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ABSTRACT

This report surveys the status as of early August 1993 of
devel opnents in the Republic of Armenia related to (1) the
establi shment of a greater range of private property rights
and a system for recogni zi ng who possesses rights to specific
parcel s of imovabl e property, (2) privatization progranms, (3)
t he operations of open markets for inmmovable property, and (4)

instituting taxes on the value of |and and buildings. It
focuses on institutional arrangenents, draft property tax
| egi sl ation, and cadastral systems. It eval uates progress and

of fers recommendati ons.
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EXECUTI VE SUMVARY

The Republic of Armenia is creating a multi-faceted new
| egal and institutional framework designed to legitimte a
denocratic political systemcommtted to a nmarket econony.
This is a challenging prospect. This report addresses systens
needed to support this effort. These include the
establi shment of a greater range of private property rights
and a system for recognizi ng who possesses rights to specific
parcel s of imovable property. At the sanme tinme, prograns for
transferring i nmovabl e property fromthe state to private
parties must be created. |In addition, open markets for
i movabl e property nust begin to function efficiently.
Finally, taxes on property need to be instituted.

A. PRI VATE PROPERTY RIGHTS AND PRI VATI ZATI ON

Concepts regarding private ownership of |and and
bui | dings are evolving in Arnenia. Sone rights need to be
clarified, such as rights to urban |and, and others, such as
restricting the ownership of land to Arnenian citizens, may
need to be reconsidered. However, the stage is set for
private ownership of inmovable property.

The Republic of Arnmenia has nade substantial progress
toward privatizing both inmovable property and enterprises.
Agricultural land now |largely is privatized. A new housing
privatization | aw has been enacted, and the privatization
program began in Septenber 1993. The governnent is commtted
in principle to privatizing urban |and, but a plan for
resol ving conpeting clains has not been devel oped.

There is a nascent real estate market. Single-famly
homes and privatized apartnments are traded. This market
largely is "unregulated.” Not all transactions are
registered. Declared prices are a small fraction of actual
prices.

The | egal and institutional framework for better
controlling real estate market activities has not been
created. These would include | and code revisions, the
creation of an urban | and cadastre, |ower transfer tax rates,
capital gains taxation, deductibility of depreciation, and
provi sions that would ensure that nortgages are backed by
sufficient collateral.

B. PROPOSED PROPERTY TAXES




Two draft property tax | aws have been prepared--one
dealing with "land" and the other with "property."” New | egis-
| ation dealing with taxing transfers of property is under
di scussi on.

In general, the draft |laws are well conceived. Taxes
generally are to be proportional to property val ue, although
the proportions differ among cl asses of property. The
rationale for some of the differentials is not readily
apparent, such as the favorable treatnent of |and for dachas
and the differentials between rural and urban | and used for
i ndustrial purposes. Proposed exenptions should be nore
tightly drawn. Sone sel f-assessnent procedures may need to be
reconsi dered.

The process of drafting legislation is conplicated and
ti me-consum ng. Communi cations anong affected organi zations
could be better. There appear to be no high-1level "chanpions”
of property tax and cadastral reformlegislation in the
governnment of Arnmenia. Although this is not surprising
probl em gi ven the range of problens the country faces,
champions will be needed to resolve conflicting priorities and
conpeting organi zati onal interests.

C. ADM NI STRATI VE ORGANI ZATI ON

A coherent organi zational structure for managi ng
privatization, building cadastres, and property tax
adm ni stration needs to be devel oped soon. The structure wll
i nvol ve republican and | ocal governnment agencies and non-
government al organi zati ons.

The follow ng principles should guide the devel opment of
t he organi zational structure:

! Title registration should be decentralized for the conve-
ni ence of buyers and sellers of property.

Property tax collection should be decentralized for the
conveni ence of taxpayers.

There should be | ocal offices for making inquiries about
property tax matters and for filing appeals.
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Responsibility for valuation should be assigned in a way
t hat ensures sufficient financial, human, data, and
t echnol ogi cal resources.

Sufficient resources should be provided for policy
devel opnent and review and for research and devel opnent.

Decentralized functions should be adequately supervised
and coor di nat ed.

Based on international experience, several organizational
nodel s could work. The suggested nodel would nake the Tax
| nspectorate O fice chiefly responsible for adm nistration of
property taxes. A juridical cadastral service responsible for
conpi ling cadastral maps, assigning cadastral nunbers,
mai nt ai ni ng ownership registers, and archiving ownership
informati on woul d be created. The rationale for separating
responsibility for the juridical cadastre fromthe fiscal
cadastre is to break the link in peoples' mnds between
registration of property rights and property taxation.

D. DEVELOPMENT OF CADASTRES

Modern cadastral record systens consist of cadastral
maps, a cadastral numbering system and associated | and,
bui | di ng, and ownership records. There are two main types of
cadastral record systenms: juridical cadastres and fiscal
cadastres. The juridical cadastre is an archive of
information on real property ownership. The fiscal cadastre
serves as the basis for taxes on land and buildings. The
systens are |linked by cadastral maps and the cadastral
nunberi ng system Conputer technol ogy nakes file integration
possi bl e.

An agricultural |and cadastre exists in Arnenia. There
is no counterpart urban | and cadastre. Cadastral maps and a
cadastral nunbering system are | acking. Urban |and parcels
have not been delineated. Although extensive data exist about
bui I dings in passports and other paper docunents, buildings
are not |linked to specific land parcels. Cadastral control
generally is |acking. However, ownerships of buildings and
apartnents are being registered.

The scope of work to devel op cadastral record systens
i ncl udes:



! A "starting" cadastre
I Guidelines for establishing urban parcel boundaries
I Conpil ation of provisional cadastral maps

I Establishnment cadastral nunbering system

Property records

1 Selection of characteristics to be maintai ned,
devel opnent of codes, and the |ike

I Data collection strategy, input fromexisting data, tax
return, field canvass, or conbi nati on

Owner shi p/ t axpayer records

Sal es and mar ket data
! Manual s and trai ning
! Aut omati on pl an

The focus of work initially should be on the devel opnent of a
provi si onal parcel -based urban | and cadastre in |lieu of the
current "person-based"” property ownership records. Both the
Yerevan building inventory office and the Arneni an Urban
Research Institute have devel oped registration forns providing
parcel boundary plans. \Were adjoining |and users can agree,
t hese plans can be used as the basis for the | and cadastre.
Suggestions are made for draw ng parcel boundari es when

concl usive evidence of the boundaries do not exist. The
drawi ng of provisional boundaries should be legally

aut hori zed, but boundaries so drawn should not be treated as
| egally establishing a parcel's boundari es.

The guiding principle is to draw parcel boundaries around
(a) every vacant piece of land (such as a park, building site,
and the |like) and (b) every primary building (such as an
apartment bl ock) including the | and around auxiliary buil di ngs
(such as garages and sheds. A conplex of buildings can be on
a single parcel. However, it is desirable to avoid having a
bui l ding straddle two or nore parcels.



Parcel boundary |ines should be drawn wherever there is
an obvi ous change in | and use or occupation, such as between
abutting walls of adjoining buildings, fence |lines, hedges,
and the like. O course, boundaries will not always be
obvious. In such cases, the cadastral admnistration wll
have to make its best guess as to the location of the parce
boundary. As a general rule, when the |and areas on both
sides of the boundary are either both publicly owned or used
or are both privately owned or used, the boundary shoul d
di vide the space equally. When one side is privately owned or
used and the other side is publicly owned or used, the
boundary should be drawn in a way that favors the public's
i nterest.

The provisional cadastral maps should be open for public
review and coment. Interested parties should be allowed to
present evidence as to where boundaries should be adjusted,
provi ded other interested do not object. The Arnmenian Urban
Research Institute's recommended tenporary |and commttees
woul d be suitable bodies to hear comments and to attenpt to
resolve differences. Policies and procedures to guide the
comm ttees' deliberations should be devel oped.

E. VALUATI ON

The need to develop the capacity to val ue property for
tax purposes is widely recognized. The nmmjor phases of a
nodern mass val uati on program i nclude market nonitoring and
anal ysi s, mass val uation nodel building, nodel application and
review, and communication of the results to taxpayers.

Pilot studies in the first two phases have been begun by
the Arnmeni an Urban Research Institute. The Institute has
moni tored sales activity and obtained sale price data. The
I nstitute has devel oped "starting prices" of flats and urban
| and. However, substantial progress in devel oping an ongoing
val uati on program cannot be made until the property tax
adm ni stration is organized.

F. TAX ADM NI STRATI ON

Tax collection and enforcenent are strategically the nost
i nportant conponents of a property tax system The property
tax is a fiscal instrunment designed to provide governnent
revenue. The property tax can also be used to inprove
econom c efficiency and equity. These results can only occur,
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however, if the property tax is uniformy and effectively col -
| ected. Property tax objectives in |law cannot be realized
unl ess revenue is actually received.

Property taxation is not truly "taxation" w thout strict
enf orcenent. Taxation w thout enforcenment should better be

called "contribution.” The property tax beconmes a systemin
whi ch only those who want or are forced to will pay
(contribute). The property tax will not be based on "ability
to pay" but on "ability not to pay." Such a tax usually falls

on the poor and politically weak.

The five basic steps of an effective tax collection and
enforcenment program are:

1) Tax liabilities should be assessed.

2) Taxpayers should be notified of their tax
liabilities.
3) Taxpayers shoul d be persuaded that they shoul d pay.

4) Tax paynments should be received and properly record-
ed.

5) Del i nquent taxpayers should be forced to pay their
liabilities.

The draft |aws nmake the Tax |Inspectorate Ofice generally
responsi ble for property tax adm nistration. However,
substanti al progress in devel oping the adm nistration cannot
be made until specialized units are created.

G PUBLI C | NFORMATI ON AND ASSI STANCE

Successful inplenmentation of the new taxes on property
will require public acceptance and cooperation. Efforts to
secure this acceptance should occur at all |levels of the tax
adm ni stration. Property tax adm nistration should be viewed
as a public service function. The chief service is an
equi tabl e assessnment. The tax adm nistration should
denonstrate at every opportunity that the tax is being
enforced even-handedly.

Policy makers and tax adm ni strators nust conmuni cate
effectively their publics--honmeowners, business people, and
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governnment officials. The rationale for the tax, how it is
adm ni stered, and taxpayers' rights and responsibilities nust
be expl ai ned.

Taxpayers should feel welcome in the offices of the
property tax adm nistration and be reassured that the tax
adm nistration is sincerely interested in their needs. An
accessi ble, effective appeal process is crucial to the success
of the property tax. |In property taxation, in contrast to
ot her taxes where adm nistrators audit the assessnents of
t axpayers, taxpayers use the appeal process to audit the work
of the tax adm nistration. It is inportant that access to the
appeal process be conveni ent and i nexpensive, at |east at the
initial stages, with |ater stages reserved for nore conpl ex
apprai sal and | egal problens, where expert assistance may be
necessary.

The Arneni an Urban Research Institute has recogni zed the
need for education in denocratic |egal rights and respon-
sibilities. Wrk on devel oping public information and
assi stance prograns cannot begin until the organi zati onal
structure has been put into place.

H. TECHNOL OGY

Modern cadastral record, mass valuation, and property tax
adm ni stration systens require conmputer technology. There-
fore, Arnmenian systens should be devel oped with conputeriza-
tion at | east eventually in m nd.

Recent technol ogi cal advances and cost reductions have
made conputer systens available to the smallest tax agencies.
Comput er systenms help with adm nistration and with val uati on--
the latter type of system being called a conputer-assisted
mass apprai sal (CAMA) system  Conputer-assisted val uation
systens can be viewed as having four broad, integrated
subsystens: data nanagenent, sal es processing and anal ysis,
mass val uation, and adm nistration. The data managenment
system supports data storage, maintenance, and retrieval. The
sal es managenent system provi des for sal es processing,
anal ysis, and ratio studies. The valuation system conprises
mass val uation applications of the three approaches to val ue.
The adm nistrative system provides for such functions as
preparation of valuation and tax rolls, notices, project
managenent, forms generation, and exenption and appeal s
processing. It also interacts with other systens particularly
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tax billing and collection systems. |Increasingly, valuation

and tax adm nistration systens are being |inked to geographic
information systens (G S) and el ectroni c docunent nmanagenent

syst ens.

The conputer system devel opnent process should begin with
a determ nation functional requirenments. A strategy for
obtaining the software that will effectively neet those
requi renments should be devised. Finally, hardware alterna-
tives should be evaluated. Hardware should be eval uated on
the basis of capacity and reliability, availability of
mai nt enance service, and ease of upgrading. Experienced data
processi ng managers shoul d hel p make acqui sition deci sions.

Tax adm ni strators have several broad options in applica-
tion software selection and devel opnent. One is to devel op
software internally. The second option is to acquire speci al
pur pose software froma vendor. Third, offices can build a
system from general purpose or "generic" software conponents
to neet their requirements. O course, a tax adm nistration
is not restricted to a single approach. 1In view of continuing
t echnol ogi cal advances, generic software is becom ng
increasingly attractive relative to internal devel opnment just
as personal conputers are beconm ng attractive as a hardware
pl at f or m

The current situation with respect to conputer technol ogy
in Armenia is mxed. On the negative side, frequent power
interruptions create problematic environnental conditions.
Unreliable tel econmuni cation systens al so constrains sone
conputer applications. In addition, conputer hardware
avai l abl e to governnent bodies seens to be in short supply--
limted to a few PCs. These problens can be solved with
capital investnents. Additional challenges include the need
for an appropriate |egal framework and, nore inportant, the
need for managers who appreci ate the value of conputer
t echnol ogy to provide | eadership toward conputeri zed
sol uti ons.

On the positive side, Arnenia was a center for conputer
sci ence during the Soviet era, and the [Conputer Research

Institute of Yerevan] is still active, although smaller in
size. Consequently, there is a pool of conputer-literate
people. In addition, the work of private firns |like the

Aragast B Conmpany and institutions like the Scientific Re-
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search Center of City Managenent Systems suggest sufficient
potential for conputerization.

People in these organi zations are abreast of the state-
of -the-art in generic software. |In addition, skilled system
desi gners and programmers are avail able to devel op software
internally.

The Scientific Research Center of City Managenment Systens
is devel oping PC systenms for the building inventory and hous-
i ng mai ntenance departnments of Yerevan. The center also is
devel opi ng a personal information system and has a denonstra-
tion version of a rudimentary G'S, the "Kaghak" (city)

Aut omated I nformati on System The Aragast B Conpany is
devel oping nmulti-media systens.
| . | MPLEMENTATI ON PLANNI NG

The inmpl enentation of new tax systems will require
careful planning. There is |little evidence that such planning
has begun. G ven the desire to inplenent the proposed
property taxes quickly, inmplenentation planning should begin
as soon as possible. The plan should address the foll ow ng:

! Est abl i shing Legi sl ation

1 Mar shal | i ng Resources

Desi gni ng Systenms and Procedures

Tr ai ni ng

Data Col | ecti on

1 Val uati on
1 Public I nformati on
1 Ongoi ng Adm ni stration

Substanti al progress has been nade only in drafting
| egi sl ation.

Regarding the general timetable for inplenentation, an
effective date for the proposed property tax |egislation has

not been set. The Arnmenian Urban Research Institute believes
five-to-six years would be required to inplement the urban
| and cadastre (at a current cost of $10 mIlion). That
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probably is an anmbitious tinmetable, but the State Tax

| nspectorate believes the country cannot wait four or nore
years while the | aw and systens are being perfected to

i npl ement the new taxes. That is the fiscal and political

reality. One to two years would be required to inplenment a
mnimal, interimsystem successfully.



. BACKGROUND

The Republic of Armenia is creating a multi-faceted new
| egal and institutional framework designed to legitimte a
denocratic political systemcommtted to a nmarket econony.
This is a challenging prospect, given great cultural
di fferences between the old and new systens devel oped over
decades.

Several supporting systens are the subject of this
report. These include the establishment of a greater range of
private property rights and a system for recogni zi ng who
possesses rights to specific parcels of immovable property.
At the sane tinme, prograns for transferring i nmovabl e property
fromthe state to private parties nust be created. 1In
addi ti on, open markets for imopvable property nust begin to
function efficiently. Finally, taxes on property need to be
instituted.

This report surveys the status of developnents in the
above areas in late July and early August 1993. It is based
on a two-week technical assistance mssion by Richard R Al ny,
a specialist in property tax systens, valuation, and
cadastres. The purpose of the m ssion was to assist the
I nternational City/County Managenent Association (ICMA) in its
efforts to help the Republic of Arnenia inprove its housing
pursuant to a contract with the United States Agency for
| nt er nati onal Devel opnent (USAID).

