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Purpose of the Manual

This Property Tax Diagnostic Manual (hereafter “Manual”) provides guidance on how to analyze
and assess immovable property tax systems, diagnose the strengths and weaknesses of such
systems, and develop a property tax intervention strategy where needed. Its higher objective
is to support increasingly fair and stable tax systems in low- and middle-income countries,
with significant potential for sustainable improvements in achieving key revenue, equity, and
efficiency objectives.

This Manual focuses specifically on the recurrent, immovable property tax. It does not address
other land-based property taxes such as property transfer taxes, capital gains taxes, and one-
event property revenues (land sales, leases) or personal taxes on movable property such as
boats, airplanes, and motor vehicles. Although these other property taxes are not directly
addressed, successful reforms for the recurrent, immovable property tax must take into
account the interactions that exist between the immovable property tax and these other forms
of property taxation.

The Manual is primarily designed to assist practitioners from governments, development
partners, and civil society practitioners to identify, analyze, and develop potential property
tax reforms. The Manual lays out an analytical approach that can help identify property tax
performance potential, challenges and opportunities, evaluate remedial property tax policy
and administrative reform measures, and design a strategic action plan to implement those
recommended interventions. A conceptual framework for the property tax, its policy and
administration components, and reform strategy options are provided along with numerous
examples of international experience.

The remainder of this Manual is organized as follows:

Part Il: The Property Tax Diagnostic Framework presents a four-step diagnostic process to
assist in assessing and designing appropriate strategic action plans for improving property
tax performance. As Figure 1 illustrates, the diagnostic process comprises four steps:

Step 1: High-Level Situational Analysis (HLSA) for reviewing the property tax revenue
performance, the underlying policy and administration factors, and the institutional
environment. Then, based on the findings from this situational analysis:

Step 2: Strategic Assessment (SA) is made to identify the key challenges and priority
areas for broad areas of possible remedial action.

Step 3: Detailed Analysis and Action Identification (DAAI) follows the SA if further analysis
is deemed necessary and possible. Further analysis can help in better understanding the
policy and administration challenges and the institutional environment in order to identify
more detailed remedial intervention alternatives.
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Step 4: Strategic Implementation Plan (SIP) emerges from the combined analysis of the
preceding steps. The SIP prioritizes and sequences reform remedial interventions and
identifies the resources and timing needed for implementation. During the development of
the SIP, it may be necessary to review the strategic assessment and undertake additional
analysis and action identification as appropriate.

Figure 1| Property Tax Diagnostic Framework (PTDF)
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Part lll: Implementing the PTDF explains the implementation of the technical analysis,
which focuses on understanding property tax revenue performance, the underlying property
tax policy and administration variables, and the institutional environment, which can affect
overall property tax revenue yield, equity, and efficiency.

The technical analysis is structured around a property tax revenue equation (Figure
4) that shows that property tax revenue yield is a function of interacting policy and
administration variables. The key policy variables relate to the tax base and tax rates while
the key administration variables relate to tax base coverage, property valuation, tax liability
assessment, and revenue collection. These policy and administration variables, operating
within a political-institutional environment, interact to influence property tax revenue yield,
equity, and economic and administrative efficiencies.
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Following a description of the revenue
equation components, the technical
analysis explores property tax
performance, providing metrics to measure

and benchmark the revenue performance . .
across countries, metropolitan areas, This Manual is

and cities over time. This performance designed as a

analysis is followed by a technical analysis . .
of the underlying policy and administrative flexible toolkit

factors affecting that performance, that can be
including an approach to understand the
political-administrative and institutional

applied to
environment. the context-
specific nature

Part IV: Remedial Strategies focuses on
identifying possible remedial interventions, of those

prioritizing those with the highest expected requests.
returns and tractability, and sequencing those
interventions within a strategic, sustainable
implementation plan. The accompanying
Annexes are split into different elements of
Tax Policy (TP) and Tax Administration (TA) and come with indicative Terms of References
that can facilitate the procurement of specialized expertise to help implement the Property
Tax Diagnostic Framework, as needed.The section on General Reform Considerations
summarizes high-level considerations that practitioners should keep in mind while working
on property tax reforms.

Given the diversity of reform contexts and the underlying challenges and opportunities within
a “taxing jurisdiction” (at the level of national, state, or local government), this Manual is
designed as a flexible toolkit that can be applied to the context-specific nature of those
requests. It is not designed as a prescriptive document, but rather one that outlines a
common set of analytical approaches, commonly-used metrics to benchmark performance,
a range of policy and administration options with discussion on international practices and
experiences, along with strategic considerations for prioritizing and sequencing an action-
oriented implementation plan.

While this Manual provides a general diagnostic process, analytical tools, and implementation
road map, it not a substitute for technical experts. It is designed to help practitioners—
governments, development partners, and civil society—manage their specialist resources.
The creative, adaptive application of these tools and knowledge, combined with effective
utilization of specialized technical experts, can enable the development of innovative and
effective property tax reforms.
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Why Property Taxation?

The recurrent, annual property tax has tremendous potential for mobilizing own-source
revenues, primarily for local governments. The property tax generates about 0.3-0.6 percent
of GDP for low- and middle-income countries, 1.1 percent in higher-income (OECD) countries.
In some countries, it generates up to 2—3 percent of GDP, for example, in the United States,
Canada, and the United Kingdom. Although property tax may account for only about 1-2
percent of total government taxes, it contributes between 15-40 percent of total local taxes
across all countries (see Table 1). This international benchmarking suggests a high potential
for significant increases in property tax revenues, along with improvements in equity and
efficiency, especially in low- and middle-income countries.

Table 1 | Property Tax Revenue Contribution to GDP, General Taxes and Local Taxes, 2010

% of GDP % of Total General Taxes % of Total Local Taxes
High-Income Countries 11% 4.5% 37.7%
Middle-Income Countries 0.6% 21% 35 59%
Low-Income Countries** 0.3% <1% 15-20%

Source: Adapted from Norregaard 2013, combined with data from OECD and GFS (2009-10).
** | ow-Income country data is not systematically available through the GFS statistics, thus estimated from various reports including Kelly
2013a, Bahl and Martinez 2008, Bird and Slack 2004, Franzsen and McCluskey 2017.

Countries and cities with poorly performing property tax systems will need to identify and
implement the appropriate set of policy and administration reforms to improve tax base
coverage, property valuations, billing, collection, enforcement, and taxpayer services. Doing so
can help countries realize potential property tax revenues in a more equitable and efficient
manner. Tax policy reforms typically focus on defining the tax base and its assessment basis,
setting the tax rate structure, along with appropriate policy changes linked to abatement/tax
relief, collection, and enforcement. Tax administration reforms typically focus on improving
the tax base coverage, valuations, tax liability assessment, and collection, along with
taxpayer service.

Developing such reforms requires an understanding of the specific property tax challenges, the
surrounding socio-political and institutional reform environment, and the array of appropriate
policy and administration interventions. Therefore, property tax reforms must be designed and
implemented cognizant of the socio-political, legal and institutional structures, government
capabilities, and political will. Successful tax reforms will need to be situation-specific,
adapting any appropriate international good practices to each unique reform environment.
An in-depth analysis of the specific property tax policy and administration challenges can
help identify, diagnose, prioritize, and sequence possible remedial interventions needed to
achieve the revenue, equity, and efficiency objectives.
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Why is Property Tax so Important for Local Government?

Theory and international best practices identify that property taxes on land and improvements
are the ideal tax for funding local government level services for a number of reasons:

= Property-related taxes have a strong potential for revenue mobilization, especially in
rapidly urbanizing areas. In fact, urbanization is a wealth-creating process, causing
rising land values, which, if appropriately captured, can provide funding for much-
needed urban infrastructure and services.

= The property tax base is immobile, which minimizes economic efficiency implications
and is considered the least distortive tax instrument followed by consumption taxes,
personal income taxes and corporate income taxes, respectively (Johansson, Heady,
Arnold, Brys and Vertia 2008).

» Due to its immobility, the property tax base captures the value of location-specific
capital investments and benefits from government programs and services not captured
otherwise through various fees, user charges, and other taxes. This allows the property
tax to operate as a form of “benefits tax,” allocating the tax burden across properties
with differential benefits as reflected in differential property values. The immovable
property tax base also makes it relatively easier to identify and capture the tax base
and allows the property itself to be natural collateral in case of tax nonpayment.

* The property tax base also tends to fall more on those with the “ability to pay,’ as
immovable property is often a primary repository of wealth.

= Finally, as a highly visible and politically sensitive revenue instrument, the property
tax base can encourage more responsive, efficient, and accountable local governance

and public service delivery.

Recurrent property taxes are justified primarily as “benefit taxes” or as “quasi-user charges”
for local public services received. This “benefit principle” in public finance argues that the
tax/charge amount should be paid by those benefitting from government-provided services.
For many government services (such as water supply, public transportation such as buses,
and solid waste collection), it is technically possible to use a set of direct user charges linked
to the benefits that can offset the costs of those public services. However, there are many
government services for which direct user charges are not appropriate and/or difficult to
administer (such as local roads and street lights, fire protection, and security as well as social
services such as education and health).
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66

When people perceive this connection between
taxation and services, they are typically more
willing to pay their property taxes.

Those public service benefits not properly charged and captured through user charges are
often reflected (“capitalized”) in property values. Thus, public infrastructure improvements
and other public services (such as location-specific social services), are typically captured in
increased property values as residents are willing to pay higher property prices for properties
with improved accessibility, drainage, school options, medical facilities, street lights, and
security, among others. Thus, there is a connection between local, location-related services,
and property values—which is why property taxes are typically assessed on an ad valorem or
value basis.

When people perceive this connection between taxation and services, they are typically
more willing to pay their property taxes. In one sense, the property tax can be seen as simply
a payment for local level public services, similar to purchases of goods and services within
private markets, thus helping to improve the efficiency link between the costs and benefits
of public services. In addition, the property tax is an excellent tax to improve the governance
“accountability” linkage between local-level governments and their local residents.

Despite its many benefits, it is worth noting that the property tax tends to be a politically-
sensitive tax. As a direct tax, it is visible; tax payments can be quite “lumpy” and often bear
little direct relationship to public service delivery. Tax administration can become costly,
involving property information management, valuation, billing, collection, and enforcement,
while the property tax liability largely falls on the property owner, and can also raise possible
problems of asset-rich, cash-poor situations. Effective property tax reform must, therefore,
be designed and implemented to address these concerns through effective taxpayer/
citizen engagement programs, linking revenues collected to improved services, reducing
compliance and administrative costs, and adopting measures to ensure equity, efficiency
and transparency.
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Link between Property Taxes and Local Government

Throughout the world, property taxes are largely assigned to the local government level,
typically by assigning the tax base itself to the local government. Theory argues that local
governments should rely on revenue sources that are linked to the “benefits principle,” such
as user charges on local-level public services and on immovable tax bases (such as land) to
minimize economic welfare inefficiencies. Similarly, central governments should focus on the
broad-base taxes levied on income, consumption, and trade, largely based on the “ability to
pay principle” of public finance and due to the mobile nature of these tax bases.

Consistent with this, the property tax base is typically designed as a local own-source revenue
(OSR), assigned to local governments who levy and administer the property taxes within the
policy and administration framework set by the central/state government. However, there
are several countries where the property tax remains structured as a central-level, shared tax
(including Lithuania, Chile, Vietnam, and the United Kingdom for its non-residential property
taxes). As a central-level shared tax, tax policy and administration remain under central
government control, with the majority of revenues typically apportioned to the local government
budget. As a shared tax, the property tax has the characteristics of an intergovernmental
revenue transfer (grant) rather than an accountable local government OSR.

Arguments are made for a centrally-shared tax approach for administrative reasons, arguing
that local governments do not have the administrative capacity to manage the property tax
system. Even in countries where the property tax base is given to the local government,
higher-level governments often may co-administer the property tax to overcome capacity
constraints, take advantage of economies of scale, and/or ensure equity in administration. For
example, the central or state government may be responsible for fiscal cadastre maintenance
and valuation, while local governments may be responsible for property tax billing, collection,
and enforcement.

The main difference is which tier of government “levies” the property tax—that is, which tier
is responsible and accountable for determining the amount of property tax assessed and
collected from its residents. If the local government has the power to determine the level
of tax to be paid, it must be able to justify the link between the taxes paid and the quality of
provided local services, thereby increasing the level of local accountability.

Generally, the degree of local government discretion on tax rate level and structure is set
by the central level legal framework. Countries vary in the degree to which they grant local
government discretion for setting the tax rate (and tax base) structure, balancing the need for
local autonomy, and discretion against the need to ensure an equitable and efficient revenue
environment within the country.
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Reform Contexts of Property Tax Systems

It is important to understand the type of reform context practitioners typically encounter and
respond to. Typically, there are two reform contexts.

1. The first reform context, although less common, is one where there may be no
property tax system, and the taxing jurisdiction wants to establish one. In such
situations, practitioners face the challenge of advising the taxing jurisdiction
on how to build a property tax system from the ground up, which would likely
include tax policy and administration design, legislative/regulatory support,
identification of institutional arrangements and implementation structures
with adequate capacity/training and investment in relevant hardware/software.

