Drept civil. Drepturile reale principale — in reglementarea Noului Cod Civil. Bucuresti:
Hamangiu, 2013. pp. 125 — 126.

% Introduced by Law no. 7/1996 Republished in Official Journal no. 83 of 7 February 2013.
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As mentioned previously, the National Association of Public Notaries in Romania
requires annual expert reports on the evolution of real estate markets. Therefore, an
account of the minimum prices for the sale of land and buildings is available each year,
free of charge. Parties are encouraged to refer to these expert reports, because in most
cases they pay transfer tax based on the minimum sale prices contained in these reports.

2.2 The Right to Acquire Land in Romania

The first Romanian Constitution after its declaration of independence (1991) had very
strict rules concerning the right to buy land. According to this®’, foreign citizens and
stateless individuals did not have the right to acquire land in Romania. The ban applied
to both lifetime and on death transfers, including legal inheritance, prescriptive rights
(usucapion) or accession®.5°

An amendment to the Romanian Constitution was made in 2003,7° according to which:

"Foreign citizens and stateless persons shall only acquire the right of private property of
land under the terms resulting from Romania's accession to the European Union and
other international treaties to which Romania is a party, on a mutual basis, under the
terms stipulated by an organic law, as well as a result of lawful inheritance”.”

A significant change occurred, since the negative principle disappeared. There were still
“cases” and ,,conditions” to be determined in the process of Romania’s accession to the
European Union or by means of international treaties, but foreign citizens and stateless
persons were able to acquire land by lawful inheritance.”? As the doctrine pointed out,
since the Constitution only referred to the right of property, foreign citizens were entitled
to acquire other real estate rights, such as the right of usufruct, superficies or mortgage
rights.”

The constitutional provision therefore required a ,,special law” to regulate on this matter.
Thus, Law no. 312/2005 deals with the acquisition of the right to private property of land
by foreign citizens, stateless persons and foreign companies.’” The Accession Treaty of

5" The old Art. 41(2) second indent.

% For further details, see Pop, L., Harosa, L. M. Drept civil. Drepturile reale principale. Bucuresti: Universul
Juridic, 2006. pp. 158 — 159. Popescu, C. L. Posibilitatea persoanelor fizice sau juridice care nu au cetatenia,
respectiv nationalitatea romana, de a fi titulare ale dreptului de proprietate asupra terenurilor in Romania.
Dreptul 1998 (8). pp. 50-51 and 55.

5 1t was also contained in Law no. 54/1998 concerning the legal status of land circulation. Published in Official
Journal no. 102 of 4 March 1998.

" Law no. 429/2003. Published in Official Journal no. 758 of 29 October 2003.

" New Art. 44(2) second indent . See also Chelaru, E. Impactul revizuirii Constitutiei asupra regimului juridic
al proprietatii. Dreptul 2004 (2). P. 9.

2 Birsan, C. Drept civil. Drepturile reale principale — in reglementarea Noului Cod Civil. Bucuresti: Hamangiu,
2013. pp. 126 — 127.

8 Pop, L., Harosa, L. M. Drept civil. Drepturile reale principale. Bucuresti: Universul Juridic, 2006. p. 160.

" Published in Official Journal no. 1008 of 14 November 2005.
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Romania to the European Union provided the option for Romania to retain the existing
restrictions laid down in its legislation on the acquisition of ownership over land for
secondary residences by nationals of EU Member States or of the states that are parties to
the European Economical Area (EEA) Agreement (Iceland, Lichtenstein and Norway),
non-residents of Romania and by companies formed in accordance with the laws of
another Member State or of an EEA State and being neither established nor having a
representative agency on the territory of Romania, for five years as of the Accession Date
(1 January 2007).

Thus, any citizen of an EU Member State, any stateless person domiciled in a Member
State or in Romania, as well as any legal entity established according to the legislation of
an EU Member State, may acquire ownership of land under the same terms as Romanian
citizens and Romanian legal entities. This rule has been applied, as follows:

e With effect from Romania’s accession to the European Union (1 January 2007), to
EU citizens or stateless people residing in Romania at that date or to the legal entities
with registered secondary headquarters in Romania, but only with regard to the
acquisition of land for secondary residences or headquarters;

o After five years following Romanian accession to the European Union (as of 1
January 2012), to EU citizens non-resident in Romania, as well as for stateless
persons non-resident in Romania, but with their domicile in the European Union, as
well as for non-resident legal entities established according to the legislation of an
EU Member State, but only with regard to the acquisition of land for secondary
residences or headquarters;

e With effect from the date of Romania’s accession to the European Union (1 January
2007), to the farmers who carried out “independent activities” and were, at the above
mentioned date, either: (i) citizens of an EU Member State or stateless persons
domiciled in an EU Member State, but residing in Romania; or (ii) stateless persons
domiciled in Romania, for the acquisition of ownership rights over agricultural land,
forests and forestry land;

e After seven years following Romania's accession to the European Union (as of 1
January 2014), for the citizens of EU Member States non-resident in Romania, and
for stateless persons non-resident in Romania, but domiciled in an EU Member
State, and for the non-resident foreign legal entities established according to the
legislation of an EU Member State, in relation to the acquisition of ownership rights
over agricultural land, forests and forestry land is concerned.”™

In addition, foreign citizens and stateless persons can acquire ownership of land in
Romania only under the terms provided by other international treaties and only if a
condition of reciprocity is met. In the light of the above-mentioned constitutional
provision, any foreign citizen of a third state, any stateless person and any legal entity
established in a third state cannot acquire land under more favourable conditions than

> See Birsan, C. Drept civil. Drepturile reale principale — in reglementarea Noului Cod Civil. Bucuresti:
Hamangiu, 2013. pp. 127 — 128.



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 287
C. F. Costas: Real Estate in Romania

those applicable to a citizen of an EU Member State or to a legal entity established
according to the legislation of an EU Member State.

There are no restrictions whatsoever concerning buildings in Romania, so they can be
freely bought by any natural or legal person.

In relation to the Government Emergency Ordinance regarding incentives for foreign
direct investment,’® the amended text provides that a resident or non-resident entity may
acquire any right in rem over immovable goods, if necessary for performing its activity,
in accordance with the company’s object of activity. Legal provisions regarding the
acquisition of land by foreign citizens and stateless persons, as well as by foreign legal
entities, must be however observed.

Finally, there are some restrictions for land located outside the cities.”” Some of the key
features are the following:

o If the seller of the land is a company, when submitting the notice stating its intention
to sell land to the local authority, the seller must also submit the decision of the
general shareholders’ meeting approving the sale;

e If no person claims a pre-emption right within a 30 days period, the sale can be
performed freely, but the municipality has to issue a certificate to this effect.

e For the sale of land located, partially or totally, within 30 kilometres of the
Romanian borders or within 2,400 metres from a specific object, the prior agreement
of the Ministry of Defense or of the Ministry of Culture is necessary: the notary is
required to make sure that the seller has obtained such an approval. The explanatory
rules provide for a list of cities located at a distance of less than 30 kilometres from
the Romanian border. As mentioned before, the approval of the Ministry of Defense
is compulsory for such lands. Such approval is valid for 12 months from the date of
its communication to the seller. Should the Ministry of Defense or the Ministry of
Culture refuse to grant their approval (which should also be registered in the land
registry), depending on the grounds for such rejection, a second application for
approval, accompanied by the requested documents may be submitted.

3 Evolution of real estate markets

From a general point of view, the evolution of the real estate market in Romania has been
a fluctuating one over the last twenty five years, since 1989 when the communist regime
was abolished. During the first years after the collapse of the communist regime, the real
estate market had no clear rules and there were no detailed laws or standards that applied
to the real estate transactions. Nevertheless, during the last decade, the liberalisation of
the real estate market and the intensification of the globalisation process has led to an
improvement in financial services, including those involved in the real estate market.

6 Law no. 312/2005 amended Art. 6 of Government Emergency Ordinance no. 92/1997. Published in Official
Journal no. 386 of 30 December 1997.
" Law no. 17/2014. Published in Official Journal no. 178 of 12 March 2014.



288 REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA
C. F. Costas: Real Estate in Romania

Thus, it is clear that Romania has during the last 25 years experienced a full financial
circle, that included a period of economic boom (until 2007), a crisis (that started in 2008),
a period of economic stagnation and a slow recovery.

3.1 Communist regime and its consequences

Beginning on 11 June 1948, about one thousand industrial enterprises, banking and
insurance units had been nationalised by the State and had been considered as the people’s
consumer goods™®. The Nationalisation Law stated that private goods had to be owned by
the State in the name of a greater good, for the well-being of citizens and in the name of
the people of the State. This process expanded into the agricultural sector™, and began
immediately with the expropriation of lands larger than 50 hectares. Until 1962, almost
all the agricultural lands in the country had been confiscated and transformed into
agricultural undertakings belonging to and administrated by the State.

The pattern described above has been applied to the immovable and private housings®,
and, as a consequence, almost all immovable assets of the most successful manufacturers,
bankers, traders and all the hotels, and constructions were transferred into the State’s
property. Needless to say, such legislation was a total contradiction of the Constitution of
the State, adopted during 1948, that stated®’ that:

The right to private property and the right to inheritance are recognised and protected
by the State. The private property, earned through hard work and saving strategies, shall
benefit of a special protection.

The facts have shown a completely different scenario.

Other countries that have experienced the communist regime have dealt with the issues
associated with the restitutions of immovable property in a decisive and efficient manner.
Unlike Albania, Bulgaria or the Czech Republic, which seem to have resolved the
problem during the 1990s, Romania, has, during the last 25 years, adopted several laws,
each following a different strategy for dealing with confiscated immovables. Regarding
the land fund, the State recognised® the property rights of its citizens, but only is respect
of a limited area of land - 10 hectares. The decisions of the commissions involved in the
implementing restitution have generated conflicts which have ended up in the Romanian
and European Justice Courts.

During 1997, another law has been adopted that only allowed the former owners to
request the return of their property rights over a maximum of 50 hectares of agricultural

"8 Based on The Nationalisation Law no. 119.

" Based on the 84" Decree adopted on the 2™ of March, 1949.
8 92m Decree adopted in the year 1950.

8 At Article 8.

82 By adopting the Law no. 18/1991.
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land per family and over a maximum of 30 hectares of forests per family, initially. During
the second phase, three years later, in 2000, those who submitted requests have received
their properties back, limited to the quantities shown above®. The issue that generated
the perceived abuses of the specially designed commissions was that all the decision-
making power to identify the exact lands that each applicant receives belonged to the
local commissions.

There have been several other laws®, that allowed the smooth transfer of property rights
from the State to those owners dating back to 1945, who supposedly were going to receive
from the State different plots of lands. During 2005, Parliament adopted legislation® that
confirmed the principle of restitution of the actual lands that once belonged to the former
owners, and in subsidiary the material compensation of the citizens by offering them
bonds and shares to the Property Fund listed on the stock market.

The cost of compensation to which the former owners have been entitled was estimated
by the Minister of Finance at about 2.5 billion EUR.

3.2 Evolution of the Romanian residential market after the economic crisis

The residential market is an important component of the real estate market. During 1990
— 2011, the Romanian property fund has increased to more than 8.5 million units, among
which 800,000 were put newly completed, and with 390,000 units in rural areas®. It
should be mention that Romania had a significant number of units built before 1989,
particularly in the urban areas, since the State favoured industrialisation and a continuous
flow of people moving from rural to urban areas. It is also important that since 1990, the
State ceased to build new residential buildings. Local municipalities invest small funds
in residential projects but these are particularly for social purposes, with most such
properties being rented to families that cannot afford to buy a residential property.

In 2011, for example, the property — population ratio was about 2.3 new homes/1,000
inhabitants. The “boom” year for the Romanian residential market was 2008, which
registered the greatest volume of sales of real property units. Nevertheless, during recent
years, the purchasing power of the population has significantly decreased as a result of
the general economic crisis that affected virtually the entire world, and which resulted in
falling purchase prices, as well as of a reduction in the value of mortgage loans.

The residential market in Romania is not limited to old buildings for sale; newly-built
homes represent a growing share of the real estate market. In fact, there are several studies
that point out the significant value attributed to the fluctuation of the home construction

8 Based on Law no. 1/2000.

84 Such as Law no. 400/2000.

8 Law no. 247.

8 Steliac N., Evolution of the Romanian residential market after outbreak of the current economic and financial
crisis. Annals of the Constantin Brancusi University of Targu Jiu, Economy Series 2013 (2).
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trend: a favourable trend in the level of home construction may underline a revival of a
country’s economy, whereas a negative trend may signal an economic decline. Romania
is no exception to this simple rule and during the crisis, both the State and individuals
allocated less funds to property acquisitions. The data shown in Table 8.5 below,
illustrates a continuous decrease in the number of housing units completed, during 2008
— 2012, taking into considering criteria such as the repartition between rural and urban
areas and funding sources (public or private).

Table 8.5:  Completed homes by residential areas and financing sources (1.01.2008 —

30.09.2012)
Year |Completed| Urban area Rural area From public From private
homes funds funds

(Total) Units % Units % Units | % Units %

2008 64,414 30,665 | 47.6 | 33,749 | 524 | 4459 | 6.9 59,955 931
2009 61,101 |30,308| 49.6 | 30,793 | 504 | 5691 | 9.3 55,410 90.7
2010 48,812 23,292 | 47.7 | 25520 | 523 | 2,726 | 5.6 46,086 94.4
2011 44,456 19,390 | 43.6 | 25,066 | 56.4 | 2,266 | 5.1 42,190 94.9
2012 26,654 11,539 | 453 | 15,115 | 547 | 1,155 | 4.3 25,499 95.7

Source: Author's own, based on the data provided by the Romanian National Institute of Statistics
(INSSE), available at http://www.insse.ro. Data for 2012 refers to the period 1.01 — 30.09.2012.

