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CHAPTER1

INTRODUCTION

This manual providés guidance to jurisdictions interested in implementing the market-
value-based property tax reform, taking advantage of the experiences gained from the pilot
experiment in Novgorod and Tver. It is intended to address the needs of somewhat smaller
jurisdictions than the pilot cities. It was specifically developed in conjunction with a project to
extend the experiment to the raions of Novgorod Oblast. After a process of assessing the
interests, needs, and capabilities of a number of candidate raions, the raions of Borovichi and
Staraya Russa were chosen for intensive work, and this manual was shaped based on their needs
and incorporating some of their experience. Other raions also participated in the project and

helped determine the nature of the presentation.

An earlier set of manuals was developed during the pilot project in Tver and Novgorod.
In contrast to the present manual, that material is somewhat dated and addressed to cities of the
scale of oblast capitals. For the purpose of the Novgorod oblast project, the methodological
lessons of the pilot project were better codified and thé software required to support the

implementation of the new property tax was scaled down.

The chapters that follow provide guidance for smaller successor jurisdictions in the

following areas:
e Preparing for a property tax system: project components
o Legal and administrative framework for property tax reform
s Property tax information system for small towns (PTIMS-ST)
e Planning, Budgeting and Management issues in the development of the fiscal cadastre
o Tax impact analysis
 Valuation modeling methodology and assessment functions

s Non-fiscal benefits of Property Tax Reform



e Taxpayer education and public relations

A complete property tax system would encompass several more components. In
particular, the appeals, billing, collection, and enforcement functions are omitted here, and the
assessment function is given somewhat short shrift. This stems from the incomplete nature of
the pilot experiment in Novgorod and Tver, where these issues have not been addressed yet, and

the consequent delayed status of the transfer of their experience to other jurisdictions.

The project in the Novgorod Oblast raions involved a combination of means for the
delivery of assistance to the interested jurisdictions. This manual compiles materials presented
to the raion cities. Other mechanisms for the delivery of technical assistance to the raion cities
were also employed however. Several seminars were presented, including an introductory
seminar, a needs-assessment workshop, and a rollout seminar. All of these involved the
production and distribution of a variety of explanatory materials. More importantly, each of the
primary cities benefited from several on-site, face-to-face consultations with project personnel.
Since the tax reform was not completely implemented due to the limited period of the project
(and the limited progress of the predecessor pilot cities) and since the present project involved
more efforts than can be represented in this manual, it remains to be seen how well it stands
alone. The strategy envisioned fdr further property tax reform in the Russian Federation calls
for the conduct of a series of phased focussed seminars. During the periods between each of the
envisioned seminars, representatives from the jurisdictions would return home to begin
implementing the lessons they’d learned and return for the next seminar when they had made
sufficient progress to enter a new phase of operations. There would also be opportunity during
each interim for junisdictions to consult remotely with project experts using telecommunications
and computer-based support mechanisms. The present manual would augment such a plan of

action, but not supplant it.



CHAPTER 11

PREPARING FOR A PROPERTY TAX SYSTEM:
PROJECT COMPONENTS

2,1. FEDERAL DUMA APPROVED IMPLEMENTATION OF MARKET - VALUE BASED PROPERTY
TAX IN NOVGOROD AND TVER

The central government has recognized that property taxes should be local taxes which
allows the local governments elected in the fall of 1996 to deliver better local services to their
citizens by having a stable source of revenue. In July of 1997, the Federal Duma passed new
legislation “On the Execution of the Experiment on Real Property Taxation in the Cities of
Novgorod and Tver.” This allows these two cities to reform three existing taxes' by replacing
them with one consolidated “real property tax™ based on estimated market values of properties.
Two municipalities in Novgorod Oblast, Borovichi and Staraya Russa, are also part of the
property tax experiment. The reform is aiming to move the two cities toward a rational system
of property taxation which is the financial base of most cities in countries with a market

economy.

Two major goals of local governments are to provide a city that is affordable and livable.
The revenues derived from the property tax give local government officials the opportunity to
provide a city which is affordable and attractive, both to its citizens and to outside investors. In
addition, the development and maintenance of an efficient, effective and safe environment makes
the city a desirable place to live. Property tax serves as a tool to achieve an affordable and
liveable urban environment. The following pages discuss the components of the real property

tax system,

! These are: (1) the real property tax on objects of physical persons; (2) the tax on land of physical persons and legal
entities; and, (3) the tax on assets of enterprises.



2.2. COMPONENTS OF THE PROPERTY TAX SYSTEM
2.2.1. THE ADMINISTRATION AND DATA PROCESSING COMPONENTS

A property tax system is comprised of policies, procedures, data, technology, and people.
From another perspective, a property tax system is comprised of both administration
management and data processing components. The administration management component is
known as the Property Tax Administration Management System (PTAMS) while the data
processing component is know as the Property Tax Information Management System (PTIMS).

The administration management component, PTAMS, regulates the effective and
efficient use of scarce administrative and human resources in all areas of property tax
administration, especially those related to the interaction between taxpayers and the
administration.  Functional elements of PTAMS such as data management, valuation,
assessment, billing, collection, enforcement and appeals are provided in the context of the legal
and institutional environment. PTAMS relies on the effective development of an extensive

information management system, PTIMS.

The data processing component, PTIMS, receives and stores information to be used by
the property tax administration personnel working at the executive and operational levels of the
organization. It is intended to be a tool to facilitate accomplishment of the objectives of the Tax
Administration by providing standard information outputs required by officials and technical
staff to perform their tasks. It also provides a set of Standard Operating Procedures (SOP’s) to
allow for an efficient property tax administration providing adequate services to taxpayers. This
is a key feature to ensure broader tax acceptance by the public and to promote high rates of
voluntary compliance. The core of the PTIMS is the properties database, generally referred to as
the real estate/fiscal cadastre. The Property Tax Information Management System (PTIMS-ST)

has been developed for users in small towns.2

The tax administration and data processing components include the following modules:
Data Management, Property Valuation, Tax Assessment, Bills and Tax Rolls Production, Tax
Collection, Monitoring, Enforcement, Appeals, and Taxpayer Services Support. All modules

share a common database, the fiscal cadastre, where basic information required for property tax

? The Property Tax Information Management System for Small Towns (PTIMS-ST) is described in Chapter IV of
the Manual.



administration purposes is stored. Descriptive data for each individual property is structured in a
relational database (fiscal cadastre) which can be permanently accessed by authorized PTIMS-

ST users.

Figure 1 in Chapter II, Appendix 1, presents the major components of the property tax
system. The upper tier contains the legal and institutional framework conditions requisite to its
successful implementation and ongoing operation.’ The lower tier contains the foundation of the

system and represents the major operational modules of the property tax system.

2.2.2.. REAL ESTATE/FISCAL CADASTRE

The real estate/fiscal cadastre incorporates the real estate and legal cadastre data required

for real property taxation purposes. The cadastre includes:

Real Estate

e physical characteristics of the buildings and the associated land for valuation

purposes (Land Committee, or LC, and the Bureau of Technical Inventory, or BTI)
e Location
e Use

o Land related characteristics (including all vacant land which has the potential of being

an object of taxation)
¢ Building related characteristics
¢ valuation related information for valuation purposes
e current estimated market value
« historic record of transaction values (sales values) .
e calculation of the value
Legal

o ownership for tax assessment purposes



e owner identification
e type of ownership rights
» registration of ownership rights
e occupancy for tax assessment purposes
e user identification
e type of use/occupancy right
e registration of occupancy right
Fiscal (only)
e taxation related information for tax administration purposes
e estimated market value
e tax base
e current and past tax liabilities/payments
e current and past penalties/payments (fines, interest, other)

Once data have been collected and registered in the fiscal cadastre, they must be kept up-
to-date. Therefore, data maintenance is very important issue. The fiscal cadastre maintenance
responsibilities will belong to the Data Management Office or the newly established Property
Tax Department. However, taking into account that most of the fiscal cadastre is a sub-set of the
LC and BTI and is referred to as the “real estate cadastre”, an implicit decision to coordinate the
maintenance of valuation information for all city departments is favored to avoid duplicating
efforts and the associated operational costs. In short, real estate cadastre should be a base of
information for the fiscal cadastre. In other words, the real estate cgdastre should be linked to

the fiscal cadastre, so that data can be shared.

One of the prerequisites for efficient operation of the fiscal cadastre is to define a stable
identifier that links all property related information into one property record. Thus, a Property
Identification Number (PIN) is designated as the main property identification to support property

* The legal and administrative framework is described in Chapter Il of the Manual



tax administration. It is common practice to assign a unique numeric identifier to properties , not
excessively long to make it manageable, ideally providing a reference as to where the property is

located and how it relates to other properties. The PIN should not change unless the legal size of

the land changes.

The PIN is the major identifier that links all property related information into one
property record. The PIN links information on land, buildings, building units
(apartments/premises), and taxpayers/owners into one property record. The PIN structure is
based on the cadastre number as assigned to land parcels by the Land Committee (LC) and a
suitable extension has been designed to be used to identify all buildings associated to a land

parcel.

Establishing, promoting and monitoring the mandatory use of the PIN and ensuring that it
is correctly assigned by the participating agencies are the most important responsibilities of the

fiscal cadastre management function.

2.2.3. DATA MANAGEMENT

During the first stage of property tax system implementation, the Data Management

Module is intended to deal with the construction of the mentioned fiscal cadastre.

The Data Management Module include following activities: data collection, data entry

and data maintenance.
Data Collection

Currently in the Russian Federation, several different institutions are in charge of
collection and maintenance of real estate data. The Land Committee (LC) is in charge of
collection and maintenance of all information related to land plots while the Bureau of Technical
Inventory (BTI) is in charge of compilation and maintenance of all information conceming the
physical characteristics of the buildings, its premises and state of construction. Other institutions
include the Registration Chamber/Department which registers ownership data; the Housing and
Utilities Committee which collects occupancy data; and, the State Tax Service which has

taxpayer and privileges information.
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Most of the residential property is inventoried in the BTI files and all information related
to land is in the LC files. However, a large majority of the commercial and industrial property is
not described in the BTI files. These uninventoried properties fall into two main categories: (1)
commercial premises which occupy a defined space in municipal apartment buildings; and, (2)
buildings of the industrial complex. Thus, these properties which are missing from the BTI files
must be discovered. Field (market) data collection is necessary. It should be noted that data
collection activities require a good set of current maps. Personnel working on this task should
have a special aptitude for research and very good public relations skills to obtain the required

information.
Data Entry

The entry of data into the cadastre depends, largely, on the city’s existing computer
configuration. In the city of Novgorod, an existing computer network was already in place. All
institutions whose functions are related to the maintenance of property data are coordinated into
a single “real estate” department. Some of the data is shared and maintained in a single database.
However, for the purposes of the property taxation project, a unified real property tax cadastre
(fiscal cadastre) was developed using the real Property Tax Information Management System
(PTIMS) for each taxable property. PTIMS accepted existing data already collected in each
institution’s database. In Tver, a computerized city network did not exist in the city and all data

for the real property tax cadastre was entered from several computers at a single site.
Data Maintenance

After the massive effort to enter data and create the database (fiscal/real estate cadastre)
is complete, maintenance should be envisioned as a permanent activity. In order to accomplish a
timely, effective updating of the database, the data management office should coordinate the
activities of all the data entry units from different institutions dealing with real estate

- . 4
information.

The table below illustrates all of the institutions and the data they collect with regards to

real estate/fiscal cadastre maintenance activities.

* LC, BTI, the Registration Chamber Department, the Housing and Utilities Committee and the Property Tax
Department.

11



Real Estate/Fiscal Cadastre Maintenance

Land Committee (LC) Land data

Bureau of Technical Inventory (BTI) Building data

Housing Agency Occupancy data

State Tax Service (STS) Privileges .

Property Tax Department Valuation assessment data
City Registrar Property rights

Property Tax Department and STS Billing/collection

2.2.4, THE VALUATION MODULE

The Valuation Module performs required operations to calculate an estimated market
value for all propertiés registered in the fiscal cadastre for taxation purposes. Based on current
real estate market information and using statistical analysis and Computer Assisted Mass
Appraisal (CAMA) techniques, a set of property valuation models (residential, apartment,
commercial and industrial property valuation models) have been developed specifically for Tver
and Novgorod. The valuation module includes all these models which will generate an estimated
market value for every property registered in the fiscal cadastre. This estimated market value is

to be used as the tax base for the application of the property tax.

Accurate property values are crucial to an effective tax assessment for each property and
they are also necessary components of a fair and equitable property tax system. It is necessary to
have equity in a property tax system in order to build taxpayer trust and gamer public acceptance

of the system.

The valuation module has been designed to allow for the modification and replacement of

the valuation models without a need for extensive reprogramming.
2.2.5. THE TAX ASSESSMENT MODULE

The tax assessment module will produce a tax assessment for each property registered in

the fiscal cadastre through use of the property’s estimated market value and adjusting for

12



property tax related legislative and regulatory framework already in force. Adjustments to the
estimated market values may include basic deduction, special privileges and exemptions,

assessment ratios for each class of property and billing thresholds.

Authorized creation, deletion or modification in the real estate cadastre will automatically
cause the recalculation the new estimated market value through the valuation model. The
assessment module will generate a new corresponding tax assessment. Valuation and assessment

statistics are also automatically updated based on the new values.
2.2.6. THE TAX BILLING MODULE

In most countries, taxes other than property tax are self-reported by the taxpayers. The
property tax differs from other taxes in that it is estimated and billed by the tax administration.
Therefore, tax notices, tax receipts, and tax rolls must be generated by the tax administration and
delivered to taxpayers for payment. This task requires a specialized billing module due to the
massive nature of the exercise. Depending on city policies, tax bills could total 150,000 in Tver

and around 80,000 in Novgorod.

The tax bill production module is intended to generate tax bills, tax receipts and tax rolls
necessary to notify taxpayers of their property tax liabilities. Tax receipts allow taxpayers to
keep official records of tax liabilities and provide taxpayers the means with which to demonstrate
actual payment of the tax. Tax bills and tax rolls allow the tax administration ways of monitoring
tax collection. Tax rolls also allow taxpayers to determine the fairness and equality of the
property tax system. Standard operational procedures are a crucial component of this module to
regulate the different activities of all persons involved which include the tax administration,

taxpayers and banks.
2.2.7. THE COLLECTION MONITORING, ENFORCEMENT AND APPEALS MODULE

Although the collecting banks and the State Tax Service will monitor collections for their
own purposes, the city requires a similar function operating independently for purposes of cross-
checking, revenue performance monitoring and forecasting. The collection monitoring module
provides for these purposes, based on capturing payment information directly from payment

points.
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The collection monitoring module will process the information required to monitor all
activities related to payments made by taxpayers and tax collection as performed by the
designated collection agencies. Each property will have a property account where tax liabilities,
tax payments and eventual differences will be registered, conciliated and accounted. Should
enforcement be required for overdue property tax liabilities, all necessary communications as
required by the legislation and regulations in force will be generated and printed by this module,
which will also keep an updated record of all enforcement actions performed by the tax

administration.

Whenever the billing module generates a property tax bill, the properties database
registers a corresponding tax liability. The moment a paid receipt is entered and accepted by the
system, the liability is eliminated for the corresponding bill and the paid amount is recorded for
control and statistical purposes. In addition to individual liability-payment monitoring, this
module routinely generates a set of specifically designed collection reports by consolidating

billing and collection information by different aggregation criteria.

The collection monitoring and enforcement support module allows the city administration

to collaborate with the STS in the selection of taxpayers for enforcement purposes.

The appeals module assists the Property Tax Department with the responsibility of

administrative management and documentation of taxpayers appeals.

The introduction of a new ad valorem property tax system will generate a substantial
number of both inquiries and appeals. It is common in such system to have an initial
administrative appeal at the local level, with secondary level of review, by an administrative or
judicial body with specialized expertise. Access to the courts for resolution of constitutional or

important legal issues also should be considered.

The importance of the role of taxpayers as “auditor” (reviewer) of the real property tax
system cannot be over emphasized. Therefore, education of taxpayers in ad valorem taxation
and market valuation, openness in making information available for taxpayers to review and
compare with their own records and assessment, and a well functioning appeals process are all

critically important at the outset.

14



2.3. TAXPAYER SERVICES AND TAXPAYERS EDUCATION AND PUBLIC RELATIONS

The taxpayers’ services and taxpayers’ education and public relations module is intended
to support all activities related to taxpayers’ services, information and education. A fair, honest,
effective and well respected property tax administration requires that the property tax law, its
amendments, the current interpretation and related regulations should be known timely and
entirely both by the tax officers and the public. An effective way to achieve these objectives is

to conduct a taxpayer education and public relations program.

Unlike existing taxes, property tax is based on a value generated by the local government.
It is not a self-reporting tax. Taxpayers must understand the basics of real estate market values
and its implication to their tax assessment and tax bills. Thus, the active taxpayers’ education and
public relations program is very important for the implementation of the tax system and

taxpayers’ compliance.

The taxpayers’ education and public relations program will have two geographical levels;
national and local. At the national level taxpayers’ education and public relations will be an
overview, and big picture oriented. It will address the needs of the national lawmakers and high

level government officials.

At the local level, an efficient taxpayers’ education and public relation program has five
goals: (1) listen to the public; (2) inform frequent users and elected officials; (3) inform the
media; (4) inform the public; (5) place information in the public’s hands. Getting to know the
taxpayers better, plus educating and involving the taxpayers in decisions that affect them is the

best approach for a successful taxpayers’ education and public relation program.
An effective way to achieve these goals is to use following tools and materials:

e Periodic official publication, for example a property tax newspaper or newspaper

supplements,
e Direct communication such as direct mail to taxpayers,
e Mass distribution of brochures on property tax,
e Radio/TV public service announcements,

e Press conferences and briefings,

15



o Press releases,

e Radio/TV talk shows (expert to expert, elected official to journalist),
o Dialogue with selected taxpayers’ groups and elected officials,

¢ Video-film about property tax

e Poster for billboards gnd wallboards.

By keeping track of information requests or complaints, the tax administration will have

the capacity to update information for taxpayers.

CHAPTER II APPENDIX

1. FIGURE 1: MAJOR COMPONENTS OF A PROPERTY TAX SYSTEM
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CHAPTERIII

THE LEGAL AND ADMINISTRATIVE FRAMEWORK FOR PROPERTY
TAX REFORM

The introduction of a new property tax system that unifies land and buildings into a
single tax base involves both legal and administrative reforms. A coordinated approach to
developing both the legal and administrative basis for real property taxation offers important
advantages in market development, privatization and local government autonomy, as well as

benefiting taxpayers and investors with improved, more convenient and efficient service.

The legal framework comprises the Constitution, the applicable laws of the Russian
Federation, its subjects, and the ordinances and regulations of local self-governments of the
Russian Federation. The laws of ‘the Russian Federation authorize the implementation of a
unified tax on immovable property in the cities of Novgorod and Tver. Legislation “On the
Execution of the Experiment on Real Property Taxation in the cities of Novogorod and Tver”
has been enacted into law, - demonstrating the federal govemment’s recognition of the
importance of a unified real property.tax for local governments that will replace the land tax, the
assets tax on enterprises and the tax on the property of physical persons. Raions within the
Novgorod Oblast, as well as other jurisdictions in Russia that elect to implement the tax, will be
permitted to do so under an amended version of this law, which delegates specific legal and

administrative authority to local self- governments.

A strong legal basis is essential for taxation, but within the legal framework for real
property taxation, there are a number of policy choices that permit local self-governments to

adapt tax policies to local circumstances. The legal framework includes:

3.1. THETAXBASE

" The law defines what is subject to taxation. The Novgorod/Tver legislation defines the
tax base as land parcels, including forest land, buildings, structures and any other immovable

property. It is desirable for the real property itself to be the basis of the tax, since this allows

17



more effective enforcement. All immovable property should be subject to taxation, unless

specifically exempted by law.

Limited exemptions are specified to maintain a broad tax base. In the Novgorod/Tver
legislation, real property owned by foreign states and international organizations pursuant to
international agreements with the Russian Federation are tax exempt. Local self-governments
are authorized to grant additional exemptions as well as provide subsidies to certain categories of

taxpayers on residential property.

Limiting the number of exemptions is important to:
» expand revenue growth potential
* limit individual tax burdens
" encourage taxpayer support and compliance
* minimize unfair competition
* increase fiscal transparency
* reduce administrative costs

Nonetheless, tax exemption i$ commonly provided to properties owned by:

= qualified organizations providing benefits to society, such as religious, charitable,

educational and other non-profit private organizations;

= government and used for governmental uses, to minimize moving money “‘from one

pocket to another™;

Most property tax systems, for reasons of social equity and compassion, provide tax relief
to persons whose personal circumstances make it a hardship for them to make tax payments on
their housing. Full or partial exemptions on the basis of age, disability, military status and

income are common.

3.2. THE BASIS FOR ASSESSMENT

Assessment is the means by which the tax is distributed within the tax base. In a value-

based system, the tax is allocated according to the value of taxable property. A tax based on the

18



market value of a unit of property at its highest and best economic use promotes efficient use of
land and more equitable taxation. Assessment policy may also include special methods for

valuing property in agricultural and timber production.

Market value is the value specified in the Novgorod/Tver legislation as the basis for
taxation. Appraisal of property for taxation is performed by a “mass appréisal” system to
establish uniform methods and equitable treatment. Where real estate markets are still
developing and not yet mature, a mass appraisal system is able to develop standardized values
that are based on limited, rational prices from secondary market rent and sales prices. The
methodology for valuing property for taxation will be established by local legislation. The cities
are also directed to establish procedures for identification of property under construction, in

order to tax these properties appropriately.
Also specified in law is:
» the annual assessment date of January first on which the property’s value is based;

» the allocation of the tax burden among properties. This may be at a uniform
percentage of full value (100% of the value), at a uniform lesser percentage of value
(50%, for example), or at varied percentages for different property categories,
although uniform within each category. These choices are delegated to the local self-
governments, except that legislation requires that residential property be assessed at

no more than 50% of the market value of apartments and residential premises.

A policy of differential assessment percentages so that some categories carry a heavier tax
burden then others creates economic distortions and inequities that need to be carefully evaluated

and understood.

3.3. TAXRATES

Representative bodies of local governments in Novogord and Tver are responsible for
determining real property tax rates. This enables the local government officials to establish and
calculate the rates as a part of the process of budgeting the revenues and expenditures for the

fiscal year. Initially, the tax rate will be set so that the proceeds from the real property tax will be

19



no less that the revenue from the taxes it replaces. Potentially, growth in the tax base and

property value will increase revenues.

Rate-setting authority by the level of government that receives the tax revenues promotes
greater accountability, and offers an opportunity for taxpayers to measure the services they desire

and need against the cost of those services to them.

A single tax rate applicable to all properties is the simplest and most equitable choice.
But if it is considered necessary to vary the tax burdens on certain categories of properties,
property may be classified into a few different categories and a different rate applied uniformly
to all property within each of these property classes. The same disadvantages of economic
distortion and inequity apply to tax rate differentiation as to differential assessment policy.
However, if such differentiation is decided upon, a classified tax system is considered preferable
in order to clearly separate tax policy decisions from appraisal, which should rely on objective

market indicators for valuation.

3.4. TAXPAYERS (ASSIGNMENT OF TAX LIABILITY)

The law assigns liability for ﬁayment of the taxes in the Novgorod/Tver legislation to the
owners of real property in private ownership, and to physical persons and legal entities that
possess chattel and/or vested rights to state- and/or municipally-owned real property. Local
regulations further defining the process for fixing liability will be established with the objective
of avoiding multiple taxpayers and divided liability for payment that add cost to administration

and complicate enforcement.

The local government regulations should specify taxpayers’ rights and obligations

including the:
= obligation to provide information to assessment and tax officials
= obligation to allow property inspection by assessment officials
= obligation to pay the tax in full and on time
* right to adequate notice of property assessment and tax

» right to sufficient information to evaluate the accuracy of the assessment and tax

20



* nght to confidentiality of private information

* right to appeal the decisions of the tax administration.

3.5. APPEALS SYSTEM

An effective appeals system improves the accuracy and fairness of assessments. Unlike
other taxes that are self-assessed, the property tax base is determined by the government, and the
taxpayer, through the appeal process, acts effectively. as an auditor of the government’s
performance. Therefore, local regulations should provide for an informal administrative level of
appeal within the local assessment administration to clarify legal status, correct property
information, and provide the taxpayer with information on which the valuation is based. Most

errors can be corrected at this stage.

Appeals of the decision of the local administration may be made to a local commission
made up of qualified members with no economic interest in the outcome. A Property Tax
Appeals Commission may be established by local regulation that specifies its make-up and the
procedures it shall follow to hear and rule on matters of property assessment and property tax
liability. The Commission is vested with authority to require from the local administration and

from appellant taxpayer information necessary to arrive at a decision.

Decisions of the Commission may be appealed to a court of law.

3.6. TAX COLLECTION

The primary purpose of taxation is to provide revenue for government services. The
objective of the legal provisions related to tax collection are to encourage payment, minimize
delays and cost in collection of overdue taxes, discourage extra-legal collection methods, and
protect taxpayers’ rights. Local government under the Novgorod/Tver legislation will assess the
real property taxes, and provide the tax lists and tax bills to the State Tax Service, which has

responsibility for issuing the tax bills. Local law will establish regulations for:

» legal notice of tax liability, specifying the information that must appear on the notice,

and the method of issuance . Liability should be established at issuance and not by

21



receipt of the taxpayer. It is desirable to require only one tax bill per taxable property

unit for administrative efficiency and clarity.

* management of the information related to property tax payments, appeal decisions,

and other records for maintaining accurate assessment lists and tax collections.

Enforcement procedures are governed by existing federal laws. Effective and timely
enforcement is essential to tax equity and to encouraging voluntary compliance by taxpayers.
Therefore, local government has a strong interest in an efficient and impartial enforcement
process. It is suggested that specific additional legal provisions be sought for the enforcement
of real property taxes that include the right to place a tax lien on the property to the extent of the
unpaid taxes. The taking of property is generally a final remedy, available through the courts,
and is considered more effective than criminal penalties that are established for other forms of
taxes. Other sanctions, such as payment of interest on unpaid taxes and non-renewal of certain

licenses or permits, can also be used to enforce payment.

3.7.  ASSIGNMENT OF ADMINISTRATIVE RESPONSIBILITY

The Novogord/Tver legislation assigns to the local self-governments the administrative
authority and responsibility for assessing and levying the real property tax. The legislation
specifically requires local self-government to establish procedures for real property taxation, and
to create and maintain a real property register with the information for assessment and taxation,

and to cover all costs associated with carrying out these responsibilities.

Local law should provide basic principles, standards and requirements, and delegate to
administrators the authority and responsibility for achieving them. Legal authority and
responsibility for property tax administration should also include authority to request information
from taxpayers and inspect property, to establish procédures for intergovernmental exchange of
information and documents, and to obtain legal and other services from within the local

administration provide for the efficient administration of the assessment and tax system.

Property tax systems generally are most effective when there is:
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* an integrated administrative structure to identify, value and assess property, conduct
informal administrative appeals, and provide public information and service

concerning appraisal and assessment.
* atax administration which coordinates tax billing, collection and enforcement.

* quality control and oversight of assessment and tax administration by an independent

agency or higher level of government.

Local self-governments, in accordance with their charters and legal authority, have the

ability to establish the structure of the property tax administration in their cities or regions.

3.8 THE ADMINISTRATIVE FRAMEWORK

A strong institutional as well as legal structure is important to a real property tax system.
The local self-government is responsible for establishing a fair, honest and demanding tax
administration. Local self-governments have authority under law to determine their organization
structure, establish municipal services, select administrative officials and contract for services. A
recommended course of action is to create a Property Tax Assessment Department within the
administration, appoint its Director, and establish appropriate lines of authority and

responsibility.

The Director of the Property Assessment Department will be responsible for establishing

an effective organization to manage the operational tasks:
» create and maintain the property tax register

» coordinate the collection of legal and physical property information for the register
from the Land Committee, Bureau of Technical Inventory, Property Management

Committee, State Tax Service, Registration Center, etc.
» research and analyze market price data
* estimate property values with computer-assisted mass appraisal methodology
* process applications for exemption

» establish the assessment list
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prepare tax bills for delivery to the State Tax Service

develop a public education and public relations program

create and maintain a service and public information center for taxpayers
organize an informal administrative appeal process

monitor tax billing and collections

provide reports on property tax values, revenue, tax impact, and other information

needed by government officials for financing planning

defend valuation and other administrative review decisions before administrative

review bodies

contract with outside experts for the performance of necessary professional services,
except that it shall be the duty of the city attorney, with assistance from the property

tax department, to defend the administration’s decisions in cases of judicial suit

The Director should be selected on the basis of merit, and ideally have the administrative

and technical background to manage all phases of the Department’s operations. The Director

should have the authority to establish written procedures and administrative regulations binding

on both the Department and taxpayers. The Director’s management responsibilities include:

developing an efficient and functional organizational structure
hiring employees on the basis of professional and technical qualifications
training employees to increase their knowledge and effectiveness

contracting for professional services or equipment in accordance with local

government regulations

planning departmental budgets and making efficient use of resources
establishing standard operating procedures

establishing internal controls and quality assurance procedures

maintaining good relations within local government and with elected officials and

providing information which is needed by them to perform their official duties.
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* building public confidence in the integrity, faimess and competence of the

Department.

In addition to the Property Tax Assessment Department, the local self-government should
establish an independent Property Tax Appeals Commission to hear appeals of decisions of the
Property Tax Department. Regulations that govern the Commission’s membership and operating

procedures wil] also be established by local government.

It is generally recognized that independent quality control and oversight to monitor local
property tax administration is desirable to ensure uniformity and equity. If a number of regions
adopt real property tax systems, it would be useful to explore what role the Oblast could play in

performing this function.
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CHAPTERIV

PROPERTY TAX INFORMATION SYSTEM FOR SMALL TOWNS
(PTIMS - ST)

4.1. DATAENTRY SCREENS

The data entry module for the Property Tax Information Management System for Small
Towns (PTIMSST) is based on forms completed by users of the property tax system. Although
it would be possible to program the system in a different way, for example to allow entry and
revision of data directly from source documents, such as printouts generated by this or another
system, the PTIMS-ST was designed specifically to guarantee an audit trail for the PTIMSST
data and to maximize the evident “authenticity” of the data being managed. It is possible to
provide a facility for an Oracle database administrator (DBA) to import data from external files
into the PTIMS tables, obviating the need to re-key the data, if the director of the property tax
administration so wishes. But this will be done at the expense of an audit trail and will not be

possible for a typical user to do.

The data entry module described here is thus necessarily based on a pre-defined set of
data entry forms. Samples of such forms are included in Chapter 4, Appendix 1. Small towns
that are considering adopting PTIMSST must either satisfy themselves that the predefined forms
capture all the information they expect to be necessary to determine market values and to
administer the tax, or they must modify both the forms and the system. Estimating the costs of
redesigning the system, both in terms of money and time, is outside the scope of this report.
Please note that the screen shots included here were taken from a functioning demonstration

system, running Personal Oracle 7.2 on a personal computer.

The system documented here was used in testing mode, not in production, so certain
borders at the top and bottom of the screens can be expected to differ slightly from the
production version. The system has been tested in an environment characterized by two separate
computers accessing the same database resident on (only) one of the machines, but statistics are
not yet available concerning performance under expected workloads. Note that this is not a

configuration recommended by/supported by Oracle Corporation; their expectation is that multi-
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user environments should be running the client/server version of Oracle on a LAN. This will
substantially increase the costs associated with installing and operating PTIMSST, although it

will run well (probably substantially better) in such an environment.

4.1.1. CoMMON DATA

The first screen of the data entry module, reproduced in Figure 1.1, provides for the entry
of data common to the various physical objects that are potentially taxable. The first line
provides a drop-down box for the operator to indicate the source of the data: the land committee,
BTI, or other. It is followed by the year data entry box with the current year already filled in.
Provision for multiple years enables the system to manage and retrieve data as of any given point
in time. Next come entry spaces for binder number and document number. The presumption is
that the data entry documents will be filled out in various places having data necessary to
administer the property tax, particularly the land committee and the bureau of technical inventory
(BTI) but also potentially including the housing maintenance organizations, property
management committees, and others. Such agencies will number their documents, for example
with a numbering machine, and quality assurance measures will establish that none of the
documents has become lost in transit from the agency to PTIMSST. When a convenient number
of documents has been obtained (such as 100) they will be stapled into a numbered binder for
subsequent storage and management as a group, and the PTIMSST will permit their retrieval for
authentication purposes, if necessary. The final box on the first line is used to indicate the
operation type: data entry, data update, or deletion. It should be noted that the data entered
through this module goes first to a table where it is edited for validity. Only after it has passed
the validity checks is the information then copied from the data entry table to the operational
tables in the database. The second line of the screen provides check boxes in which the operator
indicates the type of documents that will be entered for the given object. The choices are:
taxpayer, land parcel, building, building unit, rights, and source of value information. This
completes the area of the screen form that is common to all seven of the tabbed “screens™ that
will be further described below.
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The first tabbed screen, which is illustrated in Figure 4.1.1, is used for the entry of

common data. It is shown by default when the program is started, and may be accessed at any

later time by clicking the mouse on the area of the screen that looks like the label tab of file

folder. The data entered here are:

e (Cadastral number: the constant part of this number for the relevant jurisdiction will

appear as a constant so the user need not type it: the illustration happens to apply to

Tver, but this will be changed s the system is installed in the relevant jurisdiction,

Thereafter four boxes appear into which data on the cadastral zone, land parcel,

building cadastral number (if relevant) and building unit cadastral number (if

relevant) are to be entered.

e Settlement: this is chosen from a drop-down box to speed data entry and prevent

miskeying.
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e Street name: this is chosen from a drop-down box for the same reasons as above;

legal street names will be externally defined for each settlement.
¢ House number
e Corpus or building number
e Apartment number, if any
e Premise or room number, if any
e Description of the building, premise, or property, if any
The next panel is where error messages, if any, will appear.

The four buttons at the bottom of the screen permit the user to take the following actions:
commit the entered data to the database for processing/validation, inquire for matching records,

clear the form, and exit from the program.
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The second tabbed screen, illustrated in Figure 4.1.2, is devoted to taxpayers and permits

the user to enter the following data:

Type of tax payer: physical or juridical (chosen from a drop-down box)
Date of birth or date of organization’s creation for the taxpayer

The enfcrprise identification number, if any

The name of the corporate taxpayer or family name of a personal taxpayer
The taxpayer’s given name

The taxpayer’s patronymic

The address of the iaxpayer

The telephone of the taxpayer

The fax number of the taxpayer

The document type that establishes the taxpayer’s identity, chosen from a drop-
down list

The series of the identity-establishing document
The serial number of the identity-establishing document

The property type, chosen from a drop down box with the following possibilities:

federal, subject of federation, municipal, private, and other

The form of the property right, chosen from a drop down box with the following

possibilities: unitary, shared, joint, and combined

The type of property right, chosen from a drop down box with the following
possibilities: private property, life-inherited possession, constant use, economic

management, operational control, and lease.

The fractional share of a whole, if any, that is relevant to this taxpayer.

The screen then ends with provision for error messages and the usual four action

buttons, as described above.
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Figure 4.1.3

Land parcel information is entered in the third tabbed screen, illustrated in Figure 4.1.3.

The following data elements are to be entered:

o The overall use of the property, chosen from a drop-down box that currently provides
for 17 altenatives. The alternatives are pre-defined so as to maximize their ability to
reflect differences in market values per square meter observed among sales
transactions. These alternatives also provide a basis for the possible application of
differential tax policies to the individual categories by means of assessment ratios or
effective tax rates; if this is done, tax rates will be uniform within classes but may
vary among classes. (Whenever the user has predefined choices, the set of choices

can easily be expanded by a system administrator, although not by an average user.)

e The land value zone in which the object is located. These zones will initially coincide

with the zones established by the Land Committee for the administration of

31



differential land tax and rent rates, but may later be modified to reflect different

patterns of value per square meter of land observed in the market transactions.
The file number of the records in the Land Committee’s paper-based archive
The square meters of the land parcel

The X and Y coordinates of the parcel. These must be entered for all parcels that will
comprise the database for developing the market value equations. It is not absolutely
necessary for the X-Y coordinates to be linked to a real world coordinate system,
although they must not distort relative distances and the fiscal cadastre will be much

more useful if the data are not entirely arbitrary.

The current rent rates, normative value, and tax amount of the parcel. These are used
only for the projection of probable tax burden shifis resulting from the new basis of
taxation as compared with the distribution of burdens under the old systems of

taxation and land rental/usage payments
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The fourth tabbed screen, illustrated in Figure 4.1.4, is used for the entry of information

on buildings. Provision is made for the entry of the following data:

o Use type; the same coding scheme is used here as is used for land. The valuation
model is likely to reflect both the “overall” use of the (primary) object or its
environment (taken from the use of the land associated with the building) and the
object use, taken from the data entered here. For tax policy discretion, the use type of
the most detailed object (building or premise, if any) will presumably govemn the

tax/assessment ratios and tax benefits.
e The building footprint, i.e. the gross square meters of the first floor.
e The number of stories in the building
e The (average) height of the (typical) floor

e The year of construction of the building

33



form.

e The year of renovation of the building

e The percentage depreciation “amortization” of the building, coded such that lower

percentages indicate greater remaining value.

e The quality adjustment for this building, if any — This data item will come from a
field review of the tentative appraisal for the building, rather than from transcription

of extant paper records.

e The adjustment for the apparent condition or appearance of this building, if any -
This data item will come from a field review of the tentative appraisal for the

building, rather than from transcription of extant paper records.

e The (primary) wall material from which the building is constructed. This is entered
from a drop-down list of approximately six possibilities chosen so as to correlate
highly with the value (or construction cost) of the building. (Here, too, the system

administrator can augment the choices.)

The usual provision for error messages and action buttons, described above, complete the
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Figure 4.1.5

Figure 4.1.5 illustrates the tabbed screen into which data on building units are entered,

including the following:
o Type of use; again the possibilities are standardized, and have been discussed above
o The floor number in the building of this building unit

e The quality and apparent condition or appearance of the building unit, as described

above
e The completeness (or lack thereof) of the building unit

e A percentage code indicating the suitability of the unit for the purpose to which it is
being used. This code provides a means by which functional obsolescence may be

recorded.

e The normative value of the building unit, according to current BTI records (used only

for tax impact projections).
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e The rent rate of the building unit
o The current tax amount of the building unit (used only for tax impact projections).

The usual provision for error messages and four action buttons competes the form.
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Figure 4.1.6
Figure 4.1.6 illustrates the tabbed screen on which information relevant to the estimation

of market values is entered. In particular, the following fields are provided:

e A radio-button group into which the operator must enter one, and only one, choice

from the following list of potential sources of information: appraiser, notary, broker,

realtor, and other.
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o The amount of the value indicated (typically the sale price at which a transaction took

place on the open market)
o The date of the value indication (for example the sale transaction date).

(Note that these data are the minimum necessary elements and may be augmented by

additional facts about the transaction at the time the system is installed. Codes indicating the

utility of the sale as an indicator of market value (not all sales meet the conditions stipulated in

the definition of market value) and the person responsible for the confirmation or adjustment of

the data may need to be added at installation time.)

Provision for error messages and the usual four action buttons complete the form.
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Figure 4.1.7
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Figure 4.1.7 illustrates the tabbed screen on which is recorded:

o The identity of the person responsible for the accuracy of the data written on the

paper form that the data entry operator has just completed entering.
o  The date as of which the person named above “authenticated” the data.

Note that the system will record the identity of the data entry operator and the date of the
data entry at the time the operator logs onto the Oracle PTIMS-ST system. Therefor it is not
necessary for the operator to enter such data repetitively for each parcel entered, since the system

will take care of that.

Provision for error messages and the usual four action buttons complete the screen.

4.2. THE INFORMATION RETRIEVAL MODULE OF PTIMS-ST

The Information Retrieval Module provides PTIMS-ST users the means to access and
retrieve information needed to support different activities in the operational, planning,
monitoring and report generation areas. The information generated by this module is presented,
organized in different screen displays that can be selected according to the users needs. The

same information displayed in any screen can be printed if required.
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The module starts with Figure 4.2.1, a virtually blank screen (onto which a “splash

screen” might be added) and (importantly) a menu on which the following alternatives are

displayed:
e Land
¢ Building
e Apartment

e Non-residential premise
o Taxpayer

¢ Complex Query

o Exit, and

e Window
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The last two provide a means to exit the module and to configure in a non-significant way
the display screens; they will not be discussed further.
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The default land query screen is illustrated in Figure 4.2.2. It provides data on the first of
3 possible tabbed screens related to land. In particular, the data provided relate to land parcels.
Before describing the particulars of the land parcel, however, the upper row of edit boxes and
buttons, common to all tabbed screens in this section will be discussed. The cadastral number,
comprising its zone and parcel number, is entered (withbut the data constant to the jurisdiction in
question and following the punctuation rules established for the jurisdiction. The recommended
segment separator is a space, rather than a period, hyphen, or other character more difficult to
key. The button following the edit boxes toggles between “inquiry” and “execute,” with the first
used to display the desired criteria and the latter to cause the relevant record(s) to be retrieved.

For land parcels, by definition, only one record should be retrieved for any cadastral number,

40



since the number must uniquely identify a parcel. Later we will see that in other situations

multiple records can be retrieved. The data reported in Figure 4.2.2 include:

The Land Committee folder number

The land value zone

The square meters of the land parcel

The (overall) purpose for which the parcel is used
The X-Y coordinates of the parcel

The land rent rate

The normative value of the land parcel, and

The current tax (or payment for land) associated with the land parcel

Two buttons are available, which permit the user to print a report summarizing the

information displayed on the screen and to exit the program.
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Figure 4.2.3.

Figure 4.2.3. displays information on the building or buildings located on the land parcel
whose cadastral number is given above. The presentation is initially columnar, with the

following facts presented:
e (Cadastral number of the building
e Street name
e Street number
e Building corpus number
¢ Footprint of the building
e Number of floors of the building
e Wall material

e Use of the building
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A detail button appears, in addition to the usual print and exit buttons. Clicking the
mouse on the detail button while the cursor is in a non-blank row of the table described above

results in further detail being displayed, as illustrated in Figure 4.2.4.
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Figure 4.2.4,

Further detail resulting from clicking on the “building detail” button of the screen

illustrated in Figure 4.2.4. is provided as illustrated in Figure 4.2.5. The fields shown include:
o Cadastral number, including zone, parcel and building components

o The address of the buildihg, including its city, street, street number, and corpus

number
o The building description
o The square meters of the building footprint

e The number of floors in the building
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e The (predominant) wall type of the building
e The year of construction of the building
¢ The (predominant) use of the building

e The depreciation of the building (as described in the data entry module

documentation), and
e A code for the quality of the building
From the detail screen the only option available to the user is to press the exit button

2 ACY HH {C] Maagms swbopxu ungopmanuys 1998
Hwcrox Lrpoesse Keeprwpa [Jomsewerse [neressunx  Cocrasnod sapoc Bwooa MWindow

.3am  Yvarmex

Kazarzpemk Homep l_"“l_"" l
Yarrex I Om l nnn.n-ln |

‘Hamorommomn umx © . Bem enn Txnnpea Oup-anm

Corv ’ ~ - S I

st | g Disdor st 301 | [EATY HH (C) My ... B Micrao Werd -Documentl] [RELI WS TRIBSE 5w
Figure 4.2.5.

Figure 4.2.5. illustrates data about the taxpayer or taxpayers associated with the land
parcel whose cadastral number was entered above. The columnar format includes the following

data;

e Enterprise identification number



e Taxpayer name

e Portion (fraction) of the total land area of this parcel for which the taxpayer is

responsible
e Area equivalent (the product of multiplying the total area by the fraction)

e The right type, (see the data entry module documentation for more on the final three
fields)

e The right form,
e The property type

A detail button appears, which results in a presentation of greater detail on whichever

record the cursor is on at the time this button was clicked with the mouse.
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Figure 4.2.6.
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The first (default) screen of the five available tabbed screens under the “building” menu
item is illustrated in Figure 4.2.6. As indicated by the radio buttons in the top row of the screen,
this module supports retrieval either by cadastral number or street address, as the user may chose
by clicking on the appropriate radio button. As with the button similarly positioned on the
screens described previously, the button centered on the next line toggles between inquiry
(inquiry definition) and execute (retrieve the records matching the entered cadastral number or
street address). On either side of that button are edit boxes into which the user can enter either
the cadastral number (zone, parcel, and cadastral building number) or the street address. The
street address is entered by means of drop down boxes for settlement name and standard street
name (to minimize the possibility of mistyping and thereby failing to retrieve extant records)
followed by edit boxes for street number and corpus. By default the screen operates in retrieval
by cadastral number mode. If nothing is entered and the center button is clicked twice, the
record for the first cadastral number on file will be retrieved. These features are common to all

five tabbed screens of the module.

The first tabbed screen, illustrated here, reports information on buildings. The data items

shown include;

o The number of floors

o The wall matenial

o The area of the footprint
. The construction year

o The depreciation

o The quality of the building
o The (predominant) use of the building
. The description of the building

The buttons available to the user at the bottom of the screen permit the displayed data to

be printed and the user to exit the module.
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Figure 4.2.7.

The land detail data associated with the building record retrieved by cadastral number or

building address entered above is shown on the screen illustrated in Figure 4.2.7. The fields
included are:

. Land Committee folder number
. Land value zone

. Cadastral area

. Use

The buttons at the bottom of the screen allow the user to print the retrieved data or exit
from the module.
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Figure 4.2.8.

The information retrieved on apartments from the search by building cadastral number or

building address is illustrated in Figure 4.2.8. The presentation is in columnar format and

includes the following:
. Cadastral number of the apartment
. Flat number of the apartment

. Room number of the property, if any

. Number of rooms in this property

. The floor on which this apartment is located
° The total area of the apartment

J The living area of the apartment

. The kitchen size of the apartment
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The buttons at the bottom of the screen allow the user to display additional detail on the
whichever apartment has the cursor on it at the time the “detail” button is clicked, to print the

detail shown on the screen, or to exit the module.
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Figure 4.2.9.

The apartment detail obtained for the given apartment on which the cursor rested when
the detail button was clicked is given on the screen illustrated in Figure 4.2.9. Included there are

the following facts:

] Apartment number
. Room number

° Number of rooms
° Total area

° Living area
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° Kitchen area

. Balcony/loggia codes

J The floor on which the apartment is located
. The quality of the apartment
. And the use of the apartment

- The button at the bottom of the screen gives the user the option only to exit this screen

display.
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Figure 4.2.10.

The information retrieved on non-residential premises from the search by building
cadastral number or building address is illustrated in Figure 4.2.10. The presentation is in

columnar format and includes the following:

. Cadastral number of the premise

50



. Flat or apartment number of the premise
J Room number of the property, if any

o The total area of the premise

. The use of the premise

The buttons at the bottom of the screen allow the user to display additional detail on the

whichever premise has the cursor on it at the time the “detail” button is clicked, to print the detail

shown on the screen, or to exit the module.
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Figure 4.2.11.

The information retrieved on taxpayers from the search by building cadastral number or

building address is illustrated in Figure 4.2.11. The presentation is in columnar format and

includes the following:
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Enterprise identification number of the taxpayer
Taxpayer name
Fraction of the property in which the taxpayer has an interest

The fractional (or allocated) area resulting from multiplying the fraction

above by the total area
The right type for this taxpayer
The right form for this taxpayer, and

The property type for this taxpayers property

The buttons at the bottom of the screen allow the user to display additional detail on the

whichever taxpayer has the cursor on it at the time the “detail” button is clicked, to print the

detail shown on the screen, or to exit the module.
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Figure 4.2.12.

The default screen shown in response to the “search by flat or apartment” menu selection

item is illustrated in Figure 4.2.12. It is very similar in appearance and operation to the screen

described in section 4.2.6., with the exception that data entry boxes on either side of the

“inquiry/execute” button provide for the entry of the apartment number in either the cadastral

number or the address.

common for all four tabbed screens.

On this particular tabbed screen the following data are shown; ‘
. The number of rooms
. The floor of the apartment
. The total area of the apartment

. The living area

53
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. The kitchen area
. The balcony/loggia
. The quality of the apartment

The buttons at the bottom of the screen provide the user the options to print the detail

presented on the screen and to exit the module.
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Figure 4.2.13.

Land parcel detail for the apartment cadastral number or street address given at the top of
the screen is provided in the tabbed display illustrated in figure 4.2.13." The information reported

includes:
. The cadastral number, including zone and parcel
. The land committee file number
. The land value zone
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. The area of the parcel, and
. The use to which the parcel is being put

The buttons at the bottom of the screen allow the user the choice of printing the given

information and exiting the module.
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Figure 4.2.14.

Figure 4.2.14. illustrates the information displayed concerning the building associated
with the apartment whose cadastral number or address was the subject of the search. The

particular data includes:

o The cadastral number of the building, including zone, parcel and building

components
o The area of the building footprint

e The number of floors of the building
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e The (predominant) wall material of the building
e The year of construction of the building

e The use of the building

e The building description

e The quality of the building

e The appearance or apparent condition of the building

The buttons at the bottom of the screen allow the user to either print the information

displayed on the screen or to exit the search.
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Figure 4.2.15.