A crucial intervention in this reform context is to mobilize broad stakeholder awareness
and socialization, as a transition from no system to a new property tax system will
require a cultural change at the political and technical/administrative levels, as well
as with the taxpayers and the general public within the taxing jurisdiction. The most
recent case of this type of reform was the introduction in Seychelles in 2019 of an
annual tax on immovable property owned by non-Seychellois (Charalambous 2019).

2. The second reform context is the most common wherein there is an existing
property tax system that is underperforming in terms of revenues, equity
impacts, and/or efficiency. Although such property tax systems benefit
from basic infrastructure that is in place, they may need significant effort
to identify the various bottlenecks and opportunities to propose a Strategic
Implementation Plan (see Property Tax Diagnostic Framework for details).

The challenge in such a situation is to accurately diagnose the underlying problems
and identify the right mix of remedial policy and administration interventions that
are most likely to be tractable, followed by the design and implementation of an
appropriate strategic planto achieve thereform objectives withinthe taxingjurisdiction.

In some cases, for example, there may be a perceived need for a major policy review
to potentially redefine the tax base, reduce inappropriate exemptions, and rationalize
the tax rate structure, perhaps leading to drafting a new law. In other cases, the policy
framework may not be the major constraint to improving property tax performance. Still,
there may be a critical need for administrative reforms to expand tax base coverage,
improve property valuations, enhance tax collection and enforcement, and/or improve
taxpayer service. In other cases, there may be a need for a mixture of such policy
and/or administration interventions, thus requiring prioritization and sequencing of
the right set of tractable, remedial interventions to address the key challenges and
binding constraints.
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Examples of this reform context are numerous. Annex 4 presents case studies on: (a)
Quezon City in the Philippines, which focused on administrative reforms, introducing
a collection-led strategy to improve property tax collections; (b) Punjab Province in
Pakistan, which invested in a GIS-based system to improve property tax base coverage;
(c) India which developed GIS-enabled databases, expanded the tax base coverage
and simplified tax assessment calculation rules; and (d) Zanzibar, a semi-autonomous
region of Tanzania, which used drone technology and GIS systems for mapping along
with field data collection to expand the potential tax base coverage.

Other examples of this reform context include: (a) Slovenia, which developed a mass
valuation system (Grote, Borst and McCluskey 2015; Zibrik 2016); (b) Rwanda, which
introduced a revised local government property tax law in 2018 along with various
administrative reforms (MINECOFIN 2020); and (c) Indonesia, which rationalized its
property tax policy, introduced a comprehensive Land and Building Tax law in 1986,
adopted administration innovations, including a successful payment point system,
and most recently, enacted a separate Law No 28 (2009) to devolve their urban and
rural property tax to district level governments (Kelly 2004, 2012).

Understanding the nature of the reform context requires close consultations to clarify the
underlying stakeholder intentions, primary and secondary goals, key stakeholders, political
and institutional issues, performance expectations, deadlines, and expected resources.

As illustrated in Figure 2, system performance can be depicted over time. As property taxes
and related reforms are implemented, it is possible to measure basic performance metrics,
typically defined as property tax revenues. As expected, there is a lag between the reforms
and the increase in revenues, as there is a need to allow any intervention to work through
the system to generate the intended increase in property tax collection.

The overall system performance is dynamically affected by a set of exogenous and
endogenous variables, including political, legal, operational, institutional, and fiscal
aspects. Experience shows that system performance can also tend to deteriorate over
time unless the systems are maintained and adjusted as appropriate to ever-changing
situational environments. These various reforms can include a mix of policy changes, such
as expanding the tax base definition, eliminating tax exemptions, and/or changing tax rates,
and administration changes linked to improving property tax base coverage, valuation,
revenue collection, and/or taxpayer service. These are illustrated in Figure 2 as Reform
Interventions 1 and 2, although the exact number of appropriate reform interventions may
vary depending on the specific situation in the taxing jurisdiction.

Although mature property tax systems may not need major reform interventions, they must
maintain steady implementation of their policies and administration, illustrated as System
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Maintenance 3 in Figure 2: an example of system maintenance would be the updating of
property registries and property database valuations to reflect changes in ownership, property
development, and property values.

Figure 2 | Reform Dynamics: Performance over Time
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Source: Roy Kelly and Aanchal Anand 2020.

Reform of property tax systems may start with an initial policy and administration
framework, for example, using an area-based assessment basis. To ensure achievement
of the objectives, the taxing jurisdiction must ensure effective administration by
implementing high levels of tax base coverage and revenue collection. Improving these
administration ratios will gradually improve efficient and equitable revenue performance
to the extent possible. Once the administration is operating close to full performance,
further property tax performance improvement will require changes in tax policy. For
example, tax rates can be increased, tax base definitions can be broadened, and/or tax
base exemptions can be reduced.

This is because for any given level of property tax policy, the only way to improve system
performance is to improve the effectiveness of the underlying administration factors. But
once a taxing jurisdiction is performing at capacity on administration factors (for example,
coverage, valuation, tax liability, and collection), then the only way to improve performance
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(revenue and equity) would be through a change in one of the policy variables (for example,
reduction of exemptions/relief schemes, shift from area to value assessment basis, and/or
change in property tax rates).

To further improve property tax performance, a taxing jurisdiction could make a policy
decision to move from an area-basis to a value-basis for its property tax. This could be
achieved by adjusting incorporating factors affecting differential values such as property
location, building construction materials, and depreciation. As will be discussed, there are
various approaches on how best to shift to a value-based property tax system depending on
the real estate markets, available market value information, and valuation capacity. A policy
shift to a value-based property tax has the potential to increase revenues, revenue buoyancy,
equity, and efficiency—if carefully coordinated with other tax base and tax rate-related policy
changes, and if accompanied by the effective administration of revenue collection, tax base
coverage, property valuation, and tax liability assessment.

It is important to note that improvements in policy and administration factors can be
implemented simultaneously and that, in some cases, particular interventions may be needed
or become feasible only in the context of previous interventions. For example, the ability to
shift from an area-based system to a value-based system depends on the level of property
market development, data, and capacity within a taxing jurisdiction. Similarly, introducing a
GIS-based system to improve property tax coverage, or a mass valuation system to improve
property values, may realize revenue and equity performance only if the revenue collection
system is operating well.

Annex 4 presents four case studies that illustrate the types of requests practitioners receive
and the types of remedial strategies that are deployed to address the underlying issues and
improve revenue performance.
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The purpose of this Property Tax Diagnostic Framework (PTDF) is to provide a diagnostic
tool that enables practitioners to identify, assess, and address issues with the performance
of property taxation. This particular section gets into the details of the diagnostic framework
and presents its different components through the lens of the process that is typically applied
when addressing property tax problems.

The PTDF is designed to be comprehensive, starting with the high-level situational analysis
and concluding with a strategic implementation plan. The PTDF involves four steps that may
be wholly or partially used depending on the reform context, the issues the practitioner is
addressing, and resource constraints that may exist. Though presented sequentially, it is
important to note that the components can be applied in a non-linear manner to best address
the demand for the request.

As Figure 3 illustrates, the four steps of the PTDF are: (a) High-Level Situational Analysis, (b)
Strategic Assessment, (c) Detailed Analysis and Action Identification (if needed or possible),
and (d) Strategic Implementation Plan.

For example, if the PTDF is applied in a context where previous dialogue on property tax
issues may have already identified a broad strategic direction for possible remedial policy
and administration interventions, then the practitioner can tailor the PTDF to focus on the
Detailed Analysis and Action Identification or on the Strategic Implementation Plan. Even
within the detailed analysis, the practitioner may find it appropriate to narrow the analysis to
a particular subset of either the policy and/or administrative variables, perhaps choosing an
appropriate subset of those variables to analyze further. Therefore, the PTDF is designed not
as a prescriptive tool but as an agile instrument that enables practitioners to respond quickly
and systematically to property tax problems they are addressing.

Explanation of PTDF Steps

The diagnostic and reform-design work outlined in the PTDF typically begins with a driver
for change, most often the need to enhance property tax revenue yield. The issue that needs
to be addressed can come from either a national or local level, focusing on the property tax
system within the country more generally, and/or within a local level taxing jurisdiction more
specifically. For simplicity, the PTDF will refer to the area where the practitioner is working as
the taxing jurisdiction.

Close consultations with relevant stakeholders are essential to help clarify the exact nature
of the request, the reform goals, the specific concerns, and related expectations. Specifically,
these consultations should clarify the reform'’s overarching objectives, primary and secondary
goals, political and institutional issues, key stakeholders, performance expectations,
deadlines, and expected resources. At this early stage, existing reports and project and
reform documents can provide important input to these consultations, helping identify areas
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Figure 3 | Detailed Four-Step Property Tax Diagnostic Framework
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of priorities for further diagnostic analysis and strategic planning. It is also important to
reach out to fellow practitioners who may have experience in the taxing jurisdiction and could
provide valuable information for the initial analysis.

Step 1: High-Level Situational Analysis

This High-Level Situational Analysis (HLSA) is initiated with the intent to understand the
underlying factors behind the reform context, focusing on property tax revenue performance,
along with an initial analysis of the underlying policy, administration, and institutional
structure. Property tax revenue performance can be analyzed with respect to benchmarks,
such as contribution to GDP, total government revenues, total local government revenues,
and local government taxes, as well as to per urban capita, per household, and per property
basis, adopting a cross-sectional and time-series perspective to the extent possible. It is
also important to reach out to fellow practitioners who may have experience in the taxing
jurisdiction and could prove to be a valuable source of information for the initial analysis.

Initially, the performance problems would be diagnosed and analyzed from a high-level,
“30,000 foot” perspective, in close consultation with the relevant stakeholders to understand
the property tax revenue challenges and explore the underlying policy, administrative,
institutional, legal, and socio-economic factors.

This analysis should specifically focus on a

» Policy Review such as those related to tax base definitions (what is included),
exemptions (what is excluded), the assessment basis (area or value, and if value,
rental or capital value), and the tax liability assessment (the level and structure of tax
rates and tax abatement/relief schemes);

= Administration Review of tax base coverage, property assessment/valuation, tax liability
assessment and collection/enforcement, as well as the extent to which administrators
are accountable and have resources to carry out their responsibilities; and

= Operating Environment Review, that is, an analysis of the socio-political, legal and
institutional issues, including considerations of culture, government, institutions, politics,
geography, economy, and market development.

These analyses can be benchmarked across international- and national-level comparative
experience to understand the specific property tax challenges better and suggest possible
areas for remedial action. Step 1 would conclude with an initial problem assessment. The
technical issues to be reviewed when conducting the HLSA process are discussed in Part Ill of
the Manual, specifically sections 3.2 - 3.5.



26 The Property Tax Diagnostic Framework

“ The purpose of the Strategic Assessment is
to identify and understand the underlying
performance challenges while also applying

this understanding to identify areas for
possible remedial interventions. 9

Step 2: Strategic Assessment

Using the HLSA findings, the Strategic Assessment (SA) begins to prioritize issues based
on reform goals and areas of tractability, identifying appropriate interventions most likely to
succeed. As with the HLSA, the Strategic Assessment is best conducted in close consultation
with the relevant stakeholders who can help identify the key performance problems, the reform
priorities, political economy considerations, and implementation capabilities.

The purpose of the SA is to identify and understand the underlying performance challenges
while also applying this understanding to identify areas for possible remedial interventions.
Once these possible interventions have been identified, they can be evaluated in terms of their
“costs and benefits” to be able to select those interventions which may generate the best return
on investment or impact (for example, revenues, equity, and efficiency) in the short-, medium-,
and long-term.

Decision Point

In some cases, the SA can proceed directly to the development of a Strategic Implementation
Plan (SIP) under Step 4. For example, there may be situations where the stakeholder request
is focused specifically on an analysis of the legal and policy framework or other situations
where the reform context may be broader. Due to time and resource constraints, there may
be a need to develop an initial Strategic Implementation Plan quickly. On the other hand, there
may be other situations where further analysis is essential, along with the necessary time and
financial resources, to allow for additional in-depth analysis before developing the SIP.
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Step 3: Detailed Analysis and Action Identification

Depending on whether it is necessary or possible, a Detailed Analysis and Action
Identification (DAAI) could follow the initial strategic assessment. This more detailed
analysis enables further analysis of the property tax policy and administration challenges
and opportunities. This deeper dive should build on the previous two steps while adding
additional depth and realism to the types of reform interventions most likely to succeed in
the taxing jurisdiction.

In other words, this further analysis enables a better understanding of the property tax
policy and administration challenges alongside the operating environment issues. The
deeper insight can help identify, craft, and stress-test more specific, tailor-made remedial
interventions, evaluate their expected impact, and also suggest a more realistic prioritization
and sequencing of actions.

The detailed policy, administration, and operating environment analysis would focus more
deeply on the underlying challenges and opportunities facing the taxing jurisdiction and
identify and refine possible alternative remedial policy interventions that may enable the
realization of the intended revenue, equity, and efficiency objectives. As with other steps,
this in-depth analysis and action identification should always be undertaken cognizant of the
specific legal, cultural, political, and institutional environment facing the taxing jurisdiction,
and in close consultation with the relevant stakeholders.