Data shown below, Table 8.6 leads to the conclusion that there was a constant increase in
the number of completed homes from 2014 to 2017. However, numbers are significantly
smaller than those for 2008 or 2009. Public investment for building residential homes
continues to be very small, with peaks of 9.3% in 2009 and 7.4% in 2014. Although there
is a balanced distribution of completed residential properties in rural and urban areas, the
trend of the last reported years seems to be an increase of the total number of units in
urban areas (with a peak of 54.9% of the total in 2017).
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Table 8.6:  Completed homes by residential areas and financing sources (1.01.2014 —

31.12.2017)
Year | Completed Urban area Rural area From public | From private
homes funds funds

(Total) Units % Units % Units | % Units %
2014 44984 | 23,154 | 514 | 21,830 | 486 |[3324| 74 |41660 | 92.6
2015 46,984 | 24,804 | 52.8 | 22,180 | 472 | 1,297 | 2.8 |45687 | 972
2016 52,206 27878 | 534 24328 | 466 | 1,228 | 24 |50978 | 97.6
2017 53,347 | 29,312 | 549 |24035| 451 |1,769 | 33 |51578| 96.7
Source: Author's own based on the data provided by the Romanian National Institute of Statistics
(INSSE), available at http://www.insse.ro.

Between 2008 and 2012, the prices of houses has fallen dramatically, as shown by the
specific real estate index developed by the Romanian National Institute for Statistics
(INSSE). In this respect, the statistical data indicates an intense downward trend during
2009 — 2010, while the following two years are marked by a less dramatic fall. For
example, at the end of 2011, according to the analysis of the profile companies, the
nationwide fall of apartment prices was by approximately 52% as compared to March
2008, which was considered a period of real estate boom.

Only from 2014 can it be said that the effects of the crisis were over and prices stabilised.
It can be noted that the large unjustified increases of prices from the economic boom are
no longer present, therefore, it seems that lessons were learned. The development of real
estate is to be treated with caution in order to avoid a new crisis, which is already
rumoured to make a presence.

The data in Table 8.7 confirm this. It is quite clear that from the second quarter of 2008
and until the last quarter of 2013 that the real estate market completely slumped. The large
numbers of residential homes built in 2008 — 2009 and not sold, as well as the tax
implications of VAT retrospectively required from real estate individual developers as of
1 January 2010, have contributed to the shut-down of the market. Since 2014, prices have
slightly increased, but are still far away from the peak of 2007’s last quarter.



292 REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA
C. F. Costas: Real Estate in Romania

Table 8.7:  The evolution of residential homes prices (2006 — 2017)
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Source: The table and data was prepared by a real estate specialised website in Romania, all data is
available for the general public at https://www.analizeimobiliare.ro.

During the economic boom, the main driver of the growth of acquisitions in the residential
market was the development of mortgage/real estate loans. The evolution of the economic
activity after the 2008 boom also had a negative effect on the amounts borrowed by
citizens from the financial institutions in order to purchase a home. Thus, during the first
year of the implementation of the programme called "The First Home", the average value
of the mortgage security was of 41,574 EUR, in the following two years it fell to 40,133
EUR and 39,115 EUR respectively, according to data available on the Internet.

In general, 2012 can be seen as the beginning of the post-economic crisis market,
characterised by an ascending trend, a result of both "The First Home" programme and
the improvement in available income. However, by the end of 2017 the growth in property
price and the number of real estate transactions hit some resistance following the
devaluation of the national currency in comparison to the Euro, the increase of the
ROBOR?® and the decrease in the number of available properties on the market.

It can be noted from Table 8.8 that since the forth trimester of 2017, the period of time in
which a property is on the market until being sold has risen. Therefore, the purchasing
power is no longer strong enough in order to meet the offer.

87 Romanian Interbank Offer Rate = the average rate of interest for loans on the interbank market.
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Table 8.8:  The selling period of residential properties in Bucharest (in days) (2015 —
2017)
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Source: The table and data was prepared by a real estate specialised website in Romania, all data is
available for the general public at https://www.analizeimobiliare.ro.

3.3 The First Home programme — A changed view of the real-estate market

The First House programme was introduced in 2009 and it was designed to help the
people that wanted to purchase a home for the first time and who had not yet contracted
a mortgage loan. The programme is based on the securities provided by the State, through
the National Loan Guarantee Fund for Small- and Medium-sized Enterprises
(NLGFSME) and provides up to 95% of the purchase price stated in the promissory sale
and purchase agreement, in the case of some specific types of homes. Those categories
are: completed buildings destined for sale, incomplete buildings, in various stages of
progress, to be put for sale after completion, and new buildings to be put for sale after
completion.

The guarantees provided by NLGFSME are valid during the entire financing period. They
are granted in the currency of the loan (Euro or Lei) but paid in the national currency,
based on the National Bank of Romania exchange rate applicable on the date of payment.
In addition to its goal of supporting first-time home buyers, the aim of the programme
was to boost the residential construction sector, seriously affected by the current
economic and financial crisis. According to the NLGFSME data, during the years 2009 —
2012, approximately 81,000 guarantees were granted, amounting to about 3.17 billion
EUR. The status of guarantees made available via The First Home programme is shown
below:
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Table 8.9: Guarantees provided through “The First Home” National Programme
(2009 — 2018)

Year Number of Average amount of Total amount of
guarantees guarantees (EUR) guarantees (million

EUR)
2009 12,000 42,000 495
2010 23,000 41,000 935
2011 19,000 39,000 740
2012 27,000 37,000 1,001
2013 24,500 36,000 885
2014 25,000 36,000 900
2015 30,000 36,000 1,035
2016 32,747 data not available 1,647
2017 34,213 data not available 1,953
(ﬁrstzgﬁirter) 16,600 data not available 1,660

Source: The table and data were prepared by a real estate specialised website in Romania. All data
is available at http://www.fngcimm.ro.

From 2016 an increase can be noted in the number of the guarantees awarded. The fund
was continuously supplemented by the Government in order to meet the demands of the
public; which meant that the increase of available funds and purchaser demands lead to
an increase of prices - an unfavourable consequence,

The initial purpose of the programme was to unlock the real estate market that was
suffocated by the economic crisis and the programme benefited from a strong marketing
campaign. In fact, it was so successful that the ordinary citizen now associates the
purchase of a house with this programme. Consequently, despite the fact that the banks
have launched competitive packages, the public, which tends to lack financial education,
still opts for the State funded programme.

However, the State no longer wishes for The First Home programme to dominate the
market, because of the burden it imposes on the State’s budget. The allocated sums have
increased beyond expectation and this trend is not feasible. From 2019 the programme is
expected to have a strictly social character, with its focus shifting to young people with
low to medium incomes.

3.4 The Giving in Payment Law
In 2016 the Giving in Payment Law® was adopted. This Law is applicable in the case of

the credit contracts under 250,000 EUR, related to housing or guaranteed by such a
property, except for those credit contracts concluded under the First Home programme.

8 Law no. 77/2016.
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and it is aimed at consumer protection. It allows an individual to transfer a right in real
estate to a creditor bank in exchange for the discharge of debts and associated costs.

However, in order to comply with the provisions of the Constitution, the Law can only
be used under the condition of unpredictability, as defined by the Civil Code.

Even though the Law helps those in financial hardship in terms of repayment of a debt, it
also has an impact on the banking sector. Faced with the possibility of not being able to
recover liquidities/cash, but instead acquire fixed assets, the banks have reconsidered
their position in the light of this fundamental change.

Initially, in response to the new legislation, the banks have increased the required deposit
for these types of loans from an average of 15% to 35%, but given the fact that the law
was invoked only in 8,500 cases, it was later reduced to the initial level. This change
occurred also because the high level of deposit required resulted in fewer successful loan
applications and, as a consequence, there was a risk of a new crisis in the real estate
market; however for the action of the banks averted this. However, the banking sector is
still cautious with regards to real estate loans.

Conclusions

Since the administration of taxes on real estate has been generally granted to local
authorities, there is little quarrel about the taxes themselves. Taxes on land and buildings
produce a rather small yield and the new Fiscal Code (2016) resulted in an increase in tax
for buildings used for business purposes. However, the legislators just missed a chance
of reform these taxes, as their legislative provisions passed from one fiscal code to another
with no amendments.

On the other hand, VAT raises significant issues in connection with real estate. The
construction boom of 2004 — 2008 seemed to have resulted in a number of questions about
the taxation of small businesses, as shown by the recent cases before the Court of Justice
of the European Union. Although the rhythm of real-estate development has decreased,
tax issues seem to be even more delicate in this field.
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Introduction

The immovable property tax in Bulgaria is a local tax, levied and collected by
municipalities. As such it forms a part of their local budgets however its role is not
significant in terms of revenue raised®. The legal regime of property taxation is likely to
be the subject of future legislative changes because of the need to increase revenues
generated by the real estate taxes, especially in the four biggest cities of the country.

Moreover, several other revenues (such as the one generated from the collection and
disposal of waste and tourist taxes) seem to be providing reduced yields, which is likely
to lead to new debates as to how to introduce the ad valorem principle within the tax
assessments of the properties, as well as to increase the efficiency of property tax
collection. This approach is likely to yield better results than any attempt to increase the
nominal tax rate, which is currently within the limit of 0.1% to 4.5%? of the taxable values
in line with the rates applied in other European jurisdictions.

This chapter seeks to provide basic information about the methods used to assess the
taxable value. It aims as well to provide an overview of the recent development of the
real estate market in Bulgaria's largest cities.

In Bulgaria, there is a lack of scientific literature on the theory of municipal taxes and
more specifically on property taxation. Despite the development of the real estate market
and the increasing role of property taxation as a basic revenue source for the
municipalities and its administration, new research articles and studies on the methods of
determining the tax base and of achieving more effective collection of the taxes due have
not yet appeared.

1 Real Property Tax
1.1 Historical introduction

The modern development of the Bulgarian tax system began after the collapse of the
Ottoman domination over the Balkans and the establishment of the third Bulgarian state
in 1878, which was effected by the signing of the San Stefano Peace Treaty between
Russia and the Ottoman Empire.

The old Ottoman taxation rules were replaced irrevocably by Art. 16 of the first
Constitution of the Bulgarian Principality from 1894. This imposed taxation duties on all
citizens, except the Monarch, who was released from the obligation to pay taxes including
those relating to his use and / or ownership of real estate.

1 The bulk of municipal income comes from the collection of fees for other services, as well as transfers from
the central budget of the country.
2 Art. 22, Local Taxes and Fees Act 1997 (LTFA).
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The Real Property Tax Act (20 December 1894) introduced a new system of progressive
real estate taxation of building payable by their owners, with effect from 1895. Several
other statutes (such as the Wines and Spirits Act from 1883%) included other real estate
tax provisions. Thus, every owner of a vineyard was obliged to pay a real estate tax in the
amount of the Bulgarian lev (BGN) 2* per 1,000 square metres of vineyard, and BGN 3
if the plants were productive and older than three years.

However, the regulation of the real estate taxes were first codified during the communist
period in 1951, through the adaptation of the Local Taxes and Fees Act which came into
force on 1January 1952.

Under this Act, two local taxes were introduced: being the real estate tax; and the tax on
inherited estate.

After the fall of the communist regime, the Local Taxes and Fees Act 1951 was replaced
in 1997 by a revised Local Taxes and Fees Act (LTFA)® which stills applies.

The local taxes system has been modified by the LTFA and five different additional local
tax categories have been introduced. Thus the 1997 legislation covers the following:
o the real estate tax;
the tax on inherited estate,
the tax on charitable donations,
the tax on the acquisition of property against valuable consideration®,
a motor vehicle tax,
a patent tax, and
the tourist tax.

Following one of the last amendments made to the current Constitution of the Republic
of Bulgaria in 2007, local municipal councils were granted the sole right to determine the
annual amount of local taxes levied within their jurisdiction and within the framework
specified by the statutes’, that is, the LFTA. With respect to the real estate tax, the local
municipal councils may vary the rate of tax within the range from 0.1% to 4.5% of the
real estate tax value assessment.

8 Cited according to the excerpt provided in Geshev, S., Stoyanov, 1. Danuchna sistema na Bulgaria. Sofia,
2010, p. 36 and Stoyanov, P., Danuchno parvo, Sofia, 1994.

4 As at 1% November 2017: 1 EUR is exchanged against 1.95583 BGN following a fixed exchange rate of the
Bulgarian National Bank as result of the financial stability measures introduced by the so called “Currency
Board” in Bulgaria, introduced in 1997.

5 Local Taxes and Fees Act /3axon 3a mecmuume danvyu u maxcul, enacted with State Journal 117/10.12.1997
(LTFA) last amended through SJ 92/17.11.2017.

% That is, a sales tax, levied on transactions of real estate, rights in rem and motor vehicles.

7 Pursuant to the margins provided by national legislation in Art. 22, Local Taxes and Fees Act 1997 (LTFA).
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1.2 Position of the real estate tax
1.21  Recurrent Real Property Tax versus real estate transfer taxes

As stated in the introduction, all local taxes and fees are codified in the LTFA, including
the regulation of the recurrent Real Property Tax which is calculated and paid on annual
basis, and the tax imposed on transactions in the ownership or other restricted property
rights over immovable property, i.e. land or buildings®. A restricted property right may
be either the right of construction (i.e. the right to construct a building on a land plot
owned by another); or the right to use real estate property.®

The person liable for paying the real estate tax is either the property owner, or, if the
property is held or used under a right in rem °or on basis of a contract!!, the person
holding or using the land. For the purpose of imposing the annual real estate tax, the
LTFA provides for the general tax base which requires a real estate tax value assessment.
Such assessments are made following the rules described in detail below in Section 1.6.