Figure 4.2.15. illustrates the detail on taxpayers retrieved as being associated with the
search-by-cadastral-number or search-by-address for apartments. The provided detail, presented

in columnar format includes:
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The enterpnise identification number of the taxpayer
The name of the taxpayer
The fraction of the whole for which the taxpayer is responsible

The allocated square meters for which the taxpayer is responsible

(obtained by multiplying the fraction by the total square meters)
The right type the taxpayer has to the property
The right form, and

The property type

The buttons at the bottom of the screen provides the user with the option to display

further detail on whichever record the cursor was on when the button was clicked, to print the

detail shown on the screen, or to exit from this query.
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Figure 4.2.16. :

Figure 4.2.16. illustrates the first (default) screen shown in response to the menu
selection to for non-residential premises by cadastral number or address. This figure is virtually
the same as figures 4.2.13. and 4.2.14., except that the non residential properties will not show
living area, kitchen area, or balcony/loggia coding, while they will show the use of the premises.
The four tabbed screens illustrated below provide information on the premise, the land associated

with it, the building in which it is located, and the taxpayer.
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Figure 4.2.17.
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Figure 4.2.19.
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Figure 4.2.20.

Figure 4.2.20. illustrates the first (default) screen displayed in response to the menu
selection “search for taxpayers.” The upper panel of the display provides the user the option to
decide whether juridical or physical persons are to be the subject of the search and the usual
button that toggles from “inquiry” to “execute.” The following stacked radio buttons provide the
user with the choice of searching for taxpayers either by identification number or by name. If
identification number searching is chosen, the data entry boxes to be completed are:
identification number, type of document (see the documentation for the data entry module), the
series of the document, and the number of the document. If on the contrary, the search is to be
by name, there is a provision for the name to be entered. Beneath the data entry box for *‘name”
are two buttons for the user to click on if the previous or next record should be displayed instead
of the current one. This will be useful in the case that similar names are included in the database

or the desired name was entered imprecisely.

The first tabbed section, shown in the illustration, peﬁains to taxpayer and includes:

. The legal address of the taxpayer
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. The date of organization or birth of the taxpayer
. The taxpayer’s fax number, and
. Taxpayer’s telephone number

The buttons at the bottom of the screen permit the user to print the screen detail and to

exit the inquiry
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Figure 4.2.21.

Figure 4.2.21. illustrates the information presented on the “land” tab of the search-by-

taxpayer module. The data presented in tabular form include the following:

. The cadastral number, including zone and parcel number

. The fraction of the whole for which the taxpayer is responsible

. The allocated area resulting from multiplying the fraction by the total area
. The land value zone
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o The right type
. The right form
o The property type, and
. The use of the property

Buttons at the bottom of the screen allow the user to display detail on the record where
the cursor was at the time the “detail” button was clicked, to print the data shown on the screen,
or to end the inquiry. The scroll bar on the side of the table permits the user to see more records
pertaining to the taxpayer selected above in case there are more such records than can be fit onto

the predefined space on the screen.
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Figure 4.2.22.

Figure 4.2.22. illustrates the detail of a given land parcel associated with the selected

taxpayer.
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Figure 4.2.23.

Figure 4.2.23. illustrates the building information associated with the taxpayer whose

identity was specified above, including:

Cadastral number, including the components for zone, parcel and building
The settlement

The street name

The street number

The corpus number

The fractional area of the total for which this taxpayer is responsible

The right type

The right form, and
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. The property type

The buttons at the bottom of the screen allow the user to display additional detail on the
building record where the cursor was at the time the button was clicked, to print the detail shown

currently on the screen, or to exit from the inquiry.
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Figure 4.2.24.

Figure 4.2.24. illustrates the detail retrieved from the prior screen.

66



2 ACY HH L) Mongms sxebopesm wudopmansss 1998 - [(fuexyes sanoronaayesumuxal  _{&]X]
Hwcron Lrpoerse Kesprps [lomewersee [Inatenmun  [octamsod sarpoc Beeca  Window

¢ FOproriccxue mwa  $mwyecxne mimma ‘ Sanpoc '
| Mo WHH/nacnopry '
| BHH {5537005597 Tan 2 Cogm [ Haep [136p3

 No nauwmenosainin

" | Hmareouox |7 ceapsauecTo ¢ orpammenson oTecTCTBEre0CTHR “TIPOMbIWNEHHO KOMMEPHE CKAS $UPMA "HOBTEXNEC”

<< Hasan | ~ Bnepen» B g
Naaressaps l HeacTen l Crpooms I - Kmaprupus ! ﬂo-!anm !
-~ Kazpacrpomath Boseep - . TOomsaz . . ) ‘
Soxa  Yex Sawom Domn Nwup Noo flow  momm Txnnpese  $opaxarpass  Tam colicTe.
AEzma 5 (=8 s B 11 [Cobcraarancry [Snaapren  [Hacrian .
[Biozez 11 J5rez |76 197 i [CobcToersocts [Smmapnen Uacrvan :
jevoo800 |18 782y (32 [37 ] CoScraenmocTe  [Yrnraman Yacrnan R
Tlaapotuo o xeaprupe | = ) Tiewass ) |
Exit |
Courkt 18 “w ' A ‘ ' J
stan| g5 Disiler Assitant 201 [[ZACY HH (C) Momsne .. B Wicrosoh Woid - Documentl] [RELSBER2IRSE 557 PM

Figure 4.2.25.

Figure 4.2.25. illustrates the apartment information associated with the taxpayer whose

identity was specified above, including:

° Cadastral number, including the components for zone, parcel, building,

and unit number
° The apartment number
o The room number, if any
. The fraction of the whole property for which the taxpayer is responsible
. The fractional or allocated area A\
e The right type
. The right form, and

. The property type
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The buttons at the bottom of the screen allow the user to display additional detail on the
apartment record where the cursor was at the time the button was clicked, to print the detail

shown currently on the screen, or to exit from the inquiry.
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Figure 4.2.26.

Figure 4.2.26. illustrates the detail on apartments retrieved from in connection with the
taxpayer inquiry.
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Figure 4.2.27.

Figure 4.2.27. illustrates the non-residential premise information associated with the

taxpayer whose identity was specified above, including:

o Cadastral number, including the components for zone, parcel, building, and unit

number
o The apartment number
e The room number, if any
o The fraction of the whole property for which the taxpayer is responsible
e The fractional or allocated area
o The type of use of the property
e The night type

e The right form, and
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¢ The property type

The buttons at the bottom of the screen allow the user to display additional detail on the
premise record where the cursor was at the time the button was clicked, to print detail shown

currently on the screen, or to exit from the inquiry.
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Figure 4.2.28.

Figure 4.2.28. illustrates the detail obtained from the prior screen.
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Figure 4.2.29.

Figure 4.2.29. illustrates the first (default) screen displayed in response to the menu
selection for a “complex query.” The radio buttons at the top of the screen permit the user to
specify what kind of records are the subject of the search from among the following possibilities:
land, buildings, apartments, and non-residential premises. The next four tabs allow further
refinement of the query. The first tab is illustrated in the figure and permits selection based on
cadastral zones. The two radio buttons permit either all zones to be selected or only the zones
specified below. The drop-down list boxes permit the entry of up to four ranges of cadastral
zones, including the possibility of selecting only single zones. The buttons at the bottom permit
the user either to execute the search or exit from the inquiry. If data are supplied on an
additional tabbed screen, the criteria are combined such that both conditions must be true (and

logic, not or logic).
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Figure 4.2.30.

Figure 4.2.30. illustrates the ability of the user to specify the search on the basis of
property use types. Either the radio button for all uses can be pressed (the default) or drop down
boxes can be activated to limit the search to the use types specified. Up to eight types can be

selected.
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Figure 4.2.31.

Figure 4.2.31. illustrates the user’s ability to specify the search by ranges of cadastral

numbers in a manner similar to the use of the ranges specified in illustration 4.2.29. The

difference is that in addition to the cadastral zone, the cadastral parcel numbers participate in the

criteria.

The user also has the ability to specify search criteria based on the property address. The

user specifies, by means of drop-down boxes, the settlement name and the street name, and also

supplies in standard edit boxes the street number, the corpus number, the number of the

apartment, and the number of the room, if any.
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Figure 4.2.32.

Figure 4.2.32. illustrates the results of a complex inquiry for a parcel of land. The data

displayed in columnar format include:

° Cadastral number, including zone and parcel
. The area of the parcel

o The land value zone

° The use of the land parcel

A scroll bar at the side of the screen permits the display of additional records if more
exist than can be accommodated on area defined on the screen. The buttons at the bottom of the
screen permit the user to scroll backward or forward one “screen-full” or one record at a time.
The next button permits the user to display additional detail on whichever record the cursor is on
at the time the button is clicked, the following button generates a printout of the records currently

being displayed, and the remaining button permits the user to exit from the query.
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Figure 4.2.33.

Figure 4.2.33. illustrates the detail supplied for a land parcel when the detail button is

pressed after a user has selected a land parcel by means of the complex query module. The data
presented include:

. Cadastral number, including zone and parcel number
. Area of the parcel

. Land value zone in which the parcel is located

. The type of use of the parcel

° The file number of the land committee in which further detail on this

parcel may be found

J The X-Y coordinates of the land parcel (see the data entry module

documentation for a discussion of these coordinates)

) The current rent rate for the land parcel (this and the next two fields are

principally for tax-burden shift analyses)
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. The normative value of the land parcel, and
. The current tax amount for the parcel

The only option provided to the user from this screen is to press a button to close the

inquiry.
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Figure 4.2.34.

Figure 4.2.34. illustrates the data retrieved in tabular format from a “building” complex-

query search. The data presented include:

o cadastral number, including zone, parcel and building components
. The settlement ﬂmne

. The street address of the parcel, including name of the street

. The street number of the parcel
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* The Corpus number

° The type of use of the building

L The Number of floors in the building, and
° The wall material of the building

A scroll bar at the side of the screen permits the display of additional records if more
exist than can be accommodated in the area defined on the screen. The buttons at the bottom of
the screen permit the user to scroll backward or forward one “screen-full” or one record at a
time. The next button permits the user to display additional detail on whichever record the
cursor is on at the time the button is clicked, the following button generates a printout of the
records currently being displayed, and the remaining button permits the user to exit from the

query.

77



X' ACY HH [C] Mogyne nubops spopmanss 1998 | x|

Sona Yuactok Homep apanws
KapacTpossst WAECHTHOWKATOP: W iz <J2500
Fopoa [Fosropa - YawyalBocrowenynaa 5,ﬂ°"|1Tm ’e‘lopnl_‘-

OnMCaHNEe IRINNR |ocropHOe CTPORIME

PR SRR I el T L g AT M g S

Caen sactpokun] xa.n.  Sramiocrell Crenw {lepeeo

Toa noctpnln] _t Hcnoaw3ppanme PXunohaom

Hanac |_-__ -Kaver ﬁo .

e A ek T

WSt g Dicile Assiwon 301 [[EATY HH (C) un.,.,- _EY Microsott Word -Documentt| [REL B E2IRBE 613
Figure 4.2.35.

Figure 4.2.35. illustrates the detail that is shown.
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Figure 4.2.36.

Figure 4.2.36. illustrates the results of the records presented as a result of a “complex

query” for apartment records. The data, presented in tabular format, include:

. Cadastral number, including components for zone, parcel, building, and

apartment number

o The land value zone in which the apartment is located
. The settlement name in which the apartment is located
. The street name on which the apartment is located

. The street number

. The corpus number

e  The apartment number, and

. The total square meters of the apartment
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A scroll bar at the side of the screen permits the display of additional records if more

exist than can be accommodated in the area defined on the screen. The buttons at the bottom of

the screen permit the user to scroll backward or forward one “screen-full” or one record at a

time. The next button permits the user to display additional detail on whichever record the

cursor is on at the time the button is clicked, the following button generates a printout of the

records currently being displayed, and the remaining button permits the user to exit from the

query.
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Figure 4.2.37.

Figure 4.2.37. illustrates the results of pressing the “detail” button while the cursor is

located on some record in the screen illustrated in Figure 4.2.36, showing records presented as a

result of a “complex query” for a selected apartment. The data include:

Cadastral number, including components for zone, parcel, building, and

apartment number
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o The address of the parcel, including settlement name, street name, and

street number

o The corpus number
) The apartment number
o The total square meters of the apartment

o The living area of the apartment

o The kitchen area of the apartment

° A description of any balconies or loggias the apartment may have
o The floor on which the apartment is located

o The quality of the apartment, and

. The use of the apartment

A button at the bottom of the screen gives the user the option only of closing the screen

display.
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Figure 4.2.38.

Figure 4.2.38 illustrates the results of the records presented as a result of a “complex

query” for non-residential premise records. The data, presented in tabular format, include:

. Cadastral number, including components for zone, parcel, building, and

premise number

o The land value zone in which the premise is located
. The settlement name in which the premise is located
o The street name on which the premise is located

o The street number

o The corpus number

o The total square meters of the premise, and

. The purpose for which the premise is being used
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A scrol] bar at the side of the screen permits the display of additional records if more

exist than can be accommodated in the area defined on the screen. The buttons at the bottom of

the screen permit the user to scroll backward or forward one “screen-full’” or one record at a

time. The next button permits the user to display additional detail on whichever record the

cursor is on at the time the button is clicked, the following button generates a printout of the

records currently being displayed, and the remaining button permits the user to exit from the

query.
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Figure 4.2.39.

Figure 4.2.39. illustrates the results of pressing the “detail” button while the cursor is located on

some record in the screen illustrated in Figure 4.2.38., showing records presented as a result of a

“complex query” for a selected non-residential premise. The data include:

Cadastral number, including components for zone, parcel, building, and

premise number
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The address of the parcel, including settlement name, street name, and

street number

The corpus number

The apartment number

The total square meters of the premise
The quality of the premise, and

The use of the premise

A button at the bottom of the screen gives the user the option only of closing the screen

display.
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CHAPTER V

FISCAL CADASTRE PLANNING AND BUDGETING

The development of a fiscal cadastre® is a major undertaking in terms of manpower, the
application of database technology, the development of new information resources, the
coordinated acquisition of data obtained from several jealously guarded sources, and the prudent
management of resources generally. Planning, budgeting, and managing this task well are
essential for the successful implementation of the property tax reform. Lessons learned from the
experience gained in the pilot cities, and templates developed based on that experience, can save
successor jurisdictions enormous amounts of time and other resources. This discussion, with its
related references, attempts to transfer those experiences by means of project planning materials
and discussions of budgetary and selected management considerations. Other equally essential
activities, including the development of the valuation models, the projection of tax-base
adequacy, and the customization of the PTIMS software, interact crucially with the development

of the fiscal cadastre, but planning most of their details is outside the scope of the present

discussion.

Planning an undertaking of this magnitude is best done with the assistance of project
management software, which can help identify tasks on the critical path (“bottlenecks™), can
facilitate the comparison of actual and planned consumption of time and other resources, and can
easily incorporate changes when the need arises. Several prototype project plans were prepared,
using SureTrack (by Primavera) and Project (by Microsoft) software. These and the rest of the

materials discussed here were prepared in Russian, based on actual experiences in the pilot cities

* For convenience the term “fiscal cadastre” is used here to refer to the database minimally necessary for the
implementation of a market-value-based property tax. In Chapter I, there was a detailed description of this
database which is also called the real estate/fiscal cadastre. This database is ideally a subset of a much larger
integrated database that may be called the city information system or a variety of other names. It is also related to,
and may form a subset of, the real estate cadastre (including detailed records on the physical and locational
characteristics of land parcels and other properties in the jurisdiction) and the legal cadastre (containing
information on property rights (ownership, lien, etc.) and chain-of-title information associated with objects held in
the real estate cadastre). To avoid implications about the best development strategies for all these related subsets
of a potentially integrated database, various alternative but less descriptive terms are sometimes used, including
real estate register. The use of the term “fiscal cadastre™ here is denotes no intended implication with respect to
these essentially political matters.
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and the first rollout city (Pskov). The printed version of these materials captures only a portion
of their value, and the English version of this discussion includes only a small fraction of the
materials available in Russian. Appendix 1 reproduces the Gantt-chart view of the Project plan,
which provides value by breaking down the activities into manageable tasks and identifying
interdependencies among them. Some tasks require the completion of one or more others before
they can begin; others require only the start or partial completion of yet others. By identifying
these interdependencies and associating each task with the resources available to perform them
(not shown on the Gantt-chart report) it is a trivial matter to identify whether the available
resources will permit the completion of the project by the desired deadline. Although it cannot
be illustrated in the appendix, another valuable benefit of using project-planning software is that
it identifies where there are planned over commitments of the available resources. Since over
commitments and critical paths are easily changed by adding and re-deploying resources, the
value to new cities of the experiences of the pilot cities lies not in reciting which tasks were on
the critical path for them, but in providing the detailed work breakdown shown in the plan. Both
pieces of planning software also facilitate the management of projects that have interim
deadlines by which progress must be sufficient by dates certain to permit other actions, such as

considerations of draft laws by the Duma. Both also facilitate budgeting.

Budgeting may be accomplished both in the project planning software and using external
spreadsheets. Two-directional exchanges of data between the kinds of programs are also
possible. Project personnel provided extensive materials in Russian on expected costs of both a
fixed and variable nature and indicated when those cost would have to be borne. Items whose
costs would largely be fixed related largely to infrastructure, including software licenses,
computer networks, mapping contracts, and the like. Reasonably detailed specifications of the
necessary items are provided, along with their current costs. For items having largely variable
costs, estimates of likely rates of productivity are provided, along with discussions of the kinds
of resources required, the best ways to organize the tasks, and what constitute the major
determinants of the productivity rates provided. For the construction of the fiscal cadastre,

limiting the scope of the effort had the biggest effect on the productivity rates.

Defining the scope of the cadastre requires the definition of the data minimally required
to administer the property tax. The data required will depend to some extent on the factors that

influence market value, which will vary from place to place, and the criteria by which local
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policy makers will want to grant tax benefits. Promulgating a uniform data set, therefore, was
not the intent of project personnel, nor is it likely to be feasible. However, to form a basis for
discussions in the new jurisdictions, a set of model data capture forms was developed and
provided. These are reproduced in Appendix 2. The structure of the forms reflects not only the
items to be captured, but also the recommended workflow associated with their use. As
described in detail in Russian, the project recommends the transcription of the indicated elements
from the Land Committee files onto the land committee forms and the transcription of the
indicated elements from the Bureau of Technical Inventory files onto the forms for buildings and
premises. In both committees there will be facts on “ownership” to be transcribed, along with

data on physical characteristics.

Issues of the rights to transcribe for purposes of cadastral development and taxation (even
in the absence of the official “registration” of these rights in the appropriate chambers with the
appropriate documentary approvals) are also discussed. In general, the federal enabling law
permits the tax to reach holders of virtually all rights so it is advisable to capture at least the

following rights in the fiscal cadastre:
e Property
o Life-long inherited/inheritable ownership
e Constant (unlimited) user right
e Economic management
e Daily maintenance

In contrast, servitudes and third-party leases, i.e. those from a taxable owner to a third
party, (in contrast to those from the municipality to a second party) are generally of lower

priority for data capture and entry.

Data reduction issues are also addressed. The archives of both committees generally
contain far more data than are needed for tax administration purposes, so many characteristics
are not recommended for entry into the Property Tax Information Management System (PTIMS)
at least initially. In addition, some of the coding of characteristics found to influence market
value is far more detailed than necessary, so the reference materials provide suggestions on how

to minimize capture and manage the essential data.

87



Workflow issues are also addressed in detail in the Russian materials. Since the BTI files
are likely to omit the property identifiers necessary for linking their records with those of the
land committee, we describe a procedure that permits each to work without unduly impeding the
other and provides quality control to the forms processing. Using photocopied map fragments,
land committee cadastral number tables, numbered forms, and bound collections of reviewed
forms in the ways described in the Russian text, it is possible to guarantee that forms are not lost,
records do not go untranscribed, and responsibility for the tfanscriptidn/capture and entry of all
the required data is fixed. Detailed descriptions of the various fields, their source and meaning,
and how to derive them from the committee’s archives are also provided. Suggestions are
provided on how to organize work in an assembly-line fashion so as to maximize productivity

and the development of expertise and consistency.

Instructions on field data collection are also provided, since the committees’ archives are
sure to be incomplete in respects of certain property types discussed in the materials, chiefly
those belonging to (or under the control of) formerly closed enterprises. Field data collection
requirements are discussed not only in terms of such limited property types, but also in
connection with data elements that may be required for the valuation models to perform
adequately, but may not be present in the archives of the committees. Characteristics such as
object use, overall use, appearance (quality), and condition were important in the
commercial/industrial valuation models in the pilot cities, but were not transcribable from
committee records. In some cases it may be possible to infer them from other data in the
archives — quality is likely related to foundation characteristics and building materials, for
example. In other cases the data may be obtained from the records of other committees (such as
the housing maintenance committee for uses of premises in residential properties). But in other
cases actual field data collection will be required. The considerations involved in weighing these
alternatives are described, and advice is given on the actual conduct of the field data collection
effort. Crucially, the field data collection efforts offer the best chance the jurisdiction has for

discovering omitted properties, provided the effort is organized correctly.

Establishing the necessary linkages among disparate records on land, buildings, and
separately taxable premises within buildings (as well as aggregating separate buildings in an
industrial complex) is an essential function performed with the assistance of the parcel

identification number (PIN). PINs are based on cadastral numbers, but the latter are not yet
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presently extended to assignment at the level of taxable parcels. Therefore, the reference

materials develop a prototype PIN assignment procedure and discuss the issues involved in

adopting one for successor jurisdictions.

In some circumstances in the pilot cities, some of the data collectors, transcribers, and
data entry operators were compensated on the basis of combination of a flat amount and certain
piece-rates. Such productivity based pay, of course, raises quality control concerns and is not
appropriate in all circumstances, but its merits are discussed in the materials along with

suggestions for how best to implement such a program if the jurisdiction decides to do it.

Land and location-related information proved unreasonably difficult to obtain during the
experiment in the pilot cities, but may prove less troublesome when donor-related personnel are
not involved. These issues are discussed with recommendations in the referenced materials. At
least three different but related issues are involved. Maps for public consumption have
traditionally been deliberately distorted, and as a result, it is said to be against the law for even
small scale maps suitable only for planning not operational purposes to leave the custody of
certain personnel. This problem arose during the course of our consulting endeavors with one of
the raions in Novgorod oblast. Second, large-scale maps are even more sensitive, and obtaining
X-Y coordinates to satisfy the needs of the valuation model builders is even more troublesome,
even though there is no need for the reference system to be tied to real world coordinates. If
coordinates are to be used in the cadastre, a (possibly arbitrary) reference system will have to be
chosen, and the issue of public availability of these data will be have to be decided. If there are
neighborhoods defined that are more or less homogeneous in their influence on market value,
codes identifying them may be used instead. If there are no such neighborhoods or zones
defined, either the jurisdiction will have to develop them as a very high priority or the fiscal
cadastre will have to carry X-Y coordinates for all taxable parcels instead. Third, the issue of
incomplete and imprecise records in the land committee needs to be addressed. Obviously it is
always better to have complete and extremely accurate records of the locations and sizes of the
land parcels that Will ultimately comprise the tax base, but it is even more important not to let
lack of perfection stymie the performance of a good-enough job. Considerations in this regard,
and how to resolve the problems that arise in addressing them are also discussed in the materials,

along with fiscal and planning consequences of various courses of action.
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Involving the major subjects of the property tax in the development of the fiscal cadastre
was a strategy adopted in both pilot cities. The rationale in both cases was a nebulous
combination of factors, including exigencies related to timing and budgeting, a desire to test the
public-relations waters, and an attempt to assign some of the responsibility for the accuracy of
the underlying data to the taxpayers themselves. Some of these reasons remain valid even in the
absence of timing and budget constraints. In the event that succeeding jurisdictions decide to
replicate the experience for the ancillary purposes, advice is given on how to conduct the

exercise, including forms and instructions suitable for the purpose.

Managing the fiscal cadastre construction activity involves not only monitoring
conformance of actual progress to plans and taking appropriate corrective actions, but also
dealing with unexpected types of objects. Two such anomalous property types that arose in the
pilot cities are discussed in the materials. The treatment of incomplete constructions is a big
issue in Russia, due to the many buildings begun but never completed due to lack of funds. Two
major alternatives are available: recording and taxing them on the basis of a percentage of
completion and dealing with them according to an arbitrary schedule. The merits of each
approach are discussed along with the incentives they creative for certain behavior that may or
may not be socially desirable. The treatment of non-building constructions, such as pipelines,
power and communications networks, and the like is also a major concern. The values of some
such properties are capitalized into the value of the total transferable object. Thus fences and
parking lots, for example, should not be a major consideration during the construction of the

cadastre, but others should be dealt with appropriately as discussed in the materials.
The referenced materials discuss the appropriate handling of these objects more fully.

Quality control issues generally are discussed at a planning level of detail in the
references. Additional operational level detail on many of these issues is provided in chapter 7

of this manual in connection with valuation model validation.

Because so much of the planning and management task involves obtaining the
cooperation of committees that have traditionally not been coordinated locally, recommendations
are made on levels of authority that should be involved in the execution of the project.

Educational seminars are recommended in addition to the ultimately available authoritarian
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approach. The reference materials recite the benefits to be derived from the imposition of the

new tax and the development of the necessary infrastructure.

CHAPTER V APPENDICES:

1. NOTES ON LOCATIONAL REQUIREMENTS OF THE PROJECT AND SENSITIVITIES SURROUNDING
THEM.

INSTRUCTIONS FOR COMPLETING REAL ESTATE DATA CARDS.
SAMPLE RUSSIAN DATA FORMS WITH ENGLISH TRANSLATION.
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CHAPTER VI

TAX IMPACT ANALYSIS

Before 2 new tax such as the market-value-based property tax (the ad valorem real
property tax, AVRPT) is implemented, it is prudent to conduct a study of the major fiscal
impacts of the tax. The major purposes of the study are to project the revenue that can be
expected, so as to determine whether it will be adequate, and to identify the likely winners and
losers, so as to gauge its political acceptability. If the potential revenue appears to be adequate,
problematic results revealed by the analysis of tax burden shifts may suggest ways to customize
the tax to heighten its acceptability. Many policies are available to ameliorate an undesirable
pattern of tax burden shifts, including differential assessment ratios, differential tax rates, various
kinds of exemptions, and credits against other taxes or against the heritable estate. The merits of
such policies are outside the scope of this discussion, as are broader issues of long-range
municipal budgeting reform, including fund accounting, dedicated revenue sources and
expenditure responsibilities, trend analyses, and the like. Also, of course, there are major non-
fiscal benefits that accrue from implementing an AVRPT, but estimating (“monetizing”) them is

outside the scope of this discussion.

Tax impact analyses need to be undertaken not merely at the start of the project, but also
as it progresses so as to ensure continued political support for the project and to accustom policy
makers to likely constraints and policy considerations. For purposes of discussion, three
arbitrary stages have been identified — gross estimation, sample-based analyses, and population-
based analyses -- but in reality the analyses are likely to be performed approximately monthly,
with refinements of method and purpose being more in the nature of a continuum than their
discrete treatments here. For each stage the discussion below highlights why the analysis is
being done, the requirements for conducting the analysis, and how to perform it. The discussion
ends with a description of the results and expetiences obtained from prior analyses and a set of

appendices that provide useful illustrations and additional details.
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6.1. GROSS ESTIMATION

6.1.1. PURPOSE

Typically the first step is to perform a rough estimation of the likely revenue adequacy of
the tax. Since the AVRPT is being levied in the Russian Federation as a substitute for certain
existing taxes (enterprise assets tax, land tax®, and property tax on persons), it must yield
revenues adequate to replace the revenues foregone from the old taxes. Since these revenues
were previously shared among three levels of government (each tax at different percentages), and
since a condition of levying the new tax may be to “hold harmless” the other levels of
government, it will be necessary to consider all revenues derived from the old taxes. Also,
unlike virtually all other taxes, which are self administered, the AVRPT costs governments a
substantial amount to administer. Administration costs in developed countries are typically 5%
of the total amount of taxes collected. Estimating the costs of administering the tax is outside the
scope of this discussion, but it is obvious the expected revenues must additionally exceed the
expected marginal administration costs. Initially, administrative costs will greatly exceed the 5%
threshold because of start-up costs, but thereafter it is reasonable to expect that on-going
administrative costs will approximate 5% of the amount of revenue that the AVRPT could raise

if levied at a uniform effective tax rate of 2 -- 5%.

Given defined revenue requirements, the objective becomes one of measuring the likely
tax base. In the Russian Federation, relatively little land or other property’ is in private
ownership. The federal enabling legislation, therefore, authorized levying the tax on the holders
of a variety of rights, and policy makers will find it instructive to see how much the tax base
changes when various categories of property rights are added to the potential tax base. It will
also be necessary to apprise policy makers of the consequences of another thorny problem with
land and property markets in Russia: the universal tendency to understate true transaction values,

if not to hide transactions entirely. For the tax to succeed, it will likely need to be based on

8 Land tax may be confusing terminology, since the term “tax” is not used in the law. Nevertheless, the law On
Land Payments defines the Jand payment in such a way that it really is a land tax in the economic sense. In this
document the term “land tax” is used when we talk about land payments subject to the federal law “On Land
Payment”. It is imporiant to distinguish between them and land rent, the latter being established by local
governments.

7 According to Russian custom, the term “property” denotes improvements (buildings and premises) but does not
encompass the land itself, in marked contrast to usage in the United States and elsewhere.
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estimates of market values derived from research involving a variety of sources, some of which
will not be “official.” Policy makers may need to have this reality brought home to them
graphically for them to accept the necessity of some of the preparatory work involved in

implementing the tax.

6.1.2. REQUIREMENTS

For the purposes of gross estimation, the revenue requirements may be specified as the
total revenues raised the prior year by the taxes to be replaced, factored up as necessary by
inflation, with appropriate consideration of any extraordinary collections of arrears, advance
payments, or penalties, and any extraordinary omissions. These data are generally readily
available in the finance department of the city administration and in the local office of the state
tax inspectorate. Project personnel initially had some difficulty in obtaining such data, although
it should not be problematic for administration personnel to do this. For more refined analyses,
as described below, significant data cleansing will be required, but at the earliest stages access to

highly aggregated data is all that is required.

Tax base estimation is somewhat more difficult to accomplish. It requires access to data
on typical market values per square meter and aggregate data on the number of square meters of
improvements by kind of right (ownership, inherited tenure, daily management, etc.) and ideally
by kind (or use) of property. To the extent that land is held with rights that are taxable, rather
than being subject to land rental fees, the same kind of data on average prices per square meter
and the estimated stock, in square meters, will be necessary for the relevant rights. For average
prices, real estate agents and newspaper advertisements can be valuable sources, especially as
checks on the prices recorded in official sources such as the Bureau of Technical Inventory
(BTI), the Land Commmittee, or the Registration Chamber. For tabulations of square meters in
various kinds of (quasi) ownership status and used for various kinds of purposes, the official
records of the BTI and Land Committee are the first place to start. Unfortunately, however, such
data will probably need to be augmented by additional information from unofficial sources. In
particular, the BTI is typically not well informed about commercial and especially industrial
property within the jurisdiction, since many such properties were formerly closed and generally

outside the purview of the BTI. Land committee records are also generally far from perfect, with
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some areas likely to be redundantly allocated to different payers and other lands lacking data
altogether. In both cases the best course of action is generally to explain the needed data as
clearly as possible and to allow the cognizant BTI, Land Committee, and outside professionals to

make informed adjustments to the aggregated official data to reflect their best estimates of
reality.

6.1.3. PROCEDURES

Once the necessary estimates are obtained as described above, the calculations are
intuitively obvious. Appendix 1 presents an illustrative analysis, including a suitable means of
incorporating uncertainties in the estimates. As alluded to earlier, the results at this initial stage
will not necessarily be encouraging; these matters are discussed further in the results and
experiences section below. Note that at this stage no major commitment of resources has been
necessary. The required information should be available from a handful of experts, and the
calculations, if necessary, can be done on the back of an envelope -- certainly without the kind of

computing power that will become necessary for later stages of the project and analyses.

The objective, basically, is to calculate the effective tax rate necessary to raise the
necessary revenues from the tax base as it has been identified thus far. The major constraint is
the practical need to keep the maximum tax rate below intolerable levels. As a general rule, it

should probably not exceed two percent.

As soon as it is practical to do so, and certainly once the project begins in eamnest, tax
impact analyses should be explicitly based on sample data whenever facts are uncertain, and the
results of prior analyses should be preserved even after they are superseded by later ones. In this
way the variability of the underlying data and the extent to which essential estimates change with
increasing iterations of the analysis provide useful information on the degree of confidence that
can reasonably be placed in the analyses. Of course the degree of confidence in the results can
also vary with the fraction of the old tax base represented in the sample. This may be especially
true if, as often happens, the distribution of tax liabilities is heavily skewed (that is, tax revenues

may be highly concentrated, coming principally from one or a few taxpayers).

95



Although it is probably not justifiable to expend the additional resources to do it, an
additional method of gauging the reliability of the estimates is by means of “bootstrap,” “jack-
knife,” *“resampling,” and other Monte-Carlo based statistical techniques. Such techniques
essentially treat the available data as a “population” from which many samples can be drawn
(with replacement) after which the statistics of interest are calculated (such as the maximum
required effective tax rate). An average and a “standard error” of the calculated statistics, one for
each of the approximately 1000 samples drawn from the “population,” are then easily calculated.
Monitoring how these data change as such analyses are repeated each month that the fiscal
cadastre is under construction can give administrators and policy makers a better idea of the

confidence that can be placed in the generated numbers.

In the event that certain categories of property are known to be under-represented (or
over represented) at various stages in the process of the construction of the fiscal cadastre, it is an
easy matter with any reasonable statistical analysis program to adjust for this problem using
weights applied to each of the available (under-represented and over-represented) observations.
The weights used are essentially the reciprocals of the actual proportion of such records to the
totality of all records in the real world of the jurisdiction (as opposed to their proportion in the
Jjunisdiction’s current fiscal cadastre). The weights will automatically be applied during the
calculation of relevant statistics and do not complicate the bootstrap-based reliability estimates

discussed above.

6.2.1. PURPOSE

The primary purpose of studies conducted in this stage of the analysis remains
determining the adequacy of the revenue base and the likely constraints within which
discretionary parameters, such as tax benefit policies, will have to operate. A secondary purpose
is to begin informed discussions of how various benefit policies, such as preferential assessment
ratios for certain classes of property, may be crafted. A side benefit or tertiary purpose of such
studies is to enhance the quality control efforts of the project in many ways, including the
detection of bad data associated with major properties and the early detection of valuation model
inadequacies. In later stages of the project it is reasonable to begin looking for patterns in the

distribution of winners and losers in the shifts of the (total) tax burden as between the old taxes
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and the AVRPT. At first these analyses are done at a sectoral or group level, but later analyses
can consider patterns at the individual taxpayer level and explore the explanatory power of
additional variables (such as economic condition, payroll trends, or industrial sub classifications)

not present in the fiscal cadastre.

6.2.2. REQUIREMENTS

Data and data processing requirements escalate rapidly as the sophistication of the
analyses increases. For tax base adequacy projections, data are needed at a disaggregated level
only on determinants of market value, such as physical charactenistics and location. But for
analyses of tax burden shifts, data at a disaggregated level will be required on previous tax
liabilities as well. Initial results from the tax base adequacy analyses are likely to so severely
constrain the options of policy makers that the tax impact analyst would be well advised to plan

from the outset on collecting all the data required for analyses of burden shifts as well as tax base

adequacy.

To make a reliable study of the fiscal impact of the AVRPT a large amount of data is
required. To understand the revenue adequacy issue and the tax burden distribution issues fully,
the entire fiscal cadastre must be completed, the valuation models must be finalized, the amount
of tax to be raised must be determined, and the taxpayer-by-taxpayer distribution of the current
tax burden must be known. These data only become available at the end of the project, shortly
before it is time to issue tax bills. Interim estimates, based on incomplete and often imperfect
data provide the only alternative. Scientific sampling where it is possible, and appropriate
weighting of samples-of-convenience where it is not, provide a means of increasing the
reliability of the tax impact analyses. Prioritizing the fiscal cadastre completion work to conform
to the data requirements of the tax impact analyses facilitates the latter without seriously

compromising the overall efficiency of the former.

In most developed economies, residential properties, being far more numerous, account
for the largest share of the total AVRPT tax base. The situation with the current three taxes to be
suspended during the experiment in the Russian Federation is far different. Political constraints
on inter-sector tax burden shifis and other policy issues may force the analysis to concentrate on

the commercial and industrial sectors to the virtual exclusion of other sectors. For example,
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there may be a decision that the residential sector, as a whole, will not bear a significantly larger
share of the AVRPT burden than the trivial amount the sector now contributes to current tax
revenues. The effective tax rate in Russia for the residential sector is about one hundredth the

amount of the effective tax rate in most developed countries. To prevent a massive tax revolt,
| and at the same time ensure revenue adequacy, it may be advisable to moderate any major shifts
in the tax burden. Therefore, for a preliminary understanding of the revenue adequacy issue, a
reasonably complete sample of the fiscal cadastre records for the largest enterprises, information
on their current tax liabilities, and a reasonably complete valuation model applicable to
commercial and industrial properties is all that is absolutely necessary. Of these three
requirements, the fiscal cadastre records of the enterprises are usually the most difficult to obtain,
although neither the current tax liabilities nor the valuation model is a trivial matter. Fortunately
the number of commercial and industrial records in the fiscal cadastre is much lower than the
total number of records for all property types, usually on the order of ten percent of the total
number of records in the cadastre. It is also important to note that the information required in
order to apply the computer assisted mass appraisal (CAMA) valuation model is typically much

less detailed than might be expected.
Physical characteristics of properties in the tax base.

The data required to apply the CAMA model to the commercial and industrial properties
depends on the exact structure of the CAMA model. Generally the major determinants of market
value are highly correlated with one another, so a relatively small set of physical characteristics,
together with location information in the form of either neighborhood identifiers or X-Y
coordinates, will be sufficient to predict the market value of each property with reasonable
accuracy. For the commercial and industrial CAMA models developed for Tver and Novgorod,

information on the following characteristics was initially required for every taxable piece of

property:

e the land zone (or neighborhood) in which it is located at a minimum, and preferably
its X-Y coordinates,

e the overall use of the property (according to a coding scheme with 15 alternatives),

e the size of the land parcel,
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if the use of the land parcel is shared among multiple potential taxpayers, the

percentage share attributable to the given taxpayer

the use of the taxable object, if different from the overall use (such as a small

commercial space on the first floor of a residential building, again according to the

15-alternative coding scheme),

the type of material from which the walls are constructed (according to an 8-

alternative coding scheme),
the ceiling height of the object (coded into about 5 categories),
the years in which the property was constructed and last renovated, and

the size of the taxable object (i.e. gross buildable area)

When the tax impact analysis is extended to residential properties, the following elements

of information will be required for each taxable parcel of real estate.

the total number of units in the shared object (e.g. the apartment building, if
applicable)

the floor (story) on which the taxable object is located
the total number of floors in the shared object

the total area of the building unit (i.e. apartment)

the living area of the building unit

the kitchen area of the building unit

the number of balconies in the building unit

the number of loggias in the building unit

In addition to the data necessary for the application of the CAMA valuation model, the

identity (preferably coded) of the potential taxpayer is necessary for analytical purposes. Also

the street address is highly useful for purposes of quality assurance. When the time comes to

explore the consequences of various tax benefit schemes, it will be necessary to have data on tax

benefits, most usefully expressed as percentages, and a breakdown by the various levels of
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government that are entitled to grant benefits. For example, the city may exempt 50% of the
value of an enterprise’s property from its share of the tax.collected from this enterprise, but the
oblast and federal shares of the tax payable by the enterprise may reflect no exemptions. Such
complications arising from current practice should be recognized in the design of the tax impact
study. Treating current exemptions as a percentage of the potential taxable amount enables
analyses of various tax relief schemes to be made more easily. At least initially, the local
authorities will be inclined to carry forward all current exemptions to the new tax system. After
seeing how dramatically this erodes the tax base and what that does to the tax rate(s) on the
remaining properties, however, they may be inclined to consider alternative means of providing

targeted tax relief.

1t is possible that later CAMA models will incorporate slightly different characteristics.
In particular, the specific X-Y coordinates of all sold properties are required to develop the
CAMA model. The model may then be reformulated to treat supposedly homogeneous areas
uniformly instead of exhibiting continuous variation across them. In this case, the data available
for the unsold properties need not include their X-Y coordinates, but rather merely the
homogeneous area (or “zone”) in which they are located. This is a cosmetic constraint on the
model, and in an ideal situation X-Y coordinates would be used directly in the CAMA model to

increase its accuracy.

Another significant increase in CAMA model accuracy is obtained if information is
available on the quality and condition of the taxable objects. The pilot tests in Tver and
Novgorod contemplated using information on improvement quality and condition, but the data
available from records in the office of the BTI were not reliable. The cost of collecting
additional information via field research was initially judged to be not justifiable, but this
judgement was later reversed. If conditions are different in another city, the plans for the fiscal
cadastre construction and tax impact study will have to be revised _apcordingly. If the CAMA
model incorporates new information it must also be available for all the properties that are
considered potentially taxable. In particular, it must be available by the time of the tax impact
study for all the properties of the commercial and industrial enterprises to be included in the tax

impact analysis.

The strategy employed for the Novgorod and Tver pilot cities was to base the CAMA

models on information thought to be readily available from the extant records of the Land
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Committee and the BTI. It was later discovered that the relevant physical characteristics of the
properties of a number of large, formerly “closed” enterprises were not available in the BTI
records. This necessitated contacts with the enterprises themselves, introductions from the State
Tax Service, and a contingent of personnel to conduct the additional field research, in addition to

close work with both the Land Committee and BTI.

Codes describing the use of the taxable object and the overall use of the property, if
different, are also essential to the valuation model. These data were not available from either
BTI or the Land Committee records. Obtaining the necessary data can be done several ways,
perhaps most efficiently from the housing maintenance agencies. Alternative sources of
information include cross checking whatever business listings may be available, including the
telephone yellow pages. The marginal costs and benefits, including timeliness considerations, of
alternative fneans of getting the necessary information must be weighed in deciding how to

capture data either not present or not reliably up-to-date in the records of the BTI.

Valuation Models

A computer-assisted mass appraisal (CAMA) valuation model is the second main data
requirement for the conduct of an impact study. It is necessary to apply the relevant CAMA
model to predict the values of each of the individual properties owned by the enterprises. The
CAMA model development process is outside the scope of this discussion, but typically it is
based on a statistical analysis of how the pattern of sale prices and rental rates varies with the
location and physical characteristics of the properties being sold or rented. These inferred
statistical patterns are formalized into a set of one or more equations, usually involving a number
of table look-ups, that may then be applied to the unsold properties as well. Implicitly, then, a
more or less comprehensive collection and analysis of all available data on market transactions is
a prerequisite to the conduct of an impact analysis. Further details on this process are described
in volume V of the Roll-Out Manual, and the valuation model reports prepared for the pilot
cities. It is important to note here that the general structure of CAMA models may be expected to
remain essentially fixed from one jurisdiction to another, making the model building process one
of essentially calibrating a more-or-less fixed model to local conditions. The fiscal values
ultimately enrolled on the tax rolls may not actually come directly from the CAMA appraisal
model, since a field-review process should intervene, but the model should provide a close

approximation to the final fiscal values.
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Matching land records to records of buildings and improvements is an essential and
rather time consuming step in the construction of the fiscal cadastre. This match may not be
required for the purposes of interim fiscal impact analyses, depending on the current structure of
the CAMA models and the availability of alternative data management software. Records for
both land and buildings must be available, and they must include an identification of the
enterprise that owns or pays tax or rent on the assets and/or land, but linking buildings to land is

not essential for interim tax impact projections.
Tax liabilities

A further major data requirement for tax impact analysis is information on current tax
liabilities. Aggregate information on expected and actual collections of asset taxes and land taxes
from legal entities is available from the city budget and other financial reports. But for burden-
shift analyses, aggregate information is not enough. Even for revenue adequacy studies, it will
not generally be possible to ensure that all enterprises can be included in the analysis, which
makes it highly desirable to obtain taxpayer-by-taxpayer tax liability information whether the
purpose of the study is testing revenue adequacy or exploring tax burden shifts. With such data,
representative samples can be constructed and weighted for extrapolation to the entirety of the
jurisdiction more accurately than is possible in the absence of such data. Although the land tax
can be analyzed at the parcel level, the asset tax is payable at the enterprise level, so the lowest
feasible level of detail on asset tax liabilities is on an enterprise-by-enterprise basis. Since
before-and-after comparisons are only feasible at the same level of detail, the AVRPT liabilities,
while they must be calculated on a parcel-by-parcel basis, must then be aggregated to the

enterprise level for meaningful comparisons to be made.

It is also important to note that for comparisons to be meaningful, similarly defined
liabilities should be compared. For the new tax, current-year tax liabilities, by definition, are the
data the system will generate. In contrast, it is common for budget and financial report
information to be seriously affected by various contaminations, such as penalties, interest,
underpayments, and payments of arrears from prior years. Even enterprises themselves are not
reliable sources from which to obtain their current-year tax liabilities. Thus, for the “before”
picture it is necessary to obtain current-year liabilities for the assets tax from the state tax service
(STS) on an enterprise-by-enterprise basis. Land tax liabilities may be obtained either from the

STS or directly from the Land Commiittee, which is responsible for providing this information to
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the STS. These data are generally organized on a parcel-by-parcel basis, although aggregation at
the taxpayer level is generally sufficient for tax impact purposes. If the analysis will extend to
issues beyond strictly tax matters, it may be useful to obtain information on land rental payments
at the same time as the land tax information is obtained, although the distinction between the two

types of payments must be maintained. This has obvious consequences for how the data are

gathered and managed.

For the “before” side of the picture, data at the enterprise level on asset tax liabilities is
needed for burden shift analyses. The intent of the Novgorod sample study was to rely on self-
reported data from respondents to our Tax Impact Questionnaire (TIQ). However, the self-
reported data were unreliable both with respect to the parcel level characteristics needed for the
application of the valuation model and also with respect to the reported liabilities under the
current tax system. Response biases may have contributed to the difficulties, but the largest
identifiable problem with the current tax data was their contamination with delinquent payments,
underpayments, interest, penalties, and the like. Thus, it tuned out that the entire exercise could
have been conducted without administering a questionnaire at all.

Social / typological data

Data on secondary characteristics of taxpayers of interest to policy makers, but not
relevant to the valuation model, may also need to be captured and managed by the tax impact
analyst. This may involve work outside the scope of the property tax information management
system (PTIMS) that is the primary tool for managing the fiscal cadastre. Initially the
dimensions of analysis that policy makers will concern themselves with will largely coincide
with the data needed for the application of the valuation models. Thus tax shifts by kind of
property (according to the aforementioned coding scheme) and location, which can easily be
calculated with the data described above, will suffice for most policy makers’ needs. But if it is
known that additional dimensions will need to be analyzed, these data will need to be captured
and managed as well. Examples of such data include finer-grained analyses by commercial-
industrial group, analyses by the economic condition of the potential taxpayer, and analyses by
the kind of right that the taxpayer holds in the property. Sources for such data include the
local/regional STS, Oblast Statistical Committee, Land Committee, KUGI, KUM]I, and BTI.
Certainly any dimension that will form the basis for a tax (exemption) policy will need to be

analyzed. The danger, however, is that requirements for elegance of “official” tax policy may

103



escalate faster than can be accommodated by the resources available to administer them. This
can divert resources away from implementing the tax competently at the technical valuation
level, or even at all. Balancing these desires is a serious problem not only in the Russian
Federation, where administrative resources will remain scarce at least initially, but also in
advanced economies. Since such “elegance” can also blunt the impact of non-fiscal benefits of
the tax, the urge to complicate the administration of the tax should be restrained. Policy makers
need to be mindful that an imperfect tax that is implemented and collected is better than a perfect

one that is not.
Data Management

The data management problems involved in conducting a tax impact analysis are
significant. The PTIMS software should be used to the maximum extent possible to avoid the
problems of inconsistency that arise when two “parallel” databases go out of synchronization.
PTIMS includes a statistical module that produces a standard report, illustrated in Appendix 2,
that provides essential data at a variety of levels of detail. If the statistical module is unavailable,
useful supplements include a standard statistical program such as SPSS, or an extract/linking
facility, such as ODBC, used in concert with other more flexible software. If only the
commercial and industrial properties are to be analyzed initially it will be sufficient to have a
personal-computer-based database management program capable of applying the valuation
model and a spreadsheet program capable of performing simple statistical analyses and
summarizations. The data should be organized in a relational database in third or fourth normal
form to avoid redundancies and to minimize the chance for inconsistencies to arise. To
maximize labor productivity, the programs to be used on the personal computer should be

capable of exchanging information with the PTIMS.

Jurisdictions considering the implementation of an AVRPT should not underestimate the
data management issues involved. It is a common mistake to assume that since relevant bureaus
and committees may already have partially computerized their files it will be a relatively trivial
matter to convert such data to the structures necessary for the PTIMS. By extension, the
assumption goes, the extraction of the data necessary for the fiscal impact analyses should be
trivial. In reality several big surprises lie in store during the construction of the fiscal cadastre.
The first is the discovery that much of the data in the existing computer files is likely to prove

inconsistent unless the designers of those systems were extraordinarily scrupulous in normalizing
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the structure of the data and programming a multitude of edits for consistency, reasonableness,
and the like. A second is the likely need to create unique and unambiguous identifiers for taxable
objects, subjects, and rights, and to enforce rules such as that the identifiers should remain

unique and unambiguous with the passage of time.

Systems that have been straightforwardly automated from existing paper-based records
system generally do not handle these matters correctly. In particular, they tend to rely on
identifications based on names, street addresses, and the like. Such data are notoriously subject
to misspellings, meaningless changes, and identical names for different things. To facilitate
automated analyses, including matching of records from different sources, it is essential that
coded identifiers be used. Of these, the most important is the cadastral number, occasionally
referred to as the parcel identification number. The two are synonymous only if the cadastral
number is understood to encompass more segments than have been traditionally been assigned
by the Land Committee. In particular, anything that can be separately owned, including each
building and each separately ownable premise, must be identified. Furthermore, if any of the
hierarchy of land, building, and prerﬁise changes, for example, if the land parcel is subdivided,
new codes must be assigned since the old ones no longer refer to the same object that they used

to do.