The following paragraphs illustrate how the three steps work to develop the SIP (Step 4).
For example, if the high-level analysis points to property tax revenue underperformance due
to coverage and collection issues in a certain taxing jurisdiction, the Strategic Assessment
may identify the drivers of the two issues, for example, outdated cadastre records and a high
degree of tax evasion, along with possible policy and administration interventions. However, if
the taxing jurisdiction is entering an election period and reform strategies related to reducing
tax evasion may not be tractable at that time, the SIP may need to focus on the coverage
issues, presenting good practices tailored to the context of the taxing jurisdiction.

However, if a DAAI is possible, the practitioner can go further in-depth on the coverage
issues and weigh the effectiveness of different remedial strategies, for example, accessing
third-party property information, conducting field surveys, digitizing and updating records,
purchasing a new orthophoto, or conducting 3D modeling of areas with high-value properties
(for example, commercial centers). If improving tax collection was identified as a priority,
once again, a DAAI would allow for a deeper dive into considering options the right set of
incentives, sanctions, and penalties to improve current collections and reduce arrears.
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In short, while it may not always be possible to do a DAAI given time or resource constraints,
it is the PTDF step that allows for the most granular analysis and, therefore, enables
identification and proposal of remedial actions that are most likely to work in and meet the
reform objectives of the taxing jurisdiction. The DAAI covers the same technical issues as the
HLSA, but in a lot more detail. These technical issues are discussed in Part Ill of the Manual,
specifically sections 3.2-3.5.

Step 4: Strategic Implementation Plan

As previously illustrated, all roads lead to the Strategic Implementation Plan (SIP), which is
Step 4 of the PTDF. The findings and actions developed in Steps 1-3 enable the development of
the SIP. Once again, as with other PTDF steps, SIP, too, is best developed in close consultation
with relevant stakeholders to ensure maximum buy-in. Depending on the unique context of the
reform and any resource constraints, this SIP could be developed directly following the HLSA
(Step 1) and SA (Step 2); or, perhaps more commonly, following the DAAI (Step 3). In general,
while the SIP can be developed through different steps, the more depth the preceding analysis
has, the more depth the SIP can be expected to have.

In line with best practices, the SIP would identify and prioritize possible remedial interventions,
suggest a sequencing strategy and timing for those interventions, along with an estimation of
the required resources for implementation and the expected impact.

Next Step: Implementing the PTDF

This four-step PTDF process provides a diagnostic tool to identify, assess, and strategically
address the issues hampering property tax performance. Part Il of the Manual goes into the
implementation of the PTDF and provides guidance on the property tax policy and administration
variables that together determine property tax revenue performance. These are the factors that
need to be studied under the High Level Situational Analysis and Detailed Analysis and Action
Identification (if one is needed/possible). Part lll (specifically sections 3.2-3.5) identifies these
variables and shows how to analyze them.

A set of indicative Terms of Reference (TOR) are included in Annexes 1 and 2 to assist in
implementing the Property Tax Diagnosis. The TOR in Annex 1 is designed to support the
implementation of PTDF Steps 1 and 2, namely the High-Level Situational Analysis and the
Strategic Assessment, while the TOR in Annex 2 is designed to support the implementation of
the Detailed Analysis and Action Identification and the Strategic Implementation Plan.
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Part Il of the Manual outlined the PTDF, which provides a systematic approach to diagnose a
property tax system using a High-Level Situational Analysis, Strategic Assessment, and Detailed
Analysis and Action Identification in order to develop a Strategic Implementation Plan. Part IlI
is the technical section that outlines the policy and administration variables which may require
investigation during the HLSA and DAAI, and it provides guidance as to how to examine them.
The section begins by describing the overall property tax revenue equation (Figure 4) and then
delves into the technical aspects to show how the analytical work can be conducted.

3.1 The Property Tax Revenue Equation

As illustrated in the indicative property tax revenue equation in Figure 4, property tax
performance is determined by policy factors that define the tax base and the tax rates and four
administration factors affecting coverage, valuation, tax liability assessment, and collection
which ultimately realize the property tax revenue yield and related equity and efficiency (Linn
1980, Kelly 2010, 2013a). These policy and administration factors all interact within, and
are affected by, the specific legal/institutional and socio-political environment in which the
property tax system operates.

Figure 4 | Property Tax Revenue Equation

Policy Variables Administration Variables
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Source: Roy Kelly 2020.

Where:

a. In government policy, the Tax Base is defined in terms of what is included (for example,
land and/or improvements) and what is not included (such as tax base exemptions), and
the assessment basis on which the property tax will be levied (that is, area and/or value).

b. The Tax Liability Assessment includes the tax rate applied to the tax base, along
with the policies linked to tax abatement and tax relief, which together affect the tax
liability levied on the property tax base. Tax rates are defined in government policy to
be the tax amount per property value under an ad valorem system or the amount per
property unit under a pure area-based rating system affected by the determined tax rate
structure and level. Tax abatements or tax relief schemes are typically defined in law as

consisting of fractional assessments, valuation deductions, and credits, among others.
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c. The Coverage Ratio (CVR) is defined as the number of taxable properties captured
in the tax registry divided by the total number of taxable properties in a jurisdiction.
This ratio measures the completeness of the tax roll information and is affected by
the administrative efficiency of identifying, capturing, and updating property data and
ensuring the correct application of legally approved exemptions.

d. The Valuation Ratio (VR) is defined as the value on the valuation rolls divided by the
real market value of properties on the valuation roll. This ratio measures the accuracy
of the property valuation level (that is, percent of the market value captured through the
valuation process). The valuation ratio level is affected primarily by the frequency and
accuracy of the property valuation process.

e. The Tax Liability Assessment Ratio (TLR) is defined as the amount of the tax being
levied on a taxable property divided by the legally mandated tax liability assessment.
This ratio measures the accuracy of the tax administration to properly levy the legally
mandated tax rates and apply the tax relief or adjustment policies.

f. Collection Ratio (CLR) is defined as the annual tax revenue collected over total tax
liability billed. This ratio measures collection efficiency on both current liability and tax
arrears, determined largely by taxpayer compliance, taxpayer service, the effective use
of incentives, sanctions, and penalties, and political will.

The potential property tax revenue is determined by multiplying the property tax base by the
property tax rate, adjusted for the tax abatement/tax relief schemes, all defined as policy choices
through law. This revenue potential is then influenced by the quality of tax administration as
captured in the coverage, valuation, tax liability assessment, and collection ratios. Although tax
policy choices determine the potential revenue yield, equity, and efficiency, the achievement of
these objectives can be realized only according to the quality of tax administration.

The coverage ratio and valuation ratio reflect the government’s ability to identify, collect, manage
and update the property tax-related information as captured on the property valuation roll. The
tax liability assessment ratio reflects their ability to levy the legally-defined tax liability on those
properties, while the collection ratio reflects the government’s ability to collect the potential
property tax revenue and realize the intended revenue, equity, and efficiency objectives.

As shown in Table 2, this technical analysis section will now focus on the variables identified in
the revenue equation shown in Figure 4. The property tax revenue performance will be measured
using several benchmarks linked to GDP, government revenue, and other disaggregated
measures using cross-sectional and trends analysis. These measures will help benchmark
past, current, and expected property revenue performance. The technical analysis then focuses
on understanding the underlying policy and administrative variables affecting this performance
and a broader institutional review/analysis. Additional details on these policy and administration
variables can be found in Annexes TP-1 through TP-5 and Annexes TA-1 through TA-5.
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Table 2 | Property Tax Policy and Administration Variables

Variables

Specific Objective

See Sections

33

Details in Annexes

Property Tax Revenue Performance 3.2

Revenue to GDP Ratio Benchmarks property tax 3.2.1
revenue to GDP

Revenue as a Proportion of | genchmarks property tax 3.2.2

Government Revenues revenue as a percentage of
government revenue (central and
local)

Property Tax Revenue Benchmarks property tax 3.2.3

Disaggregated Analysis revenues by household, per
capita, type of property, size of
tax liability, and others

Property Tax Policy Variables 3.3

Definitions | pefines what will be taxed 3.3.1 TP-1: Tax Base
Definitions

Tax Base -

Exemptions | pefines what will not be taxed 3.3.1 TP-2: Tax Base

Exemptions

Assessment | pefines assessment basis for 3.31 TP-3: Tax

Basis allocating tax burden Assessment Basis

Tax Rates Defines level and structure for 3.32 TP-4: Tax Rate Levels
Tax Liability tax rates and Structure
Assessment

Tax Defines abatement/relief 3.3.2 TP-5: Tax Abatement

Abatement/ [schemes and Tax Relief

Relief

Schemes

Property Tax Administration Variables 3.4

Tax Base Coverage Captures defined tax base on 3.4.1 TA-1: Coverage Ratio
property registry roll (CVR)

Tax Base Assessment/ Captures accurate property value | 3.4.2 TA-2: Valuation Ratio

Valuation on assessment/valuation roll (VR)

Tax Liability Assessment Captures application of tax 3.4.3 TA-3: Tax Liability
policy provisions on exemptions, Assessment Ratio
assessment basis, tax rates, (TLR)
abatement/tax relief on the
tax roll

Property Tax Collection Ensures proper application of 3.4.4 TA-4: Collection Ratio
revenue collection provisions, (CLR)
including for enforcement

Institutional Review / Analysis 3.5
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AsFigure Sillustrates, property tax administration involves a combination of property database
maintenance, property valuation, liability assessment, billing and payment processing,
collection and enforcement management, as well as taxpayer and public services. The
efficiency of these administrative functions can be captured in the coverage, valuation, tax
liability assessment, and collection ratios, the combination of which ultimately affects the
realization of any intended property tax policy objectives.

Figure 5 | Property Tax Administration System
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Source: Adapted from Kelly 2013b.

The interaction of an appropriate policy framework and effective administration can
individually and/or collectively improve property tax revenue, equity, and efficiency. Successful
property tax improvement strategies must identify, prioritize, and sequence an appropriate
combination of policy and administration interventions while recognizing the legal, socio-
political, and institutional context.
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As the revenue identity in Figure 4 illustrates, property tax revenue performance depends on
the policy and tax administration variables and how those interact within the broader operating
environment defined by the underlying legal, political, and institutional issues. Understanding
these variables and the broader reform environment is critical in helping identify, design, and
implement appropriate remedial property tax interventions.

Priorto a detailed analysis of these variables and the institutional environment, the practitioner
should undertake a review of property tax performance, specifically focusing on the revenue
collected, the structure and trends of that collected revenue, and the possible implications for
equity, administration, and political acceptability.

The revenue performance can be benchmarked against other countries, against the
disaggregated revenue profile within a country and/or across taxing jurisdictions within a
country. These comparative analyses can be done on a cross-sectional basis as well as on a
time series basis to understand trends over time.

3.2 Property Tax Revenue Performance

A property tax system may be generating a low revenue yield, and/or facing a lack of property
tax revenue growth (buoyancy) with respect to economic growth, urbanization trends, and/or
the nominal and real costs of public service delivery.

Revenue performance should, therefore, be analyzed in absolute and relative terms to
economic growth (for example, GDP for a country or RGDP for regions, if available), general
and local government revenues and taxes, respectively, and in regard to urban population
growth, service delivery costs, and affordability. These ratios should be calculated for several
recent years to reveal revenue trends. In addition to the absolute revenue performance, it is
equally important to estimate its buoyancy with respect to GDP growth. (See Box 1 for further
details on revenue buoyancy.)

3.2.1 Revenue to GDP Ratio

At the country level, the property tax revenue can be benchmarked against a country’s GDP
to gauge the overall property tax revenue contribution. As Table 1 indicated, OECD countries
typically have a property tax to GDP ratio of about 1.1 percent, with Canada, the United
Kingdom, and the United States reaching up to 2.5 to 3 percent of GDP. Middle-income
countries typically collect about 1 percent of GDP. Low-income countries may collect up to
0.5 percent of GDP, although many collect less than 0.1 percent of GDP. A similar revenue
performance ratio can be calculated against regional indicators of economic development,
such as a regional gross domestic product (RGDP), if available.
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In addition to the static revenue
performance measurement, the
practitioner should consider the buoyancy
of the property tax revenue with respect
to economic growth (see Box 1 on
revenue buoyancy). Typically, property
tax buoyancy is quite low; the long-term
buoyancy is estimated at 0.71 and the
short-term buoyancy at 0.05 for OECD
countries. These buoyancies are expected
to be considerably lower in non-OECD
countries due to policy and administrative
constraints (IMF 2014). This means
that for every 1 percent increase in GDP,
property tax revenues are expected to
increase by 0.71 percent in the long term,
but only 0.05 percent in the short term. In
non-OECD countries, the buoyancy would
typically be much lower.

This low-revenue buoyancy can be
attributed to tax policy design and
administration. The basic problem is
that property taxes are often levied on
incomplete property tax registers, typically
levied on estimated property values,
which are only periodically updated. Thus,
in addition to an incomplete tax base
coverage of properties, the tax base value
lags behind the market. Revenue buoyancy
can also be affected by a narrowly-defined

Implementing the Property Tax Diagnostic Framework

Box 1: Revenue Buoyancy

Tax revenue growth responsiveness,
typically known as buoyancy can
be calculated as percent change in
property tax revenue/percent change
in GDP.