During the m ssion the author attenpted to introduce
basi c concepts and choices with respect to the design of
property val uation, property taxation, and property
registration and titling systens. He nmet with officials in
t he government of the Republic and the City of Yerevan, the
capital, and with representatives of institutions and firns
with related interests (see annex A). Key concepts and
choi ces were presented in a one-day sem nar (see annex B) and
are contained in this report together with recommendati ons.

The aut hor appreciates the difficulties and potenti al
probl ens of discussing technical subjects |ike taxation and
valuation in a foreign | anguage (English). In hopes of im
provi ng communi cations, | attenpt to enploy ternms adopted by
t he Organi sation for Econom c Co-operation and Devel opnent and
the International Monetary Fund. When | use the term property
tax, | mean a recurrent (annual) tax levied on owners or users



of i mmovable property. | use inmovable property in preference
to real property or real estate. |Inmopvable property includes
 and and "inprovenents." However, | prefer the terns build-
ings, structures, and inprovenents to the land in preference
to the nore general term"inprovenents." | |abel taxes |evied
at the time of transfer; estate, inheritance, and gift taxes;
income taxes on inputed rent; and so forth as "other taxes
related to property.”



1. PRI VATE PROPERTY RI GHTS AND PRI VATI ZATI ON

My exam nation of private property rights and
privatization was in the context of their relationship to
cadastral record systens and property taxation. | attenpted
not to duplicate the work of Robert Josephs (and others).
However, references to Josephs's work seem appropriate.

A. PROPERTY RI GHTS

1. Concept s

Concepts of property differ between western countries and
former communi st countri es. These differences create senman-
tic difficulties that can affect communi cations between
easterners and westerners.

The concepts of "land" and "property"” constitute one area
of difference. In former comuni st countries, "land" connotes
agriculture. However, land for which perm ssion to build upon
has been granted seens to viewed as a special kind of asset.
"Property" connotes buildings and the fixed assets of enter-
prises. Urban | and al nbst escapes notice, particularly after
it is built upon. Consequently, republics in the former
Sovi et Union and countries in the former Soviet bloc commonly
have separate "land" and "property" taxes.

In the west, "property" may be classified in two broad,
over | appi ng physical ways: as tangible or as intangible
property. Property may also be classified as real or as
per sonal

Real property is the rights, interests, and benefits con-
nected with real estate. Real estate consists of |and;
i mprovenents to | and, such as clearing and grading;
i nprovenents on or attached to |and, such as buildings; and
appurtenances, such as easenents to cross or give access to
| and. Except for appurtenances, real estate is tangible.

Personal property is defined by exception: that is, any
property that is not real is personal. Personal property is
characterized by its nobility. Hence, personal property is
known as novabl es, and real property is known as inmovabl es.



The distinction between novabl e and i nmovabl e property is
not always clear. |If novable property is exenpt fromtaxation
whil e i mmovabl e property is taxable, anmbiguity in
classification can cause adm ni strative and apprai sal
problens. One test is whether the itemin question can be
moved wi t hout damage to itself or the real estate to which it
is connected. Another less conclusive test is ownership. |If
the owner of the itemis different than the owner of the
parcel of real property on which the itemis |ocated, the item
usually 1s classified as novabl e.

Bui | di ngs are constructed of itens that once were
novabl e. Al though no one would argue that the bricks in a
wal | remain novabl e property, such itens as built-in
refrigerators could be classified as either novable or part of
the i movabl e property. If part of the i nmovable property,
they are known as fixtures. Attached itens used in business,
such as display cabinets, are known as trade fixtures. These
are usually classified as novabl e property even when their
renoval may cause some damage to the item or the buil ding.
| ndustrial plant machi nery and equi pnment present even greater
definitional problens. |Is an oil pipeline or refinery novable
or immovabl e? Such questions are usually answered in
| egi sl ation.

Land parcels define or identify pieces of real estate. A
parcel of land is: a contiguous area described in a single
description in a deed or as one of a number of lots in a plat;
separately owned, either publicly or privately; and capable of
bei ng separately conveyed. Land potentially extends fromthe
center of the earth upward to the periphery of the universe in
the formof an inverted pyram d circunscribed by the

boundaries of the parcel. It includes natural resources.
There are practical |limts to clainms of subsurface and air
space. There may be legal limts as well; for exanple,

commercial airlines legally use the air space above property
t hey do not own.

From a | egal perspective, private property rights include
the rights to use ("quiet enjoynent"), sell, |ease or rent,
enter or |eave (real property), encunber or give away, and
refuse to do any of these. Governnents authorize and protect
those rights. Governnments also reserve to thenselves certain
property rights associated with police power (protection of
t he general welfare), taxation, em nent domain (expropriation
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for the public good), and escheat (reversion of ownership to
the state when a deceased owner has no heir).

Property rights can be divided and shared. This has |ed
to the concept of a bundle of rights. Each right is |ikened
to a stick in a bundle. Rights my be separated or divided in
many conpl ex ways. For exanple, air space, sub-surface space,
m neral, water, grazing, hunting, and other rights nmay be
owned separately fromthe other rights to the same property.
At the sane tinme, a right my be either owned by one person or
di vi ded among many owners. Partnerships and the conmon areas
of condom ni uns are exanpl es of divided property rights.
| nterval ownership ("tinmeshares") is another type of divided
interest in real property. Developnment rights permtted under
| and-use controls may be transferred from one property to
anot her.

In summary, property is a cultural concept having to do
with the I egal relationships anong people with regard to
things. Wthout |aws, property does not exist.

2. Private Property R ghts in Arnenia

The notion of private property is not conpletely novel in
Armeni a. Even during the Soviet era, when | and was owned by
the state, both individuals and enterprises could acquire
rights to use land. In addition, buildings could be owned by
users.

Josephs points out that article 9 of the Constitution of
Sept enmber 25, 1991, recognizes the right of individuals to own
i movabl e property. This right makes possible the establish-
ment of markets for immovable property. However, private
ri ghts appear to be seriously constrained (also see the dis-
cussion of land use controls below). Such constraints can
have two undesirable effects. First, they may hanper the
devel opnent of immovabl e property markets. Consequently,
investment in inmmovable property will be constrained. Second,
t hey may spawn evasi on and corruption, which will undercut
citizens' support for their governnent.

Anmong the constraints cited by Josephs is article 8 of
the Constitution, which reserves property rights to citizens
of the republic. Although, the Arnenians' historic concern
for the protection of their property is understandable, it
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woul d seemthat a nore pressing need is to put the nation's
assets to work building a strong market econony than to guard
j eal ously those assets from foreign ownership.

I n addition, Josephs suggests that there are conflicting
constitutional provisions. One question that nay need to be
resol ved is whether the prohibition on foreign ownership of
i movabl e property is absolute or whether foreigners can hold
a mnority interest in property. A related question is how
this prohibition would affect the operations of nultinational
cor porations.

Josephs concl udes that property rights are neither care-
fully differentiated nor clearly delineated. This is under-
st andabl e, given the country's history. The Arnenian Urban
Research Institute in "About Land Reformin the Cities of the
Republic of Armenia" has raised simlar concerns regarding the
Law about the Property of the Republic of Armenia and the Law
about the Land Code of the Republic of Arnenia. Attention to
such problenms will be needed to ensure well functioning
i movabl e property markets, including the establishnment of
cadastral record systens.

Anmong the issues to be resolved (and others are discussed
bel ow) is whether there is to be a right of adverse posses-
sion. (Adverse possession has to do with gaining title to
property bel onging to another [such as the state] through
open, hostile, and continuous use for a stipul ated period.)
There appear to be many unsancti oned uses of |and and buil d-
ings. Re-registration of all |and ownership and | and use
rights is considered a possibility. A commttee has been
established in Yerevan to consider such issues.

Armeni a al so m ght reconsider existing restrictions on
i ndi vi dual novenents ("propiska" laws). Such restrictions are
not in harnmony with basic human freedons. They have a
danpeni ng effect on i mMmovabl e property markets, and they
create an incentive to nove illegally.

B. PRI VATI ZATI ON

Agricultural land and urban housing are being privatized.
Privatization in Armenia is sinplified by the fact that there
s no restitution program The privatization of state
enterprises and urban | and has yet to be resolved. These
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probably will not be privatized free of charge. A related
issue is the allocation of unprivatized property between the
central and |ocal governnents. Large enterprises generally
are regarded as state property and small enterprises are
regarded as | ocal.

1. Aagricultural Land

The privatization of agricultural |and |argely has been

acconplished. Individual parcels of arable |and were sold to
private entities at official cadastral values. A famly could
acquire up to three lots. Resales will be allowed after three

years (that is, beginning in 1994).

2. Ur ban Land

Apparently the privatization of urban | and has been
agreed to in principle, but |egislation appears not have been
drafted yet. The Land Code appears to provide for privatiza-
tion (a conbination of ownership and (long-term and short-
term use rights, but the Arnmenian Urban Research Institute
regards the code as an insufficient framework for full-scale
l and privatization. Sonme transitional elenments in the code
al ready have | ost rel evance.

Many difficulties are anticipated in allotting urban
| and. The basic question is how nmuch | and shoul d be allocated

to a building? Allotment will be conplicated by the facts
that there are many auxiliary buildings in courtyards and nmany
apartnment bl ocks are nulti-use buildings with |legal and ille-

gal shops occupying the ground floor. (M suggestions
concerning the delineation of urban | and parcels can be found
in section V.)

The "starting prices" discussed in the section VI (valua-
tion) are intended to serve as the initial prices of
privatized | and.

3. Housi ng

Approxi mately 50 percent of dwellings (mainly rural)
al ready are owned privately according to the International
Monetary Fund (1992). An urban housing privatization program
began in 1989. Housing units could be purchased at official
prices (see discussion of valuation and "starting prices"). A
new housing privatization | aw was approved 9 June 1993 and
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went into effect 1 Septenmber 1993. Under it, all state-owned
housing units are eligible for privatization to their
occupants at no charge within a two year period. Afterwards,
un-privatized units may be sold at cadastral values. Public
support of the housing privatization |aw was unknown at the
time of my m ssion.

Josephs noted with respect to the recently enacted Law on
Housing Privatization that there was little discussion of the
attendant privileges and responsibilities. Rights to an
apartment seem not well defined. Currently, one person is
"responsi ble" for it, but famly nmenbers and non-famly
nmenbers residing in the apartnent also have rights.

Managenent of bl ocks containing both state and privately owned
apartnents also is seen as a problem These are inportant

poi nts, given the state of the econony and the deterioration
of the housing stock.

4, Ent erpri ses

Privatization of state enterprises in the services,
trade, and |ight industry sectors is said to be underway. |
did not verify this. As previously nentioned, the
privatization of large state enterprises is unresolved. A
Board for Privatization and I nventory of State Property has
been fornmed.

5. Adninistration

a. Agricultural Land: | did not obtain information
on the adm nistration of the agricultural |and privatization
program The Mnistry of Agriculture adm nisters the program
and according to the International Mnetary Fund (1992), 80
percent of agricultural |and had been privatized. After the
t hree-year noratoriumon re-sales expires, transfers can be
expected, adding to the general cadastral work | oad.

b. Housing: Building Inventory Offices adm nister
the privatization of housing. They maintain registers and
records of use rights, privatized housing units, and apartnment
bl ocks. They issue "licenses" to acquire ownership rights in
housing units, which allow the |license holder to gain title of
the unit. They also have custody of sonme buil ding passports.
The passports and licenses contain information needed for
cadastral data systens.



There are 230,000 to 240,000 flats in 6,500 to 8,000
buil dings eligible for privatization in Yerevan. (Precise
counts do not seemto be readily available.) No information
was obt ai ned outside of Yerevan. The Yerevan buil ding inven-
tory office said 200,000 flats had been inventoried, of which
35 percent (70,000) have been privatized.

Under the 1989 program about 3,000 privatizations were
bei ng processed per nmonth in Yerevan by a staff of sixty.
(Processing the privatization of a housing unit required one
to two nonths.) At this rate, fifty-three nonths woul d be
required to process the rest. The new privatization |aw
contenpl ates a wi ndow of two years to privatize housing free-
of -charge. Of course, no one knows how many occupants w ||
elect to take on the rights and obligations of owning their
own hones, given the deterioration of sone buil dings.
However, there is a strong possibility that a |log jam of

privatizations will develop. The information system being
devel oped by the Scientific Research Center for City
Managenent Systens will help. It mght also be possible to

streamine field work.

C. MARKET ACTIVITY AND THE DEVELOPMENT OF A REAL ESTATE
| NDUSTRY

In addition to transfers of privately owned property, use
ri ghts appear marketable. A real estate market exists and is
felt to be functioning. For a description of real estate
mar ket activity, see Najarian. The depressed econony is said
to be adversely affecting the volune of transfers and prices.

There are about twenty regi stered brokers and traders.
Many sal es are conpleted without their services. There is an
open air weekly real estate market. There is some advertising
in newspapers and on television. Asking prices are seldom
advertised now.

Consi derabl e market activity is characterized as "ille-
gal." | interpret this to nean that the transfer was either
without a |icense or unregistered. Froma western
perspective, buyers who fail to register their ownership are
assum ng enornous risks. Wthout registration, the governnent
cannot protect the owner. The seller could sell the property
a second tine.



There is an interest in "controlling"” markets, although
what is nmeant is not quite clear (the sanme sentinent exists in
eastern European countries).

The Armeni an Urban Research Institute has attenpted to
moni tor prices and has had sonme success in gaining access to
brokers' data by exchanging information with them The scru-
pl es of brokers and traders are in question. Apparently
there is little sharing of data anmong brokers now. Data
sharing would foster open and nore efficient markets. Buyers
and sellers would benefit. At the same tine, it will be
necessary to guard agai nst the i movabl e property industry
gaining a information nonopoly, as has happened in parts of
the United States.

Access to information from i mmovabl e-property markets is
required if the adm nistration of taxes on i movabl e property
are to succeed. Access to market information can be gained in
vari ous ways. A |law mandating disclosure of information to
tax adm ni strators about terns and sales prices is very
inportant. This information can be coll ected when a buyer
applies for a certificate of title (the real estate transfer
tax could be inposed at the sanme tinme). The tax
adm ni stration also should tap into industry information
sources by establishing and mai ntaining contacts with real
estate agents and brokers, private valuers, and other
i movabl e property advisors. Such sources can provide infor-
mati on about the circunstances of sales--information that is
i nportant to understandi ng markets and to determ ni ng whet her
sales neet the criteria of open-market, arm s-length sales.

As is discussed el sewhere, it will be necessary for the
governnment of Armenia to develop an integrated set of nmeasures
to encourage registration and accurate price decl arations.
These will include Iow transfer tax rates, reasonabl e property
tax rates, taxation of capital gains, regul ation of nortgage
lending (only to registered owners), and the |ike.

D. LAND USE CONTROLS

Land use controls will affect privatization and market
activity. These effects will need to be considered in val ua-
tion.

According to the Land Code, land is divided into the
foll owi ng seven cl asses:

-10-



1) Land of agricultural inportance;
2) Lands of popul ated areas (towns, settlenents, villages);

3) Lands of industry, transportation, conmunications,
defense, and ot her inportance;

4) Lands of natural protection, health, resort, sports, and
hi storic-cultural inportance;

5) Lands of forest stock;
6) Lands of water supply; and
7) Lands of preservation.

The significant feature of these classes is the | unping
together of all urban land into one class. Changes in the
classification of |and can only be made by the governnent.
Annexation of agricultural |and by nmunicipalities appears to
be an alien concept. The Land Code does provide for
expropriation with conpensati on.

Because urban devel opnent projects were done by state
enterprises, the land use controls (such as zoni ng and
bui | di ng codes) needed to regul ate private devel opnent
projects appear not to exist. However, there are master plans
for each community. The general devel opnment process is to
apply to use a "parcel," submt a construction plan and
timetable to the city's capital construction departnment, and,
if approval to proceed is obtained, begin construction. In
t heory, if construction does not go according to plan (and
much construction has not), the city can order the owner to
destroy the inconplete building and can regain control of the
| and. Legal buildings presumably were, and are, built
according to state standards (although quality control may be
| acki ng).
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I11. PROPOSED PROPERTY TAXES

A. | NTRODUCTI ON

The Republic of Arnmenia is creating a nmulti-faceted | egal
framework to bring about a market econony and denocratic
governnment. Legislation pertaining to the taxation of
property is part of that franmework

The | egal framework, or body of |laws that govern a tax,
is a key elenent of a property tax system It lays out policy
choi ces, provides the environnent for their achi evenent, and
assigns responsibilities. Anong the environnental matters the
| egal franmework should cover are resources and technol ogy,
data, public involvenment, and interagency and
i ntergovernnmental relations.