Other important identifiers that must be managed correctly include the enterprise
identification number (INN) used by the State Tax Service to identify payers of the asset tax, and
the so-called and numbers, which are used by the oblast committee on statistics and
the registration office of the city administration, respectively. Through these links it will be
possible to aggregate all properties owned by an enterprise, to determine the part of buildings
and structures in the asset-structure of each enterprise, ant to identify uniformly and
unambiguously the economic sector in which the enterprise is active. The city administration is
generally the best source for information on the financial condition of the enterprises and also
(along with the STS) for cross reference tables that let analysts identii’y or distinguish enterprises
given one set of identification numbers and a data set that is organized by another set. Data on
the economic sector(s) of the enterprises and their asset structure, of course, are only required
when an analyst is seeking to determine whether changes in tax burdens follow a pattern related
to such sectors or asset structures. In the pilot cities the evidence indicated that the tax burden

shifts generally were not explained by such factors.
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Personnel

The personnel engaged in the tax impact analyses should be both trustworthy and
reasonably bright. Security and privacy issues arise because of the accessibility of such
potentially sensitive data as the financial condition and tax liability of individual taxpayers.
Alertness to anomalies and experience with quality control processes, especially in a data
processing environment under development, will prove invaluable. Ability to correctly
manipulate software for databasé management, spreadsheet ahalyses, and elementary statistics is

also essential.

6.2.3. PROCEDURES

Once there are data available on at least a few significant property owners (or owner-
equivalents) and payers of the taxes-to be replaced, the methodology for estimating tax base
adequacy can be refined. The total tax levy can be estimated as the sum of the old-tax liabilities
of the property owners represented in the fiscal cadastre thus far. The gross potential tax base
can be estimated as the market value of their properties in the fiscal cadastre. The ratio of the two
is an estimate of the required (flat) replacement tax rate to replace the foregone revenues. This
may be modified if desired, to account for project costs. The weighted estimate derived in this
manner should be improved if additional data are available on the extent to which the available
data under-represent important components of the tax base as it is expected to be constituted
when the fiscal cadastre is complete. The use of weighting to ensure that each strata of the
available data base appropriately matches the total tax base ultimately expected is illustrated in
Appendix 3. It also illustrates the use of other factors, applied at the sectoral level, to reflect

assumed likely levels of uncollectability, tax exemptions, and hypothetical assessment ratios.

Initially, the data will not be adequate for straightforward application of the valuation
models, and the models themselves may be under construction/refinement. The most effective
procedure in such cases is to attempt to bracket the likely results by performing at least two
analyses, separately taking as defaults for missing values of critical variables the highest and
lowest values they are likely to assume. This genera] approach was employed in Appendix 1.
Monte Carlo techniques, mentioned above, are also a possibility, although probably not

warranted. Data, valuation, and modeling problems are evident when altemative value
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predictions differ dramatically. Other quality indicators are the standard deviation of individual
effective tax ratios calculated for the various enterprises and the extent to which such numbers

change during successive iterations of the analysis.

6.3. POPULATION STUDIES

6.3.1. PURPOSE

Estimating revenue adequacy as precisely as possible, free from sampling error, is a
major objective of the population-based tax impact studies. Such studies also, more
significantly, offer the first real opportunity to study on a taxpayer-by-taxpayer basis, not just on
a sector-by-sector basis, likely shifts in tax burden. If, as happened in one of the two pilot cities,
the revenue requirements are high relative to the tax base, an additional purpose of the study may
be to expand the analysis to include alternative policies for the rental of properties controlled by
the city administration and the rental of land. Land rental, recall, is the levying of “payments for
land” on land that is not subject to the federal law. In both cases the revenues so raised are not
shared with the other levels of government in the same way as taxes, so analyses are somewhat
more complicated. Attention to certain rental property policies is advisable even in the event that
tax base adequacy considerations don’t demand it. In order not to discourage privatization, it is
essential that the newly imposed burden on apartments and other residential property not exceed
the amounts that would be payable on similar properties that were not privatized. This may be
accomplished by coordinating valuation and raté-setting policies for the so-called "naim”
payments (residential occupancy fees) with the valuations and rates developed to implement the

property tax.

6.3.2. REQUIREMENTS

The requirements are largely identical to those for sample based studies, except that data
on additional dimensions of tax policy (forming the basis of potential exemptions and other
benefits) now becomes crucial. If the tax base remains constrained there may also be an

expansion of the scope of the analyses to encompass rental properties and rented land in addition
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to taxable properties and land. This, of course, requires the capture of additional data on such

objects rented form municipal (not third-party) sources.

6.3.3. PROCEDURES

As soon as the real property register is populated, it will be possible to work with a
greater number of taxpayers. However, before the register is completed, the number of real
properties that are linked with taxpayers is less than the total number of real properties in the
database. This happens because the rights to real properties change more often than the technical
characteristics of real properties, such as area. Another effort-consuming component of the
register creation is the linkage of land and improvements data. At the stage when the register
contains almost all the data on real properties but no actual linked data between land and
improvements on such land, and land data that is not matched with taxpayers’ data, the tax rate
may be estimated by comparing the total tax liabilities to be replaced for the entire jurisdiction
with the total value of all real property in the register estimated with the CAMA valuation model.
The latter should be weighted to adjust for under representation. The essential difference is that
the revenue requirements are given externally rather than from the sample data. Sub-totals of
values of some property classes may be corrected by applying expert judgements. Then, having
the tax rate, changes in the tax burden for some of the taxpayers whose real property is identified
and matched in the register can be estimated. At the final stage, the tax analysis is done for all

the taxpayers.

In addition to broadening the analyses to encompass all poiential taxpayers, it will likely
prove advisable to broaden the analysis to encompass related kinds of payments. Property-related
payments of legal entities and physical persons under both the old and the new tax systems
include taxes themselves as well as rent payments, which are called rent payments for legal
entities and occupancy fees (naim-payments) for residential properties rented by physical
persons. Thus the analyst may be called upon to review burden shifts of a consolidated payment
comprising taxes, land rent, rent for non-residential buildings and premises, VAT related to rent,

and naim payment (occupancy fee) for residential properties.
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Calculation of the Tax Rate

The objective is to calculate the tax rate required to produce the stipulated revenues,
typically those lost from the suspended taxes. This is most easily done using a spreadsheet, as
illustrated in the appendices. In the event that the reader is more comfortable seeing the logic
- expressed as a formula rather than embedded in a spreadsheet we present the following equation

for the calculation of the property tax rate:

r (ik.-V.—)W sVitr sm(ik,V.-,)ﬁ“r KkeVan* P =5

i=] i=]

where
r- is areal property tax rate (an unknown to be found solving this equation for r);

S - acoefficient that is a multiplier to be applied to the real property tax rate in order to
find an unknown land rent;

Sm - a coefficient that is a multiplier to be applied to the real property tax rate in order to

find occupancy fee for municipal buildings and premises;
K- assessment ratio for i- type non-residential property;
n - number of non-residential property types;

; - values of non-residential properties of i-type to which enterprises have ownership or

similar rights;
1 - values of land parcels rented by enterprises;
im - values of municipal buildings and premises of i-type that are rented by enterprises;
K.+ - assessment ratio for residential properties;

a1 - value of residential properties. If residential property is classified into sub-
categories like multi-family houses, individual houses, cottages, etc., to which different
assessment ratios are assigned, then the following sum of terms for each sub-category should be

included in the equation: the product of multiplication of a uniform tax rate and assessment ratio
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assigned to a given residential sub-category, and the sum of the values of all the properties

falling into this sub-category;

P - a sum of occupancy fees of legal entities for municipal residential property;

S - the sum of all “‘0ld” system taxes and payments to be substituted by the new tax.

Below there is a hypothetical example of the new tax rate and land rent rate calculation

for a scenario envisioning a land rent to be twice the amount of the real property tax rate, and

rent of enterprises for municipal property to equal the tax rate.

Estimated Assessment | Taxable Value | Tax | Tax Liability (6)=(4)*(5)
Value Ratios 4=(2)*(3), Rate in min rubles
in min of in min of rubles | OF
rubles Rent
1 2 3 4 5 6
Individual single-family |100 0.01 1 0.05 |0.05
houses
Multi-family houses 200 0.01 2 0.05 (0.1
Parking lots and garages |10 1 10 0.05 |05
Offices 40 1 40 005 |2
Services 10 1 10 0.05 105
Stores 30 1 30 0.05 |15
Warehouses 60 1 60 0.05 |3
Small industry 50 0.5 25 0:05 1.25
Large industry 70 0.5 35 0.05 |1.75
Buildings and premises |10 1 10 005 0.5
for transport services
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‘lture, sports, religion |5 1 5 0.05 [0.25
tels 5 1 5 0.05 [0.25
osks 5 0.2 1 0.05 |0.05
blic catering 5 1 5 0.05 ]0.25
her 20 1 20 0.05 |1

nd parcels in 30 1 30 0.05 |15
nership

nted land 50 1 50 0.1 5

tal 700 - 339 - 19.45

The total amount required to replace the “old” system payments is 19.4 million rubles.

The spreadsheet developed by project personnel permits the entry of all desired
parameters and constraints and then automatically calculates the necessary tax rate, making the

analysis easily repeated for varying assumptions.

6.4. RESULTS AND EXPERIENCES

6.4.1. INITIAL ESTIMATES

For the purposes of determining revenue requirements during the exp.en'ment in the cities
of Novgorod and Tver, the administrative costs were ignored, since they were largely funded by
the project. Revenue adequacy analysis focused on the ability of the AVRPT to replace the
revenues from the three suspended taxes. Of these, the assets tax is generally the largest revenue
producer. Although none of the three suspended taxes is levied on a market value basis, in
general the definitions of the tax base of the land tax and persons’ property tax are substantially
the same as the definition for the AVRPT. This led to a supposition that the tax base for the
AVRPT could be projected using adjustment factors applied to the existing tax bases. This
supposition, however, was soon falsified. The relation between market values and normative

values was not reliably predictable. Also, for the assets tax, there are two complications. First,

BEST AVAILAELE COFY
111




the tax base encompasses many more assets than are subject to the AVRPT, such as inventories,
motor vehicles, and livestock. Second, the tax is generally payable in the city where the
enterprise is registered, not where the land and improvements are sited, although there may be

some “sharing” of the revenues collected by the former with the latter.

As a first rough estimate, then, cities having substantial enterprises that are registered
elsewhere are likely to gain from the introduction of the AVRPT at the expense of the cities of
registration. Intuitively, it also seems likely that cities with enterprises that have substantial
amounts of inventory, work-in-process, or other personal property on their balance sheets are
less likely to benefit greatly than cities where most of their enterprises’ assets are tied up in land
and buildings. For example, office buildings and high-prestige bank buildings are more likely to
be revenue productive for the city because their owners have more real property, while shipyards
and inexpensively built warehouses are inventory intensive and have less property subject to the
AVRPT. Although these facts suggest a method for making very rough projections of the likely
impact of introducing the AVRPT, caution must be exercised when applying this technique.

Intuitions can be misleading, as some of the analyses by industrial group revealed.

Results to date of the tax impact study of commercial and industrial properties in
Novgorod demonstrate the unpredictable nature of changes (the deltas) from the old system apart
from predicting the market values and calculating them. Project personnel calculated that the
combined effect of replacing the land and asset taxes, including exemptions, with the AVRPT,
would produce a diverse set of tax burden changes, even when a hypothetical uniform, revenue
neutral tax rate is used. When percentage increases or decreases in the tax burden of individual
enterprises were analyzed statistically in an attempt to discover any patterns in the changes, no
significant factors were found. Factors considered, but not found to be significant, included the
type of activity in which the enterprise engaged, its size, its financial condition, and the pattem

of tax liabilities under the current tax system.

A more useful methodology for estimating the feasibility of implementing the AVRPT
using highly aggregated data is to divide the revenues to be replaced, including the shares due to
all the levels of government, based on the most recent budget adjusted as necessary for
anticipated changes between that fiscal year and the time of project implementation, by the
estimated tax base. Using budgets as actually implemented, rather than as planned, is probably

advisable, given recent tendencies for unrealistic budgets to be accepted based on political

112



expedience. Costs of the project to be amortized in the first year may be added to the required
tax levy, if desired.

The potential tax base of the raions of Novgorod oblast were estimated by multiplying
the average market price per square meter by an estimate of the number of square meters of
property in an ownership form that permits a tax to be levied. (The analysis could also have
been done using data compiled on a per-premise rather than a per-square-meter basis.) Clearly
rights characterized as “property” are taxable, but the amount of such property will generally be

insufficient to raise the required tax levy at a reasonable tax rate.

Chapter VI, Appendix 1 presents an illustration of this problem from the context of
extending the experiment to the raions of Novgorod oblast. As indicated in the appendix, the
effective tax rate required to replace the foregone taxes would have to be on the order of 800
percent, a figure that is ﬁnpossibly high. Imposing land rental changes would only bring the rate
down to the neighborhood of 200 percent. The explanation for these figures lies in at least three
causes that have not been quantified reliably as of this writing. First, the tax burdens here, and in
the pilot cities, appear to be quite high under the current tax system. Second, the true market
values of the properties comprising the tax base are probably higher than were estimated by the
analyst, who relied on figures in official registers, where prices are understated to avoid
transactions taxes. Third, there are undoubtedly components of the tax base that have been
omitted from the analysis. As noted above, commercial and industrial property is notoriously
lacking from BTI records. Also, properties with rights akin to ownership but not registered in
the official records will almost surely need to be added to the tax base. Finally, residential

property may have to bear a somewhat higher tax burden than it has done in the past.

Given an inadequate tax base, other property rights, very near to “property” will need to
be considered. A legal basis may be established for some right forms, such as perpetual use and
life long inherited estate, but perhaps hot for others, such as economic management, temporary
use, use, and leasehold. Estimating the amounts of property (including land) by the type of

rights to the property is a very illuminating exercise.

In the first pilot cities such initial estimates not made, in part for fear that the experiment
would not go forward if initial indications of the tax rate that would be required were found to be

unreasonably high. This reluctance is being repeated in the initial rollout cities, which have
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heard that the pilot cities are having difficulty resolving tax base issues. The pilot cities have
found the experiment to be highly valuable, especially in connection with the development of an
information system far superior to any that preceded it, but they have found that replacing the
revenues from the suspended taxes may be problematic. Part of the problem lies in the process
by which budgets are made and intergovernmental sharing arrangements are negotiated, and this
is exacerbated by the asymmetrical risks of the levels of government. Since the cities bear the
costs both of implementing the project and of guaranteeing “normal” revenues to the other levels
of government, but must share any benefits, they are loathe to err on the side of optimism or
pessimism. The first error sets up difficulties later, and curtails their potential to negotiate better
sharing arrangements, and the latter may preclude the experiment from taking place by inhibiting
local funding sources for it in the first place. Thus there is an unfortunate institutional incentive
for the cities to act in a manner that seems locally irrational in order to be economically rational
in the larger scheme of things. At a late stage of the property tax experiment for the first pilot
cities an attempt was made to negotiate the sharing arrangements in advance of the tax levy
finalization. In particular, the cities wanted to transfer to the highest levels of government no
more than was actually shared the previous year, and thereby to secure for themselves any
windfall the experiment may yield. These negotiations failed, and at his writing it seems that the
experiment may be jeopardized. It remains to be seen whether fixing intergovernmental fiscal

relations will be a prerequisite to ensure the implementation of the experiment.

6.4.2. SAMPLE BASED ANALYSES

Several dozen projections of the revenue adequacy of the AVRPT have been done in each
pilot city since the start of the experiment. Most have yielded results that have made the
experiment seem feasible, with maximum effective tax rates in the range of two to four percent.
These analyses, unfortunately, are being challenged by more recent ones based on more nearly
complete data. The analyses themselves, however, also signaled their own limited reliability by
generating numbers that changed more than trivially from one iteration to another. Among the
causes for the substantial changes (and limited reliability) were significant changes to the
database and equally major changes over time to the structure and coefficients of the valuation
models. The analyses did serve the purpose of accustoming policy makers to the constraints they

will likely face in the granting of tax benefits, but in general were subject to more mis-steps than
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will need to be repeated in the roll-out cities. Details on some of major experiences are provided

below.
Novgorod Non Residential

In Novgorod the first sample-based analyses were made based on a sample of
commercial and industrial parcels, specifically those that responded to our Tax Impact
Questionnaire (TIQ respondents). There were 174 enterprises and approximately 1500 land
parcels and 1500 records of buildings or other improvements. The parcel level information was
managed in Access, which was also used to apply the CAMA valuation model to the sample
parcels to generate appraised values. Tax benefits information was also managed in Access.
Summary queries were used to aggregate information at the enterprise level. The resulting
summary files were exported to Excel for ratio calculation and a variety of comparisons between
old and new tax rates and additional analyses of tax burden redistribution. Standard statistical
programs (NCSS and SPSS) were used to manage and analyze additional data on the kind of
activities in which the various firms engage, their financial condition, size, and patterns of
previous tax liabilities, in an attempt to discern patterns in the resulting redistribution of the tax
burden. As mentioned previously, this search for general patterns was largely futile. The
detailed results of the redistribution of tax burden, however, was useful in facilitating the city’s
deliberations on how to deal with issues of exemptions and other forms of tax relief. In the
interest of helping other cities learn from the pilot experience, the futile exercise will be

described in greater detail below.

"All enterprises having a 1995 tax liability exceeding one million (old) rubles were
selected; there were 496 of them. The enterprises were asked to supply the following

information:

1. Taxable assets in 1995, the tax liability and the actual asset tax paid, including both
buildings and land.

2. A list of buildings and structures owned by the given enterprise and their balance

values in 1995.

3. A list of land owned or leased by the given enterprise and the areas and tax/rent for

each parcel.
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One hundred seventy four enterprises responded. These made up the so-called TIQ
sample, which formed the basis for the analyses of the next several months. Its usefulness was
limited by problems of data contamination. The study needed data on tax liabilities associated
with the most recent year (only), but respondents provided data affected by underpayments,
payments of arrears, penalties, interest, and other inaccuracies. The questionnaire data were also
affected by problems associated with period discrepancies. During the course of the study the
tax base of the old tax changed dramatically. Taxes, payable quarterly, are based on a weighted
moving average of liabilities for the prior four quarters as well as the current date. Not only did
the tax rate change from 1995, when we started the project, to 1996, the first baseline year for the
“old taxes,” but the federal regulations prescribing the valuation methodology to be used in
calculating the asset tax base changed as well. As a result, the only useful information we were
able to obtain on the “before” side of the tax revenue picture were data obtained from the STS.
For a completed year, STS records are capable of providing current-year tax liabilities free from
the previously noted contaminations. For a tax year in progress, estimates need to be made based
on the available data on collections, the pattemns of the previous year’s true tax liability, and

knowledge of any relevant changes in the tax rates or valuation bases.

The questionnaire data on buildings and structures did not allow for identification of
separate objects. As a rule the accounting office completed the questionnaire, and their approach
differed from the real property tax concept. Thus, in the questionnaire they could write
“administration* as one object while actually it might consist of several separate buildings with
different numbers of stories and ages. Thus, the majority of the information turned out to be not
very useful for our needs. We ultimately managed to receive useful data on about 100
enterprises. The data for other enterprises were taken from the oblast Committee on Statistics in
paper format. After this, a decision was made to ask for actual payments in the STS and Land

Committee, which we eventually received in the electronic format.

Because there were no data yet in the real property cadastre or in the BTI files for these
property types, we had to start working directly with the TIQ enterprises by making field reviews
of their property. We also obtained information from local KUMI and Land Committees, where,
fortunately, there were several computerized files in addition to paper files. Information on the
type of business, size and financial status of the sample enterprises in Novgorod was also

gathered. The data for the impact analyses were integrated into a separate personal computer
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database, together with the data on old tax liabilities received from the STS and Land
Committee.

When the first market values were generated by one of the preliminary CAMA models,
we looked closely at objects of the TIQ enterprises whose values were atypical, that is, very
small or large. The properties were double-checked with the aim of identifying discrepancies or
technical errors such as total area of a building erroneously ascribed to one of its premises, etc.
Doubtful data were compiled in spreadsheet files, which were exchanged among city and project
personnel for checking and correction. Error resolution and associated quality control tasks
required effort at the level of one full-time-equivalent, although it was divided among several

individuals.

For construction of the “after” side of the picture, the questionnaire solicited information
presumed necessary and sufficient to develop estimates of market values of each of the parcels
owned/used by the responding enterprise. These questions were asked in expectation that the
construction of the fiscal cadastre would be a long process and would not readily lend itself to
acceleration for those parcels relevant to the tax impact study. It turned out, however, that the
perception of our respondents, who came primarily from accounting backgrounds, of what
constituted a parcel differed from the conception implicit in the AVRPT. Thus the information
they provided could not generally be matched to real-world objécts and was ultimately discarded.
Fortunately, in Novgorod the fiscal cadastre was not being constructed from scratch. Rather, a
set of existing computer files was reorganized and augmented from other paper-based records.
This situation made it feasible to assign a higher priority to the extraction and development of
records relating to the enterprises in the tax impact questionnaire sample. These records became
available for tax impact analysis purposes long before the completion of the fiscal cadastre.
Initial CAMA modeling efforts generally validated the previously defined neighborhoods or
economic zones (ek-raions). This information was available in computer records from the land
committee. Thercfore, the data augmentation efforts were largeiy limited to ensuring the
currency of information on owner/renter/occupants and coding the properties for their use types.
The scheme for this was promulgated by the project, but it was derived from narrative (non-
coded) information in the computer files of the land committee, so the human effort was

minimized.
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After the initia]l CAMA model was applied and the first estimates of market values were
made, tax burden comparisons were made and properties of enterprises with large burden
changes (outliers) were carefully reviewed. In addition to the outlier review, in-office
verification efforts were made on all properties. Of particular concern were properties where it
appeared from the combination of use type and square meters that the total area of a building was
being attributed, in error, to a single premise located in it. The dubious data were extracted to an
Excel file for verification and augmentation and imported as corrected into a revised version of
the Access database for another iteration of CAMA model application and tax burden shift
analysis. Since residential properties are to be taxed to the occupants, rather than enterprises that
constructed them for their employees and may still carry them on their balance sheets (although
economic control over them has effectively been transferred to the city), it was essential to
eliminate such parcels from the analysis, which was simply done by means of a dedicated 100%

exemption code.

During the course of the in-office and field review it became obvious that the CAMA
model was not performing appropriately for properties of different sizes and ages. As a
consequence, the model was revised structurally to include a size adjustment factor and in other
ways to reflect depreciation, age, and location differences. Subsequent refinements to account
for quality and condition in industrial improvements were also made. Multiple iterations are to
be expected in the course of CAMA model refinement and tax impact analysis. Thus, in the
absence of the PTIMS valuation module, it was essential that the database software be flexible

enough to permit application of a variety of valuation models.

Before the analysis began, one primary concern in Novgorod was to determine if the loss
from the tax base of assets other than buildings was greater than could be made up by changing
to a market value basis of assessment for both buildings and land. One suggested solution was to
add back into the tax base certain marginal elements of the definition of real properties, such as
pipelines and railroads. But in well-developed market economies tﬁese types of properties are
typically assessed on a unit basis by a higher level of government than those participating in this
project. Such properties are appropriately appraised at the national or oblast level, with some
fraction of their total value apportioned on a largely arbitrary basis to the various local

governments in which the taxpayer has a physical presence.
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As a result of these concerns, the primary calculations made from the initially available
data were the effective tax rates required to replace the revenues lost from the suspended taxes.
A separate rate was calculated for each individual enterprise. The weighted average rate was
then taken as the necessary rate to be applied uniformly to all property. The standard deviation
of the effective tax rates was taken as an indication of the level of confidence that could be
placed in the results. The standard deviation was quite high, but the fraction of the old tax base
represented by the Tax Impact Questionnaire sample was about 2/3 of the base, so the effect of
the uncertainty/lack of confidence was limited. The weighted average rate was 4.5 percent or 4.0
percent depending on whether the existing pattern of tax benefits was or was not assumed to be
carried forward and applied to the AVRPT. This rate, although on the high end of customary
practice in developed economies, was lower than initially expected. Therefore, further
consideration of adding the pipelines, railroads, and other transmission facilities into the tax base
was judged to be unnecessary. The rate also presented a strong argument against an arbitrarily
imposed tax rate cap of 2 percent. Although the ideal of a uniform tax rate applicable to all types
of property is appealing, it was clear that a maximum tax rate of two percent would not suffice to
replace the revenues lost from the suspended taxes absent the necessary political will to increase
dramatically the tax rate on residential property. Therefore the federal enabling legislation did
not include such a requirement, although it featured prominently in drafts before the initial tax

impact results were obtained.

Tax burden shifts were then identified. The following factors possibly affecting those

shifts were analyzed:
e business type;
e size of the enterprises;
e financial situation of the enterprise (profitable, average, near bankruptcy);
e current tax liabilities; i
e the portion of buildings and structures to the total assets structure.

None of these factors except the last one, as shown by mathematical statistics,
significantly affects the change in tax burden. There was a slight indication that those

enterprises with a lower share of real property to other assets will be benefited although this
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advantage was not considerable inasmuch as the tax burden is generally affected by many

factors.

The same sample of 174 enterprises was analyzed to discern the so-called *“outliers”.

The following reasons for such outliers were established:
1. Large tax exemptions which will remain in the new tax system.
2. Overvaluation or under-valuation of assets or land in the existing system of taxation.
3. Land rent at high rates for some types of property such as street vendors.

At various times, additional samples of industrial properties were used to analyze the
nature of tax burden shifts, both at the sectoral level and the individual taxpayer level. In
general, the determination of the applicable tax rate was outside the scope of the analysis of the
sample data set. One such sample included all the enterprises for which the real property cadastre
then had information on buildings, structures and land, and also parcel identification numbers
(PINs). The PIN was a necessary link to match tax liability files in the old and new systems.
There were 700 cntérpriscs satisfying these conditions. A second sample included the largest
enterprises and a representative selection of additional enterprises in the city, by sector. This
sample of 298 enterprises was used to analyze burden shifts for individual enterprises, and to

research the causes of “outlier” results.

In general it appeared that enterprises in the trade, supply, restaurant, communications,
bank, insurance, and intermediary categories would be relatively benefited by the tax change
relative to other kinds of businesses. The tax on industrial, power, and construction enterprises
would remain largely unchanged. Housing and communal service enterprises, and enterprises in
the social and cultural sector would be considerable losers in spite of having the lowest
assessment ratio (30 percent). Transportation, service enterprises, hotels, research and public
institutions would face increased tax burdens to some extent. These general trends were
identified impressionistically and could not be confirmed as statistically significant. In the
analysis of the second sample of 298 enterprises, it was found that 38 of them had assets tax and
land tax exemptions, 186 were owners of their buildings and lands and therefore potential
owners of the new tax, and 210 were renting land. When rental considerations are added to tax
considerations and total burdens calculated on a before-and-after basis, tenfold changes were not

uncommnion.
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Novgorod Residential

At a much later date, when the commercial and industrial database was largely complete,
an analysis of residential property was undertaken on a sample basis. The sample was limited to
apartments having various sizes, numbers of rooms, wall materials, and locations in the city. The

following assumptions were employed:

e areal property , not a physical person would be the object of taxation; therefore the

tota] tax liability would not be affected by the number of residents or owners;

e differential effective tax rates would be employed for major classes of property, to be
implemented by means of severa] assessment ratios. These would be used to benefit
housing. Whereas the maximum assessment ratio of 100 percent would apply to
commercial properties, an assessment ratio of 2.5% would apply to residential
property. (Under the terms of the federal enabling legislation, the effective tax rate

for residential property cannot be more than 50% of the maximum effective tax rate);

e anominal tax rate of 4% of the assessed value of the real property would apply to all

property types;

e all exemptions in the current property tax and land tax would remain to protect low
income taxpayers, e.g. full exemptions granted to pcnsioners, war veterans, the

disabled, etc.

Tax burden shifts were calculated for different apartments and with different assessment
ratios. With an assessment ratio of 2.5 percent and a tax rate of 4 percent, (for an effective tax
rate of 0.10 percent) the annual tax burden would increase by 2.5 to 3 times against the current
one. An owner of a one-room apartment would pay about 30 to 40 rubles per years. An owner of
a two-room apartment would pay from 60 to 70 rubles. An owner of a three-room apartment will
pay 90 - 120 rubles annually. If the assessment ratio were increased to 10 percent, the tax
amount would increase tenfold to twelve-fold over current liabilities; the city administrators

believed this to be an unacceptable rate of increase.

® Although the analysis was made before the ruble was redenominated, the figures quoted here are in redenominated
rubles.
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For purposes of studying the likely coordination problems between tax policy and naim
policy, a sample of 250 apartments in Novgorod representative in terms of location, year-built,
number of rooms, total and living area and form of ownership (private or municipal) was formed.
A market value for each apartment was estimated and its hypothetical tax liability assessed.
Then an occupancy fee for each apartment was calculated using the method that will be adopted
together with the new tax (for municipal apartments only). The results showed that tax burden
shifts depend on the quality of apartment. With the city’s preferred rate and ratio, the tax
liability remains near the present level for typical (standard) apartments; it increases for
apartments with more than three rooms or apartments with larger areas. Thus, for a three-room
apartment downtown (Volosova Street) the tax liability is about 3 rubles/month (under the old
and the new systems). For a five or six-room apartment the real property tax will be about 5
rubles/month while the old tax liability does not exceed 3 rubles. The naim payment or
occupancy fee for municipal apartments is consistently three to five times higher than either the

old or the new real property tax.

Tver

In Tver tax impact analyses began the in early 1997. At that time the city had completed a
considerable amount of work on real property cadastre construction. BTI data were entered on
all residential real property. However only 1,500 out of 6,000 enterprises had data on their real
property in the cadastre. For analytical purposes only some 800 enterprises could be used. The
remaining 700 enterprises were missing the codes in the cadastre that are necessary to match

records with STS files so that data on current tax liabilities could be obtained.

CAMA valuation models were applied to industrial and commercial property and to
apartments and single-family houses. The cadastre already had data on the majority of real
property, although the data were not complete. Therefore expert appraisals were used for some
property types. This was done through comparison of the available data with similar data in
Novgorod, adjusted for Tver specifics. Questionnaires were sent to about thirty of the largest
enterprises, similar to the practice in Novgorod, asking for information about their real property.
Data on current tax liabilities were obtained from the local STS and the Land Committee, while
data on businesses were gathered from the Registration office of the city administration.
Because the BTI data were incorrect and incomplete, field reviews were organized in Tver to

clarify technical characteristics.
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Tax rates and land rents were calculated assuming that taxes would apply to currently
owned real property and land held with rights equal to ownership, that rent rates would be equal
to the real property tax rate, and that valuations for land rent would be the same as those for the
property tax. Two scenarios of land rent calculation were considered. Under the first scenario
the tax base and the rent base of a real property would be the value estimated by the CAMA
model and all the assessment ratios would be equal to one. Under the second scenario, the

assessment ratios would vary according to property type and be the same as for Novgorod.
e commercial real properties - 100%
e industrial real properties - 70%;
¢ buildings and structures of social and cultural designation - 30%;
o residential real properties - 1%,
e land plots - 100%.

At the time, revenue neutral tax rates were calculated to be 1.54% if applied universally
or 4.67% for the classes with assessment ratios of 100% in the second scenario, with other
classes enjoying lower effective rates as compounded by their assessment ratios.  These
effective tax rates were significantly lower than the corresponding ones being estimated for
Novgorod, so there was much less perceived need to expand the analyses to encompass rental

policies.

The review of tax burden shifts on legal entities suggested two factors affected the size of
the tax liability: the type of business and the total area of the buildings and premises of the given
enterprise. The latter appeared to affect only enterprises in the trade, supply, retail services,
social, cultural, and fundamental research sectors. Small enterprises tended to be winners and
large ones losers here. The pattern of tax burden shifts appeared somewhat similar to that of
Novgorod; among the potential winners are retail enterprises, restaurants, transportation,
communications, banks, insurance companies, and power enterprises. In contrast, cultural,
sports, education and public organizations, housing/communal-service enterprises, and state
management bodies tended to bear increased burdens. The case for construction companies and

industrial enterprises was mixed. In no cases were the patterns of the apparent results shown to

123



be statistically significant (greater than might have arisen by chance), although the magnitudes of

some of the apparent shifts would be highly significant in a fiscal economic sense.

A sample of 180 of the largest enterprises-taxpayers was made in Tver to study tax
burden shifts. For each of them a new consolidated payment consisting of the real property tax
plus land rent was calculated under the two scenarios. For 25 enterprises (14%) the new liability
grew by over 2.5 times.

Analyses for physical persons were also made in Tver, based on a 200-apartment sample.
As in Novgorod, in Tver the property tax has been always lower than the occupancy fee for the
similar municipal apartments and will remain so under the new tax and the methodology
envisaged for the occupancy fee calculation. New consolidated payments varied according to the

size of apartment.

6.4.3. POPULATION ANALYSES

The next step in Novgorod was to repeat the analysis using not merely a sample of
commercial and industrial properties but rather properties of the entire fiscal cadastre. This is the
primary approach taken in Tver. This approach has the advantage of eliminating sampling
error’. Its main drawback is that it requires a great deal of judgement and intuition to obtain
much useful information from this approach until the fiscal cadastre is completed, which is a

time consuming and expensive process.

Absent a need to explore the issue of stretching the definition of taxable real estate to
encompass pipelines and other transmission facilities, and absent a sample of taxpayer-by-
taxpayer data on current tax liabilities, the Tver analyses principally addressed the issue of
revenue adequacy. To compensate for the incomplete status of the fiscal cadastre, various
estimates were made of the percentage completion of classes of property in the cadastre. These
percentage estimates were then incorporated as weights in the analysis. Other significant points
where human judgement entered critically in the analysis were in the estimation, on a gross
basis, of the percentage of a class of property that was likely ultimately to be exempted or
otherwise excluded from the tax base. Finally, the Tver analysis explicitly contemplated the

possibility that not all the taxes due would be collected, and therefor it used percentage estimates

® Of course if the cadastre is not complete sampling error is not eliminated. If the original sampling plan was better
than the intuitively developed weightings used to compensate for omissions sampling error could even increase.
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of uncollectable taxes, by class, to build an allowance indirectly into the specification of the
revenues required to be raised. All of these judgmental factors are explicitly shown on a
spreadsheet, where they could be changed easily and combined with other, more reliably know
information and policy options, such as assessed ratios by class of property, to project likely
results. By changing the model parameters, the sensitivity of the analyses to the assumptions

being made can be measured. A sample of such an analysis is included in Appendices 3 and 4.

As mentioned above, the majority of the analyses in Tver indicated that the tax effort
there would not be as strenuous as was expected in Novgorod. Unfortunately, at a late date in
the experiment it was decided that the available data on registered rights in property were not
adequate for the imposition of the tax. That is, some of the property assumed to be taxable might
not be. At the time of this writing it is not known to what extent the desired revisions to rights

data will erode the tax base.

The search for patterns in the distribution of changes in the tax burden from the old
system to the new (and the failure to find any that were significant) yielded a variety of
interesting insights. The methodologies employed included classical analysis of variance,
multivariate regression analyses, and non-parametric statistical tests, principally Mann-Whitney
and Kruskal-Wallis. Where appropriate the data were re-scaled using logarithms and other
transformations to account for the asymmetric distributions of some of the data, particularly
ratios. The failure to find significant pattems was explored further, and the following
explanations were developed. Under the old taxes a variety of exemptions that will not all be
continued distorted the before side of the picture in a largely arbitrary way. The failure to find
significance in the structure of the enterprises assets (as between real property and property
excluded from the new tax base) is probably a result of the freedom that enterprises had in the
valuation of their assets. Although the assets have a normative value based on standard tables,
with values factored up for inflation by officially promulgated coefficients, the enterprises were
also free to contract with professional appraisers for selected revaluations of assets for which the
normative value procedure was thought not to work correctly. Thus the asset tax base appears
not have bome no predictable relationship to market values as estimated by the project. The lack
of a significant finding with respect to location probably has two causes: the fact that location
figured in the computation of liabilities under the prior tax regime and the difficulties inherent in

conducting such analyses validly at an enterprise level when many enterprises have multiple
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locations. Since old-tax data are available only at an enterprise level, not a parcel level, the

possible analyses were circumscribed.

6.5. METHODOLOGICAL LESSONS LEARNED
6.5.1. CoOLLECTION OF DATA ON TAXPAYERS
Enterprises

Industrial enterprises, commercial firms and other legal entities are currently paying
assets taxes under the federal law “On the Assets Tax on Enterprises”. The law describes tax
exemptions granted to legal entities with regard to their total assets or a portion of their assets.
Among those exempt are budget-funded organizations, cultural, educational organizations,
enterprises where disabled are employed, garage co-operatives, orchards’ co-operatives, and
others. Some types of property are also tax exempt, such as land, housing and communal
property, social and cultural facilities, real property for environmental or fire-protection
purposes, property related to civil defense, and the like. Local governments have the right to
introduce tax exemptions for some categories of taxpayers. Land tax exemptions are granted
under the federal law “On Land Payments.” Again, local governments may also grant land tax or

rent exemptions.

The data on the taxpayers of the assets tax and the tax liabilities of the existing taxpayers
can be found in the local branch of STS, while data on land or rent payments may be taken either
from the Land Committee or from the STS. Local governments may also give some benefits to

renters of municipal real properties.

When companng current and future tax liabilities of legal entities, one should be very
careful because such data may vary depending on the data source. Thus, when data are needed
from an enterprise, the current tax liability is a simple total of tax liabilities levied on all real
property of the enterprise, less tax exemptions, if any. Data provided by the STS may or may not
include tax exemptions; in addition, such data may contain delinquencies, fines interest on
arrears, actual paid tax instead of the assessed tax, etc. Therefore in making requests one must
carefully specify the information needed. Itis best o obtain net tax liabilities and tax exemptions

reported separately. Information on arrears, penalties, and the like is not needed at all on a
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taxpayer-by-taxpayer basis. (Such aggregate information may be useful in constructing an
allowance for uncollectable taxes, though.) When asking about the tax base, the so-called

residual annual value is required rather than the balance value.

In general it is undesirable to ask for these data from enterprises. Even if the request is
very clear and excludes ambiguity, there will still be respondents who will misunderstand your
request. It is preferable to receive data from a single source like the STS. In this case the data

will be comparable. It is also preferable to receive electronic files instead of paper files.

Physical Persons

Under existing law, owners of non-commercial real property must pay a property tax.
Among such owners are owners of residential housing (privatized apartments and single-family
houses), garages, and dachas. The law grants exemptions to the disabled, war veterans, victims
of the Chernobyl accident, pensioners, etc. Local governments are allowed to grant additional tax
exemptions to categories of taxpayers. Essentially all current taxpayers except for owners of
transportation vehicles are potential taxpayers of the new real property tax. Information on
currently liable taxpayers and their tax liabilities can be obtained from the STS, KUMI, KUGI
and BTI. Delinquencies on this tax are high, and in general it costs more to administer than it

raises in revenue.

Physical persons may also be liable for the land tax if they own land. Information on land

taxes may be obtained from the STS and the land committee.

6.5.2. COLLECTION OF DATA ON PROPERTY
Residential Property
Residential property includes the following:
¢ municipal apartments and rooms in communal (shared5 apartments;
¢ apartments (rooms) owned by physical persons (privatized);
e apartments used by dwelling co-operatives;

¢ individual single-family houses.
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Data on all of the above property types are maintained by the Bureau of Technical
Inventory (BTI), and these data are used for the fiscal cadastre construction. Data on municipal
apartments and housing fund privatizations are also available in KUMI (Municipal Property
Management Committee). Whether BTI and KUMI archives are up to date should be established

by means of interviews and a field review exercise of the sample properties.
Individual dachas (garden houses) and garages

Individual dachas and garages may be owned either by physical persons or dacha and
auto co-operatives. Data on such properties located within the city administrative boundaries
should be available in the BTT office. The city administration should decide when, if ever, they
should be included in the analyses, since tax revenues generated by these property classes are
likely to be insignificant and the cost of collecting the data will be high if the BTI records are
incomplete. Additionally, local governments may exempt these properties from the property tax
on physical persons. For instance, in Novgorod, a total exemption from the property tax on

physical persons was planned for dachas and individual garages.
Land parcels

A certain portion of the total city land is owned by enterprises, another portion is owned
by the municipality (some of which is rented to enterprises), an additional portion is owned by
physical persons, and a large fraction of the land within the city boundaries is of uncertain
ownership. Data on location, area and ownership rights to land parcels are available in the Land

Committee.

For purposes of valuation and tax impact analysis, the following land characteristics are

required:
e land parce] area;
e zone in which the given parcel is located,;

o land parcel address transformed into XY-co-ordinates (possibly only for a sample of

land parcels, as noted below);

e a given taxpayer’s share in a given land parcel (if a parcel is used by more than one

potential real property taxpayer);
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» land use code assigned according to the scheme devised by the valuation modelers

Property X-Y co-ordinates are required for mass appraisal model-building in order to
identify the pattern of locational value influences and perhaps to locate value influence centers.
Once the patterns and influence centers have been determined, the model may be reformulated
to treat supposedly homogeneous areas uniformly. In this case only the zone is needed, not the
precise X-Y coordinates. In any even no real world reference frame is needed. It is sufficient if
all points can be unambiguously located and if distances between any two points are not
distorted. It is not necessary to know where any point is with reference to external criteria, such

as the equator or the Greenwich meridian.

Industrial and commercial property

Properties of this class may be owned either by enterprises or by the municipality and
rented to legal entities. The ratio between the former and the latter ownership patterns varies
from city to city depending on local specifics. The rate of transition of municipal buildings and
premises into ownership by enterprises depends on the will to facilitate development of the real
estate market. Other considerations also play a role. In the cities of Novgorod and Tver, many
municipal buildings are located in the historical part of the city and are protected by law. They
are thus perceived not to be subject to privatization. Another consideration especially prevalent
in Novgorod city is the practice of incorporating into lease agreements specific provisions for the
improvement and further maintenance of rented buildings or premises, particularly those in
historical locations. The data available to the project did not permit a determination of the extent
to which such covenants exerted a measurable effect on market values. In fact, no rights-related
value determinants were found to be measurable. State (municipal) data are available in KUGI

and KUMI, which corresponds to the data on these properties available in the BTI office.

For purposes of valuation and, therefore, tax impact analyses, data are required on the

following characteristics of building and premises:
e total object area (building or premise area);
e land area assigned to this building;
e year built;

e story height;
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e wall type;
e city rayon code (zone code);

. a taxpayer’s share in a given object (if a building or premise are used by several

legal entities);
* object use code;
o overall use code as assigned by the valuation modelers

Data on all of these characteristics except for the last two are typically available in the
archives of KUGI, KUMI, and BTI. Obtaining data on uses of properties can be done several
ways, perhaps most efficiently from the housing maintenance agencies. Alternative sources of

information include cross checking whatever business listings may be available.

The most difficult task is to obtain data on objects that are on the balance sheets of
enterprises. Under the old system, the enterprises themselves were responsible for the valuation
of their properties in order to calculate asset tax liabilities related to their buildings, premises and
structures. Many industrial and research-and-production enterprises were *“closed,” meaning
access restrictions applied both physically and with respect to the disclosure of data on their
property characteristics. Thus there was little incentive for BTI files to record such properties, in
contrast to their records on residential premises. In general, BTI archives contain inaccurate
information on properties of enterprises and omit most such properties altogether. To obtain
property data on enterprises, a field inspection is typically necessary. Collection of data from
enterprises should be organized in order to obtain data on property characteristics of the

enterprises in the tax impact analysis sample first.

A pre-condition of the accuracy of the fiscal impact analysis results is unambiguous
identification of both taxpayers and real properties in the computer database. It is inappropriate
to use the names of enterprises as their identifiers. A single enterprise may be entered with
several names, e.g.: full name, short name, old name, etc. Any extra dash, space, or period put in
the enterprise’s name during data entry can cause problems when the computer recognizes these
two names as two different enterprises. Therefore, taxpayer and property codes are essential. A
national system of identification of taxpayers is the INN (Individual Number of Taxpayer). A
parallel code system, OKPO clearly is intended to identify any legal entity within the Russian
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Federation. During tax impact analyses, the first code system appears preferable, since it is used
by the Tax Inspectorate and therefore allows data on an enterprise to be easily linked with data

on its objects and with land and property tax liabilities under the old tax system.,

The unambiguous identification of real property objects is not easy. Typically, cities have
existing land coding systems under which a cadastre number is assigned to every land parcel.
‘The coding system is theoretically clear, but ambiguous in its detailed application. In the
Novgorod oblast project it was found that more than half of the land area was lacking properly
assigned cadastral numbers. Even in the pilot cities there were substantial efforts required to
perfect their assignment. The structure of cadastre number incorporates identifiers of a region,
cadastral massive, quartile, and sub-quartile. But real properties (buildings and premises)
attached to parcels are not identified by the same cadastre number of a given land parcel, and in
order to distinguish between different buildings, or enterprises BTI typically uses letters and
numbers, such as a, b, al, b2, a-prime, etc. Such a classification is clearly not well suited to
automation. In constructing the Oracle-based PTIMS, arbitrary record numbers were used to
ensure there would be no ambiguity, although the old notation was also carried forward for

reference purposes.

6.6. RESULTS TO DATE

k]

The analyses done to date have had a number of salutary effects. They have at least
tentatively resolved the issue of the need for expanding the tax base. They have illustrated the
relatively high levels of taxation now being imposed. They have made explicit the need to
minimize exemptions and other tax benefits in order to preserve a tax base sufficient to raise the
desired amount of revenue. And they have given urgency to the need to seek out new revenue
sources, including considerations of land-rent policy changes and changes in housing
maintenance/rental fees. The data requirements for the analyses have also helped to inject a dose
of reality into an otherwise academic consideration of alternative mechanisms for delivering tax
relief and other kinds of social benefits. The likely land use consequences of the change in
taxation are beginning to be clarified, and the public relations steps necessary to justify the tax
burden changes both to the general public and to the most seriously affected taxpayers have also

been highlighted. The primary methodological conclusions is that sample based analyses are
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better accomplished without using a questionnaire, using STS-obtained data combined with

fiscal cadastre data instead.

The primary substantive conclusion is that keeping the maximum effective tax rate under
five percent of market value will not be easy (although that is the highest rate expected to be
supportable). The appendices and text have illustrated the troubles faced by the cities in keeping
the tax rate to reasonable levels while protecting residential property owners. At the time of this
writing, Novgorod had the most reliable data due to Tver’s problems with data on property
rights. In Novgord, the total tax levy needs to be on the order of $16.5 million, but to raise this
amount a uniformly applied effective tax rate of 5.78 percent would be required, applicable to all
property types, including residential (in contravention of the enabling law). Using the effective
tax rates desired by the city administration (2 percent for commercial, 1.4 percent for industrial,
0.02% for residential) only $4.6 million would be raised. Raising the remaining $12 million
through land rent policy changes is being considered, but the change is probably too much. The
three available alternates seem to be raising the burden on residential property owners, finding
additional components of the tax base, and scrapping the tax reform. The second offers some
promise due to two considerations. First, non-building industrial structures might be added to
the tax base, although remoQing them to provide an investment incentive to industry was a
significant argument in favor of the tax reform. Second, there is some hope that the cities may
have a reserve of *“‘undiscovered” tax base that will materialize only after negotiations on
intergovernmental revenue sharing have been finalized. The ultimate resolution of the problem

remains very much in doubt at this writing.

Because of its position at the forefront of the fiscal cadastre development process, the
needs of the tax impact analysis drove many developments and yielded a number of secondary |
benefits. These included highlighting data quality problems, deficiencies in the valuation
models, and problems in the program of completing the highest priority elements of the fiscal
cadastre. Most important of all, though, the tax impact analyses provided the necessary level of

comfort to go on with the project in the face of the inevitable uncertainties that surround it.
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CHAPTER VI

VALUATION MODELING METHODOLOGY AND ASSESSMENT
FUNCTIONS

Property valuation and property tax assessment are two separate but closely related
functions. Valuation is the process of assigning a value to every property in the jurisdiction. For
purposes of the experiment, the base of tax is to be an estimate of market value obtained through
the use of a computer assisted mass appraisal process. The tax assessment function is the process
of establishing the tax liability for each property in the jurisdiction. After the estimate of market
value has been determined, the “legal” assessment ratios and exemptions are applied. According
to the Experiment Law, the local administrations are given authority, in most cases, to set the
assessment ratios and exemption policies. The exception is that the residential property tax base

cannot be more than 50% of the market value.

It is common practice for properties to be classified in separate categories, for example,
by commercial, industrial, residential, or agricultural use. Policy makers can determine the
percentage of market value to be taxed based on the property use category. Traditionally,
agricultural and residential properties are taxed on a smaller portion of their market value than
commercial and industrial properties. The tax rate may be uniform for all classes of property or
may vary by property use categories. Tax billing, collection accounting and enforcement and

compliance monitoring complete the assessment process.

7.1. VALUATION

The privatization of property will facilitate development of the real estate market in
Russia. The existence of a real estate market implies a price for real property. However, this
market price is always a subject of private agreement of the parties. Thus it is not a perfect
indication of the market specifics, since it can be affected by arbitrary and personal factors. The
experience in market economy countries shows that the basic values of various characteristics of
real properties are the price paid at the time the property enters into a sales transaction. From

this information, an appraisal model is developed which can be applied to all like properties
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which have not entered into sales transactions. This value model is a more reliable indication of

supply and demand than the actual sales price because it is not affected by arbitrary factors.