Tax buoyancy captures the various
policy changes (such as changes
in the tax base definition, increases
in tax rates or changes in the tax
rate structure) and administration
changes (for example, changes in
tax compliance strategies to include
seizure and auction of properties,
tax base coverage improvement
programs, and revaluations).

Ideally the practitioner would want
to estimate tax elasticity, which is the
underlying responsiveness of the tax
system, excluding ad hoc changes
in tax policy and administration;
however, this calculation is virtually
impossible given data constraints.

tax base, excessive exemptions, and/or ineffective collection and enforcement mechanisms.

Addressing these tax base definitions, improving collections, and increasing the frequency
of property revaluations linked to market values would increase the property tax buoyancy.
Some countries use indexation to keep their property values adjusted for inflation (Brazil,
Colombia and Jordan) between the periodic property revaluations (Bahl and Vasquez 2007).
Note that although indexation can help maintain the absolute property values used for
taxation purposes, it does not capture changes in relative value, which largely determines the

equity of a property tax system.
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Action items:

v Calculate the property tax revenue to GDP ratio for the most recent year, as well as
for several prior years to understand the revenue trends.

v Calculate the buoyancy of the property tax revenue with respect to economic growth
(see Box 1 on revenue buoyancy).

v Calculate a revenue performance ratio against regional indicators of economic
development, such as a regional gross domestic product (RGDP), if available.

Questions to Consider:

+ How does property tax as a percentage of GDP compare to other benchmark countries?
¢ How has this percentage changed over time?

¢ Has the property tax revenue been buoyant over time, outpacing GDP annual growth,
or has the growth in property tax revenues been stagnating over time?

¢ What are some possible underlying policy and administration variables that may be
generating/influencing those results?

¢ Are there changes in policy and administration that could potentially address any
possible revenue underperformance?

3.2.2 Property Tax Revenue as Proportion of Government Revenues

Property tax revenues can also be benchmarked against total government revenue or taxes
and subnational level government revenues/taxes. As Table 1 earlier indicated, property
taxes represent about 2—-4 percent of total government tax revenue in high-income countries
and 1-2 percent in low- and middle-income countries. And property taxes account for the
major source of municipal own-source tax revenues, contributing about 40-60 percent in
high-income countries and about 20—40 percent in low- and middle-income countries.

Central governments may be interested in all of these comparative revenue measures, while
local governments may be more interested in the impact on their local own-source revenues
and/or taxes. These key benchmark indicators can be used to compare revenue performance
across similar clusters of comparable local governments.

An example of comparative property tax revenue measures across a select group of
metropolitan areas can be found in Table 3. As Table 3 shows, the property tax contributes
between 20-60 percent of total city revenues and between 25-50 percent of local tax
revenues in a number of select metropolitan cities.
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Revenue performance varies by local governments and across time depending on a wide
variety of social, urban, and economic characteristics of the taxing jurisdictions, and the
profile of their overall revenue and tax structure as well as the specific characteristics of their
property tax profile. The revenue profile and the various revenue trends, and implications
behind the relative contribution of property tax revenues, should be evaluated for each taxing
jurisdiction, with relevant benchmarks chosen for comparative purposes.

Action items:

v

Benchmark property tax revenues against total government revenue or taxes
and against subnational level government revenues/taxes. Compare the country
calculations against the international benchmarks found in Table 1.

Compare revenue performance across similar clusters of comparable local
governments across or within the country using these key benchmark indicators. See
Table 3 for an example of metropolitan cities across countries.

Evaluate the revenue profile, the various revenue trends, and the implications behind
the relative contribution of property tax revenues for each taxing jurisdiction.

Questions to Consider:

*

What percent of total government revenue and/or tax revenue comes from the
property tax?

What percent of local government revenue and tax revenue is attributed to the
property tax?

What is the distribution of property tax revenues collected from certain property
classes (for example, commercial, industrial, residential, others)?

Which classes of property appear to be underperforming?

Are there underlying policy and administration variables within each property category
that may be affecting this performance?

If so, what are some possible remedial interventions that could address these issues?
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Table 3 | Property Taxation in Select Metropolitan Cities

Metropolitan Cities Population Percentage of Total City Percentage of Local Tax
(millions) Revenue Revenue

2009 2005 2010 2005 2010
Sao Paulo (BRA) 18.8 27.2 24.8 35.0 31.0
Metro Manila (PHI) 16.3 27.0 28.0 43.0 54.0
Rio de Janeiro (BRA) 12 21.8 17.5 34.5 25.0
Kuala Lumpur (MYS) 7.1 68.4 449 92.0 93.0
Johannesburg (RSA) 4 19.9 16.3 30.0 43.8
Durban (RSA) 3.5 279 21.6 40.5 411
Cape Town (RSA) 3.4 22.6 20.5 33.1 411
Pretoria (RSA) 2.4 20.4 19.4 28.4 42.8

Source: Adapted from McCluskey and Franzsen 2013.

3.2.3 Property Tax Revenue Disaggregated Analysis

Property tax revenues can be further evaluated on a cross-sectional and time-series basis to gain
important insights into the property tax performance across taxing jurisdictions within a country.
To the extent possible, information should be collected, analyzed, and disaggregated in various
ways to develop a deeper understanding of the property tax profile within the taxing jurisdiction.

This property tax-related information should be disaggregated by the administrative/taxing
jurisdiction (for example, at the provincial, district, and local government level), by type of
property (for example, residential, commercial, industrial, agricultural, exempt), and by other
characteristics, as appropriate. The analysis should also focus on important trends (in nominal
and real terms). Although long-term trends may be of interest, trends over the last 5-10 years
are the most important. To the extent possible and necessary, the cross-sectional information
should also be analyzed over time to identify emerging strengths and weaknesses along with
areas needing policy and administrative reform interventions. Graphs can be used to help
illustrate the various trends.

Tables listing the per capita or per household property taxes may provide a useful benchmark
when comparing property tax revenue performance across countries and cities. However, while
the per capita property tax revenue is an easy, quick benchmark comparator to calculate, the
results must be interpreted carefully to understand the underlying structural and institutional
aspects as well as the property policy and administration impacts. See Box 2: Using Per Capita
Property Tax Revenue Benchmarks.
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City-level per capita property tax revenues can be affected by such factors as level of economic
development, revenue structures, adopted property tax policy, and administrative structure as
well as the taxable property profiles. Revenue collections can also be affected by the political,
institutional, and technical will and the capacity to carry out the administrative functions related
to coverage, valuation, tax liability assessment, and collection.

Although property tax performance is not directly linked to city size, using such benchmarks, such
as shown in Table 3 and Table 4, can help identify some rough, useful benchmarks if followed up
with a more in-depth analysis of the underlying factors affecting those benchmark figures.

Table 4 illustrates such trends in per capita property tax revenues in select metropolitan areas
from 2006 and 2009, while Table 5illustrates per capita property tax revenues from only one year,
but from a wider, selected set of large and small cities from Latin America, Southeast Asia, Africa,

and India.

Box 2. Using Per Capita Property Tax Revenue Benchmarks

As Table 3 illustrates, there is substantial
diversity of per capita property tax revenue
across and within countries, and it is important
to understand the underlying factors that may
be affecting these differences.

For example, although Johannesburg
(population: 4 million) and Dar es Salaam
(population: 3.6 million) have similar

population size, their property tax per capita
has a hundred-fold difference, perhaps
largely explained by the variations in levels
of economic development. The economic
structure of the city, rather than population,
may also have a major impact. For example,
Miraflores, one of the most affluent cities in
Peru with a population of around 900,000,
collected USD 143 per capita in 2010, among
the highest levels in Latin America. Similarly,
MakatiCityinthe Philippines, withapopulation
of around 500,000, collected around USD

70 per capita, which is considerably higher
than its counterpart cities in the Philippines.
Both cities are from exclusive residential and
upscale shopping districts with a relatively
higher portion of commercial properties,
thus perhaps explaining their higher revenue
performance.

Additional explanations are also required in
the case of India's two largest cities, Delhi,
and Mumbai. The two cities have similar
populations, but Delhi collected less than
half of the property tax revenue collected
in the Greater Mumbai Area in 2015.
Differences in economic structures, policies
and administration may largely explain
the differences, while recent reforms in
Mumbai, shifting from the annual rental to
the capital value system, along with various
other administrative reforms may also have
contributed to the difference.



Property Tax Diagnostic Manual 41

Table 4 | Trends in Per Capita Property Tax Revenues in Select Metropolitan Areas (USD)

Metro/City 2006 2009
Property Tax Property Tax per Property Tax Property Tax
(millions) Capita (millions) per Capita
Sao Paulo (BRA) 1,087.81 61.46 997.64 53.07
Metro Manila (PHI) 317.60 21.46 288.71 17.71
Rio de Janeiro (BRA) 430.66 39.88 395.42 32.95
Bengaluru (IND) 56.95 8.38 137.31 17.16
Kuala Lumpur (MYS) 174.74 25.32 178.38 2512
Johannesburg (RSA) 364.13 98.41 321.52 80.38
Cape Town (RSA) 285.76 89.30 319.94 94.10
Porto Alegre (BRA) 61.82 22.08 71.83 19.41
Pretoria (RSA) 202.62 92.10 222.62 92.76

Source: McCluskey and Franzsen 2013.



42 Implementing the Property Tax Diagnostic Framework

Table 5 | Per Capita Property Tax Revenues in Selected Cities

Per Capita
Property
Tax (USD)

Per Capita
Property
Tax (USD)

Population
(millions)

Population
Cities (millions)

Johannesburg (RSA) 4.00 80.38 S&o Paulo (BRA) 11.50 218.20
Dar es Salaam (TAN) 3.60 0.85 Bogota (COL) 7.36 82.40
Durban (RSA) 3.50 109.63 Buenos Aires (ARG) 3.02 111.00
Nairobi (KEN) 3.36 7.93 Guayadquil (ECU) 2.47 495
Pretoria (RSA) 2.40 92.76 Goiania (BRA) 1.30 86.03
Kinondoni (TAN) 1.85 0.97 Kingston (JAM) 0.68 6.06
Kiambu (KEN) 1.62 1.42 Joinville (BRA) 0.55 74.62
Kampala (UGA) 1.40 6.65 Ibarra (ECU) 0.19 7.46
Ndola (ZAM) 0.55 5.47 Miraflores (PER) 0.09 143.68
Arusha (TAN) 0.42 1.63 Solola (GTM) 0.05 0.24
Median Value 213 6.06 Median Value 0.99 78.51
Mean Value 2.27 30.77 Mean Value 2.72 73.46
Range 3.58 108.78 Range 11.46 217.97
| waew ][ sounesstasarr |
Mumbai (IND) 18.40 16.82 Manila Metro (PHI) 16.30 17.71
Delhi (IND) 16.30 10.58 DKI Jakarta (IDN) 9.61 22.11
Bengaluru (IND) 8.50 30.80 Kuala Lumpur (MYS) 710 2512
Pune (IND) 5.05 40.14 Kota Surabaya (IDN) 277 13.73
Jaipur (IND) 3.04 0.11 Quezon City (PHI) 2.76 13.72
Ranchi (IND) 2.91 1.64 Kota Tangerang (IDN) 1.80 9.38
Vishakhapatnam (IND) 1.72 30.89 Kota Palembang (IDN) 1.46 3.44
Dehradun (IND) 1.69 2.12 Makati City (PHI) 0.52 72.41
Chandigarh (IND) 1.05 2.73 Muntinlupa City (PHI) 0.45 16.60
Bhubaneshwar (IND) 0.88 3.84 Kota Palopo (IDN) 0.15 0.90
Median Value 298 7.21 Median Value 2.28 15.17
Mean Value 5.95 13.96 Mean Value 4.29 19.51
Range 17.52 40.04 Range 16.15 71.51

Notes: City populations are provided by various report authors or selected from https://www.citypopulation.de/.

* Property tax data in Africa is based on various fiscal years from 200917, population data also ranges from 2009-17.

** Property tax data in Latin America is based on various fiscal years from 2009-13; population data also ranges from 2009-13.

**% Property tax data in India is based on fiscal year 2075-16, while population is based on census in 2071.

**%% Property tax data in Southeast Asia is based on fiscal years 2009-10; population also ranges from 2009-10. Sources: Claudia 2010;
Farvacque-Vitkovi¢ and Kopanyi 2013; Mathur et al. 2009, McCluskey and Franzsen 2013; McCluskey and Franzsen 2017, Norregaard 2013.
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As an indicator of property tax affordability, per capita and per household property taxes
can be benchmarked against average per capita/per annual household income or against a
common commodity (for example, a loaf of bread or pack of cigarettes). For example, the
average annual property tax collected in most jurisdictions in Myanmar is equal to about 2-3
cups of tea (McLachlan and Hein 2017). These practical indicators can capture a tangible
sense of the average potential property tax burdens.

In addition to the raw numbers, various ratios as shown in Table 6 can help summarize the
property tax performance, improve understanding, and facilitate communication of key
findings (for example, ratio of tax collections/tax liabilities, arrears/current liabilities, taxable
properties/total properties, taxable property value/total property value, assessed value/
market value).