1. Underl vi ng Principles

A key principle of taxation is uniformty. A policy of
uni formty builds popul ar support for government. Uniformty
is achi eved when taxpayers are treated even-handedly,
val uations are accurate, and collection rates are high. A
policy of uniformty can have a fiscal benefit. The
overval ued object |oudest to high taxes, causing governnments
tolimt tax rates, resulting in the underval ued paying |ess
taxes than they would be willing to tolerate. Consequently,
total property tax revenues will be | ess than would be the
case with a uniformtax.

In addition, a policy of uniformty also makes good
econom ¢ sense. Taxes can influence econom c behavior.
Behavi ors that distort econom c decisions, which are essenti al
to orderly markets, or are contrary to other societal goals
are to be discouraged. Taxes that are "neutral" encourage
"efficiency." A "neutral" tax is one that does not distort
econom ¢ decisions. Broad-based, proportional taxes tend to
be neutral taxes. Taxes that inspire w despread avoi dance
(legal activities designed to reduce taxes) and evasion
(illegal activities designed to reduce taxes) are not neutral.

Agai nst these standards, current market value is the best
basis for a property tax in a market economy. Revenue needs
change annually. So do property values. Sone properties in-

-12-



crease in value while others decline. A uniformrelationship
bet ween property value and property taxes can be maintai ned
only if current market value is the basis of assessnents. For
nost taxpayers, current market value also is a reasonable
nmeasure of ability to pay and of benefits received.

Mar ket val ue can be defined as "the nost probable price
whi ch a property should bring in a conpetitive and open market
under all conditions requisite to a fair sale, the buyer and
sell er each acting prudently and know edgeably, and assum ng
the price is not affected by undue stinulus."™ Prices
established in such "open-market, arm s-length" transactions
provi de good evidence of market values. Although sales are
hi storical facts, market value essentially is a matter of
informed opinion. A mpjor responsibility of the property tax
adm nistration is to analyze actual prices and form
concl usi ons about the value of all taxable property whether it
has sold recently or not.

The | ocal nature of the property tax can hel p consumers
make econom cally efficient choices about the m x of
governnental services. Because demands for goods and services
vary anong individuals and conmunities, |ocal governnents can
tailor their services to match consuners' desires, and use
| ocal taxes and revenues as quasi-prices for those services.
For taxes to be used effectively as a pricing or rationing
mechani sm they nmust be benefit taxes: taxes whose incidence
corresponds to the distribution of the benefits the taxes
provide. No tax perforns this role perfectly, but, at the
|l ocal level, a property tax is nore effective than the
al ternatives.

Li nking taxes with the provision of services pronotes
accountability. Accountability is achieved when the |evel and
m x of government spending and the distribution of its costs
are decided in a climte of full disclosure by the el ected
representatives of a jurisdiction.

"Openness” is an essential characteristic of a
politically acceptable property tax. To satisfy the criterion
of openness, the tax adm nistration nust provide taxpayers the
information they need to judge the fairness of their
assessnments. Taxpayers nust receive notice of assessnents and
be afforded sinple, informal appeal procedures. Taxpayers
need to understand the property tax system how their property
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was val ued, and how their valuation conpares to the val uations
of simlar properties.

The property tax should be kept as sinple as possible,
consistent with other goals. A sinple tax is nore readily
under st ood and accepted. Costs of adm nistration and
conpliance are | ower.

The property tax nust have legitimcy. That is, |egal
authority for the tax and its adm nistration nust exist.
Legal standards nust be enforceable, and the tax
adm ni stration must enforce the standards.

The cost of adm nistering the property tax should be as
| ow as possible. After start up, costs should be no greater
than 5 percent of revenue. Taxpayers' costs of conpliance
al so should be kept as | ow as possible. Appropriate use of
technol ogy can hel p achi eve the hi ghest possible degree of
val uati on accuracy and adm nistrative efficiency.

2. System Overvi ew

A property tax systemis part of a nation's governnental
structure. The basic purpose of that structure is to respond
to societal needs and wants. These include a successful
transition to a market econony.

A property tax system can be thought of as being nade up
of conponents and el ements. The elenents include policies (as
reflected in laws and custons), procedures, data, technol ogy,
and people. The conponents include an adm ni strative conpo-
nent and three functional conponents: |evy, assessnent, and
coll ection. The adm nistrative conponent controls the others.
The | evy conponent determ nes the anount to be raised fromthe
property tax. The assessnent conponent allocates the |evy
anong taxpayers. The collection conponent extends taxes,
enf orces collection, receives tax paynments, accounts for them
and places tax receipts in the appropriate treasury. Moving
froma "systen to a "process” perspective introduces the
el ement of tine.

An assessnent system al so has conponents or phases,
i ncluding original assessnent and appeal. 1In a tax on capital
val ue, valuation is the nost inportant aspect of the original
assessnent phase.
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3. The Leqgislative Process in Arnenia

Tax | egislation apparently originates in the Tax |Inspec-
torate Office (see section V). Institutions like the
Arnmeni an Urban Research Institute can have a voice. Drafts
are sent to the governnent. Comments and consent of
m nistries are sought. Eventually drafts make their way to
t he executive council, the parlianment, and the president.

Long delays in passing crucial |aws have occurred according to
the International Monetary Fund (1992). Thereafter
i mpl enmenti ng decrees and deci sions are made.

Apparently there is little formal rmulti-agency discussion
of draft | egislation. Conmunications appear bil ateral.
Consequent |y, m sunderstandi ngs about the status of
| egi sl ati on can happen, and bureaucratic concerns may not be
adequately addressed. Mnistry officials may resent officials
in government departments. There appear to be no high-Ievel
"chanpi ons” of property tax and cadastral reform |l egislation
in Armenia, a not surprising problemgiven the range of
probl ens the country faces.

4. Status of Proposed Property Tax Legqgi sl ation

The Republic of Armenia contenplates a nunber of proper-
ty-related taxes. These include two annually recurring taxes:

a "land tax" and a "property tax." Laws governing these taxes
have been drafted. Non-recurrent taxes include a transfer tax
and inheritance and gift taxes. | do not believe draft |aws

exi st for these taxes.

| reviewed the draft Law of the Republic of Arnenia about
Land Tax and the draft Law of the Republic of Armenia about
Property Tax with Messrs. Andreasian, Anlian, and Chilin-
garian. M coments and recommendations are presented in
italics. Section B contains ny comments and recommendati ons
concerning the draft |aw about the |land tax. Section C
contains nmy coments and reconmmendati ons concerning the draft
| aw about the property tax. Section D deals with transfer
t axes.

| did not note any inconsistencies in the |and and
property tax laws. However, coverage is uneven. As one
| aw i s amended, the other |aw should be reviewed. |
suggested that matters would be sinplified if the two

| aws were conbined into one. This suggestion was not
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regarded as practical at the present tinme, given
uncertainties about the privatization of |land. However,
consi deration should be given to unifying the two laws in
the future. The tax system would be sinpler, and the

t axes woul d be easier to understand and adm nister. As
with other property tax laws in the former Soviet bloc,
the drafts exhibit an adm rabl e econony of | anguage--
sonetimes to a fault.

B. LAW OF REPUBLI C OF ARMENI A ABOUT LAND TAX

The draft | aw about the land tax that | revi ewed super-
seded the draft that had been translated into English so
article nunbers and ny interpretations of the neaning of
the act may not be correct. An asterisk (*) in the left
margin signals a need for further clarification.

1. Chapter 1. Obj ect of Taxation and Pavers

a. Article 1: Taxpayers are the owners of | and,
except for state land, in which case the users of the land are
t he taxpayers.

Desi gnating the owner as taxpayer sinplifies adm nistra-
tion. The liability for the tax also should be speci-
fied. | recommend liability on the property (in _rem
liability) in preference to liability on the person (in
personam liability). Under the in remconcept, a lienis
attached to the thing taxed in the event taxes are not
paid in atinely fashion. Utimtely, the tax adm nis-
tration can take title to the property in order to
satisfy accunmul ated tax liens. 1n rem enforcenent tends
to be nore efficient than in _personam enforcenent.

b. Article 2: Agricultural land is to be valued for
tax purposes on the basis of a standardi zed net incone from

agriculture assumng the soil is used to its maxi mum capacity.
The Mnistry of Agriculture is to figure the standard incones.
Soil classes will be displayed in the agricultural |and
cadastre.

See comments on article 4, bel ow Article 2 and article
4 could be conbined to sinplify the |aw.
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2. Chapter 2. Basis of Tax and Tax Rates

a. Article 3: This article provides for assessnment
on the basis of cadastral values, which inplicitly are to be
current market val ues and which are based on a "highest and
best use" concept, not the actual use of each plot. Val ues
are to be expressed on a per-unit basis.

Mar ket val ue assessment is consistent with nmarket econony
principles and good adm nistrative practice. Provided

t hat revaluations are frequent, the tax base is nore
buoyant than specific taxes (such as those based on | and
and building area). Expressing values on a per-unit of
area basis also confornms to accepted adm ni strative prac-
tice.

Estonia is another country in the former Soviet bloc to
adopt a market val ue-based property tax strai ghtaway
using a "starting value" concept. Bulgaria my follow

b. Article 4: Agricultural land is to be taxed at
20 percent of its cadastral value (which is an annual val ue--
that is, the net profit that could be obtained by taking full
advant age of the productive capacity of the soil.)

In many nations agricultural land is taxed on the basis
of its agricultural productivity value instead of its

mar ket val ue, which would be consi derably higher when a
nore intensive use was contenplated. It is unusual to
conbi ne both annual and capital values in a property tax
system as Arnenia proposes to do. Consequently, consid-
eration m ght be given to expressing agricultural use-
value in capital ternms to make conpari sons between
agricultural and urban property easier. However, the
present proposal seens reasonable during the current high
inflation. (It mght be noted that the United Kingdom
has taxed housing on an annual basis while taxing

busi ness property on a capital basis, and while not
taxing agricultural land at all!)

c. Article 5: Certain land allotted for gardening
and dachas is to be taxed at 10 percent of its annual
cadastral value at the tinme of allocation.
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* | need further clarification of this article. It is ny
under standi ng that land allotted for gardens and dachas
generally is poorly suited for agriculture but my
possess anenity value. Wy such | and should be taxed at
a low rate (10 percent) of frozen agricultural use val ues
is unclear. A better basis would be its capital val ue,
per haps at rates conparable to urban | and.

* My questions include the inplications of the references
to Local Councils and the phrase "not subject to use."

d. Article 6: All urban land is to be taxed at 0.4
percent of its cadastral value. Cadastral values are to be
capital values, which are to reflect market values as closely
as possi bl e.

| ncluding urban land in the property tax base is highly
desirable. Basing the tax on market capital values also
is highly desirable, although the nmarket val ue standard
m ght be stated nore explicitly.

e. Article 7: Industrial land not in urban areas is
to be taxed at 0.1 percent of its cadastral value. Such |Iand
includes land used in mning transportati on, comruni cations
i ncludi ng broadcasting and tel evision, gas pipe lines, de-
fense, and irrigation.

Al t hough probably intended to encourage industri al

devel opnent in rural areas, this article will discourage
conti nued use of urban land for industrial purposes,
because urban land is taxed four tinmes as heavily. The
policy reasons for this magnitude of tax discrimnation
shoul d be reviewed. |Increased industrialization of rural
areas mght inply |oss of valuable farm|and and

i ncreased expenditure for transport and ot her
infrastructure.

* f. Article 8 This article deals with forest | and
but I do not have a clear understanding of it.

g. Article 9: The liability for the land tax begins

the nonth following the nonth in which the right to own or use
the | and was given.
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Presunmably, the purpose of this article is to get proper-
ty on the tax rolls quickly and to start the flow of tax
revenues. According to Chilingarian, the draft bill uses
the less precise term"realized,"” which could result in

t axpayers' attenpting to delay tax liability. The |aw
shoul d nake clear that the liability begins when the | and
was privatized or the right to use | and was given.

Here and el sewhere, consideration should be given to
speci fying a valuation or status date (see article 17).
A specific valuation date would clarify valuation and

i nprove tax equity, especially during periods of high
inflation. Also see article 15.

h. Article 10: Exenptions ("privileged rights")

take effect the first of the nonth in which they are granted.
In the case of the loss of a privileged right, tax liability
begins the nonth followi ng the |oss of the right.

used

Thought m ght be given to establishing an annual tax

cal endar that specifies the deadline for applying for an
exenption (or for renewi ng an exenption) each year. All
exenptions m ght take effect on the first of the year.
This would sinplify tax accounting but may inply a period
during which work on exenptions reached a peak.

3. Chapter 3. Land Tax Exenptions (Privileqges)

There is a general doctrine in the west that exenptions
shoul d be "strictly construed"” (that is, not liberally
gr ant ed) .

a. Article 11: Article 11 exenpts |and owned or
by the follow ng types of property:

a) Al'l organi zations financed fromthe state budget;

b) Specific (listed) cultural, educational, and public
health institutions;

c) Reserves, national parks, botanical gardens, and
| and of historic-cultural inportance;

d) Peasant farnms and collective farns for two years;
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e) Speci fic lands al ong the borders of the Republic of
Armeni a- - presumably the former mlitary buffer
zones;

f) Those owners/users of |and who have been allotted
non-usabl e | ands (non-reclainmed, wthheld fromagri -
cultural circulation [use?] for five years; and

g) Common-use | ands (streets, squares, parks, and the
like).

It is inmportant to grant exenptions only to |ands used
for exenpt purposes by the exenpt organi zations.

b. Article 12: Article 12 exenpts 50 percent of the
val ue of the | and used exclusively for the foll ow ng:

a) State agricultural and tinber industry scientific
organi zati ons, experinmental test grounds, state
educati onal or research organizations, and seed
growi ng and variety experinent stations; and

It is inmportant to grant exenptions only to |ands used
for exenpt purposes by the exenpt organi zations.

* b) Citizens who are exenpt fromthe incone tax.

* c. Article 13: The Governnent of the Republic of
Armenia with the approval of the Permanent Conmm ssion on

Fi nanci al - Loan and Budget |ssues of the Supreme Council my
exenpt individual taxpayers and groups of taxpayers.

This article may be problematic in the |ight of doctrine
of strict application of exenptions. |If this is intended
to all ow conpassi onate exenptions for poor property
owners, it would be possible to devise explicit

sol uti ons.

4, Chapter 4. Tax Adm ni stration

* a. Article 14. Land tax calculations are to be
based on docunents pertaining to ownership or the right to use

property.
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As will be discussed in section V, a geographically orga-
ni zed | and cadastre shoul d be devel oped. These
docunments, together with | arge-scal e cadastral maps,
woul d serve as the initial basis of the cadastre.

b. Article 15: Enterprises, institutions, and
organi zations (regardless of their type) are responsible for
calculating their land taxes and filing their tax returns wth
the tax admnistration by 1 August. Tax returns on newy
acquired land are to be filed within one nonth of all otnent.

The use of self-assessment in property tax adm nistration
has been problematic. Its advantages include the collec-
tion of a great deal of data in a very short tine at | ow
cost to the tax adm nistration. Problens include non-
filers and under-reporting, with attendant concerns about
the equity of the resulting tax. Sonewhat greater
success has been achieved with asking taxpayers to verify
data than with asking themto value their own properties.

Sel f-assessnent by | ong-established state enterprises
accustoned to submtting tax returns and the |like may
prove satisfactory. However, newy created private
enterprises will not be so trustworthy. The tax

adm ni stration should cal culate |and taxes based on
information in the returns and on information from ot her
sources. As noted in section V, tax return information
shoul d be used to conpile a geographically organized
cadastre.

Al t hough consistent with article 9, the provision for
filing a return on newly acquired |land the nonth after
recei pt may prove confusing and will conplicate tax

adm ni stration. A better approach m ght be to require
the allotnent authority to notify the tax adm ni stration
of the change in | and ownership or use.