To create this valuation model, which has to include the basic value characteristics of all
real properties, it is necessary to develop a clear valuation technique. The computer assisted mass
appraisal method best suits the purpose of valuation and allows the property tax administration to

value large groups of properties with a minimum amount of time and financial costs.

For the most part, property tax administrators practice mass appraisal. Using standard
data sets, mass appraisal models, and quality assurance pfocedures, they are able to appraise
large numbers of properties economically. Mass appraisal, like single-property appraisal, is
applied economic analysis. In appraisal, factors affecting the supply and demand of real estate
are expressed in valuation models (formulas). Using statistical methods and computer-assisted
mass appraisal (CAMA) systems, property tax administrators can produce appraisals that take
into account more supply and demand factors than usually are considered in conventional single-

property appraisals. Consequently, mass appraisals can be highly accurate.

In contemporary mass appraisal, the major analytical activity is called ‘“valuation
modeling.” A valuation model is a mathematical representation of the behavior of the real estate
market at a particular time. There are four steps in mass appraisal modeling: (1) specification,
(2) calibration (3) application, and (4) review and evaluation. Specification involves deciding
which supply and demand factors to consider (such as land area and number of stories of the
building) and their assumed relationship to market Value. That is, do they add to or detract from
value; is the mathematical relationship additive or multiplicative? Calibration is the analytical
work necessary to quantify the relationships postulated in the specification process. Two
computer-assisted techniques for calibrating mass appraisal models are in widespread use:
multiple regression analysis (MRA) and the adaptive estimation procedure (AEP or “feedback”).
Application is the mechanical or computerized process of estimating property values by
applying the calibrated model. . Review and evaluation is the work the property tax
administration does to ensure that the mass appraisal models are performing satisfactorily. In the
best of mass appraisal practice, each computer-generated value estimate is reviewed before an
assessment notice is sent or before the value estimate is used by the tax administration system to

generate a tax bill. Evaluation also includes ratio studies of the new values.
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The valuation model builder should review data needs early in the modeling process.
The review should consider the completeness and accuracy of the data. In addition, a profile of
property characteristics should be developed. This profile will identify the types of properties
for which the model will be valid. Atypical properties present two problems. If they are used in
model calibration, the valuation model may be skewed so that it will not accurately represent
typical relationships between property characteristics and property values of typical properties.
Conversely, a model that is well specified in terms of typical value relationships may not work

well on atypical properties.

7.1.1. APPROACHES TO VALUE

Mass appraisal models typically are based on three broad “approaches to value,” (1) the

sales comparison approach, (2) the income approach and (3) the cost approach.

Sales Comparison Approach

If sufficient sales data are available, mass appraisal models based on the sales comparison
approach provide the most supportab]e' estimates of value. Initially, simple models are
advisable. However, the property tax administration should plan to employ more sophisticated
models as real property markets develop and the volume of available sales increases. The
methods used to calibrate the models might begin with spreadsheets and descriptive statistics.
Multiple regression analysis can be used when the volume of sales in 2 model group exceeds 30,
or 4 sales for every independent variable in the model. Similar criteria can be used to evaluate

the feasibility of using adaptive estimation procedures.

In mass appraisal, the sales comparison models generally have the following general

form:
V=f(X1 ,X;, ..... XN),

where V is estimated sale price, f stands for “a function of”, and (Xj...X,) are property
characteristics. Models may be additive, multiplicative, or “hybrid” in form. Multiple regression
analysis or the adaptive estimation procedure may be used to cahbrate the models. In addition,
the traditional sales comparison model can be automated and market calibrated. The traditional

mode] takes the form:
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=Sc+ADI]c

where V is a market value estimate, S is the sale price of a comparable property, and
AD]c is the total value adjustment to the sale price of the comparable for the quantitative and

qualitative differences between attributes of the comparable and the subject property.

Income Approach

The income approach refers to procedures for finding the present value of the income a
property is expected to generate in the future. The approach is therefore appropriate for the
appraisal of income-producing property. The income approach is based on the premise that the
value of such a property is directly related to the amount, duration, and certainty of the income
that will be generated by the property. The notion that income receivable in the future is always
worth less than an equal amount of money currently in hand ( the concept of time preference)
underlies all income approach techniques. The degree of time preference can be viewed as a
function of four factors: anticipated loss of purchasing power (inflation), loss of liquidity, the
cost of investment or loan management, and risk. These factors are combined to form a

capitalization rate, defined as the relationship between income and value, as in the formula:

R=I/V

where R is the capitalization rate, I is income, and V is value. If the income from a
property is known, the capitalization rate can be determined. We can estimate value by simply

rearranging the equation above as follows:

V=I/R

Hence, if annual income equals $10,000 and the capitalization rate is 0.16, the value of

the property is:

V=§10,000/0.16 = $62,500.

An examination of this example will reveal that for a given amount of income, a higher
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capitalization rate will result in a lower property value, and vice versa. The greater the risk,
inflation, and the like, the greater the capitalization rate. (It should be noted that the second
equation represents a special, basic capitalization model or formula technically, it is the formula

for capitalizing an endless, level income stream in perpetuity.)

In mass appraisal practice, separate models can be developed to estimate market rents,
vacancy and expense ratios, income multipliers, and overall rates in order to accommodate finite
income streams, variations in the amount of income, and variations in components of the

capitalization rate.

Market rents can be estimated as a function of property characteristics:

Ma]'ket Rent = f(xl, XZ,---’ Xﬂ)’

where X,...Xn are variables relating to property characteristics. Market rents should be
expressed on a per-unit basis, for example, rent per apartment unit or rent per square meter of
gross leaseable area. Important independent variables include size, effective age or condition,
and economic area or neighborhood. Market rents used in the analysis can be gathered by
questionnaire, through field interviews, or during the appeals process. The models can be
effectively calculated by additive regression. Expense ratios can be calculated in a similar

manner:

Expense Ratio = f(X;, Xa,..., Xp).

Again, important independent variables include size, condition, and location, as well as
property type. If the model is formulated so that the variables are calculated with respect to
standard or typical features, the constant in the model can be interpreted as the typical expense
ratio. Development of expense ratios in this manner assumes adequate expense data, which are
more difficult to collect and analyze than gross income data. Where adequate data are not

available, industry norms sometimes can be used.

Once expense ratios have been estimated and used to compute net operating income
(NOI), overall rate (OAR) models can be developed:
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OAR =NOLSP = f{(Xy, Xz, ..., Xp).

The independent variables should include factors that help explain variations in overall
rates, such as location, building condition, and (sometimes) land/building ratios. Again, if these

variables are expressed about the average, the constant from the model will reflect the typical
OAR.

Gross income multipliers (GIMs) often provide a practical and effective altemnative to net

income equalization:

GIM = SP/GI = f (X, X3, ..., Xn).

Theoretically, the model should include those variables important in estimating OARs, as
well as those that relate to expense ratios, since GIM includes no expense allowance. From a
practical viewpoint, however, the same variables, particularly location and condition, tend to be
important on both counts, so that a GIM model may be no more complex than an OAR model.

Gross income models do not require the collection and analysis of expense data.

The above analyses can be done on spreadsheets if the samples are small enough. The
chief advantages of direct sales analysis are that the estimates directly reflect market activity and
the pattern of the estimates provides information as to their reliability. Regarding the latter
advantages, if the estimates in a stratum cluster around a central value, and if the pattern of
estimates among strata is consistent with expectations, the estimates can be relied on. On the
other hand, if the estimates vary greatly or if the pattern is illogical, the estimates can be judged

unreliable.

The Cost Approach

The cost approach is applicable only to  properties with buildings and other
improvements. It is based on the premise that the value of such a“property equals the cost of
acquiring an equally desirable substitute, with the process of acquisition being the production of
the substitute building in this case. The cost approach therefore begins with estimating the cost
of constructing a new but otherwise equally functional building (replacement cost new or
“RCN™) on the same site as the property being appraised. The site is appraised as if vacant and

available for development at its highest and best use. The market value of the building is
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estimated in two main steps. First, the current cost of constructing the building is estimated.
Market value, however, is based on the building in its current condition and circumstances. 1f
the current cost of the building is greater than its current market value, the difference is termed
accrued depreciation or diminished utility. The second step, therefore, is to estimate the amount

of accrued depreciation from all causes.

The estimation of the current cost of the improvements requires a detailed description of
the design of, and materials used in, constructing the improvements. The approach also requires
data on current costs of labor and materials. In addition, data are needed on other direct and
indirect costs of construction. Statistical agencies and firms may compile data on building costs,

eliminating the need for the property tax administration to do it.

In mass appraisal, current building costs are expressed on a per-unit basis (for example,
per square-meter) and arranged in schedules, which are compiled in a cost manual. Separate
schedules are developed for each building type and construction quality class. Computerizing
cost schedules speeds calculations and improvés accuracy. The schedules can either be
reproduced through a computer table or, to some extent, approximated with formulas. The latter
approach reduces processing time and facilitates updating. Computed values may not exactly

match those produced from the manual.

Cost manuals should be clearly written and contain complete instructions, including
sample photographs of each building class. The manual should also be accompanied by a form
that organizes the required data in a logical sequence for collection and permits the data collector
or appraiser to check or circle common features or enter appropriate codes from the manual for
less common features. Such codes can eliminate the need to cost the item separately if the
manual is computerized. In addition, there should be a training program that introduces data
collectors to the importance of accurate data and explains proper use of the manual, as well as

standard operating procedures and conduct in the field.

The success of the cost approach depends on reliable estimates of accrued depreciation.
By definition, depreciation is loss in value from any cause. Accrued depreciation includes
physical deterioration, functional obsolescence, and economic obsolescence.  Physical
deterioration refers to the state of repair of an improvement. Functional obsolescence measures

with how well designed an improvement is relative to current standards of performance, use, and
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architectural taste. Economic obsolescence relates reductions in utility due to conditions outside
the boundaries of the property itself. As an example, the construction of a new highway will
affect existing traffic patterns and will adversely affect the values of commercial properties along
streets with less traffic. For this reason, economic obsolescence sometimes is called locational

obsolescence, but that term has more limited connotations than economic obsolescence.

In mass appraisal, standard depreciation allowances are contained in tables or schedules.
These depreciation allowances should be derived from market data. The derivation of market-
based depreciation schedules begins with the calculation of building residual values (sale price
less land value), which are divided by estimated replacement cost new (RCN) to yield percent

good. Percent good is then plotted against age or effective age:

% Good = (SP - LV)/RCN = f(age).

From the plot, one can visually construct a smoothed percent good table. Or, if one
prefers, depreciation tables can be derived in a similar manner by plotting the complement of

percent good against age or effective age:

% Depreciation =1 - (SP -LV)/RCN = { (age).

(Loglinear multiple regression analysis can also be used to calibrate nonlinear
relationships between age and amount of depreciation.) The success of this approach requires
that land values be rational and consistent. Separate depreciation models should be constructed

for different property types and locations.

The cost approach is generally easier to implement in jurisdictions with relatively new

structures.

7.1.2. LAND VALUATION

Special attention should be devoted to land valuation because accurate land values form
the base of an effective appraisal system. A credible land valuation program requires that land

values be updated regularly to reflect the current market value.
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Land is best appraised by the sales comparison approach. Where sales are inadequate,
other techniques must be used. Mass appraisal of land involves developing models of per-unit
land values through analysis of local sales. These models are documented in tables of land rates

and adjustments and in land value maps.

A preliminary step in the mass appraisal of land is the determination of appropriate strata
and units of comparison. Appropriate bases for stratification include *“zoning” or permitted use,
location or neighborhood, and size of parcel Stratification ensures that land values will be based
on market data for properties subject to similar supply and demand factors. Land in each use or
zoning classification should be assigned an appropriate unit of comparison to facilitate analysis.
The chosen units should reflect that way in which market participants analyze land values. If
parcels are fairly uniform in size, the parcel itself might be the unit of comparison. If parcels
vary in size, an area measure should be the unit. Street frontage is another frequently used unit
of comparison. Land sales should be expressed as price per unit and plotted on maps. This helps

make patterns visible and establish benchmark values.

Per-unit land values tend to vary with size and depth of parcels, and appropriate
adjustment factors should be developed. Depth factors (arranged in tables) can be used to adjust
frontage values for varying depths of lots. Similar adjustment factors may have to be made for

irregularly shaped parcels, corner locations and so forth.

Geographic information systems (GIS) can be used to display sales and other selected
data on maps tailored to the analyst’s needs. For example, one could display vacant land sales
occurring in the last two years along with sale price per square meter and date of sale. Such
systems require that parcel boundaries be digitized or otherwise geocoded, a time-consuming and
expensive venture. As an alternative to full-scale GIS system, PC-based mapping packages can

be used.

In addition to using automation to organize and display data, computerized land models
are possible. To prevent the model from being dominated by several high value sales, the

dependent variable is best expressed on a per unit basis (for example, per square meter):

SP/UNIT = f (land characteristics).

Land characteristics may include size, shape, topography, traffic, view or frontage, and
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distance variables. The model can be calibrated with either additive or multiplicative MRA.
Global response surface analysis can also be used. Although successful results have been
reported, land valuation models often prove unacceptable, reflecting the inherent difficulties of
land appraisal. Sales prices may be insufficient in number or unreliable, and capturing the situs
value of individual parcels is difficult. Even where land value models cannot be used directly,
however, they can help establish market relationships and appropriate adjustments for situs

factors, such as corner location, lake frontage, oversized lots, and so forth.

Land appraisal is particularly difficult in built-up areas with few land sales. There are
several conceptual solutions to this problem. One is to use land residuals (sales prices less
RCNLD) in modeling. However, problems in accurately estimating RCNLD render this
approach difficult. Another, more promising solution, where at least some land sales are

available, is to include both vacant and improved parcels in model development:

SP = f (land and building characteristics).

The model includes the usual land and building characteristics, along with a binary
variable coded *1” for improved parcels and *“0” for vacant parcels. The variable thus represents
the premium (or decrement) in value associated with site improvements not captured in other
variables. The model can be decomposed into land and building values: the model constant (By)
is part of land value and the binary improvement variable constitutes part of the improvement

value.

If there are insufficient vacant land sales to use this approach, several other options using
improved sales are available. One can constrain the regression constant to zero. If the model is
well specified, it will produce separate land and building values. Second, one can allocate the
constant between land and building values based, for example, on typical land/building ratios.
Or one can use feedback, which contains no constant and produces a decomposable model. A
common problem with all these approaches is cormrelation between land and improvement
characteristics, which makes the allocation suspect. Barring inordinate problems, however, one
of these approaches may prove acceptable. The overriding advantage is that land and building
values are estimated simultaneously and consistently. Finally, RCN may be used in lieu of

building additive variables in a decomposable cost calibration model. This approach eliminates
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building quantitative variables and reduces multi-collinearity. Again, the constant must either be
constrained or allocated between land and buildings. The model yields separate land and

market-adjusted building values,

7.1.3. DEVELOPING THE MASS APPRAISAL MODEL

Data Collection And Data Analysis

The first step in mass appraisal modeling is data collection. Data are to be collected on
those basic characteristics of the valued real properties which are most significant to real estate

brokers in pricing.

Data may be categorized as either qualitative or quantitative. Qualitative data are based

on discrete, predefined categories.

For successful modeling, data should be thoroughly analyzed. Measures of central
tendency and dispersion such as mean, median and coefficient of variation (COV), coefficient of
dispersion (COD), and standard deviation should be calculated for quantitative data. Qualitative

data should be analyzed using frequency distribution, histograms and correlation analysis.

At the next stage, data should be “cleaned up” by using multiple regression analysis
(MRA). In the first step, some statistically insignificant sales, or outliers, are eliminated from the
analysis. Sales screening is implemented by a robust regression method. Robust regression is an
iterative process. It analyses data dispersion and excludes data on those sales where the price
deviation from the average, given the values of descriptive factors is considerable. Based on the
results from robust regressibn computation, weights (robust weights) are assigned to each
observation. Weight values may range within the [0;1] interval. They show how strongly this
observation differs from the sample average (given parameters are fixed). Extreme values may
stem, for example, from some special sale circumstances such as .payment delays, personal
arrangements or physical condition of an apartment. The closer the weight value gets to zero, the
bigger the deviation from the average. Implementing the above procedure is not difficult since
there exists a special Robust regression software (NCSS), which allows for automatic

computation of robust weights.

For further analysis, data are to be filtered according to the resulting robust weights, thus
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eliminating the data in which the robust weight values do not exceed a threshold, such as 0.05.

After the robust regression, stepwise regression should be used to select significant
variables. Stepwise regression is an iterative process of which there are two versions - forward
and backward. In forward stepwise regression analysis, variables are entered iteratively until all
significant predictors have been included. In backward stepwise regression, the algorithm begins

with all variables and iteratively eliminates those that are insignificant.

The Linearization Process

The second step in real estate market modeling is linearization of qualitative variables.
Linearization of variables implies transformation of qualitative variables which were initially
coded as quantitative values, into quantitative values reflecting market preferences. To select a
specific method for these transformations, a number of considerations have to be analyzed.
Among the most important of these considerations is to determine the significance of a variable.
That is, what is the variables importance in price-building. Another consideration is to
determine the multi-collinearity of the variable. That is, its interrelationship (strength of
relationship) with other variables affecting the price. The linearization method shall be selected

based on the results of this analysis.

A general approach to determine the weights of qualitative variables is based on the
assumption that it is possible to identify a customer’s preferences. We assume that these
preferences under either the price of an apartment, or the price per square meter of total area. We
can use price per 1 sq. m because all the qualitative characteristics describe the apartment in

general.
There are two methods of linearization of qualitative variables, namely:

Transformation of qualitative variables into binary variables. In this case, each possible
value of qualitative variable is coded O or 1. For example, for a floor variable there may be

created the following binary vaniables:

fl

#1 1, if an apartment is located on the first floor,
0, in other cases.

#2 = 1, if an apartment is located on the second floor,
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0, in other cases., etc.

Then, these binary variables may be entered into the price model along with all other
descriptive variables. This procedure allows for determining the impact of each value of the

variable on the market price, with no a priori assumptions on inter- relationships.

Qualitative variables may be converted into numbers reflecting their relative values or
desirability. This process is called scaling. Scaling can be done by value of 1 sq. m of total area.
For each value of the variable being linearized, there should be computed the average price per 1
sq.m and a value of the qualitative variable corresponding to the maximum number of actual
sales should be computed. At the final stage of the transformation, all the averages have to be

normalized per price per 1 sq. m..

The result of normalization of the qualitative variables is their weights. Values or weights
exceeding 1 shows that this apartment type is better (more preferable) than a typical one, and

visa versa.
Relationship Analysis

Step 3 in the modeling process is an analysis of how various factors affect the real
property price and interact with each other. The purpose of this stage is to: first, identify the
factors which contribute the most to the price building, and, second, to identify relationships
between the descriptive variables. The basic tool for relationship analysis is multiple regression

analysis (MRA).

At this stage, there should be an analysis of variables into the total determination
coefficient in order to identify the significance of the variables. For instance, using stepwise
regression one can monitor the process of entering variables into the model, thus identifying the

variables which provide for model improvement.

Location Analysis

The location value response surface analysis provides a means of adjusting for location in
econometric modeling. In the first stage, value influence centers are determined. To identify
location influence centers, a linear model has to be built and should include all the factors
available, for the moment, as independent variables, except for the variables describing location

of a property. Based on this model, estimated values and residuals will be computed as the ratio
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between actual price and estimated value. Residual values greater or less than 1, indicate that
there are factors affecting the price that were not included in the model. At this stage, the
assumption is made that we did not take the location influence centers, both positive and
negative into consideration. For instance, location of a residential property in the industrial

neighborhood can affect its price negatively. The industrial zone being called a negative location

influence center.

To identify the location influence centers a contour plot should be built which transforms
the relationship between the residuals (coefficients) and the coordinates. By analyzing the
concentration of level lines on the graph, one can identify location influence centers and the
radius of their influence. Coordinates of these centers can be identified by the point located in

the center of concentration of isolines.

The next stage of location analysis is Global Response Surface design. The Global
Response Surface is a three dimension surface showing the price per sq. m of a property with
regard to its location. To build this surface, a non-linear regression method may be used with the
variables describing the location of a property as independent variables, and price per sq. m as
the dependent variable. There are a number of software packages specifically designed to build
this type of surface. In the NCSS package, it is called Global Response Surface .

Based on the non-linear regression model the estimated values are computed. These
estimated values are scaled (by dividing them by their average value) in order to get a price
index such that the average equals 1. This index constitutes a property location factor and may
be used in further regression analysis as an independent variable. The index explains a

systematic variance of price per sq. m. of a property affected by location.

7.1.4. TYPES OF MASS APPRAISAL MODELS
Linear Models

Models can be classified into two broad categories, linear and non-linear. A linear model
is the most primitive model in mass appraisal. In a linear model the relationship between the

price and characteristics of an object is additive, and the model looks as follows:
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P=Ao+ A1 X;+AX;+Y + AnXn

where

P is the price of the object;

X1, Xa,... Xn are characteristics of the object;

A, A, A2 Y An are coefficients of variables, that is the object=s characteristics.

Additive linear regression can be used to identify the degree of importance of each of the

variables and to show how well the model itself performs as an estimating device.

However, the adjustments derived from additive models represent a fixed marginal
contribution to value and do not recognize interaction among the variables. The inter-correlation
of real estate data; the difficulty of getting full, complete and accurate parcel characteristics; and
the use of a sales sample determined by market activity and not by random sampling to estimate
the model, may cause violation in one or several assumption of the linear regression model. That

in turn will cause instability of the model and will bias the estimates of the coefficients.

Non-Linear Models

Non-linear, rather than linear models are often better for model calibration. Three types
of non-linear models are used in mass appraisal: multiplicative models, additive models and

hybrid models. The multiplicative model has the following form:

P=AoX * XM * Y XA
This model may be transformed into an additive model with the help of logarithms.

An additive linear model may include transformations of variables such as logarithm,
root, reverse functions, and for these variables it will be non- linear, although it remains linear in

structure.

A hybrid model unlike the additive model includes both additive and multiplicative
relationships. The hybrid model may be transformed into additive or multiplicative model. The

following function is an example of hybrid model:

P=A0+A X + XM X + Y + ApoXna * Xoa 2™ * XA
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In no way can this function be transformed into a linear model. A special mathematical

tool is needed to simulate this type of relationship. As a rule, non-linear models are built with

iterative procedures.

Linear Regression Model Building

As mentioned above, Linear Regression Model is the simplest type of mass appraisal

models.

To build a linear real property valuation model one would build a linear regression as a
function of all the qualitative and quantitative characteristics of a property (actually as a function
of the linearized values of the property characteristics). A thorough statistical analysis has to be
“made in order to identify significant variables. Afier the model meets all statistical criteria, then
there remains a need to check how well the model describes the interaction of price and various
characteristics. This can be done with the help of graphic analysis of relative residuals produced

by the model. Ultimately, we get a linear real property valuation model.

Non-Linear Regression Model Building

To refine the model, non-linear regression techniques can be used. The most convenient
tool for nonlinear model design is adaptive estimation procedure (AEP or feedback). Feedback is
adapted from engineering sciences based on the principle of making continual corrections to a

process from information on its current course or movement, thus the term *“‘feedback.”

In mass appraisal, a valuation equation is specified and adjusted as data on individual
sales are sequentially processed and analyzed. The process is done repetitively, with each sale

processed many times, until the model converges on a satisfactory solution.

Feedback calibrates the general hybrid model. For application of AEP it is necessary to
determine the structure of the model and to select proper starting weights. Proper selection of the

starting coefficients for feedback speeds the convergence and gives more satisfactory results.

Feedback seeks to minimize the average absolute error, thus it is less influenced by

outliers than MRA and may produce more stable results.

For the application of AEP special sofiware packages exist, which also allow presentation

of the modeling results in a convenient form (see Attachment).
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7.1.5. MODEL QUALITY CONTROL

The main criterion of model quality is the percentage of dispersion explained by this
model. The coefficient of determination is such a criterion for regression analysis. This
coefficient is usually marked as R-squared in scientific works. R-squared can be computed by

the following formula
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where Y; are the actual prices of real estate objects, Y; are the mean values of the prices,

¥ are the modeled values and N is the number of observations in the sample. The
coefficient of determination shows the percentage of dispersion explained by the model as a
percentage of the variation in the dependent variable. Values of the coefficient of determination
may range within [0; 1] interval. By world standards, the range of values of the coefficient of

determination for the linear model should be no less that 8§0%.

Another important indication of valuation quality is a coefficient of dispersion (COD).
The COD is the major statistic used to determine quality in real estate appraisal using non-linear

models.

lOO*ZL]R—E l

COD = =
N*R

where R; are ratios of the actual prices of the objects to the modeled values; R; are
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median values of these ratios, N is the number of observation in the estimated sample. The COD
value should not exceed 20%. In addition to being applicable to judging the quality of non linear
models with reference to the model-building data set, the COD is also widely used in judging the

quality of models as time passes and new data on sales prices and predicted values become
available.

7.1.6. MASS APPRAISAL MODEL APPLICATION

Let us consider an example of application of the model produced with the help of the

mass appraisal technmques.

The model has the following form:

Price = General characteristics* (Building value + Land value + Misc. value),

where

Building Value = Building qualitative characteristics*
(Base Rate1*Gross Building Area);

Land Value = Land qualitative characteristics*

(Base Rate2*Land Parcel Area);

Base Rate 1 is the basic price per sq. m. of the building area; Base Rate 2 is the basic
price per sq. m of the land area. General characteristics, building quality characteristics and land
quality characteristics can be determined during the process of modeling. For instance, general
characteristics can reflect inflation; characteristics of a land parcel can reflect a property location
or topography, and building quality characteristics such as wall material, can describe the

physical characteristics of a property.

To calculate the price of a property by this formula, one needs to know the building area,
the area of a land plot attached to a property, its location, and all qualitative characteristics of a
property. Coefficients of qualitative characteristics can be derived from the tables, and the price

of a property can be calculated by the above formula.
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7.1.7. STABILITY IN THE VALUATION PROCESS

Maintaining an up to date valuation is important in the administration of the property tax.
Frequent reevaluations or reappraisals are recommended, especially in a rapidly changing
economy. The basic motivation for revaluation is equity. Taxpayers need to know that they are
paying only their fair share of the tax burden. If the property is over appraised, taxpayers will
complain and may result in costly, and time consuming appeals. If the property is under
appraised, the tax base is lowered, and thus higher tax rates are set. The higher tax rate is also

applied to the property which is over appraised, making the process even more inequitable.

When reevaluations are frequent, taxpayers may question large value changes that cannot
be explained by current market conditions. Consequently, an objective of valuation modeling is
“stability” over time as well as accuracy and explainability. Stability is difficult when
reappraisals are infrequent. There are several techniques to help ensure model stability. The
first is that model specification should be the same or similar over time. This is ;iarticularly
important if properties are reappraised annually or biennially, since changes in model structure
can cause unnecessary value shifts. Models sometimes must be changed. Previous models may
have been poorly specified or overly complex. A structural change in the market may have
occurred, requiring the consideration of new variables, or better information, for example,
geographic coordinates or improved neighborhood boundaries, may have become available. In
such cases, models should be re-specified and improved. However, barring such circumstances,

modelers should strive to keep model specifications similar.

Second, if properties are appraised annually or biannually, use of three or more years of
sales can lend stability. In this way, some of the sales used to calibrate the previous model will

be used in the new model. Time adjustments should then be applied as required.

Third, constrained regression can be used to minimize coefficient changes. If not
constrained, coefficients for variables of marginal importance can fluctuate widely. Constraining
these variables to reasonable ranges can improve model stability with minimal loss in model
accuracy. A number of packaged mass appraisal systems feature constrained regression.
Feedback and nonlinear MRA also permit such constraints. (The same effect can be achieved in

statistical packages by adjusting the dependent variable and rerunning the model.) Stability in
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feedback and nonlinear MRA may also be enhanced by beginning the starting coefficients with

their ending values from the previous revaluation.

Fourth, linearized values can be obtained from global or regional models. The preferred
method of deriving values or weights for linearized market is through binary variables.
However, this approach tends to produce inconsistencies and instability, particularly where few
observations are available, say for a given roof type. Stability can be improved by combining
modeling areas for purposes of deriving such weights before beginning work on individual
models. Although this requires added front-end work, it will be more than offset by reduced
time in the development of individual models. Further, once these weights are determined, they
can be expected to remain relatively stable over time, so that small changes every, say, five or six

years, may be sufficient.

Fifth, modeling techniques such as Bayesian regression can be used to incorporate

previous model results.

7.1.8. VALUATION REVIEW

The initial application of a mass appraisal model is straightforward. However, the
property value estimates that result from the application of a mass appraisal model should be

reviewed before the estimates are used to determine tax obligations.

The value review process considers data quality, the appropriateness of the valuation
model in question, and the success of the calibration of the model. Consistent with the principles
of quality assurance, performance reviews should take place at each stage in the model
development and application process. Reviews should include pre-reviews, desk reviews, and
field reviews. The nature of the appraisal program itself and the properties being appraised

affect the emphasis that should be given to any particular step in the process.

The property tax administration should review valuation models for completeness. That
is, the model should take into account the general factors that affect the value of property in the
stratum in question. In a similar fashion, the tax administration should consider whether any of
the properties in the group have special factors that affect their value. This requires an analysis

of property characteristics data, as discussed below.
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Data on property characteristics should be reviewed with the objectives of detecting
possible data errors and “outliers.” Outliers are exceptional properties that may skew model
calibration or that may be outside the range of properties for which the model is valid. The data
review should be most stringent with properties that have recently been sold and that have new
buildings or other changes. It is important to determine whether the sale took place before the
change occurred. The property tax administration should also consider whether the sale price

was consistent with expectations.

An essential step in the model application and review process is to apply the model to a
test group of properties. The test group should not include any of the properties used to develop
the model. Most of the test group should have recently sold, so that the sales prices can be used
as a basis for comparison with the appraised values. A ratio study can be used to decide whether

mode] performance is satisfactory.

Valuers, if they are experienced, also can compare model-generated values with the
prices--or range of prices--for which they would expect the propefties to sell. Consistent or
marked discrepancies in the two estimates suggest that further review is warranted, although it
must recognize that the valuer’s judgment can be faulty. In a similar fashion, if more than one
valuation model has been developed, the consistency in the estimates produced by the models

provides a useful gauge.

Afier the final model is applied, the property tax administration should review each value
estimate. If property characteristics data were collected or verified shortly before the model was
developed and applied, the review can take place in the office. Otherwise, the review should
take place in the field. In any event, some properties should be reviewed in the field to resolve
questions about data accuracy and model appropriateness. Having recent photographs on file or
digital images of properties on hand reduces the need for field reviews. In making the review,
the values should have reports summarizing property characteristics and appraised values. It also
is helpful if the reports indicate percentage changes in appraised values and express values on a
per-unit basis. These make it easier to evaluate the consistency of the estimates. Access to the
latest data edit reports also can be helpful. Properties with unusual changes should be reviewed

more carefully.
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Valuation Adjustments

Review procedures should be highly structured and described in a manual. The
discretion valuers have in changing model-generated values should be described. Insignificant
changes should not be allowed because of the expense of processing them. Reviewers also
should document why they overrode model-generated values. Sometimes codes can be designed
for this purpose. Valuers also should initial the records they change so that an audit trail can be
maintained. The reviev»;ing valuers should be trained in the review procedures. Training

exercises can be developed to test whether the valuers understand the procedures.

7.1.9. COMMUNICATING THE RESULTS

Once developed, valuation models and resulting values must be disclosed to taxpayers.
The manner in which this is done affects the acceptance and supportability of the reappraisal, as
well as affecting the overall public perceptions of the property tax admfnistration. The ability to
show clearly how values were calculated will help resolve complaints and lend credibility to a
reappraisal. Taxpayers are entitled to know, at least in a general sense, how their values are

calculated. Clear explanations are one measure of good public service.

Modeling Considerations

The ease of explaining a mass appraisal model begins with the structure of the model
itself. Sales-based models with many variables and exotic transformation are difficult or
impossible to communicate and, for technical reasons (namely multi-collinearity), may have
seemingly irrational coefficients. By contrast, relatively simple models are easier to explain and
more likely to have stable, reasonable coefficients. Similar considerations apply to cost and
income models. Sound model] structures will be more readily understood and accepted by

taxpayers and their professional representatives and more easily defended before appeal boards.
Sensitivity Analysis

Sensitivity analysis is a process of showing how much a dependent variable will change
when an independent variable changes by one or more units. The technique is akin to the
adjustment tables produced in the base home approach, except that the adjustments are computed

from the regression constant rather than the base home value. As in the base home approach,
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nonlinear terms can be illustrated through benchmarks, for example, the term,

189*SQRT(LOTSIZE)

could be shown as:

Lot Size , Adjustment
5,000 13,364
6,000 14,640
7,000 15,813
8,000 16,904
9,000 17,930
10,000 18,900
11,000 19,822
12,000 20,703

Like the base home approach, sensitivity analysis can be largely automated.

7.1.10. VALUATION MODELING PLAN

Before the valuation modeling begins, it is necessary to develop a plan outlining the steps
necessary to successfully complete the effort. Of course, the plan assumes that well trained
personnel are available, either within the city or on a consulting basis from other cities. The

initial valuation modeling plan of the Property Tax Project consisted of the following;:
1. assumptions about data gathering and use of modeié
2. principles guiding model building
3. steps in the modeling process
4, staffing required for the process

Assumptions About Data Gathering And Use Of Models
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The following assumptions are used to guide the valuation modeling effort:

Properties for valuation modeling will be obtained from local Realtors and other

knowledgeable persons, possibly including media sources.
The basic data for valuation modeling will come from Realtors and expert appraisers.

These data will be supplemented with data from the Bureau of Technical Inventory
(BTI), the Land Committee (L.C.), and the Municipal Property Fund (PF)

Only secondary market transactions are of interest in the pilot projects.

Global models are developed and are expected to be transferable among cities.
Global models which have been developed in the pilot cities will be transferred to

each city and adjusted for Jocal conditions.
The basic structure and contents of each model will be the same for all cities.

The calibration of model coefficients will be recomputed in each city.

Principles Guiding Model Building

The following principles are followed during the construction of models.

1.

Appropriate model structures will be selected based on property type, data

availability, and modeling purposes.

Market models will be developed for all property types if the qualtity of data allows,
but definitely on residential property.

Income models will be developed on non-residential property if data allows

A cost approach model is planned for industrial property.

. All models will be developed in DOS-based systems and will be transferable to the

Oracle-based Property Tax Information Management System (PTIMS).

Data will be entered and analyzed and models developed in Paradox or Access,
NCSS, AEP and possibly SPSS software, but will be programmed into NCSS

software after completion.

Categorical variables will be linearized for model application, even if calibrated as
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binaries.
8. Linearized value tables will be prepared for all categorical variables.

9. Response surface techniques will be used for location analysis in model calibration,

but geographical boundaries may also be used if appropriate or if legitimacy concemns
make them advisable.

10. Outliers, possibly excluded from model calibration, will be reviewed for data errors

and corrected for re-use if possible.
11. Computerized data screening techniques will be used on all data sets.

12. All models will be fully documented as to data availability, analysis and calibration

procedures employed, and model results.

13. Modeling will be carried out in conjunction with Russian counterpart staff as

assigned.

7.1.11. RESULTS OF THE MODEL BUILDING EFFORTS IN NOVGOROD AND TVER - VALUATION
FORMULAS AND TABLES

As a result of the model building exercise, three different property types were defined,
apartments, single detached houses, and non-residential properties. Non-residential properties
included all properties not intended for residential purposes, such as commercial and industrial.
Therefore, three different valuation formulas were developed. As market conditions in

Novgorod and Tver differed, the models are distinct for each city.

Apartments

Typically, and apartment is defined as a standard residential unit belonging to a multi-
storied building where a number of separate units share each story of the building. Usually, a

property right is associated with the apartment itself, but no land rights are associated with it.

The formula used to value apartments in Tver is:

Apartment Value = Infrastructure Value + Building Value
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Where:

Infrastructure Value = (Unit Residential Land Price) * (Land Zone Location Adjustment
Coefficients) * (Infrastructure Value Allocation Coefficients) * (Total
Apartment Area)

And:
Building Value = (Base Building Value) * (Compound Adjustment Coefficient)
Where:

Base Building Value =(Unit Building Price) * (Total Apartment Area) + (Unit Living Area
Price) * (Total Living Area) + (Unit Room Price) * (Room Count
Adjustment Coefficient) + (Unit Kitchen Area Price) * (Kitchen Area) +
(Unit Balcony + Loggia Price) * (Balcony + Loggia Count Adjustment
Coefficient) |

Where:

Compound Adjustment Coefficient = (Exterior Wall Type Adjustment Coefficient) * (Building’s
Stories Adjustment Coefficient) * (Apartment’s Floor
Adjustment Coefficient) * (Top Floor Adjustment
Coefficient)

Detached Houses

Typically, detached houses are clearly spatially differentiated units intended for
residential purposes, usually fewer than three stories and for which a land plot has been
specifically allocated. There may be a need to categorize detached houses in order to capture the
value differentials between the old-style typical cottage type and the newer homes being

developed in the emerging real estate market.

Occasionally, large detached houses are intemally divided into a number of standard
residential units. For taxation purposes, these units shall each be considered and detached house.
Land is allocated to each unit as specified in the property rights document, or in the absence of

rights data, proportionally to the total area of the corresponding unit.
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The formula to be used for detached houses in Tver is:

Detached House Value = Land Value + Building Value

Where:

Land Value = (Unit Residential Land Price) * (Land Zone Location Adjustment Coefficient) *
(Land Plot Area)

And:

Building Value = (Unit Residential Building Price) * (Wall Type Adjustment Coefficient) *
(Cottage/Standard Type Adjustment Coefficient) * (Total Built Area) "
(Exponential Built Area Adjustment Coefficient)

Non-Residential Properties

Properties not intended for residential use are extremely varied and include such uses as
industrial, commercial, warehouse, garage, etc. Therefore, the valuation formula for non-
residential properties should reflect, within reasonable limits, the variety of possible situations

encountered in this group.

The formula to used to value non-residential properties in Tver is:

Non-Residential Value = Land Value + Sum of All Individual Building Values
Where:

Land Value = (Unit Non-Residential Land Price) * (Land Zone Location Adjustment
Coefficient) * (Lot Area) * (Lot Size Adjustment Coefficient) * (Property Overall
Use Adjustment Coefficient)
And:

Individual Building Value = (Unit Non-Residential Building Price) * (Object Built Area) *
(Object Use Adjustment Coefficient) * (Building Location
Adjustment Coefficient) * (...Adjustment Coefficients)
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7.2.  ASSESSMENT

The assessment process requires that a complex set of policy issues be evaluated and set
into administrative regulations. The city has been given rather broad discretion in issues which

will effect the ultimate tax burden for each taxpayer.

Generally, the property tax has been established as an annual tax to be levied on the
owners and other legal rights holders. The tax will be calculated as a fraction of the estimated
market value (fiscal value) according to the status of the pi‘operty as registered in the fiscal
cadastre on January 1* of each year. The tax will be paid in two equal instalments with due dates

set on July 31% and November 30",

Specifically, the cities of Novgorod and Tver have established separate assessment ratios,
tax rates and exemptions policies. These decisions are made according to the results of tax

impact studies and the prevailing political and economic environment in the city.

7.2.1. A VALUATION ADJUSTMENT PLAN

Computer assisted mass appraisal techniques produce acceptable valuations for most
properties. However, valuation models used to predict property values cannot take into account
all factors affecting the value of each property in a given jurisdiction. Therefore the values of
some properties will need to be adjusted manually to take into account the effects of market
forces not captured by valuation models. The most effective way of dealing with such factors is

to allow manual adjustments by expert appraisers to land and buildings.

Manual adjustments to values should be the exception rather than the rule. As such, only
10 percent of properties (more or less) should receive such adjustments. If many more than 10
percent of properties require manual adjustments it is an indication that valuation models should
be adjusted. The magnitude of the valuation adjustment for an individual property should be 20

percent or less for most properties.

Adjustment to properties should be allowed during valuation field review and for
resolution of appeals. An efficient way of processing valuation adjustments is to create a
multiplier which can be used to adjust values. In this way values can be adjusted either upward

or downward.
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At the beginning of he field review process the multiplier should be equal to 1.0 for all
properties, indicating no adjustment is required (for example, $100,000 X 1.0 = $100,000).
When a property requires an upward adjustment a value greater than 1 is required (for example,
$100,000 X 1.25 = $125,000). If a downward adjustment is deemed necessary than a number
less than one should be applied (for example, $100,000 X .90 = $90,000).

Value adjustments should be allowed against building value and land value. Individual
adjustments could be made to building and/or land values. The reason for each value adjustment
should be documented. A set of adjustment codes can be used to indicate the reason. The

following is a suggested list of adjustment reasons and the corresponding codes:

Land Adjustment Reason Code
Excess land size 1
Marsh or swamp land (underwater) 2
Wetlands 3
Contaminated lands 4
No utilities 5
Unbuildable 6
Irregular shape 7
Irregular topography 8
Traffic 9
Land locked (no access) 10
View (positive adjustment) 11
Waterfront (positive adjustment) 12
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Building Adjustment Reason Code
Vacant and abandoned 1
Servitude 2
Extensive capital improvement ongoing 3
No bathroom 4
Physical damage and unoccupied 5
Severely damaged and unsound 6
structurally

High quality 7
Functional obsolescence 8
Economic obsolescence 9

A document for recording valuation adjustments during valuation field review should be
created. A document for recording valuation adjustments during the complaint process should

also be developed. These documents will also be used as input source documents for updating

the PTIMS database.

The following is a list of examples showing application of the adjustment and adjustment

reason codes.
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Example 1: A negative adjustment to land value

Model Value | Adjustment Final Value Reason Code
Land $10,000 0.90 $9,000 1
Building $20,000 1.00 $20,000
Total $30,000 $29,000

Example 2: A positive adjustment land and building value

Model Value Adjustment Final Value Reason Code
Land $10,000 1.20 $12,000 3
Building $20,000 1.05 $21,000 5
Total $30,000 $33,000

7.2.2. TAXPAYER NOTIFICATION

Property tax reform should be an open and transparent process. The public should
perceive the reform as bringing a new approach to taxation in terms of the amount of
information made available, and better procedures for services to taxpayers. It is not only
necessary that the reform effectively change the legislative and administrative basis of the tax,
but these changes should be reflected in what the taxpayers perceive as the face of the tax
administration. For the property tax, most of the interaction with the taxpayer is through the
Valuation Notice (Property Description Notice) and the Tax Bill /Tax Receipt Notice.
Therefore, attention should be paid to the proper design and management of the notices so as to
provide an effective public relations tool. The notices should supj:ly each taxpayer with the
value placed on his/her property by the property tax department, the tax rate applied to this value,
the tax liability and the date and place for payment of the tax.

Unlike many other taxes which are self assessed, the property tax is based on a value
established by the property tax administration. The large numbers of properties and property

characteristics required for this valuation function make mistakes inevitable. Therefore, it is
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advisable to notify the taxpayer of his/her value and characteristics used for valuation and
assessment in advance of the tax billing process. This gives both the taxpayer and the property

tax administration an opportunity to make any necessary adjustments in the data characteristics

or valuation before the final tax bill is produced.

Property Description Notice Or Property Valuation Notice

During the initial cycle of the property tax experiment the decision was made to send a
notice to the taxpayer which included all the property characteristics as represented in the real
property tax cadastre. This Property Description Notice will not, however, include the value of
the property because the Valuation Regulations have not passed the necessary legal requirements
in either Novgorod or Tver. The Property Description Notice should achieve the objectives of

thoroughly revising the information in the fiscal cadastre in order to minimize complaints at the
time of billing.

The Property Description Notice is a computer- generated Form displaying the data
characteristics in the fiscal cadastre. The taxpayer will be instructed to make corrections to
incorrect data and then sign and return the information to the Property Tax Department. The
Property Tax Department will then up-date the cadastre. As time and resources permit, the

Property Tax Department will audit the Notices returned by the taxpayer and check dubious

information through field visits.

The Tax Bill / Tax Receipt

Under the current experiment law, the State Tax Service will continue to have the
responsibility for tax collection and taxpayer compliance. The State Tax Service payment and
accounting practices do not meet the requirements for a modem property tax administration.
Therefore, it is necessary for the property tax administration to come to an agreement with the

local branch of the State Tax Service as to the billing and receipt format.

Like the Property Description Notice, the Tax Bill / Tax Receipt is a computer generated
form using specific data registered in the fiscal cadastre. Unlike the Property Description Notice,
the Tax Bill / Tax Receipt includes a minimum amount of property characteristics information.
The Tax Bill / Tax Receipt is designed in duplicate to provide one copy to the Property Tax
Department and the State Tax Service and one copy for the taxpayer.
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Data for the Tax Bill includes the property location address; the taxpayer address; the
property type; the property identification number (PIN), the estimate of market value from the
model for the land, the estimated market value for the building, the total estimate of market
value, the exemptions and tax privileges, the assessment ratio (percentage of market value to be
taxed), the taxable value, the tax rate, the legal share, total current years taxes, prior years

delinquent taxes and penalties and interest and the Total Tax Liability.

Data for the Tax Receipt portion of the notice includes PIN; tax year; tax amount for first
installment; due date and payment place of first installment; PIN; tax year; tax amount for
second installment; due date and payment place of second installment.

7.2.3. THE Tax RolL

The Tax Roll is the official document in which the property tax department keeps a
record of the complete set of tax-related information for all taxable properties in the fiscal
cadastre. A new Tax Roll is produced each tax year. The Tax Roll contains the PIN, name,
address, tax base, assessed tax, tax exemptions and benefits, taxable share in property, taxpayer

identification, share of tax liability, and tax delinquencies.

The Tax Roll should be presented in electronic format, as a screen format and printed
report, and in hard copy format. ldeally, both formats should be compatible. The Tax Roll

should contain all properties in the cadastre including those who may be totally exempted.

In addition to the Tax Roll, the property tax department should have summary

information which is easily available to all.
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CHAPTER VIII

NON-FISCAL BENEFITS OF PROPERTY TAX REFORM

8.1. STRENGTHS OF THE REAL PROPERTY TAX
It is increasingly clear in the Russian Federation that long overdue social reforms cannot
be financed by greater tax increases on taxpaying households and enterprises. Instead, a more

vigorous effort must be undertaken at all levels of government to increase public funds by way
of:

e Jowering tax administration costs through consolidation and rationalization;
o widening the tax base through inclusion of more taxable objects;
e higher income tax and VAT receipts due to economic recovery.

Reforming (consolidating and rationalizing) the existing system of real property tax is
expected to contribute to achieving these fiscal benefits. It should not lead to a general increase
in the tax burden for only those taxpayers who already pay taxes. Other factors can be expected
to generate a slight increase in revenues in later years. These higher revenues should then be
directed to much needed municipal services rendered by local self-governments to their

taxpayers.

In the near term, the costs of implementing these reforms are likely to be higher than the
immediate fisca) benefits. However, there are a number of important non-fiscal benefits in both
the economic and social spheres that the reform will bring about. These benefits, though
difficult to estimate directly in monetary terms, increase the total benefits from the reform to far
exceed the costs of reform implementation. This should be kept in mind by municipalities
considering the introduction of property tax reform. Spending on this reform by local self-
governments should be viewed as an investment rather than expenditure regardless of how it is

classified from an accounting point of view.

Public awareness of non-fiscal benefits is especially important for those taxpayers who
will be confronted with new or higher property tax bills. These groups will need to understand

that there are also non-fiscal benefits that they should recognize as offsetting (if only in part) the
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imposition of a tax or a tax increase. The following taxpayer groups will most likely experience

changes in property tax bills:

communal housing residents who are to face new tax bills will need to see that they
are going to receive higher quality communal services worth the tax cost borne by
them. At the same time, they will need to be told that they have to share the tax
burden which is already bomne by other taxpayers;

owners of high value homes and apartments who face higher tax bills will need to be
convinced that they are enjoying highly valuable locational amenities that are not

available to others (accessibility, prestige, etc.);

commercial space owners/users in prime locations who face higher bills will need to
understand that they are in a better position to pay higher taxes because their location

confers higher profitability and hence is more valuable;

industrial enterprises in attractive locations who face higher taxes will need to
understand that they are occupying land which is attractive to many other entities that
have competing uses. These competitors are willing to pay more for the property,
making it more valuable and thus increasing its tax amount. In order to stay in their
locations, the enterprises will need to pay more or make a portion of the land

available to more productive users who will pay part of the property tax bill.

In general, the link between property taxes paid and local services that are financed with

these taxes must be emphasized. Judging from experience in Novgorod City, the direct link

between taxes and services will most likely focus on the following aspects of local life, curable

by local self-governments, about which taxpayers are unhappy:

e insecurity of public places including streets (poor lighting);
e power supply failures;

e poor central heating;

o frequent water cut-offs;

¢ insufficient gas supply;

o unsafe backyards (especially a concem for parents of young children);
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e dilapidated entrances to buildings (lack of pride in one’s home);
e rats, mice and other domestic pests;

e poor drainage/sewage systems;

e frequent elevator breakdowns;

° inﬁequen? garbage disposal.

The following pages discuss the non-fiscal benefits of property tax reform, including its

equity aspect.

8.2. MORE RELIABLE AND STABLE LOCAL GOVERNMENT SOURCE OF REVENUE TO FINANCE
LOCAL INFRASTRUCTURE AND SERVICES

In the fall of 1996, the citizens of Russian cities elected their first self-governments, with
the hope of making their cities more livable and affordable as soon as possible. Local self-
governments need a reliable system for financing their operations and for stimulating further

development of their cities.

In response to these needs, Novgorod and Tver have become the first cities in Russia
allowed by the Federal Duma'® to reform their local tax systems related to land and buildings
belonging to enterprises and households. This property tax reform experiment is intended to
move the two cities toward a rational system of property taxation, which is the financial base of
most cities in market economy countries. In Novgorod Oblast, two municipalities, Borovichi

and Staraya Russa, are part of the property tax reform experiment as well.