However, the value of traded real estate for tax purposes replaces the transaction value
for the real estate transfer tax, in cases where the transaction represents a charitable
donation (in which case, the charitable donation tax is payable), or if the price agreed
between the parties is below the level of the real estate valuation established for tax
purposes. Otherwise it is the stated value of the transaction which serves as the tax base
for the real estate transfer tax2.

1.2.2  Role and position of the real estate tax

The real property tax in Bulgaria constitutes one of the sources of income for local
budgets as the tax is paid to and spent by the municipality in which the property is situated.
The significance of the tax as a source of income varies from one municipality to another,
so the Bulgarian Constitution'® puts an emphasis on local self governance enacted through
the autonomy of municipalities to perform certain tasks, such as determining and
collecting taxes and fees. This is carried out through the municipal councils4, who in
their capacity as the governing bodies of their municipalities, are free to set the rate of the

8 The following analysis deals with the real estate tax, levied annually on the real estate owner. The sales tax
discussed above is a tax levied once at the time of the acquisition and is calculated on the basis of the transaction
price.

® Under Bulgarian law the right to use a property is a limited right in rem, that can be established by the owner
of the property in favour of another. The right cannot be transferred and is terminated either with a statement
by the owner or with the death/deregistration of the user.

10 Such as the right to construct and own a building without owning the land under it.

1 Such as a concession, contract or a charitable donation.

2 pyrsuant to Art. 46 (1,2) LTFA.

3 Art. 141(3).

14 The Municipal council is one of the main participants in decentralized local government, alongside the Mayor
of the Municipality, following the constitutional provisions and those of the Local Self-Government and Local
Administration Act.
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tax within the range provided by the central legislator. By 31 December of each year,
each municipal council is obliged to issue a special Ordinance stating the amount of the
tax rates applicable to the real estate tax levied in their jurisdiction for the following year.
Should the municipal council fail to issue such an Ordinance, the real estate tax rate and
rates applied to the other local taxes are determined according to the last applicable
Ordinance, i.e. they remain the same as the previous tax period?®.

In making the decision as to what tax rate should be applicable for the upcoming year,
local government considers different factors, including economic circumstances and
concerns such as any differentiation in the tax rate reflecting the number of properties
owned by the taxpayers, the local real estate market, and the level of the local waste fee
imposed on the users of buildings and land plots.'®

For example, in 2015 the tax rate applicable to real estate within the Municipality of Sofia
(the Bulgarian capital), amounted to 1.875% while the rates in Plovdiv and Varna (the
second and third largest cities in Bulgaria) were 1.8% and 2.0% respectively.

The difference is easily explained by the fact that VVarna represents a cultural and coastal
tourist centre, where real property is essential for the local economy, the economy of
which relies on rented accommodation, hotel services and other entrepreneurships based
on tourism.

It is not unusual for municipal councils to use a lower real estate tax rate to reflect the
average income of local residents, as well as the fact that the tax rate could be used as an
instrument for attracting local and foreign investments. A good example of this is another
big municipality on the coast (Bourgas), where the current real estate rate is 1.75% for all
properties without differentiation.

In contrast to many other European countries, the real estate tax is administrated by local
finance officers employed by the municipalities, and not by state tax officers and thus all
measures for imposing, securing and collection of the tax are performed by the municipal
tax officers. The disadvantage of this situation is the need of municipalities to build a
collection system, parallel to the central one, which leads to dispersion of resources and
inefficiency of the services.

15 Art. 1 (3) from LTFA.

16 In general, the waste fee raises a much larger annual income than other local taxes and fees for the municipal
budgets. For example, in Sofia the expected income from the waste fee for 2017 amounts to 189 million BGN,
in comparison with the income of 102.5 million BGN as result of the collection of real estate taxes.
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13 Liability and Exemptions

The real property tax is payable by all owners of buildings and land plots situated in urban
areas’” within the territory of Bulgaria including the designated construction limits of
settlements which are regulated by a detailed zoning plan, i.e. villages and towns. Thus,
all properties located outside the construction limits of villages and towns, such as
agricultural lands and forests, are not subject of taxation unless they have been developed
through a construction process.

Real estate properties situated outside the construction limits of settlements are also liable
to taxation if they are used for the purposes listed in Art. 8 (1) of the Spatial Planning
Act!® (such as for residential purposes, production and storage or touristic activities).

Excluded from the application of the real estate tax*® are also all real estate properties
(irrespectively of their location) whose assessment for tax purposes is below 1,680
BGN.

Other exemptions concern properties which are in state or municipal ownership, such as
streets, roads, railway networks and communication facilities, as well as publicly owned
land covered by water, such as rivers and lakes.

Moreover, the legislation identifies categories of owners who are not obliged to pay real
estate tax. Those are the state and all municipalities for the properties owned by them and
serving public purposes, such as parks, land used for sport and leisure activities, as well
as real estate situated in Bulgaria and owned by foreign states.

Further exempted are universities and academies with respect to all buildings in their
ownership and used for educational purposes. The same regime applies to churches and
monasteries and the land on which those are constructed and which are owned by
registered churches in the Republic of Bulgaria.

No tax is due with respect to museums, galleries and libraries as well as all cultural
buildings which are not used for business purposes.

Following the amendments made in 2013, an exemption from real estate tax (for a period
of up to 10 years) is given to owners of buildings which have acquired a certain license
for energy efficiency and are using renewable energy sources.

Properties owned or used by the Bulgarian Red Cross or other Red Cross Organizations
registered in the EU are also exempt from any taxation.

1 These are areas included within a settlement's building boundaries, pursuant to the Spatial Planning Act.

18 Spatial Planning Act (3axon 3a ycmpoticmeomo na mepumopusma), enacted by SJ 1/ 02. 01. 2001, last
amended by SJ 92/17. 11. 2017.

¥ According to Art. 10 (4) LTFA.

2 868 EUR as of Nov.1. 2017.
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1.3.1  Liable persons and collection

As provided above, the taxpayer of the real estate tax is the owner of the property.
However, there are a few exceptions applicable where the user of an immovable property
holds a restricted property right,?* as well as the concessionaire for the property which is
the subject of the concession or one constructed as a result of the realization of the
concession, in which cases it is the occupiers (users) who are the tax payers.

Another exception is applied to the owner of a building constructed on land which is in
state or municipal ownership. In that case, it is the owner of the building who is
considered to be the taxpayer both for the building and also for the part of the land on
which the building has been constructed.

The tax liability of the owner of the property begins from the month following the month
in which the ownership over the property has been acquired, provided that the tax due has
not already been paid by the previous owner.

It does not matter whether the property subject to taxation is used by its owner; thus, the
owner is also the holder of the right of use. Such persons cannot be exempted from their
tax liability unless they can prove that the property has been destroyed or already
represents a property not liable to tax??.

However, some owners, such as disabled persons having a diminished working capacity,
can be granted a 75% reduction in the rate of tax. A smaller reduction of 50% is granted
to persons using an apartment or a house as their principal residential place. No further
concessions or tax relief is provided under the LFTA.

The recurrent real estate tax is payable in two equal instalments. The first one is due by
30" June and the second instalment should be paid by 31 October of the year for which
the tax is payable. If the taxpayer fails to pay in full either of the two instalments, statutory
interest?® is applied for the delay on the amount outstanding.

Every taxpayer who pays the entire amount of the real estate tax by 30 April benefits from
a discount of 5% over the entire tax amount due.

2L Under Bulgarian law (Ownership Act), the right to use a property is a restricted right in rem that can be
established by the owner of an immovable property in favour of another. Such a right to use the property could
not be transferred and hence, should be regarded as terminated by the death of its holder.

22 This follows the obligation of the owner to pay the tax, unless they are no longer legally the owner or under
other instances provided in LTFA.

2 The statutory interest amounts (on annual basis of 360 days) to 10 % plus the basic interest rate of the
Bulgarian National Bank for the period of delay.
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1.3.2 Tax value assessment of land plots

As already mentioned above, the tax rate could vary from municipality to municipality
within the range of 0.1% to 4.5%. However, most municipalities fix their rates at the
lower end of the range, and even very small municipalities do not apply a tax rate higher
than 2.5%. Thus, the most significant influence on the taxable amount payable is how the
tax assessment has been fixed.

There are several rules regarding how the taxable value assessment is made?* with respect
to land plots, buildings and other real estate objects, as well as the restricted property
rights, such as the right of use and the right of construction.

Bulgarian tax law considers several parameters, such as location, available infrastructure,
condition and improvements made to the property, and disregards whether the property
has been encumbered by a mortgage or any other restriction to the property right.

The assessment of land plots situated within the designated construction limits of
settlements, as well as of taxable land situated outside those borders but on which a
structure has been built, is calculated on the basis of the following formula:

TVA = BTV x Cj x C; xC¢ x C| X constructed area + VI

where:

TVA is the total amount of the tax value assessment in BGN;
BTV is the basic tax value per square metre in BGN;
Cirepresents the infrastructure coefficient;

C. represents the zoning coefficient;

C. represents the construction coefficient;

Ci represents the location coefficient; and

g. VI is the value of the improvements made on the land.

o o0 T

The basic tax value (BTV) amounts in general to 0.80 BGN per square metre, while the
basic tax value per square metre of land plots within the designated construction limits of
the settlement which are regulated by a detailed zoning plan is equal to 1.00 BGN per m2.

Moreover, there are several specific provisions which increase the amount of the basic
tax value per square metre in residential or holiday locations of national significance
which are situated within a 10 km border from the Black seashore, such as the seaside
resort Dyuni and Sunny Beach, and the ski resort Borovets. In those cases, the basic tax
value per square metre is increased by 50%. The same principle applies to local resorts
where the basic tax value is increased by 20%.

2 Following the detailed provisions of Appendix No. 2 to LTFA.
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The infrastructure coefficient Kjis determined by adding to 1 four different parameters
related to the existence or lack of certain infrastructural elements. Thus, no increase is
due where the actual supply of infrastructure falls short of standard of provision of public
services. This leads to a more moderate valuation in cases of real estate in less developed
locations. It is calculated as follows:

Ci=1+4+B+C+D
where the following Table applies:

Table 9.1:  Calculation of the infrastructure coefficient used for TVA of land plots

Infrastructural element|Existing within the[Not existing within[Not existing within the
land plot the land plot land plot but available
in the neighbourhood
Water supply (A) 0.00 -0.05 -0.03
Sewerage (B) 0.00 -0.05 -0.03
Electrification (C) 0.00 -0.07 -0.05
Street net (D) 0.00 -0.08 -0.08

Source: Art. 15, Table 10, Appendix 2, LTFA.

The zoning coefficient C, amounts to 1.00 except for land plots within a central zone
(1.10), within industrial and specific production zones (0.90) or within agricultural
locations?® (0.80).

The construction coefficient Ccis equal to 1.00 if the constructed area of the plot covers
40% or less of its area. Should the construction area cover more than 40 % of the land

plot area the construction coefficient is calculated using the following formula: 2 —
1_01(Construction percent - 35).

The location coefficient C,is calculated on the basis of a table showing eight categories
of locations (zones I to VIII) and a further five categories of land use within the cities of
Plovdiv, Stara Zagora, Bourgas, Varna and Sofia. Each category, including the five cities,
is divided into four different zones. In this way, the location coefficient may vary from
93.6 for zone 1 in Sofia, to 0.00 for zone 4 in Category VIII.

The value of the improvements (V1) represents a parameter reflecting the improvements
which do not comprise the buildings?®. Thus, the improvements on land to be taken into
account are given the following values:

e permanent pavements — BGN 35 per square metre,

o fences made out of bricks or concrete -8 BGN per square metre,

e sport yards, i.e. sport fields and stadia —15 BGN per square metre,

% The zones are determined centrally in the Spatial Planning Act.
% According to the Art. 18 from the Appendix No. 2 to the LTFA.
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e swimming pools —23 BGN per cubic metre, and
e parking places —15 BGN per space.

1.3.3  Tax value assessment of commercial and residential buildings

The tax value assessment of commercial and residential buildings / constructions,
including houses, apartments, house floors?’, garages, and stores is calculated by using a
similar but longer formula than the one used to determine the tax value assessment of
land plots. Thus, their tax value assessment?® is calculated using the general formula:

TVA = BTV x C; X Ci X Cep X Ch X Co X constructed area

where:
e TVA s the total amount of the tax value assessment in BGN;
e BTV isthe basic tax value per square metre. in BGN;
e Cirepresents the location coefficient
e Cirepresents the infrastructure coefficient;
o Cchrepresents the characteristics coefficient;
e Cjrepresents the height coefficient; and
o C,represents the obsolescence coefficient.

(1) BTV
The most important parameter in the formula is the basic tax value (BTV) calculated in
BGN per square meter of constructed accommaodation, as shown in the Table 9.2 below:

Table 9.2:  Calculation of the BTV of buildings / constructions

Construction type Apartments Houses Non-residential
premises

Ramshackle construction 4.40 3.70 4.80

Not-fully solid construction 7.50 6.40 8.20

Solid construction without iron 11.00 9.40 12.10

and concrete elements

Precast concrete slabs construction |14.00 12.00 15.40

Solid, bricks wall construction 17.00 14.50 18.70

Source: Art. 5(3), Table 2, Appendix 2, LTFA.