* c. Article 16: The tax adm nistration is to assess
the taxes of citizens (physical persons?) and peasant farns
and send a tax bill (notice) by 1 August.

d. Article 17: The State Tax Inspectorate is to
regi ster taxpayers and cal cul ate taxes on the basis of the
situation on 1 June each year. The inspectorate is to
establish control over tinely paynent of taxes.
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A conprehensi ve parcel -based | and cadastre shoul d be
established. There is discussion of nmaking |ocal
governnments wholly or partially responsibl e of

adm nistering the land tax, an idea that may be practical
for the City of Yerevan but would not be practical in
smal | cities and sparsely popul ated regi ons.

* e. Article 18: Article 18 establishes the dates on
whi ch taxes are due. Citizens with dachas are to pay taxes in
equal installnents by 15 Septenber and 15 Novenber of each
year. Peasant farns are to pay taxes in equal installnents by
15 Novenber of the current year and 15 April of the next.
Enterprises are to pay taxes quarterly not |ater than the t of
the nonth follow ng the end of a quarter.

f. Article 19: The Republic of Armenia is to
receive the revenue fromthe | and tax.

Some with whom | tal ked said "the proposal” was to share
revenue with [ ocal governments. Consideration should be
given to this.

5. Chapt er 5. O her Provisions

* a. Article 20: Taxpayers who fail to pay taxes are
subject to existing | aw

* b. Article 21: Procedures for inplenenting the |and
tax are the responsibility of the State Tax Inspectorate with
concurrence of the Mnistries of Finance, Econony, Justice,
and Agricul ture.

The organi zati on and coordination of tax adm nistration
needs to be further clarified (see section IV). The
State Tax Inspectorate al so should be made responsible
for the "property tax" reviewed in section Il C.

C. LAWOF REPUBLI C OF ARMENI A ABOUT PROPERTY TAX

The draft Law of the Republic of Arnmenia about Property
Tax was reviewed with Messrs. Chilingarian and Andreasian. M
specific observations and questions concerning the draft |aw
about the property tax follow.
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1. Chapter 1. Property Subject to Tax and Definition
of the Taxpayer

a. Article 1: The intent of article 1 is to nake
owners liable for the property tax.

| believe this choice is superior to making users or

occupants liable for the tax. It will provide an incen-
tive to use property or sell it to soneone who wll.
This will strengthen real estate markets and foster a

nore efficient allocation of capital

I n di scussions of the proposed tax, two questions

energed: First, is liability for tax adequately covered?
As di scussed above, | nentioned in rem and in _personam
systens. Although either basis is appropriate in an
owner-|iable system | believe an in remsystemis nore
efficient.

Second, does the | aw adequately cover property used by
enterprises? At issue is the fact that physical persons
who own enterprises may be hard to trace, particularly in
t he case of corporations. The suggested solution was to

treat the enterprise as analogous to the owner. |If a
change is made to article 1, article 2 may need to be
changed.

b. Article 2: Article 2 establishes three broad
cl asses of taxable property:

a) Materi al objects required to be listed in the asset
accounts of enterprises.

The Law about the Activity of Enterprises and Owmners,
which | did not review, is said to contain information
about the buildings and novabl e property that would be

included in the list. It would be better to specify the
cl asses of novabl e property objects that are taxable in
this | aw.

The International Monetary Fund (1992), in a discussion

of a fixed assets tax, suggested that taxable property
m ght include machi nery, tools, transport, and other
equi pnment. (The fixed assets tax is inposed on the
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"bal ance" of the asset funds, which are increased by the
cost of new equi pnment and indexation for inflation and
are decreased by anortization.)

b) Certain residential buildings, garages,
out bui I di ngs, and air- and watercraft owned by
physi cal persons.

Only buildings, aircraft, and watercraft whose val ue
exceeds 850 tines the established m nimum nonthly sal ary
(currently about 4,200 rubles) would be taxable, and only
t he anobunt in excess of the threshold woul d be taxable.
(The current threshold is about 3,570,000 rubles [or
about $3,570].)

This provision addresses the problens of tax regressivity

and may sinplify admnistration. 1t my encourage sone
to build clusters of small buildings to escape or reduce
t axes.

c) Materi al objects (presumably the same types as in
section [a]) owned by physical persons used by
enterprises.

This provision is designed to close a potential |oophole
in this classification scheme. However, discovery of the
property may be difficult. A partial solution would be
to require the user to indicate such property in his tax
return. A field audit would be required to ensure that
all such property was taxed.

It m ght be noted that except for Japan, the United
States, and a few other countries, it is unusual for

busi ness novabl e property to be taxed. |Including novable
property in the tax base has the advantage of including
taxing nore forns of wealth. The adm nistrative costs of
t axi ng nmovabl e property generally are higher than taxing
only i mmovabl e property.

2. Chapter 2. Basis of Taxation and Tax Rates

a. Article 3: Article 3 addresses nethods of
assessnment and tax rates. Article 3(a) pertains to property
listed on the bal ance sheets of enterprises. The basis of
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assessnent is the average of values listed at the beginning
and end of the year to account for changes in stocks and for
inflation (assum ng that values are indexed). Specific tax
rates are to be decided by the governnent.

As nentioned previously, specifying the classes of
nmovabl e property subject to taxation would be preferable.

Article 3(b) pertains to property of physical persons as
defined in article 2(b). Structures are to be taxed at a rate
of 0.2 percent of their taxable value. Aircraft and water-
craft are taxed on the basis of horsepower (or in the alterna-
tive kilowatts of power). Tax rates are percentages of the
m ni mum nont hly wage. The tax rate per horsepower (kilowatt)
for aircraft is 3 percent (4.08 percent). |In other words, the
tax on an airplane with a 1,000 horsepower engine currently
woul d be about 126,000 rubles. The corresponding rate for
watercraft is 1.5 percent (2.04 percent). Material objects
are to be taxed at the sane rate as objects owned by
enterprises.

This schene of taxing air- and watercraft is curiously
conplex. Presumably, any craft that net the valuation
test in article 2(b) would be fully taxable on the basis
of its power.

3. Chapter 3. Det ernmi nati on of Tax Due and Dat es of
Paynent

a. Article 4: Article 4 specifies responsibilities
for assessing property and cal cul ating taxes due. It also ad-
dresses related matters.

Enterprises are responsible for making quarterly esti-
mat es of the taxes due and paying the amount due within five
days of the date for submtting quarterly bal ance sheets. Tax
of fi ces assess the property of individuals and send tax bills
to taxpayers by 1 August. Taxes are due in equal installnments
by 15 Septenber and 15 Novenber.

The tax adm nistration will need an audit staff. It
woul d seem possible to organize the work of the tax
of fices so that they could conplete the assessnents of
t he property of physical persons sooner and issue tax
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bills sooner, so that tax paynents could be spread out
nor e.

Persons eligible for an exenption (see chapter 4) nust
apply to tax offices.

If a building is owed by nore than one individual, each
i ndividual is responsible for paying her or his share of the
t ax.

This provision my prove problematic. It will require iLn
personam enforcenment and will require that each individu-

al's share be registered. WII| each individual receive a
separate tax bill?

| f an airplane or boat is owned by nore than one individ-
ual, the person to whomthe craft is registered is responsible
for the tax.

Thi s approach nmakes nore adm nistrative sense than the
approach for buildings with nore than one owner

New y constructed buildings and aircraft and watercraft
purchased new becone taxable the year follow ng the conpletion
of construction or the year of purchase.

This may provide an incentive to conplete buildings or
purchase air- and watercraft early in a year but should
sinplify tax accounting.

| nherited buil dings beconme taxable to the new owner at
t he noment of inheritance.

Destroyed property or conpletely non-functional property
beconmes nontaxable the nonth follow ng the destruction or
event making the property non-functional.

Regul ations concerning this provision, particularly with
respect to air- and watercraft will need to be tightly
drawn to prevent the owner from doing sonmething as sinple
as disconnecting a battery to render a craft non-func-
tional and therefore non-taxable.

When taxable property is transferred during a year, the
former owner is responsible for the tax from1 January to the
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first of the nmonth of the transfer. The new owner is respon-
sible for the bal ance of the tax.

To simplify the work of the tax adm nistration in the
United States, the owner on the valuation date legally is
responsible for the taxes for the entire year. However
it is comon for the buyer and seller in the sale
agreenent to apportion any taxes due according to the
fraction of the year each party is the owner.

Persons and organi zati ons possessing information rel evant
to property tax adm nistration are required to submt that
information to the tax adm ni strati on.

This is an inportant adm nistrative provision.

4. Chapter 4. Property Tax Privil eges

a. Article 5: Article 5 contains an extensive |i st
of property tax exenptions.

As before, exenptions should be "strictly construed"
(that is, not liberally granted). M general
recomrendati on would be to review the list carefully,
elimnating sonme categories if possible, making the
criteria for eligibility nore restrictive if possible,
and maki ng sone exenptions tenporary if possible. An
extensive list of exenptions will result in requests for
addi ti onal exenptions, which nmay be difficult to refuse
politically. The greater the amount of exenptions, the
greater the tax burdens on the remaining taxpayer or the
| esser the revenues fromthe property tax.

It should be made clear that the exenption applies only
to property used for exenpt purposes. | would not recom
mend exenpting the property of agricultural industries.

| would reconmend that the exenption for sport apply only
to non-profit organizations.

The exenption of environmental and fire protection equip-
ment will be difficult to adm nister, because nuch indus-
trial equipnment serves nore than one purpose. The exenp-
tion mght be restricted only to equi pment that the
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governnment requires, and the exenption m ght be made
tenporary (say, for five or ten years).

The provisions on pertaining to deductions to be made in
the value of enterprise property are problematic. The
enterprise' s apportionment of taxable and nontaxabl e

bal ance sheet values may be difficult to verify.

Regar di ng the exenptions for physical persons, | would
suggest that all exenptions apply only to their houses.
| al so woul d suggest that exenptions be granted only to
handi capped persons, veterans, and pensi oners who have
financial need. | do not understand why professional
soldiers (officers) and their famlies should be given
exenpti ons.

D. TRANSFER, | NHERI TANCE, AND G FT TAXES

Transfer, inheritance, and gift taxes were discussed with
M. Andreasian. A transfer tax |aw apparently has not been
drafted yet. However, there appears to be a "notarial" fee of
10 percent now paid on the declared price. A central issue in
t he di scussion was the accuracy of declared values. The
valuation of gifts and inheritances al so was seen to be
pr obl emati c.

Some (M. Hovhanni ssian, for exanple) see the transfer
tax as a vehicle for recapturing sone of the val ue of
apartnments that were privatized at bel ow market prices or at
no charge to the new owner.

The base of a transfer tax usually is either the price of
the property that was transferred or the price m nus any
out st andi ng debt on the property that was transferred at
the sanme tinme. (Mdrtgages my be subject to a separate
tax.)

Transfer taxes have several purposes: to raise revenue
(often only to pay for nmaintaining the |and record
system which benefits [ and owners through governnent al
protection of private property rights), to slow the
accumul ation of wealth, and to provide information about
the value of property transferred. Rates sufficiently
high to slow the accunul ati on of weal th encourage
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conceal nent of property transfers and m sstatenent of the
val ue of the property transferred. Consequently, rates
no higher than 1 or 2 percent of the price are
reconmended.

Efficient adm nistration of a transfer tax requires the
parties to a transfer to disclose the price and terns of
the sale. Affidavits often are used for this purpose.

The transfer tax should be paid at the tinme of the
recording of the deed or as a condition for obtaining a
certificate of title. As under the current system the
notary could collect the tax. Alternatively, a |local
cadastral office could collect the tax.

There shoul d be penalties for false or inconplete
returns. Third parties such as attorneys, brokers, and
notari es should be subject to sanctions for filing false
returns. Prom nent, egregious falsifications should be
the primary targets of enforcenent actions. Enforcenent
shoul d be well publicized. Banking regulations should
not allow nortgage | oans greater than a specified frac-
tion of the value of the property and should all ow

nmort gage |l oans only to be nmade when the val ue of the
property given as collateral is well docunented.

There may be a need to counter argunents that the price
at which a property is sold is a private matter. Anpng
the valid public policy reasons for requiring the disclo-
sure of real estate sales data is the fact that those
data are essential in the admnistration of a market-

val ue- based tax on i nmmovabl e property. The data are

val uable in income tax adm nistration when capital gains
are taxed, when depreciation is deductible, and when
inputed rent is taxable. Inportantly, the first of these
i ncome tax provisions provides an incentive for the
buyer to declare a high price. The data also are useful
to rational territorial planning. Arguably, making sales
data publicly available will lead to nore efficient real
estate markets. Looked at another way, there is no
apparent public policy purpose that is served by giving
real estate brokers and agents an information nonopoly,
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such as has happened in some parts of the United States
of Anmeri ca.

Purchase of properties by the governnment at the decl ared
price was discussed as an enforcenment technique.

This appealing idea has not worked well in practice. A
| arge revolving fund woul d be needed to purchase under -
val ued properties, because i mopvable property is an
illiquid asset. There are questions of equity and

col | usi on.

E. OTHER MATTERS

1. Tax I ncentives

Tax incentives are an area of interest to M. Andreasian.
Property tax incentives usually take the formof a tenporary
exenption of the increase in value, or construction
expendi tures, associated with a socially or economcally
desirable activity. Common areas for incentives include
renovati ng buil dings, |ow cost housing, new comrercial and
industrial facilities, historic preservation, and pollution
control. Incentive exenptions should be granted only after
revi ew of an application.

A major area of concern in Arnenia is the conpletion of
unfini shed buil dings. W discussed the pros and cons of
western practices: assessnent of buildings only when conmplete
(when an occupancy permt was issued) versus assessnents based
on a schedul e of the percentage conpleted. O course, an
unfini shed structure may have no market value or only scrap
val ue m nus denolition costs. For exanple, the general
aversion to high-rise panel block buildings nmay nake it
uneconom c to finish themall.

2. Related Laws

Rel ated | egi sl ation includes:

"Law About Property in the Republic of Arnenia"

"Law About the Activity of Enterprises and Owners"

"Law About Taxes and Duties of the Republic of Arnenia"
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It would be useful to review English translations of these.
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V. ADM NI STRATI VE ORGANI ZATI ON

Central governnment, |ocal governnment, institutions, and
other entities may play a role in land reform privatization,
cadastral system devel opnent, and property tax adm ni stration.
This section identifies sonme of the "players,” identifies sone
the institutional issues that need to be resolved, and offers
sone suggesti ons.

A. CURRENT CENTRAL GOVERNMENT ORGANI ZATI ON

This section identifies mnistries and other republican
agencies involved in privatization, establishing cadastres, or
property taxation. The descriptions draw upon S. Anlian's
chart of the general organization of the governnent of the
Republic of Armenia and the International Mnetary Fund (1992,
annex 3). In addition to the organizations discussed bel ow,
ot her organi zations my have a role to play. These include
the Board for Privatization and Inventory of State Property
(which is said not to be functioning yet), architects’
of fices, the State Departnment of Architecture and Urban Devel -
opnment (possible sources of project maps and buil di ng pl ans),
and the building authority (Gostroi?).

1 The Governnent. The Governnment proposes legislation to
parliament and i ssues decrees to inplenent |egislation
adopted by parlianment. |Its organization is conplex. The

prime mnister, the vice prine mnister, seven state
mnisters, four of twenty-five line mnisters, and the
mayor of the City of Yerevan constitute an executive
counci | or Karavarutyun Nakhagayutyun. The executive
council together with the remaining line mnisters
constitute the council of mnisters or Karavarutyun. A
gover nnment apparatus or Karavarutyan Apparat with eight
departnments reports to the executive mnister, who has a
direct line of communication with the vice prinme mnister
and the prinme mnister. The Governnent Departnment of the
Econony is a counterpart of the Mnistry of Econony in
areas of policy. The Arnenian Urban Research Institute
sees a role for a governnent Departnment of Architecture,
whi ch does not appear on Anlian's chart.

Mnistry of Agriculture. The Mnistry of Agriculture
mai ntains the agricultural |and cadastre.
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Mnistry of Econony. This line mnistry (and nenmber of
t he executive council) is responsible for overal
macr oecononi ¢ policy.

Mnistry of Finance. This line mnistry (and nemnmber of

t he executive council) is responsible for budget prepara-
tion, inplenentation, nodification, and control. The

M nistry has three directorates, one of which is
responsi ble for local authority budgets, anong other

t hi ngs.