The essence of the reform is to replace the three existing and very complicated taxes''
with a single tax on “real property”. The new consoljdated property tax will become a major
revenue instrument in the hands of local self-governments. Revenues from real property taxes
will continue to be spent on further improvements in local services and infrastructure. The basic

principle of the new consolidated real property tax is to make the tax amount closely related to

1 In July 1997, the Federal Duma passed new legislation “On the Execution of the Experiment on Real Property
Taxation in the Cities of Novgorod and Tver.”

"' These are: (1) the real property tax on objects of physical persons; (2) the tax on land of physical persons and
legal entities; and (3) the tax on assets of enterprises.
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the estimated market value of real properties owned or used by enterprises and households. The
use of estimated market values assures more equitable distribution of the necessary tax burden
according to the principle of tax solidarity and in relation to real money prices reflected in
estimated market values. At the same time those who happen to have difficulties in meeting their

tax responsibilities may be granted relief by their local self-governments.

The substitution of property taxes and land payments into a new, consolidated real
property tax which will go to local self-governments is an important factor making local budgets
more autonomous and stable. This increases local financial independence, and enhances
transparency between the tax and its uses (for local infrastructure services), which both
strengthen local democracy as the basis of a strong federal state. Transparency and direct
accountability improves tax compliance of taxpayers, since they see a more direct link between
their taxes and local infrastructure services financed with these taxes. Property owners who pay
taxes can see that their tax money is invested to provide tangible services which quite often

improve the value of local land-based assets.

8.3. DIRECT LINK BETWEEN LOCAL TAXES AND LOCAL SERVICES

The local elected government understands well what kind of services and infrastructure
~ the population wants to have first given the modest financial resources of the local budget. In
order to deliver these services and infrastructure, the enterprises and households must pay local
taxes. If the local self-government would like to deliver more and better services, local taxes
must be raised. If the local government wants to be reelected, it must respond to the population’s

preferences on taxes and services. There is a direct relationship between the two.

To illustrate this point, examples of the improvement in local services as well as new

ones created after the property tax reform are provided:

e The maintenance of residential buildings. Many citizeﬁé. complain about common
areas in residential buildings (entrances, staircases, corridors) as being very run-
down, dingy and generally unsafe. This affects the quality of housing in a very
negative way. The city would like to improve regular maintenance of these areas and
make some renovations, bﬁt the local city budget does not have any additional funds

for increased expenditures for these purposes. If the city is allowed by its citizens to
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increase property tax revenue, it will be allowed by the new law to keep all the

additional funds and spend them for improved services.

e Other examples relate to improved street lighting, less domestic pests such as rats in
residential areas through more frequent garbage removal. It may be better public
transportation such as new buses or street cars, better roads, better and safer schools

or a more reliable supply of hot water.

e Every time the city administration needs to fund better services requested by local
citizens, it can increase the tax rate and spread the burden of increased costs equitably
among the citizens. This way, no money leaves the city borders and is reused directly
for necessary services as requested by citizens through their representatives on the
city council. It may be that citizens think the property tax is too high and needs to be
lowered. This would require the local government to decide which services need to
be reduced. Again, the priorities of the local citizens will help to make that choice
and reduce the least important services. The taxpayers must tell the city government
what their priorities are by talking and writing to their elected representatives on the
city council. This is what is meant by the direct link between local taxes and local

services. The money is raised and spent within the city’s jurisdiction.

8.4. STIMULATES ECONOMIC DEVELOPMENT BY REDUCING TAX BURDEN ON
ENTREPRENEURSHIP

The current tax burden is high in the Russian Federation, especially on productive
enterprise assets and “profits.” Taxation of accumulated wealth in the form of real estate is an
alternative option to these excessive taxes on entrepreneurship. The transition from the assets
tax on enterprises to the real property tax would stop “stripping off” funds for investments in
production upgrading. The tax burden would shift from production activity to wealth
accumulation, which would create an easier situation for those engaging in active production of
goods and services, which creates employment. The overtaxed enterprises can shift some of
their burden onto the “newly rich” commercial land uses (which usually occupy high value
locations) as well as shifting tax burden from building (assets) to land component (location). In

relation to taxpaying households one can say that composition of the tax burden would be
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shifting from production (assets, profits) towards consumption (personal wealth). This should

tend to stimulate local economic recovery.

8.5. DECREASED TAX AVOIDANCE AS THE PROPERTY BEING TAXED IS VISIBLE AND TANGIBLE

It is more difficult for real estate to avoid taxation than other taxed objects such as profits
and income. As a result real property tax enforcement may increase tax collection compliance,
which will produce a slight increase in revenues or at least help finance the costs of
implementing the reform. In subsequent years the initial broadening of the tax base will mean
that more taxpayers can share the same tax burden, which should make it possible to lower the

tax rates. Local finance situation will improve as a result.

8.6. DEVELOPMENT OF INFORMATION ON REAL ESTATE MARKETS TO ENCOURAGE
PRIVATE INVESTMENT

The opportunity to tax real property at market-based values implies that:
¢ real property objects as well as their characteristics and values are known; and
o taxpayer rights and restrictions on properties are known.

Real estate markets can develop efficiently only if sufficient reliable information is
available to market participants. In this respect the real property tax provides such an information
base, which stimulates better and faster development of local real estate markets. The
computerized registry of real properties (real estate/fiscal cadastre) in the municipalities will
create an information base of real property values and market activities. This information may
be used for a variety of other purposes, not only for property taxes, and can be made available to
investors and other market participants who can improve their activities thanks to this

information. This will help generate more economic activity and help with development.

Better information about real estate and the market makes it easier for investors to make
investments. More investors will become interested in this sector and some will shift their funds
from the stock market to the real estate market. Increased investor interest will raise the price

they are willing to pay for real estate. This will in turn increase taxable values of real estate
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assets which will increase local government tax revenues. The more active the real estate

market, the higher values it usually produces and the higher the local government revenues.

8.7. PROMOTE LAND INVESTMENT AND STIMULATE ECONOMIC DEVELOPMENT THROUGH
MORE EFFICIENT LAND USE

Many users of land do not utilize that valuable resource efficiently. This means a lost
opportunity for better economic development. If more productive users of land resources can be
found and matched with the land, the city economy will improve. The property tax reform
encourages less productive users to make their land (or parts of it) available to more productive

users. This should stimulate economic development.

Thus, economic development of the city will take place in a more efficient way when
existing enterprises and investors start developing vacant land for more productive use. It is
important that the most valuable land be developed as quickly as possible because its market
value depends on its high productivity. The real property tax reform is to encourage such
investments by establishing high taxes on vacant land that is valuable. In other words, the
reform will discourage land speculation by those who hold the land and do not develop it by
waiting for even higher land values. If they do not have the funds to invest, they should make
this land available to others through sale or rent. The proceeds from the sale or rent can then be
invested in other productive activities or deposited in the bank. To illustrate this point, the

following example of effective land use by enterprises is provided.

One can imagine an enterprise which is having economic problems. This enterprise
occupies a valuable location with a building that could be used for office purposes.
Consequently, in accordance with the new property tax, the enterprise has to pay a high tax
because of the high value of its land and buildings. Looking for ways to pay the higher tax
burden, the enterprise discovers that part of the building can be subleased to private companies
that are looking for well-located office space. Since there is less economic activity, the
enterprise can make more rooms available to other users. Furthermore, the enterprise discovers
that one of its storage buildings that is not currently used can be rented to another firm looking
for warehouse space. Finally, the enterprise discovers that part of the land can be developed with

yet another new office building. If the enterprise controls the land, it can enter into a joint

173



venture arrangement with a developer or it can simply sell the land if it is the owner of the land.
The net result is that the higher property tax has stimulated a more intensive use of the valuable
land and buildings. The enterprise is now paying higher taxes and probably has extra funds to
improve its economic performance. The buildings and the land are also being used by office

tenants, a warehousing company and by occupants of the new building.

In short, the enterprise could not pay its taxes so they changed their activities, their
profits increased and they used land more effectively. The economy of the city improves
through a more economic use of existing land and buildings. At the same time, higher property
taxes means that the city now has funds to provide better local services such as street lighting,

building maintenance, schools, health services and local transportation.

8.8. PROVIDES THE PUBLIC WITH AN ACCURATE VALUE OF THEIR REAL ESTATE ASSETS

The real property tax is an instrument to make the real estate market more clear to the
public through creation of a real property database (real estate/fiscal cadastre) and systematic
record keeping system. Creation of a comprehensive real property register is too difficult to be
accomplished by a single market player or association of market participants. Annual tax bills
provide “free” information to households on the “value” of their real estate wealth. This in turn,
enables and encourages them to periodically review their economic situation with relation to
both income and wealth. As a result more economic adjustment decisions are made regarding
real estate assets (sale, relocation, purchase, lease, etc), which improves local allocation of these

resources to the benefit of the overall local productivity.

8.9, REDUCES LAND SPECULATION AND ENCOURAGES PRODUCTIVE USE OF LAND

Hoarding of land and land speculation is harmful to economic and urban development. It
hampers achievement of the general economic goal of matching productive users of land with
appropriate land needed for maximizing their productivity. The present system of granting
property rights to the existing users (through privatization) does not assure the optimal matching
between land and its users, The ad valorem tax encourages the process wherein highly valuable
land gets developed sooner than less valuable land. Owners/occupiers who do not develop their

land find it more costly to keep the land idle because they pay high tax. In a longer term they are
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forced (financially) to either develop the land (to produce income for paying tax) or sell it to
others who can put the land into “higher and better” uses. As a result the supply of highly
desirable land (indicated by high prices) increases, which works towards stabilization between

demand and supply and thus prices.

8.10. ENCOURAGEMENT OF PRIVATIZATION PROCESS

An ad valorem property tax system stimulates the privatization process since more
private property means more market transactions, which can be used for accurate establishment
of estimated market-based values. On the other hand, municipalities find a number of
encouraging factors connected to privatization. Privatizing of profitable real estate assets is
easier since the loss of rental income is replaced with ad valorem revenues on the same real
estate. In relation to Jand assets the current users are not often the best and highest users. But
once the asset is privatized the ad valorem tax will “steer” these assets to the hands of higher and
better users. The very process of housing privatization can become more realistic with the
introduction of ad valorem property tax. Households considering buying (for symbolic price)
their dwellings will be more careful in making their decisions, since imminent property tax
liabilities will not be as easy to defer as it is practiced with maintenance and renovation costs.

This will help with more rational selection of appropriate tenants to become responsible owners.

8.11. EQUITY ASPECT OF THE AD VALOREM PROPERTY TAX
8.11.1. THE EQUITABLE DISTRIBUTION OF TAX BURDEN

The ad valorem property tax distributes the tax burden in a more equitable way than a tax
based on area or other artificial administrative values. If the tax is more equitable it can more
easily be accepted by the people/taxpayers, but in this case it should be universal. The more
universal this tax is the lower the average tax burden will be in order to generate enough revenue
needed for provision of municipal housing, infrastructure and local services. The notion of more
equitable distribution of the property tax burden should also be positively viewed by the people.
Those facing higher tax bills will be the ones who own higher-value well located properties,
usually in central locations. Those facing lower tax bills will be the ones who own lower-value

less attractively located properties.
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8.11.2. HIGH-VALUE ASSETS AND LOW ABILITY TO PAY

On the other hand, equity considerations will have to address the problem of ability to
pay for those facing higher property tax bills. There may be cases where taxpayers own high-
value assets, but who exhibit low ability to pay. If the assets are used by them as residences there
will be equity issues raised about the tax burden. A system of abatements, for example for lower
income people, and exemptions can then be used to assure equity considerations. A similar
situation may arise with struggling new enterprises. It should be noted however, that the ad
valorem property tax is to eventually discourage a mismatch between asset value and ability to
pay, especially in the non-residential sector. The property tax is to encourage inefficient land
users (usually those who are unable to generate ability to pay) to turn over land to more efficient

users by way of an efficient market mechanism.

8.11.3. REDUCTION OF HOARDING AND SPECULATION IN LAND

The equity aspect of the ad valorem property tax is realized also through anti-hoarding
and anti-speculative effects it creates in social perception. It is especially important in a society
where property rights are granted through a privatization process to owners who are not
necessarily the most efficient users of the newly gained wealth and who have not created these
values. Therefore, in order to move land and space into the hands of more efficient users, there is
a need to prevent speculative holding of valuable land resources from investment. It is important
to remember that, while monopoly is destructive in any economy, speculation is not inherently

bad, but the issue is to tax speculative gains properly.

8.11.4. COMPENSATION FOR “INEQUITABLE” PRIVATIZATION

An important equity argument may be used with respect to privatization process, which
has been criticized often on equity grounds. Opponents claim that privatization is really just
transfer of high capital amounts (benefits) without commensurate transfer of obligations. It is
also discriminating against the younger generation which at the time of privatization does not
possess privatizable rental dwellings. The ad valorem tax is an example of taxing the new wealth
so inequitably distributed through the privatization process. The public sector, through

privatization, is losing rent payments on its assets, but replaces that shortfall with a wealth
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related ad valorem tax. Thus, privatization is equitable in the sense that those households which
obtain more valuable assets, pay accordingly higher taxes even though everybody paid

approximately the same symbolic price for privatization.

8.11.5. EQUITY OF NON-AVOIDANCE

Real property taxes are very difficult to avoid, which is equitable in itself. The inability to
avoid this tax imposes a high level of compliance which broadens the tax base and allows
possible reduction of average tax rates. The *‘gray sphere” in this field is virtually impossible as

it is with other taxes, especially income tax and VAT, which for the same reason can be seen as

less equitable.,

8.12. CONCLUSION

Politicians and specialists who manage cities need to know that their municipality can
take advantage of a number of benefits from ad valorem property tax reform. Besides the fiscal
benefits, the non-fiscal benefits described above are expected to be significant. These benefits
should be discussed and weighed by municipalities -implementing the ad valorem property tax
reform. The equity aspect of the ad valorem property tax is an important argument to be made
for building citizens’ interest in the reform. If the property tax is more equitable, it can be more
easily acceptable by the taxpayers. The non-fiscal benefits of the property tax reform should be
aggressively addressed in the public relations program in order to educate the public and gain

support for the reform.

Property taxes are highly visible. Some politicians may be tempted to avoid them and go
for easier and less visible transfers from other government budgets (regional and central) or for
indirect taxes. Awareness of the important non-fiscal benefits of the ad valorem property tax
system should motivate politicians and technical experts to choose this method of municipal
finance. An ad valorem property tax system is proven to be successful and, if managed

effectively, can be implemented without excessive costs.
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CHAPTER IX

TAXPAYER EDUCATION AND PUBLIC RELATIONS PROGRAM

A public relations and taxpayers education program is an essential part of the property tax
reform process. The success of the reform depends, in part, on the public’s support and
understanding of how the reform benefits the taxpayers and their city in addition to the impact
that the redistribution of the tax burden will have on them. The fiscal impact of the new property
tax (“winners” and “losers”) should be explained to the taxpayers. 1t is also very important that
the taxpayers understand the link between local taxes and local services. Thus, fiscal and non-
fiscal benefits of the property tax reform should be aggressively addressed by the public relations
program. |

Unlike the existing taxes in Russia, property tax is based on a value generated by the
local government. It is not a self-reporting tax. Taxpayers must understand the basics of real
estate market values and its implications on their tax assessment and tax bills. An active
taxpayers education and public relations program is important to the implementation of the tax

system and taxpayers’ compliance.

9.1. GOALS AND OBJECTIVES OF THE TAXPAYERS EDUCATION AND PUBLIC RELATIONS
PROGRAM

At the local level, an effective taxpayers education and public relations program has five

goals:
. listen to the public;
° inform frequent users and elected officials;
® inform the media;
. inform the public;
. place information in the public’s hands.
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Getting to know the taxpayers better plus educating and involving the taxpayers in

decisions that affect them is the best approach for a successful taxpayers education and public

relations program.

The main objectives of the program are as follows:

create and manage a positive perception of the property tax reform as a

useful and efficient process among the taxpayers;

explain the real property tax reform concept as well as the economic and

non-economic benefits of the reform;

explain the principles of the tax policy (tax rates, tax base, exemptions,

etc.)

highlight how revenues from property taxes will be used and expenditure

monitoring procedures;
improve the public’s perception of the tax offices;

prevent negative feedback resulting from certain increases of the property

tax burden;

improve taxpayers compliance.

An effective way to achieve these objectives and goals is to use the following tools and

materials:

periodic official publication, for example, a property tax newspaper or

newspaper supplements;

direct communication such as direct mail to taxpayers;

mass distribution of printed materials such as brochures on property tax;
radio/TV public service announcements;

seminars, press conferences and briefings;

press releases;

radio/TV talk shows (expert to expert, elected official to journalist);
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o dialogue with selected taxpayers’ groups and elected officials;
e video-film about property tax;
s poster for billboards and wallboards.

The public relations program should begin after the tax policy (tax rates, tax base,
exemptions, etc.) is defined. Some preparatory work should start earlier. The taxpayers should
be informed of the importance of the property tax, policies and procedures for compliance and
how the collected money will be used. It is very important that taxpayers understand the link

between local taxes and local services as well as other non-fiscal benefits of property tax reform.

For more information about non-fiscal benefits of the reform, please see Chapter VIII of
the Manual.

9.2. HOwWTODESIGN AN EFFECTIVE TAXPAYERS EDUCATION AND PUBLIC RELATIONS
PROGRAM

The program should be designed with knowledge of the reform strategy as well as the
taxpayers’ attitudes/preferences. Before designing the program, a number of issues need to be

resolved, such as:
e Who should be informed and persuaded?

e What information should program materials contain and where should the

emphasis be placed?
o How are the materials to be disseminated?
e How should the PR program be organized (organizational chart)?
e When should the vanious tasks be performed (Gantt chart)?
e When should the PR program begin?

The program should address both the general public and selected taxpayer groups. The
general public needs to be informed and convinced more generally, while the target groups need
to be involved more deeply. The following taxpayers groups require specific attention within the

scope of the taxpayers education and public relations program:
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e Communal housing, rent-paying residents;

e Private homeowners in high-value locations;
e Owners/users of commercial properties;

e Enterprises.

The above taxpayer groups should alSo be divided into “active” and “passive” taxpayers.

The active taxpayers are people interested in tax reforms beyond their individual tax situation
and who may become champions of the reform. The active taxpayers will most likely be
government officials, tax officers, independent experts, managers, researchers, and finance and

~ economic specialists. Taking into consideration the overall demoralization of taxpayers in
Russia which produced widespread non-compliance and tax evasion, ruining the public finances
of the country, there is a need to identify and address questions of active taxpayers. They should
be provided with the information intended to be disseminated by them (an example of the

booklet for the active taxpayers is included in the appendix).

The passive taxpayers are characterized as those with little substantive understanding and
desire to learn the technical aspects of the property tax reform. A sociological survey conducted
in Novgorod during the fall of 1996 suggests that equity and service delivery issues, rather than
efficiency in dealing with passive taxpayers, needs to be emphasized (an example of a one-page

brochure for passive taxpayers is included in the appendix).
The following steps should be taken in the design of the public relations program:

e Development of the conceptual framework and strategy, including issues described
above. It is recommended that the strategy will be based on the results of the public
opinion survey. The public opinion survey should focus on the specific target
‘groups’ perceptions of the reform of the property tax system and their preferences for
local services provided by the municipalities. In short, the public opinion survey

should identify the perceived important issues of taxpayers.

o Preparation of information and its distribution. It is recommended that the PR tools
described earlier be used to communicate with taxpayers and the general public. The

taxpayers should be divided into groups as already mentioned.

o Taxpayer feedback and city administration response.
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It is recommended that a detailed action plan/work plan be prepared, including a Gantt
chart that describes the various tasks to be performed, timeline, and human resources allocation

(what has to be done, when it has to be done and by whom).

An effective taxpayers education and public relations program can be designed and
implemented at a low cost. The creativity of people who design and implement the program is

what is most important!

The following pages describe the conceptual framework and the public relations
implementation strategy. In the appendices for this chapter, some PR materials such as
brochures for active and passive taxpayers as well as questions and answers about the property

tax experiment are included.

9.3, CONCEPTUAL FRAMEWORK
9.3.1. STAGES OF THE IMPLEMENTATION PROCESS

A public relations and taxpayer services program occurs in two stages. The first stage
peﬁains to the process of the introduction of the tax reform, while the second stage is the actual
regular operations of the property tax system in the city. The public relations component,
- including the taxpayer education program, focuses mostly on the first stage (tax introduction),

and the taxpayer services component focuses on the second stage (tax operations).

The public relations and education programs for taxpayers are an essential part of the
local implementation of property tax reform. The success of its implementation depends, in part,
on the public support and understanding by public of the benefits of the reform to them and their
city, especially how the redistribution of the tax burden is going to impact them. An active public
relations and taxpayer education program should enhance the chances of successful

implementation of the reform and boost taxpayer compliance.
The public relations process should be divided into three consecutive stages:
1. Strategy development and program formulation;
2. Information preparation and dissemination; and

3. Taxpayer feedback and city administration response.
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The first stage, strategy development and program formulation, should be developed by
the city administration team which will include staff members from relevant departments [most
likely the property tax, economics, and finance departments, as well as the representatives of the
local property committee, Bureau of Technical Inventory (BTI) and State Tax Service (STS)].
The local team leader will probably want to add other members to the team. The strategy and

program should be reviewed and approved by the city mayor before subsequent implementation.

The second stage, information production and dissemination, should involve mostly local
specialists. The local team should be involved in the preparation of information and materials

while organizing taxpayer education seminars and holding meetings with taxpayers.

The third stage, taxpayer feedback and city administration response, should only involve

a local team.

The process of strategy development and program formulation should be supported by

background materials concerning:
e A final implementation plan of the property tax reform experiment, and
e A methodology typically used in public relations and taxpayer education.
The background material may then be used to resolve the following issues:
e Who should be informed,
e What contents and emphasis should be contained in taxpayer information;
e How should the information to taxpayers be disseminated;
e Who should be doing which activities (organizational chart); and
e When should the various activities take place.

9.4. STRATEGY DEVELOPMENT AND PROGRAM FORMULATION - THE PROPERTY TAX
IMPLEMENTATION PLAN
While the work on the valuation model is proceeding, an implementation plan will
already be taking shape. It may change, but some premises will have already been crystallized to
a considerable degree. The most important aspects of the reform that the public relations

program must address are those of the fiscal impact on taxpayers and the non-fiscal benefits that
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will compensate any the adverse effects on taxpayers.

The degree to which taxpayers feel the fiscal impact of the reform depends on the
category of the taxpayer and the distribution of the tax burden within each category. There are
basically two taxpayer categories, or sectors, that will need separate attention in terms of public

relations and taxpayer education:
e taxpayers of residential properties,
e taxpayers of non-residential properties (industrial, commercial)

Two situations can be described as irrational and in need of modification. One concems
distribution of the tax burden between residential and non-residential sectors. The former is
generally under-taxed and the latter generally over-taxed. The other occurs within each sector
where the tax burden is irrationally distributed because it ignores differences in property taxes

stemming from different in economic values.

With regard to the first situation, it is apparent that shifting some of the tax burden from
non-residential to residential sectors is necessary for the long term. Through analysis of the
existing system, it should be ascertained what portion of the present tax revenues is contributed
by the residential sector and what part is contributed by the non-residential sector (industrial and
commercial). Initial inquires indicate that in Staraya Russa, legal entities contribute an
overwhelming portion of the property related taxes (through an asset tax of 5.7% of total local
revenues as compared to 0.2% by individuals). It is assumed, however, that during the initial
year of the reform, it will be necessary to retain some sort of revenue neutrality with respect to
the present residential taxpayers, concentrating efforts on the more equitable redistribution of the

tax burden and on adding new taxpayers (such as tenants in communal housing stock).

The second situation will be addressed through the natural mechanics of the property tax
reform. That is, by shifting to taxation of economic values related to the market value of the

property.
Taxation of residential properties

A sensible, and prudent means of increasing the tax contributions of the residential sector

is to broaden tax liabilities by:
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1. including rental apartments in tax liability;
2. reducing unwarranted exemptions; and
3. redistributing the tax burden according to property value.

All approaches are possible if conveyed to the public through a carefully crafted public
relations and taxpayer education campaign.

Broadening the scope of individual tax liability to include rental housing is another way
of increasing rents by the equivalent of a tax contribution. This will increase the tax base
substantially, since rental apartments still constitute a considerable part of the residential stock
(in Staraya Russa and Borovichi about 50% of apartments have not been privatized). The
imposition of property taxes on rental apartments may be easier to accomplish than outright rent
increases since the equity argufnent of sharing the tax burden between apartment owners and
apartment tenants is valid. This may be especially significant in housing areas where apartment
owners and rental tenants live in the same building. The surplus generated by the inclusion of
rental apartments into the property tax base could be used to either lower property tax rates or
improve services and amenities accessible to tenants. Some of the surplus could be used to
improve the economics of the housing stock (repairs). This depends on the political will and the

taxpayers’ acceptance of the reform.

Federal laws often grant exemptions without specific calculations of the cost to local
budgets. Exemptions should be made explicitly visible and branded as subsidies financed
through higher taxes on non-exempt properties. The value of the exemptions should be classified
in local budgets as subsidies. This way, the process of establishing property tax rates and the
level of subsidies (to finance exemptions) will be brought under the lens of public scrutiny. This
alone should create enough political pressure to reduce unnecessary exemptions, which seems to
abound in the current system. Any cut in subsidies should again be reflected by lower tax rates in

order to develop the proper perceptions about this important linkage to taxpayers and politicians.

Increasing tax liabilities on the most valuable residential land and buildings, typically
located in central areas or in fashionable single-family enclaves, may be acceptable to taxpayers
if backed with improved services and amenities. Then the increase in tax revenue can be used

for services demonstrating a direct link between property tax and local services. This is crucial
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in forming the proper taxpayer perceptions of the role of local taxes. At the same time, the
center of the city could be improved in order to form a positive city image which is vital to the
development of tourism and the general improvement in the citizens’ living environment. The

“city center” is the best place to begin these processes.
Taxation of commercial and industrial properties

The non-residential sector is considered to be generally overtaxed, contributing the
overwhelming part of the present property tax revenues. This sector consists of two distinct sub-
sectors: industrial and commercial, which behave quite di‘fferent]y. Generally, the industrial sub-
sector is much less dynamic than the commercial sub-sector, especially the larger city of
Borovichi. Consequently, industrial properties are overtaxed in comparison to commercial
properties. There should thus be some redistribution of tax burden from industrial to commercial
sub-sector, which should be welcomed by a number of struggling enterprises in both Borovichi

and Staraya Russa.

The reduction of the tax burden on the industrial sector can also be achieved by the
redistribution of taxes according to the market related values of land and buildings, but keeping
the total tax revenue from this sub-sector at the same level since its share in property tax

revenues is much higher than the commercial sub-sector.

There should be a substantial opportunity for tax revenue increase from the commercial
service-based sub-sector, which is likely the fastest growing economic sector in both. This will
increase the need for retail and office space, which should materialize mostly through a reuse of
the existing space underutilized by centrally located present public owners, residential
apartments, as well as surplus industrial office space and unused industrial buildings adaptable
for office uses. In the longer term some new construction of office and retail space may be

expected.

In terms of tax revenues it may be expected, that much of the addition of commercial
space through reuse will lead to additional tax revenues. Introduction of the market value-based
structure of the property tax on these properties should increase tax revenues substantially from
this sub-sector. Much depends on the value development of commercial real estate, which in tumn

is predicated on zoning reform such as the one recently adopted in the city of Novgorod.
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Target Taxpayer Groups for Public Relations Program

The public relations program delivery system can be broad-based or narrow in focus. The
broad-based component will address all taxpayers, while the narrow focus will be provided to
taxpayer groups (by type and location) confronting higher tax bills in comparison with the
existing taxes. These narrow target groups will have to be studied with the help of sociological
and political surveys in order to establish their perceptions and preferences in terms of non-fiscal
benefits (services, amenities), Which should be offered to thém during the initial implementation
process. Some of these groups are already known, like for example rental apartment tenants (all)
and owners/users of commercial properties (all). Other groups should be identified after tax

impact analysis indicating high-value areas of the city, where taxpayers will be facing higher
bills.

9.5. INFORMATION PRODUCTION AND DISSEMINATION

As already mentioned the basic public relations methodology follows the sequence of

three stages:
e strategy development and program formulation,
¢ information production and dissemination; and
¢ taxpayer feedback and administration response.

The information production and dissemination stage should use a number of techniques
for communicating with taxpayers. A number of basic techniques should be considered for this

process. Communication methods with taxpayers usually consist of the following:
 public service announcements (PSA) to radio and television stations;
e news releases to newspapers, radio, and te]evisionj |
e issuance and delivery of information brochures to all taxpayers;
¢ distribution of posters in public places;

e performing taxpayer surveys to identify preferences for services/amenities that

should be improved using the property tax revenues;
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¢ holding educational meetings with selected taxpayer groups;
e addressing letters to selected taxpayers.

All these activities should try to achieve basic objectives in terms of winning taxpayers
understanding and acceptance of the proposed property tax reform. The objectives may be listed

in the following sequence:

1. Educating taxpayers about the importance of property taxes to finance city

development including urban housing, infrastructure and municipal services;
2. Educating taxpayers about the linkage between taxes and services/amenities;

3. Educating taxpayers about the equity impact of conversion to value based

tax system;

4. Informing taxpayers about the fiscal impacts of conversion to the market

value-based system;
5. ldentifying, together with taxpayers, their preferences for non-fiscal benefits;
6. Presenting the final impact, fiscal and non-fiscal, of the reform to taxpayers.

The local team designing the final public relations strategy should decide which elements
need to be emphasized and in what ranking of importance. An important discussion should focus
on non-fiscal benefits that the taxpayers will expect (demand) in order to compensate for higher
tax bills. The survey to that effect will need to be carefully drafted and executed (based on
Novgorod experience). These benefits will range from various direct municipal services in the
form of public utilities, through other amenities in the form of safety, street, transportation etc.
and to the effects of city wide development translated in the form of employment, efficient land
use, and civic pride (see separate paper on non-fiscal benefits). The survey will help to establish
ranking of local improvements preferred by target taxpayer groups. Local politicians will also be
able to influence the final choice of service/amenity improvements to be financed with the

expected surplus produced by the implementation of the property tax reform.
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9.6. TAXPAYER FEEDBACK AND THE ADMINISTRATION RESPONSE

Taxpayer services is an important part of regular public relations interaction between
taxpayers and the already functioning property tax administration. Taxpayers should have one

well defined place where they can:
e get relevant information;
e Jodge complaints regarding tax bills, and;
e obtain responses to formal complaints.

The goal of the taxpayer service is to provide taxpayers with timely information

regarding their property taxes and to inform them as taxpayers of their rights and responsibilities.

9.7. PUBLIC RELATIONS IMPLEMENTATION STRATEGY
9.7.1, GOALS AND OBJECTIVES

The public relations implementation strategy deals mostly with the introduction of the
property tax system in the city. The regular ongoing taxpayer services provided after the

introduction of the tax are discussed elsewhere.

The implementation strategy for taxpayer education and promotion campaign, developed
by an appointed task force or by a specially created property tax department, should consist of

three basic components:
e goals and objectives
e target taxpayer promotion program
e public taxpayer education program

The ultimate goals of the reform are to gain taxpayer acceptance for the introduction of
the tax and gaining their compliance during the operation of the tax. This requires the attainment

of several objectives:
e raising of awareness of the general public;

e raising of awareness of the business community;
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¢ building a taxpayer constituency for the reform; and
» mobilizing support of the constituency for tax introduction.

Raising the awareness of the general public needs to show the linkage between local
taxes, of which property tax is an important component, and improved quality of life through

better municipal services paid for by the tax.

Raising the awareness of the business community, who have a better understanding of
economics, needs to show that the property tax is a logical step in strengthening of local budgets
and their self-sufficiency, which should allow the city to stimulate economic development

through investments in necessary infrastructure.

The building of a taxpayer constituency for the reform requires identification of taxpayer
groups who are most likely to understand, appreciate and support the introduction of market-

value based property tax system in the city.

The mobilization of the targeted taxpayer constituency requires that the identified
taxpayer groups take an active and positive role during the campaign preceding the introduction

of the new property tax.

The attainment of these goals and objectives can best be achieved by focusing the

activities of the city in two broad programs:

. promoting the idea with targeted active taxpayer groups, and
. educating the general taxpayer public about reform significance and
benefits.

The target taxpayer promotion program should start as soon as results are known from
taxpayer survey, and tax impact analysis. The general taxpayer education program should start

only after the necessary local regulatory framework has been put into place.

9.7.2, TARGETED TAXPAYER PROMOTION PROGRAM

Before the necessary local regulatory framework has been put into place the work should

start with a small, but well targeted, group of "active" and influential taxpayers to form their
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positive attitude towards the new property tax, as well as to get their valuable inputs to be used in
final formulation of local regulations. The active taxpayer group will be identified after taxpayer
survey and tax impact analysis have been completed in the city. The results of the work with the
group will then be used in the broader general public tax education program. And the active
taxpayer group representatives may be successfully used in that education program. Some of
these people will be the ones who are interested in the tax reform due to their professional
interests. The others will be those who are to be affected by the tax in terms of confronting
higher tax bills.

The promotion program for working with targeted active taxpayer groups should be
aimed at advocating the cause, rather then merely reporting on the new tax policy. It may use
direct appeals to social values, emotions, sense of responsibility, etc. This would include
pointing out to these people that, after all, the property tax reform is initiated by the very people

who are taxpayers themselves and often the ones who are to confront higher tax bills after the

reform.

The target taxpayer groups will need to receive more technical information addressing a
more direct interest of these taxpayers. They will most likely be coming from the following

groups:

Communal housing residents, who are to face new tax liabilities and will need to see that
they are going to receive higher quality communal services worth the increased tax. At the same
time they will need to understand that they have to share in the tax burden which is already

carried by other taxpayers;

Private residential owners of high value homes and apartments, who are to face higher
tax bills will need to be convinced that they are enjoying high locational amenities, which are not
available to others. At the same time they might be shown that tax money, which will be spent on

municipal services in their area will benefit the value of their propertiéé, which is good in itself.

Commercial space owners/users in good locations, who will need to understand that tax
burden varies depending on the amount of business, which differs by location. If one has a good
business location he/she will be generating enough cash flow to pay the higher tax, And
conversely, in a poorer location generating less cash flow the owner/user will be paying a lower

tax.
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Industrial enterprises in attractive locations, who will need to understand that they are
occupying land which is needed by many other users who are willing to pay more for using it. In
order to stay in their locations the enterprises will need to pay more or rationalize their land use

by making parts of it available to other users who will help pay for tax increases.

In a way, the work with these groups will allow the city to identify crucial issues and
concerns that need attention in the final shaping of tax policy and regulatory framework for a
given city with its peculiar economic and social structure. The program should address directly
the questions, anxieties and objections that these specific groups might have conceming the

reform. Key messages should be developed on the basis of the following argument themes:
e social justice in equitable distribution of the necessary tax burden;
= incentives to the best use of scarce and valuable land and space resources;
¢ enhancing local finances to be able to improve municipal services;
e responsibility and assertion of rights;
» significance of land and real estate;
e changes in the tax system are legally valid
e legal security through tax appeals and remedies;
e other arguments that might arise duriﬁg discussions.
Working with these taxpayer groups will require a number of activities such as:

o Information messages placed in the mass media and/or story ideas provided to
journalists. Articles should be placed both in general periodicals, business

newspapers, local papers (such as Red Spark in Borovichi), radio/TV programs;

e Radio/TV announcements and "round-table" talk shows, with special training
provided to those experts who will participate in round table discussions. Key
messages may be delivered directly by tax officials, or indirectly by others. The

shows should provide an all-round coverage of property tax issues;

e Taxpayer seminars promoting the ideas of the property tax reform among targeted

taxpayer groups. Agendas for seminars should vary depending on targeted taxpayer
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group, since these groups might have different perceptions and issues;

Open town meetings with large groups of taxpayers living in the same area, such as
communal housing. Such meetings provide an opportunity to demonstrate that the
city administration is seeking advice and information from concerned

residents/taxpayers; .

Taxpayer brochures on the new property tax highlighting the benefits and essence of
the tax reform. Copies of the brochures should be made available for the people to
take home and study. It should be included in information packages distributed to
target groups. It is essential that the brochures be easy to comprehend. Separate
brochures can be developed for passive taxpayers (see separate paper) and for active

taxpayers;

Newspaper supplements on the new property tax will be in great demand and produce
a powerful effect. The materials need to be adapted to a particular format and profile

of a given newspaper using a wide range of approaches - from emotional to rational;

Posters for billboards and wall placements for the general educational campaign
illustrating the essence and implementation steps of the tax reform. They will be
particularly useful in places where people make their tax payments, i.e. post offices
and banks.

GENERAL PuBLIC TAX EDUCATION PROGRAM

This program should start once the relevant local regulatory framework has been adopted

in the city. The program should focus on increasing the public awareness of the reform's

economic significance and benefits for city residents. It should be done in a manner that

increases government credibility, which is of crucial importance to public acceptance and

subsequent compliance. For this reason the education program needs not only to pass on

information about the new tax, but allow for:

e taxpayers to voice their views under a controlled debate;
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e correction of erroneous and demagogic information;
e mitigation of negative aspects of the tax; and
o addressing the relevance of the tax to problems of municipal services.

It is important to emphasize that the program should not bear the characteristics of being
a promotional campaign, as is the case with targeted taxpayer program, but the focus should be
on explanation and persuasion that the reform is aimed at solving many current problems. It is
essential to address existing fears and apprehensions. The program should develop a notion of
the inevitability of the tax and its direct linkage to the needed improvements of municipal

services, which taxpayers are typically unhappy with due to:
e insecurity of public places including streets;
e power supply failures;
e poor central heating;
o frequent hot water cut-offs;
¢ insufficient gas supply;
e dysfunctional backyards;
e poor lighting of streets and yards;
e dilapidated and poorly lit building entrances;
e rats, mice, cockroaches and other domestic pest;
e malfunctioning of sewage systems;
e frequent elevator breakdowns;
o irregular garbage disposal services.

The line of argumentation during controlled public debates is to show that the population
is complaining about deficient municipal services, which can be verified with the results of
survey of taxpayer attitudes and preferences. Whenever possible, hard economic data and
logical arguments relevant to life experience should be used. If the public agrees with the need

of specific improvement and addition of municipal services then the next argument is to talk
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about how to finance these improvements through an efficient and equitable tax source. That is
where the concept of a market value-based property tax becomes socially justifiable, credible and

a responsible way of financing what the public wants to have.

In order to strengthen the arguments for the property tax, other benefits should be

indicated as beneficial to general economic development and other groups:
e increase of revenues of a local government, which needs funds;
e more efficient use of land and building scarce resources;
s strengthen more autonomous local government finance;
s consolidate various taxes related to land and buildings;
e reduce administrative burdens on businesses in tax calculation and reporting;
e decrease tax avoidance, which is "ruining" public finance in the country;
e shift some tax burden from industrial to commercial and residential uses;
e develop comprehensive information about real estate properties and markets.

While educating the public about the benefits of property tax reform, one should also
devote time and resource to correcting distorted perception about the tax reform, and to
mitigating any negative aspects of the reform. Many of these distorted perceptions stem from
ignorance, cynicism, fear or demagoguery by opponents of the reform. The misperceptions
should be corrected quickly, so that they do not gain permanence in the public perception and do

not encourage non-compliance.

The materials used in the program should be developed to emphasize the positive trends
in the city and the role of the new tax to galvanize these developments. Property owners who
might be apprehensive in having their properties taxed more heavily should feel that their
properties are truly more valuable if they are more taxed. The general public should disassociate

taxes from such sensitive issues as non-payment of wages, lay-offs, etc.

The tools used for the general public education program are of the same type described

above in targeted taxpayer program with additional emphasis being placed on:

e press conferences and briefings;
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- e press releases;

e Newspaper supplements containing:
=> "the talk of the street";
= questions and answers, letters from the taxpayers;
= analytical ;eviews;
= success stories form pilot cifies and from abroad;
= monitoring of the tax reforms results;

e direct communications such as direct mail,

e one-to-one radio live talk shows (if there are local radio stations);

o mass distribution leaflets.
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Figure 1: Major Components of a Property Tax
System
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APPENDIX I

LOCATIONAL DATA

Locational and map-related data are used in the administration of the property tax in
multiple ways. In most contexts, the same base data are used for all purposes, although the scale
of the maps that are generated from the data can range from 1:500 in heavily urbanized areas to
1:2000 and smaller in less-developed areas and for more broad-scale analytical purposes. In the
context of the Russian Federation, however, where some of these data are considered state
secrets and therefore are not made publicly available, the situation can become much more
complicated. The following describes the requirements of the property tax project and some of
the solutions that have been adopted in the pilot cities.

It should be emphasized at the outset that at no time does the administration of the
property tax require an absolute reference frame. Except for the geodesy department’s purposes
of ensuring relative accuracy, (which fundamentally can only be done by ensuring absolute
accuracy), there is no need to relate local data to a real-world reference frame such as degrees of
longitude and latitude. Additionally, there is no need in property tax administration for as much
precision as is generally required for surveying and land-titling purposes. Some high-precision
mappers refer disparagingly to the maps used in property tax administration as cartoons floating
in space, and there is some justification for this characterization. Nevertheless, property tax
administrators do have very real mapping needs, which are summarized below.

* Mapping for Discovery purposes

The only way to ensure that all taxable 1and has been included in the fiscal cadastre is to map
all the parcel boundaries, whether any given parcel is taxable or tax exempt, and to examine
the resulting map for gaps and overlaps. This process is sometimes compared to assembling
a jigsaw puzzle or re-assembling the pieces of a broken plate. Only when the assembly is
completed can you be sure that you have all the pieces. If the boundaries of the parcels have
been mapped accurately, and the parcels themselves, including their areas, have been related
accurately to the independent records in the fiscal cadastre, then the property tax
administrators can be assured that all relevant land parcels have accounted for.

In Novgorod this step, although logically the first step in property tax administration, was
completed near the end of the pilot project. For reasons of secrecy, the work was done by the
Land Committee, not the property tax department, and was done using real-world coordinates
that were never seen by project personnel. Project personnel saw only the resulting maps and
computer screens, which being devoid of a reference frame, conformed to the security
concerns of the Russian Federation. Obviously, there were no distortions made to these data.
Only relatively small areas were ever seen at one time. The Novgorod Land Committee
developed its computerized base maps from 1:2000 base maps and the direct entry of
geodetic survey data, using Microstation 95 software.
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Valuation Model Development

For the purpose of developing a valuation model, it is essential that geographic or locational
data be available that are undistorted in certain respects, although, again, an absolute
reference frame is not required, so they may be distorted in other respects thought to be
essential for security purposes. In particular, the X-Y coordinates required for valuation
purposes must not distort distances between any arbitrary set of points. Thus there can be no
stretching or shrinking reflected in the map. Displacement and rotation, however, are
perfectly acceptable, inasmuch as they do not distort distances.

In Novgorod, this was accomplished by means of a special algorithm implemented by the
Land Committee, which transformed real-world coordinates to a set of X-Y coordinates.
One coordinate pair was made available for each parcel, together with its cadastral
identification number. The cadastral identification numbers were used to obtain data about
the physical characteristics of the properties and the X-Y coordinates were used to locate the
property in an arbitrary space. As further described in the valuation modeling reference
materials, an equation relating selling prices to physical characteristics was developed, with
the unexplained “residuals” being attributed to locational effects. Iterative processes and
other measures were employed to minimize the extent to which the model would be biased
due to specification errors. The inferred land residuals were modeled using a response-
surface algorithm, to develop a smoothed relative land value map.

The response-surface derived relative land value map, in an ideal context, could then be used
directly, in conjunction with X-Y coordinates stored in the fiscal cadastre, to produce land
value estimates for all properties in the city. These estimates would reflect reality as
accurately as possible and in particular would change more or less smoothly, from one parcel
to the next, as the market-reflected preferences for adjacent locations. For this to be possible,
however, the fiscal cadastre must contain X-Y coordinates for all taxable parcels according to
the coordinate scheme used for valuation model development; it will not be enough to have
such coordinates only for the sold parcels. If these data are not available for all taxable
parcels, the valuation modelers must define zones or neighborhoods within each of which all
land parcels have more or less the same relative land values per square meter. Such
homogeneous land value zones are referred to a s neighborhoods for the sake of convenience.
Once this is done the fiscal cadastre must then include for each parcel, in lieu of an X-Y
coordinate, a neighbor identifier so that the valuation model can be applied to all properties.
In this case, of course, the land value estimates are absolutely uniform within each
neighborhood and vary in large steps, rather than continuously, at the transition from one
neighborhood to another. Such discontinuous jumps may produce differences in value
estimates that are difficult to explain to affected taxpayers. This was the approach taken in
Novgorod.

Review Appraisals, location/identification
After the valuation modelers have completed their initial analyses, the estimates produced by

their valuation algorithms must be reviewed. During this process review appraisers must
field check at least a sample of the relevant kinds of properties, comparing the CAMA
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estimate to their judgement of the property’s value while visually inspecting it. For such
purposes it is obviously necessary for the review appraiser to expeditiously locate the general
environs of the property and identify the particular property being appraised. Maps showing
parcel boundanes, cadastral numbers, and additional locational information such as street
names and addresses, are essential for such purposes. If available, additional information
such as parcel size, zoning codes, and building footprints are convenient to have printed on
the map. If such optional information cannot be printed on the map, the essential elements of
it can be obtained from the property description form that the review appraiser will have been
provided with in addition to the map. The maps required for this purpose are generally of
such a large scale and such limited geographic extent that the issue of distortions does not
anise. Obviously they should not be distorted, but neither do they need any reference frame
beyond the bare necessities involved in enabling a review appraiser to get to the correct site
and to correctly identify the appraised object.

In Novgorod, these needs are to be met by specially prepared map extracts for review
appraiser use in initial model testing. In an ideal context, the entirety of the assessment roll
would be subject to review appraisals. For such purposes essentially the entirety of the
_jurisdiction should be covered by map extracts. It is not clear yet whether time will permit a
disciplined field review of all appraisals, and if so how the Land Committee will handle the
issue of preparing the map extracts necessary for the purpose.

Appeals

In the context of both formal and informal appeals, it is generally necessary for the property
tax department to present evidence to an inquiring taxpayer on how his valuation compares
with other objective evidence of market values, usually in the form of sales of similar
properties. Such sales, and also appraisals of benchmark properties if they are used, should
be plotted on a map that can be shown to a complainant. It sophisticated systems, the map
may also plot the complainant’s own property for easier characterization of relative
distances, and may also include coded information (or pop-up boxes if the map is a screen
display rather than a paper document) that present the relevant property characteristics and
market value estimates for the properties. In very sophisticated systems, only the locations of
the 3-5 most comparable properties would be displayed, and the information boxes would
include adjustments to the sale price of each of the comparable properties so that each would
constitute an estimate of the subject property’s market value. With the unwillingness of the
land committee to make its data accessible to the property tax project, this kind of tool for
enhancing public acceptance of the equity of the property tax valuations cannot be provided.

Quality control and related neighborhood analyses

In the course of reviewing the quality of the market value estimates and also in the process of
revising the neighborhood delineations that go into the valuation formulas, it is necessary to
search for geographical patterns where there should be none. This is commonly done by
plotting on a map (for each market transaction) of the property tax department’s value
estimate to the real price agreed to in the market. These so-called assessment/sale-price

202



ratios serve as the most powerful tool available to monitor the quality of the property tax
department’s valuations, and the geographic pattern based analyses are a crucial part of the
process.
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real estate information. The Card lets these organizations exchange information and work

together on the fiscal cadastre.

As an administrative aid the Card is used not only to collect data on the physical
characteristics of land and buildings, and information about taxpayers, but also to collect
information about real estate sales. In addition, the Card will show the absolute price levels for
properties as determined by an appraiser in the event that the prevailing appraisal method does
not yield acceptable results. After entering data onto the Card, it could be used by a computer
operator to change the contents of the fiscal cadastre in the data base. Using only one type of
Card for managing various administrative functions of real estate taxation will simplify the

management of the tax system.

After bringing the real estate taxation system into force, the Real Estate Data Cards can
be used as documents, having legal force, for confirming information contained in the fiscal
cadastre. When work on fiscal cadastre is completed, all changes in the fiscal cadastre must be
entered through the Card. If allowed by regulations governing the cadastre, both the taxpayer
and an authorized official may sign the Card. The administrative organ will give a certificate on
the changes, which reflects data on old and new characteristics of the real estate, as well as the

tax value. This certificate serves as an official document which conﬁrms the legality of changes.

While establishing the fiscal cadastre, the Card is primarily used for transferring
information about land parcels from the files of the Land Committee, information about the
physical characteristics of buildings, from the technical registration certificate of the Bureau of
Technical Inventory, and, if possible, information about the rights of taxpayers, It is these two
organizations which bear responsibility for the precise transfer of data. Ideally, in order to work
consistently with data, this Card must also be used for collecting information about real estate

sales for the purpose of developing models for mass appraisal of real estate.
While developing a fiscal cadastre , the Land Committee and BTT input data onto Cards

separately from one another. Nevertheless, the BTI requires information from the Land

Committee to accurately correlate information about buildings, commercial space, and
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apartments for each particular land parcel. The Land Committee must supply the BTI with
section maps, showing land parcels and their corresponding Cadastre Numbers. Without these

maps the BTI simply cannot work effectively.