Two-storey flats and studios have the same basic tax value as apartments. The BTV of
garages is calculated with a 20% discount from the figures above, as they are considered
to be ancillary properties.

2 Floors of houses are considered to be separate property units where they could serve as an independent unit
for their intended use. This is the case where the floor has its own entrance and all other facilities, allowing its
independent use from other parts of the house.

2 Art. 4 from the Appendix No. 2 to the LTFA.
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(2) The location coefficient Ci
The location coefficient C; is the same as the one applicable to the calculation of the TVA
of land plots described in 0 above.

There are, however, two additional parameters, being the availability of central heating
and a telecommunication system, which should be incorporated within the infrastructure
coefficient C;j used for evaluation of the land plots. Hence, the formula used for
determining the infrastructural coefficient of a building or construction is:
Ci=1+A+B+C+D+E+F.

The exact numbers are presented in Table 9.3 below.

Table 9.3:  Calculation of the infrastructure coefficient used for determining TVA of
constructions

Infrastructural element Existing within the Not existing within Not existing within the
construction construction construction but
available in the quarter

\Water supply (A) 0.00 -0.05 -0.03

Sewerage (B) 0.00 -0.05 -0.03

Electric supply (C) 0.00 -0.07 -0.05

Central heating system (D)  |+0.06 0.00 0.00
Telecommunication system (0.00 -0.02 -0.02

(telephone) (E)

Street network (F) 0.00 -0.08 -0.08

Source: Art, 7, Table 5, Appendix 2, LTFA.

(3) The Characteristics coefficient Ccn

Cen represents the characteristics coefficient, and reflects the individual location of the
property within a building, (e.g. on first or top floor), as well as its current state and the
existence of any improvements made to the property. It is calculated according to the
formula:

Ceh =1+ C1 + Co+C3

where: C; represents the correction.
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Table 9.4: Corrections

Floor location Buildings without elevator Other buildings*
having 6 or more floors

Non-residential |Apartments Non-residential |Apartments
First floor +0.10 -0.05 +0.10 -0.05
Second to fifth -0.03 +0.10 0.00 +0.03
floor
Sixth and higher |-0.10 -0.03 -0.08 0.00
floor

*Including those with an elevator.
Source: Art, 8, Table 6, Appendix 2, LTFA.

If the property is located on the top floor of a building with two or more floors, the entire
characteristics coefficient is reduced by -0.05%°.

C.is a correction reflecting the condition of the real estate property and in general is equal
to 0. However, in cases where the physical condition of the property is very poor, because
there has been no refurbishment of the property over the last 20 years, the correction is
equal to -0.05. if the property has been damaged and not yet repaired, for example, if it
has been adversely affected by a natural disaster or similar event, the correction varies
from -0.10 to -0.60 according to the extent of the damage.
Cs is a correction representing the sum of the individual numbers of the different
improvements. From the tax point of view, these are considered to be the following
installations in the property:

e heating installation (0.04),
cooling installation (0.06),
luxury joinery (0.04),
energy-efficient isolation (0.03),
special roof coverings and roof isolation (0.03), and
decorative elements (0.02).

(4) The height coefficient Cn

The height coefficient Cy is applicable only to non-residential buildings with an industrial,
commercial or agricultural character. In principle, the coefficient is equal to 1 except with
respect to premises which are higher than four meters measured externally. In such a case,
the coefficient is calculated using the following equation

Ch = (Height (in meters) - 3)°%,
(5) The obsolescence coefficient Co

This obsolescence coefficient reflects the age of the building. C, is equal to 1 when the
assessment takes place within a period of five years after the completion of the

2 For buildings without an elevator.
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construction. However, with respect to constructions older than five years, the
obhsolescence coefficient is calculated using the following formula:

Co = [100 - (NY - 5) x AC,]/100

where NY is the number of the years after completion of the construction, and AC, is the
annual coefficient. The latter depends on the type of the construction and varies from 0.5
to 1.00.

(6) Constructed area

The amount of the constructed area is based on the entire area of the building located
within the external borders of its walls, i.e. the total sum of the area of all floors i.e. the
gross internal floor area (GIFA).

Due to their auxiliary character, the relevant construction area of basements and attics is
diminished by 30 % if those are part of residential properties, and by 60 % in cases where
they are part of non-residential buildings.

1.3.4  Tax value assessment of unfinished constructions

The tax value assessment of unfinished constructions is calculated as a percentage of the
tax value assessment assuming the completion of the project®. In cases where the
construction is substantially complete, the tax value amounts to 63% of the otherwise
completed assessment. In other cases, it amounts to 37% of the tax value assessment of
the unfinished construction, calculated on the basis of the completed project.

1.3.5 Tax value assessment of restricted property rights

i Tax value assessment of the right of construction
The tax value assessment of the right of construction before it is transformed into an
ownership right over the construction is calculated using the following formula:

TVA of CR = the area of the construction x 0.25 x BA x C3 x Cp x C¢

where BA is the basic tax amount reflecting the construction and the purpose of the
building; Carepresents the location coefficient; Ch is the infrastructure coefficient of land
plots within the designated areas of cities and villages; and Cis a coefficient reflecting
the number of the years for which the construction right has been established. The latter
is equal to 1 - 1.05™ where n is the number of the years for which the restricted property
right has been established.

30 Art, 12, Second Appendix LTFA.
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ii  Tax value assessment of the right of use of real estate property

The tax value assessment of the right of use over real estate property is equal to the tax
value assessment of the land (or the respective part of it) over which the restricted
property right has been established, multiplied by a coefficient (Cy) reflecting the period
in years for which it has been established, i.e. itis equal to 1 - 1.05™ where n is the number
of the years for which the right of use has been established. Thus:

TVA of RU® = the area over which the right is established x C,

This coefficient C, cannot exceed 0.9. If the right of use is established for indefinite period
of time, the coefficient is formed by subtracting the age of the holder of the right of use
from 70. If the holder is older than 70, the coefficient is 5.

It is important to mention that if real estate has been encumbered by a right of use, the tax
value assessment is diminished by the tax value of the right of use established over the
real estate. Therefore the liability of the owner is diminished pursuant to the liability of
the person holding or using the property.

1.4 Administration and enforcement
1.4.1 Tax payers

As mentioned above, persons liable to pay the real property tax are the owners of the
properties subject to taxation, regardless of whether the property is used during the
respective tax period or not. In the event of co-ownership, each of the co-owners is
obliged to pay their part of the tax in proportion to their share in the property.

There are several exceptions from this general principle. A major exception occurs where
there are privately-owned buildings constructed on land plots which is in municipal or
state ownership. In such cases, each owner of each building is also obliged to pay the tax
due for the plot on which the building is located or its respective part if the real estate is
merely co-owned by a municipality or the state. In such instances, the state is not liable
to real estate tax over such properties.

Another exemption is the situation in which a concession over public property is
established, in which case the taxpayer becomes the person obliged under the concession
and not the owner of the real estate. That would be the case when state properties of
certain economic value are provided for exploitation to private parties. In such cases that
state, as the owner, is not liable.

31 Right to use, Art. 57, Ownership act.



REAL PROPERTY TAXES AND PROPERTY MARKETS IN CEE COUNTRIES AND CENTRAL ASIA | 313
D. Stoimenov, D. Stoycheva & N. Panayotov: Propert Tax Values in Bulgaria

1.4.2  Tax declaration principle

As a basic principle, the registration of taxable real estate properties results from the
completion and submission of a tax declaration following the acquisition of property
ownership, or restricted property rights, (being a construction right or a right to use the

property).

Every owner or holder of a restricted property right is required to submit such a tax
declaration within two months following the acquisition of the property or the restricted
property right. The acquisition date is also the issuing date of the notary deed by the notary
public.

The same period of declaration applies in the case of a change in the circumstances
relevant for the determination of the tax value. The liable person has a general
responsibility to declare any such changes circumstances in due time.

The tax declaration should be submitted to the local tax department at the relevant
municipality where the property is located.

If the property right is acquired as part of an inheritance, the period for declaration is six
months from the death of the legator.

If more than one person inherits the property or the restricted property right, the
submission of a tax declaration by any one of them releases all the others from the
responsibility to make such a declaration of acquisition.

To any tax declaration, the applicant has to attach documents certifying the acquisition of
the property right, e.g. notary deed or any other official document. The local tax officer
may also request relevant documents and information from other authorities or public
bodies. These bodies are required to deliver the requested information or documents and
must respond within seven days from the date of receiving the request.

As stated above, the valuation for the purposes of the real estate tax is based on the annual
tax assessment made by the respective municipal tax authority. Should there be any
change concerning the tax assessment, the additional tax due after the adjustment of the
tax value is payable from the month following the month in which the change has been
reflected within the tax register by the local tax officer.

After submission of the tax declaration, the local tax officer is obliged to review it
together with all information and documents related to it. After assessing the tax value of
the property, the local tax office is required to notify the person(s) liable to pay the tax
regardless of the fact that it was the actual taxpayer who submitted the tax declaration or
whether this has been done by another person, (such as a co-owner or co-beneficiary).
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Administrative sanctions (fines) can be imposed on persons, who fail to submit the
required tax declaration in time, who fail to declare a change in relevant circumstances,
or who have declared changing circumstances incorrectly. With respect to natural
persons, the amount of the fine could be between 10 BGN and 400 BGN. Much more
severe are the sanctions applied to legal persons or sole traders, which could involve a
fine of between 500 BGN and 3,000 BGN.

1.4.3  General information about the collection of Real Property Tax

According to data recently published,®? the collection of the Real Property Tax achieves
one of the highest collection rates within the local tax revenue, and amounts to 78-80%
of duties paid within eighteen months of the date due.

Moreover, despite the lack of official statistics, it is clear that real property tax collection
is highly efficient because the administrative costs relating to the collection of the Real
Property Tax are not very high.

1.4.4 Determining, securing and collecting duties arising from Real Property Tax

Local tax officers have the same rights as the officers of the Bulgaria tax administration®3,

(the National Revenue Agency), to determine, secure and collect payments arising from
Real Property Tax obligations. This means that local taxes are collected by the same
means as those provided by the Tax and Social Security Procedural Code.

All local tax officers are civil servants of their respective municipality who are selected
and appointed by virtue of a written order issued by the Mayor® of the municipality.

Unlike the state tax officers, the local tax officers are entitled not only to determine tax
obligations for local taxes, but also to carry out temporary enforcement measures over
assets of the tax payers, e.g. to seize bank accounts. Thus, in respect of the initial
temporary payment legislation, the local tax officers act as public enforcement officers.

However, the actual collection of revenue for local taxes must demanded by public or
court enforcement officers, who are the only ones authorized to execute measures over
properties and other assets owned by private individuals.

Taxpayers have the right of appeal against the tax assessment of the real property
determined by the local tax officers to the mayor of the municipality. As a result of such

%2 Cited according to the material recently published on www.imoti.net, 13. 3. 2015.

3 Art. 4 (1) of the LTFA.

3 Tax and social security procedural code (Janvuno-ocuzypumenen npoyecyanen xodexc), enacted by SJ No.
105/29. 12. 2005, last amended through SJ No. 92/ 17. 11. 2017.

% The mayor is the highest elected public officer of the municipality, charged with representing it as a legal
person — Local Self-Government and Local Administration Act.
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an appeal, the administrative organ, (i.e. the mayor) is authorized to postpone the payment
of local tax obligations up to an amount of 100,000 BGN per taxpayer per year. The
postponement of any local taxes in a higher amount can only result from a decision of the
respective municipal council.

If the appeal brought to the superior tax organ (i.e. the mayor of the municipality) is
rejected, the taxpayer can submit a judicial appeal to the competent administrative court
on grounds of the legality of the assessment.

Should the judicial appeal be rejected by the court of the first instance, the interested party
may submit a final appeal before the Supreme Administrative Court of the Republic of
Bulgaria.

1.5 Revenue importance and revenue performance

There are no aggregated data published by the National Institute of Statistics on how the
importance of the revenue from the property tax has changed over the last few years.

The Table below (Table 9.5) reflects the local tax revenues over the last two years of the
two biggest Bulgarian communities, the cities of Sofia and Plovdiv.%® In spite of the
absence of data covering the entire republic, a similar ratio between the different local
taxes is shown by the revenue published by other large Bulgarian cities.

Table 9.5:  Local tax revenues of the Municipality of Sofia for 2015 and 2016 in BGN

Year Real Inheritance Motor Acquisition Tourist Tax
Property Tax Vehicles Tax | tax
Tax

2015 approx. approx. approx. approx. approx.
92,900,00 41,700 72,000,000 74,800,000 1,450,000

2016 approx. approx. approx. approx. approx.
94,500,000 42,500 72,000,000 75,500,000 1,450,000

1 EUR is exchanged for 1,95583 BNG.

% The data are published within the draft annual budgets of both municipalities on their websites at:
www.sofia.bg and www.plovdiv.bg and have been summarized by the author in the above tables.
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Table 9.6:  Local tax revenues of the Municipality of Plovdiv for 2015 and 2016 in

BGN
Year Real Inheritance Motor Acquisition Tourist
Property Tax Vehicles Tax | tax Tax
Tax
2015 18,274,344 7,084 15,114,814 12,880,804 337,900
2016 21,370,000 6,077 15,985,879 15,336,277 340,938

1 EUR is exchanged for 1,95583 BNG.

As the above Tables show that the real property tax forms the largest single tax revenue
source for the municipal budgets, in comparison to other local taxes. However, overall of
similar importance in terms of revenue is the local sales tax payable as a result of the
acquisition of assets, as well as the motor vehicles tax®’.