Table 6 | Revenue Performance Metrics

Measures Comments
Property tax revenue collections as % of GDP Evaluate against international benchmarks
Property tax revenue collections as % of total Evaluate against international benchmarks

government revenue

Property tax revenue collections as % of total Evaluate against international benchmarks
government tax revenue

Property tax revenue collections as % of total local Evaluate against international benchmarks
government revenue

Property tax revenue collections as % of total local Evaluate against international benchmarks
government own tax revenue

Property tax revenue collection per urban population | Evaluate across taxing jurisdictions

Property tax revenue collections per urban HH Evaluate across taxing jurisdictions
Property tax revenue per property Evaluate across taxing jurisdictions
Average tax liabilities by quartile of tax liabilities Profile of potential tax bills

Average property tax collections by quartile of Profile of collected revenue by tax bills
tax liabilities

Source: Roy Kelly 2020.

Action items:

v Evaluate property tax revenues on a cross-sectional and time-series basis to gain
important insights into the property tax performance across taxing jurisdictions
within a country.
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v To the extent possible, collect and analyze the information, and disaggregate and

tabulate such as the following:

¢ Number of properties
Number of taxable properties
Valuation basis of those properties
Property value as captured on the tax rolls
Billed tax liability

Collected amount on current tax liabilities

® 6 6 o o o

Amount of arrears and amount collected on tax arrears

v Disaggregate this information by administrative or taxing jurisdiction (for example,

provincial, districts, and local government level), by type of property (for example,
residential, commercial, industrial, agricultural, exempt), and by other characteristics,
as appropriate.

Conduct these analyses by taxing jurisdiction as well as on a per property, per capita,
and per taxpayer basis. This will help in understanding and comparability across
jurisdictions, property types, and taxpayers. Focus the analysis on important trends
(in nominal and real terms). Although long-term trends may be of interest, it is most
important to look at trends over the last 5-10 years.

To the extent possible and necessary, analyze the cross-sectional information over
time to identify emerging strengths and weaknesses and areas needing policy and
administrative reform interventions. Use graphs to illustrate various trends.

Questions to Consider:

*

What are the collected revenues per capita or per household across various local
governments, while accounting for policy and administration differences and
differences in the underlying property values across taxing jurisdictions?

What is some indication of tax payment affordability expressed as a percentage of
household income and/or calibrated against a common benchmark, such as a cup of
tea, bowl of noodles or rice, pack of cigarettes?

How concentrated is the collected revenue from the highest value properties,
disaggregated by class of property?

Are there policy, administrative, or institutional factors that may be affecting the
differential revenue performance across taxing jurisdictions?

Are there any possible best practices that could be explored, codified,
and replicated?



Property Tax Diagnostic Manual 45

3.3 Property Tax Policy

Tax policy analysis should begin with a review of a country’s property tax policy, as codified
in the laws and regulations. The analysis should begin with the Constitution, as the supreme
law of the land, which typically provides a general or even specific references to tax and
revenue instruments and usually sets the overall fiscal policy/decentralization framework.

The specific property tax legal framework may be found in the local equivalents of the
General Tax Code, the Local Government Act/Local Government Finance Act, or Property
Tax Act/Rating Act, and/or their related regulations. There may also be relevant legislation
found in local equivalents of the Land Registration Act, Land Valuation and Stamp Duty Act,
Housing Acts, Valuation for Rating Act, Registration and Regulation of Valuers Act, and/or
related regulations that govern property tax coverage and valuations.

In addition to the central/state-level legislation and regulations, the policy analysis should
also examine any local government level policy and by-laws as local governments often
have some policy discretion in such areas as providing tax exemptions and abatement/
relief schemes and in choosing tax rates.

The policy review would focus largely on: (a) tax base definition, exemptions, and the
assessment basis, and (b) the tax liability assessment (tax rates and abatement/relief
schemes). Such a legal audit will help identify the existing policy parameters as well as
identify areas of possible legal challenges when designing and implementing policy and
administration remedial interventions.

3.3.1 Tax Base Definition, Exemptions, and Assessment Basis

As Figure 6 shows, there are a several policy choices affecting the tax base. Policy decisions
must define what is included in the tax base, what is excluded, and ultimately what the
assessment basis for the tax base will be—that is, do we tax the property based on area or
value. The theory and international practice for each of these policy choices are discussed
in detail further in Annexes TP-1 and TP-2.
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Figure 6 | Tax Base Policy Choice Decisions
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Source: Roy Kelly 2020.

Tax Base Definition: Property taxation policy begins with the definition of the tax base, identifying
what is to be included in the tax base. While most countries include both land and improvements
(which includes buildings), there are some countries which only tax land (for example, Jamaica,
Kenya, Vietnam), while others only tax buildings (for example, Ghana, Haiti, Tanzania).

For those taxing both land and buildings, some countries tax land and buildings as one
economic unit under one property tax law, while others tax land and buildings as separate
units under two different property tax laws. Some countries also include machinery and
equipment, although these are usually taxed as assets under the corporate income tax. There
are theoretical and practical advantages and disadvantages to each tax base definition, as
discussed in Annex TP-1.

While there may be a political impetus to introduce a change to the tax base definition, it is
always important to carefully evaluate the rationale and the expected impact, implications,
and tradeoffs from introducing such a choice, specifically on revenue yield, equity across
taxpayers, efficiency implications, and administration costs.

If the policy objective is to increase revenues, a detailed analysis may show that it would
be more cost-effective to raise additional revenue through increasing the tax rate and/or
improving property tax administration rather than expanding the tax base definition. If the
policy objective is to improve taxpayer equity between those who only own land and those
who own both land and buildings, a detailed analysis would be able to estimate the possible
shift in tax burden distributions.
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The analysis must also explore where the legal responsibility for paying the property tax lies,
for example, with the person (most common) or with the property (in rem, which is rarely
used). The answer to this question has important implications for other property tax design
features such as the definition of the tax subject as well as in collection and enforcement.

The subject of the tax can be defined as placing the tax liability on the owner, occupant, both
the owner and the occupant, either the owner or the occupant, the property, and/or beneficiary,
as determined by the tax department. The law should be structured to make the tax “jointly
and severally liable,” meaning that the tax can fall on one or any combination of those defined
as the subject. A broad definition of the tax subject can be important in those countries with
unclear or disputed property ownership systems.

In general, as explained in Annex TP-1, international best practice suggests to broadly define the
tax base to include all land and/or building (improvements) unless specifically exempted in law.

Action Items:
v Review the legal definitions of the immovable property tax base.

v Explore where the legal responsibility for paying the property tax lies, on the property itself
(in rem), which is rarely used, or on the person (in personam), which is more common.

v ldentify the subject of the tax—is the tax liability on the owner and/or occupant/
beneficiary? Is the law structured to make the tax “jointly and severally liable”?

Questions to Consider:

¢ What kind of property is taxed?

¢ Doesthetaxbaseincludelandonly, buildings/improvements only,and/oracombination
of land and buildings/improvements?

¢ |[fland and buildings/improvements are taxed, are they taxed together as one economic
unit under one law or as separate units with two different tax laws, one taxing land,
and the other taxing buildings/improvements?

¢ Are machinery and equipment included in the property tax base?

¢ What are the defined use classes of immovable property (for example, agriculture,
residential, non-residential, industrial, commercial, government, or others), which may
affect exemptions, tax rates, and administration aspects?

¢ Are other defining categories for taxable properties, such as only those within
municipal boundaries, “gazetted” land only, those “declared” as taxable, others?

Note:
» See Annex TP-1 on Tax Base Definition for further details.
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Tax Base Exemptions: Property tax policy then includes decisions on what is not included
in the tax base, that is, what should be exempted from taxation. These tax base exemptions
vary by country, although most countries typically include a combination of diplomatic,
government, religious, education, and health-related properties. Some countries also provide
exemptions for agriculture, tourism, state-owned enterprises, and others.

All exemptions can be structured as either a full exemption from the tax base or as a partial
exemption, for example, by allowing a portion of the property area and/or value to be exempted
from taxation. These explicit exemptions are often restricted by both ownership and use. For
example, an exemption granted for religious properties is often defined as being given to
property owned by a recognized religious organization and also used for religious purposes.
While a religious exemption may apply to the house of worship, it may not apply to properties
used for commercial purposes (lodging houses, bookstores).

Property tax exemptions may also include implicit exemptions. Implicit exemptions are those
derived from the legal definition of what is included in the various laws. Some laws may
define taxable properties only as those within areas declared/gazetted by the government
as taxable. Other laws may define taxable properties as only those which are valued under a
separate Valuation for Rating Act, where that act implicitly defines those properties which will
be tax-exempt under the property tax law. Implicit exemptions also emerge from the choice
of the tax assessment basis: for example, vacant land is typically taxed under property tax
systems based on Capital Value (CV) but is exempt under the Annual Rental Value (ARV)
assessment basis.

As explainedin Annex TP-2,tax base exemptions are equivalent to a subsidy to a property, being
granted on the basis of the property ownership (tenure) and/or on property characteristics
such as property use, location, size, and value. This does not mean that all property tax
exemptions reflect bad policy as there may be rational reasons for providing subsidies to
certain properties and/or property taxpayers. For example, health and education-related
properties may be providing positive social externalities thus should be encouraged. However,
it should be remembered that exemptions do generate a loss in revenues collected, causing
either a reduction in the level of services that can be provided through property taxation or
an increased tax burden on non-exempt property taxpayers, holding everything else constant.

A policy question therefore would be to what extent should a property owner and/or use be
subsidized. Should the property receive a 100 percent exemption, or should the property
receive only a 50 percent exemption? Should the subsidy be in the form of a reduced tax base
(for example, through a property valuation deduction) or, as discussed later, as a reduction in
the tax rate (for example, through a 50 percent tax rate reduction)?
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As Annex TP-2 further explains, there are a large number of different property tax exemptions,
each with implications on revenue yield, equity, efficiency, and administration, as well as political
acceptability. These subsidies, also called tax expenditures, should be carefully evaluated
and designed to achieve the intended government objective while minimizing economic,
administration, and compliance costs. Some property tax systems require a “tax expenditure”
report which would identify and quantify the impacts of all property tax exemptions, with this
report to be submitted annually as part of the budget process.

In general, as explained in Annex TP-2, international best practice suggests keeping the
property tax exemptions to a minimum, carefully reviewing the intended objectives and their
actual costs and benefits. A systematic review and rationalization could lead to a reduction
and/or an elimination of inappropriate or outdated exemptions, which may lead to an increase
in potential property tax revenue yield, equity, and efficiency. Reducing/eliminating some
exemptions could be considered a “quick win” for any property tax reform.

Action ltems:

v Review and identify the implicit and explicit exemptions, their rationale, and any estimates
on the revenue, equity, efficiency, and administration costs of those exemptions.

Questions to Consider:

¢ What are the implicit and explicit tax base exemptions?
¢ What is the rationale for granting such exemptions?
¢ What is the estimated number of properties affected by the exemptions category?

¢ What are any revenue loss, equity, efficiency, and administrative cost implications
from these exemptions by category?

¢ Are there any unusual categories of properties or owners that are eligible for
exemptions? If so, these should be identified with their rationale and any estimates
on the number and value of such exempt properties.

¢ Do local governments have any discretionary power to introduce
additional exemptions?

+ |f local governments provide additional exemptions, how are these accounted for in
determining the allocation of intergovernmental transfers?

¢ What are the political drivers, and who are the related stakeholders behind
these exemptions?
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Notes:

» These property tax exemptions and/or tax abatement/relief schemes can be found
in a wide variety of central and local laws and regulations linked to economic and
regional development, urban, land and housing development, tourism, and hotel
development, among others.

» See Annex TP-2 on Tax Base Exemptions for further details.

Tax Base Assessment Basis: As part of the tax base definition, countries must define the
assessment basis to be used for the property tax. As explained in Annex TP-3, the assessment
basis is either defined based on the area or the value of the property. This simple dichotomy,
however, is misleading and confusing, as most so-called area-based property taxes make
adjustments for location, property use, construction, and building characteristics, among
others. These adjustments, if calibrated to notional or market-based value information,
implicitly allow an area-based system to take on attributes of a value-based system of
property taxation.

The choice of the assessment basis depends heavily on the level of the property market
activities, the availability of related value information, and the capacity of the taxing jurisdiction
to provide an estimate of a property value for tax purposes. Even in emerging, nascent property
markets, taxing jurisdictions will typically choose their property tax assessment basis on at
least a notional value, which, if calibrated properly, can improve the equity of the property tax
system along with potential tax revenues. In some taxing jurisdictions, agricultural property
may be assessed based on area, while urban property may be assessed on a notion of value.

Area-based systems are easy to administer but typically create inequity across properties.
Under an area-based system, a property of equal size would be taxed at the same level regardless
of its location. Such a property located in a desirable location with many urban services would
pay the same as a property located in a more remote location with fewer urban services. For this
reason, most property tax systems make some adjustments, at least for location, to reflect the
relative value of a property to improve revenues, efficiency, and equity.