Tax Inspectorate Ofice. This line mnistry-level office
is responsible for tax adm nistration. The Ofice was
created in 1991 (it was previously a conmponent of the

M nistry of Finance). It has a mnister and four vice

m nisters, who are responsible for four directorates
(price inspection, investigation, tax inspection, and
anal ysi s and net hodol ogi cal issues). The inspection
directorate has five departnents: state enterprises,
nonstate enterprises, citizen inspection, other incones,
and coordination. The analytic directorate has three
departnments: information (which deals with tax decl ara-
tions, enterprise bal ances, taxpayer information, and

i nternational conparisons), analysis (identifying non-
payers, auditing, and | egal advice), and a departnent in
charge of proposing tax |aws and pronul gati ng regul a-
tions. The Tax Inspectorate O fice also is responsible
for tax collection. There are fifty-nine branch offices.

Notaries. Notaries currently are officials in the
Justice mnistry. They review property transfers for

| egal sufficiency. They may perform a brokerage function
in addition to their official duties.

B. LOCAL GOVERNMENT ORGANI ZATI ON

According to the International Mnetary Fund (1992, annex
3), subnational governnment conprises Sixty-seven rayons or
| ocal districts, of which eight are in Yerevan, with an
addi ti onal rayon responsible for Yerevan in totality.
Clearly, Yerevan is a special case in Arnenia. It has the
bul k of universities and institutes and is an industri al
center.
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Of the remaining fifty-eight rayons, twenty one have the

title of city-state, while the remaining thirty-seven are
responsi ble for regional admnistration. Some 700 smal
vill ages have their own municipal budgets.

Local agencies that may have a role in privatization,

establi shment of cadastres, or property taxation include:

C.

Architects. This official maintains a city's master
pl an. They may conpile maps. The Arnenian Urban
Research Institute visualizes the architecture
departnments as being responsi bl e of val uation.

Buil ding Inventory Ofices. These offices maintain
registers and records of privatized buildings and apart-
ments (licenses). They also have custody of sone build-
i ng passports.

Housi ng Mai nt enance Departnents. These departnents have
custody of the passports of buildings that need repairs.

Capital Construction Departnments. These departnments cur-
rently are responsible for new construction. Conse-
guently they would have copies of building plans.

Soci al / Econom ¢ Departnents. These departnents are re-
sponsi bl e for |ocal policies and prograns related to
soci al and econom c devel opnment, including privatization.

OTHER | NSTI TUTI ONS

Ot her institutions involved in market and gover nnment

refornms include:

Arneni an Urban Research Institute. The institute has had
an instrunental role in housing market analysis and in

pl anni ng cadastral record systens. It visualizes an
ongoi ng research, technical assistance, and training role
for itself in the area of conputer technol ogy.

Scientific Research Center of City Managenment Systens.
This institute is devel opi ng PC software for use by
bui l ding inventory offices and housi ng nmai nt enance
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departnents. It also has devel oped a rudi nentary
geographic informati on system (G S).

Megalian (spelling?) Institute. This is a prestigious
conputer science research institute. The Aragast B
Conpany has contracted with the Institute to devel op
software. The Institute m ght be of use in the

devel opnent of cadastral, valuation, and tax

adm ni stration systens.

Cartographic Institute. This institute is said to be re-
sponsi bl e for conpiling base maps. | did not neet a
representative of the institute, so this information is
unconfirmed.

D. ORGANI ZI NG THE CADASTRES AND THE PROPERTY TAX
ADM NI STRATI ON

The Governnment of Arnmenia will need soon to decide which
tiers of governnent and which agencies will be responsible for
cadastral record systens and for property tax adm nistration.

The follow ng principles should guide the devel opnent of
t he organi zati onal structure:

I Title registration should be decentralized for the conve-
ni ence of buyers and sellers of property.

Property tax collection should be decentralized for the
conveni ence of taxpayers.

There should be local offices for making inquiries about
property tax matters and for filing appeals.

Responsibility for valuation should be assigned in a way
t hat ensures sufficient financial, human, data, and
t echnol ogi cal resources.

Sufficient resources should be provided for policy
devel opnent and review and for research and devel opnent.

Decentralized functions shoul d be adequately supervised
and coor di nat ed.

| ntergovernnental relations is another major issue.
Aspects of this issue include the role of regional governnents

-35-



and the responsibility that will be given to | ocal authori-
ties.

| nternati onal experience with cadastral record and
property tax systens suggests (a) nmany organi zational nodels
can be made to work satisfactorily and (b) that none is
superior in all respects. Based on this experience, the
foll owi ng suggesti ons appear worthy of consideration by
Ar meni a.

! The Tax Inspectorate O fice should be responsible for
mai ntai ning the fiscal cadastre, urban |and and buil di ng
val uation, providing information about property taxation,
hearing adm ni strative appeals, and property tax
col |l ection.

The Mnistry of Agriculture should be responsible for
conpiling soil maps, for devel oping agricultural |and
val ues (annual or capital), and for supplying the Tax
| nspectorate Office with copies of maps and val ue
information, so that the O fice may adni nister the
agricultural |and tax.

A juridical cadastral service should be created. It
woul d be responsi ble for conpiling cadastral maps,

assi gni ng cadastral nunbers, maintaining ownership

regi sters, and archiving ownership information. The
service would be responsible for transmtting to the Tax
| nspectorate O fice copies of cadastral maps and the

i nformation needed for tax adm nistration. This service
m ght be the responsibility of the Mnister of

[ nterior?].

Bui l di ng I nventory O fices should be responsible for
supplying the Tax I nspectorate Ofice with copi es of
bui | di ng pl ans and passports.

| deal |y, an integrated, master cadastre woul d be
devel oped. It would contain information now found in several
i ndependent sources as well as information that will need to
be collected in the field. Decisions that should be nade are
whet her an integrated cadastre is feasible and the extent to
whi ch the conputerization is feasible.

The rationale for separating responsibility for the
juridical cadastre fromthe fiscal cadastre is to break the
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link in peoples' nmnds between registration of property rights
and property taxation.

An alternative institutional arrangement m ght be to give
the City of Yerevan responsibility or adm nistering property
taxes within its territory. Another alternative would be to
assign valuation and tax collection to separate mnistries, as
is done in sonme eastern european countries. Still another
alternative would be to create a national real property
i nformati on service, which would be responsi ble for property
valuation as well as the functions of juridical cadastral
service nentioned above. Under this alternative, the Tax
| nspectorate Office would remain responsi ble for property tax
col |l ecti on.

City governnment offices may need to be reorgani zed as
privatization proceeds.

Two maj or managerial issues need to be addressed by the
governnment. Leadership and coordi nation nust be assured.
Bureaucratic barriers to cooperation nust be avoided. The
governnment needs to address the first problem soon. Solving
the second problem may require changes in "institutional cul-
tures,” which could take nore than a year to acconpli sh.

The devel opment of new cadastral data systens and

i mposition of new property taxes will inply profound changes
in the way nmuch work is done in the institutions concerned. A
successful transition to new nodes of operation will require
nmore than training in new procedures and new di sciplines, such
as property valuation. In sone instances, changes in the
institutional culture of an organization may be required. For
many i ndivi duals, work may become | ess nenial and nore chal -

| enging. Eventually, many will have to feel confortable using
conputers and with such things as conputer-assisted nass
apprai sal (CAMA) systens. Managers and supervisors will face
commensurate chall enges. They will have to conmuni cate new
visions effectively. They will have to judge potential and
help the staff develop new skills. In short, famliar,

confortabl e ways of working may no | onger be appropriate as
institutions strive to increase the quality of work, increase
productivity, and gain credibility.
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V. DEVELOPI NG CADASTRAL RECORD SYSTEMS

The devel opnment of inproved cadastral record systens w ||
be crucial to the ultimte success of land and real estate
mar ket reforns and of the inposition of |and and buil ding
taxes in Arnmenia. This section describes nodern cadastral
record systens, conpares existing systenms in Arnenia to those
systens, and outlines sone of the changes needed.

A.  MODERN CADASTRAL RECORD SYSTEMS

Modern cadastral record systens are conposed of the
foll owi ng basic conponents: cadastral maps, a cadastra
nunbering system and associ ated | and, building, and ownership
records. The degree of integration of the maps and associ at ed
records depends on such factors as the uses of the system the
organi zations that contribute to the system the uses they
make of the system and avail abl e technol ogy.

There are two nain types of cadastral record systens:
juridical cadastres and fiscal cadastres. The juridical
cadastre is an archive of information on real property
ownership. The fiscal cadastre serves as the basis for taxes
on | and and buildings. The systens are |inked by cadastral
maps and the cadastral nunmbering system Fiscal cadastres are
integral parts of property tax systenms. Conputer technol ogy
makes integration of the cadastres feasible. However, nost
countries maintain two parallel cadastral systens because of
i nportant functional differences.

1. Cadastral Maps

The foundation of a nodern cadastral record systemis a
conpl ete and up-to-date set of cadastral maps detailing the
| ocation, shape, and size of every parcel of land. It has
been said that the first requirement of a property tax system
is a set of continually updated cadastral maps. Conpiling
cadastral maps is analogous to conpleting a jigsaw puzzle.
The puzzle has to be conplete before one can be sure that al
the pieces are in their proper places and that there are no
nm ssing or extra pieces.

Sol ving the cadastral map puzzle requires that the | egal
description of every parcel of real estate be displayed
graphically on a map. A legal description is a statenent in
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words and codes of the |ocation and boundaries of a parcel of
land and is used to identify the parcel for |egal purposes.

A cadastral map shoul d displ ay:

Boundaries of all parcels

Parcel dimensions or areas

Parcel identifiers (cadastral nunbers)

Locati on and nanmes of streets, highways, alleys,
rail roads, rivers, |akes, and so on

Bl ock and [ ot nunbers and, if scale permts, nanes
and boundaries of subdivisions and plats
Boundari es of political subdivisions

Gt her basic map information including a map nunber,
title block, revision block, |egend, map key, north
arrow, and keys to adjoini ng maps

| f geographic coordinates are displayed on cadastral
maps, it is possible to pinpoint the |ocation of each parcel.
This information will allow the calcul ation of the distances
bet ween parcels and other | ocations or "value influence
centers" that have an inportant bearing on |and val ues and
econom ¢ obsol escence factors. Having geographic coordi nates
in cadastral records enables property tax adm nistrators to
use ot her spatial data files.

A cadastral map system consists of the base maps on which
parcel boundaries are drawn; source data on the |location and
boundari es of parcels, such as certificates of title, surveys,
subdi vi sion plats, and other map work records; the resulting
cadastral maps; index maps; and a plat or subdivision index.

Maps shoul d be conpiled and mai ntai ned according to
prof essi onal standards. WMap sheets should be of a uniform
conveni ent size. Map materials should be easy to draw on,
ensure clear crisp reproduction, and be durable. Maps shoul d
be drawn to an appropriate scale. The proper scale is one
that allows the | argest possible area of land to be displayed

on a map sheet while show ng the necessary detail. The scale
for urban areas should be about 1:1,000. Maps wll be easier
to use if layouts, linework, and synmbols are standardi zed.

In a strictly I egal sense, cadastral maps used for
property tax purposes nmay need only to be accurate as of the
assessnent date. However, parcels of |and can be conbi ned,
di vided, and sold at any tinme, and many people need current
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i nformati on about | and ownership patterns in order to reduce
confusion and to conplete transfers. Moreover, continually
mai nt ai ni ng cadastral maps makes practical adm nistrative
sense, because work flows can be snpothed out.

The el ements of a nodern cadastral map system constitute
part of a geographic information system as will be noted
| ater. Cadastral data are visualized as a |ayer of data on
base maps that are linked to a geodetic reference frane.

2. Cadastral Nunbering Systens

Each parcel should have associated with it a unique
identification nunber, which serves as the primary key to
records in various registers and files.

Peopl e commonly identify parcels by their addresses,
their owners, or sonme other property characteristic. These
"identifiers" are anbiguous. Although | egal descriptions
provide a precise identification, they are unwieldy. In
contrast to these neans of parcel identification, cadastral
parcel identifiers--or cadastral nunbers--are uniform
manageabl e nunerical expressions. They are used to link
parcel information on maps with parcel data in other files.
Cadastral nunbers should have |egal status. That is, it
shoul d be sufficient legally to identify a parcel only by its
cadastral nunmber. Cadastral nunbers should be required on
sal e agreenents, other transfer docunents, and buil ding
permts.

Cadastral nunmbers should neet the criterion of
uni queness. Uniqueness is a one-to-one relationship between
the size and shape of a parcel and its nunber. It is the nost
inportant attribute of a parcel identifier. Other inportant
characteristics of parcel identifiers include (1) permanence--
a number shoul d change only when parcel boundari es change; (2)
sinmplicity--unconplicated, short, sequential identifiers are
easier to use; and (3) reference to geographic |ocation.
However, the design of the cadastral nunbering systemwl|
require a conpromse; it is inpossible to satisfy all of the
above criteria equally well.
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Three general types of cadastral nunmbering systens
satisfactorily nmeet the criteria |listed above: map-based,
geogr aphi ¢ coordi nat e-based, and governnment survey-based. A
map- based cadastral nunber systemidentifies a parcel by
assigning to it a string of codes containing at |east three
elements: (1) the map sheet, (2) the block in which the
parcel is located, and (3) the parcel. Geographic coordinate-
based cadastral nunbering systens identify a parcel by the
coordi nates of either the visual centroid of the parcel or of
a point on the boundary. The coordi nates nmay be abridged or
rearranged to reduce their length or increase their
understandability. Either of the first two would be
appropriate for Arnenia.

Uni queness in a cadastral nunbering systemis achi eved by
assigning a new nunber to each "new' parcel, or parcels, that
results fromthe conmbination, or split, of "parent" parcels.
Exi sting nunbers should be "retired" and not assigned to one
of the resulting parcels. However, adding a suffix to the
nunber of a "parent" identifier is another way of naintaining
uni queness. A record of retired numbers and the parcels
associ ated with them shoul d be maintained for future
reference.

3. Title (Omership) Records

There are two basic types of title record systens:
Regi stration of evidence of title (deeds) and registration of
titles thenselves. |In the forner system the governnent
of fice responsible for registering deeds takes no position
with respect to the validity of any claimto an interest in a
parcel of property. Wul d-be buyers nust deci de whether the
seller's claimof ownership is valid and sufficient.
| nsurance may be purchased to protect the buyer from
unexpected clainms of ownership fromothers. In atitle
registration system the governnment, in effect, guarantees
title. The "advantages" of deed registration systens include
| ower governnental costs of adm nistration and al nost
i nst ant aneous updating of title records. The advantage of
title registration systens is greater certainty regarding
title.

Both systens require registers containing summry
information to be maintained. Both require copies or inages
of docunments to be archived and i ndexed.

4. Land and Buil ding Characteristics
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Land and buil ding records should contain the information
needed to value properties. The information also is used to
classify properties and to satisfy property owners that the
property tax adm nistration is famliar with the properties.
The first step in designing or evaluating property records is
to determ ne the informati on needed to "specify" the val uation
nodel or nmodels that will be used to value property. In
general, records should contain the |ocation, site, and
i nprovenent characteristics that determ ne the attractiveness
of a property in the marketplace. The follow ng are inportant
| ocation and site characteristics.

Mar ket area or nei ghborhood

Land use

Parcel size and shape

Service (utilities) and transportation network
access

Zoni ng, other |and-use controls, or other
restrictions on devel opnent

Topography, terrain, and soil characteristics
Lake frontage, golf course frontage, and the |ike
Vi ews- - desirabl e and undesirable

Surroundi ng | and uses and their influences

Di stances to value influence centers (such as
central business district, schools, and shopping--
usual |y requires geographi c coordi nat es)

| nportant inprovenment characteristics include:

Bui | di ng use

Architectural design

Bui |l di ng size (ground floor area or total floor
area) and shape

Nunmber of stories

Construction quality

Buil ding materials in nmajor building conponents
(such as foundations, flooring, fram ng, exterior
wall's, interior partitions, and roofs)

Act ual age

"Ef fective" age or condition

Basenent and attic areas (finished and unfi ni shed)
Garage area and type

Porch, deck, and patio area and type

Ot her auxiliary buildings and i nprovenents (such as
fenci ng, paving and sw mr ng pool s)
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Nurmber of rooms, bedrooms, and full and half
bat hroons (or bat hroom fi xtures)

Nunmber of firepl aces

Type and coverage of heating and cooling

El ectrical service

Good val uation practice requires a decision as to the
"hi ghest and best use" (or "nobst probable use") of each
parcel. Many mass apprai sal systens assume the current use
will continue indefinitely. In many cases this is a
reasonabl e assunption. However, where devel opment and
redevel opnent are occurring or are about to occur, such an
assunmption is not supportable. Information on current use is
necessary both for stratifying land and for valuation. In
classified property tax systens, information on use is
essential to assign parcels to their proper class.