So far the trends of the last two years within the Municipality of Sofia has shown a slight
increase in revenue performance. This is due to the reorganization of the city's tax
collection system, during 2014 - 15, which affected all local taxes, including the real
property tax.

In comparison, the statistics in Plovdiv (as well as those in other cities in Bulgaria) show
a decrease of the efficiency of the tax collection, despite the enforcement measures
undertaken by the local tax offices. This could also be attributed to the fact that often in
large cities in Bulgaria, the tax value assessment is significantly lower than its market
value. The above, as well as potential improvements in the collection mechanisms are the
basis of discussions for future reforms.

a. Possible future reforms of the Real Property Tax

After major statutory changes, which came into force in 2007 and which have enabled
each municipality in Bulgaria to determine the tax rate on an annual basis by up to 4% of
the tax value assessment, there is no doubt that any future reform concerning the real
property tax would focus on the mechanisms for the determination of the tax value of the
real estate.

The reason for that is the fact that the decisive factors in the formation of the tax value of
real estate properties is not based on any ad valorem principle. Given that, the result is
that the tax value assessment of all properties in the large Bulgarian cities is often less
than half of the market price.

37 See above, footnote 8.
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Low tax assessments influence not only the amount of tax collected but also the revenue
from the local tax®® collected on the transfer ownership of real estate property, because
the tax value assessment is also the basis for determination the tax due, for example. In
cases of gifts of real estate.

Despite that, as of April 2017, there is no stated intention to reform the real property tax
regime. Neither the Bulgarian Government nor the Association of the Municipalities have
expressed any plans for modernizing of the relevant legislation.

2 Evolution of Real Estate Markets
2.1 Property restitution

After the fall of the communist regime on 10 November 1989, one of the biggest
economic and legal reforms was the intention of the Bulgarian Parliament to return the
ownership of real estate to their former entitled parties, i.e. previous owners and their
heirs.

In order to achieve that goal, the Bulgarian Parliament adopted several statutes dealing
with different kind of properties, such as real estate within cities and villages, agricultural
lands and forests.%°

Initially, the real estate restitution in Bulgaria was based on the principle of the “real
return” of the properties which had been the subject of nationalization by the Bulgarian
state and Bulgarian municipalities from 1944 to 1989. Thus, the land plots together with
the structures built on them were to be returned according to the former boundaries which
existed on the real estate maps pre-1944.

However, if for some reason, there was no possibility to return the properties to their
former owners, the restitution legislation provided for the former owners, and their heirs,
to be compensated with other properties equivalent in value, size, location and purpose.*

Different statutes provided different outcomes with regard to the rights of third persons
who had acquired real estate rights, depending on the nature of restitution and the kind of

% Ibid.

3 The main applicable statues are The Act on the Ownership and Use of Agricultural Lands (3axon 3a
cobemeenocmma u noazeéanemo na semedenckume semu), published in SJ No. 17/01. 3. 1999, last amended by
SJ 58/ 18.07.2017 ; The Act on Property Restitution of Forests and Lands from the Forestry Fund (3axon 3a
6b3CMAHOBI6AREMO HA COOCMBEHOCMMA 8bPXY 20pu U 3emu om 2opckusi ponod), published in SJ No. 110/ 25.
11. 1997, last amended through SJ No. 90/09. 10. 2009; The Act on the Restitution of Ownership over
Nationalized Real Estate Properties (3axor 3a e6wscmanosssane cobcmeenocmma 6vpxy 00bpIHCABEHU
neosuscumu umomu), published in SJ No. 15/21. 2. 1992, last amended through SJ No. 53/30. 6. 2006 etc.

40 A detailed analysis is to be found in Bobatinov, M., Vlahov, K. Veshtno pravo. Praktischeski problem. Sofia,
2007. P. 183 subs.
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property involved. However, acquisition in good faith was a sufficient defence against a
claim from persons entitled to restitution.

The different treatment of these cases as well as the fact that restitution in Bulgaria has
been performed by administrative bodies, (e.g. Restitution Commissions established for
that purposes in respect of agricultural lands and forests, and the municipal administration
in respect of town properties), has led to some hundreds of thousands of court proceedings
and the process has lasted more than 15 years, having begun within the period of 1993
and 2005.

Despite that, the restitution process of Bulgaria has contributed significantly to the
increase of the number of properties owned by private individuals and hence has
supported the growth of the real estate market in Bulgaria since the mid 1990s.

2.2 Privatisation

The privatisation process in Bulgaria started in 1992 with the adoption of the first
statutory instrument aiming at the decentralization of the former centralized planned
economy and towards the goal of a modern market economy, being the Act on the
Restructuring and Privatisation of State and Municipal Enterprises*, by virtue of which
the Bulgarian Privatization Agency was created.

The Privatization Agency has organized and undertaken the entire process of
privatisation, involving the transfer of individual assets of publicly-owned enterprises and
the transfer of shares or stocks to private natural and legal persons. Larger state-owned
enterprises were sold in this period following a procedure led jointly by the Privatization
Agency and the ministry to which the privatized enterprise belonged.

Bulgaria started this reform in an extremely difficult climate, from the industrial and
financial points of view. On the agenda were three parallel tasks, which were hard to
combine with each other. These were:
e to restructure the old central planned economy;
e to try to keep the industrial and other production output at a certain level; and
e to bring revenue to the state budget from the sale of the huge assets owned by the
Bulgarian state and its municipalities.*?

The receipt of revenue was achieved relatively rapidly, as only 15 % of the number of
publicly-owned property had to pass into private hands. Another reason for this smooth
transition was the fact that most of the municipal real estate consisted of shops, and small-
or medium-sized enterprises. Even if the municipalities were not able to sell such

“ The Act on the Restructuring and Privatisation of State and Municipal Enterprises (3axon 3a npeobpasysane
u npusamuszayus Ha Ovpacashu u obuuncku npeonpusamust), published in SJ No. 38/ 8. 5. 1992, repealed
through SJ. 28/19. 3. 2002.

“2 Similar conclusions are to be found in Atanassov, B. Privatisation and Corporate Governance in a Transition
Economy: The Case of Bulgaria. Delaware, 2003. P. 13 subs.
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properties at market prices, because they were not attractive to those seeking to acquire
privatized properties at lower prices, such properties were not difficult to maintain and,
in most of the cases, they could be and were rented by private individuals. In this way,
they provides a significant increase to the municipalities' revenue.

Between 1991 and 1993, more than 25% from the number of the Bulgarian state-owned
enterprises, and only 7 % of those owned by municipalities, were subject to the
privatization procedure. About 230 state-owned and 431 municipality-owned enterprises
had been sold by the end of 1994, and further privatisation procedures have been started
with respect to other 1,500 state enterprises and 1,800 municipal enterprises.

In Bulgaria, three main stages in the process of privatisation can be distinguished. Each
was shaped by the conflicting resolutions of frequently changing governments and aimed
at achieving different political goals.

The first stage (1990-1993) is characterized by the relative low number of enterprises of
which the Bulgarian state was willing to be deprived.

As in other former socialist countries, great emphasis was placed on the so-called
commercialization of state-owned enterprises. This did not involve the actual transfer of
state property into private hands, but rather the transformation of state-owned enterprises
into independent commercial entities, being mainly limited liability companies or joint-
stock companies, as well as the establishment of subsidiaries of such companies. The
goals of transferring properties to what were considered to be a more suitable
management structure, which were greater operational efficiency and the application of
modern methods of production, were not achieved.

The second stage (1993-1995) represented an attempt at privatization in which the
employees and the management of certain state-owned or municipal enterprises were
entitled to acquire shares or stocks in the company, and as a result of which, such
enterprises would pass into private hands.

However, after the failure of both models, Bulgaria sought to implement a third model
based on the principle of mass privatization, in which every Bulgarian citizen could
participate.

In 1996, the legal regulations for mass privatisation were introduced and a privatization
fund was established. In the meantime, the process had evolved a fourth stage, during
which a strategy of privatization was formulated under the supervision of a monetary
council, and following various agreements with the IMF and the World Bank being
adhered to.

However, the third attempt has also failed dramatically. The expectation that a large part
of the state property would be privatized within a short period of time in Bulgaria has not
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been met, for a number of reasons. The first one is related to the weak private sector,
which was not able to serve as the engine of the reform. It also reflects the fact that
ordinary people in Bulgaria had not been used to investing, especially having had no
experience of a capital market or tax incentives for the last 60 years. About one-fourth of
Bulgaria's state-owned enterprises (1,040) were partially privatized through the
programme by June 1997.

However, the major disaster for the country came, not from the failed mass privatisation
programme but with the privatisations undertaken after 1997. By this time, many of the
biggest state-owned enterprises had been purchased by foreign investors with no
Bulgarian credentials, and these have failed to fulfil the obligations related to the
privatization, such as to invest in the enterprise over a minimum of five years after the
acquisition of the shares, and to retain a part of the workforce in those enterprises.

For example, there were serious concerns in the case of the privatisation of the Bulgarian
airline “Balkan” in 1999,*® which was sold at what was clearly below the market value of
its assets. This company was declared bankrupt in 2003, only few years after the purchase
and the sale of the assets, including many airplanes, by the new private owner to third
persons.

Currently, the Bulgarian Government plans to restart privatisation in sectors in which
there are still certain production monopolies, such as in the defence industry. This is
certainly a consequence of the fact that Bulgaria has no longer any big industrial
enterprises which could be highly sensitive from a security perspective, such as the
industrial weapon and military equipment production sector. The goal is also to preserve
the personnel and the structure of the Privatization Agency, which has been running at a
financial loss over the last few years.

2.3 Nature of the property market

The residential property market in Bulgaria has shown substantial growth from the
beginning of 2005 until the end of 2009. Growth stalled in part because of the substantial
influence of the worldwide financial crisis over the Bulgarian economy and its entire
construction sector. As an example, the post-2009 real estate market has only reached
80% of the prices that it achieved pre-2009 and have been continuously in decline since.
According to recently published information*, in 2016 the real estate market has grown
to 66% of the top level achieved in 2009, meaning that although it is still recovering, it is
steadily restoring itself to pre-crisis levels.

43 http://www.temanews.com/index.php?p=tema&iid=168&aid=4412, 13. 3. 2015.
44

http://www.capital.bg/biznes/imoti/2017/01/30/2909013_sdelkite_s_imoti_rastat_v_sofiia_i_golemite_gradov
el.
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Another possible explanation for the increase in market demand is the substantial
reduction of mortgage interest rates to their lowest level from 2007, reaching an average
of 4.69 % per year.*

The most developed housing markets in the country (in Sofia, Varna, Burgas and Plovdiv)
have registered the greatest rates of growth over the past two years.

The largest cities in the country, such as Sofia, and Plovdiv, have seen the biggest
increases in home prices. Foreign buyers, most of whom are seeking vacation apartments
or houses, tend to be attracted to the Black Sea coast, in particular the cities of Varna and
Burgas, followed by ski resorts such as Pamporovo and Borovets.

The capital of Bulgaria, Sofia, is the most preferred location for foreign and local buyers.
The average price of homes in Sofia in the second quarter of 2016 was 960 EUR per
square metre, compared to 835 EUR for the same period in 2015. In Varna, the average
price has risen to 900 EUR per square metre®®,

Table 9.7: Prices of apartments per square metre in Bulgaria in BGN according to
the official statistics published by National Statistical Institute (NSI)
from 2005 to 2014 (no newer official statistics are available)

Regional | 05 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
centres
Total 738.04| 846.52|1,091.24|1,363.48/1,072.22| 963.86| 905.39| 881.38 865.68| 869.75

Blagoevgrad| 757.67| 797.88|1,038.67|1,257.08| 915.72| 849.30| 780.16| 787.57| 764.18| 747.12
Bourgas 1,126.54(1,227.04{1,442.08|1,722.88[1,472.63| 1,196.34]1,169.93|1,146.57| 1,118.38|1,137.29

Varna 1,198.08]1,316.00[1,762.63(2,116.88]1,816.33 1,,579.03] 1487.79]1,429.69] 1,390.33|1,377.00
\T/:r':;?/o 70156 811.08| 968.92|1235.35| 830.80 817.82| 729.57| 713.47| 713.67| 728.46
Vidin 356.75| 587.58] 802.28] 897.09] 659.97] 657.09 579.56] 553.55 54500 512.51
Vratsa 464.75] 637.83] 825.13[1,013.54] 824.46] 666.81] 628.13] 582.45] 542.72] 51651
Gabrovo 485.71] 620.88] 771.92] 863.21] 768.17| 643.70] 532.53] 533.35 532.36] 514.77
Kardzali 622.98| 628.75| 727.88| 835.04| 666.18] 683.33] 687.50] 676.15 655.04] 650.14
Kyustendil | 36542 459.21] 601.58 743.04] 565.99] 566.79] 564.91] 54440 51453 484.12
Lovech 365.76] 540.01] 646.13] 876.47] 718.22] 671.78] 621.38] 587.18] 568.04] 55841

Montana 479.89| 641.25 778.67| 919.71| 817.62| 741.57| 679.15] 597.12| 572.58| 558.53
Pazardjik 460.29| 588.42| 720.63| 866.42| 706.52| 648.58| 656.16] 660.16] 619.96] 611.04