Value-based systems include those using notional values (also called normative values)
and those using market-informed values (also called market-based values). The quality of a
value-based system depends largely on the degree to which there exists an active property
market, easily available market value information, and the capacity to analyze and develop
appropriate market-based valuations. As property markets, information and capacity develop,
property tax systems should be able to better capture and reflect the relative and absolute
market values on the valuation and tax rolls.
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Shifting to a value-based system has the potential to improve property tax equity and revenue
buoyancy, depending on property markets, market data availability, and administration
capacity. However, in some cases, a deeper dive may lead to a conclusion to keep the
tax system based simply on area or on a notional value due to policy, administrative, and
institutional reasons. Under some circumstances, such a simple area-based system or a
simple notional value system may be implemented in a more equitable manner than a more
complex market-value assessment system.

Within these value-based systems, a policy choice must be made as to whether to use the
capital value (the price at which a property can be bought and sold) or the rental value (the
price at which a property can be rented). These two values can be shown to be mathematically
equivalent in well-functioning markets, under certain circumstances. Under the income
approach to valuation, the expected capital value for commercial property is often estimated
as the capitalized value of the expected flow of net rental income.

Although rental value systems are typically found in countries within the Commonwealth of
Nations, most other countries use a capital value system. Most recent property tax reforms
are shifting to capital value systems as they provide for the capture of the highest and best-
use values and avoid challenges presented by rent control policies.

Under value-based property tax systems, a policy choice must be made to identify the valuation
standards to be used for estimating the property values for tax purposes. A highest and best-use
standard would allow a taxing jurisdiction to better capture the potential property value, while the
current use standard would only allow the taxing jurisdiction to use a property value that reflects
current use. Many countries adopt a current use standard for agricultural land, for example, to
provide a subsidy for agricultural property, discourage the transformation of agricultural land for
urban purposes, or protect often-poor agricultural property taxpayers.

Another policy choice has to be made to define the valuation methodologies. Many countries
define a specific valuation method or methods in law and/or regulation, while other countries
provide an option to choose from among the standard cost, income or comparable market
value approaches. As explained in Annex TP-3 on the Assessment Basis, countries with limited
market information often specify an additive valuation model that combines the use of zonal
land values for land along with the cost approach for buildings. Some countries specify the
valuation methodology to include the cost, income, and comparable (market) approach as
determined in government regulation, while other countries provide choice discretion to the
taxing jurisdictions (Kenya).
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Action items:

v Review the assessment basis of the property tax.

Questions to Consider:

¢ Are the property taxes being assessed based on area and/or value?

+ |If using property value:
1. Is the value assessment basis using a capital or a rental-value approach?

2. Are values based on notional or market-informed/market-based values?

3. What is the valuation standard being used (current use and/or highest and
best use)?

¢ Are assessment standards and methods defined in law as policy or implemented as
administration through regulations?

¢ Does the legislation prescribe the interval between valuations? Is this uniform
nationally, or is there discretion given to the various taxing jurisdictions?

+ Do local governments have discretionary options to choose the assessment basis
used depending on local circumstances?

+¢ Doeslegislation allow forindexation of property assessments between the revaluation
intervals?

Note:
» See Annex TP-3 on Tax Assessment Basis for further details.

3.3.2 Tax Liability Assessment (Tax Rates and Abatement/Relief Schemes)

Using the property registry/valuation roll information, the government must levy the tax
liability. The tax liability assessment function involves calculating and levying the property
tax amount to be paid for each property by correctly applying the legally mandated tax rates
and abatement/relief schemes.

As discussed in Annex TP-4, the detailed analysis would further explore the current property
tax rate structures, which can range from a single flat rate to ever-increasing complex systems
of classified rates and/or progressive rates. The detailed analysis would also focus on the
important policy debate concerning the appropriate degree of local government tax rate
discretion. The various tax abatement and tax relief schemes should also be included in this
analysis to better understand possible alternatives in light of the revenue, equity, efficiency,
and administration considerations.
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Tax Rates. As Figure 7 illustrates, there are a number of policy choices for setting the tax
rate structure. These policy choices are defined in laws and/or regulations. Typically, these
are set by the central/state government. Some property tax systems allow discretion to
local governments, some setting a maximum rate while others set minimum and maximum
rates. Experts typically recommend that some bounded tax rate discretion be given to local
governments to encourage more efficient revenue/expenditure decisions and improved
government-citizen accountability.

Tax rate structures can vary by country and within countries, some quite simple and others
more complex. Some use a flat uniform tax rate for all properties. Others use a classified tax
rate structure that applies different tax rates to different types of properties, while some use
a progressive rate structure that applies increasingly higher tax rates on properties based on
their size or value.

As indicated in Figure 7, there are a variety of other rate structures. For example, some
taxing jurisdictions apply a dual-rate system where the tax law allows one tax rate to be
applied to the land component with a different
tax rate applied to the improvements/buildings.
In contrast, some countries provide for two
different property taxes under separate laws—
one law as a land tax with one rate structure and

Tax rate policy
choices must
recognize the

distinction
between
statutory tax

(those defined
in law) and
effective tax
rates (those
“felt” by the
taxpayer).

a separate law as a building tax with a different
rate structure.

Taxing jurisdictions are often allowed to tax
vacantland/propertyatahigherratetoencourage
the development and use of underutilized real
estate. Differential tax rates can also be applied
to provide partial exemptions, abatement and
relief schemes for political, social, and economic
objectives. Commonly lower tax rates may be
applied to agricultural property, owner-occupied
residential housing, properties used for social
objectives, and/or to promote economic/
regional development.

Some countries allow a mixture of these tax rate
structures across their taxing jurisdictions.
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Figure 7 | Tax Rate Policy Choice Decisions
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For simplicity, a flat uniform rate should ideally be levied with the differences in property tax
paid being dependent on the relative differences in property value. If a classified structure is
chosen,the number of rates should be few, forexample, perhaps only foragriculture, residential,
and non-residential property for revenue, efficiency, equity, and administrative purposes.
Experts typically agree that progressive tax rates should be discouraged for property tax
and be largely limited to progressive income taxes at the central government level. Although
rare, there are some countries in Latin America that apply progressive property tax rates to
individual properties. The Republic of Korea (South Korea) is perhaps the only country that
has successfully applied a progressive property tax rate with respect to an individual’s total
property value within the country.

Tax rate policy choices must recognize the distinction between statutory tax (those defined
in law) and effective tax rates (those “felt” by the taxpayer). Although the statutory rate is
important, the effective tax rate ultimately determines revenue yield, efficiency, and equity.
Effective tax rates are calculated as the amount of actual tax paid as a percentage of property
market value.

Property tax systems often provide for some transitional relief to make the property tax reform
more gradual and palatable to citizens when there may be a sudden increase in property tax
burden. For example, when a taxing jurisdiction introduces an updated valuation roll, the tax
rate may be adjusted downwards and/or there may be a phasing in of the revised valuations.
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Action items:

v Review the property tax rate structures and applicable tax abatement/relief schemes.

Questions to Consider:

¢ What is the tax rate structure (flat, classified, progressive, and/or others)?
+ How is the tax rate determined (fixed in legislation, indexed, needs-based, other)?

¢ Do local governments have any discretion in setting the tax rate structure and
rate levels?

¢ |s there a prescribed minimum and/or a maximum tax rate?
¢ What are the conditions which allow local government rate discretion?

¢ Aside from tax rate limits, are there other measures in legislation or imposed by a
higher-level government that constrain property tax rates? (for example, percentage
limits on rate changes, or revenue changes)

¢ Are “fractional assessments” used prior to levying the tax rate?

¢ |[f fractional rates are used, are they uniform or differentiated by property use, location,
or ownership? Are these set in legislation? Is there local level discretion?

+ Are there any measures designed to provide a disincentive, such as vacant land or
underutilized housing/properties tax? If yes, describe them.

Note:

» See Annex TP-4 on Tax Rates for further details.

Tax Abatement/Tax Relief Schemes: Effective tax rates often differ from statutory
rates due to policy decisions linked to exemptions, valuation deductions, valuation
assessment ratios, differential tax rates, and tax credits as well as by the quality of the tax
administration in terms of coverage, valuation, tax liability assessment, and collection. In
the Philippines, for example, the legal tax rate is 2 percent, but due to the use of fractional
assessment, deductions, credits, and administration challenges, the effective tax rate
has been estimated to be as low as 0.07 percent (Guevara, Gracia, and Espano 1994, as
quoted in Bird and Slack 2004).

Tax abatement and tax relief schemes must also be considered under the tax liability
assessment function. These abatement and relief schemes are policy choices made to
reduce the amount of tax liability to be levied on an individual property owner through the use
of tax base valuation deductions and tax credits, and differential tax rates, often targeted for
social/equity objectives.
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Property abatement/relief schemes vary by country and taxing jurisdictions. Some typical
abatement/relief schemes are targeted for veterans, owner-occupied housing, and lower-income
groups. These schemes are structured to reduce the effective tax rate on a property by providing
valuation deductions, credits, and/or differential tax rates. Schemes targeted for low-income
property owners are designed to offset the perceived progressivity of the property tax.

As with the property tax rate structure, countries vary in the level of discretion given to local
governments in determining the abatement/relief schemes.

As explained in Annex TP-4, countries which provide local government discretion on tax
rates and abatement/relief schemes should be careful to ensure that any intergovernmental
transfer formulae are based on local level property tax potential, assuming standard rates
with no special discretionary abatement/relief schemes.

Action Items:
v Examine the tax abatement/relief schemes, structures and their rationale

v Estimate their implications on revenue loss, equity, efficiency, and administration
costs to the extent possible

Questions to Consider:

¢ Do local governments have any discretionary power to provide additional tax
abatement/tax relief schemes?

¢ If local governments provide these abatement/relief schemes, what are the
implications for intergovernmental fiscal transfers?

+ Asidefrom (orinadditionto) tax rate differentials, are categories of residential property
or their occupants eligible for reduced assessments or taxation? If yes, describe any
such relief, noting eligibility criteria, application requirements, and whether there
is any means-testing. Often, homesteads (primary residences) are completely or
partially exempt; relief may also be accorded to the elderly, the poor, and veterans.

¢ Aside from (or in addition to) tax rate differentials, are categories of agricultural
residential property (or their occupants) eligible for reduced assessments or taxation?
If yes, describe.

¢ Are there any categories of exemptions or other relief measures that are designed
to provide an incentive for preservation, rehabilitation, or new development and/or
economic development investment? If yes, identify them, including their purpose,
relief mechanisms, and duration.
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+ Are there any measures designed to provide disaster relief (for example, earthquakes,
floods, droughts in the case of agriculture) If yes, identify them, including their purpose
and other details.

Note:
» See Annex TP-5 on Tax Abatement/Relief Schemes for further details.

3.4 Property Tax Administration

All policy choices have administration implications. In fact, in areal sense, “Tax Administration
is Tax Policy” (Casanegra de Jantscher 1990), as tax policy is implemented and only realized
according to the quality of tax administration. As such, there will be a need for further detailed
analysis of the key administrative variables to fully understand the administrative challenges
and identify and design effective interventions.

Tax administration analysis would also begin with a review of the laws, regulations, and
administrative procedures and systems affecting the key administrative functions linked
to tax base coverage, valuation, tax liability assessment, and collection/enforcement. The
analysis should also cover the legal and cultural aspects of property, the availability of up-to-
date property records, including the extent of the property cadastre, as well as the institutional
capacity related to property information management.

The property tax administration variables focus on capturing the tax base coverage, improving
the absolute and relative property valuations, ensuring proper application of tax liability
assessment policies, and enhancing revenue collection. While the policy variables determine
the potential revenue yield, equity, and efficiency, governments can only realize these potential
results through effective property tax administration.

In fact, property tax revenues can be substantially improved by improving the coverage,
valuation, tax liability assessment, and collection ratios alone. Without any changes in tax
policy, tax administration can improve the coverage ratio by more effectively capturing and
updating property information from taxpayers, third parties, and/or through field survey
work. If a taxing jurisdiction was only capturing 50 percent of the taxable properties but
is now capturing 60 percent, the potential revenue to be collected will have gone up by 20
percent [(0.6 CVR-0.5 CVR)/0.5 CVR], holding everything else constant.
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Improvements in tax administration alone can
dramatically improve revenue yield. That is, while
individual improvements in each administration
ratio can directly affect revenue performance,
improving multiple ratios, even with small Improvements
changes, can make a dramatic impact on property in tax

tax performance. For example, a property tax
system which was only capturing 50 percent
of the taxable properties, 50 percent of their alone can
mar.k.e't value, and 50 percent‘ of their billed tax dramatically
liabilities would only be capturing 12.5 percent of .

the potential property tax revenues (that is, 0.5 tmprove revenue
CVR * 0.5 VR * 0.5 CLR). If the tax administration y|e|d|

could improve each administration ratio to a 60
percent efficiency by introducing incremental
improvements in the coverage, valuation, and
collection ratios, the taxing jurisdiction would be
able to collect 21.6 percent (that is, 0.6 CVR * 0.6 VR * 0.6 CLR) of the potential revenue yield,
an increase of 72.8 percent (21.6 percent-12.5 percent)/12.5 percent)!

administration

As outlined in Annexes TA-1 to TA-4, there are a number of administration considerations
and options which can help improve these key administration ratios. Understanding better
the current situation within the taxing jurisdiction of concern will enable the practitioner to
identify possible remedial actions to overcome the administrative challenges.