Aside from the characteristics of land parcels, buildings, apartments or commercial
space, the Card must contain information about the appropriate taxpayer and his rights. In many
cases there exists real estate with shared forms of ownership, or real estate with more than one
owner/user. Therefore, the Real Estate Data Card consists of several parts. One Real Estate Data
Card contains information about the land parcel. Another Real Estate Data Card contains
information about buildings, and a third information about apartments and commercial space.
Yet another Real Estate Data Card contains information only about the tax-payer and his rights.
This Card will be used in case additional information on the owner/renter and his rights is

needed for the 1and, building, apartment or commercial space.

Information about the properties of each land parcel will be entered on a separate Real
Estate Data Card at the Land Committee. Each Real Estate Data Card has a space for
information about two persons and their corresponding rights. When there are more than two
persons or rights, a separate Data Card about the owner (person) of the real estate property and
his rights shall be used. In the BT1 the characteristics of buildings are entered on a Building Data
Card, which has space for information about two persons and their corresponding rights.
Information about apartments and commercial space is entered on a separate Card. All Cards

which pertain to the same land parcel will have the same land Cadastre Number.

Afier the Land Committee assigns a Cadastre Number, the section map with Cadastre
Numbers is turned over to the BTI. The BTI records the Cadastre Number of a land parcel, the
Cadastre Number of buildings, the number of apartments or commercial space, and
characteristics of the building, apartment or commercial space on the appropriate Real Estate
Data Card.

A table is given below which illustrates the working regimens in the Land Committee
and the BTIL.
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Steps for entering information onto the Real Estate Data Card.

Land Committee:
Step 1. Give a Cadastre Number to land parcels on a section map
Step 2. Copy the section map and deliver a copy to the BTIL.
Step 3. Give the completed section map to the Card preparer.
Step 4. Transfer information from the Land Committee on a Real Estate Data Card.
Step 5. Group together the completed Cards by section.
Step 6. Check the group of Cards and deliver them for data entry.
Step 7. Enter the data into the computer.
Step 8. Create a file for completed Real Estate Data Cards.

Bureau of Technical Inventory

Step 1. Receive the section map from the Land Committee.

Step 2. Obtain the technical registration certificate (files) from the BTI for the appropriate
section map.

Step 3. Assign a Building Cadastre Number to the property and record that number onto the Real
Estate Data Cards.

Step 4. Transfer information from the BTI file to the Real Estate Data Cards.

Step 5. Group the cards together.

Step 6. Check the group of cards and transfer them for data entry into the computer.

Step 7. Enter the data into the computer.

Step 8. Create a file of completed Real Estate Data Cards.

The amount of cards for each land parcel, and buildings and commercial space on that parcel, is
determined by the number of persons and rights connected with the parcel, building(s) and

commercial space(s).

The packet of Real Estate Data Cards contains four separate Cards. For each category of taxable

property one Card has been created. For example, one Card for the land parcel, one Card for the
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building, and one Card for the commercial space including apartments. Additionally, a separate
Card has been created which contains information about the persons and rights. The back side of

each Card has a space for entering two individual taxpayers, who can have various real estate

rights.

Each space on the Real Estate Data Card is described below.

Land Parcel Data Card

This card is completed in the Land Committee.
IDENTIFICATION

Card Number
This number is assigned after the Cards have been grouped together.

Tvpe of Operation

Create; Mark this cell if the card is used for adding information about a new land parcel or
building, or if it refers to a new structure on an existing land parcel.

Change: Mark this cell if the card is used to update (change) information about an existing land
parcel or building/structure on the parcel.

Remove: Mark this cell for removing information about existing real estate from the data base.

Rules for using the function to remove information are given in the manual for data entry.

Cadastre Number for a Land Parcel (primary entry)
Enter the Cadastre Number for the land parcel assigned by the Land Committee.
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LOCATION OF THE LAND PARCEL

In the even that information in a space designated as mandatory is incomplete and inexact, the

Card is set aside.

Street Name (mandatory)

Enter the street name where the real estate is located. If there is no information of the street

name, enter “unknown”.

Building Name or Other Spatial Information (optional) Enter any other information which
may be used to identify the real estate property.

(SIDE 1)

CHARACTERISTICS OF THE LAND PARCEL

Data in the section “Characteristics of the Land Parcel” is completed only by the Land

Committee.

Quantity of Taxpavers Enter the number of taxpayers who pertain to the given land parcel.

Complete information about each taxpayer on the Card “Taxpayers and their Rights”.

Primary Use of the Land Parcel

Mark the cell which indicates the use of the land. When there is more than one user, mark the
cell describing the largest percentage of land use. Choose from the following: 1)Individual
residential building; 2) Apartment building; 3)Parking/Garage; 4)Non Government offices; 5)
Services; 6) Trade; 7) Warehouses; 8) Small-scale industry; 9) Large-scale industry;
10)Transportation enterprises; 11) Agriculture; 12) Government/military establishments; 13)
Education/culture/medicine/sports; 14) Hotels; 15) Cafes/restaurants/food services; 16) Kiosks;
17) Others.
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Category of Land Use
Mark the appropriate cell. Choose from the following: 1)Agricultural uses; 2) Municipal; 3)

Industry, transportation; 4) Nature conservation; 5) Forest preserve; 6) Water préserves; 7)

Reserves.

Tvpe of Land Use

Mark the appropriate cell. Choose from the follov/ing: 1) Farm; 2) Individual structure; 3)
Gardening; 4) Garages; 5) Cottage construction; ¢) Raising live stock; 7) Business enterprise; 8)
Agricultural use; 9) municipal lands; 10) Forestry; 11) Land reserve; 12) Water management;

13) Homestead plots.

Construction on the Land Parcel

Mark this cell, if there is unfinished construction(buildings not yet inhabited) on the parcel.

Area of the Land ParCelgmzl

Enter the area of the land parcel within an accuracy of 1 square meter.
The area of the land parcel is one of the most important factors of real estate appraisal.

Therefore, this data must be entered with special attention.

Economic Zone Code

Enter information on the economic zone code used for assessing taxes on the land.

Amount of Annual Tax on Land (in rubles)

If the amount of annual tax on land (in rubles) is known, enter this into the cell.

Amount of Annual Rent on Land (in rubles)

Enter the amount of annual rental payments in rubles.
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Source of Information
Mark the cell which indicates the data source used for completion of this Card. Choose from the
following: 1) Technical record; 2) Plan for the Land Parcel; 3) Deed creating the borders of the

parcel; or 4) Certificate. Enter the name of the document, series and date issued.

INFORMATION ON THE REAL ESTATE SALES

This section is for use in the future. The section is used only for transactions at “Market Price.”
There are two type of prices entered in this section:

1) Value set by the appraiser, which prevails over the assessment modeled on a computer.

2) Actual market value, based on an actual real estate transaction.

Selection of these values is determined by the “Source of Information.”
Source of information about Sales
Mark the source of information. Choose from the following: 1) Government institution; 2)

Notary office; 3) Real estate agency; 4) Brokerage cbmpany; or 5) Other,

Selling Price (in rubles)
Input the actual price of the sale.

Month and Year of Sale Input the date of the sale (transaction)

INFORMATION ABOUT THE CARD PREPARER AND DATA INPUT OPERATOR

Code of the Card Preparer
Input the Card preparer’s identification number.

Full Name of the Preparer (clearly)
Type in the full name of the Card preparer.

Date the Card was Completed
Input the date when the Card was signed and completed.
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Signature of the Card Preparer
The Card is signed by the Card preparer.

Data Input Operator’s Code
Input the identification number for the data input operator. For faster data collection each data

input operator can issue a rubber stamp to print their name and identification number.

Full Name of the Operator (clearly)
Type in the full name of the data input operator.

Date Data Input was Completed
Enter the date when the Data Cards were entered into the computer.

Signature of the Data Input Operator
The Card is signed by the data input operator.

(Side 2)

Possessor/Owner

Cadastre Number of the 1.and Parcel (Secondary entry)

Enter the Cadastre Number of the land parcel again into this cell.

INFORMATION ABOUT TAXPAYERS AND RIGHTS
The taxpayer may be the owner of the real estate or a renter. If he is a renter, write in the last

name of the person responsible.

Last name/Name of Organization 1
ATTENTION: A section on the taxpayer and rights must be completed for each legal

entity/individual, who has a right to the real estate.
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Enter the last name of the taxpayer, if the taxpayer is an “individual.”

If the taxpayer is a “legal entity,” enter the name of the Organization in this space. If there is not
enough space to enter the full name of the organization, you may continue onto the line for

*Name of Organization 2”.

First Name/Name of Organization 2
Enter the first name of the taxpayer in this space, if the taxpayer is an “individual.” If the

taxpayer is a “legal entity,”’ you may continue entering the name of the organization in this

space. This space can also be used for an organization’s short name.

Patronvmic/ Name of Organization 3
Enter the last name of the taxpayer, if the taxpayer is an “individual.” If the taxpayer is a “legal

entity,” you may continue entering the name of the organization in this space. This space can

also be used for an organization’s short name.

Date of Birth/ Registration Certificate
Enter the date of birth, if the taxpayer is an “individual;” if a “legal entity,” enter the issue date

of the registration certificate.

District/City

Enter the name of the district or city, where the taxpayer lives or is permanently situated.

If the taxpayer lives or is situated at the same address as the real estate property, this space can
be left blank.

Street Name

Enter the street name, where the taxpayer lives or is permanently situated.

If the taxpayer lives or is situated at the same address as the real estate property, this space can
be left blank.
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Postal Code

Enter the postal code where the taxpayer lives or is permanently situated.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space can be left blank.

Apartment Number
Enter the number of the apartment or commercial space, where the taxpayer lives or is

permanently situated.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space can be left blank.

Individual House Number

Enter the house number where the taxpayer lives or is permanently situated.

If the taxpayer lives or is permanently situated at :he same address as the real estate property,
this space can be left blank.

Building Number
Enter the building number, as needed.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space can be left blank.

Building Name or Other Spatial Information
Enter any additional information, which helps identify the location of the real estate property.

If the taxpayer lives or is permanently situated at t1e same address as the real estate property,
this space can be left blank.
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Rights of the Person
ATTENTION: There are three sections for information on the rights of the person. One section

determines the type of ownership, the second section specifies the form of rights, and the third

specifies the type of rights. The selection should be indicated for each section.

Section I: Tvpe of Ownership
Mark the appropriate cell: 1) Federal property; 2) District property; 3) Municipal property; 4)
Private property

Section II: Form of Ownership Rights
Mark the appropriate cell: 1) Shared (divided) ownership; 2) Joint (undivided) ownership; 3)
Private ownership; 4) Joint/shared ownership.

Share:

Enter the share of ownership as it is shown in the files of the BTI or the Land Committee. The

share can be expressed as a percentage or as a fraction of the total area.

Joint Ownership Code: ’
ATTENTION: This code will be used when there are joint ownership rights to the real estate

property. Information on the person and rights must be entered for each participant in joint
ownership. Each participant has an equal share. Each participant entered in the joint ownership

document, must have the same code.

Enter code “A” for all persons registered in the first joint ownership document. Enter code “B”

for all persons registered in the second joint ownership document, and so on.

Section III: Type of Ownership Rights
Mark the appropriate cell: 1)Lifetime inherited ownership; 2)Full economic authority ;

3)Operational management; 4)Permanent use; 5)Rent; 6)Private ownership.
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Type of a Document Establishing Rights
From the list given below, select one document establishing rights and mark the appropriate cell:

1)Certificate; 2)Government Deed; 3)Contract; 4 Regulation; 5)Registration Certificate; 6)

Resolution; 7) Decree; 8)Certification.

Document Description
Enter the exact name of the document in this space.

Document Number

Indicate the official document number assigned by the organization which issued this document.

3

Document Date of Issue

Indicate the document issue date. (day/month/yea-)

Building Data Card (primarv property)
The Card containing the basic characteristics of tlie building, which describe the “outer shell” of
the building, without the individual commercial spaces and apartments. For the building it is

necessary to complete only one Building Data Card (primary property). All Cards on apartments

and commercial space are attached to this Card.

Section “Identification”

Card Number
This number is assigned after the Cards are grouped together.

Tvype of Operation

Create: Mark this cell if the card is used for adding information about a new land parcel or
building, or if it refers to a new structure on an existing land parcel.
Change: Mark this cell if the card is used to update (change) information about an existing land

parcel or building/structure on the parcel.
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Remove: Mark this cell for removing information about existing real estate from the data base

ISUNN. Rules for using the function to remove information are given in the manual for data

entry.

Cadastre Number for a Land Parcel (primary entry)
Enter the Cadastre Number for the land parcel assigned by the Land Committee.

Cadastre Number of the Building
If there are any buildings on the land parcel, input the numbers and letters of the technical

registration certificate (file) of these buildings from the BTI.

Cadastre Number of the Propertv ( apartments or commercial space

If the property is an apartment, enter the apartment number; if it is a commercial space, enter the

commercial space number.

Section “Building L.ocation”
In the event that information in a space designated as mandatory is incomplete or inexact, the

Card is set aside.

Street Name (mandatory)

Enter the street name, where the real estate property is located. If you do not know, enter
“unknown”.

Building Number
Enter the building number according to the record in the BTI technical registration certificate

files.

Number of Apartment/Commercial Space
Enter the apartment number into this space, if the real estate property is an apartment. If the real

estate property is a non-residential commercial space in the building, the number of the

commercial spéce should be recorded in this space. Otherwise, leave the space blank.
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Individual House Number

Enter the house number in accordance with the location of the real estate property.

Building Name or Other Spatial Information (gptional)

Enter any other spatial information which may be used for identify the real estate property.

CHARACTERISTICS OF THE BUILDING

Number of Taxpavers
Enter the number of taxpayers for the given building. Complete information for each taxpayer in
the Card “Taxpayers and Rights.”

Primary Use of the Building
Select one of the following: 1)Individual residential house; 2)Apartment building; 3)Parking

lot/garage; 4)Non-government establishments; 5)S ervices; 6)Trade; 7)Warehouse; 8)Small-scale
industry; 9) Large-scale industry; 10)Transportation; 11)Agriculture; 12)Government/military
establishment; 13)Education/culture/medicine/sports; 14)Hotel; 15)Cafe/Restaurant/Food
services; 16)Kiosks; 17)Others.

As arule, the primary use of the building reflects inore than 50% of its use. If a store is located
on the ground floor of a 10-story apartment building, the primary use of the building is
“apartments”. In the case of 50/50 use, both of the building’s uses are correct.

Total Area of the Building (m?)

Enter the total of all floor area of the building, including all apartments and commercial space.

Average Height of the Ceiling (cm)

The average height of the ceiling is the height of tlie building from ground level in centimeters,

divided by the total number of above-ground floors in the building, rounded off to a centimeter.
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Number of Floors

Enter the total number of floors, including the basement (if one exists).

Buildings Area at Ground Level (m?)
Building area at ground level is approximately equal to the total area of the first floor of the

building, rounded off to a square meter.

Number of Elevators

Enter the number of elevators in the building.

Year Constructed

Enter the year the building was constructed.

Year of the Major Reconstruction
Enter the year of major reconstruction (main reconstruction),

Inventory Date
Enter the date of the last inventory of characteristics of the building.

Percentage of Depreciation '
Enter the effective percentage of depreciation of the entire building.

BTI Appraisal
Enter the value of the building according to the BTI technical registration certificate for the

building.

Type of Outer Walls

Mark the type of material of the outer walls: Panels; Bricks; Ferro-concrete blocks; Wood; Glass
and Steel; Metal; Other; Absent.
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Services and Amenities

Mark the appropriate cells: 1)Electricity; 2)Cold water; 3)Central heating; 4)Hot water;
5)Telephone; 6)Garage.

Information Source
Mark the cell which indicates the source of data used for completing this Card. Choose from the
following: 1)Technical regis&ation certificate of the BTI; 2)Other source. Enter the document

name, serial number and the issue date.

INFORMATION ON REAL ESTATE SALES
This section is for use in the future. The section is used only for transactions at “market price.”

There are two types of prices entered in this section:
1)Price determined by the appraiser, which prevails over the value modeled on a computer.

2)Actual market price, based on an actual real estate transaction. Selection of these prices is

determined by the “Source of Information”.

Source of Information on the Sales v
The source of information must be verified. Choose from the following: 1)Government

institution; 2)Notary office; 3)Real estate agency; 4)Brokerage company; or 5)Other,

Sale Price (in rubles)

Input the actual price of the sale.

Month and Year of Sale

Input the date of the sale (transaction)

INFORMATION ABOUT THE CARD PREPARER AND DATA INPUT OPERATOR

Input the Card preparer’s identification number.
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Full Name of the Preparer (clearly)
Type in the full name of the Card preparer.

Card Completion Date
Input the date when the Card was signed and completed.

Signature of Card Pregaref

The Card is signed by the Card preparer.

Data Input Operator’s Code
Input the identification number for the data input operator.

Full Name of Operator (clearly)
Type in the full name of the data input operator.

Data Input Completion Date
Enter the date when the Data Cards were entered into the cornputer.

Signature of the Data Input Operator
The Card is signed by the data input operator.

(Side 2)
POSSESSOR/OWNER

Cadastre Number of the Land Parcel (Secondary entry)
Enter the Cadastre Number of the land parcel again into this cell.

INFORMATION ABOUT TAXPAYERS AND RIGHTS

The taxpayer may be the owner of the real estate or a renter. If he is a renter, write in the last

name of the person responsible.
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Last name/Name of Organization 1

ATTENTION: A section on the taxpayer and rights must be completed for each legal

entity/individual, who has a right to the real estat:.
Enter the last name of the taxpayer, if the taxpayer is an “individual.”

If the taxpayer is a “legal entity,” enter the name 5f the Organization in this space. If there is not
enough space to enter the full name of the organi:ation, you may continue onto the line for

“Name of Organization 2”.

First Name/Name of Organization 2
Enter the first name of the taxpayer in this space, if the taxpayer is an “individual.” If the
taxpayer is a “legal entity,” you may continue entzring the name of the organization in this

space. This space can also be used for an organization’s short name.

Patronvmic/ Name of Organization 3

Enter the last name of the taxpayer, if the taxpayer is an “individual.” If the taxpayer is a “legal
entity,” you may continue entering the name of the organization in this space. This space can

also be used for an organization’s short name.

Date of Birth/ Registration Certificate
Enter the date of birth, if the taxpayer is an “individual;” if a “legal entity,” enter the issue date

of the registration certificate.

District/City

Enter the name of the district or city, where the taxpayer lives or is permanently situated.

If the taxpayer lives or is situated at the same address as the real estate property, this space can
be left blank.
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Street Name

Enter the street name, where the taxpayer lives or is permanently situated.

If the taxpayer lives or is situated at the same address as the real estate property, this space can
be left blank.

Postal Code

Enter the postal code where the taxpayer lives or is permanently situated.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space can be left blank.

Apartment Number
Enter the number of the apartment or commercial space, where the taxpayer lives or is

permanently situated.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space can be left blank.

Individual House Number

Enter the house number where the taxpayer lives or is permanently situated.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space can be left blank.

Building Number
Enter the building number, as needed.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space can be left blank.
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Building Name or Other Spatial Information

Enter any additional information, which helps identify the location of the real estate property.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space can be left blank.

Rights of the Person
ATTENTION: There are three sections for information on the rights of the person. One section

determines the type of ownership, the second section specifies the form of rights, and the third

specifies the type of rights. The selection should be indicated for each section.

Section I: Type of Ownership
Mark the appropriate cell: 1) Federal property; 2) District property; 3) Municipal property; 4)
Private property

Section II: Form of Ownership Rights

Mark the appropriate cell: 1) Shared (divided) ownership; 2) Joint (undivided) ownership; 3)

Private ownership; 4) Joint/shared ownership.
Share:
Enter the share of ownership as it is shown in the files of the BTI or the Land Committee. The

share can be expressed as a percentage or as a fraction of the total area.

Joint Ownership Code:

ATTENTION: This code will be used when there are joint ownership rights to the real estate
property. Information on the person and rights must be entered for each participant in joint:
ownership. Each participant has an equal share. Each participant entered in the joint ownership

document, must have the same code.

Enter code “A” for all persons registered in the first joint ownership document. Enter code “B”

for all persons registered in the second joint ownership document, and so on.
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Section I1I: Type of Ownership Rights
Mark the appropriate cell: 1)Lifetime inherited ownership; 2)Full economic authority ;

3)Operational management; 4)Permanent use; 5)Rent; 6)Private ownership.

Tvpe of a Document Establishing Rights
From the list given below, select one document establishing rights and mark the appropriate cell:

1)Certificate; 2)Government Deed; 3)Contract; 4)Regulation; 5)Registration Certificate; 6)

Resolution; 7) Decree; 8)Certification.

Document Description
Enter the exact name of the document in this space.

Document Number

Indicate the official document number assigned by the organization which issued this document.

Document Date of Issue

Indicate the document issue date. (day/month/year)

Commercial Space Data Card (secondary property)

Commercial space and apartments (secondary property) are properties which are inside a

building. For every apartment or commercial space a separate Card is filled out.

IDENTIFICATION

Card Number
This number is assigned after the Cards have been grouped together.

Tvpe of Operation

Create: Mark this cell if the card is used for adding information about a new land parcel or

building, or if it refers to a new structure on an existing land parcel.
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Change: Mark this cell if the card is used to update (change) information about an existing land
parcel or building/structure on the parcel.
Remove: Mark this cell for removing information about existing real estate from the data base.

Rules for using the function to remove information are given in the manual for data entry.

Cadastre Number for a Land Parcel (primary entry)
Enter the Cadastre Number for the land parcel assigned by the Land Committee.

Cadastre Number of the Building
If there are any buildings on the land parcel, input the numbers and letters of the technical

registration certificate (file) of these buildings from the BTI.

Cadastre Number of the Property ( apartments or commercial space)

If the property is an apartment, enter the apartment number; if it is a commercial space, enter the

commercial space number.

BUILDING LOCATION
In the event that information in a space designated as mandatory is incomplete or inexact, the

Card is set aside.

Street Name (mandatory)

Enter the street name, where the real estate property is located. If you do not know, enter

“unknown”.

Building Number
Enter the building number according to the record in the BTI technical registration certificate

files.
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Number of Apartment/Commercial Space

Enter the apartment number into this space, if the real estate property is an apartment. If the real
estate property is a non-residential commercial space in the building, the number of the

commercial space should be recorded in this space. Otherwise, leave the space blank.

Individual House Number

Enter the house number in accordance with the location of the real estate property.

Building Name or Other Spatial Information (optional

Enter any other spatial information which may be used for identify the real estate property.
CHARACTERISTICS OF THE APARTMENT/COMMERCIAL SPACE

Number of Taxpavers

Enter the number of taxpayers for the given building. Complete information for each taxpayer in
the Card “Taxpayers and Rights.”

Primary Use of the Building

Select one of the following: 1)Individual residential house; 2)Apartment building; 3)Parking
lot/garage; 4)Non-government establishments; 5)Services; 6)Trade; 7)Warehouse; 8)Small-scale
industry; 9) Large-scale industry; 10)Transportation; 11)Agriculture; 12)Government/military
establishment; 13)Education/culture/medicine/sports; 14)Hotel; 15)Cafe/Restaurant/Food
services; 16)Kiosks; 17)Others.

As a rule, the primary use of the building reflects more than 50% of its use. If a store is located
on the ground floor of a 10-story apartment building, the primary use of the building is
“apartments”. In the case of 50/50 use, both of the building’s uses are correct.

Total Area of the Building (mzl

Enter the total of all floor area of the building, including all apartments and commercial space.
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Inhabited Area gng

Enter the inhabited area of the apartment/commercial space up to an accuracy of one square

meter. If the area is not inhabited, this line does not have to be completed.

Kitchen Area jmzl
Size of the kitchen is only important for inhabited real estate properties, If the area is not

inhabited, this line does not have to be completed.

Number of Rooms

Individual: Enter the number of individual rooms.

Passageways: Enter the number of rooms which are connected by only one wall and have no

entrance onto the hallway. Entry into one of these rooms can only be through another room.

Number of Balconies

A balcony is described as a property having only one wall. Enter the number of balconies for the

apartment or commercial space.

Number of Lodges
A lodge is described as a structure which has at least two walls. Enter the number of lodges for

an apartment or commercial space.

Number of Telephone Lines
Enter the number of telephone lines inside the property.

Floor Number

Enter the property’s floor number.

BTI1 Appraisal
Enter the price according to the BTI appraisal.
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Inventory Date
Enter the date of the last inventory of characteristics of the property.

Information Source
Mark the appropriate cell, which shows the source of information used to complete this Card.
Choose from the following: 1)Technical registration certificate of the BTI; 2)Other source. Enter

the name of the document, sérial number and the issue date.

INFORMATION ON REAL ESTATE SALES
This section is for use in the future. The section is used only for transactions at “market price.”

There are two types of prices entered in this section:
1)Price determined by the appraiser, which prevails over the value modeled on a computer.

2)Actual market price, based on an actual real estate transaction. Selection of these prices is

determined by the “Source of Information”.
Source of Information on the Sales ,
The source of information must be verified. Choose from the following: 1)Government

institution; 2)Notary office; 3)Real estate agency; 4)Brokerage company; or 5)Other,

Sale Price (in rubles)

Input the actual price of the sale.

Month and Year of Sale
Input the date of the sale (transaction)

Section “Information about the Card preparer and data input operator”

Input the Card preparer’s identification number.
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Full Name of the Preparer (clearly)
Type in the full name of the Card preparer.

Card Completion Date
Input the date when the Card was signed and completed.

Signature of Card Preparer
The Card is signed by the Card preparer.

Data Input Operator’s Code
Input the identification number for the data input operator.

Full Name of Operator (clearly)
Type in the full name of the data input operator.

Data Input Completion Date
Enter the date when the Data Cards were entered into the computer.

Signature of the Data Input Operator
The Card is signed by the data input operator.

(Side 2)

Proprietor/Owner

Cadastre Number of the Land Parcel (Secondary entry)
Enter the Cadastre Number of the land parcel again into this cell.

INFORMATION ABOUT TAXPAYERS AND RIGHTS

The taxpayer can be the owner of the real estate or a renter. If he is a renter, enter the owner’s

last name.
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Last Name/Name of Organization 1
ATTENTION: the section about taxpayers and rights must be completed for each legal

entity/individual, who has a right to the real estate. Enter the last name of the taxpayer, if the
taxpayer is an “individual.” If the taxpayer is a “legal entity,” enter the name of the organization
in this space. If there is not enough space to enter the full name of the organization, you may

continue on the line “Name of Qrganization 2.”

First Name/ Name of Organization 2
Enter the first name of the taxpayer, if the taxpayer is an “'individual.” If the taxpayer is a “legal

entity,” you may continue entering the name of the organization in this space. This space can

also be used for an organization’s short name.

Patronymic/ Name of Organization 3
Enter the first name of the taxpayer, if the taxpayer is an ‘‘individual.” If the taxpayer is a “legal

entity,” you may continue entering the name of the organization in this space. This space can

also be used for an organization’s short name.

Date of Birth/ Registration Certificate
Enter the date of birth if the taxpayers is an “individual.” If a “legal entity,” enter the issue date

of the registration certificate.

District/City

Enter the name of the district or city, where the taxpayer lives or is permanently situated.

If the taxpayer lives or is pennanently situated at the same address as the real estate property,

this space may be left blank.

Street Name

Enter the street name where the taxpayer lives or is permanently situated.
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If the taxpayer lives or is permanently situated at the same address as the real estate property,

this space may be left blank.

Postal Code

Enter the postal code where the taxpayer lives or is permanently situated.

If the taxpayer lives or is perrhanently situated at the same address as the real estate property,
this space may be left blank.

Apartment Number
Enter the apartment number where the taxpayer lives or is permanently situated.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space may be left blank.

Individual House Number

Enter the house number where the taxpayer lives or is permanently situated.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space may be left blank.

Building Number
Enter the building number where the taxpayer lives or is permanently situated.

If the taxpayer lives or is permanently situated at the same address as the real estate property,
this space may be left blank. '

Building Name or Other Spatial Information
Enter any additional information which helps identify the location of the real estate property.
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If the taxpayer lives or is permanently situated at the same address as the real estate property,

this space may be left blank.

Subject’s Rights
ATTENTION: There are three sections for information about a person’s rights. One section
determines the ownership type, the second section indicates the form of the rights, and the third

indicates the type of rights. A selection must be chosen for each section.

Section 1: Property Type
Mark the appropriate cell: 1)Federal ownership; 2)District ownership; 3)Municipal ownership;

4)Private ownership.

Section I1: Property right form
Mark the corresponding cell: 1)Shared (divided) ownership; 2)Joint (undivided) ownership;

3)Private ownership; 4)Joint/shared ownership.

Share:
Enter the share of the property owned as indicated in the BTI files or the Land Committee. The

share can be indicated in percentage or as a fraction of total area.

Joint Property Code:
ATTENTION: This code will be used if there are joint rights to real estate. Information on each

person and right must be entered for each participant in the joint property. Every participant has
an equal share. Every participant entered on the joint property document must have the same

code.

Enter code “A” for each person registered in the first joint property document. Enter code “B”

for all persons registered in the second joint property document, and so on.
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Section III: Tvpes of Ownership Rights
Mark the appropriate cell: 1)Lifetime inherited ownership; 2)Full economic authority;

3)Operational maintenance; 4)Permanent use; 5)Rent; 6)Private ownership.

Tvpe of Document Establishing Rights
From the list given below, select one document establishing rights, and mark the appropriate
cell: 1)Certificate; 2)Government Deed; 3)Contract; 4)Regulation; 5)Registration certificate; 6)

Resolution; 7) Decree; 8)Certification.

Document Description

Enter the exact name of the document in this space.

Document Number

Indicate the official document number assigned by the organization which issued this document.

Document Date of Issue

Indicate the document issue date. (day/month/year)
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APPENDIX III

SAMPLE DATA FORM: LAND
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m UcTouHuk
nHdopmaunn  HoxymeHt cepun Ne Jflara sbiaaun
HcTouHuK .
m“mpmuu” T Y Y
nponaxe \ena xynnu-npoaasas (py6.) MECALl M Foa NPOAaNV
D 1 yr?f;%:':‘%"‘) D 2 Horapwnyc D 3 PranTtop |:| 4 Bpokep D 5 Apyrwe
I T T
Koa coctasutens  ©.1.0. cocrasutens (pa3Sopuneo) fara Moanuch
I I
Koa onepatopa @.1.0. oneparopa (pa3Gop4neo) lara Moanucy

Form 97-01 - REIS+ 16.02.98 09:11
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NPABOOBIAONATESb kaprouka Nely| | | |

KapacTpoBbii HOMep y4acTka

(sl ofs[2f )| [ [l I sl L[] ]

OGnacrs Mlopoa 3oHa Maccue Keapran  Ywacrtok

I TR A N T A T I T O oo S N NN N A B
QaMnINA KNK HadsaHne oprannIaumun

. TSN TR ONEE WURE MUK NENURN ISR NN (N VNS NN SN NN SO SN
A Y O O O O O O IO I O Fopoa [r—
VMR Mnn npogonxerne HasBaHuA OPranndauni (RN TOREN WS SN D SN SN SRR TR SO SN B |
I N Y T O I I O yua
OTuecTso NNK NPOAOIIXKEHWE HAIBAHWA OPraHWIaLUNN Poute Lttt .o
Oon. wnhopmaunn
m D MacnopT D Per. cangetenscrao D Dpyron
doxymeHT cepun Ne [lata sbipaun
Tun D 1 ®epepanbHan D 2 OGnacTtHan D 3 MyHnynnanoHas D 4 Yacrnasn

cobCTBEHHOCTH

1 NHavBnayanoHan D 2 Nonesan D 3 CommecTHan D 4 CoBmecTHO-A0Nesan
®opma npaBa "

cobceennocT  fonal L L | | | / N O O O | Kon cosm.cobere.l | |

m D 1 YacTHan coScTs. D 2 Noxm3MeHHO® HACH. BnajeHne D 3 NoctoRnHoe NoNL3oBanne
Twun npasa [:] 4 MNonHoe xo03.seaeHne D 5 OnepaTtneMoe ynpasnexne D 6 Apenpa
D 1 Dorosop D 4 Pacnopaxexne Homapuyc:
D ar I_—_, p D Baxpomeesa l:| KoxppaTtosa D Huxonaesa
Hdokyment oc. axr S Per. yaocTosep. (O Roxyusesa [ Nucxasew [ Cemenosa
[J 3cnpasxa [] 6 Comaerenncrao O epwmosa ] Mupowosa [ Liapesa
Onucanne farta n Ne

AOKyMENTa Ne Dara perncrp.

Ll b L bl b L L Ll ety L L 11 1 1 1

Gamnnua nnu HassaMne Oprannsaunn

| T I N . | Lt .t t ]
Lttt ity = o ’
MR nnn NPOAONMXKESHNE HAJBAHMA OpPranNnsaunn 1 1 1 1 1 3 1 [ 1 1 H ] i}
RN

PDoste (1t .t i [~ T U S SN N |

OTNECTBO #NKM NPOROMKEHNE HAIDAHWA OPraHK3aLUnK
Oon. nuchopmaunn

m D Nacnopt Cl_Per. CBMAETeNLCTBO D Apyron
OdoxymeHt

cepnA Ne Jlata suiaauu —
Tun D 1 ®degepansHan E} 2 O6nacrnan D 3 MyHnumnansHan D 4 YacThan
cobcTBeHHOCTH
l:] 1 MinanenayanoHan D 2 Donesas |:] 3 Cosmectnan D 4 ConmecTHO-R0NEBaR
®opma npaBa
m cobereennocty _ BonalL L L I L | o001 Koa coem.cobere.l__| |
D 1 YactHan coScers. D 2 Tk Hacn. Bnaj D 3 MocToRnHoe nonbiosanne
m Tun npasa (] 4 Nonwoe xo3.seaenne [ 5 Onepauenoe ynpasnenne [T] 6 Aperaa

D 1 Rorosop D 4 Pacnopaxenne Homapuyec:

D BaxpouunD Konnpm'anaD Huxonaesa
DoxymenTt D 2foc. axr D 5 Per. yaoctosep. O Doxyvaesa O neicxaseu D Cemenosa

[(J 3cnpaska [] 6 Camaerenscrao ‘ [ eq¢umosa ] Muponora [ Liapesa
Onucanne Data n Ne
AOKyMeHTa Ne Dara .. perncrp.
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LAND LOT card#___

Land lot’s cadastre # __ Create __ Change County City Zone District Block
Lot __ Remove

Street House Building

Additional Information

Number Of Rightful Owners

Check one
Main usage of the land parcel __1 Individual residential house __7 Storehouse __13 Education, Sport, Medicine, Agriculture __ 2
Condominiuvm___8 Small Industry __ 14 Hotel

__3 Parking, garage __9 Large-scale industry __15 Restaurant, Cafe
4 Non-government establishment __10 Transport __16 Kiosk

_..5 Service 11 Agriculure _17 Other

_ 6 Trade __12 Government Military establishment

Check one

Land Category __1 Agriculture __3 Industry __5 Forest fund __7 Reserve _ 2 City __4 Nature Preservation __ 6 Water Fund

Check one
Land Usage _ 1 Farm __2 Ind. Resident. Construct. __3 Gardening __ 4 Garage __5Cottage building __6 Live-stock Farming. __7

Enterprise __8 Agriculture __9City Lands __10 Forestry __11 Land reserve __12 Water Economy __13 Personal Parcel __14 __15
___Under Construction

Area (M%) Zone Code Amount of year’s

taxes Amount of year’s rent

__Technical Account __Lot’s Plan __ Act of Borders __Certificate

Check one

Information Source Document Series___# Date given out

Check one

Source of information about the sale / Price buy-sell Month year of sale _1 Gov’t (Municipal) _2
Notary __3 Realior __4 Broker __5 Other establishment
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Compiler’s Code Last Name First Name

Patronymic of Preparer Date Signature

Operator’s Code Last Name First Namne

Patronymic of Preparer Date Signature
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Right holder Card# __ _ __

Commercial space Cadastre Number 60 : 27 : : County City Zone District Block
Lot

Date of birth or creation Last name or the name of Organization

First name or the name of Organization(cont.) City Zip Code

Patronymic or the name of Organization{cont.)

Street House # Apt #

Additional Information __1 Passport __2 Registration
Certificate __3 Other

Check one

Document series # date given out

Check one
Property type _ 1 Federal__2 Region __3 Municipal __4 Private

Check one

Form of property right __ 1 Individual __2 Share-holding __3 Joint __4 Joint-sharing Share / Joint
Property Code __ __1 Private property _ 2 Lifetime inherited ownership __3 Permanent usage

Check one

Right type _ 4 Complete Economic mzanagement __5 Operational control __6 Rent __1 Contract __ 4 Order NOTARY _ 2 Gov't Act _S

Reg. Cert. __Vahremeev __Kondratova _ Nikolaeva

Check one
Document __3 Reference __ 6 Certificate __Dokuchaeva __Liskaetz __Semenova __Efimova __Mironova __Tzareva
Document Description # Date Registration date and #
Date of birth or creation Last name or the name of Organization
First name or the name of Organization(cont.) City Zip Code
Patronymic or the name of Organization(cont.)
Street House # Apt #
Additional Information __1 Passport __ 2 Registration

Certificate __ 3 Other

Check one
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Document series, # date given out

Check one

Property type property right _ 1 Federal __2 Region __3 Municipal __4 Private

Check one

Form of Right type __I Individual __2 Share-holding __3 Joint __4 Joint-sharing Share Joint Property
Code __ __1 Private property __2 Lifetime inherited ownership __3 Permanent usage Check one __4 Complete Economic
management __5 Operational control __6 Rent __1 Contract __4 Order NOTARY __2Gov't Act__ 5 Reg. Cert. __Vahremeev

__Kondratova __Nikolaeva

Check one
Document __3 Reference __ 6 Certificate __Dokuchaeva __ Liskaetz __Semenova __Efimova __Mironova __Tzareva
Document Description L7 Date Registration date and #
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APPENDIX IV

SAMPLE DATA FORM: BUILDING
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30AHMUE (nepBUYHBLIN 06HEKT) “kaprouaNeD| | | |

KapacTpoBbi#t HOMep 3aaHua [ coananve
sl ofs2l2 =l | L JL L JL L L L L LI m—
O6nactb Mopoa 3oHa Maccwa Ksapran YyacTox Reno BTU Jflwrepa
I S VO I O O A 0 IO I I I Y
Ynuua . Oom Ne CtpoeHue Tunoeas cepna N2
AononuntensHan

VHOPMBUMA

m Konuuecreo npasoobnanarenen l I

m OCHOBHOE MCNONb30BaHKe 3QAHUSA, COOPYKEHMA

Obpasosanne, Cnopt
D 1 Wna. xnunoi aom D 7 Cxnaawbl |___| 13 Mezuuuna. KyneTypa
D 2 MHOroKBapTUPHbIA AOM |:] 8 Manas NPOMbILINEHHOCTD D 14 FocTvnvua
D 3 Cronnka, rapax D 9 KpynHan NpoMbiLLNEHHOCTD D 15 Pectopan, xace
] 4 Herocyaap. yupemaenmne ] 10 Tpanenopr ] 16 Kuocx
(5 cepanc [ 11Cenexosaicreo [ 17 apyrve
Focyna ., BOGHHDEe

[ & Toproans 12 wﬁmﬁr:e
I I I L1 ] T I B I L
OSwan nnowags Cp. BbicoTa Kon-so MNnowaae nog Kon-Bo
aganmna (MF) noronxa (CM) Taxen ananvem (M) nupToR
R I N U N Y T I T I O I T O S OO R O A
lF'op noctponkw Top pexan. pem. op mHpeHT, % naHoca. CrormocTk no AanHsim BTH (pyS.)
m Twun cTeH D 1 NanencHuie D 3 Bnovnme D 5 Crexno+Crans D 7 Qpyrwe

D 2 Knpnwi D 4 [lepensnHbie D 6 MeTtann D 8 Her

m BnaroycrTpoicTeo O 3nexrpoocs. [_] Liewrp. otonn. O Bononposoa O Fop. soaa [_] Teneon [ rapax

m P— [ Texuwiecknir nacnopt ETM [} fipyroit

nHopmMmaunm [LoxymenT cepur Ne [laTta sonaun
WUcTouHnk

M“mpuaumo IR B B BN R AR Y
npopaxe Lena xynnu-npogaxat (py5.) MEeCHU K roa Npoaarct

D 1#&:‘&“ Dzﬂmapnyc DSPmmop D4Epoxep Dsnpyme

I

Kog cocrasutens  ©.W1.0. cocrasurens (pa3Bopumnso) fata Noanues

N T I I

Kog onepatopa  @.11.0. onepatopa (pa3sopunso) Dara Noanwncs

Form 97-01 - REIS+ 16.02,98 09:18
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NPABOOBJIAOATEIDb kaprouka Ney| | | |

KapacTpoBhbiit HOMep 3paHKuA

Ll o2z}l LU JLL gL LD L

Ofnacte Mlopoa  3oHa Maccus Keapran  Yuactok Oeno BTU Nurepa

T T O O O O T ot VOO I N B N N B

@amnnua unn Haspanue opraHnlaunn

LLl bttt == ' ro

VMR MNK NPOAONXKEHNE HARIBAHWA OPraHMIaLNK | W | IR W DR TONE O | H | I

N T T T T O I ynen

Ovvectso unm NPCACIDKEHWE HRIBAHWA OPraHn3aunn

Aon. nHpopmaumna
D MNacnopt D Per. caupetenscrso D Apyron
DoxymeHT

cepuR Ne Jlata swinaun -

Twn [[] 1 ®enepansuan  [_] 2 06nactuan [[]3 Mynnumnanenan [ 4 Yactwan
COBCTBEHHOCTH

" ®opma npaBga /
cobcrBeHHocTw  flonal | | | L I 1 4L 1)) Kon coem.cobcre.l ||

m D 1 YacrHan cobere. E] 2 ToXMIHEHHOE HAach. BhaaeHne D 3 MOCTORKHO® NONBL3DBAHKUE
Twun npasa D 4 Monkoe xod.senexne |:| 5 OnepatnpHoe ynpaencHne D 6 Apenaa

D 1 NHANBMRYANbHAR D 2 flonesan D 3 CosmecTnan D 4 CosmecCTHO-pONeBan

D 1 Rorosop D 4 Pacnopaxenne Homapuyec:

D Baxpomeepa D KongparToma D Hwkonaesa
DokymeHT D 2foe. axt D 5 Per. yaocTosep. O noxyvaesa [] nuckasey [ Cewmenora

D 3 Cnpaexa |:| 6 Cenperenscrac O edwumosa [J Mupowosa [] Uiapesa
Onncanne Darta n Ne
AOKYMEHTA Ne Nata perncTp.

[arta poxaenus

N N O N U T O O Ot | wmcosgamma(umry Lol 1 [ 1 1 |
DaMuNKA nNu Hapanve Opravnaynm

 — i 1 i 1 i i ) 1 1 1 1 H 1 i
AN T N N O T N Y A A I Topaa Waes
ViMA MW NPOSONXEHNE HAIBAHWA OPTaHN3aLUNK [ O TN SN WO NN NN T S N B
T T N O T A I I O i

PouNe Lt 1 1 | [T T T T B

OTuecTBO WNK NPOAOIIKEHNE HAIBAHWA OPTAHWIELNK
fon. nibopmauymns

M D Macnopr D Per. canpetenscrao D Apyroa
Doxyment i

cepua Ne Jlata Buipauy —an
m Tun D 1 ®epepansHan D 2 O6nacTHan DS MyHuunnansHan D 4 HacTHag
cobcTaeHHOCTH :
D 1 MHANBKAYANbHAR D 2 Donesan D 3 CopmecTHan D 4 CoBmecTHo-goneBan
m ®opma npasa /
cobereenwoctw __ fonal L L L 1 1L 1 L 1 1 | || Kog coem.cobere._ 1|
D 1 YactHan cobere. D 2 TMoxMIHEHHOS HAch. BnaneHwe D 3 NocTonHHOE NONLIOBRHKE
Tun npasa D 4 MNonrnoe x03.sepeHne D 5 OnepatusHOe ynpasnenune D 6 Apenaa

Homapuyec:
1 4 Pacnopaxenne
(] 1 Aorosop [] 4 Pacnoprxex [ Baxpomeesa [] Konapatosa [J Huxonaesa

m noxyuem' D 2lec. axr D 5 Per. yaoctosep. D Roxyuaesa [:| Jinickasey D CemenoBa

] 3cnpasxa [_] & Comnerenscrao O eqgumora [ Muponosa [ Liapesa
Onucanne faTta n Ne
AOKYMEHTa Ne Dava permcTp.
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Building (Primary Property) Card# _

Building Cadastre Number __ Create ' __ Change County City Zone
District Block Lot __ Remove

Street House  Building

Additional Information

Number Of Lawful Owners

Check one
Main usage of the building, construction __1Individual residential house __7 Warehouse __Education, Sports, Medicine,

Agriculure __ Apartment building __Small-scale Industry __Hotel

_ Parking, garage ~ __Large-scale industry __Restaurant, Cafe
__Non-government enterprise __Transportation __Kiosk

__Service __Agriculture __Other

__Trade _ Govemment/Military establishment

TOTAL Area of Bui]ding(mz) Avg. Height of

Ceiling Number of Floors Area at ground leve](mz) # of elevators

Year built Year of remodel Year of inventory % of wear Cost using BT! information

Check one

Wall Type __1 Panel __3 Block __5 Glass-steel __7 Other _2Brick  __4 Wooden __6 Metal

Check one
Services and Amenities _ Electricity _ Central heating __ Cold water __Hot Water __Telephone __Garage

Check one

Information Source Document Series___# Date given out Technical Passport __Other

Check one

Source of information about the sale / Price buy-sell Month year of sale __1 Gov’t (Municipal) __2
Notary __3 Realtor __4 Broker _5 Other establishment
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Compiler's Code Last Name First Name

Patronymic of Preparer Date Signature

Operator’'s Code Last Name First Name

Patronymic of Preparer Date Signature
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Right holder Card# ____ __

Commercial space Cadastre Number 60 : 27 : : : County City Zone
District Block Lot BTI case Letter

Date of birth or creation Last name or the name of Organization

First name or the name of Organization(cont.) City Zip Code

Patronymic or the name of Organization(cont.)

Street House # Apt #

Additional Information 1

Check one

Document series # date given out Passport __2 Registration Certificate __3 Other
Check one

Property type __| Federal __2 Region __3 Municipal __4 Private

Check one
Form of property right _ 1 Individual _ 2 Share-holding __3 Joint __4 Joint-sharing Share / Joint

Property Code __

__1 Private property __2 Lifetime inherited ownership __3 Permanent usage

Check one

Right type __4 Complete Economic management __5 Operational control __6 Rent __1 Contract __4 Order NOTARY __2 Gov't Act __5

Reg. Cert. _ Vahremeev __Kondratova __Nikolaeva

Check one
Document __3 Reference __6 Centificate _Dokuchaeva __ Liskaetz __Semenova __Efimova __Mironova __Tzareva
Document Description # __ Date Registration date and #
Date of birth or creation Last name or the name of Organization
First name or the name of Organization(cont.) City Zip Code
Patronymic or the name of Organization(cont.)
Street House # Apt #
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Additional Information __1 Passport __2 Registration
Certificate __3 Other

Check one

Document series # date given out

Check one
Property type __1 Federal __2 Region __3 Municipal __4 Private

Check one

Form of property right __1 individual _ 2 Share-holding __3 Joint __4 Joint-sharing Share / Joint
Property Code __ __1 Private property __2 Lifetime inherited ownership __3 Permanent usage

Check one

Right type _ 4 Complete Economic management __5 Operational control __6 Rent __I Contract __4 Order NOTARY __2 Gov't Act _5

Reg. Cert. __Vahremeev __Kondratova __ Nikolaeva

Check one
Document __3 Reference __6 Centificate _ Dokuchaeva __Liskaetz _Semenova __Efimova __ Mironova __Tzareva
Document Description # Date Registration date and #
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APPENDIX V

SAMPLE DATA FORM: COMMERCIAL SPACE
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NOMELLUEHUE (BTOpMUHBLIA 06BbeKT)  raprouwaNely| | | |

KapnacTpoBbin HOMep NnoMeLeHus

DCmmm
e Lof:l2 L7 sl LI LB LD DI ] L
O6nacts Fopoa 3oHa Maccke Keapran  Yuactox  [leno BT fiutepa Mowewenwe _| Yaanenne
A N T TN N N T O O O O O I T N O I N OO O
Ynuua . oM CrpoeHue Ksapthpa
JononwurensHan
WHPOPMaBLMA
m Konuuecteo npasoobnanarenem - HANOroNNaTeNbLIMKOB | l |
m Bua ncnonbaoBaHMA NOMEeHHA
] 1 oraensmsii aom ] 7 Crnagw O am’fmo'g“"m'
D 2 Ksaptvipa D BM, NPOMBILLN CTh D 14T ua
D 3 CroRnHxa, rapax D 9 KpynHan NpoMbILINeHHOCTS D 15 Ketpe, pecropan
] 4 Herocyneperaersui ocome [ 10 Tpancnopr ] 16 Knoex
D 5 OBcnymusarme D 11 CenncxoxcanicTaenHoe D 17 Dpyroe
D 6 Maraaus, PO3HWIHan Topr. D 12 ;SCDII;AO::::. ANMUHKCTP.
III!IIJIJII|!HII[JIKK::::,L_I_LJL_J_LJ
OGwan nnowans (M)  XKunan nnowaas (M)  Mnowans kyxrm (M) Otaensnbix Mpoxaannix
R T N O O T O O [ O T T T N T T N OO I O I I
Bankoros Jlopxwi  Tenegoros Ne 3Tama CrommocTs no psrMeim BTH (py6.) Ton cuerm

m EnaroycrpoitcTao L 2nexmpoocs. [ uswrp. oronn. [ Bagonposoa [ rop. saas [ Tenewou [ mycoponposaa

m MeTounnk |:| TexHuueckun nachopt BTU D Apyroi

WHopmaunwn a - cepim Ne Retasspewv____

He
A N T N [ NI ) 2 A
o npopaxe Llexa kynnu-nponexu (pyb.) MECAL ¥ ol NPoREXH
O 1 e lrwn) [ 2Horepye [ J3pwamop  [J4Bpocep [ 5 apyrwe
I T
Koa cocraswrens @ WU.0. coctasurenn (paiSopumso) fara MNoanuce

I
Koa onepatopa  ©.1.0. onepatopa {pa3bopunso) fata Moanncs
Form 97-01 - REiS+ 16.02.98 09:28
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NMPABOOBJIAOATEIb kaprouka Ne) | | | |

KapactpoBbit HoMep NoMeLleHKUA

Lol ofsl2fz sl [ gL L L L LB L L]

O6nacts l'opon  3ona Maccue Keapran Yuactok  fleno ETW Jiutepa Mometwenve

Ll Ll L Ll Ll g g s L L 1 1 1 1 1
Damunua nnu Haasanne opraHnlaunmn

O N N A I Fopoa Vowtons

ma unn NPOAOCNMEHUE HAIBANWUA OPIaHN3IaUNK 1 1 i 1 1 | i i i 1 1 1 ]

S I S N I o

OTuecTso nNK NPORCIIKEHWE HAIBAHWA OPraHU3aLIMK
Aon. uipopmaunn

m [:] Macnopr D Per. cannerenncrso D Apyron
DokymeHT

cepun Ne Java sblaaum, e
Tvn D 1 ©epepanchan D 2 OGnacrwan D 3 MynuumnanbHan D 4 Yactnas
cobcTBeHHOCTH
1 MnavenayansHan D 2 fonesan D 3 CosmecThan D 4 CosmecTHO-aONEBaR
dopma npasa / i
cobcteewwoctw  flona L L 1 L 1 I/ | L V111 Koa coem.coberal ||
m D 1 YacTHan cobeTs. D 2 Moxa3aveHHoe Hacn. Bnagexne D 3 MNocTosHHOe nonblIoBaHne
Tun npasa [C] 4 nonnoe xos.senenne [_| 5 Onepatusoe ynpasnenue ] &6 Apemaa
I:I 1 Oorosop D 4 Pacnoprxenne Homa puyc:
D D Baxpomeesa D Kou.npa'rosaD Huxonaesa
DokymeHT D 2 Foc. axr 5 Per. yaocrosep. O Doxyvaesa D JNuickasen D Cemenona
D 3 Cnpasxa D 6 Ceuperenscrso O edvumora [J Mupowosa [] Uapesa
Onwcanne Aara wn N2

ROKYMEHTa Ne » Darta pervcTp.