Pernik 532.29] 656.00] 918.21]1145.00] 890.75| 804.33] 703.18| 653.02] 619.27| 594.26
Pleven 738.67| 769.50( 1004.46| 1323.39| 990.30| 838.34] 808.64| 793.53| 788.83] 772.81
Plovdiv 862.88| 940.29| 1143.17] 1521.08| 1149.10] 1036.39] 971.85] 935.50] 927.13| 951.71
Razgrad 431.63| 558.21| 744.17| 938.75] 882.88| 734.20] 664.36] 656.98] 650.14] 651.00
Rousse 727.00] 895.67| 1262.00{ 1652.42| 1041.95] 892.79] 865.35 873.05| 882.17| 887.09
Silistra 406.53| 461.67) 640.29] 740.15| 649.48| 683.21| 662.47| 641.51] 625.67| 629.99
Sliven 618.21| 670.21] 822.17/1018.63| 885.25| 759.70] 719.03| 659.76] 613.53] 589.39

“ http://www.standartnews.com/biznes-finansi/lihvite_padat_i_prez_2017_g-347119.html .
4 Although Bulgaria still has its own currency most of the real estate listings and transactions are made and
executed in EUR.
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;ﬁ'fega' 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
Smolyan 507.77] 712.20] 839.52] 994.98] 819.76] 764.05 713.92] 669.45 653.88] 634.94
Sofia City |1,222.38|1,341.79|1,813.17|2,329.88|1,737.63| 1,568.81|1,468.10|1,452.64] 1,439.79]1,481.06
Sofia Region| 387.13] 411.71] 488.14] 721.67| 619.75] 715.72] 721.76] 699.44] 69245 678.42
Stara Zagora| 775.63] 914.58|1,144.751,415.33[1,025.67] 898.81] 888.14] 884.61 870.46] 892.99
Dobrich 485,58 589.38] 743.75] 913.83] 848.48] 786.68] 705.83] 671.14] 654.54] 641.69
Targovishte | 488.87] 586.01] 845.46] 894.22] 68654 673.01] 635.84] 652.17] 65348 654.60
Haskovo 593.25| 740.63| 922.71/1055.63] 900.46] 888.35] 848.34] 81057 780.53] 760.64

Shumen 579.67| 675.96] 819.46/1,005.08] 918.11] 803.85| 683.01] 687.52] 685.78] 704.75
Yambol 51358 591.21| 683.47| 881.49] 768.68] 712.17] 669.10] 623.09] 609.87| 598.54
3 Property Data - Property Register and Cadastre

In 2001 a registration reform took place in Bulgaria. Real estate books began to be kept
based on the principle of the real registration of property, according to which a separate
dossier of each parcel of real estate was created. The reform was achieved by the adoption
the Cadastre and Property Register Act*’ in 2000, following the German proprietary
approach.

Until then, every registration concerning the acquisition, change or loss of a property right
was registered under the person-based system established in Bulgarian civil law, i.e. it
had to be reflected within the files of the persons who are to be regarded as owners or
holders of restricted property rights, and not within a land-based system.*8

However, after the major reform of the property registration regime in 2001, Bulgaria has
started the procedure of developing and adopting cadastre maps under the authority of the
National Office for Geodesy, Cartography and Cadastre for the entire territory of the
Republic. This process is still ongoing.

According to the provisions of the relevant legislation*, the cadastre is a register
including the following real estate data:

e information about the ownership over real estate properties and their boundaries, i.e.
land plots or constructions, including buildings and/or other structures on the
property;

e information regarding any other property rights which have been established with
respect to those properties;

e data about the state borders, and the borders of the administrative entities; as well as

¢ information about any restrictions established with respect to the construction of real
estate.

47 Cadastre and Property Register Act (3axon 3a kadacmvpa u umomnus pezucmwp), published in SJ No. 34/
25. 4. 2000, effective from 1. 1. 2001, last amendment through SJ No. 57/22. 7. 2016.

48 Stavrou, S. Vaprosi na bulgarskoto veshtno pravo. Sofia, 2010. P. 48.

9 Being the Cadastre and Property Register Act.
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Given this function of the cadastre in Bulgaria, the current legal regime provides that
there should be a permanent connection between the Property Register and the Cadastre,
which is no longer administrated by the respective regional courts, but by administrative
officers at the Bulgarian Registration Agency.

Within the Property Register are registered all acts and deeds, which entitle persons to
acquire or dispose of a property right, all deeds establishing a mortgage, a special pledge
or a seizure over real estate property as well as all acts, which have to be registered
following statutory provisions, such as claims, and the initiation of court proceedings
affecting a certain property right.

Registration within the Property Register in Bulgaria has in principal only a declarative
effect, i.e. the person acquiring the property right becomes its owner not by way of the
registration of the respective deed or act, but with its separate legal implementation (in
most of the cases such transactions are concluded before a notary public acting within
one of 113 district courts in Bulgaria).

The only exception of this principle is the rule in Art. 113 of the Ownership Act®°, which
states that if a subsequent® buyer of real estate property registers first his notary deed
within the Property Register, this individual acquires ownership irrespectively of the fact
that first buyer should have acquired ownership as a result of the signing of his notary
deed, and the fact that the seller was no more entitled to transfer ownership to the second
buyer after having transferred it to the first one. Therefore, although the registration of
the transfer is not an element of its effect, it is possible for a property to be "sold" twice
if the first purchaser is slow in registering ownership in the Property Register. This rule
is enacted both as means to protect third parties based on the presumption for accuracy of
the public Register and as a repercussion for failure to undertake the registration of the
transaction.

In the light of the above, the Property Register plays a very important function in giving
clear information regarding who should be treated as a person acting in good faith in
relation to a real estate property purchase. For example, a buyer of a land plot would
become the owner of a newly acquired property if that ownership is registered prior to
the registration of a claim submitted against the original seller of the property by the
original transferor.

Both the Cadastre and the Property Register can be accessed online through the website:
www.icadstre.bg after registration by the inquirer, and by the payment of the required
state fees in order to be able to consult both registers.

50 Ownership Act (3axon 3a co6cmsenocmma), published in SJ No. 92/16. 11. 1951, last amended through SJ
107/24.12.2014.
51 Acquiring the property later than the first one.
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Conclusion

The role of the property tax in Bulgaria is important but not decisive for the budgets of
the municipalities.

Since every municipality is empowered by law to determine annually the tax rate within
arange from 0.1% to 4.5% of the tax value of the respective land plot, every municipality
has the necessary legislative tools to increase or decrease the amount of the tax payable
within its territory.

However, the real property tax represents an important factor for the development of the
real estate market. The reason for that is that many municipalities prefer to have a
dynamic property market which results in an increase in the yield from of the acquisition
tax, than to increase the rate of the real property tax.

The collection of the real estate tax is facilitated by the broad powers which local
municipal tax officers have in order to administer its collection.

The main problem seems to be the absence of a link between the market price of real
estate and the tax value which is assessed not assessed on an ad valorem bases, but
currently on formulae reliant on numerous criteria, including the location and the
infrastructure available to the property.

Despite this fact, there are no clear indications of the direction of potential reforms, which
could result in a much more important role to the Real Property Tax in the future.
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Introduction

The Republic of Slovenia identified a need to change its system of property taxation over
20 years ago; however the reform has still not been put in place. The current system of
property taxation remains as it had been established in the times of socialism, including
limited private rights to property. The Tax on Property, which is kind of luxury recurrent
tax on buildings and parts of buildings owned by private persons and so called Charge for
the Use of the Building Lands, which is actually a recurrent tax on undeveloped building
land and on buildings, have many legal, operational and constitutional issues and are
retained only to ensure the continued source of local finance until the reformed property
tax is put in place. Therefore, the economic, spatial and social effect of the current
property taxation system is not as it would be if the tax base was market value.

Slovenia has had an old and well managed land book for many years and also a land
cadastre (from Austro-Hungarian times) but did not have the building cadastre (with the
identification and physical description of real estates). This was established in 2006.

In 2002, Slovenia reformed the legal basis regarding property rights, introduced rules for
the registration of property, and established the rules for a mass valuation system both in
2006. Generalized market values have been publicly available for every property in
Slovenia since 2012. The Real Property Tax Act was introduced in 2013, but because of
some aspects of its content, that have been ruled as unconstitutional, this Act was repealed
by the Constitutional Court of Slovenia even before the first tax assessment was made.
The Real Property Mass Valuation Act was for the same reason declared unconstitutional
if used for real property taxation. With this decision Constitutional Court reverted to the
use of the previous property tax system and limited mass valuation to non-tax use. But
the reform must continue/start again in real time since the current situation in property
taxation from both the formal (risk of constitutional disputes) and material (risk of losing
the revenue source) points of view present huge problems for the financing of local
government.

1 Property Tax
1.1 History

In Slovenia, a kind of real estate tax was in use in Roman times when special taxes on
land within city walls were collected. The revenue was used to assure the taxpayers of the
protection of the city. At the same time, inheritance and transfer taxes were also levied.
In the Middle Ages there was no similar tax system in use, although all peasants had to
pay one tenth of their produce to their landlord. Later, from the ninth century on, the
primary tax source was a transfer tax on goods.

Originally property taxation was based on the Austro-Hungarian system, which included
a cadastral system as a system of parcel data, and since 1871, a fully developed land book
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as a register of real estate rights. Under the Austro-Hungarian monarchy, part of which
included the territory of today’s Slovenia, cadastres were used also for the levying of
income tax, which was based on the potential revenues from the agricultural production
of the land. A similar system was in use until the First World War; however the real
modernization of the system was introduced after the Second World War.

Local self-management in this region has a long tradition, having been started with
medieval independent cities and developed with the establishment of the first
communities in 1848, after the March revolution. Therefore, the development of the
political system at the local level went hand in hand with the process of decentralization.
Local communities were the centre of local affairs but also the units of the state
administration. During the Second World War local management was led by so called
“national liberation committees”. After the Second World War, during the time of
Yugoslavia, a part of which was Slovenia, the first main entities to be established at the
local level were the People’s Committees. These units did not have much political power
and mainly acted as an agency of the State. In 1955, there was a reorganization with the
intention of strengthening local communities. A communal system was introduced and
instead of the huge number of (more than 3.800) People’s Committees, 561 municipalities
were established. In 1974 local communities became self-managing political units based
on the public rights to property. In Yugoslavia after the Second World War a more
modern tax system developed and real estate taxes were introduced as local taxes.
Gradually two different systems were introduced in the 1980s, a Tax on Property and a
Charge for the Use of Building Land, and both systems still exist today.

Slovenia declared its independency on 25 June 1991. The country has a two tier
government system, comprising a central government and local municipalities. The
Constitution of the Republic of Slovenia allows also for the setting up of a third tier at
regional level, but so far this has not been put in place. With the development of the
political system towards a democratic market economy, Slovenia has introduced some
important political, structural and legal changes.

Following the establishment of basic rights of their citizens for active participation in the
creation of the decisions concerning the administration of public affairs in their locality,
a new self-government system at the local level was introduced. Municipalities were
established as new entities based on a new distribution of competence between the State
and local level and new system of financing, which assures the units of local government
the right to their own sources of income, the right to financial compensation for executing
State tasks at the local level. Also established is the right to solidarity toward less
propulsive municipalities, which results in an instrument for redistribution of part of the
State budget (financial compensation), which is transferred to local communities (54 %
of income tax) from richer local communities to communities whose revenue from that
source does not cover “appropriate consumption”, as calculated by the State annually. In
1991, Slovenia was divided in 60 municipalities.
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In December 1991, a Constitution of the Republic of Slovenia® was solemnly declared in
the Republic's Parliament. On 29 March 2004, Slovenia became a member of North
Atlantic Treaty Organisation (NATO) and on 1 May the same year a member of the
European Community (EC/EU). As of 1st of January 2007 Slovenia adopted the common
European currency - euro and, on 21 July 2010, became a full member of Organisation
for Economic Co-operation and Development (OECD).

The new foundations and legal grounds for the operation of municipalities were
introduced in 1993, based on the Local Government Act, the Act on the Establishment of
Municipalities and the Determination of their Territorial Boundaries, which established
municipalities as self-governing local communities. Municipalities must be capable of
satisfying the needs and interests of their inhabitants and of performing other tasks in
accordance with these and other statutes. Within the framework of the constitution and
laws, municipalities autonomously arrange and perform their affairs and execute tasks
transferred to them by statute. Local communities are entities of public law with the right
to possess, acquire and dispose of all types of property. As a result of move towards
decentralization, larger local communities started to divide into smaller units. In 1995 the
number of municipalities rose to 174 and today there are 212 municipalities of which 11
have urban status. On average they have 10,000 inhabitants, however, half of them have
less than 5,000 inhabitants and some only few hundred inhabitants.

The historical development gave the base for essential socioeconomic changes, which are
reflected also in the tax system. The system for the collection of contributions through
the self-managing interests of communities was abolished and a uniform tax system was
introduced (taxes on income and on the transfer of goods). One of the segments that did
not benefit from any changes is the property tax. Slovenia inherited its current tax system
from the former Yugoslavia and, as a result of the changes in the economic system,
progress in democracy, the rule of law and the progress in the autonomy of local
communities, the system desperately needs reform to achieve more transparency, fairness
and efficiency.

1.2 Position of property tax

The responsibilities of the self-governing local communities is defined in the
Constitution of the Republic of Slovenia, which states that the State may transfer to
municipalities the responsibility for specific duties otherwise within the State competence
if it also provides the appropriate financial resources.

Originally, such tasks were those which the municipalities control independently and
which only affect the residents of the municipality, such as the management of municipal
property, investment activities, the planning of spatial development, providing the public

1 Official gazette of Republic of Slovenia, No. 33/91-I.
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services of the management of building land, the creation of the regulation governing
housing construction, ensuring an increase in the social rented housing fund, the provision
of primary schooling, the provision of water, electricity and other communal services
including fire safety, environmental protection activities, and the assistance and rescue in
the event of natural and other disasters.