3.4.1 Tax Base Coverage

While tax base policy choices define the potential property tax base and its assessment basis,
it is through property tax administration where this property tax base potential is identified,
captured, recorded, and maintained.

The administration review would include a broad look into the processes linked to identifying,
capturing, updating, and maintaining the property information affecting the property tax
base coverage. The tax base coverage function provides the foundation of the property tax
registry, also known as the fiscal cadastre. This property tax registry consists of two key sets
of information, namely, (a) taxpayer information such as name, address, and relevant taxpayer
characteristics and (b) the property’s physical characteristics such as location, size, land and
building use, building structure, construction materials, age, and condition, among others. The
specific taxpayer and property characteristics to be included depend on the policy structure
within each jurisdiction.
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The key objective is to identify the major challenges and opportunities to enable all properties,
defined as taxable under the existing property tax policy, to be captured on the property
tax registry, also known as the property tax roll. The information on the tax roll is typically
assembled through a combination of approaches, relying on the taxpayer to periodically
submit a property declaration form, tapping into third-party property information (such as
from the property registry, banks, notaries, and others), and from proactive government
fieldwork to audit these data and capture and update other property data. These data can
include both alphanumeric and spatial/graphical data (for example, maps and photographs)
and are managed either manually or through automated systems.

Tax base coverage involves the capture and maintenance of basic property tax base
information. As shown in Figure 8a, property tax administration gathers this information from
taxpayers, third parties (such as other government departments, banks, notaries, and others)
and/or field exercises, and produces a taxable property registry. The information can include
a mixture of alphanumeric and spatial information on the taxpayers and the physical property
location and characteristics such as land and building area, land and building use, building
characteristics (including construction materials and quality of construction), utilities and
other amenities. These are normally collected using physical forms or on a digitized tablet,
with all information maintained either manually or in an appropriate computer-based property
information management system, which often includes a Geographic Information System
(GIS) component.

The tax administration objective is to ensure a comprehensive property tax registry that
contains all taxable properties in the jurisdiction, with the necessary taxpayer and physical
characteristics to enable each property to be assessed and levied the proper amount of
property tax. This involves the identification of the property, the capture of the required
information, and the management of that information to ensure that the information is kept
up-to-date and accurate. While some property tax systems are maintained manually, most
property tax systems increasingly rely on computer systems to manage and maintain at
least the alphanumeric property information. While increasingly maps are being managed
and maintained through GIS systems, there are still many property tax systems that rely
extensively on paper maps.

Further details on the challenges and opportunities for improving the coverage ratio can be
found in Annex TA-1 on Improving the Coverage Ratio (CVR).
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Figure 8a | Property Tax Base Administration
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Source: Roy Kelly 2020.

Action items:

v Use a business process analysis to trace through the cadastre coverage process,
identify the process inefficiencies, and suggest remedial interventions for improved
property tax base coverage.

v Estimate the level of completeness and accuracy of the property information on the
property roll.

v Estimate the number of properties that are not captured on the tax roll.

Questions to Consider:

+ Are there published standard operating procedures (SOPs) for property tax-related
data collection and data management? If yes, review SOPs to explore ways to
streamline and improve efficiency, data accuracy, and integrity.

¢ What taxpayer and physical information is being collected and maintained for property
tax purposes?
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¢ How is the property information being collected, maintained, and managed?

¢ To what extent is this property-related information being maintained manually or
managed through computerization? Is GIS embedded in the system, or is spatial/
mapping information being managed manually?

¢ What is the level of completeness and accuracy of the property information on the
property roll? What is the estimated number of properties that are not captured on
the tax roll?

¢ Are taxpayers required to submit property declarations? If so, describe the process,
requirements, procedures, and forms?

¢ What are the third-party sources for tax base coverage-related information? Are they
required to share that data for property tax administration purposes? Are information
sharing agreements/protocols in place?

¢ What is the government process and experience for their audit and updating of the
property tax-related information, including estimated costs?

¢ Hasthe private sector been contracted for field data collection? What is the experience
to date, costs, accuracy of information?

Improving the Property Tax Base Coverage (CVR)

Case studies in low- and middle-income countries suggest that the coverage ratio for the
property tax may range from 40-80 percent (Bird and Slack 2004, Kelly 2000, De Cesare
2012, UN-HABITAT 2011). The extent of the low tax base coverage depends on the speed
of property market changes and building construction rates as well as on the administrative
system, procedures, and capacity to capture these changes on the property roll. The
administrative challenge is to ensure that this basic property information is complete, up-to-
date, and accurate—that is, to maintain the coverage ratio as close to 100 percent as possible
to capture the total potential tax base.

Action items:

v Roughly estimate the Coverage Ratio (CVR). The CVR can be estimated by identifying
a sample of zones within the taxing jurisdiction, taking a census of the properties
within those zones, and comparing the data on the tax roll record with what is found
in the field. Ideally, the focus should not be on counting the number of properties per
se, but rather on identifying the types of properties and data quality in terms of area
and property characteristics used to estimate the property tax base. The important
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coverage ratio is not the number of properties missing, but rather the amount of the
property tax base coverage that is missing.

v Calculate other coverage-related ratios to more fully estimate the property coverage
problem. Although there are no international benchmarks for the following ratios,

these may be useful when compared across taxing jurisdictions within a country:

* Number of Taxable Residential/Commercial Properties per Urban Population by
taxing jurisdictions. This number can be compared to the ratio between population
and average household size in a specific country and across taxing jurisdictions.

= Number of electricity connections (residential and commercial) compared to the
number of recorded residential and commercial properties on the tax roll. Note
that the electrical connections may be overestimated, as there may be more than
one electricity meter per taxable property; they may also be underestimated in
areas with low electricity coverage.

= Number of commercial and residential water connections compared to the
number of commercial and residential properties. Note that this may also be
an underestimate as there may be many taxable properties without municipal
water connections.

Notes:

» See Annex TA-1 on Improving the Coverage Ratio (CVR) for further details.

As shown in Table 7 below, variations of these approaches were used to estimate the rough
property tax coverage ratio in Myanmar in 2017.



Property Tax Diagnostic Manual 63

Table 7 | Coverage Estimates using Fiscal Cadastral Records & Electricity
Connections (Myanmar)

Insein Pazundaung Hlaing township
Taunggyi township township (ycbce)
(YCDC) (YCDC)
Flateal] Crelnitel e 8,494 33,656 20,145 2,125 11,884
(2017)
Urban population (2014) 75,884 266,490 305,283 48,455 160,307
“Urban” households
(2014)a 16,055 57,709 61,676 10,306 32,837
Officials’ estimate
1 4 - - -
(2017) 3,000b 5,000c
Electricity connections 31,000
(2017) (approx.) 37,401d 52,264 15,723 43,000 (approx.)

Coverage gap % based
on officials’ estimates 35 25e - - -
(lower bound)

Coverage gap %

based on electricity
connections 73 37 61 87 72

(upper bound)

a- “Urban” households for Hpa-An and Taunggyi are an estimate based on the number of households reported in the Census for the entire
township, scaled by the percentage of the urban population; 100 percent of reported households in YCDC townships.

b- Midpoint of a range of estimates based on the number of properties according to ward-level census data and the average household size
for Kayin State. Corroborated in interviews with the local Township Development Affairs Committee. Does not include commercial properties.

c- From interviews with DAO officials. Includes properties in the sub-townships where the DAO spends money.
d- Only for 22 wards of Taunggyi City and so should be compared with the 23,516 records on the digital cadastre.

e- A count of properties from satellite imagery of the smallest ward in Taunggyi (located downtown and likely to be one of the more well-covered
areas with relatively little inward migration) revealed a coverage gap of around 20 percent.

Sources: Ministry of Electricity and Energy, DAOs, YCDC, authors (as quoted from Lachlan and Hein 2017, 26).
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3.4.2 Tax Base Assessment / Valuation

Under an area-based property tax system, the property tax liability can be determined based on the
physical characteristics of the property, namely the size of the property. However, under a value-
based property tax system, the properties must be valued. This requires establishing property
values to be applied to the various properties captured on the property registry.

Property valuation systems vary considerably across countries, somelargely based on notional
values and others based more on market-informed or market-based values. Estimating these
property values requires the taxing jurisdiction to gather and analyze market information/
evidence and develop valuation models that can link property market-related information to
determine appropriate values to be used for property tax purposes.

As Figure 8b illustrates, these market value data can come from taxpayers, third parties such
as notaries, banks, housing agents and developers, and/or from such government agencies
dealing with land, housing, public works projects, and taxation. These market-related data
would include sales, rents, listing prices, declared valuations for the transfer tax, construction
cost tables, bank valuations for housing loans, among others. These property valuation data
must be collected, managed, and analyzed. This information is then applied to the property
information contained on the property registry to create a valuation roll. That valuation roll is
then used by the taxing jurisdiction as the basis for applying the tax rates, adjusted for various
abatement and tax relief schemes, to determine the tax liability owed by each property.

Value-based systems include an appeals process to provide taxpayers an opportunity to
seek clarification, justification, and possible adjustments of the estimated property values
used for taxation purposes. These appeals systems typically include an administrative and
judicial appeal process with details in laws and regulations. The appeals process may result
in correcting taxpayer and property physical characteristics on the property tax registry as
well as possibly adjusting the estimated property value to be included on the valuation roll.

In practice, the property tax base coverage and property valuation functions are closely
integrated, as the estimated property valuations must be applied to specific properties as
captured on the property registry. As illustrated in Figure 8c, these two functions are often
administered jointly to produce the valuationroll, although perhaps by two different subgroups
within the property tax department. In some property tax systems, the valuation function
may be carried out by a separate property valuation department, even at a different level of
government, while the property information on the taxpayers and the tax properties may be
carried out by the tax department at the local government level.
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Figure 8b | Property Valuation Administration
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Source: Roy Kelly 2020.

The coverage and valuation information are closely linked and interconnected as the property
characteristics largely determine the property values. Using these sources of information,
appropriate valuation models can and should be developed and applied in a cost-effective, mass-
valuation approach. These valuation approaches range from using simple land value zones
and cost tables for buildings in many low- and middle- income countries to more complicated,
statistically-based models used in several higher-income countries.

Although these two cadastre functions (for example, tax base coverage and valuation) are
often jointly administered, international best practice is to always separate these two cadastre
functions from the treasury (tax liability assessment and collection) functions to improve
transparency and avoid the impression of possible collusion/conflict of interest between the
property valuers, tax collectors, and taxpayers. It also helps ensure objective, independent,
and equitable property valuations and transparent and accountable tax collection.

Property valuation appeals processes are an integral part of the assessment/valuation
system to ensure quality, transparency, and accountability. Appeals systems need to provide
opportunities for speedy, economic, and responsive taxpayer appeals while simultaneously
recognizing the legitimate interests of the tax administration. Typically, appeals systems
include both administrative and legal appeals. Appeal systems designed for other taxes may
not be workable in property taxation.
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Figure 8c | Property Tax Base and Valuation Processes
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Source: Roy Kelly 2020.

Action items:

v Gather information on the valuation roll accuracy, updates and revaluation,
recordkeeping, and other administrative aspects to analyze property
valuation operations.

v Examine the assessment/valuation appeals process.

Questions to Consider:

+ Are there published SOPs for property assessment/valuation? If yes, review SOPs to
explore ways to streamline and improve efficiency, equity, and integrity.

¢ What are the government processes, procedures, and experience for property tax
assessment/valuation, including estimated costs?

# |s the current property tax assessment/valuation roll up to date? If not, when is the
most recent assessment/valuation roll dated? What are the possible reasons for the
delay in updating the valuation roll (political, capacity, funding, other)?

¢ What are the relative and absolute accuracies of the assessment/valuations across
properties? To the extent possible, estimate the absolute valuation ratio and the
relative equity of the assessment/valuation process using a sample of properties.
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+ Are property taxpayers allowed to self-value their properties? If so, what are the audit/
oversight procedures to ensure relative and absolute accuracy?

¢ Has the private sector been contracted for property valuation purposes? What is the
experience to date (and estimated costs)?

¢ What is the assessment/valuation appeals process? For example, what are the
administrative and judicial appeals process, procedures and timelines?

+ Can third parties also challenge property assessment/valuations? Is there an independent
valuation tribunal for administrative appeals? What is the role of the courts?

+ What were the number of appeals/objective during the last revaluation process? What
were the results from those appeals in terms of property assessment/valuations
adjusted?

Estimating the Valuation Ratio (VR)

Case studies, especially in low- and middle-income countries, suggest that the valuation ratio
for properties may be no more than 30-40 percent, with large variations in the accuracy of
the relative valuations (Bird and Slack 2004, Kelly 2000, De Cesare 2012, UN-HABITAT 2011).
Although valuations may be relatively more accurate when first produced, this accuracy
erodes over time due to shifts in relative and absolute market values. These low valuation
ratios and the variation across property values create efficiency and equity distortions, which
subsequently impact the compliance level and the revenue yield from the property tax.

Estimating the valuation ratio requires collecting market-value information on a set of
representative properties and comparing the values captured on the property valuation rolls
with those market values. The market value information can come from a variety of sources,
including market transactions, rental contracts, notary reports, bank loan information, property
foreclosure information, housing and property development reports, official and unofficial
property valuers, and sales agents.