Data must be kept up-to-date if they are to describe
properties and market conditions accurately. Data maintenance
activities include regular reinspections of all properties and
speci al inspections of properties that have been sold and for
whi ch building permts have been issued.

Buil ding permts are the source of essential information
about construction activity. The property tax adm nistration
shoul d arrange to get copies of all building permts issued.
Permts should be tracked by maintaining a | og of properties
for which permts have been issued. Those properties should
be inspected as near the appraisal date as possible to ensure
that they are properly valued. Property records shoul d
contain basic permt information such as the type of permt
and the date it was issued.

The interval between regular reinspections should be no
| onger than four to six years. Reinspections should be
coordinated with reval uations. Frequent inspections ensure
that | and and buil ding descriptions are accurate and up-to-
dat e.

5. Sale Price and O her ©Market Data

The property tax adm nistration should maintain a
freestandi ng sales data file. A record should be made of each
sale. The record should contain information about the sale
price and ternms, a description of the property that was sold
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(which is why sold properties should be field inspected), and
the tax admnistration's opinion as to the useful ness of the
sale in valuation and in quality assurance studies.

Copies of certificates of titles, deeds, and other real
estate transfer documents are the basic sources of sales data.
For this reason, the agency responsible for the juridical
cadastre should be required to supply the agency responsible
for valuation copies of such docunents routinely.

Actual sales prices provide the nost objective evidence
of market values. Sales used in valuation or in quality
assurance studies nust be reliable. Information about the
property sold, the sale price, the terns of the sale, the date
of the sale, and the circunstances of the sale nust be
accurate. |If the available information is inconplete or ques-
tionable, additional efforts to collect and verify information
shoul d be made. A party to the sale (the buyer, the seller
or an agent) is the best source. It is necessary to determ ne
whet her each sale is an "arnm s-length, open-nmarket" sale, to
verify the property that was sold (particularly if novable
property was included in the sale), to verify the price, and
to determ ne whether adjustnments to the reported price my be
necessary.

Adjustnments to a nom nal sale price nay be desirable in a
nunmber of circunstances to reflect better the price that was

paid for the i mobvabl e property concerned. |If novable
property was included in the sale, the value of that property
shoul d be deducted fromthe total sale price. |If the seller

| ent nmoney to the buyer to conplete the purchase, and if the
rate of interest charged was different fromthe market rate of
interest, the sale price should be adjusted for the

di fference. Such adjustnents are nore likely to be required
for sales of comrercial property. Finally, it is sonetines
necessary to adjust sales prices for differences between the
dates of sale and the date of valuation. This occurs when
price | evels are changing significantly, such as when
inflation is high.

VWhen | arge nunbers of residential sales are avail able and
i movabl e property transfer docunments have been found to be
reliable, additional verification nmay not be required. Sales
can be confirnmed by mail questionnaire, tel ephone interview,
or personal contact.



Sal e val idation codes should be devel oped. The codes
i ndi cate whether a sale has been determ ned to be an open-
mar ket, arm s-length transfer and, if not, why it was
rejected. All sales should be included in the sales file.
However, the property tax adm nistration should be able to
sel ect those needed in a particular application.

Current information on rental property inconme and
expenses i s needed for the income capitalization approach to

val uing property. It is desirable to require owners or
managers of such property to file a return (which should be
treated confidentially). Such a standardized reporting form

facilitates reporting and analysis. Properties for which data
are avail abl e should be grouped by type for anal ysis.

Spr eadsheet prograns can be devel oped for entering reported
figures, adjusting atypical figures, and estimating unreported
dat a.

B. EXLSTI NG CADASTRAL RECORDS I N ARMENI A

1. Cadastral Maps

Presumably cadastral maps exist for agricultural areas.
Cadastral maps of urban areas do not exist. However, there
appear to be 1:2,000 topographical base maps of urban areas.
These maps of Yerevan show approxi mate outlines of parcels and
buil dings. | believe these are photogrammetric, although I
was unable to confirmthis. However, if my inpressions are
correct, adequate nmaps exist to build a working cadastre.
(Maps at a scale of 1:1,000 would be preferable in areas with
smal | parcels. Topography is not necessary for basic
cadastral purposes.) A crude estinmate of the number parcels
to be put in the land cadastre initially in Yerevan is 50, 000.

2. Cadastral Nunberi ng System

There apparently is no system of cadastral nunmbers in
ur ban areas, and avail able maps do not show buil di ng nunbers.

Urban property records variously are reported as orga-
ni zed according to (1) their owners' identification nunbers or
(2) privatization registration nunbers within an apartnent
bl ock (which would represent a rudi nentary parcel -based
cadastral nunbering system.
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There are two problens with a person oriented "cadastre."
The chief problemis difficult access to the information in
the cadastre. That is, a woul d-be buyer or other interested
person woul d need to know the owner's nane to access
information. One nust then construct a "chain of title" and
search for the records associated with each owner. To
conpound this difficulty, I was told that the building
inventory office regards ownership informtion as
confidential. (My question may have been m sunder st ood,
because the Scientific Research Center for City Managenent
Systens seens to visualize open records, in harnony with the
fundament al principle of openness in cadastres.) The second
problemis that the tax adm nistration cannot readily
determ ne whether all property has been inventoried, as was
poi nted out in the discussion of the need for cadastral maps.

Propi skas nmay provide for a neasure of cadastral control.
However, tight governnental control of where one lives is
conpati ble with neither denocratic society nor a market econo-
my. Propiska controls also probably encourage "illegal," un-
regi stered transfers of property.

3. Owmership Records

Apparently no pre-Soviet property rights are recogni zed.
Consequently, many private property rights are (or will be) of
recent origin. This will be an advantage in establishing the
juridical cadastre.

Josephs describes the property transfer process in sone
detail. In summary, the seller and buyer nmust obtain a cer-
tificate or "license" fromthe building inventory office,
present the |license and the agreenent of sale to the notary,
who issues a certificate, pursuant to which the | ocal counci
decl ares the transaction valid. A person interested in
privatizing a home also nust apply to the city building
inventory office. |If the application is in order, the office
issues a "license" to acquire the housing unit in question,
and a simlar transfer procedure is followed. Privatizations
and use rights are registered in the building inventory
of fice.

As noted above, |licenses are treated confidentially.

Omers' addresses are said to be regarded as confidential. |If
this is true, it represents a serious obstacle to the devel op-
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ment of efficient real estate markets and property tax adm n-
i stration.

Notaries collect a notarial fee based on the decl ared
price. Presumably, notaries nmaintain records of the
agreenents presented to them and councils maintain records of
their actions (but | interviewed neither).

4. Land and Buil di ng Records

A serious obstacle to an efficient real estate market and
to effective property taxation is the absence of |and parcel
records in cities. Little need for such records was felt when
nost property was state-owned. In effect, the entire area of
a city block could be viewed as one parcel.

This shortcomng is recogni zed by both the buil ding
inventory office in Yerevan and the Arneni an Urban Research
Institute. Licenses provide space for a plot plan. The
institute has drafted a transfer form which also would require
a plot plan. Any such plot plans can, and shoul d, be used in
bui | ding the urban | and cadastre.

Agricultural land records (maps?) evidently contain data
on parcel size and soil class, although the latter may only be
on a regional basis. Ceological maps also exist. They
provi de informati on about the suitability of land for building
and about seism c risks.

| do not think a building cadastre exists. However, a
consi derabl e anount of building data exist in building
"l'icenses” and "passports.” As previously noted, passports
are not linked to specific parcels of land but |icenses nay
be.

Li censes are forns that resenble property record cards
used in the United States. The supplenentary information of a
| icense contains notes of supporting docunentation, such as
the | ocal council's decision regarding the ownership permt.

An apartnment "license" form provides space to record the
occupier's nane and a description of the apartnent, the
building in which it is |ocated, and the parcel on which the
building is situated. The land information section provides
space to record total area (per docunent and neasured); areas
wal | ed, covered with sidewal ks, slated, bear ground, orchard,

-47-



and garden; and cost. The building information section

provi des space to record the number of flats, the nunber of
habi t abl e roonms, general surface area, and areas classified as
habi t abl e, conpl enentary, and other. Also recorded is whether
there is central heating, hot water supply, bathroons, and
kind of conbustibles. As previously nentioned, there is space
for a sketch of the parcel's boundaries and the perineter of
the building(s). Space also is provided to record the permt
(passport) no.; type; date of construction; foundation; walls;
cover; ceiling; electricity supply; water supply; sewerage;
gas supply; ground floor area; cubic content; and mai ntenance
costs. There is interest in photographing buil dings.

Passports contain simlar information plus floor plans,
an elevation, and sonetines a survey of the condition of the
bui | ding. About 40 percent of buil dings have passports.

The data generally are on paper, although the Scientific
Research Center for City Managenent Systens is devel oping PC
software for both the building inventory office and the hous-
i ng mai nt enance departnent in Yerevan. Licenses are archived
and are available only to owners, governnent officials, and
the courts.

5. Sale Price and O her Market Data

The Arnmeni an Urban Research Institute has begun to
moni tor market activity and to collect sales data. Data have
been col |l ected on over 400 sal es of housing units. The sales
occurred between July 1991 and Decenmber 1992. The records
contain the address, features such as area, conveniences,
| and, asking price, and selling price. The data are not
conputeri zed.

The sales data were conpiled on spreadsheets by nonth of
sal e and by zone. The sal es spreadsheets have the follow ng
col umms:

Col umm_No. Cont ent
1) Cbservati on nunber
2) Addr ess
3) Price per M
4) Nurmber of roons
5) Total area (M)
6) Land area (if applicable)
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7) Price in rubles or dollars

8) Sour ce
9) Date of collection of data
10) Fl oor

| suggested that future nmonitoring efforts should try to
get information on quality of construction, state of repair,
and view. Information on room arrangenents also may be
desirable. The passport information system being devel oped by
the Scientific Research Center for City Managenent Systens
provi des for room arrangenent codes, indicating whether the
door is to a hall or is between two roons, an inferior
arrangenent. | asked whet her geol ogical factors were
consi dered by the market.

6. Movabl e Property Reqister

Bal ance reports may provide the basis for a rudimentary
novabl e property register. However, | saw no bal ance reports
and | did not discover whether there are any features of the
accounting systemthat would affect the useful ness of these
data on asset values. Specific questions include what kind of
detail do bal ance reports provi de about specific parcels of
real property and other physical assets?

C. RECOVIVENDATI ONS

1. Overview

Necessary reforns of cadastral systens will enconpass
changes in institutional arrangenents, the design and inple-
ment ati on of new record-keeping systens, and changes in insti-
tutional cultures. Organizational changes were discussed in
section IV.

The scope of work to devel op cadastral record systens
i ncl udes:

! Starting cadastre
I Guidelines for establishing urban parcel boundaries
I Conpil ation of provisional cadastral maps

I Establishnent cadastral nunbering system
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Property records

1 Selection of characteristics to be maintai ned,
devel opnent of codes, and the |ike

I Data collection strategy, input fromexisting data, tax
return, field canvass, or conbi nation

Owner shi p/ t axpayer records

Sal es and mar ket data

I Sal es data collection procedure

I Sal es validation procedure, coding, etc.
I Build sales file

I Build other market data files

Manual s and trai ning

Aut omati on pl an

The focus of work initially should be on the devel opnent
of a provisional urban | and cadastre.

2. Urban Land Cadastre

A parcel oriented or geographically organized urban | and
cadastre should be developed in lieu of the current "person-
based"” cadastre. Geographical cadastres are inpersonal and
the data contained in them are not sensitive or confidential.
As inplied by the jig saw puzzl e anal ogy, parcel-oriented
cadastres are necessary for property tax control purposes.
They provi de easier general access to data essential to effi-
cient real estate markets, ad valoremtaxation, and w se deci -
si ons about | and use.

The inmpl enentation plan should include the devel opnent
and installation of a cadastral nunbering system and the
preparation of cadastral work maps on which cadastral nunbers
and buil di ng nunmbers are inscribed.

Because an urban | and cadastre does not now exist, a
wor ki ng, provisional cadastre needs to be devel oped quickly.
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As previously nmentioned, | define a parcel of land as "a
contiguous area described in a single description in a deed or
as one of a nunber of lots in a plat; separately owned, either
publicly or privately; and capabl e of being separately
conveyed." The primary task in devel oping the provisional
urban | and cadastre is to delineate parcel boundaries
provi sionally.

As previously noted, the Arnenian Urban Research Insti-
tute has proposed a registration formrequiring adjoining
users to agree as to the boundaries between parcels. Reaching
agreenent may be tinme consum ng and nmay not al ways be
possi ble. What follows are some suggested guidelines for
drawi ng parcel boundaries when concl usive evidence of the
boundari es do not exist.

The drawi ng of provisional boundaries should be legally
aut hori zed, but boundaries so drawn should not be treated as
| egally establishing a parcel's boundari es.

The guiding principle is to draw parcel boundaries around
(a) every vacant piece of |land (such as a park, building site,
and the |like) and (b) every primary building (such as an
apartnment bl ock) including the |and around auxiliary buil di ngs
(such as garages and sheds. A conplex of buildings can be on
a single parcel. However, it is desirable to avoid having a
buil ding straddle two or nore parcels.

Parcel boundary |ines should be drawn wherever there is
an obvi ous change in | and use or occupation, such as between
abutting walls of adjoining buildings, fence |lines, hedges,
and the |ike.

Many times the proper |ocation of boundaries will not be
obvi ous, such as when:

! There is open space around buil di ngs;

! The wi dths of street and other rights of way have not
been establi shed;

A building is illegally constructed; and

It is unknown whether alleys and passage ways are public
or private.
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I n such cases, the cadastral adm nistration will have to nmake
its best guess as to the | ocation of the parcel boundary. As
a general rule, when the | and areas on both sides of the
boundary are either both publicly owned or used or are both
privately owned or used, the boundary should divide the space
equally. When one side is privately owned or used and the
other side is publicly owned or used, the boundary should be
drawn in a way that favors the public's interest.

The initial work of delineating parcel boundaries shoul d
be done in the field, using available information on |and
ownership and use. Provisional boundaries should be crudely
sketched on work maps or prints of aerial photographs. Provi-
sional cadastral nunbers should be assigned. A property
record should be begun, noting the cadastral number, an
i ndi cati on of whether the parcel is vacant or is inproved with
bui | di ngs, the address of any buil di ngs, any neasurenments that
were made or were avail able, and any other pertinent
information. (A decision will have to be made as to the
extent of any building inventory work that woul d be done at
the same tinme.)

Cl ean drawi ngs of parcel boundaries should be made on
cadastral base maps (again prints of aerial photographs coul d
be used). Care should be taken to consider possible
di stortions in photographs caused by terrain.

The provisional cadastral maps should be open for public
review and coment. Interested parties should be allowed to
present evidence as to where boundaries should be adjusted,
provi ded other interested do not object. The Arnmeni an Urban
Research Institute's recommended tenporary |and commttees
woul d be suitable bodies to hear comments and to attenpt to
resolve differences. Policies and procedures to guide the
comm ttees' deliberations should be devel oped.

3. O her Matters

The agricultural |and cadastre probably should be re-
vi ewed before 1994, when it will be legal for agricultura
| and owners to sell properties that they received under the
1991 agricultural land privatization program

The privatization process should be streanmined. The
system bei ng devel oped by the Scientific Research Center for
City Managenent Systens shoul d hel p.
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As previously nmentioned, there should be nmutually rein-
forcing incentives to disclose market data accurately during
the transfer process. Capital gains should be taxed.

Mort gage regul ati ons should require justification of prudent

l ending (that is, an appraisal of the property). There should
be penalties for failing to disclose information or to

di scl ose inaccurate information.

Al so as previously nmentioned, a freestanding sales data
file will be necessary for property val uation.

Regardl ess of the technol ogical options currently
avai lable in Arnmenia, cadastral data systenms should be devel -
oped with eventual conputerization in mnd. |In particular,
eventual devel opnment of nultipurpose geographic information
systens should be a goal.
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VI . VALUATI ON

Estimating the market value of taxable property will be a
maj or chall enge. As an exanple of the need for valuation
met hodol ogi es, existing cadastral values are said to be 140
rubles per M while nmarket prices are in the range of 100, 000
to 300,000 rubles per M. Another reported that cadastral

val ues range between 130 and 270 rubles per M. |In other
words, the state price for a four room apartnent would be
12,000 rubles, which would sell for 4 to 5 mllion rubles on

the open market. As this exanple suggests, governnent -

est abl i shed cadastral values are envisaged to have uses beyond
property tax assessnent. They m ght be used as the basis for
taxes on transfers (including inheritances and gifts). In
addi tion, they would be used in privatization.