Transferred tasks are allocated between the local and national levels as determined by
individual sectoral laws. Laws governing relevant responsibilities define the specific
tasks the implementation of which is within the competence of either the municipalities
or the State, particularly in the areas of the management of public suburban transport, the
implementation of tasks in relation to environmental encroachment, the construction of
structures, a public networks of gymnasiums, secondary and vocational schools, and
secondary public health care services.

The original tasks are financed from the revenues of local communities as laid down by
the Municipal Financing Act, and from financial settlements from the State budget; while
transferred tasks are funded by the transfer of funds from the State budget, based on the
costings of such programmes and services.

In consolidated the national public budget of Slovenia, all tax revenue represents about
85 % of total revenue. The main source (with almost 40 % of total tax revenue) are taxes
on transfer of goods and services (VAT and excise duties) and social security
contributions which provide nearly 40 % of the total tax revenue. Taxes on incomes and
profits represent around 18 %. Taxes on property raise only 1.85 % of the total tax revenue
of the State and contribute only 0.6 % to GDP.

In order to provide financial sufficiency and stability to municipalities, the Financing of
Municipalities Act? sets out three main sources of funding: the first being the original and
own revenue sources; second being designated State budget sources part of which is also
financial compensation (transfers) to the local communities in cases where the other
sources cannot cover their needs as set out by the law. In addition, the State budget
supports municipalities with investment transfers.

2 Official Gazette of Republic of Slovenia, No. 123/06, 57/08, 36/11, 14/15 — ZUUJFO.
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Table 10.1: Total revenue of municipalities in Euros

2000 2005 2010 2015

Tax Revenue
mﬁtsson i 379,196,308 576,701,512  1,137,193,059  1,024,977,061
Taxes on property 106,287,493 167,243,672 219,553,109 235,680,880
Taxes on goods and 39,862,464 81,072,915 61,737,092 47,601,728
services
Other taxes 94,867 23,775 1,195,412 50,545
Total Tax Revenue 525,441,132 825,041,875  1,419678,673  1,308,310,214
Non-tax Revenue
Enterpreneurial and
property income 49,285,169 93,846,069 148,496,215 203,705,573
Fees, sales, fines 11,255,245 16,146,688, 19,492,994 25,984,122
Other Non-tax revenue 61,509,865 88,080,310 124,551,287 86,658,515
[Pzl oz 122,050,278 198,073,067 292,540,495 316,348,211
Revenue
Capital Revenue 36,641,464 104,286,153 49,344,563 47,425,717
Grants 4,069,275 4,693,289 4,021,776 3,194,738
TS?Cfﬁ?crﬁ from EU 209,175,622 292,845,606 294,611,119 547,405,110

0 9,212,177, 46,022,275 351,538,724
budget
EU founds 0 0 1,354,364 3,691,993
Total Revenue 897,379,854 1424939989  2,180,402,953  2,262,375,985
[t [Evle s 2 o 58.5 % 57.9 %) 65.1 %) 58.8 %
total revenue

Source: Republic of Slovenia, Ministry of Finance, Bulletin of Government Finance (published
monthly, available at
http://www.mf.gov.si/si/delovna_podrocja/javne_finance/tekoca_gibanja_v_javnih_financah/bilte
n_javnih_financ/).

The total budget of municipalities (see Table 10.1) represents around 13 % of the
consolidated State budget, with nearly 65 % being tax revenue, and more than 80 % of
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that being personal income tax revenue allocated from the State to the local level. Property
taxes account for around 15 % of total tax revenue at the local level, this percentage being
rather constant in last few years. Transfers from the State budget comprise around 5 % of
the total local revenue. Transfers are mainly intended to support the investment needs of
public infrastructure such as schools, hospitals, and to support their operational costs if
local communities are not able to cover them in total.

For the provision of services for which municipalities are responsible by law, they are
entitled to a proportion of the personal income tax yield, which is originally a State budget
revenue source. The percentage is set by the law at 54 % of total personal income tax
revenue. Actual income from this source for specific municipalities depends on the
economic welfare experienced within the municipality, increasing with economic growth
and decreasing with a decline in employment. So, the amount of this source varies
according to the State's cost calculation.

Municipalities with revenue from a corresponding share of income that is lower than the
calculated corresponding costs are entitled to equalization funding, which is diverted from
the income tax revenue that exceeds the cost required by other municipalities. In addition,
they also receive additional equalization revenue from the State budget.

Municipalities are not entitled to revenues from the corporate income tax.

In the last few years, as a result of the economic crises. some important changes to the
financing of municipalities have been introduced. With different laws (such as the Fiscal
Balance Act, Implementation of the Republic of Slovenia Budget for 2013 and 2014 Act,
Act Regulating Measures Aimed at Fiscal Balance of Municipalities), the share of income
tax revenue redirected to municipalities, originally set at 54 %, has started to diminish.
The same has happened to the share of the financial support from the State budget for
investments. In addition, the criteria for allocating financial compensation to local
communities has sharpened. As a result, the transfers from the State budget have
constantly decline. The structure of the State transfers has also drastically changed, with
a decline in the level of direct transfers which prevailed in 2000 at 80 %, and an increase
in investment supporting transfers which currently already present more than 80 %. Strict
limitations for the level of indebtedness of municipalities were set and discussions on the
enforcement of financial self-sufficiency of municipalities strengthened. As a most
suitable "own" source of revenue for local authorities, a reformed real estate tax is under
discussion again.

Despite the constitutional changes in 1972, which gave the republics more fiscal
sovereignty, as part of the former Yugoslav Republic in 1991, Slovenia inherited a fiscal
and tax system, which was comparable with those among the former Yugoslav republics,
especially concerning the financing of local communities and property taxation.
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In the Slovenian tax system, units of real estate are the normal subject of taxation as a
source of income, as well as the subject of transfer, and as a property. After June 2008,
when a complete real estate register was established and the system of definitive
identification of each real estate was introduced, the data are often used also for tax
purposes, but this is not yet systematical nor is it obligatory.

After the secession from the former Yugoslavia, Slovenia largely reformed its income
and transfer taxes. A new system of personal income tax was introduced in 2005 and
upgraded in 2007 (Personal Income Tax Act®), with the main changes being the inclusion
within the tax ambit of the whole of the income of residents (regardless of where it
originates) and excluding from the integral income so called "passive revenues", which
are taxed independently. In addition to dividends, interests and similar income, passive
income also includes income from the renting of real estate and the capital gain made
from its disposal. The tax on rental income is based on the amount of rent paid*, reduced
by 10 % for normal costs incurred or by the actual costs. The tax rate is 25 %.

Capital gains tax is applied to the difference between selling price (contract price or
estimated market value), reduced by allowable costs, and the acquisition price (contract
price or estimated market value) which is increased for allowable costs. The tax rate
decreases according to the length of ownership.

Table 10.2: Tax Rates according to the length of ownership
period of possession/ownership (years) tax rate (%)
less than 5 25
from 5 to 10 15
from 10 to 15 10
from 15 to 20 S
over 20 exempt

Source: Article 132 Personal Income Tax Act.

8 Official Gazette of Republic of Slovenia, No. 54/04, 56/04 — popr., 62/04 — popr., 63/04 — popr., 80/04, 139/04,
17/05 — UPBL1, 53/05, 70/05 — UPB2, 115/05, 21/06 — UPB3, 47/06, 59/06 — UPB4 in 117/06 — ZDoh-2.
4 Actually paid, not merely due.
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1.3 Structural components

As far as annual recurrent taxes on real estate are concerned, Slovenia uses two parallel
systems, the Tax on Property and the Charge for the Use of Building Land.

1.3.1 Taxon Property

The legal basis for the Tax on Property is a part of the Civil Tax Act® which dates from
1988. The system has therefore been in use for 27 years without any significant change.
The tax on property is a tax on buildings, parts of buildings, dwellings, garages and
second homes, owned or used by individuals in their capacity as an owner. Taxpayers can
only be physical persons.

The rates of tax on property are progressive (in that they depend on the value of the
property determined as described in paragraph 1.5.1 below) and range from 0.1 % to 1 %
for buildings and apartments, from 0.2 % to 1.5 % for holiday or second homes, and from
0.15 % to 1.25 % for business premises. For business premises that are not used for
commercial activities (i.e. empty or used for non-commercial activities) or are not let out
for rent for that purposes, the tax rate is increased by 50 %. The tax rates are set by central
government and cannot be changed by the municipalities.

The same goes for reliefs and exemptions, which are determined by the law and cannot
be changed or amended by municipalities. For apartments and dwelling houses, in which
owners or their children have permanent residency, the law allows a reduction in the tax
base of 160 m2 In addition, exemptions are set for buildings used for agricultural
purposes and residential homes of farmers; for business premises, used by the owner or
user for business activity; and for cultural or historical monuments. A temporary
exemption of 10 years can be granted for new or renovated buildings, if the renovation
increases the value of these buildings by more than 50 %. In the case of a tax payer with
more than three family members, who all live with the taxpayer in the taxpayer's own
house, for the 4™ and every additional family member the tax may be decreased by 10 %.
Exemption for own-used apartments and commercial premises and the progressive rates
for non-used commercial premises make this tax a kind of 'luxury" tax.

1.3.2  Charge for the Use of Building Land
The second and significantly more important tax on real estate (in terms of yield) is the

Charge for the Use of Building Land. This originated during socialist times when building
land was in common ownership so the charge was actually the compensation for the

5 Official Gazette of Socialist Republic of Slovenia, No. 36/88, 8/89, Uradni list RS, $t. 48/90, 8/91, 14/92 —
ZOMZO0, 7/93, 18/96 — ZDavP, 91/98 — ZDavP-C, 1/99 — ZNIDC, 117/06 — ZDVP, 117/06 — ZDDD, 24/08 —
ZDDKIS in 101/13 — ZDavNepr.
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communal costs. The original legal base for the tax is Building Land Act,® later upgraded
by, for example, some of the provisions of the Construction Act’ in 2002. The charge,
which has the characteristics of a real estate tax, was introduced in all Yugoslav republics
and it is been in use in Slovenia for over 30 years. It applies when the land is also privately
owned. This tax has a lot of problems and limitations; for example, it taxes only certain
types of real estates, it is very nontransparent and arbitrary, and, as a result, the corrections
made by the additional provisions in the Construction Act were considered as temporary
until a reformed real property tax is introduced.

The charge for the use of building land is commonly understood as a compensation
(payment) which the user of the building land has to contribute to the local community in
exchange for the provision of public communal infrastructure. Thus, local communities
most commonly use this revenue to invest in the communal infrastructure (roads etc.),
although, according to the law, it is presented as a revenue source of the municipalities
with no specific purpose (a part of general budget of the municipalities).

The charge is levied only on vacant (developable) land and developed land in the
locations that are defined as such by municipalities. The tax object for the vacant building
land is land, assuming the necessary permissions for the building of residential and / or
business premises could be obtained. As such, these provisions determine building land
for which building permit has been already issued, or where the land has the potential to
connect with communal infrastructures. In the case of land which has been developed,
the tax object are the buildings of all types that have been constructed on the land. The
tax base for the vacant building land is the area of the parcel of vacant building land; and
for developed building land, the tax base is the useful area of the building or part of the
building.

The person liable to pay the charge is the actual user of the building land, which could be
the owner, tenant or other person holding the right to use the property. Taxpayers may be
both legal and physical persons.

Exemptions from the Charge are established by law and concern land and buildings used
by the army, churches, embassies and other official foreign entities. The law also allows
for municipalities to grant the temporary exemption of five years for newly constructed
residential buildings or apartments, and an exemption for people with low incomes. But
in practice, local communities adapt the system to their fiscal and political needs which
raises issues and disputes involving potentially unlawful and unconstitutional practices.
The local communities in many cases (in comparison to regular residential property)
overtax commercial properties and residential properties owned by individuals, who do
not live in their jurisdictions (such as summer residence), and grant exemptions that are

& Official Gazette of Socialist Republic of Slovenia, No. 18/84.

" Official Gazette of Republic of Slovenia, §t. 102/04 — uradno preéisceno besedilo, 14/05 — popr., 92/05 — ZJC-
B, 93/05 — ZVMS, 111/05 — odl. US, 126/07, 108/09, 61/10 — ZRud-1, 20/11 — odl. US, 57/12, 101/13 —
ZDavNepr, 110/13, 19/15, 61/17 — GZ in 66/17 — odl. US.
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not allowed by the law (such as to properties owned by the municipalities). Some
municipalities even exempt individual properties or streets. In the past twenty years, the
Administrative and Constitutional Court have on more than 100 occasions decided that
the decrees of local communities are against the law and unconstitutional. Even if the
decree is apparently against the law or constitution, the tax authority has accept the decree
as valid when levying the charge until the Constitutional Court decides that a decree is
unconstitutional or unlawful.

So the charge is a very suitable local fiscal source because municipalities can easily adjust
the rules and the level of taxation to reflect their budgetary needs and it takes quite a lot
of time and effort from an individual tax payer to get the unconstitutional/unlawful local
decree to be ruled out by Constitutional Court.® So it is understandable that local
communities would like to keep this power and are very reluctant to move towards a new
real property tax based on more specific legal provisions, on setting the tax base according
to market value and on transparent differentiation based on tax rates, because with a
transparent tax base the only instrument available to local communities would be seting
tax rates which would lead to open competition.