DaTta poxaeHnn

'llllllJIl-||!'|l|||'muwuanm(u.u.r)l!lllll

Damnnua unu Hassanue oprannlaummn

i } L ! 1 1 oL i 1 1 A i 1 1 I
AN N N N N N N [ O N Y N I Fopoa Waee
VIMA unu NPoRONNEHWUE HAIBAHNA OPraHN3IaLIMK I T T TR T TR N T T N R A
U N N N T O e A Y
DosaNe L1 1 1 1 Kesprwpa. N | 1 .t { |
OTYecTBO MNK NPORONKEHNE HAIBAHWA OPraHU3aUMK
Aon. nucopmauna
m |:] RNacnopr D Per. canaerenncrso D Opyron
DoxymeHT cepus Ne AaTta Bbaaum
Tun D 1 ©epepansHan D 2 O6nacTHas DJMynuuﬂnanwau ] 4 Yacrnan
Co6CTBEHHOCTH — ' -
D 1 MmavsnayansHan D 2 fonesasn D 3 CosmectHan D 4 CobmecTHO-pOnesan
m ®opma npasa /
cobcreennoctn __ fons L L L 1 | I°L 1 1 | | I | | Koa coem.coberel ||
D'1 YacTHan coScrs. D 2 Noxx3nenHoe HACH. BRaaeHne E] 3 Mocrosannoe nonn3osanne
Tun npasa D 4 MonHoe xo3.segexue D‘SOneparunnoeynpnnnenue D'SAperu:a

Homapuyec:

1 4 PacnopskeHne

D Rorosop D P D Baxpomeesa D Kompaton[:] Hwxonaesa
AOKYMEHT D 2 Moc. axr D S Per. ynocTtosep. D Doxyusesa D Nuickasey D Cemenona

[J 3cnpasxa [ ] 6 Cemnerenscrao O ecwmora ] Muponosa [ Lapesa
Onucanune Aara n Ne
ROKyMEHTa Ne Aara parvcTp.
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Commercial space (Secondary Property) Card# __

Commercial space Cadastre Number _ Create _60 : 27 :
Change County City Zone District Block Lot BT1 case Letter Build. Space __ Remove

Street House Building

Additional Information

Number Of Rightful Owners

Check one Type of space usage __| Individual residential house __7 Storchouse  __13 Education, Sport, Medicine, Agriculture _2
Apartment __8 Small Industry __14 Hotel

__3 Parking, garage __9 Large-scale industry ___15 Restaurant, Cafe
__4 Non-government establishment __10 Transport ___16 Kiosk
__5 Service __11 Agriculure  __17 Other

__6 Store, retail trade __12 Government Military establishment

# of rooms Total Arca (M? ) Residential Arca(M?)

Kitchen Area(Mz) Separate Intercommunicating Balcony

Lodges Telephones # of Fioor Cost Using BTI Data (Rubles) Year of appraisal

Check one
Equipping with services __ Electric supply __Central heat _Water supply __Hot Water and utilities __ Telephone __Garbage chute

Check one

Information Source _ Technical Passport BTI __Other Document Series____ # Date given out

Check one

Source of information about the sale / Price buy-sell Month year of sale __1 Gov't (Municipal) _ 2
Notary _ 3 Realtor __4 Broker __5 Other establishment

Compiler’s Code Last Name First Name

Patronymic of Preparer Date Signature

Operator’s Code Last Name First

Name Patronymic of Preparer Date Signature
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Right holder card# _ _ __

Commercial space Cadastre Number 60 : 27 : : : County City

Zone District Block Lot BTI case Letter Commercial space

Date of birth or creation Last name or the name of Organization

First name or the name of Organization(cont.) City Zip Code

Patronymic or the name of Organization(cont.)

Street House # Apt #

Additional Information
Certificate __3 Other

Check one

Document

__1 Passport __2 Registration

series # date given out

Check one

Property type _ 1 Federal __2 Region __3 Municipal __4 Private

Check one

Form of property right __1 Individual __2 Share-holding __3 Joint __4 Joint-sharing Share / Joint
Property Code __ __1'Private property __2 Lifetime inherited ownership __3 Permanent usage

Check one

Right type __4 Complete Economic management __5 Operational control __6 Rent __1 Contract __4 Order NOTARY __2 Gov't Act __5

Reg. Cert. __Vahremeev __Kondratova __Nikolaeva

Check one

Document __3 Reference __ 6 Centificate __Dokuchaeva __ Liskaetz __Semenova __Efimova _ Mironova __Tzareva

Document Description

# Date, Registration date and #

Date of birth or creation " Last name or the name of Organization

First name or the name of Organization(cont.) City Zip Code

Patronymic or the name of Organization(cont.)

Street House # Apt #

Additional Information
Certificate __3 Other

Check one

__1 Passport __ 2 Registration
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Document series_ # date given out

Check one

Property type _ 1 Federal __2 Region __3 Municipal __4 Private

Check one

Form of property right _ t Individual __2 Share-holding __3 Joint __ 4 Joint-sharing Share / Joint
Property Code __ __1 Private property __ 2 Lifetime inherited ownership __3 Permanent usage

Check one

Right type _ 4 Complete Economic management __5 Operational control __6 Rent __1 Contract __4 Order NOTARY __2 Gov't Act __5

Reg. Cert. __Vahremeev __Kondratova __ Nikolaeva

Check one

Document __3 Reference __ 6 Centificate __Dokuchaeva __Liskactz __Semenova __Efimova __Mironova __Tzareva

Document Description # Date Registration date and #
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_ APPENDIX VI
SAMPLE DATA FORM: RIGHT HOLDER (ADDITIONAL CARD)
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NMPABOOBNALOATENbL nononHutensHan kaptouka Nel| | | |

KapacTpoBbin HOMep y4yacTKa (30aHusA, NOMeLWeHHs)

Lol ofe 2w fe| [0 JLL LD L LD LI L L] ]

O6bnact, Mopog 3oxa Maccue Keapran  Ywacrok Deno BTU Jlutepa Momewenne

" Baraposaenmn
I N T YO T O T O O O wmcosamaumn L1 1 | 1 | |
Oamunua wnm Haapawue oprannsaunmn

Lt bttty P— ase

VMR Win NPOJOIDKEHNE Ha3BAHWA OPraHN3aLUNNA L

N N O B v

OTUECTEO WNK NPOAOIDKEHWE HAIBAHHA OPraHU3aLAN
Oon. nibopmauns

m (] nacnopr ] Per. cangerenserso [ Apyroi
fdoxymenr

— —cepn__ Ne_  [Natamegavi__
m Tun [(] 1 cenepanchan  [] 2 OBnactvan (] 3Mysmumnanshas [ 4 Yacruan
cobcrBenHoCTH
m ®opma npasa [J 1wwavenayanswas [] 2 Ronesan [] 3 Conmecrnan [] 4 Commecrno-aonesas
coberenwoct  ponal | | | | V1 1 1 11 1) Koncoemcoserel I
M D 1 Yactuan cobcre. D 2 MMonmsnerHoe Hach. BnaneHne D 3 MocTonKHoE NonbIoBaHKe
Tun npasa D 4 MonMoe x03.BajeHne D 5 OnepaTtuBHOe ynpannauue D 6 Aperaa
: Homapuyec:
1 foresop 4 PacnopsoxkeHne
g D " D Baxpomeesa O Konpparosa D Huxonaesa
DoxymeHT 2foc. arr []5Per.va P O poxyusesa [ Nuxcxaseu [ Cemenora
D 3 Cnpamxa |:| 6 Canaerenscrso O Echumosa O Muporosa O Lapesa
Onucanwe Oara
AOKYMEHTa N Dara pemvcTp.
» D.m POWAEHHR

Lot bttt bttt bttt wmcomemnumn L1 1 1 1 | |

Qamnnna nunu Hassanne opraHnaaumn

e 1 L | S )
N N B A B R O O O I T B "
MMA 1N NPOJOIXEHHUE HA3BAHNA OPraHM3aUMn AR VN NN NN WU NS NN UUNN NUE N IS DO |
AR

nauhlllll P“Illl!

OT4ecTBO NNk NPOACITKEHHE HAIBAHWA OPFAHK3BUNN

JLlon. nchopMaumn

m D Nacnopr D Per. canpeTenscrec D Bpyroi
Aoxymety — o cepa_ N [lava moinavm

m Tun (] 1 venepansuan [ ] 2 Onacrvan [[] 3 Mynuusnanskan [ ] 4 Yacvan

cobCTBEHHOCTM

m ®opma npasa [0 1 vanenayansuan [ ] 20onesan [ ] 3 Cosmecrnan [ ] 4 Conmecrio-aonesan
cobermennoct pons| | 1 1 1)1 1 11 111  Koncommcoberal | |

m (] 1 Yacrwan cobiere. [] 2 Mowmsuenoe nacn. snagenmne [} 3 Nocroannoe nonssosanme
Tun npasa D 4 MonHoe xc3.seaeHwe D 5 OnepaTnaHoe ynpasneHue D 6 ApeHaa

(] 1 norosop  [[] 4 Pacnoprwenme Homapuyc:

D Baxpomeesa D Konaparona D Huxonaesa
m DoxymeHT [Jzroc. axr []5 Per. yaocroeer. O foxyvaesa [ nexcxaseu [] Cemencea

] 3cnpaska [ ] 6 Conerenscreo O] eqwmosa ] Muposora [ ULiapesa

OnucaHmne fara
AOKyMENTa Ne Aara pemcTp.
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U U T I Y B SR o N R N

DaminnA unK Haaganwe opraHMaaumm

L 1 H | I J{ | L L.l J i ] H i

A T N O O I O Topoa [
Wma unm nponorokenne Ha3BaHUA Oprannaaumv TS N T TN T T T N D T
I S I I O OO Yrwia
OTyYeCTBO WK NPOACIIKEHNE HAIBAHIA OPraHKIALAN Poute L | 11 e
Hon. wicbopmauna
m D Nacnopr D Per. canaeTenscreo D Apyron
Roxyment . — cepun Ne [ara Boinaun
M Tun [J 1 venepansuan ] 2 O6nacruan [ 3Mymmymansnan [] 4 Yacrian
cobcrBeHHOCTH -

J 1vnawemayansian [ 2 fonesan [) 3 Commecran [_] 4 Cosmectro-nonesas

m ®opma npabBa

COGCTBEHHOCTM  nopg| | | | | | I] l I | Kop coem.cobere.l | |

m (] 1 uacruan cobers. [_] 2 Nowmanennoe Hacn. Bnagenne | | 3 MocToanHoe nanb3osanme
Tun npasa D 4 MonHoe x03.8eaeHNe D § OnepaTvsHoe ynpaBneHve D 6 Aperga

[ 1horosop [ J 4P e Homapuye:

[0 Baxpomeesa [] Kompparosa [] Huxonaeea
M [oKymenT D 2loc. axr D 5 Per. ynoctosep. D Doxysaesa D J—— D Cemencea

[J acnpaexa [] 6 Comnerenscreo O edumosa [ Muporosa [ Liapesa
Onucanve Dara
RoKymeHTa . - Ne Dara pereTp.
LUl bbbl bl 1] ety L1 L L 1 1 |
Gamnunua nnu Haaganwe opranulaumm o 4 a4

L 1 ! 1 1

N N U I O [ U N Y O A O Topaa Waere
Vima mnu NPOROIMKEHWE HAIBAHWUA OPraHM3aLMK T N T T Y I e T
IR I T S O e A T O O O Ynwia
OTWECTBO W NPOROKEHNE HAIBAHWS OPraHV3ALMM Doube Lot i1 Kapneshe L1 1)
Pon. wichopmaLmn '

m [ nacnopr D Per. caugetenscrso || Apyron
DoxymeHT cepun N I

Tun
m COBCTEEHHOCTH [] 1 venepansian [ ] 2 OBnacmran [ 3 Mymmumnansuan [ 4 Hactwan
1 inawe bHan 2 BaR 3 CoamecTHan 4 CoamecTHo-ponesan
m ®opma npasa . navewayan D Hone O D A
cob6cTBeHHOCTH  flona L | | | | | NN Koa coem.cobere.l ||
m D 1 YacTnan cobere. [:] 2 Nowaarerroe Hach. anageHne |:| 3 MoCTosHHOE NONLIOBaHVE
Tun npasa ] 4nNonoe xoaeperme [ | 5 Oneparveroe ynpaenenve [] & Aperna

[] 1 norosop [] 4 Pacnopsoxenme Homapuyc:
D 2loc. axr DSP“‘YAW. [0 Baxpowmeesa [] kompparosa [] Huxonaesa

Roxyment [ Roxyusesa [ Nucxasey [ Cemeroea

] 3acnpaexa [ ] 6 Caunerenscrso O e [ Mapowosa [ Liapesa

Onwncarve Oara

ROKYMEHTa Ne Oara pemcTp.

I

Kop cocrasutens  ©.U.0. cocrasurens (pastopumso) Hfara Noanwcs

I I I

Kop onepatopa  ©.WU.0. onepaTtopa {palbopuvso) fara Nognues

Form 97-01 - REIS+ 16.02.68 09:35
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Right holder Additional Card #

Land Parcel’s Cadastre Number(building, commercial space) 60 : 27 :

: ‘ County City Zone District Block Lot BTI case Letter Commercial space

Date of birth or creation

Last name or the name of Organization

First name or the name of Organization(cont.) City Zip Code

Patronymic or the name of Organization(cont.)

Street House # Apt #

Additional Information
Certificate __3 Other

Check one
Document

__1 Passport __2 Registration

series # date given out

Check one

Property type __1 Federal __2 Region __3 Municipal __4 Private

Check one

Form of property right __| Individual __2 Share-holding __3 Joint __4 Joint-sharing Share / Joint
Property Code __1 Private property __2 Lifetime inherited ownership _3 Permanent usage

Check one

Right type _ 4 Complete Economic management __5 Operational control __6 Rent __| Contract __4 Order NOTARY __2 Gov’t Act _5

Reg. Cent. __Vahremeev __Kondratova __ Nikolaeva

Check one

Document __3 Reference __6 Certificate __Dokuchaeva __Liskaetz _Semenova __Efimova __Mironova __Tzareva

Document Description

# Date Registration date and #

Date of birth or creation

Last name or the name of Organization

First name or the name of Organization(cont.) City Zip Code

Patronymic or the name of Organization(cont.)

Street House # Apt #

Additional Information
Certificale __3 Other

Check one

__1 Passport __2 Registration
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Document series # date given out

Check one
Property type _ 1 Federal __2 Region __3 Municipal __4 Private’

Check one

Form of property right __1 Individual __2 Sharc-holding __3 Joint __4 Joint-sharing Share / Joint
Property Code __ __1 Private property _ 2 Lifetime inherited ownership __3 Perrnanent usage

Check one

Right type _ 4 Complete Economic management __5 Operational control __6 Rent __1 Contract __4 Order NOTARY __2 Gov't Act__5

Reg. Cert. __Vahremeev __Kondratova __Nikolaeva

Check one

Document __3 Reference __6 Certificate __ Dokuchaeva __ Liskaetz __Semenova __Efimova___Mironova __Tzareva

Document Description # Date Registration date and #

Date of birth or creation Last name or the name of Organization

First name or the name of Organization(cont.) City Zip Code

Patronymic or the name of Organization(cont.)

Street House # Apt #

Additional Information __1 Passport __2 Registration
Certificate __3 Other

Check one

Document series # date given out

m———

Check one
Property type _ | Federal __2 Region __3 Municipal _ 4 Private

Check one

Form of property right _ 1 Individual __ 2 Share-holding __3 Joint __4 Joint-sharing S_hare / Joint
Property Code _ __1 Private property __ 2 Lifetime inherited ownership __3 Permanent usage

Check one

Right type _ 4 Complete Economic management __5 Operational control __6 Rent __1 Contract __4 Order NOTARY __2 Gov't Act __5

Reg. Cert. __Vahremeev __Kondratova __Nikolaeva

Check one

Document __3 Reference __6 Centificate __Dokuchaeva __Liskaetz __Semenova __Efimova __Mironova __Tzareva
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Document Description # Date Registration date and #

Date of birth or creation Last name or the name of Organization

First name or the name of Organization(cont.) City Zip Code

Patronymnic or the name of Organization(cont.)

Street House # Apt #

Additional Information __I Passport __2 Registration
Centificate __3 Other

Check one
Document series # date given out

Check one
Property type __1 Federal __2 Region __3 Municipal __4 Private

Check one

Form of property right __1 Individual __2 Share-holding __3 Joint__4 Joint-sharing Share / Joint
Property Code _ __1 Private property __2 Lifetime inherited ownership __3 Permanent usage

Check one

Right type _ 4 Complcte Economic management __5 Operational control __6 Rent __1 Contract __4 Order NOTARY __2 Gov't Act_5

Reg. Cent. _ Vahremeev __Kondratova __Nikolaeva

Check one
Document __3 Reference __6 Certificate _Dokuchaeva __Liskaetz __Semenova __Efimova __Mironova __Tzareva
Document Description # Date Registration date and #

Compiler’s Code Last Name First

Name Patronymic of Preparer Date Signature

Operator’s Code Last Name First Name

Pawronymic of Preparer Date Signature
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APPENDIX I

TAX IMPACT ESTIMATE
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Revenue Requirements (E6) Tax Only| Tax and Rent | ]

Asset Tax 17,900 17,900 First-Draft Tax Base Estimates -- For Discussion

Purposes Only, For Borovichi - From a Talk
April 24, 1998

Land Tax 1,274 1,274

Phys Persons Property 327 327

Land Rent 3,069

Non-Residential Property Rent 1,094

NAIM 42

TOTAL 19,501 23,706
, (Using Mid Ranges) Unit Values (R/m*2)| Base Estimate Extremes

Tax (& Tax+Rent) Base Estimates mh2 Min Max Min Max
(E6) ‘

Apartments (owned) 658 658 526,541 900 - 1600 474 842

Individual Houses 385 385 334,908 - 300] . 2000 100 670

Commercial property 52 52 32,358 _700| - 2500 23 81

Dachas 76 76 94,649 - 400| .. 1200 38 114

Garages 51 51 - 119,831] .~ 250] -~ .- 600 30 72

Industrial property 202 202  269,436] - 200 1300 54 350

Land in pvt ownership & 922 922| 12,050,000f - 19] = 134 229 1,615

inherited . BN

Leased & Rented Com'l ppty 3] 28,961 30 150 1 4

Rented Land 10,268 10,970,000 288| - 1584 3,159 17,376

Apartments (municipal) 541 432,634 900 1600 389 692

TOTAL . 2,346 13,157 4,497 21,817

Tax (or Tax+Rent) Rate Necessary 831% 180% 527% © 109%
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Revenue Requirements (E6)

Tax Only| Tax and Rent

l

Asset Tax 5,441 5,441 First-Draft Tax Base Estimates -- For Discussion
Purposes Only, For Staraya Russa -— From a
Talk April 24, 1998
Land Tax
Phys Persons Property 176 176
Land Rent
Non-Residential Property Rent 486
NAIM
TOTAL 5,617 6,103
(Using Mid Ranges) Unit Values (R/m*2)| Base Estimate Extremes
Tax (& Tax+Rent) Base Estimates mh2 Min Max Min Max
(E6) : ’ .
Apartments (owned) 410 410 327,600 900 1600 295 524
Individual Houses 279 279 242,800 300 2000 73 486
Commercial property - - 700 2500 - -
Dachas - - 400 1200 - -
Garages - - 250 600 - -
Industrial property - - 200 1300 - -
Land in pvt ownrship & inherited 606 606 7,920,000 " 19 134 150 1,061
Leased & Rented Com'l ppty - 30 150 - -
Rented Land : - 288] . 1584 - -
Apartments (municipal) : - 900 1600 - -
TOTAL 1,295 1,295 Note: These rates 518 2,071
are for Borovichi,
Not Staraya Russa
Tax (or Tax+Rent) Rate Necessary 434% 471% 1178% 295%
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Tpeboeanus Hoxoda (E6) Hanor Hanor n ApeniHan nnarta
Tonbko
Axtus Hanor 17,900 17,900 First-Draft Tax Base Estimates -- For Discussion
Purposes Only, For Borovichi -- From a Talk
April 24, 1998

3emna Hanor 1,274 1,274

Phys CobcrBeHHoCTb flioaei 327 327

3emnAa ApeHgHas nnara 3,069

He cBf3aHHbLIA C ROCTOAHHLIM NPOXWBAHUEM 1,094

CobcTBeHHOCTb ApeHfiHast nnara

NAIM 42

OBUIEE KONIMYECTBO 19,501 23,706
(Using Mid Ranges) Unit Values (R/m*2)| Base Estimate Extremes

Hanoz2 (u Tax+Rent) Ouenxu OcHoebl! (E6) m*2| = Min Max Min Max

KsapTupb! (Haxopswmiica 8 658 658 526,541 900 - 1600 474 842

cobcTBEeHHOCTH) ’

WnauwsuayanbHole 3aanna 385 385 ..334,908 300 2000 100 670

KoMmepueckan cobcTBeHHOCTb 52 52 32,358 700 2500 23 81

dauu 76 76 94,649 400 1200 38 114

Fapaxwu 51 51 119,831 250 600 30 72

MupyctpuansHas 202 202 269,436] - 200 1300] 54 350

cobCcTBEHHOCTL L ; ,

3emns B pvt ownership n 922 922| 12,050,000 ~ 19 134 229 1,615

yHacnefoBaHHLIA .

ApeHpoBaHHbiM W ApeHposaHHbiii Com'l ppty 3] 28,961 - 30 150 1 4

ApeHgoBaHHas 3emns 10,268 10,970,000 - 288 1584 3,159 17,376

KeapTupb! (MyHULMNanbHbIRA) 541 432,634 900 1600] 389 692

OBLIEE KONMUYECTBO 2,346 13,157 4,497 21,817

Hanoa (unu Tax+Rent) 831% 180% 527% 109%
Hopwma(paapnd) Heo6xodumbiii

267




APPENDIX 11

PTIMS TVER DATABASE STATUS
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PTIMS Tver DataBase Status

PTIMS - PROPERTY TAX INFORMATION MANAGEMENT SYSTEM
U CY HH - MHOOPMAIDIOHHAA CHUCTEMA YNPARJIEHMA HAJIOTOOBJIOKEHMEM HEIBVXVMMOCTU

s I AT I T IS TS TS A NS IS IS I S S IS TSNS NS
STATISTICS RETRIEVAL MODULE -

(STATSHOO0 - SUMMARY TAXABLE PROPERTIES INFORMATION) -

MOAVY NbH BHEOPKH CTATHMCTMYECKOMN MHOOPMAUNMN=
(STATSHOO - CYMMAPHHE XAPAKTEPUCTHKM HAJIOIOOBJIATAEMEHX OFBEKTOB HEJIBMKVMOCTH) =
eSS TS A I SR S E TSI T S IS N A I EEEE NSNS e,

Copyrights (c) 1996 CFED

Brisdanna! Hanor cuxMTaeTcR Sneck, a3 ne GepeTcR M3 Gasu panmuax !

WHOLE CITY : SUMMARY

DATE: 23.06.97
VALUE RANGE (from-to) OBJECT COUNT  LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY
0 5000 31 132 5 130 770 8 922 995 640 371 57 233 2349 65 168 242
653 682
5001 10000 19 458 2 010 207 11 935 212 601 848 156 474 198 168 406 476 1
684 065
10001 25000 112 532 7 114 982 0115 132 543 5 746 316 1 567 871 125 1 682 821 420 16
828 214
25001 50000 11 866 7 775 950 148 077 702 861 056 204 774 128 352 788 041 3
527 880
50001 100000 4 648 7 011 144 126 715 718 451 687 105 469 031 232 168 776 2
321 688
100001 500000 2 884 19 421 757 120 043 176 1 396 207 244 856 771 364 899 948 3
648 999
500001 and more... ’ 830 38 571 599 374 835 307 4 904 050 813 026 743 1 187 862 051 11
878 6§21
TOTAL: 183 3%0 87 036 409 905 662 653 14 601 535 3 149 705 345 4 054 314 954 40
543 150
WHOLER CITY : RES. (SINGLE)
DATE: 23.06.97
VALUE RANGE (from-to) OBJECT COUNT  LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY
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0 5000 484 121 779 698 355 12 180 47 640 745 996

7 48 5001 10000 420 179 134 1 502 622 3 971 302 713 1 805 335

1 u5:0001 25000 3 839 1 260 628 28 276 310 B6 486 13 782 173 42 058 483

40 5::001 50000 7 368 4 738 206 134 195 116 323 208 91 424 042 225 619 158 2
¢ 1::001 100000 3 485 2 736 552 113 619 811 263 687 72 439 152 186 058 963 1
oo i:gOOI 500000 697 1 950 179 67 589 265 196 530 38 431 833 106 021 098 1
ose :::001 and more... 1] 794 300 37 524 338 482 817 65 118 120 102 642 459 1
026 425

...... TOTAL: 16 381 11 780 778 383 405 817 1 368 879 281 545 673 664 951 492 6
649 515
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WHOLE CITY : RES. (MULTI)

499

18 452

107

723

882

1 429

21

234

2 258

179

203

661

733

287

579

275

768

505

222

631
395
79

597 639

6 626 911
5 433 193
24 445 504

532 249

11
585
5 588
437
115

364

877

396

150

580

923

1 o84
154 603
1 545 895
100 398
22 844
84 461

43 843

494

678

317

206

045

442

1 193 125

162 259 072

1 625 492 956

107 025 117

28 277 251

108 906 549

321 375 €90

16

BUILD AREA

BUILD VALUE

TAXABLE VALUE

DATE: 23.06.97
VALUE RANGE (from-to)
LIABILITY
0 5000
11 931
5001 10000
622 591
10001 25000
254 930
25001 50000
070 251
50001 100000
282 773
100001 500000
089 065
500001 and more...
213 757
TOTAL:
545 298
WHOLE CITY : PARK.,GARAGE
23.06.97
VALUE RANGE (from-to)
LIABILITY
] 5000
577 866
5001 10000
7 738
10001 25000
19 211
25001 50000
68 100
50001 100000
11 957
100001 500000
29 299
500001 and more...
244 250
TOTAL:
958 421

WHOLE CITY : OFFICE

119

107

205

29

18

81

114

114

216

212

364

490

111

912

571

116

192

583

513
131 809
368 333
243 502
376 572

376 206

271

19

10

17

365

226

669

171

688

450

55 913

644

1 735

6 630

835

2 553

198

023

310

083

719

57 786 609

773 795
1 921 108
6 810 022
1 195 683

2 929 924



DATE: 23.06.97

VALUE RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY
0 5000 58 42 036 86 305 5 154 3 696 90 001
900
5001 10000 11 29 202 53 150 97 12 434 65 584
656
10001 25000 8 15 799 58 929 601 85 079 144 o008
1 440
25001 50000 16 37 163 117 396 2 769 425 358 542 753
5 428 .
50001 100000 9 10 940 21 618 3 746 494 983 516 601
5 166 .
100001 500000 56 659 745 874 969 64 762 12 746 383 13 621 352
136 214
500001 and more... 52 598 610 1 131 141 444 292 79 950 353 81 081 493
810 815
TOTAL: 210 1 393 495 2 343 508 521 421 93 718 286 96 061 792
960 618
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WHOLE CITY : SERVICE

DATE: 23.06.97
VALUE RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY
0 5000 33 26 762 38 885 0 0 38 8es
389
5001 10000 7 16 348 25 942 116 11 717 37 659
377
10001 25000 10 37 604 81 139 325 54 759 135 858
1 359
25001 50000 8 3 967 : 12 062 910 224 009 236 071
2 361
50001 100000 4 3 057 6 726 1 245 271 905 : 278 631
2 786
100001 500000 18 58 883 114 657 17 172 3 314 682 3 429 339
34 293
500001 and more... 13 113 752 207 877 79 684 16 910 531 17 118 408
171 184
TOTAL: 93 260 373 487 288 99 452 20 787 603 21 274 8351
212 749
WHOLE CITY : STORY
DATE: 23.06.97
VALUE RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY
0 5000 105 60 250 123 953 2 116 40 053 164 006
1 640
5001 10000 48 18 156 T2 348 1 356 325 870 398 219
3 982
10001 25000 ’ 269 83 431 779 802 15 663 3 357 789 4 137 591
41 376
25001 50000 88 36 676 1 607 040 7 201 1 668 493 3 275 533
32 7155
50001 100000 35 38 431 716 459 7 665 1 576 684 2 293 143
22 931
100001 500000 30 84 865 666 438 17 877 4 924 672 5 591 110
55 911
500001 and more... 9 35 232 84 368 46 988 13 165 027 13 249 394
132 494
TOTAL: 584 357 041 4 050 408 98 866 25 058 588 29 108 996
291 090

WHOLE CITY : WAREHOUSE
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DATE: 23.06.97

VALUE RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY

------ 0 5000 16 11 282 19 442 2 141 3 102 22 544
s 5001 10000 11 24 798 s1 598 273 22 394 73 992
74 10001 25000 17 116 255 201 803 4 645 94 170 295 974
? 98025001 50000 8 124 915 199 251 ) 679 74 949 274 200
’ 7‘250001 100000 14 171 813 318 9950 6 620 690 494 1 009 484
0 0230001 500000 24 351 939 550 302 35 967 4 793 322 - 5 343 624
= ‘::0001 and more. .. 18 759 752 1 433 367 230 764 32 632 375 34 065 742
340 657

------ TOTAL: 108 1 560 754 2 774 753 281 089 38 310 806 41 085 560
410 856
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WHOLE CITY : SM.INDUSTRY

DATE: 23.06.97

;;;;;-RANGE (from-to) OBJECT COUNT  LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY

------ 0 5000 1 193 296 322 494 998 722 56 775 551 773

5-518 5001 10000 74 126 210 210 016 2 558 324 045 534 062

® 3‘110001 25000 139 499 364 939 555 5 519 1 131 751 2 071 306

2 71;5001 50000 64 382 333 847 657 7 659 1 189 275 2 036 931

7 35;0001 100000 3 140 545 272 310 12 131 1 814 406 . 2 086 716

” 8:ZOOOI 500000 85 662 267 1 069 350 130 136 18 134 082 19 203 432

192 233001 and more... 82 1 502 613 2 802 539 853 904 152 659 740 155 462 280 1
554 623

------ TOTAL: 1 668 3 609 654 6 636 425 1 012 629 175 310 074 181 946 500 1
819 465

WHOLE CITY : LAR.INDUSTRY

DATE: 23.06.97

;;;;;-RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY

------ 0 5000 2 3 057 ' 4 900 0 0 4 900

b 5001 10000 1 6 852 9 428 0 0 9 428

9‘ 10001 25000 . 2 121 264 75 19 206 19 470

198 25001 50000 3 72 911 94 576 208 43 462 138 039

! 38050001 100000 11 458 817 6§63 366 356 46 008 709 374

’ 09:00001 500000 38 2 607 988 4 178 893 32 505 3 900 291 8 079 184

50 7;:0001 and more... 61 8 678 520 15 460 664 1 416 209 200 944 592 216 405 256 2
164 053 :

------ TOTAL: 118 ’ 11 828 286 20 412 091 1 449 353 204 953 559 225 365 651 2
253 657

WHOLE CITY : TRANSPORT
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DATE: 23.06.97

VALUE RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUR TAXABLE VALUE TAX
LIABILITY
0 5000 39 36 024 57 709 0 0 57 709
577
5001 10000 17 66 744 101 297 0 0 101 297
1 013
10001 25000 15 146 442 196 140 107 26 602 222 741
2 227
25001 50000 11 200 539 359 633 286 64 100 423 732
4 237 ]
50001 100000 10 189 245 308 887 3 053 382 273 691 161
6 912
100001 500000 16 780 325 1 504 594 13 416 2 214 272 3 718 B66
37 189
500001 and more... 19 677 129 1 237 136 180 277 29 354 093 30 591 229
305 912
TOTAL: 127 2 096 448 3 765 396 197 139 32 041 340 35 806 735
358 067
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WHOLE CITY : OTHER

DATE: 23.06.97
VALUE RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY
0 5000 1 196 1 180 252 1 831 470 229 21 260 1 852 729
18 527
5001 10000 261 1 028 316 1 740 032 753 102 420 1 842 452
18 425
10001 25000 270 2 068 624 3 460 647 3 258 724 165 4 184 B12
41 848
25001 50000 106 1 474 935 2 676 958 4 253 936 979 3 613 937
36 139
50001 100000 72 2 360 507 4 149 851 4 110 781 618 . 4 931 469
49 315
100001 500000 103 8 737 307 13 157 028 32 129 5 932 903 ’ 19 089 931
190 899
500001 and mors... 27 21 904 284 31 392 150 60 693 13 184 930 44 577 080
445 771
TOTAL: 2 035 38 754 225 58 408 136 105 425 21 684 275 80 092 410
800 924
WHOLE CITY : CU.,SP.,REL.
DATE: 23.06.97
VALUE RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY
0 5000 130 88 788 175 733 17 366 56 742 232 475
2 325
5001 10000 66 161 717 323 585 1 102 124 007 447 592
4 476 .
10001 25000 119 442 113 1 044 083 21 456 928 521 1 972 604
19 726
25001 50000 86 409 658 1 096 746 9 588 1 664 695 2 761 441
27 614
50001 100000 57 287 059 581 143 22 006 3 057 474 3 638 617
36 386
100001 500000 233 2 492 157 4 643 047 340 266 48 347 988 52 991 035
529 910
500001 and more... 127 2 517 436 5 208 283 687 621 130 927 591 136 135 874 1
361 359
TOTAL: 818 6 398 928 13 072 620 1 099 425 185 107 018 198 179 638 1
981 796

WHOLE CITY : HOTEL
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VALUE RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY
0 5000 2 907 2 937 0 0 2 937
29
5001 10000 0 0 0 0 0 0
0
10001 25000 0 0 0 0 0 0
0
25001 50000 0 0 0 0 0 0
° .
50001 100000 0 0 0 0 0 0
0 .
100001 500000 0 0 0 0 0 0
0
500001 and more... 7 160 166 240 439 43 429 10 491 705 10 732 143
107 321
TOTAL: 9 161 073 243 376 43 429 10 491 705 10 735 080
107 351
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WHOLE CITY
DATE:

: KIOSK
23.06.97

VALUE RANGE

(from-to)

5000
10000
25000
50000

100000
500000

and more...

OBJECT COUNT

LIABILITY
0
57
5001
0
10001
/]
25001
0
50001
0
100001
0
500001
0
57
WHOLE CITY
DATE:

VALUE RANGE
LIABILITY

5001
206
10001
305
25001
311
50001
519
100001
7 813
500001

9 474

WHOLE CITY

: PUB.CATERING
23.06.97

(from-to)

5000
10000
25000
50000

100000
500000

and more...

t ORCHARDS

567

626

k1:1.}

801

793
625
742

853

5 307

279

157

47

333

4 088

15 713
30 252
4% 12%

775 981

872 356

TAXABLE VALUE TAX
5 727
0
0
0
0
]
0
5 727
TAXABLE VALUE TAX

20
30 455
31 105
51 B6S

781 288



DATE: 23.06.97

VALUE RANGE (from-to) OBJECT COUNT LAND AREA LAND VALUE BUILD AREA BUILD VALUE TAXABLE VALUE TAX
LIABILITY
0 5000 2 980 1 967 040 2 584 287 24 2 464 2 586 751
25 868
5001 10000 7 28 706 37 365 0 0 37 365
374
10001 25000 12 70 723 113 158 64 20 857 134 015
1 340
25001 50000 8 ] 0 0 0 0
0
50001 100000 8 191 707 244 056 1 s06 185 763 429 818
4 298 :
100001 500000 133 158 620 867 616 129 002 14 325 598 15 193 215
151 932
500001 and more... 1 ] 0 0 0 0
(] .
TOTAL: 3 149 2 416 796 3 B46 482 130 596 14 534 682 18 381 164
183 812
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APPENDIX II1

TVER TAX IMPACT ANALYSIS -- PRELIMINARY

I il | | |

Tver Interactive Tax Rate and Assessment Ratio Worksheet,
1997 Tax Year

Required Levy: ${(Millions of
19.49/$US)

Estimated Net Tax Base

Tax Base Category | Millions of $ US| Object Count|Share

Residential $
583.63 46,955

Commercial 3
231.49 4,566

Industrial : $
850.41 2,822

Other $
57.31 494

Total - $
1,722.84 54,837

Estimated Tax Receipts

1—-Uniform Ratios

Maximum effective tax rate: 1.13%
Total Millions Wtd Average Assmt
$US for this per taxpayer Ratio
: Category (8US)
Residential 5 $|| 100%
6.60 140.61
Commercial 5 $|| 100%
2.62 55.77
Industrial $ $/| 100%
9.62 204.89
Other $ $/| 100%
0.65 13.81
Total $ $
19.49 415.08
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|
2--Variable Ratios
Nominal & maximum effective 4.72%
tax rate:
Estimated Tax Receipts
Total Millions Witd Average|| Assmt|<-
$US for this per taxpayer
Category (3US)
Residential $ <-
0.28 5.868
Commercial $ $ <-
10.92 232.58
Industrial $ $ <-
8.02 170.88
Other $ $ <-
0.27 5.76
Total $ $
19.49 415.08
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Tver, 1997 Planned Budget & Preliminary Property Tax Rate 5760
Estimates |
Budget Item Category |Subcategory [1997 Total 1997 Budgets in Millions of 1997 Budget Sharing
Budget ($US)E6 ||Rubles Allocations
Percentage [Percentage ([ Total City Oblast |Federal |City Oblast |Federal
Grand Total 100% 19.49(| 111,959 50% 20% 30%
| 56,479 22,132] 33,348
Buildings Tax 1% 0.16 900 - -l 100% 0% 0%
Individuals 900 ‘
Assets Tax - 66% 12.94|| 74,400 50%( 20% 30%
37,200 14,880| 22,320
on Buildings 45%| 5.82 33,480 50% 20% 30%
16,740 6,696| 10,044
on Other 55%| 7.12 40,920 50% 20% 30%
Assels 20,460| 8,184 12,276
Land Tax 23% 4.41|| 25,290 50% 20% 30%
12,695 4,978 7,617
on Enterprises 97%| 4.28 24,528 50% 20% 30%
12,314 4,826 7,388
on Individuals 3%| 0.13 762 50% 20% 30%
381 152 229
Land Rent 10% 198/ 11,369 50%| 20% 30%
5,684 2,274 3,411
on Enterprises 95%| 1.88 10,800 50% 20% 30%
5,400 2,160 3,240,
on Individuals 5%| 0.10 569 50% 20% 30%
284 114 171
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Cadastre Summary, as of 2/6/97

|

Adjustments Based on
Percentage Complete

Assumptions of
(weighted average)

Estimated Net Tax Base

FC Object |Calculated |Estmate | Object [Adjusted Collecti |Percentag|Object Millions of
count Tax Base |dPctg |Count |Gross Tax onrate |e Exempt [Count (3US)
(3US)E6  |complet Base (3US)E6
e
Residential $ 105% $ 60% 65% $
140,865 2,918.13 134,157 2,779.17 46,955 583.63
Commercial $ 15% $ 85% 10% $
761 45.39 5,073 302.60 4,566 231.49
Industrial $ 50% $ 85% 15% $
1,660 588.52 3,320 1,177.04 2,822 850.41
Agricultural $| 100% $| 50% 100% -1 $ -
94 5.55 94 5.55
Government $| 100% $| 70% 100% 18 -
697 56.17 697 56.17
Culture, sports, $| 100% $| 40% 100% -1 $ -
Religious 627 51.69 627 51.69
Other $ 110% $ 60% 70% $
1,813 350.22 1,648 318.38 494 57.31
Total $ $ $
146,517] 4,015.67 145,617 4,690.60 54,837 1,722.84
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APPENDIX IV

NOVGOROD TAX IMPACT ANALYSIS — DRAFT
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Novgorod Tax Impact Draft 33, Based on NK971201, with Land Tax and Lease Separate

Novgorod Interactive Tax Rate and Assessment Ratio Worksheet, 1998 Tax Year

Required Levy: $ 19.24 (Millions of $US}
Estimated Net Tax Base

Tax Base Category Millions of $ US Dbject Count
Residential, Private House $ 9.70 12,576
Residential, Apartments $ 0.73 19,892
Parking and Garapes $ 1.12 14,083
Office $ 19.12 420
Service $ 1.39 59
Stores $ an 220
Warehouses $ 14.48 516
Small Industry $ 27.16 . 705
Large Industry $ 122.80 334
Transportation $ 23.41 7
Culture, sports, Religious § 0.03 0
Hotel $ 2.00 : 13
Kiosk $ 0.44 501
Catering $ 1.37 46
Dther $ .

Tax-equivalent Land-Rent Base $ 812.53

Total Revenue Base (Adj) $ 1,047.65 43,440
Tax-Only Total $ 235.12

Estimated Tax Receipts
1--Uniform Ratios

Unitorm effective tax rate; 1.84%
Total Millions $US Wid Average per Assmt
for this Category taxable object ($US} Ratio
Residential, Private House $ 0.18 § 14.16 100%
Residential, Apartments $ 0.01 $ 0.68 100%
Parking and Garages $ 0.14 ¢ 10.07 100%
Office $ 035 $ 835.62 100%
Service $ 003 ¢ 437.48 100%
Stores $ 009 $ 399.07 100%
Warehouses $ 027 § 515.73 100%
Small Industry $ 050 ¢ 707.94 100%
Large Industry $ ) 226 § 6,752.58 100%
Transportation $ 043 § 5,621.02 100%
Culture, sports, Religious $ 0.00 $ 983.75 100%
Hotel $ 0.04 ¢ 2,909.29 100%
Kiosk $ 001 ¢ 16.18 100%
Catering $ 003 $ 849,55 100%
Other $ . #DIvi0! 100%

Total Tax $ 432 § 87.36
Land rental revenues $ 14.93 100%

Total Revenues $ 19.24
Estimated Tax Receipts
2-Variable Ratios
Maximum differentiated effective tax rate: 2.06%
Rental rate on non-privatized, non-residential land 3.09%
Premium or parity of land-rent rates relative to tax rates 150% <-PLEASE

Novgorod Tax Impact Draft 33

8/127/98 12:19PM page 1



Novgorod Tax Impact Draft 33, Based an NK971201, with Land Tax and Lease Separate

Total Millions $US Wtd Average per  Assmf Effective  Etfective Total Lease Amt Wtd Average Lease

for this Category Taxable Object ($US) Ratio  NOTE: TaxRate Lease Rate tobebilled  Amt to be billed
Residential, Private House $ 002 $ 1.59 10% <- 0.21% 3.09% ¢ 58,306 ¢ 601
Residential, Apartments $ 0.00 ¢ 0.08 10% <-Change 0.21% 3.09% $ 1,178.468 § 523
Parking and Garages $ 0.16 $ 11.31 100% <- 2.06% 3.09% ¢ 597,101 ¢ 1,252
Otfice $ 039 ¢ 93803 100% <-this 2.06% 3.09% ¢ 626,660 ¢ 827
Service $ 003 ¢ 49110 100% <- 2.06% 3.09% ¢ 206,655 $ 1,351
Stores $ 0.10 $ 44799  100% <-column 2.06% 3.09% ¢ 284,624 ¢ 523
Warehouses $ 030 ¢ 57894 100% <- 2.06% 309% ¢ 2,797,227 § 4,303
Small Industry $ 017 ¢ 238.41 30% <-only. 0.62% 3.09% ¢ 1,791,062 § 1,588
Large Industry $ 076 $ 2,274.06 30% <- 0.62% 309% ¢ 5970386 ¢ 15,670
Transportation $ 048 ¢ 6,309.95 100% <-only.. 2.06% 3.09% ¢ 987,544 ¢ 13,528 .
Culture, sports, Religious $ 0.00 ¢ 110.43 10% <- 0.21% 309% $§ 1952523 $ 6,140
Hotel $ 0.04 326586 100% <-only... 2.06% 3.09% ¢ 237,842 ¢ 3,049
Kiosk $ 0.01 ¢ 1817  100% <- 2.06% 3.09% ¢ 12,746 § 10
Catering $ 0.03 $ 61690 100% <-only.... 2.06% 3.09% ¢ 53171 ¢ 369
Other $ - #DIVI0) 100% <- 2.06% 3.09% ¢ .
Total Tax $ 249 ¢ 50.36 $§ 16754315 ¢ 2,004

Land rental revenues $ 16.75 100% (Do Not Change)

Total Revenues $ 19.24

Novgorod Tax Impact Draft 33

8/27/98 12:19PM page 1



Novgorod Tax Impact Draft 33, Based on NK971201, With Land Tax and Lease Separate

Novgorod, 1998 Planned Budget & Preliminary Property Tax Rate Estimates

Budget Item

Grand Total

Buildings Tax Individuals

Assets Tax
on Buildings
on Other Assets
Land Tax
on Enterprises
on Individuals
Land Rent
on Enterprises
on Individuals
Land Combined
Other

8/27/98 12:19PM

Percentage

100%

0%

78%

0%

0%

Category Subcategory
Percentage

0%
0%

#DIVIO!
#DIVID!

#DIVID!
#DIVID!

Budpet
{$USIEB

19.24

0.05

15.02

0.00

0.00

4.17
0.00

5820

1997 Budgets in Miltions of Rubles

Total City
112,000 69,750

303 303
8741 52,447

24,286 17,000

Novgorod Tax Impact Draft 33

Oblast

34,964

34,964

Federal

7,286

7,286

1997 Budget Sharing Allocations

City
62%

100%
60%
60%
60%
70%
70%
70%
70%
70%
70%
70%

Oblast
31%

0%
a0%
40%
40%

0%

0%

0%

0%

0%

0%

0%

Federal

7%

0%
0%
0%
0%
30%
30%
30%
30%
30%
30%
30%

Page 2



These ae

results of

VALUATION DATE: 24.10

Any conta

1. Classi

47
172
200
408
816
1110
398
95
106

1

27
633
89
5,672

13r0ws s

2. Classi
The legal

m
200
408
L11]
.10
398
95
106

1

1
633
89
5672

cts: Viadimi
fied by OVER
OVERALL_USE
3
4
5
6
7
8
9
10
13
14
15
16
17
Total
elected.
fied by OVER
entities ri
DVERALL_USE
3
4
5
6
7
8
9
10
13
14
15
16
17

Total

the summs

1 lvanav {
ALL_USE(f

BVALUE
1,084,729
31,108,802
2,445,182
1,222,795
22,932,382
37,412,510
1,630,042
5,171,436
18,405,228

6,203 -

3,964,573
352,903
2,831,508
monn

ALL_USE(f
ghts took

BVALUE

1084729 -

31.108.802
2,446,182
1,222,785

22,932,382

37412510
1,630,042
5,771,436

18,405,228

6,203
3,904,573
352,903
2,831,508
ernenr

ryresults neededto  Bob Denne.