A. CONTEMPORARY VALUATI ON PRACTI CES

1. Mar ket Monitoring and Anal ysi s

As a prelude to valuation, property tax adm nistrators
must nonitor market activity and to exam ne that activity for
clues as to the factors that affect sales prices and
underlying market values. One task is to identify submarkets,
such as the markets for vacant | and, housing, and so forth.
Anot her is to analyze the effects of |ocation attributes.
Still another is to consider changes in price |evels over
tinme.

2. Mass Val uati on

For the nobst part, property tax adm nistrators practice
"mass valuation."” Using standard data sets, nass val uation
nodel s, and quality assurance procedures, tax adm nistrators
are able to value | arge nunbers of properties economcally.
Mass val uation, |ike single-property valuation, is applied
econom ¢ analysis. In valuation, factors affecting the supply
and demand of immovabl e property are expressed in val uation
nodel s (formulas). Using statistical methods and computer-
assi sted mass apprai sal (CAMA) systens, property tax
adm ni strators can produce valuations that take into account
nore supply and demand factors than usually are considered in
conventional single-property valuations. Consequently, nass
val uations can be highly accurate.
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A valuation nmodel is a mathematical representation of the
behavi or of the i movabl e property market at a particul ar
time. (For useful general discussions of mass val uation, see
Property Appraisal and Assessnment Adm nistration published by
the International Association of Assessing O ficers in 1990 or
| mprovi ng Real Property Assessnent: A Reference Mnual,
publi shed by AAO in 1978.) There are four steps in mass
valuation: (1) nmodel specification, (2) calibration, (3)
application, and (4) review and evaluation. Specification
i nvol ves deci ding which supply and demand factors to consi der
(such as land area and number of stories) and their assuned
relationship to market value (that is, do they add to or
detract fromvalue; is the mathematical relationship additive
or nultiplicative?). Calibration is the analytical work
necessary to quantify the relationships postulated in the
specification process. (Miltiple regression analysis (MRA) is
a wi dely used conputer-assisted nmethod for calibrating mass
val uation nodels.) Application is the mechanical or conput-
erized process of estimating property val ues by applying the
cali brated nodel. Review and evaluation is the work the
property tax adm nistration does to ensure that the mass
val uation nodels are performng satisfactorily. |In the best
of mass valuation practice, each conputer-generated val ue
estimate is reviewed before a valuation notice is sent or the
value estimte is used as the basis for a tax bill.

Mass val uation nodels typically are based on three broad
"approaches to value." the nanes given these approaches in
the United States are: the sales conparison approach, the
cost approach, and the income approach.

a. Sales Conparison Approach: |In the sales
conpari son approach, the valuer attenpts to determ ne how
differences in the characteristics of properties that have
recently been sold affected the prices paid for those
properties. |If sufficient sales data are available, nmass
val uation nodels based on the sal es conpari son approach
provi de the nost supportable estinmates of value. Initially,
si npl e nodel s are advi sable. However, the property tax
adm ni stration should plan to enploy nore sophisticated nodels
as real property markets devel op and the volune of avail able
sales increases. The nmethods used to calibrate the nodels
m ght begin with spreadsheets and descriptive statistics.
Mul tiple regression analysis can be used when the vol unme of

-55-



sales in a nodel group exceeds 30 or four sales for every
i ndependent variable in the nodel.

b. [Inconme Approach: The incone approach refers to
procedures for finding the present value of the incone a
property is expected to generate in the future. The approach
is therefore appropriate for the valuation of incone-producing
(rental) property. The incone approach is based on the
prem se that the value of such a property is directly rel ated
to the ampunt, duration, and certainty of the income that wll
be generated by the property in the future. The notion that
income receivable in the future is always worth |l ess than an
equal anount of noney currently in hand (the concept of tinme
preference) underlies all income approach techniques. The
degree of time preference can be viewed as a function of four
factors: anticipated |oss of purchasing power (inflation),
|l oss of liquidity, the costs of investnent or |oan managenment,
and risk. These factors are conbined to forma capitalization
rate, defined as the relationship between incone and val ue, as
in the formula,

R=11/V,
where Ris the capitalization rate, | is income, and Vis
value. If the income froma property is known and the

capitalization rate can be determ ned, this equation can be
rearranged to estimte value as follows:

V=1/R
An exam nation of this formula will reveal that for a given
amount of inconme, a higher capitalization rate will result in

a |l ower 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 spe-
cial, basic capitalization nmodel or formula--in practice, nore
conpl ex nodel s may be devel oped in order to accommodate finite
i ncome streans, variations in the anount of incone, and vari a-
tions in conmponents of the capitalization rate.

I n mass val uati on practice, separate nodels can be
devel oped to estimate market rents, vacancy and expense
ratios, incone nmultipliers (sale price divided by net incone),
and overall rates (net operating income divided by sale
price). As with sales conparison nodels, the independent
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vari abl es selected for the nodels should hel p explain
variations in the dependent variables. |ndependent vari abl es
m ght include |ocation, property type, building condition, and
(sonmetinmes) |and/building ratios. Many of the above anal yses
can be done on spreadsheets if the sanples are small enough.

c. Cost Approach. The cost approach is applicable
only to properties with buildings and ot her inprovenents. It
is based on the prem se that the value of such a property
equal s the cost of acquiring an equally desirable substitute,
with the process of acquisition being the construction of the
substitute building. The cost approach therefore begins with
estimating the cost of constructing a new but otherw se
equal 'y functional building (replacenent cost new or "RCN') on
the sanme site as the property being valued. The site is
valued as if vacant and avail able for devel opnent at its
hi ghest and best use (see below). The narket value of the
building is estimated in two main steps. First, the current
cost of constructing the building is estimted. Market val ue,
however, is based on the building in its current condition and
circunmstances. |If the current cost of the building is greater
than its current market value, the difference is terned
accrued depreciation or dimnished utility. The second step,
therefore, is to estimte the anount of accrued depreciation
fromall causes.

The estimation of the current cost of buildings generally
requires nore detailed description of the design of, and
materials used in, constructing the buildings than are needed
for the sales conparison and incone approaches. The approach
al so requires data on current costs of |abor, materials, and
other direct and indirect costs of construction. Statistical
agencies and firms may conpile data on building costs,
elimnating the need for the property tax adm nistration to do
it.

I n mass val uation, current building costs are expressed
on a per-unit basis (for exanple, per-square-neter) and
arranged in schedules, which are conpiled in a cost nanual.
Separate schedul es are devel oped for each building type and
construction quality class. Conputerizing cost schedul es
speeds cal cul ations and i nproves accuracy.

The success of the cost approach depends on reliable
estimates of accrued depreciation and | and values. |In nmass
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val uation, standard depreciation allowances are contained in
tabl es or schedul es. These depreciation allowances should be
derived from mar ket data.

d. Land Valuation: Special attention should be
devoted to | and val uati on because accurate | and values form
t he base of an effective mass valuation system A credible
| and val uati on programrequires that |and val ues be updated
regularly to reflect the current narket.

Land is best valued by the sales conparison approach.
Where sal es are i nadequate, other techni ques nmust be used.
Mass val uation of |and invol ves devel opi ng nodel s of per-unit
| and val ues through analysis of sales. These nodels are docu-
mented in tables of land rates and adjustnments and on | and
val ue maps.

Prelimnary steps in the mass appraisal of land are
determ nati on of appropriate strata and units of conparison
Appropriate bases for stratification include permtted use,
| ocati on or nei ghborhood, and size of parcel. Stratification
ensures that |and values will be based on market data for
properties subject to simlar supply and demand factors. Land
in each use classification should be assigned an appropriate
unit of conparison to facilitate analysis. The chosen units
shoul d reflect the way in which market participants analyze

| and val ues. If parcels are fairly uniformin size, the
parcel itself m ght be the unit of conparison. |f parcels
vary in size, an area neasure should be the unit. Street

frontage i s another frequently used unit of conparison.

Land sal es should be expressed as price per unit and
pl otted on maps. This hel ps nake patterns visible and
establ i sh benchmark val ues.

Per-unit land values tend to vary with size and depth of
parcel s, and appropriate adjustment factors should be
devel oped. Depth factors (arranged in tables) can be used to
adj ust frontage values for varying depths of lots. Simlar
adj ustment factors nmay have to be made for irregularly shaped
parcel s, corner |ocations, and so forth.

In addition to using automation to organi ze and di spl ay
data, conputerized | and nodels are possible. To prevent the
nodel from bei ng dom nated by several high value sales, the
dependent variable is best expressed on a per unit basis (for
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exanpl e, per square neter). Land characteristics may include
si ze, shape, topography, traffic, view or frontage, and

di stance vari ables. The nodel can be calibrated with either
additive or multiplicative MRA. d obal response surface

anal ysis can al so be used. Although successful results have
been reported, |and valuation nodels often prove unacceptabl e,
reflecting the inherent difficulties of |and appraisal. Sales
prices may be insufficient in nunmber or unreliable, and
capturing the situs value of individual parcels is difficult.
Even where | and val ue nodels can not be used directly,
however, they can help establish market relationships and
appropriate adjustnents for situs factors, such as corner

| ocation, |ake frontage, oversized |lots, and so forth.

Land valuation is particularly difficult in built-up
areas with few land sales. There are several conceptua
solutions to this problem One seek expert opinions as to the
val ue of specific, representative sites. Another is to use
| and residuals (sales prices |Iess RCNLD) in nodeling.

However, problems in accurately estimati ng RCNLD render this
approach difficult. Another, nore prom sing solution, where
at least sone |and sales are available, is to include both
vacant and inmproved parcels in nodel devel opment. The nodel
woul d include the usual |and and buil ding characteristics,
along with a binary variable coded "1" for inproved parcels
and "0" for vacant parcels. The variable thus represents the
prem um (or decrenent) in value associated with site

i nprovenents not captured in other variables. The nodel can
be deconposed into | and and buil ding values: the npdel
constant (B;) is part of land value and the binary inprovenent
variabl e constitutes part of the inmprovenent value. |If there
are insufficient vacant |and sales to use this approach,
several other options using inproved sales are avail abl e.

3. Model Application and Val uation Revi ew

The initial application of a mass val uation nodel is
strai ghtforward. However, the property value estimtes that
result fromthe application of a sophisticated mass val uation
nodel shoul d be reviewed on a property-by-property basis
before the estimates are used to determ ne tax obligations.
The val ue review process considers data quality, the
appropri ateness of the valuation nodel in question, and
whet her calibration was successful. Consistent with the
principles of quality assurance, perfornmance reviews shoul d
take place at each stage in the nodel devel opnent and
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application process. Reviews nmay include prereviews, desk
reviews, and field reviews. The nature of the valuation
programitself and the properties being valued affect the
enphasi s that should be given to any particular step in the
revi ew process.

Data on property characteristics should be reviewed with
t he objectives of detecting possible data errors and
"outliers." Qutliers are exceptional properties that my skew
nodel calibration or that may be outside the range of
properties for which the nodel is valid. The data review
shoul d be nost stringent with properties that have recently
been sold and that have new buil dings or other changes. It is
i nportant to determ ne whether the sale took place before the
change occurred. The property tax adm nistration should al so
consi der whether the sale price was consistent with
expect ati ons.

An essential step in the nodel application and review
process is to apply the nodel to a test group of properties.
The test group should not include any of the properties used
to develop the nodel. Most of the test group should have been
recently sold, so that the sales prices can be used as a basis
for conparison with the appraised values. A ratio study can
be used to deci de whet her nodel performance is satisfactory.

Val uers, if they are experienced, also can conpare nodel -
generated values with the prices--or range of prices--for
whi ch they woul d expect the properties to sell. Consistent or
mar ked di screpancies in the two estimtes suggest that further
review is warranted, although it nust recognized that the
val uer's judgnment can be faulty. In a simlar fashion, if
nore than one val uati on nodel has been devel oped, the
consistency in the estinmates produced by the nodels provides a
useful gauge.

Revi ew procedures should be highly structured and
described in a manual. The discretion valuers have in
changi ng nodel - generated val ues shoul d be descri bed.
| nsi gni ficant changes should not be all owed because of the
expense of processing them Reviewers also should docunent
why they overrode nodel -generated values. Sonetines codes can
be designed for this purpose. Valuers also should initial the
records they change so that an audit trail can be naintained.

4. Communi cati ng the Results
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Once devel oped, valuation nodels and resulting val ues
must be disclosed to taxpayers. The manner in which this is
done affects the acceptance and supportability of the
val uation program as well as overall perceptions of the
property tax adm nistration. The ability to show clearly how
val ues were calculated will help resolve conplaints and | end
credibility to the valuation program Taxpayers are entitled
to know, at least in a general sense, how their values are
cal cul ated. Clear explanations are one neasure of good public
service.

B. STARTI NG PRI CES | N ARMENI A

The Arnmeni an Urban Research Institute has devel oped
initial or "starting prices" for use in the privatization of
land and in property taxation. They are intended to repl ace
current official cadastral values which are small fractions of
current market prices. The starting price nethodology is
i ntended to be used until nore sophisticated and detail ed
val uation nethods can be inplenmented. See Paid Use of Land.
The starting price valuation nethodology is based on market
data and is acceptable for the immedi ate purposes. The
met hodol ogy bears simlarities to nmethods being inplenented
(or considered) in Estonia, Bulgaria, and the Czech Republic.
Initially, starting prices were set for 1991. They have been
updated to 1993 price levels. The 1993 prices have been
presented to the Armeni an government.

The starting price estimating exercise involved deli neat-
i ng zones (neighborhoods) in the City of Yerevan. A panel of
about five experts delineated zone boundaries. Each expert
made a draft, and a consensus was reached. One hundred
thirteen zones were identified. These were grouped into five
| and val ue cl asses. Each class has approxi mately equal | and
val ue per square neter. The values were calibrated using the
appr oaches di scussed bel ow.

Factors considered in identifying zones included trans-
portation wait tinme, population density, and density of em
pl oyment. The zones have a "nedi an pedestrian radi us of
approachability to objects” of 750 to 800 neters, otherw se
t hey are about 180-200 hectares. Data on zones include zone
nunmber, name, area in hectares, percent the area of the zone
is of total area, population, percent population is of total,
area of |iving space, percent of total, area per person,
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intensity (living space/total area), and |iving space per
person in M.

The criteria for evaluating the attractiveness of zones
included: (1) quality of territory (terrain and the |ike),
(2) structural characteristics, (3) functional
i ntercommuni cati ons, and (4) ecological factors. Expert
panel s were used. Panel nmenbers' ratings were statistically
anal yzed. In addition, other cities and towns were ranked
according how their |land val ues conpared to Yerevan's.

Three types of sales were analyzed: (1) sales of vacant
| and, (2) sales of dwellings (state and private), and (3)
(rarely) sales of other types of buil dings.

Differences in open market prices of standard apartnments
(on the third floor, assum ng that the buildings are in
conparabl e condition) reflect the |and value gradient. Three
estimati ng net hods were used, and the resulting estimtes were
reconciled. The basic fornmula was: The relative val ue of
land in zone P equals the cost of a flat in zone P m nus the
cost of a flat in zone P+1. Prices were expressed per M.

Based on the market analysis, the ratio between the |east
val uabl e zone in Yerevan and the nost val uable was 1:20. The
I nstitute's proposed starting price table had a range of 1:7.
The city approved a table with a range of 1:3. |If the
"approved" table were inplenmented, the resulting taxes woul d
be regressive.

Based on initial market analyses, land to total property
val ue ratios variously are reported to range between 8 and 15
percent (for housing) and 20 and 25 percent of total val ue.

C. FUTURE PLANS

The Arnmeni an Urban Research Institute advocates annual
reval uation (enploying indexation) while inflation is high and
i mmovabl e property markets have not matured. Thereafter, a
three- to five-year cycle is contenpl ated.

The Institute has proposed a program for an ongoi ng
anal ysis of Yerevan's |land and housing market. |t appears to
correspond to the suggestions I made and shoul d be accept ed.
Research shoul d be begun on nore sophisticated nmass val uati on
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nmet hods usi ng PC-based statistical packages. Both sales
conpari son and i nconme approach nodels shoul d be consi dered.