1.3.3  Other property taxes

Transactions in real estate, if not taxed with VAT, are subject to the Real Property
Transfer Tax. The legal base for this tax is the Real Property Transaction Tax Act,® which
was introduced in Slovenia in 1990 and has been modernized in 2006.. Initially, the tax
rate was considered to be high (5 %) and the tax belonged to the State budget. From 1995,
the tax belongs to the municipalities and the tax rate reduced to 2 %. All salient features,
(the tax object, taxpayer, tax base, tax rate, exemptions or reliefs), are set out in the Act.
Local communities have no power to influence them. The tax is assessed by the state tax
authority organized as Financial Administration of Republic of Slovenia (FURS) and the
revenue allocated to the municipality, in which the unit of real estate is located. The
taxpayer is the vendor, whether a legal person or an individual. The tax base is sale price.°
Generally, it is the second most important own tax revenue for local authorities in terms
of revenue, but it is very dependent on the property market activity. So, with the reduction

8 In order to succeede in a constitutional dispute an individual taxpayer must first use all of regular objections
and appeals options within the State Administration, Administrative Court and Supreme Court, which all
together usually takes several years.

9 Official Gazette of Republic of Slovenia, No. 117/06.

10 Since the mass valuation system was introduced (in 2011), the tax base could not be set lower than 80 % of
the generalized market value, however the taxpayer has the chance to justify the sale price as the tax base with
an individual valuation. However, following the decision of the Constitutional Court, No. U-1-313/13/86 dated
on 21. 3. 2014, according to which the generalized market value is not in accordance with the Constitution if it
is used as a basis for the for taxation of real estate, this provision was annulled with the decision of the
Constitutional Court, No. U-1-168/15 dated on 23. 3. 2016. Thus, the burden of proof that the stated sale price
as tax base is correct, is placed strictly on tax authority even if it is less than 80 % of the generalized market
value.
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in the value of transactions of real estate during the recent economic crises, the importance
of the revenue has diminished.

In the process of negotiations with EU for membership, Slovenia introduced a value
added tax (VAT) in 1999. With regard to the transfers of real estate, Slovenia decided to
include transactions in new buildings and building land only within the ambit of VAT.
Also, if VAT is charged, the Property Transfer Tax is not applied. At present VAT rates
in Slovenia are generally 22 % with a reduced rate of 9.5 %; latter being applied to the
provision of residential properties for social purposes (i.e. apartments under 120 m? and
residential houses under 250 m?). The revenue from VAT belongs to the State budget.

As a special form of taxing the income of individuals, Slovenia also taxes inheritance and
gifts. The legal base is the Inheritance and Gift Taxation Act!. Originally, the tax was
part of the legislation that determined the taxes of individuals, and was introduced in a
similar form in all Yugoslav republics in 1988. The taxpayers are individuals who are the
testamentary heir(s) or the heir(s) by law, or the gift recipient(s). Taxable persons are
divided into four categories according to their relationship with the deceased or donor:
Class | are direct descendants and spouses; Class Il are parents, siblings and their
descendants; Class 111 grandfathers and grandmothers; and Class 1V all others. Tax rates
are progressive according to the tax base and range from 5 % to 14 % for Class IlI; from
8 % to 17 % for Class Il1; and from 12 % to 39 % for Class IV. Class | is tax exempt. The
tax base is the net transaction value after the deduction of debts and other liabilities.*? The
tax is the revenue of the local community in which the taxpayer resides. Because most
transactions take place among close relatives (Class 1) and are thus tax exempt, the tax is
not an important revenue source.

In 2012, Slovenia introduced Tax on Profit from the Change of Land Use. The tax is
assessed on the profit achieved by selling building land, if the change of use is from
agricultural to building land and occurred within the past 10 years prior to the sale. The
taxable person is the vendor, whether an individual or a legal person. For individuals, the
tax involves additional income tax on the capital gain from the disposal of the building
land. The tax base is the difference between selling price (contract price or estimated
market value), reduced by the permitted costs and the acquisition price (contract price or
estimated market value, increased by permitted costs). The tax rates depend on the time
difference between the change of use and the sale. If that period is less than a year, the
tax rate is 25 %; if it is between one to three years, the rate is 15 %; and if it is more than

1 Official Gazette of Republic of Slovenia, No. 117/06.

12 For real estate, the law also says that the tax base is 80 % of the ,,generalized market value”, unless the
taxpayer proves otherwise with an individual valuation. However as a result of the decision of the Constitutional
Court, No. U-1-313/13/86 dated on 21. 3. 2014, according to which the generalized market value is not in
accordance with the Constitution if it is used for taxation of real estate, this provision was annulled with the
decision of the Constitutional Court, No. U-1-190/15 dated on 5. 5. 2016. Thus, the Tax Authority can no
longer automatically use “generalized market value” to set the tax base but has to research the market at the
time and the taxpayer can challenge the proposed tax base by the provision of an individual valuation.
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three and less than ten years, the rate is 5%. The aim of the staged tax rates is to discourage
speculation in space planning.t® The yield from this tax is the revenue of the State budget.

1.4 Administration
141 Property Tax

The setting of the tax base (calculating the taxable value of the real estate) and the
determination of the tax assessment is managed by the State Tax Administration (FURS).
The tax is levied once a year at 1 January, based on data on the characteristics of the unit
of real estate, transformed into a number of points. This is provided for each real estate
in the tax register and the value of a point is set by each municipality as at a same date.
Tax demands are sent out before 21 March and the tax due can be paid in at least two
installments.

Since the valuation of the property (how the characteristics of real estate are transformed
into the number of points) and the value of the points are prescribed either by law
(valuation) or by local community’s decree (the value of the point), the tax payer can
actually object only to the characteristics of real estate, that were transformed into points,
and used to calculate the tax base. The tax authority reviews any objections and, if
appropriate, corrects the data. Since the tax payable is quite low and because of the large
number of exemptions, there are not a lot of appeals against the assessment.

13 Due to the decision of the Constitutional Court, No. U-1-313/13/86 dated on 21. 3. 2014, according to which
the "generalized market value" is not in accordance with the Constitution if it is used for taxation of real estate,
the decision of the Constitutional Court, No. U-1-139/14 dated on 26. 3 .2015 annulled the provision of the law
which implied the use of a "generalized market value" as a correct acquisition value of the property, unless
proven otherwise.
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1.42  Charge for the use of building land

The charge for the use of building land is entirely within the competence of the
municipalities, except for the issuing of a tax demand and for tax enforcement, which is
undertaken, based on data provided by the municipalities, by the State Financial
Administration (FURS). The Charge for the use of the building land is the reason for more
than 50 % of all tax complaints to the tax administration. All complaints are reviewed by
the municipalities. Taxpayers can verify the data held and used by the municipality but
cannot argue the number of points attributed to their real estate, nor can they argue the
value of a point. The point system is explained at 1.5.1 below. The tax authority has no
right to decline the use of obviously unlawful or unconstitutional decrees of
municipalities, such a right is reserved only for the Administrative Court.

The tax is levied once a year, based on the data on the units of real estate provided in the
municipal evidences on 1 January, on the number of points attributed to the unit of real
estate and the value of a point, which applies in the individual municipality as at the same
date. The number of points and the points’ values are established by municipal decrees.
Tax demands are sent out by the tax administration (FURS) before 21 of March and can
be paid in at least two installments.

15 Valuation
1.5.1 Property Tax

Because the tax was originally and remains the exclusive revenue of municipalities, the
system allows the municipalities to participate to some extent in determining the tax
burden. Properties subject to the property tax are registered in a special tax data base with
the tax authority. Taxpayers can review only their own file, and the evidence is not
connected to any other official real estate registries. Every new owner (physical person)
is obliged to report the acquisition of the property to the State tax authority. As part of
this process, the owner must complete a special questionnaire to declare the type of
property and their relevant characteristics such as quality of construction, useable space,
and the number of rooms. All characteristics are allocated a certain number of points as
defined in legal rules (secondary legislation), based on the Housing Act. Thus, the point
system is unified across Slovenia. Municipalities have the right to set the value of a point
for their area annually. The tax base for the property is set at a value, determined by the
centrally administratively pointing system and values of points, which differ between
municipalities.

The valuation of the property is calculated by the following equation:
VA =NoxVpxUsxCfxL,

where the following symbols mean as follows:
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e VA is the taxable value of the taxable property;

o No is the number of points attributed to the construction elements of an residence
per unit (m?), such as: the structure, taking into account the year of construction, the
year of reconstruction, and the year of any maintenance-related works; quality of
the windows, by taking into account the type of frames, window shades and glazing;
quality of the doors, by taking into account their age and the method of their
installation; floors, by taking into account type of floor covering in individual
rooms; the decorative treatment'* method of the interior walls; the facade, by taking
into account thermal insulation, the final external layer and age; quality of the
fittings (plumbing, electricity, heating, gas fittings, joint TV aerial, cable TV,
telecommunications connection, intercom, compulsory ventilation system); other
equipment (lift, air conditioning system, individual metering devices for water and
thermal energy used, anti-theft devices and burglar alarms); and other areas
belonging to the unit (outdoor covered parking place, outdoor non-covered parking
place, atrium). Also relevant are the deductible points for the lack of insulation in
the basement or ground-floor apartment (visible moisture signs), bathroom facilities
separated from an apartment and attic apartments (reduced headroom).

e Vp is the value of a point: the value of the point is defined by every municipality
individually; the law does not provide any guidance.

e Us is the corrected net internal floor area of the taxable property. The floor area of
rooms for preparation of food, personal hygiene, living and sleeping
accommodation is multiplied by the corrective factor 1, while in case of ancillary
rooms (such as: a balcony, terrace, basement, or garage), the floor area is multiplied
by different corrective factors, ranging from 0.25 to 0.75.

e Kf is the impact of the size (corrective factor): for apartment property up to 30 m?
the corrective factor is 1.057; from 30m? to 45 m? 1.024; from 45 m? to 65 m? 1.000;
from 65 m? to 75 m? 0.966; and above 75 m? the corrective factor is 0.95.

e L is the impact of the location of the property (from 1 to 1.3). This is regulated in
detail in a special decree and is defined by the municipality. When the impact of the
location has not been determined, a factor of 1.00 is applied in the calculation.

14 e.g. wall paper, wood panelling, stone.
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15.2  Charge for the use of building land

Relevant rules are set autonomously by municipalities. The law provides just some
general factors that have to be considered, such as location, level of infrastructure
availability, and special benefits, but there is no common regulation for valuation (being
the number of points and the value of each point). Generally, municipalities set the rules
by the issue of a municipal ordinance in which they determine the (geographical) areas
where the charge is to be paid and the rules for the setting of the points relevant to the
each taxing object according to their type. The value of a point is usually set annually by
municipal decision. The multiplication of points and the value of a point gives the tax
liability for each property.

The data on real estate units that are subject to the charge are determined based on
municipalities’ spatial plans and collected from the owners or users by the municipalities.
Thus, every municipality has its own register with the specific data that their rules for
attributing points demand. Since the real estate registers were established at the State
level, municipalities are more and more started to use this central database (being the real
estate register held at the Surveying and Mapping Authority of Republic of Slovenia), but
they are not obliged to do so. To some extent, this is understandable even though the data
in the real estate register at the Surveying and Mapping Authority are not the same as
those needed for administering the charge.

Worked Example: Presentation of the calculation of the charge on the use of building
land*® for Ljubljana City Municipality Ordinance on the charge for the use of building
land?é.

Firstly, the location of the real property is taken into account. The Ljubljana City
Municipality is divided into seven zones:

e Zone | (building land in the narrow city center);

e Zone Il (building land in the greater city center);

e Zone Il (building land with dense construction at city entry roads and areas of the
city which are important for the development of the town);

e Zone IV (mainly developed building land outside the built-up city area, in city
districts important for the economy with highly developed transport and business
infrastructure);

e Zone V (mainly developed building land at the outskirts of the city and important
local centers near communication and infrastructure corridors);

e Zone VI (sparsely developed building land at the outskirts of the city and smaller
local centers near communication and infrastructure corridors); and

15 "Building land" is the general description for both: empty land, prepared for starting the construction or land
on which the building hase already been built. That's why the charge is calculated for undeveloped (empty)
building land and build-up building land seperately.

16 Official Gazette of Republic of Slovenia, No. 103/03, 120/05, 4/06, 57/06, 122/07, 107/09.
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e Zone VII (remaining building land on the territory of Ljubljana City Municipality
with an available water distribution system, electricity grid and road network).

For every zone different points are determined regarding the land use allocation of the
building land.*’

Table 10.3: Example on how the location and land use allocation with regard to
building land relates to points

Number of points according to location/zone

| 1 1 v \% VI VII

Land use allocation

(A) For industrial purposes 1100 1100 1100 700 | 600 | 300 | 300

(B) For industrial and

. 1100 1100 1100 800 | 600 | 300 | 300
business purposes

(C) For business purposes 1430 1430 1300 900 | 600 | 300 | 300

(D) For service industry and retail

purposes 800 800 800 500 | 400 | 200 | 200

(E) For public administration and 400 400 400 250 | 200 | 150 | 100

services

(F) For social activities 100 100 100 90 70 70 70
(G) For residential purposes 100 100 100 90 70 70 70
(H) For farming and forestry 600 600 600 150 | 150 50 50

Source: Article 8 Ljubljana City Municipality Ordinance on the charge for the use of building land.

For every land use allocation, different points are determined regarding the provision of
urban installations and other facilities and services to the building land, such as: roads,
parking spaces, green areas and areas for recreation, a sewage system, a water distribution
system, pipelines, a heating installation system, electricity, telecommunication
infrastructure, and access to public transportation. The recorded information of many of

7 Many municipalities also charge points for exceptional benefits of the location with regard to the generation
of income in economic and business activities (such as: international trade, banking, business services, exchange
services, pawn shops, stock exchange, wholesale outlets, hospitality industry, beauty treatment centers).
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