Tver) (082 2) 426-437 Emails: ivkkvBusa.net OR cledivBdol.ru
oralinon  -residenti  al objects ONLY WITH RIGHT OWNERS 111)

LVALUE_1 LVALUE_2
620,705 12,528,480 Parking and Garages
1,461,620 9,350,171 Office
237,794 2,085,294 Service
633,588 6,216,211 Stores
1,290,388 33,581,193 Warehouses
1,347,547 26,994,567 Small Industry
4,360,582 RXRIRARN Large Industry
189,508 7,390,147 Transporistion
2,431,792 51,604,790 Culture, sports, Religious
- Other
291,585 3,409,670 Hotel
63,647 69,301 Kiosk
76,645 455,409 Catering
13,013,801 reeranini

orallnon  esidenti ol objects and WITH PRIVATIZED LAND!)
from DATAI ASE

LVALUE_1 LVALUE 2

20,300 - 117,887 Parking and Garages
10,579 112,786 Office
m 2,506 Service
35218 554,685 Stores
101,182 2,110,344 Warehouses
715,001 55,561,077 Smafl Industry
. . Large Industry
50500 670,231 Transporiation
Culture, sports, Refigious
Other
2,822 2,609 Hote!
1,809 5.468 Kiosk
930,188 59,137,593 Catering

.
.

Revision of these data from Volodia 10/28/97

NUM QVERALL_USE

m
200
408
816
Lo
398
95
706
1
'y
633
89
5672 Totd
13rowss elected.

2. Classi  fiedby OVER
Thelegal  enlities ri

NUM DVERALL_USE

a7
m
200
408
816
L1e
398
95
106
|
3
633
89

5672 Total

17

BVALUE
1,084,729
31,108,802
2,446,182
1,222,795
22,932,382
37,412,510
1.630.042
5771436
18,405,228
6,203
3,984,573
352,903
2,831,506
147,189,201

ALL_USE(f
ghts took

BVALUE
1,084,729
31,108,802
2,446,182
1,222,795
22,932,382
37412510
1,630,042
5,771,436
18,405,228
6,203
3,984,573
352,903
2,831,508
147,189,291

LVALUE_1
602,399
1,305,467
237,794
633514
1,262,622
1,188,115
3200170
116436
1,883,013
291,585
63417
76,645
10,862,177

or 8l non
from DATAB

LVALUE_1

nm
10,579
m
21,183
95,256
614,922

25,451

2,656
1.808
783,750

LVALUE 2
12,187,012
8,193,661
2,085,294
8.216,169
33,142,016
22,745,535
184,004 571
4,178,055
41,385,900
3,409,670
69,199
455,409
318,162,491

-residenti
ASE

LVALUE_2

60,872
112,766
2,506
329,524
2,057,354
52,362,782

307,003

2.521
5.468
55.240,818

Differences between the two versions

BVALUE LVALUE_I

(26,306)
- {156,153

{79

127,766)

- 1159,432)
- {1,153412)
73072
1548,779)

- {2300

{2,151,224)

LVALUE 2
341,468)
{1,156,510)

(42)

433,177
14,249,032)
1135,011,681)
{3.212,092)
10,218,890)

(102}

{154,628,994)

al objects and WITH PRIVATIZED LAND!)

BVALUE LVALUE_1
{9,183)

{14,035)
(5,926)
(100.079)

125,049

(166)

{154,438)

LVALUE 2
(57,015)

(225,161)
(52,9901
{3,198,295)

(363.228)

(3,896,777)



13rows s

3. Classi
The legal

NUM (Not rel

417

m

200

408

818

Lo

398

95

708

1

27

633

89

5.872
13raws s

4. Classi
The oll |

NUM

"
463
12 rows 8

elected.
fied by DVER
entities ri
OVERALL_USE
3
4
5
8
7
8
9
10
13
14
15
18
17
Total
elecled.
fied by OVER
egal entitie
OVERALL_USE
3
4
5
6
7
8
9
10
13
19
16
17
Total

elected.

ALL_USE(l oralnon  -residenti

ghts took

BVALUE
1.084729
31,108,802
2,446,182
1,222,795
22,932,382
31412510
1.630.042
5,771,436
18,405,228

{rom OATAI ASE

LVALUE_1
544,433
1,073,148
221,216
832,113
1,178,003
895,508
1,922,482
43,363
807,180

6,203 -

3.984,573
352,903
2,831,508
mann

ALL_USE {t
s rights 1

BVALUE

374,773
1,381,553
76,351
31,233
3,030,278
6372477
2,840,513
26432
388,119

21,705
98,550

291,585
60,698
74570

7,750,899

or afl non
ook from P

LVALUE 1
1,228
3335

10579

3494

35.218
91,639
1,462,184
4813
136,121
33.691
2,034
18,068

LVALUE_2
11,603,262 Parking and Garages
8,615,021 Office
1,872,508 Service
8,213,649 Stores
31,779,024 Warehouses
16,343,312 Sma¥f Indusiry
62,539,941 Large Industry
965,963 Transportation
22,301,859 Cultwre, sports, Relipious
. Other
3,409,670 Hotel
66,664 Kiosk
449,687 Calering
mmnnn

ol objects and WITH LEASED LAND!}

Pet Total

%
4%
1%
a%
19%
10%
8%
%
14%

2%
0%
0%

1

13rowss

3. Classi
The legal

NUM
a7
m
200
408
816
1110
398
95
706
1
27
633
89
5.672
13rows s

-esidenti ol objects and WITH PRIVATIZED/LEASEOD LAND! 4. Classi

APERTitle s

LVALUE_2
2,249 Parking and Garages
11,889 Oifice
112,786 Service
13,999 Stores
554,685 Warehouses
2,051,669 Small Industry
IIRIRa Large Industry
53,862 Transportation
3,426,280 Culture, sports, Religious
221,252 Other
2,098 Hotel
107,260 Kiosk

14,741,982 1,802,164 A48402110 Catering

The all

n
463
12rows s

elected.

fied by OVER
entilies ri

OVERALL_USE

3
4
5
(]
7
8
8
10
13
14
15
18
17
Totad
elected.
fied by DVER
egal enlitie
OVERALL_USE
3
4
5
6
1
8
9
10
13
15
16
17
Total
elecled.

ALL_USE(f
ghts took

BVALUE
1,084,728
31,108,802
2,446,182
1,222,795
22,932,382
37.412510
7,630,042
5,771,436
18,405,228
6,203
3,984,573
352.903
2,831,508
147,189,291

ALL_USE (f
srights t

BVALUE
374113
1,381,553
76,351
31,233
3,030,276
6372417
2940513
26,432
388,119
21,705
98,550
14,741,982

or all non
from DATAB

LVALUE_1
544,433
1,073,148
227,216
632,13
1,178,003
895,508
1,922,482
43363
807,180

291,585
60.698
74,570

7,750,899

or all non
ook from P

LVALUE !
1173
1972

10579
3494
21,183
83,008
861.479
4613
136,121
33,691
1971
18,068
1,177,352

sesidenti
ASE

LVALUE 2
11,603,262
6.615,021
1,972,508
6.213,649
31,779,024
16,343,312
62,539,941
965,963
22,301,859

3.409,670
66,664
449,687
164,260,560

sesidenti
APER Title

LVALUE 2
2175
6512

112,788
13,999
320524
1,927,255
84,337,089
53,862
3,426,280
221,252
2,084
107,260
90,540,078

al objects and WITH LEASED LANDY)

BVALUE

LVALUE_1

LVALUE_2

8l objects and WITH PRIVATIZED/LEASED LAND!)

s

BVALUE

LVALUE_1
155
1,363)

{14,035)
(8.631)
1600,665)

163)

{624,812)

LVALUE 2

74
(5,377)

(225.161)
{124,414)
168,115,825)

{14)

168,470,865}



Novgorod Sumenary, application of NK971201 with separation of Tax and Lease base

Residential, Private House
flesidential Apartments
Parking and Garages
Olfice
Service
Stores
Warehguses
Smaft Industry
Large Industry
Transportation
Culture, sports, Refigious
Hotet
Kiosk
Catering
Other
Total
Tax-Equivalence of Land fent

FC Object
count
29,246
46.260
14,083
467

65

24
573
829
393

90

482

14

557

51

93,354

Cakulated Tax

Base ($US)EG

3759
285
15.45
3541
258
8.84
26.81
53.25
240.79
45.90
84.53
370
0.82
254

541.05
1,124.60

Estmated Pctg
complete

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

Novgorad Summary, spplication of NK971201 with separation of Tax and Laase base

Summary, reported
1 Residential, Private House
2 Residential Apartments
J Parking and Garages
4 Office
5 Service
6 Stores
7 Warchouses
8 Small tndustry
9 Largs Industry
10 Transportation
13 Culture, sports, Refigious
15 Hotel
16 Kiosk
17 Catering

Other

Total of detad

Total of Land-Rental Base

Tax-base equivalent of value with rental premium refative to parity@

8i127/198 12:19PM

Total Tax Base
Count  Estim Mkt Value
29,246  §$ 37.587,748
46,260 $ 2,846,333
14,083  § 15,448,963
467  $ 35,407,466
65 $ 2,580,134
244 $8,835,138
573  $26:812995
829  $53,250414
393  $240,786,849
90  $45901,624
482 $ 64,534,935
14 $ 3,695,603
557 $ 817,856
51 $ 2,542,986
0 .
93,354 ¢ 541,047,044
749,736,618

Count

3.807
43
10,651
35

3

20
143
44
16
146

14,909

Adjustments Based on Percentage

Navgorod Tax Impact Oraft 33, Based on NK971201, with Land Tax and Lease Separate

Comglete Assumptians of (weighted average) Estimated Net Tax Base Land Rent Assumptions
Adjusted Gross Percentage Miflions of Percentage

Qbject Count Tax Base ($US)EE  CoRectionrate Exempt  Object Count ($US)  CoSection rate Exempt  Millions of ($US)
29,246 $ 37.59 50% 57% 12576 $ 9.70 85% 15% § 1.89
46,260 $ 285 60% 57% 19,892 $ 0.73 85% 15% $ 38.10
14,083 $ 1545 50% 0% 14,083 $ 1.712 85% 15% $ 19.30
467 3541 60% 10% 420 $ 19.12 85% 15% $ 20.26
65 $ 258 60% 10% 59 § 1.39 85% 15% $ 6.68
244 § 8.64 60% 10% 220 § 4 85% 15% $ 9.20
573 § 26.81 60% 10% 516 $ 14.48 85% 15% § 90.44
829 $ 53.25 60% 15% 705 $ 27.18 85% 15% ¢ 57.91
393 ¢ 240.79 60% 15% 34 ¢ 12280 85% 15% ¢ 193.03
90 ¢ 4590 60% 15% 77 2341 85% 15% $ 31.93
482 ¢ 64.53 40% 100% 0 ¢ 0.03 85% 15% § 63.13
14 3 .70 60% 10% 13 2.00 85% 15% $ 7.69
557 § 0.82 60% 10% 501 § 0.44 85% 15% § 0.41
51 § 254 60% 10% 4 $ 1.37 85% 15% $ 1.72
- 8 . 60% 0% L - 85% 19% ¢ .
93,354 ¢ 541.05 49440 $  235.12 $ 541.68
Equivalent te Tax Basa with promivnr § 812.53

Taxable Land Leased Land Non-land, Taxable Total, Tax and Lease
Estimated Market Valua Count Estimated Market Value Count  Estim Mkt Value Count  Estim Mki Value

Econ Resid Econ Resid

$ 7,898,197 $ 29,689,552 97 ¢ 423323 ¢ 2185796 25,439 29,343 $ 40,196,867
$ 450,584 $ 2,395,749 2,253 § 9,844,643 $ 42,890,458 46,217 . 48,513 $ 55,581,434
$ 2,145,180 $2,929,894 477 ¢ 2476663 $ 24,242,936 3432 ¢ 10,371,888 14,560 $ 42,166,562
$492,991 $2,178,580 758 ¢ 5544717 $ 22,497,595 432 ¢ 32,735,895 1,225 $ 63,449,778
$ 26,048 $ 153,221 153 ¢ 1,222172 § 8,025,396 62 § 2,400,868 218 $ 11,827,702
544 § 1,999,885 $ 10,736,710 244 § 8,835,138 788 $ 21,571,733
$ 133,613 $ 1,374,184 650 $ 6.390,092 $118,782,627 553 § 25,305,217 1,223 $151,985.714
$ 1,010,377 $17,377.647 1,128 § 50954,166 $ 74,193,840 688 $ 34,862,389 1,957  $ 133,398,420
$4,717,705 $219,628,973 381 $ 10,401,817 $256,766,214 349 ¢ 16,440,171 774  $507,954,880
$1,390,718 $38,974,418 73 ¢ 1,463,554 $ 42,727,938 74 § 5536,490 163 $90,093,116
$ 2,264,821 $ 30,545,833 318 $ "4,039,186 $ 83,334,026 336 ¢ 31,724,281 800  $ 151,908,147
78 ¢ 1,246,175 § 9,396,973 14 ¢ 3,695,603 92 $ 14,338,751
$46.548 $ 218,096 1,307 ¢ 357,857 ¢ 212500 556 $ 553,214 1,864 $ 1,388,213
144 ¢ 461,384 § 1917,975 51 § 2,542,986 195 $ 4,922,345
- $0
$20,576,778 $ 345466,127 8,361 $ 51,825,634 $697,910,984 78,445 § 175,004,139 101,715 $ 1,290,783,662

150% (see page 1):

1,124,604,927

Novgorod Tax Impact Draft 33
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APPENDIX 1

YOUR CHANGING PROPERTY TAXES"

WHAT YOU NEED TO KNOW ABOUT THE PROPERTY TAX REFORM
EXPERIMENT IN THE RUSSIAN FEDERATION

1.  INTRODUCTION

The poor collection rate of the many different taxes imposed on enterprises and
households of Russia has become one of the most critical problems in running the country's
economy. Almost everybody agrees that something needs to be done with the existing tax system

to make it more effective and to help avoid economic collapse.

In the fall of 1996, the citizens of Russian cities elected their first self-governments, with
the hope of making their cities more livable and affordable as soon as possible. Their local
governments need a reliable system for financing their operations and for stimulating further

development of their cities.

In response to these needs, Novgorod and Tver have become the first cities in Russia
allowed by the Federal Duma'? to reform their local tax systems related to land and buildings
belonging to enterprises and households. The property tax reform experiment is aiming to move
the two cities toward a rational system of property taxation, which is the financial base of most
cities in market economy countries. In Novgorod Oblast, two municipalities, Borovichi and

Staraya Russa, are part of the property tax reform experiment as well.

"2 Booklet for “active™ taxpayers prepared by Renata Frenzen and W. Jan Brzeski of the Urbanlnstitute/NERA/CREA
Consortium. “Active” taxpayers are people interested in tax reforms beyond their individual tax situation and who may
become "champions” of the reform. The active taxpayers will most likely be govenment officials, tax officers,
independent experts, managers, researchers and finance and economic specialists.

¥ In July 1997, the Federal Duma passed new legislation “On the Execution of the Experiment on Real Property
Taxation in the Cities of Novgorod and Tver.”
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2. FLASH POINTS ON THE PROPERTY TAX REFORM EXPERIMENT

2.1  The essence, purpose, principles. The essence of the reform is to replace the
three existing and very complicated taxes'® with a single tax on “real property”. The new
consolidated property tax will become a major revenue instrument in the hands of local self-
governments. Revenues from real property taxes will continue to be spent on further
improvements in local services and infrastructure. The basic principle of the new consolidated
real property tax is to make the tax amount closely related to the estimated market value of real
properties owned or used by enterprises and households. The use of estimated market values
assures more equitable distribution of the necessary tax burden according to the principle of tax
solidarity and in relation to real money prices reflected in estimated market values. At the same
time those who happen to have difficulties in meeting their tax responsibilities may be granted

relief by their local self-governments.

3. ADVANTAGES TO TAXPAYERS

3.1 Direct link between local taxes and local services. We as local residents have

elected our own self-governments for our municipalities. The local self-government understands
well what kind of services and infrastructure the population wants to have first given the modest
financial resources of the local budget. In order for our government to deliver these services and
infrastructure the enterprises and households of our municipality pay local taxes, even though
nobody likes paying them. If we want our government to deliver more and better services and
infrastructures, more taxes have to be raised locally. If we want our government to reduce taxes
the government has to reduce services and infrastructure. If the government wants to be reelected
it has to respond to our preferences about taxes and services. There is a direct relationship
between the two. We are the ones who tell the government about the level of taxes and services.
If the local govemment does not listen to our preferences it loses its power in the next local

election.

To illustrate this point, examples of the improvement in local services as well as new

ones created after the property tax reform are provided:
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3.2

to their local self-governments, but the question is how to distribute this necessary burden

One example is the maintenance of residential buildings. Many citizens complain
about common areas in residential buildings (entrances, staircases, corridors) being
very run-down, dingy, smelly and generally unsafe. This affects the quality of
housing in a very negative way. The city would like to improve regular maintenance
of these areas and make some renovations, but the local city budget does not have any
additional funds for increased expenditures for these purposes. If the city is now
allowed by its citizens to increase property tax revenue, it will be allowed by the new

law to keep all the additional funds and spend them for improved services.

Other examples relates to improved street lighting, less domestic pests such as rats in
residential areas through more frequent garbage removal. It may be better public
transportation such as newer buses or street cars, better roads, better and safer schools

or a more reliable supply of hot water.

Every time the city needs to fund better services requested by local citizens, it can
increase the tax rate and spread the burden of increased costs equitably among the
citizens. This way, no money leaves the city borders but it is reused directly for
necessary services as requested by citizens through their representatives in the city
council. It may also be that citizens think the property tax is too high and needs to be
lowered. This would require the local government to decide which services need to
be reduced. Again, the priorities of the local citizens will help to make that choice
and reduce the least important services. The taxpayers must tell the city government
what their priorities are by talking and writing to their elected representatives on the
city council. This is what is meant by the direct link between local taxes and local

services. The money is raised and spent within the city’s jurisdiction.

Equitable distribution of the necessary tax burden. Citizens need to pay taxes

equitably among enterprises and households. The underlying principle behind equitable
distribution is that those who own or possess more are to pay more. So if some enterprises or

households own or possess (i.e. enjoy) highly valuable land and buildings (which can be rented

" These are: (1) the real property tax on objects of physical persons, (2) the tax on land of physical persons and
legal entities; and (3) the tax on assets of enterprises.
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or sold for high prices) they should pay higher real property tax. Using values as the principle

for setting a tax amount is the way to ensure the equitable distribution of the necessary tax
burden.

3.3  Helping enterprises and counteracting unemplovment. Currently, the local

municipal revenues from taxes rely almost exclusively on enterprises for revenues. The amount
of the tax borne by households is very small and many households do not pay this tax. This
excessive burden on our enterprises makes them less efficient, which reduces their competitive
position in the economy and results in financial problems leading to increasing unemployment.
The property tax that is based only on the value of land and improvements will not tax plant and
machinery and other financial assets. This will reduce the taxes on enterprises. Improvement of
the economic situation of our enterprises means improvement in our employment situation and

hence in our salaries and wages.

The current excessive tax burden on local enterprises increases their costs and makes
them less efficient. This reduces their competitive position in the economy and results in
financial problems leading to increasing unemployment or even to shut downs. The new
property tax in is supposed to help local enterprises reduce their costs by lowering their tax
burden on plant, machinery and financial assets. At the same, those enterprises that own highly
valuable building assets will be taxed higher on the premise that they can sublease at high rents
and, in the long-term, sell and relocate to cheaper locations. Reducing taxes and improving its
distribution among enterprises will help reduce costs and increase profits. This will improve the
economic situation of enterprises and allow them to increase employment as well as, in time,

wages and salaries.

These effects will not happen overnight and will not solve the problems of
unemployment overall. But they will contribute in an incremental way to a better economic
situation for enterprises. The improvement in enterprises will be faster if more of the property
tax burden is shifted to commercial sector firms (various services) and to individuals owning

highly valuable real estate.
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4. ADVANTAGES FOR ECONOMIC AND URBAN DEVELOPMENT OF
MUNICIPALITIES

4.1 Provide stable tax base to finance operations and development. The new

municipal self-governments that the people elected in the fall of 1996 needs to have a stable
financial situation in order to ensure the cities operations (efficient and effective local services)
and stimulate economic development. Real property tax is a stable financial source because it is
imposed on land and buildings which cannot disappear from day to day. It is also relatively easy
to collect these taxes since the land and buildings are immovable. Examples of changes in

income of local budgets for selected countries are provided below.

In Estonia, a land property tax was introduced in 1993 and it currently constitutes up to
25% of local budget revenues in some localities. In Poland, a property tax was introduced in
1990 and imposed on both land and buildings and it now constitutes on average almost 20% of
local government revenues. Consequently, the property taxes in Poland are equivalent to 2% of
the consolidated government budget (both local and central). When Poland switches its property
tax base from area to value, the property tax will increase in importance even more. Other
countries in Central Europe are entering into various stages of property tax reforms as well. In
Western countries, property taxes constitute from 30-80% of local government revenues (Please

see the information in Appendix 1).

42  Promote land investment and stimulating economic_development through
more efficient land use. Many users of land do not utilize that valuable resource efficiently.

This means a lost opportunity for better economic development. If more productive users of our
land resources can be found and matched with the land the economy of our city will improve.
The property tax reform encourages less productive users to make their land (or parts of it)
available to more productive users. This should stimulate economic development, lower

unemployment and increase our incomes

Thus, economic development of the city will take place in a more efficient way when
existing enterprises and investors will start development of vacant land so that productive uses
may be established there. It is important that the most valuable land be developed as quickly as
possible because its high market value depends on its high productivity. The real property tax

reform is to encourage such investments by establishing high taxes on vacant land which is
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valuable. In other words, the reform will discourage land speculation by those who hold the land
and do not develop it by waiting for even higher land values. If they do not have funds for
investing, they should make this land available to other investors through sale or rent. The

proceeds from the sale or rent can then be invested in other productive activities or deposited in
the bank.

To illustrate this point, the following example of effective land use by enterprises is

provided:

One can imagine an enterprise which is having economic problems. This enterprise
occupies a valuable location with a building that could be used for office purposes.
Consequently, in accordance with the new property tax, the enterprise has to pay a high tax
because of the high value of its land and buildings. Looking for ways to pay the higher tax
burden, the enterprise discovers that part of the building can be subleased to private companies
that are looking for well located office space. Since there is less economic activity, the
enterprise can make more rooms available to other users. Furthermore, the enterprise discovers
that one of its storage buildings, which is currently not being used, can be rented to another firm
looking for warehousing space. Finally, the enterprise discovers that part of the land can be
developed with yet another new office building. If the enterprise controls the land, it can enter
into a joint venture arrangement with a developer or it can simply sell the land if it is the owner
of the land. The net result is that the higher property tax has stimulated a more intensive use of
the valuable land and buildings. The enterprise is now paying higher taxes and probably has
extra funds to improve its economic performance. The buildings and the land are also being

used by office tenants, a warehousing company and by occupants of the new building.

In short, the enterprise could not pay its taxes so they changed their activities, their profit
increased and they used land more effectively. The economy of the city improves through a
more economic use of existing land and buildings. At the same time, higher property taxes
means that the city now has funds to provide better local services such as street lighting, building

maintenance, schools, health services and local transportation.
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S. OTHER BENEFITS OF THE PROPERTY TAX INCLUDING INFORMATION
ON THE REAL ESTATE MARKET

The computerized registry of real properties (real estate/fiscal cadastre) in the
municipalities will create an information base of real property values and about market activities.
This information may be used for a variety of other purposes (not only property taxes) and can
be made available to investors and other market participants, who can improve their activities
thanks to this information. This will help generate more economic activity and help with

development.

Better information about real estate and its market makes it easier for investors to make
investments. More investors will become interested in this sector and some will shift their funds
from the stock market to the real estate market. Increased investor interest will raise the price
they are willing to pay for real estate. This will, in turn, increase taxable values of real estate
assets which will increase local government tax revenues. The more active the real estate

market, the higher values it usually produces and the higher the local government revenues.

But the local government will also want to stimulate economic development in general
and stimulate the real estate market to provide better land and buildings to productive users who
can be even more productive if they gain access to a good location and efficient buildings. It is
therefore in the interest of local governments to stimulate real estate development and activity.
A provision of this is a good real estate information system which is the sound foundation for

real estate market development and more building activity.

51  Winners and losers of the new property tax reform. Are there winners and

losers in the new property tax reform? Overall, the whole city is the winner because the local
budget becomes stronger and more reliable while the tax burden is distributed more equitably.
Those who will need to pay a higher tax (supposedly the “losers’) are those who should be able
to pay it because they own valuable assets capable of producing good income. If the taxpayer
happens to be disadvantaged economically, such as a pensioner, he/she will, as a rule, qualify for
tax privileges anyway. Those who pay a lower tax (the supposed “winners”) are those taxpayers,
including enterprises, who own less valuable assets not capable of producing a good income.
The new tax reform simply introduces a better correlation between ability to pay (income of

taxpayer or their real estate asset) and the amount of tax reflecting real estate value.
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NOTE: Results of the tax impact analysis, when available, could be inserted here.

8. WHERE TO GET MORE INFORMATION

The information you have just read in this booklet is intended to answer some of the
questions you may have regarding property tax reform experiment. Should you have any other
questions, be sure to speak with an employee of the property tax department or other designated

department in your city. Please contact:

Telephone: Fax:

Address:
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APPENDIX 1

The Property Tax As A Revenue Source For Cities

The value-related (ad valorem) property tax is the most widely used autonomous source
of municipal revenues in most of the world's market economy cities. For example, as the table
below illustrates, the property tax constitutes as much as 95% of all local tax revenues in The
Netherlands, 81% in Canada, and 52% in France. Although the average in the United States is at
26%, the actual range of the tax in local finance varies greatly (from 10% to 70%) from local
government to local government throughout the country. The World Bank reports that property

taxation in some developing countries represents 40% to 80% of local government finance.

COMPARISONS OF PROPERTY TAX REVENUE IN SELECTED COUNTRIES
Property Tax as a Percentage of:
Country Local Tax All Local Government GDP
Revenues Revenues Revenues
The 95.0 42 22 N/A
Netherlands*
Canada* 81.0 30.2 6.9 2.84
USA* 75.3 26.4 14.6 2.96
average range
10%-70%
France (1992)* 52.0 24.1 8.6 2.2
Israel 66.0 N/A | N/A ' N/A
Poland 20.0 N/A 2.0 N/A
*Source: ‘“An International Survey of Taxes on Land and Buildings,” Joan Youngman, Jane
Malme, 1994.
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The value-related property tax is attractive because it works simultaneously toward the
attainment of two goals: an efficient local finance that allows city governments to function better
and provide better services, and a higher urban productivity that stimulates markets to perform

their function more effectively.

These two goals are interconnected through physical and economic planning. Planning
creates real property values by defining allowable types and densities of land use. Value-related
taxes create pressures to implement these plans. High values result in higher property taxes,

causing owners to intensify land use and generate more income to pay the taxes.

Consolidation of real property-related taxes should help to improve their administration.

The tax base created by real estate is convenient because of its immovable nature. There is also a

relatively transparent linkage between taxes and their use for municipal services and
investment. Property owners who pay taxes can see that their tax money is invested to provide
tangible services, which quite often improve the value of local land-based assets. Taxpayers are
also aware that a significant element of the value of their properties is generated by actions

within the public sector.

The need to strengthen local government revenues does not only come from the need to
pay for various services. Most cities also face increasing pressures to rehabilitate and upgrade
infrastructure, both primary and secondary. Without infrastructure improvements, cities will find
it difficult to increase their productivity. To finance the necessary investments, cities will have to
mobilize capital by borrowing from banks or issuing municipal bonds. Cities will be unable to
raise sufficient capital if their sources of revenue are unstable or unreliable. The property tax
provides cities with the legitimacy they need to credibly approach capital markets (lenders).
Increases in the value of some properties, indicating increases in wealth, translate quickly into

higher tax revenue for the city.

In short, a trend is developing throughout the world in which responsibility for public
services is being decentralized to the local level of government. With central governments
restricting their subsidies, local governments must secure new sources of funding to provide
essential services. As local governments move to increase their tax base, improved capital value

property taxation will be among the most attractive options open to policy makers. The value-
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related property taxation provides a stable and elastic source of revenue for local governments,

and encourages efficient urban land use and development.
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APPENDIX I1

EXPERIMENTAL IMPLEMENTATION OF MARKET VALUE BASED REAL
PROPERTY TAXATION IN BOROVICHI

EXAMPLE OF THE ONE-PAGE BROCHURE'*

'* Example of brochure for “passive” taxpayers prepared by Renata Frenzen and Jan Brzeski of the Urban
Institute/NERA/CREA Consortium. Passive taxpayers are characterized as those with little substantive
understanding and desire to learn the technical aspects of the property tax reform.
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THE NEED OF TAX REFORM

Existing land and building taxes are not
economically efficient:

e local tax revenues are unstable
e economic development is inhibited
¢ land and buildings are often not well used

Existing land and building taxes are not equitable:

economic uses bear over 90% of tax
wealthy physical persons are undertaxed
high value locations undertaxed

low value locations are overtaxed

tax privileges do not always help the poor

ADVANTAGES OF THE REFORM

better city services for population
stronger local economy and more jobs
better use of land and buildings

better local real estate market

less of unproductive land speculation
less bureaucracy for corporate taxpayers
tax amounts related to amount of wealth
tax privileges for the neediest taxpayers

BENEFITS TO BOROVICHI

stable and predictable tax revenues
computerized fiscal cadastre

improved tax administration
market-based values of real properties
taxpayer education and training programs
skills in evaluating alternative tax policies
positive image among investors
PRINCIPLES OF THE NEW TAX

New tax replaces the three existing taxes:

e tax on enterprise assets
e land tax payable by individuals and enterprises
e physical persons' property tax

The new tax is exclusively a tax revenue of
Borovichi, so that it can be used for improving
local services and infrastructure.

The new tax is levied on the property's value, which is
more closely realted to market levels than the book
value (of enterprise assets).

Legal and physical persons get equal treatment of
their commercial and industrial properties.

No significant increases of residential taxes are
taking place except that some new taxpayers begin
to pay the real property tax (put here what the City
Duma will decide). Tax bills for owners of
principal residence do not exceed the levels of
occupancy fees on similar housing.

TAX OBJECTS AND TAXPAYERS

Objects of the reformed property tax are:

land parcels;

buildings;

structures;

other specified real property.

Unfinished buildings and structures are also be
objects of property taxation.

Taxpayers of the reformed real property tax
include:

e physical and legal persons possessing
ownership rights to private real property
300

e physical and legal persons possessing rights to
state and/or municipal property

TAX BASE, TAX RATE AND TAX AMOUNT

Real property's tax base is its “assessed value”
which is multiplied by a tax rate in order to
calculate the tax amount.

Property tax rates are determined by the Duma of
Borovichi. They are uniformly applied to property
types, user categories and other groups according
to selected criteria.

The following tax rates have been adopted by the
local Duma:

e residential properties .. %
e commercial properties Y%
¢ industrial properties v %
e social/cultural properties .. %
L %
TAX PRIVILEGES

Properties owned by foreign countries and
international organizations.

The Duma of Borovichi has decided to grant the
following property tax priviledges:

total exemption
total exemption
...%s exemption
... Yo exemption

Tax amounts paid by legal persons can be added to
their costs, which should lower their effective tax

payments.



The possibility of income tax deductions for the
property tax amounts paid by physical persons is
being considered by Ministry of Finance 7?7

ESTIMATION OF PROPERTY VALUES

City of Borovichi has adopted a new market
valuation methodology for residential, commercial
and industrial properties.

Valuation methodology is based on relatively
cheap computer assisted mass appraisal methods
based on market derived formulas.

Market valuation formula takes into account only
those characteristics of land and building that
influence market prices. As markets develop and
change the valuation formulas will change
accordingly.

Valuation models will estimate market-based
values for both land and buildings.

For real properties which have not been subject of
market sales, location values can still be derived
which contribute to the productivity of a store, an
apartment or a warehouse and can be measured as
“land value factor”.

RIGHTS TO TAX APPEAL

Taxpayers have the right to appeal their tax
assessments if they disagree with value estimates.
Disagreements may be settled through a special
appeals committee, but taxpayers retain the right to
civil court procedures.

PROPERTY TAX CALENDAR FOR 1992

1997 - tax notices sent to taxpayers
1997 - feedback from taxpayers
Jan. 1, 1997 - effective date of the tax
1997 - tax bills sent to taxpayers
1997 - deadline for appeals
1997 - deadline for first tax payments
1997? - deadline for 2nd installment

MORE INFORMATION
For more information please visit or call Borovichi
[ name of department responsible for property tax ]

Department. They will be glad to talk to you.

Tel: Fax:
! rrrererarnsenerasons D rerresaesnensneresseasnasens
Address:

D ereteteereasteiaresssasessssnrsnsenrsrarsrranenans
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APPENDIX III

EXPERIMENTAL IMPLEMENTATION OF MARKET VALUE BASED REAL
PROPERTY TAXATION IN STARAYA RUSSA

EXAMPLE OF THE ONE-PAGE BROCHURE'®

6 Example of brochure for “passive” taxpayers prepared by Renata Frenzen and Jan Brzeski of the Urban
Institute/NERA/CREA Consortium. Passive taxpayers are characterized as those with little substantive
understanding and desire to learn the technical aspects of the property tax reform.
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Existing land and building taxes are not
economically efficient:

local tax revenues are unstable
economic development is inhibited
land and buildings are often not well used

Existing land and building taxes are not equitable:

economic uses bear over 90% of tax
wealthy physical persons are undertaxed
high value locations undertaxed

low value locations are overtaxed

tax privileges do not always help the poor

ADVANTAGES OF THE REFORM

better city services for population
stronger local economy and more jobs
better use of land and buildings

better local real estate market

less of unproductive land speculation
less bureaucracy for corporate taxpayers
tax amounts related to amount of wealth
tax privileges for the neediest taxpayers

BENEFITS TO BOROVICHI

stable and predictable tax revenues
computerized fiscal cadastre

improved tax administration
market-based values of real properties
taxpayer education and training programs
skills in evaluating alternative tax policies
positive image among investors

PRINCIPLES OF THE NEW TAX

AIDD FTGVTIVAY 1S58

¢ tax on enterprise assets
¢ land tax payable by individuals and enterprises
e physical persons' property tax

The new tax is exclusively a tax revenue of
Borovichi, so that it can be used for improving
local services and infrastructure.

The new tax is levied on the property's value,
which is more closely realted to market levels than
the book value (of enterprise assets).

Legal and physical persons get equal treatment of
their commercial and industrial properties.

No significant increases of residential taxes are
taking place except that some new taxpayers begin
to pay the real property tax (put here what the City
Duma will decide). Tax bills for owners of
principal residence do not exceed the levels of
occupancy fees on similar housing.

TAX OBJECTS AND TAXPAYERS
Objects of the reformed property tax are:

land parcels;

buildings;

structures;

other specified real property.

Unfinished buildings and structures arel also be
objects of property taxation.

Taxpayers of the reformed real property tax
include:

e physical and legal persons possessing
ownership rights to private real property

303

o physical and legal persons possessing rights to
state and/or municipal property

TAX BASE, TAX RATE AND TAX AMOUNT

Real property's tax base is its ,assessed value”
which is multiplied by a tax rate in order to
calculate the tax amount.

Property tax rates are determined by the Duma of
Staraya Russa. They are uniformly applied to
property types, user categories and other groups
according to selected criteria.

The following tax rates have been adopted by the
local Duma:

e residential properties %
e commercial properties Y%
¢ industrial properties %

e social/cultural properties w %
L .. %
TAX PRIVILEGES

Properties owned by foreign countries and
international organizations.

The Duma of Staraya Russa has decided to grant
the following property tax priviledges:

total exemption
total exemption
...% exemption
... % exemption

Tax amounts paid by legal persons can be added to
their costs, which should lower their effective tax
payments.



The possibility of income tax deductions for the
property tax amounts paid by physical persons is
being considered by Ministry of Finance 77?7

ESTIMATION OF PROPERTY VALUES

City of Staraya Russa has adopted a new market
valuation methodology for residential, commercial
and industrial properties.

Valuation methodology is based on relatively
cheap computer assisted mass appraisal methods
based on market derived formulas.

Market valuation formula takes into account only
those characteristics of land and building that
influence market prices. As markets develop and
change the valuation formulas will change
accordingly.

Valuation models will estimate market-based
values for both land and buildings.

For real properties which have not been subject of
market sales, location values can still be derived
which contribute to the productivity of a store, an
apartment or a warehouse and can be measured as
.,Jand value factor™.

RIGHTS TO TAX APPEAL

Taxpayers have the right to appeal their tax
assessments if they disagree with value estimates.
Disagreements may be settled through a special
appeals committee, but taxpayers retain the right to
civil court procedures.

PROPERTY TAX CALENDAR FOR 199?

1997 - tax notices sent to taxpayers
1997 - feedback from taxpayers
Jan, 1, 1997 - effective date of the tax
1997 - tax bills sent to taxpayers
199? - deadline for appeals
1997 - deadline for first tax payments
199? - deadline for 2nd installment

MORE INFORMATION

For more information please visit or call Staraya
Russa [ name of department responsible for
property tax ] Department. They will be glad to
talk to you.

Tel: covneererarenenns AXL covenvcenrnursarossenaransee
ddress:
A g P N
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APPENDIX IV

QUESTIONS AND ANSWERS ABOUT THE PROPERTY TAX EXPERIMENT
IN THE RUSSIAN FEDERATION

BRIEF OVERVIEW OF THE PROPERTY TAX EXPERIMENT IN THE RUSSIAN
FEDERATION

The citizens of the Russian Federation have elected their first local self-governments,
with the hope of making their cities more livable and affordable as soon as possible. The local

governments need a reliable system to finance their operations and deliver various services to

their citizens.

In response to these needs, Novgorod and Tver have become the first cities in the Russian
Federation allowed by the Federal Duma to reform their local tax systems related to land and
buildings belonging to enterprises and individuals. In July of this year, the Federal Duma passed
new legislation “On The Execution Of The Experiment On Real Property Taxation In The Cities
Of Novgorod And Tver.” The reform is aiming to move the two cities toward a rational system

of property taxation, which is the financial base of most cities in market economy countries.

The essence of the reform is to replace the three existing and very complicated taxes'’
with a single tax on “real property.” The basic principle of the new consolidated real property
tax is to make the tax amount closely related to the estimated market value of real properties
owned or used by enterprises and individuals. The use of estimated market values assures more
equitable distribution of the necessary tax burden. At the same time those who happen to have
difficulties in meeting their tax responsibilities may be granted relief by their local governments.
The new consolidated real property tax will become a major revenue instrument in the hands of
local governments. Revenues from real property taxes will continue to be spent on further

improvements in local services and infrastructure.

Other advantages of the consolidated real property tax are that it:

' These are: (1) the real property tax on objects of physical persons; (2) the tax on land of physical persons and
legal entities; and (3) the tax on assets of enterprises.
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1. stimulates economic development by shifting the tax burden to wealth from

excessive taxes on profit;

2. encourages efficient use of resources, primarily on urban land, because the tax on

land will now be based on its quality and location;
3. decreases tax avoidance because real property is visible and tangible;

4. helps legitimatize the real estate market because the information base needed to
implement the tax is the same information that investors need to have in order to

make rational decisions about real estate purchases.

The following pages present potential questions and prepared answers to these questions.
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QUESTIONS AND ANSWERS CONCERNING LEGAL ENTITIES (ENTERPRISES)

1. QUESTION: If one of the enterprises’ property is rented, will the enterprise pay the tax for
this property?

ANSWER: This will depend on the local laws and the lease agreement. If the renter is
registered with the local property tax department and land registry as a rights owner of some
type, then the tenant will be billed directly for the taxes. If the renter is not required to
register and retains only the limited right of use during the time of the lease, then the property
tax bill will be sent to the enterprise. It is the responsibility of the enterprise to insure that the
lease designates that rent will include a payment of an agreed upon percentage of the taxes
for the space that is leased.

2. QUESTION: If buildings of an enterprise are located beyond the city boundaries whereas its
administrative building is located in the city, what property will be taxable - the entire
property (in the city and beyond the city boundaries) or just the administrative building?

ANSWER: Enterprises, like all taxpayers should pay taxes only for property within the tax
Jjurisdiction of the city which by agreement may be larger than the municipal limits of the
city. Eventually, all land will be in one or another tax jurisdiction, so that all land and
improvements will someday be subject to property taxation either at the city, Oblast or
federal level. ProPerty outside of the current property tax authorities should continue to pay
the existing taxes. ®

3. QUESTION: If an enterprise is currently enjoying asset and land tax benefits, will these
benefits be preserved after the real property tax is introduced?

ANSWER: Asset and land tax benefits were a part of the old system. The new property tax
system should not be burdened with these exemptions. The new property tax authority,
including the Mayor and City Duma should consider new exemptions. These exemptions
should be based on need or cost benefit analysis for new improvement. The poor and elderly
should receive homestead exemption for a fixed level of assessment so that wealthy
pensioners do not get a greater benefit than poor pensioners. Old enterprises will be assessed
at appropriate amounts for the market value of their real estate. Enterprises that modernize
and increase the capacity of the real estate that leads to added employment and increased
wages can be given a limited tax exemption. Possible enterprise exemptions could be for
five years of property tax on new buildings or additions.

4. QUESTION: In Russia, small enterprises currently pay a single tax that replaced all the
taxes. Will the small enterprises have to pay a new real property tax once it is introduced, in
addition to the current one?

' There are complex “local arrangements” goveming the distribution of the tax base. In Novgorod, for example,
Akron is outside the boundaries of the city proper, but by agreement with the enterprise and oblast it is considered
a tax fiefdom of the city rather than of the oblast or any suburban area.
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ANSWER: Small enterprises should pay a property tax just as larger industries and
individual home owners and renters. All property except government administrative property
and military bases used to defend the local area should be listed in the property tax
department and pay a tax. The payment of income taxes or local fees for services is a
political decision for the governing authorities to determine.

. QUESTION: What valuation approach will be used to value incomplete construction
properties?

ANSWER: The cost approach is usually the best method of valuing all new properties,
including incomplete properties. Once the property is 70 or 80% complete, then the property
tax department should consider the market/income approaches as well as the cost approach.
The market and income approaches may cause an adjustment in the value based on the cost
approach. In some cases the actual cost of an improvement will not be completely
transferred to the market value. Old buildings that are undergoing extensive remodeling or

adding an addition, will not always see an increase in market value to correspond to the cost
of the improvement.

. QUESTION: In the valuation model, are the underground structures, fences, asphalt topping,
etc., taken into account?

ANSWER: In the current market valuation models no information about these items was
available. Therefore the model does not consider the added value for these items. In the
future as these additional site items become available to the property tax department, they
can be incorporated into the model.

. QUESTION: What are the disadvantages of the experiment to the enterprises (financial,
property related, etc.)?

ANSWER: The property tax is based on an estimate of value prepared by the local property
tax department from the best available information about market value. Enterprises should
take the time and rely on local appraisal experts to be sure that assessed value truly represents
the enterprise’s real estate value. Enterprises should also compare their assessed values to
their competition in the jurisdiction. The main disadvantage is that the enterprises must take
on the responsibility to understand the property tax system and the equity of their tax bill.
Enterprises must understand that the right to appeal an over assessment can be exercised.
Enterprises must be good corporate citizens, be aware of the local government’s budget
needs and the quality of the assessment system. This active participation is different from the
former passive relationship where enterprises had little or no control over taxes.

. QUESTION: What are the benefits that the experiment gives to enterprises?
ANSWER: Property tax is a local tax for local services. The enterprise should be able to see

tangible results for their property taxes as it will affect both the enterprise and its workers.
The enterprises have the right to appeal their assessments if they are too high in relation to
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market value. As good corporate citizens, enterprises will have an influence on local
government decisions and therefore can impact local budgets and taxes.

QUESTION: What is the legal framework for the experiment?

ANSWER: The legal framework for the experiment is the law passed by the federal
government'?, local Oblast Duma and city Duma.

10. QUESTION: What parameters should be used to measure the wealth of a real property

11,

12,

13.

owner?

ANSWER: Real property wealth is measured by its market value. Market value is
determined by three internationally accepted valuation approaches - Cost Approach, Market
Approach and Income Approach. All three approaches have existed in appraisal practice
worldwide for over 60 years and explain the transactions of buyer/sellers and owners/tenants
in the real estate market place.

QUESTION: Under the new tax system, will the zoning system be changed?

ANSWER: Zoning is linked to property taxation. It affects the taxation of property by
influencing values subsequently used in assessment (zoning maps can be used as a basis for
value maps for use in property taxation). On the other hand, ad valorem property taxation
influences physical planning and the zoning process.

QUESTION: What are the basic principles of valuation methodology?

ANSWER: Valuation methodology is based on a cost-effective Computer Assisted Mass
Appraisal (CAMA) model which, itslef, is based on a market derived formula. The market
derived formula takes into account only those characteristics that influence market prices. As
markets develop and change, the valuation formulas will change accordingly. Valuation
models will estimate market-based values for both land and improvements (buildings and
structures). For real estate that has not participated in market sales, location values can still
be derived which contribute to the productivity of a store, and apartment, or a warehouse and
can be measured as land value factors.

QUESTION: How is industrial property valued?

ANSWER: Industrial property is valued like all other property by a market value approach.
The market approach is based on known sale of industrial property and supported by
individual appraisals of industrial property by professional appraisers. This information is
then analyzed with a statistical software to determine the unit price value and location
adjustments for the properties in the test sample. Once the valuation experts complete their

' The Russian Federation Federal Law on the Execution of the Experiment on Real Property Taxation in the Cities
of Novgorod and Tver was passed by the State Duma on June 11, 1997 and approved by the Council of the
Federation on July 4, 1997. The law was signed by President Yeltsin on July 20, 1997 Thus, the expcn.mcntal
implementation of the property tax has been authorized in the pilot citics.

310



14.

15.

16.

statistical analysis, the statistical analysts and appraisers review the property value on site.
This is repeated several times until the best assessment calculations are determined to arrive
at market value for all property. Then the computer is used to calculate the value for all
properties in the fiscal cadastre.

The alternative approaches, Cost and Income, can be used to support the assessment or be
used by the enterprise to appeal an assessment. As the real property tax system expands, the
Cost and Income approaches will take a more active role in the development of assessments.

QUESTION: How is commercial property valued?

ANSWER: Commercial property is valued like all other property by a market value
approach. The market approach is based on known sale of commercial property and
supported by individual appraisals of commercial property by professional appraisers. This
information is then analyzed with a statistical software to determine the unit price value and
location adjustments for the properties in the test sample. Once the valuation experts
complete their statistical analysis. The statistical analysts and appraisers review the property
value on site. This is repeated several times until the best assessment calculations are
determined to arrive at market value for all property. Then the computer is used to calculate
the value for all properties in the fiscal cadastre.

The alternative approaches Cost and Income can be used to support the assessment or be
used by the enterprise to appeal an assessment. As the real property tax system expands the
Cost and Income approaches will take a more active role in the development of assessments.

QUESTION: How is residential property valued?

ANSWER: Residential property is valued like all other property by a market value approach.
The market approach is based on known sales of residential property and supported by
individual appraisals of residential property by professional appraisers. This information is
then analyzed with a statistical software to determine the unit price value and location
adjustments for the properties in the test sample. Once the valuation experts complete their
statistical analysis, the statistical analysts and appraisers review the property value on site.
This procedure is repeated several times until the best assessment calculations are determined
to arrive at market value for all property. Then the computer is used to calculate the value
for all properties in the fiscal cadastre.

The altemmative approaches Cost and Income can be used to support the assessment or be
used by the enterprise to appeal an assessment. As the real property tax system expands the
Cost and Income approaches will take a more active role in the development of assessments.

QUESTION: What should be done if managers of an enterprise find the appraised value too
high? Can they use the services of independent appraisers?

ANSWER: Taxpayers (managers) have the right to appeal their tax assessments if they
disagree with value estimates. Disagreements may be settled through a special appeals
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committee, but taxpayers retain the right to civil court procedures. Taxpayers also have the
right to use the services of independent appraisers.

17. QUESTION: How will the tax burden on enterprises change? Will it be increased or
decreased?

ANSWER: The property tax is based only on the value of the land and improvements and
will not tax plant and machmery and other financial assets. This will reduce the taxes on
enterprises.

QUESTIONS AND ANSWERS CONCERNING PHYSICAL PERSONS

18. QUESTION: Won’t the experiment put low income people in an even more difficult
financial situation?

ANSWER: Thereal property tax will be imposed on market based value. If somebody owns
or possesses a highly valuable property, he/she cannot call themselves low-income.

19. QUESTION: Don’t you think that the expenment will make rich people pay taxes for poor
people?

ANSWER: The tax is based on the value of the real estate you own. If you own more real
estate, you pay more tax. The tax is not based on income, but taxpayers with low income
may qualify for tax exemptions no matter how much real estate they own.

20. QUESTION: Many pensioners live in high-value city locations. Does the experiment imply
that they will have to move to less prestigious locations?

ANSWER: That will depend partly on how much space they occupy. If they use more than
normative size dwellings, the part over the above normative size will be taxed in a normal
way. For the normative size they will be able to claim privileges due to their status as
pensioners, but nobody else will be able to use these privileges after them. The same refers
to pensioners sub-renting to others.

21. QUESTION: Will the experiment decrease the unemployment level?

ANSWER: Yes. One outcome of the property tax reform will be to reduce the undue tax
burden on productive assets and this may help economic development, which should produce
more jobs in the cities. Also, the anti-speculative nature of the tax should help encourage
new investments in land by attracting capital from other sectors in the economy (commercial
sector, car industry, etc).

22. QUESTION: How is the tax to be calculated?

ANSWER: The city property tax department will have a list of estimated market values for
each real property being taxed. These estimated market values will be reduced by the city
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depending on the type of property, and these reduced values will be called the tax base. The
City Duma will set a tax rate (in %) in order to calculate tax amount (% times the tax base).
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