The State Tax I nspectorate need to devel op expertise in
mar ket nonitoring and nmass val uation. A valuation team should
be formed. It could work with the Institute's experts.
Menmbers of the team also could take property tax courses
of fered by the Organisation for Econom c Co-operation and
Devel opment. Future technical assistance nissions could
provide training exercises. (O her educational possibilities
i nclude mass val uation course offered in the United States by
the International Association of Assessing O ficers and
correspondence courses offered by the University of British
Col unbi a.)
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VI1. TAX ADM NI STRATI ON

Tax collection and enforcenent are strategically the nost
i mportant conmponents of a property tax system The property
tax is a fiscal instrunment designed to provide governnent
revenue. The property tax can also be used to inprove
efficiency (for exanple, vacant |and taxes) and inprove equity
(for example, taxing real estate capital). These results can
only occur, however, if the property tax is uniformy and
effectively collected. Property tax objectives in |aw-reve-
nue, efficiency, and equity--cannot be realized unless revenue
is actually received.

Property taxation is not truly "taxation" w thout strict
enforcement. Taxation w thout enforcenent should better be
called "contribution.”" The property tax beconmes a systemin
which only those who want or are forced to will pay
(contribute). The property tax will not be based on "ability
to pay" but on "ability not to pay." Such a tax usually falls
on the poor and politically weak.

If revenue is the main purpose of property taxation,
identification and valuation of the tax base are only
supportive activities--inportant though they are, they are not
the ultimte purpose. Therefore, a property tax agency should
not view itself as a mapping or valuation agency. Maps,
property information and property valuations are only
internmedi ate results needed to achieve the final output,
revenue coll ection.

The five basic steps of an effective tax collection and
enforcenment program are:

1) Tax liabilities should be assessed.

2) Taxpayers should be notified of their tax
l[iabilities.

3) Taxpayers shoul d be persuaded that they shoul d pay.

4) Tax paynents should be received and properly record-
ed.

5) Del i nquent taxpayers should be forced to pay their
l[iabilities.
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Wor k has not begun on the operational aspects of
adm ni stering the proposed property taxes in Arnenia.
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VI11. PUBLIC | NFORMATI ON AND ASS| STANCE

Successful inplenmentation of the new taxes on property
will require public acceptance and cooperation. Efforts to
secure this acceptance should occur at all |evels of the tax
adm ni stration. Property tax adm nistration should be viewed
as a public service function. The chief service is an
equi tabl e assessnment. The tax adm nistration should
denonstrate at every opportunity that the tax is being
enforced even-handedly.

Policy makers and tax adm ni strators nust conmuni cate
effectively their publics--honmeowners, business people, and
governnment officials. The rationale for the tax, how it is
adm ni stered, and taxpayers' rights and responsibilities nust
be expl ai ned.

Taxpayers should feel welcome in the offices of the
property tax adm nistration and be reassured that the tax
adm nistration is sincerely interested in their needs. Many
t axpayers will need individual service, whether help with an
exenpti on application, an explanation of an assessnent, or a
request for real estate data. Property tax adm nistrators can
expect to receive nmany such requests for information and
assi stance. Systens and procedures need to be established to
satisfy these requests effectively and efficiently.
| ndi vi dual inquiries should be answered. Records shoul d be
open--avail abl e for public inspection--unless confidenti al
information is invol ved.

The public cannot be assuned to have a good understandi ng
of property taxation and tax admnistration. Having a
publication that explains these things is an excellent tool to
use in a public education program Tax adm nistrators al so
shoul d anticipate that sone taxpayers will be angry, and the
staff should be trained to diffuse or deflect anger and
provi de the service needed.

An accessi ble, effective appeal process is crucial to the
success of the property tax. |In property taxation, in
contrast to other taxes where admnistrators audit the
assessnments of taxpayers, taxpayers use the appeal process to
audit the work of the tax adm nistration. It is inportant
t hat access to the appeal process be conveni ent and
i nexpensive, at least at the initial stages, with |ater stages

-66-



reserved for nore conplex appraisal and | egal problens, where
expert assistance may be necessary.

The Arnmeni an Urban Research Institute has recogni zed the
need for education in denocratic legal rights and respon-
sibilities. Wrk on devel oping public information and
assi stance progranms cannot begin until the organi zati onal
structure has been put into place.
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| X. COVPUTER TECHNOLOGY

Modern cadastral record, mass valuation, and property tax
adm ni stration systens require conputer technol ogy. There-
fore, Arnenian systens should be devel oped with conputeriza-
tion at least eventually in mnd. |In preparation for such
devel opnents, an eval uation of avail able conmputer technol ogy
and conputer readi ness was made. The next step would be to
defi ne systemrequirenents, and section Ais intended to
illustrate the possibilities.

A.  OVERVI EW

Western property tax adm ni strations use conputers exten-
sively. Recent technol ogi cal advances and cost reductions
have made conputer systens available to the snmallest tax
agenci es. Conputer systens help with adnm nistration and with
valuation--the latter type of system being called a conputer-
assi sted mass apprai sal (CAMA) system

1. Syst em Conponent s

Comput er - assi sted val uati on systens can be viewed as
havi ng four broad, integrated subsystens: data managenent,
sal es processing and anal ysis, mass val uation, and
adm ni stration. The data nanagenment system supports data
storage, maintenance, and retrieval. The sal es managenent
system provi des for sales processing, analysis, and ratio
studies. The valuation system conpri ses nass val uati on
applications of the three approaches to value. The
adm ni strative system provides for such functions as prepara-
tion of valuation and tax rolls, notices, project managenent,
fornms generation, and exenption and appeals processing. It
also interacts with other systens particularly tax billing and
col |l ection systens.

The dat abase nmanagenent systemis key. Database
managenent systemnms conbine data into an integrated structure
i ndependent of its physical location. This nmeans that the
dat abase and application progranms can be independently
mai nt ai ned. Data redundanci es and i nconsi stencies can be
elimnated. Query and analytical capabilities are enhanced.

The dat abase managenent system al so permts interactions
anong the subsystens. For exanple, the valuation system uses
data maintained in the data managenent and sal es processing
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systenms and produces val ues used in the admnistrative system
to generate assessnent notices. Thus, tax adm nistrators nust
not only ensure that the various systens performeffectively
but also that they are well integrated. System security and
integrity is another inportant managerial concern.

I ncreasingly, valuation and tax adm nistration systens
are being linked to geographic information systens (G S) and
el ectroni ¢ docunment managenment systens. These provi de access
to digital maps and i mages of docunents. A geographic
information systens has many applications in valuation. For
exanpl e, a valuer can display sales and other selected data on
maps tailored to the valuer's needs. On a nore advanced
pl ane, the marriage of CAMA and G S systens permts gl obal
response surface analysis of |land values. O course, use of a
G S requires that parcel boundaries or parcel centroids be
digitally encoded, a tinme-consum ng and expensive venture.

2. Syst em Devel opnent Strat eqgi es

Comput er systenms nust be supported by adequate hardware.
| nsufficient storage or processing power del ays operations,
curtails anal yses, and wastes tinme. Fortunately, hardware and
storage costs have fallen rapidly. This does not nean that
adm ni strators should rush to acquire nmore powerful conputers.
| nstead, they should determ ne functional requirenents, select
software that will effectively neet those requirenents, and
only then eval uate hardware alternatives. Hardware should be
eval uated on the basis of capacity and reliability,
avai lability of maintenance service, and ease of upgrading.
Experi enced data processi ng managers shoul d hel p nake
acqui sition deci sions.

Recent advances in performance/price ratios for persona
conputers (PCs) and in client-server technol ogy make PCs an
increasingly attractive option. Personal conputers are
attractive for such functions because they give the user full
hardware control, which nmeans quicker access while freeing
nore mainframe tine for larger jobs. Small offices can use
PCs for all their systens. Large office can use themto
support specific functions, such as project scheduling, and to
enhance market analysis and nodeling. Also, PC software tends
to be nore flexible, easier-to-use, and cheaper.
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Tax adm ni strators have several broad options in applica-
tion software selection and devel opnent. One is to devel op
software internally. Mst large offices initially chose this
option. It has major advantages and di sadvantages. On the
positive side, the software will neet the office's specific
requi renents. Another is that the office can use its own pro-
gramm ng staff and is not dependent upon outside parties for
revi sions and support. On the negative side, internal
sof tware devel opment requires |large commtnments of time and
staff. Devel opnments can take years to conplete with no
guar antee of success. Docunentation nmust be prepared and
mai nt ai ned, which is tinme-consum ng and, in practice, often
i nadequate. |In addition, programrevisions are periodically
required, and tax adm nistrations sonmetines nust conpete with
ot her departnments for limted programm ng resources.

The second option is to acquire special purpose software
froma vendor. This option is attractive if there are
avail abl e systens that can be nodified to neet nost of the
user's requirenents. On the negative side, this approach can
be costly and makes the user heavily dependent upon the vendor
for future revisions and support.

Third, offices can build a system from general purpose or
"generic" software conponents to nmeet their requirenents.
Dat abase managers are exanpl es of generic software. O her
exanpl es i nclude, geographic information systens (G 59S),
statistical packages, spreadsheets, and word processors.
Statistical packages are excellent for valuation nodeling and
can be adapted to sal es anal ysis and other anal yti cal
applications. Spreadsheets are excellent for inconme data
anal ysis. Smaller offices can develop their entire systens
with generic software. 1In fact, an integrated package (with
dat abase, spreadsheet, word processing, and graphics capabili -
ties) may be all that is needed. A disadvantage of this
approach can be dependence on the individual that put the
system t oget her.

Of course, a tax admnistration is not restricted to a
singl e approach. Unless the office is acquiring a conplete
system from a vendor, it should acquire a database nanager
whet her it be at the mainframe or PC | evel. Valuation
software can conme from several sources. Cost approach
applications and | and val uation systens can be designed in-
house or with the aid of generic software. Software to
support the market approach can be purchased from a nass
apprai sal vendor, or a generic statistics package can be used.
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Larger offices may use a variety of tax adm nistration
sof t war e.

I n view of continuing technol ogi cal advances, generic
software is becom ng increasingly attractive relative to
i nternal devel opment. This neans that offices can increase
their efficiency and analytic capabilities by mgrating toward
nore generic solutions. In this environnent, the role of data
processi ng departnents is being redefined, with | ess enphasis
on custom progranmm ng and nore on systenms integration, data
managenent, and user education and support.

B. THE CURRENT SI TUATI ON | N ARMENI A

The current situation with respect to conputer technol ogy
in Armenia is mxed. On the negative side, frequent power
interruptions create problematic environnental conditions.
Unreliable tel econmuni cation systens al so constrains sone
conputer applications. In addition, conputer hardware
avai l abl e to governnent bodies seens to be in short supply--
limted to a few PCs. These problens can be solved with
capital investnents.

A spokesman for the Aragast B Corporation, a "full
service" conputer conpany, saw two additional challenges. An
appropriate | egal framework was needed. More inportant,
managers of institutions were needed who appreciated the val ue
of conputer technol ogy and woul d provi de | eadership toward
conputeri zed sol utions.

On the positive side, Arnenia was a center for conputer
sci ence during the Soviet era, and the [Conputer Research

Institute of Yerevan] is still active, although smaller in
size. Consequently, there is a pool of conputer-literate
people. In addition, the work of private firns |like the

Aragast B Company and institutions like the Scientific Re-
search Center of City Managenment Systems suggest sufficient
potential for conputerization.

People in these organi zations are abreast of the state-
of -the-art in generic software (including databases,
el ectroni ¢ docunent managenent systens, geographic information
systens, conputer-assisted drafting, spreadsheets, statistical
packages, and the like). In addition, skilled system design-
ers and programers are avail able to devel op software
internally.
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The Scientific Research Center of City Managenment Systemns
is devel oping PC systenms for the building inventory and hous-
i ng mai ntenance departnments of Yerevan. These automate the
al phanuneric data in passports and |icenses. They should
i nprove access to data while also increasing data security.
The buil di ng nmai nt enance system was due to be installed in
August on two PCs. The license systemwas said to have been
installed and that 10-15 percent of data had al ready been
entered. (No nention was made of this systemduring ny visit
to the building inventory office.)

The center also is devel oping a personal information sys-

tem It contains informati on on where people live and the
characteristics of their living quarters. It is envisaged
that the systemw || be useful in apartnment exchanges, sinpli-

fying the information that nmust be submtted to the govern-
ment, anong ot her applications.

The center also has a denonstration version of a rudi nen-
tary G'S, the "Kaghak" (city) Automated Information System
It displays five layers of data spatially using synmbols. The
Aragast B Conpany is devel oping nulti-nmedia systens.
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X. L MPLEMENTATI ON PLANNI NG

The inmpl enentation of new tax systenms will require
careful planning. There is little evidence that such planning
has begun. G ven the desire to inplenent the proposed
property taxes quickly, inmplenmentation planning should begin
as soon as possible. The plan should address the foll ow ng:

1 Est abl i shing Legi sl ation

! Mar shal | i ng Resources

Desi gni ng Systens and Procedures

Tr ai ni ng

Data Col |l ecti on

Val uati on

1 Public I nformation

! Ongoi ng Adm ni stration

Substanti al progress has been nmade only in drafting

| egislation. Followup m ssions could assist with the

remai ni ng areas.

Regardi ng the general timetable for inplenmentation, an
effective date for the proposed property tax |egislation has

not been set. The Arnmenian Urban Research Institute believes
five-to-six years would be required to inplement the urban
| and cadastre (at a current cost of $10 mIlion). That

probably is an ambitious tinetable, but the State Tax

| nspectorate believes the country cannot wait four or nore
years while the | aw and systens are being perfected to

i npl ement the new taxes. That is the fiscal and political
reality. | would argue that one to two years would be
required to inplenent a mnimal, interimsystem successfully.
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Annex B. CREATI NG PROPERTY TAX SYSTEMS: SEM NAR OUTLI NE

| NTRODUCTI ON
Goal s of Property Tax Systens
1 Revenue
! Rei nf orce devel opnent of market econony & denocratic
gover nment

Types of Property Taxes

1 Land and buil di ng taxes
I Transfer taxes

Concept of "Property"

Property Tax System Conponents

Adni ni stration
Levy
Assessment

Col | ection

MAI' N POLI CY CHO CES AND LEG SLATI VE FRAMEWORK
Fi scal Objectives

! Revenue anounts
! Reci pi ent(s) of revenue

Cover age of Tax

! Real property (land and buil di ngs)
1 Personal property

Basi s of Tax

! Non- Val ue
! Val ue (capital and annual)

Level of Tax

1 Uni f orm
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! Differential |levels (assessnent ratio and rate dif-
ferentials)

Exenpti ons and Reliefs
Definition of Taxpayer

1 Omner
1 Occupant or user

Liability for Tax

1 I n Rem
1 | n Personam

Basis of Levy (Determ nation of Tax Rates

1 Fi xed r ates
1 Vari abl e rates

ADM NI STRATI VE ORGANI ZATI ON

Ti er of Government Responsible for Adm nistration

Nat i onal
Local
M xed

Private Sector Role

Sel f - Assessnent

Coor di nati on
DEVELOPMENT OF CADASTRES

Organi zati on

! CGeogr aphi c

Per son
! | ndexi ng (nunbering) systens

Legal (Juridical) Cadastre

Fi scal Cadastre

-77-



Land

Bui | di ngs

Personal property

Econonmi ¢ data (sal es prices, etc.)

VALUATI ON
Mar ket Monitoring and Prelim nary Anal yses

Val uati on Model s & the Approaches to Val ue

Sal es conpari son
| ncone capitalization
Cost

Land Val uati on
Valuing with Insufficient Market Data
Qual ity Assurance
TAX ADM NI STRATI ON
Billing
Col I ecti on
Enf or cenent
Accounting and Distribution of Receipts
PUBLI C | NFORMATI ON AND ASSI STANCE
Bui | di ng Vol untary Conpliance
Appeal s
TECHNOLOGY
Har dwar e Pl atforns
Software Options
CAMA Syst ens
MULTI - PURPOSE GEOGRAPHI C | NFORMATI ON SYSTEMS
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| MPLEMENTATI ON PLAN ( TI METABLE)
Est abl i shing Legi sl ation
Mar shal | i ng Resources
Desi gni ng Systens & Procedures
Tr ai ni ng
Dat a Col | ection
Val uati on
Public Information

Ongoi ng Adm ni stration

-79-



Annex C. MATERIALS REVI EWED

Note: For legislative references, see ICMA list, "Laws,
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