Another source of property value can come from information as recorded under a stamp
duty, property transfer tax, or capital gains tax. Unfortunately, high tax rates often used
for property transfer taxes and stamp duties encourage dramatic under- and inconsistent
reporting of potential market value information, while income tax secrecy laws may restrict
the use of property value information available under the capital tax system. Regardless of
the information source, caution should be applied in validating the market information to the
extent possible, recognizing the inherent biases of each source.
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Action items:

v Estimate the valuation ratio (VR) to determine the level of overall under/over valuation
of the tax base that will affect the revenue yield.

v Estimate the relative consistency of the valuation ratio across property types to
ascertain the extent of property valuation consistency that will affect the equity.

Notes:

» See Annex TA-2 on Improving the Tax Base Valuation Ratio (VR) for further details.

3.4.3 Tax Liability Assessment

As illustrated in Figure 9, the tax liability assessment process involves applying the tax rate
and abatement/relief scheme policy choices to the previously prepared property registry/
valuation roll. The quality of the tax liability assessment process is highly dependent on
the complexity of the rate structure and abatement/relief schemes, the quality of the tax
administration staff, and the level of oversight.

The simpler the rate structure and abatement schemes and the higher the quality of capacity
and oversight, the more accurate will be the calculation of the tax liabilities. Having a clear,
simple set of policy guidelines, along with computer-assisted tax liability calculations and
proper oversight, can dramatically improve tax liability calculations.

Figure 9 | Tax Liability Assessment Process
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Source: Roy Kelly 2020.
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The Tax Liability Assessment Ratio (TLR), as shown earlier in the property revenue equation
in Figure 4, measures the accuracy of the property tax administration in correctly applying
these policies to calculate the individual tax liability for each property. Further details can be
found in Annex TA-3 on Improving the Tax Liability Assessment Ratio (TLR).

Action item:

v Review the tax assessment liability process to understand the application of the tax
exemptions, tax abatement schemes, tax relief schemes, deductions, credits, and
tax rates.

Questions to Consider:

+ Are there published standard operating procedures for tax liability assessment? If
yes, review SOPs to explore ways to streamline and improve efficiency, accuracy, and
integrity.

¢ Whatisthe process for applying the various tax policy parameters to determine the tax
liabilities (for example, differentiated tax base exemptions, factional assessments,
deductions, credits, and tax rate structures)?

+ |s the tax assessment liability process automated or manual?

¢ What is the system of oversight and appeals/dispute resolution on the tax
assessment liability?

Estimating the Tax Liability Assessment Ratio (TLR)

The TLR measures the quality of the administration of the tax liability assessment process,
namely the application of the proper tax rate, deductions, and credits per the law and
regulations. Estimating this ratio would require taking a random sample of property tax bills
to gather the assessed tax liabilities along with the information needed to calculate such
liabilities. The ratio of the actual tax bill liability as a percentage of the appropriate tax bill
liability would be an estimate of the TLR.

Action item:

v Estimate the Tax Liability Assessment Ratio (TLR).

Note:

» See Annex TA-3 on Improving the Tax Liability Assessment Ratio (TLR) for
further details.
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3.4.4 Tax Collection

Property tax collection processes and procedures must be analyzed to understand the
challenges and opportunities to improve revenue collection of current liabilities and arrears.
Revenue collection administration is the key to turning potential property tax revenue as
captured on the property registry, valuation roll, and tax roll into realized property tax revenue.

Using the property tax roll information, the taxing jurisdiction must notify taxpayers of their
tax liabilities, informing them of the specific tax amount to be paid and the payment process.
Along with taxpayer education and service, the government must encourage voluntary
taxpayer compliance while being ready to take action against noncompliance. Ultimately,
the property tax amount must be collected to transform the potential property tax revenue,
equity, and efficiency objectives into reality.

As Figure 10 illustrates, the property tax collection process begins with notifying taxpayers of
their tax liability. While providing taxpayer education and service and resolving disputes and
appeals, taxpayers are encouraged to pay their taxes. Delinquent taxes are then subject to
sanctions and penalties to encourage the collection of arrears. Most countries, for example,
require all outstanding property taxes to be paid prior to the legal transfer of property titles.
All collections should be accounted for in a timely and transparent manner.

Figure 10 | Property Tax Collection Process
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Priority should be placed on encouraging voluntary compliance. Voluntary compliance can be
encouraged through providing taxpayer education and service to ensure taxpayers understand
the rationale for property taxation and its connection to funding essential public services as
well as their responsibilities and rights under the property tax law.

As Box 3 shows, property tax collection administration involves four major steps. Taxpayers must
be notified of tax liability, they must be convinced to pay, tax payments must be received and
properly accounted, and those taxpayers in noncompliance must be encouraged or forced to pay.

Taxpayers must be notified of their tax liabilities, typically through individual bills, although
some countries also rely on collective public notification. Tax bills can also include
information on payment procedures and often will provide information to taxpayers on how
their tax monies are being spent. Tax bills are typically distributed through a combination
of manual and postal systems. Technology adoption and system modernization are also
leading to easier access to tax payment information, including viewing and downloading
tax bills, through mobile- and web-portals.

Taxpayers must be convinced to pay their taxes. This requires an active taxpayer/public
education campaign that will inform citizens on the role of property taxation, how the money
is collected and spent, and taxpayer rights and obligations under the law. A key concern is
how to reduce the compliance costs to the taxpayer, making it as easy as possible to pay and
ensuring the professional behavior of the tax administration to deliver equitable and transparent
treatment of all taxpayers.

Along with proactive taxpayer education/service, property tax systems also have policies and
procedures to handle disputes and appeals. Some disputes and appeals relate to the accuracy
of the property taxpayer information, which may require updating names and addresses, while
some may relate to the property’s physical and value information, which may need to be handled
by the property valuation appeals process. There may also be disputes regarding the tax liability
assessment process, which would require a review to ensure that the appropriate tax rates and
abatement/relief schemes were properly applied to the specific property.

Voluntary compliance can be encouraged through improved administration linked to simplified
payment procedures and related incentives, sanctions, and penalties. Payment procedures
must be clear regarding payment options, payment locations, the number of installments, and
deadlines. Taxing jurisdictions may also offer payment incentives such as discounts for early
and full payments. Incentives can also be designed to encourage tax department collectors
to improve their performance (Khan et al. 2016). In cases of noncompliance, sanctions are
usually imposed, such as withholding building permits, the right to transfer property, and/
or the inability to access other location-specific local government services. In addition,
penalties for non-compliance typically include late payment fees and/or interest payments
on outstanding arrears as well as seizure and auction of movable and immovable property.
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Box 3: Steps in Property Tax Collection

1. Taxpayers must be notified of tax liability

» Prepare tax notification: individual bills and/or public notification
= Use tax liability notification to provide feedback to taxpayers
= Bill delivery options (manual, postal, third parties)

2. Taxpayers must be convinced to pay tax liability

» Improve public relations and show improved public services

» Improve taxpayer service, resolve disputes and handle appeals
= Reduce compliance costs

= Use combination of incentives, sanctions, penalties

3. Tax payment must be received and properly accounted

» Improve tax revenue accounting and transparency
= Minimize compliance and administrative costs

» Use payment points (banks, town hall, internet, mobile
banking, other)

» Allow installment option, with incentives

4. Taxpayers in noncompliance must be encouraged/forced to pay
the tax liabilities

» Use public relations to encourage compliance
» Apply late payment penalty & interest on unpaid liabilities
= Apply risk management strategies to target compliance activities

» Use combination of sanctions and penalties, including tax liens and
tax clearance certificates

» Recover arrears/debts through seizure and sale or movable
immovable property

Source: Adapted from Kelly, 2073b
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Property tax payments received must be properly recorded, managed, and audited to ensure
transparency and accountability. Ideally, most payments would be made through the banking
system, including the use of ATM machines, e-payments, and m-payments. All cash payments
manually received by field collectors should be deposited to the property tax collection
accounts within 24 hours. The tax payment system must include a system of issuing taxpayer
receipts and using deposits slips to ensure proper accounting of all collections. Accounts
should be able to identify those collection amounts from current liabilities and those from
arrears to inform appropriate policy interventions.

In cases of nonpayment, the tax administration creates a delinquency list upon which various
sanctions and penalties are applied as defined in law and regulation. The collection and
enforcement policies, procedures, and strategies, although linked, are typically different from
those applied to current liabilities and those applied to delinquent or accounts in arrears.

Action items:

v Review the property tax collection process and procedures to understand the
challenges and opportunities to improve the revenue collection, both on current
liabilities and arrears.

Questions to Consider:
+ Are there published SOPs for revenue collection, including enforcement? If yes, review
SOPs to explore ways to streamline and improve compliance, efficiency, and equity.

¢ Whatisthetaxliability billing/notification process,and howis the tax liability assessment
and billing/notification system linked to the fiscal cadastre/valuation roll?

¢ What are the tax payment processes and procedures? These could include tax due
dates, payment options/locations, number of installments, and taxpayer service.

¢ What type of incentives, sanctions, and penalties are provided to encourage
timely compliance?

¢ Which agency or agencies are responsible for revenue collection and enforcement?

Estimating the Collection Ratio (CLR)

Property tax collection levels vary considerably across countries. Collection rates in most
OECD countries are close to 100 percent, while in most non-OECD countries, collection ratios
are estimated to only range between 30 and 60 percent (Bird and Slack 2004; Kelly 2000,
2012; NIUA 2010; Youngman and Malme 2001; Mohanty 2016).
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These low collection ratios are due largely to a mixture of political, cultural, and administrative
factors, requiring intentional changes to encourage voluntary compliance and taking action
against non-compliance. It is, therefore, critical to diagnose the collection processes,
especially those related to the revenue administration policies, systems, and procedures.

The collection ratio is calculated as the amount of revenue collected as a percentage of total
billed current tax liabilities for a specific year. Under this definition, the revenue collected
would include revenues collected from current liabilities and revenues collected from
outstanding arrears. Thus, many taxing jurisdictions calculate two collection ratios—one with
current collections over current total billed liabilities and one with revenues collected from
arrears over the total stock of arrears. The first ratio focuses on current collections, while the
second focuses on collections on delinquent accounts.

In additionto the average collectionratio, as shownin Table 8, the analysis could include further
examination of the collection of current liabilities and arrears by property type (residential,
commercial, industrial), by size of tax payment liability, by location (neighborhood, political
subdivision), and by the combination of those characteristics.

These revenue collection indicators would provide a sense of the revenue collection problem. To
understand the underlying causes of these revenue collection challenges, it is essential to begin
with a review of the legislation, system, and procedures related to collection and enforcement.

Action items:

v Calculate the average collection ratio on current liabilities.
v Calculate the average collection ratio on delinquent accounts (arrears).

v Estimate collection rates of current liabilities and arrears by property type, by the size
of tax payment liability, by location, and by the combination of those characteristics.

Notes:
» See Annex TA-4 on Improving the Tax Revenue Collection Ratio (CLR) for further
details.
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Table 8 | Property Tax Collection Ratio Analysis

Measures

Details
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Comments

Total property tax revenue
collection efficiency

Total revenue collection
over total annual liabilities

Property tax revenue
collection (current liabilities)
efficiency

Actual current liabilities
collections/annual taxable
billed liabilities

Property tax revenue

efficiency

collection (delinquent/arrears)

Arrears collections/
outstanding stock
of arrears

Outstanding arrears per
annual current liabilities

Ratio of property
tax arrears to
current liabilities

To identify the magnitude of arrears and
need for an arrears compliance program

Ratio of arrears collection to
outstanding arrears

To identify the collection rate
against arrears

Age of arrears 30, 60, 90, and
over 180 days

Arrears profile

Revenue collection on
outstanding arrears

Percent of revenue
collected by arrears/
outstanding arrears

According to the TADAT Field Guide
(2015), for example, the best practice
would be to have the core arrears/total
core tax collections for a fiscal year

at less than 10% for which they would
get an A. They would get a B for a ratio
between 10-20%, a C for a ratio between
20-40% and D if that ratio would be
greater than 40%.

Cost to collection ratio

Total budget costs

of tax administration
department as a
percentage of collected
property taxes

Full budget costs would be full costs

of fiscal cadastre (coverage and
valuation) plus a small % of the treasury
office costs to cover the estimated
overhead costs

Marginal cost to
collection ratio

Marginal cost of collection
(printing & delivering

tax bills, collecting

and accounting for tax
revenue, noncompliance
administration costs)

To calculate the threshold for exempting
individual tax bill collections

Source: Roy Kelly 2020.
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3.5 Institutional Review / Analysis

Understanding the broader political economy, the political, administrative, and fiscal
decentralization framework, and role of municipal and local governments is critical as these
broader structural characteristics are often both part of the problem and part of the solution.

Understanding the institutional structure is critical—knowing which agency is responsible
for which property tax functions and activities, as well as their interconnectivity, interactions,
and linkages. In addition, a stakeholder analysis should be conducted to identify the
primary and secondary stakeholders, their interests, power, and influence, which will later
be useful in designing and implementing reform recommendations. This macro perspective
will also include an analysis of ongoing reforms such as those linked to taxation, PFM,
fiscal decentralization, urban and rural de